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Safeway Stores Limited
53 weeks ended 4 February 2007

Directors’ report

The Directors have pleasure in presenting their report and the Company’s audited financal
statements for the 53 weeks ended 4 February 2007

Result and dividend

The profit far the period after taxation amounted to £244 2m (2006 £420 8m loss as
restated} The Directors do not propose a dividend (2006 £nil)

Business review and principal activities

The Principal activity of the Company 1s the operation of retall supermarket stores and
associated activities within the United Kingdom The Directors are not aware, at the date of
this report, of any likely major changes in the Company’s activities in the next year

The results for the Company show a pre-tax profit of £247 5m (2006 £485 2m loss as
restated) for the year and sales of £6,391 2m (2006 £6,312 3m as restated)

The Company's ultmate parent company is Wm Mornson Supermarkets PLC

2006/7 was the first year of operating under one brand — Mornsons With new systems and
processes attention was on delivening Mornsons best practice through the Company and on
recovering profitability Targets in this regard were laid out in the Morrisons Group
Optimisation Plan, published in March 2006, and all of these were achieved Total turnover of
£6 4bn was in ine with the previous year - although the reporting penod benefited from an
extra, 53" week, it was disadvantaged by the continuing drag effect of store disposals in the
previous year

For a number of years, food retail pnces have been declining, giving ever greater value to
consumers and reflecting the intense competition in the market In 2006/7, there were reports
of inflation once agatn entering the market, as producers and retailers sought to pass on to
customers the cumulative effect of high energy, commodity and business rates costs Overall,
however, through the whale year, the Company’'s customers patd less for their average
shopping basket than they would have paid the previous year Fuel sales in the past two
years have been heavily affected by high ol pnces These price nises boost sales, but
contribute little to profits, as fuel s a low margin business and the Company seeks to remain
hughly competitive in the marketplace

The stores made good progress In the year, delivering sales growth ahead of the average for
the market as a whole Smaller stores, defined as having less than 25,000 square feet of
selling area performed particularty well, with sales densities up 12% in the year These stores
are not able to carry the full Mornsons range, but can still offer customers our unique Market
Street experience and a comprehensive range of grocery, frozen and household items

Improvements to range selection and merchandising technigues, found ways of delivering
labour efficiency whilst maintaining service levels and taking cost out of the back office
administration After the cost of goods sold, the biggest cost is store wages For a number of
years, wage Inflation has been running ahead of food price inflation, meaning that productivity
improvements are required in order to keep labour ratios to sales on an improving trend In
the penod after the Safeway acquisition, store labour productivity had declined for two years
In 2006/7 1t has started to improve, with sales per labour hour, a key measure for us,
improving by 14% year on year Another significant cost, both in store and throughout the
business, 1s energy Despite energy efficiency improving, the high cost of gas and electricity
In the year had a significant impact on the resuit

A court of Appeal ruling in July 2005 re Debenhams Retail Plc vs Revenue and Customs
Commissioners has changed the way in with the Company records its costs in relation to card
handling services made by another group company The impact of those changes i1s
discussed in Note 18 to the financial statements

14 smaller stores and other properties were disposed of dunng the penod
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Directors’ report (continued)

Future outlook

As a subsidiary of Wm Mornsons Supermarket PLC the Company will benefit from the
implementation of changes resulting from the Mormsons Group business review (announced
on 15™ March 2007) This started with the business analysing feedback from customers,
employees and suppliers to develop a clear picture of 1ssues the business faces and matters
for the business to concentrate on Amongst other things, this will lead to changes to
branding, product ranging and systems, all of which will help make stores more appealing,
efficient and responsive to customer needs

Environment

The Group recognises the importance of its environmental responsibilities, momitors its impact
on the environment and designs and implements policies to reduce any damage that might be
caused by the Group’s activihkes The Company operates in accordance with Group policies,
which are described in the Group’s Annual report and financial statements which do not form
part of this Report Initiatives designed to mimimise the Company's impact on the
environment include safe chsposal of manufacturing waste, recycling and reducing energy
consumption

Employment policy

The Company’s comprehensive employment policies cover recruitment, selection, retention,
remuneration, education, development and equality

Employee involvement

Employees are kept as fully informed as possible about the activities of the business Thisis
achieved through internal publications, communications programmes, notice boards,
briefings, local, regional and nattonal consultative committees

The Company recognises a number of trade unions and has a partnership agreement with
USDAW

The Company encourages employee involvement in the financial performance of the
business through profit share and savings related sharg option schemes

Equal opportunities

Equal opportunities are offered to all, regardless of race, colour, nationalty, religion, sex,
mantal status, disability or age All applicants and employees are treated equally in respect of
recruitment, promotion, traiming, pay and other employment policies and practices  All
decisions are based on ment Reasonable adjustments will be made to accommodate those
with special needs Under no circumstances will discnmination against any individual or
group be tolerated All employees have access to confidentral counselling provided by trained
counsellors as part of our special complaints procedure and occupational health team

The Company 1s conscious of its responsibility to society and to the local community in
particular and we aim to provide employment opportunities which are compatible with work
and family responsibiiies Management 1s required to apply all of the Company’s policies
fully and diligently to ensure that the highest standards are mantained

All employees have access to confidential counselling provided by trained counsellors as part
of our special complaints procedure

The Company 1s conscious of its responsibility to society and to the local community in
particular Management is required to apply all of the Company’s policies fully and diligently
to ensure that the highest standards are maintained
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Directors’ report (continued)

Disabihity

The Group gives {full and far constderation to applications for employment made by people
with disabilities Where an employee becomes disabled whilst in employment, every effort
will be made to look at appropriate and reasonable adjustments and to offer suitable
employment together with assistance n retraiming  The Company's policy 1s to offer equal
opportunity to all disabled applicants and employees who have a disability or who become
disabled during the course of theirr employment in respect of recrutment, career development,
promoticn, training, pay and other employment conditions

Directors and their interests

The Directors who served durning the penod were

M Gunter

B Hutchmson

M Melnyk (Resigned 6 December 2006)
R Owen

R Stott (Resigned 29 September 20086)

R Pennycook

Disclosure of Information to Auditors

The Directors who held office at the date of approval of this Directors’ report confirm that, so
far as they are each aware, there 1s no relevant audit information of which the Company’s
auditors are unaware, and each Director has taken all the steps that he/she cught to have
taken as a Director to make himself/ herself aware of any relevant audit information and to
establish that the Company’s auditors are aware of that infermation

Auditors

In accordance with Sections 385 and 390A of the Companies Act 1985, a resolution to re-
appoint KPMG Audit Plc as auditors and to authorise the Directors to set their remuneration i1s
to be proposed at the forthcoming annual general meeting

By order of the board Registered office
Hilmore House

Gain Lane

K./ Bradford
J Burke BD3 70L
Company Secretary 7 June 2007
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Statement of Directors’ responsibilities in respect of the Directors’
report and the financial statements

The Directors are responsible for preparing the Directors’ Report and the financial statements
in accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year
Under that law the Directors have elected to prepare the financial statements in accordance
with UK Accounting Standards

The financial statements are required by law to give a true and fair view of the state of affairs
of the Company and of the profit or loss of the Company for that period

In preparing these financial statements, the Directors are required to
« select suitable accounting policies and then apply them consistently,
+ make judgments and estimates that are reasonable and prudent,

+ state whether applicable UK Accounting Standards have been followed, subject to
any material departures disclosed and explained in the financiai statements, and

o prepare the financial statements on the going concern basis unless it 15 inappropnate
to presume that the Company will continue 1n business

The Directors are responsible for keeping proper accounting records that disclose with
reasonable accuracy at any time the financial position of the Company and enabie them to
ensure that its financial statements comply with the Companies Act 1985 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of
the Company and to prevent and detect fraud and other irregulanties
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KPMG Audit Pl

1 The Embankment
Newville Street
Leeds

LS1 4DW

United Kingdomn

Independent auditor’s report to the members of Safeway Stores Limited

We have audited the financial statements of Safeway Stores Limited for the 53 weeks ended
4 February 2007 which compnse the Profit and Loss Account, the Balance Sheet and the
related notes These financial statements have been prepared under the accounting policies
set out therein

Thus report 1s made solely to the company's members, as a body, in accordance with section
235 of the Companies Act 1985 Our audit work has been undertaken so that we might state
to the company's members those matters we are required to state to them in an auditor's
report and for no other purpose To the fullest extent permitted by law, we do not accept or
assume responsibility to anycne other than the company and the company's members as a
body, for our audit work, for this repon, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors' responsibilities for prepanng the financial statements in accordance with
applicable law and UK Accounting Standards (UK Generally Accepted Accounting Practice)
are set out In the Statement of Directors' Responsibilities on page 6

Our responsibility 1s to audit the financial statements in accordance with relevant legal and
requlatory requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view
and are properly prepared In accordance with the Companies Act 1985 We also report to you
whether in our opinton the information given in the Directors' Report 1s consistent with the
financial statements

In addition we repoert to you if, In our opinion, the company has not kept proper accounting
records, if we have not receved all the information and explanations we require for our audt,
or if information specified by law regarding directors' remuneraton and other transactions is
not disclosed

We read the Directors' Report and consider the imphications for our report if we become
aware of any apparent misstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test
basis, of evidence relevant to the amounts and disclosures in the financial statements It also
includes an assessment of the significant estimates and judgments made by the directors in
the preparation of the financial statements, and of whether the accounting policies are
appropriate to the company's circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from matenal misstatement,
whether caused by fraud or other irregulanty or error In forming our opinion we also
evaluated the cverall adequacy of the presentation of information in the financial statements




Safeway Stores Limited
53 weeks ended 4 February 2007

Opinion

In our opirion

the financial statements give a true and fair view, in accordance with UK Generally
Accepted Accounting Practice, of the state of the company's affairs as at 4 February
2007 and of its profit for the 53 weeks then ended

the financial statements have been properly prepared in accordance with the
Companies Act 1985, and

the information given in the Directors' Repart 1s consistent with the financial
statements

Keme Adil Ple

KPMG Audit Plc
7 June 2007
Chartered Accountants

Registered Auditor

Leeds
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Accounting policies

Basis of preparation

These separate financial statements which have been prepared under the historc cost
convention and in accordance with applicable accounting standards under UK GAAP, are
presented as required by the Companies Act 1985

The format of the Income statement has been changed to that of a functional style Further
details are provided in note 1

The following accounting policies have been applied consistently in dealing with items which
are considered matenal in relation to the Company’s financial statements

The Directors have chosen not to prepare consolidated financial statements for Safeway
Stores Limited 1n accordance with the provisions of section 228 of the Companies Act 1985
The results of the Company are included in the consolidated accounts of Safeway Limited
and of Wm Mornson Supermarkets PLC

Under FRS 8 the Company 1s exempt from the requirement to disclose related party
transactions with the Wm Morrison Supermarkets plc Group on the grounds that it 1s a wholly
owned subsidiary

Under FRS1 the Company 1s exempt from the requirement to prepare a cash flow statement
on the grounds that Wm Morrisons Supermarkets pic includes the Company in its own
published consolidated financial statements and these are publicly available

FRS 26 “Financial instruments recognition and measurement’ has been applied but does not
have any effect

FRS 29 “Financial instruments  discfosures” comes into effect next year but has no impact on
the Company

Accounting reference date

The accounting penod of the Company ends on the Sunday falling between 29 January and 4 |
February each year

Turnover

Turnover represents the amounts (excluding value added tax) derved from the provision of
goods to customers during the period  All turnover 1s to customers based in the United
Kingdom

Income from suppliers

Supplier iIncentives, rebates and discounts are recognised when all performance criteria have
been met All such payments are offset agamst cost of goods sold

Leases

Leases in which substantially all the nisks and rewards of ownership are retained by the lessor
are classified as operating leases, all other leases are classified as finance leases

a) Finance leases The present value, calculated using the interest rate implicit in
the lease, of the future minimum lease payments 1s included within fixed assets
and financial labiities as an obhgation to pay future rentals Depreciation 1s
provided at the same rates as for owned assets, or over the lease perod if
shorter

Rental payments are apportioned between the finance charge and the
outstanding obligation sc as to produce a constant rate of charge on the
remaining balance
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b) Operating leases Rental payments are taken to the income statement on a
straight line basis over the life of the lease Leases that contain predetermined,
fixed rental increases are accounted for such that the predetermined, fixed rental
Increases are recognised on a straight-line basis over the life of the lease

Property leases are analysed into separate components for land and buldings
and tested to establish whether the components are operating leases or finance
leases Premiums paid for land are treated as a prepayment of an operating
lease rental and recognised on a straight line basis over the iife of the lease

Fixed assets and depreciation

The policy of the Company 1s to provide depreciation at rates which are calculated to write off
the cost less residual value of tangible fixed assets by equal annual tnstalments The rates
applied are

Freehold land 0%

Freehold and long leasehold buildings 25%

Shert lease buldings Over lease period
Plant, equipment and vehicles 15 -33%

Assets under construction 0%

Assets are reviewed for indications of mpairment when events or changes in crcumstances
indicate that their carnang amount may not be recoverable If there are indications then a test
1s performed on the unit affected to assess its recoverable amount against carrying value An
asset impaired 1s written down to the higher of value in use or its farr value less costs to sell

Investments

Investments properties are recorded at cost less accumulated depreciation and any
recognised impairment loss

Investments are reviewed for indications of impairment when events or changes in
circumstances indicate that their carrying amount may not be recoverable If there are
indications then a test 1s performed on the Investment affected to assess its recoverable
amount against carrying value An investment impaired 1s written down to the higher of value
in use or its fair value less costs to sell

Retirement benefits

The Group operates defined benefit and defined contribution schemes A defined contnibution
scheme is a pension scheme under which the Company pays fixed contnbutions into a
separate entity A defined benefit scheme 1s one that 1s not a defined contnbution scheme
Pension benefits under defined benefit schemes are defined on retirement based on age at
date of retrement, years of service and either the employee’s finat compensation package or
career average earnings

The Company operates a defined benefit retirement scheme which is funded by contributions
from the Company and members The defined benefit scheme 1s not generally open to new
members Pension scheme assets, which are held in separate trustee administered funds,
are valued at market rates Pension scheme obligations are measured at discounted present
value and other assumptions as shown in note 14 The operating and financing costs of the
scheme are recognised separately in the proht and loss account in the penod in which they
anse Actuanal gains and losses are recognised immediately in the statement of total
recognised gains and losses

10
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Payments by the Company to the defined contnbution scheme are charged to the profit and
loss account as they anse

Deferred and current taxation

Current tax payable 1s based on the taxable profit for the penod using tax rates enacted or
substantively enacted at the reporting date Taxable profit differs from the profit as reported in
the profit and loss account as it 1s adjusted both for items that will never he taxable or
deductible and temporary iming differences

Deferred tax 1s provided in full on timing differences between the accounting and tax cost
bases that result in an obligation at the balance sheet date to pay more tax, or a nght to pay
less tax, at a future date Deferred tax 1s calculated based on current tax faw and 1s provided
at rates that are expected to apply when the timing differences crystallise Deferred tax assets
are recognised to the extent that it 1s more likely than not that they will be recovered Deferred
tax assets and liabihties are not discounted

Stocks

Stocks are valued at the lower of weighted average cost and net realisable value Cost
compnses purchase price, import duties, rebates and other non-recoverable taxes Stocks are
pnmarily goods for resale

Investments
Investments in subsidiary undertakings are stated at cost less prowvision for impairment.
Capitalisation of interest

The cost of financing property developments pnor to their opening date 1s included in the cost
of the project

11




Safeway Stores Limited
53 weeks ended 4 February 2007

Profit and loss account

Note As restated
53 weeks ended 52 weeks ended
4 February 2007 29 January 2006
£m £m
Turnover 1 6,3912 6,312 3
Cost of sales (6,220 8) (6,709 5)
Gross operating profit / (loss) 1704 (397 2)
Other operating income 30 11
Administration expenses (712) (184 3)
Profit on divestment of assets 3 295 386
Operating profit/(loss) before exceptional operating costs 1317 (137 9)
Exceptional operating costs 3 - (403 9)
Operating profit/{loss) 1317 (541 8)
Income from shares in group undentakings 1154 -
Profit on sale of Joim Venture assets - 525
Net finance income 4 04 41
Profit/(loss}) on ordinary activities before taxation 2475 {485 2)
Tax on profifloss on ordinary activities (33) 64 4
Profit/{loss) for the period 2442 (420 8)

All recognised gains and losses relating to the period and the preceding period anse from
continuing operations and are shown in the profit and loss account or the statement of total

recognised gains and losses

The restatement in the prior year 1s explained in note 18 to the financial statements

Statement of total recognised gains and losses

As restated

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m
Profit/{loss) for the financial year 244 2 (420 8}
Actuanal gan / (loss) recognised in the pension scheme {note 14) 1270 {36 4)
Deferred tax there on (note 14) (38 1) 109
Total recognised gains and losses relating to the financial year 3331 (446 3}
Pnor year adjustment {note 18) - 200 5
Total recognised gains and losses 33341 (245 8)

12
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Balance sheet

4 February 2007

Note As restated
2007 2006
£m £m
Fixed assets
Tangible assets 7 2,974 2 3,067 9
Investment in subsidianes 8 3551 3551
3,3293 34230
Current assets
Stocks 9 146 8 1416
Debtors 10 414 998 4
188 2 1,140 0
Creditors amounts falling due within one year 11 (1,236 3) (2,447 3)
Net current habilities (1,048 1) (1,307 3)
Total assets less current habilities 2,2812 21157
Creditors amounts falling due after more than one year 12 (1,155 2) {1,161 8)
Provisions for liabilities and charges 13 (195 1) {229 8}
Net assets excluding pension habilities 9309 7241
Pension liabilities 14 {90 6} (216 9)
Net assets including pension habilities 8403 507 2
Caprtal and reserves
Calted-up share capital 15 2295 2285
Profit and loss account 16 6108 2777
Equity shareholders’ funds 17 8403 507 2

The accounting policies on pages 9 to 11 and notes on pages 14 to 23 form part of these
financiat statements

The 2006 comparatives have been restated, for further details see note 18

These financial statements were approved by the board of Directors on 7 June 2007
and were oh s behalf by

R Pennycook

Director

13
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Notes to the financial statements

1. Turnover

As restated

53 weeks ended 52 weeks ended
4 February 2007 23 January 2006

£m £m
Supermarket takings 6,373 2 6,293 6
Income from concessions 171 16 8
Ciher turnover 09 19
Turnover 6,381 2 6,312 3

Restatement of Income Statement

The format of the iIncome statement has been changed to that of a functional style that 1s
consistent with the key competitors in the Food and Drug Retaill Sector sector  The practice
In the Retail sector 1s to show Cost of Sales and a subtotal of Gross Profit The cost of
operating Mornsons integrated manufacturing businesses are considered as part of the cost
of sales of the retail business and have been incorporated within the Cost of Sales in this new
format The impact of this change s that

= Operating profit remains unchanged
= Raw matenals are subsumed into cost of sales

=  Staff costs, mparrment and depreciation spiit between cost of sales and
administrative expenses as appropriate

2. Staff numbers and costs
The average number of persons employed by the Cempany dunng the period was as follows

Number of employees

2007 2006

Full time 21,470 30,248
Part ime 36,228 45,562
56,698 75,810

The aggregate payroll costs of these persons were as follows

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m

Wages and salares 5743 7595
Secal secunty costs 398 514
Redundancy costs (note 3) - 755
Other pension costs 238 346
6379 9210

Dunng the penod no emoluments of the Directors have been allocated to Safeway Stores
Limited Details of the emoluments and accrued benefits under defined benefit pension
schemes that the Directors received for the 53 week perod to 4 February 2007 from its
ulimate parent company Wm Mornison Supermarkets PLC are disclosed in those accounts

14
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3. Exceptional items

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m

Operating exceptional items
Redundancy cosls (included in cost of sales) - 755
Cther payroll costs (included in cost of sales) - 1086
Divestment costs (included in cost of sales) - 110
Store conversion costs {included in cost of sales) - 136 4
Impairment of fixtures and fitings (included m administration expenses) - 127 6
Impairment of stores and depots to be closed (included in administration
expenses) - 42 8

- 4039

The current pertod profit on divestment of assets of £29 5m (2006 £38 6m) relates to 14
smalter stores and other administraticn and distnbution property no longer required to support
the business as part of the enlarged Mornsons Group

The pnor year's exceptional items relate to the 219 stores converted from the Safeway format
to Mornisons, 256 stores (including 30 joint venture properties with BP) were disposed of and
a number of administration and distnbution functions erther closed or merged The resulting
costs, and profits and losses on disposal of properties, are included with integration costs
Any impact on trading is included within cperating profit

4. Net finance income

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m
interest payable
Short term bank loans and overdrafts repayable within five years (0 3) (4 0)
Finance charges payable on finance leases 0 4) (0 5)
Inter company loan interest (3 3) -
Other finance cost a7 (22)
87) 67)
Interest recevable
Bank interest recewvable 10 66
Other finance income {note 14) 66 -
Interest capitahsed on freehold and long leasehold developments 15 42
91 108
Net finance income 04 41

Interest costs relating to the financing of freehold and long leasehold develcpments are
capitalised at the weighted average cost of the related borrowings up to the date of
completion of the project

15
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5. Profit/{loss) on ordinary activities before taxation

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m
Profit /(loss) on ordinary activibies before taxation 1s stated after charging
Depreciation of tangible fixed assets 153.2 1736
Hire charges under operating leases
- Plant and equipment 24 44
- Property 23.8 47 8
Auditors’ remuneration 0.1 o1

Fees paid to the auditors in relation to non-audit services were borne by the Mornsons Group

6. Taxation
Analysis of charge 1n period

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m
Current taxation
UK carporation tax at 30% (2006 30%) 64 -
Adjustment in respect of prior penods 01 35
65 35
Deferred taxation
Ongination / reversal of iming differences 278 619)
Adjustment in respect of prior penods (31 0) {6 0)
(32) {69 9)
33 {64 4)

The deferred tax credit (excluding the movement reflected in the STRGL) includes a charge of
£16 0m (2006 crecht of £10 9m) relating to the movement on the pension deferred tax asset
The pension deferred tax asset 15 deducted from the net pension liability on the balance

sheet

On the 21% March it was announced that the rate of corporation tax will be changing from
30% 10 28% The calculations in the statutory account accounts are based on the rates
applicable at the balance sheet date and does not reflect the change in tax rate which s
anticipated to become effective as of 1 Apnl 2008 as it 1s not yet considered to be
substantively enacted The impact of the change of the corporation tax rate 1s anticipated to
be an increase of £15 6m in the deferred tax credit in these financiat statements

16
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The current taxation charge differs from the standard rate of UK corporation tax due to the

following factors

As restated

53 weeks ended 52 weeks ended
4 February 2007 29 January 2006

£m £m
Profit /(loss) before tax 247 5 (485 2)
Tax on loss on ordinary activities at 30 % (2006 30%) 743 (145 5)
Expenses not deductible for tax purposes 108 554
Non-qualfying (profitytoss on dispesals {16 7) (53 4)
Capitalised interest {0 5) {13)
Diaidend income not taxed {(337) -
Group rehef not paid for - 859
Short term timing differences {27 8) 589
Adjustments tc tax charge in respect of previous penods 01 35
Resuluing current tax charge for the penod 65 35
7. Tangible fixed assets
Land and bulldings
Plant,
Long Short  equipment
Freehold leasehold leasehold and vehicles Total
£m £m £m £m £m
Cost
At 29 January 20086 3,127 3 2614 109 14 1,067 6 4,565 4
Reclassifications (108 3) (0 6) (11) 1100 -
Additions 504 22 16 157 699
interest capitalised 15 - - - 15
Group transfers 1119 - - 127 124 6
Disposals {183 3) (80) (21 9) (206 9} {420 1)
At 4 February 2007 2,9995 2550 877 999 1 43413
Accumulated depreciation
At 29 January 2008 489 4 638 501 894 4 1,497 5
Reclassifications (32 5) (56) a7 398 -
Charge for penod 588 61 26 857 1532
Group transfers 84 - - 96 180
Disposals (76 5) (80) (10 2) (206 9) (301 8}
At 4 February 2007 447 6 56 1 408 8226 1,367 1
Net book value
At 4 February 2007 2,551.9 196 9 459 176 5 29742
At 29 January 2006 26379 197 8 590 1732 3,067 &

17
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Freehold land included In the total cost above amounts to £1,197 1m (2006 £1,160 7m)

At 4 February 2007, the net book value of tangible fixed assets included £5 3 million of leased

plant, equipment and vehicles (2006 £7 4 million} The depreciation charged in respect of
leased plant, equipment and vehicles during the pencd amounted to £2 1 miion (2006 £2 1
milhion)

Interest capitalised on freehold and long leasehold developments included in additions dunn
the penod amounted to £1 5 milion {2006 £4 2 milion) The cumulative amount of interest
capitalised in the total cost above amounts to £150 4 midbon (2006 £148 9 million)

8 Investments

g

£m
Cost
At 29 January 2006 and 4 February 2007 458 0
Provision for impairments
At 29 January 2006 and 4 February 2007 (102 9)
Net book amount at 29 January 2006 and 4 February 2007 3551
The provision of £102 9m (2006 £102 9m) relates to the company’s investment in Safeway
Stores (Ireland) Limited
The Company's pancipal subsidiary 1s Safeway (Overseas) Limited This 1s a wholly owed
subsidiary registered in England and Wales The Company trades in Gibraltar as a grocery
retailler
in addition to the above the Company has a number of other subsidiary companies,
particulars of which will be annexed to the next annual return of the Company
9 Stocks
There 1s no significant difference between the balance sheet value and replacement cost of
stocks All stocks are goods held for resale
10. Debtors
2007 2006
£m £m
Trade debtors - 02
Amounts owed by group undertakings 258 960 8
Other debtors - 10
Prepayments and accrued income 156 364
414 998 4

The amounts owed by Group undertakings are non-interest bearnng

18
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11. Creditors. amounts falling due within one year

As restated

2007 2006
£m £m
Bank loans and overdrafls - 03
Trade creditors 705 a0 2
Amounts owed 1o group undertakings 1,084 5 22287
Corporation tax 64 267
Other taxes and social secunty - 17 4
Other creditors 5.0 52 2
Finance leases obligations 24 24
Accruals and deferred income 67 5 294
1,236 3 2,447 3
Amounts owed to group undertakings in 2006 was previously stated as £2,448 5m Further
detalls relating to this adjustment are shown in note 18
12. Creditors: amounts falling due after more than one year
2007 2006
£m £m
Amounts due to parant company 1,150 0 1,1500
Term loans 20 37
Finance lease obligations 32 81
1,155.2 1,1618
The amounts owed to Group undertakings are non-interest bearing
13. Provisions for liabilities and charges
Restructurning ri';?gi:g Deferred tax Total
£m P ! £ £m £m
m
At 29 January 2006 537 574 1187 2298
Charged {credited) to profit and loss
account - 369 (192) 177
Utiised in penod (39 6) {17 5) - (57 1)
Unwinding of discount - 47 - 47
At 4 February 2007 141 815 995 1951
The deferred tax lability can be analysed as follows
2007 2006
£m £m
Accelerated capital allowances 1086 148 7
Other timing differences {9 1) {30 0}
99 5 1187
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14, Pension scheme
Defined benefit scheme

The Company operates a pension scheme providing benefits based on final pensionable pay

The assets of the scheme are held in a separate trustee administered fund The latest full

actuaral valuation was carned out at 1 Apnl 2004 and was updated for FRS 17 purposes to 4

February 2007 and 29 January 2006 by a qualfied independent actuary
Assumptions

The major assumptions used in this valuation to determine the present value of the scheme’s

habilities were as follows

2007 2006 2005
Rate of increase in salanes 4 25% 425% 425-525%
Rate of increase n pensions in deferred pensions 320% 3 00% 300%
Discount rate applied to scheme habilities 5 00% 4 75% 525%
Inflation assumption 3 20% 3 00% 300%
Assumptions regarding future mortalty expenence are set based on advice in accordance
with pubhshed statistics The current mortality table used 1s PA92 C2020
The major assumptions used to determine the expected future return on the scheme's assets,
were as follows
Scheme assets long term rate of return 2007 2008 2005
Equities 7 00% 7 00% 7 00%
Bonds 500% 4 25% 5 00%
Property 6 00% 7 00% 7 00%
Cash 525% 4 50% 475%
Valuations
The fair value of the schemes assets, which are not intended to be realised tn the short term
and may be subject to significant change before they are realised, and the present value of
the scheme's habilities which are denved from cash flow projections over long penods and are
inherently uncertain, were as follows
2007 2006 2005
£m £m £m
Equities 9222 9408 7541
Bonds 1783 1771 152 4
Property 2251 533 125
Cash 843 614 717
Total market value of assets 1,4099 1,2326 9907
Present value of scheme habilities {1,539 3) (1,542 4) (1,295 1)
Deficit in the scheme - pension iability (129 9) (309 8) (304 4)
Reiated deferred tax asset 388 929 913
Net pension hability {90 8) (216 9) {213 1)

The movement in the deficit duning the penod was as follows
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Movement in the deficit during the period: 2007 2006 2005
£m £m £m
Deficit in the scheme ai beginning of penod {309 8) (304 4) (229 6)
Current service cost (227) (32 1) {35 2)
Contnbutions 697 67 2 393
Past service costs (0 2) {19 {13)
Other finance income / (costs) 66 22 34)
Actuanal gain / {loss) 1270 (36 4) (74 2)
Deficit in the scheme at the end of the penod {129 4) (309 8} (304 4)
Profit and loss account impact
The following amounts have been charged in arriving at 2007 2006 2005
operating profit in respect of pension costs £m £m £m
Current service cost (22 7) (32 1) (35 2)
Past service cost (0 2) (19 (13)
(22 9) (34 0) (36 5)
The following amounts have been included in other 2007 2006 2005
finance income/(cost) £m £m £m
Expected return on pension scheme assets 810 660 510
Interest on pension scheme llabilihes (74.4) (68 2) (54 4)
66 (22) (34
Analysis of amounts recognised in the statement of total recognised gains and losses
The amounts included in the stalement of total recognised 2007 2006 2005
gains and losses were £m £m £m
Actual retum less expected retum on scheme assets 61.9 1315 52 4
Expenence gains and losses ansing on scheme habilities 26.5 32 (38 1)
Changes in assumptions underying the present value of
scheme habilities 38.6 (171 1) (88 5)
Actuanal gain / (loss} recognmised in STRGL 127.0 {36 4) (74 2)
History of experience gains and losses
The history of expenience gains and losses 1s as follows 2007 2006 2005 2004
£m £m £m £m
Difference between the expected and actual return on scheme
assets
- Amount 619 1315 524 598
- Percentage of scheme assets 4 4% 10 7% 52% 7 0%
Expenence gains and losses on scheme habilities
- Amount 26.5 32 (38 1) -
- Percentage of present value of scheme liabilihes 17% 02% 28% -
Effects to changes in the demographic and financial
assumplions underlying the present value of the scheme
habilties
- Amount 386 (171 1) (88 5) {146 3)
- Percentage of present value of scheme liabilities 25% (11 1)% 6 8% 13 5%
Total amount recognsed in STRGL
- Amount 127 0 (36 4) {74 2) {86 5)
- Percentage of present value of scheme liabiliies 8 3% (2 4)% (5 M% (8 0%
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15. Called up share capital

2007 2006
£m £m
Authornsed
250,000,000 ordinary shares of £1 each 2500 250 ¢
Allotted, called up and fully paid
229,536,776 ordinary shares of £1 each 2295 2295
16 Profit and loss account
As restated
2007 2006
£m £m
A1 start of penod as previously stated 579 5235
Pnor year adjustment (see note 18) 2198 2005
At start of penod as restated 2777 724 0
Profit / (loss) for the financial penod 2442 (420 8)
Actuanal gain/(loss) recognised in the pension scheme 127 ¢ (36 4)
Tax ansing on actuanal {(gains)/ loss (38 1) 109
At 4 February 2007 6108 2777
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17. Reconcilhiation of movements 1n shareholders’ funds

As restated

2007 2006

£m £m

Retamned profit / (loss) for the penod 244 2 (420 8)
Other recogrused gains and losses 889 (25 5)
Net increase/(reduction) in shareholders’ funds 3331 (446 3)
Opening shareholders’ funds as previcusly stated 287 4 75630
Pnor year adjustment (see note 18) 2198 2005
Opening sharehelders funds as restated 507 2 9535
Closing sharehotders’ funds 8403 507 2

18 Prior year adjustment

The Profit and loss account was restated for 2006 due to the fact that in previous years, a
fellow group company (Safeway Stores (Card Services) Limited) accounted for revenues and
costs in relation to card handling services associated with retail sales made by Safeway
Stores Limited The contract law position regarding such arrangements was clanfied by a
legal case — Debenhams Retall PLC v Revenue and Customs Commuissioners, which
examined a similar arrangement The Directors have reconsidered the accounting treatment
previously adopted by the Company in ight of this clanfication and have concluded that it 1s
more appropnate for the Company to record these revenues and costs, rather than Safeway
Stores (Card Services) Limited, on the basis that the transactions are for the account of
Safeway Stores Limited The revised accounting treatment has been adopted in these
accounts and the adjusted figures for 2006 have been restated accordingly

The effect of this pnior year adjustment 1s to increase the net assets of the Company as at 29
January 2006 to £507 2m (£287 4m previously stated) The impact on the profit and loss
account is as follows

As previously

slated Restatement As restated
£m £m £m

Tumover 6,286 5 258 63123
Administration expenses {177 8) (6 5) {184.3)
Operating loss post exceptional items (561 1) 123 (541 7)
Loss for the penod (440 1) 193 (420 8)
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19. Operating lease commitments

The Company's aggregate mintmum annual rentals under non-cancellable leases inclusive of
unconditional future obhgations are as follows -

Property Property

2007 2006

£m £m

Operating leases which expire

Within one year 05 02

Within two to five years 06 22
After five years 239 2686 .
250 290 !

20. Guarantees and other financial commitments

The Company 1s party to a Group-wide guarantee comprising a net-off and/or set-off
arrangement 1n connection with its bank facilities

21. Ultimate holding company

The smallest group in which the results of the Company are consolidated I1s that headed by
Safeway Limited whtich 1s incorporated in Great Britain and registered in England and Wales
Copies of the financial statements of Safeway Limited are available from the address below

The largest group n which the resulis of the Company are consohdated i1s that headed by Wm
Mornson Supermarkets PLC which 1s incorporated in Great Bnitain and registered in England
and Wales

Copies of the financial statements of Wm Mornson Supermarkets PLC are available from

The Company Secretary

Wm Mornson Supermarkets PLC
Hilmore House

Gamn Lane

Bradford

BD3 7DL
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