
The loans payable of $124 (2005 – $126) represent financing obtained by eligible independent franchisees through a structure involving
independent trusts to facilitate the purchase of the majority of their inventory and fixed assets, consisting mainly of fixturing and
equipment. The loans payable, which have an average term to maturity of 8 years (2005 – 7 years), are due and payable on demand
under certain predetermined circumstances and are secured through a general security agreement made by the independent franchisees
in favour of the independent funding trust. Interest is charged on a floating rate basis and prepayment of the loans may be made 
without penalty. The independent funding trust within the structure finances its activities through the issuance of short term asset-backed 
notes to third-party investors. As disclosed in Note 21, a standby letter of credit has been provided by a major Canadian chartered 
bank for the benefit of the independent funding trust equal to approximately 10% of the total principal amount of the loans outstanding 
at any point in time. The Company has agreed to reimburse the issuing bank for any amount drawn on the standby letter of credit.
In the event of a default by an independent franchisee the independent funding trust may assign the loan to the Company and draw

upon the standby letter of credit. No amount has ever been drawn on the standby letter of credit. 

Capital lease obligations of $32 (2005 – nil) are included in the consolidated balance sheet as at year end. The capital lease obligations
are related to equipment of the third-party VIE that provides distribution and warehousing services. The amount due within one year 
is $4 (2005 – nil).

Note 17. Other Liabilities 

2006 2005

Accrued benefit plan liability (note 15) $ 173 $ 153
Stock-based compensation (note 19) 17 13
Unrealized equity forwards payable (note 20) 13 –
Restructuring and other charges (note 4) 21 25
Goods and Services Tax and provincial sales tax (note 5) 14 16
Other 76 64

$ 314 $ 271

Note 18. Common Share Capital (authorized – unlimited) 

The changes in the common shares issued and outstanding during the year were as follows: 

2006 2005

Number of Common Number of Common
Common Share Common Share

Shares Capital Shares Capital

Issued and outstanding, beginning of year 274,054,814 $ 1,192 274,255,914 $ 1,192
Issued for stock options exercised (note 19) 118,750 4 25,000 1
Purchased for cancellation – – (226,100) (1)

Issued and outstanding, end of year 274,173,564 $ 1,196 274,054,814 $ 1,192

Weighted average outstanding 274,066,885 274,183,823
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Normal Course Issuer Bids (“NCIB”) During 2006, the Company purchased for cancellation nil of its common shares (2005 – 
226,100 for $16). 

The Company intends to renew its NCIB to purchase on the Toronto Stock Exchange or enter into equity forwards to purchase up to 5% 
of its common shares outstanding. The Company, in accordance with the rules and by-laws of the Toronto Stock Exchange, may purchase 
its shares at the then market price of such shares.

Note 19. Stock-Based Compensation ($, except where otherwise indicated)

The Company maintains various types of stock-based compensation plans, which are described below. 

The Company’s net stock-based compensation cost recognized in operating income related to its stock option plan and the associated equity
forwards and the restricted share unit plan was as follows: 

($ millions) 2006 2005

Stock option plan income $ (11) $ (35)
Equity forwards loss (note 20) 32 71
Restricted share unit plan expense 16 7

Net stock-based compensation cost $ 37 $ 43

Stock Option Plan The Company maintains a stock option plan for certain employees. Under this plan, the Company may grant options 
for up to 20.4 million common shares; however, the Company has set a guideline which limits the number of stock option grants to a
maximum of 5% of outstanding common shares at any time. Stock options have up to a seven-year term, vest 20% cumulatively on each
anniversary date of the grant and are exercisable at the designated common share price, which is 100% of the market price of the Company’s
common shares on the last trading day prior to the effective date of the grant. Each stock option is exercisable into one common share 
of the Company at the price specified in the terms of the option, or option holders may elect to receive in cash the share appreciation value
equal to the excess of the market price at the date of exercise over the specified option price. 

During 2006, the Company granted 189,354 (2005 – 2,247,627) stock options with a weighted average exercise price of $55.30 (2005 –
$69.73) per common share under its existing stock option plan, which allows for settlement in shares or in the share appreciation value 
in cash at the option of the employee. 

In 2006, the share appreciation value of $11 million (2005 – $41 million) was paid on the exercise of 815,403 (2005 – 1,135,221) stock
options. The Company issued 118,750 (2005 – 25,000) common shares on the exercise of stock options and received cash consideration 
of $4 million (2005 – $0.9 million) for which it had recorded a stock-based compensation liability of $0.1 million (2005 – $1 million). 

At year end, a total of 4,084,646 (2005 – 5,305,422) stock options were outstanding, and represented approximately 1.5% (2005 – 1.9%) 
of the Company’s issued and outstanding common shares, which was within the Company’s guideline of 5%. Of the 4,084,646 
(2005 – 5,305,422) outstanding options, 4,043,406 (2005 – 5,151,682) relate to stock option grants that allow for settlement in shares 
or in the share appreciation value in cash at the option of the employee and 41,240 (2005 – 153,740) relate to stock option grants, 
issued prior to December 30, 2001 that will be settled by issuing common shares.

2006 Financial Report Loblaw Companies Limited 71




