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From time to time, we may publish forward-looking statements relative to such
matters as anticipated financial results, business prospects, technological
developments and similar matters. The Private Securities Litigation Reform Act
of 1995 provides a safe harbor for forward-looking statements. The following
discussion and analysis should be read in conjunction with the report on the
Consolidated Financial Statements and the accompanying Notes to Consolidated
Financial Statements appearing later in this report. All statements other than
statements of historical fact included in this Annual Report on Form 10-KSB are,
or may be deemed to be, forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended, and Section 21E of the Exchange
Act of 1934, as amended. Important factors that could cause actual results to

differ materially from those discussed in such forward-looking statements
include, but are not limited to, the following: our current liquidity needs, as
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described in our periodic reports; changes in the economy; our inability to
raise additional capital; our involvement in potential litigation; volatility of
our stock price; the variability and timing of business opportunities; changes
in accounting policies and practices; the effect of internal organizational
changes; adverse state and federal regulation and legislation; and the
occurrence of extraordinary or catastrophic events and terrorist acts. These
factors and others involve certain risks and uncertainties that could cause
actual results or events to differ materially from management's views and
expectations. Inclusion of any information or statement in this report does not
necessarily imply that such information or statement is material. We do not
undertake any obligation to release publicly revised or updated forward-looking
information, and such information included in this report is based on
information currently available and may not be reliable after this date.

PART T
ITEM 1: DESCRIPTION OF BUSINESS
BUSINESS DEVELOPMENT
HealthSport, Inc. (together with its subsidiaries, hereinafter referred to as
the "Company", "HealthSport", "we" or "us"), is a holding company, originally

incorporated on July 25, 1985 in Delaware, and currently has the following
wholly owned subsidiaries:

o Enlyten, Inc. ("Enlyten"), a Nevada corporation organized on November
28, 2006;
o Health Strip Solutions, LLC ("Health Strip"), a Nevada limited

liability corporation organized on February 13, 2006; acquired 80% on
March 29, 2006, 10% on December 21, 2006 and the remaining 10% on
December 27, 2006;

o Cooley Nutraceuticals, Inc. ("Nutraceuticals"), a Nevada corporation
organized on November 17, 2006; acquired on December 6, 2006;

o Maxx Motorsports, Inc. ("Maxx"), a Delaware corporation acquired on
May 15, 2001 and currently inactive;

o World Championship Poker, Inc. ("Poker"), a Nevada corporation
acquired on June 28, 2005 and currently inactive; and

o Strategic Gaming Consultants, LLC, ("Gaming"), a Nevada limited
liability corporation organized on November 8, 2004, and never
activated.

On April 24, 2006, we filed a Definitive Information Statement pursuant to
Section 14C which provided that effective May 15, 2006; 1) our name would be
changed to HealthSport, Inc.; 2) our issued and outstanding shares would be
reverse-split one share for each 200 shares; and 3) our Certificate of
Incorporation would be restated to reflect these amendments. These amendments
were approved by our Board of Directors and in writing by 52.33% of our
shareholders on March 31, 2006. Accordingly, effective May 15, 2006, our name
was changed to HealthSport, Inc., our shares were reverse-split one for 200 and
our Certificate of Incorporation was restated to reflect these amendments. We
have made the change in outstanding shares and all references to shares have
been retroactively restated for all periods included in this report on Form
10-KSB.

HealthSport, Inc. was originally incorporated in 1985 as Horizon Capital Corp.
We were known as Reconversion Technologies, Inc. until May 1, 2000, at which
time our name was changed to Logisoft Corp. On May 15, 2001, we changed our name
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from Logisoft Corp. to Team Sports Entertainment, Inc., on November 8, 2004, we
changed our name to Idea Sports Entertainment Group, Inc. and on May 15, 2006,
we changed our name to HealthSport, Inc.

On December 20, 2006, we signed a non-binding Letter of Intent ("LOI") to
acquire InnoZen, Inc. ("InnoZen") through a merger with one of our wholly owned
subsidiaries. A condition of the LOI required us to fund a Bridge Loan for
$250,000 (which was made on December 26, 2006) and the investment by us of
$750,000 in working capital into InnoZen at closing. We initiated a private
placement on January 15, 2007, to sell up to 8,000,000 shares of our common
stock at $1.50 per share.

On January 31, 2007, we entered into a Merger Agreement with InnoZen and InnoZen
Acquisition Sub, Inc. ("Acquisition Sub"), our wholly owned subsidiary, all
Delaware corporations. At the effective time and upon the terms and conditions
of the Merger Agreement and in accordance with Delaware General Corporate Law,
in exchange for 17,500,000 shares of our common stock, Acquisition Sub will be
merged with and into InnoZen, after which, InnoZen will become our wholly owned
subsidiary and will continue as the surviving corporation and the separate
existence of Acquisition Sub will cease.

Conditions precedent to effect the Merger include that we shall have consummated
the private placement of at least $6 million but not more than $12 million of
our common shares at a price not less than $1.50 per share on the following
timetable: (a) execution and delivery by the investors of subscription
agreements for the minimum amount of the private placement by no later than
February 15, 2007; and (b) the closing of the private placement by no later than
February 28, 2007.

On March 15, 2007, this agreement was amended to extend the closing date to as
late as April 30, 2007 and would require increasing the number of shares issued
to InnoZen in 250,000 share increments up to 18,250,000 depending upon the
ultimate closing date of the private placement.

CURRENT ACTIVE OPERATIONS

ELECTROLYTE STRIP

HEALTH STRIP - On March 29, 2006, we entered into a Unit Purchase Agreement with
the majority of the unit holders of Health Strip to acquire 80% of Health Strip
in exchange for 500,000 shares of our $.0001 par value common stock. Health
Strip, in conjunction with InnoZen, holds certain proprietary technology for the
formulation of a thin film electrolyte strip which is the subject of a
provisional patent filed in the U.S. Patent and Trademark office on June 14,
2006. In addition, Health Strip reached an agreement for InnoZen to manufacture
and distribute the electrolyte strips through its California based manufacturing
facility. Through the use of InnoZen's patented manufacturing process, the
electrolyte strips have now been produced. Product names and packaging were
finalized and initial sales began at the end of the fourth quarter.

At the time it was acquired, Health Strip did not have any tangible assets or
liabilities, but it did have certain proprietary technology for an electrolyte
replenishment system and the rights to file for a patent of this process.
Accordingly, Health Strip recorded $1,125,000 as an intangible asset for patent
technology rights, 80% of which is equal to the value of our stock issued on the
date of the transaction. As stated above, we have filed a provisional patent in
the US Patent & Trademark office and have twelve months to file a final
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application. InnoZen has completed its bi-layer and nutritional supplement
provisionals for final applications to include our electrolyte replenishment
system. We commenced amortization of our total patent costs in July 2006 over
seventeen years, the life of the expected patent. We will periodically evaluate
the unamortized balance of the patent and technology costs and record an
impairment loss if warranted.

During December 2006, we issued 925,000 shares of our common stock to acquire
the remaining 20% of Health Strip, which was valued at $1,871,250, based upon
the trading price of our stock on the acquisition dates. This amount was reduced
by the book value of the associated minority interest of $135,252 and the
resulting $1,735,998 was recorded as goodwill.

NUTRACEUTICALS - On December 6, 2006, we issued 375,000 shares of our common
stock to acquire 100% of Nutraceuticals. At the time it was acquired,
Nutraceuticals had a receivable for $3,750 and did not have any liabilities, but
it did have certain proprietary technology for the formulation of a nutritional
supplement that quickly and effectively provides natural energy enhancers,
caffeine, electrolytes, antioxidants and other essential vitamins and minerals.
In conjunction with InnoZen, we have designed our formulation to supply the body
with a healthy boost in energy, while replenishing and maintaining the essential
vitamins and minerals lost during activity, after a long flight, bad night of
sleep or over indulgence of alcohol. We recorded this transaction based upon the
trading price of our common stock on the date of the purchase and the $806,250
was allocated $3,750 to accounts receivable and $802,500 to an intangible asset
for patent technology rights. We are in the process of filing a provisional
patent with the US Patent & Trademark office and will commence amortization of
the patent costs over seventeen years, the life of the expected patent, when the
application is filed.

RESEARCH AND DEVELOPMENT - On April 19, 2005, we entered into a joint
development agreement with InnoZen to jointly develop a film strip product
containing electrolytes to replenish the body while under physical stress (the
"electrolyte strip"). InnoZen had experience in the formulation, development,
manufacturing and sale of edible thin strips containing drug active ingredients.
We had the formula and the ability to assist in obtaining endorsements for the
electrolyte strips by well-known athletes and coaches. We contributed $115,500
in cash and 1,250 shares of our common stock, valued at $19,191 using the
Black-Scholes valuation model, for our 50% interest in the joint venture.

As of September 30, 2005, the joint venture had completed a product formulation
of an acceptable thin film prototype containing electrolytes and had completed
laboratory stability testing for the oral dosage product. The joint venture
produced initial electrolyte strips capable of holding a deliverable load of
electrolytes equal to approximately one fluid ounce of most recognized sports
drinks. The electrolyte strips were produced for flavor testing with initial
flavors to be lemon-lime and orange. All Jjoint venture funds were expended by
December 31, 2005.

The products are discussed below under Business of the Company.

INACTIVE OPERATIONS

On June 28, 2005, we issued 19,250 shares of our common stock, which were valued
at $295,544 using the Black-Scholes valuation model, to acquire Poker, whose
principal asset is the rights to a proprietary fantasy football format, with the
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working title, Vegas Roll'em(TM) Fantasy Football ("Vegas Roll'em"). Poker
recorded the investment of $295,544 as goodwill. While we may still pursue the
project for the 2007 season or later, our principal focus is on the electrolyte
strip products. We elected to impair our investment in the goodwill associated
with Poker to the $50,000 amount we determined to be the fair value of the
investment at December 31, 2005. We believe no additional impairment is required
at December 31, 2006.

IMGI

On September 9, 2004, we acquired all of the issued and outstanding common stock
of IMGI in exchange for warrants to acquire 75,000 shares of our common stock at
an exercise price of $20 per share. IMGI is a South Carolina corporation
organized on July 28, 2004 and had no prior operations. This transaction was
valued at $1,200, which was the amount the sellers of IMGI paid for IMGI's
common stock.

Effective August 29, 2006, we issued 65,000 shares of our common stock to a
former CEO of the Company and transferred the stock of IMGI, including
liabilities of $295,840 to the former CEO. The liabilities included $291,913
which the former CEO claimed was due to himself and affiliates for costs
advanced in the original formation of IMGI.

TELEVISION PROGRAMS

On October 15, 2004, we acquired two television programs entitled "America's Top
Drivers" and "Women's Racing League" in exchange for warrants to acquire 8,750
shares of our common stock at an exercise price of $20 per share. The
transaction was valued at $65,458 using the Black-Scholes option pricing model.
As of December 31, 2005, we were unable to locate a venue to produce the shows.
Accordingly, we fully impaired our investment of $65,458.

On September 28, 2005, we completed the modification of our television program
purchase agreement in order to recognize the compensation element of the
agreement. The warrants to acquire 8,750 shares of our common stock at $20 per
share were cancelled and we issued 18,000 shares of our common stock to the
seller of the programs. The 18,000 shares of common stock were valued at
$251,640, utilizing the Black-Scholes valuation model. The $251,640 was reduced
by the original calculated value of the warrants, which were cancelled, of
$65,458 and a net consulting fee expense of $186,182 was recorded.

On October 27, 2004, we acquired all of the issued and outstanding memberships
of Gaming in exchange for warrants to acquire 3,750 shares of our common stock
at an exercise price of $20 per share. Gaming had no prior operations and had no
assets. Accordingly, the transaction was recorded with no value. Gaming has
never been activated.

MAXX

Maxx, through its wholly owned subsidiary, Team Racing Auto Circuit, LLC, a
Delaware limited liability company ("TRAC"), planned to develop, own, operate
and sanction an automotive racing league designed to provide content for
television and tracks while expanding the existing base of racing fans. We were
in the development stage since our inception on May 15, 2001, and did not
establish sources of revenue sufficient to fund the development of business and
pay operating expenses, resulting in a net loss of $15,054,021 from inception
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through December 31, 2003. Accordingly, on August 26, 2003, our Board of
Directors unanimously approved a plan to immediately discontinue our racing
operation.

BUSINESS OF THE COMPANY

HealthSport is publicly traded on the bulletin board market under the ticker
symbol HSPO. HealthSport is focused exclusively on the development,
manufacturing and marketing of edible film strip products containing nutritional
supplements and over-the-counter drugs using certain proprietary technology.
This technology system provides rapid dissolution and release of active
ingredients when the strip comes in contact with saliva in the mouth.

On December 20, 2006, we signed a non-binding LOI to acquire InnoZen. A
condition of the LOI required us to fund a Bridge Loan for $250,000 (which was
made on December 26, 2006) and the investment by us of $750,000 in working
capital into InnoZen at closing. We initiated a private placement on January 15,
2007, to sell up to 8,000,000 shares of our common stock at $1.50 per share.

On January 31, 2007, we entered into a Merger Agreement with InnoZen and InnoZen
Acquisition Sub, Inc. ("Acquisition Sub"), our wholly owned subsidiary, all
Delaware corporations. At the effective time and upon the terms and conditions
of the Merger Agreement and in accordance with Delaware General Corporate Law,
in exchange for 17,500,000 shares of our common stock, Acquisition Sub will be
merged with and into InnoZen, after which, InnoZen will become our wholly owned
subsidiary and will continue as the surviving corporation and the separate
existence of Acquisition Sub will cease.

Conditions precedent to effect the Merger include that we shall have consummated
the private placement of at least $6 million but not more than $12 million of
our common shares at a price not less than $1.50 per share on the following
timetable: (a) execution and delivery by the investors of subscription
agreements for the minimum amount of the private placement by no later than
February 15, 2007; and (b) the closing of the private placement by no later than
February 28, 2007.

On March 15, 2007, this agreement was amended to extend the closing date to as
late as April 30, 2007 and would require increasing the number of shares issued
to InnoZen in 250,000 share increments up to 18,250,000 depending upon the
ultimate closing date of the private placement.

InnoZen is a preeminent formulator, developer and manufacturer of edible thin
film strips that deliver drug actives and was the first company to deliver a
drug active ingredient in a thin film strip when it completed the development of
Chloraseptic Sore Throat Relief Strips(R) in June 2003. With Chloraseptic Relief

Strips, InnoZen established a new process which prevented irritants and
incorporated additional compounds to make the strips more suitable for wvarious
drug delivery needs. Relying on its expertise in the development of the film
strip, InnoZen moved forward with its proprietary technology to develop two new
thin film strip products for coughs. InnoZen launched its two new film strip
products under its own Suppress(R) brand in September 2004.

Using InnoZen's in-house research, development and manufacturing capabilities,
HealthSport has the ability to more rapidly formulate and develop new thin film
products and other products using various additional oral delivery systems such
as gels. As a result, HealthSport anticipates a steady stream of new products to
expand the Enlyten brand it is creating. The implementation of HealthSport's
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sales and marketing models for each product line will play an integral role in
creating brand awareness through the application of traditional and
non-traditional sales techniques.

HealthSport and InnoZen have already jointly developed three new products that
are ready to be launched in 2007, including but not limited to ENLYTEN (TM)
SPORTSTRIPS, ENLYTEN(TM) ENERGY FILM STRIPS and ENLYTEN (TM) SURVIVAL STRIPS.

PRODUCT OVERVIEW

ENLYTEN (TM) SPORTSTRIPS

Over the past year and half, InnoZen has been applying its film strip technology
formulation and manufacturing expertise to develop film strips containing
electrolytes. Electrolytes are chemicals that form electrically-charged
particles (ions) in body fluids. These ions carry the electrical energy
necessary for many functions, including nerve impulse transmission and muscle
contractions.

Many normal body functions depend on electrolytes, and optimal athletic
performance requires a consistent and adequate supply of these important
nutrients. Electrolytes such as those found in ENLYTEN (TM) SPORTSTRIPS, along
with water, can be used in oral rehydration therapy to replenish the body's
electrolyte levels after dehydration caused by exercise, diarrhea or vomiting.
Drinking water alone is not the best way to restore fluid levels after extreme
athletic activity because it dilutes the salts inside the body's cells and
interferes with their chemical functions. This can lead to water intoxication.
(This and other side-effects can be a similar negative consequence of excess
ingestion of popular liquid electrolyte solutions.)

HealthSport's ENLYTEN (TM) SPORT STRIPS have been tested by Dr. David Berkoff of
Duke Sports Medicine's K-Lab and have so far provided positive results. With the
patented film strip technology developed by InnoZen and testing completed by Dr.
Berkoff, HealthSport is positioned to begin mass marketing ENLYTEN (TM)
SPORTSTRIPS in June 2007.

ENLYTEN (TM) ENERGY FILM STRIPS

HealthSport, in conjunction with InnoZen, has developed a revolutionary new
edible film strip. ENLYTEN(TM) ENERGY film strips are a nutritional supplement
that quickly and effectively provides natural energy enhancers, caffeine,

electrolytes, antioxidants, and other essential vitamins and minerals. Enlyten's
proprietary formulation is designed to supply the body with a healthy boost in
energy, while replenishing and maintaining the essential vitamins and minerals
lost during activity, after a long flight, bad night of sleep or over indulgence
of alcohol.

ENLYTEN (TM) SURVIVAL STRIPS

HealthSport and InnoZen are currently working with the United States Military to
evaluate and test the effectiveness of ENLYTEN (TM) SURVIVAL STRIPS. ENLYTEN (TM)
SURVIVAL STRIPS are formulated with antioxidants, non-cavity causing sweeteners,
vitamins, herbal extracts, electrolytes, caffeine and other proven beneficial
COMPOUNDS. ENLYTEN (TM) SURVIVAL STRIPS were designed specifically for military
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personnel as a convenient, light weight, heat stable, effective remedy to
fatigue, drowsiness, dehydration and loss of performance during routine and
special operations. The strips are being examined in military populations to
evaluate their effectiveness in providing enerqgy, increasing alertness,
combating dehydration and improving performance in extended operations.

SUPPRESS STRIPS (R)

Consumers are perpetually looking for new, more effective remedies to treat
coughs, colds and sore throats. This trend continues to increase at a rapid
rate. Another innovation, which has implications for the future, 1is the
introduction of products that offer a "preventative" formulation (usually based
on zinc, Echinacea and similar ingredients). As consumers adopt a more proactive
approach to their healthcare, this trend may show greater potential as a
business opportunity.

When InnoZen launched Suppress Cough Strips in 2004, delivering medicine in a
film strip was a relatively new idea; it has taken a while to gain consumer
acceptance. With the launch of several OTC film strip products and continued
increases in sales of film strip products, this category is poised for
significant growth in the coming years.

Currently, Suppress Cough Strips are in two formulations: one with
Dextromethorphan, and one in an herbal formulation. Both are available for
purchase in approximately 10,000 retail outlets in the U.S. The product is
carried in numerous leading chain stores such as Rite Aid, Winn Dixie,
Drugstore.com, Eckerd, Ralph's and Longs Drugs. InnoZen has also arranged for
international distribution of these products.

CHLORASEPTIC STRIPS

Less than one year after incorporating, InnoZen completed formulation and
development of its first film strip product, a Benzocaine film strip, and
licensed it to Prestige Brands to launch under Prestige's Chloraseptic(R) brand
in 2003. The Chloraseptic Sore Throat Relief Strips developed by InnoZen were
the first thin film strip containing a drug active and are currently being
marketed in the U.S. InnoZen currently receives a royalty for Chloraseptic's use
of its licensed technology.

INDUSTRY OVERVIEW

Oral film strips supplement and can replace traditional capsules and tablets due
to their ease of use, discreteness, portability, fast oral delivery, and ability
to control dosage (and thus minimize overdosing and/or contraindications of the
active ingredients). Film strips have soothing effects in the mouth and throat
because of their method of dissolution. The huge success of Listerine(R) Breath
Strips, which achieved more than $500 million in sales since its launch, has
demonstrated consumer acceptance and adoption of this new delivery system.
Edible film strips have become a popular alternative to lozenges and gum for
refreshing breath.

Both HealthSport and InnoZen's mission is to be a leader in developing and
manufacturing pharmaceutical products in unique and convenient oral delivery
formats using science and innovation to improve people's lives. The main method
of achieving this is by use of "medicine in a strip" (R) that can be orally
ingested. Flavor is an important part of the film strip development process.
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InnoZen's team has extensive experience in developing flavors in film strips and
has great relationships with numerous international flavor houses.

These goals can be achieved by creatively applying InnoZen's unique, proprietary
knowledge and technology to create unique medicines in a strip that enable drug
developers to have an alternative and proprietary method of delivering their
existing products, as well as new products, and of extending and expanding their
respective market positions, brands, distribution networks and intellectual
property.

The film strip industry is in its early growth stage and InnoZen is currently
one of the premier strip manufacturers in the country and has current and
prospective substantial market presence and alliances in place. Additional
products under development provide further upside opportunity for both
HealthSport and InnoZen. After the acquisition of InnoZen, the combined
Companies are well-positioned for rapid growth and enhanced profitability.

SALES & DISTRIBUTION

To handle all of the sales, marketing, and distribution needs of our various
products, we have formed Enlyten as a wholly owned subsidiary. Led by the newly
appointed president of HealthSport, Dan Kelly, Enlyten will seek to market and
distribute the film strips using all forms of traditional outlets including
grocery and drug stores, big box retailers and sporting goods stores, some of
which already carry InnoZen products. Enlyten will also utilize non-traditional
avenues such as college bookstores, organizational events and nightclubs.

To further this effort, HealthSport has secured the services of a 27 year
veteran in sales, Gary Thomas, who will be guiding and directing the Sales
Division. His experience with Acosta, the largest food and medicine broker in
the U.S., will bring substantial expertise and experience in the sales and
distribution of HealthSport products. Under Mr. Thomas's supervision, Acosta's
North Eastern United States Division recorded $200+ million in annual sales
revenue.

10

PRODUCT POSITIONING & MARKETING

PRODUCT ENDORSEMENT: In today's world, people respond to individuals they trust
and respect when it comes to purchasing products. One manner in which to reach
the masses is to launch ENLYTEN (TM) SPORTSTRIPS, ENLYTEN(TM) ENERGY strips and
ENLYTEN (TM) SURVIVAL STRIPS with respected experts in the field or industry of
that particular producT. Enlyten will have the exclusive marketing and sales
rights for all HealthSport products. HealthSport has already retained
individuals with these characteristics and has pending conversations with
others.

For example, with respect to ENLYTEN(TM) SPORTSTRIPS, HealthSport has engaged
sports celebrities who have a stroNG connection with their fans and who will use
their profile and experience in sports to effectively and professionally
represent and support ENLYTEN(TM) SPORTSTRIPS. In addition, a Sports Advisory
Council will BE assembled to use a cross section of sports professionals to
endorse the sport strips.

Similarly, it will take someone with influence and popularity to reach the
targeted sales and distribution for ENLYTEN (TM) ENERGY film strips. We are
exploring and researching the best representatives for the product in ordER to
have an immediate impact on sales.

10
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Finally, for ENLYTEN(TM) SURVIVAL STRIPS, the most effective endorsement will be
to enlist the support aND endorsement of a top-tiered former military person who
can use his or her experience and presence to introduce the product among
military services in the U.S. as well as internationally.

CLINICAL EXPERTS: The research and development conducted by Dr. David Berkoff
and Anthony Seaber, medical doctors and experts in sports medicine at Duke
University, and by other clinical experts on the ENLYTEN products will be
communicated to other medical experts, coaches and trainers in each field along
with the benefits the products have to offer, not only to professional athletes
but to individuals as well. Their participation is important to reinforce the
scientific verification data by offering their assessments and results with
trainers, coaches, athletes, military personnel and the general public. Over the
course of the next year and beyond, the clinical experts will be incorporated
into our marketing plans through public relations and product testimonials in
medical related materials circulated at trade shows, in medical magazines and on
talk shows.

TRADESHOWS / CONFERENCES / EVENTS: Various tradeshows, conferences and
opportunities exist where ENLYTEN (TM) SPORTSTRIPS, ENLYTEN(TM) ENERGY film
strips and ENLYTEN(TM) SURVIVAL STRIPS, as well as Suppres