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Notes to the financial statements

2 Accounting policies
(a) Statement of compliance
The Group’s financial statements have been prepared in accordance 
with International Financial Reporting Standards (“IFRSs”) as 
adopted by the European Union and International Financial 
Reporting Interpretations Committee (“IFRICs”) interpretations  
and with those parts of the Companies Act 1985 applicable to 
companies reporting under IFRSs. The Company’s financial 
statements have been prepared on the same basis and as permitted 
by Section 230(3) of the Companies Act 1985, no income statement 
is presented for the Company.

(b) Basis of preparation
The financial statements are presented in sterling, rounded to the 
nearest million (£m) unless otherwise stated. They have been 
prepared under the historical cost convention, except for derivative 
financial instruments, investment properties and available-for-sale 
financial assets that have been measured at fair value.

The preparation of financial statements in conformity with IFRSs 
requires the use of judgements, estimates and assumptions that 
affect the reported amounts of assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and 
expenses during the reporting period. The estimates and associated 
assumptions are based on historical experience and various other 
factors that are believed to be reasonable under the circumstances, 
the results of which form the basis of making the judgements about 
carrying values of assets and liabilities that are not readily 
apparent from other sources. Actual results may differ from these 
estimates. The areas involving a higher degree of judgement or 
complexity, or areas where assumptions and estimates are 
significant to the financial statements are disclosed in note 2c.

New standards, interpretations and amendments to  
published standards
Effective for the Group in these financial statements:

IFRIC 12 ‘Service Concession Arrangements’•	

The above interpretation to published standards has had no 
material impact on the results or the financial position of the  
Group for the 52 weeks to 21 March 2009. 

Effective for the Group for the financial year beginning 
22 March 2009:

�Revised IAS 1 ‘Presentation of financial statements’, •	

amendments to IAS 1 relating to the disclosure of puttable 
instruments and obligations arising on liquidation 
�Revised IAS 27 ‘Consolidated and separate financial statements’ •	

relating to the cost of an investment on first time adoption 
�Amendments to IAS 32 ‘Financial instruments: Presentation’ •	

relating to puttable instruments and obligations arising on 
liquidation
�Amendment to IFRS 2 ‘Share-based payment’•	

�Amendment to IFRS 7 ‘Financial Instruments: Disclosures’•	

�IFRS 8 ‘Operating Segments’ •	

�IFRIC 13 ‘Customer Loyalty Programmes’•	

�IFRIC 14 ‘IAS 19 — The Limit on a Defined Benefit Asset,  •	

Minimum Funding Requirements and their Interaction’

IFRIC 15 ‘Agreements for the Construction of Real Estate’•	

IFRIC 16 ‘Hedges of a Net Investment in a Foreign Operation’•	

�IFRIC 18 ‘Transfer of Assets from Customers’•	

�Amendments to various IFRSs and IASs arising from May 2008 •	

Annual Improvements to IFRSs

The Group has considered the above new standards, interpretations 
and amendments to published standards that are not yet effective 
and concluded that except for the amendment to IFRS 2 ‘Share-
based payment’, they are either not relevant to the Group or that 
they would not have a significant impact on the Group’s financial 
statements, apart from additional disclosures. The Group is 
currently assessing the potential effect of the amendment to IFRS 2 
‘Share-based payment’. This will only impact the Save-As-You-Earn 
schemes.

Effective for the Group for future financial years:
�Revised IFRS 3 ’Business Combinations’ and consequential •	

amendments to IAS 27 ‘Consolidated and separate financial 
statements’, IAS 28 ‘Investment in Associates’ and IAS 31 
‘Interests in Joint Ventures’
�Amendments to IAS 39 ‘Financial Instruments: Recognition •	

and Measurement’ relating to eligible hedged items, embedded 
derivatives when reclassifying financial instruments 
�IFRIC 17 ‘Distributions of Non-cash Assets to Owners’•	

�Amendments to various IFRSs and IASs arising from April 2009 •	

Annual Improvements to IFRSs

The accounting policies set out below have been applied 
consistently to all periods presented in the financial statements  
and have been applied consistently by the Group and the Company 
except as discussed below relating to investment properties.

Consolidation
The Group’s financial statements include the results of the Company 
and all its subsidiaries, together with the Group’s share of the 
post-tax results of its joint ventures. 

Subsidiaries
Subsidiaries are all entities over which the Group has the power to 
govern the financial and operating policies generally accompanying 
a shareholding of more than one half of the voting rights. The 
results of subsidiaries are included in the Group income statement 
from the date of acquisition, or in the case of disposals, up to the 
effective date of disposal. Intercompany transactions and balances 
between Group companies are eliminated upon consolidation.

The purchase method of accounting is used to account for the 
acquisition of subsidiaries by the Group. The cost of acquisition is 
measured as the fair value of the assets given, equity instruments 
issued and liabilities incurred or assumed at the date of exchange, 
plus costs directly attributable to the acquisition. Identifiable assets 
and liabilities acquired are measured at fair value at the acquisition 
date. The excess of cost over the fair value of the Group’s share of 
identifiable assets and liabilities acquired is recorded as goodwill. 

Joint ventures
Joint ventures are jointly controlled entities in which the Group has 
an interest. The Group’s share of the results of its joint ventures are 
included in the Group income statement using the equity method of 
accounting. Where the Group transacts with a joint venture, profits 
and losses are eliminated to the extent of the Group’s interest in 
the joint venture. Losses may provide evidence of an impairment  
of the assets transferred in which case appropriate provision is 
made for impairment. 

Investments in joint ventures are carried in the Group balance 
sheet at cost plus post-acquisition changes in the Group’s share  
of net assets of the entity, less any impairment in value. 

Investments in subsidiaries and joint ventures are carried at cost 
less any impairment loss in the financial statements of the 
Company. 
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Foreign currencies
Foreign operations
On consolidation, assets and liabilities of foreign operations are 
translated into sterling at year-end exchange rates. The results of 
foreign operations are translated into sterling at average rates of 
exchange for the year. The functional currency of the Company  
is sterling.

Exchange differences arising from the retranslation at year-end 
exchange rates of the net investment in foreign operations, less 
exchange differences on foreign currency borrowings or forward 
contracts which are in substance part of the net investment in a 
foreign operation, are taken to equity and are reported in the 
statement of recognised income and expense.

Foreign currency transactions
Transactions denominated in foreign currencies are translated at 
the exchange rate at the date of the transaction. Monetary assets 
and liabilities denominated in foreign currencies at the balance 
sheet date are translated at the exchange rate ruling at that date. 
Foreign exchange differences arising on translation are recognised 
in the income statement.

Revenue
Revenue consists of sales through retail outlets and excludes Value 
Added Tax. Sales through retail outlets are shown net of the cost  
of Nectar reward points issued and redeemed, staff discounts, 
vouchers and sales made on an agency basis. Commission income 
is recognised in revenue based on the terms of the contract.

Revenue is recognised when the significant risks and rewards of 
products and services have been passed to the buyer and can be 
measured reliably.

Interest income is recognised in the income statement for all 
instruments measured at amortised cost using the effective 
interest method. This calculation takes into account interest 
received or paid, fees and commissions received or paid, that are 
integral to the yield as well as incremental transaction costs. 

Fees and commissions earned by Sainsbury’s Bank, that are not 
integral to the yield, are recognised in the income statement as the 
service is provided. Where there is a risk of potential claw back, an 
appropriate element of the insurance commission receivable is 
deferred and amortised over the expected average life of the 
underlying loan. 

Cost of sales
Cost of sales consists of all costs to the point of sale including 
warehouse and transportation costs and all the costs of operating 
retail outlets.

Property, plant and equipment
Land and buildings
Land and buildings are stated at cost less accumulated depreciation 
and any impairment loss. Properties in the course of construction 
are held at cost less any recognised impairment loss. Cost includes 
directly attributable costs and borrowing costs capitalised in 
accordance with the Group’s accounting policy.

Fixtures, equipment and vehicles
Fixtures, equipment and vehicles are held at cost less accumulated 
depreciation and any recognised impairment loss.

Depreciation
Depreciation is calculated to write down the cost of the assets to their 
residual values, on a straight-line method on the following bases:

�Freehold buildings and leasehold properties — 50 years, or the •	

lease term if shorter
Fixtures, equipment and vehicles — 3 to 15 years•	

Freehold land is not depreciated•	

Land and buildings under construction and non-current assets held 
for sale are not depreciated.

Gains and losses on disposal are determined by comparing 
proceeds with the asset’s carrying amount and are recognised 
within operating profit.

Intangible assets
Pharmacy licences
Pharmacy licences are carried at cost less accumulated 
amortisation and any impairment loss and amortised on a straight-
line basis over their useful economic life of 15 years.

Computer software
Computer software is carried at cost less accumulated amortisation 
and any impairment loss. Externally acquired computer software 
and software licences are capitalised and amortised on a straight-
line basis over their useful economic lives of three to five years. 
Costs relating to development of computer software for internal 
use are capitalised once the recognition criteria of IAS 38 
‘Intangible Assets’ are met. When the software is available for its 
intended use, these costs are amortised over the estimated useful 
life of the software. 

Goodwill
Goodwill represents the excess of the fair value of the consideration 
of an acquisition over the fair value of the Group’s share of the net 
identifiable assets of the acquired subsidiary at the date of 
acquisition. Goodwill is recognised as an asset on the Group’s 
balance sheet in the year in which it arises. Goodwill is tested for 
impairment annually and again whenever indicators of impairment 
are detected and is carried at cost less accumulated impairment 
losses.

Investment property
As a result of entering into our property joint venture with The 
British Land Company PLC (“British Land”) during the period we 
have reviewed our investment property accounting policy and 
revised it from the historical cost to the fair value basis. No prior 
period restatements are required as the cost at 22 March 2008  
was equal to the fair value. 

Investment properties are those properties held for capital 
appreciation and/or to earn rental income. They are initially 
measured at cost, including related transaction costs. After initial 
recognition at cost, they are carried at their fair values based on 
market value determined by professional valuers at each reporting 
date. The difference between the fair value of an investment 
property at the reporting date and its carrying amount prior to 
re-measurement is included within the income statement but is 
excluded from underlying profit in order to provide a clear and 
consistent presentation of the underlying performance of 
Sainsbury’s ongoing business for shareholders. Currently the  
only investment properties the Group holds are those contained 
within its joint ventures with Land Securities Group PLC  
(“Land Securities”) and British Land.

Impairment of non-financial assets 
At each full year balance sheet date, the Group reviews the carrying 
amounts of its tangible and intangible assets to determine whether 
there is any indication that those assets have suffered an 
impairment loss. If any such indication exists, the recoverable 
amount of the asset, which is the higher of its fair value less costs 
to sell and its value in use, is estimated in order to determine the 
extent of the impairment loss. Where the asset does not generate 
cash flows that are independent from other assets, the Group 
estimates the recoverable amount of the cash-generating unit 
(“CGU”) to which the asset belongs. For tangible and intangible 
assets excluding goodwill, the CGU is deemed to be each trading 
store. For goodwill, the CGU is deemed to be each retail chain of 
stores acquired.

Notes to the financial statements continued
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Any impairment charge is recognised in the income statement in 
the year in which it occurs. Where an impairment loss, other than 
an impairment loss on goodwill, subsequently reverses due to a 
change in the original estimate, the carrying amount of the asset  
is increased to the revised estimate of its recoverable amount. 

Capitalisation of interest
Interest costs that are directly attributable to the acquisition or 
construction of qualifying assets are capitalised to the cost of the 
asset, gross of tax relief.

Non-current assets held for sale 
Non-current assets are classified as assets held for sale and stated 
at the lower of the carrying amount and fair value less costs to sell 
if their carrying amount is to be recovered principally through a 
sale transaction rather than through continuing use.

Leased assets
Leases are classified as finance leases when the terms of the lease 
transfer substantially all the risks and rewards of ownership to the 
Group. All other leases are classified as operating leases. For 
property leases, the land and building elements are treated 
separately to determine the appropriate lease classification.

Finance leases
Assets funded through finance leases are capitalised as property, 
plant and equipment and depreciated over their estimated useful 
lives or the lease term, whichever is shorter. The amount capitalised 
is the lower of the fair value of the asset or the present value of the 
minimum lease payments during the lease term at the inception of 
the lease. The resulting lease obligations are included in liabilities 
net of finance charges. Finance costs on finance leases are charged 
directly to the income statement.

Operating leases
Assets leased under operating leases are not recorded on the 
balance sheet. Rental payments are charged directly to the income 
statement. 

Lease incentives
Lease incentives primarily include up-front cash payments or 
rent-free periods. Lease incentives are capitalised and spread over 
the period of the lease term.

Leases with predetermined fixed rental increases
The Group has a number of leases with predetermined fixed rental 
increases. These rental increases are accounted for on a straight-
line basis over the term of the lease.

Operating lease income
Operating lease income consists of rentals from sub-tenant 
agreements and is recognised as earned.

Inventories
Inventories are valued at the lower of cost and net realisable value. 
Inventories at warehouses are valued on a first-in, first-out basis. 
Inventories at retail outlets are valued at calculated average cost 
prices. Cost includes all direct expenditure and other appropriate 
attributable costs incurred in bringing inventories to their present 
location and condition.

Cash and cash equivalents
Cash and cash equivalents comprise cash on hand, demand 
deposits and other short-term highly liquid investments that are 
readily convertible to a known amount of cash and are subject to  
an insignificant risk of changes in value. Bank overdrafts that are 
repayable on demand and form an integral part of the Group’s cash 
management are included as a component of cash and cash 
equivalents for the purposes of the cash flow statement.

Current taxation
Current tax is accounted for on the basis of tax laws enacted or 
substantively enacted at the balance sheet date. Current tax is 
charged or credited to the income statement, except when it relates 
to items charged to equity, in which case the current tax is also 
dealt with in equity. 

Deferred taxation
Deferred tax is accounted for on the basis of temporary differences 
arising from differences between the tax base and accounting base 
of assets and liabilities.

Deferred tax is recognised for all temporary differences, except to 
the extent where it arises from the initial recognition of an asset  
or a liability in a transaction that is not a business combination and, 
at the time of transaction, affects neither accounting profit nor 
taxable profit. It is determined using tax rates (and laws) that have 
been enacted or substantively enacted by the balance sheet date 
and are expected to apply when the related deferred income tax 
asset is realised or the deferred income tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable 
that future taxable profits will be available against which the 
temporary differences can be utilised.

Deferred tax is charged or credited to the income statement, except 
when it relates to items charged or credited directly to equity, in 
which case the deferred tax is also dealt with in equity.

Deferred tax is provided on temporary differences associated with 
investments in subsidiaries, branches, and joint ventures except 
where the Group is able to control the timing of the reversal of  
the temporary difference and it is probable that the temporary 
difference will not reverse in the foreseeable future.

Provisions
Provisions are recognised when there is a present legal or 
constructive obligation as a result of past events, for which it is 
probable that an outflow of economic benefit will be required to 
settle the obligation, and where the amount of the obligation can 
be reliably estimated.

Onerous leases
Provisions for onerous leases, measured net of expected rental 
income, are recognised when the property leased becomes vacant 
and is no longer used in the operations of the business. Provisions 
for dilapidation costs are recognised on a lease-by-lease basis.

Restructuring and disposal
Provisions for restructuring costs are recognised when the Group 
has a detailed formal plan for the restructuring that has been 
communicated to affected parties. 

Employee benefits
Pensions
The Group operates various defined benefit and defined 
contribution pension schemes for its employees. A defined benefit 
scheme is a pension plan that defines an amount of pension benefit 
that an employee will receive on retirement. A defined contribution 
scheme is a pension plan under which the Group pays fixed 
contributions into a separate entity.

In respect of defined benefit pension schemes, the pension scheme 
surplus or deficit recognised in the balance sheet represents the 
difference between the fair value of the plan assets and the present 
value of the defined benefit obligation at the balance sheet date. 
The defined benefit obligation is actuarially calculated on an annual 
basis using the projected unit credit method. Plan assets are 
recorded at fair value.

Notes to the financial statements continued
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The income statement charge is split between an operating service 
cost and a financing charge, which is the net of interest cost on 
pension scheme liabilities and expected return on plan assets. 
Actuarial gains and losses are recognised in full in the period in which 
they arise, in the statement of recognised income and expense. 

Payments to defined contribution pension schemes are charged  
as an expense as they fall due. Any contributions unpaid at the 
balance sheet date are included as an accrual as at that date. The 
Group has no further payment obligations once the contributions 
have been paid. 

Long service awards
The costs of long service awards are accrued over the period the 
service is provided by the employee.

Share-based payments
The Group provides benefits to employees (including Directors)  
of the Group in the form of equity-settled and cash-settled share-
based payment transactions, whereby employees render services in 
exchange for shares, rights over shares or the value of those shares 
in cash terms.

For equity-settled share-based payments the fair value of the 
employee services rendered is determined by reference to the fair 
value of the shares awarded or options granted, excluding the 
impact of any non-market vesting conditions. All share options  
are valued using an option-pricing model (Black-Scholes or Monte 
Carlo). This fair value is charged to the income statement over the 
vesting period of the share-based payment scheme, with the 
corresponding increase in equity. 

For cash-settled share-based payments the fair value of the 
employee services rendered is determined at each balance sheet 
date and the charge recognised through the income statement over 
the vesting period of the share-based payment scheme, with the 
corresponding increase in accruals. 

The value of the charge is adjusted in the income statement over 
the remainder of the vesting period to reflect expected and actual 
levels of options vesting, with the corresponding adjustments made 
in equity and accruals.

Financial instruments
Financial assets
The Group classifies its financial assets in the following categories: 
at fair value through profit or loss, loans and receivables, and 
available-for-sale (“AFS”). Purchases and sales of ‘financial assets 
at fair value through profit or loss’, and AFS investments are 
recognised on trade date. Financial assets are initially recognised at 
fair value plus transaction costs for all financial assets not carried 
at fair value through profit or loss. 

‘Financial assets at fair value through profit or loss’ include 
financial assets held for trading and those designated at fair value 
through profit or loss at inception. Derivatives are classified as held 
for trading unless they are accounted for as an effective hedging 
instrument. ‘Financial assets at fair value through profit or loss’ are 
recorded at fair value, with any gains or losses recognised in the 
income statement in the period in which they arise.

Loans and receivables are non-derivative financial assets with fixed 
or determinable payments that are not quoted in an active market. 
The Group has no intention of trading these loans and receivables. 
Subsequent to initial recognition, these assets are carried at 
amortised cost less impairment using the effective interest method. 
Income from these financial assets is calculated on an effective 
yield basis and is recognised in the income statement.

Available-for-sale financial assets are non-derivatives that are 
either designated in this category or not classified in any of the 
other categories. They are included in non-current assets unless 
management intends to dispose of the investment within 12 months 
of the balance sheet date. Subsequent to initial recognition, these 
assets are recorded at fair value with the movements in fair value 
taken directly to equity until the financial asset is derecognised or 
impaired at which time the cumulative gain or loss previously 
recognised in equity is recognised in the income statement. 
Dividends on AFS equity instruments are recognised in the income 
statement when the entity’s right to receive payment is established. 
Interest on AFS debt instruments is recognised using the effective 
interest method.

Financial assets are derecognised when the rights to receive cash 
flows from the financial assets have expired or where the Group 
has transferred substantially all risks and rewards of ownership. 

Trade receivables
Trade receivables are initially recognised at fair value and 
subsequently at amortised cost using the effective interest method 
less provision for impairment.

Financial liabilities
Interest-bearing bank loans and overdrafts are recorded initially  
at fair value, which is generally the proceeds received, net of direct 
issue costs. Subsequently, these liabilities are held at amortised 
cost using the effective interest method.

Finance charges, including premiums payable on settlement or 
redemption and direct issue costs, are accounted for on an accrual 
basis to the income statement using the effective interest method 
and are added to the carrying amount of the instrument to the 
extent that they are not settled in the period in which they arise.

Trade payables
Trade payables are initially recognised at fair value and subsequently 
at amortised cost using the effective interest method.

Impairment of financial assets
An assessment of whether there is objective evidence of 
impairment is carried out for all financial assets or groups of 
financial assets at the balance sheet date. This assessment may  
be of individual assets (“individual impairment”) or of a portfolio  
of assets (“collective impairment”). A financial asset or a group of 
financial assets is considered to be impaired if, and only if, there is 
objective evidence of impairment as a result of one or more events 
that occurred after the initial recognition of the asset (a “loss 
event”) and that loss event (or events) has an impact on the 
estimated future cash flows of the financial asset or group of 
financial assets that can be reliably estimated. 

For individual impairment the principal loss event is one or more 
missed payments, although other loss events can also be taken  
into account, including arrangements in place to pay less than  
the contractual payments, fraud and bankruptcy or other financial 
difficulty indicators. An assessment of collective impairment will be 
made of financial assets with similar risk characteristics. For these 
assets, portfolio loss experience is used to provide objective 
evidence of impairment.

Where there is objective evidence that an impairment loss exists  
on loans and receivables, impairment provisions are made to 
reduce the carrying value of financial assets to the present value  
of estimated future cash flows discounted at the financial asset’s 
original effective interest rate.

For financial assets carried at amortised cost, the charge to the 
income statement reflects the movement in the level of provisions 
made, together with amounts written off net of recoveries in  
the year.

Notes to the financial statements continued
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In the case of equity investments classified as available-for-sale,  
a significant or prolonged decline in the fair value of the asset 
below its cost is considered in determining whether the asset is 
impaired. If any such evidence exists for available-for-sale financial 
assets, the cumulative loss is removed from equity and recognised 
in the income statement. The cumulative loss is measured as the 
difference between the acquisition cost and the current fair value, 
less any impairment loss on that financial asset previously 
recognised in the income statement.

Impairment losses recognised in the income statement on equity 
instruments are not reversed. If, in a subsequent period, the fair 
value of a debt instrument classified as available-for-sale increases 
and the increase can be objectively related to an event occurring 
after the impairment loss was recognised in the income statement, 
the impairment loss is reversed through the income statement.

Interest will continue to accrue on all financial assets, based on  
the written down balance. Interest is calculated using the rate of 
interest used to discount the future cash flows for the purpose of 
measuring the impairment loss. To the extent that a provision may 
be increased or decreased in subsequent periods, the recognition 
of interest will be based on the latest balance net of provision.

Fair value estimation
The methods and assumptions applied in determining the fair 
values of financial assets and financial liabilities are disclosed in 
note 30. 

Derivative financial instruments and hedge accounting
The Group’s activities expose it to financial risks associated with 
movements in exchange rates and interest rates. The Group uses 
foreign exchange forward contracts and interest rate swap 
contracts to hedge these exposures. The use of financial derivatives 
is governed by the Group’s treasury policies, as approved by the 
Board. The Group does not use derivative financial instruments for 
speculative purposes.

All derivative financial instruments are initially measured at fair 
value on the contract date and are also measured at fair value at 
subsequent reporting dates.

Hedge relationships are classified as cash flow hedges where the 
derivative financial instruments hedge the exchange rate risk of 
future highly probable inventory purchases denominated in foreign 
currency. Changes in the fair value of derivative financial instruments 
that are designated and effective as hedges of future cash flows 
are recognised directly in equity and the ineffective portion is 
recognised immediately in the income statement. If the cash flow 
hedge of a firm commitment or forecasted transaction results in 
the recognition of a non-financial asset or liability, then, at the time 
the asset or liability is recognised, the associated gains or losses on 
the derivative that had previously been recognised in equity are 
included in the initial measurement of the asset or liability.

Hedge relationships are classified as fair value hedges where the 
derivative financial instruments hedge the change in the fair value 
of a financial asset or liability due to movements in interest rates. 
The changes in fair value of the hedging instrument are recognised 
in the income statement.

The hedged item is also adjusted for changes in fair value 
attributable to the hedged risk, with the corresponding adjustment 
made in the income statement.

To qualify for hedge accounting, the Group documents at the 
inception of the hedge, the hedging risk management strategy, the 
relationship between the hedging instrument and the hedged item 
or transaction and the nature of the risks being hedged. The Group 
also documents the assessment of the effectiveness of the hedging 
relationship, to show that the hedge has been and will be highly 
effective on an ongoing basis. 

Changes in the fair value of derivative financial instruments that  
do not qualify for hedge accounting are recognised in the income 
statement as finance income or costs as they arise.

Hedge accounting is discontinued when the hedging instrument 
expires or is sold, terminated, or exercised, or no longer qualifies 
for hedge accounting. At that time, any cumulative gain or loss on 
the hedging instrument recognised in equity is retained in equity 
until the forecasted transaction occurs. If a hedged transaction  
is no longer expected to occur, the net cumulative gain or loss 
recognised in equity is transferred to the income statement for  
the period.

Offsetting financial instruments
Financial assets and liabilities are offset and the net amount 
reported in the balance sheet when there is a legally enforceable 
right to offset the recognised amounts and there is an intention  
to settle on a net basis, or realise the asset and settle the liability 
simultaneously.

Non-GAAP performance measures
The Directors believe that the ‘underlying’ profit before tax and 
‘underlying’ diluted and basic earnings per share measures 
presented provide a clear and consistent presentation of the 
underlying performance of Sainsbury’s ongoing business for 
shareholders. These measures are consistent with how the business 
is measured internally. Underlying profit is not defined by IFRS and 
therefore may not be directly comparable with the ‘adjusted’ profit 
measures of other companies. The adjustments made to reported 
profit before tax are:

�Profit/loss on sale of properties — these can vary from year  •	

to year and therefore create volatility in reported earnings; 
�Investment property fair value movements — these reflect  •	

the difference between the fair value of an investment  
property at the reporting date and its carrying amount  
prior to remeasurement;
�Financing fair value movements — these fair value gains and •	

losses relate to fair value adjustments on derivatives relating  
to financing activities and hedged items in fair value hedges. 
The underlying profit measure removes the volatility of these 
items within profit before tax; 
�Impairment of goodwill; and•	

�One-off items — these are material and infrequent in nature, •	

creating volatility in reported earnings which does not reflect 
Sainsbury’s underlying performance.

(c) Judgements and estimates
The Group makes judgements and assumptions concerning  
the future that impact the application of policies and reported 
amounts. The resulting accounting estimates calculated using these 
judgements and assumptions will, by definition, seldom equal the 
related actual results but are based on historical experience and 
expectations of future events. 

The judgements and key sources of estimation uncertainty that 
have a significant effect on the amounts recognised in the financial 
statements are discussed below. 

Goodwill impairment
The Group is required to assess whether goodwill has suffered any 
impairment loss, based on the recoverable amount of its CGUs.  
The recoverable amounts of the CGUs have been determined based 
on value in use calculations and these calculations require the use 
of estimates in relation to future cash flows and suitable discount 
rates as disclosed in note 12. Actual outcomes could vary from 
these estimates. 

Notes to the financial statements continued
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Notes to the financial statements continued

Impairment of assets
Financial and non-financial assets are subject to impairment 
reviews based on whether current or future events and 
circumstances suggest that their recoverable amount may be  
less than their carrying value. Recoverable amount is based  
on a calculation of expected future cash flows which includes 
management assumptions and estimates of future performance. 

Post-employment benefits
The Group operates various defined benefit schemes for its 
employees. The present value of the schemes’ liabilities recognised 
at the balance sheet date is dependent on interest rates of high 
quality corporate bonds. The net financing charge recognised in the 
income statement is dependent on the interest rate of high quality 
corporate bonds and an expectation of the weighted average 
returns on the assets within the schemes. Other key assumptions 
within this calculation are based on market conditions or estimates 
of future events, including mortality rates, as set out in note 31.

Provisions
Provisions have been made for onerous leases, dilapidations, 
restructuring and disposal costs. These provisions are estimates 
and the actual costs and timing of future cash flows are dependent 
on future events. Any difference between expectations and the 
actual future liability will be accounted for in the period when such 
determination is made. Detail of the Group’s and Company’s 
provisions are set out in note 22.

Income taxes
The Group recognises expected liabilities for tax based on an 
estimation of the likely taxes due, which requires significant 
judgement as to the ultimate tax determination of certain items. 
Where the actual liability arising from these issues differs from 
these estimates, such differences will have an impact on income tax 
and deferred tax provisions in the period when such determination 
is made. Detail of the tax charge and deferred tax are set out in 
notes 8 and 21 respectively.

Restatement of comparative financial statements — Company
During the year, it was identified that a sale of properties by the 
Company to a Group entity was incorrectly recognised in the 
financial statements for the 52 weeks to 25 March 2006.

The accounting for the transaction has now been corrected in the 
financial statements of the Company with the following impacts:

�the net book value of land and buildings at 25 March 2007 had •	

been overstated by £132 million; 
�the amounts due to Group entities at 25 March 2007 were •	

overstated by £188 million;
�retained earnings as at 25 March 2007 were understated by  •	

£55 million; and
�the depreciation charge included in profit for the 52 weeks  •	

to 22 March 2008 was overstated by £1 million. 

As required by IAS 8 ‘Accounting Policies, changes in accounting 
estimates and errors’, the relevant financial statements and the 
related notes for the year to 22 March 2008 have been restated. 
The restatement has no impact on the consolidated financial 
statements.


