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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements contained in this report are forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These statements involve known and unknown risks,
uncertainties and other factors which may cause our or our industry’s actual results, performance or achievements to be materially
different from any future results, performance or achievements expressed or implied by the forward-looking statements. Forward-
looking statements include, but are not limited to statements regarding:

our ability to raise the funds we need to continue our operations;
our goal to increase our revenues and become profitable;
regulation of our product;
our ability to expand the production of our product;
market acceptance of our product;
future testing of our product;
the anticipated performance and benefits of our product and
our financial condition or results of operations.

 
 
In some cases, you can identify forward-looking statements by terms such as “may,” “will,” “should,” “could,” “would,” “expects,”
“plans,” “anticipates,” “believes,” “estimates,” “projects,” “predicts,” “potential” and similar expressions intended to identify
forward-looking statements. These statements are only predictions and involve known and unknown risks, uncertainties, and other
factors that may cause our actual results, levels of activity, performance, or achievements to be materially different from any future
results, levels of activity, performance, or achievements expressed or implied by such forward-looking statements. Given these
uncertainties, you should not place undue reliance on these forward-looking statements. Also, these forward-looking statements
represent our estimates and assumptions only as of the date of this report. Except as otherwise required by law, we expressly disclaim
any obligation or undertaking to release publicly any updates or revisions to any forward-looking statement contained in this report to
reflect any change in our expectations or any change in events, conditions or circumstances on which any of our forward-looking
statements are based. We qualify all of our forward-looking statements by these cautionary statements.
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PART I – FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEET

 
 June 30,

2010
 December 31,

2009
  (Unaudited)   
ASSETS     
CURRENT ASSETS:     

Cash $ 46,362 $ -
Inventories  15,997 4,197
Prepaid Expenses  29,877 90,607

Total Current Assets  92,237 94,804
PROPERTY AND EQUIPMENT, NET  167,680 177,190
OTHER ASSETS:     

Definite-life intangible Assets, net  8,651 9,134
Deposits  124,482 120,667

Total Other Assets  133,133 129,801
 $ 393,050 $ 401,795
LIABILITIES AND STOCKHOLDERS' DEFICIT     
     
CURRENT LIABILITIES:     

Cash Overdraft $ - $ 9,517
Accounts Payable  491,905 541,857
Loan Payable, other  29,612 58,117
Obligation to issue common stock and warrants  -  636,262
Convertible Debenture Payable, less Discount of $41,245 and $15,229 at June
30, 2010 and December 31, 2009  209,755 84,771

Derivative liability  -  2,229,044
Current portion, long term debt  3,320 5,585
Accrued Payroll  30,420 39,262
Accrued Payroll Taxes  7,265 144,130
Accrued Liabilities  25,185 26,324

Total Current Liabilities  797,461 3,774,869
LONG TERM LIABILITIES:     

Notes payable, less current portion  1,471 3,168
Convertible Debenture Payable, less Discount of $111,520and $114,831 at June
30, 2010 and December 31, 2009  88,580 251,269

Deferred rent expense  167,682 158,091
Total Long term Liabilities  257,734 412,528

COMMITMENTS AND CONTINGENCIES     
TOTAL LIABILITIES  1,055,195 4,187,397
STOCKHOLDERS' DEFICIT:     

Common stock, $.001 par value, 150,000,000 and 100,000,000 shares
authorized at June 30, 2010 and December 31, 200989,208,122 and
78,636,332 issued and outstanding at June 30, 2010 and December 31, 2009  89,208 78,636

Additional Paid-In Capital  16,673,735 15,543,488
Accumulated deficit  (17,425,088) (19,407,726)

Total Stockholders' Deficit  (662,145) (3,785,602)
     
 $ 393,050 $ 401,795

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

  For the three  For the three  For the Six  For the Six
  Months ended  Months ended  Months Ended  Months Ended
  June 30, 2010  June 30. 2009  June 30, 2010  June 30. 2009
         
NET SALES $ 19,117 $ 27,115 $ 33,160 $ 50,245
         
COST OF SALES  16,290 6,997 19,910 23,319
         
GROSS PROFIT  2,827 20,118 13,250 26,926
         
OPERATING EXPENSES         

Selling  39,658 58,864 65,895 167,794
General and Administrative  1,684,132 234,160 2,528,265 552,916
Research and Development  96,535 41,036 199,524 149,126

         
Total Expenses  1,820,325 334,060 2,793,684 869,836

         
LOSS FROM OPERATIONS  (1,817,498) (313,942) (2,780,434) (842,910)
         
OTHER INCOME (EXPENSE):         

Other income - rent  -  6,300 - 12,600
Fair Value Adjustment of Derivative Liability  9,741,957 - 5,277,350 -
Amortization of Bond Discount  (36,835) (23,659) (99,580) (180,713)
Finance costs paid in warrants, related party  (405,925)   (405,925) -
Interest expense  (2,024) (2,043) (8,773) (3,489)

         
Total Other Income (Expense)  9,297,173 (19,402) 4,763,072 (171,602)

         
NET INCOME (LOSS) $ 7,479,675 $ (333,344) $ 1,982,638 $ (1,014,512)
         
         
BASIC AND DILUTED LOSS PER SHARE $ 0.09 $ (0.01) $ 0.02 $ (0.02)
         
WEIGHTED AVERAGE BASIC AND

DILUTED SHARES OUTSTANDING  86,876,596 66,870,464 83,666,796 64,647,889

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

  For the Six  For the Six
  Months Ended  Months Ended
  June 30, 2010  June 30, 2009
  (Unaudited)  (Unaudited)
Cash Flows for Operating Activities:     
Net Income (Loss) $ 1,982,638 $ (1,014,512)
Adjustments to reconcile net income (loss) to net cash used by operating activities:     

Common stock and warrants issued for services rendered  1,450,249 441,219
Finance costs paid in warrants, related party  405,925 -
Amortization of prepaid consulting fees  73,325 -
Amortization of bond discount  99,579 180,713
Vendor settlement  (4,117) -
Amortization of intangibles  483 483
Depreciation expense  11,661 14,328
Fair value adjustment of Derivative Liability  (5,277,350) -
Increase in deferred rent  9,591 22,840
Changes in assets and liabilities:     

Decrease in accounts receivable  -  22,334
(Increase) decrease in inventories  (11,800) 5,768
(Increase) decrease in prepaid expenses  (12,595) 14,725
(Increase) in deposits  (3,815) -
Increase(decrease) in accounts payable  ( 40,836) 33,200
Increase (decrease) in accrued payroll and payroll taxes  (145,586) 69,706
Increase in obligation to issue common stock and warrants  477,555 -
(Decrease) in accrued liabilities  (1,139) (19,475)

Net Cash (Used) by Operating Activities  (986,232) (228,671)
     
Cash Flows from Investing Activities:     
Capital expenditures  (2,152) -

Net Cash (Used) by Investing Activities  (2,152) -
     
Cash Flow from Financing Activities:     
Repayment of bank overdraft  (9,517) -
Repayment of Loans Payable, Other  (22,005) -
Payments of other borrowings  (3,962) (3,283)
Proceeds from issuance of convertible debentures  -  85,100
Proceeds from sale of common stock and exercise of warrants  1,070,229 172,520

Net Cash Provided by Financing Activities  1,034,745 254,337
     
Increase in Cash  46,362 25,666
     
Cash at Beginning of Period  -  -
     
Cash at End of Period $ 46,362 $ 25,666
Supplemental Disclosures of Cash Flow Information:     
Cash paid during the period for:     

Interest $ 3,220 $ 1,626
Income Taxes $ - $ -

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS [Continued]

Supplemental Disclosure of Non-Cash Investing and Financing Activities:

Six Months Ended June 30, 2010:

During the quarter ended March 31, 2010, $15,000 of convertible debentures and $121 in accrued interest were converted into
302,425 shares of common stock. The Company issued 750,000 shares of stock in satisfaction of an obligation to issue common
stock. The Company satisfied a $6,500 loan due to a related party by offsetting it against proceeds due from the related party upon
exercise of warrants to purchase common stock. In addition, the Company issued 50,000 shares upon exercise of warrants at $.10 per
share. The consideration given for the exercise price was a reduction of indebtedness in the form of accounts payable. The Company
recorded an obligation to issue 65,000 shares of common stock in payment of finder’s fees and valued these shares at $36,400 . The
Company also issued 30,000 shares of common stock valued at $14,035 in payment of finder’s fees. In addition, an obligation to
issue 160,000 shares of common stock was recorded in payment of finder’s fees. This stock was valued at $129,050. The Company
also issued 500,000 shares of common stock valued at $160,000 in satisfaction of an obligation to issue common stock.

During the quarter ended June 30, 2010, the Company issued 180,000 shares of common stock valued at $149,550 in satisfaction of
obligations to issue common stock.

During the six months ended June 30, 2010, the Company recognized an additional derivative liability valued at $7,512,913for
warrants issued in excess of its authorized shares.

Six Months ended June 30, 2009:

During the quarter ended March 31, 2009, $50,000 of convertible debentures and $807 in accrued interest were converted into
203,227 shares of common stock. The Company issued convertible debentures for $47,500 principal and recorded a discount on the
debentures of $39,500.

During the quarter ended March 31, 2009, the Company issued 557,500 shares of common stock to employees for payment of
accrued salaries valued at $55,750.. The Company issued 66,667 shares of common stock for payment of accounts payable in the
amount of $6,000. The Company issued 810,000 shares of common stock against common stock subscribed totaling $40,500. The
Company recorded a debt discount of $110,539 in connection with restructured convertible debt.

During the quarter ended June 30, 2009 the Company issued 931,048 shares of common stock to employees which included payment
of accrued salaries valued at $46,553. The Company issued 500,000 shares of common stock for payment of accounts payable in the
amount of $8,487 and services amounting to $46,513. The Company issued convertible debentures for $37,600 principal and
recorded a discount on the debentures of $37,600.

During the quarter ended June 30, 2009, the Company issued a $15,000 Convertible note in exchange for a cash advance received in
a prior period.

In June of 2009, the Company issued 800,000 shares of common stock, and warrants to purchase 800,000 shares of stock at an
exercise price of $.10 per share, to a significant shareholder and former CEO as compensation for such shareholder having
transferred property to third parties as inducement to make an equity investment in the Company. The total invested by these third
parties was$35,000. The shares were valued at $96,000, and the warrants were valued at approximately $92,000 using the Black
Scholes pricing model, with the following assumptions: volatility 227.05%, annual rate of dividends 0%, discount rate 3.1%.

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 – BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements include the accounts of Health Enhancement Products,
Inc. and its wholly-owned subsidiaries (collectively, the “Company”). All significant inter-company accounts and transactions have
been eliminated in consolidation. In the opinion of the Company’s management, the financial statements contain all adjustments
(consisting of only normal recurring adjustments) necessary to present fairly the information set forth therein. These consolidated
financial statements are condensed, and therefore do not include all of the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statements. These unaudited condensed
consolidated financial statements should be read in conjunction with the Company’s December 31, 2009 consolidated audited
financial statements and supplementary data included in the Annual Report on Form 10-K filed with the SEC on April 15, 2010.

Effective June 23, 2010, the Company’s Certificate of Incorporation, as amended, was amended to increase the number of its
authorized common shares from 100,000,000 to 150,000,000.

The results of operations for the six months ended June 30, 2010 are not necessarily indicative of the results to be expected for the
fiscal year ending December 31, 2010, or any other period.

The Company had net income of $1,982,638 (net loss of $3,294,712 excluding the effect of the Fair Value Adjustment of Derivative
Liability) and incurred a net loss of $1,014,512 for the six months ended June 30, 2010 . In addition, the Company had a working
capital deficiency of $705,224 and a stockholders’ deficit of $662,145 at June 30, 2010. These factors continue to raise substantial
doubt about the Company's ability to continue as a going concern. The Company is endeavoring to increase the likelihood that it will
be able to continue as a going concern by seeking to increase its sales revenue, and by raising additional capital. During the first six
months of 2010, the Company raised approximately $1,071,000 in net proceeds from the exercise of warrants. The Company also
secured a $675,000 Line of Credit form a related party, under which no advances have been made as of August 1, 2010. There can be
no assurance that the Company will be able to increase its sales or raise additional capital.

There can be no assurance that sufficient funds will be generated during the next year or thereafter from operations or that funds will
be available from external sources such as debt or equity financings or other potential sources. The lack of additional capital could
force the Company to curtail or cease operations and would, therefore, have a material adverse effect on its business. Furthermore,
there can be no assurance that any such required funds, if available, will be available on attractive terms or that they will not have a
significant dilutive effect on the Company's existing stockholders.

The accompanying condensed consolidated financial statements do not include any adjustments related to the recoverability or
classification of asset-carrying amounts or the amounts and classifications of liabilities that may result should the Company be
unable to continue as a going concern.

Certain reclassifications have been made to prior-year and prior period comparative financial statements to conform to the current
year and period presentation. These reclassifications had no effect on previously reported results of operations or financial position.

NOTE 2 – INVENTORIES

Inventories at June 30, 2010 and December 31, 2009 consist of the following:

 
 June 30,

2010
 December 31,

2009
  (Unaudited)   
Raw materials $ 13,807 $ 4,197
Finished goods  2,190 -
     
 $ 15,997 $ 4,197
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NOTE 3 - PROPERTY AND EQUIPMENT

Property and equipment at June 30, 2010 and December 31, 2009 consist of the following:

 
 June 30,

2010
 December 31,

2009
  (Unaudited)   
Furniture and fixtures $ 51,617 $ 49,466
Equipment  85,402 85,402
Leasehold improvements  143,639 143,639
     
  280,658 278,507
Less accumulated depreciation and amortization  (112,978) (101,317)
     
 $ 167,680 $ 177,190

Depreciation and amortization was $11,662 and $7,164 for the six months ended June 30, 2010 and 2009, respectively.

NOTE 4 - DEFINITE-LIFE INTANGIBLE ASSETS

Definite-life intangible assets at June 30, 2010 and December 31, 2009 consist of the following:

 
 June 30,

2010
 December 31,

2009
  (Unaudited)   
Patent applications pending $ 14,500 $ 14,500
Less: Accumulated amortization  (5,849) (5,366)
     
 $ 8,651 $ 9,134

 
The Company’s definite-life intangible assets are amortized, upon being placed in service, over the 15 year estimated useful lives of
the assets, with no residual value. Amortization expense for the six months ended June 30, 2010 and 2009 was $483 and $483,
respectively. The Company estimates that amortization expense for existing assets for each of the next five years will be
approximately $1,000 per year.

NOTE 5 – LOAN PAYABLE – OTHER

Included in loans payable, other at June 30, 2010 is $29,612, payable to our former CEO, Peter Vitulli. This represents compensation
and expense reimbursements due him, of which $16,617 was for payroll. The loan is due on demand, and the Company is making
monthly payments of $5,000, and carries interest at the rate of 7% per annum.

NOTE 6 – LONG TERM DEBT:

Long term debt consists of the following:

Installment note, bearing interest at 8.8% per annum and
 June 30,

2010
 December 31,

2009
due November 2011. The loan is secured by certain of the   (Unaudited)   
Company's equipment $ 4,791 $ 6,345
Less current portion  ( 3,320) ( 3,177)
     
 $ 1,471 $ 3,168
     
Maturities of the long-term debt are as follows:     
     
June 30,     
2011 $ 3,320  
2012  1,471  
     
 $ 4,791  
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NOTE 7 – CONVERTIBLE DEBT

During the quarter ended March 31, 2010, $15,000 of convertible debentures and $121 in accrued interest was converted into
302,425 shares of common stock. In connection with the conversion, the Company wrote off unamortized discount of $10,625.

Amortization of the debt discount on the remaining notes was $88,954 for the six months ended June 30, 2010.

NOTE 8 - DERIVATIVE LIABILITY

The Company has reclassified certain outstanding warrants and options as derivative liabilities, which are marked to fair value
periodically pursuant to Emerging Issues Task Force guidance EITF 00-19 “Accounting for Derivative Financial Instruments Indexed
to, and Potentially Settled in, A Company’s Own Stock” (“EITF 00-19”). We valued these options and warrants utilizing the Black-
Scholes method of valuation using the following assumptions: volatility from 128.47% to 138.84%, annual rate of dividends 0% and
a risk free interest rate of 3.1%. The valuation resulted in a reclassification from stockholders’ equity in the six months ended June
30, 2010 of $3,048,306. For the six months ended June 30, 2010, we recognized $5,277,350 in income (non-cash) for financial
statement purposes based on the change in fair value of these liabilities during the periods. As of June 30, 2010, the derivative
liability has been written off and valued at zero, since the Company obtained stockholder approval to increase the total authorized
common stock to 150,000,000 shares, which was effective June 23, 2010.

Pursuant to ASC guidance, if a company has more than one contract subject to this issue, and partial reclassification is required, there
may be different methods that could be used to determine which contracts, or portions of contracts, should be reclassified. The
Company’s method for reclassification of such contracts is reclassification of contracts with the latest inception or maturity date first.

NOTE 9 - RELATED PARTY TRANSACTIONS

Investment in Private Placements:

During the six months ended June 30, 2010, we received in the aggregate $204,267 in proceeds from and satisfied $6,500 of a
liability owing to Chris Maggiore, a more than 5% shareholder, in connection with the exercise of warrants, and we issued Mr.
Maggiore 2,107,666 shares of our common stock. In addition, in April, 2010, we secured a $675,000 line of credit from Mr.
Maggiore. As of June 30, 2010 we have not drawn against this line of credit.

Office Space

We are leasing office and production space located in Scottsdale, Arizona from a significant shareholder, Howard Baer, pursuant to
an Amended and Restated Sublease which expires on February 9, 2020, subject to our unilateral right to terminate the Lease on
March 31, 2013. Under the original terms of the Amended and Restated Sublease, the annual base rent for the 15,000 square foot
facility was approximately $237,000, payable in equal monthly installments of approximately $20,000. The annual base rent is
subject to increase annually in an amount equal to the greater of 2.5% of the prior year’s base rent and the percentage increase in the
Consumer Price Index. We paid an additional security deposit of approximately $110,000. The Amended and Restated Sublease is a
“net lease”, which means that we are responsible for the real estate taxes, maintenance, insurance and repairs related to the premises
we are leasing.

In October, 2009, we and Mr. Baer agreed in principle to (i) reduce from 15,000 to 11,000 the square footage of the space we are
occupying and (ii) to reduce the base rent from $20,000 to $16,720 monthly (not including real estate taxes (currently $1,480 per
month)). In addition, the lessor has assumed the responsibility for maintenance and repairs for the building and we are obligated to
reimburse the lessor for 70% of such expenses. We incurred approximately $101,000 in rent expense during the first six months of
2010.
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Marketing Consultant/Distributorship Agreement

In 2008, we entered into an agreement with Mr. Baer, a significant shareholder, to provide marketing services to us, in consideration
for which we would pay commissions at the rate of $.50 per bottle for every bottle sold under this agreement. We paid no
commissions under this Agreement. In April of 2009, we amended this agreement to grant to Changing Times Vitamins, Inc.
(“CTV”), a company controlled by Mr. Baer, worldwide distribution and marketing rights to our product. This agreement called for
minimum monthly sales levels and a term of two years. We recognized $54,000 in minimum distribution fees in 2009. This contract
was terminated by mutual agreement in October of 2009. In exchange for the termination of this contract, CTV received cash
payments of $300,000. Under the Agreement, subject to the increase in our authorized shares, we were required to issue to CTV
750,000 shares of common stock, which were valued for financial reporting purposes at $352,500. During the quarter ended March
31, 2010, prior to consummation of the increase in our authorized shares, the Company issued CTV the 750,000 shares owing to
CTV in connection with the termination agreement. In connection with this transaction, Mr. Baer waived his right to exercise
warrants to purchase 750,000 shares of the Company’s common stock until the number of its authorized shares is increased to at least
125,000,000. Effective June 23, 2010, the authorized shares were increased to 150,000,000, by stockholder approval.

NOTE 10 - STOCKHOLDERS’ DEFICIT

During the quarter ended March 31, 2010, the Company issued 5,587,416 shares of common stock and received proceeds of
$671,729 upon the exercise of warrants. Convertible debentures in the face amount of $15,000 (plus $121 in accrued interest) were
converted during the quarter ended March 31, 2010into 302,425 shares of common stock. The Company issued 215,154 shares of
common stock for services , valued at $102,000. The Company also issued 95,000 shares of common stock, valued at $50,500, for
finders’ fees. The Company also issued 500,000 shares of common stock, valued at $160,000, in satisfaction of an obligation to issue
common stock. As noted above in Note9, the Company issued CTV 750,000 shares (valued at $352,500) owing to CTV in
connection with a termination agreement. In connection with this transaction, Mr. Baer waived his right to exercise warrants to
purchase 750,000 shares of the Company’s common stock until the number of its authorized shares was increased to at least
125,000,000. Effective June 23, 2010, the authorized shares were increased to 150,000,000.

During the quarter ended June 30, 2010, the Company issued 2,815,000 shares of common stock and received proceeds of$ 398,500
upon the exercise of warrants. The Company issued 126,795 shares of common stock for services, valued at $142,000. In addition,
the Company issued 180,000 shares of common stock, valued at $149,550, in satisfaction of an obligation to issue common stock.
The Company issued warrants to purchase 900,000 shares of common stock to consultants. These warrants have an exercise price
between $.25 and $.50, and a term of 3 years. The warrants were valued at $596,852 using the Black Scholes pricing model, with the
following assumptions: volatility 134.91%, annual rate of dividends 0%, discount rate 3.1%. The Company issued warrants to
purchase 500,000 shares to each of its directors (who are also executive officers) as compensation for past service. These warrants
have an exercise price of $.15 and a term of 3 years. The warrants were valued at $516,050 using the Black Scholes pricing model,
with the following assumptions: volatility 138.84%, annual rate of dividends 0%; discount rate 3.1%. The Company issued warrants
to purchase 100,000 shares of common stock to our Chief Science Officer. These warrants have an exercise price of $.15 and a term
of 3 years. The warrants were valued at $93,347 using the Black Scholes pricing model with the following assumptions: volatility
138.84%, annual rate of dividends 0%; discount rate 3.1%. Finally, the Company issued warrants to purchase 500,000 shares of
common stock to a significant shareholder, as compensation for prior loan guarantees. These warrants have an exercise price of $.15
and a term of 3 years. The warrants were valued at $405,925 using the Black Scholes pricing model with the following assumptions:
volatility 137.66%; annual rate of dividends 0%; discount rate 3.1%.

A summary of the status of the Company’s warrants is presented below.
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Warrants outstanding and exercisable by price range as of June 30, 2010 and 2009 were as follows:

  June 30, 2010  June 30, 2009

 
 

Number of
 Weighted

Average
 

Number of
 Weighted

Average
  Warrants  Exercise Price  Warrants  Exercise Price
         
Outstanding, beginning of year  22,723,401 0.47 20,107,373 0.27
         
Issued  3,030,000 0.22 800,000 0.10
         
Exercised  (8,402,416) 0.11 - -
         
Expired  - -  (661,375) 0.10
         
Outstanding, end of period  17,350,985 0.60 20,245,998 0.27

  Outstanding Warrants  Exercisable Warrants
    Average       
    Weighted       
    Remaining      Weighted
    Contractual      Average
    Life  Exercise    Exercise
Range of  Number  in Years  Price  Number  Price

           
0.10  7,747,652  1.04  0.10  7,747,652  0.10
0.15  1,833,333  2.96  0.15  1,833,333  0.15
0.25  5,690,000  2.30  0.25  5,690,000  0.25
0.50  2,080,000  1.15  0.50  2,080,000  0.50
           
  17,350,985  1.67    17,350,985  0.20

NOTE 11- COMMITMENTS AND CONTINGENCIES

Product Liability Insurance - We have only limited product liability insurance. If a product claim were successfully made against us,
there could be a material adverse effect on our financial condition given our liquidity and cash limitations.

Lease Commitment -- We are leasing office and production space located in Scottsdale, Arizona from a significant shareholder,
Howard Baer, pursuant to an Amended and Restated Sublease which expires on February 9, 2020, subject to our unilateral right to
terminate the Lease on March 31, 2013. Under the original terms of the Amended and Restated Sublease, the annual base rent for the
15,000 square foot facility was approximately $237,000, payable in equal monthly installments of approximately $20,000. The
annual base rent is subject to increase annually in an amount equal to the greater of 2.5% of the prior year’s base rent and the
percentage increase in the Consumer Price Index. The Company previously paid an additional security deposit of approximately
$110,000. The Amended and Restated Sublease is a “net lease”, which means that we are responsible for the real estate taxes,
maintenance, insurance and repairs related to the premises we are leasing.

In October, 2009, we and Mr. Baer agreed in principle to (i) reduce from 15,000 to 11,000 the square footage of the space we are
occupying and (ii) to reduce the base rent from $20,000 to $16,720 monthly (not including real estate taxes (currently $1,480 per
month)). In addition, the lessor has assumed the responsibility for maintenance and repairs for the building and we are obligated to
reimburse the lessor for 70% of such expenses. We incurred approximately $101,000 in rent expense during the six months ended
June 30, 2010.

The Company is leasing, on a month to month basis, a warehousing and bottling facility. The lease calls for monthly rent of $2,700,
plus annual common area maintenance fees. Rent expense under this lease for the six months ended June 30, 2010 was
approximately $18,200.
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The future minimum lease payments related to the Amended and Restated Sublease, as revised in October 2009, are as follows:

Year Ending June 30,   
2011 $ 206,941
2012  212,115
2013  217,418
2014  222,853
2015  228,425
Thereafter  1,122,071
   
 $ 2,209,823

Business Services Agreement

On October 19, 2009, the Registrant and Great Northern Reserve Partners, LLC (“GNRP”) entered into a Business Services
Agreement (“Agreement”), which supersedes the prior agreement between them entered into in February, 2009 (“February
Agreement”).

The Company entered into the Agreement to continue the pursuit of its strategic product and business development objectives.
GNRP was issued 500,000 shares of the Company’s Common Stock in connection with the Agreement, in full payment of any and
all amounts owing under the February Agreement (approximately $142,000 per GNRP) and in recognition of GNRP’s contribution to
the achievement of certain product testing results. In addition, GNRP will be compensated based on hours expended, sales and other
payments (licensing payments, etc.) received by the Company, and the achievement of specified milestones All equity based
compensation under the Agreement is subject to the Company increasing to 125,000,000 the number of its authorized common
shares. As a result of reaching a specified milestone, the Company has issued warrants to purchase an additional 500,000 shares of
common stock. These warrants were valued at $477,554, and the Company recorded an expense in first quarter for this milestone. An
additional warrant for 500,000 shares is issuable to GNRP with an exercise price of $.25 per share upon the Company entering into a
significant agreement and receiving at least $500,000 in payments from the contracting party pursuant to such agreement.

Workers’ Compensation – The Company does not carry workers’ compensation insurance, which covers on the job injury.

NOTE 12 – LOSS PER SHARE

Loss per common share is based upon the weighted average number of common shares outstanding during the period. Diluted loss
per common share is the same as basic loss per share, as the effect of potentially dilutive securities (convertible debt – 6,922,000
shares and warrants – 17,350,985 at June 30, 2010 and convertible debt 1,900,000 and warrants – 20,245,998 at June 30, 2009) are
anti-dilutive.

NOTE 13 - SUBSEQUENT EVENTS

In July and August we received cash proceeds of $67,500 upon exercise of outstanding warrants to purchase 270,000 shares of our
common stock, at an exercise price of $.25..
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Critical Accounting Policies 
 
The accompanying discussion and analysis of our financial condition and results of operations are based upon our financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America
("US GAAP"). The preparation of these financial statements requires us to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues, and expenses, and related disclosure of contingent assets and liabilities. These estimates form
the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. We
base our estimates and judgments on historical experience and all available information. However, future events are subject to
change, and the best estimates and judgments routinely require adjustment. US GAAP requires us to make estimates and judgments
in several areas, including those related to recording various accruals, income taxes, the useful lives of long-lived assets, such as
property and equipment and intangible assets, and potential losses from contingencies and litigation. We believe the policies
discussed below are the most critical to our financial statements because they are affected significantly by management's judgments,
assumptions and estimates. 
 
Income taxes 
 
We account for income taxes using the asset and liability method described in SFAS No. 109, "Accounting For Income Taxes," the
objective of which is to establish deferred tax assets and liabilities for the temporary differences between the financial reporting and
the tax basis of assets and liabilities at enacted tax rates expected to be in effect when such amounts are realized or settled. A
valuation allowance related to deferred tax assets is recorded when it is more likely than not that some portion or all of the deferred
tax assets will not be realized. 

We have provided a 100% valuation allowance for deferred tax assets, because the ultimate realization of those assets is uncertain.
Utilization of net operating loss carry-forwards is subject to a substantial annual limitation due to the “change in ownership”
provisions of the Internal Revenue Code. The annual limitation may result in the expiration of net operating loss carry-forwards
before utilization.

Stock Based Compensation

The Company follows the provisions of Statement of Financial Accounting Standards No. 123R, Share-Based Payment (SFAS
123R), which revised SFAS 123, Accounting for Stock-Based Compensation and supersedes Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees (APB 25). SFAS 123R requires that new, modified and unvested share-based
payment transactions with employees, such as stock options and restricted stock, be recognized in the financial statements based on
their estimated fair value and recognized as compensation expense over the requisite service period. The Company adopted SFAS
123R effective January 1, 2006.
 
Results of Operations for the three months ended June 30, 2010 and 2009.

Net Sales. Net sales for the three and six months ended June 30, 2010 were $19,117 and $33,160 as compared to $27,115 and
$50,245 for the comparable prior periods. These sales reflect principally revenues from the sale of our ProAlgaZyme® product. We
currently market our product primarily over the Internet and by telephone. The decrease in our revenue for 2010 is due in part to our
expanded focus on outside research, which has directed operating funds to research rather than to marketing.

Throughout 2009 and 2010, we have been adversely impacted by a shortage of funds which has severely impeded our ability to
market and test our ProAlgaZyme® product, contributing to a low level of net sales. Although the ProAlgaZyme® product is
available for sale and we are exploring various potential marketing opportunities, we expect only limited sales revenue for the
foreseeable future. We believe that our ability to generate sales of the ProAlgaZyme® product will depend upon, among other
things, further characterization of the product, identification of its method of action and further evidence of its efficacy, as well as
advertising. The testing necessary to further characterize the product, identify its method of action and further substantiate its
effectiveness is ongoing, and we expect completion of this testing and further identification by the end of 2010.

Cost of Sales. Cost of Sales was $16,290 and $19,910 for the three months and six months ended June 30, 2010, as compared to
$6,997 and $23,319 for the comparable prior periods. Cost of Sales represents primarily costs related to raw materials, labor and the
laboratory and controlled production environment necessary for the growing of the algae cultures that constitute the source of the
biological activity of the ProAlgaZyme® product, and for conducting the necessary harvesting and production operations in
preparing the product for sale. Our cost of sales remains relatively stable, based on production.
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Research and Development Expenses. For the three months and six months ended June 30, 2010, we incurred $96,535 and
$199,524 in research and development expenses, as compared to $41,036 and $149,126 for the comparable periods in 2009. These
expenses are mainly comprised of costs associated with external research. Our research and development costs increased in the
second quarter due to the expansion of our research begun in the first quarter of 2009. This research was initiated to further explore
ProAlgaZyme®’s potential efficacy on the management of cholesterol levels.

We recently secured a $675,000 line of credit from a significant shareholder. However, we have had difficulty in the past raising
substantial funds from external sources. Therefore we may not be able to raise the additional funding that we need to complete
necessary research and development activities. In the event that we are not able to secure sufficient funding to meet our research
needs, we will be unable to pursue necessary research activities, in which case there would be a material adverse affect on our
business.

Selling and Marketing Expenses.  Selling and marketing expenses were $39,658 and $65,895 for the three months and six months
ended June 30, 2010, as compared to $58,864 and $167,794 for the comparable prior periods. The decrease in selling and marketing
expense in 2010 was due to our increased focus on research, leaving less resources in the short term for marketing. We intend to
continue to direct our in house selling efforts to existing ProAlgaZyme® users during 2010. We anticipate an increase in our
marketing efforts once our research has been completed.

General and Administrative Expenses.  General and administrative expense was $1,684,132 and $2,528,625 for the three months
and six months ended June 30, 2010, as compared to $234,160 and $552,916 for the comparable prior period. The increase in general
and administrative expense during 2010 is due primarily to an approximate $516,000 increase in compensation paid to the
officers/directors (non-cash stock based compensation), and a $1,300,000 increase in fees to consultants for product and business
development , of which approximately $1,200,000 was in the form of stock based compensation, a non-cash expense. We do not
expect to continue to incur this level of compensation to consultants through the remainder of the year.

Fair Value Adjustment of Derivative Liability.  Due to our issuing warrants at a time when we lacked sufficient authorized shares,
we have reclassified certain outstanding warrants and options as derivative liabilities, which are marked to fair value periodically
pursuant to Emerging Issues Task Force guidance EITF 00-19 “Accounting for Derivative Financial Instruments Indexed to, and
Potentially Settled in, A Company’s Own Stock” (“EITF 00-19”). We valued these warrants utilizing the Black-Scholes method of
valuation using the following assumptions: volatility from 128.47% to 138.84%, annual rate of dividends 0% and a risk free interest
rate of 3.1%. The valuation resulted in a reclassification from stockholders’ equity of $3,048,306 during the six months ended June
30, 2010. For the six months ended June 30, 2010, we recognized $5,277,350 in income for financial statement purposes based on
the change in fair value of these liabilities during the periods. As of June 30, 2010, the derivative liability has been valued at zero,
since we obtained stockholder approval to increase the total authorized common stock to 150,000,000 shares, which was effective
June 23, 2010.

Pursuant to ASC guidance, if a company has more than one contract subject to this issue, and partial reclassification is required, there
may be different methods that could be used to determine which contracts, or portions of contracts, should be reclassified. The
Company’s method for reclassification of such contracts is reclassification of contracts with the latest inception or maturity date first.

Liquidity and Capital Resources

The unaudited condensed consolidated financial statements contained in this Quarterly Report have been prepared on a “going
concern” basis, which contemplates the realization of assets and the satisfaction of liabilities in the normal course of business. We
have an immediate and urgent need for additional capital. For the reasons discussed herein, there is a significant risk that we will be
unable to continue as a going concern, in which case, you would suffer a total loss of your investment in our company.

We have had limited revenue ($33,160 for the six months ended June 30, 2010) and have incurred significant net losses since
inception. We expect only limited sales revenue for the foreseeable future. Further, we have incurred recurring negative cash flow
from operations.

As of August 3, 2010, we had a cash balance of approximately $11,000. We had a working capital deficiency of $705,224 and a
stockholders’ deficit of $662,145 as of June 30, 2010. Our working capital deficiency decreased $2,974,841, from $3,680,065 at
December 31, 2009 to $705,224 at June 30, 2010. This decrease was due primarily to an approximate $2.2 million decrease in
derivative liability (non-cash) (arising from the increase in our authorized common shares) and an approximate $636,000 decrease in
our obligation to issue common stock. Although we recently raised a limited amount of capital and have secured a $675,000 line of
credit, on which we have not yet drawn, we have in the past had difficulty in raising capital from external sources. These factors
raise substantial doubt about our ability to continue as a going concern.
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During the six months ended June 30, 2010, our operating activities used $986,232 in cash, an increase of $757,561 from the
comparable prior period. The approximate $758,000 increase in cash used by operating activities was primarily attributable to an
approximate $5.3 million decrease in the Fair Value Adjustment of Derivative Liability (a non cash item of income) and an
approximate $216,000 change (decrease) in accrued payroll and payroll taxes, partially offset by an approximate $3 million increase
in net income, an approximate $1.4 million increase in stock based expense (non-cash) and an approximate $478,000 increase in
obligation to issue common stock (a non-cash item of expense )..

Our financing activities generated $1,034,745, a $780,000 increase from the comparable prior period. The increase in cash provided
by financing activities was due primarily to a $815,000 increase in proceeds from sales of securities.

We estimate that we will require approximately $1,250,000 in cash over the next 12 months in order to fund basic operations. An
additional $1,500,000 is needed to complete our animal and human clinical research in the areas of both cholesterol and
inflammation. Based on these cash requirements, we have an immediate and urgent need for additional funding. For the foreseeable
future, we do not expect that sales revenues will be sufficient to fund our cash requirements. Historically, we have had difficulty
raising funds from external sources. We have recently raised capital from exercise of outstanding warrants and drawing on the line of
credit we have with a related party.. If we are not able to raise additional funds in the immediate future it is unlikely that we will be
able to continue as a going concern, in which case you will suffer a total loss of your investment in our company.

In addition, we have only limited product liability insurance. If a product claim were successfully made against us, there could be a
material adverse effect on our financial condition given our liquidity and cash limitations.

Significant elements of income or loss not arising from our continuing operations

Except as set forth below, we do not expect to experience any significant elements of income or loss other than those arising from our
continuing operation. For the six months ended June 30, 2010, we recognized $5,277,350 in income for financial statement purposes
(non-cash) based on the change in fair value of derivative liabilities as of June 30, 2010. See the section above captioned Fair Value
Adjustment of Derivative Liability for further information.

Seasonality

Our product is directed to the improvement of the health of our consumers, and we do not expect that operating results will be
affected materially by seasonal factors. In addition, ProAlgaZyme® is cultivated in a climate-controlled laboratory environment, not
subject to seasonal growing effects or influences

Staffing

We have conducted all of our activities since inception with a minimum level of qualified staff. We currently do not expect a
significant increase in staff.

Off-Balance Sheet arrangements

We have no off-balance sheet arrangements that would create contingent or other forms of liability.

Item 4T. Controls and Procedures

Management’s Report on Disclosure Controls and Procedures. We maintain disclosure controls and procedures that are designed to
ensure that information required to be disclosed in our Securities Exchange Act reports 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 Chief Financial Officer, to allow timely decisions regarding required disclosure. In designing and
evaluating the disclosure controls and procedures, we recognized that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving the desired control objectives, as ours are designed to do, and we
necessarily were required to apply our judgment in evaluating the cost-benefit relationship of possible changes or additions to our
controls and procedures.

As of June 30, 2010, we carried out an evaluation, under the supervision and with the participation of our management, including our
principal executive/principal financial officer, of the effectiveness of the design and operation of our disclosure controls and
procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934. Based upon that evaluation, our
principal executive/principal financial officer concluded that our disclosure controls and procedures, as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934, are effective in enabling us to record, process, summarize and report
information required to be included in our periodic SEC filings within the required time period.
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(1)

(2)

Changes in Internal control Over Financial Reporting. There have been no changes in our internal control over financial reporting
that occurred during the period covered by this report that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.

PART II – OTHER INFORMATION

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

During the quarter ended June 30, 2010, the Company issued 2,815,000 shares of common stock and received proceeds of $398,500
upon the exercise of warrants. The Company issued 126,795 shares of common stock for services, valued at $142,000. In addition,
the Company issued 180,000 shares of common stock, valued at $149,550, in satisfaction of an obligation to issue common stock.
The Company issued warrants to purchase 900,000 shares of common stock to consultants. These warrants have an exercise price
between $.25 and $.50, and a term of 3 years. The warrants were valued at $596,852 using the Black Scholes pricing model, with the
following assumptions: volatility 134.91%, annual rate of dividends 0%, discount rate 3.1%. The Company issued warrants to
purchase 500,000 shares each to the Board of Directors as compensation for past service. These warrants have an exercise price of
$.15 and a term of 3 years. The warrants were valued at $516,050 using the Black Scholes pricing model, with the following
assumptions: volatility 138.84%, annual rate of dividends 0%; discount rate 3.1%. The Company issued warrants to purchase
100,000 shares of common stock to our Chief Science Officer. These warrants have an exercise price of $.15 and a term of 3 years.
The warrants were valued at $93,347 using the Black Scholes pricing model with the following assumptions: volatility 138.84%,
annual rate of dividends 0%; discount rate 3.1%. Finally, the Company issued warrants to purchase 500,000 shares of common stock
to a significant shareholder, as compensation for prior loan guarantees. These warrants have an exercise price of $.15 and a term of 3
years. The warrants were valued at $405,925 using the Black Scholes pricing model.

We believe that the foregoing transactions were exempt from the registration requirements under Section 4(2) of the Securities Act
of 1933, as amended (the “1933 Act”), based on the following facts: there was no general solicitation, there was a limited number of
investors, each of whom was an “accredited investor” (within the meaning of Regulation D under the “1933 Act”, as amended)
and/or was (either alone or with his/her purchaser representative) sophisticated about business and financial matters, each such
investor had the opportunity to ask questions of our management and to review our filings with the Securities and Exchange
Commission, and all shares issued were subject to restrictions on transfer, so as to take reasonable steps to assure that the purchasers
were not underwriters within the meaning of Section 2(11) under the 1933 Act.

Item 6. Exhibits

LIST OF EXHIBITS
Exhibit
Number Description

 

   
3.1 Articles of Incorporation of Health Enhancement Products, Inc., as amended (1)
3.2 Amended and Restated By-laws of the Company (2)
10.1 Indemnity Agreement between the Registrant and Howard R. Baer, dated May 11, 2010 (2)
10.2 Warrant Agreement issued to Howard R. Baer, pursuant to Indemnity Agreement (2)
10.3* Line of Credit Agreement between the Registrant and Chris Maggiore, dated April 24, 2010  
31.1* Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities

Exchange Act of 1934, as amended
 

31.2* Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities
Exchange Act of 1934, as amended

 

32.1 Certification of the Principal Executive Officer pursuant to U.S.C. Section 1350 as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

 

32.2 Certification of the Principal Financial Officer pursuant to U.S.C. Section 1350 as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002

 

Filed as Exhibit 3.1 to the Registrants Form 10K filed with the Commission on April 14, 2010 and incorporated herein by
this reference.

Filed as the same Exhibit number to the Registrant’s Form 10Q filed with the Commission on May 17, 2010 and
incorporated herein by this reference.

*furnished herewith (all other exhibits are deemed filed).
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

HEALTH ENHANCEMENT PRODUCTS, INC.

Date: August 12, 2010
By: /s/ Janet Crance              
Chief Administrative Officer

Date: August 12, 2010

By: /s/ Janet Crance              
Principal Accounting Officer
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ARTICLE 1.

1.1.

2.1.

2.2.

(a)

2.3.

Exhibit 10.3

LINE OF CREDIT AGREEMENT

LINE OF CREDIT AGREEMENT entered into as of April 24, 2010, by and among Health Enhancement Products, Inc., a
Nevada corporation (the “Company”), and Christopher Maggiore, an individual whose address is 6860 Chillingsworth Circle,
Canton, OH 44718 (the “Investor”).

WITNESSETH:

WHEREAS, the Company is desirous of raising additional capital; and

WHEREAS, the Investor is interested in investing further in the Company;

NOW, THEREFORE, in consideration of the mutual agreements contained herein and for other good and valuable
consideration, receipt and sufficiency of which are hereby acknowledged, the parties hereto agree as follows:

DESCRIPTION OF PROPOSED FINANCING

Line of Credit.

Investor hereby agrees unconditionally to advance to the Company up to SIX HUNDRED SEVENTY FIVE THOUSAND
DOLLARS ($675,000), in such increments as the Company may request by written notice to the Investor given in accordance
herewith during the term of this Agreement, which shall be for a period of one year.  The Investor shall deliver good US funds to the
Company within three business days of receipt of the Company’s notice requesting funds.  Upon the Company’s receipt by wire
transfer to the account designated by the Company of the first advance hereunder in immediately available funds, the Company shall
promptly issue the Investor a promissory note in the form of Exhibit A hereto.  Upon the Company’s receipt by wire transfer to the
account designated by the Company of each subsequent advance hereunder in immediately available funds, such Note shall be
amended to state the aggregate amount of principal advanced to the Company hereunder.  

ARTICLE 2. REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company hereby represents and warrants to the Investor that:

Organization of the Company.

The Company is a corporation duly organized, validly existing and in good standing under the laws of the State of Nevada.  

Authorization of Transaction; Issuance of Notes.

The Company has the full power and authority to execute, deliver and perform this Agreement and the Note, to
perform its obligations hereunder and thereunder, and to carry out the transactions contemplated hereby and thereby.  All necessary
action, corporate or otherwise, has been taken by the Company to authorize the execution, delivery and performance of this
Agreement and each the Note and consummation of the transactions contemplated hereby and thereby.  The Agreement has been,
and the Note when issued will be, duly executed and delivered by the Company.  The Agreement is, and the Note, when issued, will
be, the legal, valid and binding obligation of the Company, enforceable against the Company in accordance with its terms.  

No Conflict of Transaction with Obligations and Laws.

Neither the execution, delivery and performance of this Agreement, nor execution, delivery and issuance of the Note, nor the
performance of the transactions contemplated hereby and thereby, will: (a) conflict with or constitute a breach or violation of any
provision of the charter or by-laws of the Company or any resolutions of the Company’s Board of Directors; (b) constitute (with or
without the passage of time or giving of notice) a default under or breach of any other agreement, instrument or obligation to which
the Company is a party or by which it or its assets are bound.

ARTICLE 3. REPRESENTATIONS AND WARRANTIES OF INVESTOR

Investor hereby represents and warrants to the Company with respect to itself that:



3.1.

3.2.

3.3.

3.4.

3.5.

3.6.

4.1.

4.2.

Investment Intent.

Investor is purchasing or acquiring the Note for its own account for investment and not with a present view to, or for sale in
connection with, any distribution thereof in violation of the Securities Act.  Investor hereby consents to the imposition of a legend
substantially similar to the following on the Note, and Investor agrees to abide by the restrictions contained therein:

This Note has not been registered under the Securities Act of 1933, as amended (the “Securities Act”) and
may not be sold, transferred or assigned unless registered under the Securities Act or an opinion of counsel,
satisfactory to the corporation, is obtained to the effect that such sale, transfer or assignment is exempt from
the registration requirements of the Securities Act.

Authorization.

Investor has the right, power and authority to enter into this Agreement, and to perform all of his obligations hereunder and
thereunder.

Restricted Securities.

Investor understands that the Note has not been registered under the Securities Act by reason of a specific exemption from
the registration provisions of the Securities Act which depends upon, among other things, the bona fide nature of such Investor’s
investment intent as expressed herein.  Investor acknowledges that the Note must be held indefinitely unless they are subsequently
registered under the Securities Act or an exemption from such registration is available.  There is no market for the Note, nor is it
expected that any such market will develop.

  
Brokerage.

There are no valid claims for brokerage commissions, finder's fees or similar compensation in connection with the
transactions contemplated by this Agreement based upon any arrangement or agreement made by or on behalf of Investor, and
Investor agrees to indemnify and hold harmless the Company against any liability or expense to it arising out of such a claim to the
extent that such claim arises out of actions or alleged actions of Investor.

Information.

Investor acknowledges that he has received such information with respect to the investment in the Note as he has requested
in connection with the investment decision.  Investor has reviewed all Company filings with the Securities and Exchange
Commission. The officers of the Company have made available to Investor any and all written information which he has requested
and have answered to each Investor’s satisfaction all inquiries made by such Investor.

Qualification.

Investor has adequate net worth and means of providing for his current needs so that he can afford to sustain a complete loss
of its investment in the Company.  Investor's overall commitment to investments which are not readily marketable is not
disproportionate to his net worth and Investor’s investment in the Note will not cause such overall commitment to become excessive.
 Investor is an “accredited investor” within the definition set forth in Rule 501(a) under the Securities Act.

ARTICLE 4. PREPAYMENT

Optional Prepayments.

The Company may at any time and from time to time prepay the Note in whole or in part without penalty or premium.

Evidence of Payment.

Upon any partial prepayment of the Note, such Note shall, at the option of the holder thereof, be either (i) surrendered to the
Company in exchange for a new Note in the principal amount remaining unpaid on the Note surrendered and otherwise having the
same terms and provisions as the Note surrendered, or (ii) made available to the Company at the place of prepayment or any other
place specified by the Company for notation thereon of the portion of the principal amount so prepaid.
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5.1.

5.2.

(a)

(b)

(c)

5.3.

5.4.

5.5.

ARTICLE 5. MISCELLANEOUS

Exchange or Replacement of Notes.

Upon receipt of evidence satisfactory to the Company of the loss, theft, destruction or mutilation of a Note, the Company,
upon delivery of a bond of indemnity satisfactory to it (or in case of mutilation upon surrender and cancellation of such Note), will
issue a new Note of like tenor in lieu of such lost, stolen, destroyed or mutilated Note.

Term and Termination.

This Agreement shall have a term of one year and may be terminated at any time by mutual consent of the
parties.

If this Agreement shall be terminated in accordance with paragraph (a), each party will return all papers,
documents, financial statements and other data furnished to it by or with respect to each other party to such other party (including
any copies thereof made by the first party).

This Agreement shall terminate without further liability to any of the parties at such time as all of the
obligations of the Company under the Note have been fully satisfied and discharged.

Costs and Expenses.

Each party agrees to pay its own out -of-pocket costs and expenses in connection with the negotiation, execution,
performance and enforcement of this Agreement and any amendments, waivers or consents with respect thereto, including without
limitation the reasonable fees and out-of-pocket expenses of its own counsel.  If either party breaches its obligations hereunder or
under the Note, the non-breaching party shall be entitled to reimbursement from the breaching party of its reasonable legal fees and
costs incurred in connection with enforcing its rights hereunder or thereunder.

Survival of Representations and Covenants.

All representations, warranties, covenants, agreements and obligations made herein or in any schedule, exhibit, notice,
certificate or other document executed in connection herewith or delivered by any party to another party incident hereto shall be
deemed to have been relied upon by the other party hereto and survive the execution and/or delivery thereof.

Notices.

Any notice or other communication in connection with this Agreement shall be deemed to be delivered if in writing (or in
the form of a telegram) addressed as provided below and if either (a) actually delivered at said address, (b) in the case of delivery by
facsimile transmission with receipt acknowledged, or recognized overnight courier service, one business day after transmittal, or (c)
in the case of a letter, three business days shall have elapsed after the same shall have been deposited in the United States mails,
postage prepaid and registered or certified, return receipt requested, or (d) in the case of electronic mail with receipt acknowledged:

If to the Company:

Health Enhancement Products, Inc.
7740 east Evans Rd.
Scottsdale, AZ 85260
Attn:  John Gorman, Director
Fax:  480 385 3801
Email:  john@heponline.com

With a copy to:

John G. Nossiff, Esq
The Nossiff Law Firm, LLP
300 Brickstone Sq., Suite 201
Andover, MA 01810
Fax:  978 470 1302
Email:  jnossiff@nossiff-law.com
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5.6.

5.7.

5.8.

5.9.

5.10.

5.11.

5.12.

If to the Investor, to:

Chris Maggiore
6860 Chillingsworth Circle
Canton, OH 44718
Fax:
Email: ChrisMagg@aol.com

With a copy to:
____________________
____________________
____________________

and in any case at such other address as the addressee shall have specified by written notice.  All periods of notice shall be measured
from the date of delivery thereof.

Confidentiality.

The Investor agrees he will keep confidential and not disclose or divulge any confidential, proprietary or secret information
which they may obtain from the Company in connection with the transactions contemplated herein, unless such information is or
hereafter becomes public information.

Assignment; Rights of Successors and Assigns.

This Agreement shall be assignable by the Investor.  All representations, warranties, covenants, agreements and obligations
hereunder made by or on behalf of the parties hereto shall be binding upon and shall inure to the benefit of the respective successors
and assigns of the parties hereto, whether so expressed or not.  

Entire Agreement.

This Agreement (including all exhibits, all of which are hereby incorporated herein by reference) constitutes the entire
agreement between the parties, and all promises, representations, understandings, warranties and agreements with reference to the
subject matter hereof and inducements to the making of this Agreement relied upon by any party hereto, have been expressed herein
or in the documents incorporated herein by reference.

Amendments and Waivers.

Amendments to this Agreement may be made only upon the written consent of the Company and the Investor.  Compliance
with any term or provision set forth herein or therein by the Company may be waived or consent given by the Investor to any action
(either generally or in a particular instance and either retroactively or prospectively).  

Governing Law; Severability.

This Agreement shall be construed under and governed by the laws (other than choice of law provisions) of the state of Arizona For
purposes of any action or proceeding involving this Agreement or the Note, Investor hereby expressly submits to the jurisdiction of
all federal and state courts located in the State of Arizona and consents to any order, process, notice of motion or other application to
or by any of said courts or a judge thereof being served within or without such court’s jurisdiction by registered mail or by personal
service, provided a reasonable time for appearance is allowed (but not less than the time otherwise afforded by any law or rule), and
waives any right to contest the appropriateness of any action brought in any such court based upon lack of personal jurisdiction,
improper venue or forum non conveniens. The invalidity or unenforceability of any provision of this Agreement shall not affect the
validity or enforceability of any other provision hereof.

Counterparts.

This Agreement may be executed in multiple counterparts, each of which shall be deemed in original but all of which
together shall constitute one and the same instrument.

Effect of Headings.

Any title of an article or section heading herein contained is for convenience of reference only and shall not affect the
meaning of construction of any of the provisions hereof.
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IN WITNESS WHEREOF, this Agreement has been executed as a sealed instrument by the parties hereto or their duly
authorized representatives effective as of the date first above written.

Health Enhancement Products, Inc.

By: /S/ Janet L. Crance  
Janet Crance, CFO

INVESTOR:

/S/ Chris Maggiore
Chris Maggiore
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EXHIBIT A

PROMISSORY NOTE

Phoenix, Arizona
_________, 2010

FOR VALUE RECEIVED, the undersigned, Health Enhancement Products, Inc., a Nevada corporation with a chief
executive office at 7740 East Evans Rd., Scottsdale, AZ 85260 (“Maker”), hereby promises to pay to the order of Chris Maggiore, an
individual with a mailing address of 6860 Chillingsworth Circle, Canton, OH 44718 (“Holder”), the sum of all amounts advanced
from time to time by the Holder to the Maker, as determined by the Maker’s financial books and records, and as specified on
Schedule A hereto, as amended from time to time, provided that if there shall be any discrepancy between Schedule A and the
Maker’s financial books and records, with respect to amounts advanced by Holder to Maker, the Maker’s financial books and records
shall be controlling, absent manifest error.  This Note has been issued pursuant to that certain Line of Credit Agreement between
Maker and Holder dated April 24, 2010.

Holder hereby authorizes Maker to endorse Schedule A hereto to reflect any further advances made by Holder to Maker.
 Any failure by Maker to make an endorsement on Schedule A or any error in connection with the making of any endorsement to
Schedule A shall in no way affect the Maker’s obligation to repay the principal amount, together with interest thereon, of all
advances made by the Holder to the Maker.  Notwithstanding anything to the contrary contained herein, the amount of principal due
under this Note shall be equal to the amount of advances actually made by the Holder to the Maker.  All outstanding principal sums
shall be paid by Maker, together with interest on the unpaid principal amount from time to time outstanding, as set forth below.

The entire balance of outstanding principal and other fees and charges shall be due and payable on the earlier of an Event of
Default (as defined below) or April 24, 2012) (the “Maturity Date”). The unpaid principal balance from time to time outstanding
under this note shall accrue and bear interest at a rate per annum equal to seven percent (7.0%), until fully paid.  Interest and fees
shall be calculated on the basis of a 365/366-day year for the actual number of days elapsed.  In no event shall interest payable
hereunder exceed the highest rate permitted by applicable law.  To the extent any interest received by Holder exceeds the maximum
amount permitted, such payment shall be credited to principal, and any excess remaining after full payment of principal shall be
refunded to Maker.  The principal balance of this note may be prepaid in whole or in part, without premium or penalty, at any time.

Each of the following shall constitute an “Event of Default” hereunder: (i) Maker’s failure to make any payment when due
hereunder (ii) the dissolution of Maker; (iii) with respect to Maker, the commencement of an action seeking reorganization,
liquidation, dissolution or other relief under federal or state bankruptcy or insolvency statutes or similar laws, or seeking the
appointment of a receiver, trustee or custodian for Maker or all or part of its assets, or the commencement of an involuntary
proceeding against Maker under federal or state bankruptcy or insolvency statues or similar laws, which involuntary proceeding is not
dismissed or stayed within thirty (30) days; or (iv) if Maker makes an assignment for the benefit of creditors.  In the event of an
Events of Default, the obligations under this note shall become immediately due and payable without notice or demand.
  

Maker agrees to pay all costs and expenses, including, without limitation, reasonable attorneys’ fees and expenses incurred,
or which may be incurred, by Holder in connection with the enforcement and collection of this note and any other agreements,
instruments and documents executed in connection herewith.  Such costs and expenses shall be payable upon demand for the same
and until so paid shall be added to the principal amount of the note and shall bear interest (calculated on the basis of a 365/366-day
year for the actual days elapsed) from the date incurred until paid at the highest rate applicable under this note.  

Maker hereby waives presentment, demand, notice, protest and all other demands and notices in connection with the
delivery, acceptance, performance and enforcement of this note, and assent to extensions of the time of payment or forbearance or
other indulgence without notice.  No delay or omission of Holder in exercising any right or remedy hereunder shall constitute a
waiver of any such right or remedy.  Acceptance by Holder of any payment after demand shall not be deemed a waiver of such
demand.  A waiver on one occasion shall not operate as a bar to or waiver of any such right or remedy on any future occasion.

This instrument, together with the Line of Credit Agreement contains the entire agreement among Maker and Holder with
respect to the transactions contemplated hereby, and supersedes all negotiations, presentations, warranties, commitments, offers,
contracts and writings prior to the date hereof relating to the subject matter hereof.  This instrument may be amended, modified,
waived, discharged or terminated only by a writing signed by Maker and accepted in writing by Holder.
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This instrument shall be governed by Arizona law, without regard to the conflict of laws provisions thereof.  For purposes
of any action or proceeding involving this note, Holder hereby expressly submits to the jurisdiction of all federal and state courts
located in the State of Arizona and consents to any order, process, notice of motion or other application to or by any of said courts or
a judge thereof being served within or without such court’s jurisdiction by registered mail or by personal service, provided a
reasonable time for appearance is allowed (but not less than the time otherwise afforded by any law or rule), and waives any right to
contest the appropriateness of any action brought in any such court based upon lack of personal jurisdiction, improper venue or
forum non conveniens.  

This Note shall inure to the benefit of Holder’s heirs, personal representatives, executors, successors and assigns.

[Intentionally Left Blank]
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Executed as an instrument under seal as of the date first above written.

MAKER:

HEALTH ENHANCEMENT PRODUCTS, INC.

/S/ Janet L. Crance        
By:  Janet Crance, CFO

WITNESS:

_____________________________________

Print Name: ___________________________
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Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

Date of Advance Amount of Advance

$$

SCHEDULE A

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO

Advance Acknowledged by Maker’s CFO

_________________________________
Janet Crance, CFO
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a)

b)

c)

d)

a)

b)

Exhibit 31.1

Certification Pursuant to pursuant to Rule 13a-14(a) or Rule 15d-14(a)
of the Securities Exchange Act of 1934, as amended

I, Janet Crance, certify that:

1. I have reviewed this quarterly report on Form 10-Q of the Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rule 13a-15(f) and 15d-15(f))for the registrant and have:

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period
covered by this report that has materially affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting.

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent
function).

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: August 12, 2010

/s/ Janet L. Crance            
Janet Crance,
Chief Administrative Officer



a)

b)

c)

d)

a)

b)

Date: August 12, 2010

Exhibit 31.2

Certification Pursuant to pursuant to Rule 13a-14(a) or Rule 15d-14(a)
of the Securities Exchange Act of 1934, as amended

I, Janet L. Crance, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Health Enhancement Products, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
period covered by this report that has materially affected, or is reasonably likely to materially affect, the  registrant's
internal control over financial reporting.

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent
function):

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

/s/ Janet L. Crance            
Janet L. Crance
Chief Accounting Officer



Date: August 12, 2010

Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

(Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

In connection with the Quarterly Report on Form 10-Q for the period ending June 30, 2010 of Health Enhancement Products, Inc., a
Nevada corporation (the “Company”), as filed with the Securities and Exchange Commission (the “Report”), I, Janet Crance, Chief
Administrative Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section
1350), that to the best of my knowledge and belief:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of
the Company.

/s/ Janet Crance               
Janet Crance
Chief Administrative Officer

A SIGNED ORIGINAL OF THIS WRITTEN STATEMENT REQUIRED BY SECTION 906 OF THE SARBANES-OXLEY ACT
OF 2002 HAS BEEN PROVIDED TO HEALTH ENHANCEMENT PRODUCTS, INC. AND WILL BE RETAINED BY HEALTH
ENHANCEMENT PRODUCTS, INC. AND FURNISHED TO THE SECURITIES AND EXCHANGE COMMISSION OR ITS
STAFF UPON REQUEST



Date: August 12, 2010

Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

(Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

In connection with the Quarterly Report on Form 10-Q for the period ending June 30, 2010 of Health Enhancement Products, Inc., a
Nevada corporation (the “Company”), as filed with the Securities and Exchange Commission (the “Report”), I, Janet L. Crance,
Chief Accounting Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section
1350), that to the best of my knowledge and belief:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m
or 78o(d)); and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of
the Company.

/s/ Janet L. Crance            
Janet L. Crance
Chief Accounting Officer

A SIGNED ORIGINAL OF THIS WRITTEN STATEMENT REQUIRED BY SECTION 906 OF THE SARBANES-OXLEY ACT
OF 2002 HAS BEEN PROVIDED TO HEALTH ENHANCEMENT PRODUCTS, INC. AND WILL BE RETAINED BY HEALTH
ENHANCEMENT PRODUCTS, INC. AND FURNISHED TO THE SECURITIES AND EXCHANGE COMMISSION OR ITS
STAFF UPON REQUEST.


