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Credit risk associated with the Company’s cash equivalents and short term investments results from the possibility that a counterparty
may default on the repayment of a security. The Company attempts to mitigate this risk through policies and guidelines that require
issuers of permissible investments to have at minimum a long term “A” credit rating from a recognized credit rating agency and that
specify minimum and maximum exposures to specific issuers and that specify the type of instruments to be held by the Company.

Weston Foods performs ongoing credit evaluations to assess the financial condition of its new and existing suppliers and customers 
for amounts receivable from these counterparties.

Loblaw’s exposure to credit risk from PC Bank’s credit card receivables and receivables from independent franchisees, associates 
and independent accounts results from the possibility that customers may default on their payment obligation. PC Bank manages the
credit card receivable risk by employing stringent credit scoring techniques, actively monitoring the credit card portfolio and reviewing
techniques and technology that can improve the effectiveness of the collection process. In addition, these receivables are dispersed
among a large, diversified group of credit card customers. 

Loblaw accounts receivable from independent franchisees, associates and independent accounts are actively monitored on an ongoing
basis and settled on a frequent basis in accordance with the terms specified in the applicable agreements.

14. RELATED PARTY TRANSACTIONS

Weston’s majority shareholder, Wittington Investments, Limited (“Wittington”), and its affiliates are related parties. Weston, in the
normal course of business, has routine transactions with these related parties, including the rental of office space at market prices from
Wittington. Rental payments amounted to approximately $3 million in 2007 (2006 – $6 million). It is Weston’s policy to conduct all
transactions and settle balances with related parties on market terms and conditions. For a detailed description of the Company’s
related party transactions, see note 27 to the consolidated financial statements. 

From time to time, the Company and Wittington may make elections that are permitted or required under applicable income tax
legislation with respect to affiliated corporations and, as a result, may enter into agreements in that regard. These elections and
accompanying agreements do not have any material impact on the Company.

15. CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in accordance with Canadian GAAP requires management to make estimates and assumptions
that affect the reported amounts and disclosures made in the consolidated financial statements and accompanying notes. 

Management continually evaluates the estimates and assumptions it uses. These estimates and assumptions are based on
management’s historical experience, best knowledge of current events and conditions and activities that the Company may undertake 
in the future. Actual results could differ from these estimates. 

The estimates and assumptions described in this section depend upon subjective or complex judgments about matters that may be
uncertain and changes in these estimates and assumptions could materially impact the consolidated financial statements.

Inventories
Certain Loblaw retail store inventories are stated at the lower of cost and estimated net realizable value less normal gross profit margin.
Loblaw is required to make significant estimation or judgment in the determination of (i) discount factors used to convert inventory 
to cost after a physical count at retail has been completed and (ii) estimated inventory losses, or shrinkage, occurring between the last
physical inventory count and the balance sheet date.

Inventories counted at retail are converted to cost by applying a discount factor to retail selling prices. This discount factor is
determined at a category or department level, is calculated in relation to historical gross margins and is reviewed on a regular basis 
for reasonableness. Inventory shrinkage, which is calculated as a percentage of sales, is evaluated throughout the year and provides 
for estimated inventory shortages from the last physical count to the balance sheet date. To the extent that actual losses experienced
vary from those estimated, both inventories and operating income may be impacted. Changes or differences in these estimates 
may result in changes to inventories on the consolidated balance sheet and a charge or credit to operating income in the consolidated
statement of earnings.

In the first quarter of 2008, the Company will implement Section 3031, “Inventories”, the implications of which are further discussed 
in the Future Accounting Standards section of this MD&A.




