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Management’s Discussion and Analysis

Liquidity and Capital Resources
Cash flows from operating activities of continuing operations 
Fourth quarter cash flows from operating activities of continuing operations were $602 million in 2007 compared to $889 million in the
comparable period of 2006. The decrease was mainly due to the change in non-cash working capital, primarily as a result of changes 
in inventory, accounts payable and accrued liabilities.

Cash flows used in investing activities of continuing operations
Fourth quarter 2007 cash flows used in investing activities of continuing operations were $236 million in 2007 compared to $383 million
in 2006, primarily driven by an increase in proceeds from fixed asset sales of $156 million. Capital investment for the fourth quarter
amounted to $206 million (2006 – $307 million).

During the fourth quarter, Loblaw sold property and a partially constructed building for a purchase price of approximately $110 million.
Loblaw leased back the property from the buyer for a term of 20 years, with options to renew, and in turn subleased the property to 
a third-party logistics provider. Loblaw also entered into a warehousing and distribution agreement with the third-party logistics provider,
which will use this property to provide services to Loblaw.

Cash flows used in financing activities of continuing operations
Fourth quarter 2007 cash flows used in financing activities of continuing operations were $197 million in 2007 compared to $391 million
in 2006. In 2006, Weston repaid $200 million of 5.25% MTN as they matured.

10. INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal control over financial reporting to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with Canadian GAAP.

Management of Loblaw has concluded that, as of year end 2007, a previously reported weakness no longer exists in the design of the
Company’s internal control over financial reporting in the area of inventory controls. This design weakness was first identified in the first
quarter of 2007 and was caused primarily by the lack of sufficient compensating controls in the absence of a perpetual inventory system.

Loblaw management continues to monitor and improve controls related to inventory and has designed and implemented the following
compensating controls:
• New policies and procedures were developed and implemented throughout the third and fourth quarters of 2007 relating to:

• Authorization procedures for the recommendation and processing of inventory markdowns;
• Excess inventory review procedures; and
• Regular assessments of the appropriateness of assumptions used in identifying excess inventory.

• Loblaw management has enhanced the quarterly retail count process by designing and implementing a statistically 
sound count method that is able to be extrapolated across Loblaw inventory.

• The assumptions used to determine the discount rate to calculate the cost value of inventory are now evaluated 
on a more standardized and regular basis. 

• The assumptions and guidance used to identify excess inventory and apply related markdowns are now evaluated 
on a more standardized and regular basis.

Other than the remediation steps discussed above, there was no change in the Company’s internal controls over financial reporting that
occurred during the quarter ended December 31, 2007 that materially affected, or is reasonably likely to materially affect, the Company’s
internal control over financial reporting. 

11. MANAGEMENT’S CERTIFICATION OF DISCLOSURE CONTROLS AND PROCEDURES

Management is responsible for designing disclosure controls and procedures to provide reasonable assurance that all material information
relating to the Company and its subsidiaries is gathered and reported to senior management on a timely basis so that appropriate
decisions can be made regarding public disclosure. As required by Multilateral Instrument 52-109 (Certification of Disclosure in Issuers’
Annual and Interim Filings) of the Canadian Securities Administrators, the Chairman & President and the Chief Financial Officer have
evaluated the effectiveness of such disclosure controls and procedures and have concluded that the Company’s disclosure controls and
procedures were effective as at December 31, 2007.




