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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.
XSUNX, INC.
CONDENSED BALANCE SHEETS

ASSETS

CURRENT ASSETS
Cash
Accounts receivable
Cost in excess of billing
Prepaid expenses

Total Current Assets

PROPERTY & EQUIPMENT
Office & miscellaneous equipment
Machinery & equipment

Less accumulated depreciation
Net Property & Equipment

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' DEFICIT

CURRENT LIABILITIES
Accounts payable
Credit card payable
Accrued expenses
Accrued interest on notes payable
Billing in excess of cost
Deferred revenue
Derivative liability
Promissory note, related party
Convertible promissory note, related party

Convertible promissory notes, net of $19,110 and $64,582 in discounts

Total Current Liabilities

TOTAL LIABILITIES

June 30,
2016
(Unaudited)

$33,843
20,000

7,882

61,725

29,842

626

30,468
(29,925 )

543

$62,268

$49,973
40,238
4,607
21,069
26,137

400,560
35,000
12,000
239,924
829,508

829,508

September
30,
2015

$78,770

6,661
4,171

89,602
35,853
64,538
100,391
(95,126
5,265

$94.,867

$41,919
41,707
3,787
22,086

15,000
622,201

12,000
215,418

974,118

974,118
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SHAREHOLDERS' DEFICIT
Preferred stock 50,000,000 shares authorized, shares issued and outstanding designated as
follows:
Preferred Stock Series A, $0.01 par value, 10,000 authorized
5,000 and 5,000 shares issued and outstanding, respectively 50 50
Common stock, no par value;
2,000,000,000 authorized common shares
758,789,703 and 704,918,657 shares issued and outstanding, respectively 32,582,542 32,359,171

Additional paid in capital 5,335,398 5,335,398

Paid in capital, common stock warrants 3,811,700 3,811,700

Accumulated deficit (42,496,930) (42,385,570)
TOTAL SHAREHOLDERS' DEFICIT (767,240 ) (879,251 )
TOTAL LIABILITIES AND SHAREHOLDERS' DEFICIT $62,268 $94,867

The accompanying notes are an integral part of these financial statements
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XSUNX, INC.

CONDENSED STATEMENTS OF OPERATIONS

(Unaudited)

SALES
COST OF GOODS SOLD

GROSS PROFIT

OPERATING EXPENSES
Selling, general and administrative expenses
Depreciation and amortization expense

TOTAL OPERATING EXPENSES

LOSS FROM OPERATIONS BEFORE OTHER
INCOME/(EXPENSES)

OTHER INCOME/(EXPENSES)

Penalties

Loss on commitment fees

Gain on forgiveness of debt

Gain on sale of asset

Gain(Loss) on conversion of debt and change in
derivative liability

Interest expense

TOTAL OTHER INCOME/(EXPENSES)
NET LOSS

BASIC AND DILUTED EARNING (LOSS) PER
SHARE

WEIGHTED-AVERAGE COMMON SHARES
OUTSTANDING
BASIC AND DILUTED

Three Months Ended
June 30, 2016 June 30, 2015 June 30, 2016 June 30, 2015

$52,813
37,182

15,631

122,282
57

122,339

(106,708

(109,454
(24,239

(133,693

$(240,401

$(0.00

743,854,380

)
)

)

$320,038

241,676

78,362

125,014
1,387

126,401

(48,039

41,928
(58,036

(16,108

) $(64,147

) $(0.00

677,821,451

The accompanying notes are an integral part of these financial statements

4

Nine Months Ended

$628,761
400,877

227,884

374,044
1,598

375,642
) (147,758

(222

12,249

110,103
) (85,732

) 36,398

) $(111,360

) $(0.00

727,873,505

)

)

)

)

)

$937,795
756,398

181,397

388,959
3,630

392,589

(211,192

(472
(22,080
58,273

(548,113
(174,325

(686,717

$(897,909

$(0.00

591,695,819

)
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XSUNX, INC.

CONDENSED STATEMENT OF SHAREHOLDERS’ DEFICIT
(Unaudited)

Stock
Additional Options/
Preferred
Stock Common Stock Paid-in Warrants Accumulated
Shares AmountShares Amount Capital Paid-in-CapitalDeficit Total

Balance at
September 30,
2015 5,000 $50 704,918,657 $32,359,171 $5,335,398 $3,811,700 $(42,385,570) $(879,251)

Common stock

issued upon

conversion of

debt and

accrued

interest - - 53,871,046 223,371 - - - 223,371

Net loss for the

nine months

ended June 30,

2016 - - - - - - (111,360 ) (111,360)
Balance at June

30, 2016

(unaudited) 5,000 $50 758,789,703 $32,582,542 $5,335,398 $3,811,700 $(42,496,930) $(767,240)

The accompanying notes are an integral part of these financial statements

5
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XSUNX, INC.
CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustment to reconcile net loss to net cash
used in operating activities
Depreciation & amortization
Commitment fees
Gain on sale of asset
Gain on forgiveness of debt
(Gain) Loss on conversion of debt and change in derivative liability
Amortization of debt discount recorded as interest expense

Change in operating assets:

(Increase) Decrease in:

Accounts receivable

Cost in excess of billing

Prepaid expenses

Increase (Decrease) in operating liabilities:
Accounts payable

Accrued expenses

Billing in excess of cost

Deferred revenue

NET CASH USED IN OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of fixed asset
Proceeds from sale of assets

NET CASH PROVIDED IN INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from convertible promissory notes
Payments on convertible promissory notes
Proceeds from related party promissory notes
NET CASH PROVIDED IN FINANCING ACTIVITIES
NET DECREASE IN CASH

CASH, BEGINNING OF PERIOD

Nine Months Ended
June 30, June 30,
2016 2015

$(111,360) $(897,909)

1,598 3,630
- 22,080
(12,249 ) -

(58,273 )

(110,103) 548,113
60,819 143,281

(20,000 ) (20,250 )
6,661 -
(3,710 ) 1,310

6,584 (573 )
25,322 34,648
26,137 -

(15,000 ) (10,000 )

(145,301) (233,943)

(626 ) -
16,000

15,374

130,000 155,000
(80,000 ) -

35,000 61,000
85,000 216,000
(44,927 ) (17,943 )

78,770 50,838
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CASH, END OF PERIOD

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Interest paid
Taxes paid

SUPPLEMENTAL DISCLOSURES OF NON CASH TRANSACTIONS
Fair value of issuance of common stock upon conversion of debt and accrued interest
Derivative liability extinguishment
Debt discount on new issuances
Accrued interest on capitalized into principal

The accompanying notes are an integral part of these financial statements
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$33,843

$410
$-

$223,372
$129,141
$15,347
$16,033

$32,895

$39
$-

$301,281
$921,098
$-
$-
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XSUNX, INC.
NOTES TO THE CONDENSED FINANCIAL STATEMENTS — UNAUDITED
JUNE 30, 2016

1. Basis of Presentation

The accompanying unaudited financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and with the instructions to Form
10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by generally accepted accounting principles for complete financial statements. In the opinion of management,
all normal recurring adjustments considered necessary for a fair presentation have been included. Operating results
for the nine months ended June 30, 2016 are not necessarily indicative of the results that may be expected for the year
ended September 30, 2016. For further information refer to the financial statements and footnotes thereto included in
the Company's Form 10-K for the year ended September 30, 2015.

Going Concern
The accompanying financial statements have been prepared on a going concern basis of accounting, which

contemplates continuity of operations, realization of assets and liabilities and commitments in the normal course of
business. The accompanying financial statements do not reflect any adjustments that might result if the Company is
unable to continue as a going concern. The Company does not generate significant revenue, and has negative cash
flows from operations, which raise substantial doubt about the Company's ability to continue as a going concern. The
ability of the Company to continue as a going concern and appropriateness of using the going concern basis is
dependent upon, among other things, additional cash infusion. The Company has obtained funds from its shareholders
since its inception through the nine months ended June 30, 2016. Management believes the existing shareholders and
the prospective new investors will provide the additional cash needed to meet the Company's obligations as they
become due, and will allow the development of its business development efforts in the solar PV industry.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of XsunX, Inc. is presented to assist in understanding the Company’s
financial statements. The financial statements and notes are representations of the Company’s management, which is
responsible for their integrity and objectivity. These accounting policies conform to accounting principles generally
accepted in the United States of America and have been consistently applied in the preparation of the financial
statements.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the accompanying financial
statements. Significant estimates made in preparing these financial statements include the estimate of useful lives of
property and equipment, the deferred tax valuation allowance, the fair value of stock options, and derivatives related
to convertible debt. Actual results could differ from those estimates.

Cash and Cash Equivalents
For purposes of the statements of cash flows, cash and cash equivalents include cash in banks and money markets

with an original maturity of three months or less.

Revenue Recognition
Revenue and related costs on construction contracts are recognized using the “percentage of completion method” of

accounting in accordance with ASC 605-35, Accounting for Performance of Construction-Type and Certain
Production Type Contracts (“ASC 605-35”). Under this method, contract revenues and related expenses are recognized

10
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over the performance period of the contract in direct proportion to the costs incurred as a percentage of total estimated
costs for the entirety of the contract, after the contract reaches 10% completion. No revenue is recognized until the
percentage of completion reaches 10%. Costs include all direct materials, subcontractor costs, direct labor and those
indirect costs related to contract performance, such as indirect labor, supplies, project planning and preparation, tools
and repairs. All un-allocable indirect costs and corporate general and administrative costs are charged to the periods as
incurred. However, in the event a loss on a contract is foreseen, the Company will recognize the loss as it is
determined.

Revisions in cost and profit estimates during the course of the contract are reflected in the accounting period in which
the facts, which require the revision, become known. Provisions for estimated losses on uncompleted contracts are
made in the period in which such losses are determined. Changes in job performance, job conditions, estimated
profitability, and final contract settlements may result in revisions to costs and income, and are recognized in the
period in which the revisions are determined.

7
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XSUNX, INC.
NOTES TO THE CONDENSED FINANCIAL STATEMENTS — UNAUDITED
JUNE 30, 2016

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Asset, “Costs and estimated earnings in excess of billings” represents revenues recognized in excess of amounts
billed on contracts in progress. The Liability, “Billings in excess of costs and estimated earnings”, represents billings in
excess of revenues recognized on contracts in progress. At June 30, 2016, the billing in excess of costs was $26,137.

Contract Receivables

Contract receivables are recorded on contracts for amounts currently due based upon progress billings, as well as any
retentions, which are collectible upon completion of the contracts. Accounts payable to material suppliers and
subcontractors are recorded for amounts currently due based upon work completed or materials received, as are
retention due subcontractors, which are payable upon completion of the contract. General and administrative expenses
are charged to operations as incurred and are not allocated to contract costs.

Project Warranties
Customers in our target market of California who purchase solar energy systems are covered by a warranty of up to 10

years in duration for material defects and workmanship. In addition, we provide a pass-through of the major
components such as module mounting, inverter and solar panel manufacturers’ warranties to our customers, which
generally range from 10 to 25 years. The Company has a limited history of project installations and will access
potential warranty costs, and other allowances, based on our experience in servicing warranty claims as they may arise
in the future. During the nine months ended June 30, 2016 the Company did not experience costs related to warranty
claims.

Stock-Based Compensation
Share-based Payment applies to transactions in which an entity exchanges its equity instruments for goods or services

and also applies to liabilities an entity may incur for goods or services that are to follow a fair value of those equity
instruments. We are required to follow a fair value approach using an option-pricing model, such as the Black Scholes
option valuation model, at the date of a stock option grant. The deferred compensation calculated under the fair value
method would then be amortized over the respective vesting period of the stock option. This has not had a material
impact on our results of operations.

Basic and Diluted Net Income (I.oss) per Share Calculations

Income (Loss) per Share dictates the calculation of basic earnings per share and diluted earnings per share. Basic
earnings per share are computed by dividing income available to common shareholders by the weighted-average
number of common shares available. Diluted earnings per share is computed similar to basic earnings per share except
that the denominator is increased to include the number of additional common shares that would have been
outstanding if the potential common shares had been issued and if the additional common shares were dilutive. The
shares for employee options, and convertible notes were used in the calculation of the income (loss) per share.

Fair Value of Financial Instruments

Fair Value of Financial Instruments, requires disclosure of the fair value information, whether or not recognized in the
balance sheet, where it is practicable to estimate that value. As of June 30, 2016, the balances reported for cash,
prepaid expenses, accounts payable, accrued expenses approximate the fair value because of their short maturities.

We adopted ASC Topic 820 for financial instruments measured as fair value on a recurring basis. ASC Topic 820
defines fair value, established a framework for measuring fair value in accordance with accounting principles

12
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generally accepted in the United States and expands disclosures about fair value measurements.

8
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XSUNX, INC.
NOTES TO THE CONDENSED FINANCIAL STATEMENTS — UNAUDITED
JUNE 30, 2016

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. ASC Topic 820 established a three-tier fair value
hierarchy which prioritizes the inputs used in measuring fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurements) and the lowest
priority to unobservable inputs (level 3 measurements). These tiers include:

-Level 1, defined as observable inputs such as quoted prices for identical instruments in active markets;

Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly observable
-such as quoted prices for similar instruments in active markets or quoted prices for identical or similar instruments in
markets that are not active; and

Level 3, defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to
-develop its own assumptions, such as valuations derived from valuation techniques in which one or more significant
inputs or significant value drivers are unobservable.

We measure certain financial instruments at fair value on a recurring basis. Assets and liabilities measured at fair
value on a recurring basis are as follows at June 30, 2016:

(Level (Level
Total 1) 2) (Level 3)

Liabilities

Derivative Liability $400,560 $ - $ - $400,560
Convertible Promissory Notes, net of discount $239,924 $§ - $§ - $239,924
Total Liabilities measured at fair value $640,484 $ - $ - $640,484

The following is a reconciliation of the derivative liability for which Level 3 inputs were used in determining the
approximate fair value:

Balance as of October 1, 2015 $622.201
Fair value of derivative liabilities issued 15,347
Net Gain on change in derivative liability  (236,988)
Ending balance as of June 30, 2016 $400,560

Recent Accounting Pronouncements
On May 9, 2016, FASB issued ASU 2016-12, an amendment to “Revenue from Contracts with Customers (Topic 606) —

Narrow-Scope Improvements and Practical Expedients”. The amendment in this update address narrow-scope
improvements to the guidance on collectability, noncash consideration, and completed contracts at transition.
Additionally, the amendments in this update provide a practical expedient for contract modifications at transition and
an accounting policy election related to the presentation of sales taxes and other similar taxes collected from
customers. The Company does not believe the accounting standards currently adopted will have a material effect on
the accompanying condensed financial statements.

14
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Management does not believe that any recently issued, but not yet effective, accounting standards if currently adopted
would have a material effect on the accompanying condensed financial statements.

3.CAPITAL STOCK

At June30, 2016, the Company's authorized stock consisted of 2,000,000,000 shares of common stock, with no par
value. The Company is also authorized to issue 50,000,000 shares of preferred stock with a par value of $0.01 per
share of which 10,000 shares have been designated as Series A Preferred Stock. The rights, preferences and privileges
of the holders of the preferred stock are determined by the Board of Directors prior to issuance of such shares.

During the nine months ended June 30, 2016, the Company issued 53,871,046 shares of common stock upon
conversion of principal in the amount of $87,000, plus accrued interest of $9,486 and recognized loss upon conversion
of the note in the amount of $126,885.

9
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XSUNX, INC.
NOTES TO THE CONDENSED FINANCIAL STATEMENTS — UNAUDITED
JUNE 30, 2016

4.STOCK OPTIONS

On May 20, 2014, the Company adopted the 2014 XSUNX, Inc. Stock Option and Award Plan (the “Plan”) to enable
the Company to obtain and retain the services of the types of Employees, Consultants and Directors who will
contribute to the Company’s long range success and to provide incentives which are linked directly to increases in
share value which will inure to the benefit of all stockholders of the Company. The 2007 Stock Option Plan is
superseded by the newly adopted 2014 XSUNX, Inc. Stock Option and Award Plan. Options granted under the Plan
may be either Incentive Options or Nonqualified Options and shall be administered by the Company's Board of
Directors ("Board"). Each Option shall be exercisable to the nearest whole share, in installments or otherwise, as the
respective Option agreements may provide. Notwithstanding any other provision of the Plan or of any Option
agreement, each Option shall expire on the date specified in the Option agreement.

A summary of the Company’s stock option activity and related information follows:

6/30/2016
Weighted

Number average

of exercise

Options price
Outstanding, beginning of the period 4,500,000 $ 0.024
Granted - -
Exercised - -
Expired (3,000,000) 0.014
Outstanding, end of the period 1,500,000 $ 0.045

Exercisable at the end of the period 1,500,000 $ 0.045
Weighted average fair value of
options granted during the period $ -

The weighted average remaining contractual life of options outstanding issued under the plan as of June 30, 2016 was
as follows:

Weighted

Average

Stock Stock Remaining
Exercisable Options Options Contractual
Prices Outstanding Exercisable Life (years)

$ 0.045 1,500,000 1,500,000 0.53 years
1,500,000 1,500,000

We account for stock-based payment award forfeitures as they occur. The Company did not recognized stock-based
compensation expense in the statement of operations during the nine months ended June 30, 2016.

5.CONVERTIBLE PROMISSORY NOTES

16
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On October 1, 2014, the Company entered into an extension of a 12% unsecured convertible promissory note (the
"12% Note") having a remaining principal balance of $252,335, and a maturity date of September 30, 2015. On
October 20, 2015, the 12% Note had a remaining principal balance of $143,033, and the Company and the holder
entered into a third extension of the 12% Note providing for a new maturity date of March 30, 2017, and requiring
payments of $10,000 per month beginning November 1, 2015 until the such time that the 12% Note is paid in full. The
note bears interest at 12% annum, and may be converted by the Holder into shares of common stock of the Company
at 60% of the lowest volume weighted average price ("VWAP") occurring during the twenty trading days preceding
any conversion date by Holder. The balance of the provisions remained substantially the same. During the nine month
period ended June 30, 2016 the Company paid $80,000 of the principal balance, leaving a remaining balance of
$63,033.

10
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XSUNX, INC.
NOTES TO THE CONDENSED FINANCIAL STATEMENTS — UNAUDITED
JUNE 30, 2016

5. CONVERTIBLE PROMISSORY NOTES (Continued)

On November 20, 2014, the Company issued a 10% unsecured convertible promissory note (the “Note”) for the
principal sum of up to $400,000 plus accrued interest on any advanced principal funds. The Note matures eighteen
months from each advance. The Note may be converted by the lender into shares of common stock of the Company at
the lesser of $.0125 per share or fifty percent (50%) of the three lowest trade prices of three separate trading days
recorded in the twenty five (25) trading days prior to the conversion of any outstanding funded principal or accrued
interest under the Note. The Company recorded debt discount of $201,066 related to the conversion feature of the
notes, along with derivative liabilities at inception. On November 20, 2014, the lender advanced $50,000 to the
Company under the Note at inception. On various dates from February 18, 2015 through June 30, 2016, the lender
advanced an additional $315,000 under the Note. As of June 30, 2016, there remains an aggregate outstanding
principal balance of $116,000. During the nine months ended June 30, 2016, the Company recognized debt
amortization as interest expense in the amount of $60,735.

Issuance of Convertible Promissory Notes for Services to Related Party

As of June 30, 2016, the remaining unsecured Convertible Promissory Note (the “Note”) was $12,000, entered into with
a Board member (the “Holder”) in exchange for retention as a director during the fiscal year ending September 30,
2014. The Note can be converted into shares of common stock by the Holder for $0.0045 per share. The Note matured
on October 1, 2015, and bore a one-time interest charge of $1,200 which was applied to the principal on October 1,
2014. So long as any shares issuable under a conversion are subject to transfer and sale restrictions imposed pursuant

to SEC Rule 144 of the Rules promulgated under the Securities Act of 1933, the Company shall, upon written request
by Holder, file Form S-8, if applicable, with the U.S. Securities and Exchange commission to register the issued.

For purpose of determining the fair market value of the derivative liability for the embedded conversion, the Company
used Black Scholes option valuation model. The significant assumptions used in the Black Scholes valuation of the
derivative are as follows:

Risk free interest rate ~ Between 0.10% and 1.06%
Stock volatility factor ~ Between 61.10% and 256.58%
Months to Maturity 6 months to 2 years

Expected dividend yield None

At June 30, 2016, the fair value of the derivative liability was $400,560.

6. NOTE PAYABLE-RELATED PARTY

On August 5, 2014 the Company issued a 10% unsecured promissory note (the “Note”) to a related party in the
aggregate principal amount of up to $80,000, plus accrued interest on any advanced principal funds. During the nine
months ended June 30, 2016, the Company received advances in the aggregate of $35,000. The principal use of the
proceeds from any advance under the Note are intended to assist in the purchase of materials, and services for the
solar PV systems that we sell and install. Consideration advanced under the Note matures three months from each
advance. The balance as of June 30, 2016 was $35,000, plus accrued interest of $1,689.

7. SUBSEQUENT EVENTS

18
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Management has evaluated subsequent events as of the financial statement date according to the requirements of ASC
TOPIC 855 and has the following events to be reported:

On August 3, 2016 XsunX, Inc. (the “Company”) authorized the issuance of 24,290,776 shares of common stock upon
the conversion of $16,000 of principal, and $2,218.08 of accrued interest to the holder of a 10% convertible note.

The securities above were offered and sold pursuant to an exemption from the registration requirements under Section
4(a) 2 of the Securities Act since, among other things, the transactions did not involve a public offering.

12
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
CAUTIONARY AND FORWARD LOOKING STATEMENTS

In addition to statements of historical fact, this Quarterly Report on Form 10-Q contains forward-looking statements.
The presentation of future aspects of XsunX, Inc. ("XsunX", the "Company" or "issuer") found in these statements is
subject to a number of risks and uncertainties that could cause actual results to differ materially from those reflected in
such statements. Readers are cautioned not to place undue reliance on these forward-looking statements, which reflect
management's analysis only as of the date hereof. Without limiting the generality of the foregoing, words such as
"may", "will", "expect", "believe", "anticipate", "intend", or "could" or the negative variations thereof or comparable
terminology are intended to identify forward-looking statements. Our actual results could differ materially from those
anticipated by these forward-looking statements as a result of many factors, including those discussed under “Item 1A:

Risk Factors” in the Company’s Annual Report on Form 10-K.

These forward-looking statements are subject to numerous assumptions, risks and uncertainties that may cause
XsunX's actual results to be materially different from any future results expressed or implied by XsunX in those
statements. Important facts that could prevent XsunX from achieving any stated goals include, but are not limited to,
the following:

Some of these risks might include, but are not limited to, the following:

(a) volatility or decline of the Company's stock price;

(b) potential fluctuation in quarterly results;

(c) failure of the Company to earn revenues or profits;

(d) inadequate capital to continue or expand its business, inability to raise additional capital or financing to implement
its business plans;

(e) failure to commercialize its technology or to make sales;

(f) rapid and significant changes in markets;

(g) litigation with or legal claims and allegations by outside parties;
(h) insufficient revenues to cover operating costs.

There is no assurance that the Company will be profitable, the Company may not be able to successfully develop,
manage or market its products and services. The Company may not be able to attract or retain qualified executives and
technology personnel, the Company's products and services may become obsolete, government regulation may hinder
the Company's business, additional dilution in outstanding stock ownership may be incurred due to the issuance of
more shares, warrants and stock options, or the exercise of warrants and stock options, and other risks inherent in the
Company's businesses.

The Company undertakes no obligation to publicly revise these forward-looking statements to reflect events or
circumstances that arise after the date hereof. Readers should carefully review the factors described in other
documents the Company files from time to time with the Securities and Exchange Commission, including the
Quarterly Reports on Form 10-Q and Annual Reports on Form 10-K filed by the Company and any Current Reports
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on Form 8-K filed by the Company.

Management believes the summary data presented herein is a fair presentation of the Company's results of operations
for the periods presented. Due to the Company's change in primary business focus and new business opportunities
these historical results may not necessarily be indicative of results to be expected for any future period. As such,
future results of the Company may differ significantly from previous periods.

13
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Business Overview

XsunX specializes in the sale, design, and installation of solar photovoltaic power generation (PV), and energy saving
technologies that provide our clients long term savings, predictability, and control of their energy costs. Our
background and experience spans virtually all aspects of solar including technology assessment, design, and
development.

The Company has developed a highly skilled team of qualified engineering and specialty contractors with extensive
commercial and residential solar experience necessary to service the diverse conditions that can be encountered in the
design and installation of PV, and energy saving technologies. The company couples this superior design and delivery
capability with factory direct pricing, and zero down financing options to provide our clients with energy saving
solutions that can quickly pay for themselves.

Our business development objectives are to capitalize on the demand within the California commercial and residential
markets for the installation of solar electric power systems. The demand, underscored in a 2015 market data report
from the U.S. Solar Energy Industries Association (SEIA) indicates $11.7 billion dollars was invested into PV system
installations in California in 2014 representing a 66% increase over the previous year, and nationally capacity is
forecasted to double through the addition of roughly 20,000 megawatts (MW) in the 2015-16 period with California
leading the way. Helping to drive these significant solar adoption numbers are continued cost reductions, coupled with
government tax and investment incentives providing significant investment incentives for consumers whom we
market to in efforts to make sales.

We have historically focused our operations toward commercial rooftop solar power sales. In the second half of 2015
period we began to expand our marketing efforts to include residential sales efforts, however an area in which we
believe we can establish distinct marketing and sales advantages is through the sale and delivery of commercial solar
carport and canopy systems.

While we believe that the commercial and residential rooftop solar will continue to offer sales growth opportunities,
non-residential solar carport and canopy systems can, in many instances, provide us the opportunity to offer customers
larger project sizing, greater electricity savings, and the ability to differentiate XsunX from competitors.

In the 2015 period we began to establish the capabilities to design, directly source all of the major system components,
and deliver solar carport systems allowing us to eliminate reliance on costly third party specialty subcontractors whom
we believe the majority of our competitors rely on. This has allowed us to reduce our solar canopy structure
installation costs by approximate 35%, and the overall PV system cost by approximately 15% which, we believe,
provides us with a distinct pricing advantage for solar carports and canopies within the greater Southern California
markets that we serve.

Market for Solar Power

We believe that a significant demand for our solar power energy solutions is developing, in part, as a result of
following propositions:

We provide the ability to control and predict future energy costs. Our customers invest in the ability to self-generate
power to offset and/or eliminate the purchase of third party utility provided electric energy. These investments

eprovide predictability and control of energy costs, and can significantly reduce overall energy costs while insulating
clients from rising retail electricity prices.
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Maturity and dependability of solar technologies. The results and benefits from investments in solar power systems
have begun to produce long term statistical data. This historical performance data allows investment benefits for
near and long term future operations to be accurately estimated. This provides customers greater reliance on future
results, and the confidence to make investments.

Rapid capital recovery of solar investments. Reports provided by U.S. Energy Department indicate that the installed

Jprice reductions for solar PV systems are driving record installation demand. These cost reductions for the major
components that make up PV systems allow us to provide per watt pricing that, coupled with tax and operating
benefits, can often result in capital investment recovery within 3 to 4 years.

14
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Our Approach

We provide customers with a turn-key suite of services and products. Our customer relationship development begins
with a financial analysis providing detailed estimated investment benefits and results over the first twenty five years of
a solar power systems life span. Through this process we tailor our system designs to maximize the financial benefits
and returns for each customer. Our strategy is to develop and deliver systems that can provide the client with the
greatest benefits. We then focus on 100% customer satisfaction by consistently matching customer expectations with
our performance, and the delivery of our systems.

The key elements of our approach include:

Lead Generation. We market our services utilizing efforts that include wide area advertising in regional newspapers,
door-to-door canvasing, list generation and target marketing, and customer referrals. Our sales development efforts

ework with prospective customers from initial interest through tailored proposals and, ultimately, signed contracts.
We plan to grow our sales efforts and team while continually reviewing market trends, and the adoption of new
approaches to engage more customers.

Detailed Investment Analysis. We use information related to our customer’s energy usage, costs, planned operations,
and tax basis to determine optimal solar system and investment sizing. We combine this data and provide customers

ewith 25 year investment projections that detail capital recovery expectations, system performance and energy
savings, tax and operating benefits, and property re-sale value improvement estimates.

Financing. We have established relationships with lenders and have been approved to offer their finance options to
prospective customers. Through our lender association network we offer customers financing options that include

ecommercial equipment loans, lease options, power purchase agreements (PPA’s), PACE & HERO financing through
property tax assessment, and we offer clients the option to apply utility incentives towards system purchase
buy-downs thereby reducing up front out of pocket expenditures or the amount of capital financed.

Design & Engineering. To ensure accuracy we perform our site surveys directly and do not rely on third party
Jservices. We then finalize designs that will match proposed financial results, and work with a highly skilled team of
quahfled engineers with extensive commercial solar experience to ensure compliance with all codes, and best
practices for the solar system operation.

Installation. We make the installation process simple for our customers. Once we complete the design and
engineering of a solar energy system, we obtain all necessary building permits. Then, as the general contractor and

construction manager, we provide all materials and components and use highly qualified licensed specialty
contractors with extensive commercial and solar experience to provide on-site assembly of solar systems, utility
interconnections, and roofing or structural work. We manage and ensure local building department approvals, and
arrange for interconnection to the power grid with the utility.

Monitoring, Maintenance, and Service. We provide our customers with real-time facility wide monitoring of both
solar energy generation and facility wide energy consumption. In addition to providing clients with a better
eunderstanding of their energy usage, and the opportunity to modify their usage to realize savings, these monitoring
systems allow us to confirm the continuing proper operation of installed solar energy systems. We also service what
we sell and provide customers with a single source for all system maintenance or warranty coordination and service.

15

24



Edgar Filing: XSUNX INC - Form 10-Q

Table of Contents

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED JUNE 30, 2016 COMPARED TO THREE
MONTHS ENDED JUNE 30, 2015.

Revenue and Cost of Sales:

The Company generated revenues in the three months ended June 30, 2016 and 2015 of $52,813 and $320,038
respectively. The decrease in revenue during the three months ended June 30, 2016 was primarily due to projects in
the planning stage not having reached 10% completion required to recognize revenues under the Company's revenue
recognition policy, and the use of sales resources to develop a cross marketing affiliate sales program and in the
development of marketing efforts for the sale of our newly launched solar carport and canopy offerings. The costs of
goods sold for the three months ended June 30, 2016 and 2015 was $37,182 and $241,676, respectively. The
Company to date has had minimal revenue and cost of sales. Management expects to continue to generate revenues,
and is working to increase sales as it matures the scope of the Company's capabilities and brand awareness.

Selling, General and Administrative Expenses:

Selling, General and Administrative (SG&A) expenses decreased by $2,732 during the three months ended June 30,
2016 to $122,282 as compared to $125,014 for the three months ended June 30, 2015. The decrease in SG&A
expenses was related primarily due to the Company experiencing a reduction to the administrative costs associated
with the delivery of sold projects. Management anticipates SG&A expenses may increase in future periods as the
Company continues to expand its marketing, sales, and service efforts.

Other Income/(Expenses):

Other income and (expenses) increased by $(117,585) to $(133,693) for the three months ended June 30, 2016,
compared to $(16,108) for the three months ended June 30, 2015. The decrease was the result of a decrease in interest
expense of $33,797, which included a decrease in non-cash amortization of debt discount in the amount of $33,650, a
decrease in non-cash gain on conversion of debt and change of fair value of the derivative instruments of $151,383.

Net Income (Loss):

For the three months ended June 30, 2016, our net loss was $(240,401) as compared to a net loss of $(64,147) for the
three months ended June 30, 2015. This increase in net loss primarily stems from the increase in other income
(expenses) associated with the derivative instruments, and an overall decrease in operating expenses, with a decrease
in gross profit due to an decrease in revenue. While management is working to increase sales and revenues as it
matures the scope of the Company's capabilities and brand awareness for its commercial and residential solar PV
systems, the Company anticipates the trend of losses may continue in future periods until the Company can recognize
sales of significance of which there is no assurance.

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED JUNE 30, 2016 COMPARED TO NINE
MONTHS ENDED JUNE 30, 2015.

Revenue and Cost of Sales:

The Company generated revenues in the nine months ended June 30, 2016 and 2015 of $628,761 and $937,795
respectively. The decrease in revenue during the nine months ended June 30, 2016 primarily due to projects in the
planning stage not having reached 10% completion required to recognize revenues under the Company's revenue
recognition policy, and the use of sales resources to develop a cross marketing affiliate sales program and in the
development of marketing efforts for the sale of our newly launched solar carport and canopy offerings. The costs of
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goods sold for the nine months ended June 30, 2016 and 2015 was $400,877 and $756,398, respectively. The
Company to date has had minimal revenue and cost of sales. Management expects to continue to generate revenues,

and is working to increase sales as it matures the scope of the Company's capabilities and brand awareness.
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Selling, General and Administrative Expenses:

Selling, General and Administrative (SG&A) expenses decreased by $14,915 during the nine months ended June 30,
2016 to $374,044 as compared to $388,959 for the nine months ended June 30, 2015. The decrease in SG&A expenses
was related primarily due to the Company experiencing a reduction to the administrative costs associated with the
delivery of sold projects. Management anticipates that SG&A expenses may increase in future periods as the
Company continues to expand its marketing, sales, and service efforts.

Other Income/(Expenses):

Other income and (expenses) decreased by $(723,115) to $36,398 for the nine months ended June 30, 2016, compared
to $(686,717) for the nine months ended June 30, 2016. The decrease was the result of a decrease in interest expense
of $88,593, which included a decrease in non-cash amortization of debt discount in the amount of $82,462, a decrease
in loss on commitment fees of $22,080, a decrease in gain on forgiveness of debt of $58,273, and a decrease in
penalties of $250, with an increase in non-cash gain on conversion of debt and change of fair value of the derivative
instruments of $658,216, and an increase in gain on sale of asset of $12,249.

Net Income (Loss):

For the nine months ended June 30, 2016, our net loss was $(111,360) as compared to a net loss of $(897,909) for the
nine months ended June 30, 2015. This decrease in net loss primarily stems from the decrease in other income
(expenses) associated with the derivative instruments, and an overall decrease in operating expenses, with an increase
in gross profit due to an decrease in cost of sales. While management is working to increase sales and revenues as it
matures the scope of the Company’s capabilities and brand awareness for its commercial solar PV systems, the
Company anticipates the trend of losses may continue in future periods until the Company can recognize sales of
significance of which there is no assurance.

Liquidity and Capital Resources

We had a working capital deficit at June 30, 2016 of $767,782, as compared to a working capital deficit of $884,516
as of September 30, 2015. The decrease of $116,733 in working capital deficit was the result of a decrease in cash,
cost in excess of billing, accrued expenses, deferred income, and derivative liability, with an increase in accounts
receivable, prepaid expenses, accounts payable and other payable, an increase in billing in excess of cost, notes
payable and convertible notes.

Cash flow used by operating activities was $(145,301) for the nine months ended June 30, 2016, as compared to cash
flow used by operating activities of $(233,943) for the nine months ended June 30, 2015. The decrease in cash flow
used by operating activities was due to a decrease in net loss primarily due to the decrease in selling, general and
administrative expenses.

Cash flow provided by investing activities for the nine months ended June 30, 2016 and 2015 were $15,374 and $0,
respectively. The net change in investing activities was primarily due to proceeds received of $16,000 from the sale of
certain assets in the current period, with an offset of the purchase of fixed assets.

Cash provided by financing activities for the nine months ended June 30, 2016 was $85,000, as compared to $216,000
for the nine months ended June 30, 2015. Our capital needs have primarily been met from the proceeds of private
placements, convertible notes, and initial revenues resulting from our change in business operations focused on the
sale, design, and installation of Solar Photovoltaic (PV) Systems for commercial and industrial real-estate in in the
period.
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Our financial statements as of June 30, 2016 have been prepared under the assumption that we will continue as a
going concern. Our independent registered public accounting firm has issued their report dated January 8, 2016, that
included an explanatory paragraph expressing substantial doubt in our ability to continue as a going concern without
additional capital becoming available. We are in the early stages of executing our plans to grow our business through
the sale, design, installation, and servicing of commercial and residential solar power systems and, to date, we have
not generated revenues sufficient to wholly fund operations. Our ability to continue as a going concern ultimately is
dependent on our ability to generate revenues. However, these operational plans may continue to be dependent upon
our ability to obtain additional equity or debt financing as we work to achieve profitable operations of which there is
no assurance. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.
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For the nine months ended June 30, 2016, the Company's capital needs have been met from the use of working capital
provided by the proceeds of (i) the Company’s working capital and (ii) the sale of debt proceeds totaling $130,000, and
(iii) revenues in the amount of $628,701.

Short Term

On a short-term basis, while our revenues have begun to develop under our new plan of operations we do not generate
revenues sufficient to cover operations at this time. Based on prior history, we may continue to have insufficient
revenue to satisfy current and recurring expenses and liabilities. For short term needs we may continue to be
dependent on receipt, if any, of offering proceeds and the growth of our revenue.

Capital Resources

We have only common and preferred stock as our capital resources. We have no material commitments for capital
expenditures within the next year, however as we work to market and make sales of our commercial solar PV system
services, substantial capital may be needed to expand and pay for these activities.

Need for Additional Financing

We do not have capital sufficient to meet our cash needs. We will have to seek loans or equity placements to cover
such cash needs. No commitments to provide additional funds have been made by our management or other
stockholders. Accordingly, there can be no assurance that any additional funds will be available to us to allow it to
cover our expenses as they may be incurred.

OFF-BALANCE SHEET ARRANGEMENTS

We do not have any off balance sheet arrangements that are reasonably likely to have a current or future effect on our
financial condition, revenues, result of operations, liquidity or capital expenditures.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

We do not have any market risk sensitive instruments. Since all operations are in U.S. dollar denominated accounts,
we do not have foreign currency risk. Our operating costs are reported in U.S. dollars.

The Company does not invest in term financial products or instruments or derivatives involving risk other than money
market accounts, which fluctuate with interest rates at market.

Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures designed to ensure that information required to be disclosed in reports
filed under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized, and reported within
the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated
to our management, including our principal executive officer, principal financial officer, and principal operating
officer, as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating our
disclosure controls and procedures, management recognized that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives.
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As required by SEC Rule 15d-15(e), our management, consisting of our Chief Executive Officer/Principal Accounting
Officer carried out an evaluation, of the effectiveness of our disclosure controls and procedures as of the end of the
period covered by this report. Based on that evaluation, our principal executive officer/ principal accounting officer,
concluded that our disclosure controls and procedures were effective at a reasonable assurance level as of the end of
the period covered by this report.
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Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control structure and procedures over
financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)) under the Exchange Act. The SEC rule making for
the Sarbanes-Oxley Act of 2002 Section 404 requires that a company's internal controls over financial reporting be
based upon a recognized internal control framework. Our management conducted an assessment of the effectiveness
of our internal control over financial reporting as of June 30, 2016 based on the framework set forth in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(“COSO”) that has been modified to more appropriately reflect the current limited operational scope of the Company as
a Development Stage company. The Company used the COSO guide - The Internal Control over Financial Reporting -
Guidance for Smaller Public Companies to implement the Company’s internal control framework. Additionally, the
limited scope of operations of the Company means that traditional separation of duties controls are not used by the
Company as a result of the limited staffing within the Company. The Company relies on alternative procedures to
overcome this non-material control weakness.

Based on that evaluation, our Chief Executive Officer/Principal Accounting Officer concluded that our internal
control over financial reporting as of June 30, 2016 was effective. Internal control over financial reporting cannot
provide absolute assurance of achieving financial reporting objectives because of its inherent limitations. Internal
control over financial reporting is a process that involves human diligence and compliance and is subject to lapses in
judgment and breakdowns resulting from human failures. Because of such limitations, there is a risk that material
misstatements may not be prevented or detected on a timely basis by internal control over financial reporting. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Changes in Internal Control over Financial Reporting

As a result of what was determined to be ineffective internal controls related to our closing process for account
reconciliations as of September 30, 2015 we have made changes to our internal control over financial reporting (as
such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the nine months ended June 30,
2016.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings.

None

Item 1A. Risk Factors

There are no material changes from the risk factors previously disclosed in the Registrant’s Form 10-K filed with the
Securities and Exchange Commission dated January 8, 2016.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

During the three months ended June 30, 2016, the Company issued 28,917,325 shares of common stock upon partial
conversion of a convertible notes in principal in the amount of $44,000, plus the accrued interest of $5,159.

The Company relied on an exemption pursuant to Section 4(a)(2) of the Securities Act of 1933, as amended, in
connection with the foregoing issuance.

Use of Proceeds from the Sale of Securities

The proceeds from the above sales of securities were and are being used primarily to fund efforts by the Company to
expand operations to include the sale, design, and installation of solar electric PV systems, and in the day-to-day
operations of the Company, and to pay the accrued liabilities associated with these operations.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mining and Safety Disclosures

None.

Item 5. Other information

On August 3, 2016 XsunX, Inc. (the “Company”) authorized the issuance of 24,290,776 shares of common stock upon
the conversion of $16,000 of principal, and $2,218 of accrued interest to the holder of a 10% convertible note.

The securities above were offered and sold pursuant to an exemption from the registration requirements under Section
4(a) 2 of the Securities Act since, among other things, the transactions did not involve a public offering.
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Item 6. Exhibits

The following is a complete list of exhibits filed as part of this Form 10-Q. Exhibit numbers correspond to the
numbers in the Exhibit Table of Item 601 of Regulation S-K.

Exhibit Description
Form of Third
Extension
Agreement to
12% Note used
in connection
with the
10.1 exchange and 18
month extension
to a promissory
note that had
become due
September 30,
2015. (1)
Form of
Promissory
Note issued on
August 5, 2014,
used in
connection with
establishing
10.2 access to interim
financing
requirements for
solar system
installations in
the amount of
up to $80,000.
(2)
Form of
Convertible
10% Promissory
Note issued on
November 20,
2014, used in
connection with
the sale of a
convertible
promissory note
in an amount up
to $400,000. (3)
31.1 Certification of
Chief Financial
Officer and

10.3
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Principal
Executive

Officer pursuant
to Section 302
of the
Sarbanes-Oxley
Act (4)
Certification of
Principal
Executive and
Financial

32.1 Officer pursuant
to Section 906
of the
Sarbanes-Oxley

Act (4)
XBRL Instance

Document (4)
XBRL
Taxonomy
101.SCH Extension
Schema
Document(4)
XBRL
Taxonomy
Extension
Calculation
Linkbase
Document (4)
XBRL
Taxonomy
101.DEF Extension Label
Linkbase
Document (4)
XBRL
Taxonomy
Extension
Presentation
Linkbase
Document (4)
XBRL
Taxonomy
Extension
Presentation
Linkbase
Document (4)
) Incorporated
by reference
to exhibits
included
with the

101.INS

101.CAL

101.LAB

101.PRE



(@)

3)

“)
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Company’s
Report on
Form 10-K
filed with the
Securities
and
Exchange
Commission
dated
January 8,
2016.
Incorporated
by reference
to exhibits
included
with the
Company’s
Report on
Form 10-Q
filed with the
Securities
and
Exchange
Commission
dated August
18, 2014.
Incorporated
by reference
to exhibits
included
with the
Company’s
Report on
Form 8-K
filed with the
Securities
and
Exchange
Commission
dated
November
26, 2014.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

XSUNX, INC.

Dated: August 15, 2016 By:/s/ Tom M. Djokovich
Tom M. Djokovich,
Principal Executive and Accounting Officer
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