Hip Interacije Corp.
240 Superior Boulevard
Mississauga, ON L5T 2L2
www. hipinteractive.com

Thomas A. Fenton
Vice-President & General Counsel
tfenton@bhipinteractive.com

VIA REGULAR MAIL

Office of International Corporate Finance
Division of Corporate Finance, Mail Stop 3-2
Securities and Exchange Commission

#450 — 5™ Street Northwest PQ@CES@§ 5.

Washington D.C. 20549
Usa SEP 02 2004

% hw:

Re: Hip Interactive Corp. SEC File Number 82-34720

Dear Sir or Madam:

Hip Interactive Corp. (“Hip”), a “Foreign Private Issuer” as that term is defined in the Securities and
Exchange Act (1934) (the “Act”), is a corporation incorporated under the Business Corporations Act
(Ontario) and a reporting issuer in Canada in the Provinces of Ontario, Manitoba, Quebec and Alberta.
The common shares of Hip are listed and posted for trading on The Toronto Stock Exchange under the
trading symbol “HP”.

Hip has claimed the exemption under Rule 12-g3-2, Reg. 240.12-g3-2 of the Act. Pursuant to Reg.
240.12g3-2(b)(1)(iii), attached please find the documents as listed in Schedule A to this letter.

Please do not hesitate to contact the undersigned should you have any questions regarding this
submission.

)

Thomas A. Fenton q Q{

Vice-President & General Counsel
Encl.
cc: Kyler Wells, Aird & Berlis LLP, (via email, w/o attachments)
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SCHEDULE A
List of Attached Documents

Document (Attached) Requirement Timing
1. | TSX Form 1: Change in | TSX Manual Part VI, Sec. 610. To be filed with TSX within 10 days
Outstanding and Reserved after the end of each month in which any

Securities regarding July 2004
dated: August 6, 2004

change to the number of outstanding or
reserved listed securities has occurred.

)

Press Release: Hip Interactive
Corp. Notification of First Quarter
Results with Conference Call and
Webcast dated August 5, 2004
date of filing: August 9, 2004

Material Information required to be
filed on SEDAR pursuant to TSX
Manual sec. 408.

To be filed on SEDAR forthwith upon
the information becoming known to
management, or in the case of
information previously known, forthwith
upon it becoming apparent that the
information is material.

3. | Press Release: Hip Interactive | Material Information required to be | To be filed on SEDAR forthwith upon
Corp. Completes Acquisition of | filed on SEDAR pursuant to TSX | the information becoming known to
ARUSH Entertainment Manual sec. 408. management, or in the case of
date of filing: August 9, 2004 information previously known, forthwith

upon it becoming apparent that the
information is material.

4. | Press Release: Hip Interactive | Material Information required to be | To be filed on SEDAR forthwith upon
Corp. Announces Change To | filed on SEDAR pursuant to TSX | the information becoming known to
Management dated August 10, | Manual sec. 408. management, or in the case of
2004 information previously known, forthwith
date of filing: August 11, 2004 upon it becoming apparent that the

information is material.

5. | Press Release: Hip Interactive | Material Information required to be | To be filed on SEDAR forthwith upon
Corp. Announces First Quarter | filed on SEDAR pursuant to TSX | the information becoming known to
Results for Fiscal 2005 Manual sec. 408. management, or in the case of
date of filing: August 11, 2004 ' information previously known, forthwith

upon it becoming apparent that the
information is material.

6. | Press Release: Hip Interactive | Material Information required to be | To be filed on SEDAR forthwith upon
Corp. Announces Renewal of| filed on SEDAR pursuant to TSX | the information becoming known to
Credit Facility Manual sec. 408. management, or in the case of
date of filing: August 13, 2004 information previously known, forthwith

upon it becoming apparent that the
information is material.

7. | Management’s  Discussion & | Required to be filed on SEDAR and | To be filed on SEDAR and sent to
Analysis: First Quarter of Fiscal | sent to shareholders pursuant to | shareholders concurrently with the filing
2005 OSC Rule 51-501, part 4, 4.1 & 4.3. | of interim financial statements (within 60
date of filing: August 13, 2004 days of end of 1%, 2" and 3" quarters).

8. | Interim financial statements: First | Required to be filed on SEDAR and | To be filed on SEDAR and sent

Quarter of Fiscal 2005
date of filing: August 13, 2004

sent to shareholders pursuant to
OSA secs. 77(1) & 79.

concurrently to shareholders within 60
days of the end of the 1%, 2™ and 3"
quarters.
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Document (Attached)

Requirement

Timing

9.

Report to shareholder: Interim
Financials for First Quarter of
Fiscal 2005

date of filing: August 24, 2004

Required to be filed on SEDAR and
sent to shareholders pursuant to
OSA secs. 77(1) & 79 and OSC
Rule 51-501, part 4, 4.1 & 4.3.

To be filed on SEDAR and sent to
shareholders concurrently with the filing
of interim financial statements (within 60
days of end of 1%, 2™ and 3™ quarters).

10| Confirmation of Notice of Meeting | This document serves to confirm n/a
and Record Date that the transfer agent sent certain
date of filing: July 8, 2004 materials in connection with a
meeting of the shareholders to the
Canadian Depository for Securities
(CDS).
11.| Annual Information Form: In | Required to be filed on SEDAR | To be filed on SEDAR for each financial
respect of the fiscal year ended | pursuant to OSC Rule 51-501, Part | year within 140 days of the end of the
March 31, 2004 2,2.1. financial year.
date of filing: August 13, 2004
12| Annual Report n/a Filed on SEDAR and sent to
dated March 31, 2004 shareholders within 140 days from the
date of filing: August 9, 2004 end of its last fiscal year,
13.| Form of Proxy: August 10, 2004 Required to be filed with SEDAR | To be filed on SEDAR concurrently with
date of filing: August 13, 2004 pursuant to OSA reg. 180 and sent | sending to shareholders. To be sent to
to shareholders pursuant to OBCA | shareholders not less than 21 days prior
s. 96(6). to the meeting date.
14, Management Information Circular | Required to be filed on SEDAR | To be filed on SEDAR concurrently with
date of filing: August 13, 2004 pursuant to OSA s. 81(1) & OSA | sending to shareholders. To be sent to
reg. 180 and sent to shareholders | shareholders not less than 21 days prior
pursuant to OBCA s. 96(6). to the meeting date.
15.| Notice of Annual and Special | Sent to shareholders pursuant to | Sent to shareholders not less than 21 days
Meeting of Shareholders | OBCA, sec. 96. or more than 50 days before the meeting.
September 23, 2004 at 4:30pm
date of filing: August 13, 2004
16,/ Supplemental Mailing Request | Sent to shareholders pursuant to | To be filed on SEDAR concurrently with
Form National Instrument 54-101 re | the sending to sharcholders of year end
date of filing: August 13,2004 “Communication with Beneficial | proxy related materials.
Owners of Securities of a Reporting
Issuer”
17| Notice regarding AIF (NI 51-102 | Canadian Securities Administrators | There is no formal timing requirement

F2)
date of filing: August 13, 2004

Staff Notice 51-311 — Frequently
Asked Questions Regarding
National Instrument 51-102
Continuous Disclosure Obligations,
D-2, requires this notice to be filed.

for the filing of this notice.
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Document (Attached) Requirement Timing
18 Form 52-109FT2-Certification of | Part 3 of Multilateral Instrument 52- | These certificates are to be filed
Interim Filings during transition | 109 — Certification of Disclosure in | concurrently with the filing of the related
period — CFO Issuers’ Annual and Interim Filings | interim financial statements.
date of filing: August 13, 2004 requires both the CEO and CFO to
sign and file this certification form
in respect of the interim financial
statements of the issuer.
19.f Form 52-109FT2-Certification of | Part 3 of Multilateral Instrument 52- | These certificates are to be filed
Interim Filings during transition | 109 — Certification of Disclosure in | concurrently with the filing of the related
period — CEO Issuers’ Annual and Interim Filings | interim financial statements.
date of filing: August 13, 2004 requires both the CEO and CFO to
sign and file this certification form
in respect of the interim financial
statements of the issuer.
20.| Certificate re dissemination to | This document serves to confirm | n/a

Shareholders
date of filing: August 20, 2004

that certain materials were sent to
shareholders on a certain date.




SEC File Number 82-34720

FORM: 1 l Company Name: HIP INTERACTIVE CORP. Stock Symbol: HP
CHANGE IN OUTSTANDING AND RESERVED SECURITIES

ISSUED AND OUTSTANDING SHARE SUMMARY # of Shares Balance

Issued and Qutstanding — Opening Balance 62,996,754
IADD: IStock Options Exercised 0]

Share Purchase Plan n/a

. Dividend Reinvestment Plan n/a

Exercise Warrants nil

Private Placement nil

Conversion nil

Other Issuance: from Treasure re ARUSH Transaction 823,350
SUBTRACT:|Issuer Bid Purchase nil

Redemption nil

Other Cancellation (provide description) nil

Closing Issued and Outstanding Share Balance 63,820,104

NOTE: If any of the Company’s securities of a listed class are held by the Company itself or by any subsidiary of the
Company (which securities are herein referred to as “internally-held securities”), such internally held securities must
not be counted as “issued and outstanding.”

Internally-held securities may result from the Company not canceling shares acquired pursuant to an issuer bid or as
a consequence of a subsidiary of the Company retaining or obtaining shares of the Company through a merger,
amalgamation, arrangement or reorganization involving the Company.

RESERVED FOR SHARE COMPENSATION ARRANGEMENTS

Share Purchase Plans and / or Agreement(s)

# of Shares

Balance

NAME OF PROGRAM: N/A

Opening Reserve for Share Purchase Plan / Agreement

IAdditional Shares Listed Pursuant to the Plan (ADD)

Shares Issued from Treasury (SUBTRACT)

Closing Reserve for Share Purchase Plan

Dividend Reinvestment Plan (DRIP) — for shareholders

# of Shares

Balance

NAME OF PROGRAM:  N/A

Opening Reserve for Dividend Reinvestment Plan

\Additional Shares Listed Pursuant to the Plan (ADD)

Shares Issued (SUBTRACT)

Closing Reserve for Dividend Reinvestment Plan

10/01 | Page1/3

TSE:




RESERVED FOR SHARE COMPENSATION ARRANGEMENTS
Stock Option Plan and / or Agreement

NAME OF PROGRAM: HIP INTERACTIVE STOCK OPTION PLAN

Stock Options Outstanding — Opening Balance 3,857,406

Options Granted: (ADD)

Date of Grant Name of Optionee Expiry Date Exercise Price | # of Options Granted

July 1, 2004 'Thomas A. Fenton July 1, 2009 $1.43 200,000
SUBTOTAL 200,000

Options Exercised: (SUBTRACT)

Shares issued on exercise must also be subtracted in the table entitied “Shares Reserved” below
Date of Exercise Name of Optionee Date of Grant Exercise Price | Number

SUBTOTAL nil

Share Appreciation Rights or Market Growth Feature (“SAR”) in tandem with Stock Options.

Date of Exercise / # Shares Issued*
Canc. Name of Optionee Date of Grant | # Options Canc.| (based on SAR Value)

SUBTOTAL nil

*Shares may, or may not be issued however “Shares Reserved” (for Stock Option Plan) may require a deduction in
accordance with TSE acceptance of the Plan. Please ensure all applicable changes are noted.

Options Cancelled/Terminated: (SUBTRACT)
If an option is cancelled prior to its natural expiry date, for reasons other than termination of employment or natural
expiry, the entry should be noted with a * and an explanation provided below.

Date of Canc/Term | Name of Optionee Date of Grant| Expiry Date| Exercise Price | Number

SUBTOTAL nil

Stock Option Outstanding — Closing Balance 4,057,406

10/01 | Page2/3 ] TS'E'



RESERVED FOR SHARE COMPENSATION ARRANGEMENTS
D. Shares Reserved (for Stock Option Plan)

NAME OF PROGRAM: HIP INTERACTIVE STOCK OPTION PLAN| # of Shares Balance
Opening Share Reserve Balance at beginning of period 4,529,433
)Additional shares Listed Pursuant to the Plan (ADD) 0

Stock Options Exercised (SUBTRACT) 0

Stock Appreciation Rights (SUBTRACT) 0

Closing Share Reserve Balance at end of period 4,529,433

All information reported in this Form is for the month of

July 2004.
Filed on behalf of the Company by:
(please enter name and direct phone or email)
NAME JENNIFER LEE
PHONE / EMAIL 905-362-3760 ex.277 jlee@hipinteractive.com
DATE August 6, 2004

10/01 | Page3/3
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FOR IMMEDIATE RELEASE August 5, 2004

HIP INTERACTIVE CORP. NOTIFICATION OF FIRST QUARTER RESULTS WITH
CONFERENCE CALL AND WEBCAST

Hip Interactive Corp. (TSX:HP), Canada’s leading provider of electronic entertainment, including video games,
PC games, accessories and movies, today announced it will release its first quarter results for fiscal 2005 before
market opens on Wednesday, August 11, 2004,

In conjunction with the release, Hip will host an investor conference call and webcast at 10:00 a.m. (Toronto
time) on Wednesday, August 11, 2004 to review the Company's financial results. Listeners can call 416-640-
1907 (local) or 800-814-4861 (long distance). The webcast will be available on Hip’s website
(www.hipinteractive.com - media - upcoming). A replay of the call will be available one hour after the call until
midnight on August 18, 2004. To access the replay, call 416-640-1917 — passcode 21090206#. The webcast
will be available for 30 days following the live call.

For the conference call, please call five minutes in advance to ensure that you are connected. Questions and
answers will be taken only from participants on the conference call. For the webcast, please allow 15 minutes to
register and download and install any necessary software.

About Hip Interactive
Hip Interactive (www.hipinteractive.com) is a leading provider of electronic entertainment products, including

PC and video games, movies, video arcade games, and proprietary games, branded as Hip Games™, and
accessories, branded as Hip Gear™. The Company distributes all first party products, including Sony,
Microsoft and Nintendo hardware, software and accessories, as well as third party licensed video game software.
With offices across North America and in Europe, Hip uses its distribution business to leverage into higher
margin, higher growth areas of the electronic entertainment industry, such as licensing, publishing and its
proprietary games and accessories. Hip Interactive trades on The Toronto Stock Exchange under the trading
symbol HP and has 64,691,416 common shares issued and outstanding.

<30 -

Hip Interactive Contacts
For investor and media inquiries, please contact: Jennifer Lee at Hip Interactive Corp.
PHONE: (905) 362-3760 ext. 277, FAX: (905) 362-2358; EMAIL: jlee@hipinteractive.com
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FOR IMMEDIATE RELEASE August 9, 2004

HIP INTERACTIVE CORP. COMPLETES ACQUISITION OF
ARUSH ENTERTAINMENT

Hip Interactive Corp. (TSX:HP), Canada’s leading provider of electronic entertainment, including video
games, PC games, accessories and movies, announced today that it completed the acquisition of World
Entertainment Broadcasting Corporation (doing business as “ARUSH Entertainment”), a privately held
Scottsdale, Arizona based publisher of video and PC games. Under the terms of the transaction, Hip
acquired all of the outstanding shares of ARUSH upon issuance of 871,312 common shares of Hip of
which 55,607 are being held in escrow for a period of up to one year. Under the terms of the escrow
agreement, the principal shareholder of ARUSH is entitled to purchase the escrowed shares from Hip at a
price of $1.50 per share. Pursuant to the Agreement and Plan of Merger, Hip shall be obligated to pay
additional purchase price consideration based on an earn-out arrangement through the period ended
March 31, 2007. Hip expects the transaction to be accretive in fiscal 2005.

“Hip has been an incredible partner for us over the past few years and this acquisition will allow us to
become an important part of the Hip Interactive family,” said Jim Perkins, President and CEO of ARUSH
Entertainment. “Our focus will remain the same: publishing fun, exciting titles like Playboy: The
Mansion across multiple platforms.”

Hip will acquire all of ARUSH’s rights to its current projects including the highly anticipated title
Playboy: The Mansion™ for Xbox, PS2 and PC and the Fear Factor: Unleashed™ video games.

“We have been partnering with ARUSH for a number of years now and are impressed with their ability to
work with top brands to develop great video game titles,” stated Arindra Singh, President & Chief
Executive Officer of Hip Interactive. “The acquisition of ARUSH builds on our strategy of growth in our
Hip Games™ division. ARUSH’s ability to source and license titles, along with management’s strong
industry relationships will enable us to broaden Hip’s North American publishing presence.”

About ARUSH Entertainment

Based in Scottsdale, Arizona, ARUSH Entertainment is a worldwide publisher of interactive
entertainment software for personal computers and advanced entertainment consoles. As a division of
World Entertainment Broadcasting Corporation (WEB Corp.), ARUSH publishes PC and console video
games for sale in retail outlets and on the Internet. The Company’s current projects include Playboy: The
Mansion™ and Fear Factor: Unleashed™. For more information, please visit www.ArushGames.com.

About Hip Interactive

Hip Interactive (www.hipinteractive.com) is a leading provider of electronic entertainment products,
including PC and video games, movies, video arcade games, and proprietary games, branded as Hip
Games™, and accessories, branded as Hip Gear™. The Company distributes all first party products,
including Sony, Microsoft and Nintendo hardware, software and accessories, as well as third party
licensed video game software. With offices across North America and in Europe, Hip uses its distribution
business to leverage into higher margin, higher growth areas of the electronic entertainment industry, such
as licensing, publishing and its proprietary games and accessories. Hip Interactive trades on The Toronto
Stock Exchange under the trading symbol HP and has 63,868,066 common shares issued and outstanding.

-30-

For more information on Hip Interactive Corp.
Please contact Jennifer Lee at Hip Interactive Corp.
PHONE: (905) 362-3760 ext. 277; FAX: (905) 362-2361; EMAIL: jlee@hipinteractive.com
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FOR IMMEDIATE RELEASE August 10, 2004

HIP INTERACTIVE CORP. ANNOUNCES CHANGE TO MANAGEMENT

Hip Interactive Corp. (TSX:HP), Canada’s leading provider of electronic entertainment, including video
games, PC games, accessories and movies, announced today that Peter Young, Executive Vice-President
& General Manager of Hip’s PC Games Division, has resigned as an employee of the Corporation
effective August 15, 2004 and has now assumed a new position as a consultant to Hip Interactive focusing
on sales initiatives and special projects. In this regard, Mr. Young will remain actively involved in Hip
Interactive’s PC Games and Hip Games™ sales activities and initiatives.

Under the agreement, Mr. Young’s compensation will be primarily tied to the value he creates for Hip
Interactive.

Arindra Singh, Hip’s President & Chief Executive Officer commented, “We look forward to working
with Pete Young in his new role which will allow Pete to focus on sales activities. After eight years with
Softek International, the last four within Hip Interactive, Pete has provided much guidance and direction
to the Company’s PC Games Division and we look forward to continuing our work with Mr. Young,
albeit in a different role.”

Pete Young commented, “I am excited to continue a close business relationship with Hip Interactive, as a
consultant, focusing on special projects and other sales opportunities and, in doing so, creating further
shareholder value.”

About Hip Interactive

Hip Interactive (www.hipinteractive.com) is a leading provider of electronic entertainment products,
including PC and video games, movies, video arcade games, and proprietary games, branded as Hip
Games™, and accessories, branded as Hip Gear™. The Company distributes all first party products,
including Sony, Microsoft and Nintendo hardware, software and accessories, as well as third party
licensed video game software. With offices across North America and in Europe, Hip uses its distribution
business to leverage into higher margin, higher growth areas of the electronic entertainment industry, such
as licensing, publishing and its proprietary games and accessories. Hip Interactive trades on The Toronto
Stock Exchange under the trading symbol HP and has 63,868,066 common shares issued and outstanding.

30-

For more information on Hip Interactive Corp.
Please contact Jennifer Lee at Hip Interactive Corp.
PHONE: (905) 362-3760 ext. 277; FAX: (905) 362-2361; EMAIL: jlee@hipinteractive.com
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FOR IMMEDIATE RELEASE August 11, 2004

Hi1P INTERACTIVE CORP. ANNOUNCES FIRST QUARTER RESULTS FOR
F1scAL 2005

Hip Interactive Corp. (TSX:HP), Canada’s leading provider of electronic entertainment products, today
announced results for its first quarter of fiscal 2005. Highlights of the consolidated results for the three months
ended June 30, 2004 compared to the three months ended June 30, 2003 were:

+ Sales of $81.2 million were up 1.5%, with healthy growth in the strategically important Hip Gear™ and
Hip Games™ businesses being offset by declines in Distribution revenues;

» Gross margin increased to 11.5% from 10.5%, reflecting the increased contribution by the growing
higher margin businesses, partially offset by the negative impact of foreign exchange losses;

+ Expenses increased to $8.2 million from $5.5 million, due mainly to inclusion for the full quarter of Hip
Interactive Europe (formerly L.S.P. S.A.), acquired in February 2004 ($0.9 million), expansion of U.S.
operations ($0.6 million), fees relating to a warehouse, logistics and information technology study ($0.4
million) and incremental software maintenance and licensing costs ($0.4 million); and

» Net earnings were $0.1 million, or $0.00 per basic and diluted share, compared to eamnings of §1.5
million or $0.03 per basic and diluted share last year.

Sales for the Distribution divisions (Video Games, PC Games and Movies) were $69.0 million for the quarter, a
decrease of $0.5 million from the same period last year. Video game software and first party accessory sales
increased by $4.7 million to $25.6 million, which was offset somewhat by a $3.3 million decrease in hardware
sales due to lower price points. Revenue from the distribution of movies was down 10% ($1.6 million) as a
result of the release of fewer top-selling titles. Margins for the Distribution divisions declined to 6.6% for the
three months ended June 30, 2004 from 8.9% last year. The key factor negatively impacting margins was
inadequate hedging against a 5% depreciation of the Canadian dollar during April 2004, which reduced margins
for the quarter by 1.3%. In addition, the Company incurred higher logistics costs due to a 49% increase in units
shipped at lower prices than in the same quarter of the previous year, which accounted for a 0.5% decline in
overall margin.

Hip Gear™ sales of $3.5 million for the quarter reflect an increase of 25% over the same quarter last year, with
margins for this first quarter of fiscal 2005 being about 20%. This increase was attributable to expanded product
placement with retailers in the United States and Canada and the introduction of the new 2.4GHz wireless
controllers. As well, the Company began selling Hip Gear™ accessories in Europe through Hip Interactive
Europe.

Hip Games™ sales: of $6.3 million for the quarter were slightly higher than the $6.1 million for the same period
last year. Gross margins in this business were 53.4% for the quarter, compared to 29.9% for the same quarter
last year. During the quarter, the Company released two exclusive distribution titles in North America and
published nine titles (six in North America and three in Europe). Numbers for the same quarter last year totaled
three exclusive distribution titles and one published title.

“While we are disappointed in the performance of our Distribution divisions, our strategic Hip Gear™ and Hip
Games™ divisions performed very well this quarter,” stated Mr. Arindra Singh, President and Chief Executive
Officer of Hip. “In particular, our Hip Gear™ division has been successful in increasing product placement
with Canadian retailers and continues to focus on securing increased shelf space in the U.S. market. Hip
Games™ has successfully shifted its focus to higher margin publishing and co-publishing deals. We remain
optimistic about Hip’s prospects for Fiscal 2005 with potentially very large titles including Playboy: The
Mansion™, Fear Factor: Unleashed™, Pariah and Stolen, due for release in the back half of the fiscal year.”



AS STATED IN THE NEWS RELEASE OF THURSDAY, AUGUST 5, 2004, HIP WILL HOST AN
INVESTOR CONFERENCE CALL AND WEBCAST AT 10:00 AM. (TORONTO TIME) ON
WEDNESDAY, AUGUST 11, 2004 TO REVIEW THE COMPANY'S FINANCIAL RESULTS.
PARTICIPANTS CAN CALL 416-640-1907 (LOCAL) OR 800-814-4861 (LONG DISTANCE). THE AUDIO
WEBCAST WILL BE AVAILABLE ON HIP’S WEBSITE (WWW.HIPINTERACTIVE.COM — MEDIA —
UPCOMING). A REPLAY OF THE CALL WILL BE AVAILABLE ONE HOUR AFTER THE CALL
UNTIL MIDNIGHT ON AUGUST 18, 2004. TO ACCESS THE REPLAY, CALL 416-640-1917 -
PASSCODE 21090206#. THE WEBCAST WILL BE AVAILABLE FOR 30 DAYS FOLLOWING THE
LIVE CALL.

About Hip Interactive

Hip Interactive (www.hipinteractive.com) is a leading provider of electronic entertainment products, including
PC and video games, movies, video arcade games, and proprietary games, branded as Hip Games™, and
accessories, branded as Hip Gear™, The Company distributes all first party products, including Sony,
Microsoft and Nintendo hardware, software and accessories, as well as third party licensed video game software.
With offices across North America and in Europe, Hip uses its distribution business to leverage into higher
margin, higher growth areas of the electronic entertainment industry, such as licensing, publishing and its
proprietary games and accessories. Hip Interactive trades on The Toronto Stock Exchange under the trading
symbol HP and has 63,868,066 common shares issued and outstanding.

-30-

This document may contain forward-looking statements, relating to the Company’s operations or to the environment in
which it operates, which are based on Hip Interactive’s operations, estimates, forecasts and projections. These statements
are not guarantees of future performance and involve risks and uncertainties that are difficult to predict, and/or are beyond
Hip Interactive’s control. A number of important factors could cause actual outcomes and results to differ materially from
those expressed in these forward-looking statements. These factors include those set forth in other public filings.
Consequently, readers should not place any undue reliance on such forward-looking statements. Hip Interactive disclaims
any intention or obligation to update or revise any forward-looking statements, whether as a result of new information,
future events or otherwise.

For more information on Hip Interactive Corp.
Please contact Jennifer Lee at Hip Interactive Corp.
PHONE: (905) 362-3760 ext. 277; FAX: (905) 362-2361; EMAIL.: jlee@hipinteractive.com




Hip Interactive Corp. -- Consolidated Balance Sheets

In $ thousands June 30, 2004 March 31, 2004 June 30, 2003
(unaudited) (audited) (unaudited)
ASSETS
Current assets
Cash $ - 5 - § 5,321
Accounts receivable 44,134 47,604 34,578
Inventory 43,336 42,608 28,226
Current portion of advances and other assets 12,623 10,157 4,200
Current portion of future income taxes 1,332 940 691
Current portion of notes receivable 1,022 318 362
102,447 101,627 73,378
Advances 6,740 4,310 4,200
Notes receivable 71 835 615
Property and equipment 11,719 11,420 8,661
Future income taxes - - 434
Goodwill and intangible assets 31,450 31,849 22,685
$ 152,427 $ 150,041 $109,973
LIABILITIES
Current liabilities
Bank indebtedness $ 21,207 § 22,548 $ -
Accounts payable and accrued liabilities 59,997 57,136 58,630
Income taxes payable 3,794 3,631 1,145
Current portion of capital lease obligations 448 530 921
Current liabilities of discontinued operations - - 80
85,446 83,845 60,776
Capital lease obligations 835 918 -
Future income taxes 1,312 1,191 326
87,593 85,954 61,102
SHAREHOLDERS' EQUITY
Capital stock 53,984 53,330 44,695
Other equity - - 1,753
Contributed surplus 3,582 3,541 3,362
Retained earnings (deficit) 7,268 7,216 (939)
64,834 64,087 48,871
§ 152,427 $ 150,041 $ 109,973




In $ thousands (unaudited)

Hip Interactive Corp. — Consolidated Statements of Earnings

Three months ended June 30

2004 2003
Sales $ 81,234 $ 80,033
Cost of sales 71,885 71,623
Gross profit 9,349 8,410
Expenses
Selling, general and administrative expenses 8,207 5,511
Interest, net 365 214
Amortization of property & equipment 618 449
Eamings before income taxes 159 2,236
Income taxes 107 774
Net earnings for the period § 52 § 1,462
Earnings Per Share 2004 2003
Weighted average number of Common Shares
Basic 62,868 53,077
Diluted 64,809 58,495
Earnings per share
Basic $ 0d $ 0.03
Diluted $ 04 $§ 003




Hip Interactive Corp. -- Consolidated Statements of Cash Flows

In § thousands (unaudited) Three months ended June 30
2004 2003
Cash provided by (used in)  Operating activities
Net earnings for the period 52 1,462
Items not affecting cash:
Amortization 915 449
Future income taxes 271) 31
Stock and other non-cash compensation 41 -
737 1,942
Net changes in non-cash working capital
balances:
Accounts receivable 3,470 7,035
Inventory (728) (290)
Prepaid expenses and other assets (5,193) (3,540)
Accounts payable and accrued liabilities 2,861 (1,254)
Income taxes payable 163 (1,234)
Operating activities of discontinued operations - (21)
573 696
1,310 2,638
Financing activities
Capital lease obligations (165) (298)
Common shares for cash, net of share issue costs 654 909
Decrease in bank indebtedness (1,341) -
(852) 611
Investing activities
Purchase of property and equipment 917) (1,228)
Common shares for cash, net of share issue costs 399 -
Repayments of notes receivable, net 60 -
(458) (1,228)
Increase (decrease) in cash - 2,021
Cash, beginning of period - 3,300
Cash, end of period - 5,321
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Sales
Three months ended

(in $ millions) June 30, 2004 June 30, 2003 $ Change % Change
Video Games $ 463 $ 449 $ 14 3%
PC Games 7.9 8.1 (0.2) (2%)
Movies 14.9 16.5 (1.6) {10%)
Distribution 69.1 69.5 (0.4) (1%)
Hip Games™ 6.3 6.1 0.2 3%
Hip Gear™ 3.5 2.8 0.7 25%
Hip Coin™ 2.3 1.6 0.7 44%

$ 81.2 $ 80.0 $ 14 2%

Gross Margins

Three months ended

(in $ millions) June 30, 2004 June 30, 2003
Yideo Games 5.4% 8.2%
PC Games 13.4% 14.2%
Movies 6.8% 8.1%
Distribution 6.6% 8.9%
Hip Games™ 53.4% 29.9%
Hip Gear™ 19.9% (5.0%)
Hip Coin™ 29.6% 35.9%

11.5% 10.5%

Balance Sheet Ratios

As at
June 30, 2004 March 31, 2004
Days sales in Accounts Receivable 53 days 54 days
Days purchases in Accounts Payable 73 days 73 days

Inventory Turnover 10.2 times 10.9 times
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FOR IMMEDIATE RELEASE AUGUST 13, 2004

HiIP INTERACTIVE CORP. ANNOUNCES RENEWAL OF CREDIT FACILITY

Hip Interactive Corp. (TSX:HP), Canada’s leading provider of electronic entertainment products, today
announced that it has secured a renewal of its operating credit facility with The Bank of Nova Scotia following
the completion of its annual review.

Under the terms of the renewed facility, the bank will maintain the Company’s $25 million operating credit
facility with an increase to $40 million during the Company’s busy selling season from September 1 through to
February 28. In addition, the Company now has access to a second $15 million increase to $55 million available
immediately to December 15, 2004. The facility is a demand facility, renewable annually, which will be used
for working capital purposes.

“We are very pleased to have completed a renewal of our credit facility with The Bank of Nova Scotia,” said
Arindra, President & Chief Executive Officer of Hip Interactive. “We are confident that this revised facility
provides our operations with sufficient credit to address our working capital requirements going forward. The
additional $15 million that was added to our facility until December 15, will be used to address the Company’s
working capital requirements as we approach our busy holiday season, particularly with respect to the
anticipated growth of our Hip Games™ and Hip Gear™ divisions.”

About Hip Interactive

Hip Interactive (www.hipinteractive.com) is a leading provider of electronic entertainment products, including
PC and video games, movies, video arcade games, and proprietary games, branded as Hip Games™, and
accessories, branded as Hip Gear™. The Company distributes all first party products, including Sony,
Microsoft and Nintendo hardware, software and accessories, as well as third party licensed video game software.
With offices across North America and in Europe, Hip uses its distribution business to leverage into higher
margin, higher growth areas of the electronic entertainment industry, such as licensing, publishing and its
proprietary games and accessories. Hip Interactive trades on The Toronto Stock Exchange under the trading
symbol HP and has 63,868,066 common shares issued and outstanding.

-30-

For more information on Hip Interactive Corp.
Please contact Jennifer Lee at Hip Interactive Corp.
PHONE: (905) 362-3760 ext. 277; FAX: (905) 362-2361; EMAIL. jlee(@hipinteractive.com
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HIP INTERACTIVE CORP.

MANAGEMENT’S DISCUSSION & ANALYSIS

This Management Discussion and Analysis (“MD&A”) for the three months ended June 30, 2004,
compared with the three months ended June 30, 2003, provides readers with an overview of the
Company’s operations and a more detailed explanation of its financial statements. The following
discussion and analysis should be read in conjunction with the audited consolidated financial
statements and the notes thereto of the Company for the years ended March 31, 2004 and March 31,
2003. The objective is to present readers with a view of the Company through the eyes of management
by interpreting the material trends and uncertainties that affected the operating results, liquidity and
financial position of the Company during the last fiscal year, or those that may affect future results.
The consolidated financial statements have been prepared in accordance with generally accepted
accounting principles (“GAAP”) in Canada. All monetary amounts, unless otherwise indicated, are
expressed in Canadian dollars.

The discussion and analysis and other sections of this report contain forward-looking statements.
These forward-looking statements, by their nature, necessarily involve risks and uncertainties that
could cause results to differ materially from those contemplated by these forward-looking statements.
The Company considers the assumptions on which these forward-looking statements are based to be
reasonable at the time the statements were prepared, but cautions the reader that they could cause
actual results to differ materially from those anticipated. Such risks and uncertainties include, but are
not limited to, items identified under the heading “Risk Factors”.

Overview

Hip Interactive Corp. (“Hip” or the “Company”) is one of North America’s leading providers of
electronic entertainment products. The Company sells video game and PC game products and movies
to retailers across North America and PC and video games in Europe. Hip is comprised of the
following six business units: (1) Video Games (hardware, software and first party accessories), (2) PC
Games (software and logistics services), (3) Movies (VHS and DVD movies), (4) Hip Games™
(published software), (5) Hip Gear™ (accessories), and (6) Hip Coin™ (operator and distributor of
coin-operated games).

The Company’s strategies include:

+ gaining additional shelf space at U.S. retailers for its Hip Gear™ accessories products;

+ bringing to market higher quality titles such as: Playboy: The Mansion, Fear Factor:
Unleashed, Pariah and Stolen;

 increasing market share for its Movies distribution division in Ontario and British Columbia;

« improving the Company’s infrastructure and the efficiency of the Company’s warehouses; and

« improving working capital management.
Significant Events
On August 5, 2004, the Company acquired all of the outstanding shares of World Entertainment
Broadcasting Corporation, doing business as ARUSH Entertainment, (“ARUSH”) upon the issuance of
817,312 common shares of Hip on closing, of which 55,607 are being held in escrow for one year.

Under the terms of the escrow agreement, the principal shareholder of ARUSH is entitled to purchase
the escrowed shares at a price of $1.50 per share. The Company shall also be obligated to pay
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additional purchase price consideration based on an earn-out arrangement through the period ended
March 31, 2007.

Significant Accounting Policies

The Company reports its results under Canadian GAAP. The preparation of the Company’s financial
statements and results requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amount of
revenues and expenses during the reporting period. Management bases its estimates on historical
experience, future expectations and other assumptions that are believed to be reasonable at the date of
the financial statements. Actual results may differ from these estimates due to uncertainty involved in
measuring, at a specific point in time, events, which are continuous in nature. The most significant
estimates included in these financial statements are the valuations of accounts receivable and
inventory, carrying value of goodwill, provision for customer returns and allowances, and accrued
liabilities. The Company’s significant accounting policies are discussed in note 2 of its audited
financial statements for the year ended March 31, 2004.

The Company considers the following key accounting policies to have the most significant effect on its
estimates, assumptions and judgments.

Advances and Other Assets

The Company enters into exclusive distribution, co-publishing or publishing arrangements with other
publishers to secure distribution rights for sales of video games and PC games. To secure these rights,
the Company typically agrees to advance cash to the publisher for the title to assist with the
development of the software. For exclusive distribution arrangements, advances, which have been
paid based on the publisher’s completion of certain development milestones, are generally recovered
by the Company from the proceeds of the sale of products upon initial release of the software title. For
publishing arrangements, the Company pays a license fee or a prepaid royalty, which is amortized
through cost of sales as the title is sold to the Company’s retail customers. These cash advances are
initially set-up as an advance. When an impairment or change in circumstance indicates that there is a
possible impairment in advances, an impairment test is performed by comparing future cash flows
related to the advance to its carrying amount. The Company is required to make estimates and
assumptions in determining carrying values of advances and other assets and the recording of accruals,
such as price protections and return provisions with respect to the sale of these software titles.

Inventory

Inventory is comprised of finished goods and is recorded at the lower of cost and net realizable value.
Cost is determined on a first-in, first-out basis. Management periodically reviews the inventory on a
product-by-product basis in assessing provisions based upon current estimates of future events and
including economic conditions and growth prospects in the retail marketplace. There is no assurance
that these estimates will be realized, therefore further inventory provisions may need to be recorded.

Goodwill

Goodwill represents the excess at the date of acquisition of the purchase consideration over the fair
market value of the net identifiable assets acquired. The Company evaluates goodwill annually and
when circumstances indicate that impairment in goodwill may have occurred. Such evaluation is
based on comparing the fair value of the reporting unit to its carrying value. To the extent the carrying
amount of a reporting unit exceeds the fair value of the reporting unit, an indication exists that the
reporting unit goodwill may be impaired and the Company must perform the second step of the
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impairment test. The second step requires the Company to compare the implied fair value of the
reporting unit goodwill with the carrying amount of the reporting unit goodwill to measure the amount
of impairment loss, if any. The carrying value of goodwill is assessed by management and is based on
assumptions and estimates. As such, there is no certainty that the fair value estimated for the specific
reporting unit will be sufficient to support the goodwill values recorded, which could result in the
Company recording an impairment charge.

Revenue Recognition

Revenue from sales of video games, PC games and movies, published software, hardware and related
accessories sold by the Company’s distribution operations is recognized when products are shipped,
the price is fixed and determinable, collection is reasonably assured and persuasive evidence of an
arrangement exists. Provisions for estimated levels of returns and rebates, based on historical
experience, are recorded at the time the revenue is recognized as a reduction in revenue. There is no
certainty that the provisions for returns and rebates estimated by management will be precise, which
would result in an adjustment to sales in the period in which the new information is obtained. Revenue
from coin-operated arcade video equipment is recognized on a cash basis.

Financial Overview
Highlights of the consolidated results for the three months ended June 30, 2004, compared to the three
months ended June 30, 2003, were:

» Sales increased by $1.2 million or 1.5%, compared to last year.
+  Gross margin increased to 11.5% from 10.5% for the same period last year.

+ Expenses increased to $8.2 million from $5.5 million last year, primarily due to the acquisition
of L.S.P. SA (“LSP”) (now Hip Interactive Europe, SA) in February 2004 ($0.9 million),
increased costs relating to the Company’s expanding U.S. operations ($0.6 million), consulting
fees relating to a warehouse, logistics and information technology study ($0.4 million), and
incremental software maintenance and licensing costs ($0.4 million).

+ Net earnings were $0.1 million or $0.00 per basic and diluted share compared to earnings of
$1.5 million or $0.03 per basic and diluted share last year.

The results of operations for the three months ended June 30, 2004, compared to the three months
ended June 30, 2003, are summarized as follows:

In § millions, except per share amounts 2004 2003
Sales . $81.2 $80.0
Gross profit ‘ 9.4 8.4
Selling, general and administrative expenses 82 5.5
Interest, net j 0.4 0.2
Amortization of property and equipment 0.6 0.4
Income taxes 0.1 - 0.8
Net earnings for the period ‘ - $0.1 $1.5
Net earnings per share ‘

Basic $0.00 $0.03

Diluted $0.00 $0.03
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Seasonality
The Company’s business consists mainly of the sales of electronic entertainment products to retailers.

Retail activity in the electronic entertainment industry is traditionally at its highest levels during Hip’s
third fiscal quarter (the three-month period from October 1 to December 31 — the retail holiday
season). The seasonality of the Company’s business is summarized in the chart below.

Fiscal 2004 Sales Distribution by Quarter

4th Qtr 1st Qtr

3rd Qtr

41% 2nd Qtr
- 23%
Sales
Quarterly sales are shown in the table below.
Sales (in $ millions) £ 2005 ’ 2004 2003
First quarter 8812 $ 80.0 $ 54.1
Second quarter S 96.2 80.6
Third quarter R 178.7 146.7
Fourth quarter S 70.9 79.3
Total - $81.2 $ 425.8 $ 360.7
Earnings
Quarterly net earnings are summarized in the table below.
Net earnings (in $ millions) 2005 2004 2003
First quarter %01 $ 15 $ 13
Second quarter T 1.7 1.7
Third quarter Sl 6.0 5.8
Fourth quarter o s 0.4 ' 2.2
Total . 801 $ 9.6 ~$11.0
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Earnings per Share

Quarterly basic and diluted earnings per share are summarized in the table below.
Earnings per share — TR o
basic (in 5) 2005 - 2004 2003

First quarter 78000 $0.03 $0.03
Second quarter 5 ‘ 0.03 0.03
Third quarter 4 0.10 0.11
Fourth quarter ‘ 0.01 0.04
Total . %000 | $0.16 $0.22
Earnings per share — L
diluted (in $) 2005 2004 2003
First quarter . $0.00 $0.03 0.03
Second quarter s 0.03 0.03
Third quarter o SR 0.09 0.10
Fourth quarter R : 0.01 0.04
Total - $0.00 $0.16 $0.20
RESULTS OF OPERATIONS

Sales for the three months ended June 30, 2004 were $81.2 million, compared to $80.0 million for the
same period last year, an increase of $1.2 million or 1.5%. The breakdown of sales by product
category is set out below:

Three months ended June 30
In $ millions S 2004 2003
Distribution: R
Yideo Games 3463 3 $44.9
PC Games 19 8.1
Movies 149 16.5
Ce691 69.5
Hip Games™ 6.3 6.1
Hip Gear™ SRS 2.8
Hip Coin™ 23 1.6
$ 81.2 $ 80.0
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Gross margin for the first quarter of fiscal 2004 was 11.5%, compared to 10.5% for the same quarter
last year. The details of gross margin by product line are set out in the chart below. For the quarter,
gross margin has been largely impacted by the higher margins being achieved on the Company’s Hip
Games™ products primarily in Europe.

Video Games

Sales

- Three months ended June 30,

% of sales L ‘\2004 2003
Distribution S
Video Games 3 54% ’ 8.2%
PC Games C134% 14.2%
Movies L 68% 8.1%
L 66% 8.9%
Hip Games™ L 53.4% 29.9%
Hip Gear™ 19.9% (5.0%)
Hip Coin™ 29.9% 35.9%
11.5% 10.5%

Video Games sales for the three months ended June 30, compared to the same quarter last year, are

shown below:

In § millions
Software
Hardware

1% Party accessories
Video Game Sales

~ Three months ended June 30
2004 2003
- o$239 $19.9
207 24.0
17 1.0
$46.3 $44.9

Video Games hardware, software and first party accessories sales for the quarter increased by $1.4
million or 3.0%, compared to the same three months last year. During the quarter, the Company sold
approximately 840,000 software units (at an average unit sales price of $28), compared to 560,000
units (at an average unit sales price of $36) for the same period last year. Although sales of hardware
declined by $3.3 million, hardware units sold increased by 27% for the three months ended June 30,
2004, compared to the same period last year. Hardware unit sales increased as a result of price
reductions introduced by the first party manufacturers in May 2004. During the quarter, the Company
sold approximately 81,000 first party accessory units, compared to 56,000 units for the same period

last year.
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Gross margin

Video Games margins for the quarter ended June 30, 2003 were 5.4%, compared to 8.2% last year.
The decrease in gross margins was primarily due to:

(1) the impact of a rapidly weakening Canadian dollar during April 2004 as the Company was
inadequately hedged against the 5% depreciation of the Canadian dollar during the month.
The impact of the weakening of the Canadian dollar negatively impacted margins by
approximately 1.9%. Excluding this foreign exchange impact, margins would have been
approximately 7.3%,

2 an increase in distribution costs as a percentage of sales due to declining unit price points, and

(3)  during the quarter, the Company sold, on promotion, value software bundles at low margins.

The above negative factors were offset by increased margins on hardware sales to 6.5% for the quarter,
compared to approximately 3% for the fiscal year ended March 31, 2004.

PC Games

Sales

PC Games sales for the first quarter of fiscal 2005 decreased $0.2 million or 3.4%. According to
market research studies, the PC Games industry is declining at a rate of 10% - 15% annually.

Gross margin

PC Games margins for the quarter were 13.4% compared to 14.2% for the same period last year. This
decline was primarily due to decreased sales of higher margin valueware product this year compared to
the same period last year.

Movies
Sales

Sales for the Movies business decreased by $1.6 million to $14.9 million for the first quarter of fiscal
2005, as there were fewer major titles released during the quarter this year compared to last year. 7he
Lord of the Rings: Return of the King was the only major title released during the quarter, compared to
five significant titles released during the same quarter last year. Progress in the Toronto and
Vancouver branch offices continues to be slow; however in June 2004, the Company appointed a
senior sales manager to focus on expanding the Company’s penetration into those markets.

Gross margin

Gross margin for the Movies business was 6.8% for the quarter ended June 30, 2004, compared to
8.1% for the same quarter last year. Gross margin percentages have declined due primarily to an
increase in the mix of sales to customers who are sub-distributors and e-commerce providers. Margins
for sales to these customers are 4% - 5%, compared to traditional margins to retailers at 7% - 8%.
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Hip Games™
Sales

Compared to the first quarter of fiscal 2004, Hip Games™ sales for the quarter increased by $0.2
million to $6.3 million for the first three months of fiscal 2005, as the Company continued to focus on
this strategic business.

The sales for the first fiscal quarter are summarized as follows:

~Three months ended June 30,
In $ millions 2004 2003
Exclusive Distribution < - $10 : $3.7
Publishing & Co-publishing | -~ 53 24
$63 | $61

Gross margin

Hip Games™ margins for the first quarter this year increased to 53.4% from 29.9% for the same period
last year. During the quarter, the Company revised its estimates with respect to reserves for future
price protections for published product still on hand at its retail customers. Reserves were reduced by
approximately $0.5 million in the quarter for exclusive distribution and licensed publishing titles based
on retailers’ sell-through performance and inventory on hand in the field.

Gross margins for the exclusive distribution and licensed publishing businesses are shown below:

' Three months ended June 30
% of sales 2004 | 2003
Exclusive Distribution 0 18.1% 18.7%
Licensed Publishing 60.1% 47.8%
‘ 53.4% 29.9%
Hip Gear™
Sales

Hip Gear™ sales include sales of proprietary Hip Gear™ accessories and bundled game software.
Sales for the first quarter of fiscal 2005 compared to the same period for fiscal 2004 are summarized as
follows:

.Three months ended June 30
In $ millions o 20<04 ‘ 2003
Hip Gear™ accessories - $35 - $2.4
Bundled software . B 0.4

%35 1 %28

Sales of Hip Gear™ accessories increased by $1.1 million, or 45.8%, for the first quarter of fiscal 2005
to $3.5 million, compared to $2.4 million in sales for the same period last year as the Company
continues to grow its business in both Canada and the United States. During the quarter, the Company
also began to sell its Hip Gear™ product in Europe through Hip Interactive Europe, SA.
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Gross margin

Hip Gear™ margins for the three months ended June 30, 2004 were 19.9%, compared to negative
5.0% for the same three months last year. The prior year results included a charge to margins of
approximately $0.7 million relating to the cost of obtaining the business of a new customer.

Hip Cojn™
Sales

Hip Coin™ sales increased by $0.7 million to $2.3 million for the first three months in fiscal 2005,
compared to $1.6 million for the same period last year, resulting from an increase in distribution sales
of video arcade game equipment to video arcade game operators. Distribution sales increased by $0.8
million to $1.3 million for the quarter, compared to the same period last year. Revenue for the
Company’s arcade coin route operations business was flat to last year. Over the last 12 months, the
Company has been able to add new locations to its route operations to offset the loss of a large
operator last year.

Gross margin

Hip Coin™ margins were 29.6% during the quarter, compared to 35.9% in the prior year resulting
from the change in sales mix. Margins for the Company’s arcade coin route operations business tend
to be approximately 50%, compared to 10-15% for distribution sales of this business unit.

Qutlook for Fiscal 2005

During the first quarter of fiscal 2005, both Sony and Microsoft announced a reduction in price points
for their console hardware by approximately US$50 to US$149 per unit. The reduction is expected to
increase the installed base of hardware. However, due to limited availability of product during the
second quarter, the Company may not be able to secure sufficient supply of hardware to meet the
expected demand for these products. It is expected that the supply of product will increase for the third
quarter.

In 2003, the PC games industry declined by approximately 10% in North America. The decline in this
market is expected to continue in 2004 and, consequently, the Company anticipates that its PC Games
business will experience a similar decline.

The Company expects that sales for its Movies division out of its Montreal office will remain relatively
flat to fiscal 2004, but believes that there is significant opportunity for growth in the Toronto and
Vancouver markets, however progress to date has been slow.

On the strength of the Company’s recently announced wireless products and based on the attractive
price points of the Hip Gear™ accessories, the Company believes that there is an opportunity in the
United States to secure shelf space at the national retailers for its Hip Gear™ products. However, the
. third party accessory industry in North America is extremely competitive, particularly in the United
States where the Company is competing against three other major suppliers.

For its Hip Games™ division in fiscal 2005, the Company’s strategy is to release better quality games
such as Playboy: The Mansion, Fear Factor: Unleashed, Pariah and Stolen. The profitability of the
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Hip Games™ division is highly dependant on the level of acceptance of these products by the
consumer.

Selling, General and Administrative Expenses

For the three months ended June 30, 2004, operating expenses were $8.2 million or 10.1% of sales
compared to $5.5 million or 6.9% of sales for the same period in fiscal 2004. The increase was
primarily due to:

(1) increased expenses of approximately $0.6 million relating to the Company’s U.S. sales force
hired during the past fiscal year to build the Hip Gear™ accessory and Hip Games™
businesses in the U.S. market;

(2) expenses in the Hip Games™ business unit have increased by approximately $0.9 million,
due to the acquisition of LSP in February 2004,

3) expenses of about $0.4 million to assess the future needs of the Company’s facilities and
efficiency improvements to the Company’s systems; and

4) increased software maintenance and licensing and software support costs relating to the ERP
system of approximately $0.5 million.

Interest Expense and Amortization of Property and Equipment

Interest expense was $0.4 million for the first quarter of fiscal 2005, compared to $0.2 million for the
same quarter last year. Average borrowings for the three months ending June 30, 2004 were
approximately $26.7 million, compared to $6.5 million for the first quarter last year. The average
borrowing rate for the first quarter of fiscal 2005 was approximately 4.0%, which was flat compared to
the average rate for the same period last fiscal year. Average borrowings has increased for the quarter
ended June 30, 2004, compared to the same period last year, primarily due to a significant increase in
advances to publishers and developers for exclusive distribution and publishing projects during the
past 12 months.

Amortization of property and equipment was $0.6 million for the three months ended June 30, 2004,
compared to $0.4 million in the same quarter last year. This increase is primarily due to the Company
purchasing over $3.5 million of assets in fiscal 2004 of which a significant portion relates to computer
hardware and software, which are amortized at a 30% declining rate.

LIQUIDITY AND CAPITAL RESOURCES

The Company had borrowings of $21.2 million as at June 30, 2004, compared to $22.5 million as of
March 31, 2004. During the quarter ended June 30, 2004, the Company generated $1.3 million in cash
from operations, compared to $2.6 million used in operating activities for the same quarter last year.
The Company used cash to purchase capital assets of $0.9 million, primarily additional Hip Coin™
route operations equipment.

The Company’s working capital requirements are provided by internally generated cash flow and a
credit facility through a Canadian Chartered Bank. Management believes that, in addition to this credit
facility, the Company will generate adequate amounts of cash to maintain capacity and to provide for
planned growth. If the Company should determine in the future to accelerate its rate of growth, it may
need to raise additional funds through increased credit facilities or by way of an equity offering.
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Commitments and Contingencies
The Company is obligated to make future minimum annual lease payments under operating leases for
office equipment and premises, excluding taxes, as outlined in the following table.

In $ millions } , .
2005 | $0.8
2006 o 06
2007 03
| $1.7

As at June 30, 2004, the Company has committed to advance an additional $0.4 million to a company
50% owned by a director of Hip. During the quarter, the Company purchased all of the assets of an
employee’s former business for cash in the amount of $0.2 million, relating to arcade gaming
equipment. The Company paid $.05 million on acquisition and has commitments to pay the remaining
balance of $0.15 million during the third and fourth quarter of fiscal 2005.

The Company has committed to advance an additional $10.2 million under exclusive distribution and
publishing agreements from its Hip Games™ business unit as follows:

in $ millions 2005, 2006 2007 Total
Exclusive distribution 88 - : 8.8
Publishing e 0.7 0.7 1.4

. $8.8 $07 | $0.7 | 810.2

As at June 30, 2004, the Company had outstanding letters of credit in the amount of $4.9 million and
remaining credit facility availability of approximately $14 million.

Capital expenditures were $0.9 million during first three months of fiscal 2004, compared to $1.2
million last fiscal year. Capital expenditures for the three months ended June 30, 2004 are summarized
in the table below.

Three months ended
In $ millions June 30, 2004
Enterprise Resource Planning System (ERP) including related hardware $0.2
Arcade game equipment 0.6
Other 0.1
$0.9

Capital expenditures for fiscal 2005 are anticipated to be approximately $3.5 - $5.0 million.

Balance Sheet

As at June 30, 2004, the Company had assets of $152.4 million, compared to $150.0 million as at
March 31, 2004. Shareholders’ equity was $64.8 million at June 30, 2004, compared to $64.1 million
as at March 31, 2004.

The accounts receivable balance as at June 30, 2004 was $44.1 million (53 days outstanding),
compared to $47.6 million (54 days outstanding) as at March 31, 2004. At June 30, 2004,
approximately 78% of the Company’s customer balances were aged less than 60 days from the invoice
date, compared to 83% at March 31, 2004.
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As at June 30, 2004, total inventory was $43.3 million (with inventory turning at 10.2 times),
compared to $42.6 million as at March 31, 2004 (turning 10.9 times). On a monthly basis,
management reviews all inventory, focusing on inventory on-hand and in the field that is over six
months old. Although the Company has no legal obligation generally to accept returns of product from
retailers or to provide markdowns to customers for their slow moving inventory, it does approve some
returns or offer markdown credits to customers from time-to-time to ensure that retail inventory
continues to be current.

Advances and other assets at June 30, 2004 were $19.4 million, compared to $14.5 million as at March
31, 2004,

Accounts payable and accrued liabilities as at June 30, 2004 was $60.0 million (73 days outstanding),
compared to $57.1 million (73 days outstanding) as at March 31, 2004. At June 30, 2004,
approximately 82% of supplier balances were aged less than 60 days from invoice date, compared to
66% as at March 31, 2004.

Capital Structure

The Company’s capital structure consists of an unlimited number of Common Shares, of which
62,996,754 were issued and outstanding as at June 30, 2004 (March 31, 2004 - 62,432,288) and an
unlimited number of preference shares, issuable in series, of which nil were issued and outstanding as
at June 30, 2004.

Risk Factors
All references to “Hip” or the “Company” below shall be deemed to include Hip and its subsidiary
companies.

Investment in Video Game Software Titles

The Company enters into exclusive distribution, co-publishing or publishing arrangements with other
publishers to secure distribution rights for sales of video games and PC games. To secure these rights,
the Company typically agrees to advance cash to the publisher for the title to assist with the
development of the software.

For exclusive distribution arrangements, advances are paid based on the publisher’s completion of
certain.development milestones, which advances are generally recovered by the Company from the
proceeds on the sale of products upon initial release of the software title. For exclusive distribution
arrangements, the Company purchases the products on a consignment basis and, therefore, does not
take on any risk of inventory obsolescence.

For publishing arrangements, the Company pays a license fee or a prepaid royalty, which is amortized
through cost of sales as the title is sold to retail customers. In addition, the Company takes on the
responsibility for all aspects of the release of the title, including marketing, price protection and
returns.

These cash advances are initially set-up as a prepaid advance. The recoverability of such advances is
dependant on the financial strength of the publishing business partner and the success of the title is not
determinable until the time that consumer acceptance can be measured after the title has been released.

Dependence on Key Suppliers
The Company relies on a limited number of suppliers for its video game and software products. There
can be no assurance that these suppliers, many of which have significantly greater financial and
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marketing resources than Hip, will not discontinue their distribution arrangement with Hip and
independently market their products directly to retailers in Canada. The failure of the Company to
maintain its existing relationships, or to establish new relationships in the future, could have a material
adverse effect on the Company’s business, results of operations and financial condition. As mentioned
in the notes to the Company’s financial statements, approximately 26% of the Company’s purchases
relate to the products manufactured by one company.

Seasonality in Business

The Company’s business, especially its Video Games and Hip Gear™ divisions, is characterized by
seasonal sales patterns whereby the Company records a substantial component of its yearly revenues in
its third quarter ended December 31. Consequently, at certain times of the year, the Company is
required to build up and carry high levels of inventory and investment in working capital for its Video
Games products and Hip Gear™ products in order to meet the needs of the retail customers of such
products.

Fluctuations in Operating Results

Operating results could be adversely affected by general economic and other conditions beyond the
control of Hip. Gross margins relating to Hip's distribution business have been historically narrow,
which increases the impact of variations in costs on operating results. Hip may not be able to
adequately adjust its cost structure in a timely fashion in response to a sudden decrease in demand. A
significant portion of Hip's selling, general and administrative expense is comprised of personnel,
facilities and costs of invested capital. In the event of a significant decline in revenues, Hip may not be
able to exit facilities, reduce personnel or make other significant changes to its cost structure without
significant disruption to its operations or without significant termination and exit costs. Management
may not be able to implement such actions, if at all, in a timely manner to offset an immediate shortfall
in revenues and gross profit.

Technology

Rapid technological advances, evolving industry standards and frequent new product introductions and
enhancements, characterize the markets for Hip’s products. The introduction of products embodying
new technologies and the emergence of new industry standards could render Hip’s existing inventory
of products obsolete and unmarketable. There can be no assurance that Hip will respond effectively to
market or technological changes or compete successfully in the future. Hip’s future success will
depend upon its ability to enhance its current inventory of products to introduce new products that keep
pace with technological developments, to respond to evolving end-users’ requirements and to achieve
market penetration.

Risks Associated with Product Returns: Price Protection

Consistent with industry practice in certain circumstances, the Company allows retailers and end users
to return products for credits toward the purchase of additional products. Competitors’ promotional or
other activities could cause returns to increase sharply at any time. Although the Company provides
allowances for anticipated returns, exchanges and price protection obligations, and believes its existing
policies have resulted in the establishment of allowances that are adequate, there can be no assurance
that such product return, exchange and price protection obligations will not exceed such allowances in
the future and as a result will not have a material adverse effect on future operating results. This is
particularly true since the Company seeks to continually introduce new and enhanced products,
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including Hip Gear™ accessories and Hip Games™ products, and is likely to face increasing price
competition.

Foreign Exchange Risk

Most of Hip’s purchases of inventory are denominated in U.S. dollars whilst a majority of its revenue
1s generated in Canadian dollars. Operating results could be adversely affected by foreign exchange
rate fluctuations beyond the control of Hip.

Future Capital Requirements

In order for Hip to implement its growth strategy, it may require additional equity and debt financing
in order to make acquisitions and will be dependent upon its ability to raise capital in the future. There
can be no assurance that current or additional financing will be available on terms acceptable to Hip, or
at all. If adequate funds are not available or are not available on acceptable terms, Hip may not be able
to take advantage of opportunities. If conventional sources of capital are unavailable, Hip may need to
seek alternative financing in order to meet its growth strategy, which may not be available, and if
available, may result in dilution to Hip’s then existing shareholders and may be otherwise on terms
unfavourable to Hip.

Potential Volatility of Stock Price

Factors such as quarterly fluctuations in results of operations and announcements of new products by
video game platform manufacturers or the entry into the market of a significant competitor may cause
the market price of the Common Shares to fluctuate substantially. Industry specific fluctuations in the
stock market may adversely affect the market price of the Common Shares regardless of Hip’s
operating performance and there can be no assurance that the price of the Common Shares will remain
at current levels.

Contingencies

During the normal course of business, there are various claims and proceedings that have been or may
be instituted against the Company. The disposition of the matters that are pending or asserted, for
which provision has not already been made, is not expected by management to have a material effect
on the financial position of the Company or its results of operations. Loss sustained, if any, will be
recorded in the statement of operations in the year such loss is determinable.

Dependence on Key Personnel

The success of Hip is dependent on members of its senior management team. The experience of this
team will be a contributing factor to Hip’s success and growth. The loss of one or more of the
members of the management team might have a material adverse effect on Hip’s operations and
business prospects.
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Hip Interactive Corp. e |
Consolidated Balance Sheets “June 30,2004 | March 31,2004  June 30, 2003 |
In § thousands ~ (unaudited) (audited) (unaudited) |
Assets SRR | 1
Current assets v §
Cash $ - $ - L8 5,321 |
Accounts receivable 44,134 47,604 34,578
Inventory 43,336 42,608 28226
Current portion of advances and other assets ' ‘12,623 10,157 4,200 f
Current portion of future income taxes 1,332 940 - 691 |
Current portion of notes receivable 1,022 318 362
102,447 101,627 | 73378
Advances 6,740 4310 | 4,200
Notes receivable S 835 | 615
Property and equipment 11,719 11,420 f 8,661
Future income taxes SR - 434
Goodwill and intangible assets 31,450 31,849 | 22,685
. $152,427 $150,041 | $109,973
Liabilities | | |
Current liabilities T , |
Bank indebtedness ' $ 21,207 $ 22,548 $ -
Accounts payable and accrued liabilities v 59,997 57,136 58,630
Income taxes payable 3,794 3,631 1,145
Current portion of capital lease obligations 448 530 921
Current liabilities of discontinued operations S - 80
85,446 83,845 60,776
Capital lease obligations . 835 918 | -
Future income taxes 1,312 1,191 326
87,593 85,954 61,102
Shareholders' Equity ST,
Capital stock 53,984 53,330 44,695
Other equity L - : 1,753
Contributed surplus 3,582 3,541 3,362
Retained earnings (deficit) - 7,268 7,216 (939)
64,834 64,087 | 48,871
$ 152,427 $150,041 | $109,973 |




Hip Interactive COrp.

Consolidated Statements of Earnings

Three months ended June 30

|

In § thousands (unaudited) : 2004 ; 2003
Sales $81,234 = $80,033
Cost of sales 71,885 | 71,623
Gross profit 9,349 | 8,410
Expenses ‘
Selling, general and administrative expenses 8,207 [ 5,511
Interest, net 365 | 214
Amortization of property & equipment 618 449
Earnings before income taxes » 159 2,236
Income taxes : 107 | 774
Net earnings for the period $ 52! $ 1462
{
Earnings Per Share x
Weighted average number of Common Shares |
Basic 62,868 | 53,077
Diluted 64,809 58,495
Earnings per share |
Basic $ 0.00 $§ 003
Diluted $ 0.00 $ 003

Hip Interactive Corp.

Consolidated Statements of Retained Earnings (Deficit) |

i

Three months ended June 30 {

In $ thousands (unaudited) 2004 2003

Retained earnings (deficit), beginning of period $7216 $ (2,401)
Net earnings for the period 52 1,462
Retained earnings (deficit), end of period $ 7,268 § (939




Hip Interactive Corp.

Consolidated Statements of Cash Flows
In 8 thousands (unaudited)

Three months ended June 30

Cash provided by (used in) - 2004 2003
Operating activities ‘
Net earnings for the period 52 1,462
Items not affecting cash:
Amortization 915 449
Future income taxes (271) 31
Stock and other non-cash compensation 41 -
737 1,942
Net changes in non-cash working capital balances:
Accounts receivable 3,470 7,035
Inventory (728) (290)
Prepaid expenses and other assets (5,193) (3,540)
Accounts payable and accrued liabilities 2,861 (1,254)
Income taxes payable 163 (1,234)
Operating activities of discontinued operations - (21)
573 696
1,310 2,638
Financing activities
Capital lease obligations (165) (298)
Common shares for cash, net of share issue costs 654 909
Decrease in bank indebtedness (1,341) -
(852) 611
Investing activities _
Purchase of property and equipment 917) (1,228)
Acquisition of businesses, net of cash acquired 399 -
Repayments of notes receivable, net - 60 -
(458) (1,228)
Increase in cash - 2,021
Cash, beginning of period - 3,300
Cash, end of period - 5,321




Hip Interactive Corp.
Notes to Consolidated Financial Statements
In $ thousands, unless otherwise stated (unaudited)

Note 1. Basis of Presentation

The notes presented in these interim consolidated financial statements include only significant events
and transactions and are not fully inclusive of all matters normally disclosed in Hip Interactive Corp.’s
(the “Company”’) annual audited financial statements. As a result, these interim consolidated financial
statements should be read in conjunction with the Company’s consolidated financial statements for the
year ended March 31, 2004. These interim consolidated financial statements follow the same
accounting policies and methods of this application as set out in the Company’s consolidated financial
statements for the year ended March 31, 2004. Business is typically weaker in the first two quarters of
the Company’s fiscal year. Consequently, due to the seasonality of the business, the results of
operations for the three months ended June 30, 2004 are not necessarily indicative of annual results.
Certain comparative figures have been reclassified to conform to the current presentation.

Note 2. Advances and other assets

The Company’s Hip Games™ division enters into exclusive distribution, co-publishing or publishing
arrangements with other publishers to secure distribution rights for sales of video game and PC game
software either in Canada or throughout North America and Europe. To secure these rights, the
Company typically agrees to advance cash to the publisher of the title to assist with the financing of the
development of the software.

Advances and other assets are comprised of:

June 30,2004 | March 31, 2004

Exclusive distribution advances | 9,551 5,584
Publishing advances ' 7,285 6,360
16,836 11,944

Less: Non-current portion 6,740 4,310
. 10,096 | 7,634

Prepaids and other assets 2,527 | 2,523
Current portion of advances and other assets Lo 12,623 | 10,157

The Company has commitments, under exclusive distribution and publishing agreements for titles to
be released in fiscal 2005 through 2007, to advance an additional $10,170 (March 31, 2004 - $9,822).

Note 3. Share-based compensation

The Company recorded a $41 compensation expense and increase to contributed surplus for the three
months ended June 30, 2004 based on the weighted average fair value of options granted to employees
at the time of grant for all stock options granted since April 1, 2003. The Company uses the Black-
Scholes option pricing model to determine the fair value with the following significant assumptions:
average risk free-rate of 3.4% (Fiscal 2004 — 3.6%), expected life of two to five years, volatility of
70% (Fiscal 2004 — 52%) and a dividend yield of 0%. During the third quarter of fiscal 2004, the
Company adopted, on a prospective basis, The Institute of Chartered Accountants Section 3870, Stock-
based Compensation and Other Stock-based Payments (“S.3870”), which was effective April 1, 2003.



Hip Interactive Corp.

Notes to Consolidated Financial Statements
In § thousands, unless otherwise stated (unaudited)

The Company recorded a $110 compensation charge during the third quarter of fiscal 2004 for all
stock options granted since April 1, 2004.

As required, the following table provides information on options granted subsequent to April 1, 2002
and prior to April 1, 2003 and the impact on earnings per share as if the fair value based method of
accounting for the share-based compensation had been applied:

Three months gnded June 30, |

In $ thousands, except per share amounts (unaudited) 2004 | 2003

Net earnings for the period as reported 8 52 * $ 1,462
Pro forma current period compensation cost, net of tax $ 41 $ 169
Pro forma net earnings for the period $ 11 § 1,293
Basic earnings per share as reported $ 0.00 $ 0.03
Pro forma basic earnings per share $ 0.00 $§ 002
Diluted earnings per share as reporting v $ 0.00 $ 0.03
Pro forma diluted earnings per share , o $ 0.00 $ 0.02

The significant assumptions made in the calculation of the three months ended June 30, 2004 and 2003 weighted
average fair value of the options are as follows: risk free rate of 3.5%, expected life of two years, volatility of
72% and a dividend yield of 0%.

Note 4. Capital Stock

‘Number of Common
In $ thousands, except per share amounts (unaudited) : Shares Book Value
Balance as at March 31, 2004 , 62,432,288 $ 53,330
Options exercised o 564,466 ‘ 654
Balance as at June 30, 2004 - .62,996,754 $ 53,984

Note 5. Commitments

(a) During the quarter, the Company advanced $nil to Putting Edge, a company which is
50% owned by a director of Hip. The Company has a commitment to advance an
additional $360 to Putting Edge.

(b) The Company has committed to advance an additional $10,170 under exclusive
distribution and publishing agreements during fiscal 2005 through 2007.

(c) The Company is also contingently liable for additional consideration in connection with
acquisitions.

Note 6. Related party transactions

During the quarter, the Company purchased all of the assets of an employee’s former business
for cash in the amount of $200, relating to arcade gaming equipment. The Company paid $50
on acquisition and has commitments to pay the remaining balance of $150 during the third and
fourth quarter of fiscal 2005.



Hip Interactive Corp.
Notes to Consolidated Financial Statements
In $ thousands, unless otherwise stated (unaudited)

Note 7. Business acquisition

On February 6, 2004, the Company acquired L.S.P. S.A. (“LSP”), a publisher of video and PC
games incorporated in France. This acquisition was accounted for using the purchase method
of accounting and, consequently, the results of operations are included in the Company’s
consolidated statements of earnings from the date of acquisition. A preliminary purchase price
of $1,956 was allocated to the assets and liabilities assumed based on their estimated fair
values on the date of acquisition.

The purchase price allocation will be finalized pending the completion of an independent
valuation. This may result in adjustments to the values assigned to other intangible assets as
well as advances and other assets with a corresponding adjustment to goodwill. As at June 30,
2004, this valuation has not been finalized and management believes this valuation will be
completed during the second quarter of fiscal 2005. During the quarter, the Company has
recorded $399 reduction to goodwill as the Company has recorded a reversal of the valuation
allowance, which had been recognized against tax losses.

Note 8. Variable Interest Entities

In June 2003, the CICA issued Accounting Guideline 15, Consolidation of Variable Interest
Entities (“AcG-15"), which provides guidance for the financial accounting and reporting of
interests in certain variable interest entities. AcG-15 requires consolidation of such entities by
any company that is subject to a majority of the risk of loss from an entity's activities or is
entitled to receive a majority of the entity's expected residual returns or both. AcG-1S is
effective for annual or interim periods beginning on or after November 1, 2004. The Company
is currently reviewing its advances to developers in its publishing business to determine if any
of these entities could be considered a variable interest entity. The Company's maximum
exposure to loss in respect of these developers is limited to the total advance made to any
developer.

Note 9. Subsequent events

(a) On July 9, 2004, Jumbo Entertainment Inc. paid, in full, the remaining balance of the
Company’s note receivable of $910 plus accrued interest. As at June 30, 2004, the
Company has reclassified this entire note receivable to current assets.

(b)  On August 5, 2004, the Company acquired all of the outstanding shares of World
Entertainment Broadcasting Corporation, doing business as ARUSH Entertainment,
(“ARUSH”) upon the issuance of 817,312 common shares of Hip on closing, of which
55,607 are being held in escrow for one year. Under the terms of the escrow
agreement, the principal shareholder of ARUSH is entitled to purchase the escrowed
shares at a price of $1.50 per share. The Company shall also be obligated to pay
additional purchase price consideration based on an earn-out arrangement through the
period ended March 31, 2007.
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Letter to Shareholders

Dear Fellow Shareholders,

I would like to begin by reviewing some of the primary points of our results for the

first quarter of fiscal 2005 being the three months ended June 30, 2004, compared

to the three months ended June 30, 2003:

* Sales were up 1.5% to $81.2 million, with healthy growth in the strategically
important Hip Gear™ and Hip Games™ businesses being offset by declines in
Distribution revenues;

* Gross margin increased to 11.5% from 10.5%, reflecting the increased contribution
by the growing higher margin businesses, partially offset by the negative impact of
foreign exchange losses;

* Expenses increased to $8.2 million from $5.5 million, due mainly to the inclusion
of Hip Interactive Europe (formerly L.S.P S.A), acquired in February 2004, for the full
quarter ($0.9 million), expansion of US. operations ($0.6 million), fees relating to a
warehouse, logistics and information technology study ($0.4 million) and incremental
software maintenance and licensing costs ($0.4 million); and

* Net earnings were 0.1 million, or $0.00 per basic and diluted share, compared to
earnings of $1.5 million or $0.03 per basic and diluted share last year.

Distribution Divisions

Sales for the Distribution divisions (Video Games, PC Games and Movies) were

$69.0 million for the quarter, a decrease of $0.5 million from the same period last year.
Video game software and first party accessory sales increased by $4.7 million to

$25.6 million, which was offset somewhat by a $3.3 million decrease in hardware sales
due to lower price points. Revenue from the distribution of movies was down 10%
($1.6 million) because there was only one top selling title this quarter versus the five top
selling titles in the same quarter last year.

Margins for the Distribution divisions declined to 6.6% for the three months ended June
30, 2004 from 8.9% last year. The key factor negatively impacting margins was
inadequate hedging against a 5% depreciation of the Canadian dollar during April 2004,
which reduced margins for the quarter by 1.3%. In addition, the Company incurred
higher logistics costs due to a 49% increase in units shipped at lower prices than in the
same quarter of the previous year, which accounted for a 0.5% decline in overall margin.

Strateqgic Higher Margin Businesses Continue to Perform

Hip Gear™ sales of $3.5 million for the quarter reflect an increase of 25% over the same
quarter last year, with margins for this first quarter of fiscal 2005 being about 20%. Over
the past quarter, we have been able to expand our product placement with retailers in
the United States and Canada and continue our focus on increasing penetration in the
U.S. market. As well, our 2.4GHz wireless controllers have been very well received by
both retailers and gamers. Finally, we began selling Hip Gear™ accessories across Europe
through Hip Interactive Europe.

HIP FIRST QUARTER REPORT 2005 1
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Sales in our Hip Games™ division were $6.3 million for the quarter, up slightly over the
$6.1 million for the same period last year. However, gross margins in this business were
53.4% for the quarter, compared to 29.9% for the same quarter last year. We have also been
successful in shifting our focus from exclusive distribution titles to the higher margin
published ttles. This quarter we released two exclusive distribution titles in North America
and published nine titles (six in North America and three in Europe), compared to the same
period last year when we released three exclusive distribution titles and one published tide.

While we are disappointed in the performance of our Distribution divisions, our
strategic Hip Gear™ and Hip Games™ divisions performed very well this quarter. We
remain optimistic about Hip's prospects for Fiscal 2005 with potentially very large titles
including Playboy: The Mansion™, Fear Factor: Unleashed™, Parigh and Stolen, due for release in the
back half of the fiscal year.

With respect to our progress on the review of our internal controls in light of our recent
accounting error and Canadian Securities Regulatory passage of Multilateral Instrument
52-109 entitled Certification of Disclosure in Issuers” Annual and Interim Filings, PricewaterhouseCoopers
LLP has been engaged to oversee the management of the project and the project plan has
been completed. We are examining a number of financial and accounting procedures at
head office and have targeted October 31, 2004 as a completion date for some of the key
processes being reviewed.

Golng Forward

We remain confident in our projections for fiscal 2005. We are targeting earnings per
share growth of approximately 30% or between $0.21 and $0.25 earnings per share.
Growth in the U.S. market will be important for the Hip Gear™ division to help us
meet our overall target, as well as continuing our penetration into the European
market. With the August 2004 acquisition of ARUSH and the rights to its properties,
including Playboy: The Mansion™ and Fear Factor: Unleashed™, along with the other top games
of Parigh and Stolen in our Hip Games™ division, this other strategic division will also
be critical in Hip achieving its earnings growth targets.

Thank you to all our employees who remain dedicated to providing excellence in
service and value for all our business parmers and for all their hard work in maintaining
those relationships, which we view as foremost in our ability to meet the expectations
of our shareholders.

From the entire Hip team, thank you for your continued support,

On behalf of management,

\}./;H«i ARINDRA SINGH

President and Chief Executive Officer
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Management's Discussion and Analysis

This Management Discussion and Analysis (“MD&A”) for the three months ended

June 30, 2004, compared with the three months ended June 30, 2003, provides readers
with an overview of the Company's operations and a more detailed explanation of its
financial statements. The following discussion and analysis should be read in conjunction
with the audited consolidated financial statements and the notes thereto of the Company
for the years ended March 31, 2004 and March 31, 2003. The objective is to present
readers with a view of the Company through the eyes of management by interpreting
the material trends and uncertainties that affected the operating results, liquidity and
financial position of the Company during the last fiscal year, or those that may affect
future results. The consolidated financial statements have been prepared in accordance
with generally accepted accounting principles (“GAAP”) in Canada. All monetary
amounts, unless otherwise indicated, are expressed in Canadian dollars.

The discussion and analysis and other sections of this report contain forward-looking
statements. These forward-looking statements, by their nature, necessarily involve risks
and uncertainties that could cause results to differ materially from those contemplated by
these forward-looking staternents. The Company considers the assumptions on which
these forward-looking statements are based to be reasonable at the time the statements
were prepared, but cautions the reader that they could cause actual results to differ
materially from those anticipated. Such risks and uncertainties include, but are not
limited to, items identified under the heading “Risk Factors”.

OVERVIEW

Hip Interactive Corp. (“Hip” or the “Company”) is one of North America’s leading
providers of electronic entertainment products. The Company sells video game and

PC game products and movies to retailers across North America and PC and video
games in Europe. Hip is comprised of the following six business units: (1) Video Games
(hardware, software and first party accessories), (2) PC Games (software and logistics
services), (3) Movies (VHS and DVD movies), (4) Hip Games™ (published software),
(5) Hip Gear™ (accessories), and (6) Hip Coin™ (operator and diswributor of
coin-operated games).

The Company's strategies include:

* gaining additional shelf space at U.S. retailers for its Hip Gear™ accessories products;

* bringing to market higher quality titles such as: Playboy: The Mansion, Fear Factor: Unleashed,
Pariah and Stolen;

* increasing market share for its Movies distribution division in Ontario and
British Columbia; _

* improving the Company’s infrastructure and the efficiency of the Company's
warehouses; and

* improving working capital management.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Significant Events

On August 5, 2004, the Company acquired all of the outstanding shares of World
Entertainment Broadcasting Corporation, doing business as ARUSH Entertainment
("ARUSH"), upon the issuance of 817,312 common shares of Hip on closing, of
which 55,607 are being held in escrow for one year. Under the terms of the escrow
agreement, the principal shareholder of ARUSH is entitled to purchase the escrowed
shares at a price of $1.50 per share. The Company shall also be obligated to pay
additional purchase price consideration based on an earn-out arrangement through
the period ended March 31, 2007.

Significant Accounting Policies

The Company reports its results under Canadian GAAP. The preparation of the
Company’s financial staternents and results requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amount of revenues and expenses during the
reporting period. Management bases its estimates on historical experience, furure
expectations and other assumptions that are believed to be reasonable at the date of the
financial statements. Actual results may differ from these estimates due to uncertainty
involved in measuring, at a specific point in time, events, which are continuous in
nature. The most significant estimates included in these financial statements are the
valuations of accounts receivable and inventory, carrying value of goodwill, provision
for customer returns and allowances, and accrued liabilities. The Company's significant
accounting policies are discussed in note 2 of its audited financial statements for the
year ended March 31, 2004.

The Company considers the following key accounting policies to have the most
significant effect on its estimates, assumptions and judgments.

Advances and Other Assets

The Company enters into exclusive diszibution, co-publishing or publishing
arrangements with other publishers to secure distribution rights for sales of video games
and PC games. To secure these rights, the Company typically agrees to advance cash to
the publisher for the title to assist with the development of the software. For exclusive
distribution arrangements, advances, which have been paid based on the publisher’s
completion of certain development milestones, are generally recovered by the Company
from the proceeds of the sale of products upon initial release of the software title. For
publishing arrangements, the Company pays a license fee or a prepaid royalty, which is
amortized through cost of sales as the title is sold to the Company’s retail customers.
These cash advances are initially set-up as an advance. When an impairment or change in
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circumstance indicates that there is a possible impairment in advances, an impairment
test is performed by comparing future cash flows related to the advance to its carrying
amount. The Company is required to make estimates and assumptions in determining
carrying values of advances and other assets and the recording of accruals, such as price
protections and return provisions with respect to the sale of these software titles.

Inventory

Inventory is comprised of finished goods and is recorded at the lower of cost and net
realizable value. Cost is determined on a first-in, first-out basis. Management periodically
reviews the inventory on a product-by-product basis in assessing provisions based upon
current estimates of future events and including economic conditions and growth
prospects in the retail marketplace. There is no assurance that these estimates will be
realized, therefore further inventory provisions may need to be recorded.

Goodawill

Goodwill represents the excess at the date of acquisition of the purchase consideration
over the fair market value of the net identifiable assets acquired. The Company evaluates
goodwill annually and when circumstances indicate that impairment in goodwill may
have occurred. Such evaluation is based on comparing the fair value of the reporting unit
to its carrying value. To the extent the carrying amount of a reporting unit exceeds the fair
value of the reporting unit, an indication exists that the reporting unit goodwill may be
impaired and the Company must perform the second step of the impairment test. The
second step requires the Company to compare the implied fair value of the reporting unit
goodwill with the carrying amount of the reporting unit goodwill to measure the amount
of impairment loss, if any. The carrying value of goodwill is assessed by management and
is based on assumptions and estimates. As such, there is no certainty that the fair value
estimated for the specific reporting unit will be sufficient to support the goodwill values
recorded, which could result in the Company recording an impairment charge.

Revenue Recognition

Revenue from sales of video games, PC games and movies, published software, hardware
and related accessories sold by the Company’s distribution operations is recognized when
products are shipped, the price is fixed and determinable, collection is reasonably
assured and persuasive evidence of an arrangement exists. Provisions for estimated levels
of returns and rebates, based on historical experience, are recorded at the time the
revenue is recognized as a reduction in revenue. There is no certainty that the provisions
for returns and rebates estimated by management will be precise, which would result in
an adjustment to sales in the period in which the new information is obtained. Revenue
from coin-operated arcade video equipment is recognized on a cash basis.
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Financial Overview

Highlights of the consoclidated results for the three months ended June 30, 2004,

compared to the three months ended June 30, 2003, were:

» Sales increased by $1.2 million or 1.5%, compared to last year.

* Gross margin increased to 11.5% from 10.5% for the same period last year.

* Expenses increased to $8.2 million from $5.5 million last year, primarily due to the
acquisition of L.S.P. S.A. (“LSP”) (now Hip Interactive Europe, S.A.) in February 2004
(80.9 million), increased costs relating to the Company's expanding U.S. operations
(80.6 million), consulting fees relating to a warehouse, logistics and information
technology study ($0.4 million), and incremental software maintenance and licensing

costs ($0.4 million).

¢ Net earnings were $0.1 million or $0.00 per basic and diluted share compared to
earnings of $1.5 million or $0.03 per basic and diluted share last year.

The results of operations for the three months ended June 30, 2004, compared to the
three months ended June 30, 2003, are summarized as follows:

(In millions of dollars, except per share amounts) 2004 2003
Sales $ 812 $ 80.0
Gross profit 9.4 8.4
Selling, general and administrative expenses 8.2 5.5
Interest, net 0.4 0.2
Amortization of property and equipment 0.6 0.4
Income taxes 0.1 0.8
Net earnings for the period $ 0.1 $§ LS
Net earnings per share

Basic $ 0.00 § 003
Diluted $ 0.00 $ 0.03

Q4 [+1}
17% 19%
Q3
41%
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Seasonallty - Fiscal 2004

Sales Distribution by Quarter

The Company's business consists mainly of the sales
of electronic entertainment products to retailers.
Retail activity in the electronic entertainment
industry is traditionally at its highest levels during
Hip’s third fiscal quarter (the three-month period
from October 1 to December 31 — the retail holiday
season). The seasonality of the Company’s business is
summarized in the graph to the left.



Sales

Quarterly sales are shown in the table below.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Sales (in millions of dollars) 2005 2004 2003
First quarter § 81.2 $ 80.0 $ 541
Second quarter - 96.2 80.6
Third quarter - 178.7 146.7
Fourth quarter - 70.9 79.3
Total $ 81.2 § 425.8 $ 360.7
Earnings

Quarterly net earnings are summarized in the table below.

Net earnings (in millions of dollars) 2005 2004 2003
First quarter $ o041 $ 15 $ 13
Second quarter - 1.7 1.7
Third quarter - 6.0 5.8
Fourth quarter - 0.4 2.2
Total $§ 0.1 $ 9.6 $§ 11.0
Earnings per Share

Quarterly basic and diluted earnings per share are surnmarized in the table below.
Earnings per share — basic (in dollars) 2005 2004 2003
First quarter $ 0.00 $ 0.03 $ 0.03
Second quarter - 0.03 0.03
Third quarter - 0.10 0.11
Fourth quarter - 0.01 0.04
Total $ o0.00 $§ 0.16 $ 0.22
Earnings per share — diluted (in dollars) 2005 2004 2003
First quarter $ 0.00 $ 0.03 $ 0.03
Second quarter - 0.03 0.03
Third quarter - 0.09 0.10
Fourth guarter - 0.01 0.04
Total $ 0.00 $ 0.16 $ 0.20
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RESULTS OF OPERATIONS

Sales for the three months ended June 30, 2004 were $81.2 million, compared to
$80.0 million for the same period last year, an increase of $1.2 million or 1.5%.
The breakdown of sales by product category is set out below:

Three months Three months
(In millions of dollars) et ]u;ala)?lt e ]u;?i)g)%
Distribution:
Video Games $ 46.3 $ 449
PC Games 7.9 8.1
Movies 14,9 16.5
69.1 69.5
Hip Games™ 6.3 6.1
Hip Gear™ 3.5 2.8
Hip Coin™ 2.3 1.6
$ 81.2 $ 80.0

Gross margin for the first quarter of fiscal 2004 was 11.5%, compared to 10.5% for the
same quarter last year. The details of gross margin by product line are set out in the
chart below. For the quarter, gross margin has been largely impacted by the higher
margins being achieved on the Company’s Hip Games™ products primarily in Europe.

Three months Three months
. ) ended June 30, ended June 30,
(Percent of sales 2004 2003
Distribution
Video Games 5.4% 8.2%
PC Games ' 13.4 14.2
Movies 6.8 8.1
6.6 8.9
Hip Games™ 534 29.9
Hip Gear™ 19.9 (5.0)
Hip Coin™ 29.9 35.9
11.5% 10.5%
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Video Games

Sales

Video Games sales for the three months ended June 30, compared to the same guarter
last year, are shown below:

Three months Three months

ended June 30, ended june 30,
(In millions of dollars) 2004 2003
Software $ 23.9 $ 199
Hardware 20.7 24.0
First party accessories 1.7 1.0
Video Game Sales $ 46.3 ¥ 449

Video Games hardware, software and first party accessories sales for the quarter increased
by $1.4 millien or 3.0%, compared to the same three months last year. During the
quarter, the Company sold approximately 840,000 software units (at an average unit
sales price of $28), compared to 560,000 units (at an average unit sales price of $36)

for the same period last year. Although sales of hardware declined by $3.3 million,
hardware units sold increased by 27% for the three months ended June 30, 2004,
compared to the same period last year. Hardware unit sales increased as a result of price
reductions introduced by the first party manufacturers in May 2004. During the quarter,
the Company sold approximately 81,000 first party accessory units, compared to

56,000 units for the same period last year.

Gross margin
Video Games margins for the quarter ended June 30, 2003 were 5.4%, compared to
8.2% last year. The decrease in gross margins was primarily due to:

(1) the impact of a rapidly weakening Canadian dollar during April 2004 as the
Company was inadequately hedged against the 5% depreciation of the Canadian dollar
during the month. The impact of the weakening of the Canadian dollar negatively
impacted margins by approximately 1.9%. Excluding this foreign exchange impact,
margins would have been approximately 7.3%, (2) an increase in distribution costs
as a percentage of sales due to declining unit price points, and (3) during the quarter,
the Company sold, on promotion, value software bundles at low margins.

The above negative factors were offset by increased margins on hardware sales to 6.5% for
the quarter, compared to approximately 3% for the fiscal year ended March 31, 2004.
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PC Games

Sales

PC Games sales for the first quarter of fiscal 2005 decreased $0.2 million or 3.4%. According
to market research studies, the PC Games industry is declining at a rate of 10%—15% annually.

Gross margin

PC Games margins for the quarter were 13.4% compared to 14.2% for the same period
last year. This decline was primarily due to decreased sales of higher margin valueware
product this year compared to the same period last year.

Movies

Sales

Sales for the Movies business decreased by $1.6 million to $14.9 million for the first
quarter of fiscal 2005, as there were fewer major titles released during the quarter this
year compared to last year. The Lord of the Rings: Return of the King was the only major title
released during the quarter, compared to five significant titles released during the same
quarter last year. Progress in the Toronto and Vancouver branch offices continues to be
slow; however in June 2004, the Company appointed a senior sales manager to focus on
expanding the Company's penetration into those markets.

Gross margin

Gross margin for the Movies business was 6.8% for the quarter ended June 30, 2004,
compared to 8.1% for the same quarter last year. Gross margin percentages have declined
due primarily to an increase in the mix of sales to customers who are sub-distributors
and e-commerce providers. Margins for sales to these customers are 4%—5%, compared
to traditional margins to retailers at 7%—8%.

Hip Games™

Sales

Compared to the first quarter of fiscal 2004, Hip Games™ sales for the quarter increased
by $0.2 million to $6.3 million for the first three months of fiscal 2005, as the Company
continued to focus on this strategic business.

The sales for the first fiscal quarter are summarized as follows:

Three months Three months

ended June 30, ended June 30,

(In millions of dollars) 2004 2003
Exclusive Distribution $ 1.0 $ 3.7
Publishing & Co-publishing 5.3 2.4
$ 6.3 $ 6.1
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Gross margin

Hip Games™ margins for the first quarter this year increased to 53.4% from 29.9% for
the same period last year. During the quarter, the Company revised its estimates with
respect to reserves for future price protections for published product still on hand at its
retail customers. Reserves were reduced by approximately $0.5 million in the quarter
for exclusive distribution and licensed publishing titles based on retailers’ sell-through
performance and inventory on hand in the field.

Gross margins for the exclusive distribution and licensed publishing businesses are
shown below:

Three months Three months
ended June 30, ended June 30,
(Percent of sales) 2004 2003
Exclusive Distribution 18.1% 18.7%
Licensed Publishing 60.1 47.8
53.4% 29.9%
Hip Gear™
Sales

Hip Gear™ sales include sales of proprietary Hip Gear™ accessories and bundled game
software. Sales for the first quarter of fiscal 2005 compared to the same period for fiscal
2004 are summarized as follows:

Three months Three months

ended June 30, ended June 30,

(In millions of dollars) 2004 2003
Hip Gear™ accessories $ 35 $ 24
Bundled software - 0.4
$ 3.5 § 238

Sales of Hip Gear™ accessories increased by $1.1 million, or 45.8%, for the first quarter
of fiscal 2005 to $3.5 million, compared to $2.4 million in sales for the same period
last year as the Company continues to grow its business in both Canada and the

United States. During the quarter, the Company also began to sell its Hip Gear™
product in Europe through Hip Interactive Europe, S.A.

Gross margin ‘

Hip Gear™ margins for the three months ended June 30, 2004 were 19.9%, compared
to negative 5.0% for the same three months last year. The prior year results included a
charge to margins of approximately $0.7 million relating to the cost of obtaining the
business of a new customer.
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Hip Coin™

Sales

Hip Coin™ sales increased by $0.7 million to $2.3 million for the first three months
in fiscal 2005, compared to $1.6 million for the same period last year, resulting from
an increase in distribution sales of video arcade game equipment to video arcade game
operators. Distribution sales increased by $0.8 million to $1.3 million for the quarter,
compared to the same period last year. Revenue for the Company’s arcade coin route
operations business was flat to last year. Over the last 12 months, the Company has
been able to add new locations to its route operations to offset the loss of a large
operator last year.

Gross margin

Hip Coin™ margins were 29.6% during the quarter, compared to 35.9% in the prior
year resulting from the change in sales mix. Margins for the Company's arcade coin route
operations business tend to be approximately 50%, compared to 10-15% for distribution
sales of this business unit.

Outlook for Fiscal 2005

During the first quarter of fiscal 2005, both Sony and Microsoft announced a reduction
in price points for their console hardware by approximately US$50 to US$149 per unit.
The reduction is expected to increase the installed base of hardware. However, due to
limited availability of product during the second quarter, the Company may not be able
to secure sufficient supply of hardware to meet the expected demand for these products.
It is expected that the supply of product will increase for the third quarter.

In 2003, the PC games industry declined by approximately 10% in North America.
The decline in this market is expected to continue in 2004 and, consequently, the
Company anticipates that its PC Games business will experience a similar decline.

The Company expects that sales for its Movies division out of its Montreal office will
remain relatively flat to fiscal 2004, but believes that there is significant opportunity for
growth in the Toronto and Vancouver markets, however progress to date has been slow.

On the strength of the Company’s recently announced wireless products and based on
the attractive price points of the Hip Gear™ accessories, the Company believes that there
is an opportunity in the United States to secure shelf space at the national retailers for its
Hip Gear™ products. However, the third party accessory industry in North America is
extremely competitive, particularly in the United States where the Company is competing
against three other major suppliers.
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For its Hip Games™ division in fiscal 2005, the Company's strategy is to release
better quality games such as Playboy: The Mansion, Fear Factor: Unleashed, Parich and Stolen.
The profitability of the Hip Games™ division is highly dependant on the level of
acceptance of these products by the consumer.

Selling, General and Administrative Expenses

For the three months ended June 30, 2004, operating expenses were $8.2 million or
10.1% of sales compared to $5.5 million or 6.9% of sales for the same period in fiscal
2004. The increase was primarily due to: (1) increased expenses of approximately
$0.6 million relating to the Company's U.S. sales force hired during the past fiscal
year to build the Hip Gear™ accessory and Hip Games™ businesses in the U.S. market;
(2) expenses in the Hip Games™ business unit have increased by approximately
$0.9 million, due to the acquisition of LSP in February 2004; (3) expenses of
about $0.4 million to assess the future needs of the Company's facilities and
efficiency improvements to the Company's systems; and (4) increased software
maintenance and licensing and software support costs relating to the ERP system
of approximately $0.5 million.

Interest Expense and Amortization of Property and Equipment

Interest expense was $0.4 million for the first quarter of fiscal 2005, compared to

$0.2 million for the same quarter last year. Average borrowings for the three months
ending June 30, 2004 were approximately $26.7 million, compared to $6.5 million for
the first quarter last year. The average borrowing rate for the first quarter of fiscal 2005
was approximately 4.0%, which was flat compared to the average rate for the same
period last fiscal year. Average borrowings has increased for the quarter ended June 30,
2004, compared to the same period last year, primarily due to a significant increase in
advances to publishers and developers for exclusive distribution and publishing projects
during the past 12 months.

Amortization of property and equipment was $0.6 million for the three months ended
June 30, 2004, compared to $0.4 million in the same quarter last year. This increase is
primarily due to the Company purchasing over $3.5 million of assets in fiscal 2004 of
which a significant portion relates to computer hardware and software, which are
amortized at a 30% declining rate.
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LIQUIDITY AND CAPITAL RESOURCES

The Company had borrowings of $21.2 million as at June 30, 2004, compared to

$22.5 million as of March 31, 2004. During the quarter ended June 30, 2004, the
Company generated $1.3 million in cash from operations, compared to $2.6 million used
in operating activities for the same quarter last year. The Company used cash to purchase
capital assets of $0.9 million, primarily additional Hip Coin™ route operations equipment.

The Company's working capital requirements are provided by internally generated cash
flow and a credit facility through a Canadian Chartered Bank. Management believes that,
in addition to this credit facility, the Company will generate adequate amounts of cash to
maintain capacity and to provide for planned growth. If the Company should determine
in the future to accelerate its rate of growth, it may need to raise additional funds
through increased credit facilities or by way of an equity offering.

Commitments and Contingencies

The Company is obligated to make future minimum annual lease payments under
operating leases for office equipment and premises, excluding taxes, as outlined in the
following table.

(In millions of dollars)

2005 § 038
2006 0.6
2007 0.3

$ 1.7

As at June 30, 2004, the Company has committed to advance an additional $0.4 million
to a company 50% owned by a director of Hip. During the quarter, the Company
purchased all of the assets of an employee’s former business for cash in the amount of
$0.2 million, relating to arcade gaming equipment. The Company paid $.05 million on
acquisition and has commitments to pay the remaining balance of $0.15 million during
the third and fourth quarter of fiscal 2005.

The Company has committed to advance an additional $10.2 million under exclusive
distribution and publishing agreements from its Hip Games™ business unit as follows:

(In millions of dollars) 2005 2006 2007 Total
Exclusive distribution § 88 $ - $ - $ 88
Publishing - 0.7 0.7 1.4

§ 88 $ 0.7 $ 0.7 § 10.2

As at June 30, 2004, the Company had outstanding letters of credit in the amount of
$4.9 million and remaining credit facility availability of approximately §14 million.
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Capital expenditures were $0.9 million during first three months of fiscal 2004,
compared to $1.2 million last fiscal year. Capital expenditures for the three months
ended June 30, 2004 are summarized in the table below.

Three months

ended June 30,

(In millions of dollars) 2004
Enterprise Resource Planning System (ERP) including related hardware § 02
Arcade game equipment 0.6
Other 0.1
$§ 09

Capital expenditures for fiscal 2005 are anticipated to be approximately $3.5-$5.0 million.

Balance Sheet

As at June 30, 2004, the Company had assets of $152.4 million, compared to
$150.0 million as at March 31, 2004. Shareholders’ equity was $64.8 million at
June 30, 2004, compared to $64.1 million as at March 31, 2004.

The accounts receivable balance as at June 30, 2004 was $44.1 million (53 days
outstanding), compared to §47.6 million (54 days outstanding) as at March 31, 2004.
At June 30, 2004, approximately 78% of the Company's customer balances were aged
less than 60 days from the invoice date, compared to 83% at March 31, 2004.

As at June 30, 2004, total inventory was $43.3 million (with inventory turning

10.2 times), compared to $42.6 million as at March 31, 2004 (turning 10.9 times).

On a monthly basis, managerment reviews all inventory, focusing on inventory on-hand
and in the field that is over six months old. Although the Company has no legal
obligation generally to accept returns of product from retailers or to provide markdowns
to customers for their slow moving inventory, it does approve some returns or offer
markdown credits to customers from time-to-time to ensure that retail inventory
continues to be current.

Advances and other assets at June 30, 2004 were §19.4 million, compared to
$14.5 million as at March 31, 2004.

Accounts payable and accrued liabilities as at June 30, 2004 was $60.0 million (73 days
outstanding), compared to $57.1 million (73 days outstanding) as at March 31, 2004.
At June 30, 2004, approximately 82% of supplier balances were aged less than 60 days
from invoice date, compared to 66% as at March 31, 2004.

Capital Structure
The Company’s capital structure consists of an unlimited number of Common Shares,
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of which 62,996,754 were issued and outstanding as at June 30, 2004 (March 31,
2004 — 62,432,288) and an unlimited number of preference shares, issuable in series,
of which nil were issued and outstanding as at June 30, 2004.

Risk Factors

All references to “Hip” or the “Company” below shall be deemed to include Hip and its
subsidiary companies.

Investment in Video Game Software Titles

The Company enters into exclusive distribution, co-publishing or publishing
arrangements with other publishers to secure distribution rights for sales of video games
and PC games. To secure these rights, the Company typically agrees to advance cash to
the publisher for the title to assist with the development of the software.

For exclusive distribution arrangements, advances are paid based on the publisher’s
completion of certain development milestones, which advances are generally recovered by
the Company from the proceeds on the sale of products upon inital release of the software
title. For exclusive distribution arrangements, the Company purchases the products on a
consignment basis and, therefore, does not take on any risk of inventory obsolescence.

For publishing arrangements, the Company pays a license fee or a prepaid royalty, which
is amortized through cost of sales as the title is sold to retail customers. In addition, the
Comnpany takes on the responsibility for all aspects of the release of the title, including
marketing, price protection and returns.

These cash advances are initially set-up as a prepaid advance. The recoverability of such
advances is dependant on the financial strength of the publishing business partner and

the success of the title is not determinable until the time that consumer acceptance can
be measured after the title has been released.

Dependence on Key Suppliers

The Company relies on a limited number of suppliers for its video game and software
products. There can be no assurance that these suppliers, many of which have
significantly greater financial and marketing resources than Hip, will not discontinue
their distribution arrangement with Hip and independently market their products
directly to retailers in Canada. The failure of the Company to maintain its existing
relationships, or to establish new relationships in the future, could have a material
adverse effect on the Company’s business, results of operations and financial condition.
As mentioned in the notes to the Company’s financial staterments, approximately 26%
of the Company’s purchases relate to the products manufactured by one company.
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Seasonality in Business

The Company's business, especially its Video Games and Hip Gear™ divisions, is
characterized by seasonal sales patterns whereby the Company records a substantial
component of its yearly revenues in its third quarter ended December 31. Consequently,
at certain times of the year, the Company is required to build up and carry high levels of
inventory and investment in working capital for its Video Garnes products and Hip Gear™
products in order to meet the needs of the retail customers of such products.

Fluctuations in Operating Results

Operating results could be adversely affected by general economic and other conditions
beyond the control of Hip. Gross margins relating to Hip’s distribution business have
been historically narrow, which increases the impact of variations in costs on operating
results. Hip may not be able to adequately adjust its cost structure in a timely fashion in
response to a sudden decrease in demand. A significant portion of Hip's selling, general
and administrative expense is comprised of personnel, facilities and costs of invested
capital. In the event of a significant decline in revenues, Hip may not be able to exit
facilities, reduce personnel or make other significant changes to its cost structure without
significant disruption to its operations or without significant termination and exit costs.
Management may not be able to implement such actions, if at all, in a timely manner
to offset an immediate shortfall in revenues and gross profit.

Technelogy

Rapid technological advances, evolving industry standards and frequent new product
introductions and enhancements, characterize the markets for Hip’s products. The
introduction of products embodying new technologies and the emergence of new
industry standards could render Hip's existing inventory of products obsolete and
unmarketable. There can be no assurance that Hip will respond effectively to market

or technological changes or compete successfully in the future. Hip's future success will
depend upon its ability to enhance its current inventory of products to introduce new
products that keep pace with technological developments, to respond to evolving
end-users’ requirements and to achieve market penetration.

Risks Associated with Product Returns; Price Protection

Consistent with industry practice in certain circumstances, the Company allows retailers
and end users to return products for credits toward the purchase of additional products.
Competitors’ promotional or other activities could cause returns to increase sharply at
any time. Although the Company provides allowances for anticipated returns, exchanges
and price protection obligations, and believes its existing policies have resulted in the
establishment of allowances that are adequate, there can be no assurance that such
product return, exchange and price protection obligations will not exceed such
allowances in the future and as a result will not have a material adverse effect on future
operating results. This is particularly true since the Company seeks to continually
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introduce new and enhanced products, including Hip Gear™ accessories and
Hip Games™ products, and is likely to face increasing price competition.

Foreign Exchange Risk

Most of Hip’s purchases of inventory are denominated in U.S. dollars whilst a majority of
its revenue is generated in Canadian dollars. Operating results could be adversely affected
by foreign exchange rate fluctuations beyond the control of Hip.

Future Capital Requirements

In order for Hip to implement its growth strategy, it may require additional equity and
debt financing in order to make acquisitions and will be dependent upon its ability to
raise capital in the future. There can be no assurance that current or additional financing
will be available on terms acceptable to Hip, or at all. If adequate funds are not available
or are not available on acceptable terms, Hip may not be able to take advantage of
opportunities. If conventional sources of capital are unavailable, Hip may need to seek
alternative financing in order to meet its growth strategy, which may not be available,
and if available, may result in dilution to Hip’s then existing shareholders and may be
otherwise on terms unfavourable to Hip.

Potential Volatility of Stock Price

Factors such as quarterly fluctuations in results of operations and announcements of
new products by video game platform manufacturers or the entry into the market of

a significant competitor may cause the market price of the Common Shares to fluctuate
substantially. Industry specific fluctuations in the stock market may adversely affect the
market price of the Common Shares regardless of Hip's operating performance and there
can be no assurance that the price of the Common Shares will remain at current levels.

Contingencies

During the normal course of business, there are various claims and proceedings that have
been or may be instituted against the Company. The disposition of the matters that are
pending or asserted, for which provision has not already been made, is not expected by
management to have a material effect on the financial position of the Company or its
results of operations. Loss sustained, if any, will be recorded in the statement of
operations in the year such loss is determinable.

Dependence on Key Personne/

The success of Hip is dependent on members of its senior management team. The
experience of this team will be a contributing factor to Hip's success and growth. The
loss of one or more of the members of the management team might have a material
adverse effect on Hip’s operations and business prospects.
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Consolidated Balance Sheets

(unaudited) (audited) (unaudited)
June 30, March 31, June 30,
(In thousands of dollars) 2004 2004 2003
ASSETS
Current assets
Cash $ - $ - $ 5,321
Accounts receivable 44,134 47,604 34,578
Inventory 43,336 42,608 28,226
Current portion of
advances and other assets 12,623 10,157 4,200
Current portion of future income taxes 1,332 940 691
Current portion of notes receivable 1,022 318 362
102,447 101,627 73,378
Advances 6,740 4,310 4,200
Notes receivable 71 835 615
Property and equipment 11,719 11,420 8,661
Future income taxes - - 434
Goodwill and intangible assets 31,450 31,849 22,685
$ 152,427 $ 150,041 $ 109,973
LIABILITIES
Current liabilities
Bank indebtedness $ 21,207 $ 22,548 $ -
Accounts payable and accrued liabilities 59,997 57,136 58,630
Income taxes payable 3,794 3,631 1,145
Current portion of
capital lease obligations 448 530 921
Current liabilities of
discontinued operations - - 80
85,446 83,845 60,776
Capital lease obligations 835 918 -
Future income taxes 1,312 1,191 326
87,593 85,954 61,102
SHAREHOLDERS' EQUITY
Capital stock 53,984 53,330 44,695
Other equity - - 1,753
Contributed surplus 3,582 3,541 3,362
Retained earnings (deficit) 7,268 7,216 (939)
64,834 64,087 48,871
$ 152,427 $ 150,041 § 109,973
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Consolidated Statements of Earnings

Three months Three months
ended June 30, ended June 30,

(In thousands of dollars) (unaudited) 2004 2003
Sales $ 81,234 § 80,033
Cost of sales 71,885 71,623
Gross profit 9,349 8,410
Expenses
Selling, general and administrative expenses 8,207 5,511
Interest, net 365 214
Amortization of property & equipment 618 449
Earnings before income taxes 159 2,236
Income taxes 107 774
Net earnings for the period 3 52 $ 1,462
Earnings Per Share
Weighted average number of Common Shares

Basic 62,868 53,077

Diluted 64,809 58,495
Earnings per share

Basic 3 0.00 3 0.03

Diluted 3 0.00 $ 0.03

Consolidated Statements of Retained Earnings (Deficit)

Three months Three months
ended June 30, ended June 30,
(In thousands of dollars) (unaudited) 2004 2003
Retained earnings (deficit), beginning of period $ 7,216 $ (2,401)
Net earnings for the period 52 1,462
Retained earnings (deficit), end of period $ 7,268 $ (939)
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Consolidated Statements of Cash Flows

Three months Three months
ended June 30, ended June 30,
(In thousands of dollars) (unaudited) 2004 2003
CASH PROVIDED BY (USED IN)
Operating activities
Net earnings for the period $ 52 $ 1,462
Items not affecting cash:
Amortization 915 449
Future income taxes (271) 31
Stock and other non-cash compensation 41 —
737 1,942
Net changes in non-cash working capital balances:
Accounts receivabie 3,470 7,035
Inventory (728) (290)
Prepaid expenses and other assets (5,193) (3,540)
Accounts payable and accrued liabilites 2,861 (1,254)
Income taxes payable 163 (1,234)
Operating activides of discontinued operations - (21)
573 696
1,310 2,638
Financing activities
Capital lease obligations (165) (298)
Common shares for cash, net of share issue costs 654 909
Decrease in bank indebtedness (1,341) -
(852) 611
Investing activities
Purchase of property and equipment (817) (1,228)
Acquisition of businesses, net of cash acquired 399 -
Repayments of notes receivable, net 60 -
(458) (1,228)
Increase in cash - 2,021
Cash, beginning of period - 3,300
Cash, end of period $ - $ 5,321
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Notes to Consolidated Financial Statements
(In thousands of dollars unless otherwise stated) (unaudited)

NOTE 1: BASIS OF PRESENTATION

The notes presented in these interim consolidated financial statements include only
significant events and transactions and are not fully inclusive of all matters normally
disclosed in Hip Interactive Corp.s (the “Company”) annual audited financial statements.
As a result, these interim consolidated financial statements should be read in conjunction
with the Company’s consolidated financial statements for the year ended March 31,
2004. These interim consolidated financial statements follow the same accounting
policies and methods of this application as set out in the Company’s consolidated
financial statements for the year ended March 31, 2004. Business is typically weaker in
the first two quarters of the Company's fiscal year. Consequently, due to the seasonality of
the business, the results of operations for the three months ended June 30, 2004 are not
necessarily indicative of annual results. Certain comparative figures have been reclassified
to conform to the current presentation.

NOTE 2: ADVANCES AND OTHER ASSETS

The Company's Hip Games™ division enters into exclusive distribution, co-publishing
or publishing arrangements with other publishers to secure distribution rights for sales
of video game and PC game software either in Canada or throughout North America
and Europe. To secure these rights, the Company typically agrees to advance cash to

the publisher of the title to assist with the financing of the development of the software.

Advances and other assets are comprised of:

(unaudited) (audited)

As at June 30, As at March 31,

(In thousands of dollars) 2004 2004
Exclusive distribution advances ‘ $ 9,551 $ 5,584
Publishing advances 7,285 6,360
16,836 11,944

Less: Non-current portion 6,740 4,310
10,096 7,634

Prepaids and other assets 2,527 2,523
Current portion of advances and other assets $ 12,623 $ 10,157

The Company has commitments, under exclusive distribution and publishing agreements
for titles to be released in fiscal 2005 through 2007, to advance an additional 810,170
(March 31, 2004 — $9,822).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3: SHARE-BASED COMPENSATION

The Company recorded a $41 compensation expense and increase to contributed
surplus for the three months ended June 30, 2004 based on the weighted average
fair value of options granted to employees at the time of grant for all stock options
granted since April 1, 2003. The Company uses the Black-Scholes option pricing
model to determine the fair value with the following significant assumptions:
average risk free-rate of 3.4% (Fiscal 2004 — 3.6%), expected life of two to five
years, volatility of 70% (Fiscal 2004 — 52%) and a dividend yield of 0%. During
the third quarter of fiscal 2004, the Company adopted, on a prospective basis,
The Institute of Chartered Accountants Section 3870, Stock-based Compensation and Other
Stock-based Payments (“'S.3870""), which was effective April 1, 2003. The Company
recorded a $110 compensation charge during the third quarter of fiscal 2004 for
all stock options granted since April 1, 2004.

As required, the following table provides information on options granted subsequent to
April 1, 2002 and prior to April 1, 2003 and the impact on earnings per share as if the fair
value based method of accounting for the share-based compensation had been applied:

Three months Three months

ended June 30, ended June 30,
(In thousands of dollars except per share amounts) (unaudited) 2004 2003
Net earnings for the period as reported $ 52 $ 1,462
Pro forma current period compensation cost, net of tax 41 169
Pro forma net earnings for the period $ 11 3 1,293
Basic earnings per share as reported $ 0.00 $ 0.03
Pro forma basic earnings per share 0.00 0.02
Diluted earnings per share as reporting 0.00 0.03
Pro forma diluted earnings per share 0.00 0.02

The significant assumptions made in the calculation of the three months ended June 30,
2004 and 2003 weighted average fair value of the options are as follows: risk free rate
of 3.5%, expected life of two years, volatility of 72% and a dividend yield of 0%.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4: CAPITAL STOCK

Number of
Common Book
(In thousands of dollars except per share amounts) (unaudited) Shares Value
Balance as at March 31, 2004 62,432,288 § 53,330
Options exercised 564,466 654
Balance as at June 30, 2004 62,996,754 $ 53,984

NOTE 5: COMMITMENTS

a)  During the quarter, the Company advanced $nil to Putting Edge, a company
which is 50% owned by a director of Hip. The Company has a commitment
to advance an additional $360 to Putting Edge.

b) The Company has committed to advance an additional $10,170 under exclusive
distribution and publishing agreements during fiscal 2005 through 2007.

) The Company is also contingently liable for additional consideration in
connection with acquisitions.

NOTE 6: RELATED PARTY TRANSACTIONS

During the quarter, the Company purchased all of the assets of an employee’s former
business for cash in the amount of $200, relating to arcade gaming equipment.

The Company paid $50 on acquisition and has commitments to pay the remaining
balance of $150 during the third and fourth quarter of fiscal 2005.

NOTE 7: BUSINESS ACQUISITION

On February 6, 2004, the Company acquired L.S.P. S.A. (“LSP™), a publisher of video
and PC games incorporated in France. This acquisition was accounted for using the
purchase method of accounting and, consequently, the results of operations are included
in the Company’s consolidated statements of earnings from the date of acquisition.

A preliminary purchase price of $1,956 was allocated to the assets and liabilities assumed
based on their estimated fair values on the date of acquisition.
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NOTES TO CONSQOLIDATED FINANCIAL STATEMENTS

The purchase price allocation will be finalized pending the completion of an independent
valuation. This may result in adjustments to the values assigned to other intangible assets
as well as advances and other assets with a corresponding adjustment to goodwill. As

at June 30, 2004, this valuation has not been finalized and management believes this
valuation will be completed during the second quarter of fiscal 2005. During the quarter,
the Company has recorded $399 reduction to goodwill as the Company has recorded

a reversal of the valuation allowance, which had been recognized against tax losses.

NOTE 8: VARIABLE INTEREST ENTITIES

In June 2003, the CICA issued Accounting Guideline 15, Consolidation of Variable Interest
Entities (“AcG-15""), which provides guidance for the financial accounting and reporting
of interests in certain variable interest entities. AcG-15 requires consolidation of such
entities by any company that is subject to a majority of the risk of loss from an entity’s
activities or is entitled to receive a majority of the entity’s expected residual returns or
both. AcG-15 is effective for annual or interim periods beginning on or after November
1, 2004. The Company is currently reviewing its advances to developers in its publishing
business to determine if any of these entities could be considered a variable interest
entity. The Company s maximum exposure to loss in respect of these developers is
limited to the total advance made to any developer.

NOTE 9: SUBSEQUENT EVENTS

a) On July 9, 2004, Jumbo Entertainment Inc. paid, in full, the remaining balance
of the Company’s note receivable of $910 plus accrued interest. As at June 30,
2004, the Company has reclassified this entire note receivable to current assets.

b) On August 5, 2004, the Company acquired all of the outstanding shares of World
Entertainment Broadcasting Corporation, doing business as ARUSH Entertainment,
{"ARUSH") upon the issuance of 817,312 common shares of Hip on closing, of
which §5,607 are being held in escrow for one year. Under the terms of the escrow
agreement, the principal shareholder of ARUSH is entitled to purchase the escrowed
shares at a price of $1.50 per share. The Company shall also be obligated to pay
additional purchase price consideration based on an earn-out arrangement through
the period ended March 31, 2007.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 10: SEGMENTED INFORMATION

The Company operates in six business segments being: Video Games, PC Games, Movies,
Hip Games™, Hip Gear™ and Hip Coin™. The Company only reviews its segments at the
gross profit, and has reclassified all selling, general and administrative expenses into the

Corporate segment since the March 31, 2004 annual financial statements for all current

and prior reported periods. Operating results for these business segments are as follows:

Three months ended June 30, 2004

(In millions Video PC Hip Hip Hip
of dollars) Games Games Movies Games™ Gear™ Coin™ Corporate
Sales - $ 46,279 § 7,872 § 14,897 § 6,356 $ 3,517 $ 2,313 § -
Gross profit 2,490 1,057 1,020 3,391 700 691 -
Selling, general &

administrative

expenses - - - - - - 8,207
Interest, net - - - - - - 365

Amortization of

property &

equipment - - - - - - 618
Earnings (loss)

before

income taxes 2,490 1,057 1,020 3,391 700 691 (9,190)
Income taxes - - - - - - 107

Net earnings (loss)
for theperiod § 2,490 § 1,057 § 1,020 § 3,391 § 700 § 691 § (9,297)

Assets $ 39,438 § 17,754 § 17,957 § 21,265 § 10,013 § 9,630 § 36,370
Capital

expenditures $ 34 % 16 $ 32 % 28 § - $ 608 § 199
Goodwill $ 17,437 $ 1,279 § 824 § 8,530 § - $ 3,380 § -

* The Company has reclassified $749 from selling, general and administrative expenses to sales,
relating to the costs of purchasing the existing inventory of a new retailer, to obtain their business.

Economic Dependence

Approximately 26% (2003 — 38%) of the Company’s purchases for the three-month period
ended June 30, 2004, relate to products manufactured and published by one company.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Three months ended June 30, 2003

Video PC Hip Hip Hip
Total Games Games Movies Games™ Gear™* Coin™ Corporate Total
$ 81,234 $44,948 8§ 8,152 $ 16,502 § 6,052 3 2,797 § 1,582 § - § 80,033
9,349 3,680 1,155 1,337 1,810 (140) 568 - 8,410
8,207 - - - - - - 5,511 5,511
365 - - - - = - 214 214
618 - - - - - - 449 449

159 3,680 1,155 1337 1,810 (140) 568 (6,174) 2,236
107 - - - - - - 774 774

$ 52 ¢ 3,680 % 1,155 § 1,337 § 1,810 § (140)§ 568 § (6,948) %8 1,462

$ 152,427 § 46,553 § 12,615 §$ 16,603 § 7,533 § 4,307 § 9,931 $ 12,431 § 109,973

$ 917 § 844 % 14 § 28 § - - § 342 % - 3% 1228

$ 31,450 $17,437 & 1279 § 589 § - % - $ 3,380 % - $ 22,685

HIP FIRST QUARTER REPORT 2005 27



I

[9T)

Corporate Information

HEAD OFFICE

240 Superior Boulevard
Mississauga, Ontario L5T 2L2

Telephone 905-362-3760
Facsimile 905-362-1995

DIRECTORS AND OFFICERS

Joseph H. Wright,
Chairman, Director

Peter Cooper,
Director

Thomas A. Fenton,
Director, Vice-President & General Counsel

Christopher Gilbert,
Director, Vice-President

Richard B. Grogan,
Director

Mark Rider,

Director

Arindra Singh,
Director, President & Chief Executive Officer

Peter Lee,
Chief Financial Officer

Michael Vaswani,
Chief Information Officer

Ronald Grimard,
Vice-President

Peter Young,
Vice-President

HIP FIRST QUARTER REPORT 2005

LEGAL COUNSEL
Aird & Berlis LLP

AUDITORS
PricewaterhouseCoopers LLP

TRANSFER AGENT
Equity Transfer Services Inc.

STOCK EXCHANGE LISTING
The Toronto Stock Exchange (TSX)

STOCK SYMBOL
HP

INVESTOR RELATIONS
Contact: jlee@hipinteractive.com

WEBSITE
www,hipinteractive.com



L ,.‘

240 Superlor Boulevard
Mississauga, Ontario L5T 2L2
Telephone 905-362-3760
Facsimile 905-362-1995
www.hipinteractive.com



SEC Rl Number  €2-34720

§§é§

ZEQUITY

(IR

Lori Thompson

Officer, Client Services
Telephone: 416.361.0930 ext.243
Ithompson@equitytransfer.com

VIA ELECTRONIC TRANSMISSION

July 7, 2004

Dear Sir or Madam:

RE: Hip Interactive Corp. -  Confirmation of Notice of Record and Meeting Dates

We are pleased to confirm that Notice of Record and Meeting Dates was sent to The Canadian Depository
for Securities.

" We advise the following with respect to the Annual and Special Meeting of Shareholders for Hip

Interactive Corp.
1. ISIN - CA 4041941028
2. Date Fixed for the Meeting - September 23, 2004
3. Record Date For Notice - August 10, 2004
4. Record Date For Voting - August 10, 2004
5. Beneficial Ownership Determination Date-  August 10, 2004
6. Classes or Series of Securities that entitle the
holder to receive Notice of the Meeting- Common
7. Classes of Series of Securities that entitle the
holder to vote at the meeting- Common
8. Business to be conducted at the meeting-  Non Routine
Yours Truly,

EQUITY TRANSFER SERVICES INC.
