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Derivative Instruments
As discussed above, the Company uses over-the-counter derivative instruments to manage certain risks and costs. The fair value of
derivative instruments is subject to changing market conditions which could negatively impact earnings. The Company’s policies and
guidelines prohibit the use of any derivative instrument for trading or speculative purposes. See notes 1 and 27 to the consolidated
financial statements for additional information about the Company’s financial derivative instruments.

Liquidity
Liquidity risk is the risk that the Company cannot meet a demand for cash or fund its obligations as they come due. Liquidity risk 
also includes the risk of not being able to liquidate assets in a timely manner at a reasonable price. 

Should the Company’s financial performance and condition deteriorate or downgrades in the Company’s credit ratings occur, the Company’s
ability to obtain funding from external sources may be restricted. In addition, credit and capital markets are subject to inherent global
risks that may negatively affect the Company’s access and ability to fund its short term and long term debt maturities. The Company
mitigates these risks by maintaining appropriate levels of cash and cash equivalents and short term investments, by actively monitoring
market conditions and by diversifying its sources of funding and maturity profile. 

13. RELATED PARTY TRANSACTIONS

The Company’s majority shareholder, Wittington Investments, Limited (“Wittington”), and its affiliates are related parties. The Company,
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 2008 (2007 – $3 million). It is the Company’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 32 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.

14. 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. Illiquid credit
markets, volatile equity, foreign currency and energy markets and declines in consumer spending have combined to increase the
uncertainty inherent in such estimates and assumptions. As future events and their effects cannot be determined with precision, actual
results could differ significantly from these estimates. Changes in those estimates resulting from continuing changes in the economic
environment will be reflected in the financial statements in future periods.

Inventories
The Company’s inventories are stated at the lower of cost and estimated net realizable value. For its retail store inventories, Loblaw 
is required to make 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 the category 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 will 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.




