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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management's Discussion and Analysis (‘MD&A")
contains commentary from management on the consolidated
financial condition and results of operations of Empire Company
Limited (“Empire” or the “Company”) for the 52 weeks ended
May 3, 2008, as compared to the 52 weeks ended May 5, 2007.
Management also provides an explanation of the Company’s
fourth quarter results, changes in accounting policies, critical
accounting estimates and factors that the Company believes may
affect its prospective financial condition, cash flows and results
of operations. This MD&A also provides analysis of the operating
performance of the Company’s divisions as well as a discussion
of cash flows, the impact of risks and the outlook for the
business. Additional information about the Company, including
the Company's Annual Information Form, can be found on
SEDAR at www.sedar.com.

This discussion and analysis is the responsibility of
management. The Board of Directors carries out its responsibility
for review of this disclosure principally through its Audit

Forward-Looking Information

This discussion contains forward-looking statements which
reflect management'’s expectations regarding the Company’s
objectives, plans, goals, strategies, future growth, results

of operations, performance and business prospects and

opportunities. These forward-looking statements include the

following items:

» Sobeys’ expectation that there will not be a material adverse
impact on its business as a result of global disruption in
the market for third-party Asset-Backed Commercial Paper
(“ABCP”) liquidity, and its belief that it has sufficient credit
facilities to satisfy its financial obligations;

» Sobeys’ expectations that administrative and business
rationalization activities as well as system process initiatives
in the current year and upcoming quarters will have a cost
impact as expected and will provide thereafter annualized
cost reductions, both of which could be impacted by the final
scope and scale of these activities;

» Sobeys’ expectations that the new distribution centre
announced in Ontario and the closures of distribution
centres in Québec will reduce overall distribution costs,
which could be impacted by the number of positions
eliminated at these distribution centres;

» Sobeys’ expectation that sales growth will continue through
2009 could be impacted by market conditions and therefore
may not be realized;

» Management’s belief that the growth rate in residential
lot sales will continue to be impacted by general economic
conditions, particularly in the Western Canada housing
market, with lot sales likely to slow moderately from the
level experienced in fiscal 2008;

Committee, comprised exclusively of independent directors.
The Audit Committee has reviewed and approved this disclosure
and it has also been approved by the Board of Directors.

This discussion and analysis should be read in conjunction
with the audited annual consolidated financial statements of the
Company and the accompanying notes for the 52 weeks ended
May 3, 2008 as compared to the 52 weeks ended May 5, 2007.
The consolidated financial statements and accompanying notes
have been prepared in accordance with Canadian Generally
Accepted Accounting Principles (“GAAP") and are reported
in Canadian dollars.

These consolidated financial statements include the
accounts of Empire and its subsidiaries and variable interest
entities (“VIEs") which the Company is required to consolidate.
Included in the Company’s 2008 Annual Report, on page 106, is
a glossary of terms used throughout this MD&A. The information
contained in this MD&A is current to June 26, 2008, unless
otherwise noted.

» The Company's expectations on future capital spending
for its Real Estate and Food Retailing Divisions, which could
be impacted by the availability of labour, capital resource
allocation decisions, as well as general economic and

market conditions;
» The Company's expectation that certain real estate property

held by ECL Properties can be successfully redeveloped or
leased up to the point where such property can be offered
for sale to Crombie REIT and if refused by Crombie REIT,
then offered to a third party;

» The Company's expectations regarding the purchase of
168,200 Series 2 Preferred Shares for cancellation by
the end of calendar 2008 could be impacted by market
conditions and availability of sellers;

» Management's expectations that funded debt to capital
ratio will decline in fiscal 2009 as a result of equity growth
and plans to generate free cash flow which will be used to
reduce bank debt;

» The Company's expectations that its capital resources
and liquidity position will meet its capital and liquidity
requirements over the next year;

» The Company's expectations relating to pending tax matters
with Canada Revenue Agency (“CRA") and provincial tax
authorities, which could be determined differently by CRA.
This could cause the Company’s effective tax rate and its
earnings to be affected positively or negatively in the period
the matter is resolved; and

» The Company's expectations that the adoption of accounting
standards relating to increased disclosure in financial
statements will not have a significant impact on the
Company’s financial statements disclosure.
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Forward-looking statements are typically identified by words or
phrases such as “anticipates’, “expects’, “believes’, “estimates”,
‘intends” and other similar expressions. These statements are
based on management'’s assumptions and beliefs in light of the
information currently available to them. These forward-looking
statements are subject to inherent uncertainties, risks and other
factors that could cause actual results to differ materially from
such statements. These uncertainties and risks are discussed
in the Company’s materials filed with the Canadian securities
regulatory authorities from time to time, including those
discussed in the Risk Management section of this MD&A.

Non-GAAP Financial Measures

There are measures included in this MD&A that do not have
a standardized meaning under Canadian GAAP. Management
includes these measures because it believes certain investors

Empire’s Strategic Direction

Management’s primary objective is to maximize the long-term
sustainable value of Empire through enhancing the worth of the
Company's net assets and in turn, having that value reflected in
Empire’s share price. This is accomplished through direct
ownership and equity participation in businesses that
management believes have the potential for long-term growth
and profitability.

As an outcome of its strategic review session, the Company
is resolved to clearly focus on its core strengths in food retailing
and related real estate while continuing to direct its energy and
capital towards growing the long-term sustainable value of each
of its core operating businesses. While these respective core
businesses are well established and profitable in their own right,
the diversification they offer Empire by both business line and
by market area served is considered by management to be an
additional source of strength. Together, these core businesses

Overview of the Business

Empire’s key businesses include food retailing, real estate,

and investments and other operations. Food retailing is carried
out through wholly-owned Sobeys Inc. (“Sobeys”). The real
estate business is carried out through a wholly-owned operating
subsidiary ECL Properties Limited (“ECL"), which includes a
100 percent ownership interest in ECL Developments Limited
(“ECL Developments”), as well as a 35.7 percent ownership
interest in Genstar Development Partnership and a 43.3 percent
interest in Genstar Development Partnership Il (collectively
referred to as “Genstar”) and a 47.8 percent ownership interest
in Crombie REIT. The results of Sobey Leased Properties

When relying on forward-looking statements to make
decisions, the Company cautions readers not to place undue
reliance on these statements, as a number of important
factors could cause actual results to differ materially from
any estimates or intentions expressed in such forward-looking
statements. The Company does not undertake to update any
forward-looking statements that may be made from time to
time by or on behalf of the Company, other than as required
by Canadian security regulations.

use these measures as a means of assessing relative financial
performance. Additional information relating to non-GAAP
financial measures is provided at the end of this document.

reduce risk and volatility, thereby contributing to greater
consistency in consolidated earnings growth over the long-term.
Going forward, the Company intends to continue to direct its
resources towards the most promising opportunities within
these core businesses in order to maximize long-term
shareholder value.

In carrying out the Company'’s strategic direction, Empire
management defines its role as having four fundamental
responsibilities: first, to support the development and execution
of sound strategic plans for each of its operating companies;
second, to regularly monitor the development and the execution
of business plans within each operating company; third, to
ensure that Empire is well governed as a public company; and
fourth, to prudently manage its capital in order to augment the
growth in its core operating businesses.

Limited (“SLP”) until April 22, 2008 were consolidated under
real estate business; results after April 22, 2008 were reported
under Sobeys. Corporate investment activities and other
operations includes wholly-owned ETL Canada Holdings Limited
(“Empire Theatres”); Kepec Resources Limited (‘Kepec”), a joint
venture with APL Oil and Gas Limited, which has ownership
interests in various oil and gas properties in Alberta; and a

27.6 percent ownership position in Wajax Income Fund (“Wajax”).
With over $14 billion in annual revenue and approximately

$5.7 billion in assets, Empire employs approximately

42,000 people directly and through its subsidiaries.
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Food Retailing

Sobeys conducts business through approximately 1,300 retail
grocery stores (corporately owned and franchised). Empire
owned 100.0 percent of Sobeys at the end of fiscal 2008
compared to a 72.1 percent ownership interest at the end of
fiscal 2007. On June 15, 2007, Empire acquired the outstanding
common shares of Sobeys that it did not already own, achieving
100 percent ownership. See the section entitled “Sobeys
Privatization” on page 32.

Sobeys' strategy is focused on delivering the best food
shopping experience to its customers in the right format,
right-sized stores, supported by superior customer service.

The five distinct store formats deployed by Sobeys to satisfy its
customers’ principal shopping requirements are: full service,
fresh service, convenience service, community service and price
service. Sobeys remains focused on improving the product,
service and merchandising offerings within each format by
realigning and renovating its current store base, while continuing
to build new stores. Sobeys’ six major banners are the primary
focus of these format development efforts: Sobeys, IGA,

IGA extra, Foodland, Price Chopper and Thrifty Foods.

During the fiscal year, Sobeys opened, replaced, expanded,
renovated, acquired and/or converted the banners in 157 stores
(2007 - 150 stores). In fiscal 2008, Sobeys continued to
execute a number of initiatives in support of its food-focused
strategy, including productivity initiatives and business process,
supply chain and system upgrades.

Compliments, Sobeys private label brand, was launched in
fiscal 2005 to contribute to growth of company-wide sales and
profitability and earn a greater share of customers’ food and
grocery shopping requirements. The Compliments brand consists
of three quality tiers: Value, Selection and Sensations. In addition,
Sobeys introduced two sub-brands during fiscal 2006,
Compliments Organics and Compliments balance-équilibre,
an organic and healthy line of products respectively. During
fiscal 2008, Sobeys partnered with The Walt Disney Company
and launched Compliments Junior Disney, a line of nutritious
alternatives for snacks, lunch box ideas and easy-to-prepare
meals for children. At the end of fiscal 2008, Sobeys had
launched approximately 4,800 Compliments products.

Business Process and Information Systems
Transformation and Rationalization Costs

Sobeys continues to make significant progress in

the implementation of system-wide business process
optimization and rationalization initiatives that are designed
to reduce complexity and improve processes and efficiency
throughout Sobeys.

In fiscal 2006, Sobeys began its business process and
information systems transformation plan for the Company by
focusing on the significant opportunity to upgrade information
processing and decision support capabilities and improve

efficiencies in Ontario. The system and processes that were
implemented were developed over several years and were
focused on standardizing and streamlining the “back shop” in
support of the Sobeys’ food-focused strategy. This move allows
Sobeys to leverage technology investments, improve efficiencies
and expects to lower costs over the long-term.

During the third quarter of fiscal 2007, Sobeys completed
the implementation of the system in Ontario. This implementation
supports all aspects of that business including operations,
merchandising, distribution and finance and is an important
enabler of further initiatives in Ontario including a new
distribution facility that was announced on November 21, 2006.

When opened in the first quarter of fiscal 2010, the new
distribution centre, located in Vaughan, Ontario, will utilize
automation technology and is expected to significantly increase
Sobeys’ warehouse and distribution capacity while reducing
overall distribution costs and improving service to its store
network and customers. During the third quarter of fiscal 2007,
Sobeys recognized $5.3 million of severance costs related to
the development of this automated facility. Subsequent to year
end, additional severance costs of approximately $4.6 million
have been incurred related to this automated facility and will
be recognized in the first quarter of fiscal 2009. The new
distribution centre, when opened in fiscal 2010, is expected
to provide annual distribution savings in excess of the costs
incurred in the third quarter and any additional business
rationalization or restructuring costs incurred leading up to
its opening.

A business process and information system transformation
plan, similar to that deployed in the Ontario region, began in
Western Canada during fiscal 2007 and was completed during
the second quarter of fiscal 2008.

In the fourth quarter of fiscal 2007, Sobeys completed the
closure of two small distribution facilities, one in Anjou and one
in the Abitibi region of Québec. Rationalization costs related to
these facilities of $5.6 million were incurred in the fourth quarter
of fiscal 2007. During fiscal 2008, $3.5 million of these costs
were reversed as a result of changes in management's estimate
of the expected costs. It is expected that the annualized savings
associated with this closure will be approximately $5.0 million.

During the third quarter of fiscal 2007, Sobeys completed
a rationalization of administrative functions in Atlantic Canada.
In addition to asset write-offs, in excess of 100 people were
impacted by this rationalization; however, a number of these
people were redeployed into Sobeys' retail store network.
Pre-tax costs of $7.9 million were incurred during the third
quarter of fiscal 2007 as a result of this rationalization.

During the first quarter of fiscal 2008, Sobeys also
completed a rationalization of administrative functions in its
National departments. An additional $1.0 million of rationalization
costs is anticipated in the first quarter of fiscal 2009.

EMPIRE COMPANY LIMITED MANAGEMENT’S DISCUSSION AND ANALYSIS



The total pre-tax costs of the above Sobeys initiatives can be summarized as follows:

13 Weeks Ended 13 Weeks Ended 52 Weeks Ended 52 Weeks Ended
($ in millions) May 3, 2008 May 5, 2007 May 3, 2008 May 5, 2007
Business process and system initiative costs $ - $ 4.9 $ 8.6 $ 30.3
Rationalization costs (0.5) 5.6 (1.8) 18.8
Total costs $ (0.5) $ 10.5 $ 6.8 $ 49.1

The business process and system initiative costs primarily
include labour, implementation and training costs associated
with the business process and system implementations. Costs in
the second half of fiscal 2008 were insignificant as Sobeys has
substantially completed its upgrade of information processing
and decision support capabilities.

Real Estate

Empire’s real estate division includes commercial and
residential property operations. Our commercial operations are
focused on the development of food-anchored shopping plazas
through wholly-owned ECL, which includes wholly-owned

ECL Developments, a self-storage operation and a 47.8 percent
ownership interest in Crombie REIT. ECL also owns various
commercial properties held for sale or redevelopment. Our
residential operations are conducted through our 35.7 percent
ownership interest in Genstar. Genstar's business is the
development of raw land for residential use primarily carried
out in Ontario and Western Canada. Genstar is accounted for
on a proportionate consolidation basis. Empire summarizes its
real estate’s financial results between commercial property
operations consisting of ECL, and residential propery operations
which consist primarily of Genstar.

At the end of fiscal 2008, commercial real estate operations
had approximately 0.8 million square feet of gross leaseable
area (“GLA") as compared to approximately 5.7 million square
feet at the end of last fiscal year. The decrease is largely the
result of the sale of 61 properties totalling 3.3 million square
feet of GLA to Crombie REIT in the fourth quarter and the
concurrent transfer of the remaining assets of SLP totalling
approximately 1.1 million square feet of GLA to Sobeys. In
addition, commercial real estate operations had planned
developments equalling 1.1 million square feet of GLA in various
stages of development.

The wholly-owned real estate operations are focused on
commercial property development. For new commercial property
development, management is committed to adhering to a
disciplined growth strategy. Specifically, investment decisions
are expected to meet certain criteria, including:

» A satisfactory return on investment;

» A beneficial competitive effect on Sobeys and Crombie REIT;

» Credit-worthy tenants with long-term leases that include
contractual increases;

» Enhanced geographic diversification; and

» Competitive positioning in the local market through location
or quality.

Pursuant to a Development Agreement with Crombie REIT,

ECL provides Crombie REIT with a preferential right to acquire
all property developments proposed to be undertaken by ECL.
ECL also has a Non-Competition Agreement with Crombie REIT
whereby it will not compete with Crombie REIT in the
acquisition, ownership, investment in or development of any
grocery-anchored shopping plazas in Canada. These agreements
are for an initial 10-year term, subject to an extension reached
by mutual agreement. Empire subsidiaries will continue to work
closely with Crombie REIT to identify development opportunities
that further Crombie REIT's external growth strategy.

Investments and Other Operations

The third component of Empire’s business is its investments
and other operations, consisting primarily of a 27.6 percent
ownership interest in Wajax, wholly-owned Empire Theatres
and Kepec.

During the first quarter of fiscal 2008, the Company sold
its portfolio marketable securities, with the exception of its
investment in Wajax, to assist in financing the privatization of
Sobeys as detailed below. The market value of Empire's equity
accounted investment in Wajax at the end of fiscal 2008 was
$153.4 million (2007 — $154.6 million), representing an
unrealized gain of $121.8 million (2007 — $122.4 million).

Other operations include wholly-owned Empire Theatres,
the second largest movie exhibitor in Canada which, as of
May 3, 2008, owned or had an interest in 53 locations
representing 387 screens, and Kepec.
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Sobeys Privatization

On April 26, 2007, Empire and Sobeys jointly announced
that they had entered into an arrangement agreement (the
‘Arrangement”) pursuant to which Empire would acquire all of
the outstanding common shares of Sobeys that it did not then
own at a price of $58.00 per share. The transaction valued the
Sobeys shares not then owned by Empire at approximately
$1.06 billion.

The Arrangement required various approvals to comply with
applicable corporate and securities laws. Sobeys' shareholders
approved the Arrangement at a Special Shareholders’ Meeting

held on June 9, 2007 by the requisite majority; the Supreme
Court of Nova Scotia gave its sanction to the Arrangement
on June 13, 2007; the Arrangement became effective upon
registration of the final Court order with the Nova Scotia
Registry of Joint Stock Companies at the close of business
on June 15, 2007, at which time Empire acquired all of the
outstanding shares of Sobeys that it did not previously own.
Subsequently, the Sobeys common shares ceased trading on
the Toronto Stock Exchange, and were de-listed at the close
of business on June 18, 2007.

The acquisition was accounted for using the purchase method with operating results being included in the consolidated financial

statements since the acquisition date. The final purchase price allocation, which has incorporated management’s assessment of fair

value, is as follows:

($ in millions)

Consideration

Cash $ 1,061.7
Acquisition costs 4.0
Total consideration paid 1,065.7
Less: Carrying amount of net assets acquired 576.5
Excess consideration paid over net assets acquired $ 489.2
Allocation of excess consideration paid over net assets acquired
Property and equipment $ 81.7
Accrued benefit liability (13.1)
Employee future benefits obligation (3.8)
Amortizable intangible assets 49.9
Indefinite-life intangible assets 243.7
Goodwill 165.2
Future income taxes (35.0)
Accumulated other comprehensive loss 0.6
$ 489.2

The acquisition was financed by funds of $278.0 million
generated primarily from the sale of certain portfolio investments
and by advances of $787.7 million under new credit facilities
(the “Credit Facilities”). At the time of financing, the Credit
Facilities consisted of a $950.0 million unsecured revolving
credit facility maturing on June 8, 2010 (subject to annuall
one-year extensions at the request of the Company) and a
$50.0 million unsecured non-revolving credit facility that matured
on June 30, 2007. The unsecured non-revolving credit facility
was repaid on June 30, 2007 with funds drawn from the
unsecured revolving credit facility.

The Credit Facilities are subject to certain financial

covenants. Interest on the debt varies based on the designation
of the loan (bankers’ acceptances (‘BA") rate loans, Canadian
prime rate loans, U.S. base rate loans or London InterBank
Offered Rate (‘LIBOR”) loans), fluctuations in the underlying
rates, and in the case of BA rate loans or LIBOR loans, the
margin applicable to the financial covenants. On June 18, 2007,
Empire entered into two delayed fixed rate interest swaps.
The first swap in an amount of $200.0 million is three years in
duration and carries a fixed interest rate of 4.998 percent. The
second swap in an amount of $200.0 million is for a period of
five years at a fixed interest rate of 5.061 percent. Both swaps
became effective on July 23, 2007.
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On June 27, 2007, pursuant to the terms of the Credit
Facilities, Empire and Sobeys filed notice with the lenders
requesting the establishment of a new $300.0 million five-year
credit facility in favour of Sobeys at the same interest rate and
substantially on the same terms and conditions as the Credit
Facilities. At July 23, 2007, Sobeys drew down $300.0 million
from its new credit facility, the proceeds of which were used
to pay a dividend to the Company. The Company used the
proceeds from the dividend to reduce its indebtedness under
the Credit Facilities and the Credit Facilities were reduced
to $650.0 million accordingly. On that date, the Company
transferred the second swap to Sobeys.

On July 30, 2007, Sobeys exercised an option under its
new Credit Facility to increase the size of the credit from
$300.0 million to $600.0 million. At the same time, Sobeys

Acquisition of Thrifty Foods

terminated its previously existing $300.0 million operating
Credit Facility which would have expired on December 20, 2010.
At May 3, 2008, $275.0 million of this new Credit Facility was
drawn down; $250.0 million has been classified as long-term
debt and $25.0 million has been classified as bank indebtedness.
Sobeys had also issued $41.7 million in letters of credit against
the facility at May 3, 2008.

As mentioned, the closing date of the Sobeys privatization
was on June 15, 2007, which was approximately mid-way
through the first quarter of fiscal 2008. Empire’s weighted
average ownership of Sobeys during fiscal 2008 amounted
to 97.0 percent as compared to a weighted average ownership
interest of 71.8 percent in fiscal 2007. This resulted in
significantly lower minority interest expense during fiscal 2008
relative to the prior year.

On September 12, 2007, Sobeys acquired all the assets of Thrifty Foods for $253.6 million. The assets acquired consisted of
20 full-service supermarkets, a main distribution centre and a wholesale division on Vancouver Island and the lower mainland of
British Columbia. The acquisition was accounted for using the purchase method with the results of Thrifty Foods being consolidated

as of the acquisition date.

Management carried out a detailed analysis and changes were made to the preliminary allocation of the excess consideration paid
over net assets acquired as disclosed in the previous quarters of fiscal 2008. The measurement and allocation of finite and infinite

intangible assets, and goodwill (approximately $174.0 million of which is deductible for tax) was completed during the fourth quarter

of fiscal 2008. The final purchase price allocation, incorporating management’s assessment of fair value, is as follows:

($ in millions)

Consideration

Cash $ 250.4
Acquisition costs 3.2
Total consideration paid 253.6
Net assets acquired:
Current assets 41.4
Long-term assets 36.9
Current liabilities assumed (43.6)
Long-term liabilities assumed (13.1)
Net assets acquired 21.6
Excess consideration paid over net assets acquired $ 232.0
Allocation of excess consideration paid over net assets acquired
Intangible assets — Banner $ 24.0
— Other 1.9
Goodwill 206.1
$ 232.0
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Sale of 61 Properties to Crombie REIT

On April 22, 2008, the Company's real estate division sold

61 properties to Crombie REIT. Included in the proceeds are
additional Class B Units of Crombie Limited Partnership (which
are convertible on a one for one basis into Units of Crombie
REIT). The investment in Class B Units maintained the

Company’s interest in Crombie REIT at approximately

4738 percent after Crombie REIT issued additional units as a
result of the underwriting banks exercising their over-allotment
option. The Company’s investment in Crombie REIT is accounted
using the equity method. Details of the sale are as follows:

($ in millions)

Proceeds
Cash
Investment in Crombie REIT

Book value of property and equipment sold
Early extinguishment of long-term debt
Transaction costs

Other costs

Gain before income taxes and deferral
Income taxes

Gain before deferral
Deferral of gain

Net gain

$ 373.5
55.0

428.5

238.9
18.5
6.5
12.5
276.4

152.1
7.8

144.3
(144.3)

$ Nil

As part of the transaction, Sobeys entered into new lease
agreements (the “Sobeys Leases”) with respect to their
occupancy in a portion of the 61 commercial properties.

The Sobeys Leases have terms of between 17 and 23 years
(except for three leases which have an outside date of 12 years)
(the “Outside Date"). Each Sobeys Lease is based on an initial
term of two years and thereafter alternating between successive

periods of three years and two years until the applicable
Outside Date. The Outside Date may be extended at Sobeys’
option by up to four consecutive further periods of five years
each. The minimum rents under the Sobeys Leases will range
from $8 per square foot to $14 per square foot with rental
increases every five years.
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Operational Changes

Listed below is a summary of events that impacted the fiscal
year 2008 operating results and which affect the comparability
of information for the 13-week and 52-week periods ended
May 3, 2008 versus the 13-week and 52-week periods ended
May 5, 2007:

» On June 15, 2007, Empire acquired approximately
18.3 million common shares of Sobeys, increasing its
ownership position from 72.1 percent at May 5, 2007 to
100.0 percent on June 15, 2007. The privatization of Sobeys
resulted in a weighted average ownership interest of
97.0 percent in fiscal 2008 as compared to a weighted
average ownership interest of 71.8 percent in fiscal 2007.

» Sobeys’ sales in fiscal 2008 were positively influenced
by the acquisition of Achille de la Chevrotiere Ltée
and its associated companies (“ADL") which closed on
August 27, 2006 and the acquisition of Thrifty Foods which
closed on September 12, 2007. These acquisitions increased
fiscal 2008 sales by $454.7 million.

» Sobeys continued to experience declines in its tobacco
sales. Late in the second quarter of fiscal 2007, a major
Canadian tobacco supplier began to sell and distribute
directly to certain Sobeys’ customers. A decline in wholesale
tobacco sales impacted fourth quarter fiscal 2008 revenues
by $15.6 million relative to the same quarter in the prior
fiscal year and fiscal 2008 sales by $117.2 million relative
to the prior year.

» Revenues for residential real estate were negatively
impacted compared to last year by sales related to the
Martello condominium project which was completed in
the prior fiscal year. For the 52 weeks ended May 5, 2007,
Martello revenues equalled $37.9 million. Revenues from
the Martello Condominium project did not have a material
impact on the 13 weeks ended May 5, 2007.

» Empire Theatres changed its fiscal year-end from the last
Thursday in April to the last Thursday in December effective
December 28, 2006. This change in Empire Theatres’ fiscal
year-end was made to align with industry practice. Empire’s
fiscal year ended May 3, 2008 contains 12 months
of operations while the fiscal year ended May 5, 2007
contained 11 months of operations. The additional
month of operations impacted revenues by approximately
$10.0 million in the fiscal year.

Also impacting comparability year-over-year are costs related
to Sobeys’ business process and system initiative, business
rationalization, and privatization costs as outlined under the
section titled “Fiscal 2008 Operating Performance by
Division — Food".

The reader should note that management explains the
impact of the above events when discussing the operating
results for the food retailing division, the real estate division
and investments and other operations.
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Consolidated Operating Results

The consolidated financial overview provided below reports on the financial performance for fiscal 2008 relative to the last two

fiscal years.

Summary Table of Consolidated Financial Results

52 Weeks Ended

52 Weeks Ended

53 Weeks Ended

May 3, % of May 5, % of May 6, % of

($ in millions, except per share information) 2008 Revenue 2007 Revenue 2006@ Revenue
Consolidated revenue $ 14,065.0 100.00% $ 13,366.7 100.00% $ 13,063.6 100.00%
Operating income 472.6 3.36% 431.1 3.23% 491.4 3.76%
Operating earnings 242.8 1.73% 200.1 1.50% 202.0 1.55%
Capital gains and other items, net of tax 73.0 0.52% 5.7 0.04% 94.8 0.72%
Net earnings $ 315.8 2.25% $ 205.8 1.54% $ 206.8 2.27%
Basic earnings per share
Operating earnings $ 3.69 $ 3.05 $ 3.08
Capital gains and other items, net of tax 1.11 0.09 1.45
Net earnings $ 4.80 $ 3.14 $ 4.53
Basic weighted average number

of shares outstanding (in millions) 65.6 65.5 65.5
Diluted earnings per share
Operating earnings $ 3.69 $ 3.04 $ 3.07
Capital gains and other items, net of tax 1.11 0.09 1.44
Net earnings $ 4.80 $ 3.13 $ 4.51
Diluted weighted average number

of shares outstanding (in millions) 65.7 65.7 65.7
Dividends per share $ 0.66 $ 0.60 $ 0.56

(1) Amounts have been restated to reflect a change in accounting policy with respect to deferred charges. Please see the section entitled

“‘Accounting Policy Changes — Deferred Charges” in this MD&A.

(2) Amounts have been restated as a result of a reclassification and change in accounting policy with respect to the Company’s adoption of
EIC-156 in the first quarter of fiscal 2007. Please see the sections entitled “Accounting Policy Changes — Vendor Consideration” under Accounting

Policy Changes in this MD&A.
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Management’'s Explanation of Fiscal 2008 Annual Consolidated Results

The following is a review of Empire’s consolidated financial
performance for the 52-week periods ended May 3, 2008
compared to May 5, 2007.

Revenue and financial performance of each of the
Company’s businesses (food retailing, real estate, and
investments and other operations) are discussed in detail
in the section entitled “Fiscal 2008 Operating Performance
by Division” in this MD&A.

Revenue

The consolidated revenue for fiscal 2008 was $14.06 billion,
an increase of $698.3 million or 5.2 percent compared to
fiscal 2007. Growth in Sobeys' sales of $736.1 million and in
investments and other operations’ revenue of $21.0 million

Revenue Table

was offset by a $58.8 million reduction in revenue from the real
estate division. The decline in real estate division revenue was
anticipated and reflects a slowdown in residential lot sales along
with the completion of the Martello condominium project during
the prior fiscal year.

For a list of items that impacted revenue comparability refer
to the “Operational Changes” section of this MD&A on page 35.

Excluding the impact of the acquisition of Thrifty Foods, the
decline in wholesale tobacco sales, and the sales impact related
to the Martello project, Empire’s consolidated sales growth
would have been 2.2 percent for the fourth quarter. Adjusting
for the same items in addition to the acquisition of ADL as
discussed, Empire’s consolidated sales growth would have been
2.9 percent for the fiscal year. The table below presents the
impact of the above items on fiscal 2008 revenue growth.

52 Weeks Ended ($ in millions) May 3, 2008 May 5, 2007 $ Change % Change
Financially reported sales $ 14,065.0 $ 13,366.7 $ 698.3 5.2%
Add (deduct) the impact of:
Impact of wholesale tobacco decline 117.2
Impact of ADL and Thrifty acquisitions (454.7)
Impact of Martello revenues 37.9
Impact of Theatres’ year-end change( (10.0)
Subtotal (309.6)
$ 388.7 2.9%

(1) The impact for Theatres' revenue, reflected in the above table, represents the additional four weeks of revenue for fiscal 2008 as a result

of Empire Theatres’ fiscal year-end change.

Please refer to the section entitled “Fiscal 2008 Operating Performance by Division” for an explanation of the change in revenue

by division.

Consolidated Operating Earnings
$ IN MILLIONS

Consolidated Operating Earnings
$ PER SHARE FULLY DILUTED
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Operating Income

Consolidated operating income, defined as operating earnings
before minority interest, interest expense, income taxes and capital
gains and other items, in fiscal 2008 totalled $472.6 million compared
to $431.1 million last year, an increase of $41.5 million or 9.6 percent.
The increase in operating income is the result of a $68.0 million
increase in operating income contribution from the food retailing
division, offset by an $8.5 million decrease in operating income from
investments and other operations (net of corporate expenses) and
an $18.0 million decrease in real estate division operating income.

Included in food retailing division operating income for fiscal
2008 were $6.8 million of pre-tax costs incurred by Sobeys related
to its business process and system initiative and severance
associated with rationalization efforts, partially offset by the reversal
of a portion of rationalization costs related to two distribution centres
in Québec. Sobeys incurred $49.1 million of pre-tax costs related
to its business process and system initiative and business
rationalization during fiscal 2007.

Please refer to the section entitled “Fiscal 2008 Operating
Performance by Division” for an explanation of the change in
operating income for each division.

Interest Expense

For the 52 weeks ended May b, 2008, consolidated interest
expense equalled $105.8 million, versus $60.1 million in the prior
year. The $45.7 million increase in fiscal 2008 interest expense
compared to last fiscal year is primarily due to higher funded
debt amounts.

Consolidated funded debt increased $661.5 million to
$1,573.5 million at the end of fiscal 2008 compared to
$912.0 million at the end of fiscal 2007. The increase in funded
debt was largely the consequence of long-term debt incurred to
finance the privatization of Sobeys and the acquisition of Thrifty
Foods, partially offset by application of the proceeds from the sale
of the liquid investment portfolio in the first quarter and the sale
of 61 properties to Crombie REIT, as mentioned, to reduce
indebtedness. The sale of the 61 properties had a minimal impact
on interest expense given that it occurred 11 days prior to
the end of the fiscal year.

Income Taxes

The effective income tax rate for fiscal 2008 was 30.3 percent
versus 31.1 percent last year. The main reason for the fiscal year
decrease is due to reductions in the Canadian federal and certain
provincial statutory income tax rates and the application of those
lower rates to future tax balances.

Minority Interest

Minority interest for the fiscal year equalled $12.8 million compared
to $55.4 million in the prior year. The decrease is largely the result of
Empire increasing its ownership position in Sobeys to 100.0 percent
on June 15,2007 resulting in a weighted average ownership position
of 97.0 percent in fiscal 2008 as compared to a weighted average
ownership position in Sobeys of 71.8 percent in fiscal 2007.

EMPIRE COMPANY LIMITED

Earnings before Capital Gains and Other ltems

For the 52 weeks ended May 3, 2008, earnings before capital
gains and other items amounted to $242.8 million ($3.69 per
share) compared to $200.1 million ($3.04 per share) in the prior
year. The $42.7 million or 21.3 percent increase is the result of
the $41.5 million increase in operating income, the $42.6 million
decrease in minority interest and the decrease in income taxes
of $4.3 million; offset by the $45.7 million increase in interest
expense as discussed.

Capital Gains and Other ltems

For the full fiscal year, the Company recorded capital gains and other
items, net of tax, of $73.0 million as compared to $5.7 million last
year. The increase was largely the result of the sale of marketable
securities in the first quarter of fiscal 2008 which generated a
capital gain, net of tax, of $81.9 million, partially offset by an
impairment loss provision on certain commercial property and also
on asset-backed commercial paper (‘ABCP"), as discussed below.
Based on estimated fair values of commercial properties held
by the real estate division, it was determined that the carrying
value of one commercial property was impaired. Accordingly, the
Company recorded a pre-tax impairment charge in the fourth
quarter of $6.0 million to reduce the carrying value on this property
to estimated fair value. Also during the fourth quarter, Sobeys
increased its pre-tax impairment loss provision on ABCP by
$4.5 million (from $3.0 million previously recorded to $7.5 million),
representing 25 percent of the $30.0 million of ABCP held by
Sobeys. The Company estimated the impairment loss using a
discounted cash flow approach. The ABCP investment has been
reclassified as a long-term asset rather than cash and cash
equivalents due to the uncertainty as to the timing of collection.
During the fourth quarter, on April 22, 2008, Empire’s real
estate division closed the sale of 61 retail properties to Crombie
REIT. The selling price for the 61 properties was $428.5 million.
In accordance with Canadian GAAP, the gain on this transaction
of $144.3 million has been accounted for as a reduction in the
carrying value of Crombie REIT because the purchaser is a
related party. This differs from International Financial Accounting
Standards, which will be adopted during the first quarter of fiscal
2012 and, upon adoption, will require that the net gain relating
to the 52.2 percent non-Empire ownership of Crombie REIT to
be recorded as an increase in retained earnings.

Net Earnings

Net earnings for the 52 weeks ended May 3, 2008 totalled
$315.8 million ($4.80 per share) as compared to $205.8 million
($3.14 per share) recorded last fiscal year, an increase of
$110.0 million or 53.4 percent. The increase in net earnings for
fiscal 2008 compared to fiscal 2007 reflects the increase in
earnings before capital gains and other items of $42.7 million
as well as the increase in capital gains and other items of

$67.3 million as discussed.
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Fiscal 2008 Operating Performance by Division

Food Retailing
Highlights

>

>

Sobeys acquired Thrifty Foods in September 2007 for a total
consideration of $253.6 million.

Sobeys achieved fiscal 2008 sales growth of $736.1 million
or 5.6 percent and same-store sales growth of 2.8 percent.
Continued progress in system-wide business process
optimization and rationalization initiatives.

Total capital expenditures equalled $481.2 million in

fiscal 2008.

Opened, or replaced 44 corporate and franchised stores,
acquired 22 stores, expanded 31 stores, rebannered/
redeveloped 60 stores and closed 67 stores.

To assess its financial performance and condition, Sobeys’
management monitors a set of financial measures, which
evaluate sales growth, profitability and financial condition.

The primary financial performance and condition measures
for Sobeys are set out below.

52 Weeks Ended May 3, 2008 May 5, 2007 "
Sales growth 5.6% 2.5%
Same-store sales growth 2.8% 2.4%
Earnings per

share growth (basic) 16.3% (8.9%)
Return on equity 10.0% 9.1%
Funded debt to total capital 35.6% 23.7%
Funded debt to EBITDA 1.7x 1.2x
Property and equipment

purchases (in millions) $ 481 $ 447

(1) Amounts have been restated as a result of a reclassification with
respect to deferred charges. Please see the section entitled
“‘Accounting Policy Changes — Deferred Charges” in this MD&A.

The table below presents sales, operating income and net earnings contribution to Empire by Sobeys:

52 Weeks Ended 52 Weeks Ended Year-over-Year
($ in millions) May 3, 2008 May 5, 2007 $ Change % Change
Sales $ 18,768.1 $ 183,032.0 $ 736.1 5.6%
Operating income 359.0 291.0 68.0 23.4%
Net earnings 186.6 119.6 67.0 56.0%

Food Retailing Revenue

Food Retailing Operating Income

$ IN MILLIONS $ IN MILLIONS
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Revenue

In fiscal 2008, Sobeys achieved sales of $13.77 billion, an
increase of $736.1 million or 5.6 percent over fiscal 2007.
During the fiscal year, same-store sales (sales from stores in
the same locations in both reporting periods) increased by
2.8 percent. Same-store sales growth does not include
wholesale sales.

Sales growth for the year was driven by Sobeys continued
implementation of sales and merchandising initiatives and
sustained competitive pricing across the country, coupled
with an increase in retail selling square footage resulting from
new stores, enlargements and the acquisition of Achille de la
Chevrotiere Ltée on August 27, 2006 and Thrifty Foods on
September 12, 2007.

Total store square footage increased by 3.0 percent in
fiscal 2008 as a result of the opening of 44 new or replacement
stores, the acquisition of 22 stores and the expansion of 31 stores.
There were 67 stores closed in fiscal 2008.

Sobeys experienced declines in its wholesale tobacco sales
during fiscal 2008. Wholesale tobacco sales declined
$117.2 million in fiscal 2008 compared to fiscal 2007. Margins
on tobacco sales are significantly lower than on other products;
therefore, the loss of these sales did not have a material impact
on earnings. As shown in the table below, excluding the impact
of the wholesale tobacco decline, the acquisition of ADL on
August 27, 2006 and the acquisition of Thrifty Foods on
September 12, 2007, Sobeys’ sales growth would have been
3.1 percent in fiscal 2008.

52 Weeks Ended ($ in millions) May 3, 2008 May 5, 2007 $ Change % Change
Sobeys' financially reported sales $ 13,768.1 $ 13,032.0 $ 736.1 5.6%
Add (deduct) the impact of:
Impact of wholesale tobacco decline 117.2
Impact of ADL and Thrifty Foods acquisitions (454.7)
Subtotal (837.5)
$ 398.6 3.1%

Business Process and System Initiative, Business Rationalization and Privatization Costs

Included in earnings for fiscal 2008, and also impacting year-over-year earnings variances for Sobeys, were costs related to Sobeys’
business process and system initiative as well as business rationalization and privatization costs. As you can see from the table below,
in total, these costs had a $6.8 million pre-tax impact on earnings ($49.1 million pre-tax in fiscal 2007).

13 Weeks Ended 13 Weeks Ended 52 Weeks Ended 52 Weeks Ended
($ in millions) May 3, 2008 May 5, 2007 May 3, 2008 May 5, 2007
Business process and system initiative costs $ - $ 4.9 $ 8.6 $ 30.3
Rationalization costs (0.5) 5.6 (1.8) 18.8
Total costs $ (0.5) $ 10.5 $ 6.8 $ 49.1
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A description of these costs is as follows:
» Business process and system initiative costs — For the

52 weeks ended May 3, 2008, $8.6 million ($30.3 million
in fiscal 2007) of pre-tax costs ($nil for the 13 weeks ended
May 3, 2008 and $4.9 million for the 13 weeks ended

May B, 2007) were incurred related to Sobeys business
process and system initiative. The business process

and system initiative costs primarily included labour,
implementation and training costs associated with the
business process and system implementation.

Atlantic business rationalization costs — During the third
quarter of fiscal 2007, Sobeys completed a rationalization
of administrative functions in Atlantic Canada. In addition to
asset write-offs, in excess of 100 people were impacted by
this rationalization; however, a number of these people were
redeployed into Sobeys' retail store network. Pre-tax costs of
$7.9 million were incurred during fiscal 2007 as a result of
this rationalization. There were no further rationalization
costs incurred by Sobeys Atlantic region in fiscal 2008.
Ontario distribution network rationalization —

On November 21, 2006, Sobeys announced plans to

build a new distribution centre in Vaughan, Ontario. Utilizing
automation technology, the new facility is expected to
significantly increase Sobeys’ warehouse and distribution
capacity while reducing overall distribution costs and
improving service to its store network and customers.
During fiscal 2007, Sobeys recognized $5.3 million of
severance costs associated with this rationalization.

There was $0.5 million of costs incurred in fiscal 2008.
Subsequent to year end additional severance costs of
approximately $4.6 million have been incurred and will be
recognized in the first quarter of fiscal 2009. This new
distribution centre, when opened in early fiscal 2010, is
expected to provide annual distribution cost savings in
excess of the costs incurred in the third quarter and any
additional business rationalization or restructuring costs
incurred leading up to its opening.

Québec distribution network rationalization — In fiscal
2007, Sobeys completed the closure of two small facilities,
one in Anjou and one in the Abitibi region of Québec.
Rationalization costs related to these facilities of $5.6 million
were incurred in the fourth quarter of fiscal 2007. During
fiscal 2008, $3.5 million of these costs were reversed as a
result of changes in management'’s estimate of the expected
costs. It is expected that the annualized savings associated
with this closure will be approximately $5.0 million.

Operating Income

Sobeys’ operating income equalled $359.0 million during fiscal
2008, a 23.4 percent increase from last year's $291.0 million.
Sobeys’ recorded operating margin in the fiscal year was

2.64 percent compared to 2.23 percent in the prior year.

The $68.0 million increase in Sobeys’ operating income in
fiscal 2008 was largely the result of Sobeys’ commitment to
competitive pricing, innovation and cost management initiatives
and lower spending in fiscal 2008 on business process and
system initiatives and business rationalization costs.

Included in food retailing division operating income in
fiscal 2007 were $49.1 million of pre-tax costs incurred by
Sobeys related to its business process, system initiative and
rationalization costs as compared to $6.8 million of such costs
in fiscal 2008. Also impacting fiscal 2008 operating income
was a $37.0 million increase in depreciation and amortization
expense, reflecting Sobeys’ continued capital investments.

Sobeys will continue to focus on disciplined cost
management initiatives, supply chain and retail productivity
improvements and migration of best practices across its four
regions to continue to fuel and fund investments to drive sales
and improve margins over time.

Net Earnings

Food retailing division net earnings contribution in fiscal 2008
amounted to $186.6 million compared to $119.6 million last
year, a $67.0 million or 56.0 percent increase. The earnings
increase largely reflects the $68.0 million improvement in
operating income and the $42.6 million reduction in minority

interest, offset by, the $5.1 million impairment charge, net of tax,
on asset-backed commercial paper as discussed, a $24.0 million

increase in interest expense due to higher funded debt levels
and higher income tax expense of $14.5 million.

2008 ANNUAL REPORT

41



Real Estate

Highlights

» The successful completion of the sale of 61 properties
to Crombie REIT for total proceeds of $428.5 million and
an economic gain of $144.3 million.

> Another strong year for residential operations with an
operating income contribution of $50.7 million.

» A 12.0 percent total investment return from Crombie REIT
since the initial public offering in March 2006.

> Real estate division funded debt to total capital decreased
to 22.0 percent in fiscal 2008 from 39.8 percent last year.

Real estate management assesses its financial performance
and condition through monitoring of key financial measures.
The primary financial performance and condition measures are

set out below.

52 Weeks Ended May 3, 2008 May 5, 2007
Total square footage

(in millions) 0.8 5.7
Funds from operations

($ in millions) $ 644 $ 74.6
Return on equity™” 17.7% 17.5%
Funded debt to total capital 22.0% 39.8%

(1) Return on Equity is calculated as earnings available for common
shareholders divided by average common shareholders’ equity.

The table below presents revenue, operating income, capital gains and other items, net earnings and funds from operations for the

real estate division’s commercial operations and residential operations.

52 Weeks Ended ($ in millions) May 3, 2008 May 5, 2007 $ Change % Change
Revenue
Commercial $ 75.4 $ 72.7 $ 2.7 3.7%
Residential 85.2 146.1 (60.9) (41.7%)
160.6 218.8 (58.2) (26.6%)
Inter-segment (34.9) (34.3) (0.6) 1.7%
$ 125.7 $ 184.5 $ (58.8) (31.9%)
Operating income
Commercial $ 49.3 $ 46.8 $ 2.5 5.3%
Residential 50.7 71.2 (20.5) (28.8%)
$ 100.0 $ 118.0 $ (18.0) (15.8%)
Capital gains and other items (net of tax)
Commercial $ (3.5) $ 0.7 $ (4.2) (600.0%)
Residential (0.6) (0.7) 0.1 (14.3%)
$ (4.1) $ - $ (4.1) -
Net earnings
Commercial® $ 20.1 $ 21.0 $ (0.9) (4.3%)
Residential 34.7 46.8 (12.1) (25.9%)
$ 54.8 $ 67.8 $ (13.0) (19.2%)
Funds from operations
Commercial $ 29.1 $ 26.8 $ 2.3 8.6%
Residential 35.3 47.8 (12.5) (26.2%)
$ 64.4 $ 74.6 $ (10.2) (13.7%)

(1) There were net capital losses and other items, net of tax, of $4.1 million included in net earnings for fiscal 2008 ($nil in fiscal 2007).
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Revenue

Real estate division revenues, net of inter-segment transactions,
amounted to $125.7 million in fiscal 2008 as compared to
$184.5 million in the prior year. The $58.8 million reduction in
revenue from the real estate division was anticipated as a result
of an expected slowdown in residential lot sales and the
completion of the Martello condominium project in the prior
fiscal year.

Revenue from residential operations was $85.2 million in
fiscal 2008 compared to $146.1 million last year, a $60.9 million
or 41.7 percent decrease. Included in residential operations
revenue for fiscal 2007 was $37.9 million of revenue related to
the Martello condominium project. Excluding the impact of the
Martello project, residential operations revenues declined by
$23.0 million or 15.7 percent compared to last year. In the
previous year management cautioned that the pace of growth
experienced in residential lot sales in fiscal 2007 was not
sustainable over the long-term. Management further cautions
that residential lot sales are likely to slow from the level
experienced in fiscal 2008.

Commercial property revenues, net of inter-segment
transactions, for fiscal 2008 equalled $40.5 million, an increase
of $2.1 million or 5.5 percent compared to revenues of
$38.4 million reported last year.

Operating Income

During fiscal 2008, real estate division operating income
declined $18.0 million or 15.3 percent compared to last year as
the result of a $20.5 million decrease in residential operating
income, offset by a $2.5 million increase in commercial

Real Estate Revenue

$ IN MILLIONS $ IN MILLIONS

operating income. The decline in operating income generated
by residential operations was expected given the exceptional
residential lot sales activity experienced in Western Canada
in fiscal 2007 compared to current economic conditions.

Capital Gains and Other Items

Capital losses and other items, net of tax, for the real estate
division totalled $4.1 million in fiscal 2008 (fiscal 2007 — $ nil).
The difference over last year is primarily related to the
impairment charge taken on one commercial property during
fiscal 2008 as discussed.

Net Earnings

Real estate division net earnings contribution in fiscal 2008
amounted to $54.8 million compared to $67.8 million last year,
a $13.0 million or 19.2 percent decrease. The earnings decline
largely reflects the $18.0 million reduction in operating income
as discussed, the $4.1 million impairment charge, net of tax, on
one commercial property as discussed, offset by a $0.9 million
reduction in interest expense due to lower long-term debt levels
and lower income tax expense of $8.2 million.

Funds from Operations

Funds from real estate operations in fiscal 2008 of $64.4 million
decreased $10.2 million or 13.7 percent compared to last year

as a result of a decrease in residential funds from operations of
$12.5 million due to lower operating earnings, partially offset by
higher commercial funds from operations of $2.3 million due to
higher operating earnings.

Real Estate Funds from Operations
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Investments and Other Operations

Highlights

> A $21.0 million or 14.0 percent increase in revenue as a
result of record revenues for wholly-owned Empire Theatres.
The change in Empire Theatres' fiscal year-end to
December 31, to align with industry practice, accounted
for $10.0 million of the revenue increase.

» During the first quarter the liquid investment portfolio was
sold for proceeds of $278.0 million, resulting in an after-tax
capital gain of $81.9 million. These funds were used to
support the cost of privatizing Sobeys.

» Maintained a 27.6 percent interest in Wajax which
contributed $20.4 million in equity earnings in fiscal 2008
and an investment total return of 14.0 percent.

Investment Value

At the end of fiscal 2008, Empire's total investments, excluding
its investment in Genstar U.S. investments and in Crombie REIT,
carried a market value of $155.0 million on a cost base of
$33.2 million, resulting in an unrealized gain of $121.8 million
(2007 = $219.3 million).

The table below presents a reconciliation of the consolidated balance sheet investments, both equity and cost, to those related

to the investment and other operations division:

May 3, 2008 May 5, 2007

Market Cost Unrealized Market Cost Unrealized

($ in millions) Value Value Gain Value Value Gain
Investments, at cost $ 16 $ 16 $ - $ 283.1 $ 189.7 $ 93.4
Investments, at equity 429.6 41.4 388.2 434.0 142.8 291.2
Total Investments 431.2 43.0 388.2 717.1 332.5 384.6
Less: Crombie REIT 275.9 9.5 266.4 278.1 109.8 168.8
Less: Genstar U.S.(" 0.3 0.3 - 1.3 1.3 -
Plus: Hedge Value - - - 3.5 - 3.5
$ 155.0 $ 33.2 $ 121.8 $ 441.2 $ 221.9 $ 219.3

(1) Assumes market value equals book value.

During fiscal 2008 realized capital gains on the sale of
investments totalled $100.9 million compared to $6.2 million
of realized capital gains in the prior year. The Company sold all
its portfolio investments, excluding its 27.6 percent interest in
Wajax, during in the first quarter of fiscal 2008 to provide funds
for the privatization of Sobeys. Funds generated from this sale
amounted to $278.0 million in the first quarter.

Investments and Investments and
Other Operations Revenue

$ IN MILLIONS $ IN MILLIONS

The total unrealized gain position at the end of fiscal 2008
was $121.8 compared to $219.3 million at the end of fiscal
2007. The decrease of $97.5 million in the unrealized gain
position is primarily attributed to realized investment capital
gains during the fiscal year of $100.9 million.

Realized capital gains for fiscal 2008, plus unrealized capital
gains combined to equal $222.7 million at the end of the fiscal year.
This compares to a total realized gain on investment sales plus
unrealized capital gains at the end of fiscal 2007 of $225.5 million.

Other Operations Operating Income*
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Portfolio Composition

At fiscal year end, May 3, 2008, Empire's investment portfolio (excluding cash, Crombie REIT and Genstar U.S.) consisted of:

Unrealized Unrealized

Gain (Loss) Gain (Loss)
Market % of May 3, May 5, May 6,
($ in millions Cdn.) Value Total Cost 2008 2007 2006
Wajax $ 153.4 90.0% $ 31.6 $ 1218 | $ 1224  $ 159.9
Other Canadian equities - 0.1% - - 92.2 68.8
U.S. equities - - - - 1.2 (29.8)
Preferred shares & other 1.6 1.0% 1.6 - - -
Hedge value - - - - 3.5 15.4
Total $ 155.0 100.0% $ 33.2 $ 1218 | $ 2193 $ 214.3

The table below presents investments and other operations’ (net of corporate expenses) financial highlights for the 52 weeks ended

May 3, 2008 compared to the same period last year.

52 Weeks Ended ($ in millions) May 3, 2008 May 5, 2007 $ Change
Revenue $ 171.2 $ 150.2 $ 21.0
Investment income 20.9 29.9 (9.0)
Operating income 13.6 22.1 (8.5)
Capital gains and other items, net of tax 82.2 5.7 76.5
Net Earnings $ 74.4 $ 18.4 $ 56.0

Revenue

Investments and other operations’ revenue, primarily generated
by Empire Theatres, equalled $171.2 million for fiscal 2008
versus $150.2 million last year. There are 52 weeks of revenue
included in fiscal 2008 compared to 48 weeks last year from
Empire Theatres as a result of the change in the Company’s
year-end date. As previously discussed, the additional four
weeks of Theatre operations included in this fiscal year impacted
revenues by approximately $10.0 million. Adjusting for this
impact, investments and other operations’ revenue increased
by 7.3 percent in fiscal 2008.

Investment Income

Investment income (excluding equity earnings from

Crombie REIT and Genstar's U.S. investments) equalled

$20.9 million in fiscal 2008, a decrease of $9.0 million over
the $29.9 million recorded last year. The decline was the result
of lower dividend income of $8.5 million reflecting the sale of
the portfolio investments in the first quarter as mentioned and
equity earnings from Wajax that were $0.5 million lower than
last year.

Capital Gains and Other Items

Capital gains, net of tax, realized from investment sales in

fiscal 2008 amounted to $82.2 million compared to $5.7 million
last year. The bulk of the capital gains, net of tax, in fiscal 2008
relates to the sale of common equity investments in the first
quarter to assist in funding the privatization of Sobeys

as discussed.

Net Earnings

Investments (net of corporate expenses) and other operations
contributed $74.4 million to Empire’s consolidated fiscal 2008
net earnings compared to an $18.4 million net earnings
contribution last year. The increase is primarily the result of
the higher realized investment capital gains as discussed.
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Quarterly Results of Operations

The following table is a summary of selected financial information from the Company's consolidated financial statements (unaudited)

for each of the eight most recently completed quarters.

Results by Quarter

Fiscal 2008 Fiscal 2007
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Qi
(13 Weeks) (13 Weeks) (13 Weeks) (13 Weeks) | (13 Weeks) (13 Weeks) (13 Weeks) (13 Weeks)
($ in millions, except May 3, Feb. 2, Nov. 3, Aug. 4, May 5, Feb. 3, Nov. 4, Aug. 5,
per share information) 2008 2008 2007 2007 2007 2007 2006 2006
Revenue $ 35578 $3,503.0 $34848 $3519.4 $3350.4 $3,281.9 $3,3535 $3,380.9
Operating income 136.2 90.7 118.2 1275 124.0 72.9 113.0 121.2
Operating earnings® 73.6 48.9 59.9 60.4 64.1 32.9 49.8 53.3
Capital gains (losses)
and other items, net of tax (7.1) (0.3) (1.5) 81.9 0.7 (1.0) 6.0 -
Net earnings $ 665 $ 486 $ 584 $ 1423  $ 648 $ 319 $ 558 $ 53.3
Per share information, diluted
Operating earnings $ 112 $ 073 $ 091 $ 092 $ o098 $ 049 $ 076 $ 081
Capital gains (losses)
and other items, net of tax (0.11) 0.01 (0.02) 1.24 0.01 (0.01) 0.09 -
Net earnings $ 1.01 $ 0.74 $ 089 $ 216  $ 099 $ 0.48 $ 0.85 $ 0.81
Diluted weighted average
number of shares
outstanding (in millions) 65.7 65.7 65.7 65.7 65.7 65.7 65.7 65.7

(1) Amounts have been restated as a result of a reclassification with respect to deferred charges. Please see the section entitled “Accounting Policy

Changes — Deferred Charges” in this MD&A and “Accounting Policy Changes — Vendor Consideration” in this MD&A.

(2) Operating earnings is net earnings before capital gains (losses) and other items, net of tax.

Revenue and operating earnings growth have been influenced by the Company’s investing activities including the privatization

of Sobeys, the competitive environment, general industry trends and by other risk factors as outlined in this MD&A.
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Fourth Quarter Results

Summary Table of Consolidated Financial Results for the Fourth Quarter

13 Weeks Ended % of 13 Weeks Ended % of

($ in millions, except per share information) May 3, 2008 Revenue May 5, 2007 Revenue
Revenue $ 3,557.8 100.00% $ 3,350.4 100.00%
Operating income 136.2 3.83% 124.0 3.70%
Operating earnings 73.6 2.07% 64.1 1.91%
Capital gains (losses) and other items, net of tax (7.1) -0.20% 0.7 0.02%
Net earnings $ 66.5 1.87% $ 64.8 1.93%
Basic earnings per share
Operating earnings $ 1.12 $ 0.98
Capital gains (losses) and other items, net of tax (0.11) 0.01
Net earnings $ 1.01 $ 0.99
Basic weighted average number

of shares outstanding (in millions) 65.6 65.6
Diluted earnings per share
Operating earnings $ 1.12 $ 0.98
Capital gains (losses) and other items, net of tax (0.11) 0.01
Net earnings $ 1.01 $ 0.99
Diluted weighted average number

of shares outstanding (in millions) 65.7 65.7

The following is a review of financial performance for the 13 weeks ended May 3, 2008 compared to the 13 weeks ended May 5, 2007.

Revenue

Revenue for the fourth quarter was $3.56 billion compared to $3.35 billion last year, a $207.4 million or 6.2 percent increase.

As shown in the following table, excluding the decline in wholesale tobacco sales and the Thrifty Foods acquisition, revenue growth
would have been 2.2 percent for the fourth quarter.

13 Weeks Ended ($ in millions) May 3, 2008 May 5, 2007 $ Change % Change
Financially reported sales $ 3,557.8 $ 3,350.4 $ 207.4 6.2%
Add (deduct) the impact of:
Impact of Thriftys acquisition (148.6)
Impact of wholesale tobacco decline 15.6
Subtotal (133.0)
$ 74.4 2.2%

Food retailing division revenue increased by $236.9 million or 7.3 percent compared to the fourth quarter of fiscal 2007. Same-store
sales increased 2.6 percent during the fourth quarter of fiscal 2008. The growth in retail sales was a direct result of the continued
implementation of sales and merchandising initiatives across the country, coupled with the increased retail selling square footage
from new stores, enlargements and the acquisition of Thrifty Foods on September 12, 2007. As outlined above, sales were positively
impacted in the quarter by the acquisition of Thrifty Foods and negatively impacted by the decline in wholesale tobacco sales.
Excluding the impact of the Thrifty Foods acquisition and the wholesale tobacco decline, Sobeys’ sales growth would have been

3.2 percent on a comparable 13-week basis.
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Real estate operations reported fourth quarter revenues
(net of inter-segment transactions) of $33.8 million, a decrease
of $32.2 million or 48.8 percent compared to the fourth quarter
last year. Commercial property revenue growth remained flat
while revenue from residential operations decreased by
$32.2 million or 56.7 percent. The decline in residential
operations revenue was expected; management had previously
cautioned that residential lot sales in Western Canada
particularly in the Calgary and Edmonton, Alberta markets,
was not sustainable at the rates observed in fiscal 2007.

Revenue from investments and other operations in the fourth
quarter equalled $43.4 million, an increase of $2.7 million or
6.6 percent over the fourth quarter last year. This is primarily
related to higher revenue contribution from Empire Theatres.

Operating Income

Consolidated operating income in the fourth quarter of fiscal
2008 totalled $136.2 million compared to $124.0 million in the
fourth quarter last year, an increase of $12.2 million or 9.8 percent.
The increase in operating income was the result of a $29.3 million
or 39.1 percent increase in operating income contribution from
the food retailing division, a $1.8 million or 62.1% increase in
operating income contribution from investments and other
operations, partially offset by a decrease in real estate division
operating income of $18.9 million or 41.0 percent.

In the fourth quarter last year, Sobeys incurred $10.5 million
of pre-tax costs related to its business process and system
initiative and rationalization costs.

Residential real estate operating income amounted to
$15.6 million, a $19.0 million decrease from the fourth quarter
last year. The decline is attributed to slowing of residential
lot sales in Western Canada, particularly in the Calgary and
Edmonton, Alberta markets. Commercial real estate operating
income of $11.6 million increased $0.1 million from the same
quarter last year.

Interest Expense

The $13.1 million increase in fourth quarter consolidated
interest expense compared to the same quarter last year is
the result of increased funded debt. Funded debt increased
$661.5 million to end the fiscal year at $1,573.5 million
compared to $912.0 million at the end of fiscal 2007. This
increase was largely the consequence of long-term debt
incurred to finance the privatization of Sobeys and the
acquisition of Thrifty Foods as mentioned.

Income Taxes

The effective income tax rate for the fourth quarter was

31.0 percent versus 28.6 percent in the fourth quarter last year.
The main reason for this increase is in the fourth quarter of fiscal
2007, the Canadian government approved a reduction in the
Canadian federal and certain provincial statutory income tax rates

and the application of those lower rates to future tax balances,
related to the real estate operations. This resulted in a lower
effective income tax rate for the fourth quarter of fiscal 2007.

Minority Interest

In the fourth quarter of fiscal 2008, Empire recorded minority
interest expense of $1.3 million compared to $14.1 million in
the fourth quarter last year. The decrease of $12.8 million in
minority interest is primarily the result of Empire increasing
its ownership position in Sobeys to 100.0 percent on

June 15, 2007, resulting in a weighted average ownership
position in the fourth quarter of 100.0 percent as compared
to a weighted average ownership position in Sobeys at the
end of the fourth quarter last year of 72.1 percent.

Earnings before Capital Gains and Other Items

The $9.5 million or 14.8 percent increase in earnings before
capital gains and other items over the prior year was the result
of the $12.2 million improvement in operating income and

the $12.8 million reduction in minority interest, offset by the
$13.1 million increase in interest expense and a $2.4 million
increase in income taxes, as discussed.

Capital Gains and Other ltems

The Company reported capital losses and other items, net of
tax, of $7.1 million in the fourth quarter compared to capital
gains and other items, net of tax, of $0.7 million last year.

In the fourth quarter of fiscal 2008, it was determined that
the carrying value of one commercial property was impaired.
Accordingly, the Company recorded an impairment charge of
$6.0 million ($4.1 million after tax) to reduce the carrying value
on this property to estimated fair value.

Also during the fourth quarter, Sobeys increased its pre-tax
impairment loss provision on ABCP by $4.5 million (from
$3.0 million previously recorded to $7.5 million), representing
25 percent of the $30.0 million of ABCP held by Sobeys. The
Company estimated the impairment loss using a discounted
cash flow approach. The ABCP investment has been reclassified
as a long-term asset rather than cash and cash equivalents due
to the uncertainty as to the timing of collection.

Net Earnings

Consolidated net earnings, including capital gains and other
items, net of tax, totalled $66.5 million ($1.01 per share, basic)
in the fourth quarter, an increase of $1.7 million or 2.6 percent
over the fourth quarter last year.
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Financial Condition

Capital Structure and Key Financial Condition Measures

The Company’s financial condition at the end of fiscal 2008 remained healthy as indicated by the following financial condition measures.

May 3, May 5, May 6,

2008 2007 2006

($ in millions, except per share and ratio calculations) (Restated) (Restated)
Shareholders' equity $ 2,382.3 $ 2,131.1 $ 1,965.2
Book value per share 36.14 32.31 29.77
Minority interest 37.6 588.6 585.4
Bank indebtedness 92.1 30.1 98.6
Long-term debt, including current portion™ 1,481.4 881.9 809.8
Funded debt to total capital 39.8% 30.0% 31.6%
Net debt to capital ratio® 36.7% 22.5% 22.4%
Debt to EBITDA 2.02x 1.30x 1.33x
Interest coverage 4.47x 7.17x 5.86x
Total assets $ 5,706.9 $ 5,241.5 $ 5,051.5

(1) Includes liabilities related to assets held for sale.

(2) Net debt to total capital reduces funded debt by cash and cash equivalents.

Shareholders’ Equity

Book value per common share was $36.14 at May 3, 2008, compared to $32.31 at May 5, 2007 and $29.77 at May 6, 2006.
The increase in book value largely reflects the Company's earnings growth.

The Company’s share capital on May 3, 2008 consisted of:

Issued and
Authorized Outstanding
Number of Shares Number of Shares $ Millions
Preferred shares, par value $25 each, issuable in series 2,772,300 258,200 $ 6.5
2002 Preferred shares par value $25 each, issuable in series 992,000,000 -
Non-Voting Class A shares, without par value 259,107,435 31,484,498 185.1
Class B common shares, without par value, voting 40,800,000 34,260,763 7.6
199.2
Employees Share Purchase Plan (8.5)
$ 195.7
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Total Non-Voting Class A and Class B common shares
outstanding at May 3, 2008 equalled 65,745,261, 10,461
shares higher than the previous fiscal year-end, May 5, 2007.
There were 31,484,498 Non-Voting Class A and 34,260,763
Class B common shares outstanding at May 3, 2008. During
fiscal 2008, 300,000 Class B common shares were exchanged
for 300,000 Non-Voting Class A shares of Empire.

Empire had 99,349 options outstanding at May 3, 2008,
compared to no options outstanding at May 5, 2007. There were
27,674 options exercised during the fiscal 2007, compared to
no options exercised in the current fiscal year.

During fiscal 2008, the Company purchased for cancellation
41,800 Series 2 Preferred shares for $1.0 million; 31,900
preferred shares were purchased for cancellation in fiscal 2007
for $0.8 million. The Company plans to purchase on a best
efforts basis for cancellation an additional 158,200 Series 2
Preferred shares by the end of calendar 2008.

During the fiscal year, 10,461 Non-Voting Class A shares
were issued under Empire’s share purchase plan to certain
officers and employees for $0.4 million compared to

46,047 Non-Voting Class A shares issued in fiscal 2007 for
$1.0 million. During fiscal 2007, Empire purchased 46,047 Non-
Voting Class A shares for cancellation. No Non-Voting Class A
shares were purchased for cancellation in fiscal 2008.

As at June 26, 2008, the Company had total Non-Voting
Class A and Class B common shares outstanding of
31,484,498 and 34,260,763, respectively.

Dividends paid to Non-Voting Class A and Class B common
shareholders amounted to $43.2 million in fiscal 2008
($0.66 per share) versus $39.5 million ($0.60 per share) in
fiscal 2007. Subsequent to fiscal year-end, on June 26, 2008
the Company announced an increase in the dividend rate to
$0.70 per share annually.

Common Dividends Per Share
$ PER SHARE

36.14 0.66

0.60

0.45

Share Price Book Value Per Share
$ PER SHARE $ PER SHARE
39.25
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Liabilities

Historically, Empire has financed a significant portion of its
assets through the use of long-term debt. Longer-term assets
are generally financed with fixed rate, long-term debt, thereby
reducing both interest rate and refinancing risk. Total long-term
debt (including the current portion of long-term debt) at

May 3, 2008 was $1,481.4 million, representing 94.1 percent
of Empire’s total funded debt of $1,5673.5 million. Funded

debt increased $661.5 million from the previous fiscal year,
May 5, 2007 ($912.0 million). The significant increase over last
fiscal year is the result of debt incurred to fund the privatization

05 06 o7 o8
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of Sobeys as discussed earlier, as well as the additional long-term
debt used to fund the acquisition of Thrifty Foods, partially offset
by proceeds from the sale of 61 properties to Crombie REIT in
the fourth quarter. Since last fiscal year-end, the consolidated
funded debt to total capital ratio has increased 9.8 percentage
points to 39.8 percent as a result of the higher debt levels as
discussed. Management expects the funded debt to capital ratio
to decline in fiscal 2009 as a result of equity growth and a plan to
generate free cash flow, which will be used to reduce bank debt.
The majority of Empire’s funded debt is long-term in nature.
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The long-term debt is segmented by division as follows:

Long-term debt ($ in millions) May 3, 2008 May 5, 2007 May 6, 2006
Food retailing $ 1,010.2 $ 612.7 $ 490.0
Real estate 50.7 228.1 261.0
Investments and other operations 420.5 411 58.8
Total $ 1,481.4 $ 881.9 $ 809.8

DBRS and S&P placed Sobeys’ credit ratings under review
when the privatization of Sobeys was announced. On
July 20, 2007, DBRS downgraded their rating on Sobeys’
Medium Term Notes from BBB (high) to BBB (low). The trend
remained negative. On July 31, 2007, S&P also downgraded
Sobeys’ credit ratings from BBB (low) to BB (high). S&P also
kept a negative trend in place.

Interest coverage for fiscal 2008 was 4.5 times, down from
the 7.2 times reported for the fiscal year ended May 5, 2007.
The decline in the interest coverage compared to fiscal 2007

Funded Debt to Total Capital Interest Coverage

was the result of the increased interest expense related to the
additional borrowings to fund the Sobeys privatization and the
acquisition of Thrifty Foods as previously discussed.

Empire and its subsidiaries have provided covenants to its
lenders in support of various financing facilities. All covenants
were complied with for the 52 weeks ended May 3, 2008 and
for fiscal 2007.

PERCENTAGE TIMES
39.8
40 . 6.0
4.47
30 . 4.5
20 g 3.0
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Financial Instruments

Empire utilizes interest rate instruments from time to time to
prudently manage its exposure to interest rate volatility and also
to fix future long-term debt maturities that are expected to be
refinanced. At May 3, 2008, there were four interest rate
hedges in place with Empire or one of its operating companies.
On June 18, 2007, Empire entered into two delayed fixed rate
interest swaps. The first swap in an amount of $200.0 million

is three years in duration and carries a fixed interest rate of
4.998 percent. The second swap in an amount of $200.0 million is
for a period of five years at a fixed interest rate of 5.051 percent.
Both swaps became effective on July 23, 2007. Empire later
transferred the second swap to Sobeys. Empire Theatres
entered into two interest rate swaps on December 27, 2006,
which fixed the interest rate on $20.0 million of the floating rate

debt at 4.28 percent, plus a stamping fee for a five-year term.
These swaps fixed the interest rate on approximately 74 percent
of Empire Theatres’ total indebtedness, all of which is borrowed
at floating rates. The fair value of these interest rate swaps at
year-end was negative $20.0 million.

The Company also uses forward contracts to fix the
exchange rate on some of its expected requirements for Euros
and U.S. dollars. As of May 3, 2008, Sobeys had an asset of
$2.3 million relating to the value of five Euro forward contracts.
There were no outstanding U.S. dollar forward contracts.

Empire and its subsidiaries utilize hedging instruments
as deemed appropriate to mitigate risk exposure, not for
speculative purposes.
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Liquidity and Capital Resources

Empire’s liquidity remained strong at May 3, 2008 as a result
of the following sources:

» Cash and cash equivalents on hand;

» Unutilized bank credit facilities;

» Availability of long-term debt financing; and

» Cash generated from operating activities.

At May 3, 2008, cash and cash equivalents equalled
$191.4 million versus $294.9 million at May 5, 2007.

At the end of fiscal 2008, on a non-consolidated basis, Empire
maintained authorized bank lines for operating, general and

Major Cash Flow Components

corporate purposes of $650.0 million, of which $399.7 million
or 61.5 percent were utilized. On a consolidated basis, Empire's
authorized bank credit facilities exceeded borrowings by
$690.8 million at May 3, 2008, versus $661.0 million at May 5, 2007.
The Company anticipates that its capital resources will
meet its financial and liquidity requirements over the next year,
including capital expenditures, dividends and scheduled
debt repayments.
The following table highlights major cash flow components
for the 13 weeks and 52 weeks ended May 3, 2008 compared
to the 13 weeks and 52 weeks ended May 5, 2007.

13 Weeks Ended 13 Weeks Ended 52 Weeks Ended 52 Weeks Ended

($ in millions) May 3, 2008 May 5, 2007 May 3, 2008 May 5, 2007
Earnings for common shareholders $ 66.5 $ 64.7 $ 315.5 $ 205.4
Items not affecting cash 105.7 127.7 354.1 382.6
172.2 192.4 669.6 588.0

Net change in non-cash working capital 92.0 84.0 (26.1) (149.2)
Cash flows from operating activities 264.2 276.4 643.56 438.8
Cash flows used in investing activities 211.7 (149.3) (1,367.5) (424.8)
Cash flows used in financing activities (407.6) (35.6) 620.5 (60.2)
Increase (decrease) in cash and cash equivalents $ 68.3 $ 91.5 $ (1083.5) $ (46.2)

Operating Activities

Fourth quarter cash flows from operating activities equalled
$264.2 million compared to $276.4 million in the comparable
period last year. The decrease of $12.2 million is largely
attributed to an increase in the net change in non-cash working
capital of $8.0 million and an increase in net earnings available
for common shareholders of $1.8 million as discussed, offset
by a decrease in items not affecting cash of $22.0 million.

Non-Cash Working Capital (Quarter-Over-Quarter)

In fiscal 2008, operating activities generated cash flow
of $643.5 million compared to $438.8 million last year. The
increase of $204.7 million is primarily the result of the
$123.1 million increase in net change in non-cash working cash
flow and earnings for common shareholders increasing by
$110.1 million, offset by a $28.5 million decrease in items not
affecting cash, primarily due to the reduction in minority interest.
The following tables present non-cash working capital changes
on a quarter-over-quarter basis and on a year-over-year basis.

Q4 F2008 vs. Q4 F2007 vs.

Q3 F2008 Q3 F2007

Increase Increase

May 3, Feb. 2, (Decrease) in (Decrease) in

($ in millions) 2008 2008 Cash Flows Cash Flows
Receivables $ 316.3 $ 313.4 $ (2.9) $ 1.6
Inventories 820.2 847.0 26.8 15.3
Prepaid expenses 62.0 61.7 (0.3) 0.5
Accounts payable and accrued liabilities (1,322.4) (1,246.1) 76.3 84.1
Income taxes receivable (payable) (15.5) (0.7) 14.8 (21.5)
Impact of reclassifications on working capital® 375 14.8 (22.7) 4.0
Total $ (101.9) $ (9.9) $ 92.0 $ 84.0
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Non-Cash Working Capital (Year-Over-Year)

Year-Over-Year

Increase

May 3, May 5, (Decrease) in

($ in millions) 2008 2007 Cash Flows

Receivables $ 316.3 $ 312.83 $ (4.0)

Inventories 820.2 757.5 (62.7)

Prepaid expenses 62.0 51.4 (10.6)
Accounts payable and accrued liabilities (1,322.4) (1,260.3) 62.1
Income taxes receivable (payable) (15.5) 3.6 19.1

Impact of reclassifications on working capital™® 42.4 12.4 (30.0)

Total $ (97.0) $ (123.1) $ (26.1)

(1) Reclassifications primarily relate to business acquisitions and rationalization costs.

The net change in non-cash working capital of $92.0 million
in the fourth quarter was largely due to a $76.3 million increase
in payables, a $26.8 million decrease in inventories and an
increase in income taxes payable of $14.8 million compared
to the third quarter ended February 2, 2008. The decrease in
inventory is primarily related to lower inventory requirements
in the food retailing division following the December selling
season. The increased accounts payable and accrued liabilities
largely reflects higher accounts payable and accrued liabilities
at Sobeys due to a general increase as a result of increased
operations. The decrease in taxes payable compared to the
third quarter reflects the timing of tax remittances.
Year-over-year non-cash working capital decreased
$26.1 million. This is primarily the result of a $62.7 million
increase in inventories, a $10.6 million increase in prepaid
expenses and a $4.0 million increase in receivables, partially
offset by a decrease in income taxes receivable of $19.1 million
and a $62.1 million increase in accounts payable and accrued
liabilities compared to the fourth quarter of last year. The
increase in inventories and related accounts payable and
accrued liabilities is correlated to Sobeys’ higher sales volumes,
the Thrifty's acquisition and the increased square footage in
its expanded store network.

Investing Activities

In the fourth quarter of fiscal 2008, the Company generated
cash from investing activities of $211.7 million compared to
cash used in investing activities of $149.3 million in the fourth
quarter last year. The fourth quarter investing activities this year
benefited from proceeds of $373.5 million related to the sale
of 61 properties to Crombie REIT, which was partially offset
by a net increase in investments, primarily Crombie REIT, of
$54.2 million. Investment in property, equipment and other
assets totalled $150.3 million in the fourth quarter versus
$141.3 million in the same quarter last year.

For the fiscal year, cash used in investing activities increased
$942.7 million to total $1,367.5 million. This was primarily the
result of the purchase of Sobeys’ shares to privatize the
Company for a cash outlay of $1,065.7 million, cash used in
business acquisitions, primarily Thrifty Foods, of $263.2 million
and an increase in the cash used to purchase property and
equipment of $40.5 million, partially offset by cash proceeds
from sale of property to Crombie REIT of $373.5.

Consolidated purchases of property, equipment and other
assets totalled $549.4 million compared to $508.9 million last
fiscal year. The table below presents capital expenditures over
the last two fiscal years by division.

($ in millions) May 3, 2008 May 5, 2007
Food retailing $ 481.2 $ 446.7
Real estate 47.3 16.0
Investments

and other operations 20.9 46.2
Total $ 5494 $ 508.9
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The table below outlines the number of stores Sobeys invested in or closed during fiscal 2008 compared to fiscal 2007.

Sobeys’ Corporate and Franchised Store Construction Activity

13 Weeks Ended 13 Weeks Ended 52 Weeks Ended 52 Weeks Ended
# of Stores May 3, 2008 May 5, 2007 May 3, 2008 May 5, 2007
Opened/Acquired/Relocated 15 7 66 77
Expanded 10 3 31 24
Rebannered/Redeveloped 9 13 60 49
Closed 17 9 67 38

The following table shows Sobeys’ square footage changes for
the 13 weeks and 52 weeks ended May 3, 2008 by type.

Sobeys’ Square Footage Changes

Q4 FO08 Q4 F08
Square Feet (in thousands) vs. Q8 F08 vs. Q4 F07
Opened 153 477
Relocated 48 364
Acquired - 571
Expanded 50 172
Closed 124 794
Net Change 127 790

At May 3, 2008, Sobeys’ square footage totalled 27.2 million
square feet, a 3.0 percent increase over the 26.4 million square
feet in operation at the end of the fourth quarter of last year.

Capital expenditures for the real estate division equalled
$47.3 million in fiscal 2008 ($16.0 million in fiscal 2007) as
a result of ongoing property developments and land additions.
The significant increase in capital expenditures underlines
ECL Developments’ commitment to acquire attractive sites
for grocery-anchored shopping plaza development.

Capital spending by investments and other operations
equalled $20.9 million in fiscal 2008 ($46.2 million in fiscal
2007) primarily as a result of a reduction in expenditures to
invest in selected oil and gas properties in Alberta through
Kepec. The majority of the capital spending in fiscal 2008
was to modernize and develop various movie theatre locations.

Food Retailing Capital Expenditures

$ IN MILLIONS $ IN MILLIONS

Financing Activities
Financing activities during the fourth quarter used $407.6 million
of cash compared to $35.6 million of cash used in the
comparable period of fiscal 2007. Net repayments of funded
debt amounted to $390.3 million in the fourth quarter
(repayments of $445.9 million net of issuances of $55.6 million)
compared to net repayments of $19.0 million (repayments of
$40.9 million net of issuances of $21.9 million) in the fourth
quarter of fiscal 2007. In the fourth quarter of fiscal 2008, the
proceeds from the sales of 61 properties to Crombie REIT
were used to repay long-term debt as discussed.

For the fiscal year, financing activities increased cash
by $620.5 million compared to a $60.2 million decline
last year largely due to the issuance of long-term debt. In
fiscal 2008, the net increase in funded debt amounted
to $654.3 million (issuances of $1,161.8 million net of
repayments of $507.5 million) compared to net repayments of
$10.7 million (repayments of $171.5 million net of issuances
of $160.8 million) in fiscal 2007. The additional long-term debt
added in fiscal 2008 was related to the privatization of Sobeys
and the acquisition of Thrifty Foods. A portion of this newly
issued debt was later repaid with proceeds from the sale of
61 properties to Crombie REIT as discussed. The Company
added net long-term debt of $592.3 million in fiscal 2008
versus $56.6 million added last year.

Real Estate Capital Expenditures
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400 60
300 0 45
200 . 30
100 . 15
FISCAL YEAR 04 05 06 07 08 FISCAL YEAR 04

05 06 07 o8

EMPIRE COMPANY LIMITED MANAGEMENT’S DISCUSSION AND ANALYSIS



Accounting Policy Changes

Accounting standards adopted during fiscal 2008:

Accounting Changes

In July 2006, the Canadian Institute of Chartered Accountants
(“CICA") issued section 1506 of the CICA Handbook,
‘Accounting Changes”, which describes the criteria for changing
accounting policies, along with the accounting and disclosure for
changes in accounting policies, changes in accounting estimates
and corrections of errors. These changes came into effect for
fiscal periods beginning on or after January 1, 2007 and were
applicable as of the Company’s first quarter of fiscal 2008.

Financial Instruments

On May 6, 2007, the Company implemented the CICA Handbook
Sections 3855, “Financial Instruments — Recognition and
Measurement’, 3865, “Hedges”, 1630, “Comprehensive Income’,
3251, “Equity” and 3861, “Financial Instruments — Disclosure
and Presentation”. These standards have been applied without
restatement of prior periods. The transitional adjustments
resulting from these standards were recognized in the opening
balances of retained earnings and accumulated other
comprehensive income.

Financial Instruments - Recognition and Measurement
Section 3855, “Financial Instruments — Recognition and
Measurement” requires the Company to initially recognize all

of its financial assets and liabilities, including derivatives and
embedded derivatives in certain contracts, at fair value adjusted
on transition as appropriate, and measured subsequently in
accordance with the classification chosen. Non-financial

derivatives must be recorded at fair value on the consolidated
balance sheet unless they are exempt from derivative treatment
based upon expected purchase, sale or usage requirements.

This standard also requires the Company to classify financial
assets and liabilities according to their characteristics and
management’s choices and intentions related thereto for the
purposes of ongoing measurements. Classification choices for
financial assets include: a) held for trading — measured at fair
value with changes in fair value recorded in net earnings;
b) held to maturity — recorded at amortized cost with gains and
losses recognized in net earnings in the period that the asset is
derecognized or impaired; c) available-for-sale — measured at
fair value with changes in fair value recognized in other
comprehensive income for the current period until realized
through disposal or impairment; and d) loans and receivables —
recorded at amortized cost with gains and losses recognized
in net earnings in the period that the asset is derecognized or
impaired. Classification choices for financial liabilities include:
a) held for trading — measured at fair value with changes in
fair value recorded in net earnings and b) other — measured
at amortized cost with gains and losses recognized in net
earnings in the period that the liability is no longer recognized.
Subsequent measurement for these assets and liabilities are
based on either fair value or amortized cost using the effective
interest method, depending upon their classification. Any
financial asset or liability can be classified as held for trading
as long as its fair value is reliably determinable.

In accordance with the new standard, the Company’s
financial assets and liabilities are generally classified and
measured as follows:

Asset/Liability Classification Measurement
Cash Held for trading Fair value
Cash equivalents Held for trading Fair value

Receivables

Mortgages, loans and other receivables
Investments

Derivative other assets and liabilities
Non-derivative other assets and liabilties
Bank indebtedness

Accounts payable and accrued liabilities
Long-term debt

Loans and receivables Amortized cost

Loans and receivables Amortized cost
Available-for-sale Fair value
Held for trading
Held to maturity
Other liabilities
Other liabilities

Other liabilities

Fair value

Amortized cost
Amortized cost
Amortized cost
Amortized cost

Other balance sheet accounts, including, but not limited to,
inventories, prepaid expenses, investments (at equity), property
and equipment, assets held for sale, intangibles, goodwill,
current and future long-term income taxes, employee future
benefits obligation and minority interest are not within the
scope of the new accounting standard as they are not
financial instruments.

Transaction costs, other than those related to financial
instruments classified as held for trading which are expensed
as incurred, are added to the fair value of the financial asset or
financial liability on initial recognition and amortized using the
effective interest method.
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Embedded derivatives are required to be separated and
measured at fair values if certain criteria are met. Under an
election permitted by the new standard, management reviewed
contracts entered into or modified subsequent to May 3, 2003
and determined that the Company does not currently have any
significant embedded derivatives in its contracts that require
separate accounting treatment.

Section 3855 also requires that obligations undertaken
through issuance of a guarantee that meets the definition of
a guarantee pursuant to Accounting Guideline 14, “Disclosure
of Guarantees”, be recognized at fair value at inception. No
subsequent re-measurement at fair value is required unless the
financial guarantee qualifies as a derivative. Management reviewed
and determined that identified guarantees were immaterial.

The fair value of a financial instrument is the amount of the
consideration that would be agreed upon in an arm’s length
transaction between knowledgeable, willing parties who are under
no compulsion to act. To estimate the fair value of each type of
financial instrument various market value data and other valuation
techniques were used as appropriate. The fair value of cash
approximated its carrying value. The fair value of currency swaps
was estimated based on discounting of the forward rate at the
reporting date compared to the forward rate in the contract. The
fair value of interest rate swaps was estimated by discounting net
cash flows of the swaps using forward interest rates for swaps of
the same remaining maturities. The fair value of energy contracts
was estimated based on changes in forward commodity rates.

Hedges
Section 3865, “Hedges” replaces Accounting Guideline 13,
“Hedging Relationships”. The requirements for identification,
designation, documentation and assessment of effectiveness of
hedging relationships remain substantially unchanged. Section
3865 addresses the accounting treatment of qualifying hedging
relationships and the necessary disclosures and also requires all
derivatives in hedging relationships to be recorded at fair value.
The Company has cash flow hedges which are used to
manage exposure to fluctuations in foreign currency exchange
rates, variable interest rates and energy prices. For cash flow
hedges, the effective portion of the change in fair value of the
hedging item is recorded in other comprehensive income. To the
extent the change in fair value of the derivative is not completely
offset by the change in fair value of the hedged item, the
ineffective portion of the hedging relationship is recorded
immediately in net earnings. Amounts accumulated in other
comprehensive income are reclassified to net earnings when
the hedged item is recognized in net earnings. When a hedging
instrument in a cash flow hedge expires or is sold, or when a
hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss in accumulated other comprehensive
income relating to the hedge is carried forward until the hedged
item is recognized in net earnings. When the hedged item
ceases to exist as a result of its expiry or sale, or if an
anticipated transaction is no longer expected to occur, the
cumulative gain or loss in accumulated other comprehensive
income is immediately reclassified to net earnings.

Significant derivatives include the following:

» Foreign currency forward contracts for the primary purpose
of limiting exposure to exchange rate fluctuations relating
to expenditures denominated in foreign currencies. These
contracts are designated as hedging instruments for
accounting purposes. Accordingly, the effective portion of
the change in the fair value of the forward contracts are
accumulated in other comprehensive income until the
variability in cash flows being hedged is recognized in
earnings in future accounting periods.

» Electricity contracts to manage the cost of electricity
designated as cash flow hedges of anticipated transactions.
The portion of gain or loss on derivative instruments
designated as cash flow hedges that are deferred in
accumulated other comprehensive income is reclassified
into other income/expense when the product containing
the hedged item impacts earnings. Hedge ineffectiveness
was immaterial for the current fiscal year.

» Interest rate swaps designated as cash flow hedges to
manage variable interest rates associated with some of
the Company’s debt portfolio. Hedge accounting treatment
results in interest expense on the related debt being
reflected at hedged rates rather than variable interest rates.

Comprehensive Income

In accordance with Section 1530, “Comprehensive Income”,
the Company reported a new financial statement entitled
“Consolidated Statements of Comprehensive Income”, which

is comprised of net earnings and other comprehensive income.
Other comprehensive income represents the change in
shareholders’ equity from transactions and other events from
non-owner sources and includes unrealized gains and losses
on financial assets that are classified as available-for-sale, and
changes in the fair value of the effective portion of cash flow
hedging instruments. The accumulated other comprehensive
income (i.e. the portion of comprehensive income not already
included in net earnings) is being presented as a separate line
in shareholders’ equity. In accordance with the new standard,
$0.6 million relating to unrealized losses resulting from the
translation of self-sustaining foreign operations which had
previously been classified as cumulative translation adjustment
within shareholders’ equity is now presented within accumulated
other comprehensive income.

Equity

Section 3251, “Equity”, which replaced Section 3250, “Surplus’,
establishes standards for the presentation of equity and
changes in equity during the reporting period and requires the
Company to present separately equity components and changes
in equity arising from: i) net earnings; ii) other comprehensive
income; iii) other changes in retained earnings; iv) changes in
contributed surplus; v) changes in share capital; and vi) changes
in reserves.
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Financial Instruments - Disclosure and Presentation
Section 3861, “Financial Instruments — Disclosure and
Presentation”, which replaced Section 3860, of the same
title, establishes standards for the presentation of financial
instruments and non-financial derivatives, and identifies the
information that should be disclosed about them.

The following table summarizes the transition adjustments
recorded upon implementation:

($ in millions) Transition Adjustments

Consolidated Balance Sheet

Investments $ 944
Other assets (4.5)
Other liabilities 2.5
Long-term debt 2.7
Future income taxes (18.5)
Minority interest 0.6
Accumulated other comprehensive income (77.2)

Deferred Charges

The Company adopted CICA Section 3855, “Financial
Instruments — Recognition and Measurement’, effective as of
the first quarter of fiscal 2008. Concurrent with issuance of this
section, Section 3070, “Deferred Charges’, was withdrawn. As

a result, the Company reviewed its deferred costs classifications
included with other assets and determined that the following
changes were necessary:

Deferred Store Marketing

Deferred store marketing costs, primarily comprised of store
renovation and expansion costs, were reclassified and included
with equipment, fixtures and vehicles as part of the Company’s
property and equipment balance sheet group. Prior year
balances were reclassified which resulted in an increase in
property and equipment and a decrease in other assets of
$106.2 million at May 5, 2007 as well as an increase in
depreciation expense and decrease in cost of sales, selling
and administrative expenses of $25.3 million for the year
ended May 5, 2007. There is no impact on net earnings or
earnings per share as a result of this change.

Deferred Repositioning Costs

Effective for the first quarter of fiscal 2008, the Company
changed its accounting policy for the treatment of certain
deferred costs associated with major repositioning or branding
efforts of the Company. Due to the withdrawal of the primary
source of GAAPR, Section 3070, “Deferred Charges”, the
Company looked to other sources of existing and proposed
GAAP for guidance in determining its future policy for such
costs. Based on this review, the Company determined, in setting
the new policy, that it would be more appropriate to expense

these types of costs in the period incurred as it provides
more relevant information on expenditures associated with
repositioning and branding efforts.

This change in accounting policy was applied retrospectively
resulting in a $9.1 million decrease in other assets, a $3.2 million
decrease in long-term future tax liabilities, and a $4.3 million
decrease in earnings (net of minority interest of $1.6 million)
at May 5, 2007. The effect for the year ended May 5, 2007 is a
$9.1 million increase in cost of sales, selling and administrative
expenses, a $3.2 million decrease in income taxes and $0.06
decrease in basic and diluted earnings of per share. The effect
for the year ended May 3, 2008, was a $3.6 million decrease in
cost of sales, selling and administrative expenses, a $1.2 million
increase in income taxes and an increase in basic and diluted
earnings of $0.04 per share.

The following accounting standards have been implemented
during fiscal 2007:

Vendor Consideration

During the first quarter of fiscal 2007, the Company implemented
on a retroactive basis, Emerging Issues Committee Abstract 156
(“EIC-156"), “Accounting by a Vendor for Consideration Given to
a Customer (including a Reseller of the Vendor's Products)”. This
abstract requires a vendor to generally record cash consideration
given to a customer as a reduction to the selling price of the
vendor's product or services and reflect it as a reduction of
revenue when recognized in the statement of earnings.

Prior to the implementation of EIC-156, the Company
recorded certain sales incentives paid to independent
franchisees, associates and independent accounts in cost of
sales, selling and administrative expenses on the statement
of earnings. Accordingly, the implementation of EIC-156 on a
retroactive basis resulted in a reduction in both sales and cost
of sales, selling and administrative expenses. As reclassifications,
these changes did not impact net earnings or earnings per share.

Future Changes in Accounting Policies

Inventories

In June 2007, the CICA issued Section 3031, “Inventories”,
which has replaced existing Section 3030 with the same title.
The new Section establishes that inventories should be
measured at the lower of cost and net realizable value, with
guidance on the determination of cost. This standard is effective
for interim and annual financial statements relating to fiscal
years beginning on or after January 1, 2008 and is applicable
for the Company’s first quarter of fiscal 2009. The Company has
evaluated the impact of this new standard and does not expect
the adoption of this standard to have a significant impact on its
financial statement disclosures and statement of earnings.
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Capital Disclosures

In October 2006, the CICA issued Section 1535, “Capital
Disclosures”. This section establishes standards for disclosing
information about an entity’s capital and how it is managed. The
standard is effective for interim and annual financial statements
relating to fiscal years beginning on or after October 1, 2007 and
is applicable for the Company’s first quarter of fiscal 2009. The
Company does not expect that the adoption of this standard will
have a significant impact on its financial statement disclosures.

Financial Instruments - Disclosure and Financial
Instruments - Presentation

Section 3862 “Financial Instruments — Disclosure” and Section
3863, “Financial Instruments — Presentation’, replace Section
3861, “Financial Instruments — Disclosure and Presentation”.
Section 3862 requires increased disclosures regarding the risks
associated with financial instruments such as credit risk, liquidity
risk and market risks and the techniques used to identify, monitor
and manage these risks. Section 3863 carries forward standards
for presentation of financial instruments and non-financial
derivatives and provides additional guidance for the classification
of financial instruments between liabilities and equity. These
standards are effective for interim and annual financial
statements relating to fiscal years beginning on or after

October 1, 2007 and are applicable for the Company’s first

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. Certain of these estimates require subjective or complex
judgments by management that may be uncertain. Some of
these items include inventories, carrying value of commercial
properties, goodwill, employee future benefits, asset backed
commercial paper, and income taxes. Changes to these
estimates could materially impact the financial statements.
These estimates are based on management’s best knowledge
of current events and actions that the Company may undertake
in the future. Actual results could differ from these estimates.

Pension, Post-Retirement and

Post-Employment Benefits

Certain estimates and assumptions are used in actuarially
determining the Company’s defined pension and employee
future benefits obligation.

Significant assumptions used to calculate the pension and
employee future benefits obligation are the discount rate, the
expected long-term rate of return on plan assets and expected
growth rate of health care costs. These assumptions depend

quarter of fiscal 2009. The Company does not expect the
adoption of these standards to have a significant impact on
its financial disclosures and results of operations.

Goodwill and Intangible Assets

In February 2008, the CICA issued Section 3064, “Goodwill
and Intangible Assets”, which replaced existing Section 3062,
“Goodwill and Other Intangible Assets” as Section 3450,
‘Research and Development”. The new standard provides
guidance on the recognition, measurement, presentation and
disclosure of goodwill and intangible assets. This standard is
effective for interim and annual financial statements relating
to fiscal years beginning on or after October 1, 2008 and is
applicable for the Company’s first quarter of fiscal 2010. The
Company is currently evaluating the impact of this new standard.

International Financial Reporting Standards

In January 2006, the Canadian Accounting Standards Board
announced its decision requiring all publicly accountable entities
to report under International Financial Reporting Standards.
This decision establishes standards for financial reporting with
increased clarity and consistency in the global marketplace.
These standards are effective for interim and annual financial
statements relating to fiscal years beginning on or after
January 1,2011 and are applicable for the Company'’s first
quarter of fiscal 2012. The Company is currently evaluating
the impact of these new standards.

on various underlying factors such as economic conditions,
investment performance, employee demographics and mortality
rates. These assumptions may change in the future and may
result in material changes in the pension and employee benefit
plans expense. The magnitude of any immediate impact,
however, is mitigated by the fact that net actuarial gains and
losses in excess of ten percent of the greater of the accrued
benefit plan obligation and the market value of the benefit plan
assets are amortized on a straight-line basis over the average
remaining service period of the active employees. Changes in
financial market returns and interest rates could also result

in changes in funding requirements for the Company’s defined
benefit pension plans.

The discount rate is based on current market interest rates
assuming a portfolio of Corporate AA bonds with terms to
maturity that, on average, match the terms of the obligation.
The appropriate discount rates are determined on April 30th
every year. For fiscal 2008, the discount rate used for calculation
of pension and other benefit plan expense was 5.25 percent
(fiscal 2007 — 5.0 percent). The expected long-term rate of
return on plan assets for pension benefit plans for each of fiscal
2008 was 7.0 percent (fiscal 2007 — 7.0 percent). The expected
growth rate in health care costs was 9.0 percent for fiscal 2008
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(fiscal 2007 — 10.0 percent). The cumulative growth rate in
health care costs to 2016 is expected to be 5.0 percent. The
expected future growth rate is evaluated on an annual basis.
The table below outlines the sensitivity of the 2008 key
economic assumptions used in measuring the accrued benefit
plan obligations and related expenses of the Company’s pension

and other benefit plans. The sensitivity of each key assumption
has been calculated independently. Changes to more than one
assumption simultaneously may amplify or reduce the impact on
the accrued benefit obligation or benefit plan expenses.

Pension Plans Other Benefit Plans

Benefit Benefit Benefit Benefit
($ in millions) Obligations Cost™ Obligations Cost™
Expected long-term rate of return on plan assets 7.00%
Impact of: 1% increase $ (2.4)
Impact of: 1% decrease $ 2.4
Discount rate® 5.25% 5.25% 5.25% 5.25%
Impact of: 1% increase $ (29.5) $ 0.4 $ (17.1) $ (0.7)
Impact of: 1% decrease $ 33.1 $ (0.8) $ 20.6 $ 0.8
Growth rate of health care costs® 9.00% 9.00%
Impact of: 1% increase $ 19.1 $ 1.9
Impact of: 1% decrease $ (15.4) $ (1.5)

(1) Reflects the impact on the current service cost, the interest cost and the expected return on assets.

(2) 5.5 percent for the Employee Pension Plan and the Post Retirement Benefit Plan.

(3) Gradually decreasing to 5.0 percent in 2016 and remaining at that level thereafter.

Goodwill and Long-Lived Assets

Goodwill is not amortized and is assessed for impairment

at the reporting unit level. This is done, at a minimum, annually.
Any potential goodwill impairment is identified by comparing
the fair value of a reporting unit to its carrying value. If the fair
value of the reporting unit exceeds its carrying value, goodwill
is considered not to be impaired. If the carrying value of the
reporting unit exceeds its fair value, potential goodwill
impairment has been identified and must be quantified by
comparing the estimated fair value of the reporting unit's
goodwill to its carrying value. Any goodwill impairment will
result in a reduction in the carrying value of goodwill on the
consolidated balance sheet and in the recognition of a non-
cash impairment charge in operating income.

The Company periodically assesses the recoverability
of long-lived assets when there are indications of potential
impairment. In performing these analyses, the Company
considers such factors as current results, trends and future
prospects, current market value and other economic factors.

A substantial change in estimated undiscounted future cash
flows for these assets could materially change their estimated
fair values, possibly resulting in additional impairment. Changes
which may impact future cash flows include, but are not limited
to, competition and general economic conditions and
unrecoverable increases in operating costs.

Income Taxes

Future income tax assets and liabilities are recognized for
the future income tax consequences attributable to temporary
differences between the financial statement carrying values

of assets and liabilities and their respective income tax bases.
Future income tax assets or liabilities are measured using
enacted or substantively enacted income tax rates expected to
apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The
calculation of current and future income taxes requires
management to make estimates and assumptions and to
exercise a certain amount of judgment. The financial statement
carrying values of assets and liabilities are subject to accounting
estimates inherent in those balances. The income tax bases

of assets and liabilities are based upon the interpretation of
income tax legislation across various jurisdictions. The current
and future income tax assets and liabilities are also impacted

by expectations about future operating results and the timing

of reversal of temporary differences as well as possible audits
of tax filings by the regulatory authorities. Management believes
it has adequately provided for income taxes based on current
available information.

Changes or differences in these estimates or assumptions
may result in changes to the current or future income tax
balances on the consolidated balance sheet. A charge or credit
to income tax expense may result in cash payments or receipts.

Valuation of Inventories

Inventories are valued at the lower of cost and estimated net
realizable value. Significant estimation or judgment is required
in the determination of (i) inventories counted and adjusted to
cost and (ii) estimated inventory reductions due to spoilage,
shrinkage and allowances, occurring between the last physical
inventory count and the balance sheet date.
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Inventory shrinkage, which is calculated as a percentage
of the related inventory, is evaluated throughout the year and
provides for estimated inventory shortages from the last physical

Controls and Procedures

Empire’'s management, with the participation of the Chief
Executive Officer (“CEQ”) and Chief Financial Officer (“CFQ"),
has reviewed and evaluated the Corporation’s disclosure
controls and procedures (as that term is defined in Multi-

count to the balance sheet date. To the extent that actual losses
experienced vary from those estimated, inventories, operating
income and consolidated earnings may be impacted.

National Instrument 52-109) as of May 3, 2008. Based on
that evaluation, the CEO and CFO have concluded that the
design and operation of the system of disclosure controls
and procedures was effective.

Internal Controls Over Financial Reporting

Empire’s management, with the participation of the CEO

and CFO, has reviewed and evaluated the design of the
Corporation’s internal controls over financial reporting (as that
term is defined in Ml 52-109) as of May 3, 2008. Internal
controls over financial reporting are designed to provide
reasonable assurance regarding the reliability of the Company’s
financial reporting and its preparation of financial statements
for external purposes in accordance with Canadian GAAP.

All internal control systems, no matter how well designed, have
inherent limitations. Therefore, even those systems determined
to be effective can provide only reasonable assurance with
respect to financial reporting.

Related Party Transactions

The Company rents premises from Crombie REIT. In addition,
Crombie REIT provides administrative and management
services to the Company. The rental payments are at fair value
and the charges incurred for administrative and management
services are on a cost recovery basis. The Company has
non-interest bearing notes payable to Crombie REIT in the
amount of $19.6 million.

On October 2, 2006, the Company sold two commercial
properties to Crombie REIT for cash proceeds of $32.4 million,
which was fair market value. Since the sale was to an equity
accounted investment, no gain was recorded on the sale.

Other Matters

Asset Backed Commercial Paper

As of May 3, 2008, the Company held third-party ABCP with an
original cost of $30.0 million that was in default. The ABCP was
rated by the Dominion Bond Rating Service (‘DBRS”) as R-1

In addition, management has evaluated whether there were
changes in our internal controls over financial reporting during
the interim period ended May 3, 2008 that have materially
affected, or are reasonably likely to materially affect, our internal
controls over financial reporting.

As a result of this evaluation, management reports that there
have been no changes in the Company’s internal controls over
financial reporting during the 52 weeks ended May 3, 2008 that
have materially affected, or are reasonably likely to materially
affect, our internal controls over financial reporting. Therefore,
Empire’s CEO and CFO have concluded that the design of its
internal controls over financial reporting is effective.

On April 22, 2008, the Company sold 61 commercial
properties to Crombie REIT, for cash proceeds of $373.5 million
plus additional Class B Units in Crombie Limited Partnership
totalling $55.0 million, which was fair market value. In
accordance with Canadian GAAR, the gain on this transaction
of $144.3 million has been accounted for as a reduction in the
carrying value of Crombie REIT because the purchaser is a
related party.

(high), the highest credit rating for commercial paper since the
ABCP are backed by AAA (high) rated assets. The $30.0 million
of ABCP held by the Company is entirely made up of collateralized
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debt obligations. Collateralized debt obligations are a type of
asset-backed security that is created by a portfolio of fixed-
income assets which may include pools of bonds, credit card
debt, commercial mortgage-backed securities and other loans.

In the second quarter of fiscal 2008, a global disruption in
the market for such commercial paper resulted in a constraint
on the liquidity of ABCP. DBRS placed certain of the ABCP
“Under Review with Developing Implications” following an
announcement on August 16, 2007 that a consortium
representing banks, asset providers and major investors had
agreed in principle to a long-term proposal and interim
agreement regarding the ABCP (commonly referred to as “the
Montreal Proposal”). On September 6, 2007 a pan-Canadian
committee (“the Committee”) consisting of major investors was
formed to oversee the proposed restructuring process of the
ABCP. As of May 3, 2008, all of the ABCP held by the Company
were part of the Montreal Proposal. Under this proposal, the
affected ABCP would be converted into term floating rate notes
maturing no earlier than the scheduled termination dates of the
underlying assets. The Montreal Proposal called for the investors
to continue to roll their ABCP during the standstill period.

On December 23, 2007, a formal restructuring proposal was
established to address the global disruption experienced with
third-party ABCP. On April 25, 2008, note holders voted in
favour of the restructuring proposal, which will provide investors
with new long-term notes that will more closely match the
maturity dates of the underlying assets and the cash flows they
are expected to generate and was approved on June 5, 2008
by the Ontario Superior Court of Justice.

On March 20, 2008, the Committee issued an Information
Statement containing details about the proposed restructuring.
Based on this and other public information it is estimated that
the $30.0 million of ABCP in which the Company has invested
in is represented by a combination of leveraged collateralized
debt, synthetic assets and traditional securitized assets. The
Company will, on restructuring, receive replacement senior
Class A-1 and Class A-2 and subordinate Class B and Class C
long-term floating rate notes with maturities of approximately
eight years and nine months.

The Company expects to receive replacement notes with par
values as follows:

($ in millions)

Class A-1: $ 8.2
Class A-2: 17.8
Class B: 3.1
Class C: 0.9
Total : $ 300

The replacement notes are expected to obtain an
AA rating while the replacement subordinate notes are likely
to be unrated.

The valuation technique used by the Company to estimate
the fair value of its investment in ABCP at May 3, 2008
incorporates probability weighted discounted cash flows
considering the best available public information regarding
market conditions, prevailing yields, credit spreads and other
factors that a market participant would consider for such
investments. The assumptions used in determining the estimated
fair value reflect the details included in the Information
Statement issued by the Committee and the risks associated
with the long-term floating rate notes.

Interest rates and credit losses vary by each of the different
replacement long-term floating rate notes to be issued as each
has different credit ratings and risks. Interest rates and credit
losses also vary by the different probable cash flow scenarios
that have been modeled.

Discount rates vary dependent upon the credit rating of the
replacement long-term floating rate notes. Discount rates have
been estimated using Government of Canada benchmark rates
plus expected spreads for similarly rated instruments with similar
maturities and structure. An increase in the estimated discount
rates of 1 percent would reduce the estimated fair value of the
Company’s investment in ABCP by approximately $5.0 million.

Maturities vary by different replacement long-term
floating rate notes as a result of the expected maturity of
the underlying assets.

These investments were initially and continue to be classified
as held-to-maturity instruments by the Company and were
carried at an amortized cost. Due to the lack of liquidity and
a yield on these instruments, a pre-tax impairment loss of
$7.5 million or 25 percent of the original cost was recorded
during fiscal 2008. It is possible that the amount ultimately
recovered may differ from the estimate. The Company continues
to investigate the implications of the default and the remedies
available, In addition, these investments have been reclassified
as long-term under other assets rather than current assets due
to the uncertainty as to the timing of collection.

Continuing uncertainties regarding the value of assets which
underlie the ABCP, the amount and timing of cash flows and the
outcome of the restructuring process could give rise to a further
material change in the value of the Company’s investment in
ABCP which could impact the Company’s near term earnings.

The Company believes it has sufficient credit facilities to
satisfy its financial obligations as they come due and does not
expect there will be a material adverse impact on its business
as a result of this current third-party ABCP liquidity issue.
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Guarantees and Commitments

The following illustrates the Company’s significant contractual obligations over the next five fiscal years and thereafter.

Gross obligations excluding lease income

($ in millions) 2009 2010 2011 2012 2013 Thereafter Total
Long-term debt $ 47.2 $ 204 $ 536.3 $ 18.0 $ 265.7 $ 530.9 $1,4185
Capital leases 13.2 12.0 11.1 8.0 4.9 7.3 56.5
Operating leases 300.9 281.8 263.9 2475 234.5 1,862.8 3,191.4
Total contractual
obligations $ 361.3 $ 314.2 $ 8113 $ 2735 $ 505.1 $ 2,401.0 $4,666.4
Operating leases, net of expected lease income received by the Company
($ in millions) 2009 2010 2011 2012 2013 Thereafter Total
$ 219.1 $ 2044 $ 1913 $ 179.6 $ 172.6 $1,483.2 $2,450.2

Franchise Affiliates

Sobeys has guaranteed certain bank loans contracted by
franchise affiliates. As at May 3, 2008, these loans amounted
to $1.3 million (May 5, 2007 — $2.9 million).

During the second quarter of fiscal 2008, Sobeys entered
into an additional guarantee contract. Under the terms of the
guarantee, should a franchise affiliate be unable to fulfill their
lease obligation, Sobeys would be required to fund the greater
of $5.0 million or 9.9 percent of the unfulfilled obligation
balance. As at May 3, 2008 the amount of the guarantee was
$5.0 million.

Sobeys also has guaranteed certain equipment leases of
its franchise affiliates. Under the terms of the guarantee should
a franchise affiliate be unable to fulfill its lease obligation,
Sobeys would be required to fund the difference of the lease
commitments up to a maximum of $70.0 million reduced from
$100.0 million during the second quarter of fiscal 2008 on
a cumulative basis. Sobeys approves each of the contracts.

The aggregate, annual, minimum rent payable under the
guaranteed operating equipment leases for fiscal 2009 is
approximately $18.1 million. The guaranteed lease commitments
over the next five fiscal years are:

Guaranteed

($ in millions) Lease Commitments

2009 $ 18.1
2010 $ 13.6
2011 $ 125
2012 $ 10.1
2013 $ 7.7
Thereafter $ 1.8

Other

At May 3, 2008, the Company was contingently liable for letters
of credit issued in the aggregate amount of $60.3 million

(May 5, 2007 — $48.5 million).

Upon entering into the lease of its new Mississauga
distribution centre in March 2000, Sobeys guaranteed to the
landlord the performance by Serca Foodservice Inc. of all
of its obligations under the lease. The remaining term of the
lease is 12 years with an aggregate obligation of $37.5 million
(May B, 2007 — $40.4 million). At the time of the sale of assets
of Serca Foodservice Inc. to SYSCO Corp, the lease of the
Mississauga distribution centre was assigned to and assumed
by a subsidiary of the purchaser and SYSCO Corp. agreed to
indemnify and hold Sobeys harmless from any liability it may
incur pursuant to its guarantee.
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Designation For Eligible Dividends

The new dividend regime for the favourable tax treatment of
“eligible dividends” has been brought into effect by Bill C-28 which
came into effect on February 21, 2007. Passage of this bill has
important implications for corporations paying eligible dividends. To
be eligible dividends, dividends paid on or after February 21, 2007,
must be designated as such as the time of payment.

Contingencies

In the ordinary course of business, the Company is subject to
ongoing audits by tax authorities. While the Company believes
that its tax filing positions are appropriate and supportable, from
time to time certain matters are reviewed and challenged by

tax authorities.

On June 21, 2005, Sobeys received a notice of
reassessment from Canada Revenue Agency (‘CRA’) for the
fiscal years 1999 and 2000 related to the Goods and Services
Tax (“GST"). CRA asserts that Sobeys was obliged to collect
GST on the sales of tobacco products to status Indians. The
total tax, interest and penalties in the reassessment were
$13.6 million. Sobeys has reviewed this matter, has received
legal advice, and believes it was not required to collect GST.
During the second quarter of fiscal 2006, Sobeys filed a Notice
of Objection with CRA. Accordingly, Sobeys has not recorded in
its statement of earnings any of the tax, interest or penalties
set-out in the notice of reassessment. Sobeys has deposited
with CRA funds to cover the total tax, interest and penalties in
the reassessment and has recorded this amount as a long-term
receivable from CRA pending resolution of the matter.

The Company and a subsidiary have been reassessed in
respect to the tax treatment of gains realized on the sale of
shares in Hannaford Bros. Co. (“Hannaford”) in fiscal 2001.

In the event that the tax authorities are successful in respect
of the Hannaford transaction, which the Company believes is
unlikely, the maximum potential exposure in excess of provisions
taken is approximately $22.8 million. The Company has appealed

Risk Management

Through its operating companies and its equity-accounted
investments, Empire is exposed to a number of risks in the
normal course of business that have the potential to affect
operating performance. The Company has operating and risk
management strategies and insurance programs to help
minimize these operating risks.

Empire has adopted an annual enterprise risk management
assessment which is overseen by the Company’s senior
management and reported to the Board and Committees of

Empire has, in accordance with the administrative position of
the Canada Revenue Agency, included the appropriate language
on its website to designate the dividends paid by Empire as
eligible dividends unless otherwise designated.

the reassessments in respect of the sale of Hannaford shares.
The Company expects that it will be substantially successful

on its appeals of each of these reassessments. The Company
also believes that the ultimate resolution of these matters will
not, in any event, have a material impact on earnings because

it has made adequate provisions for each of these matters.
Should the ultimate outcome materially differ from the provisions
established, the effective tax rate and earnings of the Company
could be materially affected, negatively or positively, in the
period in which the matters are resolved.

During the fourth quarter, the Company settled other
outstanding disputes with CRA. Payments of $28.4 million
were covered by existing provisions resulting in no impact on
net earnings.

The Company entered into an agreement with Crombie REIT
to fund certain property redevelopments and originally issued
and recorded a note payable to Crombie REIT in the amount
of $39.6 million related thereto. The Company has agreed
to pay for all additional costs and expenses required for the
redevelopment of those properties. In the event that the
redevelopment costs are less than $39.6 million, the savings
will be paid to the Company.

There are various claims and litigation, which the Company
is involved with, arising out of the ordinary course of business
operations. The Company's management does not consider the
exposure to such litigation to be material, although this cannot
be predicted with certainty.

the Board. The enterprise risk management framework sets
out principles and tools for identifying, evaluating, prioritizing
and managing risk effectively and consistently across Empire.
Sobeys has adopted an annual enterprise risk management

assessment which is overseen by the Sobeys’ Leadership
Committee and reported to the Board and Committees of the
Board. The enterprise risk management framework sets out
principles and tools for identifying, evaluating, prioritizing and
managing risk effectively and consistently across Sobeys.
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Competition

Empire’s food retailing business, through Sobeys, operates in

a dynamic and competitive market. Other national and regional
food distribution companies along with non-traditional
competitors, such as mass merchandisers and warehouse clubs,
represent a competitive risk to Sobeys’ ability to attract
customers and operate profitably in its markets.

Sobeys maintains a strong national presence in the Canadian
retail food and food distribution industry through regionally
managed operations. The most significant risk to Sobeys is the
potential for reduced revenues and profit margins as a result
of increased competition. To mitigate this risk, Sobeys’ strategy
is to be geographically diversified with the benefits of national
scale, to be customer and market-driven, to be focused on
superior execution, and to have efficient, cost effective
operations. Sobeys reduces its exposure to competitive or
economic pressures in any one region of the country by
operating in each region of Canada through a network of
corporate, franchised, and affiliated stores, and through servicing
the needs of thousands of independent, wholesale accounts.
Sobeys approaches the market with five distinct formats, sizes,
and banners, to meet anticipated needs of its customers in order
to enhance profitability by region and by target market.

Empire's real estate operations, through ECL, compete with
numerous other developers, managers, and owners of real
estate properties in seeking tenants and new properties for
future development. The existence of competing developers,
managers and owners could affect our real estate group’s
ability to: (i) acquire a prospective property in compliance with
our investment criteria; (ii) lease space in its properties and
(iii) maximize rents charged and minimize concessions granted.
Commercial property revenue is also dependent on the renewal
of lease arrangements by key tenants. These factors could
adversely affect revenues and cash flows.

Continued growth of rental income is dependant on
renewing expiring leases and finding new tenants to fill
vacancies at market rental rates, thereby ensuring an attractive
return on our investment. The success of the real estate
portfolio is also subject to general economic conditions, the
supply and demand for rental property in key markets served,
and the availability of attractive financing to expand the real
estate portfolio where deemed prudent. During fiscal 2008, our
real estate operations encountered generally positive economic
conditions with relatively stable occupancy levels and healthy
rental renewal rates. During fiscal 2008, capitalization rates
remained relatively low which impacted the number of potential
properties that generate an attractive return on investment.

Genstar faces competition from other residential land
developers in securing attractive sites for new residential
lot development. Although Genstar does hold land for future
development, given the relatively low level of interest rates and
continued strong demand for new home construction in many of
Genstar's markets, it faces significant competition when looking
to acquire new land for future development.

Financial

Empire and its operating companies have adopted a number
of key financial policies to manage financial risk. Risks can
also arise from changes in the rules or standards governing
accounting or financial reporting. The Company employs
numerous professionally accredited accountants throughout
its finance group.

In the ordinary course of managing its debt, the Company
utilizes financial instruments from time to time to manage the
volatility of borrowing costs. Financial instruments are not used
for speculative purposes.

Interest Rate Risk

Interest rate risk is the potential for financial loss arising from
changes in interest rates. The majority of the Company’s
long-term debt is at fixed interest rates or hedged with interest
rate swaps. Bank indebtedness and approximately 30 percent
of the Company’s long-term debt is exposed to interest rate risk
due to floating rates.

Insurance

Empire and its subsidiaries are self-insured on a limited basis
with respect to certain operational risks and also purchase
excess insurance coverage from financially stable third-party
insurance companies. In addition to maintaining comprehensive
loss prevention programs, the Company maintains management
programs to mitigate the financial impact of operational risks.

Human Resources

Empire is exposed to the risk of labour disruption in its
operating companies. Labour disruptions pose a moderate
operational risk, as Sobeys operates an integrated network
of more than 22 distribution centres across the country for
the food retailing division. Sobeys has good relations with its
employees and unions and does not anticipate any material
labour disruptions in fiscal 2009. However, Sobeys has stated
that it will accept the short-term costs of a labour disruption
to support a steadfast commitment to building and sustaining
a competitive cost structure for the long-term.

Effective leadership is very important to the growth and
continued success of the Company. The Company develops and
delivers training programs at all levels across its various operating
regions in order to improve employee knowledge and to better
serve its customers. The ability of the Company to properly
develop, train and retain its employees with the appropriate skill
set could affect the Company’s future performance.

There is always a risk associated with the loss of key
personnel. Succession plans have been identified for key roles
including the depth of management talent throughout the
Company and its subsidiaries which is reviewed annually by the
Human Resources Committee.
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Business Continuity

The Company is subject to unexpected events and natural
hazards which could cause sudden or complete cessation
of its day to day operations.

One such unexpected and natural hazard is the risk of a
pandemic. Sobeys is working with industry and government
sources to develop a pandemic preparedness plan.

Responsibility for business continuity planning has been
designated to the Human Resources Committee of Empire’s
Board of Directors.

Environmental, Health and Safety

The Company is continually enhancing its programs in areas

of environmental, health and safety and is in compliance with
relevant legislation. Employee awareness and training programs
are conducted and environmental, health and safety risks are
reviewed on a regular basis.

Any environmental site remediation is completed using
appropriate, qualified internal and external resources and
health and safety issues are proactively dealt with. The Board
of Directors receives regular reports which review outstanding
matters, identify new legislation and outline new programs
being implemented across the Company to positively impact
the environment and employee health and safety. Existing
environmental protection regulatory requirements are not
expected to have a material financial or operational effect on
the capital expenditures, earnings or competitive position of the
Company during the current fiscal year or in future years.

Empire and Sobeys have developed programs to promote a
healthy and safe workplace, as well as progressive employment
policies focused on the well being of the thousands of
employees who work in its stores, distribution centres and
offices. These policies and programs are reviewed regularly
by the Human Resources Committee of the Board.

Each operating business conducts an ongoing,
comprehensive environmental monitoring process and the
Company is unaware of any material environmental liabilities
in any of its operating companies. Empire’s Board of Directors
receives quarterly reports that review any outstanding issues
including plans to resolve them.

Food Safety

Sobeys is subject to potential liabilities connected with its
business operations, including potential liabilities and expenses
associated with product defects, food safety and product
handling. Such liabilities may arise in relation to the storage,
distribution and display of products and, with respect to Sobeys’
private label products, in relation to the production, packaging
and design of products.

A large majority of Sobeys’ sales are generated from food
products and Sobeys could be vulnerable in the event of a
significant outbreak of food-borne illness or increased public
health concerns in connection with certain food products.

Such an event could materially affect financial performance.
Procedures are in place to manage food crises, should they

occur. These procedures identify risks, provide clear
communication to employees and consumers and ensure that
potentially harmful products are removed from inventory
immediately. Food safety related liability exposures are insured
by the Company’s insurance program. In addition, Sobeys has
food safety procedures and programs, which address safe food
handling and preparation standards. Sobeys employs best
practices for the storage and distribution of its food products.

Technology

The Company and each of its operating companies are
committed to improving their respective operating systems,
tools and procedures in order to become more efficient and
effective. The implementation of major information technology
projects carries with it various risks, including the risk of
realization of benefits, that must be mitigated by disciplined
change management and governance processes. Sobeys

has a business process optimization team staffed with
knowledgeable internal and external resources that is
responsible for implementing the various initiatives. The
Company’s Board of Directors have also created an oversight
committee to ensure appropriate governance of these change
initiatives is in place and this committee receives regular reports
from the Company’s management.

Real Estate

The Company utilizes a capital allocation process which is
focused on obtaining the most attractive real estate locations
for its retail grocery stores as well as for its commercial property
and residential development operations, with direct Company
ownership being an important, but not overriding, consideration.
Sobeys develops certain retail store locations on owned sites;
however, the majority of its store development is done in
conjunction with external developers. The availability of high
potential new store sites and/or the ability to expand existing
stores is therefore in large part contingent upon successful
negotiation of operating leases with these developers and
Sobeys ability to purchase these sites.

Legal, Taxation and Accounting

Changes to any of the various federal and provincial laws,

rules and regulations related to the Company’s business could
have a material impact on its financial results. Compliance with
any proposed changes could also result in significant cost to the
Company. Failure to fully comply with various laws, rules and
regulations may expose the Company to proceedings which may
materially affect its performance.

Similarly, income tax regulations and/or accounting
pronouncements may be changed in ways which could
negatively affect the Company. The Company mitigates the risk
of not being in compliance with the various laws, rules and
regulations by monitoring for newly adopted activities, improving
technology systems and controls, improving internal controls to
detect and prevent errors and overall, application of more
scrutiny to ensure compliance.
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Operations

The success of Empire is closely tied to the performance of
Sobeys' retail stores. Franchise affiliates operate approximately
53 percent of Sobeys' retail stores. Sobeys relies on the
franchise affiliates and corporate store management to
successfully execute retail programs and strategies.

To maintain controls over Sobeys’ brands and the quality
and range of products and services offered at its stores, each
franchisee agrees to purchase merchandise from Sobeys.

In addition, each store agrees to comply with the policies,
marketing plans and operating standards prescribed by Sobeys.
These obligations are specified under franchise agreements
which expire at various times for individual franchisees. As well,
Sobeys maintains head lease control or has long-term buying
agreements to control the vast majority of its retail locations.

Supply Chain

Sobeys is exposed to potential supply chain disruptions that
could result in shortages of merchandise in its retail store
network. Sobeys mitigates this risk through effective supplier
selection and procurement practices along with a reliance

on the efficient maintenance and evolution of its supply

and logistics chain to sustain and meet growth objectives.

Seasonality

The Company’s operations as they relate to food, specifically
inventory levels, sales volume and product mix, are impacted
to some degree by certain holiday periods in the year.

Product Costs

Sobeys is a significant purchaser of food product which may be
at risk of cost inflation given rising commodity prices and other
costs of production to food manufacturers. Should rising cost

of product materialize in excess of expectations and should
Sobeys not be able to offset such cost inflation through higher
retail prices and/or other cost savings, there could be a negative
impact on sales and margin performance. Sobeys has various
procurement and merchandising programs in place to mitigate
this risk.

Utility and Fuel Prices

The Company is a significant consumer of electricity, other
utilities and fuel. Unanticipated cost increases in these items
could negatively affect the Company’s financial performance.
The Company has various consumption and procurement
programs in place to minimize utility risk.

Foreign Operations

Empire does not directly carry out foreign operations; however,
Sobeys does have certain foreign operations. Sobeys’ foreign
operations are limited to a small number of produce brokerage
offices based in the United States. These foreign operations are
relatively small and are not considered material to Empire on a
consolidated basis; as such, the Company does not have any
material risks associated with foreign operations.

Foreign Currency

The Company conducts the majority of its operating business
in Canadian dollars and its foreign exchange risk is limited to
currency fluctuations between the Canadian dollar, the Euro,
and the U.S. dollar. U.S. dollar purchases of product by the food
retailing division represent approximately three percent of
Sobeys'’ total annual purchases with Euro purchases limited

to specific contracts for capital expenditures. Sobeys has
processes in place to use forward contracts with high quality
counter-parties to fix the exchange rate on some of its expected
requirements for Euros and U.S. dollars.

Ethical Business Conduct

Any failure of the Company to adhere to its policies, the law or
ethical business practices could significantly affect its reputation
and brands and could therefore negatively impact the Company’s
financial performance. The Company’s framework for managing
ethical business conduct includes the adoption of a Code of
Business Conduct and Ethics which directors and employees

of the Company are required to acknowledge and agree to on

a regular basis and, as part of an independent audit and security
function, maintenance of a whistle-blowing hotline.

Information Management

The integrity, reliability and security of information in all its
forms are critical to the Company’s daily and strategic
operations. Inaccurate, incomplete or unavailable information
and/or inappropriate access to information could lead to
incorrect financial and/or operational reporting, poor decisions,
privacy breaches and/or inappropriate disclosure or leaks of
sensitive information.

Information management is identified as a risk in its own
right, separate from the technology risk. The Company
recognizes that information is a critical enterprise asset.
Currently, the information management risk is being managed
at the Regional and National levels through the development
of policies and procedures pertaining to security access, system
development, change management and problem and incident
management. With a view to enhancing and standardizing the
controls to manage the information management risk, the
Company is developing corporate operating policies which
establish minimum standards for the usage, security and
appropriate destruction of information. Furthermore, enterprise
metrics are being identified to assist in monitoring significant
information management risks.

Capital Allocation

The risk associated with capital allocation is high for a holding
company, especially due to the amount of capital invested in
the operating companies. It is important to ensure the capital
allocation decisions result in appropriate return on capital. The
Company has a number of strong mitigation strategies in place
regarding the allocation of capital, including the board review
of capital allocation decisions. The Company has established
prudent hurdle rates for capital investments that are evaluated
through a strong due diligence process.
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Access to Capital

Access to capital risk refers to Empire being unable to obtain
required capital at reasonable terms, given the prevailing market
conditions. There are several factors that impact the level of
inherent risk: the state of the capital markets; the level of capital

Outlook

Management's primary objective will continue to be to maximize
the long-term sustainable value of Empire through enhancing
the worth of the Company’s net assets and in turn, having that
value reflected in Empire’s share price.

Management is clearly focused on directing its energy
and capital towards growing the long-term sustainable value
of its food retailing, real estate and related businesses. In doing
so we remain committed to: a) supporting Sobeys in its goal to
be the widely recognized as the best food retailer in Canada;
b) the profitable growth of our real estate business as it
develops new properties to be vended, preferably, to Crombie
REIT; and c) capitalizing on opportunities afforded as a result
of the existing strong relationships between our food retailing
and our real estate businesses.

Finally, we intend to further reduce our consolidated
funded debt over the coming year through the prudent
management of our working capital and capital outflows in
each operating company.

Food Retailing Division

Sobeys will continue to invest in infrastructure and productivity
improvements in a manner consistent with its expressed
intention to build a healthy and sustainable retail business

and infrastructure for the long-term. This includes continuing
to build on the transformation process and improving the
customers’ in-store experience and our productivity.

The challenge as we move throughout fiscal 2009 will be
to respond effectively to a potential cost of goods inflationary
environment while competition remains intense. We must
manage any increased costs in a way that will continue to
provide fair value to the consumer while at the same time not
disrupting our earnings position or interrupting our growth
potential. Our keen focus on costs and productivity affords us
a competitive advantage in this environment and, while we have
made progress in line with our expectations, further sales per
square foot across our system is achievable and we expect
continued improvement in fiscal 2009.

Sobeys plans to focus on its workforce management and
in-store programs in fiscal 2009 in order to further improve
store productivity. These key customer driven initiatives will
assist Sobeys retail store network in delivering the best food
shopping experience, building on the strong foundation that has
been already been put in place.

We will stay the course to earn broader acknowledgement
as the very best food retailing business in Canada.

required; the credit rating assigned by the rating agencies and
the availability of credit from the banks. Empire mitigates these
risks by maintaining strong relationships with its banks and
access to the capital markets.

Real Estate Division

Empire’s real estate management group will continue its policy
of maximizing and prudently reinvesting its cash flow to further
strengthen its property portfolio.

With respect to residential real estate, we remain committed
to our investment in Genstar and are very supportive of its
management and strategy. We do caution that residential selling
activity may well experience a slow down in our fiscal 2009,
particularly given the recent credit market turbulence and its
impact on the housing market generally.

With regard to the commercial property development,
management looks forward to continuing its strong relationship
with Sobeys and to pursuing attractive opportunities to jointly
develop locations with Sobeys. Our goal is to accelerate growth
in the property pipeline available for sale each year to Crombie
REIT which holds the right of first refusal on the sale of any
Empire property. Our teams will work closely with Sobeys,
including newly-acquired Thrifty Foods, to develop properties
that expand the growth potential for both food retailing and
Crombie REIT.

In fact, the distinguishing advantage inherent in Empire’s real
estate business today is the combination of strengths brought to
the business by Sobeys with its substantial in-house expertise in
selecting commercial locations, Crombie REIT with its decades
of management expertise, and the development expertise within
our real estate division.

As a result of our combined real estate knowledge and
expertise, we are confident in our ability to steer our investment
capital to locations with the greatest opportunity for economic
profit and in doing so will adhere to a set of disciplined
investment criteria.

In summary, management is confident that the strength of
our relationships with Sobeys and Crombie REIT, combined with
our strict investment discipline, will prove to be a sustainable
competitive advantage and positively correlate to the
enhancement of Empire’s shareholder value.
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Non-GAAP Financial Measures

There are measures included in this MD&A that do not have
a standardized meaning under GAAP and therefore may not
be comparable to similarly titled measures presented by other
publicly traded companies. The Company includes these
measures because it believes certain investors use these
measures as a means of assessing financial performance.
Empire’s definition of the non-GAAP terms are as follows:
» Operating income or EBIT is calculated as operating
earnings before minority interest, interest expense and
income taxes.
» EBITDA is calculated as EBIT plus depreciation and
amortization.
» Operating earnings is calculated as net earnings before
capital gains and other items, net of tax.

Funds from operations are calculated as operating earnings
plus depreciation and amortization.

Interest coverage is calculated as operating income divided
by interest expense.

Funded debt is all interest bearing debt, which includes
bank loans, bankers’ acceptances, long-term debt and
liabilities relating to assets held for sale.

Total capital is calculated as funded debt plus

shareholders’ equity.
Same-store sales are sales from stores in the same locations

in both reporting periods.

The following table reconciles Empire’s funded debt and total capital to GAAP measures reported on the balance sheets as at

May 3, 2008, May 5, 2007 and May 6, 2006, respectively:

($ in millions) May 3, 2008 May 5, 2007 May 6, 2006
Bank indebtedness $ 92.1 $ 30.1 $ 98.6
Long-term debt due within one year 60.4 82.5 95.4
Liabilities relating to assets held for sale 6.4 6.8 7.1
Long-term debt 1,414.6 792.6 707.3
Funded debt 1,573.5 912.0 908.4
Total shareholders’ equity 2,382.3 2,131.1 1,965.2
Total capital $ 3,955.8 $ 3,043.1 $ 2,873.6

Additional financial information relating to Empire, including the Company’s Annual Information Form, can be found on the Company’s

website or on the SEDAR website for Canadian regulatory filings at www.sedar.com.

Dated: June 26, 2008
Stellarton, Nova Scotia, Canada
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