
The fair value of the equity forwards, which approximated carrying value, was estimated by multiplying the number of the Company’s
common shares outstanding under the equity forwards by the difference between the market price of its common shares and the average
forward price of the outstanding forwards at year end. 

2006 2005

Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value

Long term debt liability $ 4,239 $ 4,798 $ 4,355 $ 5,027
Interest rate swaps net liability $ – $ (15) $ – $ (11)

Counterparty Risk The Company may be exposed to losses should any counterparty to its financial derivative agreements fail to fulfill 
its obligations. The Company has sought to minimize potential counterparty risk and losses by conducting transactions for its derivative
agreements with counterparties that have at minimum a long term A credit rating from a recognized credit agency and by placing risk
adjusted limits on its exposure to any single counterparty for its financial derivative agreements. The Company has internal policies, controls
and reporting processes which require ongoing assessment and corrective action, if necessary, with respect to its derivative transactions. 
In addition, principal amounts on cross currency basis swaps and equity forwards are each netted by agreement and there is no exposure 
to loss of the original notional principal amounts on the interest rate swaps and equity forwards. 

Credit Risk The Company’s exposure to credit risk relates to the Company’s cash equivalents and short term investments, PC Bank’s
credit card receivables and accounts receivable from franchisees, associates and independent accounts. 

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. This risk is mitigated by established 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. 

Credit risk from PC Bank’s credit card receivables and receivables from franchisees, associates and independents 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 and 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. Accounts receivable from 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. 

Note 21. Contingencies, Commitments and Guarantees 

The Company is involved in and potentially subject to various claims by third parties arising out of the normal course and conduct of 
its business including, but not limited to, product liability, labour and employment, regulatory and environmental claims. In addition, 
the Company is involved in and potentially subject to regular audits from federal and provincial tax authorities relating to income, capital 
and commodity taxes and as a result of these audits may receive assessments and reassessments. 

Although such matters cannot be predicted with certainty, management currently considers the Company’s exposure to such claims 
and litigation, to the extent not covered by the Company’s insurance policies or otherwise provided for, not to be material to these
consolidated financial statements. 
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There are various operating leases that have been committed to. Future minimum lease payments relating to these operating leases 
are as follows:

Payments due by year

Thereafter 2006 2005
2007 2008 2009 2010 2011 to 2049 Total Total

Operating lease payments $ 190 $ 178 $ 156 $ 134 $ 114 $ 720 $ 1,492 $ 1,637
Expected sub-lease income (40) (34) (30) (24) (17) (43) (188) (203)

Net operating lease payments $ 150 $ 144 $ 126 $ 110 $ 97 $ 677 $ 1,304 $ 1,434

At year end, the Company has committed approximately $153 (2005 – $264) with respect to capital investment projects such as the
construction, expansion and renovation of buildings and the purchase of real property. 

The Company establishes standby letters of credit used in connection with certain obligations mainly related to real estate transactions 
and benefit programs. The aggregate gross potential liability related to these standby letters of credit is approximately $221 (2005 – $143).
Other standby letters of credit related to the financing program for the Company’s independent franchisees and securitization of PC Bank’s
credit card receivables have been identified as guarantees and are discussed further in the Guarantees section below. 

Guarantees The Company has provided to third parties the following significant guarantees as defined pursuant to Accounting Guideline 14,
“Disclosure of Guarantees”: 

Standby Letters of Credit A standby letter of credit for the benefit of an independent trust with respect to the credit card receivables
securitization program of PC Bank has been issued by a major Canadian chartered bank. This standby letter of credit could be drawn upon 
in the event of a major decline in the income flow from or in the value of the securitized credit card receivables. The Company has agreed 
to reimburse the issuing bank for any amount drawn on the standby letter of credit. The Company believes that the likelihood of this
occurrence is remote. The aggregate gross potential liability under this arrangement, which represents 9% (2005 – 9%) on a portion 
of the securitized credit card receivables amount, is approximately $68 (2005 – $91) (see Note 11). 

A standby letter of credit has been issued by a major Canadian chartered bank in the amount of $44 (2005 – $42) for the benefit of 
an independent funding trust which provides loans to the Company’s franchisees for their purchase of inventory and fixed assets, mainly
fixturing and equipment. The amount of the standby letter of credit is equal to approximately 10% of the principal amount of the loans
outstanding at any point in time. In the event that an independent franchisee defaults on its loan and the Company has not, within 
a specified time period, assumed the loan or the default is not otherwise remedied, the independent funding trust may assign the loan 
to the Company and draw upon this standby letter of credit. The Company has agreed to reimburse the issuing bank for any amount 
drawn on the standby letter of credit. 

Lease Obligations In connection with historical dispositions of certain of its assets, the Company has assigned leases to third parties. 
The Company remains contingently liable for these lease obligations in the event any of the assignees are in default of their lease obligations.
The estimated amount for minimum rent, which does not include other lease related expenses such as property tax and common area
maintenance charges, is $111 (2005 – $138). 

2006 Financial Report Loblaw Companies Limited 75



Indemnification Provisions The Company from time to time enters into agreements in the normal course of its business, such as 
service and outsourcing arrangements and leases, in connection with business or asset acquisitions or dispositions. These agreements 
by their nature may provide for indemnification of counterparties. These indemnification provisions may be in connection with breaches 
of representation and warranty or with future claims for certain liabilities, including liabilities related to tax and environmental matters. 
The terms of these indemnification provisions vary in duration and may extend for an unlimited period of time. Given the nature 
of such indemnification provisions, the Company is unable to reasonably estimate its total maximum potential liability as certain
indemnification provisions do not provide for a maximum potential amount and the amounts are dependent on the outcome of future
contingent events, the nature and likelihood of which cannot be determined at this time. Historically, the Company has not made 
any significant payments in connection with these indemnification provisions. 

Legal Proceedings Subsequent to year end, the Company was served with an action brought by certain beneficiaries of a multi-employer
pension plan in the Superior Court of Ontario. In their claim against the employers and the trustees of the multi-employer pension plan,
the plaintiffs claim that assets of the multi-employer pension plan have been mismanaged. The Company is one of the employers affected

by the action. One billion dollars of damages are claimed in the action against a total of 17 defendants. In addition, the plaintiffs are 
seeking to have a representative defendant appointed for the employers of all the members of the multi-employer pension plan. The action 
is framed as a representative action on behalf of all the beneficiaries of the multi-employer pension plan. The action is at a very early 
stage and the Company intends to vigorously defend it. Statements of Defence have not yet been filed.

Note 22. Related Party Transactions 

The Company’s majority shareholder, George Weston Limited and its affiliates (“Weston”), other than the Company, are related parties. 
It is the Company’s policy to conduct all transactions and settle all balances with related parties on market terms and conditions. Related
party transactions include: 

Inventory Purchases Purchases of inventory from related parties for resale in the distribution network represented approximately 3%
(2005 – 3%) of the cost of sales, selling and administrative expenses. The intercompany payable relating to this inventory, outstanding at
year end, is recorded in accounts payable and accrued liabilities.

Cost Sharing Agreements Weston has entered into certain contracts with third parties for administrative and corporate services, including
telecommunication services and information technology related matters on behalf of the Company. Through cost sharing agreements that
have been established between the Company and Weston concerning these costs, the Company has agreed to be responsible to Weston for
its proportionate share of the costs incurred on its behalf. Payments by the Company pursuant to these cost sharing agreements were
approximately $25 (2005 – $22). 

Real Estate Matters The Company leases certain properties from an affiliate of Weston, namely office space for approximately $4 
(2005 – $4). During 2006, the Company purchased from an affiliate of Weston a property designated for future development for
consideration of $8, which was prepaid in accordance with a former ground lease between the parties.

Borrowings/Lendings The Company, from time to time, may borrow from or may lend to Weston on a short term basis at commercial paper
rates. There were no such amounts outstanding as at year end. 

Income Tax Matters From time to time, the Company and Weston and its affiliates 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 did not have any material impact on the Company. 
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