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7. Paper
A global manufacturer of uncoated recycled

paperboard for Sonoco’s fiber-based packaging
divisions and the external converting industry

Products and Services: Recycled paperboard, chip-
board, tubeboard, lightweight corestock, boxboard,
linerboard, speciclty grades, recovered papet

Markets: Converted poper products, spiral winders,
beverage insulators, dispkays, goming, paper
manufaciuring

PACKAGING SERVICES

8. Service Centers

Provider of fee-for-service arrangements for
supply chain management

Services: Packaging supply choin management,
including custom packing, fulfilment, primary packoge
filling, scaloble service centers, global brand ortwork
manogement

Markets: Personal care, baby core, beouty, healtiy
care, electronics, food, hosiery, sharmaceuticals, office
supplies, toys

9. Point-of-Purchase (P-O-P)

Aleading provider of P-O-P displays, including
fulfillment operations, for a “one-stop” display
needs solution

Products and Services: Designing, manufacturing,
assembiing, packing and distributing temporary,
semipermanent and permanent POP displays, as
well as contract packaging, copacking and fulfilment
services

Markets: Consumer packoged goods, induding:
automolive, beverages, confectionery, electronics,
cosmetics, food, fragrances, healthcore, home ond
garden, liquor, medical, office supply, overthe-counter
drugs, personal care, sporting goods, tobaceo

ALL OTHER SONOCO

10. Protective Packaging

A leading provider of custom-designed and
engineered protective packaging solutions

Products and Services: Proprietary Sonopost® lech:
nology and Sonobase® carier and Sonopop® display
systems {sold by Sonoce Conflex), concept, design,
tesling cnd manufaciuring of mulirmaterial solutions,
onsile engineering, ISTA- and Searsertified engineer
ing and testing facilities

Markets: Household eppliances, heating and air
conditioning, office furnishings, autcmotive, finess
equipment, kawn and garden, promotional display
and palletized distribution

11. Wire and Cable Reels

The leading producer of wooden, composite
and metal reels in North America for the wire
and cable industry

Products and Services: Steel, nailed wooden,
plywood, recycled and polyfiber reels

Markets: Wire and coble manufacturers

12. Molded and Extruded Plastics

A leading innovative solutions provider
of engineered plastic products

Products and Services: Complete offering of product
design, 1ool design and fabrication; manufacturing in
both injection molding and extiusion technologies

Markers: Consumer and industial packaging, food
service, textiles, wire and coble, fiber oplics, plumbing,
filtration, aulemotive, medical, healthcare

Paperboard Specialties

A leading supplier of paper amenities for food
service, hospitality and beverage markets in
North America

Products and Services: Custom-printed Rixie™ coasters,
Stancap® glass covers, other paper amenities

Markets: Hotels and resorts, restaurants, cosinos,
country clubs, catering services, cruise lines, oitlines,
healthcare focilities, advertising
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About the Cover
Sonoco has made significant progress during the
past five years in achicving its goal to grow the size and
scope of the Company while building long-term value
for sharcholders. Sonocos new “Progress Forward”
mﬁnﬂﬁﬂs‘ is m..Oﬁ_..._mﬂﬁ_ on Dﬁﬂﬁ_ﬂaﬁ:.—c. ﬁamﬂp—u_ﬂ maﬂ.qﬂ—x_
over ﬁrq next five years through a series of steps including
rebalancing its business mix toward more consumer
markets, which offer greater global growth potentialand
rmmnoanm__v_ have been less sensitive to economic mwﬁ._a.ﬂ
O:n consumer 3.—m—._ﬁﬂﬂ mﬂmwu_._._.ﬂ:ﬂ ﬂ_._D.H
Sonoco hassignificanly expandedis
rigid plastic containers. In 2007, che
Company acquired Matrix Packaging,
Inc.,aleading North American
Bﬁﬂﬂmwﬁﬂ.ch.ﬂﬂ Om,ﬂ.CmﬂO—.:nn*ﬂmmm_._h&. T_Oe /-

molded plastic containers. Asa result of

chis and other acquisitions, m_o:m with SErong organic
m_.oﬁ.nr. we project that sales of Sonoco zm& v_mmﬂn
coneainers will increase to :nmn_% $300 million in 2008,

a five-fold gain over 2006 levels.

SHOWN ON THE COVER
Vibrant, vE:m.mnm_::m extrusion blow-molded

containersare ﬁnO&Cnﬂh_ at ?\_mnlv.. Tﬁﬂ—nmmmﬂm.m mnwﬂﬁuomm

the-art Addison, Il plant. The new Sonoco company
operaes seven manufacturing facilities in the United
Statesand Canada, which produce a
varicty of custom-designed and stock
containers and closures for some of the
world’s largest consumer product goods
companies serving che personal care,
household chemicals, w_._m::mnn:anm_

and other markets.
Y

Forward-looking Statements

Starements included in this 2007 Anmeal Report to
Shareholders that are not historical in nature, are
intended to be,and arc rnﬁnr% identified as “forward-
looking statements” for purposcs of the safe harbor pro-
vided by Section 21E of the Securitics Exchange Accof
1934, as amended. Additional information about “for-
ward-looking statements”is available in the enclosed
Form 10-K on page 3and in the Companys filings with

the Securities and Exchange Commission.
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TO OUR SHAREHOLDERS

AS WE ENTER NOOmu MY OPTIMISM
ABOUT SONOCO’S FUTURE GROWS,

We have made mmm:mmnmzn progress m:z:m the past five
yearsin mnr_.ns:m our mo& o grow the sizeand scope of

cthe ﬁoBmm:w while rc:&:m mo:m.ﬂ:: value for our

me._...nTO_n_nﬂm.

Since 2002, we have grown sales atan 8 4% compound
average annual race, significantly higher than what we
were able to achieve over the previous five-year period.
>_mom:1:m this interval of growth, we flipped Sonocos
business mix from the historical 55%/45% ratio of sales
from industrial and consumer markets to a current
52%/48% consumer and industrial sales mix. We
believe that _.nvm_u:n.:m our business toward consumer
markets, which historically have been less sensitive to
€CONOMIC Qn_nm. has ﬁ_m«& a rnv, role in Sonoco

achieving consistent earnings growth over the past ive

CASH DIVIDENDS PAID
TO SHAREHOLDERS
{DOLLARS PER SHARE)

years. Also asaresult of our growth $1.20
initiatives, we have further diversi-
fied our m_ovm_ sales mix rf:nnnﬁ- -0 .
ing international revenues to 38% 84
of net sales, compared with about -60
30%in 2002.
.jo
ﬂ:‘o:mr the aggressive mqoéﬁr of
our m?na_.mnm.m_o*um_ Enrmm_.:m 03 o4

businesses and _uv, mnﬁ_ﬁ._v\ manag-

ing the fundamentals, or “gues,” of the business to
improve margins, Sonocos base earnings per share has
increased at a compound average annual race of approx-
imately 10% over the past five years. (Basc carnings per
share isa non-GA AP financial measure that excludes
restructuring, asset impairmencand cnvironmental
nrmamnm_msm certain other NON-FCCUrTing or msﬁqnacn:n
and unusual items. Additional information about base
earnings per share and base n.,:.:_.smm before interestand
taxes (EBIT) along with reconciliations to the most
closely applicable GA AP financial measure is provided
on page 29 of this report.)

Also mc:.:m this vn:o&. the Oo:%m:v\ has ma:nn:&
strong cash flow through improved camings and by con-
trolling working capital. We maintain one of the strong:
est balance sheets in the packaging industry and our total
debt-to-toal capital ratio of 35.8%at the end of 2007 is ar
oneof ourlowest levelsin the past 15 years. E:m:%. mn%mﬂn
adeclinein ourstock price during the second halfof
2007, we have delivered average annual total sharcholder

recurns of 10.8% over che past five years.

While we have met most of the
goals eseablished five years ago, we
believe we canachieve significanc
“progress forward” in the nexe five
years to creae even greater value for
our shareholders and customers,
opportunity for our employeesand

sustainable viality for the commu-

05 04 07

nities in which we operate.

SUMMARY OF 2007 RESULTS

2007 wasa successful year for Sonoco despite facing
significant increases in raw matcrialsand other costs
and a slowing cconomyin North America. We
achieved a second consecutive year of record sales and
netincome. In addition, the Company gencrated
another year of record wﬂom:nasa\ improvements and
strong cash flow, which was invested in SrOWIng our
businesses and returning value to shareholders through
increased dividends and stock repurchases. Dividends
were increased 8.3% in 2007, which was the 25 con- -

secutive year of increases.

In 2007, net sales grew 10.5% to $4.04 billion, compared
with $3.66 billion in 2006. Sales increased primarily duc
toacquisitions, increased selling prices and the bencfit
of favorable foreign currency rates. The Tubesand
Cores/Paper segment provided 49% of the total
increase in revenue, the Consumer Packaging segmenc
provided 35%and the Packaging Services segment pro-
vided 16%. Acquisitions accounted for $207 million, or

54%, of the year-over-year sales increase.
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SHAREHOLDERS' EQUITY
|MILLIONS OF DOLLARS)

$1,500
increase at a more modest 2.5%.

Given the Company’s $5.5 billion .

¢billionsal , 12 1,153
o $6 billion sales tareer, were pro-
$ 5 pro 1,014
jecting charwewill need to 750
increase revenues over the nexe five
years by anadditional $1 billion 375
through strategic acquisitions.
From 2002-2007, che Company
03 o4

completed 36 acquisitions, most of

which were small. but overall

added $950 million in sales includingabout $565 mil-
lion in consumer-relared sales and abour $385 miillion in

induscrial-relared sales.

Since 2003, Sonoco has improved base EBIT mareins
P g
from abour 7.6% to 9.1%. Our goal over the next five
years isto improve EBIT :ﬁ:mm:m (18] mﬁ_uaox_.:._umn_v\
11%. We believe chis can be achieved Tw maingaining a
positive mn:_.:m wzmn\:ﬁﬁnzm_ cost _\n_mc.o:mrﬁ“ _Qﬁzm'
ing the fixed-cost scructure of our global operations;
ﬁ_as.:m vﬂom:nc.,\_.nv. Improvements to offset the impact
of inflation; :....?o.._.:m ::mnﬁn_.mo:.:m:m ownaﬂ_o:m“

and _uV_ emnmm?n_v_ mnw_ov._.__m nmvmnm_.

Itisour or_.ann?n €O TOw Carnings over the nexe five
yearsara mo:v_n.%m: average annual rate. We believe
this canbe mnno_:_u_ ished rv“ mn?ne._.zm our ?.om_,.mr_n
m_,o;,nr strategy and Improving margins, Ifwe accom-
v__.mr these WOu_m. and Ennn,ﬁm.___% manage our EEE_
mvn:c__.:m. we should be able to meet our mo& ofincreas-
ing the return on net assees n_:v_owcn_ from about

11% o 12.5%.

CONSUMER MARKET

1,263 1,219 STRATEGY

Sonoco s positioned as a toral
_upn_.nmm_, ng solutions vBSmQ for
consuimer Eon_cﬂ companies,
offeri nga full range of tpnr»mm ng

mCﬁE% OTN_._._. T:.O&Cnﬁm mz& services

—. ranging from conceprand design

05 06 07
to reclamation and reeycling, This

business model s unique in the
packaging industry and largely driven by the actions of
large consumer product companies to reduce their
number of packaging suppliers.
To turther grow our Consumer _uun_ﬁmm_.:m and
_umn_ﬁmm_:m Services businesses, we are focused on
improving our rotal solutions om.n::mm mﬁﬁ_owmsm
new, innovative products and services to meer chang-
ing consumer needs; vqoiﬁ::m,.na&o.no.nﬂ&n.. suS-
B_.:m?:Q solutions ranging, from more environmen-
tally sustainable packaging to
improving anﬁ__:m for our cus-
tomers :E:cmwnﬁczzm ﬁ_u:nm. dis- s120
tribution centers and renail outlets;
providing ane face to our large
customers to promote cross-scll-
ing of products and services
throughout Sonoco’s diverse mix

of businesses; and pursuing strace-

NEW PRODUCT SALES
{MILLIONS OF DOLLARS}
. STRATEGY

During the past several years, Sonoco has significantly
increased new products and services development.
From Szcm:% nosales of new m:omcna just five years
ago, the Company generated new product sales of
$100 million or more in each of the past ewo years. Our
mo& is to continue to generate $100 million to $150 mil-
fion in new product sales annually. We define new prod-
ucts as those that have been commercial for two years
orless. A number of the Company’s recencinnovacions

arc featured throughout this report.

One market segment chat Sonoco has grown signifi-
n..:ﬁ_v. m:a:m the past few yearsis _,mma v_uman containers.
In 7\_&\ 2007 che Oo_ﬁwm:v\ um@:_.z,.& Marrix _uun_ﬁumm:m.
Inc.a _nm%sm manufacturer of- n:mmo_s.mnmmm:nm blow-
molded v_mm:.n concainers. Asa resule of this and other
acquisitions, u_osm with SIrong organic mu.oéﬁr. weare
projecting sales of Sonoco zm_.n_ w_u.ﬁn_n containers will
increcase to nea ﬂ_w $300 million in 2008, a five-fold frain

over 2006 levels,
INDUSTRIAL MARKET

Sonocoisa _nmn::m_ m_ovm_ mcwﬁ:ﬂ of
industrial packaging products. The
Companys vertically integrared
operations make our combined
industrial products business more
successful. For example, our reey-
cling operations provide the raw

material used vo make the %nn_.m_Q
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CONSUMER
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CONSUMER PACKAGING

NET SALES
CONSUMER PACKAGING
(BLUONS OF DO1LARS)

PRy L R W

Sonoco manufaciures its proprietary
SmariSeol™ easy-open and reclose
flexible packages for Orec®,
Newlons® and Chips Ahoy!®
cookies at its Edinbuigh, Ind., plent.
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OPERATING PROFIT
CONSUMER PACKAGING
[MILLIGNS OF DOLLARS)

Sonoco uses proprielary technology
and stote-ohhe-an equipment to pro-
duce Uliropeel™ retort membrane ends
at its Canton, Ohio, ends and closures
plant. Eosy to open, the Company
developed these innovalive conve-
nience closures specifically for fast-
growing heatand-eat foods.
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Above: Cadbury Adams chose
Scnoco's reclangularshaped
Lineorpak® rigid paper container in
three vibrant colors to help its new
Holls® family pack of cough drops
stand out on crowded store shelves.
Right: Sonoco began producing high-
barrier, retortable plastic bottles for
Ensure® nutritional drinks ot a new
plastic blowmolding plont near
Columbus, Ohic.
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TUBES AND CORES/PAPER

NET SALES
TUBES AND CORES/PAPER
{BILLUCONS OF DOLLARS)
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Sonoce’s new recycled wood
Dura-Block™ pallet block, designed 1o
reduce pallet damage and replace-
ment costs, helped the Company
increase sales of new producis

in 2007,

12
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OPERATING PROFIT
TUBES AND CORES/PAPER
{MILLONS OF DOLLARS)
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Sonoco changed the nome of its
Global Recovered Paper unit to
Soncco Recyding in 2007 1o better
communicate the nature of its business
todoy—using the latest technology and
a fleet of trucks with 1,300 Irailers 1o
recover, process and sell recycled
materials, and aperate materials
recovery facilities.
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PACKAGING SERVICES

NET SALES
PACKAGING SERVICES
{BnLIONS OF DOLLARS}

Sonoco CoriFlex
designed and pror
duced this high-
impoct floor stand
display for Halls®
Naturals™ cough
drops and Senoco's
Morristown, Tenn.,
flexible packaging
plant printed the col
offul cough drop
packages. Far right:
Employees ct the
Edanger, Ky.,
Sonaco CorrFlex
facility ensure a sec-
tion of @ corrugated
P-O-P display works
as intended.
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Employees at Sonoco's busy, new
service center in Strykow, Poland,
provide fulfillment services for LEGO's
Belville™ toys and educational products
sold in Europe.
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ALL OTHER SONOCO

In 2007, a new cuvette blood som-
pling device, produced in Sonoco’s
siate-afthe-art Rotierdam, Nethertands,
molded plastics plant, was marketed in
the United States.
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THE BUSINESS
OF SUSTAINABILITY

ENERGY SAVINGS
[MMBlu/GROSS TON
DOMESTIC AND CANADIAN MIILS)

3.00

7372 gy

For the past 10 years at its Richmond,
Va,, poper mill, Sanoco has recycled
1,500-1,700 tons of wasle fiber per
year into compost sold 1o commercial
londscapers.
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PEOPLE, CULTURE AND VALUES

SUPPLIER DIVERSITY
SPENDING
{MILUIONS OF DOLLARS)

$100

SAFETY PERFORMANCE
{TOTAL INCIDENT RATE PER 100 EMPLOYEES PER YEAR)

4.00

To teach students the imporiance of par
ticipating in community recycling efforts, [
Sonoco Reeyeling's Columbia, S.C., '
recycling center conducts community
education and outreach programs.
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BOARD OF DIRECTORS

26

DELOACH

BRADSHAW

LAWTON

DAVIES

LINVILLE

HARRIS E. DELOACH ]R., 63
Chairman of the Board since 2005,
President and Chief Executive Officer
since 2000. Served on the Board
since 1908, Member of the Executive
Commitiee.

CHARLES ]. BRADSHAW, 71
President and Director of Bradshaw
Invesiments, Inc. [private invesiments},
Georgelown, S.C., since 1986,
Formedy President and Chiet Operating
Officer of Transwerld Corporation
1984-1986; Chairman and Chief
Executive Olficer of Sparton Food
Systems Inc. ¥9&1-1986. Served on
the Board since 1986. Member of
the Corporale Governance and
Nominating, Financiel Policy and
Executive Compensation Commillees.

JAMES L. COKER, 67

President, |LC Enterprises {private invest
menis), Stonington, Conn., since 1979.
Formerly Secrefary of the Company
1969-1995: President of Sonoco
Limited, Canada 1972-1979. Served
on the Board since 1969, Member of
the Employee and Public Responsibility
and Financial Palicy Committees.

DR. PAMELA L. DAVIES, §I
Presidert of Queens University of
Charloite finstituie of higher leaming,
Charlotte, N.C., since 2002. Formery
Dean of the McColl Schoal of Business
at Queens University of Charlette
2000-2002; Professor of Manage
ment and Dexan of the leBow College
of Business at Dresel University 1997-
2000. Served on the Board since
2004. Member of the Execufive
Cempensation, Employee and Public
Responsibility and Financial Policy
Commiltees.

CALEB C. FORT, 46
Corchoirman, The Merit Group, Inc.
[disiibuters of residential and commer
cial paintrelated products and various
industrial supplies], Spertanburg, SC.,
since 1998. Formerly a Principal

of lencaster Distributing Company
1990-1998. Served on the Board
since 2001. Member of the Audit,
Corporate Governance ond
Nominaling, and Executive
Compensafion Commiltees.

EDGAR H. LAWTON 111, 47
President and Treasurer, Hartsville

Qil Mill {vegelable oil processor,
Darlington, S.C., since 2000, and o
Director since 1991. Formery Vice
President of Hartsville Oil Mill 1991
2000. Served on the Board since
2001, Member of the Employee and
Public Responsibility and Financial
Policy Committess.

JOHN E. {JACK) LINVILLE, 62
Attomey in private practice in New
Yark, NY., since 2004. Formerty
Counsel with Mcnat, Phelps & Phillips,
1LP 2003-2004, joining the firm
through its merger with his prior firm,
Kalkines, Arky, Zall & Bemstein, LLP
1990-2003; General Counsel and
then acting President of the New York
Health & Hospitals Corporation prior
io 1990. Served on the Board since
2004. Member of the Audit and
Employee and Public Responsibility
Committees.
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CORPORATE OFFICERS

+ - - - -_— - = - L - . — . -

Front, from feft, Charles Sullivan, Chorlie Hupfer. Back, from left, Jim Bowen,
Harris Deloach, Jack Sanders, Cindy Hartley and Eddie Smith.
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J Executive Committee

HARRIS E. DELOACH JR., 63
Chairman of the Board, Prasident and
Chiet Executive Officer since 2005.
Previously President and Chief Executive
Officer 2000-2005; Chief Operating
Orficer ApriHuly 2000; Senior
Executive Vice President 1999-2000;
Senior Executive Vice President, Global
Industric Products/Poper/Malded
Plastics 1999; Executive Vice President,
High Density Film, Industric] Conlainer,
Fibre Partitions, Protective Packaging,
Moalded Plastics and Wire and Cable
Reels 1996~1998. Joined Senoco in
1985.

JIM C. BOWEN, §7
Senior Vice President since 2002.
Previously Senior Vice President, Global
Paper Operations 2000-2002; Vice
President/Generdl Manager, Paper
1997-2000: Vice President,
Maonuloctuing NLA., Paper 1994~
1997 Director of Manufacturing
1993-1994. Joined Sonoco in 1972.

CYNTHIA A, HARTLEY, §9
Senior Vice President, Human
Resources since 2002. Previously Vice
President, Human Resources 1995~

2002. Joined Soncco in 1993.

CHARLES ], HUPFER, 61

Senior Vice President and Chief
Finarial Officer and Corparate
Secretary since 2005. Previously Vice
President and Chief Financicl Officer
and Corporate Secretary 2002-2005;
Vice Presiden, Treasurer ond Corporale
Secrelary 1965-2002; Treasurer
1988-1995, Joined Sonoco in 1975,

M. JACK SANDERS, 54

Executive Vice President, Industrial since
February 2008. Previously Senior Vice
President, Global Industrial Products
2006-2008; Vice President, Global
industrial Products Januan—COctober
2006; Vice President, Industrial Products
N.A. 2001-2006; Division Vice
President/General Monager, Protective
Packaging 1998-2001; General
Manager, Protective Packaging
1991-1998. Joined Sonoco in 1987,

EDDIE L. SMITH, §6

Vice President, Industrial Products and
Paper Europe since 2006. Previously
Vice President, Cuslomer and Business
Development 2002-2006; Vice
President/General Manager, Flexible
Packaging 1998-2002. Joined
Sonoco in 1971,

CHARLES L. SULLIVAN JR., 64
Executive Vice President, Consumer
since 2005. Previously Senior Vice
Prasident 2000-2005; Regional
Director, Cargill Asia/Pacific in 2000;
Prasident, Cargills Salt Division 1995—
2000. Joined Sonoce in 2000,

Other Corporate Officers
VICKI B. ARTHUR, 50

Vice President, Global Corporate
Accounts since February 2008.
Previously Division Vice President,
Global Corporate Accounts December
2007-20C08. Joined Sonoca in 1984,

RITCHIE L. BOND, §I

Stoff Vice President, Treasurer since
2005. Prior experience: Senior Vice
President and Treasurer of Alliance One
International. Joined Sonoco in 2005.

BERNARD W, CAMPBELL, §8
Vice President and Chief information
Officer since 1996, Previously Staff
Vice President, Information Services
19911996, Joined Sonoco in 1988,

JOHN M, COLYER JR., 47

Vice President, Industrial Products, N A.
since February 2008. Previously
Division Vice President and General
Manaogear, Industrial Products, NLA.
20062008, Joined Sonoco in 1983.

RODGER D. FULLER, 46

Vice President, Rigid Paper and Plastics
MN.A. since 2006. Previously Vice
Presiclent, Rigid Paper and Plastics
N.A. and Sonoco Phoenix 2005-
2006. Joined Sonoce in 1985.

KEVIN P. MAHONEY, §2

Vice President, Corporate Planning
since 2000. Previously Stalf Vice
Presidert, Corporate Plonning 1996
2000. Joined Senoco in 1987

MARTY F, PIGNONE, §1

Vice President, Global Manufacturing,
Industrial since February 2008,
Previously Vice President, Paper N.A.
2005-2008. Joined Sonoco in 1997,

BARRY L. SAUNDERS, 48
Vice President and Corparale
Controller and Chief Accounting
Oificer since February 2008.
Previcusly Stoff Vice President and
Corporate Controller and Chief
Accounfing Officer 2002-2008.
Joined Sonoco in 1989.
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ltem 1. Business
(a) General development of business ~

The Company isa South Carolina corporation founded in Haresville, South Carolina. in
1899 as the Southern Novelry Company. The name was subscquently changed to Sonoco
Products Company (the “Company” or “Sonoco”). Sonoco is a manufacrurer of industrial
and consumer packaging produces and a provider of packaging services, with 334 lecations in
35 countrics.

Information about che Company’s acquisitions, dispositions, joint ventures and rescrucrur-
ing activities is ?.os.m& in Nores 2 and 3 ro the Consolidaced Financial Statements included
in ltem 8 of this Annual Report on Form 10-K.

(b} Financial information about segments —
Information about the Company's reportable segmencs is provided in Note 15 to the
Consolidated Financial Srarements included in Item 8 of this Annual Reporton Form 10-K.

[¢) Narrative description of business —
Products and Services - The _..o__o,i_._m discussion outlines the mi:n%u._ ?om:nﬁ
?dn_:nnn_ and services wnos.mnn_ rw the Ooamu:vﬁ

CONSUMER PACKAGING

The Consumer _uun_ﬁm.m:m sepment accounted for approximately 36%, 36% and 353%of

the Company’s net sales in 2007, 2006 and 2005, respeccively. The operations in chis segment

consist of 63 plants throughout the world. The products, services and markets of the Con-

sumder _ubﬂ_.numu.zmw mnm.:unﬂﬂ arc as ﬁC:O«ﬂ.ﬂ

Products and Services

Markets

Rigid Packaging — Paper

Round and mruvnm
composite paperboard
cans, paperboard pails,
mm—um_ﬂ.(r-ﬂwmu muNTGW_UOE.-&
mu..wnr.bmwﬁm. mTH—. ﬁmnl&mﬂm

Food: Snacks, nuts, cookies and
crackers, confectionery, frozen
concentrates, powdered
beverages and infanc formulas,
coffee, _dm.mmn_‘&nm ao:mr.
%_.nnm\mnmmc:m:m.,.. nutritional
supplements, pet foods
Nonfood: Adhesives, caulks,
cleansers, chemicals, fawn and
garden, aucomotive, pet
products

Rigid Packaging - Plastic

Bortles, jars, tubs, cups,
trays, squecze cubes,
monolayer and

mul c._mv.n_. containers,
specialty injection
molded componens,
caps

Food: HE:& rnf,n_.pmnm
{noncarbonated). including
functional beverages and ready-
to-drink coffec. processed
foods, sauces and pet foods.
powdered beverages including
coffee, snacks and nurs
Nonfood: Houschold
chemicals, industrial chemicals,
adhesives and sealants, healch
and beauty, automortive,
ﬁru._.amnn:z.nu_m

Ends and Closures

Aluminum, steel and
peclable membrane casy-
open closures for
compaosite, metal and
ﬁ_m.ﬁnmn contamners

Processed foods in metal and
m_uman containers, coffee,
beverages, powdered beverages
and infant formulas, snacks, nus,
nutricional supplements, spices/
scasonings, pet foods and treats,
nonfood products
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Produces and Services Aarkers

Protective Packaging Household appliances, heating
and air conditioning, office fur-

nishings, automotive, fitness

Proprictary mo:owoza
rechnology, Sonobase®
carrier system and,

through a partnership equipment, lawn and garden,
with Sonoco CorrFlex, ?d:;o:o:& &mv_uv.m. _um__nnNnL
the mo:ovom@ display distribution

system; concept, design,
resting and manufactur-
ing of multimarerial total
solutions: ticr | supplier
to major manufacturers,
on-site enginecring,
ISTA- and Sears-
certified lab testing facili-
ties and engineeting

Product Distribution - Each of the Company's operating units has its own sales staff,
and maintains direct sales relationships with its cuscomers. For those customers chat buy from
more than one business unic, the Oo_.:ﬁu:w often assigns a .L:m__n Tepresentative or ceam of
specialists to handle thar customer’s needs. Some of the units have service staffac the manu-
mﬁE::m facility tha inceraces direcely with customers. The Tubes and Cores/Paper segment
also has a customer service center located in Haresville, Souch Carolina, which is the main
congact poine beoween ies North American business units and their cussomers. Divisional
sales personnel also provide sales management, marketing and product development assis-
tance as needed Produer distribution is normally direedy from the manufaceuring plant to
the customer. but in some cases, product is warchoused in a murually advantageous location
to be shipped ro the customer as necded.

Raw Materials - The principal raw materials uscd by the Company are recovered
paper. paperboard. steel, aluminum and plastic resins. Raw materials are purchased from a
number of outside sources. The 005?5% considers the m:wﬁ_w and E.E._n?_:v. of raw
materials to be adequace to meetits needs.

Patents, Trademarks and Related Contracts - Most invencions are made by
members of Sonoco's development and engineering scatf. and are important to the Compa-
ny's internal growth. Patents have been granced on many inventions created by Sonoco staff
in the United States and other countries, These patents are managed glebally by a Sonoco
intellectual capital management team chrough one of the Company’s subsidiaries, Sonoco
Development, Ine. (SD1). SDI glebally manages patents, trade secrets, confidentialivy agree-
ments and license agreements. Some patents have been licensed to other manufacturers.
Sanoco also licenses a few patents from ourside companies and universities for business unit
use. LS. patents expire after 17 or 20 years, mnwn:mim onthe patent issuc date. New patents
replace many of the abandoned or expired patents. A second intellecrual capital subsidiary of

Sonoco, SPC Resources, Inc., globally manages Sonoco’s trademarks, service marks, copy-
rights and Interner domain names. Most of Sonoco’s products are marketed worldwide
under trademarks such as Sonoco®, Sonotube®, m,h.n.q.ow@. Sealed Safe® Duro® and
Durex®. Soneco’s registered Web domain names such as www.sonoco.com and
www.sonotube.com ?cs.mn information about Sonoco, its _unc_u_n and mu_.om:na. Trade-
marks and domain names are also licensed o outside companies where appropriate.

Seasonality - The Company's operations arc not scasonal to any significant degree,
although the Consumer Packaging and Packaging Services segments normally repor slighdly
higher sales and operating profics in the second half of the year. when compared to the first half

Woarking Capital Practices — The Company is not required to catry any sigmificant
amounts of inventory ro meet customer requiretnents or to assure itself continuous allot-
ment of goods, nor does it provide extended rerms ro customers,

Dependence on Customers - On an aggregate basis, the five largest customers in the
Tubes and Cores/Paper segment accounted for approximacely 11% of that segment’s sales
and the five largese customers in the Consumer Packaging segment accounted for approx-
imately 27% of that segmenc’s sales. The dependence ona few customersin the Packaying
Services segment is more significant as the five largest cuscomens in this segment accounted
for approxinuately 74% of that segment’s sales.

Sales o Procrer & Gamble, the Company's largese customer. represenced approximarely
12% of the Company’s consolidared revenues in 2007. Inaddition, this concentration of sales
volume resulred in a corresponding concentration of credic, representing approximarely 10%
of the Company's cansolidaced trede accounts receivable at December 31,2007 No other
customer comprised more than 5% of the Company’s consolidated revenues in 2007 or
accounts receivable ar December 31, 2007

Backlog - Most customer orders are manufactured with a lead time of three weeks or
less. Therefore, che amount of backlog orders at December 31, 2007, was not material. The
Company expects all backlog ordersar December 31,2007, to be shipped during 2008.

Competition - The Company sells its products in highly comperitive markets, which
include paper, cextile. il food, chemical, pharmaceurical, packaging, construction, and wire
and cable. Each of these markets is primarily controlled by supply and demand. Additionally,
these markets are influenced Tv.. the overall rate of cconomic activity. Because we operate in
highly competitive markets, we regularly bid for new and continuing business. Losses and/or
awards of business from our hargrest customers, cuscomer changes o alternative forms of
packaging, and the repricing of business, can have a significant effect on our operating resules.
The Company manulacrures and sells many of its producss globally. The Company, having |
operated internationally since 1923, considers its ability to serve its customers wotldwide ina
timely and consistent manner a competitive advancage. The Company also believes chatics
nmnrzo_ommnu_ _nu&nar_.? repuration for Acp_._Jﬁ and vertical _.znnm.ﬂm:os are competitive
advantages. Expansion of the Company’s preduct line and global presence reflect cthe rapidly
changing needs of its major customers. who demand high-quality. state-of-the-art, environ-
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ltem 1A, Risk Factors

RISK FACTORS RELATING TO SONOCO’'S BUSINESS

The Company is subject to environmental regulations and liabilities that
could weaken operating results.

Federal, seate, provincial, forcign and local environmental requiremencs, including the
Comprehensive Environmental Response, Compensation and Liabilicy Act (CERCLA},
and particularly those relating to air and water quality, are significant factors in the Company's
business and generally increase its costs of operations. The Company may be found to have
environmental liabiliy for the costs of remediating soil or water that is, or was, contaminated
by the Company or a third party ac various sites thar are now, or were previously, owned. used
or o“on_.mnnm vw the OOEE:V‘. _-nmu_ muHOnnnm_.:mm may resultin the imposition of fines or
penalries, as well as mandated remediation programs chac require subscantial, and in some
instances, unplanned capital expenditures.

The Oo_._.%m._..w has incurred in che past, and may incur in the future, fines, ﬁn:p_anm and
legal costs relating to environmental marters, and costs relating to the damage of nacural
resources, lost property values and roxic tort claims. The Company has made expenditures to
comply with environmental regulations and expects to make additional expenditures in the
future. As of December 31, 2007, approximately $31.1 million was reserved for environ-
eenal liabilities, Such rescrves are established when itis considered probable that the
Company has some liability. In part because nearly all of the Company's potential environ-
mental liabilicies are joint and un<n_1m:< shared with others, the ﬁo—:ﬁu:v..m maximum poten-
tial liabilicy cannor be reasonably estimated. However, the Company’s actual liability in such
cascs may be substantially Imrna than the reserved amount. Additional charges could be
incurred due to nrm:mam in law, or the discovery of new information, and those charges could
have a material adverse effect on operating results.

General economic conditions in the United States may change, having a
negative impact on the Company’s earnings.

Dromestic sales accounted for approximately 62% of the Company's consolidared rev-
enues. Even with the ﬂo_.:ﬁu:v.w diversification across various markets and cuscomers, due to
the nature of the Company’s products and services. a general economic downturn could have
an adverse impact on the Company's reported results.

Raw materials price increases may reduce net income.

Most of the raw maerials the Company uses are purchased from third parties. Principal
examples are recovered paper, steel, sluminum and resin, Prices for these raw marerials are
subject to substantial fluctuations that are beyond the Company's control and can adversely
affect profitability. Many of the Company’s long-term contraces with customers permit lim-
ited price w&:mngnsa to reflect increased raw material costs. >E,_o:m7 these and other
prices may be increased in an effort to offset increases in raw materials costs, such adjuscments

may not occur quickly enough, or be sufficienc ro prevenr a marerially adverse effect on ner
income and cash How.

The Company may encounter difficulties integrating acquisitions,
restructuring operations or closing or disposing of facilities.

The Company has made numerous acquisitions in recent years, and may actively seek
new acquisitions thar management believes will provide meaningful opportunities in the
markets it serves, Acquired businesses may notachieve the expected levels of revenue, profit
or productivity, or otherwise perform as expected.

Acquisitions also involve m_unnmp_ risks. En_:n__:m. withour fimitation, the moﬂn_._:p_ assump-
tion of unanticipated liabilities and contingencies, and difficultics in integrating acquired
businesses, While management believes chat acquisitions will improve the Company’s com-
peritiveness and ﬁﬂomﬂur:__? no assurance <an be given thac acquisitions will be suecessful or
aceretive to earnings.

The Company has closed higher-cost facilities, sold non-core assets and otherwise
restructured operations inan cffortto improve cost competitiveness and m_.cm.n_E iry. Some

of these activities are ongoing, and there is no guarantee char any such activities will achieve

the Ooavw:v..m m.ou_m and not divert the attention c?ﬁ:umnuan:n or n:mz._ﬁn the o_.mm:,,:w.
operacions of the Company. Moreover, production capacity, ot the actual amounc of prod-
ucts produced, may be reduced as a result of these activiries.

Energy price increases may reduce net income,

The Company’s manufacturing operations reguire the use of substantial amounts of elec-
tricity and nacural gas, which may be subject to significant price increases as the resulr of
changes in overall supply and demand. Energy usage is forecasted and monirored. and the
Company may, from time to time, use commuodity futures or swaps in an atcempr to reduce
the impact of enetgy price increases. The Company cannot guarantee suceess in these efforts,
and could suffer adverse effects to net income and cash flow should the Company be unable
to pass higher energy costs chrough to its customers.

Changes in pension plan assets or liabilities may reduce net income and
shareholders’ equity.

The Company has a projected benefic obligation for its defined benefit plans in excess of
$1 billion. The calculation of this obligation is sensitive to the underlying discount race
assumption. Reductions in the nanna& _o:m.ﬂn:d v.,.n_m o;mmr.ﬁcm__d‘ debr instruments will
resultin a higher projected benefir obligation and higher net periodic benefit cost. A higher
projected benefic obligation may result in a change in funded stacus that significandy reduces
sharcholders' equity. The ODEEE. has roral assets in excess of $1 billion m::n_:..m a m_.m:_.m.nw:n
portion of the projected benefic obligation. Decreases in fair value of these assets may result in
a higher net periodic benefic costand a change in the funded status that significantly reduces

sharcholders’ equity.
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contained PCBs, some of which were included in wastewater from U.S. Mills' manufacturing
processes thar was discharged into the Fox River. The Company acquired the stock of US,
Millsin 2001, and the u.__nmn& contamination _u_.nmu?.m the acquisition. >_aro:mr Sonoco was
also norified that it wasa PRP, its only involvement is as a subsequent sharcholder of U.S.
Mills. As such, the Company has responded that it has no separate responsibilicy apart from
U.S. Mills,

The governmental encities making such claims against U.S. Mills and the ocher PRPs
have been coordinaring cheir actions, including the assertion of claims against the PRPs,
Additionally, certain climancs have notified U.S. Mills and the other PRPs of cheir intene to
commence a natural resource damage (NRD) lawsuit, buc no such actions have been
insticured,

A review of the circumstancesleading ro U.S. Mills being named a PRP and the current
status of the remediation effore is set forth below.

In July 2003, the U 5. Environmental Proteetion Agency (EPA) and Wisconsin Depart-
ment of Nacural Resources { W DNR) issued their final cleanup plan (known asa Record of
Decision, or ROD} for a pertion of the Fox River. The ROD addressed the lower part of the
Fox River and portions of Green Bay, where the EPA and WDNR (the Governments)
estimate the bulk of the sediments that need to be remediated are Jocated. In two portions of
the lower pare of the Fox River covered by the ROD - Operable Units (OUs) 3and 4 - the
Governments selecred _E.ma.mﬁm_n dredging as che cleanup approach. OU 3 is the section of
the Fox River running downstream from Little Rapids to the DePere dam, and OU 4 runs
from the DePere dam downstream to the mouth of the Fox River at Green Bay. ULS. Mills'
DePere plantis just below the DePere dam and, prior to 1972, discharged wastewater into
the river downstream of the dam in QU 4. In the ROD, the Governmencs estimared that
approximarely 6.5 million cubic yards of sediment would be removed from OUs 3and 4 atan
estimated cost of approximacely $284 million (approximately $26.5 million for OU 3and
approximatcly $257.5 million for OU 4). The Governmenss also identified “capping the
riverbed with appropriate macerials as a “contingent remedy” to be evaluated during the
remedial design process. For Green Bay (OU 3). the Governments selected monitored
natural atcenuation as the cleanup approach ar an estimaced cost of approximarely $40 mil-
lion. The Governments also indicared that some limited dredging near the mouth of the river
might be required, which would ultimately be determined during the design stage of the
project. Earlicr, in January 2003, the Governments had issued their ROD for the upper por-
tions of the Fox River ~ OUs 1 and 2. Combining the chen currene cost estimares from both
RODs. ir appeared that the Governments expected the selecred remedics for all five OUs to
cost pquox::uﬁn_v\ $400 million, exclusive c.ﬁno:ﬂ:mn:n_.nm. In March 2004, NCR Corpo-
ration {NCR} and Georgia-Pacific Corporation (G-P) entered into an Adminiserative
Order on Consent (AOC) with the Governments to perform engincering design work for

the clean up of OUs2 -5,

In the course of the ongoing design work, additional sampling and data analysis identified
clevated levels of PCBs in certain arcas of OU 4 near che U.S. Mills' DePere plant (cthe OU 4
hotspor). In November 2005, the Governments notified U.S. Mills and NCR chac they
would be required to design and undertake a removal action that would invalve dredging,
dewarering and disposing of the PCB-contaminared sediments from the OU 4 hotspot. [n
furtherance of chis norification, on April 12, 2006, the United States and the Stace of
Wisconsin sued NCR and ULS. Millsin the U. 8. Districe Coure for the Fastern Districe of
Wisconsin in Milwaukee (Civil Action No. 06-C-0484). NCR and US. Millsagreed toa
Consent Decree with the United Seares and the Seare of Wisconsin puesuant to which the
site is to be cleaned up on an expedited basisand NCR and U.S. Mills starced removing con-
taminated sediment in May 2007. >_mro:m_,_ the defendants .Jann_.mnu._? did not admic mm?.__._u\
for the allegarions of the complaint, they are bound by the terms of the Consent Decree.

NCR and U.S. Mills reached agreement between themselves thar each would fund 50%
of the costs of remediation of the OU 4 hotspot, which the Company currently estimates to
be berween $30 million and $39 million for the project as a whole. Projece implemencation
Tﬁmn: in 2006, bur most of the projectcost is Qvnnﬁnﬁ_ to be incurred Tw the end of 2008.
Although the funding agreement does not acknowledge responsibility or prevene either
party from secking reimbursement from any other parties (including each other), the Com-
pany accrued $12.5 million in 2005, and an additional $5.2 million in 2007, as ics estimate of
the portion of coses thae U.S. Mills expects ta incur under the funding agreement.

At the time of the Company’s acquisition of US, Mills in 2001, US. Mills and the
Company escimaced U.S. Mills'liabilicy for the Fox River cleanup at a nominal amount based
on Government reparts and conversations with the Governments about the anticipared
limited extent of U.S. Mills"responsibility. the belief. based on U.S. Mills' prior assertions, that
no significant amount of PCB-contaminated raw maerials had been used ac che U.S. Mills
w_pznm. and the beliefthat any PCB contamination in the Fox River, other than a de minimus
amount, was not caused by U.S, Mills. [t appeared ac that time that US. Millsand the
Governments would be able to resolve the matterand dismiss U.S. Millsas a PRP for a
nominal payment. Accordi :m_% no mmm:_.mnmzn reserve was eseablished ac the time. However,
the Governments subsequencly declined to encer inte such a settlement. Nonetheless, U.S,
Mills continued to believe chat ics liability exposure was very small based on its concinuing
belicfs that no sigmificant amount of PCB-contaminared raw materials had been used ac the
U.S. Mills plants and chat any u_.m:mmnubﬂ amount of PCB contamination in the section of the
Fox River located adjacent to its plant was nos caused by US, Mills,

In May/June 2005, U.S. Mills first learned of clevated levels of PCBs {the QU 4 hotspor)
in the Fox River adjacent te its DePere planc. US. Mills, while still not belicving its DePere
plant was the source of this contaminatien, entered into the consent decree to remediace the
QU 4 hotspor as discussed above.

In Junc 2006, U.S. Mills first received che results of tests it initiated on the U.S. Mills
property that suggest that the DiePere plant may have processed as parc of ies furnish more



II

LY048Y TVANNY L00Z ODONOS | X-01 WO

sjgeandde o8]
$18p|O AINDag JO BIOA B O SIBYDW JO UOISSILANG 7 Wa|

01 WG, o a10day [Enuny S JO SIULNENG [EIDUEUL] PIIEPIOS
-uo7y 21 01 ¢ | 310 w1 papraoad stsupaasaad [ea) Surpredar vonewuogu puonippy
£00T  [€ 12quuad3(] 38 uolu (8¢ Aaaewurxodde sea yomgm sy
"G IO JLOM 12U 341 PI2IX3 [[PUSTRW PInoas 1eya ss0] xe3-31d 1 ynsa1 pnos Auedwiony
s asureSe swreps Aue yuw Suope sampqer) 12ary X0 S| 'S JO 1223 241 1eqa ajgeqoid
5111 2421|2q Y0u s30p Aueduwiony a1 asoqe patess seSBuIpIoaay S| $ Y O SIM[IGEY AP
104 fipge Aue sey 3 3043 2491[3q 30u saap Luedwory sy Auedwony ay jo Aeprsqns mesedas
e se pareaado 1aq sey S| 'S pue s ' pasnbae Auedwon sy 2iegaq pasnaoo
JUSWLUONAU Y1 GIUT SELISTELL STOPLEZEY o $3TIEYISIP 3y 350632 U243 AUE U
AousBunuos siya 10§ 341531 © paysIqRIS> 10U SEY s 'S "Lure)d
{jons AUE 03 PRAI3SSE 3G ABLL JEY) SISUHAP AUT ST [[941 $& ITEIIA00 IDUTINSUL 211 JO TUDIXD
1 pue Liqer s pySEUS}A] JO QUIELZOUN 343 01 IN(] BYSEUS)] woy pastydand S|t §T
g | 1O uouryd ¢ jo sangpiqey Prudtutonaus {ue 10y 331403 25URINSU] JO 553X Ut dq]|
P24 2q AT 3 Yo Jog aunowre Aue 1oy 1 {ruuspur 03 uonraodion) eyseuapy 01 Aupqe
waBunuos & aaey ew sy STy 'S PUE S0 104 Aupgey erustod su o1 uonippe uj
w9/ [ ¢ sea s35TLep 32IN0$31 [EanIeU uo Bodal g(T MU0 3y
Ul 3ITWISA 183M0] 341 202[01d UOIEPIWAL 1341 2I1UD 311 10} 134380 Aujiger| pnuaod
I3 40} PASEIOUI U3 10U ey 3413531 A Buipioasy 3t ssureBe seurep afewep 2aimosas
eareu £ut: §o 3503 [qrssod 2y Sunewuns 10) s1seq B ALY 10U S0P S| 'S ARG
1tp2sd o1 3maugp 519EY YENOYIE UYL 10
1224 3%2U DU URYILM DAIZS2I U3 JO SIUDWIR AUOS 01 S3FUEYD [BUOHIPPE JLUOS 2q PIOD 2131
spqissod st 3t uonEpawua1 jo s3Beas feru Y1 pue pa1Npuod Suraq Jiom udisap [Epawor
Buroduo ay1 uaairy d1aa0321 yons Lue 1of Auedwony 3y jo HuawIEs [EoUERWY Y UL
paziuBo31 uaag asey siunowre ou 1ng sopued 1ay10 wosy waadnosa 01132[qns aq Aew 10
“2aueInsul Aq paraand aq ABW S[[IAL 'S A9 PALINGUL $1500 AUE JO [E 10°3W00§ ¢ — 7 S0 10]
UOH[ILU (39§ UBY 210U 01 UOH[[1W ¢ ¢ oty ades yanym 51500 10[01d Jo sarewipss s
a1 wewp 1ayiy 3q pne2 s1503 uonTipawal je1os 1eq Jgissod Aqruoseat s pue s1e1oty
Aurews uodn suapuadap 21e 2115 1241y X0 341 JO ADUEI[D YT PAEIDOSSE $IS0D [ENIDE I |
Jusod sugs 3e paseanur uaaq 1ou aaey iqe| euotippe [enuaod ay 1o Junesse
015242531 '163q) 01 24Py 11U 11 ILY $1500 UOHEIPAW [£301 31 jo uotuod dys LHugey
~120 AUE 313w DITLUINISS 01 J[GE U334 194 10U SBY || '§ ) 2SMEdaq 'sso) 3qssed jo 3Buer sy
Jo 31ewnsa sy Juestand 1ayimy 0] siseq JGEUOsERT B Y S[[IA 'S Papraead 1ou aaey iapa(y
oapensiurIpY ays jo aauensst put uoprpaw Jurofuo sy Bupnpaurwi ey 2dws s1usw
~dopad( anaur a1 APt $a4303q S| 1A 'S $50] [FNU10d JO TUNOLUT POILIUNSD Wnlu
- 3y3 Funuasasdas £ggz jo renb puodas sy utvoyjru 7§ jo s8ieya e papaosa1 s|yA

S sap Sununoaot u_mmu__n_n_m o1uensmnd ..h_mp__ﬁ_Ouu< IGO0 AUE URY) 2IBWNSI 1911

© 5q 03 sxeadde 3eys 2Bues sy urynm JunowE ou 51 21543 AGepEAE AUILIND UOKEWIOJUI UO
Paseq ' = T S)() JO UOREIPILII S (21w UONDIUUOD UI POLINOU 3G 03 2fqrqoxd ssof o 5uel
e £o07 Suump sreumss s 381421 03 $[[1A '§ ) pIsnes sSupassoad uonepatu sy |
“1ap10 ay3 jo aseyd
3531 2t Y A[duoa o2 ssuapuodsar oo sy s Sunesadooa st yiem 1y Jo uotod Aue
103 Aurqen 1523003 01 SR st paasasas sey s 'S YEnoyy safewep 3iqan eousted
o uapuodsas Swddures-uou e usodxa st [ se suran sy yuwm (dwos o1 uapuodsar e
Aqamnyiey oy Ayjeuad Lep aad gpg7es B 10 soprrord oS 13pIo ay | s1ead [L12425 104 20UBUOD
01 pandadya st pue nuwad suonpuos 1ayeam usym gop7 ut uidaq o1 pannbai st sseyd puodas
3 [ "WOII0q JIAL JY1 JO SEIIE PICUIUEINGD $53] pue paSpasp jo Surddes sy pue ssuaw
-1pas paseunueiuos jo Suisodsip pue Suiipaip jo Auewnd siswuos aseyd puosos ay § ‘g0z
1€ 3aquu23(] &q parapdios aq wnw pue jiom uonelpauwad saguo pue SuBpaip 1oy uon
-eaedaad se [jam s y10m uisop pue Sued jo sisuos aseyd 3wy sy | yrom jo saseyd o
S3USQESD 13pdo 24 | € — 7 50O dn ueap o1 suenae snotrea aye1 Apuiol o1 siuspuodsar ayio
U3A3% 31 PUE S[IAT S ) $20nb21 13p10 34 | VTYHD JO 90 UondIg 03 1ERSING Uy
[E{PAWRY 10§ 19PIC) PARENSIUIIPY [EAIT[IUN T PANSSt 1 41 *Z00 '€ ] IPqUIMON] U0
paLIN>30 324 sey sanred oy Buowe Justaide
ou 13m0y Sumnunuos stuenepaw 2y | /(g ARy W urliaq uonepaw Supuig-uop
SIS 1 Surpnpour sy 145 Suowue sansst uonesoj[e ay3 2eipaw o1 onpays pasod
-a1d B YN 2U0 PUE Y[ 42 01 paruasard sy ] 13420 Yamn uomaunfues u sy 'S0
4007 6 Mdy Uy $aFeWEp 23IN0821 [FAMEU PUE §150 PISINGUIIIUN JOJ SUWIED S3HNIUS WAL
-u12408 241 JO UOPNOSAL DY PUE § - 7 S{}() 10§ UOKIE [EIPALUI DY o Iudwa)> Fupurewss
a1 jo asurwniopad Suiiiesue suonenodou ur asedidnied o3 ssaudur)jun 113y 321Ul s T |
311 1eya pasanbai adnou sy [ syAL S M Swipnpau s WS8R 03 € - 780 01 funepi suoy

|ﬁ_ucmu_._ EO._H_H_EUEM_&E_ uonse —ﬂ_ﬁu_.—._..v‘_ ui uun&_umﬁam o1 “_wu_:_TU._ B _.u:d <7—UMMU .,U—u::

An[iqer| eruaod jo sonou [Eaauad € panss N PUB Ve 240 '£007 Aleniga- uj
CNOPELENOIO
$1802 34140 dreys [ySuruedw 1nq payadsun ue 1eaq o1 s §' 193dxa Ly ey paresipuy
ABL OUYM 5[] JIYO 3 SOLIEUIDS uonTIpaw [qussod passnosip sty ST ST S 1O
BUnOIIUOLW J0 3903 U Sy TPYI0 YA DITYS PUE b () JO $I502 LONEPAWDI 2 Jo Antofew
t1eaq 01 pannbai 2q pnoa saded Adea ssajuoqies sy jo soesauad feuiBue sy yYON s
1801 wejd 19410 34 10 s19UMG S puE s|[A] '§' Teg Sjqissad s (SN §' N Ag pauso
aueyd aya s1ID[JEWS A1 YPIYM JO)  ()() U PAIEIO] Sy ] PASIJE 0 218 213y ] (o
06ES 1T € — TS 4O 2502 Y1 PAIELUNSI ([ SL2 01 WIUPUILIE /(T B) YOI ObS
faewixordde sem ¢ () Sunonuow jo 1503 parewnsa a1 put uolu '/ ¢s Sewxosdde
SEA b (Y() JO UOREIPLUDI 10 C[()Y 247 11 YUO) 135 3502 pajewutisa [e201 2y | paedionue
Apmomnad uey uonerpawas sy jo tottod 13 e 10 yiqisuodsar aqayBiw sy g ep
spqussod 8131 sFupugy w321 150w 38943 vo paseg] weld 213[2¢1 241 jo Aioasiy 2 Jo Furpues
-1apun snotadid s Auedwor) aya 1peanos 03 patwdas uoprwioqul sy 1 AKuvdwory ayi o3
S[qr[reAt 10331 33 Ut pa13321 13ded parrururILGI-g 7y ] JO SIUNOWE SHLUIUIL 3P Y1 UeY)



PART 11

12

ltem 5. Market for Registrant’s Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities

The Company’s common stock is traded on the New York Stock Exchange under the
stock mv.zﬂvo_ “SON. Asof December 31, 2007, chere were mEunoxm:._nnn_w 38,000 share-
holder accouncs. Information required by ltem 201{d) of Regulation S-K can be found in
Part I, Trem 12 of this Annual Repore on Form 10-K. The following table indicates the high
and fow sales prices of the Company’s common stock for each full quarcerly petiod within che
fast owo years as reported on the New York Stock Exchange. as well as cash dividends
declared per common share:

High Low  Cash Dividends

2007

First Quarter $3890 $36.19 $.24
Second Quarter $44.91  338.10 8.26
Third Quarter $4475 $29.65 $.26
Fourth Quarter $34.76 52845 $.26
2006

First Quarter $3475 S$2876 $.23
Second Quarrer $3475 $2945 $24
Third Quarter $3475 $3030 $.24
Fourth Quarter $3871 §$3310 524

The Oo:,_uu:v\ did not make any ::qnmmmnnqnm sales of its sccuridies L::.:m 2007, and did

not purchase any of its securities during the fourth quarter of 2007.
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ltem 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations
General Overview

Sonoce isa leading manufacturer of consumer and industrial packaging products and
provider of packaging services with 334 locations in 35 countrics. The Company's operations
are organized and reported in three segments, Consumer Packaging, Tubes and Cores/
Paper and Packaging Services, while a number of smaller businesses are discussed as All
Other Sonoco. Generally, the Company serves two broad end-use markees: consumer and
industrial. Consumer and industrial sales are split approximately 52% and 48% . respectively.
Geographically. approximatcly 62% of safes arc generated in the United Scates, 8% in
Europe, 10%in Canadaand 10%in other regions,

The Company is a marker-share leader in many of its product lines, particularly in tubes,
cores and composire containers and competition in most of the Company's businesses is
intense. Demand for the Company's products and services is primarily driven by the overall
level of consumer consumption of non-durable goods, however, certain product groups are
tied more direcely o durable goods, such as appliances, and construction,

While overall market conditions have been relatively srable over the past several years in
consumer markets, declining domestic textile and paper markets have negatively impacred
che Oo_.:_uusvﬁw industrial businesses. Ocﬂn:n_w. for many of our businesses, Enam_.su_ capacity
in the industry works o restrain the pricing abilicy of all market participants.

STRATEGY AND OPPORTUNITIES

_..m:u:ni__v.. the ﬁoavs:v& ov_.nnn:ﬁ is o deliver average annual &o:v_n.n:%n total returns
1o shascholders over time. To meer that target, the Company focuses on three major areas:
driving profirable sales growth, improving margins, and leveraging the Company's strong cash
flow and Anancial position. O_un_,un.o:m__% the m.o& is to be the ow-cost m_crp_ leader in
customer-preferred packaging solutions within targered customer market segmencs.

In December 2007, the Company announced ics current five-year plan ro grow revenue,
improve margins and more nm.nnmr,n_v, utilize assets. The new m<n.v.nu_‘ ﬁ_u: continues the
Companys recent focus on growing its consumer-refated business fascer chan the industrial-
relaced business, with che goal Om:.u:m:_.oaﬁm the overall mix of business to approximarely
60% consumer and 40% industrial by 2012,

The Company’s primary growtch drivers are increasing organic sales, geographic
expansion, providing total packaying solutions for customers and strategic acquisitions. Over
the next five years, revenue growth is expected to be equally splic becween organic and acquis-
itions, Much of the organic m_.os.nr is nannnn& to occur in the form of new ?.om:nm..ﬂrn
five-year plan targets average annual sales from new products (these commercialized for two
years or less) at § 100 million ro $150 million. Sales from new produces were $100 million in
2007 and 3111 million in 2006.

The Company’s plan to improve margins focuses on leveraging fixed costs, improving
producriviry, maintaining a positive price/cost relationship (raising selling price ac least

cnough to recover cost inflation plus a reasonable margin), improving underperforming
operations and n*ﬂnnc.«.n_v. :z:ﬁ.:m nmv_.n&.

Results of Operations
2007 OVERVIEW

In 2007, Sonoco achicved records in sales and net income. This was mnnoaw_.mrnm Anuw#n
significant increases in raw marerial and ocher costs and a slowing cconomy in North Amer-
ica. In addition, che Company generated anocher year of record productivity improvements
and strong cash flow, which was invested in growing the business and _.n_..:_.z.:mé_:n to
shareholders through increased dividends and stock repurchases.

In 2007, sales grew 10.5%, or $383 million, primarily due to acquisitions, increased selling
prices and ﬁoqn_.m.: exchange rates. The Tubes and Cores/ Paper segment provided 49% of the
total increase in revenue, the Consumer Packaging segment provided 35% and che Packaging
Services segment provided 16%. Sales in All Other Sonoco were essentially flac year-over-
year. Acquisitions accounted for $207 million, or 54%, of the year-over-year sales increase.

The Company reported net income of $214.2 million for 2007, compared with $195.1
million for 2006. Current year carnings benefited froma notably lower effecrive tax raze and
were negatively affeeted by after-tax asset impairment and reseructuring-related charges of
5254 million. compared wich $20.9 million in 2006. Currenc year resules also include a $14.8
million after-tax charge for environmental costs,

Selling price increases were exceeded by increases in the costs of labor, marerial, m&mrn
and energy, while lower volumes and an unfavorable nrm_._mn in the mix of business more than
offser _o_.o&cn_”?,_._u. improvementsin virually all of the Ooa_uus.,._..m businesses. This resulted in
gross m_.omn margins ﬁ_nn_m:m:m to 18.7%, no:.%uqnm with 19.3% in 2006; however, ner income
margin rermained flat due to a reducrion in the overall effective tax rate.

Qutlock

While revenues are expected to continue to increase in 2008, the outlook for the Notth
American cconomy is very uncertain anda amsmmﬁpzﬂ slowdown or decline could affect the
ﬂo:gvu:%w business mnnoa_.:m.?. >_Hro:mr market share is nxﬁnnﬂnm to hold, overall demand
for tubes and cores, specificallyin North America, is expected to remain weak. Margins in the
Consumer Packaging scgment are expected to improve, Higher volume and productivicy
improvements in flexible packaging, and new products and customers in rigid plastic
containers, are G%nnann_ tolead to r_mrnn sales and opcrating ?.oma for that segment

The current high cost of old corrugated containers (OCC), ocher raw materials, and
energy is expecred to continue ar lcast inco the first half of 2008, which will conrinue to puc
pressure of margins. The 003?.3, will seck to offser any m_.m:_.m.nnzn costinflation n_z.o:mr
price adjustments. To that end, in January 2008, che Company announced a price increase for
paper-based tubes and cores in the United States and Canada. Productivity improvements
and strong cost controls are nxvnnﬁ& to hel p maintain or m:m._.:_v. increasc margins in what is
expected to be a tough costand pricing environmenr in 2008,
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action resulted in a gain of $2.4 million ($ 1.6 million after tax). The results of this business unic
were immarerial to the Company’s consolidated nec income for all periods presenced.

OTHER SPECIAL CHARGES, INCOME ITEMS AND CONTINGENCIES

In 2007, U.S. Paper Mills Corp. (U.S. Mills), a wholly owned subsidiary of the Company,
recorded charges wotaling $25.2 million ($14.5 million after tax) in association with environ-
mental remediation liabilicies for various sites in the lower Fox River in Wisconsin. In 2003,
US. Milis recorded a $12.5 million charge ($7.6 million after tax) related to one of the sites.
The charges are included in “Selling, general and administracive expenses” in the Company's
Consolidated Statements of Income.

The 2005 charge and $5.2 million of the 2007 charge related to a particular site on the
lower Fox River in which remediation of PCB-contaminared sediments has already begun.
The rotal charge of $17.7 million represents che Company’s best estimate of what it is likely
ta pay to complete the projeet; however, the actual costs associated with remediation of this
particular site are dependent upon many factors, and it is possible thar aceual costs could
exceed current estimates. The Company un@_._:‘nm U.S. Mills in 2001, and the identified con-
ramination quﬁr:nm the acquisition. Somec or all o*.m:v, costs incurred may be covered v%
insurance or be recoverable from third parties; however, there ¢an be no assurance that such
claims for recovery will be successful. Accordingly. no amouncs have been recognized in the
financial statements for such recovery.

In February 2007, U.S. Mills and seven other potentially responsible parties received a
general notice of porential liabifity under CERCLA from the Environmental Protection
Agency (EPA)and the Wisconsin Eepartment of Natural Resources relating to a strecch of
the lower Fox River. including che bay ar Green Bay. The contamination referred to in this
notice covers a vastly larger area chan the sice referred o in the paragraph above. Mediation
proceedings beoween the porentially responsible parties to allocate the liability began in the
second quarter of 2007. As aresult of these v_.onnn&:mm. U.S. Mills revised ies estimare of the
range of loss probable to be incurred by it in association with the additional remediation.
Accordingly.a charge of $20 million was recorded in the second quarter of 2007, This charge
represents the minimum estimared amount o?onnznmm._ loss U.S. Mills believes ic is __._z.n@‘ o
incur. Developments since the second quarter, including ongoing mediation and a unilaceral
Administrative Order for Remedial Action issued by the EPA in November 2007 against
the eighr potentially responsible parties. have nat yet provided U.S. Mills with a reasonable
basis for further revising its cstimate of the range of possible loss. Afthough ULS. Mills' ulei-
miare share of the liability could conceivably exceed its net worth, the Company believes the
maximum additional exposure to Sonoco's consolidated financial position is limited to the
equity position of U.S. Mills which was approximately $80 million as of December 31, 2007,
excluding any tax benefies that may reduce che net charge. Fora more detailed diseussion of
the Fox River environmentzl maceers, see “Item 3. Legal Proceedings™ above,

During 2005, the Company repatriated $124.7 million from foreign subsidiaries under
the provisions of the American Jobs Creation Act of 2004 (A)CA). Under this temporary

meent

aportion of the _.nvwnamnn& funds a:u__.m.nm for an 85% dividends-received
deduction. Although the effective tax rate on the repatriated funds was lower than it would
have otherwise been absent the AJCA, the repacriation resulted in the recognition of addi-
tional ULS. federal and state income taxes nonm_m:m $10.1 million.

Results of Operations 2007 versus 2006
OPERATING REVENUE

Consolidated ner sales for 2007 were $4.04 billion, a $383 million. or 10.5%, increase over
2006.

'3..0 ﬁOB.—*uO:ﬂ:G Om.ﬂu._n mmmnm nTu._._mn were:

(8 it millions)

Acquisitions (net of dispositions) $192

Curreney nxnruzmn ratc 102

Selling price 88

Volume/Mix (6)
Toral sales increase $383

Prices were higher throughour the Company. with the exceprions of flexible packaging
and point-of-purchase and fulfillment operations, as the Company was able to implement
price increases to offser the impacr of higher costs of labor. energy. freight and macerials.
Companywide volume, excluding service center revenue, which was on a pass-through basis,
decreased approximately 1.0% from 2006 fevels driven by decreases in che Tubes and Cores/
Paper and Consumer Packaging segments, partially offser by volume increases in poine-of
purchase displays. Domestic sales were $2.5 billion, up 7.6% from 2006, International sales
were $1.5 billion, up 15.7% over 2006, driven primari _w _dﬁ the impact o*.mmaim_.ao:m and cur-
rency translacion.

COSTS AND EXPENSES

Mnm_:._m. general and administrative expensesasa percentage of sales increased 1o 10.1%
during the year from 9.8% in 2006, primarily s a resule of the previously mentioned $25.2
million U.S. Mills environmenal nrp_‘mn. Stock-based compecnsation cxpensc associaced with
the issuance of stock-sctcled stock appreciation rights rotaled $4.0 million and $4.1 million in
2007 and 2006, respectively. Recognition of this expense is required under Starement of
Financial Accounting Standards No. 123(R). ‘Share-Based Payment which the Company
adopted cffective January 1,2006. Cutrent year results also include the recovery from a third
parey of $5.5 million in certain benefic costs,

In 2007, aggregate pension and postretirement cxpense decreased $9.9 million 1o $34.2
million, versus $44.1 million in 2006, This reduction was parcially offsec by a $3.5 million
increase in defined concribution plan costs. The Company expects these expenses to
decrease by approximarely $7 million in 2008. The return on assets of U.S.- based defined
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Tubes and Cores/Paper
(8 in millions) 2007 2006 % Change

Trade sales 515256 12.2%

Lds
—
— ]
—
I
Py
=

Segment operating profies 43.7 1482 (3.0)%
Depreciation, depletion and amortization 91.2 83.9 62%
Capital spending 757 633 19.5%

The increase in sales was due to increased selling prices throughour the segment, the
impact of acquisitions and the effect of favorable exchange rates. Lower domestic tube and
corc volume was partially offset by inereased volume in the Company’s European operations.
Overall, volume in the segment, ny.n_:%:m the impact o?nn_:m!aozm. decreased E., approx-
imarely 2%, Domestic sales increased approximately $52 million, or 6.8%, to approximately
$825 million and international sales increased approximarely $134 million.or 17.8% to
approximaccly $887 million. Incernational sales increased ?__Euz? asa result of the late 2006
acquisition of the remaining 73% interest in Demolli Industria Cartaria S.p.A, an haly-based
manufacturer of rubes, cores and paperboard.

Segment operating profits were unfavorably impacted by a charge of $25.2 million related
to an increase in the environmeneal reserve ar a Oo..:ﬁ..:% .,,:m:_.m_.wQ,m paper aperations in
Wisconsin. See “Other Special Charges, Income Itemns and Contingencies” above for a dis-
cussion of this claim, In addirion, lower volume and increases in the costs of energy. freight.
material and labor had a negative impact on segmene _uﬂomnp?_&u _umnnp__v. om..mnﬂ_.sm these
irems were productivity and purchasing initiatives and higher selling prices, along wich the
impact ommnac_ﬁnc:.ﬁ

Significant capical spending included the modification of several paper machines, primar-
m_v‘ in the Unived States, Mexico and m:qo—un. and r_.:E_.sm of new tube and core w_u:_...w in Asiz.

ona wpﬂm.ﬂrno:mr basis with no mmm:mmna..n addirional gross margin. _upz_.p__v. om.mn:m:m these
favorable factors were the sclling price declines discussed above.

ﬂwwm tal mﬁn:n__.:m included numerous _uﬂogcnasd. and customer mnf.n_ovz_n_: projectsin
the United States and Europe.

All Other Senoco

(S in millions) 2007 2006 % Change
Trade sales $3711  $3697 0.4%
Operating profits 514 49.1 46%
Depreciation, mnﬁ_nao: and amorrization 1.8 120 (1.2)%
Capital spending 15.9 84 89.4%

Packaging Services

(5 in milfions) 2007 2006 % Change
Trade sales $518.8 $4368 136%
Segment operating ?oma 44.5 392 135%
Depreciation, depletion and amorization 1.8 119 (0.8)%
Capital spending 37 34 68%

Sales increased due to higher volumes throughout the segment, which maore than offset
lower selling prices in point-of-purchase and fulfillment opcrations related to recent com-
petive _uaﬁ_m:m activity. Domestic sales increased to approximarely 3374 million.an 83%
increase, while internarional sales increased to approximarely $144 million, up 29.1%, primar-
m_v. as a restle of increased service center volume in Poland.

The increase in scgment operating m:.cmﬁ is attributable to velume increases in
womzﬁ.o*..ﬂ:_.nr&n and fulfilimenc operations m_ozm with _«qo;:nniﬁ. and _u:anﬁm:m ini-
tiatives. The service centers”sales increase had very little impact on profits, as these sales were

Sales for All Other Sonoco increased slightly as price increases, the impact of acquisitions
ghtlyasp P ]

and the effeet of favorable exchange rates were nearly offser by lower volumes in molded

plastics and wire and cable recls, Domestic sales were approximarely $294 million, down 2.2%

from 2006, and international sales were mvvqoizﬁﬂn_v. %77 million. an increasc of 11.9%,
Operating profits in Al Other Sonoce increased due primarily co manufaceuring pro-

ductivity and purchasing initiatives, althoush they were partially offset by the impact of the

fyandp 2 gh they P ¥ Y p

volume declines, Through higher selling prices, the Company was able ro recover increases in
raw material costs bue not higher costs of energy, freighr and labor.

Capiral spending included investing in produciviry and customer development projects
in the United States and Asia for molded and extruded plastics. protecrive packaging and

wire and cable reels.

Financial Position, Liquidity and Capital Resources
CASH FLOW

Cash flow from operations totaled $445.1 million in 2007, compared wich $482.6 million
in 2006, Operating cash flows in both years benefited from companywide initiatives aimed at
reducing warking capiral, but to a lesser extent in 2007, The projected benefic obligacion of
the US. Defined Benefit Pension Plan was fully funded as of December 31,2007, The
Company froze participation for newly hired salaried and non-union hourly US. employees
eftective December 31,2003, Based on the current actuarial estimates, the Company antici-
pates that the total 2008 contributions made to its benefit plans will be comparable to 2007
levels which were approximately $17 million. However. no assurances can be made about
funding requirements beyond 2008, as chey will depend largely on actual investmene recurns
and future actuarial assumprions,

Cash flows used by investing activities increased from $332.1 million in 2006 w0 $379.6
million in 2007. The Company invested $236.3 million in four acquisitions and the purchase
of the remaining minority interest in a European tube and core joint venture in 2007, This
was no:,%uﬁr_n tothe tevel omunaz_.m:_.o: mnn:&:m in 2006. As part ofits m_‘oﬁ_._ straregy,
the Company is actively secking acquisition epporrunities and the bevel of acquisition spend-

ing in any given year will &ntnzo_ on the size and number of suitable candidates identified and
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The decrease resulted mainly from netincome of $195.1 million in 2006, stock option
exercises of $82.7 million, and a foreign currency cranslation gain of $37.2 million, which wete
more than offsct by cash dividends of $94.7 million, the repurchase of $82.7 million of the
Company's commeon stock, and a $181.4 million adjustment, net of tax, from the initial
application of FASB Starement No. 158.

On April 19, 2006, the Company’s Board of Directors authorized the repurchase of up to
5.0 million shares of the Company's common stock. The new authorization rescinded all
previous authorizations and does not have a specific expiration date. During 2007, the
Company purchased a total of 3.0 million shares of its common stock under chis author-
ization at a total cost of $109.2 million. The Board of Direcrors has approved the reinscare-
ment of those shares ro the original authorization. Accordingly, 5.0 million shares remain
available for purchase under this authorizacion at December 31,2007, During 2006, che
Company repurchased 2.5 million shares of Sonoco common stock forapproximarcly $82.7
million, under previously existing authorizations.

Alchough the ultimate determination of whether to pay dividends is within the sole dis-
cretion of the Board of Directors, the Company plans co increase dividends as carnings grow,
Dividends per common share were $1.02in 2007, $.95 in 2006 and $.21 in 2005. On Febru-
ary 6, 2008, che Company declared a regular quarcerly dividend of .26 per comman share
payable on March 10, 2008, to sharcholders of record on _.,an»Q 22,2008,

OFF-BALANCE SHEET ARRANGEMENTS
The ﬁoEvEQ had no material off-balance sheet arrangements at Diecember 31, 2007.

RISK MANAGEMENT

Asaresulrof operating globally, the Company is exposed to changes in foreign exchange
rates. The cxposure is well diversified as the Oogwpzww facilities are mwnnu& H_.:.c:mrc:n the
world, and the Company generally sells in the same countries where it produces. The Com-
pany monitors these exposures and may use tradicional currency swaps and forward foreign
exchange contraces to hedge a portion of the forecasted transactions that are denominared in
forcign currencies, foreign currency assets and liabilities or netinvestment in forcign sub-
sidiaries. The Company's forcign operations are exposed to political and cultural risks, buc the
risks arc Eam.mﬁn_ T\e. diversification and the relative m_..urm__.a\ of the countries in which the
Company has m_.mamnm:n operations,

The Company is exposed to interest-rate fluctuations as a resule of using debt as a source
of financing operations. When necessary, the Company uses tradicional, unleveraged incerest-
ratc swaps to manage its mix of fixed and variable race debt to maineain ics exposure o inter-
est rate movements within established ranges. No such instruments were outstanding at
December 31, 2007

The Company is a purchaser of various inputs such as recovered paper, energy, seel,
aluminum and resin. The Company does not engage in significant hedging activitics, other
than for energy. because there is usually a high correlacion between the primary inpur costs
and the ultimate mn___.zm price ofits _..:On_:nnm. _:_u:_..m are mn:nE:V‘ m:_.nrmmn& ar markec or fixed

prices thar arc cstablished with the vendor as part of the purchase process for quanities
nm_unnnnm to be consumed in the oq&:h:.w course of business. On occasion, where the correla-
tion berween selling price and inpur price is less ditect, the Company may enter into
derivarive contracts such as furures or swaps to reduce the effect of price fluctuations.

At the end 0f 2007, the Company had contracts ourstanding to fix the costs of a portion
of commaodity, energy and foreign exchange risks for 2008 Hr_.o:m_.. December 2010. The
swaps qualify as cash flow hedges under Statement of Financial Accounting Standlards
No. 133, Accounting for Derivative Instruments and Hedging Activities' (FAS 133). Of
these, the Company had swaps to cover approximately 6.1 million MMBTUs of natural gas.
The hedged natural gas quantitics at chis date represent approximately 69%, 44% and 19% of
anticipared U.S. and Canadian usage for 2008, 2009 and 2010, respecrively. The use of
derivatives to rn&mn other commuoditics or mo_imz mznrm:mn was not material as of thar dare.

The fair marker value of derivatives was a net unfavorable position of $2.4 million ($1.5
million after tax) at December 31,2007, and a nec unfavorable position of $3.2 million ($2.1
million after tax) ac December 31, 2006. Derivatives are marked co fair value using published
markee prices, if available, or estimated values based on current price quotes and a discounted
cash flow model. See Nore 9 ro the Consolidated Financial Starements for more informacion
on financial instruments.

The ﬁo:ﬁEQ is EInnn to various federal, state and local environmental laws and regu-
lations cancerning, among other macters, solid waste disposal. wastewater effluent and air
emissions. Although the costs of compliance have not been significant due to the nature of
the matcrials and processes used in EEE_,.unEl:m operacions, such laws also make generators
of hazardous wastes and their legal successors financially responsible for the cleanup of sites
contaminated by those wastes. The Company has been named a potenially responsible parry
at several environmentally contaminaced sites, both owned and not owned by the Company.
These regularory actions and a small number of private parey lawsuics arc believed to repre-
sene the Company's largest potential environmental liabilities. The Company has accrued
$311 million {including $29.0 million associated with U.S. Mills) at Decernber 31, 2007,
compared with $13.3 million ar December 31, 2006 (including 311.7 million associaced with
U.S. Mills). with respect to these sites. See *Other Special Charges, Income [kems and Con-
tingencies”, [rem 3 - Legal Proceedings, and Note 13 to the Consolidated Financial State-
ments for more information on environmental matcers.

Results of Operations 2006 versus 2005

Net income for 2006 was $195.1 million, compared with $161.9 million in 2005. The year-
OVCI-YCar increasc is _E.Mn_w attribucable to r_.mrn_‘ operating v_dma on w:m_.os& wnom:nnaq
and increased selling prices Gross profit margin improved to 19.3%, compared with [8.7%in
2005, Also concriburing to the year-over-year net income improvement was the net effece of
fewer %mn_p_ n_Eqmn.m and the impact of additional US. federal and stace income taxes recorded
in 2004 toraling $10.1 million associated with the reparriation of $1247 million from forcign
subsidiarics under the provisions of the American Jobs Creation Act of 2004 (AJCA).
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Sales in this segment inereased due to higher selling prices for composite cans, plastic
packaging and closures, along wich the impact of favorable exchange rates, as the dollar weak-
ened against foreign currencies. Higher composice can volume was partially offset by reduced
volume in flexible packaging and closures. Overall, volumes were up 1%in the segmenc.
Domestic sales were approximately $925 million, up 3.5% from 2003, and international sales
were approximately $380 million. up 7.4% from 2005.

m.umiﬂ.: operaring ?oma were mﬁ.o_ﬁr_v. ::EQQ._ rv. Eo&cnsz and _.Ean?wﬂ:m ini-
datives, while selling price increases were partially offset by increased costs of encrgy, freight,
marerial and labor. Continued high startup costs ar the Company's rigid plastics container
plantin Wisconsin also dampened operating profits in the segment. as did operational issues
and the loss of a customer at the closures plant in Brazil

Significant capical spending included numerous productivity and customer development
projects in the United Stares and Europe.

Tubes and Cores/Paper

(8 in millions) 2006 2005 % Change
Trade sales 51,5256  $1.4821 29%
Segment operating profits 1482 107.1 384%
Depreciation, depletion and amortization 859 83.7 25%
Capital spending 633 623 16%

The increase in sales was due to increased selling prices and volume in North American
paper operations and Asia. The effect of favorable exchange rares also increased sales. Lower
tube and core volume in most geographic segments partially oftset chese favorable factors.
Overall velume in che scgment, incl :n_:_m the impact Ommnn_:__mi_o:m_ increased vv. approx-
imarely 19, Domestic sales increased approximarely $15 million, or 1.9%, to $772.6 million
and international sates inereased approximatcly $29 millien, or 40%, ro $753.0 million.

Segment operating profits increased due to productivity and purchasing initiatives along
with rmmrnq selling prices, which offscrincreases in che costs of energy, mqn_.mrn marerial and
lzbar. Resules in 2005 were impacted by a charge of $12.5 million refated to an environmental
claim ac US. Mills' paper operations in Wisconsin. See “Other Special Charges, Income
ltems and Contingencies” for a discussion of this claim. In addition, 2005 results included »
$3.0 million non-rescructuring asset impairment charge related to operations in Asia.

Significant capital spending included the modification of several paper machines, primar-
ily in the United Seates, Mexice and Europe, and building of new tube and core plants in Asia.

Packaging Services

(8 in miffions) 2006 2005 % Change
Trade sales $4568  $4559 0.2%

mnmn:na operating wamﬂm 392 448 (12.6)%
Depreciation, depletion and amontization 119 120 (0.4)%
Capital spending 34 49 (30.0)%

Salesin this segment were flat due wo the December 2005 divestiture of a single-plant
folding carton operation. Higher volumes and selling prices in the service cencers more than
offset Jower volumes in point-of-purchase and fulfillment operations. Domestic sales
decreased to $344.9 million, a 3.3% decrease, while international sales increased to $111.9 mil-
lion, up 12.8%, _ua_:m&w as a resulr of a new service cenrer in Poland increasing output.

The decrease in segment operarting, _u_.omm is attributable o unfavorable nru:mnm in the
mix of business and the impact of a $2.4 million gain on the sale of a carten facility in 2005,
The service centers’ sales increase had very litdle impacc on profies, as thesc sales werc ona
pass-through basis with no significant additional gross margin. Productivity 2nd purchasing
initiatives w&.zm_? offset the unfavorable facrors discussed above,

Om?ﬂ._ %n:&:m included numerous Eop_:nm«._.&,m:m customer p_ﬁﬁ_oﬁ_:n:n projects in
the Unired States and Europe.

All Other Sonoco

(8 in millions) 2006 2005 % Change
Trade sales $3697 33432 7.7%
Operating ?om.a 49.1 406 20.9%
Depreciation, &nﬁ_nn_o: and amortization 120 11.1 8.3%
Capital %n:&:m«. 84 1.1 (24.2)%

Sales for All Other Sonoco increased due to price increases within cach line of business,
along with higher volumes in wire and cable reels and protecrive packaging, Domestic sales
were $300:5 million, up 6.3% from 2005, and international sales were $69.2 million, an
increase of 14.3%,

Operating profics in All Other Sonoco increased due primarily to manufacturing pro-
ductivity and purchasing initiatives, The Company was able to recover increases in raw
material costs, energy, mqnmm_.: and labor n_:dcmr ru.mrn_. .wn__m__m prices. >_~rc:mr _d_.m_:u. vol-
ume was a significant reason for the increased sales, operaing profits did not benefivas
changes in the mix of products resulted in lower profic margins,
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INCOME TAXES

The Oo..:vmzw records an income tax valuation allowance when the realization c_qu:w
deferred cax assets, net operating losses and capical loss carryforwards is not likely. Deferred
tax assets generally represenc expenses recognized for financial reporting purposes, which will
result in tax deductions over varying future Tn:.c&. Cerain _.:m_m:,n:mﬂ_ assumptions and
estimates may affect the amounts of the valuation allowance and deferred income tax
expense in the Company’s Consolidaced Financial Statemencs.

For those tax positions where it is more likely than nor char a rax benefit will be sustained,
the Company has recorded the largest amounc of tax benefic wich a greater chan 50% like-
lihood of being realized upon ultimate sectlement with a taxing authority having full knowl-
edge of all relevant information. For those positions not meeting the more-likely-than-not
standard, no tax benchit has been R.noms_.wnm in the financia) starements. Where mﬁﬁ__.nuv_ﬂ
associated interest has also been recognized.

STOCK COMPENSATION PLANS

The Company urilizes share-based compensation in the form of stock options, stock
appreciation era and restricred stock units, Cerrain awards are in the form of contingent
stock unics where both the ultimate number of units and the vesting period are performance
based. The amounc and timing of compensation expense associated with these performance-
based awards are based on estimates regarding future performance using measures defined in
the plan. In 2007. the performance measures consisted of Earnings per Share and Return on
Net Assets Employed. Changes in estimares regarding the future achievement of these per-
formance measures may result in significant fluctuations from period to period in the amoune
of compensation expense reflected in the Company's Consolidated Financial Statements.

The Company usesa binomial option-pricing medel to determine the granc date fair value
of its stock oprions and stock appreciation rights. The binomial opdon-pricing model requires
the input of subjective assumptions. Management routinely assesses the assumptions and
:..nnromo_ommnm used 1o caleulate estimated fair value of share-based compensation. Circum-
stances may change and additional dara may become available over time that result in changes co
these assumptions and methodologies, which could macerially impace fair value decerminations.

PENSION AND POSTRETIREMENT BENEFIT PLANS

The Company has significant pension and postretirement benefit costs that are devel-
oped from acruarial valuations. The aceuarial valuations employ key assumptions, which are
particularly important when determining the Company’s projected liabilities for pension and
other postretirement benefics. The _ﬂn% actuartal assumptions uscd ar December 31,2007, in
determining the projeceed benefit obligation and the accumulated benefie obligation for US.
retdirement and retiree health and life insurance plans include: a discount rate of 6.40%, 6.27%
and 6.11% for the a:w__.mnm retirement w_u:. zo:.a:u._mmnn._ retirement _ﬁ_m:m. and retiree healdh
and life insurance plan, respectively: an expected long-term rate of return on plan assets of
8.5%; and a rate of compensation increase ranging from 4.57% to 4.77%. Discount rates of
5.84%,5.77% and 5.68% were used ro determine net periodic benefit cose for 2007 for the

Lcm_..m.nm retirement plan, :o:.@cm:mnm retirement plans, and retirce health and life insurance
plan, respectively.

The Company adjusts its discount rates at the end of each fiscal year based on yield curves of
high-qualicy debr instrumencs over duracions that march the expected benefit payouts of each
_u_u:. The _o:m.nn_.a rate of rerurn assumption is bascd on the 003_.5:%..,, hiscorical m_mb recurn
performance and a range of probable return ourcomes given che targered asset class weights of
the portfolios. The race of compensation increase assumption is generally based on salary and
incenrive increases. A r@ assumpgion forthe US. retiree healdh and life insurance _u_u.: isa
medical orend rate beginning at 11.3% for post-age 65 participants and trending down to an
ultimatc race of 6.0%in 2014. The ultimate trend race of 6.0% represents the Company's best
estimace of the long-term average annual medical cost increase over the duration of the plan’s
liabilities. It provides for real m:zﬁr in medical costs in excess of the overall inflation level.

During 2007, che Company incurred total pension and postretirement benefic expenses
of approximarely $342 million, compared with $44.1 million during 2006, The 2007 amount
is net of $91.3 million omnannnnﬂ_ returns on T_m: asscts at the assumed race of 8.5%, and
includes interest cost of $75.4 million ata weighted-average discount rate of 5.63%. The 2006
amount is net of $83.6 million of expected returns on plan assecs at the assumed race of 8.5%,
and includes interest cost of $69.5 million aca discount rate of 5.50%, During 2007, che
Company made contributions to pension plans of $15.1 million and postretirement plans of
wvv_.oi_.:unnqm_.w million. The contribution amount varies from YCAT L0 Year H_nmxus&zm_ on
facrors including asser market value volatifity and interest rates. Although these contributions
reduced cash flows from operations during the year. under Statement of Financial Account-
ing Standards No. 87, Employers” Accounting for Pensions’ (FAS 87), they did net have an
immediate significant impact on pension expense. Cumulative net actuarial losses were
approximately $294.5 miflion ar December 31, 2007, and are primarily che resulc of poor asset
performance during 2000 through 2002 The amortization period for losses/gains is approx-
imatcly 11 years for the portion outside the 10% corridor as defined by FAS 87, excepr for
curtailments, which would result in accelerared expense,

Orher assumptions and estimares impacting the ?.Q.nnn& liabilities of these ﬁ_u:m include
inflation. participant wichdrawal and mereality rates and retirement ages. The Company annually
reevaluates assumptions used in projecting the pension and postrecirement liabilities and asso-
ciated expense. These judgments, assumptions and estimates may affect the carrying value of
pension and postretirement plan net assets and liabilities and pension and postretirement plan
expenses in the Company's Consolidated Financial Starements, The sensitivity to changes in the
critical assumptions for the Company’s U.S, plans as of December 31,2007 is as follows:

Prajected Benefit
Assumption Percentage Point Obligation Annual Expense
(8 inmrillions) Change Higher/(Lower)  Higher/(Lower)
Discount rate 253 pts $247 $33
Expected retuen on assets -25pts N/A 52.1
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Directors of Sonoco Products Company:

In our opinion, the consolidated financial statements listed in the index appearing under
ltem 15(a)(1) present fairly, in all material respects, the financial position of Sonoce Products
Company and its substdiaries at December 31, 2007 and 2006, and the resutts of their oper-
ations and cheir cash flows for cach of the three years in che period ended December 31, 2007
in no:mo_.ﬂ:@ with accounting w:.:n:u_nm mn:c_.p__% mnnﬁunnm in the Unired States of America
Also in our opinion, the Company maintained, in all material respects, effective internal con-
trol over financial reporting as of December 31, 2007, based on criteria established in Incernal
Control — Integrated Framework issucd by the Commitrec of Sponsoring Organizations of
the Treadway Commission (COSO). The Company's management is responsible for these
financial scacements, for maintaining effective internal control over financial reporting and for
its assessmient of che effectiveness of internal control over financial reporting, included in
Management's Report on Internal Control Over Financial Reporting appearing under
Irem 9A. Our responsibility is to express opinions on these financial statements and on che
Company’s internal control over financial reporting based on cur integrated audits. We
conducted our audits in accordance with the standards of the Public Company Accounting
Owersight Board (United Srares). Those standards require chat we plan and perform the
audits to obtain reasonable assurance abouc whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was
maintained in afl mareriaf respects. Our audics of the financial stacements included examining,
ona test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimares made by management, and
nﬁL:ma:m the overall financial statemenc presencation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial
reporting, assessing the risk chac a marerial weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk. Our audits
also included petforming such other procedures as we considered necessary in the cireum-
stances. We believe thar our audits provide a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide
reasonable assurance Hnmm_.m:ﬁ the H__.ur_HmQOmm:m:n_.u_ reporting, and the preparation of
financial statements for exrernal putposes in accordance with generally accepred accounting
principles. A company's internal control over fimncial reporting includes those policies and
procedures chat (i) pertain ro the mainrenance of records that, in reasonable detail accurarely
and *.u:‘m« reflect the transactions and &_mvom_.c.o:m of the assets of the company; (ii) ﬁ_.os.mn
reasonable assurance thac transactions are recorded as necessary 1o permic preparation of
financial statements in accordance with generally aceepred accounting principles, and that
receipts and nan:&ﬂzﬁm of the company arc Tn_.:m made o:_x in accordance with author-
izations of management and directors of the company: and (iii} provide reasonable assurance
regarding prevention or rimely derection of unauthorized acquisition, use, or disposition of
the company's assets that could have a material effect on the financial saatements.

Because of its inherent limitacions, incernal control over financial reporting may not pre-
vent or detect misstatements. Also, projections of any evaluation of effecrivencss to fuzure
periods are subject to the risk that controls may become inzdequate because of changes in
conditiens, or that the degree of compliance with the policies or procedures may deceriorare,

Fricevmrenpose Coopers L P

Charlocee, North Carolina
February 28,2008
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CONSOLIDATED STATEMENTS OF INCOME

Sonoco Products Company and consolidated subsidiaries

(Dollars and shares in thousands except per share data)

Years ended December 31 2007 2006 2005
Neesales $4,039,992 33656839  $3528574
Costof sales 3286198 2951799 1867623
Selling, gencral and administracive expenses 409,719 358932 364967
Restruccuring/ Asser impairment charges 36.191 25970 21237
Income before interest and income taxes 307,884 320,118 274747
Interest expense 61,440 51932 51559
Interestincome (9,182) {(6,642) (7.938)
Income before income raxes 155,626 274,808 231126
Provision for income raxes 35,186 93329 84,174
Income before equiry in carnings of affiliates/minority interest in subsidiaries 200,440 181479 146,952
Equity in carnings of affiliates/minority interest in subsidiaries. nee of tax 13716 13,602 14923
Netincome S 214156 S 195081 S 161877
Weighted average common shares outstanding;

Basic 100,632 100073 99.336

Assuming exercise of awards 1,243 1,461 1,082

Dilured 101,875 101,334 100418
Per common share

Ner income:

Basic $ 213 8 195 5 1.63
Dilured s 210 3§ 192 % 1.61
Cash dividends - common $ 102 % 95 & 91

The Notes beginning on page F-G are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Sonoco Products Company and consolidated subsidiaries

{Dollars in thousands}
Years ended December 31 2007 2006 2005
Cash Flows from Operating Activities
Netincome $ 214,156 3195081 S 161877
Adjustments to reconcile ner income o nee cash provided by operating activicies
Assetimpairment 16,684 7.750 9315
Depreciation, depletion and amortizasion 181,339 164,863 163074
Environmental n—“uﬁmﬁm 25,150 — 12500
Non-cash share-bascd compensation expense £1,000 11,347 4548
Equity in carnings of affiliates/minority interest in subsidiaries (13,716) (13,602) (14.925)
Cash dividends wvc_._._ affilizred companies 8435 9496 6758
Giain on disposicion of assers (838) (4.644) (555)
Tax effect of nonqualified stock options 9,538 10580 2753
Excess tax benefit of share-based compensation (9.317)  (10380) -
Deferred taxes (31,940} (15.265) (24722)
Change in asses and liabilities, net of effects from acquisitions, dispositions, and foreign currency adjustments
Jhnnnmér_nm 20,169 (9.336) (24.026)
[nventorics (9.259) 33159 (6447)
Prepaid expenses (1,304} 6412 2298
Payables and deferred expenses 69,781 70,376 73]
Cash conribution to pension plans (11,647) (10471y  (77.024)
Prepaid income raxes and raxes payable (26.258) (1,985) 8.110)
Orher assers and lisbilicies (6.837) 39402 20,118
Net cash provided by operating acrivities 445,136 482,563 227363
Cash Flows from Investing Activities
Purchasc of property. plant and cquipment (169.444)  (123279)  (129.112)
Cose of 2cquisitions, net of cash acquired (236263)  (227.304) (3.566)
Proceeds from the sale of asscts 23417 21,030 13.377
Investment in affiliates and other 2,652 (2,500) —
Net cash uscd by investing activitics (379.638)  (332053) (119301)
Cash Flows from Financing Activities
Proceeds from issuance of debe 39,041 33335 43859
Principal repayment of debe (40364) {116182)  (11,699)
Netincrease ann:umnv in commercial paper horrowings 20,000 59000  (150.000)
Net (decreasc} increase in bank overdrafts (798) (9614) 7765
Cash dividends - common (102,658) {94.745) (90,126)
Excess tax bencfic of share-based compensation 9317 10,580 -
Shares acquired (109,206) {82.668) -
Common shares issued 49,698 74413 34617
Net cash used by financing acuivities (74.970) (125681) (163584)
Effeets of Exchange Ratc Changes on Cash {6.268) 2061 {395)
Increase (Decrease) in Cash and Cash Equivalents (15.740) 26890 (58,117}
Cash and cash cquivalents at beginning of year 86,498 59.608 17,725
Cash and cash equivalents at end of year $ 70758 5 86498 $ 59608
Supplemental Cash Fow Disclosures
Incerest paid. net of amounts Q...ﬂsrwn& $ 50401 §5 41377 $ 46650
S 103846 § 99999 $115253

Incomc taxcs paid. net of refun

Prior year data has been reclassified 1o conform to the current presentation.
The Notes beginning on page F-6 are an integral part of these financial statements.
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processes, type and class of customer, methods used to distribute products and nature of
the regularory environment. Of chese factors, the Company belicves that the most sig-
nificant are the nature of its produces and the type of customers served.

Research and ﬁ_n«.n_o?.:nzﬂ COsts arc n—_Emn.m to cxpenscas incurred and includc sal-
aries and other directly related expenses. Research and development costs rotaling $15614
in 2007, 312,735 in 2006 and $14.668 in 2005, are included in *Selling, pencral and admin-
istrative expenses” in the Company's Consolidated Statements of Income.

2. Acquisitions/Dispositions/Joint Ventures

The 005?5% no_._..ﬁ_nnnm four acquisitions m:a:m 2007.and TE.n_..E..nm the remaining
51.1% interest of its AT-Spiral Oy joint venture, 2 European manufacturer of tubes and cores,
atan aggregare cost of $236.263, all of which was paid in cash. [n connection with these
acquisitions, the Company recorded fair value of identificd incangibles totaling $49,563,
goodwill of $126,856 (none of which is expected to be tax deductible) and other net tangjble
asscts of $39.842. Acquisitions in the Consumer Packaging segmenr included Matrix Pack-
aging, Inc. a manufacturer of custom- designed blow molded rigid plastic containers and
injection molded products with operations in the United States and Canada, and che fiber
and plastic container business of Caraustar Industries, Inc. in the United Srares. Addicional
acquisitions in 2007 consisted of a small tube and core business in Mexico, which is included
in the Tubesand Oo_.nm\—uu_un_. segment, and a smal] protcctive _umn_ﬁ.m.m:m business in the
Unired States, which is included in All Other Sonoco. As these acquisitions were not
material to the Oo_._..wmbv\.m financial statements :._&imch__w orin the aggregate, pro forma
resules have not been provided.

The Company complered six acquisitions during 2006, and purchased the remaining
35.5% minority interest in Sonoco-Alcore Sarl (Sonoco-Alcore). a European tube, core and
coreboard joint vencure formed in 2004, at an aggregate cost of $227.304, all of which was
paid in cash. In connection with these acquisitions, the Company recorded fair value of
identified intangibles of approximacly $27,800, goodwill of approximatcly $83400 (of which
approximately $23,500 is expected to be tax deducrible), and ather nec tanggble assets of
approximarely $116,100. Acquisitions in the Company’s Tubes and Cores/Paper segment
included the remaining 75% interest in Demolli Industria Cartaria S.p.A. an ltaly-based
manufacturer of tubes, cores and paperboard and a small cube and core manufacturer in
Canada. Acquisitions in che Consumer Tmn_nm%:m segment included a rotogravure printed
flexible packaging manufacturer in Texas: a rigid paperboard composite conminer manu-
facturer in Ohio: and Clear Pack Company.a manufacturer of thermoformed and excruded
plastic materials and coneainers in [llinois. The Company alse acquired a small packaging ful-
fillment business in Illinois, which is included in the Packaging Services segment.

The Ooavuzw noEv_nﬁnn_ three acquisitions n_:::m 2005 with an aggregate cost of
$3,566 in cash. In connection with these acquisitions, the Company recorded fair value of
identified intangibles of $25, goadwill of $1.081 and ather net rangible assees of $2.460.
Acquisitions in the Company's Tubes and Cores/Paper segment included a ube and core

manufacturer in New Zealand, a small molded plug recycler in the United States and the
remaining ownership incerest in a Chilean tube and core business. The Company also
una_:mnnn_ certain assets of a Jm_.& w_u.ﬁn ﬁun_num.:._m manufacturer in Brazil, which is _.nvo_.nnc_ in
the Consumer Packaging segment.

in December 2005, the Company divested its mm:m_n.v_u:a m.o_n_".:m cartons business for
proceeds of $11.000. This transaction resulted in a gain of $2.417 (81,634 afer tax). The
results of this business unit were immaterial to the Company's consolidared net income, for
all _unqmo& vaﬂn:ﬂn&.

3. Restructuring and Asset Impairment

The Company accounts for restrucruring charges in accordance with Statement of
Financial Accounting Standards No. 146, ‘Accounting for Costs Associated with Exit or
Disposal Activitics' (FAS 146), whereby the liability is recognized when exit costsare
incurred. Ifassets become impaired as a result of a restructuring action, the assets are written
down 1o the lower om.ﬂ:aa.zm amounc or fair value, less estimared coses to sell, m_..um._u__.nm_u_n. A
number of significant estimates and assumptions are involved in the determination of fair
value. The Company considers historical experience and all available informarion at the time
the estimates are made; however, the amounts that are ultimately realized upon the sale of the
divested assets may differ from the estimated fair values reflected in the Company’s Con-
solidaced Financial Statements.

The Company has two active restructuring plans, one of which was approved in October
2006 (che 2006 Plan). and the other in August 2003 (the 2003 Plan). In addition. during the
third and fourth quarters of 2007, the Company recognized additional restrucuring and
asset impairmenc charges associated with the closures of several facilicics, which were not part
of aformal _.nmq:nn_..:.m:m _u_m:. During the years ended December 31,2007, 2006 and 2005,
the Company recognized total reserucruring and assetim _um_.nin:n charges, net of adjust-

ments, of:
Year Ended
December 31, December 31, Decentber 31,
2007 2006 2005

Restructuring $ 19,507 $18.220 $14722
Assctimpairment 16,684 7.750 6515
Toral 36,191 25970 21,237
Income tax benefit (10,835) (4.640) (6.894)
_ﬂnm_.._‘:nncnsm\\wmmnn impairment nrm_.mnm.

net of adjustments (afrer cax) $ 25,356 $21,330 $14,343

Restructuring and asset impairment charges are included in "Restructuring/ Asset impair-
mene charges” in the Consolidated Stacements of Income with the exceprion of the follow-
ing: reseructuring, nr.,:mnm um_u:nuw_n o equity micthod invesements, which are included in
“Equity in carnings of affiliates/minority interest in subsidiaries, net of tax.”and a 2005 assec
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2006 Plan
Severance Asset

and Inpairment!  Other
Total Charges Termination  Disposal Fxit
Inception 1o Date Benefits of Assets Cosre Total
Tubes and Cores/Paper segment 513,162 $4222 $6202 823586
Consumer _umnr.umd.:m segment 5453 1,686 1444 8583
_u»nr.nm:ﬁ Services segment 528 — — 528
All Orcher Sonoco 757 261 607 1.625
Toral $19.900 $6.169 $8253  $34322

The OOBE:% CXpeCts to recoghize future additional costs qonu__.:m mw_u_di:._mnn_w $2.800
associaced with the 2006 Plan. These charges are expeeted w consist primarily of severance
and rermination benefits. Of these furure costs, it is estimared thar $2,400 will relace to the
Tubes and Cores/ Paper segment. $300 will relate to the Consumer Packaging segmentand
$100 will relate to All Ocher Sonoco.

The Company ?.ncm:munm resructuring charges refared ro the 2006 Plan, nec of adjust-
ments, of $16,824 in 2007 and $17.498 in 2006. The ?:osa.sm tabte provides addicional
details of these ner charges:

2006 Plan
Severance Asset
and Impatrment/ Other

Termination  Disposal Exit
Tota Charges Benefits of Assets Costs Total
2007
Tubes and Cores/Paper segment $4,697 $(398) S$4072 $ 8371
Consumer Packaging segment 4,396 1,377 1,288 7.061
Packaging Services segment 451 — — 451
All Other Sonoco 382 — 559 941
Toral $9,926 $ 979 $5.919 $16.824
2006
Tubes and Cores/Paper segment $8465 $4.620 §2130 $15215
Consumer Packaging scgment 1,057 309 156 1,522
Packaging Services segment 77 — — 77
All Other Sonoco 375 26! 48 684
Total $9974 $5190 $2334 $17498

The net nrmamnm for 2007 relace m:_.Emz._% to the closures of the _..o__os.m:m_ a im_.m ﬁmnr..
aging plant in Germany:, rigid packaging production lines in the United Kingdom, a paper

mill in France, two rube and core plants in Canada, a tube and core plant in the United States,
and a molded plastics plant in the Unired Sraces,

The charges for 2006 relate primarily to the closures of a paper mill in France, two tube
and core plants. one in Canada and one in the United States, and a flexible packaging oper-
ation in Canada, The charges also include the closures ofa wooden reels facitiy and a molded
plasics operarion in the United States as well as the impact oaosjmmu_.sm actions primarily in
the Company's European tubes and cores/paper operations.

The following table scts forth the activity in the 2006 Plan restructuring acerual included
in “Accrued expenses and other” on the Company’s Consolidared Balance Sheets:

2006 Plan

Severance Asset
and Impairment/  Other
Termination  Disposal Exit
Benefits of Assets Costs Total
Liabilicy, December 31,2005 $ —_ 58 - 5 - 3 —
2006 Charges 9974 5,190 2334 17498
Cash payments {1.302) — (649) (1951)
Asset write downs/disposals — (5.247} — (5.247)
Reclassifications to pension liabiliry (438) — — (438)
Foreign currency translation 30 57 — 87
Liability, December 31, 2006 S 8264 $ — 5168 5 9949
2007 nrpnmn.f 10,617 1,897 5,873 19,387
Cash (payments)/receipts {15,125) 5.201 (7.217) (17,141}
Assetwrite downs/disposals - (6,180} — (6,180
Foreign currency translation 452 — 83 535
Adjustments (691) (1.918) 46 (2.563)
Liability, December 31, 2007 S 3517 $§ — S 470 S 3987

Orher exit costs consist primarily of building lease termination charges and other miscella-
neous exit costs.

The majoricy of the liability and the remaining 2006 Plan restrucruring costs, with the
exception of certain building kease terminarion expenses, will be paid during 2008 using cash
Mn:nﬁnnm from opcrations.

During 2007, under che 2006 Plan, the Company recognized pre-tax asser impairment
charges wotaling $2.897. Most of this cost was associated with the sale of a rigid packaging
business in Germany and the closurc of a rigid packaging production line in the United
Kingdom. Both of these operations were part of the Consumer Packaging segment. Favor-
able adjustments totaling $1.918 were recorded during the year due 1o the sale of equipmient
previously impaired as the result of the closure of a paper mill in France (Tubes and Cores/
Paper mnm_._._n:& and che sale o*.r::»::mm and cquipment related toa :m& _upm_nmm.im business
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carnings of affiliates/minority interest in subsidiaries, net of tax” in che Company's Con-
solidared Statements of Income,

The following table sets forch the accivity in the 2003 Plan restructuring acerual included
in"Accrued expenses and other” in the Company's Consolidated Balance Shects:

2003 Plan
Severance Alsser
and Impairment/  Other
Termination  Disposal Exir
Benefits of Assets Costs Total

Liability, December 31, 2004 $ 6674 $  —  $5168 311842
2005 Charges 6232 7.099 8992 22323
Cash paymenes (8,600) — (7.329) (15929)
Asserwrite downs/disposals - (6515) — {6515}
Foreign currency rranshition {859) - 140 (719)
Adjusunents {538) {584) 36 (1086
Liability, December 31, 2005 $ 2909 $ - 37007 $ 9916
2006 Oru-mnm 2,101 2672 6,009 10,782
Cash payments (4.272) — (7.089) (11,361)
Asscowrite downs/disposals — {2360) —  {2560)
Foreign currency translation 114 — 93 212
Adjuscments (285) (1) (1913)  (2310)
Liability, December 31, 2006 5 567 P - $ 4112 3 4679
2007 Charges — — 197 1973
Cash (payments)/receipts (208) 2,318 (2,677} (567)
Asserwrite downs/disposals - (1,079} —~ {1079}
Forcign currency translation 23 — 104 127
Adjustments (210) {1,239) (795)  (2,244)
Liability, December 31, 2007 $ 172 S —  $2717 $2889

Other exit costs consist primarily of building lease termination charges and other miscella-
neous exit costs. Adjustments consist primarily of revisions to estimares of building lease
termination charges and differences between expecred and actual severance payouts.

During 2007, under the 2003 Plan, the Company received cash of $2,318 in connection
with the sale of a building and tract of land associated with a paper mill in Downingrown,
Pennsylvania. The mill had been closed in 2005 and an impairment charge recognized as the
assets were written down to their estimared fair value, The sale resulted in a favorable adjust-
ment to restructuring of $1,239, as the sales proceeds were in excess of the previously esti-
mated fair value of the assets of $1.079. This adjustment was relared to the Tubes and Cores/
Paper segment.

Dhuring 2006, under the 2003 Plan, the Company recognized impairment losses on equip-
ment and facilities held for disposal in the Tubes and Cores/Paper segment in the amount of
$2,062 and in the Consumer Packaging segment in the amount of $498. Writcoffs in the
Tubes and Cores/Paper segment relaced primarily to the closure of a paper mill in the Uniced
States. Wriceofts of impaired equipmenc and facilities in the Consumer Packaging segmenc
related primarily to the closure of ewo flexible packaging plants, Impaired assets were written
down ro the lower of carrying amount o fair value, less estimated costs to sell, if applicable,

During 2005, under the 2003 Plan, the Company recognized writcoffs of impaired equip-
ment and facilities held for disposal in the Tubes and Cores/Paper segment in the amount of
$4 312, in the Consumer Packaging scgmenc in the amount of $1,367 and in All Ocher
Senoco in the amounc of $(41). Also, during 2005, the Company recognized wriceoffs of
inventory in the Tubes and Cores/Paper segment in the amount of $687, and in the
Consumer Packaging segmenc in the amount of $190. Wriccoffs of impaired equipment,
facilities and inventory in the Tubes and Cores/Paper segment related primarily to the clo-
sure of tube and core plants and a paper mill in the United States. Writeofts of impaired
equipment, facilitics and inventory in the Consumer Packaging segment related primarily co
the closure of two flexible packaging planes. Impaired assets were writcen down to the lower
of carrying amount or fair value, less estimated costs to sell, if applicable.

The majority of the liability and the remaining 2003 Plan restructuring coses, with the
exceprion of certain building lease terminarion expenses, will be paid during 2008, using cash
generated from operations.

4. Cash and Cash Equivalents

Cash equivalents are composcd of highly liquid investments with an original macurity
of three months or less. Cash equivalents are recorded at cost, which approximates
markee. At December 31, 2007 and 2006, oucstanding checks roraling $12.469 and $12.847,
respectively, were included in "Payable to supplicrs” on the Company’s Consolidated Balance
Sheets. In addition, outstanding payroll checks of $686 and $1.106 as of December 31,2007
and 2006, respectively, were included in * Accrued wages and other compensation” on the
Company's Consalidated Balance Sheets.

The Company uses a notional pooling arrangement with an international bank to help
manage global liquidity requirements. Under chis pooling arrangement, the Company and its
participating subsidiaries may maincain either cash deposit or borrowing positions through
local currency accounes with the bank, so long as the aggregate position of the global pool isa
notionally calculated net cash deposic. Because it maintains a security interest in the cash
deposics, and has the right to offsct the cash deposits againse the borrowings, the bank pro-
vides the Company and its participating subsidiarics favorable interest terms on both. The
Company’s Consolidared Balance Sheets reflecta net cash deposit under this pooling
artangement of $200 and $1,263 as of December 31, 2007 and 2006, respectively.




1¥043¥ 1¥ANNY L00Z 0DONOS | #-01 WHOd

12Oy, uonded i 1pun 2a0qE UMOS st pUE £7h'TE PAEI0E Jo pasadsip [mpood

34 /007 Jo +210enb pang oy oy winidjpy ur ssoursng Suideyoed pidu e jo oes o yaim pazen

-0sse [mpooB Jo ¢eGg o pasadsip put /(7 Jo 133renb puooas 2 w Auewisny u ssautsng
BuiBexyoed piSu v jo oes a1 yaim paserdosse [mpocd o ggg 1§ jo pasodsip duedwory sy

8HL'BTRS 66698 QOOISIS €TT99€s  OET'SHTS 200

*[§ 19quu233(] JO ST IDUR[EY
g (00) - (005) 8597 suaunsaipy
vy — - fv)  — : PO
685HE 147 /7 16941 00591 uopejsuen Auaimy udiniog
9¢89TT ¥ - 86,971 SI suonsinbat /(07 U0 [mpoory
B8T/99% 104698 €L60S1S  LS9VTTIS  LS6'STIS £007 "1 Arenue( 30 se 20U

Jriog 0I0u0g Euﬁwuw i s

ey omany  Juldvyry  wdvgy

gy Juldimpry  ssunsuety  saien puv
' sagn |

SMO[]0J 5t 21E
/007 1€ 12qwanaq] papua 1eak a1 10§ [mpood jo wnowe urdises sy w sa3ueyo sy |
paambay ag pom 28reyn 3uaweduy yses-uou
ey Aqussod Ajqeuoseal st ‘syynsaz paadfosd jo wroys Apuesyiufis sjjey aun Bunsodar sip
ut 2ouewwopad [enade §| /007 ' 1§ 2quada(] 1 0Og'96$ APaewnxoidde pajerol ssousnq Suide
e | 3|GIa[] Ay Y paesvosse [pmpood 3y 1 uawSas FuiBeyse | 1aumsuony 3y ut ssou
-snq SuiSeype 4 3jqrxo)y 2ya A|qezou 2sows suun Funiodar ureass 1 sijnsos ut suswdacadun
pa133dxa papnpul yaigs ‘suondafoid Surjooj-premio) pasn £0o7 4o 12uenb parys sy Suump
pa33jduwoa seam 1ey1 auawntedwt fwpood jo vonenfeas 3y | ~{ress30ou seam 33UEfEq [jupoad
pap10321 31 01 3udwsnfpe ou Guns uswuredwy sy uo pastg COOZ PUE YOOT ‘LOOT JO 5523
-zenb pang atp Suunp Funsa wsurediun [rapood [enuwe sy parsjdwos Auedwony ay |
553543 31 10] pazruFooar st 3Frey>
uawurediuy ue Tapoo sy jo anea iy pagduur s spasoxs [upoos s mum Sutiodas
31 jo anea Jurkures 3 Jressiasga(y wswaredw ou st 353 Japood Suipnpur siasse
s:iun Buruodas sy jo angea Surdures o spa2sxa 3un Sunsodas syp jo anfea 1z s 37 wun Sur
-110da142e2 40 dnEa ey A3 LU 03 SMOY Ysed d1nary paunodsip sasn Luedwory s 15
wawredwn 3y Suiusogisd ug 1uasard are susanredun jo ssoearpun 1 {puanboy asow
pue djenuue 1se3) 1 wswaedun soj [pupood sy saienjeas {uedwon) ay | -pazuoure
10U 318 SIA1] AUULPPW YL 519852 djSueint put [ppood pasegaand ‘71 SV 2pun
(TH1 SV) 255y AqiTueiu] 1ag1() pue [[rupoony Th1 ‘o sprepurig Fununoxny
[EURL] O UDWNLIS Yaia I3ULPInIde ul [Lupood sopsiunodse Suedwony sy |
T1IAQ00D

sjassy @|qibuoju| 1oyl puD ||ImMpoos)

SO0 U1 006’15 PU 900T UL OOZTHS £00T U! (0895 Aprewixoadde sem sasea)
Bunesado 1apun ssuadxa eruni 10 0] [£4 - JOYEAIY PUE 0L T1§ T 10T 00LSIS

= 110Z '00£07$ ~ 0107 *00€'9T$ - 6007 ‘006TE$ ~ S00T SMO[|0j SE 21 1824 5u0 ey 0w
Jo suia yam sasea] Sunerado sjqepoursucu aapun SEIUR WNLURY 210, $35ED)] Sunerado

ajgeppauEsuou Japun pasea] 21 eyt wswdmba pue saniaderd urearan sey Aueduwrony ay |
COOT UL TIHCCIg puE
900T W O00/S1$ 2007 W 10704 L$ 01 parunowe 3suadxs uopaidap pue voperaidag

00T 1€ PQUIIDICT I8 OE[9% A[aru
-xo1dde pafe1o vononnsuo 1pun suonippe fexdes jo uonajdwos 10§ 51503 parewumsy

PECEIOT S THOSOIT § 100 uawdinba pue nrepd “aisdos

{0SHT1LT)  (9L6F48°D) uonajdap pue co_ua_uEmuw pamnWwnIy
Y0TELT 81£'056T
€909/ COTS01 ssaiond uruonannsion
2000£1°C 0TL'68TT wawdmba pue Asuyaepy
16T 1TH L9¢'¢wy sduipimg
£05°8¢ 690'6€ SIDINOSII 13GRU |
9199 § LTS pueT
9200¢ 2002

ISMOJ[0] B 2TB [ JOQUUIDI(T JB S[FeId(]
“rea{ agp Fuunp an> I3QLUN JO SIUT JO JIGWINT PAITUIIS?

a3y uo paseq suonesado 01 pafreyd st uondjda( 1509 1 pares 25w sI3IN0SI QU |
5124 Ot 03 ¢ | woly

sBuipping pue ‘sxeak [ 1 01 2330 woyy 3Fues A[rerausd saa wwawdinby
*3]qe1240321 3q 10u {ewr anfea Furdazes ays arepur S3u2A
J2AUAYM TUWITEdUIT JOJ PaM3TAIX 208 PUE ‘SI3SSE OY1 JO §IAT] [Jasn parews
-1153 34 1940 poydw dulf-1ydrens sys apun paandwod ‘vonenasdap ssaj

“uawdmba pue surpnq ‘puej jo 1502 [eurduo sy auasaada s1asse auelg

juawdinby puo juoly ‘Auedosy 9
“Apanadsas

‘9007 PUE £007 ‘1€ 12qUeadd(] ® 709'% [ § PUB F0F'9 [ E b;m:_ U23q 2AEY PNOM
bOuﬁu._»r: _muOu .m.U.EOuCubE :w uot* _UUm_.. _._uuﬂ wum.._ WEEE:OUUN.W.U TO—.—qu On:um ULu“:
poy1w (O[] 0181y ULy
3L UO PAUILLIAIP 2IE sauoIURAUT Surureuss S x_u%uu%uh '9007 PUE £00Z ‘[€ FGUuada(y
1E S2UOIUIAUT —NuOuu*O W%l _UE.m wm_w_ %._UumE._KOHn_&m.“_O S15C2 u:_Ehn_uU—u (83 ] ﬁuMS SEAM ﬁoﬂ_qu
(O [7]) I00-381Y "UL-3SE] 3Y T 12T IO 1502 JO J2A0[ IY1 IT PAIEIS DIE SIIOIUIAL]
SaLIOJUaAY| *G



Adjustments to goodwill in the Tubes and Cores/Paper segment consist primarily of a
nrm:mn in the T::u_._u.mn price allocarion _.n_un:m to the December 2006 acquisition of
Demolli Industria Cartaria S.p. A The change, which decreased net tangible assets and
increased goodwill, was a resule of finalizing the valuation of the acquired business. Adjuse-
menes to goodwill in the Consumer Packaging segment consist primarily of changes to
deferred tax valuation allowances established in connection with acquisitions made in prior
years.

QOTHER INTANGIBLE ASSETS
Intangible assets arc amortized, usually on a straight-line basis, over their respective
useful lives, which generally range from three to 20 years. The Company evaluates its

intangible assets for impairment whenever indicators of impairment exist. The Company

has no intangibles with indefinice lives.

2007 2006

Amortizable :_S:mmv_nm — Gross cost

[Parents
Customer lists

$ 3360 3 3360
161,805 108741

Land use righcs 7,315 6355
Supply agreements 1,000 1,000
Other 11,032 8302
Total gross cost $184.512  $128258
Accumulared amortization
Patents $ (3.266) $ (3259)
Customer lists (32,178)  {20651)
Land use righes (3,088)  (2797)
Supply agreemencs (650) (550)
Other (5.894) (5.120)
Total accumulated amertization $(45.076) ${32.373)

Net amortizable incangjbles

5139436 $ 95385

Aggregatc amortization expense on intangible assers was $11.326, $7.863 and $7.662 for
the years ended December 31,2007, 2006 and 2005, respectively. Amortization expense on
intangible assets is expected to approximare $12,965 in 2008, $12.359in 2009.$12.018 in
2010,$11820in 2011 and $11,097 in 2012,

The Company recorded $49,565 of idencifiable intangjbles in connection wich 2007
acquisitions. Of chis roral, approximarely $46,850 related to customer lists that will be amor-
tized over ﬁnlonr ranging from 5 to 20 years. The remaining $2.715 consises of other
identifiable m:_..m:mmr_nm. mlamz_v\ non-compete agrecments. These agreements are amortized
over their respective lives, generally from three to five years.

8. Debt

Debr ar December 31 was as follows:

2007 2006
Commercial paper, average rate of 5.32%in 2007 and 5.01%in 2006~ $169,000  $ §9.000
6.75% debentures due November 2010 99,940 99,926
6.5% debentures due November 2013 249,324 249208

5.623% debentures due November 2016 149,393 149322

9.2% debenrtures due August 2021 41,305 41,305
6.125% Industrial Revenue Bonds (IR Bs) due June 2025 34,721 34,697
6.0%[RBs due >_u1_ 2026 34,423 34,392
Forcign denominated debr, average rate of 8.0% in 2007 and 7.6% in

2006 56,721 50,576
Other notes 14,711 15,566
Total debe 849,538 763992
Less current portion and short-term notes 45,199 51903

$804,339  $712,089

Long-term debe

The Company operates a commercial paper program aoE_m:m $300,000,and has a mc.m_«
committed bank line of credit supporting the program by a like amounc. On May 3, 2006,
the Company entered into an amended and restaced credic agreement ro extend its bank line
of creditto a new m<n‘%n§. maturity. The amended and restated credic agreement also pro-
vided the Company the optian to increase its credit ine from $350,000 to $500,000 subject
to the concurrence of its lenders. The Company exercised chis option and increased the
credit line ro $300.000 on May 29, 2007. The Company intends to indefinirely maintain line
of credit agreements mc.__% supporting its commercial paper program. Consistent with the
maturicy of the supporting line of credit, the Company classifies outstanding commercial
paper balances as long-term debe.

In addition, at December 31, 2007, the Company had approximately $289.000 available
under unused shore-term lines of credic. These short-term lines of creditare for general
Company purposes, with interest ac murually mm:w&.:_uo: rates.

Certain of the Company's debr agreements impose restrictions wich respect to the main-
tenance of financial ratios and the nr.%omi.oz of assers. The maost restrictive covenant nE,_.nzm_w
requites that net worth, as defined, ar che end of each fiscal quarter be grearer than $1,164.248,
increased by 25% of ner income after December 31, 2005, and decreased by stock purchases
after May 3, 2006, This covenant excludes from the above net worth caleulation any accumu-
laced other comprehensive income ot loss. As of Decernber 31, 2007, the Company was
approximately $390,000 above the minimum level required under chis covenant.

The 6.125% [RBs and the 6.0% IRBs are collateralized by property, ﬂ_mzn and cquipment
at several locations. On January 2, 2008, the Company prepaid the 6.125% IRB with other
borrowings classificd as Jong term. The Company intends to prepay the 6.0% IRB in the
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sation expense is included in selling, general and administrarive expense on the Condensed
Consolidated Statemencs of Income.

Effective January 1, 2006, the Company adopted the fair value method of accounting for
share-based compensation arrangements in accordance with Statement of Financial
Accounting Standards No, 123 (revised 2004),'Share-based Paymenc (FAS 123(R}), using
the modified prospective method of transition. Under the modified prospective method,
compensatian expense is recognized beginning at e effective date of adoprion of FAS
123(R) for all share-based paymencs (i) granced after the effective date of adoprion and
(i) granted prior to the effective date of adoption and that remain unvested on the dare of
adoption. The Company recognizes share-based compensation cost ratably over the
expected vesting period.

Prior to January 1, 2006, the Company accounted for share-based employee compensa-
tion w_uzm using the intrinsic value method Ommnnoczn.:m in accordance with >nno::_..m:m
Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees (APB 25),
and its related interpretations. Under the provisions of APB 25, no compensation expense
was recognized when stock eptions were granted with exercise prices equal co or greater chan
market value on che datc of grant.

Under the modified prospective method of transition, the Company is not required to
restate ics prior period financial stacements. The foliowing cable illustrates the effect on ner
income and carnings per share if the Ooamm:% had mvv:nm the fair value rccognition provi-
sions of FAS 123 to stock-based employee compensation for the year ended December 31,
2005:

Year Ended
December 31,
2005
Net income, as reported $161877
Add: man.vﬁn% employee compensation cost, net of related tax cffects,
included in net income, as anﬁo:nnn_ 3078
Deduct: Total stock-based employee compensation expense determined
under fair vahte based method for all awards, net of related rax effects (7.534)
Pro forma net income $157.421
Earmings per share:
Basic — as reported $ 163
Basic - pro m:._dm 158
Diluted - as reported 161
Diluted - pro mu:dm 157

When the tax deduction for an exercised stock option, exetcised scock appreciation right
or convereed stock unit exceeds the compensation cost that has been recognized in income,
an "excess” tax benefit is created. The excess beneficis not recognized on the income state-
ment, but rather on the balance sheer as additional mmi.m: mmm:.u_. The additional ner excess
tax henefit realized was $9.312 and $10,580 for 2007 and 2006, respectively. Prior to the

adoption of FAS 123(R), che Company presented all tax benefics resulring from share-based
compensation as cash flows from operating activities in the condensed consolidated state-
ments of cash flows. FAS 123(R) requires cash fows resulting from tax deductions in excess
of the grant-dace fair value of sharc-based awards to be included in cash flows from financing
activities. Excess tax benefits of $2.317 and $10,580, recognized during 2007 and 2006 have
been included in cash flows from financing activities. In accordance with the adoption of
FAS 123(R), che Company chose to adopr the short-cur method to determine the pool of
windfall cax benefics related to stock-based compensation.

For purposes of calcularing share-based compensation expense under FAS 123(R) for
retiree-cligible employees, the service completion date is assumed o be the grane date; there-
fore, expense associated with share-based compensatien o these employees is recognized ar
chat ime. The annual impact of Rnomawm:m this expense :.E.:n&m_..n_% versus over the nomi-
nal vesting period is not material because the Company’s employee stock options and stock
appreciation :.mra have onc-year vesting ﬁo:.omm.

STOCK OPTIONS AND STOCK APPRECIATION RIGHTS ﬁm..?’mv

The Company rypically grants stock eptions or stock appreciarion rights annually on a
discretionary basis to its key employees. Prior to 2006, the Company also mB:ﬁQ“_ stock
options to its non-employee directors. Options granted under the Employee Stock Plan and
the Directors’ Plan were ar marker (had an exercise price equal wo the closing market pricc on
the date of grant). had 10-year terms and vested over one year, except for the options granted
in 2005, which vested immediately. In 2006, che Company began ro grant stock appreciarion
rights (SARs) instead of stock options. SARs are at market, vest over one year, have seven-
year terms and can be serrled o:_v\ in stock. Both stock options and SARsare excrcisable
upon vesting,

On February 7, 2007, the Company granted to employees 609,975 stock-sertled SARs,
net of forfeitures. An additional 5,250 SARs were mE::.i over the remainder of the year. All
SARs were granted at the closing market prices on the dates of grane. As of December 31,
2007, there was $204 of total unrecognized compensation cost related 1o nonvested SARs,
This cost will be Enom:_.wnm overthe remaining inmmrnnm.uﬁ_‘mmn vesting vna_.oP which is
approximately one month,

The weighted-average fair values of options and SARs granted was $6.43, $5.85 and $5.42
in 2007, 2006 and 2005, respectively. The Company computed the estimaced fair values of all
options and SARs using the binomial option-pricing model uww_va.:m the aSSWTPLIons sct
forth in the following cable:

2007 2006 2005

Expected dividend yield 25%  28% 35%
Expecred stock price volaility 18.3%  208% 262%
Risk-free interest rare 48%  45% 37%
Expected life of oprions/SARs dvears 4dycars 4.5 ycars
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RESTRICTED STOCK AWARDS
Since 1994, the Company has from time ro time granted awards of restricred stock units co
certain of the Company’s executives. These awards vest over a five-year period with one-third
vesting on each of the third, fourth and fifth anniversaries of the grant. An executive must be
actively employed by the Company on the vesting date for shares to be issued. However,in
the event of the executive’s death, disabilicy or recirement prior to full vesting, shares will be
issued on a pro rata basis up through the time the exceurive’s employment ceases. Partic-
ipants can clect to defer receipt. However, once vested these awards do not expire. As of
December 31,2007, a total of 367.889 restricted stock units remained outstanding, 291,885
of which were vested. No restricred stock units vested during 2007 and no restricted stock
unics were granted during 2007, Nen-cash stack-based compensation associated with
restricted stock granes totaled $419, $419 and $1,356 for 2007, 2006 and 2005, respeccively.
The adoption of FAS 123{R) did ot materially change the expense recogniion for the
Company’s restriceed stock awards. As of December 31, 2007, there was $801 of rotal
unrecognized compensation cost relared to nonvested restricted stock units. This cose is
expected to be recognized over a weighted-average period of two years.

The acrivity relared to the PCSUs and restricted stock unics is as follows:

Grant Date Fair
Nonvested — Vested Total Value Per Share
Ouustanding, December 31,

2004 560497 559362 1119839 $27.20

Granted 256728 — 256718 $38.11
Vested (198521) 198991 —
Converred —  {58978) (58978) $24.38
Performance adjustments/ocher (30319) 14276 (16,243) $32.83
Qurstanding, December 31,

2007 S§7715 713651 1301366 $2950

DEFERRED COMPENSATION PLANS

Ceruain officers of the Company may cleet to defer a portion of their compensation in
the form of stock units. Units are granced as of the day che cash compensation would have
otherwise been EE using the n_omm:m price of the ﬂoawm:v.w common stock on chat &3,.
The unics immediately vest and carn dividend equivalents. Units are distributed in the form of
common scock upon retirement over a period elected by the employee. Cash compensation
totaling $174 was deferred as scock units m:z:m 2007, resulting in 4,659 units being granced,
There were no conversions to cosmmon stock during 2007.

C::.:m 2006 and 2007, :o:.n:%_ov‘nn directors were RAEE& to defer a minimum of
50% of cheir quarterly rerainer fees into stock units. Units are granted as of the day the cash
compensation would have otherwise been paid using the closing price of the Company's
common stock on that day. The units immediacely vest and carn dividend equivalents. Dis-
eributions begin after resirement from the board over a period elected by the dircctor. Since
distribucions can be made in stock or cash, units granted under the director plan are
accounted for as liability-classified awards.

11. Employee Benefit Plans
RETIREMENT PLANS AND RETIREE HEAI'TH AND LIFE INSURANCE PLANS

The Company provides non-contributory defined benefit pension plans for a majoricy of
its employeesin the United States, and certain of its employees in Mexico and Belgium.
Effective December 31, 2003, the Company froze participacion for newly hired salaried and
non-union hourly US. employces in its cradicional defined benefit pension plan. The Com-
pany adopted a defined conrtibucion plan, the Sonoco Investment and Retirement Plan,
which covers its non-union U.S. employees hired on or after January 1, 2004, The Company
also sponsors no:H:._u:SQ pension 1_m:m covering the majority ofits n.dm_ou\nnm in the
Unired Kingdom, Canada and the Netherlands.

The Company also provides postretirement healthcare and life insurance benefits zo the
majority of its retirees and their eligible dependents in the United Sates and Canada. In the
fourth quarter of 2005, the Company announced changes in eligibility for retirec medical
benefits effective January 1, 2006, for its U.S. plan, These changes included the elimination of
a Company subsidy toward the cost of retiree medical benefits if cereain age and service eri-
teria were nor mee, as well as the eliminacion of Company-provided prescription drug bene-
fits for the majority ofits current recirees and all furure retirees.

The Company uses a December 31 ineasurement date for all ics plans with the exception
ofits pension plan in the United Kingdom, which uses a September 30 measurement dare.
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F-19

Items not yer recognized as a component of net periodic pension cost that are included in
Accumulaced Other Comprehensive Loss (Income) as of December 31. 2007, arc as follows:

The projected benefit obligation {PBO), accumulated benefic obligation (ABO) and fair
value of plan assets for pension plans with accumulated benefie obligations in excess of plan
assers were, $429.727, $401,619 and $298.620, respectively. as of December 31,2007, and

xnn.i.mn \Iﬁ.ﬁ.& and $428,692, $401.560 and $261.100, respecrively, as of December 31, 2006. As of
e ife Insurance December 31,2007, both the ABO and the PBO of the Company's U.S. qualified pension
etirerment Plans Plans
—..v_n-—:_ wCrc ﬁ:.:% ?5&”&.
WMMWM”HM_“MMM J(eredit) mwmwuwww 5 ﬁwwn_uwwv The following table scts forth the Company's projected benefic payments for the next ten
Net transition obligation 4537 — year:
Rertiree Health and
$277,141 5 3014 Life Insurance
Year Retivenent Plans Plans
Of the amounts _:n_:n_nm._: Accumulated Orher OoBvR_..n._._mEn Loss (Income}as of 2008 S 63075 $ 7663
December 31,2007, the portions that arc expected to be recognized as components of net 2009 S 62307 $ 7608
periodic benefit cost in 2008 are as follows: 5010 $ 64880 $ 7598
Retiree Healthand 2011 b 66087 $ 7734
Life Insurance 2012 3 69139 $ 7652
Retivement Plans Plans 2013-2017 $397.247 $37.148
Ner actuarial loss $12533 $ 3121 .
Prior service cost/{credit) 1,406 (10,436) %mﬁavmosm. ) ) )
Net cransition obligati 724 _ The following tables sce forth the major actuarial assumptions used in determining the
pation o
PBO, ABO and net periodic cost.
$14.663 $ (7.315) 1S Retiree
Us. Health and
The amounts recognized in Other Comprehensive Income during 2007 include the fol- Weighted-average assumptions used 1o Retirement  Life Insurance
lowing; determine benefit obligations at December 31 Plans Plans Foreign Plans
Retiree Health and  Discounr Rate
. Life Iusurance 2007 6.39% 611% 3.60-5.90%
Retirement Plans Plans 2006 5.83% S68%  400525%
>&F£5n:nm arising &E._:m the vn_._.on__ Rate of Ooawnzmun_oz Increase
Netacruarial gain $(64.768) $(8.937) 2007 477% 457% 0.50-4.40%
Prior service cost/{credic) 851 (5.853) 2006 488% 469% 1.00-4.00%
Net transition asset {167) —
Reversal of amortization:
Net actuariat loss (20,847) (4.045)
Prior service cost/{credic) (1,453} 9738
Ner transition obligation {774} —
Toral recognized in Other Comprehensive Income 5(87.158) $(9.097)

The accumulated benefic obligarion for all defined benefit plans was $1.126.748 and
$1.143,.897 at December 31, 2007 and 2006, respectively.
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Retirement Plan Assets
The following cable sets forth the weighted-average asset allocations of the Company's
retirement plans ar December 31, 2007 and 2006, by asset category.

Asset Category US UK Canada
mLEQ securities

2007 579% 731%  70.1%
2006 6l8% 724%  683%
Debr securities

2007 303% 217% 299%
2006 77% 218%  317%
Alrernative

2007 118%  4.2% 0.0%
2006 105% 48% 0.0%
Cash

2007 00% 10% 0.0%
2006 00% 1.0% 0.0%
Toral

2007 1000% 1000% 1000%
2006 1000% 100.0% 100.0%

The Company employs a total-return invescment approach whereby a mix of equities and
fixed income investments are used to maximize the long-term return of plan assers for a
prudent level of risk. Alcernative assces such as real estate, privare equity and hedge funds may
be used to enhance _osm.nnz._.. returns while improving ﬁo_iwo:o diversificarion. Risk toler-
ancc is established through consideration of plan liabilities, plan funded stacus and corporate
financial condition. Investment risk is measured and monirored on an ongoing basis chrough
quarterly investment portfolio reviews, annual liability measurements and periodic asset/

:a?r@ﬁ:n:nm,
U.S. Defined Benefit Plan

The equity investments are diversified among, US. and non-U.S. stocks of small and _Mz.mn
capitalizations. The current target allocation (midpoin) for the investment portfolio is
Equity Securities — 60%, Debt Securitics - 30%, Altemnacive - 10% and Cash - 0%.

U.K. Plan

The equity investments are diversified among U K. and incernational stocks of small and
large capitalizations. The current target allocation (midpoint) for the investment portfolic is
Equity Securities — 72%, Debrt Securities - 22%, Alternative - 5% and Cash - 1%.

Canadian Plan

The cquity investments are diversified among Canadian and internacional scocks of pri-
marily large capicaltizations. The current targer allocation (midpoint) for the investment port-
folio is Equity Securities — 50%, Debr Securities - 50%, Alternative - 0% and Cash - 0%.

Retiree Health and Life Insurance Plan Assets
The following table sets forth the weighted-average assec allocations of the Company's
US. retiree health and life insurance plan ac December 31, 2007 and 2006, by asset category.
As mentioned previously, the U.S. Retiree Health and Life Insurance Plan makes up approx-
maunn_v.. 98% of the Retiree Healch _E_u:_a.. Therefore, the ﬁo:oim:m information refates to

the US. Plan only.

Asset Category

Equity securitics

2007 58.7%
2006 58.4%
Debr securiries

2007 335%
2006 326%
Alrernacive

2007 7.6%
2006 69%
Cash

2007 02%
2006 21%
Toral

2007 100.0%
2006 100.0%
Contributions

The Company estimares thar it will make minimal voluntary contributions ro its defined-
benefit retirement and retiree health and life insurance plans in 2008,

Medicare Prescription Drug, Improvement and Modernization Act of 2003
In May 2004, the Financial Accounting Standards Board (FASB) issued FASB Seaff
Position 106-2," Accounting and Disclosure Requiremients Related 1o the Medicare Pre-
scription Drug, Improvement and Modernization Act of 2003 (RSP 106-2), which requires
measures of the accumulated postretirement benefit obligation and net periedic postrerire-
ment benefic costs to reflect the effects of the Medicare Preseription Drug, Improvement
and Modernization Actof 2003 (the Act). FSP 106-2 was effective for incerim or annutal
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Deferred rax liabilities (assets) are comprised of the following at December 31:

2007 2006

Depreciation $ 109,257 $ 109824
Employee benefits 11,898 2942
Intangibles 66,676 45776

Gross deferred rax liabilities $ 187,831 $ 58542
Retiree health benefies $ (25,258) § (24433)
Foreign [oss carryforwards (67.903)  (49.984)
Capical loss carryforwards (9.376) {9.043)
Emplayee benefics (69.367)  (85996)
Accrued liabilities and other (44,478)  (25558)

Gross deferred cax assets $(216,382) ${195019)
Valuation allowance on deferred tax assets $ 73175 $ 56754

Toral deferred taxes, net $ 44624 $ 20277

Approximarely $283,031 of foreign subsidiary loss carryforwards remain at December 31,
2007. Their use is limited to future raxable earnings of the respecrive foreign subsidiaries. Of
these loss carryforwards, approximately $208,350 have no expiration date. The remaining loss
carryforwards expirc at various dates in che fucure. Approximately $6,092 of state loss
carryferwardsand $3,114 of state credit nEch_.sﬁ&m remain ar December 31, 2007. The
state loss and credit carryforwards expire at various dates in the future,

A reconciliation of the US. federal staturory tax rare to the actual consolidared tax
expensc is as follows:

2007 2006 2005
§ 89,470 35.0%896183 350% $80.894 350%

Statutory tax rate
State income taxes, nee of federat

tax benefit 2017 08 3182 12 183 08
Repatriation - - - - 9891 43
Valuation allowance 919 04 9175 33 5,001 22

IRS and srate examinarions and
sertlements (16419) (64) (5354) (19) (632) (0.3)

Foreign earnings raxed ac other than
US. rates

Unﬁn:.n.& fax _._dﬁmn.n Oﬂﬂﬁmnﬂn&

(8.894) (35) (6343) (23) (2250) (10)

(6,107) {2.4) -
(5.800) {2.3) (3514) (1.3) (10566) (46)

$55186 21.6%393329 340% 384174 364%

ﬁo_.ﬂw: racc n.nﬁ_ﬁnlo_w_m

Other, net

Total taxes

Undistributed carnings of international subsidiaries totaled $155.968 at December 31,
2007. Deferred taxes have not been provided on the undistribured carnings, as the Company
considers these amounes to be imnm:_.ﬁn_% reinvested to finance international m_.oénr and
expansion. £ such amounts were remitted, loaned to the Company, or the stock in che for-
cign subsidiaries sold, these carnings could become m:_u_.nnn O Tax.

During 2007, the Company had a favorable impact of $16.412 from lapses of statutes of
limicarions in federal and scate jurisdictions. Also, the Company had a favorable impact of
$6.107 from enacted tax rate reductions in various *.o_‘nmm:_,:zm&nno:w.

During 2006, the Company entered into favorable tax agreements with seate tax author-
iries and closed srare rax examinarions far less than originally ancicipated, which resulced in
the reversal of previcusly acerued raxes of $3,354. This was mostly offset by the impact of
$4.867 resulting from restructuring charges for which a tax benefit could not be recognized.

Dhuring 2005, the Company reparriared $124.658 from forcign subsidiarics under the
provisions of the American Jobs Creation Act of 2004 (AJCA). Under this temporary
incentive, a porcion of the repariated funds qualified for an 85% dividends-reccived
deduction. The Company recorded US. federal and state taxes on the repatriared funds of
$10074. The OGETEQ also closed state tax examinations qnm:_c.:m in the reversal Omw:...
viously accrued raxes rotaling approximacely $632.
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other respondents to joincly take various actions to clean up Operating Units 2 - 5. The
order establishes two phases of work. The first phasc consists of planning and design work as
well as preparation for dredging and ether remediacion work and must be completed by
December 31, 2008. The second phase consists primarily of dredging and disposing of con-
taminated sediments and capping of the dredged and less contaminared arcas of the river
bottom. The second phasc is required to begin in 2009 when weather conditions permitand
is expecred to continuc for several years. The order also provides for a $32.5 per day penalty
for failure by a respondent to comply with its terms as well as exposing a non-complying
respondent to potential rreble damages. Alchough U.S. Mills has reserved its rights to contest
Jiability for any portion of the work, it is cooperating with the other respondents to comply
with the first phase of the arder.

The mediation proceedings caused U.S. Mills co revise its estimate of the range of loss
probable to be incurred in conncction with the remediation of Operaring Units 2 - 5. Based
on informarion currently available, there is no amount within the range that appears cobea
betrer estimate than any other. Accordingly, pursuant to applicable accounting rules, U.S.
Mills recorded a charge of $20,000 in the second quarter of 2007 for the remediarion of
Operating Units 2 - 5, The second quarter charge represents the minimum estimated
amounc of potential Joss U.S. Mills believes it is ikely to incur. Developments since che sec-
ond quarter, including the ongoing mediation and issuance of the Administracive Order,
have notyer provided U.S. Mills with a reasonable basis for further revising its estimare of the
range of possible loss, U.S. Mills’ ulcimate share of the liability, and any claims against the
Company. could conceivably exceed che net worth of US, Mills. The Company does not
believe it is probable thac the effect of US. Mills' Fox River liabilities would result in a pre-tax
loss that would macerially exceed the net worch of U.S. Mills, which was approximately
$80,000 at December 31, 2007.

The Company has been named as a potencially responsible party at several other environ-
menrally contaminated sites. All of the sites are also the responsibility of other parties. The
vonn:mm_ remediation liabilities are shared with such ocher parties, and, in most cases, the
Company's share, if any, cannor be reasonably estimated at the current time.

As of December 31, 2007 and 2006, the Company (and its subsidiaries) had accrued
$31,058 and $13.316. respectively. related to environmental contingencies. Of these, a toral of
$28.996 and $11,661 relace co US. Millsac December 31, 2007 and 2006, respectively. These
accrualsare included in “Accrued expenses and othet” on the Company’s Consolidaced Bal-
ance Sheets. U8, Mills has insurance pursuane to which it may recover seme or all of the costs
it _.___.._.:._mﬂn_v. incurs, or it may be ablc o TCCOUp some or all of such costs from third partics.
There can be no assurance tha such chims for recovery would be successful and no amounts
have been recognized in the consolidaced financial stacements of the Company for such

TOnﬂDD.N_ _.nhO<nQ or ﬂnnOﬂmuu.DﬂDa.

COMMITMENTS

Asof December 31,2007, the ﬁo:%p:w had _o:m.nn:: or__mu:o:m W ﬁ:anrmmn clee-
tricity and secam, which it uses in ics production processes. In addition, the Company had
fong-term purchase commirmencs for certain raw marerials, principally steel. These purchase
commitments require the Company to make rocal paymencs Omm%noﬁ_.:mﬂn_% $289.600, as
follows: $23.700 in 2008; $23,700 in 2009; $23,700 in 2010, $20.400 in 2011 and a total of
$198,100 from 2012 through 2027,

14. Shareholders’ Equity ond Earnings per Share
STOCK REPURCHASES

In April 2006, the Company’s Board of Diirectors rescinded all previously approved stock
_.nTE.ann programs in conjunction with its u_uwno«.u_ ofanew program., which authorized
the repurchase of up to 5,000,000 shares of the Company's common stock. [n February 2007,
the Company completed the repurchase of 1.500.000 shares of its common stock for a total
cost of $56.730. In August 2007, the Company repurchased an additional 1,500,000 shares of
Sonoco common stock for $51409. The Company’s Board of Directors has taken multiple
actions, mose recently in October 2007, ro maintain the standing 5,000000 share author-
ization. Accordingly. at December 31, 2007, the number of shares available for future
repurchase remains ar 3,000,000, [n addition, the Company repurchased approximately
27,000 shares of common stock for $1.067 1o cover the tax withholding obligations in
association with the exercise of stock appreciation rights and performance-based stock
awards. These shares were not repurchased as pare of a publicly announced plan or program.
In 2006, che Company repurchased 2,5000,000 shares of Sonoco common stock for $82.668.

EARNINGS PER SHARE
The following table sets forth the compuration of basic and diluted carnings per share:

2007 2006 2005
Numeraror:
Netincome S 214,156 S 195081 S 161877
Denominaror:
W, ﬁmrnnm.m(.namn common
shares outstanding 100,632,000 100,073,000 99.336.000
Dilutive effect of stock-based
compensation 1,243,000 1,461,000 1,082,000
Diluted curscanding shares 101,875,000 101534000 100418000
Net income per common share
Basic $ 213§ 195 5§ 1.63
Dilured $ 210 § 192§ 161

The Company declared dividends totaling $1.02 and $.95 per share in 2007 and 2006,

_.nmvnnn?n_w.
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Restruceuring charges, interest expense and incerest income are included in Corporate operating profis.

Tuibes and

Consuner Cores/  Packaging Al Other
Years ended Decerber 31 Packaging Paper Services Sonoco Corporate Consolidated
Total Revenue
2007 51441037  $1807035 $519462  $415799 $ — $4,183.333
2006 1,308,184 1614721 456877 407411 — 3,787.193
2005 1250916 1569170 456161 377968 — 3654215
Incersegment Saley!
2007 $ 2918 5 95071 § 629 § 44723 3 — $ 143341
2006 3430 89.163 44 37707 — 130,354
2005 3465 87.113 284 34,779 — 125,641
Sales to Unaffiliaved Customers
2007 $1438119 $1711964 $518833  $371076 $ — $4,039,992
2006 1304754 1525558 456833 369694 —_ 3656839
2005 1.247.451 1,482,057 455877 343,189 — 3528574
Operating Profits?
2007 $ 104516 $ 143692 $ 44482 S 51,385 $(88,449) $ 233626
2006 109,624 148,177 39181 49,106 (71,280) 274808
2005 103,505 107.060 44813 40,607 (64.859) 231,126
Identifiable Asscrs®
2007 $1.149832 51439045 $321536  §$189,179 $240,651 $3,340.243
2006 836703 1.388433 326518 185287 179715 2916678
2005 738023 1258166 321742 189,369 474440 2,981,740
Depreciation, Depletion and Amortization
2007 S 66494 § 91160 S 11842 S 11843 $ - S 181339
2006 55074 85.863 11,942 11984 — 164.863
2005 36.281 83737 11,994 11,062 — 163,074
Capiral Expenditures®
2007 $§ 74208 5 73654 $ 3674 S 15908 $ — $ 169444
2006 48,133 63290 3439 8397 —_ 123,279
2005 50.802 62312 4913 11,085 — 129,112

! Incersegment sales are recorded ata market-related transfer price.
Corporare 2007, 2006 and 2005 includes restructuring costs of $ (23,462), $(1.912) and $(4.617) respecrively, associated wich the Consumer Packaging segmene: $(10,343), $(23.655)
and $(16,020). respectively, associated with che Tubesand Cores/Paper segment: $(385), 5(77) and 30, respectively, associated with the Packaging Services segment; $(1.801), $(433)

re

and $(600), respectively, associated with All Other Sonoco; and a reversal of previously recorded restructuring charges of $127 in 2006 related ro Corporare. Interest expense and incer-
estincome are also shown under Corporate.

Identifiable assets are chose assers used by each segment in its operations. Corporate assets consist primarily of cash and cash equivalents, investmencs in affiliates, headquarters facilities
and prepaid expenses.

4 Depreciation. depletion and amorization, as well as capital expenditures char are incurred ac Corporate, are allocaced o the reportable segments and All Other Sonoco.
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The FASB has racified the consensus reached by the Emerging lssucs Task Force (EITF)
inissuc 6-10,"Accounting for the Deferred Compensation and Pastretirement Benefic
Aspects of Collateral Assignment Splic-Dollar Life [nsurance Arrangements,” Under chis
consensus, the EITF concluded that an employer should recognize a liability for the post-
retirement benefic, ifany. related roa collateral assignment split-dollar life insurance arrange-
ment and should recognize and measure the asser under a collateral assignment arrangemetit
based on the substance of the arrangement. The consensus is effcetive for the Company on
January 1, 2008. The adoption of EITF Essuc 6-10 did not have a marerial impact on the
Company's financial position or results of operations.

The FASB has ratificd the consensus reached by the EITF in issue 6-1 1,"Accounting for
Income Tax Benefics of Dividends on Share-Based Payment Awards.” Under chis consensus,
the EITF concluded a realized income tax benefit from dividends or dividend cquivalents
thatare charged to retained camningsand are paid to employees for cquity classified non-
vested equity shares, nonvested equity share units, and ourstanding equity sharc options
should be recognized asan increase in additional paid-in capital. The consensus is effective for
the Company on January 1, 2008 prospectively for income tax benefits derived from divi-
dends declared beginning in 2008. The adoption of EITF 6-11 is not expected to havea
material impact on the Company's financial statements.

The FASB has issued FAS 141(R), "Business Combinations” which replaces FAS 141,
While FAS 141(R) recains the fundamental requirement that the acquisition method of
accounting be used for all business conibinations, several significant changes were made some
of which include: the scope of transactions covered; the treaument of transaction costs and
subsequent reseructuring charges: accounting for in-process research and developmene, con-
tingenc assets and liabilities, and contingenc consideration; and how adjustmencs made wo the
acquisition accounting after the transaction are repotted. For Sonoco, this statement applies
prospectively to business combinations accurring on or after January 1, 2009. While applica-
tion of this standard will not impacr the Company's fimancial statements for eransactions
oceurring prior to the cffective date, its application may have a significant impact on the
Company’s accounting for future acquisitions compared to current pracrice.

The FASB hasissued FAS 160, “Noncontrolling Interests in Consolidared Financial
Stacements” which amends current accounting and reporting for a noncentrolling interest in
asubsidiary and the deconsolidation of a subsidiary. This stacement provides chat a non-
controlling interest in 2 subsidiary should be reported as equity rather than as a “minority
incerest” liability and requires that all purchases, sales, issuances and redemptions of ownership

interests in a consolidated subsidiary be accounted foras cquity transactions if the parent
retains a controlling financial interese. FAS 160 also requires that a gain or loss be recognized
when a subsidiary is deconsolidared and., if a parent rezains a noncontrolling equiry invest-
ment in the former subsidiary, that the investment be measured at its fir value, This stace-
menc is cffective January 1, 2009, and will be applied prospectively except for the presencation
and disclosure requirements which are retrospective. Application of this standard is not
expected to have a material impact on the Company's financial statements.

18. Selected Quarterly Financial Data

The following table sets forth selected quarterty financial daca of che Company:
First Second Third Fourth

{Unaudited) Quarter  Quarter  Quarter Quarter
2007
Net sales $9%5.679 5994431 51,029,764 $1,060,118
Gross profit 185,165 190,073 187,279 191,277
Netincome 53,104 42351 64,533 54,168
Per common share
Netincome — basic $ 53 8 42 8 64 8 54
= diluted .52 4l .63 54
Cash
dividends - common 24 26 26 26
Market price - high 38.90 4491 44.75 34.76
- low 3618 38.10 29.65 28.45
2006
Ner sales $ 818769 $917010 & 931522 § 989538
Gross profit 136176 174026 181,568 193270
Nerincome 45,144 49342 61,091 39.504
Per common share
Netincome - basic $ 45 8 S0 8 618 39
- diluted 44 49 40 39
Cash
dividends - common 23 24 24 24
Market price - high 3475 3475 475 3871
—low 28.76 2945 3030 3310
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ltem 9. Chonges in and Disagreements with Accountants
on Accounting and Financial Disclosure
Nortapplicable.

ltem @A, Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Under the supervision, and with the participation, of cur management, including our
principal exccurive officer and principal financial officer, we conducted an evaluation of our
disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securitics
Exchange Act of 1934). Based on this evaluation, our principal execurive officer and principal
financial officer concluded that such controls and procedures, as of the end of the year cov-
cred by this Annual Report on Form 10-K, were cffective.

Management’s Report on Internal Control over Financial Reporting

Qur management is _.nm_uo:m_.v_n for Qﬂvrmrm:m and maintaining mn_na:mnn internal con-
ol over financial reporting, as such term is defined in Rule 13a- 13(f) under the Securicies
Exchange Actof 1934. Under che supervision and with the parricipation of our management,
,:n_:&zm our ?.mznm_u& executive officer and _u_._.:nﬁu_ financial officer, we conducted an
evaluarion of the effectiveness of our incernal control over financiaf reporting based on the
framework in [nternal Control - Integrated Framework issued by the Commiteee of Spon-
soring Oamp:mwmnosm of the ._._.onmsuv, Commission. Based on our evaluation under the
framework in Internal Control - Integrated Framework, our management concluded chat
our internal control over financial reporting was effective as of December 31,2007, Pricewa-
techouseCoopers LLP (PWC ), our independent regiscered public accounting fism, has
audiced the cffectiveness of our internal control over financial reporting as of December 31,
2007, and has issued an attestation repore, which appears ac the beginning of [cem 8 of this
Annual Reporton Form 10-K.

Changes in Internal Control over Financial Reporting

The Company is continuously seeking o improve the efficiency and effectiveness of its
operations and of its internal controls. This results in refinements to processes throughout
the Company. However, there has been no change in the Company's internal control over
financial reporting {as defined in Rule 13a-15(F) under the Securities Exchange Actof 1934)
during the most recent fiscal quarcer that has materially affected, or is reasonably likely ro
materially affect, the Company's internal control over financial reporting,

ltem 9B. Other Information
Nor pmm_.nur_n.
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EQUITY COMPENSATION PLAN INFORMATION
The following table sets forth aggregared information abour all of the Company’s com-

pensation plans ?.:n_:%:m individual compensation E.B:mn._dnsgv under which equiry secu-

rities of the Company are autherized for issuance as of December 31, 2007:

Number of securities
remaining ah.anhu?_qs\mx
Number _n..\ securities %:S& Issuance under
to be issued upon Weighted-average exquity compensation
exercise a\. exercise price m\ _E_Em (excludin
outstanding o %EE ontstanding o %:S& securities SE.QQWE
ﬁ.ﬂgh a: rights .m:ﬂ.a.q aa rights column (a))!
Plan category {c)
Equity compensation
plans approved by
security holders 7250458 $27.50 3339361
Equity compensation
plans not approved
by security holders — — —
Total 7250458 $27.30 3339361

L The Company intends to present a proposal at its 2008 Annual Meeting of Share-
holders for umn%ao: of the 2008 ro:m.q.nq:u Incentive Plan. If chis ﬁ_u: is mvﬂaoqnm by
sharcholders, the shares shown in this column will ne longer be available for issuance.

The s.nmm_.;&.m(.nﬂmn exercise price of $27.50 rclates to stock options, stock appreciation
right awards, and deferred compensation stock uniss, which account for 5.863.020 of the
7250458 securities issuable upon exercise. The remaining securities relare to performance
contngent restricred stock unics and restricted stock unit awards chat have no exercise price
requirement.

ltem 13. Certain Relationships and Related Transactions, and
Director Independence

The information set forth in the Proxy Stazement under the captions “Compensation
Committee Interlocks and Insider Participation” and "Certin Relationships and Relaced
Transactions,” and under the caprion “Corporate Governance - Director Independence
Policies” is H.:no_.ﬁoquann_ herein r« reference. Each member of the Audic, ﬂo_.ﬁo_.ﬁn Gover-
nance and ZOBEM_Q:@ and Executive Oo_ﬁﬁn:m&_.o: Commitrecs is m:n_nwn:mn:_.. as

defined in the listing standards of the New York Scock Exchange.

ltem 14. Principal Accountant Fees and Services

The information set forth in the Proxy Statement under the captions “Independent Regis-
tered Public Accounting Firm - Fees Relaring to Services Provided by PWC for 2007 and
“~ Audit Committee Pre-approval of Audit and Permissible Non-audit Services of
Independent Auditors” is incorporated herein by reference.
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10-7

10-8

10-9

10-10
10-11
10-12
10-13

Description of revisions to Omnibus Benetic Restoracion Plan of Sonoco Products Company approved Ocrober 15, 2007 (incorporated by reference to Registrant's Form 8-

K filed Ocrober 16, 2007, and ro the *.o__oﬁ:m portions of the an_.m:.m_.:.m Proxy Seatement to be used in connection with the April 16, 2008 Annual Meeting of Sharcholders:

the section captioned "Management Compensation — Pension Restoration Benefit and SERP Beneficin the Restoration Plan™and the nexe-to-last paragraph of the section
captioned "Management Compensation - Compensation Discussion and Analysis — Execurive Benefir Elements ~ Supplemental Execusive Retirement Plan.”

Form of Exccutive Bonus Life Agreement herween the Company and certain execucive officers (incorporated by reference to the Registrant’s Form 10-QQ for the quarter

ended Seprember 26, 2004)

Form of Execucive Bonus Life Supplemental Agreement between the Company and Charles L. Sullivan ]r. {incorporated by reference to Registrant’s Form 10-K for the year

ended December 31, 2004)

Adjusement to Supplemental Executive Retirement Plan for Charles L Sullivan Jr. (incorporated by reference 1o Registranc’s Form 8-K filed April 22, 2003)
Amendment to terms of Restricted Stock Units granced to Harris E. DeLoach Jr. {incorporated by reference to Registrant’s Form 8-K filed October 19,2005)
Amendment to 2006 Direczor Compensation Program (incorporared by reference to Registrant’s Form 8-K filed October 19, 2005)

Description of Srock Appreciation Righes and Long-term Restriceed Stock Units granced co execudive officers of the Registrant on January 31, 2006 (incorporated by
teference to Registrant’s Form 8-K filed February 3,2006)

Amended and Restated Credit Agreement {incorporated by reference to Registranc’s Form 10-Q for the quarter ending June 25, 2006)

Soncco Investment and Resirement Plan, cffective January 1, 2004

Statements regarding Computation of Ratio of Earnings to Fixed Charges

Subsidiaries of the Registrant

Consent of Independent Registered Public Accounting Firm with respect to Registrant’s Form 10-K

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Seetion 302 of the Sarbanes-Oxley Actof 2002 and 17 C.F.R 240.1 3a-14(a)
Certifications of Chief Execurive Officer and Chicf Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and 17 CF.R 240.132-14(b)

Proxy Statement, filed in conjunction with annual sharcholders’ meeting scheduled for April 16, 2008 (co be filed within 120 days afeer December 31, 2007)



I€ 1¥o4aw 1vanNy L00T GIONOS | A-0I WEOd

(32010 Sununcose edpund)
13jjonueny are1odiony pue uapIsal | 331
] 0] P P13 3IA

sapuneg -] ALreg
sIapuneg | Aueg j5/

(1230 eouruy edund)

13O [EIDUELIL{ 30T PUE WWIPISIL] 33 A JOIDG
spdnpy o

By (D s/

00T £reniga jo £ep w8z sup uo
pareatpur sonuaedea o ar pue wensiSsy oy jo Jeyaq uo suostad m:_.so:op_ a1 Aq mopaq paushs uaaq sey 110da1 SIYI*pE 4 ] J0 15y 3Jureyaxy san1Na3G Y1 Jo suswaNhar 1 01 uENsIN|

IIDUFC) IAMLIZKE] J21Y7) PUE JUSPISII ] ‘UBLIEY”)
I[YaraTa] g SR

A yoroT[ag] H sueH  fs/

ANVANOD S1O0A0Yd ODONOS
"B00T ATn1qa,] Jo Aep 87 S1yd uo pazuoyine gnp oun
-219t2 ‘pauisIapun 3 Aq Jeyaq s31 uo paudis oq o1 310d>a sy pasties Anp sey auensiflayg ays g1 o 30y Auryaxy LG 21 o (P)S [ I0€ | LRI Jo usWDANDI Y 01 JuENSIN

STANLVNDIIS



SIGNATURES — CONTINUED
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/s/  HE. Decloach)r.

HE. Deloach]r.

/s/ ). Bradshaw

). Bradshaw
/s/ ). Coker

J.L. Coker
/s/ PL.Davies

P.L. Davies
/st CC.Fort

CC.Fort
/s/  EH.lLawtonlll

E.H. Lawton I
/s/  JE Linville

JE Linville
/5! JM.Micals

JM. Micali
/s/ JH.Mullinill

JH Mullin 11
/s/ L. Newton

LY, Newron
/s/  MD.Oken

M.D.Cken
/s{ PR Rollier

P.R. Rollier
/s/  T.E. Whiddon

T.E. Whidden

President.

Chief Execurive Officer and Director {Chairman)

Direcror

Direcror

Director

Director

Dircceor

Direcror

Director

Dircetor

Direcror

Director

Director

Director
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SELECTED ELEVEN-YEAR FINANCIAL DATA wunaudited

dollars and shares in thousands except per share

30

Yours Ended December 31 2007 2008 2005 2004 2063 2002
Operating Results!
Ner sales $4,039,992 $3.656,839 $3.528.574 $3.155433 $2.758.324 $2,701,419
Costof sales and operating expenses 3,695,917 3.310,751 3,232,590 2,897.04¢6 2,549.726 2,455,357
Ocher expense, net? 36,191 25970 21237 18982 50,056 10,409
Inceresc expense 61,440 51952 31,559 47463 52.399 34,196
Interest income (9.182) (6.642) (7938 (5.400) {2.188) (1,649}
Income before income taxes 255,626 274,808 231,126 197,342 108,333 183,106
Provision for income taxes > 55,186 93,329 84,174 58,858 37,698 65.075
Equity in carnings of affiliares/minoriry interest* 13,716 13,602 14925 12,745 7543 7437
[ncome from continuing operations 214,156 195,081 161,877 151,229 78,178 125468
Income from discontinued operations,
netof income taxes 60771 9848
Income before nx:uoﬂ__.:un% loss 214,156 195,081 161877 151,229 138,949 135,316
Extraordinary loss, net of income tax benefic
Netincome 214,156 195,081 161,877 151.229 138.949 135,316
Preferred dividends
Net income available to common shareholders $ 214,156 $ 195081 $ 161877 $ 151,229 $ 138949 $ 135316
Per common share
Net income available ro common shareholders:
Basic $2.13 $1.95 $1.63 $154 $1.44 $1.40
Dilured 2.10 192 1.6 153 143 1.39
Cash dividends - common 1.02 95 91 .87 84 .83
Average common shares outstanding;
Basic 100,632 100,073 99,336 98,018 96.819 96,373
Diluted 101,875 101,534 100,418 98,947 97.129 97178
Actual commen shares outstanding ac December 31 99,431 100,350 99,988 98500 96,969 96.380
Financial Position
Net working capital $ 269,598 $ 282974 $ 265014 $ 282,226 $ 75671 $ 104,671
Property, planrand equipment, net 1,105,342 1.019.594 943951 1,007,295 923,569 975.368
Total assets 3,340,243 2916678 2,981,740 3,041,319 2,520,633 24364%
Long-term debe 804,339 712,089 657,075 813,207 473,220 699,346
Toral debe 849,538 763992 781,605 906,961 674,587 833,846
Sharcholders equiry 1,441,537 1,219,068 1,263,314 1.152.879 1,014,160 867425
Currence ratio 1.4 14 1.4 1.4 1.1 .2
Total debt 1o total capital® 35.8% 375% 35.7% 40.7% 36.4% 44.5%
Other Data
Depreciation, depletion and amortization expense ! $ 181,339 $ 164,863 $ 163074 $ 163928 $ 153538 $ 145923
Cash dividends declared — common 102,658 94,745 90,126 85.060 81,128 79.768
Market price per common share (ending) 32.68 38.06 2940 29.65 24.62 2293
Return on total equity (including preferred stock) *2 16.4% 15.7% 13.5% 14.2% 15.0% 16.0%
Return on net sales!-? 5.3% 5.3% 4.6% 4.8% S.0% 5.0%
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INVESTOR INFORMATION

The following graph compares the cumulative five-year total return

acrained by sharcholders on Sonoca Produces Company's common stock

relative to the cumulative total recurns of the S&1* 500 Index and che Dow

Jones U.S. Conrainers & Packaging Index (which includes the Company).

An investment of $100 (with reinvesrmenc of all dividends) is assumed ro

have been made in our common stock and in each of the indexes on

12/31/2002 and its relarive performance is tracked chrough 12/31/2007.

COMPARISON OF FIVE YEAR

CUMULATIVE TOTAL RETURN®

[AMONG SONOCO, THE S&P 500 INDEX AND THE
DOW JONES US CONTAINERS & PACKAGING INDEX)

$200

150 -

100

02 03

SONOCO
S&P 500

05

07

DOW JONES U.S. CONTAINERS & PACKAGING

*$100 invested on 12/34/02 in stock or index, including reinvestmene

of dividends. Fiscal year n:m_._._m December 3.

©2008, Scandard & Poor’s,a division of The McGraw-Hill Companies,
Inc. All righes reserved, wwwiscarchdacagroup.com/S& P hem,

Sonoce Products Company
SerP 500
Dou: fones ULS. Contuiners & Packaging
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12702
100.00
100.00
100.00

12/03
11.65
128.68
119,07

1204
139.10
142.69
14246

12405
14252
14970
14156

12406
18390
173.34
158.68

12707
16778
182.87
169.35

Sonoco {NYSE: SON) offers its shareholders m o z

[LISTED]

SONOCO ON THE INTERNET
Sonoco’s Web site, www.sonoco.com, provides a variety

awide range of servicesand several ways wo
acCess _._.:_uoﬂmzﬂ ﬂo:.ﬁ.ﬁ&H information,

of infermation about the Company. The site featurcsa
newsroom for press releases, phoros. financial repores and
presentations, proxy statements, various SEC filings, events,
safery performance and more.

TRANSFER AGENT AND REGISTRAR
The Bank of New York Mellon (BNY Mellon)
866/210-7002

+201-680-6683 (Ourside the U.S. and Canada)
800/231-5469 (Hearing impaired - TTY Phonc)
Web site: www.bnymellon.com/sharcowner/isd

Address sharcholder inquiries to:
Sonoco Produces Company

o BNY Mellon Sharcowners Services
480 Washingron Boulevard

Jersey Civy, NJ 07310-1900

Send certificates for transfer and address changes to:
Sonoco Products Company

Ae BNY Mcllon Sharcowners Services

PO, Box 358015

Pitsburgh, PA 15252-8015

Send dividend reinvestment transactions to:
Sonaco Products Company

Ao BNY Mellon Sharcowners Scrvices

PO. Box 358035

Piceshurgh, PA 13252-8033

SHAREHOLDER SERVICES
Sonoce - B0l

1 North Second Street

Harcsville, SC 29550-3305

ELECTRONIC PAYMENT OF DIVIDENDS
Sharcholders may clect tohave their dividends &nwom:nm
direetly o their bank accounts by conracting BN Y Mellon
atwwwbnymellon.com/shareowner/isd or Sonoco

Shareholder Services.

SHAREHOLDER INVESTMENT PROGRAM
This program allows participants to purchase Sonoco steck and
reinvest dividends direclywithour contacringa broker. Youdo
not have to be a shercholder to participate. Formore information
and a prospectus, go to www.sonoco.com or www.bnymellon.
com/sharcowner/isd.

SONOCO PUBLICATIONS

Annual reports, current and past, and the Jnvestor News
Buarierly can be found on www.sonoco.com. Paper copies are
also available without charge from:

Sonoco - AG9

1 Nerth Second Street

Harrsville, SC 29550-3305

DUPLICATE ANNUAL REPORTS
To eliminate duplicate report mailings, mark your proxy card
or contact Sonoco Shareholder Services.

AVAILABILITY OF FORM IG-K

AND EXHIBITS

Sonoco has filed with the Secusities and Exchange
Commission ics Annual Report on Form 10-K for the fiscal

year ended December 31, 2007,

A copy of the Form 10-K, En_:&:m the financial statements
and financial schedules and a list of exhibits, formis a partof
this 2007 Annual Report o Shareholders. The exhibits co the
Form 10-K are not included with chis Annual Repore, but
will be delivered withour nru:mn to a shareholder upon receipt
of awritten request. Requests for the exhibits should be
direcred to:

Sonoco - A09

1 North Second Sereet

Harrsville, SC 29550-3305
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recycled wood or fiber
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Hamn ﬂt_ﬂ“omﬂ.ﬂowunna no. SCS-COC-00648

All paper in Soncce’s Annual Report was manulechured with elecrricity
in the form of renewable energy and came from welimanaged forests
or other confralled sources certified in cccordance with the interncr
tional standards of the Forest Stewardship Council (FSC). The paper
used for the cover ond nomative section contains 30% pastconsumer
recycled fiber and the paper used for the financial section contains
10% postconsumer recycled fiber.

1 NORTH SECOND STREET
HARTSVILLE, SC 29550-330%
843/383-7000
WWW.SONOCO.COM




