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Health Enhancement Products, Inc. and Subsidiaries
Form 10-Q/A

September 30, 2010

Explanatory Note
Overview

The Company is filing this Amendment No. 1 to Form 10-Q for the quarterly period ended September 30, 2010 to amend and restate
financial statements and other financial information for the three and nine month periods ended September 30, 2010, as follows:
   
 1. The reclassification of $7,501,341 from “Other Income - Fair Value Adjustment of Derivative Liability” (a non cash item

of income).to Additional Paid In Capital (a component of Stockholders’ Deficit) in the second quarter of 2010 requires us
to correct and restate the Stockholders’ Deficit section of our Condensed Consolidated Balance Sheet as of September 30,
2010 and Other Income on our Condensed Consolidated Statements of Operations

   
Specific amendments

The reclassification of $7,501,341 from Other Income - Fair Value Adjustment of Derivative Liability ((a non cash item of
income to Additional Paid In Capital (a component of Stockholders’ Deficit)  in the second quarter of 2010 requires us to
correct and restate the Stockholders’ Deficit section of our Condensed Consolidated Balance Sheet as of September 30,
2010 and Other Income on our Condensed Consolidated Statements of Operations

In light of this restatement, our previously filed financial statements and other financial information for the quarterly period ended
September 30, 2010 should no longer be relied upon.

Amendments to this Quarterly Report on Form 10-Q

For convenience, this amended Quarterly Report on Form 10-Q/A sets forth  the original filing, as amended where necessary to
reflect the restatement.
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The following table shows the differences between the original 10Q and this Amended 10Q:

Health Enhancement Products, Inc.  Nine Months Ended September 30, 2010
       
  Per 10Q  As Amended  Change
       

ASSETS       
       
CURRENT ASSETS       
       
Total Current Assets $ 31,838 $ 31,838 $ -
Property and Equipment, Net  154,154  154,154 -
Total Other Assets  132,891  132,891 -
       
Total Assets $ 318,883 $ 318,883 $ -
       

LIABILITIES       
       
Total Current Liabilities $ 792,285 $ 792,285 $ -
Total Long Term Liabilities  409,061  409,061 -
       
Total Liabilities  1,201,346  1,201,346 -
       

STOCKHOLDERS' DEFICIT       
       
Common stock  90,302  90,302 -
Additional paid in capital  17,041,401  24,542,742 7,501,341
Accumulated deficit  (18,014,166)  (25,515,507) (7,501,341)
       
Total Stockholders' Equity  (882,463)  (882,463) -
       
Total Liabilities and Stockholders' Deficit $ 318,883 $ 318,883 $ -
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STATEMENT OF OPERATIONS  Nine Months Ended
  September 30, 2010
       
  Per 10Q  As Amended  Change
Net Sales $                         2,451 $                  52,451 $                     -   
       
Cost of sales  35,343  35,343                      -   
       
Gross profit  17,108  17,108                      -   
       
Operating Expenses       
  Selling  95,190  95,190                      -   
  General and administrative  2,961,114  2,961,114                      -   
  Research and development  294,053  294,053                      -   
       
  Loss from operations  (3,333,249)  (3,333,249)                      -   
       
Other Income (Expense)       
  Fair value adjustment of derivative liability  5,277,350  (2,223,991)  (7,501,341)
  Other income (expense)  -550,541  (550,541)                      -   
       
    Total other income (expense)  4,726,809  (2,774,532)  (7,501,341)
       
Net Income (Loss) $        ,393,560 $         (6,107,781) $      (7,501,341)
       
Income (Loss) per common share
Basic $ 0.02 $ (0.07) $ (0.09)
Diluted $              0.01 $                (0.07) $             (0.00)
Basic Weighted Average Shares      
Outstanding  89,243,185  89,243,185   
Diluted Weighted Average       
Shares Outstanding  116,925,215  89,243,185   
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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

     

 
 September 30,

2010
 

December 31, 2009
  (Unaudited)   

ASSETS     
     
CURRENT ASSETS:     
    Inventories $ 14,193 $ 4,197
    Prepaid Expenses  17,645 90,607
                Total Current Assets  31,838 94,804
     
PROPERTY AND EQUIPMENT, NET  154,154 177,190
     
OTHER ASSETS:     
    Definite-life intangible Assets, net  8,409 9,134
    Deposits  124,482 120,667
                 Total Other Assets  132,891 129,801
 $ 318,883 $ 401,795

LIABILITIES AND STOCKHOLDERS' DEFICIT     
     
CURRENT LIABILITIES:     
    Cash Overdraft $ 2,411 $ 9,517
    Accounts Payable  482,914 541,857
    Loan Payable, other  15,046 58,117
    Obligation to issue common stock and warrants  75,000 636,262
    Convertible Debenture Payable, less Discount of $36,895 and     
        $15,229 at September 30, 2010 and December 31, 2009  159,015 84,771
    Derivative liability  -  2,229,044
    Current portion, long term debt  3,393 5,585
    Accrued Payroll  23,914 39,262
    Accrued Payroll Taxes  8,084 144,130
    Accrued Liabilities  22,508 26,324
                   Total Current Liabilities  792,285 3,774,869
     
LONG TERM LIABILITIES:     
    Notes payable, less current portion  595 3,168
    Loan payable, related party  166,824 -
    Convertible Debenture Payable, less Discount of $83,296  

 
 

 
      and $114,831 at September 30, 2010 and December 31, 2009  71,804 251,269
    Deferred rent expense  169,838 158,091
                   Total Long term Liabilities  409,061 412,528
     
COMMITMENTS AND CONTINGENCIES     
TOTAL LIABILITIES  1,201,346 4,187,397
     

Consolidated Financial Statements continued on next page
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Consolidated Financial Statements continued
     
STOCKHOLDERS' DEFICIT:     
    Common stock, $.001 par value, 150,000,000 shares     
      and 100,000,000 shares authorized at September 30, 2010 and     
      December 31, 2009;  90,301,870 and 78,636,332 shares     
      issued and outstanding at September 30, 2010 and     
      December 31, 2009  90,302 78,636
    Additional Paid-In Capital  24,542,742 15,543,488
    Accumulated deficit  (25,515,507) (19,407,726)
                   Total Stockholders' Deficit  (882,463) (3,785,602)
 $ 318,883 $ 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 Nine  For the Nine
  Months ended  Months ended  Months ended  Months ended

 
 September 30,

2010
 September 30.

2009
 

September 30, 2010
 September 30.

2009
         
NET SALES AND DISTRIBUTION FEES $ 19,291 $ 27,000 $ 52,451 $ 77,245
         
COST OF SALES  15,433 978 35,343  24,297
         
GROSS PROFIT  3,858 26,022 17,108  52,948
         
OPERATING EXPENSES         
  Selling  29,295 44,373 95,190  212,167
  General and Administrative  432,849 224,840 2,961,114  777,756
  Contract Termination Fee    652,500   652,500
  Research and Development  94,529 86,908 294,053  236,034
         
      Total Expenses  556,673 1,008,621 3,350,357  1,878,457
         
LOSS FROM OPERATIONS  (552,815) (982,599) (3,333,249)  (1,825,509)
         
OTHER INCOME  (EXPENSE):         
  Other income - rent    6,300   18,900
  Fair Value Adjustment of         
  Derivative Liability    (73,957) (2,223,991) (73,957)
  Amortization of Bond Discount  (32,483) (30,090) (132,063)  (210,803)
  Finance costs paid in stocks and warrants      (405,925)  -
  Interest expense  (3,780) (1,759) (12,553)  (5,248)
         
         Total Other Income (Expense)  (36,263) (99,506) (2,774,532) (271,108)
         
NET INCOME (LOSS) $ (589,078) $ (1,082,105) $ (6,107,781) $ (2,096,617)
         
INCOME (LOSS) PER COMMON SHARE         
  BASIC $ (0.01) $ (0.01) $ (0.07) $ (0.03)
         
  DILUTED $ (0.01) $ (0.01) $ (0.07) $ (0.03)
         
BASIC WEIGHTED AVERAGE SHARES
OUTSTANDING  89,607,271 72,813,951 89,243,185  67,418,759
         
DILUTED WEIGHTED AVERAGE SHARES
OUTSTANDING  89,607,271 72,813,951 89,243,185  67,418,759

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 Nine   For the Nine
   Months Ended   Months Ended
  September 30, 2010  September 30, 2009
  (Unaudited)  (Unaudited)
Cash Flows for Operating Activities:     
  Net Income (Loss) $ 6,107,781) $ (2,096,617)
  Adjustments to reconcile net loss to net cash used     
    by operating activities:     
      Stock and warrants issued for services rendered  1,608,792  473,429
     Warrants issued in payment of finance costs , related party  405,925   
      Vendor settlements  (4,117)   
      Amortization of prepaid consulting fees  73,325  12,000
      Amortization of bond discount  132,063  210,803
      Amortization of intangibles  725  725
      Depreciation expense  25,187  22,396
      Fair value adjustment of Derivative Liability  (2,223,991)  73,957
      Increase in deferred rent  11,747  34,260
      Changes in assets and liabilities:     
        (Increase) decrease in accounts receivable    41,588
        (Increase) decrease in inventories  (9,996)  5,768
        (Increase) decrease in prepaid expenses  (363)  (13,971)
        (Increase) decrease in deposits  (3,815)   
        Increase (decrease) in accounts payable  (49,826)  (15,092)
        Increase (decrease) in payroll and payroll taxes  (151,273)  62,436
        Increase (decrease) in obligation to issue common stock

 552,555  373,000
        Increase (decrease) in accrued liabilities  (800)  716
              Net Cash (Used) by Operating Activities  (1,293,961)  (814,602)
     
Cash Flows from Investing Activities:     
  Capital expenditures  (2,151)  (14,387)
              Net Cash (Used) by Investing Activities  (2,151)  (14,387)
     
Cash Flow from Financing Activities:     
  Cash overdraft  (7,106)  12,747
  Proceeds from obligations to issue common stock    10,000
  Proceeds from Loan payable, related party  166,824  -
  Repayment of Loans Payable, Other  (36,571)  -
  Payments of other borrowings  (4,765)  (4,981)
  Proceeds from issuance of convertible debentures  -  105,100
  Proceeds from sale of common stock and exercise of warrants  1,177,730  825,020
              Net Cash Provided by Financing Activities  1,296,112  947,886
     
Increase (Decrease) in Cash  -  118,897
     
Cash at Beginning of Period  -  -
     
Cash at End of Period $ - $ 118,897
Supplemental Disclosures of Cash Flow Information:     
  Cash paid during the period for:     
      Interest $ 3,780 $

$                       1,759
      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:

Nine Months Ended September 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.  Additionally, the Company recognized an additional derivative liability valued at $3,048,306 for
warrants issued in excess of its authorized shares for the six months ended June 30, 2010.

During the quarter ended September 30, 2010, $100,000 of convertible debentures and $3,016 in accrued interest were converted into
206,033 shares of common stock.  

Nine Months Ended September 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

Supplemental Disclosure of Non-Cash Investing and Financing Activities:
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS [Continued]

Nine Months Ended September 30, 2009:

During the third quarter of 2009, the Company recognized a derivative liability for warrants issued in excess of our authorized
shares, valued at $2,361,233.  None of these warrants were exercisable until the number of our authorized shares was increased to at
least 125,000,000.  The original issuance liability was calculated using the Black Scholes pricing model, with the following
assumptions:  volatility from 133.87% to 218.85%, annual rate of dividends 0%, discount rate 3.1%.  The Company issued 167,273
shares of common stock to an employee upon exercise of cashless warrants.  The Company issued convertible debentures for
$20,000 principal and recorded a discount on the debentures of $20,000.

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 nine months ended September 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 incurred a net loss of $589,078 and $6,107,781 (net loss of $589,078 and $3,883,790 excluding the effect of the Fair
Value Adjustment of Derivative Liability) during the three and nine months ended September 30, 2010, respectively. In addition, the
Company had a working capital deficiency of $760,447 and a stockholders’ deficit of $882,463 at September 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 nine months of 2010, the Company raised approximately $1,178,000 in net proceeds from the
exercise of warrants. The Company also secured a $675,000 Line of Credit from a related party, under which advances of $166,824
(inclusive of interest) have been made as of September 30, 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.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 – INVENTORIES

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

 
 September 30,

2010
 December 31,

2009
  (Unaudited)   
     
Raw materials $ 12,003 $ 4,197
Finished goods  2,190 -
     
 $ 14,193 $ 4,197

NOTE 3 - PROPERTY AND EQUIPMENT

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

 
 September 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  (126,504) (101,317)
     
 $ 154,154 $ 177,190

Depreciation and amortization was $25,187 and $22,396 for the nine months ended September 30, 2010 and 2009, respectively.

NOTE 4 - DEFINITE-LIFE INTANGIBLE ASSETS

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

 
 September 30,

2010
 December 31,

2009
  (Unaudited)   
     
Patent applications pending $ 14,502 $ 14,502
Less: Accumulated amortization  (6,093) (5,368)
     
 $ 8,409 $ 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 nine months ended September 30, 2010 and 2009 was $725 and
$725, respectively. The Company estimates that amortization expense for existing assets for each of the next five years will be
approximately $1,000 per year.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 5 – LOAN PAYABLE – OTHER

Included in loans payable - other at September 30, 2010 is $15,046, payable to our former CEO, Peter Vitulli which represents
compensation and expense reimbursements due him. The loan is due on demand, and the Company is making monthly payments of
$5,000 with interest at the rate of 7% per annum.  

NOTE 6 – LOAN PAYABLE – RELATED PARTY

In April of 2010 the Company entered into a line of credit agreement with a significant shareholder.  Under the terms of this line of
credit agreement, the shareholder agrees to advance, upon request, a maximum of $675,000 as needed.   The advances are to be
repaid on or before April 24, 2012 with interest accrued at the rate of 7% annually.  As of September 30, 2010 we had received
$165,171 in advances against this line of credit, and accrued interest of $1,653.

NOTE 7 – LONG TERM DEBT:

Long term debt consists of the following:

 
 September 30,

2010
 December 31,

2009
  (Unaudited)   
     
Installment note, bearing interest at 8.8% per annum and     
  due November 2011. The loan is secured by certain of the     
  Company's equipment $ 3,988 $ 8,753
Less current portion  (3,393) (5,585)
     
 $ 595 $ 3,168
Maturities of the long-term debt are as follows:     
     
     
September 30, 2011 $ 3,393  
November 30, 2011  595  
 $ 3,988  

NOTE 8 – 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.
 During the quarter ended September 30, 2010, $100,000 of convertible debentures and $3,016 in accrued interest was converted into
206,032 shares of common stock.  

Amortization of the debt discount on the remaining notes was $121,438 for the nine months ended September 30, 2010.

Convertible debt consists of the following:     
  September 30, 2010  December 31, 2009
  (Unaudited)   
     
Convertible notes payable, net of unamortized discount     
  of $120,191 and $130,060 respectively $ 230,819 $ 336,040
     
Less:  Current portion  159,015  84771
     

            Long term portion $ 71,804 $ 251,269

These notes bear interest at 1% per annum and are due at various dates from January 2, 2011 through November 9, 2012.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9- DERIVATIVE LIABILITY

The Company 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 nine months ended September 30, 2010, we recognized $2,223,991 in expense (non-cash) for
financial statement purposes based on the change in fair value of these liabilities during the periods. As of September 30, 2010, the
derivative liability of $7,501,341 has been reclassified to additional paid in capital, 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 10 - RELATED PARTY TRANSACTIONS

Investment in Private Placements:

During the nine months ended September 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 obtained a $675,000 line of credit from Mr.
Maggiore (See Note 6). As of September 30, 2010, $165,171 has been drawn against this line of credit and $1,653 in interest has
been accrued.

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 $147,000 in rent expense for the nine months ended
September 30, 2010.
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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.

Board of Directors fees

In August of 2010 the Company issued warrants to purchase 200,00 shares of stock to a board member.  These warrants have an
exercise price of $.225 and a term of 3 years.  The warrants were valued at $82,343 using the Black Scholes pricing model with the
following assumptions:  volatility 130.77%; annual rate of dividends 0%; discount rate 3.1%.

NOTE 11 – LICENSE AGREEMENT

On September 2, 2010, the Company entered into a multi-year exclusive worldwide License Agreement (“Agreement”) for its
ProAlgaZyme ® product (“Product”) with the international distributor of health and nutritional products, Zus Health, LLC (“Zus”).
 Under the terms of the Agreement, Zus has the exclusive right to distribute the Product to customers and distributors worldwide,
excluding pharmaceutical applications and food, supplement and medicinal ingredient applications outside of multi-level, network or
affiliate marketing (“MLM”).  The Company reserved the right to market and sell isolates and natural and synthetic derivatives of the
Product in pharmaceutical applications, as well as ingredient applications outside of MLM.  The Agreement prohibits the Company
from selling ProAlgaZyme for the benefit of customers and distributors worldwide, other than for pharmaceutical and ingredient
applications. The Company is also prohibited from selling any product in the MLM market.  There was originally a thirty day due
diligence period during which Zus was to determine whether it intended to move forward and the Company was to determine
whether it could meet Zus’ anticipated production requirements. This due diligence period was extended thru November 2010.
Effective November 9, 2010, Zus and the Company completed their due diligence review and are proceeding according to the terms
of the Agreement.     .    Accordingly, the Company has received a payment of $255,000, as provided in the Agreement, for the
exclusive distribution rights through December 31, 2010.  Our receipt of minimum payments under the Zus Agreement is subject to
among other conditions our product meeting the FDA’s GRAS standard, which it does not currently meet. The Agreement remains
in effect until the expiration of the last patent with respect to the Product, subject to earlier termination as provided in the Agreement.
 The Agreement is filed as an Exhibit to this quarterly report on Form 10Q.  
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HEALTH ENHANCEMENT PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 12 - 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, 2010,  into 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 Note 9, 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, CTV waived its 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 800,000 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 two 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 its 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%.

During the quarter ended September 30, 2010, the Company issued 707,716 shares of common stock and received proceeds of
$107,500 upon the exercise of warrants.  The Company issued 180,000 shares of common stock for services, valued at $75,900.  In
addition, the Company issued 206,032 shares of common stock in satisfaction of the conversion of $100,000 of convertible notes and
accrued interest of $3,016, and issued warrants for 200,00 shares of stock to a board member.  These warrants have an exercise price
of $.225 and a term of 3 years.  The warrants were valued at $82,343 using the Black Scholes pricing model with the following
assumptions:  volatility 130.77%; annual rate of dividends 0%; discount rate 3.1%.

A summary of the status of the Company’s warrants is presented below.

Warrants outstanding and exercisable by price range as of September 30, 2010 and 2009 were as follows:

 September 30, 2010  September 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 3,230,000  0.22  6,500,000 0.52
        
Exercised (9,112,416)  0.11  (4,617,273) 0.10
        
Expired -  -  (764,798) 0.10
        
Outstanding, end of period 16,840,985 $ 0.20 21,225,302 $ 0.39
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Warrants outstanding and exercisable by price range as of September 30, 2010 were as follows:

 Outstanding Warrants Exercisable Warrants
      
      
  Average Weighted    
  Remaining Contractual Exercise  Weighted Average

Range of Number Life in Years Price Number Exercise Price
      

0.10 7,237,652 0.82 0.10 7,237,652 0.10
0.15 1,833,333 2.96 0.15 1,833,333 0.15
0.23 200,000 3.00 0.23 200,000 0.15
0.25 5,490,000 2.06 0.25 5,490,000 0.25
0.50 2,080,000 1.15 0.50 2,080,000 0.50

      
 16,840,985 1.49  16,840,985 $0.20

NOTE 13- 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 $147,000 in rent expense during the nine months ended
September 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 nine months ended September 30, 2010 was
approximately $18,200.

The future minimum lease payments related to the Amended and Restated Sublease, as revised in October 2009, are as follows:

Year Ending September 30,   
   
2011 $ 208,224
2012  213,432
2013  218,772
2014  224,238
2015  229,842
Thereafter  1,063,906
   
 $ 2,158,414
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Business Services Agreement

On October 19, 2009, the Company  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 was subject to the Company increasing to 125,000,000 the number of its authorized common
shares, which occurred in June, 2010.  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 of 2010 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 14 – INCOME(LOSS) PER SHARE

Income(Loss) per common share is based upon the weighted average number of common shares outstanding during the period.
Diluted loss per common share, for the periods in which the Company sustained a net loss, is the same as basic loss per share, as the
effect of potentially dilutive securities (at September 30, 2010 - convertible debt – 6,622,000 shares and warrants – 16,840,985 shares
and at September 30, 2009, convertible debt  - 6,482,000 and warrants – 21,225,302 shares ) are anti-dilutive. For the nine months
ended September 30, 2010, the period in which the Company reported net income, the Company has disclosed both diluted and basic
income per share.  

NOTE 15 - SUBSEQUENT EVENTS

In October 2010, the Company issued  a newly appointed director a warrant to purchase 200,000 shares of common stock as
compensation for serving on the Board of Directors. The warrant has an exercise price of $.225 per share and a term of three years.  

Additionally, in October, 2010, the Company received notification of patent issuance regarding the proprietary algal extract
ProAlgaZyme. The due diligence review period under the Company’s agreement with Zus Health LLC (see Note 11) had been
extended thru November 2010. Effective November 9, 2010, Zus and the Company completed their due diligence review and are
proceeding according to the terms of the Agreement. Accordingly, the Company has received a payment of $255,000, as provided in
the Agreement, the exclusive distribution rights through December 31, 2010.
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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 September 30, 2010 and 2009.

Net Sales. Net sales for the three and nine months ended September 30, 2010 were $19,291 and $52,451 as compared to $0 and
$23,245 for the comparable prior periods. These sales reflect principally revenues from the sale of our ProAlgaZyme® product. The
increase in our revenue for 2010 is due to the cancellation of the exclusive distribution agreement in place for a portion of 2009,
resulting in sales being handled in-house. In addition, the Company recognized $27,000 and $54,000 for the three and nine months
ended September 30, 2009, in guaranteed minimum payments under this exclusive distribution contract which was terminated on
October 1, 2009.  Effective January, 2011, subject to our ProAlgaZyme product meeting the FDA’s GRAS standard, we will receive
guaranteed minimum monthly payments under the terms of an exclusive, worldwide distribution agreement,  a copy of which is filed
as an Exhibit to this report.    

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. In addition to the license agreement with Zus
Health, LLC (discussed in Note Eleven to the financial statements included in this Report), we are exploring additional potential
marketing opportunities. Until we are eligible to receive further payments under the Zus Agreement, we expect only limited sales
revenue. Our receipt of minimum payments under the Zus Agreement is subject to among other conditions our product meeting the
FDA’s GRAS standard. See Footnote 11 to the September 30, 2010 financial statements included with this report.  We believe that
our ability to generate further sales of the ProAlgaZyme® product will depend upon, among other things, further characterization of
the product, our product meeting the FDA’s GRAS standard, which it does not currently meet, identification of product’s 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, our researchers have advised us that we should expect
completion of this testing and further identification by the end of 2010.  
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Cost of Sales. Cost of Sales was $15,433 and $35,343 for the three months and nine months ended September 30, 2010, as compared
to $978 and $24,297 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.

Research and Development Expenses. For the three months and nine months ended September 30, 2010, we incurred $94,529 and
$294,053 in research and development expenses, as compared to $86,908 and $236,034 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 third
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.

Although we recently secured a $675,000 line of credit from a significant shareholder, of which approximately $166,000 has been
advanced, we have had difficulty in the past raising substantial funds from external sources. We have also from time to time
encountered resistance from the line of credit lender to making further advances to us.  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 $29,295 and $95,190 for the three months and nine months
ended September 30, 2010, as compared to $44,373 and $212,167 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
anticipate an increase in our marketing efforts once our research has been completed.

General and Administrative Expenses.  General and administrative expense was $432,849 and $2,961,114 for the three months and
nine months ended September 30, 2010, as compared to $224,840 and $777,756 for the comparable prior period. The increase in
general and administrative expense during 2010 is due primarily to an approximate $51,000 increase in investor relations (due to the
press conference in June, 2010), an approximate $598,000 increase in compensation paid to the officers and directors (non-cash stock
based compensation), an approximate $34,000 increase in fees and costs due to our proxy vote in June, and a $1,500,000 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 had 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 nine months ended
September 30, 2010. For the nine months ended September 30, 2010, we recognized $2,223,991 in expense for financial statement
purposes based on the change in fair value of these liabilities during the periods.  As of September 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 ($52,451 for the nine months ended September 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.
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As of November 9, 2010, we had a cash balance of approximately $200,000. We had a working capital deficiency of $760,447 and a
stockholders’ deficit of $882,463 as of September 30, 2010. Our working capital deficiency decreased $2,919,618, from $3,680,065
at December 31, 2009 to $760,447 at September 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 $575,000 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, 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.

During the nine months ended September 30, 2010, our operating activities used $1,293,961 in cash, an increase of $479,359 from
the comparable prior period. The approximate $480,000 increase in cash used by operating activities was primarily attributable to an
approximate $2.4 million decrease in the Fair Value Adjustment of Derivative Liability (a non cash item of income) and an
approximate $213,000 change (decrease) in accrued payroll and payroll taxes, partially offset by an approximate $5 million increase
in net income, an approximate $1.5 million increase in stock based expense (non-cash) and an approximate $180,000 increase in
obligation to issue common stock (a non-cash item of expense ).

Our financing activities generated $1,296,112, a $348,226 increase from the comparable prior period. The increase in cash provided
by financing activities was due primarily to an approximate $415,000 increase in proceeds from sales of securities, partially offset by
$37,000 in loan repayments.

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 nine months ended September 30, 2010, we recognized $6,107,781 in losses for financial statement
purposes (non-cash) based on the change in fair value of derivative liabilities as of September 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.
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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 September 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.

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 September 30, 2010, the Company issued 707,716 shares of common stock at an average exercise price of
$.15, and received proceeds of $107,500 upon the exercise of warrants.  The Company issued 180,000 shares of common stock for
services, valued at $75,900, and warrants to purchase 200,000 shares of common stock to a board member, valued at $82,343.  In
addition, the Company issued 206,032 shares of common stock in satisfaction of the conversion of $100,000 of convertible notes and
accrued interest of $3,016.

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
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.
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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 (3)
10.4 License Agreement between the Registrant and Zus Health, LLC  
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.
Filed as the same Exhibit number to the Registrant’s Form 10Q filed with the Commission on August 12, 2010 and
incorporated herein by this reference.

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

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: March 16, 2011
By: /s/ John Gorman
John Gorman
EVP – Operations (Principal Executive and Accounting Officer)
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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, John Gorman, certify that:

1. I have reviewed this quarterly report on Form 10-Q/A 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: March 16, 2011
/s/ John Gorman
John Gorman, EVP – Operations (Principal Executive Officer)



a)

b)

c)

d)

a)

b)

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, John Gorman, certify that:

1. I have reviewed this quarterly report on Form 10-Q/A 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.

Date: March 16, 2011
/s/John Gorman
John Gorman, EVP – Operations (Principal Financial Officer)



Date: March 16, 2011

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/A for the period ending September 30, 2010 of
Health Enhancement Products, Inc., a Nevada corporation (the “Company”), as filed with the Securities
and Exchange Commission (the “Report”), I, John Gorman, EVP Operations 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/ John Gorman
John Gorman
EVP – Operations (Principal Executive 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: March 16, 2011

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/A for the period ending September 30, 2010 of
Health Enhancement Products, Inc., a Nevada corporation (the “Company”), as filed with the Securities
and Exchange Commission (the “Report”), I, John Gorman, Principal 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/ John Gorman
John Gorman
Principal Financial 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.


