











Notes to Financial Statements (continued)

31 December 2009

33. ISSUED CAPITAL

Number of
shares Equivalent to
‘000 HK$'000 RMB’000
Authorised:
Ordinary shares of HK$0.025 each
at 1 January 2009 and 31 December 2009 200,000,000 5,000,000 5,300,000
lssued and fully paid:
Ordinary shares of HK$0.025 each
at 1 January 2009 12,758,756 318,970 331,791
Issue of shares [note {i)) 2,296,576 57,414 50,617
Ordinary shares of HK$0.025 each
at 31 December 2009 15,055,332 376,384 382,408

Note:

(i) On 22 June 2009, the Company announced an open offer [the “Open Offer”) of not less than 2,296,576,044
open offer shares and not more than 2,484,657,375 open offer shares at the subscription price of HK$0.672
per open offer share on the basis of 18 open offer shares for every 100 existing shares held by the qualifying
shareholders on the record dafe and payable in full on application. Upon the completion of the Open Offer on
31 July 2009, 2,296,576,044 shares of the Company have been issued and fully paid, 816,321,278 shares
of which are subscribed by Mr. Wong and his associates. The aggregate amount of proceeds from the open offer
shares was, before expenses, HK$1,543,299,000 (equivalent to RMB1,360,573,000). The net proceeds from
the open offer shares was about RMB1,284,899,000.

184



GOME Electrical Appliances Holding Limited

Notes to Financial Statements (continued)

31 December 2009

34. SHARE OPTION SCHEME
The Company operates a share option scheme (the “Scheme”) which was adopted on 15 April 2005

("Adoption Date”] for the purpose of providing incentives and rewards to eligible participants who confribute
to the success of the Group's operations. Eligible participants of the Scheme include employees, executives
and officers of the Company (including executive and non-executive directors of the Company) or any of
the subsidiaries and business consultants, business pariners, suppliers, customers, agents, financial or legal
advisers, debtors and creditors who the board of directors of the Company considers, in its sole discretfion,

will contribute or have contributed to the Company or any of the subsidiaries.

This Scheme shall be valid and effective for the period (the "Scheme Period”) commencing on the Adoption
Dafe and ending on the day immediately preceding the tenth anniversary of the Adoption Date (both dates
inclusive]. The options granted prior to the end of the Scheme Period but not yet exercised shall continue to

be valid and exercisable in accordance with the Scheme.

The maximum number of shares in respect of which options may be granted is 656,979,032 shares. The
maximum number of shares in respect of which options may be granted under this Scheme to any eligible
participant shall not, in any 12-month period up to the offer date, exceed 1% of the number of shares of
the Company in issue on the offer date. Any further grant of share options in excess of this limit is subject to

shareholders' approval in a general meeting.

Share options granted to a director, chief executive or substantial shareholder of the Company, or to any of
their associates, are subject to approval in advance by the independent non-executive directors (excluding
any independent non-executive director of the Company who is the relevant eligible participant). In addition,
any share options granted to a substantial shareholder or an independent non-executive director of the
Company, or to any of their associates, in excess of 0.1% of the shares of the Company in issue at any time
or with an aggregate value (based on the price of the Company's shares at the date of grant] in excess of
HK$5 million, within any 12-month period, are subject to shareholders’ approval in advance in a general

meefing.

G,
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Notes to Financial Statements (continued)

31 December 2009

34. SHARE OPTION SCHEME (continued)

The offer of a grant of share options may be accepted within 30 days from the date of offer, upon payment
of a nominal consideration of HK$1 in total by the grantee. The exercise period of the share options granted
is determinable by the directors, and in any event such period of time shall not exceed a period of ten years
commencing on the commencement date, being the date upon which the option is deemed to be granted

and accepted.

The exercise price in relafion to each option offered shall be determined by the board of directors of the
Company in its absolute discretion but in any event must not be less than the highest of: [a) the official
closing price of the shares as stated in the daily quotation sheet of the stock exchange on the offer date;
(b) the average of the official closing price of the shares as stated in the daily quotation sheets of the stock
exchange for the five business days immediately preceding the offer date; and (c) the nominal value of a

share of the Company.
Share options do not confer right on the holders to dividends or to vote at shareholders’ meetings.

The following share options were outstanding under the Scheme during the year:

2009 2008
Weighted Weighted

average Number of average Number of

exercise price option exercise price option

HKS$ per share 000 HK$ per share ‘000

At 1 January = = = =
Granted during the year (nofe i) 1.90 383,000 = =
Forfeited during the year 1.90 (8,300) = =
At 31 December 1.90 374,700 - =

Note:

(i) Out of the 383,000,000 share options, 125,500,000 share options have been granted fo the directors and
257,500,000 share options have been granted to the employees of the Group.
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Notes to Financial Statements (continued)

31 December 2009

34. SHARE OPTION SCHEME (continued)

The exercise prices and exercise periods of the share options outstanding as at the end of the reporting

period are as follows:

2009
Number of options Exercise price* Exercise period
‘000 HK$ per share
@3,500 1.90 7 July 2010 to 6 July 2019
93,500 1.90 7 July 2011 to 6 July 2019
93,500 1.90 7 July 2012 to 6 July 2019
93,500 1.90 7 July 2013 to 6 July 2019

*  The exercise price of the share options is subject to adjustment in case of rights or bonus issues, or other similar

changes in the Company’s share capital.

The fair value of the share options granted during the year was RMB296,448,000 (RMBO.77 each) of
which the Group recognised a share option expense of RMB70,533,000 during the year ended 31
December 2009.

The fair value of equity-seftled share options granted during the year was estimated as at the date of grant,
using a binomial model, faking into account the terms and conditions upon which the options were granted.

The following table lists the inputs to the model used:

2009
Stock price as at grant date HK$1.9
Expected volatility 63%
Historical volatility 63%
Risk-free interest rate 2.565%
Dividend yield 1.2%
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34.

35.

SHARE OPTION SCHEME (continued)

The expected volatility reflects the assumption that the historical volatility is indicative of future trends, which

may also not necessarily be the actual outcome.
No other feature of the option was incorporated into the measurement of fair value.

At the end of the reporting period, the Company had 374,700,000 share options outstanding under the
Scheme. The exercise in full of the outstanding share options would, under the present capital structure of the
Company, result in the issue of 374,700,000 additional ordinary shares of the Company and additional
share capital of HK$9,368,000 (equivalent to approximately RMB8,248,000) and share premium of
HK$702,562,000 (equivalent to approximately RMB618,592,000) (before issue expenses).

At the date of approval of these financial statements, the Company had 374,700,000 share options
outstanding under the Scheme, which represented approximately 2.5% of the Company's shares in issue as
at that date.

RESERVES
(a) GROUP
The movements in the reserves of the Group are set out in the consolidated statement of changes in

equity of the financial statements.

Statutory reserves

Pursuant to the relevant PRC laws and regulations, Sinoforeign equity joint ventures registered in the
PRC are required fo fransfer a certain percentage, as approved by the board of directors, of their
profits after income fax, as determined in accordance with the PRC accounting rules and regulations,
to the reserves funds, the enterprise expansion fund and the employee bonus and welfare fund. These

funds are restricted as to use.

In accordance with the relevant PRC laws and regulations, each of the PRC domestic companies is
required fo transfer 10% of the profit after income tax, as determined in accordance with the PRC
accounting regulations, to the statutory common reserve fund, until the balance of the fund reaches
50% of its registered capital of these companies. Subject to certain resfrictions as set out in the
relevant PRC laws and regulations, the statutory common reserve fund may be used to offset against

accumulated losses, if any.
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Notes to Financial Statements (continued)
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35. RESERVES (contfinued)
(b) COMPANY

Retained
Share  Exchange  earnings/
Share  Contributed Capital option fluctuation accumulated

premium surplus reserve reserve reserve losses Total

Notes RMB'000 RMB'000 RMB'000 RMB'000 RA RMB'000

At 1 January 2008 8,262,089 47,849 [216,966) - 49 695) 49035  8,087.312
Total comprehensive

income for the year - - - - - 293,772 293772
Repurchose and

cancellation

of shares 2,055,584) = = = = - [2,055,584)
Dividend atributable

o cancelled shares - - - - - 12,025 12,025
Dividends paid 36 = = = = = (344 486) (344 486)
At 31 December 2008

end 1 Jonuary 2009 6206505 42,849  (216,966) - (49,695 10346 5,993,039
Tofal comprehensive

loss for the yeor - - - - - (226,962) (226,962)
Issue of shares 33 1,234,282 - - - - - 1,234,282
Repurchases of the

QOld 2014

Convertible Bonds 320 - - (444,957) - - - (444,957)
Issve of the 2016

Converfible Bonds 32(ii - - 137,411 - - - 137,411
Issue on the New 2014

Convertible Bonds 32ii - - 688,021 - - - 688,021
Equity-seffled share

opfion arrangements H - - - 70,533 - - 70,533
At 31 December 2009 7,440,787 42,849 163,509 70,533 (49,695) (216,616) 7,451,367

G,
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Notes to Financial Statements (continued)
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35. RESERVES (confinued)
(b) COMPANY (continued)

Notes:

(i)

(ii)

(i)

The loss attributable to owners for the year ended 31 December 2009 dealt with in the financial
statements of the Company was approximately RMB227 million (2008: profit of RMB294 million).

The contributed surplus of the Company represents the difference between the nominal value of the
Company's shares issued in exchange for the issued ordinary shares of Capital Automation (BVI) Limited
and the value of net assets of the underlying subsidiaries acquired as at 27 March 1992. At the
group level, the contributed surplus is reclassified into various components of reserves of the underlying
subsidiaries.

Under the Bermuda Companies Act 1981 [as amended), the contributed surplus of the Company is
available for distribution. However, the Company cannot declare or pay a dividend, or make a distribution
out of the confributed surplus, if:

(a) it is, or after the payment would be, unable to pay its liabilities as they become due; or

(b) the realisable value of its assets would thereby be less than the aggregate of its liabilities and its
issued capital and share premium.

The share option reserve represents the fair value of share options granted which are yet to be exercised,
as further explained in the accounting policy for share-based payment fransactions in note 2.4 to the
financial statements. The amount will either be transferred to the share premium account when the related
options are exercised, or be transferred to retained profits should the related options expire or be forfeited.

36. DIVIDENDS

2009 2008
RMB’000 RMB’000
Interim: Nl
(2008: HK3.0 cents (equivalent to RMB2.7 fen)
per ordinary share) = 344,486
Proposed final: Nil (2008: Nil) - =
- 344,486
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37. OPERATING LEASE ARRANGEMENTS AND COMMITMENTS

(a)

OPERATING LEASE ARRANGEMENTS
As lessee

The Group leases certain of its properties under operating lease arrangements. These leases have

an average life of between 1 and 20 years and there are no restrictions placed upon the Group by

entering info these lease agreements.

As at the end of the reporting period, the Group had the following minimum lease payments under

non-cancellable operating leases falling due as follows:

2009 2008

RMB’000 RMB’'000

Within one year 1,788,597 1,993,406
In the second to fifth years, inclusive 5,659,127 6,969,730
After five years 2,928,621 4,171,095
10,376,345 13,134,231

As defined under IAS 17, a non-cancellable lease is a lease that is cancellable only [a) upon the

occurrence of some remote contingencies; (b) with the permission of the lessor; [c] if the lessee enters

info a new lease for the same or an equivalent asset with the same lessor; or (d) upon payment by

the lessee of such an additional amount that, at inception of the lease, continuation of the lease is

reasonably cerfain.

Pursuant fo the relevant lease agreements, upon the payment of early termination compensation rental

which in general ranges from one month to one year, the Group is entitled to terminate the underlying

lease agreement if a store will not be in a position fo continue its business because of the losses or

other circumstances as specified under the rental agreements.
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31 December 2009

37. OPERATING LEASE ARRANGEMENTS AND COMMITMENTS (continued)

(a)

(b)

OPERATING LEASE ARRANGEMENTS (continued)

As lessor

The Group has leased its investment properties (note 13) and enfered info commercial property sub-
leases on its leased properties under operating lease arrangements. These non-cancellable leases
have remaining terms of between 1 and 15 years. A majority of the Group’s leases include a clause
to enable upward revision of the rental charge on a regular basis according to prevailing market

conditions.

The Group had the following future minimum rentals receivable under non-cancellable operating

leases:

2009 2008

RMB’000 RMB’000

Within one year 166,564 164,692
In the second to fifth years, inclusive 506,847 370,014
After five years 327,831 198,317
1,001,242 733,023

CAPITAL COMMITMENTS

In addition to the operating lease commitments above, the Group had the following capital

commitments at the end of the reporting period:

2009 2008
RMB’000 RMB’000

Contracted, but not provided for:
Acquisition of buildings 118,571 500,862
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Notes to Financial Statements (continued)
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38. RELATED PARTY TRANSACTIONS

In addition to the transactions and balances which are disclosed in notes 18, 21, 26, 27, 31 and 33 to

these financial statements, the Group had the following significant transactions with the related parties.

[a)  The Group had the following ongoing fransactions with related parties during the year:

2009 2008

Notes RMB’000 RMB'000

Sales to the Non-lised GOME Group (i) 360,134 68,602

Purchases from the Non-lised GOME Group (i) (92,527) (26,352)
Provision of management and purchasing

services to the Nonised GOME Group (i), 5 233,541 250,000

Rental expenses to Beijing Xinhengji (iii) (3,574) (3,577)

Provision of corporate guarantees from
Mr. Wong and Mr. Chen Xiao in respect

of the Group's bills facilities (iv) 880,000 530,000
Rental income from a related party [v) 524 535
Rental expenses to Centergate Technologies [vi) (6,612) (6,612)

The Non-lised GOME Group comprises Beijing Eagle Investment Co., ltd., Beijing Gome Electrical
Appliance Co., lid., Gome Electrical Appliance Retail Co., lid. and other companies which are
engaged in the retail sales and related operations of electrical appliances and consumer electronic
products under the trademark of "GOME Electrical Appliances” in cities other than the designated
cities of the PRC in which the Group operates. The companies comprising the Non-lised GOME

Group are owned by Mr. Wong, a substantial shareholder and the former chairman of the Company.

Beijing Xinhengiji Property Co., ltd. ("Beijing Xinhengji") is owned by a close member of the family of
Mr. Wong.

Centergate Technologies is a listed company in the PRC in which Mr. Wong had significant influence.
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38. RELATED PARTY TRANSACTIONS (continued)

The Group had the following ongoing transactions with related parties during the year: (continued)

(a)

Notes:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

The sales and purchase transactions and the joint purchase transactions entered into between the Group
and the Non-lisled GOME Group in respect of the electrical appliances and consumer electronic products
were conducted based on the actual purchase cost from the Group's third party suppliers.

The Group provides management services to the Non-listed GOME Group in respect of the retailing of
electrical appliances and consumer electronic products. In addition, the Group negofiates with various
suppliers for both the Group and the Non-listed GOME Group on a centralised basis. During 2009, Jinan
Wansheng Yuan Economic Consulting Company Limited (“Jinan Wansheng Yuan”), an indirect wholly-
owned subsidiary of the Company, enfered into a management agreement with the Non-lised GOME
Group, pursuant to which Jinan Wansheng Yuan will provide and will procure other members of the
Group fo provide management services to the Non-lised GOME Group for a period of three years from 1
January 2010 to 31 December 2012. In addition, Kunming Hengda Logistics Company Limited ("Kunming
Hengda”), an indirect wholly-owned subsidiary of the Company, entered into a purchasing service
agreement with the Non-lised GOME Group, pursuant to which Kunming Hengda will provide purchasing
services to the Non-lised GOME Group for a period of three years from 1 January 2010 to 31 December
2012. The amount of the management service fee and the purchasing service fee will be charged based

on 0.6% and 0.9%, respectively, of the total turnover of the Non-lised GOME Group.

The Group entered into a rental agreement with Beijing Xinhengji to lease properties at an annual rental of
approximately US$523,000. In the opinion of the directors, the rental has been determined based on the
prevailing market rentals of offices within the same district.

The provision of corporate guarantees is af nil consideration.

The Company's subsidiaries, Hong Kong Punching Centre Limited and China Eagle Management Limited,
received operating lease rentals in respect of the Group’s investment properties from GOME Home
Appliances [Hong Kong) Llimited, a company owned by Mr. Wong, fotalling RMB524,000 (2008:
RMB535,000) during the year.

In November 2007, the Group entered into a lease agreement with Centergate Technologies to lease
certain commercial properties for the Group's retail operations for a period from 1 December 2007 to
30 November 2020 with a prepaid rental of RMB85,952,000. The balance of the rental prepayments
at 31 December 2009 amounted to RMB72,177,000 (31 December 2008: RMB78,789,000), among
which RMB65,565,000 (31 December 2008: RMB72,177,000] (note 18) was classified as long term
and RMB6,612,000 (31 December 2008: RMB6,612,000) (note 26) was classified as short term in the

financial statements.
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38. RELATED PARTY TRANSACTIONS (continued)

(b)

(c)

Compensation of key management personnel of the Group:

2009 2008

RMB’000 RMB’'000

Fees 4,555 1,587
Other emoluments:

Salaries, allowances, bonuses and other expense 8,661 7,920

Pension costs 182 207

Equity-seftled share option expense 25,606 -

39,004 9,714

Transactions to acquire the remaining 10% equity interest of Yongle (Chinal

On 28 August 2008, the Group and Mr. Chen Xiao, the Chairman of the Company, Ms. Shu Wei,
Mr. Liv Hui, Mr. Yuan Yashi and Shanghai Hegui Property Management Co., Lid. (“Shanghai Hegui”)

[collectively referred o as the "Vendors”] entered into the following fransactions.

Pursuant to the sales and purchase agreements, the Group agreed fo acquire and the Vendors
agreed fo sell the remaining 10% equity interest of Yongle (China), a 90%owned subsidiary of the
Croup, af a fotal cash consideration of RMB811,081,000. Among the total cash consideration,
RMB587,949,000 was related to the acquisition of an approximately 7.25% equity inferest in Yongle
(China) held by Mr. Chen Xiao. The completion of the acquisition transactions was conditional on the

fulfilment of certain conditions including approvals from the PRC government authorities.

The Group also agreed to provide loans in the total amount of RMB653,423,000 to the Vendors
other than Shanghai Hegui (the “Borrowers”). The loans were secured by [i] the pledge of each of
the Vendors' interests in Yongle (China); and [ii) a personal guarantee in favour of the Group from
Mr. Chen Xiao in respect of the fulfilment obligations of the Borrowers. The loans were inferest-
free and have been utilised by the Group fo setfle the purchase considerations when the acquisition

fransactions were approved by the PRC government authorities on 30 November 2009.
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38. RELATED PARTY TRANSACTIONS (continued)

(c]

Transactions to acquire the remaining 10% equity interest of Yongle (China) (continued)

The outstanding consideration of RMB157,658,000, representing the withholding individual income
tox payable for the Vendors other than Shanghai Hegui, was included in the balance of customers’

deposits, other payable and accruals (note 31(iii)) as at 31 December 2009.

39. CONTINGENCIES

(a)

(b)

At the end of the reporting period, contingent liabilities not provided for in the financial statements

were as follows:

31 December 31 December
2009 2008
RMB’000 RMB'000
Guarantees given fo banks in connection with bill facilities
granted in favour of:
Dazhong Appliances 205,650 242,901

Enforcement action by the Securities and Futures Commission

Court grants injunction to freeze assets of Mr. Wong and his spouse

On 7 August 2009, the Securities and Futures Commission ("SFC") of the Hong Kong Special
Administrative Region announced that the High Court has granted an interim injunction to freeze
assets of up to HK$1,655,167,000 in relation to the former chairman of the Company, Mr. Wong,

his spouse Ms. Du Juan and two companies.

Mr. Wong and Ms. Du Juan are alleged to have organised a share repurchase by the Company in
January and February 2008 in order to use the Company's funds to buy shares originally held by
Mr. Wong so that Mr. Wong could use the proceeds of that share sale to repay a HK$2.4 billion

personal loan to a financial institution.
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39. CONTINGENCIES (continued)

(b)

Enforcement action by the Securities and Futures Commission (continued)

Court grants injunction to freeze assets of Mr. Wong and his spouse |continued)

The SFC alleges that the share repurchase had a negative impact on the Company’s financial
position and was not in the best inferests of the Company and its shareholders. The SFC alleges
that it provided the demand for the Company’s shares and stabilised its share price when Mr. Wong
disposed of his shares, thereby enabling him to earn more from his share sale. The SFC also alleges
that this transaction was a fraud or deception in a transaction involving securities and caused a loss

of approximately HK$1.6 billion to the Company and its shareholders.

The SFC is seeking orders that Mr. Wong, Ms. Du Juan and two companies owned and controlled by

them:

J fo resfore the parties to any fransaction, in particular the Company, fo the position in which
they were before the transaction was entered into; and/or

o to pay damages to the Company.

The injunction serves fo prevent the dissipation of assets pending the conclusion of the SFC's
investigation and fo ensure that there are sufficient assets fo satisfy any restoration or compensation

orders, if orders are made against Mr. Wong, Ms. Du Juan and the two companies.

Court continues orders against Mr. Wong and his spouse

The order is an ex parte interim injunction obtained by the SFC. The defendants have not yet had a

chance fo reply to the SFC's allegations.

On 7 August 2009, the Company announced that it has been provided with a copy of the court
order (the "Court Order”] by the SFC and confirmed that [a) the Company is not a defendant to the
Court Order; and (b] the assets of the Company are not subject to the Court Order. In view of the
above, the business of the Company or its subsidiaries is not and will not be adversely affected by
the Court Order.
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39. CONTINGENCIES (continued)

(b)

Enforcement action by the Securities and Futures Commission (continued)

Court continues orders against Mr. Wong and his spouse (continued)

According to the enforcement news of the SFC dated 8 September 2009, the High Court ordered the
two companies associated with Mr. Wong and Ms. Du Juan not to dispose of, deal with or encumber
779,255,678 shares of the Company pending further order.

The two companies, Shinning Crown Holdings Inc. and Shine Group Limited, deposited with the court
share cerfificates representing these shares pursuant to the interim injunctions ordered against them,
Mr. Wong and Ms. Du Juan, freezing their assets up to the amount of HK$1,655,167,000.

The delivery of these share certificates into the cusfody of the court, together with the orders made on
8 September 2009 prohibiting the disposal of the shares, will preserve them for the purposes of the
legal proceedings initiated by the SFC. Accordingly, the interim injunctions against the two companies
were discharged. However, the inferim injunctions remain effective against Mr. Wong and Ms. Du

Juan.

Separately, the court declined fo order the defendants to provide additional assets if the value of the

Company's shares deposited with the court fell below HK$1,655,167,000.

The SFC is obliged to comply with and follow the court’s rules and procedures for due service of
the proceedings on Mr. Wong and Ms. Du Juan in the PRC. This process started after the SFC
commenced these proceedings. The SFC continues fo liaise with PRC authorities with a view fo

assisting the court to effect service on them.

Other than the above, the Group did not have any significant contingencies at the end of the reporfing

period.
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40. FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of financial instruments as at the end of the reporting period

are as follows:

2009

Financial assets

Group
Financial
assets at
fair value
through
profit or Available-for-
loss - held Loans and sale financial
for trading receivables assets Total
RMB’000 RMB’000 RMB’000 RMB’000
Other investments - - 153,360 153,360
Hong Kong listed investments 1,635 - - 1,635
Designated loan - 3,600,000 = 3,600,000
Trade and bills receivables - 54,199 - 54,199
Financial assets included in prepayments,
deposits and other receivables - 859,919 - 859,919
Due from related parties - 157,146 - 157,146
Pledged deposits - 8,796,344 - 8,796,344
Cash and cash equivalents - 6,029,059 - 6,029,059
1,635 19,496,667 153,360 19,651,662
Financial liabilities
Group
Financial
liabilities
at fair value Financial
through profit liabilities at
or loss - held amortised
for trading cost Total
RMB’000 RMB’000 RMB’000
Interest-bearing bank loans 350,000 350,000
Trade and bills payables 15,815,261 15,815,261
Financial liabilities included in customers’
deposits, other payables and accruals - 1,767,895 1,767,895
Liability components of convertible bonds - 5,455,955 5,455,955
Derivafive components of convertible bonds (100,689) - (100,689)
(100,689) 23,389,111 23,288,422
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40. FINANCIAL INSTRUMENTS BY CATEGORY (continued)

2008
Financial assets Group
Financial assets
at fair value Available-
through profit forsale
or loss = held loans and financial
for trading receivables assefs Tofal
RMB'000 RMB'000 RMB'000 RMB'000
Other investments - - 108,810 108,810
Hong Kong listed investments 399 = = 399
Investment deposits - 30,000 - 30,000
Designated loan - 3,600,000 - 3,600,000
Trade and bills receivables - 45,092 - 45,092
Financial assets included in prepayments, deposits
and other receivables - 526,817 - 526,817
Due from related parties - 57,843 - 57,843
Pledged deposits - 4,840,456 - 4,840,456
Cash and cash equivalents - 3,051,069 - 3,051,069
Other assets - 653,423 - 653,423
399 12,804,700 108,810 12,913,909
Financial liabilities Group
Financial
liabilities
at fair value Financial
through profit liabilities
or loss — held at amortised
for trading cost Total
RMB’000 RMB’000 RMB’000
Interest-bearing bank loans - 170,000 170,000
Trade and bills payables - 12,917,958 12,917,958
Financial liabilities included in customers’ deposits,
other payables and accruals = 876,149 876,149
Liability components of convertible bonds - 3,571,833 3,571,833
Derivative components of convertible bonds (2,280) - (2,280)
(2,280) 17,535,940 17,533,660
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40. FINANCIAL INSTRUMENTS BY CATEGORY (continued)

Financial assets Company
2009 2008
Loans and Loans and
receivables receivables
RMB’000 RMB’000

Financial assets included in prepayments, deposits

and other receivables 9,238 678
Pledged deposits 2,606,371 -
Cash and cash equivalents 1,918,775 1,004,394

4,534,384 1,005,072

Financial liabilities 2009 2008
Financial Financial

liabilities at liabilities at

amortised amortised

cost cost

RMB’000 RMB’000

Liability components of convertible bonds 5,455,955 3,571,833
Derivative components of convertible bonds (100,689) (2,280)
5,355,266 3,569,553
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41. FAIR VALUE HIERARCHY

The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments:

level 1:  fair values measured based on quoted prices (unadjusted) in active markets for identical assets or

liabilities

level 2:  fair values measured based on valuation techniques for which all inputs which have a significant

effect on the recorded fair value are observable, either directly or indirectly

level 3:  fair values measured based on valuation techniques for which all inputs which have a significant

effect on the recorded fair value are not based on observable market data (unobservable inputs)
As at 31 December 2009, the Group held the following financial instruments measured at fair value:

Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000

Assets measured at fair value:

Availablefor-sale investments:

Equity investments 153,360 - - 153,360

Equity investments at fair value

through profit or loss 1,635 - - 1,635

154,995 = = 154,995

Liabilities measured at fair value:

Derivative component of convertible bonds -

(100,689)  (100,689)

(100,689)  (100,689)
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41. FAIR VALUE HIERARCHY (continued|

As at 31 December 2009, the Company held the following financial instruments measured at fair value:

Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000
Assets measured at fair value:
Equity investments at fair value
through profit or loss 1,635 - - 1,635
Liabilities measured at fair value:
Derivative component of convertible bonds - - (100,689) (100,689)
The movements in fair value measurements in Level 3 during the year are as follows:
Group and
Company
RMB’000
Derivative financial instruments
At 1 January 2009 (2,280)
Gain recognised in the income statement (nofe 32/i) (136,740)
Repurchases [note 32/i)) 38,331
At 31 December 2009 (100,689)

G,
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42. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The Group's principal financial liabilities, other than derivatives, comprise inferestbearing bank loans,
convertible bonds, trade payables and other payables. The main purpose of these financial liabilities is to
raise finance for the Group’s operations. The Group has various financial assefs such as deposits and other

receivables, trade receivables and pledged deposits which arise directly from its operations.

The main risks arising from the Group’s financial instruments are interest rate risk, foreign currency risk, credit
risk, liquidity risk and equity price risk. The board of directors reviews and agrees policies for managing

each of these risks and they are summarised below.

INTEREST RATE RISK
The Group's exposure to the risk of changes in market interest rates relates primarily to the debt obligations

with floating inferest ratfes.

The Group's policy is to manage its interest cost using a mix of fixed and variable rate debts. As at 31
December 2009, the Group did not have debt obligations with floating interest rates. Accordingly, the

Group has no significant interest rate risk.

FOREIGN CURRENCY RISK

As at 31 December 2009, the Group had cash and bank deposits of RMB4,627,000,000 (2008:
RMB1,305,702,000), which are denominated in foreign currencies including US and Hong Kong dollars.
The Group currently does not have a foreign currency hedging policy. However, management monitors
foreign exchange exposure and will consider hedging significant foreign currency exposure should the need

arise.
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42. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
FOREIGN CURRENCY RISK (continued)
The following table demonstrates the sensitivity to a reasonably possible change in the exchange rate of
US and Hong Kong dollars with all other variables held constant, of the Group's profit before tax (due to

changes in the fair values of monetary assets and liabilities). Other components of equity would not change.

Increase/
(decrease) in Increase/
foreign (decrease) in
currency rate profit before tax
RMB’'000
2009
If RMB weakens against USD 5% 163,971
If RMB strengthens against USD (5%) (163,971)
IF RMB weakens against Hong Kong dollar 5% 67,366
If RMB strengthens against Hong Kong dollar (5%) (67,366)
2008
If RMB weakens against USD 8% 09,989
If RMB strengthens against USD (8%) (99,989)
IF RMB weakens against Hong Kong dollar 8% 541
If RMB strengthens against Hong Kong dollar (8%) [5471)

i,
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42. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
CREDIT RISK
The Group frades on credit only with third parties who have an established trading history with the Group
and who have no history of default. It is the Group's policy that new customers who wish to trade on
credit terms are subject to credit verification procedures. In addition, receivable balances are monitored
on an ongoing basis with the result that the Group’s exposure to bad debts is not significant. The maximum

exposure is the carrying amount as disclosed in note 25 to these financial statements.

With respect to credit risk arising from the other financial assets of the Group, which comprise cash and
cash equivalents, short term deposits, pledged deposits, other receivables and amounts due from related
parties, the Group's exposure to credit risk arises from default of the counterparty, with a maximum exposure

equal fo the carrying amounts of such financial instruments.

LIQUIDITY RISK

The Group monitors its risk to a shortage of funds based on the maturity of its financial instruments, financial

assets and liabilities and projected cash flows from operations.

The Group’s objective is to maintain a balance between continuity of funding and flexibility through the
use of bills payable, convertible bonds and other interest-bearing borrowings. As at 31 December 2009,
the Group had frade and bills payables amounting to RMB15,815,261,000 (31 December 2008:
RMB12,917,958,000). In addition, as at 31 December 2009, the Group had the bank loan balance of
RMB350,000,000 (31 December 2008: RMB170,000,000) which will mature within 12 months. The
directors have reviewed the Group's working capital and capital expenditure requirements and defermined

that the Group has no significant liquidity risk.

The table below summarises the maturity profile of the Group’s financial liabilities at the end of the reporting

period, based on contractual or expected undiscounted payments.
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42. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

LIQUIDITY RISK (continued)

Group
2009
Within 1 year 2 to 3 years Over 3 years Total
RMB’000  RMB’000  RMB'000  RMB000
Convertible bonds 2,988,515 2,743,293 2,586,652 8,318,460
Interest-bearing bank loans 350,000 - = 350,000
Trade and bills payables 15,815,261 - - 15,815,261
Financial liabilities included in customers’
deposits and other payables 1,027,386 - - 1,027,386
Guarantees given fo banks in connection
with bill facilities granted in favour of
Dazhong Appliances 205,650 - - 205,650
20,386,812 2,743,293 2,586,652 25,716,757
2008
Within 1 year 1 to 2 years Tofal
RMB'000 RMB'000 RMB'000
Convertible bonds - 4,704,420 4,704,420
Interest-bearing bank loans 170,000 - 170,000
Trade and bills payables 12,917,958 - 12,917,958
Financial liabilities included in customers’ deposits
and other payables 876,149 = 876,149
Guarantees given to banks in connection with bill
facilities granted in favour of Dazhong Appliances 242,901 = 242,901
14,207,008 4,704,420 18,911,428
Company
2009
Within 1 year 2 to 3 years Over 3 years Total
RMB’000 RMB’000 RMB’000 RMB’000
Convertible bonds 2,988,515 2,743,293 2,586,652 8,318,460
Other payables 55,786 = = 55,786
3,044,301 2,743,293 2,586,652 8,374,246
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42. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
LIQUIDITY RISK (continued)

Company
2008
Within 1 year 1 to 2 years Total
RMB’000 RMB’000 RMB’000
Convertible bonds - 4,704,420 4,704,420
Other payables 6,334 = 6,334

6,334 4,704,420 4,710,754

EQUITY PRICE RISK

Equity price risk is the risk that the fair values of equity securities decrease as a result of changes in the levels
of equity indices and the value of individual securities. The Group is exposed fo equity price risk arising from
individual equity investments classified as trading equity investments and available-for-sale investments [note
16) as af 31 December 2009. The Group’s listed investments are valued at quoted market prices at the end

of the reporting period.

The market equity indices for the following stock exchanges, at the close of business of the nearest trading
day in the year fo the end of the reporting period, and their respective highest and lowest points during the

year were as follows:

31 December High/low 31 December High/low

2009 2009 2008 2008

Hong Kong — Hang Seng Index 21,873 22,944/ 14,387 27,616/
11,345 11,016

Shanghai — A Share Index 3,437 3,644/ 1,912 5771/
1,956 1,793

208



GOME Electrical Appliances Holding Limited

Notes to Financial Statements (continued)

31 December 2009

42, FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (contfinued)
EQUITY PRICE RISK (continued)

The following table demonstrates the sensitivity to every 10% change in the fair values of the equity
investments, with all other variables held constant and before any impact of tax, based on their carrying

amounts at the end of the reporting period.

Carrying Increase/
amount decrease Increase/
of equity in profit decrease
investments  before tax in equity*
RMB'000 RMB’'000 RMB’'000
2009
Investments listed in:
Hong Kong — Held-for-trading 1,635 164 -
Shanghai — Available-for-sale 153,360 - 15,336
2008
Investments listed in:
Hong Kong — Held-for-trading 399 40 =
Shanghai — Available-for-sale 108,810 - 10,881

Excluding refained earnings
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42, FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
CAPITAL MANAGEMENT

The primary objective of the Group’s capital management is to ensure that the Group has healthy capital
structure in order to support the Group's stability and growth.

The Group regularly reviews and manages its capital structure and makes adjustments to it, taking into
consideration of changes in economic conditions, future capital requirements of the Group, prevailing and
projected profitability and operating cash flows, projected capital expenditures and projected strategic

investment opportunities.

The Group monitors capital using a gearing ratio, which is net debt divided by the total capital plus net
debt. Net debt includes interestbearing bank loans, trade and bills payables and customers’ deposits, other
payables and accruals, less cash and cash equivalents and pledged deposits. Capital includes convertible
bonds and equity atfributable to owners of the parent. The gearing ratios as at the ends of the reporting

periods were as follows:

2009 2008

RMB’000 RMB’000

Interest-bearing bank loans 350,000 170,000
Trade and bills payables 15,815,261 12,917,958
Customers’ deposits, other payables and accruals 1,829,514 1,530,141
Less: Cash and cash equivalents (6,029,059) (3,051,069)
Pledged deposits (8,796,344) (4,840,456)

Net debt 3,169,372 6,726,574
Convertible bonds, the liability component 5,455,955 3,571,833
Equity attributable to owners of the parent 11,802,465 8,559,834
Total capital 17,258,420 12,131,667
Capital and net debt 20,427,792 18,858,241
Gearing ratio 16% 36%
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43.

44.

EVENTS AFTER THE REPORTING PERIOD
As set out in the Company's announcement dated 1 March 2010, on 25 February 2010, GOME Appliance
Company Llimited (the “Subsidiary”], a wholly- owned PRC subsidiary of the Company, received a copy of
the indictment (the “Indictment’) in respect of an alleged bribery offence by an organisation served by the
Second Intermediate People’s Court of Beijing Municipality.

According to the Indictment, the bribery offence by an organisation which the Subsidiary was alleged to be
involved in occurred from 2006 to 2008, during which time Mr. Wong was the Chairman and director of
the Company and the legal representative of the Subsidiary. The Subsidiary was one of the subjects alleged
fo be involved in the bribery offence by an organisation, and was suspected of committing the offence
involving part of the aggregate amount of RMB4,560,000. Upon receipt of the Indictment, the Company
has been highly concerned about the case and has engaged an experienced criminal defence attorney as

the Subsidiary’s advocate. The Company will actively defend against the accusation at the Subsidiary.

After considering the professional opinion from such criminal defence attorney, the Company is of the
preliminary view that even under the worst case scenario of the Subsidiary being finally judged as having
committed the bribery offence by an organisation, the Subsidiary would only be subject to a fine according
to the relevant laws of the PRC, the amount of which would not have any substantive adverse effect on the
operation and the financial condition of the Group. The Company will actively contest the case and strive for

the most favourable judgment for the Company.

According fo the Indictment, Mr. Wong was suspected of committing offences involving insider dealing,
illegal operation and bribery by an organisation and was subject to residential surveillance by the Beijing
Municipal Public Security Bureau on 18 November 2008 for being suspected of committing an insider
dealing offence. He was subject to criminal detention by the Beijing Municipal Public Security Bureau on
23 January 2009, and was arrested on 2 March 2009 upon approval by the Second Branch of the Beijing
Municipal People’s Procuratorate.

Save as disclosed above, the Group did not have any significant events taking place subsequent to 31

December 2009.

APPROVAL OF THE FINANCIAL STATEMENTS
The financial statements were approved and authorised for issue by the board of directors of the Company

on 7 April 2010.
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