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a currently valid OMB number. -RIGHT: Opt" align="justify">The Company has engaged in efforts to market and sell a
production prototype machine held in inventory for sale. We have engaged in efforts to solicit buyers, but we cannot
be assured that a sale of the machine will be finalized in the near term. In an effort to develop alternate methods for
the sale of the system the Company is engaged in discussions with interested parties for an arms-length trade of the
system for services related to the Company’s efforts to develop new thin film manufacturing techniques for CIGS thin
films. As a result of these negotiations utilizing the system as a trade for services, the company reasonably believes
that the book value of the marketable prototype should be adjusted to reflect a current fair market valuation of
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$300,000 representing an average of the trade discussions under way at September 30, 2009. Management also
believes that the write down of $1,117,000 to a book value of $300,000 represents the reasonable salvage value for the
marketable prototype machine.
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XSUNX, INC.
(A Development Stage Company)
Notes to Financial Statements
September 30, 2009 and 2008

8. PROMISSORY NOTE

During the fiscal year ended September 30, 2009, the Company converted an accounts payable for accrued facility
lease payments to a promissory note in the amount of $456,921 The note accrues interest at 10% per annum. The note,
including all principal and interest are due September 1, 2011. The interest expense for the fiscal year ended
September 30, 2009 is $4,256. Also, as part of the lease payments the Company returned equipment to the lease
holder and recognized a non-cash loss of $59,784.

9. SETTLEMENT OF DEBT

During the fiscal year ended September 30, 2009, the Company was forgiven an accounts payable liability for
equipment and services in the amount of $287,381.

10. CONCENTRATION OF CREDIT RISK

The Company has a concentration of credit risk for cash by maintaining deposits with banks, which may at a time
exceed insured amounts. The accounts are insured by the Federal Deposit Insurance Corporation up to $250,000 per
financial institution. At September 30, 2009, the Company’s uninsured cash deposits were $280,717.

11. COMMITMENTS AND CONTINGENCIES

California Corporate Office Lease

Effective April 1, 2009 the Company reduced its leased facilities at its Aliso Viejo, CA offices by approximately 50%.
This resulted in associated reductions to monthly lease and facility expenses totaling approximately $2,000 leaving a
monthly lease and facility liability of approximately $1,400. The Company plans to continue to lease these facilities
for the foreseeable future.

Oregon Manufacturing Facility Lease

In furtherance of its revised plan of operations focusing on the development of new manufacturing technology for
CIGS thin films and plans to establish manufacturing operations through joint venture license agreements for such
new technology the Company elected to eliminate its Oregon based facility. On August 27, 2009, the Company
entered into a lease termination and mutual release of claims with Merix Corporation, an Oregon corporation.
Pursuant to the terms of the Agreement, the Parties agreed to terminate that certain sublease agreement by and
between the Parties, dated April 1, 2008, related to certain real property described therein which comprised the
Company’s Oregon based facility (the “Premises”). Accordingly, the Company agreed to vacate the Premises on or
before September 1, 2009. In connection with the termination of the Sublease, the Company also agreed (a) to sell
certain equipment, currently housed on the Premises, to Merix for the amount of $111,620, (b) to allow Merix to
complete a full drawdown of that certain $106,000 irrevocable letter of credit issued by Wells Fargo Bank, N.A., at
the request of the Company, in favor of Merix. The combined amounts of the sale of equipment and draw down to the
letter of credit totaling $217,620 were credited to the accrued lease payment liabilities. The remaining accrued lease
payment liabilities and contractual term lease obligation were reduced to $456,920.66 and the Company issued an
unsecured promissory note in favor of Merix in the amount of $456,920.66. The note accrues interest at 10% per
annum. The Parties agreed to unconditionally release each other from the obligations imposed by, or related to, the
Sublease, except for the obligations established by the Agreement. The termination of the Sublease eliminates
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continued monthly operating costs associated with the facility, which the Company no longer requires for its plan of
operations, while also reducing the Company’s short-term liabilities associated with the lease to zero and reducing the
Company’s long-term liabilities by approximately sixty-five percent (65%).

Colorado Facilities Lease

On September 30, 2009 the Company extended the lease at its Golden, Colorado facility for an additional six months
expiring on March 31, 2010 at the lease rate of $1,790 per month plus $945.00 in triple net for a total of $2,735 per
month. While the Company does not currently conduct operations of any significance in the facility a machine built
under contract for the Company, and held in inventory for sale by the Company, is housed in this facility and we are
engaged in efforts to market and sell this machine. Upon the sale of the machine we do not anticipate continued use of
the facility in our operations.

Marketable Production Prototype Machine

An inspection on April 30, 2009 of a production prototype machine built for the Company to prove technology for
intended resale by the Company resulted in the determination that the machine continues to fail to meet contractual
requirements and on May 4, 2009 XsunX provided the vendor, MV Systems Inc., a notice asserting that MV Systems is
in material default of the terms of the agreement for the machine between the parties. No resolution to this notice of
default has been agreed to by the parties.

Marketable Production Prototype Sales Tax Dispute

In March 2009 XsunX received notice from the State of Colorado offering determination that sales tax and penalties
were due for what the state perceived as a purchase of a machine for use by XsunX rather than as an inventory item
that was developed for re-sale. On April 10, 2009 the Company filed a protest and hearing request disputing the
findings of the tax auditor requesting that the total tax liability determination be reversed. As of September 30, 2009
we had not yet received a final determination from the Colorado Department of Revenue and we had a potential
contingent liability in the amount of $72,800 for tax on the machine. On November 17, 2009 the Colorado Department
of Revenue withdrew and cancelled its assessment of tax liability in total.
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Explanation of Responses: 5



Edgar Filing: HASBRO INC - Form 4

XSUNX, INC.
(A Development Stage Company)
Notes to Financial Statements
September 30, 2009 and 2008

11. COMMITMENTS AND CONTINGENCIES (Continued)

Manufacturing Facility Production Equipment Dispute

Under the Company’s previous efforts to establish a thin film solar module manufacturing facility the Company had
placed an order for certain thin film deposition equipment with a vendor. While the Company worked with the vendor

to verify and approve the contractual compliance of certain deliverables associated with $2,500,000 in invoicing

received by the Company from the vendor the Company reported this invoice as a liability in its quarterly report for

the period ended December 31, 2008 on Form 10Q. We completed our review of the deliverables and the vendor’s
compliance with contractual requirements and determined that the deliverables under the invoice did not meet the

required contractual specifications. For the period ended March 31, 2009 the Company reversed the $2,500,000

accounts payable liability until such time that the contractual requirements had been met by the vendor. In June the

vendor and XsunX proposed terms for the cancellation of the order without further obligation to either party. As of the

year ended September 30, 2009 the parties had agreed to terms but had not executed a signed release. The terms did

not include or create any current or continuing liabilities for XsunX or the vendor. On December 21, 2009 the parties

agreed to the termination of the order and all liabilities associated with the order further providing that neither party

would be require to provide continuing services or payment.

Under the Company’s previous efforts to establish a thin film solar module manufacturing facility the Company had
placed an order for glass washing systems totaling $523,950 with a vendor. Deposits totaling $130,987.50 were paid

to the vendor prior to the cancellation of the order by the Company, and no systems have been delivered. The vendor

is claiming that a balance is due prior to shipment in the amount of $408,963 which includes certain accrued interest

payments. The Company has cancelled this order and disputes this amount and has instructed the vendor to apply the

deposit payment of $130,987.50 towards re-stocking fees as full and final settlement to the account. Invoicing for this

item totaling $209,580 remains on the Company’s account payables until such time that a final adjustment can be
determined between the parties. In the judgment of management this remaining accounts payable amount of $209,580,

if necessary, fairly represents an allowance sufficient to account for adjustments to re-stocking credits.

On September 3, 2009, XsunX received notice of an action filed by a vendor in the State of Oregon, Multnomah
County, requesting, a) that the court grant the re-possession of certain industrial gas management equipment (the
“equipment”) for shipment back to the vendor (XsunX had returned the equipment to the vendor on August 28, 2009), b)
that the court grant the vendor unspecified re-stocking and re-shipment fees, or ¢) the sum of $117,207.07 plus interest
and collection fees for payment for the equipment. The vendor allegations stem from XsunX’s determination that the
vendor had modified an order for the equipment previously placed by XsunX without approval by XsunX through the
issuance of an authorizing purchase order. Attempts by XsunX to return the equipment were met with demands for
re-stocking fees from the vendor. XsunX has refused to pay re-stocking fees for equipment it believes was modified
without approval. The vendor agreed to the return of the equipment and then subsequently filed its claim. Since the
filing of the claim the vendor has proposed that it provide XsunX with a re-stocking credit leaving approximately
$95,000 in re-stocking fees, interest, and collection fees. We dispute this amount and have retained counsel to
aggressively defend this matter. At this time the Company is unable to estimate a loss related to this action.

Employment Agreements

On November 6, 2007, we entered into an amended and restated employment agreement with Mr. Joseph Grimes, our
chief operating officer. Under the terms of his employment agreement, Mr. Grimes is entitled to a minimum annual
base salary of $210,000. In March 2009 Mr. Grimes and the Company agreed to the reduction of annual base salary

Explanation of Responses: 6
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from $210,000 to $157,500 as part of cost cutting measures approved by the Board of Directors in association with the
Company’s efforts to modify its plan of operations. In conjunction with agreeing to the reduction in base salary the
Company also provided Mr. Grimes with a stock option grant to purchase 2,500,000 shares of our common stock,
exercisable at $0.16 cents per share. In the event that Mr. Grimes employment is terminated by us without good cause,
Mr. Grimes may receive a severance payment in the amount equal to 6 months of his annual base salary then paid to
Mr. Grimes, all payable within 30 days of such termination. Potential cost to the Company could total at minimum
$100,000 for the termination of Mr. Grimes subject to the termination without good cause by the Company.

On January 1, 2007, we entered into an employment agreement with Mr. Robert Wendt, our chief technical officer.

Under the terms of his employment agreement, Mr. Wendt was initially entitled to a minimum annual base salary of
$150,000 which was adjusted to $200,000 in November 2007 after review by the board. In March 2009 Mr. Wendt

and the Company agreed to the reduction of annual salary from $200,000 to $150,000 as part of cost cutting measures

approved by the Board of Directors in association with the Company’s efforts to modify its plan of operations. In
conjunction with agreeing to the reduction in base salary the Company also provided Mr. Wendt with a stock option

grant to purchase 2,500,000 shares of our common stock, exercisable at $0.16 cents per share. In September 2009 the

Company agreed to the terms of a two year Key Employee Retention Agreement with Mr. Robert Wendt providing

that in the event that Mr. Wendt’s employment is terminated by the Company without good cause, Mr. Wendt may
receive twelve months salary at the then salary rate at time of termination, twelve months Company paid costs for

actual costs incurred by Mr. Wendt for medical benefits related to COBRA coverage, and a relocation payment up to

$2,500. Potential cost to the Company could total at minimum $164,500 for the termination of Mr. Wendt subject to

the termination without good cause by the Company.

12. NOTE RECEIVABLE

On January 1, 2007, XSUNX, Inc. issued a secured, seven year, 10% note to Sencera, LLC in the amount up to
$1,500,000. Under the terms, the Company provided Sencera, LLC with $400,000 at the time of signing and $137,500
per month for up to eight months. These funds were to be used to develop technology and obtain licenses in agreement
with the Technology Development and License Agreement between Sencera and XsunX, Inc also signed on January 1,
2007. The note may be converted into a membership interest in Sencera, LLP and an extension of the license for a
period of three years. The security consists of the license rights, the ability to exercise the conversion and all other
rights and remedies provided by law. On September 7, 2007, XsunX initiated the final funding of disbursements under
a Promissory Note and Loan Agreement dated January 1, 2007, between XsunX and a private technology
development firm. Under the Promissory Note and Loan Agreement XsunX has funded and extended the principal
amount of $1,500,000 dollars to the private firm. On June 13, 2008, the Company entered into a separations
agreement with Sencera, LLC which resulted in the full repayment of the principal $1,500,000 balance of the note
plus accrued interest of approximately $173,251.
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XSUNX, INC.
(A Development Stage Company)
Notes to Financial Statements
September 30, 2009 and 2008

13. SUBSEQUENT EVENTS

The following are items management has evaluated as subsequent events as of January 11, 2010, the date the financial
statements were issued.

Under the Company’s previous efforts to establish a thin film solar module manufacturing facility the Company had
placed an order for certain thin film deposition equipment with a vendor. In June the vendor and XsunX proposed

terms for the cancellation of the order without further obligation to either party. On December 21, 2009 the parties

agreed to the termination of the order and all liabilities associated with the order further providing that neither party

would be require to provide continuing services or payment.

On October 16, 2009, the Company accepted an offer for the sale of 2,556,818 shares of its restricted common stock
in a private placement for cash proceeds of $225,000.

On November 16, 2009 the Company issued 53,789 shares of its common restricted stock for services related to
marketing and public relations valued at $10,000 dollars.

On December 31, 2009 the Company accepted an offer for the sale of 1,000,000 shares of its restricted common stock
in a private placement for cash proceeds of $88,000.

In the fiscal year ended September 30, 2009 XsunX modified its previous plans to directly establish amorphous silicon
product manufacturing infrastructure. We have re-focused operations on the development of a cross-industry thin film
solar manufacturing concept that we believe provides an opportunity for XsunX to establish a competitive advantage
within the industry. In furtherance of these efforts the Company has begun the development of a hybrid manufacturing
system combining certain technologies derived from the magnetic media manufacturing industry with manufacturing
techniques for thin film solar. The Company has agreed to an estimate of $1,150,000 from a vendor for the cost of this
prototype system, and in October 2009 paid an initial $115,000 deposit towards the manufacture of this system. The
vendor and the Company are now engaged in efforts to complete the testing and engineering designs necessary to
build the system.

In March 2009 XsunX received notice from the State of Colorado offering determination that sales tax and penalties
were due for what the state perceived as a purchase of a machine for use by XsunX rather than as an inventory item
that was developed for re-sale. On April 10, 2009 the Company filed a protest and hearing request disputing the
findings of the tax auditor requesting that the total tax liability determination be reversed. On November 17, 2009 the
Colorado Department of Revenue withdrew and cancelled its assessment of tax liability in total.
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