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Management’s Discussion and Analysis

Goods and Services Tax and Provincial Sales Taxes
During 2005, Loblaw recorded a charge relating to an audit and proposed assessment by the Canada Revenue Agency relating 
to GST on certain products sold on which GST was not appropriately charged and remitted. In light of this proposed assessment, 
the Company assessed and estimated the potential liabilities for GST and PST in other areas of its operations for various periods. 
The ultimate remaining amount paid will depend on the outcome of audits performed by or settlements reached with the various 
tax authorities, and therefore may differ from this estimate. Management will continue to assess the remaining accrual as progress
towards resolution with the various tax authorities is made and will adjust the remaining accrual accordingly. Changes in this accrual
may result in a charge or credit to operating income in the consolidated statement of earnings.

15. ACCOUNTING STANDARDS IMPLEMENTED IN 2008

Capital Disclosures and Financial Instruments – Disclosure and Presentation 
In December 2006, the CICA issued three new accounting standards: Section 1535, “Capital Disclosures” (“Section 1535”), 
Section 3862, “Financial Instruments – Disclosures” (“Section 3862”) and Section 3863, “Financial Instruments – Presentation” 
(“Section 3863”). 

Section 1535 establishes guidelines for the disclosure of information regarding a company’s capital and how it is managed. 
Enhanced disclosures with respect to the entity’s objectives, policies and processes for managing capital and quantitative disclosure
about what the entity regards as capital are required. For new disclosures, refer to note 24 to the consolidated financial statements. 
The adoption of Section 1535 did not have an impact on the Company’s results of operations or financial condition.

Section 3862 and Section 3863 replaced Section 3861, “Financial Instruments – Disclosure and Presentation”. Section 3862 requires
increased disclosures regarding the risks associated with financial instruments and how these risks are managed. Section 3863 
carries forward standards for the presentation of financial instruments and non-financial derivative instruments and provides additional
guidance for the classification of financial instruments, from the perspective of the issuer, between liabilities and equity. For new
disclosures, refer to notes 28 and 29 to the consolidated financial statements. Comparative information about the nature and extent 
of risks arising from financial instruments is not required in the year Section 3862 is adopted. The adoption of Section 3862 and
Section 3863 did not have an impact on the Company’s results of operations or financial condition.

Inventories
Effective January 1, 2008, the Company implemented Section 3031, “Inventories” (“Section 3031”), which replaced Section 3030 
of the same title. Section 3031 provides guidance with respect to the determination of cost and requires inventories to be measured 
at the lower of cost and net realizable value. Costs such as storage costs and administrative overhead that do not contribute to bringing
inventories to their present location and condition are specifically excluded from the cost of inventories and expensed in the period
incurred. Reversal of previous write-downs to net realizable value when there is a subsequent increase in the value of inventories is 
now required. The cost of the inventories should be based on a first-in, first-out or a weighted average cost formula. Techniques used for 
the measurement of cost of inventories, such as the retail method, may be used if the results approximate cost. The new standard also
requires additional disclosures including the accounting policies used in measuring inventories, the carrying amount of the inventories,
amounts recognized as an expense during the period, write-downs below cost to net realizable value for inventories recorded at period
end and the amount of any reversal of any write-downs recognized as a reduction in expenses.

Upon implementation of Section 3031, a decrease in opening inventories of $67 million and a corresponding decrease of $27 million
to opening retained earnings net of income taxes of $25 million and minority interest of $15 million were recorded on the consolidated
balance sheet resulting mainly from the application by Loblaw of a consistent cost formula for all inventories having a similar 
nature and use. For further details of the specific accounting changes and related impacts, see notes 2 and 14 to the consolidated
financial statements.

16. FUTURE ACCOUNTING STANDARDS

The Company closely monitors new accounting standards to assess the impact, if any, on its consolidated financial statements. 

In 2009, the Company will be reviewing the implications of the following standards and implementing the recommendations as required.
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Goodwill and Intangible Assets
In November 2007, the CICA issued amendments to Section 1000, “Financial Statement Concepts”, and AcG 11, “Enterprises in 
the Development Stage”, issued a new Section 3064, “Goodwill and Intangible Assets” (“Section 3064”) to replace Section 3062,
“Goodwill and Other Intangible Assets”, withdrew Section 3450, “Research and Development Costs” and amended Emerging 
Issues Committee Abstract 27, “Revenues and Expenditures During the Pre-operating Period” to not apply to entities that have adopted 
Section 3064. These amendments provide guidance for the recognition of internally developed intangible assets, including assets
developed from research and development activities, ensuring consistent treatment of all intangible assets, whether separately acquired
or internally developed. The amendments are effective for annual and interim financial statements relating to fiscal years beginning 
on or after October 1, 2008 and therefore the Company will implement them in the first quarter of 2009, retroactively with restatement 
of the comparative periods for the current and prior years. The impact of implementing these amendments on the Company’s financial
statements is currently being assessed.

Credit Risk and the Fair Value of Financial Risks and Financial Liabilities
On January 20, 2009, the Emerging Issues Committee issued EIC 173, “Credit Risk and the Fair Value of Financial Risks and 
Financial Liabilities”. The committee reached a consensus that a company’s credit risk and the credit risk of its counterparties should 
be considered when determining the fair value of its financial assets and financial liabilities, including derivative instruments, for
presentation and disclosure purposes. The accounting treatment for this Abstract should be applied retrospectively without restatement
of prior periods to all financial assets and financial liabilities measured at fair value in interim and annual financial statements ending 
on or after January 20, 2009. The Company is assessing the impact of this Abstract on the financial statements and will implement this
Abstract in the first quarter of 2009. 

International Financial Reporting Standards (“IFRS”)
The Canadian Accounting Standards Board will require all public companies to adopt IFRS for interim and annual financial statements
relating to fiscal years beginning on or after January 1, 2011. Companies will be required to provide IFRS comparative information 
for the previous fiscal year. The transition from Canadian GAAP to IFRS will be applicable for the Company for the first quarter of 2011,
when the Company will prepare both the current and comparative financial information using IFRS. 

The Company has completed a diagnostic impact assessment, has completed planning activities, including the establishment 
of a steering committee comprised of senior management, and is currently progressing through the detailed assessment and design 
of the overall implementation strategy. 

The Company expects the transition to IFRS to impact accounting, financial reporting, internal control over financial reporting,
information systems and business processes. The Company will continue to review all proposed and continuing projects of 
the International Accounting Standards Board to determine their impact on the Company, and will continue to invest in training 
and resources throughout the transition period to facilitate a timely conversion.

17. OUTLOOK(1)

The consolidated results of the Company for 2009 will continue to reflect the changes undertaken by both the Weston Foods and
Loblaw operating businesses. With the divestitures of the dairy business in 2008 and the U.S. fresh bakery business in January 2009,
the Company has significant holdings of cash and short term investments denominated in Canadian and United States currencies 
and will therefore be subject to earnings volatility caused by changes in short term interest rates and U.S. foreign exchange currency
fluctuations. The Company will continue to assess its strategic options for the deployment of the proceeds of these divestitures.

The remaining Weston Foods operating businesses are expected to deliver satisfactory operating performance in 2009 despite
challenging market conditions. Reported earnings will continue to be impacted by volatility in commodity markets. 

Loblaw remains confident in its approach and will continue to focus on making measured progress on its key transformation priorities,
including food renewal, store enhancements, product innovation, infrastructure, and customer value. During 2009, Loblaw will step 
up investments in information technology and supply chain which will increase the associated expense by approximately $100 million.
This investment, coupled with the continuing economic challenges and competitive pressures, are expected to challenge results in 2009.

(1) This outlook should be read in conjunction with the Forward-Looking Statements section of this MD&A on page 5.




