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ABOUT THE COVER

SOHOCO has bCCH a packaging lcadcr

for nearly eleven decades. Throughout its
long history, the Company has been successtul wcathcring the
tough times. Sonoco’s ability to succeed can be eraced ro the
simple belief thac "People Build Businesses.” From the handful of
individuals who manufactured paper conesina run-down ware-
house 110 ycars ago to the approximatdy 17500 pcoplc Sonoco
cmploys today, adetermination and commitment to excellence
have always existed that have driven che Company to succeed.
Today, Sonocoisa $4.1 billion corporation that provides
innovative packaging solutions and services for many ofthe larg»
est consumer and industrial product companies in the world.
The Company hasachieved this level of success by dcvdoping a
sustainable culture that is focused on shareholder return, cus-
tomer and Cmploycc satisfaction, commitment to excellence,

intcgrity, and environmental and community stewardship,

On the cover

The graphic on the cover dcpicts Sonocos strong mix of
global businesses, products and services. The upper left portion
illustrates che statue in fronc of the Company’s hcadquartcrs in
Haresville, S.C., that was dedicated to workers of Sonoco ar its
100 anniversary celebration. The artwork, which was commis-
sioned by Sonoco to commemorate its | 10-year anniversary, was
created by nationally known illustrator Boris Lyubncr, whose
distinct stylc hasbeen capturcd in work for such notable clients

as AT&T, Ernst & Young, Merrill Lynch and many others.

FORWARD-LOOKING STATEMENTS

Starements included in this 2008 Annual Report thatare not
historical in nature, are intended to be, and are hcrcby identified
as “forward—looking scatements’ for purposcs of the sate harbor
provided by Section 21E of the Securities Exchange Actof 1934,
asamended. Additional informarion about “forward»lool(ing
staternents is available in the enclosed Form 10-K on page 2or

onthe Company’s Web site at www.sonoco.com.

FINANCIAL HIGHLIGHTS 1
LETTERTO SHAREHOLDERS 2
ELEVEN DECADES OF PACKAGING LEADERSHIP 6
OPERATIONS REVIEW 8
BOARD OF DIRECTORS 26
CORPORATE OFFICERS 28
FORM 16-K

RECONCILIATION OF NON-GAAP FINANCIAL MEASURES 29
SELECTED ELEVEN-YEAR FINANCIAL DATA 30
PERFORMANCE GRAPH 32

INVESTOR AND GENERAL INFORMATION

32



B SONOCO AT A GLANCE

1. RIGID PAPER PACKAGING

The world’s largest producer of composite cans
and aleader in rigid paperboard containers

Products and Services: Round and shaped composite
paperboard cans, paperboard pails, single-wrap
paperboard packages, fiber cartridges

Matkets: Food: Powdered beverages and infant for-
mulas, cereal, coffee, snacks, nuts, cookies and crack
ers, confectionery, frozen concentrates, refrigerated
dough, spices/seasonings, nutritional supplements, pet
foods Nonfood: Adhesives, caulks, cleansers, chemi-
cals, lawn and garden, automoiive, pet products

2. BLOW-MOLDED PLASTIC

A leading manufacturer of extrusion blow-
molded plastic containers

Products and Services: Monolayer and multilayer
botfles and jars

Markets: Food: Noncarbonated, highbarrier bever
ages/ready-fo-drink products, condiments

Nonfood: Health and beauty, household chemicals,
pharmeceuticals, automotive, adhesives and specialty
products

Founded in 1899, Sonoco today serves in
locations in 35 countries, our approximat

3. THERMOFORMED PLASTIC

A global manufacturer of consumer and
institutional thermoformed packaging

Products and Services: Monolayer, coated and bar
rier and non-barrier laminated tubs, cups, consumer
and insfitutional trays

Markets: Processed foods, sauces and dips, pet
foods, snacks and nuts, fresh-cut produce, desserts

4. MOLDED AND EXTRUDED PLASTIC

A leading innovative solutions provider of
engineered plastic products

Products and Services: Product design, tool design
and fabrication; manufacturing in both injeciion mold-
ing and extrusion fechnologies

Markets: Consumer: Food, food service, medical
devices and disposables Industrial: Textiles, wire and
cable, fiber optics, fillration and aulomotive

5. ENDS AND CLOSURES

A world leader in convenience closure tech-
nology and manufacturing

Products and Services: Aluminum, steel and peelable
membrane easy-open closures for composite, metcl
and plastic containers

Markets: Pet food, vegelable, fruit, seafood, poultry,
soup and pasta, dairy, powdered infant formula, coffee

6. PRINTED FLEXIBLE PACKAGING
A provider of printed high-barrier, high-

performance innovative flexible packaging
solutions

Products and Services: Flexible packaging made
from thingauge, high~value-added ologravure, flexo-
graphic and combination prined film including high-
performance laminations, rologravure cylinder
engraving

Markets: Confectionery and gum, hard-baked
goods, coffes, processed foods, beverages, snack
foods, pet foods, home and personal care

7. TUBES AND CORES

The world’s largest producer of tubes and cores

Products and Services: Paperboard tubes, cores, roll
packaging, molded plugs, pallet components, con-
crete forms, void forms, rotary die boards

Markets: Construction, film, flowable products, meidl,
paper mill, shipping and storage, fape and label,
textiles, converters



strial and consumer cusfomers in 85 nations. From our headquarters in Hartsville, S.C., and from about 300 manufacturing and sales
y 17500 employees produce packaging for a variety of indusiries and for many of the world's most recognized brands.

8. 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, specialty grades, recovered paper

Markezs: Converted paper products, spiral winders,
beverage insulators

9. SONOCO RECYCLING

One of the largest packaging recyclers annually
collecting, processing and selling more than

3 million tons of old corrugated containers,
paper, plastic, metal, glass and other recyclable
materials

10. SERVICE CENTERS

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

Services: Packaging supply chain management,
including custom packing, fulfilment, primary package
filing, scalable service centers, global brand artwork
management

Markets: Personal care, baby care, beauty, health-
care, food, elecironics, hosiery, pharmaceuticals,
office supplies, toys

11. POINT-OF-PURCHASE (P-0-P}

A leading provider of P-O-P displays, includ-
ing fulfillment operations, for a “one-stop”
display needs solution

Products and Services: Designing, manufacturing,
assembling, packing and distributing femporary, semi-
permanent and permanent PO displays, as well as
contract packaging, copacking and fuffillment services

Markets: Automotive, beverages, confectionery, elec-
fronics, cosmelics, food, fragrances, healthcare, home
and garden, liquor, medical, office supply, overthe-

counter drugs, personal care, sporting goods, fobacco

12. 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 poly-iber reels

Markets: Wire and cable manufacturers

13. PROTECTIVE PACKAGING

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

Products and Services: Proprietary Sonoposi® tech-
nology, Sonobase® carriers and Sonopop® systems
{sold by Sonoco Corrflex), concept, design, festing
and manufacturing of mullimaterial total solutions pack-
aging, onssite engineering, 1STA- and Sears-certified
engineering and testing facilifies, contract festing
facilities

Markets: Household appliances, heating and air
conditioning, office furnishings, automotive, fitness
equipment, lown and garden, promotional and pallet
ized distribufion

14. PAPERBOARD SPECIALTIES

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

Products and Services: Customrprinied Stancap®
glass covers, Rixie™ coasters, other paper amenifies

Markets: Hotels and resorts, food and beverage,
healthcare faciliies, catering services, fransporiation,
advertising



@ FINANCIAL HIGHLGHTS \

NET SALES
(BILLIONS OF DOLLARS)

COMPARATIVE RIGHUGHTS wnaudized

$4.4
(dollars and shores in thousands except per shore duta)
Years ended December 31 2007
Netsales $4,039.992
Gross proﬁ t 753,794
Netincome 214,156
Return on total equity 16.4%
Returnon nerassets® 10.7%
Return on netsales 5.3%
Approximate number of employees 18,600
Approximate number of sharcholder accouncs 38,000
Per common share:
Netincome - basic $ 213
NET INCOME FROM ) 7
CONTINUING OPERATIONS ~diluted 210
[MILLIONS OF DOLLARS) Cash dividends — common 1.02
Ending common stock market price 32.68
$220
Price/carnings ratio 15.6

" Gross profit: Net sales minus cost q/:wz/w

* Return o e assets: Net income pluas after-tax net interest, divided by the net of average total assets, minus average
cash, minus average current lishilities, ploes average shori-term debt

STRATEGIC MISSION STATEMENT

Sonoco intends to be the low-cost global leaderin providing

CUSCOIﬂCFpI’CfCI‘L‘Gd packaging S()IUEiOHS o SC]CC(CC! valuc—addcd
NET INCOME FROM SCngIKS WhCI’C [hC Company CXPCCES o bC CithCr numbcr one

CONTINUING OPERATIONS or two in market share. Shareholder return, customer and
PER DILUTED SHARE

Cmploycc satisfaction, commirment to excellence, integrity,
(DOLLARS PER SHARE)

environmental stcwardship and a safe workplace will be the

$2.20 hallmarks of our culeure.

STRATEGIC OBJECTIVE
To achieve average annual doublc»digit total return to share-

holders, with recurns on capira[ and cquity inche top quartilc of

the Standard & Poor’s 500 Index.




B TO OUR SHAREHOLDERS

FORNEARLY ELEVEN
DECADES, SONOCO HAS BEEN
A PACKAGING LEADER. From
our humble bcginnings producing paper
cones for yarn winding machinesto
dcsigning and manufacturing today’s
mostinnovative paci(aging for many of

the iargcst consumer and industrial prod—

uctcompanics in the world, Sonoco has
deciopcd asustainable culture thatis
focused on shareholder return, customer and cmpioycc satisfac-
tion, commitment to excellence, incegrity, and environmental

and community stewardship.

Since 1899, Southern Novelry Company, now Sonoco, has
grown sales at an annual compound rate of 12.2% and basc carn-
ingsar | 1.4%. Since 2003, our sales have grownatan annual com-
pound rate of about 8.4%, and base carnings per diluted share
have grown at an annual rate of 11.5%. (Information about basc
carnings and base earnings per diluted share aiongwith recon-
ciliations to the most closely applicable GA AP financial mea-

sure is provided on page 29 of this report.)

Throughout our history, Sonoco has been successful by weather
ing the tough times. Last year provcd to be a difheule year forthe
Company as inflation in raw material and CNErgy COSts aiong
with asevere deepening of the global recession impacted con-
sumers, our customers, and therefore,
many of our businesses. In order to offset
the wcakcning economy during the year,
we took aggi‘cssivc Steps to reduce costs {DOLLARS PER SHARE)

throughour aii ofour busincsscs.

$1.20

servesa iargcr percentage of tood-related markets, achieved
record sales and operating income, with sales incrcasing 9% and

oporating income growing 25%.

Our Company continued to generate strong operating cash fow
in 2008 which we used to fund capitai projects to Cxpand our
businesses, reward our sharcholders with generous cash divi-
dends for the 84 consccutive year and strengthen our balance
sheet by reducing total debr to one of the lowest levels in more

than a dCCadCi

SUMMARY OF 2008 RESULTS

Sonoco achieved record sales of $4.12 billion, up 2% from 2007.
Raw marerial and energy Costs rose ciramaticaiiy in the first half
ot 2008 and, in the second half, the giobai recession, intensified
by the onset of the credit crisis, led to a steep reversal in those

Same costs and a sharp dcciinc in saics voiumc.

The weakened economy affected our Company’s industrial-
related businesses more than our consumer businesses. Volume
declines in our Tubes and Cores/ Papcr segment resulted in sales
dcciining $37 million from the prioryear. In the Consumer
Paci(aging segment, where volume declines were modest, price
increases to offset highcr material costsand acquisitions ledwoan
increase in sales of $132 million. Year-to-year salesin the
Packaging Services segment were esscntiaiiy flat, and lower vol-
ume in the businesses comprising AllOther Sonoco resulted in

reduced sales of $11 million.

CASH DIVIDENDS
PAID TO SHAREHOLDERS

Netincome was $164.6 million ($1.63 per
diluted share), compared wich $214.2 mil-
lion ($2.10 per diluted share) for 2007. Net

Yetdespite the stiff headwinds in 2008,
our Company produccd record sales and
our second-best base carnings pcrfor—
mance. Our strategy to grow our busi-
nesses serving consumer markets paid
strong dividends during the year as our

Consumer Paci(aging segment, which

income for 2008 was ncgativeiy impactf:d
by restructuring and noncash asset impair
ment chargcs totaiing $30.8 millionand a
noncash financial asset impairment chargc
of $31.0 million, both net of tax. Net
income in 2007 included similar restruc-
turing charges totaling $25.3 million and

an increase in environmental reserves of



CASH FLOW FROM
OPERATIONS/FREE CASH

FLOW™

{MILLIONS OF DOLLARS)

$520

483

$14.8 million, both net of tax. Net income
in 2007 benefited from a lower effective
tax rae primarily duc to the release of
some tax reserves and foreign tax rate

reductions.

Full-year base earnings were $226.4 mil-
lion ($2.24 per diluted share) in 2008,
compared with a record $242.4 million
($2.38 per diluted share) in 2007, The neg-

ative impacts of lower volume, particularly

the end of 2008. Our commercial paper
program s fully supported by a bank
credi facility provided by a syndicate of

lenders that is committed until May 2011

CONSUMER MARKET STRATEGY

Our strategy to rebalance our business mix
toward consumer markets, which histori-
cally have been less sensitive to economic
downturnsand provide more opportuni-

ties for growth, provcd very effective in

TASH FLOW

in the second half of the year, higher raw
material, energy, f"rcight and other costs
and a higher effective tax rate on base
carnings more than offset highcr sclling
prices and productivity improvements.
Productivity gains were strong, bur fell
short of recent levels due to the inefficiencies associated wich

lower capacity utilization.

For the year, cash gcncrated from operations was $3794 million,
comparcd with $445.1 million for 2007, Although down 15%

from the prior year, due primarily to changc:s in Working capital

and [I’lC timing ofccrtain yC?lI’—CI’ld payments, tl’liS ycar’s cash HOVV

from operations ranks as the third highcst in Company history.
Cash flow from operating activitics was used to fund Capital
expenditurcs of $123.1 million, pay down debt by $153 million
and return value to shareholders thi‘ough cash dividends of
$106.6 million, up nearly 4% from 2007.

TOTAL DEBT
Aryear-end, total debrwas $690 million,

comparcd with $850 million at the end of 1,000

CASH DIVIDENDS

CAPITAL EXPENDITURES
*FREE CASH FLOW EQUALS CASH FLOW

FROM OPERATIONS MINUS CAPITAL
EXPENDITURES AND DIVIDENDS

{MILLIONS OF DOLLARS)

2008. Sales gcncratcd by our diverse con-
sumer packaging and services businesses
grew to 54% of the Companys toral sales
this yearaswe moved closer to our goal of
shifting our sales mix to approximatcly 0%

consumer and 40% industrial by 2012.

To achieve our consumer growth strategy, we are focused on
improving our total solutions ofjfcring to qgiisunicr product
companics by providing afull range of packaging and supply
chain products and services. A kcy element of our total solutions
strategy is to provide one face of senior account leadership to
coordinate all aspects of our rdationship with our largcst con-
sumer product customers and to promote cross—scliing ofour
diverse productand service offcrings, Since launching this focus
on “big companies and big brands”in 2005, we have expanded it
to include six of our largcst consumer product CUSTOMCTS.
Combined, these customers account for
approximatcly 40% of all consumer-
related sales and about 20% of Sonoco’s

total annual sales. Annual sales growth

2007, and the Company hasno signiﬁcant
debrref nancing requirements until
November 2010. We have a strong liquid-
ity position and cash on hand increased
more than $30 million during the year to
$101.7 million at year-end. The Company
operatesa $500 million commercial paper

program with $95 million outstanding ac

with these top six “corporatc account’

customers has avcragcd approximatdy
10% since we scarted chis program and
customer satisfaction scores have

increased substantially.

New product and market development

activity continues to drive organic sales

@ SONOCO 2008 ANNUAL REPORT



SALES BY OPERATING SEGMENT

{MILLIONS . OF DOLLARS)

All Other Sonoco

Packaging

growth. From virtuaiiy no sales of new N
Services

products just a few ycars ago, we gener-
ated sales of more than $100 million over
cach of the past three years, rcaching a
record $137 million in toral new product
salesin 2008. A record $117 millionin

new CoONSUMECH- ciatcd product saics Was

Consumer % ‘
Packaging

achieved this year, up more than 50%
from 2007. A number of our recent innovations in rigid paper,
rigid piastic, Hexible packaging, endsand closures, and packaging

services are fcaturcd d’ll’OUghOUI tl’liS rcport.

While approximatciy 82% of our consumer packaging and ser-
vices sales currcntly occur in North America, we are pursuing a
number of new international expansion opportunities. Since
2006, we have opcncd or cxpandcd three contract packaging
centers in Poland, inciuding anew center that is bcginning oper-
ationsin the first quarter 0£2009. Also, during 2008, we
cxpandcd rigid paper packaging operations in Asiaand South
America, and expect turcher growth in 2009 to meer our cus-
tomers FEUCSTS TO CONVEFT TO OUr MOre sustainable and cost-

effective packaging.

INDUSTRIAL MARKET STRATEGY
Sonoco is a vertically integrated, global supplicr of industrial
packaging products and services, including: sophisticatcd tubes
and cores that can be wound with paper,
piastic film, textiles, metal, tape and other

matcrials; UHCOHCCd rccyclcd papcrboard;

$140

protective packaging; wire and cable

NEW PRODUCT SALES
[MILLIONS OF DOLLARS)

To grow sales inour industrial busi-

nesses we are pursuing opportunities

in emerging marketsin South
America, Eastern Europe and Asia,

Tubes and

Cores/Paper

where a number of key basic indus-
tries are concentrating production In
addition, we are crcating new growth
platforms in markets that icvcragc our

cxisting tcchnoiogy and infrastructure,

Finally, we are striving to maximize operating cash flow through
pi'udcnc price management, rcducing structural costsand
aggressively managing the “gurs’ of these businesses. To better
align our manufacturing capacity to match market conditions
and to ensure we have an affordable and appropriatc ongoing
fixed cost structure, we made the difficult decision in December
2008 to close 15 p]ants giobaiiy and eliminace approximatcly 700
positions. These plant ciosings are pn’marily focused on rcducing
our industrial manufacturing fbotprint where we have seen the
biggcst declinesin volumes, aithough some consumer manufac-
turing facilities were also impactcd. We expect the rcalignmcnt
to achieve signiﬁcant savings when fuﬂy impicmcntcd through—
out 2009, Decisions that impact jobs and uitimatciy pcoplc are
difficult to make and we regret that thcy are necessary.
Therefore, the steps we take today will make our Company even

stronger once market conditions improve.

PENSION IMPACT AND QUTLOOK
As financial markets deteriorated during

the second half of 2008, the pcrformancc

reels; and fullservice commercial and resi-

dential rccycling operations. These busi-

O{OUI‘ retirement bCHCHt plans assets

dCCIiI‘iCd. Asa ICSUI(, [hC aggrcgatc

nesses faced asignificant decline in sales
volumes during 2008 due o the dramatic
slowdown in globai economic activity.
We do not expecta “snap back”in sales
volume from these businesses in 2009 and
are focused on leveraging our vertically
integrated operations to protect market

share in these base converting businesses.

unfunded position of che Company’s
various benefit plans increased by

$318 million. While the change in the
funded stacus did not impact 2008 earn-
ings, it did result in a reduction to share-
holders equity of approximately $200
million, net of tax. Reduced investment

gains dUC o iowcr assct ICVCIS, tOgC[hC(

CONSUMER
INDUSTRIAL



TOTAL PRODUCTIVITY
(MILLIONS OF DOLLARS)

$100

with the amortization of losses on p]an
assets, will resultina year-over-year
increase in 2009 pension and postrerire-
ment benefit plan expenses of approxi-
mately $59 million, or $.35 per diluted
share. Cash contributions to these plans in
2009 are cxpccted to total approximatcly
$20 million. We intend to fund our pen-
sion plans to the full extent necessary to
providc the benefics promiscd to our retir-
eesaswellas cmployccs who retire in the
furure. Thatsaid, we are implcmcnting
certain changes thatshould modcratcly
reduce the volatilit_y of iong«term fu nding exposure and

CXPCHSCS.

We are bracing for the economic weakness experienced in late
2008 to continue well into 2009. Under these conditions, many
of our businesscs, particularly those focused on industrial mar-
kets, will likcly see annual sales volumes well below 2008 levels.
Nonetheless, we expect that productivity improvements, our
recent restructuring actions and other cost control measures will
aid 2009 results and leave the Company well positioncd foran

Cvcntual €CONOMmIC turnarou ﬂd.

Because of our financial position and diverse global product and
service oﬁ%rings, we expect that we will be able to hold, and in
SOME Cases cxpand, market share across many of ourbusinesses
in 2009. We will look to ]cvcmgc our financial strcngth, which is
proving to bean important differentiation from competing sup-
plicts, many ofwhom do not have the wherewithal to rcliably
meet customer needs. While we are currently holdmg ontofree
cash to furtherimprove our balance sheet, we believe 2009 will

Pl’CSCﬂt some targﬁted OPPO]‘KU nities to gl’OVV our busincss.

ELEVEN DECADES OF PACKAGING LEADERSHIP

The graphic you sec on the cover and throughout this report
depicts our strong mix of global businesscs, products and ser-
vices. The upper left portion of the graphic illustrates the starue

we have in front of our Haresville hcadquartcrs thatwas dedi-

SUPPLY MANAGEMENT

FIXED

OPERATING

cated to workers of Sonoco at our 100
anniversary. Our culture of “People Build
Businesses™ has never been more impor-
tang, cspcciaﬂy aswe face challenging eco-

nomic times.

Entering our 1 10 yearin 2009, we are
focusedon againimproving, those areas
we can control. These include cost struc-
ture, productivity, capital effectiveness,
innovation, safcty and putting the right
pcoplc into the right jobs to better meet
the needs of our customers. We are more
confident chan ever that our strategy is sound. We believe that
our broad base of packaging offcrings, the most extensive in the
global packaging industry, will provide exceptional value to our

customecers and, over time, SOIiC{ returns to our shareholders.

We have faced many Chaﬂcngcs throughout our long history
and have a]ways rcspondcd dccisivdy inways that have hdpcd us
emerge a stronger, more competitive and successful company.
Thank you for continued support and confidence in our stew-

ardship ofyour investment.

Sincerely,

foni & Ot [

Harris E. DelLoach Jr.
Chairman, President and Chief Exccutive Officer
March 6,2009

B SONOCO 2008 ANNUAL REPORT



E ELEVEN DECADES OF PACKAGING LEADERSHIP

VISION

When Sonoco was founded, there was

litele in Hartsville, S.C., that would have
given any indication of the future that lay
ahead. Witha population of approxi-
mately 300, moscly farmers, the idea that
110 years lacer it would be home toa
multibillion dollar corporation scemed
unfathomable.

Burwhen a wounded and cripplcd
Major James Lide Coker returned to
Haresville following the Civil War, he was
determined to find ways to mend the ravagcd economy and
climinate the abjcct poverty ofhis community. Major Coker
thus becamea driving force for a number of new businesses in
Harrsville, includingSonoco. Founded on May 10, 1899, as the
Southern Novelty Company, Sonoco was formed to manufac-
ture paper cones for yarn Windmg machines. Wich Major Coker
as prcsidcnt, the lirdle Company cnjoycd a ﬁrst»ycar net income
0f $2,000 from sales of $17.000.

The 19205 rcprcscntcd adecade ofsigniﬁcant milestones in
Sonoco’s history. The first occurred when the Company bcgan
manufacturing spi ral tubes. Some of the first tubes made were
used as packaging forice cream. Another turning point came in
1923 with the construction of a second paper machinein
Haresville, which resulted in rapidly growing production capa-
bilicies for Sonoco's tubes and cores business. Iralso wasin 1923
thatthe COmpany bcgan its internacional activities by entering
into a joint veneure witha company in Romilcy, England, UK,
thus leading to the production of Sonoco-type cones and tubes
overseas. Having cxpandcd from one main plant in Hartsville to
operations in New Jersey and North Carolina, Sonoco was a
firmly established company by 1930 and continued to fare well
during the Great Depression. From 1930 to 1960, Sonoco began

to significantly expand by building and acquiring operaions

B The Southern Novelty Company was cre-
ated as a way to use the paper Major James
Lide Coker produced in his paper mill. Left:
Cone-shaped paper yarn carriers were the
Company’s first product. In the 1920s, the
Company, operating as Sonoco Products
Company, began making spiral tubes, which
today are used in various consumer packaging
and industrial applications. Below: Sonotube®
concrete forms are used primarily for concrete

columns and foundations.

aCross [hC country

and further estab-
Iishing interna-
tional operations in
Canada (1933),
Mexico (1950) and
Australia (1953).

GROWTH
Sonocos strat
€gy to grow and divcrsify its products and services through the
years has hclpcd position it today asone of the largcst diversified
global packaging companies. W hile Sonoco has always suc-
ceededin cxpanding its business through organic growth, stra-
regic acquisitions also have played key roles in the Companys
evolution. One of the more signiﬁcant acquisitions during the
Companys first 50 years occurred with the purchase of the
Haresville-based Carolina Fiber Company, which had been
Sonoco's very first paper supplicr. Since that time, the Company’s
industrial product businesses have grown and diversified
through a series of acquisitions that consolidated the tube and

core industry primarily in North Americaand Europc,



& Through the years, Sonoco has builta
diverse line of consumer packaging products
that distinguishes the Company from its
competitors. Left: The addition of Pringles®in
1975 helped make Sonoco an industry leader
for composite cans. Below and right: Inno-

vations in capabilities for Sonoco’s Flexible
Packaging and Rigid Plastic divisions have
helped push consumer demand for products
such as Kraft Foods’ Nabisco® brand cookies
and Dove® shampoos and moisturizers.

In the decade of the 1980s, Sonoco

made two signiﬁcant acquisitions that

established it as the leader in the produc-
tion of spiral wound composite cans.
Today, composite cans are Sonoco’s larg-
estselling consumer package and are used
inavariety of food and nonfood products
around the world. Other acquisitions con-
tinued to evolve Sonoco's consumer pack-
aging business. induding the 1993 pur-
chase of Crellin Holding, Inc. an international manufacturer of
molded plastics; the 1993 acquisition of Engraph, Inc, whichled
to the formation of the Company’s Flexible Packaging division;
the 2001 acquisition of Phoenix Packaging Corporation, which
made Sonoco aleading independent producer of ends and clo-
sures; the 2004 acquisition of CorrHex Graphics point—of—pur—
chase display and fulfillment business; and the 2007 purchase of
Matrix Packaging, Inc, a Canada-based manufacturer of cus-
tom-designed blow-molded rigid plastic containers and plastic

injcctcd«molded products‘

PEOPLE

SOI’}OCOWS culturc has a]ways bCCH

centered on the belief that “People Build
Businesses.” Eleven decadesago,a hand-
ful of men bcgan producing paper cones
inan old warchouse using hand—operated‘
foot—powcrcd machines very similar to
sewing machines. Over time, and
through their determination and com-
mitment to excellence, Sonoco’s peoplc
perfcctcd the tcchniquc 0 a point thatan cxpanding industry
adopred irasa standard.

The small, singlc—product company with such meager bcgin—
nings has cmergcd today as one of the most successful packag—
ing companies in the world, providing packaging and rccycling
solutions to some of the world’s most rccognizablc brands. A
$4.1 billion company wich abourt 300 facilities in 35 countries,
Sonoco employs more than 17500 people around the world
who share the same determination and commitment to excel-
lence that built the foundation for the Company's success

11 decades ago.
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CONSUMER PACKAGING

WITH 61 PLANTS OPERATING
IN NORTH AMERICA, SOUTH
AMERICA; EUROPE AND ASIA,

SODOCO‘“{ (.:O nsuamer }”)&C}&L&(T.U? S’(:(Tl‘]’]CIlf pl”ﬂ\'i(’}('%‘ p(l("kd” .ﬂ”' tor

many of the world’s beseknown brands of consumer food and

nonfood }:)1‘0«.:lucrs. 112008, chis segment gcncrma‘i approxi-

mately 38% of Sonocos net sales. In addicion to being the largest

&
global producer of round and shaped paperboard composite

Cans, Ill]‘: Sk.”]l‘l(.ﬂ[ jask }l‘ka&([Ul(S S)H(T}L \\1‘1 P lp(llﬁ()dld } &1{'1{"

ages: h [mand plastic careridges; andLhmnu(olmcd extruded

and blow-molded ¥ gﬁphmxc containers. This segmentalso pro-

vides consumer product companies with flexible p ackaging,
using thin-gauge, high-quality rotogravure, flexographicand
combination printed filin. i MudmwLummtmn and cutting;
edge rotogravure cylinder engraving as well as aluminum, seeel,
plastic and peelable membrane casy-open ends and closures for
composite, metal and plastic containers.

Sales tor the Consumer Packaging segmentincreased to
ith $1.44 billion in 2007
Increased sales in this segment came from che fullyear impact of
the May 2007 acquik

SCHXRG WHCCS \‘v’h!(}} WCIC iI}lP}C!'HCHI‘C( o I’ICIP of {’SCT l !‘TI')CI' raw

$157 billion,u up 9. 2%, comparec edw

sition of Maerix P ackaging, along with highcr

mater 41 energy, freightand other coses, and the favorable impact
of forei ign currency m‘;mslatéun, These posi-
oive factors were partially offsee by lower
volume in fexible packwimn closuresand
rigid pbstig packav ng. Over all segmene
volumes, excluding the impact ofacquisi-
tions, were down less than 1% due to the
positive effeces of increased demand for
composite cans in North America,
Domestic sales were ;1l_>pz‘<)xm1;11'(%1}' $1LI8
billion, up 15% from 2007 while interna-
tional sales were appl‘nxima{dy $390 mil-
lion, down 5.2% from 2007 The decline in
international sales reflects the shuedown of
ameral ends plantin Brazil at the end of
2007 and the subsequent transfer ofa
majority of its business into the United

States C}l" l'lﬂg lfh(’ }/Cillﬁ

NET SALES
CONSUMER PACKAGING
[BILIGNS OF DOLLARS)

Segment operat
profits increased
6in 2008 to

$130.4 million, com-

ng

parcd with f?il(,)‘f}.S mil-
lion in 2007, The
increase in‘segment

LT
operating prof‘sr was

I.")I"ﬁ l'lhll"”y (.']UC to PI'O -

ducrjviry imprave-
mentsand purcha sing
initiatives a]ong with the fullyearimpact of the Matrix
Pnckagmg acquisition. The productivity and purchasing gains
were partially offset by the small overall decline in volumesand
an untavorableshift in the mix of business: In 2008, sellii ng price
Li(“ht

increases hdpcd oftser increased costs of raw marterial £

CllC]‘g)‘ &ll?d lélb()i‘_

RIGID PAPER PACKAGING
Increased consumer demand for basic food pmdmt{:miong
with continued customer demand to convert meral containers

o more cost-cffectdve Sonoco i igid papery sackaging resuleed in

m;1}?}'>i'oxim;1tdyS‘I’iigainm rigr rid o APCI‘pad\'dgngunimaics

duri ing 2 2008.R igic idy paper p;mkagmg,is
Sonocas second lar gest revenue odm-
\g;;;muwo sroducts, accou nting for 179

of consolidated net sales last year. In \oxth

America, the (k,mnpm/‘,‘ pmdm:cd a

record of more than 4.5 billion units.

Due to economic pressures in 2008,
consumers prepared more meals at home,
resultin g in robust demand for Sonoco
composite containers. For c,\‘ampfﬁ’, unit
sales for snack foods increased b_\-‘ approxi-
nmtd 8%, while retri mmtad fonwh con-

mmcrslncrcascdi more than ¢ vand
juice concentrate can sales were ar cheir
highestunitvoluime in cight years
Composite cans used for }_:7;&‘1&;1%1110
powdered infant formula also increased

I_a_y a }‘)PJ,‘()X,NHIH‘C‘J)/ 9%, which more than



B Left: Consumer complaints about tradi-
tional, hard-to-open cereal packages led to the
development of Sonoco’s award-winning
Linearpak® container for Target’s Archer
Farms® cereal. Above: The unique shape and
gently rounded corners of the Archer Farms
package allows Sonoco to use the latest printing
technologies to create vibrant graphics that flow
seamlessly around the container. Right: Kraft
Foods was drawn to the Sonoco composite
container for its improved packaging
sustainability.
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AboverIn 2008, Sonoco incredsed produe-
tion activities atits Franklin Park; 1L, facility
as demand grev

or thermoformed trays to

serve the fast-growing, fresh-cur vegerable and
fruit marker. Above right: Sonoco’s ends and
closures business serves about 20% of the
North American easy-opening end market.
Sonoco is expanding its manufacturing
capacity to meet growing demand. Below
right: Sonoco expects composite can sales for

powdered infant formula to grow because of
global conversions from metal.



OPERATING PROFIT
CONSUMER PACKAGING
[MILLIONS OF DOLLARS)

$132

offsetsignificant declines in
fiber and plastic caulk car-

CfidgC SQ.ICS asa I'CSU][ O{:SIOW-

ing housing construction,

RIGID PAPER DEVELOPMENTS

Sonocos sleek-shaped
Linearpak” container made
headlines in 2008 by winning
numerous awards for its
uniqucly dcsigncd container
tor Target's Archer Farms®
cereal. Sonoco and Targer
were recognized with the
Packagc of the Year award in
the Food Category by Food and Beverage magazine, received the
prestigious AmeriStar Award from the Institue of Packaging
Professionals and pickedup PL Buyer magazine’s Private Label
Packaging Award. All 18 varieties of Target's Archer Farms cere-
alsare packagcd in this first-of-ts-kind container that eliminates
the hard—to-open bag typical of traditional cereal packaging.

Asmeral prices escalated during 2008, more consumer prod—
uct companies prcsscd for conversion into Sonoco’s composite
container because of its improved packaging sustainability. An
example of this trend was Kraft Foods, which chose to package
its Yuban”and Nabob coffee brands in Sonoco’s 11-ounce and
33-ounce composite cans. These new containers are made with
Sonocos recycled paperboard that has
more than 50% recycled materials and has
received certification from the Rainforest
Alliance through its Smartwood
Program.

Alsoin 2008, Sonoco continued to
convert powdered infant formula or PIF
products from metal to composite cans,
including oneofthe largcst private label
manufacturers in the United States. In
addition, the Company successfully made
composite can conversions of PIF brands
in Mexico, Brazil and the United King-
dom and has established a global PIF proj-
cctream chat s targeting furcher growth
throughout South America, Eu rope, Asia

and Otth Cmcrging markc‘ts‘

ENDS AND CLOSURES

Sonoco is one of the largestindependent manufacturers of
easy-open endsand provides global distribution of convenience
closures for meral, composite and plastic packaging. During
2008, Sonoco produced more than 10 billion units due to
increased demand for processed and nonprocessed foods.

The Company significandly increased its domestic produc-
tion capability in 2008 by moving two high-speed, casy-open
lines from a closed facility in Brazil to its Canton, Ohio, opera-
tions. Inaddition, two recently acquired high-speed membrane
lines were installed at the Company’s Wausau, Wis. plant. New
production capacity and technology
improvements are planned in 2009 to

meet growing international demand.

PRODUCT AND TECHNOLDGY
DEVELOPMENTS

During 2008, Sonocos proprictary
Uftrapcclm retortable membrane end was
sclected by the Flexible Packaging Asso-
ciation for its Highest Achievement Award
in Technical Innovations. The new peclable
end s the first retortable membrane end
produced for the U.S. marketand was
incroduced in Campbell Soups popular
Soup at Hand” product during the year.

SONOCO 2008 ANNUAL REPORT
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eft: Sonoco’s innovative las

Cr-sCoring
technology was used to create an easy-to-open
and close package for Cadbury Adams’
Trident” sugarless gum. Above: Sonoco’s
sophisticated rotogravure printing technology
provides value-added shelf presence for cus-
tomers. Above right: A cornpound is applied
for an air-tight seal on ends and closures in
North Canton, Ohio. Right: Sonoco offers a
comprehensive portfolio of ends and closures
in varying styles and diameters.
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RIGID PLASTIC PACKAGING

Sonoco’s rigid piastic packaging operations are focused on
three tcchnoiogy platforms including extrusion and injection
stretch blow—moiding, thcrmoforming and injcction-moldingi
During 2008, the Company ramped up biow—moiding opera-
tions at plants in Columbus, Ohio, and St. Louis, Mo. The
121,000 squarc—foot manufacturing piant in Ohio is producing
sophisticatcd multiiaycr, high—barricr retortable plastic bortles
for Abbott Nutrition’s Ensure” nutritional drink. The Missouri
piant bcgan operations in mid-2008 to producc extruded blow-
molded bortles for Procter & Gamble's Febreze® freshener.
Additional products and production capacity are planncd for

the two piants during 2009.

RIGID PLASTIC PACKAGING DEVELOPMENTS
Acquired in 2007, Sonoco’s Matrix Packaging subsidiary
isa icading North American manufacturer of innovative, cus-
tom-dcsigncci blow-molded rigid plastic containers. During
2008, the Company introduced several new packaging solu-
tions, inciuding bortles for Living Essential’s
S-Hour Energy® nutritional drink and bottles
used in Candchamp tabictop iight and heat
products forthe hospitaiity industry. During
2009, Matrix will bcgin production of ncwly
designed injection stretch blow-molded borles

for Signature Collection fragranccs from Bath

& Body Works.

Dcsigns to betrer control moisture and extend shelf life were
afocal point for Sonoco's thcrmoforming businessin 2008. New
production capacity was added at the Company’s Franklin Park,
M., plantto produce uniquciy dcsigncd trays to serve the fase

growing, fresh-cur vegetable and fruit market.

FLEXIBLE PACKAGING

Sonocos Flexible Packaging division experienced a signifi-
cant opcrationai and financial turnaround in 2008 by improving
productivity and product quaiity. The business is growing sales
by concentrating on providing new tcchnoiogy innovations,
inciuding casy-opening and reclose features, laser scoting, cold-
scaling and high—impact rotogravure and ﬂcxographic printing,
"The Company also operatesa fully aucomared rotogravure cylin-
der engraving operation, including North America’s oniy laser-
engraving capability, aswellas ﬂcxographic piating and prepress

graphics opcrationsi

FLEXIBLE PACKAGING DEVELOPMENTS

Sonoco s focusing onincreasing flexible packaging salesin
the fastgrowing flexible packaging hard-baked goods and con-
fectionery markers. Much of the Company’s continued growth
in 2008 came from extensions of the Companys award—winning
Smartseal™ casy-open and reclosable packaging for Kraft Foods
Nabisco® cookies. Today, chis packaging has been excended to
nearly all of Nabiscos Oreos’, Newtons"and Chips Ahoy”
cookies.

The Company also is dcvoting significant researchand devel-
opmentto deliver new sustainable packaging solutions for its cus-
tomers without Sacrificing pcrformancc oraesthetics. To thatend,
the Company developedaleanerand more sustainable package
for PJ's Coffec that features vivid illustrations of New Oreans
landmarks brought to life with Sonoco’s laser-engraved, seven-
color rotogravure printing and matte finish.

Sonoco is supplying PJ's Coffee with one-pound bags com-
prised of a three-layer structure of polyester, foil
anda polyethylene scalant. The structure yicldsa
bag that s produced using 10% fewer materials
and 15%less energy, while generating 10% less
carbon emissions compared to a traditional

four—ply structure.
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@ TUBES AND CORES/PAPER

THETUBES AND CORES/PAPER
SEGMENT ACCOUNTED FOR
APPROXIMATELY 41% ofthe

Company snetsales in 2008, Products and services in this seg-

mentinclude paperboard tubes, cores, roll packaging, molded

plugs, paller components, concrete forms, void forms, rotary die

boards. recycled paperboard, chipboard, tubeboard, corestock,

boxboard,linerboard, recovered materials and recycling services.
Sales for the Tubes and Cores/Paper segmentwere

1 billion in 2007,

I h’C dCCl‘C&SC in SL{}CS was d ue to '\’OIUH'}C Sh(')l‘tf&l”.ﬁ d’]l’('}[l%h()tll‘ d"}tf

$1.67 billion, down 2.2%, compared wich $1.7
f

shorthlls wWere parm“y offset b\' L‘hn‘ effect of i‘a\'omb]c L:xc:hangc
rates and increased thing prices for converted pr«‘x{ucrx which
were n'npk:mcmrd ro offser higher raw material, energy, freiohe
<7 A .
and other coses. The impact of lower volumes, the majoricy of
which occurred dur ﬂ”[hL fourch quarter, was fele nmd\ inthe

domesticand Eu uropean t

rube and core operations. kxc \Iudmg the
nerimpact of divestirures, volumes in the segment decreased b\j
appmxmm[cl\f 6%. Domestic sales decreased appmxm"mdy $25
million. or 3.0%, to ap proximatdy $800 million. International
sales decreased appmxirmrdy $12 million, or 1.4%, to approxi-
m;u'dy $875 million, reflect ng the benefic of a weaker dollar

throughour much ot the year.

Operating pmﬁts forthe Tubes and
Cores/ Papcs' segment were $145.8 million,
13,7 million in 2007,

-5 $25.2 million <:1'1ar9c for

com pd l“Cd '\\’ith $1

Due to fastyea
environmental reserves, the slight increase
i yearoveryear operating pi srofits is not
fully indicarive of currentyear perfor-
mance. Lower volumes and an unfavorab
shiftin the business mix hampered 1LSUI[\
and, it not for last years environmental
charge, operating profics would have
declined. Productivicy and purchasing ini-

tiarives along with theimpact of closing the
o o

paper facility in China favorably impacted

current year results. Somewhat oftsetting
these benehies were higher energy, freight,
materialand labor costs thacwere not fully

recovered by higher selling prices.

NET SALES
TUBES AN CORES/PAPER
{(BILLIONS OF DOLLARS]

$2L0

TUBES AND-CORES
Sonocoisthe
WQOLIC } { I Jd e Pl Q-
ducer of tubesand
cores with 119 con-
verting facilitics on
five continents. The
Company’s tubes and
cores business serves

industrial customers

inavariety of markets,
induding the construction, film
abel industries. Whil

downturn in’)pac:tcd volumes in 2008, rubes and cores remained

s PLiPCl' [CZ\"UEL’Z I‘l"lt?(ﬂii», f’IO\‘\"{,\l\}C

PI“OC{UC[S, LIH(,{ EhC [‘JP(I Ll!]d h(. CCONOMIC

Sonocos lai "gest reventie pr roduc cing group <,>i’“p1'0dm:rs' with
approxi n'mr(:iy 30% of the C ,ompan\fs net sales
Sales of tubes and cores in marure markers in North America

élﬂd if‘,Ulﬂ()PC h:l\"C bCC!‘l CTSS(ZX}IfiLlHV H&W Qver Th(‘ pASY‘ SC\*CTI‘;»{I YCArs,

while sales in many cmcwmv yarkers in South America, Eastern
b urope i nd r\sxa}murm\\ . With ehi 1sgeog) aphzc shifein indus-
rrial demand, Sonoco is cxp;mdlm frs international converting,

apcﬂ hilities. For instance, during 2008, the C ormpany f.xpandcd its

i A

pmducri(mcapaciqzat its St. Perersb ourg, Russia, pbm to serve
growing pbst ic blmand paper markets.
South America was the lone region

Vi Z Ii\ W hL ('30 NOCo Q’IL\\ ’\OIU mecs f()l

b
tubes and cores in 2008, In Brazil, Sonoco
increased film core sales ]3>‘ 10% year over
year. The Company also was awarded a sig-
nificant new contract to supply cores to
oncof the counerys largese paper compa:
nies. During the second half of 2009, the
Company expects to further expand its
rc:gi(‘)nai converting i‘imtprint by openinga
new converting operation in the south of
Brazil to serve the country's fastest grow-
ingindustrial market. Also during 2009,
the Company is planning to leverage its
strong position in Colombia to expand
sales of tubes and cores to growing indus-

erial markees in Ecuadorand Peru



8 Left: The expansion of Sonoco’s Recycling
facility in Raleigh, N.C., has helped the city
improve efficiency and reduce costs by con-
verting from dual-stream to single-stream
waste collections. Above: The durability of
Sonoco’s Stealth Core™ film core allows it to
withstand the pressure created by today’s
newer, faster converting equipment. Right:
Compared with standard film cores, the
Stealth Core film core has a higher recycled
materials content and lighter weight, and is
made using less energy.

TUBES AND CORES/PAPER # SONOCO 2008 ANNUAL REPORT
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o The tape industry is one of severdl

tube and core markets Sonoco serves in North

America, Other markets include paper mill
products, rextiles, plastic films and specialty

products such as construction forms. Right:
key

Tape and labels, film and construction ¢
F s

growth markets for Sonoco’s tube and core
business. Top right: Sonoco produces paper
utilizing nearly 100% recycled fiber consisting
of mainly post-consumer sources.




OPERATING PROFIT
TUBES AND CORES/PAPER
{MILLIONS OF DOLLARS)

$160

NEW PRODUCT DEVELOPMENTS

In 2008, the Company introduced two new spcciaity cores
that were developed to address challenges long faced by plastic
film and corrugated manufacturers. The launch of the Stealth
Core™ hilm core represents a quancum leap in film core design.
This patent-pending core utilizes Active Tension Displacement
tcchnology to dispersc radial pressures during the winding pro-
cess, resulting in improved productivity and efhiciency. Berry
Plastics, a Sonoco film core customer, chose to launch its new
Saturn™handheld film line using the Stealth Core film core due
toits pcrformancc and cost effectiveness. The sustainability
appcaled to Bcrry since it is made with less paper.

Sonocoalso developed Intellicore™ engincered carriers,
which feature Radio Frequency Identification technology. This
“smart’ core technology provides significant supply chain savings
to corrugatcd manufacturers by providing rollidentification
throughour the core’s life cycle.

Sonocos compressed wood Durablock™ pallet blocks have
been selected by commercial
paper maker Domtar to
rcplace wooden blocksin its
pallets. Made from recycled
wood chips, Durablock

pallet blocks are preferred by
pallec makers because they
improve durabiiit_y and
performance and reduce
manufacruring and maine-

Nance costs.

PAPER

Sonocos global paper-
board operations provide the
primary raw material used in
producing its fiber-based
industrial and consumer paci(aging The Company, which uses
approximatciy 63% of this papcrboard intcmaily, also serves major
external markers and isthe iargest produccr of board for the tissuc
and towel market, inciuding the HS Series core dcsigncd for
high-spccd winding cquipment. The papcrboard operations of

Sonoco are supported by 22 paper mills with 32 paper machincs.

SUSTAINABILITY CERTIFICATIONS

Sonocos paper operations were rtcognizcd for their sustain-

able practices through several industry certifications in 2008.

The Company received chain—oi:custody certifications fromall

oversight organizations: the Forest Stewardship Council (FSC),
the Sustainable Forestry Initiative (SFI) and the Program for the
Endorsement of Forest Certification (PEFC). Chain-of-custody
certifications FeCognize a company for sustainable fiber sourcing
practices and the rcsponsibic trad(ing of wood fiber from s

origin to its end use. These certifications spcciﬁcaliy rccognizcd

13 Sonoco rccydcd papcrboard millsand two rﬁcycied rigid paper

container piants in the United States and Canada.
Sonoco also received SFI certification for rcsponsiblc and sus-
tainable forcstry management practices. The Company currently

owns and lTl&I’lQ.gCS approximatciy 56,490 acres oftinibcrland Yi’la[

arc included wichin che scope of the SF standard.

SONOCO RECYCLING

One of the largest recyclers in North America, Sonoco
Recycling annually collects more than 3 million tons of recyclable
materials including old corrugated conrainers (OCC) and other
paper, plastics and metals. Approximately 1.7 million tons of
OCCis supplied annually o the Company’s global paper opera-
tions. The Company operates 50 rccyciing facilities throughout
the world, induding sophisticatcd material recovery tacilities
(MRF) in Columbia, S.C. and Raleigh. N.C., which process sin-
gle-and dual-stream commercial and residential recyclables.

During 2008, Sonoco invested approximately $3.5 million to
expandits Raicigh MRF to allow the city to convert to all single-
stream, comingicd residential rccyciing. This upgradc allows the
féci]ity o process ncariy twice as much material while rcducing

the city’s collection costs.

TUBES AND CORES/PAPER B SONOCO 2008 ANNUAL REPORT
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7 PACKAGING SERVICES

THE PACKAGING SERVICES
SEGMENTACCOUNTED FOR
APPROXIMATELY 12% of Sonocos
consolidated netsales in 2008, This segment provides packaging
supply chain management, mdudmguzstom packing, fulfll
ment, primary package filling, scalable service centers and global
brand artwork management. Other services provided by this
segment include designing, manufacturing, assembling, packing
and di .stl‘lbutmg temporary, semipermanent and permanent
pointot-purchase (P-O-P) displays, as well as contract packaging,
co-packing and fulfillment services.

Sales for che Pad\m*mw Services segmentin 2008 were
5518 million, compar redwich $519 mi “10[\[1) 2007, Sales
decreased slightly as volume shorefalls and lower selling prices
were mostly offser by cthe impacr of favorable c\dmnm ares and
added sales from a small acquisition. The selling price decreases
WEIe prmmniy the result of’hmn1pcr:ir,i\fc bidd ingactiviey in the
lareer half of 2007 che impact ofwhich was not {"U”(\' realized
until 2008. Domestic sales decreased to appmximatd\ $334 ml-
lion, 4 10.7% reduction, while internacional sales increased o
;1ppr<,»xmmrd(\' $183 million, up 26.8%, primarﬂ}' asaresultof
increased service center volume in Poland.

Operating }:vmﬁrx for che Pac

£ ‘,IQ ng!l]g SC[’V]CC.\ %L‘gkﬂi?l‘;( W

$29.1 million, down 34.7% mmp;n‘cd

with $44.5 million in 2007 The decrease
in xw*mcnt<»pc1‘;u‘mg} ofits is areribue-
able vo lower sellii ing prices ai nd volume
)

P-O-P displays and fulfill-

mentoperations. In ;1ddmon

decreases in
Jower capac-
ity utilization ncwzu‘i\'d\' impaﬁicd EO-
ductivity. Alchough service centervol-
ume increased, it had very liede impacton
profits as these sales were on a pass-
through basis with no significanc addi-
tional gross margin.

o

SERVICE CENTERS
Atits three dedicaced service cencers
and eighe fulfillment operarions in the

United Seates and Europe, Sonoco pro-

NET SALES
PACKAGING SERVICES

[MILLIONS OF DOLLARS)

$600
vides glwba} su ppl}'
chain management
SErVICEs to an increas-
ing number of major
consumer product
companics. For
Procrer & Gamble
(P&, Sonoco pack-
ages Gilleree razors
and blades for the
Norch A

marketacadedicated service centerin Devens, Mass. and for

nerican

European, Middle Eastern and African markers aca service cen
terin Lodz, Poland. During 2008, P& G awarded Sonoco a con-
erace to transition its razors and blades contract
wdover, Mass., a

vacking opera-
tions from Devensto operations in Az nd Mexico.
[ransition activities are cxpcm;d o run throu gh 2010.

Sonocois continumgm g,\}m)d 108 SOIvice ceneer operations
in Poland. Ce vlgatcll)a} molive awarded Sonoco a f%\t‘fvcar con-
tractro thnﬂg(f 'd” f irs } 1!()})(_ 1N } IA(\HM“‘X‘(,‘HJ} P(l,ﬁfg\'flé{'l’ﬂg
requirements for Col

ga(c 5 OE‘;]I carc }f)i"U(h.,}CfQ 'E‘}’)L‘SC p{[d{&gf E’}g

services are bunuhan(ﬂ dinanew dedicated service center in
Wroclw, | o]and‘ opening in the firstquarter of 2009, This new
operation consolidares PECYIONS copack
ing wark pcr{lmﬂcd forCol grare throughf
out Europe.

Atits service centesin Si,'l'l\,’i(()\\ﬁ
Poland, Sonoce hasenteredintoan agree:
mentwirh Swiss Precision Dia

(SPD).ajoin

Inverness Mcdéml to provide packing
8

gnostics

encure berween P&EG and

services for SPLYs wide range of preg-

& &
nancy diagnostic kits. Products packed at
the service ceneer will come from several
global sources before being shipped ro
2 ¢
SPDs T

Sonocos Strykow plantalso provides full

] l”()p(};‘i 1 dixtzril:mm)n l')CiI\\f'OL‘!\L

service, customized packing for P&eG
and the LEGO System A/S of Denmark.

Inaddition, the Company p;lcks baby,



B Left: P-O-P display systems are a key
component of Sonoco’s strategy to provide
consumer product companies with total solu-
tions packaging services. Above: Sonoco
CorrFlex’s creative team in Cincinnati, Ohio,
oversees design aspects of P-O-P displays,
including graphics, engineering and sustain-
ability. Right: Sonoco CorrFlex creates P-O-P
display systems customizable for floor use,
countertops or as end caps.
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Left: Cadbury Adams USA had Sonoco
CorrFlex design this high-impact floor display
for.its Halls ProHealth Defense® product fine,
Above: Startup activities at Sonoct’s new
service center in Wroclaw, Poland, get under-
way as workers begin packaging fulfillment
services for Colgate-Palmolive’s oral care
products. Right: Sonoco handles turn-key
display and promotional packaging services

for clients in the snack food, candy, electron-

ics, personal care and other markets.




beautyand family care products for P&G ata service center in
Euskirchen, Germany.

For Hewlett-Packard (HP), Sonoco packs ink cartridges for
sale throughout the Americas at a dedicated service center in
Sandston, Va.In 2009, Sonoco will open anew packing line for

HP ina plant near Sio Paulo, Brazil

POINT-OF-PURCHASE DISPLAYS

Sonoco CorrFlex s one of the largest providers of retail
displays and fulfillment services in the United States and an
important part of the Company’s total solution consumer pack-
aging and services strategy. Last year was a year of transition for
Sonoco CorrFlexas many of its customers reduced promotional
advcrtising because of the slowing economy. In 2008, the
Company focused on bu ilding new business relationships and
capabilities, and was awarded new promorional opportunitics

with large consumer product

g
companies including P&G,
OPERATING PROFIT .
PACKAGING SERVICES Scorts Miracle GRO
[MILLIONS OF DOLLARS) Company, Cadbury Adams
USA and others.

$48

Sonoco CorrFlex contin-
ued to gain grocery and club
store sales through its unique
Sonopop” display, the
Company’s customizable and
cost-effective pallct display
system. This durable system
incorporates Sonocos propri-

etary Sonopost” tcchno]ogy

that features engineered
paper-based components
strong enough to deliver
largc—sizcd consumer products ranging from fertilizers to snack
foods. Another distinct advantagc that Sonopop displays offeris
they are completely recyclable and provide a floor life three to
four times longer than more traditional pallet display systems.
The quality and effectiveness of Sonoco’s P-O-P displays did
not go unnoticed in 2008 as Sonoco CorrFlex won 11
Ourstanding Merchandising Achievement Awards (OMA)
at the 50% Annual Point of Purchase Advcrtising International
(POPALI) design competition. The awards are given for creativ-
ity and innovation in the dcsign of remporary, semipermanent

and permanent displa‘ysjudgcs from the P-O-P industry, includ-

ing brand marketers, display produccrs and creative agencices,

evaluated 587 entries from 80 companies in the highly competi-
tive contest.

Sonoco won Gold OM As for the Crest® Whitestrips” Daily
Multi-Care launch PDQ-tray display and Crest Back to Basics
Regimen pallet display created for P&G, and Conwood
Tobaccos Grizzly” Snuff counter display: Silver awards were won
for the end cap and countertop displays developed for Elizabeth
Ardens With Love... Hilary Duff fragrance, the Pantene
Restoratives and Exprcssions Premium counrer displays created
for P&G aswell as the Bayer Health Care Aleve® Liquid Gels
launch PDQ-tray display. Sonoco received Bronze awards for its
Cadbury Adams National 6+1 Gum counter display, universal
display system for Cadbury Adams Halls’and Chewy candy
brands, Columbia® Signature portfolio floor display, Diageo
Portable Tasting Bar and Theraflu®/ Triaminic® combo tray for

Novartis Consumer Health, Inc.

GLOBAL GRAPHICS MANAGEMENT

Sonoco Trident, the Company’s global graphic artwork man-
agement business, was awarded several new contracts in 2008,
including a global agreement with P&G to Supportapproxi-
matdy 8,500 pieces ofartwork for many of its most popular hair
carc and beauty productsin Europe, North America, South
Americaand Asia. The Company also expanded artwork man-
agement business with McDonald's, Avon, Dr. Reddysand
Kroger. Based in Hull, England, UK., Sonoco Trident uscs a
proprictary computcrizcd global graphics operating system to
manage and enhance brand images for global consumer product

companics‘
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# ALL OTHER SONOCO

SONOCO PRODUCES PROTEC-
TIVEPACKAGING, WIREAND
CABLE REELS, molded and extruded
plastics, and paperboard specialties. These operations are
reported as AllOrher Sonoco, In 2008, these businesses
accounted for approximately 9% of the Company’s net sales.

All Other Sonoco sales were $360 millionin 2008, com-
pared with 2007 sales of $371 million. Sales for All Other
Sonoco decreased on lower volumes in molded plastics, protec-
tive packaging and wire and cable recls, which were parcially
oftset by selling price increases and the effect of favorable
cxd‘mngc rates. Domestic sales were reap pmxumtc]\ $282 mil-
lion, down 4.1% from 2007, and international sales were approx
il’n;ztci}'f"{,""&) million. an increase of 1.2%.

Operating | profies for All Ocher Sonoco were $44.4 million,
com PJKd with $51L4 million in ZOO?"’.()1‘)@'1’3{1’1)3{pmﬁtxin All
Orther Sonoco decreased due to volume declines and an unta-
vorable shiftin the mix of business, parria”v offset iv} manufac-
curing productivity and purc chasing initiatives. Through higher

selling prices, the Company was able to recover increases in raw

material coses but nor I'ughcr costs of energy, f'rugm and labor.

PROTECTIVE PACKAGING

Sonocaoisalead g pt ravider ol’l:ustom«dcsigxmi and engr
neered protective packwmw solutions for applia nces, hm\img
and air conditionis 12 LIS, CXCECISE CQUIPMICHE, furniture, ofhee
ﬁlmishings fawn mdgﬁn den cquipment, andnmm other con-
SuMmer prwdm;m\\ hile iy impac ted b\ the sdowdown in 1pohnu

manufactu ringin the Unired States, Sonocos }')apcr/bascd pro-

tective packagin busi ness continued to drive grow thchrou ‘5}
enery into new nw]\us and <rlni ale xpansion.

The Company recently dc\dopcd anew packngmg solution

¢ E . &

for HP s mid- ro Lugc'sm?d princers that reduces overall }).1@\1\&315
ing wcighr by more than one-third and }i\:tckagmtt; volume 1_»_\:
more than 50%. The new p;u‘k\lgc also pm\'idcx im px'ovcd stack-
ing .srrcng;th for lower warchouse and ﬁ’ciﬂht COSTS.

Damage prevention continues to be afocal poine for retailers
and manufacturers, and to that end, Sonoco ()H‘u‘s CUSTOMCTS its

. ~ & . L

proprictary Sonopost” corner posts, cross bracesand Sonobase

carrier systems. o addition to HP, Sonoco pm\'idcs protective

}f\(t(‘k}}gﬁllq SEIVICES TO MOSE Oh’h(f H}&“‘l' N()l"fh At nercan .}PP“'

ance manufacturers, including W "hitlpool, Mayrtag, | Bosch and

Flecerolus Home Producrs (1 mnd vire). During 2008, che

(
?"
Company expanded sales in Chinaand opened a new protective
pany ext f pr
packaginglinein Turkey to serve alarge European appliance
manufacrurer. The Company zllrt:ady has serong relacionshi psin

Mexicoand in 20091is plann umoa\'p(md operations into Brazi |

WIRE AND CABLE REELS

Sonoco is North Americas ]c:;admg manufaccurer and pro-
vider of packaging and supply chain solutions for wooden, com-
posite and metal reels for the wire and cable industry. Through
its five m;mufilt,mrinﬂi wilitic he United Stares, che
(,loxnp(m\r oftersalist ()H)i‘(‘)dt.i('t‘\‘ t}w includes mailwood, pi\:—
wood, composice and metal reels, Products and services are pro-
vided onajusein-time basis ar 35 service centers in the United
Srates and Canada.

De spite: adowneum in demand for residensial, commercial
and certain industrial wiring, Sonocois positiving its wire and
cable recls business to take advantage of growing demand for
cables o serve the power distriburion grid\\‘wmd power, pro-
pmcd puclear power plam Construction projects and oil cxpiora—
tion. The Companyis also c><p1<:>z' rircernational sales grow th
(>}>p<>r(umtics in cmcrging markees and new pmcﬁxct‘

dL‘,\'CiUPH s,

MOLDED AND EXTRUDED PLASTICS

Sonoco pm\’idcs cngnu;crcdl Slastic pmdm £s, 1 !udmg
L‘omprchcmivc produ«:t d(:sigx rooldes ignan fcd {V;Xi)ﬂd{fi(\ll using
njection- moidmwandmun ng rech m]ngu;s for customers in
North America. South America, Europe and Asia.

As part ofits strategy to pwd - more consumerrelated
pmdm:[s‘ the Molded and Extruded Plastics division incroduced
WO patcxw«pcnding lﬂ()l({cd i?l{lsfi‘; (‘,\"(‘T};'Cdps (‘i 1l pl’(;)'\lidL‘ COnN-

sumers wich casy-opel nand reclose funcrionalicy while keeping

&M)d flL‘xl H]L ( Oﬂ]p& ]\ S (\L al LIJL! OVCICe i} was S['X.‘Lf?{"i(.f;!”:\‘

designed foranew Sonoco composite coffee container, while a
specially designed hinged overcap was successfully launched in
2008 on the Companys award-winning Lincarpak coneainer for

1 ltu*gct"s Archer Farms cereals.



B Above: An employee at Sonoco’s protective
packaging plant in Nashville, Tenn., carries a
load of Sonopost® corner posts to the assembly
area for use in Sonoco’s new protective pack-
aging for HP’s mid- to large-sized printers.
Right: The new packaging design for HP’s
printers reduces the foam needed for shipping
by almost 70% and uses between 22% and
49% less corrugared material by weight than
previous packaging.
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% PEOPLE, CULTURE AND VALUES

SAFETY ISATOP PRIORITY
FOR SONOCO ANDITS
EMPLOYEES. Through ongoing train-
ing, including programs focused on eliminating motionrelated
injurics, Sonoco employees sera new safety record with avotal
incident rate of 63, eclipsing the previous record set last year of
75.Inthe past decade, the number of recordable injuries has
been reduced by approximately 71%.

Alsoin 2008, 222 Sonoco facilities qualified for the
Company's prestigious Presidents Safery Award, which is given
o p];mt:s and other facilicies that «:(')11‘\})10& 200,000 hours with-
outa recordable injury. Of the 222 facilicies r(-:(.tognizcd, 158
achieved the annual award b{v cm"np}.cting the year withouta

recordable injury, For the year, three of every four Sonoco busi-

nesses had a reduction in injury-related incidents,

EMPLOYEE AND SUPPLIER DIVERSITY

Sonoco continues to put great cmphasis on divcrsix;y and the
resultisan mmvcxpandmg program thac has hdpcd the
Compa ny build a reputation for hig)l\ cthical standards and
integrity among irs cx'npioy(:cx and xupp}icrs. 102008, Sonoco
rcpositi(mcd ics appmach tod Iversicy by stressing the role diver
sity phys in overall business success.

Asarcsultof Sonocos commitment o CII)])I()_\fCC d iversicy
and findings trom irs diversicy survey, which is conducted every
CWO Years to gauge progress, the (flnmpany continuestolaiinch
new initiacives and cxpand existing ones. A kcy ool Sonoco uses

to measure diversity in the workplace is its diversity tracking

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

2.40

EMPLOYEE DIVERSITY
(PERCENT)

28

report, which higmights
U'CD(,{S inareas SU,Ch as
WOMen a ﬂd Iﬂil)()[‘i(y
representation, hiring
practices, promotions and
rerminations. Since 2004,
Sonoco’s representation in
exempt positions for
women has grown from

approximately 24% to

WOMEN
MINORITY.

from ap}'n‘oximatdy §.4% 10 9.8%. L, pd ated qu arterly and shared

25.6%, while minority
representation has grown
with Sonoco's leadership team, this report providesaroadmap
for the Company’s ongoing diversicy eftores. The reportisa
complement to Sonocos diversity talent review, a process that
ensures adiverse population of employees is being identificd and
developed to serve in future leadership roles.

Sonoco also encourages networking chrough its Employee
Network groups thar f\'pccifiux | 1}' targetwomen and minorities.
These groups are dcsigmﬂ tO promote Sonocos | izm%fy f’ricmﬂy
pwlicics and assistin ageracting and FCLNING Womer and minor

I
ity cmplm ces. In 2008, the two groups wor kedto enhancea

number <>f‘(if.0mpan‘\j initiatives aimed at cmp!owc d ivcrsit}ﬂ
éncludmg\\-’ork—iifé benefits, mentoring, and women and minor
Iy recruitment via the Interner.

Supplier diversity is another facet of Sonocos diversiry
program that pbys acritical rolein the Com p:m;’x suceess. In
2008, Sonoco increased iis &;pmdm g with women- and minority-
owned businesses by 14%. The Company also was recognized by
Coca Colaforits “Partners in the Promise” award, which is given
annuall yto individuals or companies that di.spi;y\ astrong com-
mirment to supp]icr di\fcrsit}z Sonocowas the on}} corporation

m'cogmzcd for che award in 2008,

REACHING QUT TO COMMUNITIES

Eleven decades have passed since Sonoco began doing busi-
nessand its commitment to the communities where it operates
1548 stron

gasever. The Company'’s beliet that Hourishing com:

munities and chriving businesses are mutually interdependentis



ad riving force behind its desire to improve the quality oflife for
employees and their fellow citizens.

Sonoco invests approximately 1% of its consolidated pretax
income in nonprofic organizations, principally to support educa-
tion, health and welfare, arts and the environment. Of chis amount,
approximately 75% went to support education in 2008, including
astrong partnership with the South Carolina Governor's School
for Science and Mathematics in Haresville, S.C., aswell asa num-

berof highcr education institutions.

%'

8 As part of its commitment to support the
community and education, Sonoco sponsored
the “Learn Alive” science workshop held for
teachers at EdVenture in Columbia, S.C.
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CORER

HARRIS E. DELOACHJR., 64
Chairman of the Board
since 2005, Presidentand
Chief Executive Officer
since 2000, Served on the
Board since 1998.
Member of the Executive
Committee.

JAMES L. COKER, 68
President, JLC Enterprises
(private investments), VORT
Stonington, Conr, since
1979. Formerly Secretary 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
Policy Committees.

DR, PAMELA L. DAVIES, 52

President of Queens University of Charlotte (institution
of higher learning), Charlotte, N.C., since 2002.
Formerly Deanof the McColl School of Business at
Queens University of Charlotte 2000-2002; Professor
of Management and Dean of the LeBow College of
Business at Drexel University 1997-2000. Served on
the Board since 2004. Member of the Execurive
Compensation, Employee and Public Responsibility,

and Financial Policy Committees.

CALEB €. FORT, 47

Co-chairman, The Merit Group, Inc. (distributors of
residential and commercial paint-related products and
various industrial supplies), Spartanburg, 5.C., since
1998. Formerly a Principal of Lancaster Distributing
Company 1990~1998. Served on the Board since 2001.
Member of the Audit, Corporate Governance and
Nominating, and Executive Compensation
Committees.

EDGAR H. LAWTON1H, 48

President and Treasurer, Hartsville Ol Mill (vegetable
oil processor); Dadington, $.C.; since 2000, Formerly
Vice President of Hartsville ©il Milt 19912000, Served
on the Board since 2001, Member of the Emplovee and
Public Responsibility, and Financial Policy Committees.

JOHN E. (JACK) LINVILLE, 63

Attorney in private practice in New York, N.Y,; since
2004. Formerly Counsel with Manatt, Phelps &
Phillips, LLP 2003~2004, joining the firm through'its
merger with his prior firm, Kalkines, Azky, Zall&
Bernstein, LLP 1990-2003; General Counseland then
acting Prestdent of the New Yoik Health & Hospitals
Corporation prior to 1990. Served on the Board since
2004. Member of the Audit and Employee and Public

Responsibility Comumittees.

JAMES M. MICALL 6l

“Of Counsel” with Ogletree Deakins, LLC (law firm)
and senior advisor to Azalea Capital, LLC (private
equity firm) Greenville, $.C., since August 2008.
Formerly Chairman and President, Michelin North
America, Inc. 1996-2008 and a member of Michelin
Group’s Executive Council since 2001; Executive Vice
President, Legal and Finance of Michelin North
America 1990~-1996. Served on the Board since 2003,
Member of the Audit, Executive, Executive
Compensation, and Corporate Governance and
Nominating Committees,



MULLIN

MICALI

JOHN H. MULLIN 11, 67

Chairman, Ridgeway Farm LLC (privately held timber
and farming business), Brookneal, Va., since 1989.
Formerly associated with Dillon, Read & Co. Inc.
1969-1989, last serving as Managing Director. Served
on the Board since 2002. Member of the Corporate
Governance and Nominating, Executive, Executive
Compensation and Financial Policy Committees.

LLOYD W. NEWTON, 46

Retired. Formerly Executive Vice President of Pratt &
Whitney Military Engines business unit {developer and
manufacturer of engines for military and commercial
aircraft), E. Hartford, Conn. (a part of United
Technologies Corporation) 2000-2006; retired four-
star General, U.S. Air Force in 2000. Joined the Board
in February 2008. Member of the Audit, and Employee
and Public Responsibility Committees.

ROLLIER WHIDDON

MARCD. OKEN, 62

Managing partner of Falfurrias Capital Partners (private
equity firm), Charlotte, N.C., since 2006. Formerly held
executive officer positions at Bank of America
Corporation 1989-2006, most recently as Chief
Financial Officer; partner at Price Waterhouse for 13
years; a fellow with the Securities and Exchange
Commission 1981-1983. Served on the Board since
2006. Member of the Audit, Corporate Governance and
Nominating, and Executive Compensation Committees.

PHILIPPE R. ROLLIER, 66

Retired. Formerly President and Chief Executive Officer
of Lafarge North America (construction materials
group), Herndon, Va., 2001-2006; held numerous
positions with Lafarge Group before assuming the
responsibilities of President and Chief Executive Officer
in 2001. Served on the Board since 2007. Member of the
Audit, and Employee and Public Responsibility
Committees.

THOMAS £. WHIDDON, 56

Advisory Director of Berkshire Partners, LLC (private
equity firm), Boston, Mass., since 2005. Formetly
Executive Vice President, Logistics and Technology of
Lowe’s Companies, Inc. 2000-2003; Executive Vice
President and Chief Financial Officer of Lowe’s 1996~
2000. Served on the Board since 2001. Member of the
Corporate Governance and Nominating, and Financial

Policy Committees.
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# CORPORATE OFFICERS

 From left, Harris DeLoach, Eddie Smith, Jack Sanders, Cindy Hartley, Jim Bowen,
Charlie Hupferand Charles Sullivan

EXECUTIVE COMMITTEE

HARRIS E. DELOACH JR:, 64

Chairman of the Board, President and Chief
Executive Officer since 2003, Previously
President and Chief Executive Officer
2000-2005; Chief Operating Officer
April-July 2000; Senior Executive Vice
President 1999-2000; Executive Vice

President 19961999, Joined Sonoco in 1985.

JIM (. BOWEN, 58

Senior Vice President, Sonoco Recycling and
Internal Supply since November 2008.
Previously Senlor Vice President 2002-2008;
Senior Vice President, Global Paper
Operations 2000-2002; Vice President and
General Manager, Paper 1997-2000. Joined

Soenoco in 1972,

CYNTHIA A HARTLEY, 40

Senior Vice President, Human Resources
since 2002. Previously Vice President, Human
Resources 1995-2002, Joined Sonoco in 1995.

CHARLES J. HUPFER, 62

Senior Vice President and Chief Financial
Officer since February 2009, Previously
Senior Vice President, Chief Financial Officer
and Corporate Secretary 2005~2009; Vice
President, Chief Financial Officer and
Corporate Secretary 2002~2005. Joined

Sonoco in 1975,

M. JACK SANDERS, 55

Executive Vice President, Industrial since
February 2008. Previously Senior Vice
President, Global Industrial Products
2006~-2008; Vice President, Global Industrial
Products January-Qctober 2006; Vice
President, Industrial Products N.A.
2001-2006. Joined Sonoco in 1987.

EDDIE L. SRITH, 57

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

CHARLES L. SULLIVAN IR, 65

Execurtive Vice President, Consumer since
2005. Previously Senjor Vice President 2000
2005. Joined Sonoco in 2000.

OTHER CORPORATE OFFICERS
VICKE B. ARTHUR, 51

Vice President, Global Corporate Accounts
since February 2008, Previously Division Vice
President, Global Corporate Accounts. Joined
Sonocoin 1984,

RITCHIE L. BOND, 52

Staff Vice President, Treasurer and Corporate
Secretary since February 2009. Previously
Staff Vice President and Treasurer. Joined
Sonoco in 2005,

BERNARD W, CAMPBELL, 59
Vice President and Chief Information Officer
since 1996, Previously Staff Vice President,

Information Services. Joined Sonoco in 1988,

R. HOWARD COKER, 46

Vice President and General Manager, Rigid
Paperand Closures, North America since
February 2009. Previously Division Vice
Presidentand General Manager, Rigid Paper
and Closuies, Joined Sonoco in 1985.

JOHN M. COLYER JR., 48

Vice President, Industrial Converted
Products N:A. since November 2008.
Previously Vice President, Industrial
Products, N.A. Joined Sonocoin 1983.

RODGER D. FULLER, 47

Vice President, Global Rigid Papér and
Clogures since March 2008. Previously Vice
President, Rigid Paper and Plastics NLA.
Joined Senocoin 1985,

KEVIN P. MARONEY, 53

Vice President, Corporate Planning since
2000. Previously Staft Vice President,
Cotporate Planning. Joined Senoco in 1987

MARTY F. PIGNONE, 52

Vice President, Global Manufactusing,
Industrial since February 2008, Previously
Vice President, Paper NLA. Joined Sonoco
in 1997.

BARRY L. SAUNDERS, 49

Vice President and Corporate Controller and
Chief Accounting Officer since February
2008. Previously Staff Vice President and
Corporate Controller and Chief Accounting

Officer. Joined Sonoco in 1989,

ROGER P. SCHRUM, 53

Vice President, Investor Relations and
Corporate Affairs since February 2009,
Previously Staff Vice President, Investor
Relations and Corporate Affairs. Joined
Sonoco in 2003,

ROB C. TIEDE, 50

Vice President and General Manager, Flexible
Packaging since February 2009, Previously
Division Vice President and General
Manager, Flexible Packaging, Joined Sonoco
in 2004
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“ SONOCO PRODUCTS COMPANY

FORWARD-LOOKING STATEMENTS

Statements included in this Annual Report on Form 10-K that are not
historical in nature, are intended to be, and are hcrcby identified as
“forward-looking statements” for purposes of the safe harbor provided
by Scction 21E of the Securities Exchangc Actof 1934, as amended.
The words “estimate.” “project,” “intend,” “expect.” “believe,” “consider,”
“plan.”“anticipate,” “objective,” goal.”"guidance,” “outlook,” “forccasts,”
“fucure,”“will," and similar expressions identity forward-looking state-
ments. Forward—looking statements include, but are not limited to,
statements regarding offsctting high raw material costs: improved
productivity and cost containment; adequacy of income tax provi-
sions: refinancing of debt; adequacy of cash flows; anticipated amounts
and uscs of cash flows; effects of acquisitions and dispositions;
adequacy of provisions for environmental liabilities; financial strategies
and the resules expected from them: continued payments of dividends;
stock repurchases; producing improvements in carnings; financial
results for tuture periods; and creacion of long-term value for share-
holders. Such forward-looking statements are based on current
expectations, cstimates and projections about our industry‘ manage-
ment’s belicfs and certain assumptions made by management. Such
information includes, without limitation, discussions as to guidancc
and other estimates, cxpectations, beliefs, pl;ms, stracegics and
objcctivcs concerning our fueure financial and operating pcrformancc.
These statements arc not guarantees of future performance and are
subjcct to certain risks, uncertainties and assumptions that are difficult
to prcdict. Thercfore, actual results may differ matcrially from those
expressed or forecasted in such forward-looking statements. The risks
and unceraaintics include, without limitation:

* availability and pricing of raw materials;

* success of new product dcvclopmcnt and introduction;

* ability to maintain or increase productivity levels and contain or
reduce costs;

* international, national and local cconomic and market conditions;

. u\’ailability of credit to us, our customers and/or supplicrs inneeded

amounts and/or on rcasonablc erms;

* fluctuations in obligations and carnings ofpcnsion and postretire-
ment benefit plans;

. ability to maintain market share;

® pricing pressures and demand for products;

* continucd strcngth ofour papcrboard—based tubes and cores and
composite can operations;

* anticipatcd results of restructuring activitics;

* resolution of income tax contingencics;

. ability to succcssfully integrate ncwly acquircd businesses into the
Company’s operations;

* rate of growth in foreign markets;

* forcign currency, interest rate and commodity price risk and the
ctfectiveness of related hedges:

* actions of government agencies and changes in laws and regulations
affecting the Company;

* liability for and anticipated costs of environmental remediation
actions;

* ability to weacher the current economic downturn;

e loss of consumer or investor confidence; and

® cconomic disruprions rcsulting from terrorist activities.

The Company undertakes no obligation to publicly updatc or revise
forward-looking statements, whether as a result of new information,
future events or otherwise. In light of these risks, uncertainties and
assumptions, the forward-looking evenes discussed in this Annual

Reporton Form 10-K might not OCcur.

REFERENCES TO OUR WEB SITE ADDRESS

References to our Web site address and domain names throughout
this Annual Report on Form 10-K are for informational purposes only,
or to fulfill spccific disclosure requircments of the Securities and
Exchange Commission’s rules or the New York Stock Exchange List-
ing Standards. These references are not intended to, and do not,
incorporate the contents of our Web sites by reference into this

Annual Report on Form 10-K.
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ITEM 1. BUSINESS
{A) GENERAL DEVELOPMENT OF BUSINESS —

The Company is a South Carolina corporation founded in Harts-
ville, South Carolina, in 1899 as the Southern Novelty Company. The
name was subsequently changed to Sonoco Products Company (the
“Company” or “Sonoco”). Sonoco is a manufacturer of industrial and
consumer packaging products and a provider of packaging services,
with 327 locations in 35 countrics.

Information about the Company’s acquisitions, dispositions, joint
ventures and restructuring activities is provided in Notes 2 and 3 to the
Consolidated 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 segments is pro-
vided in Note 17 to the Consolidated Financial Statements included
in Item 8 of this Annual Report on Form 10-K.

(C) NARRATIVE DESCRIPTION OF BUSINESS —
Products and Services - The following discussion outlines the

principal products produccd and services providcd by the Company.

Consumer Packaging

The Consumer Packaging segment accounted for approximately
38%, 36% and 36% of the Company'x net sales in 2008, 2007 and 2006,
rcspcctivdy. The operations in this scgment consist of 61 plants
throughout the world. The products, services and markets of the

Consumer Packaging segmentare as follows:

Rigid Packaging - Paper

Products and Services Markets

Rigid Packaging - Thermoformed Plastic

Products and Services
Monolaycr, coated and barrier
and non-barrier laminated
tubs, cups, consumer and

institutional trays

Markets

Processed foods, sauces and dips, pet
foods, snacks and nurs, fresh-cut
produce, desserts

Ends and Closures

Products and Services
Aluminum, steel and peclable
membranc casy-open closures
for composite, metal and plas-
tic containers

Markets

Pectood, vegetables, fruit, seafood,
poultry, soup and pasta, dairy, pow-
dered infant formula, coffee

Printed Flexible Packaging
Products and Services

Flexible packaging made from
thin-gaugc, high—value-addcd
rotogravure, flexographic and
combination printcd film
including high-performance
laminations, rotogravure
cylindf.‘r engraving

Markets

Confcctioncry and gum, hard-baked
goods, coffee, proccsscd foods, bev-
crages, snack foods, pet foods, home
and pcrsonal care

Sonoco’s rigid packaging - paper products are the Compan_y's

sccond largcst rcvenuc«producing group of-products and services,

representing approximatcly 17%, 15% and 16% of consolidated net
sales in 2008, 2007 and 2006, rcspcctively.

Round and shaped composite
papcrboard cans, papcrboard
pails, singlc-wrap papcrboard

P;lCI(&lgCS, fibcr cartridgcs

Food: Powdered beverages and
infant formulas, cereal, coftee,
snacks, nuts, cookies and crackers,
confectionery. frozen concentrates,
rcfrigcratcd dough, spices/
sc;Lsonings, nutritional supp[cmcnts,

pet foods

Nontood: Adhesives, caulks, cleans-
crs, chemicals, lawn and gardcn,
automotive, pet products

Rigid Packaging - Blow Molded Plastics

Products and Services

Markets

Tubes and Cores/Paper

The Tubes and Cores/Paper segment accounted for approximarcly
41%,42% and 42% of the Company’s net sales in 2008, 2007 and 2006,
rcspcctively. This scgment serves its markets chrough 171 plants on
five continents. Sonoco's paper operations providc the primary raw
macerial for the Company’s fiber-based packaging. Sonoco uses
approximatcly 65% of the paper it manufactures and the remainder is
sold to third parties. This vertical intcgration strategy is supportcd by
22 paper mills with 32 paper machines and 50 rccycling facilities
throughout the world. In 2008, Sonoco had the capacity to manu-
facrure approximatcly 1.8 million tons of reeycled paperboard. The
products, services and markets of the Tubes and Cores/Paper segment
are as follows:

Tubes and Cores

MOHO]&IYCI’ and multilaycr

Food: Noncarbonated high-barricr
bottles, jars, tubs, squecze beverages/ ready-to-drink products,

tubes condiments

Nonfood: Health and beauty, house-

hold chemicals, industrial chemicals,
pharmaceuticals, aucomotive, adhe-
sives/specialty products

Products and Services
Paperboard tubes, cores, roll
packaging, molded plugs,
pallet components, concrete

forms, void forms, rotary dic

boards

Markets

Construction, film, flowable prod-
ucts, metal, paper mill, shipping and
storage, tape and label, textiles, con-
verters




Paper

Products and Services

Recycled paperboard, chip-
board, tubeboard, lightwcight
corestock, boxboard,
linerboard, specialty grades,

rccovcrcd P;}PCI’

Markets
Converted paper products, spiral
winders, bcvcragc insulators

Molded and Extruded Plastics

Products and Services
Product design, tool design
and fabrication;
manufacturing in both
injection molding and

extrusion tcchnologics

Ma rkm

Consumer and industrial pacl(aging,
food service, textiles, wire and cable,
tiber optics, plumbing, fileration,
automotive, medical, healthcare

SODOCO'S tubcs and COrces PI‘OdUCtS and services are (h(’ Company’s

largest revenue-producing group of products and services, represent-

ing approximatcly 30%, 31% and 31% of consolidated net sales in 2008,

2007 and 2006, respecrively.

Packaging Services

The Packaging Services segment accounted for approximately
12%, 13% and 12% of the Company's consolidated net sales in 2008,
2007 and 2006, respectively. The products, services and markets of the

Packaging Services segment are as follows:

Service Centers

Products and Services
Packaging supply chain
management, including
custom packing, tulfillment,
primary package filling,
scalable service centers, global

brand artworl( managcmcnt

Mavkets
Personal care, bal)y care, beauty,
healthcare, food, electronics, hosicry,

pharmaccuticals, office supplics, toys

Point-of-Purchase (P-O-P)
Products and Services
Designing, manutacturing,
asscmbling, packing and
distributing temporary,
semipermanent and
permanent P-O-P displays, as
well as contract packaging, co-
packing and fulfillment

services

Markets

Automotive, bcvcragcs, con-
fcctioncry, electronics, cosmetics,
foods, fragranccs, healchcare, home
and garden, liquor, medical, office
supply, over-the-counter drugs,
pcrsonal care, sporting goods,

tobacco

All Other Sonoco

All Ocher Sonoco accounted for approximatcly 9%, 9% and 10% of

the Company's net sales in 2008, 2007 and 2006, rcspcctivcly. In addi-

tion to the products and services outlined in cach of the segments

above, the Company produces the following products:

Wire and Cable Reels
Products and Services

Steel, nailed wooden,
plywood, recycled and poly-
fiber recls

Markets
Wire and cable manufacturers

Paperboard Specialties
Products and Services
Custom-printed Stancap®
glass covers, Rixic™ coasters,
other paper amenities

Markets

Hotels and resorts, food and bever-
age, healthcare facilities, catering
services, transportation, advcrtising

Protective Packaging
Products and Services
Proprictary Sonopost®
technology. Sonobase®
carricr, the Sonopop® system
(sold by Sonoco CorrFlex),
concepts, design, testing and
manufacturing of
multimaterial toral packaging
solutions, on-site engincering,
ISTA- and Sears-certified
engineering, and testing
facilities, contract testing

tacilities

Markets

Houschold appliances, heating and
air conditioning, office furnishings,
automotive, fitness equipment, lawn
and garden, promotional and pallet-
ized distribution

Product Distribution — Each of the Company’s operating units

has its own sales staff, and maintains direct sales rclationsliips with its

customcrs. For thOSC customers tl’]élt buy from morc than onc busincss

unit, the Company often assigns a singlc rcprcscntativc or team of

SpCCiz{llStS (o] handlc (l'lélt Customcr‘s nccds. Some Ol:tl’lC units l’laVC

service staff at the manufacturing facility thatinteracts dircctly with

customers. The Tubes and Cores/Paper segment also has a customer

service center located in Haresville, South Carolina, which is the main

contact point between its Norch American business units and their

customers, Divisional sales pcrsonncl also providc sales management,

marl(cting and product dCVClOPant assistance as l]CCdCd. Pl‘OdUCt

distribution is normally dirf:ctly from the manufacturing plant tothe

customer, but in some cases, productis warchoused in a mutually

advantagcous location o b€ Sl']lPPCd to [l'lC customer as llCCdCd.

Raw Materials - The principal raw materials used by the Com-

pany are recoverd paper. paperboard, steel, aluminum and plastic resins.

Raw matcrials arc PLlI'Cl’laS(fd from a numbcr Ol:OthSldC sourcces. Tl’lC

Company considers the supply and availability of raw materials to be

adequate to meet its needs.

Patents, Trademarks and Related Contracts - Most
inventions and product and process innovations are gencrated by

Sonoco's development and engincering staff, and arc important to the
Company’s internal growth. Patents have been granted on many
inventions created by Sonoco staff in the United States and other
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countrics. These patents are managed globally by a Sonoco intellectual
capital management team through the Company's subsidiary, Sonoco
Development, Inc. (SDI). SDI globally manages patents, trade secrets,
conﬁdentiality agreements and license agreements. Some patents have
been licensed to other manufacturers. Sonoco also licenses a few pat-
ents from outside companies and universitics. U.S. patents expire after
17 or 20 years, dcpcnding onthe patent issuc date. New patents
replace many of the abandoned or expired patents. A second
intelleceual capital subsidiary of Sonoco, SPC Resources, Inc., globally
manages Sonoco’s trademarks, service marks, copyrights and Internet
domain names. Most of Sonoco’s products arc marketed worldwide
under rademarks such as Sonoco®, Sonotube®, Safe-Top®, Sealed
Safe®, Duro® and Durox®. Sonoco’s registered Web domain names
such as wiww.sonoco.com and www.sonotube.com provide information
about Sonoco, its people and products. Trademarks and domain
names are licensed to outside companies where appropriate.

Seasonality - The Company’s opcrations are not seasonal to any
signiﬁcant dcgrcc, although the Consumer Packaging and Packaging
Services scgments normaily report sligh[ly highcr sales and operating
profits in the second half of the year, when compared to the first half

Working Capital Practices - The Company is not required to
carry any significant amounts oi-invcntory to meet customer require-
ments or to assurc itsclf continuous allorment of goods, nor does it
provide extended terms to customers.

Dependence on Customers - Onan aggregate basis, the five
largest cuscomers in the Tubes and Cores/Paper segment accounted
for approximately 7% of that segment’s sales and the five largest cus-
tomers in the Consumer Packaging segment accounted for approx-
imately 32% of thac segment’s sales. The dependence on a few
customers in the Packaging Services segment is more significant asthe
five largest customers in this segment accounted for approximately
68% of that segment’s sales.

Sales to Procter & Gamble, the Company's largest customer, repre-
sented approximately 12% of the Company’s consolidated revenues in
2008. In addition, this concentration of sales volume resulted in a
corrcsponding concentration of credit, representing approximatciy
12% of the Company's consolidated trade accounts reccivable at
December 31,2008. No other customer comprised more than 5% of
the Company’s consolidated revenues in 2008 or accounts receivable
at December 31, 2008.

Backlog -~ Most customer orders are manufactured with a lead
time of three weeks or less. Therefore, the amount of backlog orders ar
December 31,2008, was not material. The Company expects all back-
log orders ac December 31,2008, to be shipped during 2009.

Competition - The Company sells its products in highiy com-
petitive markets, which include paper, textile, film, food, chemical,
pharmaccurical, packaging, construction, and wire and cable. All of
these markets are influenced by the overall rate of economic activity
and their behavior is principa]iy driven by supply and demand. Because
we operate in highly competitive markets, we regularly bid for new and
continuing business. Losses and/or awards of business from our largest
customers, customer changes to alternative forms of packaging, and
the repricing of business, can have a significanc cffecton our operating
resules. The Company manufactures and sells many of its products
globally. The Company, having operated internationally since 1923,

considers its abiiity to serve its customers worldwide in a timciy and
consistent manncr a competitive advantagc. The Company also
believes that its tcchnological lcadcrship, reputation for qualiry and
vertical integration are competitive advantagc& Expansion of the
Company’s producr lines and giobai presence is driven by the rapidiy
changing needs of its Major customcrs, who demand high—quahty,
state-of-the-art, cnvironmcntally compatibic packaging, wherever thcy
choose to do business. [t is important to be alow-cost produccr in
order to compete cffcctivcly. The Company is constantiy focused on
productivity improvements and other cost-reduction initiatives utiliz-
ing the latest in technology.

Research and Development - Company-sponsored rescarch
and development expenses totaled approximately $15.9 million in
2008, $15.6 million in 2007, and $12.7 million in 2006. Customer-
sponsorcd rescarch and dcvc]opment expenses were not material in
any of these periods. Significant projects in Sonoco’s Tubes and
Cores/Paper segment during 2008 included cfforts to design and
dcvclop new products tor the construction industry and for the film
and tape industries. In addirion, cfforts were focused on enhancing
performance characteristics of the Company’s tubes and cores in the
textile, film and paper packaging arcas, as well as on projects aimed at
cnhancing productivity. During 2008, the Consumer Packaging
segment continued to invest in a broad range of cost-reduction proj-
ects, high—valuc flexible packaging cnhancements, rigid plastic contain-
crs [cchnoiogy and next-generation composite packaging.

Compliance with Environmental Laws - Information
rcgarding compiiancc with environmental laws is providcd inltem 7 -
Managcmcnt‘s Discussion and Analysis of Financial Condition and
Results of Operations under the caption “Risk Management,” andin
Note 15 to the Consolidated Financial Statements included in Irem 8
of this Annual Report on Form 10-K.

Number of Empioyees — Sonoco had approximately 17,500
employees worldwide as of December 31, 2008.

(D) FINANCIAL INFORMATION ABOUT GEQGRAPHIC AREAS -

Financial information about gcographic arcasis providcd in Notc
17 to the Consolidated Financial Seatements included in [tem 8 of this
Annual Reporton Form 10-K, and in the information about market
risk in Item 7 - Managcmcm:‘s Discussion and Anaiysis of Financial
Condition and Results of Operations under the caption “Risk
Management” of this Annual Report on Form 10-K.

(E) AVAILABLE INFORMATION -

The Company electronically files with the Securities and Exchange
Commission (SEC) its annual reports on Form 10-K, its quarterly
reports on Form IO-Qits pcriodic reports on Form 8-K, amendments
to those reports filed or furnished pursuant to Section 13(a) of the
Sccurities Exchange Actof 1934 (the *1934 Act), and proxy materials
pursuant to Section 14 of the 1934 Act. The SEC maincains a site on
the Internet, wuuw.sec,gov, that contains reports, proxy and information
statements, and other information regarding issucrs that file clectroni-
cally with the SEC. Sonoco also makes its filings available, free of
charge, through its Web site, wiww. sonoco.com , as soon as reasonably
practical after the clectronic filing of such material with the SEC.



EXECUTIVE OFFICERS OF THE REGISTRANT —

Position and Business Experience

Jor the Past Five Years

Nome Ape
Harris E. DeLoach, Jr. 64
Jim C. Bowen 58
Cynthia A. Hartley 60
Charles]. Hupfer 62
M. Jack Sanders 55
Eddic L. Smith 57
Charles L. Sullivan, Jr. 65

Chairman of the Board, President and Chief Executive Officer since 2005.
Previously President and Chief Executive Officer July 2000-April 2005; Chief
Operating Officer April-July 2000; Sr. Executive Vice President, Global
Industrial Products/ Paper/Molded Plastics 1999-2000; Executive Vice Presi-
dent, High Density Film, Industrial Container, Fibre Partitions, Protective
Packaging, Sonoco Crellin and Baker Reels 1996-1999. Joined Sonoco in 1985.
Sr. Vice President, Sonoco Recycling and Internal Supply since November
2008. Previously Sr. Vice President 2002-2008; Sr. Vice President, Global Paper
Operations 2000-2002; Vice President/General Manager - Paper 1997-2000.
Joined Sonocoin 1972.

Sr. Vice President, Human Resources since 2002. Previously Vice President,
Human Resources 1995-2002. Prior experience: Vice President, Human
Resources, Dames & Moore and National Gypsum Company. Joined Sonoco
in 1995.

Sr. Vice President and Chief Financial Officer since February 2009. Previously
St. Vice President, Chief Financial Officer and Corporate Sccretary 2005-2009;
Vice President, Chicf Financial Officer and Corporate Secretary 2002-2005;
Vice President, Treasurer and Corporate Secretary 1995-2002. Joined Sonoco
in 1975.

Executive Vice President, Industrial since February 2008. Previously Sr. Vice
President, Global Industrial Products 2006-2008; Vice President, Global
Industrial Products January 2006-October 2006; Vice President, Industrial
Products, N.A. 2001-2006; Division Vice President/General Manager, Pro-
tective Packaging 1998-2001. Joined Sonoco in 1987.

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

Executive Vice President, Consumer since 2005. Prcviousiy St. Vice President

2000-2005. Prior experience: chionai Director, Cargiii Asia/Pacific in 2000
and President, Cargill's Salt Division 1995-2000. Joined Sonoco in 2000.

ITEM TA. RISK FACTORS

RISK FACTORS RELATING TO SONOCO'S BUSINESS

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

Federal, state, provinciai, fbrcign and local environmental require-

ments, including the Comprehensive Environmental Response,
Compensation and Liability Act (CERCLA), and particularly those
relating to air and water quality, are significant factors in the Compa-
ny’s business and gcncraiiy increase its costs of operations. The Com-
pany may be found to have environmental liability for the costs of
rcmediating soil or water that is, or was, contaminated by the Com-
panyora third party at various sitcs thar are now, or were prcviousiy,
owned, used or opcratcd by the Company. chai proceedings may

result in the imposition of fines or penaitics, as well as mandated

remediation programs that require substantial, and in some instances,

unplanned capital expenditures.

The Company has incurred in the past, and may incur in the future,

fines, penalties and legal costs relating to environmental macters, and
costs relating to the damage of natural resources, lost property values

and toxic tort claims. The Company has made expenditures to comply

with environmental rcguiations and €Xpects to make additional
expenditures in the future. As of December 31, 2008, approximately
$70.5 million was reserved for environmental liabilities. Such reserves
arc established when it is considered probable that the Company has
some iiabiiity. In part because ncariy all of the Company’s potcntia.i
environmental liabilities are joint and scvcraiiy shared with others, the
Company’s maximum potcntiai iiabiiity cannot be rca.sonabiy esti-
mated. However, the Company’s actual iiabiiity in such cases may be
substantiaiiy highcr than the reserved amount. Additional chargcs
could be incurred due to Changcs in law, or the discovery of new
informarion, and those chargcs could have a material adverse effect on

operating results.

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

Domestic sales accounted for approximately 63% of the Compa-
ny's consolidated revenues. Even with the Company's diversification
across various markets and customers, due to the nature of the

FORM 10-K B SONOCO 2008 ANNUAL REPORT



Company’s products and services, gcncra| economic downturns can
havc an advcrsc impact on ti’l(f Company"s GCOI‘th I‘CSU]IS.

Conditions in foreign countries where the Company operates
may reduce earnings.

The Company has operations throughout Norch and South
America, Europe, Australia and Asia, wich facilitics in 35 countries. In
2008, approximatciy 37% of consolidated sales came from operations
and sales outside of the United States. Accordingly, economic con-
ditions, political situations, and changing laws and regulations in those
countries may adversely affect revenues and income.

Raw materials price increases may reduce net income.

Most of the raw materials the Company uses arc purchased from
third parties. Principal examples are recovered paper, steel, aluminum
and resin. Prices for these raw materials arc subject to substantial
fluctuations thar are bcyond the Company’s controland can advcrsciy
affect profitabilicy. Many of the Company’s long-term contracts with
customers permit limited price adjustmcnts to reflect increased raw
material costs. Aithough both contractual and non-contractual prices
may be increased in an effort to offset increases in raw materials costs,
such adjustmcnrs may not oceur quickly cnough, or be sufficient to
preventa matcriaily adverse effect on net income and cash flow.

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 activciy seck new acquisitions thar management believes will
providc mcaningfui opportunitics in the markets it serves. Acquircd
businesscs may not achieve the cxpcctcd levels of revenue, proiit or
productivity, or otherwise pcrform as Cxpcctcd.

Acquisitions also involve special risks, including, without limiration,
the potcntiai assumption of unanticipatcd liabilitics and contingencics,
and difficulties in integrating acquircd businesses. While management
believes that acquisitions will improve the Company's competitiveness
and proﬁtability, no assurance can be given that acquisitions will be
successful or accretive to earnings. If actual pcrformancc inan acquis-
ition falls signiiicantiy shortof the projectcd results, or the assessment
of the relevant facts and circumstances changes, it is possible that a
noncash impairment chargc of any related goodwiii would be rcquircd.

The Company has closed iiighcr-cost facilitics, sold non-core assets
and otherwise restructured opecrations in an cffort to improve cost
competitiveness and proiitabiiiry. Some of thesc activitics are ongoing,
and there is no guarantee that any such activities will achieve the
Company’s goais and not divert the attention ofmanagcmcnt or dis-
rupt the ordinary operations of the Company. Morcover, production
capacity, or the actual amount of products produccd, may be reduced
asa result of these acrivities.

Energy price increases may reduce net income.

The Company's manufacturing operations require the use of sub-
stantial amounts of electricity and natural gas, which may be subject to
significant price increases as the result of changes in overall supply and

demand. Encrgy usage is forecasted and monitored, and the Company
may, from time to time, use commodity futures or swaps in an accempt
to reduce the impact ofcncrgy pricc increascs. The Company cannot
guarantee success in these efforts, and could sutfer adverse effects to
net income and cash flow should the Company be unable to pass

iiigiicr Cncrgy COsts rhrough to its customers.

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

The Company has an aggregate projected benefic obligation for its
defined benefit plans in excess of $1.2 billion. The calculation of this
obligation is sensitive to the underlying discount rate assumption.
Reductions in the long-term yield of high-quality debt instruments
would result in a higher projected benefit obligation and higher net
periodic benefic cost. A higher projected benetit obligation may resule
ina change in funded status that significantly reduces shareholders’
cquity. The Company has total assets ofapproximatciy $0.8 billion
funding a portion of the projected benefic obligation. Decreases in fair
value of thesc assets may result in a higher net periodic benefic cost and
a changc in the funded status that signiﬁcantiy reduces shareholders’

equity.

The Company may not be able to develop new products
acceptable to the market.

FOr mally Offhc COl.npany,S buSinCSSCS, Organic growtil dCPCndS
mCaninng]ly onnew PrOdUCt dCVCi()Panf. lf new PrOdUCfS aCCCpt'
able to the Company's customers are not developed in a timely fash-

ion, growth potential may be hindered.

The Company may not be able 1o locate suilable acquisition
candidates.

It significanc acquisition candidates that meet the Company’s spe-
cific criteria are not located, the Company’s potcntiai for growth may
be restricred.

The Company, or its customers, may not be able to obtain
necessary credit or, if so, on reasonable terms.

The Company operatesa $500 million commercial paper program
supported by a five-year bank credic facility of an equal amount com-
mitced by a syndicate of lenders until May 2011, In the event that
recent disruprions in giobai credit markets were to become so severe
that the Company was unable to issuc commercial paper, it has the
contractual right to draw funds dircctly onthe undcriying bank credit
faciiity. The Company believes that the lenders continue to have the
abiiity to meet their obiigarions under the fhciiity. However, if these
obligations are not met, the Company may be forced ro seek more
costly or cumbersome forms of credit. Should such credic be
unavailable for an extended time, it would significancly affect the
Company's ability to operate its business and exccute its plans. In addi-
tion, the Company’s customers may experience liquidity problems as a
result of the ongoing credit-driven cconomic recession that could
negatively affect the Company's ability to collect receivables and main-
tain business relationships.



Foreign exchange rate fluctuations may reduce the
Company's earnings.

Asaresult of operating globally, the Company is exposed to
changes in foreign exchange rates. Generally, each of the Company's
iorcign operations both produccs and sellsinits respective local cur-
rency, iimiting the Company’s exposurc to forcign currency trans-
actions. The Company monitors its exposures and, from time to time,
may usc forward currency contracts to hedge certain forecasted cur-
rency transactions or forcign currency denominated assets and
liabilities. In addition to potential transaction losses, the Company’s
reported resules of operations and financial position could be neg-
ativeiy affected by cxchangc rates when the activities and balances of its
foreign operations are translated into U.S. dollars for tinancial report-

Ing purposcs.

ITEM 1B. UNRESOLVED STAFF COMMENTS
There are no unresolved written comments from the SEC staff

rcgarding [l'lC COmPaIl)”S PL’l’iOdiC or current 1934 Act GCOrfSi

ITEM 2. PROPERTIES

The Company’s corporate offices are owned and opcrarcd in
Hartsville, South Carolina. There are 101 owned and 70 leased facili-
ties used by operations in the Tubes and Corcs/l)apcr segment, 27
owned and 34 leased facilities used by operations in the Consumer
Packaging segment, three owned and 17 leased facilities used by oper-
ations in the Packaging Services segment, and 18 owned and 32 lcased
facilities used by all other operations. Europc, the most significant for-
cign gcographic region in which the Company operates, has 55 manu-

facturing locations.
2

ITEM 3. LEGAL PROCEEDINGS

The Company has been named as a potentially responsible party
(PRP) at several environmentally contaminated sites not owned by the
Company. All of the sites are also the rcsponsibiliry of other partics.
The Company's liability. if any, is shared with such other parties, but
the Company's share has not been finally determined in most cases. In
some cases, the Company has cost-sharing agreements with other
PRPs with respectto a particular site. Such agreements relate to the
sharing of legal detense costs or cleanup costs, or both. The Company
has assumed, for purposes of estimating amounts to be accrued, thar
the other parties to such cost—si’iaring agreements will pcrform as
agreed. [t appears that final resolution of some of the sites is years away,
and actual costs to be incurred for these environmental mateers in
tuture pcriods is iikciy €O vary from current estimates because of the
inherent uncerraintics in cvaiuating environmental exposures. Accord-
ingly, the ultimae cost to the Company with respect to such sites
cannot be determined. As of December 31,2008 and 2007, the
Company had accrued $70.5 million and $31.1 million, rcspcctivciy,
related to environmental contingencies. The Company periodically
reevaluates the assumptions used in determining the appropriate
reserves for environmental matters as additional information becomes
available and, when warranted, makes appropriate adjustments.

Fox River

The Company belicves the issues regarding the Fox River, which
arc discussed in some detail below, currently represent the Company's
greatest loss cxposure for environmental liability, The Company also
believes that all of ics exposurc to such iiabiiiry for the Fox River is
contained within its wholly owned subsidiary, U.S. Paper Mills Corp.
(US.Mills). Accordingly, regardless of the amounc of liability thar U.S.
Mills may ultimately bear, Sonoco Products Company believes its
maximum additional pre-tax loss for Fox River issues will essentially be
limited to its investment in U.S. Mills, the book value of which was
approximately $78 million at December 31, 2008.

The extent of US. Mills' potential liability remains subject to many
uncertaintics and the Company periodically reevaluates U.S. Mills
potential liability and the appropriate reserves based on information
available to it. U.S. Mills’ eventual liability, which may be paid out over
several years, will depend on a number of factors. In general, the most
significant factors include: (1) the total remediation costs for the sices
for which U.S. Mills is found to have liability and the share of such
costs U.S. Mills is required o bear; (2) the toral natural resource
damages for such sites and the share of such costs U.S. Mills is required
to bear,and (3) US. Mills' costs to defend itself in this mateer.

U.S. Mills was officially notificd by governmcntai entities in 2003
that it, togcthcr with a number of other companics, had been identi-
fied asa PRP for environmental claims under CERCLA and other
statutes, arising out of the presence ofpolyciiiorinatcd biphcnyis
(PCBs) in sediments in the lower Fox River and in the bay of Green
Bay in Wisconsin. U.S. Mills was named as a PRP because scrap paper
purchased by U.S. Mills as a raw material for its paper making processes
morc than 30 years ago allegedly included carbonless copy paper that
contained PCBs, some of which were included in wastewater from
US. Mill manufacturing processcs that was disciiargcd into the Fox
River. The Company acquircd the stock of U.S. Mills in 2001, and the
aiiegcd contamination prcdatcs the acquisition. Aithough Sonoco was
also notified that it wasa PRP, its only involvementis asa subscquent
shareholder of U.S. Mills. As such, the Company has responded thar it
has no scparate responsibility apart from U.S. Mills.

The governmcntai entities making such claims against U S. Mills
and the other PRPs have been coordinating their actions, inciuding the
assertion of claims against the PRPs. Additionally, cerrain claimants
have notificd U.S. Mills and the other PRPs of their intent to com-
mence a natural resource damage (NRD) lawsuit, but no such actions
have been institured.

A review of the circumstances icading to U.S. Mills bcing named a
PRP and the current status of the remediation effort is set forch below.
In July 2003, the U.S. Environmental Protection Agency (EPA)

and Wisconsin Deparement of Natural Resources (WDNR) issued
their final cleanup plan (known as a Record of Decision, or ROD) fora
portion 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 located. In two portions of the lower part of the Fox

River covered by the ROD - Operable Units (OUs) 3and 4 - the
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Governments sclected large-scale dredging as the cleanup approach.
QU 3is the section of the Fox River running downstream from Little
Rapids to the De Pere dam, and OU 4 runs from the De Pere dam
downstream to the mouth of the Fox River ac Green Bay. U.S. Mills'
De Pere plant is just below the De Pere dam and, prior to 1972, dis-
charged wastewater into the river downstream of the dam in OU 4. In
the ROD, the Governments estimated that approximately 6.5 million
cubic yards of sediment would be removed from OUs 3and 4 at an
cstimated cost of approximartcly $284 million (approximatcly $26.5
million for OU 3 and approximatcly $257.5 million for OU 4). The
Governments also identified “capping” the riverbed with appropriate
materials as a “contingent remedy” to be evaluated during the remedial
design process. For Green Bay (OU 5), the Governments selected
monitored natural atcenuation as the cleanup approach at an estimated
cost of approximately $40 million. The Governments also indicated
that some limited dredging near the mouth of the river might be
rcquircd, which would ultimatcly be determined during the dcsign
stage of the project. Earlier, in January 2003, the Governments had
issucd their ROD for the upper portions of the Fox River - OUs 1
and 2. Combining the then current cost estimates from both RODs, it
appeared that the Governments expected the selected remedies for all
five OUs to cost approximately $400 million, exclusive of con-
tingencics. In March 2004, NCR Corporation (NCR) and Georgia-
Pacific Corporation (G-P) entered into an Administrative Order on
Consent (AOC) with the Governments to perform engineering
design work for the cleanup of OUs 2 - 5.

In the course of the ongoing design work, additional sampling and
dara analysis identitied elevated levels of PCBs in cerain arcas of OU 4
near the U.S. Mills' De Pere plant (the OU 4 hotspor). In November
2005, the Governments notificd U.S. Mills and NCR that they would
be required to design and undertake a removal action that would
involve drcdging, dewatering and disposing of the PCB-contaminated
- sediments from the OU 4 hotspot. In furtherance of this norification,
on April 12, 2006, the United States and the State of Wisconsin sued
NCR and US. Mills in the U. S. District Court for the Eastern District
of Wisconsin in Milwaukee (Civil Action No. 06-C-0484). NCR and
US. Mills agrced to a Consent Decree with the United States and the
State of Wisconsin pursuant to which the site is to be cleaned up onan
expedited basis and NCR and U.S. Mills started removing con-
taminated sediment in May 2007. Although the defendants specifi-
ca“y did not admit 1iability for the a“cgations of the complaint, thcy are
bound by the terms of the Consent Decree.

NCRand U.S. Mills reached agreement between themselves that
cach would fund 50% of the costs of remediation of the OU 4 hotspor,
which the Company currently estimates to be between $28 million
and $41 million for the project as a whole. Project implementation
began in 2006, but most of the project costis expected to be incurred
by the end of 2008. Although the funding agreement does not
acknowlcdgc rcsponsibiliry or prevent cither party from sccking
reimbursement from any other parties (including cach other), the
Company has accrued a total of $17.7 million ($12.5 million in 2005
and $5.2 million in 2007), as its estimate of the portion of costs that
U.S. Mills expects to incur under the funding agreement. The actual
costs associated with cleanup of this particular site are dependent upon
many factors and it is reasonably possible that remediation costs could

be highcr than the current estimate of project costs. Moreover, US.
Millsand NCR arc in the carly stages of an arbitration proceeding with
a contractor who claims additional compensation.

At the time of the Company's acquisition of US.Mills in 2001,
U.S. Mills and the Company estimated U.S. Mills' liability for the Fox
River cleanup at a nominal amount based on Government reports and
conversations with the Governments about the anticipatcd limited
extent of U.S. Mills' responsibility, the belief, based on U.S. Mills” prior
asscrtions, that no significant amount of PCB-contaminated raw
matcrials had been used at the U.S. Mills plants, and the belief that any
PCB contamination in the Fox River, other than a de minimis amount,
was not caused by U.S. Mills. It appeared at that time that U.S. Mills
and the Governments would be able to resolve the matter and dismiss
U.S. Mills as a PRP for a nominal payment. Accordingly, no significanc
reserve was established at the time, However, the Governments sub-
sequently declined to enter into such a serdement. Nonetheless, U.S.
Mills continued to believe that ics liability exposure was very small
based on its continuing beliefs that no significant amount of
PCB-contaminated raw materials had been used at the U.S. Mills
plants and that any significant amount of PCB contamination in the
section of the Fox River located adjaccnt toits plant was not caused by
U.S. Mills.

In May/June 2005, U.S. Mills first learned of elevated levels of
PCBs (the OU 4 hotspot) in the Fox River adjacent to its De Pere
planc. U.S. Mills, while still not bclicving its De Pere plant was the
source of this contamination, entered into the consent decree to
remediate the OU 4 howspot as discussed above.

In June 2006, U.S. Mills first received the resules of tests it initiated
on the US. Mills property that suggest that the De Pere plant may
have procc%cd as part of its furnish more than the de minimis amounts
of PCB-contaminated paper reflected in the records available to the
Company. This information scemed to contradict the Company’s
previous understanding of the history of the De Pere plant. Based on
these most recent findings, itis possible that U.S. Mills might be
rcsponsible fora largcr portion of the remediation than prcviously
anticipated. The total estimated cost sct forth in the ROD for
remediation of OU 4 was approximatcly $257.5 million and the esti-
mated cost of monitoring OU S was approximately $40 million (a
2007 amendment to the ROD estimated the cost of OUs 2 -5 at
$390 million). Therc arc two alleged PRPs located in OU 4 (of which
the smaller is the planc owned by U.S. Mills). It is possible thac U.S.
Mills and the owners of the other plant, together with NCR, the
original generator of the carbonless copy paper, could be required to
bear a majority of the remediation costs of OU 4, and share with other
PRPs the cost of monitoring OU 5. U.S. Mills has discussed possible
remediation scenarios with other PRPs who have indicated that they
expect U.S. Mills to bear an unspecified but meaningful share of the
costs of OU 4and QU 5.

In February 2007, the EPA and WDNR issued a general notice of
potential liability under CERCLA and a request to participate in
remedial action implementation negotiations relating to OUs 2 - 5 to
cight PRPs, including U.S. Mills. The notice requested that the PRPs
indicate their willingness to participate in negotiations concerning,
performance of the remaining elements of the remedial action for
OUs 2 - 5 and the resolution of the government entities’ claims for



unreimbursed costs and natural resource damagcs. On April 9.2007,
U.S. Mills, in conjunction with other PRPs, presented to the EPA and
the WDNR a proposed schedule to mediate the allocation issues
among cight PRPs, including U.S. Mills. l\lonbindin;:,Y mediation
bcgan in May 2007 and continued as bilateral/multilaceral negotia-
tions until mid 2008. To date, no agreement among the parties has
occurred. On June 12,2008, NCR and Appleton Papers, Inc. as plain-
tiffs, commenced suit in the United States District Court for the East-
ern District of Wisconsin (No. 08-CV-0016-WCG) against U.S.
Mills, as onc of a number ot detendans, secking a declararory judg-
ment allocating among all the partics the costs and damages associated
with the pollution and cleanup of the Lower Fox River. The suit also
sccks damages from the defendanes for amounts already spent by the
plaintiffs, including natural resource damages, and future amounts to
be spent by all parties with regard to the pollution and cleanup of the
Lower Fox River. The court has initially limited discovery to
information regarding when cach party knew, or should have known,
that recycling NCR-brand carbonless paper would result in the dis-
charge of PCBs to a water body and what action, if any, cach party took
to avoid the risk of further contaminarion. The court has set a trial date
for those issues only for December 1,2009. U.S. Mills plans to vigo-
rously defend che suit.

On November 13,2007, the EPA issucd a unilateral Admin-
istrative Order for Remedial Action pursuant to Scction 106 of
CERCLA. The order requires U.S. Mills and the seven other
respondents to jointly take various actions to cleanup OUs 2 - 5. The
order establishes two phases of work. The first phasc consists of plan-
ning and design work as well as preparation for dredging and other
remediation work and was initially rcquircd to be completcd by
December 31,2008, The second phase consists primarily ofdrcdging
and disposing of contaminated sediments and the capping ol;drcdgcd
and less contaminated areas of the river bottom. The sccond phasc is
rcquircd to bcgin in 2009 when weather conditions permit and is
expected to continue for several years. The order also provides fora
$32.500 per day pcnalty tor failure by arespondent to comply with its
terms as well as exposing a non-complying respondent to potential
treble damages. Although U.S. Mills has reserved ies righi:s £O contest
liability for any portion of the work, it is cooperating with the other
respondents to comply with the first phasc of the order, although its
tinancial contribution will likcly be determined by the lawsuit com-
menced in June 2008,

As of December 31,2008, U.S. Mills had accrued a total of $60.8
million for potcntial liabilities associated with the remediation of OUs
2 - 5 (notincluding amounts accrued for remediation of the OU 4
hotspot). That amount represents the minimum of the range of prob-
able loss that can be reasonably estimated based on information avail-
able through the date of this report, At December 31,2007, the
accrual had been $20.0 million. In two separate actions during 2008,
U.S. Mills increased its estimate of the minimum amount ofpotcntial
loss it believes it is likely co incur for all Fox River related liabilities
(other than the OU 4 hotspot) from $20.0 million to $60.8 million.
Accordingly, U.S. Mills recognized additional pre-tax charges of $40.8
million in 2008 for such portential liabilities. Also during 2008, settle-
ments totaling $40.8 million were reached on certain of the insurance

policies covering the Fox River contamination. The recognition of
these insurance settlements cffcctivcly offset the IMpact to carnings of
the additional chargcs in 2008.

The actual costs associated with cleanup of the Fox River site are
dependent upon many factors and it is reasonably possible that total
remediation costs could be highcr than the current estimates ol-proj—
cct costs which range from $390 million to more than $600 million for
OUs2 - 5.Some, orall, of any costs incurred by U.S. Mills may be
subject to recoupment from other partics, but no amounts have been
recognized in the financial statements of the Company for any such
potential recoveries. Given the ongoing remedial design work being
conducted, and the initial stages of remediation, it is possiblc there
could be some additional changes to some clements of the reserve
within the next year or thereafter, alchough that is difficult to predice.

Similarly, U.S. Mills does not have a basis for estimating the possible
cost of any natural resource damage claims against it. Accordingly,
reserves have not been providcd for this potcntial liability. However, for
the entire river remediation project, the lowest estimate in the Gov-
crnments 2000 report on natural resource damagcs was $176 million.

In addition to its potential liability for OUs 4 and 5, U.S. Mills may
have a contingent liability to Menasha Corporation to indcmnil'y it for
any amount forwhich it may be held liable in excess of insurance
coverage tor any environmental liabilicics ofa planton OU 1 that U.S.
Mills purchascd from Menasha. Due to the uncertainty of Menasha’s
liability and the extent of the insurance coverage as well as any defenses
that may be asserted to any such claim, U.S. Mills has not established a
reserve for this contingency.

Although the Company lacks a reasonable basis for idcntifying any
amount within the range of possil)lc loss as a better estimare than any
other amount, as has previously been disclosed, the upper end of the
range may exceed the net worth of U.S. Mills. However, because the
dischargcs of hazardous materials into the environment occurred
before the Company acquired U.S. Mills,and U.S. Mills has been
operated as a separate subsidiary of the Company, the Company does
not believe that it bears financial rcsponsibility for these lcgacy
cnvironmental liabilities of U.S. Mills. Therefore, the Company con-
tinues to believe that the maximum additional exposure ro its con-
solidated financial position is limited to the equity position of US.

Mills, which was approximatcly $78 million at December 31, 2008.

Other Legal Matters

OnJuly7,2008, the Company was served with a complaint filed in
the United States District Court for South Carolina by the Ciry of
Ann Arbor Employces’ Retirement System, individually and on behalf
of others similarly situated. The suit purports to be a class action on
behalf of those who purchased the Company’s common stock
between Fcbruary 7,2007 and Scptcmbcr 18,2007, except officers and
dircctors of the Company. The complaint alleges that the Company
issued press releascs and made public stacements during the class
period that were materially false and misleading because the Company
allegedly had no reasonable basis for the earnings projections con-
tained in the press relcases and statements, and thar such information
caused the market price of the Company's common stock to be artifi-
cially inflaced. The Complaint also names certain Company officers as
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detendants and secks an unspecified amount of damages plus interest
and atcorncys fees. The Company believes that the claims are without
merit and intends to vigorously defend itsclfagainst the suit.

Additional information rcgarding lega] procccdings is providcd in
Note 15 to the Consolidated Financial Statements of this Annual
Report on Form 10-K,

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY
HOLDERS

Not applicablc.



PARTII

ITEM 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 symbol "SON.” As of December 31,2008,
there were approximately 42,000 sharcholder accounts. Information
required by Irem 201(d) of Regulation $-K can be found in Part 111,
Item 12 of this Annual Report on Form 10-K. The following table
indicates the high and low sales prices of the Company’s common
stock for each full quarterly period within the last two years as reported
on the New York Stock Exchange, as well as cash dividends declared
per common share:

Hi (f/ ) Low Cash Dividends

2008

First Quarter $3348 $2597 $.26
Second Quarter $3485 $2820 $27
Third Quarter $3581  $29.58 $27
Fourth Quarter $31.04 $19.84 $.27
2007

First Quarter $3890 $36.19 $24
Second Quarter $4491 $38.10 $.26
Third Quarter $4475  $29.65 $.26
Fourth Quarter $3476  $2845 $.26

The Company did not make any unregistered sales of its securities
during 2008, and did not purchase any of its securities during the
fourth quarter of 2008.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth the Compzmy’s selected consolidated financial information for the past five years. The information prcscntcd
below should be read togcthcr with Mamgcmcnt’s Discussion and Analysis of Financial Condition and Resules of Operations included in Ieem 7
of this Annual Report on Form 10-K and the Company’s historical Consolidated Financial Statements and the Notes thereto included in Ttem 8
of this Annual Report on Form 10-K. The selected statement of income data and balance sheet data are derived from the Company’s Con-
solidated Financial Statements.

Years ended December 31

(Dollars and shares in thousands except pw:sfwz'//dld ) 2008 2007 2006 2005 2004
Operating Results

Netsales $4,122,385 $4039992  $3656.839 $3,528574 $3,155433
Cost of sales and operating expenses 3,772,751 3695917 3310751 3232590 2897046
Restructuring/ Assetimpairment charges 100,061 36,191 25970 21237 18,982
Interest expense 53,401 61,440 51,952 51,559 47,463
Interest income (6,204) (9,182) (6.642) (7.938) (5.400)
Income before income taxes 202,376 255,626 274808 231,126 197.342
Provision for income taxcs 54,797 55,186 93,329 84,174 58,858
Equity in earnings of affiliates/minority interest, net of rax (17,029) (13,716) (13,602) (14.925) (12.745)
Netincome S 164,608 $ 214156 $ 195081 $ 161877 $ 151229

Per common share

Net income available to common sharcholders:

Basic $ 1.64 $ 213 % 195 $ 1.63 $ 1.54
Diluted 1.63 2.10 1.92 161 153
Cash dividends 1.07 1.02 095 091 0.87
Weighted average common shares outstanding;
Basic 100,321 100,632 100,073 99.336 98,018
Diluced 100,986 101,875 101,534 100418 98.947
Actual common shares outstanding at December 31 99,732 99431 100,550 99,988 98,500
Financial Position’
Networking capital $ 231,794 $ 269598 $ 282974 $ 265014 $ 282226
Property, plant and cquipment, net 973,442 1105342  10195% 943951 1,007,295
Total asscrs 3,086,466 3340243 2916678 2981740 3,041,319
Long-term debr 656,847 804,339 712,089 657,075 813,207
Total debt 689,825 849,538 763992 781,605 906,961
Sharcholders equity 1,162,975 1441537 1219068 1263314 1,152,879
Current ratio 1.3 1.4 1.4 1.4 1.4
Total debr to total capital! 37.2% 37.1% 38.5% 382% 44.0%

I Calculated as Total Debe divided by the sum of Total Debtand Sharcholders’ Equity.



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF QPERATIONS
GENERAL OVERVIEW

Sonoco is aleading manutacturer of consumer and industrial pack-
aging productsand provider ofpackaging services with 327 locations
in 35 countrics. The Company's operations arc organized and reported
in three segments, Consumer Packaging, Tubes and Cores/ Paperand
Packaging Services, while a number of smaller businesses are discussed
as All Other Sonoco. Generally, the Company serves two broad
end-use markets: consumer and industrial. Consumer and industrial
sales are splic approximarely 54% and 46%, respectively. Geographically,
approximately 63% of sales are generated in the United States, 19% in
Europe, 9% in Canada and 9% in other regions.

The Company is a market-share leader in many of its product lines,
particularly in tubes, cores and composite 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 directly to durable goods, such as appli-
ances, and construction. As a result, our businesses that supply and/or
service consumer product companies tend to be, on a relative basis,
more recession resistant than those that service industrial markets.

Dcspitc the ongoing global economic recession and credit crisis,
conditions in consumer markets have been relatively stable over the
past several years, thougb deterioration in the Company’s domestic
textile and paper markets has ncgativciy impactcd the Company’s
industrial businesses. Many of our businesses operate in industries
where excess marginal capacity works to restrain the pricing abiliry of
all marker participants. This condition can be magnificd by a slowdown

in [i‘l€ ovcrail cconomy.

Strategy and Opportunities

Financially, the Company’s objcctivc is to deliver average annual
doublc-digit total recurns to shareholders over time. To meet that
target, the Company tocuses on three major areas: driving prolitablc
sales growth, improving margins, and lcvcraging the Company’s strong
cash flow and financial position, Opcrationally, the Company’s goal is
to be the low-cost global leader in customcr—prclérrcd packaging sol-
utions within targeted customer market segments.

In December 2007, the Company shared its fivc-ycar pian to grow
revenue, improve margins and more cffcctivcly utilize assets. The five-
year plan continues the Company’s recent focus on growing its
consumer-related business faster than the industrial-related business,
with the goal of'transitioning the Company's overall mix of business to
approximatcly 60% consumer and 40% industrial by 2012.

The Company’s primary growth drivers are incrcasing organic
sales, gcographic expansion, strategic acquisitions and providing total
packaging solutions for customers. Over the next five years, revenue
growth is cxpcctcd to be cqua.lly split between organic growtli and
acquisitions. Some of the organic growth is expected to occur in the
form of new products. The five-year plan targets average annual sales
from new products (those on the market for two years or less) at $100
million to $150 million. Sales from new products were $136 million in
2008, $100 million in 2007, and $111 million in 2006.

Managcmcnt believes the Company's financial position and strong
cash flow providc acompetitive advantagc in the current recessionary
environment as the ability of some competitors to reliably meet cus-
tomer needs is threatened by liquidity constraints and profitability
concerns.

The Company’s plan to improve margins focuses on lcvcraging
tixed costs, improving productivity, maintaining a positive pricc/ cost
rclationsiiip (raising sclling price at least cnougb to recover inflation of
material, cnergy and frcigl‘it costs),and improving undcrpcrl'orming

operations.

RESULTS OF OPERATIONS
2008 Overview

Despite its many challenges, 2008 saw the Company’s sales reach a
record $4.12 billion, up 2% from 2007. Netincome was $164.6 million
compared to $214.2 million for 2007. Raw material and energy costs
rose dramatically in the first half of 2008 and, in the second half, the
global recession, intensified by the onset of the credit crisis, led to a
steep reversal in those same costsand a sharp decline in sales volume. In
the end, overall volumes were down for the year and increased selling
prices were more than offset by l‘lighCl‘ average costs. Productivity gains
were strong, but fell shore of recent levels due to the inefficiencies
associated with lower capacity utilization.

The weakened economy affected the Company’s industrial relared
businesses more than its consumer businesses. Volume declines in the
Tubes and Cores/ Paper segment resulted in segment sales being down
$37 million from the prior year. In the Consumer Packaging segment,
where volume declines have been more modest, price increases and
acquisitions led to an increase in sales of $132 million. Ycar-to-ycar
sales in the Packaging Services segment were csscntially flat, and lower
volume in the businesses comprising All Other Sonoco resulted in
reduced sales of $11 million.

Overall gross profic margin declined to 17.6% compared to 18.7%
in 2007 and 19.3%in 2006. The scquential declines track the decayin
the overall economy, bcginning in 2007 with the drop offin liousing
sales and construction and sprcading more broadly in 2008, and the
soaring increase in commodity costs from mid-2007 througli
mid-2008. As noted above, declines in volume and the Company’s
inability to consistcntly adjust sclling prices as quickly and ro the same
degree as the rise in costs have pressured margins throughout this
period. In December 2008, the Company announced and substantially
exceuted a realignment of manufacturing capacity to morc closely
match markert conditions and to establish an affordable fixed cost
structure that is cxpcctcd to aid margins going forward.

Net income for 2008 was ncgativcly impacted by largcly noncash
restructuring and rcstructuring—rclatcd assctimpairment chargcs total-
ing $30.8 million, net of tax, and a noncash financial asset impairment
charge of $31.0 million, net of tax. Net income in 2007 included sim-
ilar restructuring charges totaling $25.3 million, net of tax, and an
increase in environmental reserves of $14.8 million, net of tax, relaced
to asubsidiary’s paper operations in Wisconsin. Net income in 2007
benefited from a lower effective tax rate primarily due to the release of
tax reserves and forcign tax rarte reductions.
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Due primarily to the investment losses incurred on its benefic plan
assets during 2008, the aggregate unfunded position of the Company’s
various benetit plans increased by $318 million. While the changc in
the funded status of the plans did not impact 2008 earnings, it did
result in a reduction to shareholders’ equity of approximately $200
million, net of tax.

The Company gcncratcd $379 million in cash from operations
during 2008, which was used to tund capital expenditures, pay down
debr, and return value to shareholders through increased dividends.
Cash on hand increased more than $30 million during the year ended
December 31,2008. The Company believes chat cash on hand, cash
generated from operations, and the available borrowing capacity under
its commercial paper program provide adequate liquidicy to fund
operations, mect its financial obligations and pursuc its strategic
objectives.

0UTLOOK

The Company expects that it will be able to hold, and in some
cascs cxpand, market share across its businesses in 2009. Volumes will
largcly dcpcnd on the direction of the cconomy, which is very
uncertain at this time. Changcs in raw marerial and cnergy Costs are
cxpcctcd to be less volatile chan in 2008 and move in line with changcs
in the economy, for the most part allowing the Company to more
effectively manage the price/cost relationship.

The Company is bracing itself for the economic weakness experi-
enced in late 2008 to continue well into 2009. Under these conditions,
most of our businesses would likely see annual sales volumes well below
2008 levels. However, l)arring any substantial worsening of the
cconomy, new products and customers in rigid containers arc
expected to benefit sales and profits in Consumer Packaging, The
Company also expects that productivity improvements, recent
restructuring actions and other cost control measures will aid 2009
resules and leave the Company well positioned for an eventual
economic turnaround.

Reduced nominal returns due to lower asset levels, togctlicr with
the amortization of losses on plan assets, will result in a year-over-ycar
increase in pension and postretirement benefic plan expenses of
approximatcly $59 million in 2009. Cash contributions to thesc plans
in 2009 arc cxpcctcd to total approximatcly $20 million.

The consolidated effective tax rate, which was 27.1% in 2008, is
cxpcctcd to be approximatcly 32% in 2009.

As discussed below under “Critical Accounting Policies and
Estimates,” should certain of the Company’s businesses fail to perform
up to expectations, the outlook for those businesses deteriorate, or
other circumstances or assumptions adversely change, goodwill

impairment chargcs may be rccognizcd.

RESTRUCTURING CHARGES, UNUSUAL ITEMS AND OTHER
ACTIVITIES
Restructuring/Asset Impairment Charges

During 2008, the Company recognized restructuring and
restructuring-related assct impairment charges rotaling $57.4 million
($34.9 million after tax). These charges were comprised of severance
and termination benefits of $24.2 million, asset impairment charges of
$20.6 million, and other exit costs of $12.6 million. The charges

resulted from a number of plant closures, some of which were initiated
in 2007, as well as the permanent climination of an additional 125 sal-
aried positions. Plant closures which gave rise to signiﬁcant costs in
2008 include the following: three rigid packaging plants in the United
States; three paper mills, one cach in the United States, Canada and
China; a specialty paper machine in the United States; a metal ends
plant in Brazil; and three tube and core plants, one cach in Canada,
Spain and China. Assct impairment cliargcs related primarily to the
closures of the metal ends plant in Brazil, the rigid packaging plants in
the United States, the paper mills in the United States and Canada, and
the tube and cores plant in Spain. Impairment charges of $3.2 million
were also recognized on other continuing long-lived asscts. Impaired
asscts were written down to the lower of carrying amounc or fair value,
less estimated costs to sell, if applicable. Other exit costs consist of
building leasc termination charges and other miscellancous costs
related to plant closings as well as pension curtailment and settlement
costs related to defined benefit pension plans at certain closed facilicies
in Canada.

Also in 2008, the Company recorded a noncash financial asset
impairment charge of $42.7 million ($31.0 million after tax). This
cliargc resulted from writing off two financial instruments, a prcfcrrcd
equity interest and a subordinated note receivable, which had been
obtained in the Company's 2003 sale of its High Density Film busi-
ness. The Company’s year-cnd 2007 financial review of the buyer
indicated that collcctibiliry was probablci Accordingly, the instruments
were included in “Other Assets” in the Company's Consolidated Bal-
ance Sheets at December 31,2007, However, based on updated
informarion providcd by the buycr late in the firse quarter 0f2008, the
Company concluded that neicher the collection of its subordinated
note receivable nor rcdcmption ofits prcfcrrcd cquity interest was
probable, and that their value was likely zero. Accordingly, the Com-
pany rccognizcd an asset impairment chargc for the full carrying
amount of the instruments in the first quarter 0t 2008. The buyer
subscqucntly filed a petition for reliet under Chapeer 11 with the
United States Bankruprey Court for the District of Delaware that
included a plan of reorganization, which was approved by the court
June 26,2008. As part of the plan of reorganization, the Company's
prcfcrrcd cquity interest and its subordinated note receivable were
extinguished.

During 2007, the Company rccognizcd restructuring and assct
impairment charges totaling $36.2 million ($25.4 million after rax).
These chargcs resulted prim;irily from closing the following7 facilities: a
metal ends plant in Brazil; two rigid packaging plants, one in the
United States and one in Germany; rigid packaging production lines in
the United Kingdom; WO paper mills, one in China and one in
France; three tube and core plants, one in the United States and ewo in
Canada; two molded plastics plants, one-in the United States and one
in Turl\'cy; anda point-of—purchasc display manufacturing plant in the
United States. Five of these closures were not part of a formal
restructuring plani The remaining, closures were part of restructuring
plans announced in 2006 and 2003. The charges were comprised of
severance and termination benefits of $11.9 million, other exit costs of
$7.6 million, and asset impairment chargcs of $16.7 million. Other exit
costs consist of building lease termination charges and other miscella-
neous costs related to closing these facilities. Assctimpairment charges



related primarily to the closures of the metal ends plant in Brazil and
the rigid packaging plant in the United States. Impaircd assets were
written down to the lower of carrying amount or fair value, less esti-
mated costs to sell, if applicablc

During 2006, pursuant to restructuring plans announced in 2006
and 2003, the Company rccognizcd restructuring and asset impair-
ment charges totaling $26.0 million ($21.3 million after tax). These
chargcs resulted primarily from the following plant closures: a paper
mill in France; four tube and core plants, three in the United States and
one in Canada; two flexible packaging operations, onc in the United
States and one in Canada; a wooden recls facility in the United States:
and amolded plastics operation in the United States. In addition, the
charges reflect the impact of downsizing actions primarily in the
Company's European tubes and cores/paper operations. These
charges were comprised of severance and termination benefics of $11.8
million, other exit costs of $6.4 million, and asset impairment charges
of $7.8 million. Other exit costs consist of_building lcase termination
chargcs and other miscellaneous costs related to closing these facilities.
Assct impairment charges related primarily to the closure of the paper
mill in France. Impaired assets were written down to the lower of carry-
ing amount or fair value, less estimated costs to sell, if applicablc‘

The Company also recorded noncash, after-tax income in the
amount of $4.1 million in 2008, $0.1 million in 2007 and $0.4 million in
2006 to reflect minority sharcholders’ portions ofircstructuring costs
that were charged to expense. This income is included in “Equity in
earnings of affiliates/ minority interest in subsidiaries, net of tax” in the
Company's Consolidated Statements of Income.

The Company expects to recognize future additional restructuring
costs of.approximatcly $11 million associated with prcviously
announced restructuring actions. The Company believes the majority

of these chargcs will be incurred and paid by the end of 2009.

Acquisitions/Joint Veniures

The Company complctcd two acquisitions during 2008 atan
aggregate Cost of $5.5 million in cash. These acquisitions consisted of
Amtex Packaging, Inc.,a packaging fulfillment company included in
the Packaging Services segment, and VoidForm International Led., a
Canada-based construction tube business included in the Tubes and
Cores/Paper segment. The acquisition of these businesses is expected
to generate annual sales of approximately $6 million. The Company
has accounted for these acquisitions as purchascs and, accordingly, has
included their results of‘opcrations in consolidated netincome from
the respective dates of acquisition. Pro forma resules have not been
provided, as the acquisitions were not material to the Company's
financial statements, individuaﬂy orin the aggregate.

The Company completed four acquisitions during 2007, and
purchascd the rcmaining 51.1% interest in a small joint venture in
Europe, at an aggregate cost of $236.3 million, all of which was paid in
cash. Acquisitions made in the Consumer Packaging segment
included Matrix Packaging, Inc.,a leading manufacturer of custom-
designed blow molded rigid plastic containers and injection molded
products with operations in the United States and Canada, and the
fiber and plastic container business of Caraustar Industries, Inc. Addi-
tional acquisitions in 2007 consisted of a small tube and core business

in Mexico, which is included in the Tubes and Corcs/Papcr segment,
and a small protective packaging business in the United States, which is
included in All Other Sonoco. The Company also purchased the
remaining 51.1% interest in AT-Spiral OY, a European tubes and cores
jointventure. Annual sales from these acquisitions are cxpcctcd to
total approximatcly $200 million. As these acquisitions were not mate-
rial to the Company’s financial statements, individually or in the
aggregate, pro forma results have not been provided.

The Company completed six acquisitions during 2006, and pur-
chased the remaining 35.5% minority interest of its Sonoco-Alcore
Sarl jointventure, at an aggregate cost of $227.3 million, all of which
was paid in cash. Annual sales from these acquisitions, cxcluding the
joint venture interest, are expected to total $130 million. The Com-
pany had prcvious]y consolidated the joint venture, which was included
in the Tubes and Cores/Paper segment, so no additional sales were
reported as aresult of the purchase of the remaining interest.

Other Special Charges, Income ltems and Contingencies

In two separate actions during 2008, U.S. Paper Mills Corp. (U.S.
Mills), a wholly owned subsidiary of the Company, rccognizcd addi-
tional pre-tax charges of $40.8 million as the Company increased its
estimate of the minimum amount ofpotential loss it believes U.S.
Mills is likcly to incur for all Fox River related environmental liabilities.
Also during 2008, settlements totaling $40.8 million were reached on
certain of the insurance policies covering the Fox River contamination.
The recognition of these insurance settlements offset the Impact to
earnings of the additional chargcs in 2008.

In 2007, U.S. Mills recorded charges totaling $25.2 million ($14.8
million after tax) in association with environmental remediation
liabilities for various sites in the lower Fox River in Wisconsin. In 2005,
US. Mills recorded a $12.5 million charge (87.6 million after tax)
related to one of the sites. The charges are included in “Selling, general
and administrative expenses” in the Company’s Consolidated State-
ments of Income.

The 2005 charge and $5.2 million of the 2007 charge related o a
particular sitc on the lower Fox River in which remediation of
PCB-contaminated sediments has alrcady bcgun. The total charge of
$17.7 million represents the Company’s best estimate of whar icis
likely to pay to complete the project; however, the actual costs asso-
ciated with remediation of this particular sitc are dcpcndcnt upon
many factors, and it is possible that actual costs could exceed current
estimates. The Company acquircd U.S. Millsin 2001, and the ideni-
fied contamination predates the acquisition. Some or all of any costs
incurred may be recoverable from third parties; however, there can be
no assurance that such claims for recovery will be successtul. Accord-
ingly, no amounts have been rccognizcd in the financial statements for
such recovery.

In February 2007, U.S. Mills and seven other potentially responsible
partics received a gcncral notice of potcntial Iiability under the Com-
prehensive Environmental Response, Compensation, and Liability Act
from the Environmental Protection Agency (EPA) and the Wiscon-
sin Department of Natural Resources relating to a stretch of the lower
Fox River, including the bay ac Green Bay. The contamination referred
to in this notice covers a vastly larger area than the
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site referred to in the paragraph above. N On-binding mediation among
some of the potcntially rcsponsib]c parties bcgan in May 2007 and
continued as bilateral/multilaceral negotiations until mid 2008. To
date, no agreement among the partics has occurred, bu the parties are
now involved in litigation to determine their relative rcsponsibility for
the costs of remediation. Although U.S. Mills” ultimate share of the
liability could conccivably exceed its net worth, the Company believes
the maximum additional €Xposure to Sonoco's consolidated financial
position is limited to the equity position ot US. Mills which was
approximately $78 million as of December 31, 2008, excluding any tax
benetics that may reduce the net charge. Fora more detailed discussion
of the Fox River environmental mateers, see “ltem 3. Legal Proceed-
ings” above.

RESULTS OF OPERATIONS 2008 VERSUS 2007
Operating Revenue

Consolidated net sales for 2008 were $4.12 billion, an $82 million,
or 2.0%, increase over 2007.

Tl’lC COmP()l]CIltS Of[hC S‘dlCS changc WCIC:

S i millions)

Sclling price $ 103
Acquisitions (net of dispositions) 71
Currency cxchangc rate 69
Volume/Mix (161)
Total sales increase $ 82

Avcragc sc“ing prices were gcncra]ly highcr throughou[ the
Company, with the exceptions of Senoco Rccycling and
point-of-purchase and fulfillment operations, as the Company was able
to implcmcnt price increases in responsc to highcr costs of labor,
energy, freight and materials. Companywidc volume, cxcluding scrvice
center revenue, which was on a pass-through basis, decreased approx-
imatcly 4.4% from 2007 levels. The overall volume decrease was driven
by declines in Tubes and Cores/Paper, Packaging Services and All
Orther Sonoco. In Consumer Packaging, global rigid paper and plastic
volume increased slightly dcspitc the harsh economic conditions in the
sccond half of the year. Total domestic sales were $2.6 billion, up 3%
from 2007. International sales were $1.5 billion, basically flac with 2007

ICVCIS‘

Cosfs and Expenses

In 2008, aggregate pension and postretirement cxpenscs decreased
$8.4 million to $25.8 million, versus $34.2 million in 2007. Approx-
imately 75% of thesc expenses are reflected in cost of sales and the
balance in sc[ling, gcncral and administrative €Xpenses. The Compnny
cxpects pension and postretirement expenses to increase by approx-
imately $59 million in 2009 as a result of decreased investmente gains
duc to lower plan asset levels and the amortization of losses on plan
asscrs. There was a negative return on the assets of U S-based defined
benefit plans of 24.3% in 2008, compared with a positive recurn of 8.4%
in 2007. Future years expense will depend largely on che performance
of plan assets and the general level of long-term interest rates.

Sclling, gcncral and administrarive CXpenscs as a percentage of sales
decreased to 9.1% for the year from 10.1% in 2007. In total, these
expenses declined $35.3 million year over year. Of the decline, $15.6
million is due primarily o lower 2008 incentive compcensation costs
related to diminished current year operating results, reduced pension
and postretirement expenses and to fixed cost management pursued in
response to the sharp economic downturn. The remaining changc,
$19.7 million, is attributable to last year's $25.2 million U.S. Mills envi-
ronmental chargc, as discussed above, which was partial]y offsct by a
$5.5 million recovery from an outside party of certain benefit costs.

Operating results also reflect restructuring and restructuring-
related asset impairment charges of $57.4 million and $36.2 million in
2008 and 2007, respectively. In addition, 2008 results include a $42.7
million noncash tinancial asset impairment charge for the Company's
remaining financial incerest related to the 2003 sale of its high-densicy
film business. These items are discussed in more detail in the section
above titled, “Restructuring Charges, Unusual Irems and Other
Activitics.”

Research and development costs, all of which were charged to
expense, totaled $15.9 millionand $15.6 million in 2008 and 2007,
respectively. Management expects rescarch and development spend-
ing in 2009 to be consistent with these levels.

Netinterest expense totaled $47.2 million for the year ended
December 31,2008, compared with $52.3 million in 2007. The
decrease was duc primarily to lower average debtlevels and lower aver-
age interest rates.

The 2008 effective tax rate was 27.1%, comparcd with 21.6% in
2007. The year-over-year increase in the effective tax rate was duc
primarily to the 2007 release of tax reserves on expiration of staturory
assessment pcriods in an amount greater than in 2008, and forcign tax
rate reductions due to tax law changes in 2007. The 2008 resules also
included favorable adjustmcnts to the basis ofacquircd assets rcsulting
from a tax law changc in [taly and the unfavorable impact of a capital
loss for which the ultimate recognition ot a benefitis uncertainand a
valuation allowance had to be established.

The estimate for the potcmial outcome for any Uncereain ax issue
is highly judgmcntal. The Company believes it has adcquatcly providcd
for any rcasonably foresecable outcome related to these marrers.
However, future results may include favorable or unfavorable adjust—
ments to estimated tax liabilities in the pcriod the assessments are
made or resolved or when statutes of limitations on potcntial assess-
ments expire. Additionally, the jurisdictions in which carnings or
deductions are realized may differ from current estimates. As a result,
the effective tax rate may fluctuate signiticancly.



Reportable Segments
Consolidated operating proiits, also referred to as “Income before
income taxes” on the Consolidated Statements of Income, are com-

priscd of the i:oiiowing:

¢S i millions) 2008 2007 % (,‘/hm((/(
Consumer Pdckaging segment $ 1304 $1045 24.7%
Tubesand Cores/Paper segment 145.8 1437 1.5%
Packaging Services segment 29.1 445 (34.7)%
All Other Sonoco 44.4 514 (13.6)%

Restructuring/ Asset impairment
(100.1) (362) (1765)%
(47.2)  (52.3) 9.7%

clmrgcs
Interest cxpense, nee

Consolidated operating profics $ 2024 $2556 (20.8)%

Segment results viewed by Company management to evaluate
segment pcrformancc do notinclude restructuring and impairment
charges and netinterest charges. Accordingly, the term “segment
operating profits” is defined as the segment’s portion of “Income
before income taxes” cxcluding restructuring chargcs, assct impair-
ment charges and net interest expense. General corporate expenscs,
with the exception of restructuring charges. interest and income taxes,
have been allocated as operating costs to cach of the Company's
reportable segments and All Other Sonoco.

See Note 17 to the Company's Consolidated Financial Stare-

ments ibr more ini:()l”lﬂ‘d[l'OI’] on rcportabie scgmcnts.

Consumer Packaging

(S in millions) 2008 2007 % Change
Trade sales $1,570.3 $1438.1 9.2%
Scgment operating profits 130.4 1045 247%
Dcprcciation, dcpiction and

amortization 727 66.5 9.4%
Capital spending 41.7 74.2 (43.8)%

Sales in this segment increased due to the full year impact of the
May 2007 acquisition of Matrix Packaging, Inc. along with increased
sclling prices throughout the segment. In addition, even though the
dollar strengthened during the second half of the year, the total year
impact ofcxchangc rates was favorable by $4.6 million. These favorable
impacts were partially offsct by lower volume in flexible packaging,
closures and rigid plastic packaging. Overall segment volumes, exclud-
ing the impact of acquisitions, were down less than 1%. Domestic sales
were approximately $1,180 million, up 15.0% from 2007, and interna-
tional sales were approximately $390 million, down 5.2% from 2007.
The decline in international sales reflects the shutdown of a metal ends
plant in Brazil and the subsequent transter of a majority of its business
into the United States.

Segment operating profits increased primarily duc to the impact of
productivity and purchasing initiatives along with the full year impact
of the May 2007 acquisition of Matrix Packaging, Inc. Current ycar
carnings benefited from the shucdown of two plants that contributed

ncgativciy to 2007 results, partially offset by the negarive impact ofa
plant startup in Ohio. The productivity and purchasing gains were
partiaily oftset by the small overall decline in volume and an
unfavorable shift in the mix of business. In 2008, sciiing price increases
were able to cficctivcly offset increased costs of raw materials, frcight,
energy and labor. A significant increase in the Company’s cost of tin-
piatc steel, which is reset pcriodicaily under contract, took effect at the
bcginning 0f 2009. Due to customer contract limitations, the Com-
pany expects to recover only a part of the cost increase through selling
price adjustments during the first half of the year. Duc to the timing of
the offsetting price increases, the Company expects that approx-
imately $5 million of these higher costs will not be recovered during
2009.

Significant capital spending included increasing rigid plastic con-
tainer production capacity in the United Staces and productivity proj-
ects throughout the segment.

Tubes and Cores/Paper

(8 in millions) 2008 2007 % Change
Trade sales $1,6746 $17120 (2.2)%
Segment operating profits 145.8 1437 1.5%
Depreciation, depletion and

amortization 87.6 91.2 (39)%
Capital spending 70.5 75.7 (6.8)%

The decrease in sales was due to volume shortfalls throughout the
segment and the closure of an undcr-pcrforming paper mill in China.
The volume shortfalls were partiaily offsct by increased scliing prices
for converted products and the effect of favorable exchangc rates. The
impact of lower volume, the majority of which occurred during the
fourth quarter of the year, was felt throughout the segment, bur most
significantly in domestic and Europcan tube and core operations.
Exciuding the net impact of divestitures, volume in the segment
decreased by approximatcly 6%. Domestic sales decreased approx-
imately $25 million, or 3.0%, to approximatcly $800 million. Interna-
tional sales decreased approximately $12 million, or 1.4% to
approximatcly $875 million, with the lower decline rcﬂccting the
benetit of a weaker dollar throughout much of the year.

Due to last year's $25.2 million chargc for environmental rescrves,
the slight increase in year-over-year segment operating profits is not
fully indicative of actual current year pcrformancc. Lower volumes and
an unfavorable shift in the mix of business hampcrcd current year
results, and, if not for last ycar‘s environmental chargc, scgment operat-
ing protits would have posted a year-over-year decline. Productivity
and purchasing initiatives aiong with the impact oi:ciosing the paper
ﬁlciiity in China favorably impactcd current year results. Somewhat
offsctting these benefits were highcr cnergy, frcight, material and labor
costs that were not fully recovered by selling price increascs.

Significant capital spending included the modification of several
paper machines, primarily in the United States and Europe, and pro-
ductivity projects throughout the segment.
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Packaging Services

(S in millions) 2008 2007 % Change
Trade sales $517.5 $51838 (0.3)%
Segment operating profits 29.1 445 (34.7)%
Depreciation, depletion and

amortization 11.7 118 (1.4)%
Capital spending 28 37 (240)%

Sales decreased slightly as volume shortfalls and lower selling prices
were mostly offsct by a favorable impact from exchange rates and
added sales from a small acquisition. The sclling price decreases were
primarily the resule of competitive bidding activity in the latcer half of
2007, the impacts of which were not fully realized uncil 2008. Domes-
tic sales decreased to approximately $334 million, a 10.7% reduction,
while international sales increased to approximarcly $183 million, up
26.8%, primarily as a result of increased service center volume in
Poland.

The decrease in segment operating profits is attributable to lower
sciling prices and volume decreases in point—of—purchasc and fulfill-
ment operations. In addition, lower capacity utilization ncgativcly
impactcd productivity. Although service center volume increased, it
had very litle impacton profits as these sales were ona pass-through

basis with no significant additional gross margin.
Capital spending included capacity expansion in Europe as well as
numerous productivity and customer dcvciopmcnt projectsin the

United States and Europe.

All Other Sonoco

(S in millions) 2008 2007 % Change
Trade sales $359.9 $371.1 (3.0)%
Operating profits 44.4 514 (13.6)%
Depreciation, depletion and

amortization 10.7 11.8 (9.8)%
Capital spending 8.1 159 (48.9)%

Sales for All Other Sonoco decrcased on lower volumes in molded
plastics, protective packaging and wire and cable reels, which were
partially offset by selling price increases and the eftect of favorable
cxchangc rates. Domestic sales were approximatcly $282 million,
down 4.1% from 2007 and international sales were approximately $78
million, an increase of 1.2%.

Operating protits in All Other Sonoco decreased due to volume
declines and an unfavorable shift in the mix of business, partia]ly offser
by manufacturing productivity and purchasing initiatives. Through
highcr sclling prices, the Company was able to recover increases in raw
material costs but not higher costs of energy, freight and labor.

Capital spending included investing in productivity and customer
development projects in the United States, Europe and Asia for
molded and extruded plastics. protective packaging and wire and cable
reels.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES
Cash Flow

Cash flow from operations totaled $379.4 million in 2008, com-
pared with $445.1 million in 2007. The decline was duc largely toa
lower level ofworking capital improvement in 2008 thanin the
prcccding year duein partto the timing of certain payments at the end
0f2008.

Cash flows used by investing activitics decreased to $110.2 million
in 2008, from $379.6 million in 2007. The decrease was primarily due
to 2 $230.7 million decrcasc in year-over-year acquisition spending
combined with a $46.3 million year-over-year decrease in capital
spending, Capital spending of $123.1 million in 2008 marked a return
to more historic levels, compared with the $169.4 million spentin
2007. Capital spending is expected to be approximately $120 million—
$130 million in 2009.

Net cash used by financing activitics totaled $241.4 million in 2008,
compared with $75.0 million in 2007. The Company repaid a net
$153.0 million of debr during 2008 whereas it had increased nct bor-
rowings by $78.7 million in 2007 due principally to the repurchasc of
3.0 million shares of the Company’s common stock and prior year
acquisition spcnding of $236.3 million.

Currentassets decreased by $97.7 million to $930.0 million at
December 31, 2008. This decreasc is largcly attributable to lower levels
ofinvcntory and accounts receivable at December 31,2008, stemming
from slower business conditions in the fourth quarter 0f2008 com-
parcd with the same Pcriod last year and from the impact offorcign
currency translation due to a stronger U.S. dollar relative to most other
major currencics at the end of 2008 comparcd to the end of 2007.
Current liabilities decreased by $59.9 million to $698.2 million ac
December 31, 2008. This decrease was due in part o lower accounts
payable for the same reasons noted above, as well as fower accrued
wages and notes payable. These decreases were partially offsccbya
highcr year-over-year balance in accrued cxpenses due primarily to
increased environmental and restructuring rescrves. The current ratio
was 1.3 at December 31,2008 and 1.4 at December 31, 2007.

The Company uscs a notional pooling arrangement with an inter-
national bank to hc]p manage global ]iquiditv requirements. Under this
Pooling arrangement, the Company and its participating subsidiaries
may maintain cithera cash dcposit or borrowing position througli
local currency accounts with the bank, so long as the aggregate posi-
tion of the global pool isa notionally calculated net cash dcposit.
Because it maintains a security interestin the cash dcposits, and has the
right to offset the cash dcposits against the borrowings, the bank pro-
vides the Company and its participating subsidiaries favorable incerest
terms on both.



Contractual Obligations

The following table summarizes contractual obligations at December 31, 2008:

(S i millions)

Payments Due In

Totd 2009 20102011 2012-2013 Beyoud 2013 Uncertain

Debe ol)lig;itions $ 6898 $330 %2015 $259.3 $196.0 $ —
Interest payments! 2035 357 626 549 50.3 —
Operating leases 1273 341 45.8 265 20.9 —
Income tax contingencies® 360 — — — — 360
Purchase obligations? 3304 358 80.9 520 1617 -
Total contractual obligations* $1,4544 $1386 $3908 $392.7 $428.9 $103.4

' Includes interest payments on outstanding fixed-rate, long-term debt obligations as well as financing fees on the backstop line of credit.

bl

Due to the nature of this obligation, the Company is unable to estimate the timing of the cash outtlows.

3 Includes only long-term contractual commitments. Does not include short-term obligations for the purchase of goods and services used in the

ordinary course of business.

+ Excludes potcntial cash funding requirements of the Company’s retircment plans and retiree health and life insurance plans.

Capital Resources

The Company reduced its total debe by $159.7 million during
2008 to a total of $689.8 million at December 31, 2008. This reduction
was accomplished through net repayments of outstanding debt during
the year of $153.0 million and a forcign currency translation impact of
$6.7 million. During the lacter part 0£2008, the Internal Revenue Serv-
ice issued a temporary rule cxtcnding to 60 ciays the pcriod that US.
corporations may borrow funds from foreign subsidiaries wichout
unfavorable tax consequences. The Company utilized this rule during
the final two months of the year to access approximately $72 million of
offshore cash on hand, which was used to reduce commercial paper
outstanding, These shore-term lending arrangements were sub-
sequently settled in 2009, resulting in equivalent increases in commer-
cial paper outstanding and cash on hand. Depending on its immediate
offshore cash needs, the Company may choose to access such funds
again as allowed by the temporary rule.

The Company operates a $500 million commercial paper program
that providcs aflexible source of domestic liquidity. The program is
supportcd by the Company’s livc—ycar committed bank credit Facility of
an cqual amount established May 3,2006, witha syndicate of lenders that
is committed until May 2011. The commercial paper program has con-
tinued to operate cliicicntly during the recent disruption of global credit
markets. In the event that the disruption oliglobal credit markets were to
become so severe that the Company was unable to issue commercial
paper. it has the contracrual right to draw funds dircctly on the under-
lying bank credic facility. Based on the information currently available to
it the Company believes that the lenders continue to have the ability to
meet their obligations under the facility. Atthe Company’s discretion,
the borrowing race for such loans could be based on either the agene
bank’s prime rate. or a pre-cstablished spread over the London InterBank
Oftered Rate (LIBOR). Outstanding commercial paper, a component
ot the Company's long-term deb, totaled $95.0 million at December 31,
2008.

On January 2 and April 1,2008, the Company prepaid its 6.125%
and 6.0% industrial revenue bonds. respectively. The combined $70.1
million redemptions were financed with commercial paper.

Acquisitions and internal investments are kcy elements of the
Company's growth strategy. The Company believes that cash on hand,
cash gcncratcd from operations, and the available borrowing capacity
under its cxisting credit agreement will enable it to support this strat-
cgy. Although the Company currently has no intent to do so, it may
obtain additional financing in order pursuc its growth strategy.
Although the Company believes that it has excess borrowing capacity
bcyond its current lines, there can be no assurance, cspccially in light of
current credit market conditions, that such iinancingwould be avail-
able or, if so, at terms thar are acceprable to the Company.

The Company’s vatious U.S and international defincd benefit
pension and postretirement plans were underfunded ac the end of
2008 by $459.6 million. Based on current actuarial estimates, the
Company anticipates that total 2009 contributions to ics benefit plans
will be comparablc t0 2008 levels which were approximatcly $20 mil-
lion. This amount reflects the full utilization of the remaining funding
credits available for the U.S. qualified defined benefit pension plan that
resulted from having prcviously tunded the plan in excess of minimum
requirements. F unding requirements bcyond 2009 will dcpcnd largcly
on actual investment returns and future actuarial assumptions. Assum-
ing the actual rerurn on plan assets is 8.5%, and there is no change in
applicable interest rates, the rcquircd ﬁmding forthe US. qualificd
defined benefit plan is estimated to be approximatcly $60 million and
$75 million in 2010 and 2011, respectively. Participarion in the US.
qualified defined benefir pension planis frozen for salaried and
non-union hourly U.S. employees hired on or after January 1,2004. In
February 2009, the plan was furcher amended to freeze service credic
carned effective December 31,2018. This change is expected to
moderatcly reduce the volatility of long»tcrm l’imding exposure and
expenses.

Sharcholders’ equity decreased $278.6 million during 2008 as net
income of $164.6 million was more than offsct by cash dividends of
$106.6 million and an increase in the accumulated other compre-
hensive loss component of sharcholders’ equity. This increase included
a$141 2 million translation loss stemming from the impact of the
strong U.S. dollar on the Company’s foreign investments anda$194.1
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million defined benetic plan adjustmcnt stemming, primarily from the
2008 investment losses incurred on the assets in the Company’s vari-
ous pension Plans. Shareholders’ equity increased $222.5 million dur-
ing 2007. The increase resulted mainly from netincome of $214.2
million in 2007, stock option exercises of $59.8 million, a forcign cur-
rency translation gain of $95.4 million, and defined benefit plan
adjustments, net of tax, of $39.0 million, oftser by cash dividends of
$102.7 million, and the repurchase ot $109.2 million of the Company’s
common stock.

The Company’s Board of Directors has auchorized the repurchase
of up to 5.0 million shares of the Company’s common stock. During
2007, the Company purchased a total of 3.0 million shares of its
common stock under this authorization at a total cost of $109.2 mil-
lion. The Board of Directors subsequently approved the reinstatement
of those shares to the original repurchase authorization. No shares
were repurchased under this authorization during 2008. Accordingly,
at December 31,2008, a rotal of 5.0 million shares remain available for
repurchase.

Although the ultimate determination of whether to pay dividends
is within the sole discretion of the Board of Directors, the Company
plans to increase dividends as carnings grow. Dividends per common
sharc were $1.07 in 2008, $1.02 in 2007 and $.95 in 2006. On Febru-
ary 4,2009, the Company declared a regular quartetly dividend of
$0.27 per common share payablc on March 10,2009, to sharcholders
of record on February 20,2009,

Off-balance Sheet Arrangements
Tl]C Company had no mﬂ[(frl':ll Ol:{:'balancc ShCCt arrangcmcnts at

December 31,2008,

Risk Management

Asaresule ol-opcrating globally, the Company is exposed to
cliangcs in forcign cxchange rates. The exposurce is well diversificd as
the Company’s facilicics are sprcad throughout the world, and the
Company gcncrally sclls in the same countries where it produccs. The
Company monitors these exposures and may use traditional currency
swaps and forward forcign cxchangc contracts to hcdgc aportion of
the forecasted transactions that are denominated in forcign currencics,
forcign currency asscts and liabilities or net investment in forcign sub-
sidiaries. The Company's lorcign operations are exposed to political
and culural risks, but the risks are mitigatcd by diversification and the
relative stability of the countries in which the Company has signiﬁcant
operations.

The Company is exposed co interest-rate fluctuations as a result of
using debrasa source oflinancing forits operations. The Company
may from time to time usc traditional, unlcvcragcd interest-rate swaps
to manage its mix offixed and variable rate debr and to control its
cxposure to interest rate movements wichin sclected ranges. No such
instruments were outstanding at December 31, 2008.

The Company is a purchascr of various inputs such as recovered
paper, energy, stecl, aluminum and resin. The Company generally does
not engage in significant hedging activities, other than for encrgy and,
from time to time, aluminum, because there is usually a high correla-
tion between the primary input costs and the ultimare selling price of

its products. Inputs arc gencrally purchased at market or fixed prices
that arc established with individual vendors as part of the purchasc
process tor quantitics cxpcctcd to be consumed in the ordinary course
of business. On occasion, where the correlation bertween sclling price
and input price is less direct, the Company may eneer into derivative
contracts such as furures or swaps to reduce the effect of price fluctua-
tions.

At December 31,2008, the Company had contracts outst;mding
to fix the costs of a portion ol-commodity, energy and lorcign
exchange risks for 2009 through July 2012, Of these, the Company
had swaps to cover approximately 6.3 million MMBTUs of natural gas
representing approximately 75%, 57% and 32% of anticipated U.S. and
Canadian natural gas usage for 2009,2010 and 2011, rcspcctivcly. The
Company also had hedges to cover the purchase of approximarcly
7920 metric tons of aluminum representing approximately 49% of
anticipated usage for 2009. At December 31,2008, the Company had
anumber of foreign currency swaps in place as both designated and
undcsignatcd hcdgcs of either anticipatcd forc‘ign currency denomi-
nated transactions or existing, tinancial assers and liabilities.

The fair market value of derivatives was a net unfavorable position
ot $14.9 million ($7.2 million after tax) at December 31,2008, and a
nct unfavorable position of $2.4 million ($1.5 million afrer tax) at
December 31,2007. Derivatives are marked to fair value using pub-
lished market priccs, if available, or estimated values based on current
price quotes and a discounted cash low model. See Note 11 to the
Consolidated Financial Statements for more information on financial
instruments.

The Company is subjcct to various federal state and local environ-
mental laws and rcgulations concerning, among other matters, solid
waste disposal, wastewater cftluent and air emissions. Although the
costs of compliance have not been significant due to the nature of the
materials and processes used in manufacturing operations, such laws
also make gencrators of hazardous wastes and their legal successors
financially rcsponsiblc for the clcanup of sites contaminated by those
wastes. The Company has been named a potentially responsible party
at several environmentally contaminated sites, both owned and not
owned by the Company. These regulatory actions and a small number
of private party lawsuics arc believed to represent the Company’s larg—
est potential environmental liabilities. The Company has accrued
$70.5 million (including $67.4 million associated with U.S. Mills) at
December 31,2008, compared with $31.1 million ac December 31,
2007 (including $29.0 million associated with U.S. Mills), with respect
to these sites. See “Other Special Charges, Income [tems and
Contingencics,” frem 3 - Legal Proceedings, and Nore 15 to the
Consolidated Financial Stacements for morc information on
environmental mareers.



RESULTS OF OPERATIONS 2007 VERSUS 2006
Operating Revenue

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

The components of the sales changc were:

(S i millions)

Acquisitions {nct of dispositions) $192
Currency cxcliangc rate 109
Selling price 88
Volume/Mix (6)
Total sales increase $383

Prices were higher throughout the Company, with the exceptions
ot tlexible packaging and point-cuf.—purchasc and fulfillment operations,
as the Company was able to implement price increases to offsct the
impact ofhighcr costs of labor, energy, frcight and materials.
Companywide volume, excluding service center revenue, which was
ona Pass-through basis, decreased approximatcly 1.0% from 2006 lev-
cls driven by decreases in the Tubes and Cores/Paper and Consumer
Packaging segments, partially offset by volume increases in
point-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 primarily by the impact of-acquisitions and currency translacion.

Costs and Expenses

Scliing gcncrai and administrative €Xpenses as a percentage of sales
increased to 10.1% during the year from 9.8% in 2006, primarily asa
resule of the previously mentioned $25.2 million U.S. Mills environ-
mental charge. Stock-based compensation expense associated with the
issuance of stock-scetled stock appreciation rights totaled $4.0 million
and $4.1 million in 2007 and 2006, rcspcctivciy. 2007 results also
include the recovery from a third party of $5.5 million in certain bene-
fit costs.

In 2007, aggregate pension and postretirement expense decreased
$9.9 million to $34.2 million, versus $44.1 million in 2006. This reduc-
tion was partially offset by a $3.5 million increasc in defined con-
tribution plan costs. The return on asscts of US-based defined benefic
plans was 8.4% in 2007 and 13.9% in 2006.

Operating profics also reflect restructuring and asset impairment
charges of $36.2 million and $26.0 million in 2007 and 2006,
rcspcctivc]y. These items are discussed in more detail in the section
above titled, “Restructuring Charges, Unusual Ieems and Other
Activitics.”

Rescarch and development costs, all of which were charged o
expense, totaled $15.6 million and $12.7 million in 2007 and 2006,
rcspcctivcly,

Netinterest expense totaled $52.3 million for the year ended
December 31,2007, compared with $45.3 million in 2006. The
increase was due primarily to higher average debr levels resulting from
acquisitions and stock buybacks.

The 2007 effective rax rate was 21.6%, compared with 34.0% in
2006. The year-over-year decrease in the effective tax race, which added
approximately $32 million to reported net income, was due primarily

to the release of tax reserves on expiration of statutory asscssment
pcriods, forcign tax rate reductions and improvcd international resulcs.
Included in the cffective tax rate for 2006 was the impact ofa $5.3 mil-
lion benefit associated with entering into favorable tax agreements
with state rax authoritics and closing state tax examinations for
amounts less than originaliy anticipatcd. The 2006 benetics were parti-
ally oftser by a $4.9 million impact rcsuiting from restructuring chargcs

for which a tax benefit could not be recognized.

Reportable Segments
Consolidated operating profits, also referred to as “Income before
income taxes” on the Consolidated Statements of Income, are com-

prised of the ibliowing:

(S in millions) 2007 2006 % Change
Consumer Packaging segment $1045 $1096 (4.7)%
Tubesand Cores/Paper segment 1437 148.2 (3.0)%
Packaging Scrvices segment 445 392 13.5%
All Other Sonoco 514 49.1 4.6%
Rescructuring/ Assct impairment

charges (362)  (260) (369)%
Interest expense, net (523)  (453) (153)%
Consolidated operating profits $2556 $2748 (7.0)%
Consumer Packaging
(S jn millions) 2007 2006 % Clane
Trade sales $1,4381 513048 10.2%
Segment operating profits 104.5 1096  (47)%
Depreciation, depletion and

amortization 66.5 55.1 20.7%
Capital spending 742 482 54.1%

Sales in this segment increased due to the impact ofacquisitions,
increased selling prices of composite cans and closures and favorable
cxchangc rates, as the dollar weakened against fbrcign Currencics.
These favorable impacts were partially offset by lower volume in
composite cans along with lower volume and lower sclling pricesin
flexible packaging. Overall volumes, excluding the impact of acquis-
itions, were down 1% in the segment. Domestic sales were approx-
imatciy $1,027 million, up 11.0% from 2006, and international sales
were approximately $411 million, up 8.3% from 2006.

chmcnt operating, profits decreased primarily due to price and
volume declines in flexible packaging, along with volume declines in
COmpoSite cans. These unfavorable factors exceeded the impact of
productivity and purchasing initiatives and acquisitions. While the
Company was able to increase selling prices in all operations except for
flexible packaging, it was unable to offset increased costs of energy,
freight, material and labor. High startup costs at the Company's rigid
plastics container plants in Wisconsin and Ohio also dampcncd
operating profits in the segment, as did opcrational issues at the metal
ends plant in Brazil. Both the Wisconsin and Brazil plants were closed
by the end of the first quarcer of 2008.

FORM 10-K B SONOCO 2008 ANNUAL REPORT

17



23

Significant capital spcnding included increasing rigid plastic pro-
duction capacity in the United States and productivity projects
throughout the segment.

Tubes and Cores/Paper

(S in millions) 2007 2006 % Change
Trade sales $1,7120 $15256 12.2%
Segment operating profits 1437 1482 (3.0)%
Depreciation, depletion and

amortization 912 85.9 6.2%
Capital spending 757 633 19.5%

The increasc in sales was due to increased selling prices throughout
the segment, the impact of acquisitions and the effect of favorable
exchange rates. Lower domestic cube and core volume was partially
offset by increased volume in the Company’s European operations.
Excluding the impact of acquisitions, overall volume in the segment
decreased by approximatcly 2% Domestic sales increased approx-
imately $52 million, or 6.8%, to approximatcly $825 million and
international sales increased approximatcly $134 million, or 17.8% to
approximatcly $887 million. International sales increased primarily as a
result of the late 2006 acquisition ofthe remaining 75% interest in
Demolli Industria Cartaria S.p.A. an Iraly-based manufacturer of tubes,
cores and paperboard.

Segment operating profits were unfavorably impacted by a charge
of $25.2 million related to an increasc in the environmental reserve aca
Company subsidiary's paper operations in Wisconsin (sce “Orther
Special Charges, Income Irems and Contingencies” above for a dis-
cussion of this claim). In addition, lower volume and increases in the
costs of energy, frcight, material and labor had a ncgative impacton
segment profitability. l’artially offsctting these items were productivity
and purchasing initiatives and highcr sclling prices, along with the
impact of acquisitions.

Significant capital spcnding included the moditication of several
paper machines, primarily in the United States, Mexico and Europe,
and building of new tube and core plants in Asia.

Packaging Services

(S i millions) 2007 2000 % (f/wz@
Trade sales $5188 $456.8 13.6%
Segment operating profits 445 392 13.5%
Depreciation, depletion and

amortization 11.8 119 (0.8)%
Capital spending 37 34 6.8%

Sales increased due to higher volumes throughout the segment,
which more than offset lower selling prices in point-of-purchase and
fulfiliment operations related to competitive bidding activity. Domes-
tic sales increased to approximatcly $374 million, an 8.5% increase,
while international sales increased to approximately $144 million, up
29.1%, primarily as a result of increased service center volume in
Poland. The increase in segment operating profis is attributable to

volume increases in point»of—purchasc and fulfillment operations along
with productivity and purchasing initiatives. The service centers' sales
increase had very licele impact on prol’its, as these sales were ona pass-
through basis with no signilicant additional gross margin. Partially off-
setting these favorable factors were the sclling price declines discussed
above.

Capital spcnding included numerous productivity and customer
development projects in the United States and Europe.

All Other Sonoco

(S in millions) 2007 2006 % Change
Trade sales $371.1  $369.7 0.4%
Operating profits 514 49.1 4.6%
Depreciation, depletion and

amortization 118 120 (1.2)%
Capital spending 15.9 8.4 89.4%

Sales for All Other Sonoco increased slightly as pricc increases, the
impact of acquisitions and the effect of favorable cxchangc rates were
ncarly offset by lower volumes in molded plastics and wire and cable
reels. Domestic sales were approximatcly $294 million, down 2.2%
from 2006, and international sales were approximatcly $77 million, an
increasc of 11.9%.

Operating profits in All Other Sonoco increased duc primarily to
manufacturing productivity and purchasing initiatives, although thcy
werc partially offset hy the impact of the volume declines. Through
highcr sclling prices, the Company was able to recover increases in raw
material costs but not highcr costs of energy, frcighr and labor.

Capital spending included investing in productivity and customer
dcvclopmcnt projectsin the United States and Asia for molded and

extruded plastics, protective packaging and wire and cable recls.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Managcmcnt’s discussion and analysis of the Company’s financial
condition and results of operations are based upon the Company’s
Consolidated Financial Statements, which have been prepared in
accordance with accounting principlcs gcncrally acccptcd in the
United States (US GAAP). The preparation of inancial statements in
conformity with US GAAP requires management to make estimates
and assumptions that affect the rcportcd amounts of asscts, liabilities,
revenues and expenses. and the disclosure of contingent assets and
liabilities. The Company evaluates these estimates and assumptions on
an ongoing basis, including but not limited to thosc related to
inventories, bad debts, derivatives, income taxcs, intangiblc asscts,
restructuring, pension and other postretirement benefits, environ-
mental liabilities and contingencies and litigarion. Estimates and
assumptions arc based on historical and other factors believed to be
reasonable under the circumstances. The results of these estimates may
form the basis of the carrying valuc of certain assets and liabilitics and
may not be readily apparent from other sources. Actual results, under
conditions and circumstances different from those assumed. may dif-
fer from estimates. The impact of and any associated risks related to



estimarcs, assumptions and accounting policics are discussed in Man-
agement’s Discussion and Analysis of Financial Condition and Results
of Operations, as well as in the Notes to the Consolidated Financial
Statements, il’iapplicablc, where such estimates, assumptions and
accounting policies affect the Company's reported and expected
financial results.

The Company believes the accounting policics discussed in the
Notes to the Consolidared Financial Statements included in Item 8 of
this Annual Report on Form 10-K are critical to understanding the
results of its operations. The following discussion represents those
policies that involve the more significant judgments and estimates used
in the preparation of the Company’s Consolidated Financial State-
ments.

Impairment of Long-lived, Intangible and Other Assets

Assumptions and estimates used in the evaluation of potential
impairment can result in adjustments affecting the carrying values of
long-livcd. intangiblc and other assets and the recognition of impair-
ment expense in the Company’s Consolidated Financial Statements.
The Company evaluates its long—lived asscts (propcrty, plant and
cquipmcnt)‘ definite-lived intangiblc assets and other assets (including
notes receivable and equity investments) for impairment whenever
indicators of impairment exist, or when it commics to sell the asset. If
the sum of the undiscounted cxpccted future cash flows froma long-
lived asset or definite-lived intangiblc asset is less than the carrying
value of that asset, an asset impairment chargc is rccognizcdi Kc:y
assumptions and estimates used in the cash flow model gcncraily
include price levels, sales growth, proﬁ't margins and asset life. The
amount of an impairment cbargc, ifiany, is calculared as the excess of
the asset's carrying value over its fair value, gcncrally rcprcscntcd by the
discdunted future cash flows from that asset or, in the case of assets the
Company evaluates for sale, at estimated procccds less costs to sell.
The Company takes into consideration historical data and experience
togcthcr with all other relevant information available when cstimating
the fair values of its assets. However, fair values that could be realized in
actual transactions may differ from the estimates used to evaluare
impairment. In addition, cbangcs in the assumptions and estimates
may result in a different conclusion rcgarding impairment.

Impairment of Goodwill

In accordance with Statement of Financial Accounting Standards
No. 142, ‘Goodwill and Other Intangible Asscts’ (FAS 142), the
Company cvaluates its goodwill tor impairment annually and when-
ever events happen or circumstances change that would make it more
likely than nor that an impairment may have occurred. Under FAS
142, if the carrying valuc ofa reporting unit’s goodwiil exceeds the
implicd tair value of that goodwill, an impairment chargc is rccognizcd
for the excess.

The Company's reporting units are one level below its operating
segments, as determined in accordance with Statement of Financial
Accounting Standards No. 131, Disclosures about Segments of an
Enterprise and Related Information.

The Company uses a discounted cash flow model to estimate the
fair value of its reporting units. The Company’s model discounts future
cash flows, forecasted over a five-year period, with an estimated residual

growth rate. In order to project and discount the future cash flows
associated with cach reporting unit, the Company must make a num-
ber ol-assumptions and estimates. [n addition to the assumed discount
and residual growtb rates, these assumptions and estimates include
market size and market share, sales volumes and prices, costs to pro-
duce, working capital changes, capital spending requirements and the
impact of currency exchange rates. The Company’s analysis takes into
consideration historical data and experience togcthcr with all other
relevant information available when cstimating the fair values of its
reporting units. However, because the analysis is an estimate, fair values
that could be realized in actual transactions may differ from thosc used
to evaluate the impairment of goodwill. In addition, changes in the
underlying assumptions and estimates may result in a different con-
clusion regarding impairment.

In the annual evaluation of goodwill impairment that was com-
pleted during the third quarcer of 2008, the estimated fair valuc of cach
of the Company's reporting units exceeded its respective carrying
value and, as a result, no potential goodwill impairment was indicared.
In addition, at December 31,2008, the Company considered whether
any events and/or changes in circumstances that occurred subsequent
to the annual review had resulted in the likelihood that the goodwill of
any ofits reporting units had been impaircd. lewas managcmcnt’s
conclusion that no such events or circumstances had arisen.

At the time of the annual review, the estimated future cash flows of
two of the Company's reporting units, Matrix Packaging and Sonoco
CorrFlex (CorrFlex), reflected management expectations for notable
improvements in che results of operations. The risk related to realizing
these improvements to the full extent or in the timeframes projcctcd
increases the probability thatan impairment of goodwill may arise in
future pcriods.

Matrix Packaging manufactures blow-molded plastic conainers
primarily for use in nonfood applications. Marrix Packaging was
acquircd in May 2007 to bea growth platform for the Company and
to expand the Company's operations into the health and beauty mar-
ket. Since that time, the Company has continued to invest significantly
in the organic growth of the business. In 2008, Matrix opcncd a plant
in Hazelwood (St. Louis), Missouri, to support new busincss with a
major customer that is expected to double in 2009. Other growth is
expected to be driven by recent awards across a number of customers
and managemenc’s five-ycar plan anticipates opening as many as five
additional production plants representing a doubling of.capacity. In
the annual evaluation of goodwill impairment, the estimated fair value
of Marix Pacl(aging exceeded its carrying value by approximatcly $30
million, or 11%. Goodwill for Matrix Packagingwas $120.2 million ac
December 31,2008. If the actual performance of Matrix Packaging
falls short of the projected results, or the assessment of the relevant
facts and circumstances Changcs, itis rcasonably possiblc thata non-
cash impairment cbargc would be rcquircd.

CorrFlex designs, manufactures, packs and distribures
point-of-purchase displays and provides contract packaging and
fulfillment services. In the annual goodwill impairment review, cash
flows were projected to show significant growth over the five-year
forecast period. However, 2008 actual resules for CorrFlex fell consid-
crably below those expectations for various reasons, including che
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impact of the recession. CorrFlex has booked a number of new busi-
ness wins for 2009 that management believes, togcthcr with on-going
cost reduction initiatives, justify its positive outlook for the business.
However, should the actual performance of CorrFlex fall significantly
short of expected results, or if the assessment of the relevant faces and
circumstanccs changcs, itis rcasonably possiblc that a noncash
impairment charge would be required. Goodwill for CorrFlex was

$149.6 million at December 31, 2008.

Income Taxes

The Company records an income tax valuation allowance when
the realization of any deferred rax assets, net operating losses and capi-
tal loss carryforwards is not likely. Deferred tax assets generally repre-
sent expenses recognized for financial reporting purposes, which will
result in tax deductions over varying future periods. Certain judg-
ments, assumptions and estimates may affect the amounts of the valu-
ation allowance and deferred income tax expense in the Company's
Consolidated Financial Statements.

For those tax positions where itis more likcly than not that a tax
bencfic will be sustained, the Company has recorded the largest
amount of tax benefit with a greater than 50% likelihood of bcing real-
ized upon ultimate sectlement with a taxing authority having tull
knowlcdgc of all relevant information. For those positions not mecting
the more-likely-than-not standard, no tax benefic has been recognized
in the financial statements. Where applicable, associated incerest has

also been recognized.

Stock Compensation Plans

The Company utlizes share-based compensation in the form of
stock options, stock apprcciation rights, restricted stock units and
other share-based awards. Certain awards are in the form of'contingcnt
stock units where both the ultimate number of units and the vesting
pcriod are pcrfbrmancc based. The amount and tming of compensa-
tion expense associated with these pcrﬁ)rmancc—bascd awards are
based on estimates rcgarding tuture performancc using measures
defined in the plans. In 2008, the performance measures consisted of
Earnings per Share and Return on Net Asscts Employed. Changes in
estimates regarding the future achievement of these performance
measures may result in signiﬁcam fluctuations from period to pcriod in
the amount of compensation expense reflected in the Company's
Consolidated Financial Statements.

The Company uses a binomial option-pricing model to determine
the grant date fair value of its stock options and stock appreciation
rights. The binomial option-pricing model requires the input of sub-
jective assumptions. Managcmcnt routincly assesses the assumptions
and mcthodologics used to calculate estimared fair value of share-
based compensation. Circumstances may change and additional data
may become available over time that result in changcs to these
assumptions and methodologies, which could materially impact fair
value determinations.

Pension and Postretirement Benefit Plans
The Company has significant pension and postretirement benefit
costs that are developed from actuarial valuations. The actuarial valu-

ations cmploy kcy assumptions, which are particularly important when
dctcrmining the Company’s projcctcd liabilicies for pension and other
postretirement benefits. The key actuarial assumptions used at
Dccember 31,2008, in dctcrmining the projected bencfic 0b|igati0n
and the accumulated benetic obligation for USS. retirement and retiree
health and life insurance plans include: a discount rate of 6.10%, 6.26%
and 6.19% for the qualified retirement plan, non-qualified retirement
plans, and retiree health and life insurance plan, respectively; an
expected long-term rate of return on plan assets of 8.3%: and a race of
compensation increase ranging from 4.46% to 6.21%. Discount rates of
6.40%,6.27% and 6.11% were used to determine net periodic benetit
cost for 2008 for the qualificd retirement plan, non-qualified retire-
ment plans, and retiree health and life insurance plan, respectively.

The Company adjusts its discount rates at the end of cach fiscal
year based on yield curves of high-quality debt instruments over dura-
tions that match the expected bencfit payouts of cach plan. The
expected rate of return assumption is derived by taking into consid-
cration the targeted plan assct allocation, projected future returns by
asset class and active investment management. A third party asset
return model was used to develop an expected range of returns on plan
investments overa 12 to 15 year pcriod, with the cxpccttd rate of
return selecred from a best estimate range within the total range of
projected results. The Company periodically rebalances its plan asset
portfolio in order to maintain the targeted allocation levels. The rate of
compensation increase assumption is gencrally based on salary and
incentive increases. A key assumption for the U.S. retirec health and
life insurance plan is a medical trend rate bcginning at 10.3% for
post-age 65 participants and trcnding down to an ultimare race of 6.0%
in 2014. The ultimate trend rate of 6.0% represents the Company's
best estimate of the long-term average annual medical costincrease
over the duration of the plan's liabilities. It providcs tor real growth in
medical costs in excess of the overall inflation level.

During 2008, the Company incurred roral pension and postretire-
ment benefit expenses of‘approximatcly $26.3 million, comparcd with
$34.2 million during 2007. The 2008 amount s net 0f$91.7 million of
cxpected returns on plan assets at the assumed rate of 8.5% and
includes interest cost of $78.3 million at a weighted-average discount
rate of 6.28%. The 2007 amount is net of $91.3 million of expected
returns on plan assets at the assumed rate of 8.5%, and includes interest
cost of $75.4 million at a discount race of 5.63%. During 2008, the
Company made contributions to pension plans of $17.2 million and
postrctircmcnt plans of‘approximatcly $1.5 million. The contribution
amount varies from year to year depcnding on factors including asset
market values and interest rates. Although these contributions
reduced cash flows from operations during the year, under Statement
of Financial Accounting Standards No. 87, ‘Fmploycrs’ Accounting
for Pensions (FAS 87), they did not have an immediate significant
impact on pension expense. Cumulative net actuarial losses were
approximately $602 million ac December 31,2008, and are primarily
the resule of poor asset performance in 2008 and from 2000 through
2002. The amortization period for losses/gains is approximately 11
years for the portion outside the 10% corridor as defined by FAS 87,
except for curtailments, which may result in accelerated income or
expense.



Other assumptions and estimates impacting the projcctcd
liabilities of these plans include inflation, participant withdrawal and
mortality rates and retirement ages. The Company annua"y reevalu-
aces assumptions used in projecting the pension and postretirement
liabilities and associated expense. These judgmcnts, assumptions and
cstimates may affect the carryingva]uc ofpension and postretirement
plan net assets and liabilities and pension and postretirement plan
expenses in the Company's Consolidated Financial Stacements. The
sensitivity to changes in the critical assumptions for the Company's

U.S. plans as of December 31,2008 is as follows:

Projected Benefit
Assumption Percentage Point - Obligation Annual Fxpense
(S in millions) Change Higher/(Lower) Higher/(Lower)
Discount rate -25 pts $31.6 $3.3
Expected return
on asscts -25 pts N/A $2.1

See Note 13 to the Consolidated Financial Statements for addi-
tional information on the Company’s pension and postretirement

plans.

RECENT ACCOUNTING PRONOUNCEMENTS

Information regarding recent accounting pronouncements is pro-
vided in Note 19 of the Consolidated Financial Statements included
in Item § of this Annual Reporc on Form 10-K.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Information regarding market risk is provided in this Annual
Report on Form 10-K under the following items and captions:
“Conditions in foreign countries where the Company operates may
reduce earnings” and “Foreign exchange rate fluctuations may reduce
the Company’s carnings” in Item 1A - Risk Factors; “Risk Manage-
ment” in [tem 7 - Management's Discussion and Analysis of Financial
Condition and Resules of Operations; and in Note 9 to the Con-
solidated Financial Statements in Item 8 - Financial Statements and
Supplementary Dara.

ITEM 8. FEINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements and Notes to the Con-
solidated Financial Statements are providcd on pages F-1 through
F-28 of this reporr. Selected quarterly financial data is provided in
Note 20 to the Consolidated Financial Statements included in this
Annual Report on Form 10-K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE SHAREHOLDERS AND DIRECTORS OF SONOCO PRODUCTS
(OMPANY:

Inour opinion, the consolidated financial statements listed in the
index appearing under Irem 15(a)(1) present fairly, in all matcrial
respects, the financial position of Sonoco Products Company and its
subsidiaries ac December 31, 2008 and 2007, and the resules of their
operations and their cash flows for ¢ach of the three years in the pcriod
ended December 31, 2008 in conformity with accounting principles
gcncra"y accepred in the United States of America. Also in our opin-
ion, the Company maintained, in all material respects, effective internal
control over financial reporting as of December 31,2008, based on
criceria established in Znternal Control—Integrated Framework issucd by
the Commiteee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company's management is responsible
for thesc financial statements, for maintaining cffective internal control
over tinancial reporting and for its asscssment of the effectiveness of
internal control over financial reporting, included in Management's
Reporton Internal Conerol Over Financial Reporting appearing
under Item 9A. Our responsibility is to cxpress opinions on these
financial statements and on the Company's internal control over
financial reporting based on our intcgratcd audits. We conducted our
audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards
require thatwe plan and pcrform the audits to obtain reasonable assur-
ance about whether the financial statements are frec of material mis-
statement and whether effective internal control over financial
reporting was maincained in all material rCsSpects. Our audits of the
financial statements included cxamining, on a test basis, evidence
supporting the amounts and disclosures in the financial stacements,
assessing the accounting principlcs used and significant estimates made
b_y management, and cvaluating the overall financial statement pre-
sentation. Our audit of internal control over financial reporting
included obtaining an undcrstanding of internal control over financial
reporting, asscssing the risk that a material weakness exists, and testing
and cvaluating the dcsign and operating effectiveness of internal con-
trol based on the assessed risk. Our audits also included pcrforming
such other proccdurcs as we considered necessary in the circum-
stances. We believe that our audics providc a reasonable basis for our

opinions.
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A company"s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepred accounting
principlcs. A company’s internal control over financial reporting
includes thosc policics and proccdurcs that (i) perrain to the main-
tenance of records that, in reasonable derail, accurately and fairly reflect
the transactions and dispositions of the assets of the company;

(ii) provide rcasonable assurance that transactions are recorded as
necessary to permit preparation of financial stacements in accordance
with gencrally accepeed accounting principles, and that receipts and
expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and
(iii) provide rcasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the
company’s asscts that could have a material effect on the financial
statements.

Becausc of its inherent limitations, internal control over tinancial
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in con-
ditions, or that the dcgrcc of compliancc with the po]iciics or proce-

durcs may dcterioratci

FPricevwnrertose Coopens L P

Charlotte, North Carolina
February 27,2009



. CONSOLIDATED BALANCE SHEETS

Sonoco Products Company

(Doll.ars and shares in thowsands)

At December 31 2008 2007
Assets
Current Assets
Cash and cash equivalents $ 101,655 $ 70758
Trade accounts reccivable, net of allowances of $9,269 in 2008 and $9,519 in 2007 392,171 488,409
Other receivables 46,827 34,328
[nventorics
Finished and in process 125,200 138,722
Materials and supplics 188,969 204,362
Prepaid expenses 50,259 50,747
Deferred income taxes 24,909 40,353
929,990  1,027.679
Property, Plant and Equipment, Net 973,442 1105342
Goodwill 782,983 828,348
Other Intangible Assets, Net 120,540 139,436
Long-term Deferred Income Taxes 132,536 —
Other Assets 146,975 239438
Total Asscts $3,086,466 $3,340,243
Liabilities and Sharcholders’ Equity
Current Liabilities
Payable to suppliers $ 353,846 $ 426,138
Accrued expenses and other 249,154 206,711
Accrued wages and other compensation 50,274 68,422
Nortes payable and current portion of long-term debt 32,978 45,199
Accrucd taxes 11,944 11611
698,196 758,081
Long-term Debt 656,847 804,339
Pension and Other Postretirement Benefits 455,197 180,509
Deferred Income Taxes 50,450 84977
Other Liabilities 62,801 70,800
Commitments and Contingencies
Shareholders’ Equity
Serial preterred stock, no par value
Authorized 30,000 shares
0 shares issued and outstanding as of December 31,2008 and 2007
Common shares, no par value
Authorized 300,000 shares
99732 and 99,431 shares issucd and outstanding at December 31,2008 and 2007, respectively 7,175 7.175
Capital in excess of stated value 404,939 391,628
Accumulaced other comprehensive loss (454,679)  (107.374)
Retained carnings 1,205,540 1,150,108
Total Shareholders” Equity 1,162,975 1441537
Tortal Liabilities and Sharcholders’ Equity $3,086,466 $3,340.243

The Notes beginning on page F-6 are an integral part of these financial statements.
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#f CONSOLIDATED STATEMENTS OF INCOME

Sonoco Products Company

(Dollars and shaves in thousands except per share data)

Years ended December 31 2008 2007 2006
Net sales $4,122,385  $4039992  $3,656.839
Costof sales 3,398,355 3286198 2951799
Gross proﬁt 724,030 753794 705,040
Scl]ing gcncral and administrative expenscs 374,396 409,719 358952
Restructuring/ Asset impairment charges 100,061 36191 25970
Income before interest and income taxes 249,573 307,884 320,118
Incerest expense 53,401 61,440 51,952
Interest income (6,204) (9,182) (6,642)
Income before income taxes 202,376 255,626 274,808
Provision for income taxes 54,797 55,186 93,329
Income before equity in carnings of affiliates/minority interest in subsidiaries 147,579 200,440 181,479
Equity in carnings of affiliates/minority interest in subsidiaries, net of tax 17,029 13716 13,602
Netincome $ 164,608 $ 214156 $ 195081

WCigh(Cd avcragc common sharcs outstanding:

Basic 100,321 100,632 100,073
Assuming exercise of awards 665 1243 1461
Diluted 100,986 101,875 101,534
Per common share
Netincome:
Basic $ 164 $ 213 ¢ 1.95
Diluted $ 1.63 $ 210§ 192
Cash dividends $ 1.07 § 102 % 95

The Notes beginning on page F-6 are an integral part of these financial statements.
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#® CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS” EQUITY

Sonoco Products Company

Comprebensive Common Shares Capital in Excess — Accumudated Other Retained
(Dollurs and shares in thousands) Income Outstanding Amount_of. Stated Value ~ Comprehensive Loss Earnings
January 1,2006 99988 $7.175 $418,668 $(106.389) $ 943860
Netincome $ 195,081 195,081
Other comprehensive income (loss):
Translation gain 37,203
Minimum pension liability adjustmend’ 1,517
Derivative financial inscruments! (13.240)
Other comprehensive income 25,480 25,480
Comprehensive income $ 220,561
Adjustment to inicially apply FASB Statement No.
158! (181,396)
Cash dividends (94.745)
Issuance of stock awards 3062 82,655
Shares repurchased (2,500) (82.668)
Stock-based compensation 11,347
December 31,2006 100,550 $7.175 $430.002 $(262,305) $1,044,196
Netincome $ 214,156 214,156
Other comprchcnsivc income: .
Translation gain 95,449
Defined benetit plan adjustment! 58958
Derivative financial inscruments! 524
Other comprchensive income 154931 154931
Comprehensive income $ 369,087
Cash dividends (102,658)
Adjustment to inicially apply FASB Interpretation
No. 48 (5.586)
Issuance of stock awards 1881 59,832
Shares repurchased (3,000) (109.206)
Stock-based compensation 11,000
December 31,2007 99,431 $7.175 $391,628 $(107.374) $1,150,108
Netincome $ 164,608 164,608
Other comprehensive loss:
Translation loss (141,556)
Defined bencfit plan adjustment? (194.149)
Derivative financial instruments’ (l 1,600)
Orther comprehensive loss (7747 305) (347,305)
Comprehensive loss $(182,697 )
Dividends (107.366)
Adjustment upon adoprion of Emerging Issucs Task
Force Issue No. 06-10 (1.459)
Adjustment to apply measurement date provisions
of FAS 158! (351)
Issuance of stock awards 332 9977
Shares repurchased (31 (843)
Stock-based compensation 4177
December 31, 2008 99,732 $7.175 $404,939 $(454,679) $1,205,540
! Net of tax

The Notes beginning on page F-G are an integral part of these financial statements.

F4



Sonoco Products Company

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

Years ended December 31 2008 200~ 2006
Cash Flows from Opcrating Activities
Nerincome $ 164,608 $ 214,156 $ 195081
Adjustmcnts to reconcile net income to net cash providcd by operating activitics
Financial assct impairment 42,651 — —
Rcstructuring—rclatcd asset impairment and pension curtailment 28,995 16,684 7.750
Depreciation, depletion and amortization 183,034 181,339 164,863
Share-based compensation expense 4,177 11,000 11,347
Equity in earnings of affiliates/minority interest in subsidiarics (17,029)  (13716)  (13,602)
Cash dividends from affiliated companies 7,632 8,435 9496
Gain on disposition of asscts (2,476) (838) (4,644)
Tax cffect of nonqualitied stock oprions 811 9538 10,580
Excess tax benefic of share-based compensation (711) (9317) (10,580}
Deferred raxes (18,844)  (31,940)  (15.265)
Change in assets and liabilitics, net of effects from acquisitions, dispositions, and foreign
currency adjustments
Trade accounts receivable 58,627 19,458 (12.982)
Inventories 5,017 (9,259) 33,159
Payable to suppliers (62,614) 39202 83.897
Prepaid expenses (7,721) (1,304) 6412
Accrued expenses (10,531) 30,579 (13521)
Cash contribution to pension plans (20492)  (11,647)  (10471)
Prepaid income taxes and taxes payable (L,041)  (26258) (1.985)
Fox River environmental reserves and insurance receivable 38,415 25,150 —
Orther assets and liabilities (13,114) (6,126) 43,028
Net cash provided by operating activitics 379,394 445,136 482,563
Cash Flows from Investing Activitics
Purchase of property, plant and equipment (123,114) (169444) (123279)
Cost of acquisitions, net of cash acquired (5,535) (236263) (227.304)
Procceds from the sale of assets 19,758 23417 21,030
Investment in affiliates and other (1,293) 2,652 (2,500)
Net cash used by investing activities (110,184)  (379,638)  (332,053)
Cash Flows from Financing Activities
Proceeds from issuance of debe 39,102 39,041 33535
Principal repayment of debe (118,115)  (40364) (116.182)
Net (decrease) increase in commercial paper borrowings (74,000) 80,000 59,000
Netincrease (decrease) in bank overdrates 11,855 (798) (9614)
Cash dividends - common (106,558)  (102658)  (94.745)
Excess tax bencfit of share-based compensation 711 9317 10,580
Sharcs acquired (843)  (109206)  (82.668)
Common shares issued 6,47() 49,698 74413
Net cash used by financing activitics (241,378) (74970)  (125.681)
Effects of Exchange Rate Changes on Cash 3,065 (6,268) 2,061
Increase (Decrease) in Cash and Cash Equivalents 30,897 (15.740) 26,890
Cash and cash equivalents at beginning of year 70,758 86,498 59,608
Cash and cash equivalents at end of year $ 101,655 $ 70758 $ 86498
Supplemental Cash Flow Disclosures
Interest paid, net of amounts capitalized $ 43,474 $ 50401 $ 41377
Income taxes paid, net of refunds $ 73872 $103846 $ 99999

Prior year data has been reclassified to conform to the current presentation.
The Notes beginning on page F-6 are an integral part of these financial statements.

FS FORM 10-K B SONOCO 2008 ANNUAL REPORT



- NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Sonoco Products Company (dollars in thousands except per share datal

The following notes are an intcgral part of the Consolidated Finan-
cial Statements. The accounting principles tollowed by the Company

appear in bold type.

1. BASIS OF PRESENTATION

The Consolidated Financial Statements include the accounts
of Sonoco Products Company and its majority-owned subsidiarics
(the “Company” or “Sonoco”) after climination of intercompany
accounts and transactions. Investments in affiliated companies in
which the Company shares control over the financial and operating
decisions, but in which the Company is not the primary beneficiary
are accounted for as equity investments (“equity investments”).
Income applicable to equity investments is reflected in “Equity in
carnings of affiliates/minority interest in subsidiaries” in the Con-
solidated Statements of Income. The aggregatc carrying value of
equity invesements is reported in “Other Assets” in the Company's
Consolidated Balance Sheets and totaled $89.856 and $107,207 ac
December 31,2008 and 2007, respectively.

Investments in affiliaced companics in which the Company is not
the primary bcncficiary are accounted for by the cquity method of
accounting and at December 31,2008, included:

Ouwnership Interest
Percentage at

Futity Decomber 31, 2008
RTS Packaging JVCO 35.0%
Cascades Conversion, Inc. 50.0%
Cascades Sonoco, Inc. 50.0%
1191268 Ontario, Inc. 50.0%
Showa Products Company Led. 20.0%
Conitex Sonoco Holding BVILid 30.0%

The preparation of financial statements in conformity with
accounting principlcs gcncrally acccptcd in the United States of
Amcrica (US GAAP) requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities
at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Inaccordance with US GAAP, the Company records revenue
when title and risk of ownership pass to the customer, and when
persuasive evidence of an arrangement exists, delivery has occurred
or services have been rendered, the sales price to the customer s
tixed or determinable and when collectibi]ity is rcasonably assured.
Certain judgments, such as provisions for estimates of sales returns
and allowances, are required in the application of the Company’s
revenue policy and, therefore, the results of operations in its Con-
solidated Financial Statements. Shipping and handling expenses
are included in “Cost of sales,” and freight charged to customers is
included in “Net sales” in the Company’s Consolidated Statements
of Income.

The Company’s trade accounts receivable are non-interest
bearing and are recorded at the invoiced amounts. The allowance

for doubtful accounts represents the Company's best estimate of
the amount of probable credit losses in existing accounts receiv-
able. Provisions are made to the allowance for doubtful accounts at
such time that collection of all or part of a trade account receivable
is in question. The allowance for doubtful accounts is monitored
onaregular basis and adjustments are made as needed to ensure
that the account properly reflects the Company’s best estimate of
uncollectible trade accounts receivable. Trade accounts receivable
balances that are more than 180 days past due are generally 100%
provided for in the allowance for doubttul accounts. Account
balances are charged off against the allowance for doubtful
accounts when the Company determines that the receivable will
not be recovered. Onc of the Company’s customers represented
approximately 12% and 10% of the consolidated trade accounts
receivable at December 31,2008 and 2007, respectively. Sales to this
customer accounted for approximatcly 12% of the Company's con-
solidated revenues in 2008, 2007 and 2006, and were primarily
reported in the Consumer Packaging and Packaging Services seg-
ments. No other singlc customer compriscd morc than 5% of the
Company’s consolidated revenues in 2008, 2007 or 2006.

The Company identifies its reportable segments in accordance
with Statement of Financial Accounting Standards No. 131, ‘Di-
sclosures about Segments of an Enterprise and Related
Information’, based on the level of detail reviewed by the chief
operating decision maker, gross profit margins, nature of products
sold, nature of the production processes, type and class of custom-
er, methods used to distribute products and nature of the regu-
latory environment. Of these factors, the Company believes that the
most significant arc the nature of its products and the type of custom-
ers served.

Research and development costs are charged to expense as
incurred and include salaries and other directly related expenses.
Research and development costs totaling $15,888 in 2008, $15,614 in
2007 and $12,735 in 2006, are included in “Selling, gencral and admin-
istrative expenses in the Company’s Consolidated Statements of

Income.

2. ACQUISITIONS

The Company complctcd two acquisitions during 2008 atan
aggregate cost of $5.535 in cash. These acquisitions consisted of
Amtex l)ackaging, Inc,a packaging tulfillment company included in
the Packaging Services segment, and VoidForm International Ltd. a
Canada-basced construction tube business included in the Tubes and
Cores/Paper segment. The acquisition of these businesses is expected
to generate annual sales ofapproximatcly $6,000. In conjunction with
these acquisitions, the Company recorded identifiable intangibles of
$4,890, goodwi” of $179, and other net rangible asscts ot $466. The
Company has accounted for these acquisitions as purchascs and,
accordingly, has included their resules ofopcrarions in consolidated net
income from the respective dates of acquisition. Pro forma resules have
not been provided, as the acquisitions were not material to the
Company's financial stacements individually or in the aggregare.

The Company completed four acquisitions during 2007, and
purchased the remaining 51.1% incerest of its AT-Spiral Oy joint ven-
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ture, a European manufacturer of tubes and cores, at an aggregate cost
ot $236,263, all of which was paid in cash. In connection with these
acquisitions, the Company recorded fair value of identified intangiblcs
totaling $49.565, goodwill of $126,856 (none of which is expected to
be tax deductible) and other net tangible assets of $59.842. Acquis-
itions in the Consumer Packaging scgment included Matrix Pack-
aging, Inc. a manufacturer of custom-dcsigned blow molded rigid
p]astic containers and injection molded products with operations in
the United States and Canada, and the fiber and plastic container
business of Caraustar Industries, Inc. in the United States. Additional
acquisitions in 2007 consisted of a small tube and core business in
Mexico, which is included in the Tubes and Cores/Paper segment,
and a small protective packaging business in the United States, which is
included in All Other Sonoco. As these acquisitions were not material
to the Company's financial statements individually or in the aggregate,
pro forma results have not been provided.

The Company completed six acquisitions during 2006, and pur-
chased the remaining 35.5% minority incerest in Sonoco-Alcore Sarl.
(Sonoco-Alcore), a European tubc, core and coreboard joint venture
formed in 2004, at an aggregatc 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 approximately $27,800, goodwill
of approximatcly $83,400 (of which approximately $23,500 is expected
to be tax deductible), and other net tangible assets of approximacely
$116,100. Acquisitions in thc 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 paper-
board and a small tube and core manufacturer in Canada. Acquisitions
in the Consumer Packaging segment included a rotogravure printcd
flexible packaging manufacturer in Texas: a rigid paperboard compo-
sitc container manufacturer in Ohio: and Clear Pack Company, a
manufacturer of thermoformed and extruded plastic marerials and
containers in [llinois. The Company also acquircd a small packaging
fulfillment business in lllinois, which is included in the Packaging Serv-

ices segment.

3. RESTRUCTURING AND ASSET IMPAIRMENT

The Company accounts for restructuring chargcs in accordance
with Statement of Financial Accounting Standards No. 146, ‘Ac-
counting for Costs Associated with Exit or Disposal Activities’
(FAS 146), whereby exit costs are recognized when the liability is
incurred. If assets become impaired asarcsultof a restructuring
action, the asscts are written down to fair value, less estimated costs to
sell,if applicablc. A number of significant estimates and assumptions
are involved in the determination of fair value. The Company consid-
ers historical experience and all available information at the time the
estimates are made; however, the amounts that are ultimatcly realized
upon the sale of divested asscts may differ from the estimated fair val-

ues reflected in the Company's Consolidated Financial Statements.
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The Company has cngagcd ina number of restructuring actions
over the past several years. Actions initiated in 2008 and 2007 are
reported as “Other 2008 Actions” and “Other 2007 Actions,”
respectively. The Company has two formal restructuring plans that are
still active, although both were substantially complete at December 31,
2008. These are the 2006 Plan and the 2003 Plan. Following are the
total restructuring and asser impairment chargcs, net ofadjustmcnts,
recognizcd by the Company during the pcriods prcscntcd:

Year Ended December 31

2008 2007 2006
Restructuring/ Asset
impairment:
Other 2008 Actions $38235 $ - %5 -
Other 2007 Actions 15,807 19,638 —
2006 Plan 2,992 16824 17498
2003 Plan 376 (271) 8472
$57.410 $ 36191 $25970
Income tax benefic (22,490)  (10835)  (4,640)
Minority interest impact, net of
tax (4,102) (64) (416)
Restructuring/ Asset
impairment chargcs, netof
adjustments (after rax) $ 30,818 $25292 $20914

Rcstrucruring and asset impairment chargcs arc included in
“Restructuring/ Asset impairment charges” in the Consolidated
Statements of Income, excepe for restructuring charges applicable to
equity method investments, which are included in “Equity in carnings
of affiliates/minority incerest in subsidiarics, net of tax.”

The Company expects to recognize future additional costs toral-
ing approximatcly $11,000 in connection with prcviousiy announced
restructuring actions. The Company believes that the majority of these
chargcs will be incurred and paid by the end of 2009.

Additional disclosures concerning, other 2008 and other 2007
restructuring and asset impairment chargcs, and the 2006 and 2003
restructuring plans, is providcd below.

Other 2008 Actions

During 2008, the Company initiated the fbllowing closuresin its
Tubesand Cores/Paper segment: ten tube and core plants, three in
the United States, three in Canada, two in the United Kingdom, one
in Spain, and one in China; two paper mills, one in the United States
and one in Canada; and a Spccialty paper machine in the United States.
In addition, closures were initiated of four rigid packaging plants in the
United States (part of the Consumer Packaging segment) and two
fulfillment centers in the United States (part of the Packaging Services
segment). The Company also realigned its fixed cost structure result-
ing in the permancne elimination of approximately 125 salaried posi-
tions. Communication to most of the affected employces took place



prior to the end 0f 2008; accordingly, the vast majority of the costs of
severance and termination benefits were rccognizcd in2008. All
remaining severance costs will be rccognizcd in the first half of 2009.
Below is a summary of the Other 2008 Actions and related
expenses by type incurred and estimated to be incurred through the

end of the restructuring initiative.

Total
Incuried o Estimated

Other 2008 Actions Dare 1otal Cost
Severance and Termination Benefits

Tubes and Cores/Paper segment $ 8221  $1022]

Consumer Packaging segment 4,102 4902

Packaging Services scgment 1,368 1,543

All Other Sonoco 563 563

Corporate 1,734 1,734
Asset Impairment/Disposal of Assets

Tubes and Cores/Paper segment 10,949 10,949

Consumer Packaging segment 4706 4,706

Packaging Services segment 365 365
Other Costs ‘

Tubes and Cores/Paper segment 5,245 10,940

Consumer Packaging segment 974 2224

Packaging Services segment — 375

Corporate 8 8
Total $38235  $48530

The following table sets torth the activity in the Other 2008

Actions rcstructuring accrual includcd in “ACCl’llCd CXPCDSCS and

other” on the Company’s Consolidated Balance Sheets:

Sereranee Aser
and Inpairment

Other 2008 Actions Tempation. Disposal - Other
Acermal Acuviny Bencfirs of Avets  Coste Lol
Liability, December 31,2007 $ - 3 — % — 9 —
2008 charges 15,988 16020 6227 38235
Cash reccipes/(payments) (3.992) 219 (1943) (5716)
Asserwrite downs/disposals — (16,239) — (16239)
Foreign currency translation (103} — — (103)
Pension curtailment/

sertlement — —  (3927) (3927)
Liability, December 31, 2008 $11893 $ — $ 357 $12250

Other Costs in the Tubes and Cores/Paper segmentinclude cur-
tailment and scetlement charges of $3,927 related to a defined benefic
pension plan maintained for the hourly union employces of the Cana-
dian paper mill.

ThC Compﬂny alSO rCCOded nOnCaSh, &lﬁcr’tllx OH‘ASCKS in thC
amount of $1.131 to reflect a minority interest holder's portion of
restructuring

The Company expects to pay the majority of the remaining Ocher
2008 Actions restructuring costs by the end of 2009 using cash gen-

costs that were chargcd to expense in 2008.

cratcd F[‘Ol’l’l opcrations.

Other 2007 Actions

In 2007, the Company initiated the closures of the following oper-
ations: a metal ends planc in Brazil (Consumer Packaging segment), a
rigid packaging plant in the United States (Consumer Packaging
segment), a paper mill in China (Tubes and Cores/Paper segment),a
molded plastics plant in Turkey (All Other Sonoco), and a
point-of-purchase display manufacturing plant in the United States
(Packaging Services segment).

Below is a summary of the Other 2007 Actions and related
expenses by type incurred, and estimated to be incurred, through the

end of the restructuring iniciative.

Year Foded
200” 2008

Total  Fstimated
Jncwrved — Total

Other 2007 Actions 10 Date Cost

Severance and Termination
Bencfits
Tubes and Cores/Paper
$ 1,148 $ 6,908 $ 8056 $ 8056

segment
Consumer Packaging
segment 874 653 1527 1527
Packaging Services segment 134 270 404 404
All Other Sonoco 36 — 36 36
Asset Impairment/Disposal of
Assets
Tubes and Cores/Paper
segment — (845) (845)  (845)
Consumer Packaging
segment 16348 5,181 21529 21529
All Other Sonoco 597 (61) 536 536
Other Costs
Tubes and Cores/Paper
scgment — 604 604 604
Consumer Packaging
scgment 273 3,097 3370 3620
All Other Sonoco 228 — 228 228

Total $19.638 $15,807 $35445 $35.695

The net chargcs for 2008 relate primarily to severance and other
rermination benefits that became recognizable upon communication
to the affected employees throughour the first half of the year. Assct
impairment chargcs in the Consumer Packaging segment totaling
$5,181 resulted from noncash impairments ofipropcrty. plant and
equipment at the Company’s mertal ends plant in Brazil and rigid pack-
aging plantin the United States, while a net gain of $845 was recog:
nized in the Tubes and Cores/Paper segment as sales proceeds for the
Company's former paper mill in China in excess of the carryingva]uc
ot the underlying assets were realized at the end of the year. Other
costs relate primarily to the dismantling of machincry and equipment
and other miscellancous exit costs.

During the year ended December 31,2008, the Company also
recorded noncash, after-tax offsets in the amounts of $2,971 to reflect
aminority interest holder's portion of restructuring costs that were
charged to expense.
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The following table sets forth the activity in the Other 2007
Actions rcstructuring accrual included in “Accrued expenses and
other” on the Company’s Consolidated Balance Sheets:

Severance et
and Impaivnent

COrher 2007 Actions Termination 1 )/.\'/)/zu/ Other
cAcertal Activiry / ?('//L’///.\’ of Assers Costs Total
Liability, December 31,2006 $ -  § — 8§ — 8§  —
2007 charges 2,192 16945 501 19,638
Cash payments (1,031) - (273)  (1.304)
Assctwrite downs/disposals — (16947) —  (16947)
Foreign currency translation 4 2 2 8
Liability, Dccember 31,2007 $ 1165 $  — § 230 $ 1395
2008 charges 7974 10067 3704 21745
Cash receiprs/(payments) (7.513) 14671 (3920) 3238
Asscewrite downs/ disposals — (18.946) —  (18946)
Forcign currency translation 262 — (1) 251
Adjustments (143) (5.792) (3)  (5938)
Liability, December 31,2008  $1745 % — § — § 1745

Asarcsult ofplant closures associated with Other 2007 Actions,
the Company rccognized pre-tax asset impairment chargcs totaling
$10.067 in 2008. These noncash charges were primarily the resule of
addirional impairment losses on property. plant and equipment at the
Company's metal ends plantin Brazil and additional reserves on
accounts reccivable ac the Company’s paper mill in China. In cach casc,
the assets were determined to be impaircd directly as aresult of the
closure of the facilities. Sales proceeds, net of commissions, of $14,671
were recognized in December 2008 for the salc of the Company's
paper mill in China. Accordingly, the remaining net book value of
property, plant and equipment of $4.763, and the remaining net book
value of land use rights, an intangjble assct, of $4,178, was written off in
2008. The net gain of $5.730 is reflected in “Adjustments” in the table
above. Under the terms of the sales agreement for this paper mill, addi-
tional sales procceds of approximatcly $10,000 are duc in 2009. The
Company is following the cost recovery method of Statement of
Financial Accounting Standards No. 66, Accounting for Sales of Real
Estate, in recognizing the net gain on this transaction. Accordingly,
gains on the sale have been recognized only to the extent that cash has
been received. Upon reccipt of the additional proceeds, the Company
€Xpects to recognize a net gain of.approximatcly $3,700 after taxes and
minority interest.

The Company expects to pay the majoriry of the remaining, Other
2007 Actions restructuring costs during 2009 using cash gcncratcd

from operations.
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The 2006 Plan

The 2006 Plan included the closure of 12 plant locations and the
reduction of approximarcly 540 positions worldwide. The majority of
the restructuring program focused on improving the cost effectiveness
of international operations, principally in Europc. These measures
bcgan in the fourth quarter of 2006 and are substantia”y complctc.
Significant operations affected in the Tubes and Cores/Paper segment
included a paper mill in France, two tube and core plants in Canada,
and onc in the United States. Opcrarions affected in the Consumer
Packaging scgment included a rigid packaging plant in Germany. rigid
packaging production lines in the United Kingdom, and a flexible
packaging plant in Canada. Operations aftected in All Other Sonoco
included a molded plastics plant and a wooden reels facility, both
located in the United States. In addition, the 2006 Plan included
downsizing actions in the Compnny’s Europcan tubc and corc/papcr
operations.

Below is a summary of the 2006 Plan and related expenses by type
incurred, and estimated to be incurred, through the end of the

rcstructuring initiative.

Lol Fatinated
Ducwrred 1 otal
w Dare Cost

Year Fnded Decomber 31
2006 2007 2008

2006 Plan

Severance and

Termination Benefits

Tubes and Cores/
Paper segment $ 8465 $ 4697 $ 829 $13991 $13991
Consumer Packaging
segment 1057 4396  (279) 5174 5174
Packaging Services
segment 77 451 — 528 528
All Other Sonoco 375 382 4 761 761
Asset Impairment/
Disposal of Assets
Tubes and Cores/
Paper segment 4620 (398) 57 4279 4279
Consumer Packaging
segment 309 1377 — 1,686 1,686
All Other Sonoco 261 — 222 483 483
Other Costs
Tubes and Cores/
Paper segment 2,130 4072 1,487 7689 7822
Consumer Packaging
segment 156 1288 489 1933 2122

All Other Sonoco 48 559 183 790 790

Total $17.498 $16824 $2,992 $37314 $37636




The following table sets forth the activity in the 2006 Plan
restructuring accrual included in “Accrued expenses and other” on the

Company’s Consolidated Balance Sheets:

Severdance Avser
i”/(/ /]///’J””/l'///

2006 Plan Lermination 1 )L\/}lh.l/[ Other
Accorual Activity / ﬂ*m'/iﬁ i: dysets Costy 1otal
Liability, December 31,2006  $ 8264 § — $ 1685 $ 9949
2007 Chargcs 10617 2,897 5873 19,387
Cash receipes/(payments) (15125) 5201  (7217) (17.141)
Asscrwrite downs/disposals — (6.180) —  (6.180)
Foreign currency translation 452 — 83 535
Adjustments (691)  (1918) 46 (2563)
Liability, December 31,2007  $ 3517 $§ — § 470 $ 3987
2008 chargcs 797 279 2209 3285
Cash payments (3718) —  (2072) (5790)
Assctwrite downs/disposals — (279) — (279)
Foreign currency translation (83) - (23)  (108)
Pension curtailment/

settlement — — (495)  (495)
Adjustments (243) — (50)  (293)
Liability, December 31,2008 ¢ 268 $ — $ 39 $ 307

Other Costs in the Tubes and Cores/Paper segment include settle-

ment charges of $495 related to a defined benefit pension plan main-
tained for the hourly union employees of the Canadian tube and core
plants.

During the year ended December 31,2007, che Company
recorded noncash, after-tax offsets in the amount of $64, in order to
reflecta minority interest holder’s portion of restructuring costs that
were charged to expense.

The Company expects to pay the majority of the remaining 2006
Plan restructuring costs, with the cxception of certain building lease
termination expenses, by the end of 2009, using cash gcncratcd from

operations.

The 2003 Plan

In August 2003, the Company announced gcricral plans to reduce
its overall cost structure by $54,000 pretax by rca]igning and centraliz-
inga number of staff functions and climinating €Xcess. plant capacity.
Pursuant to these plans, the Company completed 22 plant closings
and reduced its workforce by approximately 1,120 employees. As of
December 31,2008, the Company had incurred cumulacive pre-tax
charges, net of adjustments, of $103,114 associated with these activ-
ities.

The 2003 Plan is substantially complete. At December 31,2008,
the remaining restructuring accrual for the 2003 Plan totaled $1,049.
Theacerual, included in “Accrued expenses and other” on the
Company’s Consolidated Balance Sheet, relates primarily to a building
lease termination. The Company expects to recognize future pre-tax
charges of approximately $150 associated with the 2003 Plan, primarily
related to this building lease termination. The Company cxpects both
the liability and the future costs to be fully paid ac the end 0f 2012,
using cash gencrated from operations.

4. FINANCIAL ASSET IMPAIRMENT

Asaresult of the 2003 sale of the High Density Film business, the
Company receiveda prcfcrred equity interest in the buyer and a sub-
ordinated note receivable due in 2013 as a portion of the sclling price.
The Company's year-end 2007 financial review of the buyer indicated
that collectibility was probable. However, based on updated
information provided by the buyer late in the first quarter 0f2008, the
Company concluded that neither the collection of its subordinated
note receivable nor rcdcmption ofits prcfcrrcd equity interest was
probable, and that their value was likely zero. Accordingly, the Com-
pany fully reserved these items in the first quarter of 2008, recording a
charge totaling $42.651 pretax ($30,981 after tax). This financial asset
impairment charge is included in “Restructuring/ Asset impairment
charges” in the Company’s Consolidated Statements of Income. Both
the preferred equity incerest and the subordinated note reccivable had
been included in “Other Assets” in the Company’s Consolidated Bal-
ance Sheets. On May 6, 2008, the buyer filed a petition for relief under
Chapter 11 with the United States Bankruptey Court for the District
of Delaware thatincluded a plan of reorganization, which was sub-
sequently approved by the court June 26, 2008. As part of the plan of
rcorganization, the Company’s prcferred equity interest and its sub-

ordinated note receivable were cxtinguishcd.

5. CASH AND CASH EQUIVALENTS

Cash equivalents are composed of highly liquid
investments with an original maturity of three months or
less. Cash equivalents are recorded at cost, which approx-
imates market. At December 31,2008 and 2007, ourstanding
checks totaling $23,781 and $12,469, respectively, were included in
“Payable to supplicrs” on the Company’s Consolidated Balance Shects.
In addition, outstanding payroll checks of $1,229 and $686 as of
December 31,2008 and 2007, respectively, were included in “Accrued
wages and other compensation” on the Company's Consolidated
Balance Sheets.

The Company uses a notional pooling arrangement with an interna-
tional bank to hclp manage global liquidity requirements. Under this
pooling arrangement, the Company and its participating subsidiaries
may maintain either cash deposit or borrowing positions through local
currency accounts with the bank, so long asthe aggregate position of
the global pool isa notionally calculated net cash dcposit. Becausc it
maintains a security interest in the cash dcposits, and has the right to
offsct the cash deposits against the borrowings, the bank provides the
Company and its participating subsidiaries favorable interest terms on
both. The Company’s Consolidated Balance Sheets reflecta net cash
deposit under this pooling arrangement of $1,753 and $200 as of
December 31,2008 and 2007, respectively.

6. INVENTORIES

Inventories are stated at the lower of cost or market.
The last-in, first-out (LIFO) method is used for the valuation of certain
of the Company’s domestic inventories, primarily metal, incernally
manufactured paper and paper purchased from third partics. The
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LIFO method of accounting was used to determinc the costs of
approximately 23% and 18% of total inventories ac December 31,2008
and 2007, respectively. The remaining inventories are determined on
the first-in, first-out (FIFO) method.

If the FIFO method of accounting had been used for all
inventories, total inventory would have been higher by $17.667 and
$16,404 at December 31,2008 and 2007, respectively.

7. PROPERTY, PLANT AND EQUIPMENT

Plant assets represent the original cost of land, buildings and
equipment, less depreciation, computed under the straight-line
method over the estimated useful lives of the assets, and are
reviewed for impairment whenever events indicate the carrying
value may not be recoverable.

Equipment fives generally range from three to 11 years, and
buildings from 15 to 40 years.

Timber resources are stated at cost. Depletion is charged to
operations based on the estimated number of units of timber cut

during the year.

Details ac December 31 are as follows:

2008 200~
Land $ 74254 $ 72757
Timber resources 39,274 39,069
Buildings 420,642 443567
Machinery and equipment 2,210,659 2,289,720
Construction in progress 62913 105,205
2,807,742 2950318

Accumulated dcprcciation and

depletion (1,834,300) (1,844,976)

Property, plantand equipment,net. ~ $ 973442 $ 1,105,342

Estimated costs for complction of capital additions under con-
struction totaled approximately $62,000 ac December 31, 2008.

Depreciation and depletion expense amounted to $170,032 in
2008, $170,013 in 2007 and $157.000 in 2006.

The Company has certain properties and equipment that are
leased under noncancelable operating leases. Future minimum rentals
under noncancelable operating leases with terms of more than one
year are as follows: 2009 - $34,100; 2010 - $26,100; 2011 - $19.700;
2012- $15,500; 2013 - $11,000 and thereafter - $20,900. Total rental
expense under operating leases was approximatcly $52,900 in 2008,
$46,800 in 2007 and $42,200 in 2006.
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8. GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill

The Company accounts for goodwill in accordance
with Statement of Financial Accounting Standards
No. 142 ‘Goodwill and Other Intangible Assets’ (FAS
142). Under FAS 142, purchased goodwill and intangible
assets with indefinite lives are not amortized. The Com-
pany evaluates its goodwill for impairment at least annu-
ally, and more frequently if indicators of impairment are
present. In performing the impairment test, the Company uses dis-
counted future cash flows to estimate the fair value of each reporting
unit. If the fair value of the reporting unit exceeds the carrying value of
the reporting unic's assets, including goodwill, chere is no impairment.
Otherwise, if the carrying value of the reporting unit's goodwill
exceeds the implied fair value of that goodwill, an impairment charge is
recognized for the excess.

The Company completed its annual goodwill impairment testing
during the third quarters 0f 2008, 2007 and 2006. Based on the resules
of these evaluations, the Company concluded that there was no
impairment of goodwill forany ofits reporting units. The 2008 evalua-
tion used forward-looking projections and included significant
expected improvements in the future cash flows of two of the
Company’s reporting units, Matrix Packaging and Sonoco CorrFlex
{CorrFlex). The annual evaluation indicated that the estimated fair
value of Matrix Packaging exceeded its carrying value by approx-
imately $30,000, or 11%.1f the Company’s assessment of the relevant
faces and circumstances changes or if actual performance in these
reporting units falls short of the projcctcd results, noncash impairment
charges may be required. Total goodwill associated with Matrix Pack-
aging and CorrFlex at December 31,2008, was approximatdy
$120,000 and $150,000, respectively.

The changes in the carrying ameunt of‘goodwi“ for the year cnded
December 31,2008, are as follows:

Tuthes
ad Coves Comstmer Packaging Al
Paper 1 ek, wing  Scrvices Crher
Segment Seoment Segmont Nouoco Lotal

Balance as of

January 1,2008 $245,130 $366223 $151,000 $65995 $828,348
Goodwill on 2008

acquisitions 179 - — - 179
Adjustments (125) 1,429 — 326 1,630
Foreign currency

translation (15.945) (30.758) (390) (81) (47174)
Balance as of

December 31,

2008 $229239 $336894 $150,610 $66,240 $782.983




Adjustments to goodwill totaled $1,630 in 2008. Of this total,
$1,420 was in connection with the closures of two plantsand an
injection moiding operation that were part of the fourth quarter 2007
acquisition of the fiber and piastic container business of Caraustar
Industries, Inc. The remaining adjustments consisted of minor tax
adjustmcnts associated with the second quarter 2007 acquisition of
Matrix Packaging, LLC, impairment charges and other purchase price

adjustments rclating to 2007 acquisitions.

Other Intangible Assets

Intangible assets are amortized, usually on a straight-
line basis, over their respective useful lives, which gen-
erally range from three to 20 years. The Company
evaluates its intangible assets for impairment whenever
indicators of impairment exist. Thc Company has no
intangibles with indefinice lives.

2008 2007

Amortizable intangibles - Gross cost

Patents $ 3559 $ 3360

Customer lists 156,883 161,805

Land use rights 316 7,315

Supply agreements 1,000 1,000

Other 12,047 11,032
Toral gross cost $173,805 $184512

$(53.265) $(45.076)

Total accumulated amortization

$120,540 $139.436

Net amortizable intangiblcs

The Company recorded $4.890 of identifiable intangiblcs in con-

nection with 2008 business acquisitions, all of which related to

customer lists thac will be amortized overa pcriod of 15 years. An addi-

tional $160 of identifiable intangiblcs was recorded in connection with
new contracts. This intangibic is related o a customer list and will be
amortized overa pcriod offive years. In addition, the Company
acquircd various patents during 2008 for a total cost of $170.

During 2008, the Company wrote off $4.178 of land use rights in
conjunction with the sale of its paper mill in China. In addition, non-
cash impairment chargcs totaling $595 were recorded on customer
lises within the Consumer Packaging segment in 2008,

Aggregate amortization expense on intangible assets was $13,002,
$11,326 and $7.863 for the years ended December 31,2008, 2007 and
2006, rcspcctivcly. Amortization expense on intangibic assets is
expected to approximate $12.700 in 2009, $12,500in 2010, $12,100 in
2011,$11.600in 2012 and $11,400in 2013

9. DEBT

Debeat December 31 was as follows:

2008 2007

Commercial paper, average rate of

3.13%in 2008 and 5.32% in 2007 $ 95,000 $169,000
6.75% debentures due November

2010 99,954 99,940
6.5% debentures due November

2013 249,439 249,324
5.625% debentures due November

2016 149,465 149,393
9.2% debentures due August 2021 41,305 41,305
6.125% Industrial Revenue Bonds

(IRBs) duc June 2025 — 34721
6.0% IRBs due April 2026 — 34423
Forcign denominated debr, average

rate of 6.5% in 2008 and 8.0% in

2007 43,284 56,721
Other notes 11,378 14,711
Total debe 689,825 849,538
Less current portion and short-

term notes 32,978 45,199
Long-term debt $656,847  $804,339

The Company operates a $500,000 commercial paper program
that providcs aflexible source of domestic liquidity. The program s
supportcd by the Company’s fivc-ycar committed bank credit facility
ofan equal amount established May 3,2006, with a syndicate oflend-
ers that is committed until May 2011. The commercial paper program
has continued to operate cfficicntly during the recent disruption of
global credit markets. In the event thac the disruption of global credic
markets were to become so severe thar the Company was unable to
issuc commercial paper, it has the contractual right to draw funds
dircctly onthe undcrlying bank credit facilityi Based on the
information currcntly available to it, the Company believes that the
lenders continue to have the abiiity to mect their obligations under the
facilicy. At the Company's discretion, the borrowing rate for such loans
could be based on either the agent bank’s prime ratc, or a
prc-cstablishcd spread over LIBOR. Ourstanding commercial paper, a
component of the Company’s long-term debr, toraled $95,000 ac
December 31,2008.

During the latter part 0f 2008, the Internal Revenue Service issued
atemporary rule extending to 60 days the period that U.S. corpo-
rations may borrow funds from i’brcign subsidiaries without
unfavorable tax consequences. The Company utilized this rule during

the final two months of the year to access approximately $72 million of
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offshore cash on hand, which was used to reduce commercial paper
outstanding, These short-term lending arrangements were sub-
scqucntly settled in 2009, rcsulting in cquivalcnt increascs in commet-
cial paper outstanding and cash on hand. Dcpcnding onits immediate
offshore cash needs, the Company may choose to access such funds
agdin in the future as allowed by this temporary rule.

In addicion, at December 31,2008, the Company had approx-
imatcly $184,000 available under unused short-term lines of credit.,
These short-term lines of credit are for gcncral Company purposcs,
with interest ac mutually agreed-upon races.

Certain of the Company’s debtagreements impose restrictions
with respect to the maintenance of financial ratios and the disposition
of assets. The most restrictive covenant currently requires the Com-
pany to maintain a minimum level of nee worth, as defined. As of
December 31,2008, the Company's defined net worth was approx-
imately $420.000 above the minimum level required under this cove-
nant.

The 6.0% and the 6.125% [RBs were prcpaid during 2008 with
commercial paper. These IRBs had been collateralized by property,
plant and equipment at several locations.

The approximatc principal requirements of debt maturing in the
nexe five years are: 2009 - $32.978: 2010 - $104,665; 2011 - $96,790;
2012 - $8,338 and 2013 - $250.935.

10. FINANCIAL INSTRUMENTS AND DERIVATIVES

The tollowing table scts forth the carrying amounts and fair values
of the Company's signiﬁcant financial inscruments where the carrying
amount ditters from the fair valuc.

December 31,2008 December 31.2007

(anwzg Fan Carrying Fuair
! R
cAwount ! alue Amownt [l

Long-term debe $656,847 $599,748 $804.339 $830.031

Hilex note receivable and

cquity instrument $ — % — $ 42651 $ 34737

The carrying value of cash and cash equivalents, short-term debt
and long-term variable-rate debt approximates fair value. The fair value
oﬂong—tcrm debris based on quotcd marker pricesoris determined
by discounting future cash flows using interest ratcs available to the
Company tor issucs with similar terms and average maturitics. At
December 31,2007, the fair value of the Hilex note reccivable and
cquity instrument was based on discounted tuture cash flows using
observable market interest rates for issues with similar terms, macuritics
and risks. These inseruments became impaircd during 2008 rcsulting in
a -;h.lrgc to carnings of $42.651 before tax. See additional information
rcgurding this financial assct impairment in Note 4 to the Con-
solidated Financial Statemens.

The Company records its derivatives in accordance with State-
ment of Financial Accounting Standards No. 133, "Accounting for
Derivative Instruments and Hedging Activities' (FAS 133), and
relaced amendments. This Statement requires thac all derivatives be
recognized as assets or liabilitics on the balance sheet ac fair value and
provides guidance on accounting tor derivatives entered into as a
hedge. The Company uses published market prices or estimated values
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based on currenc price quotes and a discounted cash How model to
estimare the fair market value of derivatives. Changcs in the fair value
of derivatives are recognizcd either in net income or in other compre-
hensive income, dcpcnding on the dcsignatcd purpose of the
derivative. It is the Company’s policy not to speculate in derivative
instruments. The Company has determined all hedges to be highly
cftective and as a result no material ineffectiveness has been recorded.
The Company uses derivatives to mitigate the ctfect of luctua-
tions in some of its raw material and energy costs, fbrcign currency
fluctuations and interest rate movements. The Company purchases
commodities such as recovered paper, metal and energy gencrally ac
market or fixed prices that are established with the vendor as part of
the purchasc process for quantitics expected to be consumed in the
ordinary course of business. The Company may enter into commodity
futures or SWaps to reduce the effect ofpricc fluctuations. The Com-
pany may usc forcign currency forward coneracts and other risk man-
agement INScruments to Manage exposure to changes in forcign
currency cash flows and the translation of monetary assets and
liabilities on the Company's consolidated financial statements. The
Company is cxposcd to interest-rate fluctuations as a resule ofusing
debrasa source of.financing forits operations. The Company may
from time to time use traditional, unlcvcragcd interest rate swaps to
adjust its mix of tixed and variable rate debr co manage its exposurc to

interest rat¢ movements.

Cash Flow Hedges

At December 31,2008 and 2007, the Company had derivative
tinancial instruments outstanding to hcdgc anticipatcd transactions
and certain asset and liability related cash flows. To the extent consid-
ered effective, the changcs in fair value of these contraces are recorded
in other comprchcnsivc income and reclassified to income or expense
in the pcriod in which the hcdgcd item impacts carnings.

Commodity Cash Flow Hedges

The Company has entered into certain derivative contracts to
manage the cost of anticipated purchases of natural gas and aluminum.
At December 31,2008, natural gas swaps covering approximately
6.3 million MMBTUs were outstanding. These contracts represent
approximatcly 75%, 57% and 32% ofanricipatcd US. and Canadian
usage for 2009,2010 and 2011, respectively. Additionally, the Com-
pany had swap contracts covering 7,920 metric tons of aluminum
representing approximatc[y 49% of anticipatcd usage tor 2009. The fair
valuc of commodity cash flow hedges was $(20,491) and $(2,588) ac
December 31,2008 and 2007, respectively.

Foreign Currency Cash Flow Hedges

The Company has entered into forward contracts to hedge certain
anticipatcd forcign currency denominated sales and purchuscs fore-
casted to oceur in 2009. At December 31,2008, the net position of
these contracts was to purchase approximately 55 million Canadian
dollars. The fair valuc of these foreign currency cash flow hedges was
$(666) at December 31,2008. There werce no foreign currency
derivatives qualifying for hedge accounting treatment outstanding ac
December 31,2007



Fair Value Hedges

Prior to 2007, the Company utilized interest rate swaps that quali-
fied as fair value hedges. These swaps were terminated during 2006 ata
time when the fair value of the SWaps was a nct unfavorable position of
$2,137. In accordance with FAS 133, interest expensc is bcing adjusted
by amortization of this loss over the remaining lives of the related
bonds. The Company did not enter into any new fair value hedges
during the years ended December 31,2008 or 2007.

Other Derivatives

The Company routinely enters into forward contracts or swaps to
cconomically h'cdgc the currency exposure of intercompany debt and
existing forcign currency denominated receivables and payables. The
Company does not apply hedge accounting trearment under FAS 133
for these instruments. As such, changes in fair value arc recorded
directly to income and expensc in the periods that they oceur. The
total notional amount of these hedges, all of which were short-term,
was $69.092 and $11,468 at December 31,2008 and 2007, respectively.
On occasion, certain subsidiaries will enter into derivative contracts to
hedge various other foreign currency exposures; these contracts were
not material for any of the pcriod.s prcscntcd The aggregate fair value
of all ocher derivatives was $6.264 and $24 at December 31,2008 and
2007, rcspcctivcly.

11. FAIR VALUE MEASUREMENTS

Statement of Financial Accounting Standards No. 157, Fair Value
Measurements' (FAS 157) was issued to increase consistency and
comparability in fair value measurements and to cxpand disclosures
about fair value measurements. Applicable provisions of FAS 157 were
adopted by the Company effective January 1, 2008, including the dis-
closures prcscntcd below.

The following table sets forth information rcgarding the Compa—
ny‘s financial assets and financial liabilitics that are measured at fair
value. The Company does not currenely have any nonfinancial assets or
liabilitics that are rccognizcd or disclosed at fair value ona recurring

basis.
Lo Value Measwrements at Reporting
Date Usmg
Ouoted
Maket Prices
m Acre Symificant
Mkt for Other— Syoufuant
Identical Cbservable Unobservable
December 31 Asers Liabilitees— hipits Lpauts
/ description 2008 ileve 1 L eved 21 il eved 3
Asscts:
Derivatives $ 6628 $ — $ 6628 % —
Deferred Compensation
Plan Assets $ 1648 $1648 $ — $ —
Liabilicies:
Derivatives $21208 $ — $21208 §$ —

As discussed in Note 10, the Company uses derivatives to mitigate
the effect of raw material and energy cost fluctuations, forcign cur-
rency fluctuations and interest rate movements. Fair value measure-
ments for the Company's derivatives are classified under Level 2
becausc such measurements are determined using published market

prices or estimated based on observable inputs such as interest rates,
yicld curves, spotand future commodity prices and spotand future
exchange rates.

Certain deferred compensation plan liabilities are funded and the
assets invested in various cxchangc traded murtual funds. These assers
are measured using quotcd prices in accessible active markets for
identical asscts.

None of the Company's tinancial asscts or liabilities currcnt]y cov-
ered by the disclosure provisions of FAS 157 are measured at fair value

using significant unobservable inputs.
g

12. STOCK-BASED PLANS

The Company provides share-based compensation to certain of its
employees and non-employee directors in the form of stock options,
stock appreciation rights, restricted stock units and other share-based
awards. Awards issucd prior to 2009 were issued pursuant to the 1991
Key Employee Stock Plan (the 1991 Plan”) or the 1996
Non-Employce Directors Stock Plan (the “1996 Plan”). Awards issued
after 2008 will be issued pursuant to the Sonoco Products Company
2008 Long-Term Incentive Plan (the 2008 Plan”), which became
effective upon approval by the shareholders on April 16,2008. The
maximum number of shares of common stock that may be issued
under the 2008 Plan was sct at 8,500,000 shares, subject to certain
adjustments, which included all awards that were granted, forfeited or
expired during 2008 under all previous plans. At December 31,2008,
total 0f 7,390,655 shares remain available for future grant under the
2008 Plan. After the effective date of the 2008 Plan, no awards may be
granted under any previous plan. The Company issues new shares for
stock option and stock appreciation right exercises and stock unit
conversions. Although the Company from time to time has
rcpurchascd shares to rcplacc its authorized shares issued under its
stock compensation plans, there is no spcciﬂ'c schedule or policy todo
so. The Company’s stock-based awards to non-employce direcrors

have not been material.

Accounting for Share-based Compensation

For purposes of calculating share-bascd compensation expense
under FAS 123(R) for stock appreciation rights granted to retiree-
cligiblc cmployccs, the service complction date is assumed to be the
grane date; therefore, expense associated with share-based compensa-
tion to these cmployccs is rccognized at thar time.

Total compensation cost for share-based payment arrangements
was $4,177.$11,000 and $11,347, for 2008, 2007 and 2006, respectively.
The related tax benefic recognized in net income was $1,550, $3,908
and $3,699, for the same years, respectively. Share-based compensation
expense is included in scl]ing, gcncral and administrative expense in the
Consolidated Statements of Incomc.

An “excess” tax benefit is created when the tax deduction for an
exercised stock option, excrcised stock appreciation right or converted
stock unit exceeds the compensation cost that has been recognized in
income. The excess benefit is not recognized on the income state-
ment, but rather on the balance sheet as additional paid-in capital. The
additional net excess tax benefit realized was $709, $9,312 and $10,580
for 2008,2007 and 2006, respectively.

F14



Stock Options and Stock Appreciation Rights (SARs)

The Company typically grants stock appreciation rig,lirs annually
ona discrctionary basis to its kcy cmployccs. In prior years, options
were granted at market (had an exercise price equal to the closing
market price on the date of grant), had 10-year terms and vested over
one year, except tor the options grantcd in 2005, which vested
immediacely. In 2006, the Company bcgan to grant stock appreciation
rights (SARs) instead of stock options. SARs are at market, vest over
onc year, have seven-ycar terms and can be settled only in stock. Both
stock options and SARs are exercisable upon vesting, On February 6,
2008, the Company granted to employces 647,300 stock-scrtled
SARs, nct of forfeitures. All SARs were granted ac the closing marker
prices on the dates of grant. As of December 31,2008, there was $129
of total unrecognized compensation cost related to nonvested SARs.
This cost will be recognized over the remaining weighted-average vest-
ing period, which is approximately one month.

The weighted-average fair values of options and SARs granted was
$4.36.$6.43 and $5.85 per sharc in 2008, 2007 and 2006, respectively.
The Company computcd the estimated fair values of all options and
SARs using the binomial option-pricing model appl_ving the assump-
tions sct forth in the following table:

2008 2007 2006
Expected dividend yield 3.6% 25% 2.8%
Expected stock price volatility 22.1%  183%  20.8%
Risk-free incerest rate 2.7% 4.8% 45%
Expcctcd life ofioptions/ SARs 4ycars 4ycars 4dycars

The assumptions cmploycd in the calculation of the fair value of
stock options and SARs were determined as follows:

. Expcctcd dividend yicld ~the Company)s annual dividend div-

ided by the stock priccat the time ol’érant.

. Expcctcd stock price volatility — based on historical volatility of
the Company's common stock measured weekly for a time
period equal to the cxpcctcd life.

o Risk-frec interest rate — based on U.S. Treasury yields in cffect at
the time of grant for maturities equal to the expected life.

« Expected lite - calculated using the simplificd method as pre-
scribed in Staft Accounting Bulletin No. 107, where the
CXPC(th life is equal to the sum of the vesting, pcriod and the
contractual term divided by Wo.

The lollowing tables summarize informarion about stock options
and SARs outstanding and cxercisable at December 31,2008, At
December 31,2008, the fair market value of the Company's stock used
to calculate intrinsic value was $23.16 per share.

Options and SARs Vested and f,:\[)ecfe// 1o Vest

Weighted-
average Weighted-

Reange of Number Remaining average Aggregate
Fxercise Prices Ouistanding Contractual Life Exercise Price_Intvinsic Value
$17.25-$23.80 1627937 27 years $22.05 $2,248
$23.86-$28.00 1,891,338 4.5 years $2553 $ -
$28.06 - $43.83 2,260,165 5.2 years $32.63 5 -
$17.25-$43.83 5,779.440 4.3 years $27.33 $2,248
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Options. el SARy Exercisable

Weighted
s
average Weighted:
Range of Niumber Remuining Averdge Aggregate

Fxercise Prices FExercisable Contractual Life Fxercise Price Iutransic ] dlue

$17.25-$23.80 1,627,937 27 years $22.05 $2.248
$23.86-$28.00 1,891,338 45 years $2553 $ -
$28.06 - $43.83 1614,665 48 years $3396 $ -
$17.25-$43.83 5,133,940 40 years $27.08 $2.248

The activity related to the Company’s stock options and SARs is as
follows:

Il i’@/)/z*/l’-

A I:((’

Nonvested — Vested Total — Fxercise Price

Outstanding, December 31,

2007 614925 5145535 5760460  $27.42
Vested (614925) 614925 —
Granted 656,300 1,800 638100  $2930
Excrcised —  (253322) (253.322) $2626
Forfeited/Expired (10.800) (374998) (385.798)  $32.90
Outstanding, December 31,

2008 645,500 5,133,940 5,779,440  $27.32

The aggregate intrinsic value of options and SARs exercised during
the years ended December 31,2008, 2007 and 2006 was $2,264,
$26,631 and $27.827, rcspcctivcly. Cash reccived on option exercises

was $6,470, $49.698 and $74.413 for the same years, respectively.

Performance-based Stock Awards

The Company typically grants performance contingent restricted
stock units (PCSUs) annually on a discretionary basis to certain of its
executives and other members of its management team. Both the
ultimate number of PCSUs awarded and the vesting period are
dependent upon the degrec to which performance targets are achieved
for three-year performance periods. Upon vesting, PCSUs are con-
vertible into common shares on a one-for-one basis. These awards vest
over five years with accelerated vesting over three years if performance
targets are met. For the awards outstanding at December 31,2008, the
ultimate number of PCSUs that could vest ranges from 215,143 to
645428 and is tied to carnings and capital cffectiveness over a three-
year pcriod. The 2007 awards are tied to pcrformancc rargets over the
tlircc—ycar pcriod Cnding December 31,2009, and can range trom
99,888 t0 299,663 unics. The 2008 awards are tied to performance
targets through fiscal year 2010, and can range from 115,255 to
345,765 units.

The three-year performance cycle for the 2006 awards was com-
pleted on December 31, 2008. Based on mecting performance goals
established at the time of the award, participants to whom awards had
been granted carned 202,050 stock units with a vested intrinsic value of
$4,679. The Company's 2005 performance program completed its
three-year performance cycle on December 31, 2007. Based on meet-
ing pcrlormancc goals established at the time of the award, participants
carned 198,991 stock units with a vested intrinsic value of $6,503.

Noncash stock-based compensation associated wich PCSUs
totaled $741, $6,619 and $6,654 for 2008, 2007 and 2006, respectively.



As of December 31,2008, chere was approximately $4.450 of total
unrccognized compensation cost related to nonvested PCSUs. This
costis expected to be rccognizcd overa wcightcd«averagc period of 36

months.

Restricted Stock Awards

Since 1994, the Company has from time to time granrcd awards of
restricted stock units to certain of the Companyys executives. These
awards normally vestovera fivc»ycar period with one-third vesting on
cach of the third, fourch and fifth anniversarics of the grant. An execu-
tive 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,
disability or retirement prior to full vesting, shares will be issued ona
pro rata basis up through the time the executive’s employment ceases.
Participants can elect to defer receipt. However, once vested these
awards do not expire. As of December 31, 2008, a total of 401,213
restricted stock units remained outstanding, 298,843 of which were
vested. During 2008, 7,546 restricted stock units vested and 30,000
restricted stock units were granted. Noncash stock-based compensa-
tion associated with restricted stock grants totaled $558, $419 and
$419 for 2008, 2007 and 2006, respectively. As of December 31,2008,
there was $1,123 of total unrecognizcd compensation cost related to
nonvested restricted stock units, This costis cxpcctcd to be recog-
nized overa wcightcd—avcrage period of22 months.

The activity related to the PCSUs and restricted stock units is as

follows:

Gt Date Fair

Nonrested  Vested Total  Viddue Per Share

Outstanding,
2

December 31,2007 587715 713651 1,301,366 $2950
Granted 145,255 — 145255 $29.30
Vested (212,390) 212,390 —

Converted — (79925) (79925) $26.20
Performance

adjustments! (206,710) — (206,710) $3697
Dividend equivalents 7816 19648 27464 $29.39
Outstanding,

December 31,2008 321,686 865764 1,187,450 $29.80

i Adjustment of potential /actual award of PCSUs based on estimated/actual per-

formance JL"'AlnS[ (dl’gCtS

Deferred Compensation Plans

Certain officers of the Company may clect co defera portion of
their compensation in the form of stock units. Units are grantcd asof
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 immediately vest and carn dividend equivalents. Units are dis-
tibuted in the form of common stock upon retirement over a pcriod
elected by the employee. Cash compensation totaling $852 was
deferred as stock units during 2008, resulting in 27,794 unics being
granted. Conversions to common stock during 2008 totaled 144

shares.

Since 2006, non«cmploycc directors were rcquircd todefera
minimum of 50% of their quartcrly retainer fees into stock units. Units
are gramcd asof the day the cash compensation would have otherwise
been paid using the Cfosing pricc of the Company's common stock on
that day. The units immcdiatcly vestand earn dividend cquivalcnrs.
Distributions begin after retirement from the board overa pcriod
clected by the director.

13. EMPLOYEE BENEFIT PLANS
Retirement Plans and Retiree Health and Life Insurance
Plans

The Company provides non-contributory defined benefi pension
plans for a majority of its employces in the United States, and certain of
its employees in Mexico and Belgium. Effective December 31,2003,
the Company froze participation for newly hired salaried and
non-union hourly US. employees in its traditional defined benefic
pension plan. The Company adopted a defined contribution 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 contributory defined benefic pension plans covering the
majority of itsemployees in the United Kingdom, Canada and the
Netherlands.

The Company also provides postretirement healthcare and life
insurance benetfits to the majority ofits retirees and their eligiblc
dependents in the United States and Canada. In the fourth quarter of
2005, the Company announced changcs in cligibiliry for retirce medi-
cal benefics effective January 1. 2006, for its U.S. plan. These changes
included the elimination of a Company subsidy toward the cost of
retirce medical benefits if cercain age and service criteria were not met,
as well as the elimination of Company-providcd prescription drug
benefits for the majority ofits current retirees and all future rertirees.

The components of net periodic benefit cost include the follow-

ing:

2008 2007 2006
Retirement Plans
Service cost $ 26831 $29563 $ 28545
Interest cost 74,105 70651 64471
Expccted return on plan assets (89,750) (89.201) (81.332)

Amortization of net transition
obligation 504 774 696

Amortization of prior service

cost 1,549 1453 1615
Amortization of net actuarial

loss 12,685 20,847 28,177
Special termination benefic

cost 288 16 659
Effect of settlement loss 3,902 — —
Effect of curtailment loss 520 — —
Orther — 664 13
Net periodic benefit cost $ 30,634 $ 34767 $ 42844
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2008 2007 2006

Retiree Health and Life

Insurance Plans
Service cost $ 1,766 $2423 $ 2545
Interest cost 4,203 4789 5077
Expected return on plan assets (1,966) (2.118) (2310)
Amortization of prior service

credit (10,928) (9738) (9731)

Amortization of net actuarial loss 2,547 4,045 5721

Net periodic benefit (income)/
cost $ (4378) $ (599) $ 1302

The following tables st forth the Plans’ obligations and assets ac
December 31:

Retiree Health and

Retivement Plans Life bisivance Plans
2008 200~ 2008 200”7

Changc in Benefit

Obligation
Benefit obligation

at January 1 $1,235,050  $1243602 $ 78611 $ 91852
Service cost 26,831 29,563 1,766 2423
Interest cost 74,124 70,651 4,203 4,789
Plan participant

contributions 1,803 1,801 3,423 3577
Plan amendments 2,658 932 (691) (5.854)
Actuarial gain (24,989) (70352)  (10,084) (8,930)
Bencfits paid (63,751) (60486)  (8,020)  (9.352)
Impact of forcign

exchange rates (69.937) 21527 (180) 106
Special

termination

benefit cost 288 16 — —
Effectof

sertlements (9,455) — —
Effect of

curtailments 147 — — —
Other 3,231 (2.204) — —
Benefit obligation

at December 31 $1,176,000  $1235050 $ 69,028 $ 78611
Change in Plan

Assets
Fair valuc of plan

assets at

January 1 $1,144,109 $1084767  $27.820 $ 30016

Actual return on
plan assets

(262459) 89686  (7.356) 2245

Company

contriburions 17,222 15,071 1,533 1,459
Plan participant

contributions 1,803 1.801 3,423 3578
Bencfits paid (63,751) (60,408) (8,020) (9,353)

Impact of forcign

exchange rates (58,203) 18.808 — —

Expenses paid (3.917) (4:490) (120) (125)
Effectof

settlements (9.455) — — —
Other 2,820 (1.126) _ -
Fair valuc of plan

assets at

December 31 $ 768,169 $1144109 $ 17280 $ 27820
Funded Status of

the Plans $ (407,831) $ (90941) $(51,748) $(50,791)
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Retivee | lealth and

Retivement Plan. Life hisurance Plans

2008 2007 2008 2007
Total Recognized
Amounts in the
Consolidated
Balance Sheets
Noncurrent asscts $ 293 § 41316 $ - —
Current liabilities (10,725) (8.149)  (1513)  (1434)
Noncurrent
liabilities (397.399)  (124,108)  (50,235)  (49.357)
Net liability $(407,831) $ (90941) $(51,748) $(50,791)

Items not yet recognized as a component of net periodic pen-
sion cost that are included in Accumulated Other Comprehensive
Loss (Income) as of December 31,2008 and 2007, are as follows:

Retivee Health and

Retirement Pl Life lsurance Plans

2008 2007 2008 2007
Net actuarial loss $574,207  $264382 $27902 $ 30106
Prior service cost/
(credi) 9,044 8222 (17.787)  (27.092)
Net transition
obligation 2,720 4537 — —
$585,971  $277.141  $ 10,115 $ 3014

Of the amounts included in Accumulated Other Comprchensive
Loss (Income) as of December 31, 2008, the portions the Company
€XPCCLs Lo recognize as components of net periodic benefit costin
2009 are as follows:

Retivement — Retivee Health and
Plans Life lusurance [ s
Net actuarial loss $42.405 $ 3333
Prior service cost/(credit) 1,398 (11.152)
Net transition obligation 381 —
$44,184 $ (7.819)




The amounts rccognizcd in Other Comprchcnsivc Loss/
(Income) during 2008 and 2007 include the following:

Retivee Health and

Retirement Plans Life hiswrance Plans

2008 2007 2008 2007
Adjustments arising
during the pcriod:
Net actuariaf loss/
(gain) $322,501  $(64.768) $ 343 $(8937)
Prior service cost/
(credit) 2,371 851 (1,623)  (5853)
Net transition asset (1,313) (167) — —
Reversal of amortization:
Nert actuarial loss (12,676)  (20847)  (2.547)  (4045)
Prior service cost/
(credit) (1549)  (1453) 10928 9738
Net transition
obligation (504) (774) — —
Total recognized in
Other
Comprehensive Loss/
(Income) $308,830  $(87.158) $ 7,101  $(9.097)

Assumptions
The following tables sct forth the major actuarial assumptions used
in determining the PBO, ABO and net periodic cost.

] l'l’/g/ 7/[’//»;11'('71{(«’ US Retiree

Total rccognizcd in Net
Periodic Benetit Cost
and Ocher
C()mprchcnsivc Loss/

$339,464  $(52391) $ 2,723  $(9.696)

(Income)

The accumulated beneti obligation for all defined benefir plans
was $1,087,309 and $1,126.748 at December 31,2008 and 2007,
rcspcctivcly.

The projected benefir obligation (PBO), accumulated benetic
obligation (ABO) and fair value of plan asscts for pension plans with
accumulated benefit obligations in excess of plan assets were,

$1,171,432,$1,082.741 and $763.308, respectively, as of December 31,

2008, and $429.727. $401,619 and $298.620, rcspcctivcly, asof
December 31,2007.
The following table scts forth the Company’s projected benefic

paymcnts ‘:OF thC nexeen ycars:

Retree Fealth and

Year Retirement Plans — Life lnsirance Plans
2009 $ 62998 $ 6601
2010 $ 66,486 $ 6728
2011 $ 68,375 $ 6977
2012 $ 683893 $ 6996
2013 $ 71422 $ 7031
2014-2018 $403,722 $34,351

assumptions ised to Us Health and
determine /IL'mj/f[ a/r//g, wions  Retirement 1 ‘{/& lnsurance Foreign
at December 31 Plans Plans Plans
Discount Rate
2008 6.12% 6.19% 6.00-7.50%
2007 6.39% 6.11% 3.60-5.90%
Rate of Compensation

Increase
2008 4.66% 446% 2.50-4.00%
2007 477% 457% 0.50-4.40%
I f"l*£g17rf(/»/zz'vr,lgr LS. Retiree
JESUMPLIONS used to determine Us Health and
net pei Jodic /wu;fi/ cost for Retivement 1 1’/‘; Dusurance Foreign
years ended December 31 Plans Plans Plans
Discount Rate
2008 6.39% 6.11% 5.50-6.25%
2007 5.83% 5.68% 4.00-5.25%
2006 5.50% 5.50% 4.00-5.25%
Expected Long-term Rate

of Return
2008 8.50% 8.50% 375-7.80%
2007 8.50% 8.50% 3.75-800%
2006 8.50% 8.50% 3.75-8.00%
Rate of Compensation

Increase
2008 477% 457% 2.00-4.50%
2007 488% 4.69% 1.00-4.00%
2006 4.80% 4.50% 1.00-4.00%
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The Company adjusts its discount rates at the end of each fiscal
year based on yicld curves of high—quality debt instruments over dura-
tions that match the cxpccted benefit payouts of each plan. The
cxpcctcd long»tcrm rate of return assumption is based on the Compa—
ny’s current and cxpcctcd tuture portfolio mix by asset class, and
cxpcctcd nominal returns of these asset classes. The rate of compensa-
tion increase assumption is gcncrally based on salar)' and incentive

increases.

Medical Trends

The US. Retiree Health and Life Insurance Plan makes up approx-
imately 99% of the Retiree Health liability. Therefore, the following
information relates to the U.S. plan only.
Healtheare Cost Trend Rae

Preage 05 Postage 65

9.30%
10.30%

10.30%
11.30%

2008
2007

Ultimate Trend Rate Pre-age 65 Post-age 65

2008 5.0% 6.0%
2007 5.0% 6.0%
Year atwhich the Rate Reaches

the Ultimarte Trend Rae Pre-age 65 Postage 65
2008 2014 2014
2007 2014 2014

Increasing the assumed trend rate for healthcare costs by one per-
centage point would increase the accumulated postretirement benefic
obligation (the APBO) and total service and interest cost component
approximarely $765 and $78, respectively. Decreasing the assumed
trend rate for healthcare costs by one percentage point would decrease
the APBO and total service and interest cost component approx-
imately $690 and $70, respectively. Based on amendments to the USS.
pl:in approvcd in 1999, which became effective in 2003, cost increases

borne by the Company arc limited to the Urban CP1, as defined.
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Retirement Plan Assets
The following table sets forth the weighted-average assct alloca-
tions of the Company’s retirement plans at December 31, 2008 and

2007, by asset category.

Asser Category (A (/A Conadia
Equity securities

2008 496%  737%  59.4%

2007 579%  73.1% 70.1%
Debrt securities

2008 377%  217%  369%

2007 303%  21.7%  299%
Alternative

2008 12.7% 3.7% 0.0%

2007 11.8% 42% 0.0%
Cash

2008 0.0% 0.9% 37%

2007 0.0% 1.0% 0.0%
Total

2008 100.0%  100.0%  100.0%

2007 100.0% 1000%  100.0%

The Company employs a total-return investment approach
whcrcby amix of equities and fixed income investments arc used to
maximize the long—tcrm return ofplan assets fora prudcnt level of risk.
Alternative assets such as real estare, private equity and hcdgc tunds
may be used to enhance long-tcrm returns while improving portfolio
diversification. Risk tolerancc is established througl’i consideration of
plan liabilities, plan tunded status and corporate financial condition.
Investment risk is measured and monitored on an ongoing basis
through quarterly investment portfolio reviews, annual liability meas-
urements and pcriodic asset/ liability studies.



U.S. Defined Benefit Plan

The equity investments are diversified among US. and non-US.
stocks of small and largc capitalizations. During 2008, the Company
completed an asset/liability study of the US. Defined Benefit Plan. As
aresult, the investment mix of the Planis being altered over a reason-
able timeframe to include a ]argcr percentage allocation to longcr
duration domestic bonds as well as an increased allocation to interna-
tional cquity securities and alternative investments. The level of
domestic equity securities will decrease to accommodate these
changes. The current target allocation (midpoint) for the invesement
portfolio is Equity Securities - 52.5%, Debt Securities - 34.5%, Alter-
native — 13%and Cash - 0%.

UK. Plan

The equity investments arc diversificd among U K. and interna-
tional stocks of small and largc capitalization& The current target
allocation (midpoint) for the investment portfolio is Equity Securities
- 72%, Debt Securicies — 22%, Alternacive — 5% and Cash - 1%

Canadian Plan
The cquity investments are diversified among Canadian and inter-
national stocks of primarily large capitalizations. The current target

allocation (midpoint) for the investment portfolio is Equity Securities
- 60%, Debr Securities — 40%, Alternative — 0% and Cash - 0%,

Retiree Health and tife Insurance Plan Assets

The following table scts forth the weighted-average asscralloca-
tions of the Company’s U.S. retirec health and life insurance plan ac
December 31,2008 and 2007, by asset category. As mentioned pre-
viously, the U.S. Retiree Health and Life Insurance Plan makes up
approximately 99% of the Retiree Health liability. Therefore, the fol-

lowing information relates to the U.S. Plan only.

Asset Caategory

Equity securitics

Contributions

Based on current actuarial estimates, the Company anticipates that
the total 2009 contributions made to its retirement plans and its retiree
health and lifc insurance plans will be comparable to 2008 levels, which
were approximatcly $20 million. This amount reflects the full uti-
lization of the remaining funding credits available for the U.S. qualiﬁcd
defined benefit pension plan dueto having prcviously funded the plan
in excess of minimum requirements. No assurances can be made,
however, about funding requirements beyond 2009, as chey will
dcpcnd large]y on actual investment returns and future actuarial

assumptions.

Medicare Prescription Drug, Improvement and
Modernization Act of 2003

In May 2004, the Financial Accounting Standards Board (FASB)
issued FASB Staff Position 106-2, ‘Accounting and Disclosure
Requirements Related to the Medicare Prescription Drug, Improve-
ment and Modernization Act of 2003 (FSP 106-2), which requires
measures of the accumulated postretirement benefit obligation and
net pcriodic postretirement benefit costs to reflect the effects of the
Medicare Prescription Drug, Improvement and Modernization Act
0£2003 (the Act). FSP 106-2 was cffective for interim or annual
reporting periods beginning after June 15,2004. The Company
adoptedand retroactively applied FSP 106-2 as of the effective date. In
response to the Company's reflection of the effects of the Actand the
adoption of FSP 106-2, the accumulated postretirement benefic
obligation was reduced by $48,940 and net periodic benefit costs were
reduced by $9.080 in 2004. The reduction in obligation directly related
to the subsidy was $581 and $816 in 2008 and 2007, respectively. The
projected subsidy as of December 31,2008, was substantially less than
the projcctcd subsidy at the time of adoption because of cha.ngcs the
Company made during 2005 to the cligibility for retiree medical bene-
fies. As part of these changes, prescription drug benefits for Medicare-
cligible retirces were climinated for those employces who retired after

1981 and for all future retirees, thcrcby signiﬁcantly rcducing the pro-

2008 499% jcctcd subsidy‘ These changcs resulted in an overall reduction in the
2007 58.7% accumulated postretirement benefit obligation of $38,132in 2005,
» which is bcing amortized overa pcriod of 4.6 years. The benefit of this
Debr securities . ) . ’
amortization will cease durmg 2010.

2008 39.5%

2007 335% The following table sets forth the Company’s projectcd subsidy
Alternative from the government for the next ten years:

2008 8.0%

2007 7 6% / )?'(fj(’l'/(’(!

' Year Suubsidy

Cash 2009 5 84

2008 26% 2910 $ 80

2007 02% o1 $ 75
Total 2012 $ 72

2008 100.0% 2013 $ 68

2007 100.0% 2014-2018 $274
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Sonoco Savings Plan

The Company sponsors the Sonoco Savings Plan forits U.S.
cmployccs, adefined contribution retirement plan. In accordance with
the Internal Revenue Service’s “Safe Harbor” matching contributions
and vesting provisions, the plan pmvidcs 100% Company matching on
the first 3% of pre-tax contributions, 50% Company matching onthe
next 2% of pre-tax contributions and 100% immediate vesting, The
plan also provides for participant contributions ot 1% to 30% of gross
pay. The Company’s expenses related to the plan for 2008, 2007 and
2006 were approximately $15,600, $15,700 and $14.000, respectively.

Sonoco Investment and Retirement Plan

The Company also sponsors the Sonoco Investment and Retire-
ment Plan, a defined contribution pension plan, for its salaried and
non-union U.S. employees who were hired on or after January 1, 2004,
the Plan’s effective date. The Company makes an annual contribution
of 4% of all cligible pay plus 4% of cligible pay in excess of the Social
Security wage base to cligible participant accounts. Participants are
ﬁJlly vested after five years of service or upon rcaching age 55, if earlier.
The Company's expenses related to the plan for 2008, 2007 and 2006
were approximately $4.550, $4.750 and $1,250, respectively.

Other Plans
Thc Company 3150 prOVideS rCtircmcnt and POS[‘rCtirCan[ I:)CnC'

ﬁtS to certain othcr non»U.SA cmployces through various Company

and local 7governmcnt SPOHSOYCd dcfincd contribution arrangemcnts.

For the most part, the liabilities related to these arrangements are
funded in the pcriod thcy arise. The Company’s expenses for these

plans WCre not matcrial FOI‘ &” ycars prcscmcd.

14. INCOME TAXES

The Company provides forincome taxes using the assetand
liability method. Under this method, deferred tax assets and
liabilities are determined based on differences between financial
reporting requirements and tax laws. Assets and liabilities are
measured using the enacted tax rates and laws that will be in effect
when the differences are expected to reverse.

F2] FORM 10-K B SONOCO 2008 ANNUAL REPORT

The provision for taxes on income for the years ended
December 31 consists of the following:

2008 2007 2006
Pre-tax income
[Domestic $150,348 $194262 $210444
Foreign 52,028 61,364 64,364
Total pre-tax income $202,376 $255626  $274.808
Current
Federal $ 44,431 $ 59,030 $ 83845
State 7.245 5,764 (2.733)
Foreign 21,965 22332 27,482
Total current $ 73641 $ 87,126 $108594
Deferred
Federal $ (3,781) $(12.381) $(12,060)
State (3,437) (4,086) (1,207)
Foreign (11,626)  (15473) (1,998)
Total deferred $(18,844) $(31,940) $(15265)
Total taxes $ 54,797 $ 55186 $ 93,329

Deferred rax liabilities (asscts) are compriscd of the following at

December 31:

2008 2007
Depreciation $ 102,362 $ 109257
Employce benefics — 11,898
Intangibles 72,337 66,676
Gross deferred tax liabilities $ 174699 $ 187831
Retirce health benefies $ (24794) $ (25258)
Foreign loss carryforwards (69,451) (67.903)
Capital loss carryforwards (10,381) (9.376)
Employee benefies (187,055) (69.367)
Accrued liabilities and other (63,645) (44.478)
Gross deferred rax assets $(355,326) $(216382)
Valuation allowance on deferred tax
assets $ 73632 $ 73175
Total deferred taxes, net $(106,995) $ 44624




Foreign subsidiary loss carryforwards of approximatcly $271,140
remain at December 31,2008, Their use is limited to future taxable
carnings of the respective forcign subsidiaries. Of these loss carryfor-
wards, approximatcly $197,248 do not have an expiration date. The
remaining loss carryforwards expirc at various dates in the future.
Approximacely $7.915 of state loss carryforwards and $3.624 of state
credit carryforwards remain at December 31, 2008. The state loss and
credit carryforwards cexpire at various dates in the future.

A reconciliation of the U.S. federal statutory tax rate to the actual

consolidated tax cxpense is as tollows:

2008 200™ 2006
$70,832 35.0% $ 89.470 35.0% $96,183 35.0%

Statucory tax rate

State income taxes, net of
2,405 1.2
5351 26

520 02
919 04

4242 15
2175 33

federal tax benetic
Valuation allowance
Change in reserve for

(2332) (1.2) (10361) (41) (3664) (1.3)

uncerrain tax positions
Chungc in cstimates

related o prior years (4,460) (2.2) (2.229) (09) (1.840) (0.7)
Forcign carnings taxed at

other than U.S. rates (8.939) (44) (10779) (42) (7.489)(2.7)
Effect of tax rate changes

(4929) (24)  (6107) (24) - —
(,131) (15)  (6247) (24) (3278) (1))

$54,797 27.1% $ 55186 21.6% $93.329 34.0%

cnacrcd during thC ycar

Other, net

Total taxes

During 2008, the Company had a favorable impact of $9,498 from
decreases in reserves for uncertain tax positions rclaced primarily to
lapscs of statutes of limitations in international, federal and stare juris-
dictions as well as overall changcs in factsand judgmcnt. Included in
the Company's benefit from “Forcign carnings taxed at other than U S.
rates” was $4,313 from an adjustment to the basis of acquired assets of
one of the Company’s Italian operations duc ro a change in tax law.
The benefics included in “Change in estimates relaced to prior years”
consist primarily of adjustments to deferred tax assets and liabiliies
arising from the availability of more accurate cstimates.

During 2007, the Company had a favorable impact of $16,419
from decreases in reserves for uncertain tax positions related primarily
to lapscs of statutes of limitations in international, federal and state
jurisdictions. The Company also realized a favorable impact of $6,107
from enacted tax rate reductions in various forcign jurisdictions.

During 2006, the Company entered into tax agreements with state
tax authoritics and closed state tax cxaminations for less chan originally
providcd for, rcsulting in the reversal of prcviously accrued taxes of
$5,354. This was mostly offsct by the impact of $4.867 resulting from
restructuring charges for which a rax benefit could not be recognized.

Undistributed carnings of international subsidiaries totaled
$239,007 at December 31, 2008. Deferred taxes have not been pro-
vided on the undistributed carnings, as the Company considers these
amounts to be indefinitely reinvested to finance international growth
and expansion. If such amounts were remitted, loaned to the Com-
pany, or the stock in the foreign subsidiaries sold, these earnings could

become subject to tax.

FIN 48 Liabilities:

The Company adopted the provisions of Financial Accounting
Standards Board Interpretation No. 48, “ Accounting for Uncertainty
in Income Taxes” (FIN 48), on January 1,2007. As aresult of the
adoption, the Company recorded a reduction of approximately $5.600
to the January 1,2007 balance of retained carnings.

The following table sets forth the reconciliation of the gross
amounts of.unrccognizcd tax benefits at the bcginning and cnding of

the periods indicated:

2008 2007

Gross Unrecognized Tax Benetits at
January 1

Increases in prior ycars’ unrecognized

$36,700 $ 55700

tax benefits 1,600 2,000
Decreases in prior years

unrecognized tax benefits (3,000)  (3,000)
Increases in current year

unrccognizcd tax benefits 7,000 7.700
Decreascs in unrecognized tax

bencfits from the lapse of statures

of limitations (6,400)  (25,300)
Settlements (1,100) (400)

Gross Unrecognized Tax Benefits at

December 31 $34,800 $ 36700

Of the unrecognized tax benefic balances ac December 31,2008
and December 31,2007, approximatcly $25,600 and $28.300,
rcspcctivcly, would have an impacton the effective tax rate if-ultimatcly

rccognizcd

Interest and/or penalties relared to income taxes are reported as
part of income tax expensc. At December 31,2008 and December 31,
2007, the Company had approximately $6,500 and $7,500,
respectively, accrued for interest. Tax expense for the year ended
December 31,2008, includes $600 of interest benefit, which is com-
prised of an interest benefit of approximatcly $4,100 related to the
cxpiration of statutes of limitations and intcrest expense of $3,500 on
unrecognized tax benetits. The amounts listed above for accrued
interest and interest expense do not reflect the benefit of a federal tax
deduction which would be available if the interest were ultima[ely paid.

The Company and/or its subsidiaries file federal, state and local
income tax returns in the United States and various forcign juris-
dictions. With few exceptions, the Company is no longcr subjcct to
US. federal, or non-U.S., income tax examinations by tax authoritics
for ycars before 2005. With respect o state and local income taxes, the
Company is no longer subject to examination prior to 2003, with few
cxceptions.

The estimate for the potential outcome of any uncertain tax issue is
highly judgmental. The Company believes ic has adequately provided
for any reasonable foresecable outcome related to these matters.
However, fucure results may include favorable or unfavorable adjust-
ments to estimated tax liabilities in the period the assessments are
made or resolved or when statutes of limitation on potential assess-
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ments expire. Additionally, the jurisdictions inwhich camings or
deductions are realized may differ from current estimates. As a result,
the effective tax rate may fluctuate signiﬁcantly ona quartcriy basis.

15. COMMITMENTS AND CONTINGENCIES
Contingencies

Pursuant to Statement of Financial Accounting Stan-
dards No. 5, “Accounting for Contingencies,” accruals for
estimated losses are recorded at the time information
becomes available indicating that losses are probable and
that the amounts are reasonably estimable. Amounts so
accrued are not discounted. While the ultimate liabilities relating to
claims and proceedings may be significant to profitability in che period
recognized, it is management's opinion that such liabilities, when finally
determined, will not have an adverse matcrial effect on Sonoco’s con-
solidated financial position or liquidity.

The Company is a party to various legal proceedings incidental to
its business and is subjcct to avaricty of environmental and poiiution
control laws and rcguiations inall jurisdictions in which it operates.
The Company is also currently a defendantina purported class action
by persons who bought Company stock between February 7, 2007
and Scptcmbcr 18,2007. That suit aiicgcs that the market price of the
StOCl( h‘ld i)CCn ini‘iatcd by aiicgcdiy faiSC ilnd miSlCilding Cilrnings PrO’
jections published by the Company. As is the case with other compa-
nies in similar industries, the Company faces cxposure from actual or
putcntiai claims and icgai procccdings. Some of these exposures have
the potential to be material. The Company cannot currently estimate
the final outcome oi-many of the items described or the ultimate

amount ofpotcntiai i()SSCS.

Environmental Matters

During the fourth quarter 0£2005, the U. S. Environmental Pro-
tection Agency (EPA) notified U.S. Paper Mills Corp. (U.S. Mills). a
wholly owned subsidiary of the Company, that U.S. Millsand NCR
Corporation (NCR), an unrelated party, would be jointly held respon-
sible to undertake a program to remove and dispose of certain
PCB-contaminated sediments at a particular site on the lower Fox
River in Wisconsin (the “Site”) which is now labeled by the EPA as
Phase 1. U.S. Millsand NCR rcached an agreement between them-
selves that cach would fund 50% of the costs of remediation, which the
Company currenely estimates to be between $28,000 and $41,000 for
the Site project as a whole. The Company has expensed a total of
$17.650 for its estimated share of the total cleanup cost. Of the total
expensed, $12,500 was recorded in 2005, and $5.150 was recorded in
2007. Through December 31,2008, a total of $11,064 has been spent
on remediation of the Site. The remaining accrual of $6,586 represents
the Company’s best estimate of what it is iikcly to pay to compictc the
Site project. However, the actual costs associated with cleanup of this
particular site are dependent upon many factors and it is reasonably
possible that remediation costs could be higher than the current esti-
matce of project costs. Morcover, US. Millsand NCR are in the carly
stages of an arbitrarion proceeding with a contractor on the project
who claims additional compensation. The Company acquired U.S.
Mills in 2001, and the alleged contamination predates the acquisition.
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In Fcbruary 2007, the EPA and Wisconsin Department of Natural
Resources (WIDNR) issued a general notice of potential liability under
the Comprchensive Environmental Response, Compensation, and
Liability Act (CERCLA) and a request to participarc in remedial
action impicmcntation negotiations rciating to astretch of the lower
Fox River, including the bay at Green Bay, (Operating Units 2 - 5) to
cight potentially responsible partics, including U.S. Mills. Operating
Units 2 - 5 include but also comprisc a vastly iargcr arca than the Site.
Although it has not accepred any liability, U.S. Mills is reviewing chis
information and discussing possible remediation scenarios, and the
allocation of responsibility thercfor, wich other potentially responsible
parties. On April 9,2007, U.S. Mills, in conjunction with other poten-
tially responsible partics, presented to the EPA and the WDNRa
proposed schedule to mediate the allocation issues among cighe
potentially responsible partics, including U.S. Mills. Non-binding
mediation began in May 2007 and continued as bilateral/multilaceral
negotiations until mid 2008. To date, no agreement among the parties
has occurred.

On November 13,2007, the EPA issued a unilateral Admin-
istrative Order for Remedial Action pursuant to Section 106 of
CERCLA. The order requires U.S. Mills and the seven other
rcspondcnts to jointly take various actions to cicanup Opcrating Units
2 - 5. The order establishes two phases of work. The first phase consists
oi-pianning and dcsign work as well as preparation tor drcdging and
other remediation work and initiaiiy was rcquircd to be compictcd by
December 31,2008. The second phasc consists primariiy oi’idrcdging
and disposing of contaminated sediments and capping, of the drcdgcd
and less contaminated arcas of the river bottom. The sccond phase is
rcquircd to bcgin in 2009 when weather conditions permit and is
expected to continue for several years. The order also provides fora
$32.5 per day penalty for failure by a respondent to comply with is
terms as well as exposing a non-complying respondent to potential
treble damagcs. Aithough U.S.Mills has reserved its rights to contest
liability for any portion of the work, it is cooperating with the other
respondents to comply with the first phase of the order, although its
financial contribution will iii(ciy be determined by the lawsuit com-
menced in June 2008.

On Junc 12,2008, NCR and Appleton Papers, Inc. as plaintiffs,
commenced a lawsuit against U.S. Mills, as one of a number of defend-
ants, scci(in%,y a dcciaratory judgmcnt aiiocating among, all the parties
the costsand damagcs associated with the poiiution and cicanup of the
Lower Fox River. The suit also secks damagcs from the defendants for
amounts already spent by the plaintiffs, including natural resource
damagcs, and future amounts to be spent by all partics with rcgard to
the pollution and cleanup of the Lower Fox River. The Company
believes that chis suit will have a minimal, ii’lany, impacton the total
amount of the potcntiai remediation costs associated with Opcrating
Units2-5.

As of December 31, 2008, U.S. Mills had accrued a roral of $60.825
for potential liabilitics associated with the Fox River contamination
(notincluding amounts accrued for remediation at the Site). That
amount represents the minimum of the range of probable loss that can
be reasonably estimated based on information available through the
date of this report. The accrual had been $20,000 ac December 31,



2007. In two separate actions during 2008, U.S. Mills increased its
estimate of the minimum amount ol‘potcntial loss it believes it is likcly
to incur for all Fox River related liabilitics (other than the Site) from
$20,000 to $60.825. Accordingly, U.S. Mills recognized additional
pre-tax cliargcs of $40,825 in 2008 for such potcntial liabilitics. Also
during 2008, settlements totaling $40,825 were reached on certain of
the insurance policies covering the Fox River contamination. The
recognition of these insurance sertlements offset the impact o carn-
ings of the additional chargcs in 2008. Nevertheless, U.S. Mills” ulti-
mate share of the liability, and any claims against the Company, could
conceivably exceed the net worth of U.S. Mills. However, the Com-
pany does not believe it is probable that the eftect of U.S. Mills' Fox
River liabilitics would result in a consolidated pre-tax loss thac would
exceed the nec worth of US. Mills, which was approximately $78,000
at December 31,2008.

The Company has been named as a potentially responsible party at
several other environmentally contaminated sites. All of the sites arc
also the rcsponsibility ot other partics. The potcntial remediation
liabilities are shared with such other partics, and, in most cascs, the
Company's share, it any, cannot be reasonably estimated at che current
time.

As of December 31,2008 and 2007, the Company (and its sub-
sidiaries) had accrued $70,542 and $31,058, respectively, related to
cnvironmental contingencics. Ofthese, atotal of $67,411 and $28,996
relate to U.S. Mills at December 31,2008 and 2007, respectively.
These accrualsare included in “Accrued expenses and other” on the
Company’s Consolidated Balance Sheets. As discussed above, US.
Mills also rccognizcd 2 $40,825 benetit from settlements reached on
certain insurance policies covering the Fox River contamination. U.S.
Mills received all of the cash procccds from these sertdemencs in 2008.
Of the total sercdements received, up to $21,300 is subject to bcing
reimbursed to the insurance companics to the exeent, if any, that future
costs incurred are less than thar amount. U.S. Mills' two remaining
INsurance carriers are in liquidation. Itis possiblc that U.S. Mills may
recover from these carricrs a small portion of the costs it ultimately
incurs. U.S. Mills may also be able to recoup some of the costs it incurs
from other partics. There can be no assurance that such claims for
recovery would be successtul and no amounts have been recognized in
the consolidated financial statements of the Company for such poten-

tiill recovery or I'CCOUmenE.

Commitments

As of December 31,2008, the Company had long—tcrm ol‘)liga—
tions to purcliasc Clcctricity and steam, which it uses in its production
processes, as well as long-term purcliasc commitments for certain raw
materials, principally old corrugatcd containers. These purcliasc
commitments require the Company to make total payments of
approximatcly $330,429, as follows: $35.775 in 2009; $40.471 in 2010;
$40.471in2011,$25993in 2012 and a total ot $187,719 from 2013
through 2026.

16. SHAREHOLDERS’ EQUITY AND EARNINGS PER SHARE
Stock Repurchases

The Company’s Board of Directors has authorized the repurchase
ol‘up t0 5,000,000 shares of the Company’s common stock. No shares
were rcpurchascd under this authorization during 2008. Accordingly,
at December 31,2008, a total of 5,000,000 sharcs remain available for
repurchase.

The Company occasionally repurchases shares of its common
stock to satisl:y cmploycc tax withholding obligations in association
with the exercise of stock appreciation rights and performance-based
stock awards. These repurchases, which are not part of a publicly
announced plan or program, toraled 31,288 shares during 2008 at a
cost of $843.

Earnings per Share
The following table scts forth the computation of basic and diluted

carnings per share:

2008 2007 2006

Numecrartor:
Netincome $

164,608 $  214156% 195,081
Denominator:

Weighted average common

shares outstanding 100,321,000 100,632,000 100,073,000

Dilutive effect of stock-

based compensation

665,000
100,986,000

1,243,000 1,461,000
101,875,000 101,534,000

Diluted outscanding shares
Net income per common share:

Basic $

Diluted $

1.64 %
1.63 %

213% 1.95
210% 192

The Company declared dividends totaling $1.07 and $1.02 per
share in 2008 and 2007, respectively.

Certain stock appreciation rights and options to purcl’iasc shares of
the Company’s common stock are not dilutive because the exercise
price is greater than the market price of the stock at the end of the fis-
cal year. Accordingly, the following shares were not included in the

computations ()l:dilU(C(‘l income PCF Sllill'C amounts:

2008
3,685,058

2007
1,586,000

2006
2,000

Anti-dilutive options/SARs

These options/SARs may become dilutive in future periods if the
market price of the Company's common stock appreciates. No
adjustments were made to reported net income in the compuration of

Carnings PCI~ Sl‘lal’(’.

17. FINANCIAL REPORTING FOR BUSINESS SEGMENTS

The Company identifies its reportable segments in accordance
with Statement of Financial Accounting Standards No. 131, ‘Di-
sclosures about Segments of an Enterprise and Related
Information’ (FAS 131), by evaluating the level of detail reviewed
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by the chicfoperating decision maker, gross profit margins, nature
of products sold, nature of the production processes, type and class
of customer, methods used to distribute product and nature of
rcgulatory environment.

The Consumer l)ackaging segment includes the following prod-
ucts: round and shapcd rigid packaging (both composite and plastic);
printed flexible packaging; and metal and peelable membrane ends and
closures.

The Tubes and Cores/Paper segment includes the following
products: high-performance paper and composite paperboard tubes
and cores; fiber-based construction tubes and forms; pallet compo-
nents; recycled paperboard, linerboard, recovered paper and other
recycled materials.

The Packaging Services segment provides the following products
and services: designing, manufacturing, assembling, packing and
distributing temporary, semipermancnt and permanent
point-of-purchase displays; brand artwork management; and supply
chain management services, inc]uding contract packing, fulfillment
and scalable service centers.

All Other Sonoco represents the Company's businesses that do
not meet the aggregation critcria outlined in FAS 131, and therefore
arc not included in any of the above reportable segments. All Other
Sonoco includes the following products: wooden, metal and compo-
site wire and cable reels; molded and extruded plastics; custom-
designed protective packaging; and paper amenities such as coasters
and glass covers.

Restructuring charges, interest expense and interest income are

included in Corporatc opcrating proﬁts.
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The following table sets forth financial information about each of
the Company’s business segments:

Years ended December 31

Tuthes and
Cores

Laper

Consoli-
doated

Consimer

Paackaging AU Other
Packaging

Services Sonoco Corporare

Total Revenue

2008 $1,572,090 $1,774821 $517.869 $402,469 $ — $4267249
2007 1,441,037 1,807,035 519462 415799 — 4183333
2006 1308,184 1614721 456877 407411 — 3787193
Intersegment Sales'

2008 $ 1760 $ 100,185 $ 371 $ 42548 $ — $ 144864
2007 2918 95,071 629 44723 — 143341
2006 3430 89,163 44 37717 — 130354
Sales to Unaffiliated Customers

2008 $1570,330 $1,674636 $517498 $359921 $ — $4.122,385
2007 1438119 1711964 518833 371076 — 4039992
2006 1304754 1525558 456,833 369694 — 3656839
Income Before Income Taxes?

2008 $ 130370 $ 145840 $29045 $ 44,379 $(147.258)% 202,376
2007 104516 143692 44482  S1385  (88449) 235626
2006 109,624 148,177 39181 49,106 (71.280) 274808
Identifiable Assets?

2008 $1,070621 $1286477 $306569 $180.873 $ 241926 $3.086.466
2007 1,149,832 1439045 321536 189,179 240651 3340243
2006 836705 1,388453 326518 185287 179715 2916678
Depreciation, Depletion and Amortization*

2008 $ 72723 % 87633 3 11,680 $ 10685 $ — % 182721
2007 66494 91,160 11,842 11843 — 181,339
2006 55,074 85863 11942 11984 — 164,863
Capital Expenditures*

2008 $ 41681% 70510 $ 2791% 8132 $ — $ 123114
2007 74208 75654 3674 15908 — 169,444
2006 48,153 63,290 3439 8397 — 123279

! Intersegment sales are recorded at a market-related transfer price.

: Corporate 2008, 2007 and 2006 includes restructuring and restructuring-relaced
asset impairmenc charges of $(21,695), $(23462) and $(1.912), respectively. asso-
ciated with the Consumer Packaging scgment: $(32.669), $(10,343) and
$(23655). respectively, associated with the Tubes and Cores/Paper segment;
$(2.058), $(585) and $(77). respectively, associated with the Packaging Services
segment; and $(988), $(1.801) and $(453), respecrively. associated with All Orher
Sonoco. Interest expense and interest income are also shown under Corporate. In
addition, Corporate 2008 includes a financial asset impairmenc charge of $42.651.
Identifiable assets are those assets used by cach segmentin its operations. Corpo-
rate assets consist primarily of cash and cash equivalents, invesements in affiliates,
headquarters facilities and prepaid expenses.

Depreciation, depletion and amortization, as well as capital expenditures that are
incurred at Corporate, are allocated to the reportable segments and All Ocher

Sonoco.



Geographic Regions
SaiCS to unaffiiiatcd customers and iOng’liVCd asscts by gcographic

rcgion arc as ibilOWS:

2008 200" 20006
Sales to Unaffiliated
Customers
United States $2,596,641 $2519949  $2,343,046
Europe 762,143 730,393 576,096
Canada 374,122 384416 369,563
All other 389,479 405,234 368,134
Total $4,122,385 $4,039.992  $3,656,839
Long-lived Assets
United States $1,314,106 $1346288 $1217.462
Europe 320,271 368,492 353,841
Canada 228,630 303454 165,796
Allother 103,814 162,098 148,519
Total $1,966,821 $2,180,332 $1.885618

Sales are attributed to countries/ regions based upon the piant loca-
tion from which products are shippcd. Long—iivcd assets are compriscd
of property, piant and cquipment, goodwilL intangibic assets and
investment in affiliares (see Notes 7 and 8).

18. ACCUMULATED OTHER COMPREHENSIVE LOSS

The following table summarizes the components of accumulated
other comprehensive loss, and the changes in accumulated other
comprehensive loss, net of tax as applicable, for the years ended

December 31,2008 and 2007:

Foregn Accumudated

Currency / )y/lhcz/ Derivatee Other
Dranslation Boneft Finaneial - Comprebensive
Adjustments Plans Dustraoments Loss

Balance at December 31,2006 $ (22.630) $(237.616) $ (2,059) $(262,305)

Change during 2007 95449 58958 524 154931
Balance at December 31,2007 72819 (178658)  (1,535) (107,374)
Change during 2008 (141556) (194.149) (11,600) (347.305)

Balance at December 31,2008 $ (68.737) $(372.807) $(13.135) $(454.679)

The 2008 tax effect on the Defined Benefit Plans and Derivative
Financial Instruments was $122,453 and $6.820, respectively. The 2007
tax effect on the Defined Benefit Plans and Derivative Financial
Instruments was $(35.985) and $(304), respectively. The cumulative
tax benefic of the Detined Benefit Plans was $225,258 and $102,805 at
December 31,2008 and 2007, respectively. Additionally, the cumu-
lative rax effect of Derivative Financial Instruments was $7,680 and

$860 at December 31,2008 and 2007, rcspcctivciy.

19. NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the Financial Accounting Standards Board
(FASBY) issucd FAS 158, Employers’ Accounting for Defined Benefic
Pension and Other Postretirement Plans. The Company has com-
plied with those provisions of FAS 158 which became effective on

December 31,2006, and since that time has rccognizcd in its financial
statements the funded status of its defined benefit plans. The
measurement date provision of FAS 158 became effective for the
Company bcginningwith its December 31, 2008 balance sheet. This
prOViSiOn ai’i:cctcd ()niy thC Company,s dcﬁncd bcncﬁt pian in t}]c
United Kingdom, which had prcviously used an earlier measurement
date. The adoption of the measurement date provision of FAS 158
resulted inan adjustmcnt to 2008 bcginning retained earnings of $351.

In September 2006, the FASB issued FAS 157, Fair Value
Mecasurements, which defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value
measurements. FAS 157 does not require any new fair value
measurements. The provisions of FAS 157 become effective in two
phases. As of January 1,2008, FAS 157 became effective for all finan-
cial assets and liabilities and for any non-financial assets and liabilicies
measured at fair valuc on a recurring basis. Effective January 1,2009,
the provisions of FAS 157 will apply to all assets and liabilities. The
impact to the Company of the full adoption of FAS 157 is expected to
be largely confined to potential changes in how the Company values
assets recorded in connection with a business acquisition and in its
;maiysis ofpotcntial goodwiil and other asset impairments. chond
these potcntiai impacts, and other than additional disclosure, the
adoption of FAS 157 has not and is not expected to have a material
impact on the Company’s financial statements.

In December 2007, the FASB issued FAS 141(R), Business
Combinations' which replaces FAS 141. While FAS 141(R) retains
the fundamental requircment that the acquisition method of account-
ing be used for all business combinations, several signiﬁcant changcs
were made some of which include: the scope of transactions covered;
the treatment of transaction costs and subsequent restructuring
charges; accounting for in process rescarch and development, con-
tingent assets and liabilities, and contingent consideration; and how
adjustmcnts made to the acquisition accounting after the transaction
are reported. For Sonoco, this statement applies prospectively to busi-
ness combinations occurring on or after January 1,2009. While
application of this standard will not impact the Company’s financial
statements for transactions occurring prior to the effective date, its
application will have a significant impact on the Company’s account-
ing for future acquisitions comparcd to current practice.

In December 2007, the FASB issued FAS 160, Noncontrolling
Interests in Consolidated Financial Statements’ which amends current
accounting and reporting fora noncontroliing interestina subsidiary
and the deconsolidation of a subsidiary. This statement providcs thata
noncontroiiing interestin a subsidiary should be rcportcd as equity
rather than asa “minority interest” liabiiity and requires thatall pur-
chases, sales, issuances and rcdemptions oi’iowncrship interests in a
consolidated subsidiary be accounted for as cquity transactions it the
parent retains a controiiing financial interest. FAS 160 also requires
thara gain or loss be rccognizcd whena subsidiary is deconsolidated
and. if a parent retains a noncontrolling equity investment in the for-
mer subsidiary, that the invesement be measured at its fair value. This
statement is effective January 1, 2009, and will be applied prospectively
except for the presentation and disclosure requirements which are
retrospective. As such, the effect of this standard on current non-
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controlling interest positions will be limited to financial statement
presentation and disclosure, but its adoption will impact the Compa-
ny’s accounting and disclosure for all transactions involving non-
controlling interests after adoption‘ The cxpcctcd amount of minority
interest liability to be reclassified as equity upon adoption of chis
statement is approximately $11,500.

In March 2008, the FASB issued FAS 161, Disclosures abour
Derivative Instruments and Hcdging Activities' which requires
enhanced disclosures about (a) how and why an entity uses derivative
instruments, (b) how derivative instruments and related hedged items
arc accounted for under Statement 133, and (c) how derivative
instruments and related hedged items affect an entity's financial posi-
tion, financial performance and cash flows. This Statement is effective
for fiscal years and interim periods beginning after November 13,
2008. As described above, the application of this standard will impact
the Company’s disclosure of its derivative instruments and hedging
acovites.

In April 2008, the FASB issucd FASB Staft Position (FSP) FAS
142-3, Determination of the Useful Life of Intangible Assets’ which
amends the factors that should be considered in dcvcloping renewal or
extension assumptions used to determine the useful life of a recog-
nized intangiblc asset under FASB Statement No. 142, “Goodwill and
Other lntangible Assets.” This Seaff Position is effective for financial
statements issued for fiscal years bcginning after December 15, 2008,
and interim pcriods within those fiscal years. Early adoption is pro-
hibited. Application of this FSP is not expected to have a signiﬁcant
impact on Sonoco’s financial statements.

In Junc 2008, the FASB issued FSP EITF 03-6-1, "Determining
Whether Instruments Granted in Share-Based Payment Transactions
arc Participating Securities. This FSP provides that unvested share-
based payment awards that contain nonforfeitable rights to dividends
or dividend cquivalcnts (whether paid or unpaid) are participating
securities and shall be included in the computation of carnings per
share pursuant to the two-class method. The Company docs not cur-
rently have any share-based awards that would qualify as participating
securities. Thercfore, application of this FSP is not expected to have an
effect on the Company's financial reporting

In November 2008, the FASB issued Emerging Issues Task Force
(EITF) Issuc No. 08-6, Equity Method Investment Accounting

Considerations.” This Issue providcs guidancc on dctcrmining the ini-
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tial carrying value of an cquity method investment, how an impairment
assessment of an undcrlying indefinite-lived intangiblc asset of an
equity method investment should be pcrformcd, howan cquity
method investee’s issuance of shares should be accounted for, and how
to account for a change in an investment from the equity method to
the cost method. This EITF Issue is effective for fiscal years bcginning
on or after December 15,2008, and interim pcriods within those fiscal
years, consistene with the effective dates of Statement 141(R) and
Statement 160. Application of the guidance in this Issuc, which is
required to be applied prospectively, is not expected to have a marerial
impact on the Company’s financial statements.

In November 2008, the FASB issued EITF Issue No. 08-7, Ac-
counting for Defensive Intangible Assces” This Issue provides that a
dcfensive intangible assct should be accounted for as a scparate unit of
accounting, In addition, a defensive intangiblc asset should be assigncd
auseful life chat reflects the cntity's consumption of the cxpcctcd
benefits related to the asser. The useful life of a defensive intangiblc
asset is to be determined by estimating the pcriod over which the
reporting entity expects the asset to contribute indirectly to the future
cash flows of the entity; cquivalcntly, the pcriod over which the
defensive in[angiblc assct will diminish in fair value. This Issue is effec-
tive for intangiblc assets acquircd in fiscal years and interim pcriods
bcginning onor after December 15,2008, in order to coincide with
the effective date of Statement 141(R). While the impact of this Issue,
which is rcquircd to be applicd prospcctivcly, will dcpcnd on the
amount and nature of any such assets, it is not cxpcctcd to have a
material impacton the Company’s financial statements.

In December 2008, the FASB issued FSP FAS 132(R)-1, Em-
ployers’ Disclosures about Postretirement Benefit Plan Asscrs.” This
FSP requires expanded disclosure regarding how investment alloca-
tion decisions are made, including factors that are pertinent to an
undcrstanding of investment policics and strategies; the fair value of
cach major category of plan assets; information that enables financial
statement users to assess the inputs and valuation tccl’iniques used to
develop fair value measurements of plan assets, including additional
details rcgarding asscts valued using signiﬁcant unobservable inputs
(Level 3); and, significant concentrations of risk. This Staff Position is
cffective for financial statements issued for fiscal years cnding after
December 15,2009, and interim periods within those fiscal years.
Upon initial application, the provisions of this FSP arc not required for
carlicr periods that arc presented for comparative purposes.



20. SELECTED QUARTERLY FINANCIAL DATA

Thc following tablc SCts forth SClCCth quartcrly financial data Of’.

the Company:
Farst Second 1hird Fourth
{ Unandited) Quarter Quarter szmr Q/t‘n'/w'
2008
Net sales $1,037,996 $1,086,567 $1,063,250 $ 934,572
Gross profic 186,402 194,681 184,736 158,211
Restructuring/Asset
impairment charges ~ (61,538)  (10,770) (5,530)  (22,223)
Netincome 13,259 57,986 57,351 36,012
Per common share
Netincome
- basic $ 13 8 58 $ 57 $.36
- diluted 13 57 57 36
Cash dividends
-common 26 27 27 27
Market price
- high 34.85 3581 31.04
-low 2597 2820 2958 19.84
2007
Net sales $ 955679 $ 994431 $1029764 $1,060,118
Gross profit 185,165 190,073 187,279 191277
Restructuring/ Asset
impairment charges (6,806) (3.289) (17.401) (8,695)
Netincome 53,104 42351 64533 54,168
Per common share
Netincome
- basic $ 53 $42 $ 64 % 54
- diluted 52 41 63 54
Cash dividends
- common 24 26 26 26
Marker price
- high 38.90 4491 4475 3476
-low 36.19 38.10 29.65 28.45

21. VALUATION AND QUALIFYING ACCOUNTS

Colmn A Colwmn B - Additions

Column C Column D

Bualance at Chv‘ger/ to
Beginning  Costs and
Lrning 2
of Year  Expenses

( flmrgm’ to

Other  Deductions

Balance
at End
of Year

2008
Allowance
for
Doubtful
Accounts
LIFO
Reserve
Valuation
Allowance
on
Deferred
Tax
Assets

$ 9519 $4516 8 (3957 $4,371

16,404 1,263

73,175 11,3965 (4.894)¢ 6,045

$9,269

17,667

73,632

2007
Allowance
for
Doubtful
Accounts
LIFO
Reserve
Valuation
Allowance

$ 8983 $ 1261 $ 1395% $2120

14,602 18023

on
Deferred
Tax
Assets 15,5037

56754 918

$9519

16,404

73175

2006
Allowance
for
Doubtful
Accounts
LIFO
Reserve
Valuation

$ 8325 $ 2263 S 11690 32774

11,568 3034
Allowance
on
Deferred
Tax

Assets 43022

9,175 4,557¢

$8983

14,602

56,754

I Includes amounts written off

Includes translation adjustmcnts and other insignificant adjustments

* Includes adjustments based on pricing and inventory levels

4 Includes utilization and expiration of-capita[ loss carryfbrwards, netoperating loss

carryforwards, and other deferred tax assets

5 Includes creation of foreign and domestic deferred tax assets for which no beneficis

expected to be realized

]ﬂCIUdﬁS translation 3diu5(m€l1(5

lation adjus[mfn(s

Includes changes in valuation allowance due to foreign net operating losses and trans-
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING AND FINANCIAL DISCLOSURE

Notapplicable.

ITEM 9A. CONTROLS AND PROCEDURES
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Under the supcrvision, and with the participation, of our manage-
ment, including our principal executive officer and principal financial
officer, we conducted an evaluation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Securities
Exchange Act of 1934). Based on this evaluation, our principal execu-
tive officer and principal financial officer concluded that such controls
and procedures, as of the end of the ycar covered by this Annual
Report on Form 10-K, were effective.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Our management is rcsponsible for cstablishing and maintaining
adequate internal control over financial reporting, as such term is
defined in Rule 13a-15(f) under the Securities Exchange Act of 1934.
Under the supervision and with the participation ofour management,
including our principal executive officer and principal financial officer,
we conducted an evaluation of the effectiveness of our internal control
over financial reporting based on the framework in Internal Control -
Intcgratcd Framework issued by the Committec of Sponsoring
Organizations of the Treadway Commission. Based on our evaluation
under the framework in Internal Control - Intcgratcd Framework, our
management concluded that our internal control over financial
reporting was cffective as of December 31, 2008. Pricewaterhou-
seCoopers LLP (PwC), our independent registered public accounting
firm, has audited the effectiveness of our internal control over financial
reporting as of December 31,2008, and has issued an atrestation
[CpOTT, which appears at the bcginning of Item 8 of this Annual chort
on Form 10-K.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

The Company is continuously sccking to improve the cfficicncy
and effectiveness of its operations and of its internal controls. This
results in refinements to processes throughout the Company. How-
ever, there has been no changc in the Company’s internal control over
financial reporting (as defined in Rule 13a-15(f) under the Securities
Exchange Act of 1934) during the most recent fiscal quarter that has
materially affected, or is reasonably likely to materially atfect, the
Companyk internal control over financial reporting,

ITEM 9B. OTHER INFORMATION
Not applicablc.



PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE

The information set forth in the Company‘s definicive Proxy State-
ment for the annual meeting of sharcholders to be held on April 15,2009
(the Proxy Statement), under the captions “Election of Directors,”
“Information Concerning Directors Whose Terms Continuc”and
“Section 16(a) Beneficial Ownership Reporting Compliance.”is
incorporatcd herein by reference. Information abour execurive officers
of the Company is set forthinIeem 1 of this Annual Report on Form
10-K under the caption “Executive Officers of the Registrant.”

Code of Ethics - The Company has adopted a code of cthics (as
defined in Item 406 of Regulation $-K) that applies to its principal
executive officer, principal financial officer, principal accounting offi-
cer, and other senior executive and senior financial officers. This code
of cthics is available chrough the Company's Web sice, www.sonoco.com,
and is available in print to any sharcholder who requests it. Any waivers
oramendments to the provisions of this code of ethics will be posted
to this Web site wichin four business days after the waiver or amend-
menc.

Audit Committee Members - The Company has a separately
designated standing audit commiteee established in accordance with
Scction 3(a)(58)(A) of the Sccurities Exchange Act of 1934 The
audit committee is compriscd of the foiiowing members: Marc D.
Oken, Chairman; Lloyd W. Newton; Caleb C. Fort; John E. Linville;
James M. Micali and Phillipe R. Rollier.

Audit Committee Financial Expert - The Company’s Board
of Directors has determined that the Company has at lcast onc “audit
committee financial expert,” as chat term is defined by leem 407(d)(5)
ochguiation S-K promulgated by the Securities and Exchange
Commission, serving on its audit committee. Mare D. Oken, meets
the terms of the definition and is independent based on the criteria in
the New York Stock Exchangc Listing Standards. Pursuant to the
terms of Irem 407(d)(5) of Regulation S-K. a person who is
determined to be an “audit committee financial Cxpcrt" will not be
deemed an expert for any purpose as a result of being designated or
identified as an “audit commitree financial cxpcrt” pursuant to

Equity Compensation Plan Information

Item 407, and such dcsignation or identification does not imposc on
such person any dutics, obligations or liability that are greater than the
duties, obiigations and iiabiiity imposcd onsuch personasa member of
the audit committee and Board of Directors in the absence of such
dcsignation or identification. Further, the dcsignation oridencification
of a person as an “audit committee financial expert” pursuant to

[tem 407 docs not affect the duries, obiigations or liability of any other
member of the audit committee or Board of Directors.

The Company's Corporate Governance Guidelines, Audic Commit-

tee Charter, Corporate Governance and Nominating Committee
Charter and Executive Compensation Committee Charter are available
through the Company's Web site, wiwt:sonoco.com. This information is
available in print to any sharcholder who requests it.

ITEM 11. EXECUTIVE COMPENSATION

The information set forth in the Proxy Statement under the cap-
tion “Compensation Committec Interlocks and Insider Participation,”
under the caption “Management Compensation,” and under the cap-
tion “Director Compensation” is incorporated herein by reference.
The information set forth in the Proxy Statement under the caption
“Compensation Committee Report” s also incorporated herein by
reference, but pursuant to the Instructions to Item 407(c)(5) of Regu-
lation S-K; such repore shall not be deemed to be “soliciting material”
or subject to chuiation 14A. and shall be deemed to be “furnished”
and not “filed” and will not be deemed incorporated by reference into
any filing under the Securitics Act of 1933 or the Securities Exchange

Actof 1934 as aresult of bcing so furnished.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information set forth in the Proxy Statement under the cap-
tion “Security Ownership of Certain Bencficial Owners,” and under
the caption “Sccurity Owncrship of Managcmcnt" is incorporatcd
herein by reference.

The foiiowing table sets forch aggregated informarion about all of the Company’s compensation pians (inciuding individual compensation

arrangcm(’nrs) under which equity securities of the Company arc authorized for issuance as of December 31, 2008:

Number of ecurities
remaining ar 1//‘1/)/1'_ //)r
/i{l/u'z* isstance under
» equty compensation
/)ﬂzm‘ ( i',\‘i‘/n///'ng
securitics )'(’//L’l'/t’( i
column (1))

Number of securitics
10 be issued upon
exercise of i
OHIsl wr/mg {/]}//(u/,\‘,
warvants and )‘/g/m

Weighted-arerage
LM &
exereise price ()/
ottt w///'z{ ¢ options,
warvants and 7‘@/ s

Plin catregory (i) (h) (c)

Equity compensation plans approved by security holders 7517614 $27.37 7.390,655
Equity compensation pians not approved by security holders — — —
Total 7517614 $27.37 7.390,655

I The Sonoco Products Company 2008 Long-Term Incentive Plan was adopted ac the Company’s 2008 Annual Mecting of Shareholders. The
maximum number of shares of common stock that may be issued was set at 8,500,000 shares, subject to certain adjustments, which included all
awards that were granted, forfcited or expired during 2008 under all previous plans.

FORM 10-K W SONOCO 2008 ANNUAL REPORT

28



29

The wcightcd-avcragc exercise price of $27.37 relates to stock
options, stock appreciation rights, and deferred compensation stock
units, which account for 5,898.995 of the 7,517,614 securities issuable
upon cxercise. The remaining sccurities relate to performancc con-
tingent restricted stock units and restricted stock unit awards that have

no exercise price requirement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information sct forth in the Proxy Statement under the cap-
tions “Compensation Committee Interlocks and Insider Partic-
ipation”and “Related Party Transactions,” and under the caption
“Corporate Governance - Director Independence Policies™ s
incorporated herein by reference. Each member of the Audit, Corpo-
rate Governance and Nominating, and Executive Compensation
Comnmittees is independent as defined in the listing standards of the
New York Stock Exchange.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information set forth in the Proxy Scatement under the cap-
tions “Independent Regjstered Public Accounting Firm - Fees Relar-
ing to Services Provided by PwC tor 2008 and 2007” and - Audit
Committee Pre-approval of Auditand Permissible Non-audit Serv-
ices of Independent Auditors” is incorporated herein by reference.



PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)

1.

3-1

32
41

42

43
44

10-1

10-3

10-4
10-5

10-6

10-7

10-8

10-9

10-10

10-11

Financial Statements - The following financial statements are provided under Item 8 - Financial Stacements and
Supplcmcntary Data of this Annual Reporton Form 10-K:

- Consolidated Balance Sheets as of December 31,2008 and 2007

- Consolidated Statements of Income for the years ended December 31,2008, 2007 and 2006

- Consolidated Statements of Changes in Sharcholders' Equity for the years ended December 31,2008, 2007 and 2006
~ Consolidated Statements of Cash Flows for the years ended December 31,2008, 2007 and 2006

- Notes to Consolidated Financial Statements

~ Report ot Independent Registered Public Accounting Firm

Financial Statement Schedules - All schedules are omitted because they are not required, are not applicable or the
required information is given in the financial statements or Notes therero.

Exhibits

Atticles of Incorporation, as amended (incorporated by reference to the Registrant’s Form 10-Q for the quarter ended June 27,

1999)
By-Laws, as amended (incorporated by reference to the Registrant’s Form 8-K filed December 6, 2007)

Indenture, dated as of June 15, 1991, between Registrant and The Bank of New York, as Trustee (incorporated by reference to

the Regjstrant’s Form S-4 (File Number 333-119863))

Firsc Supplemental Indenture, dated as of June 23,2004, between Registrantand The Bank of New York, as Trustee
(incorporated by reference to the Registrant's Form 10-Q for the quarter ended June 27, 2004)

Form of Note for 5.625% Notes due 2016 {incorporated by reference to the Registrant’s Form S-4 (File Number 333-119863))

Form of Note for 6.50% Notes due November 15,2013 (incorporated by reference to Registrant’s form 10-Q for the quarter
ended September 30.2001)

1991 Sonoco Products Company Key Employee Stock Plan, as amended (incorporated by reference to the Registranc's Form

10-Q for the quarter ended Seprember 30,2007)

Sonoco Products Company 1996 Non-employee Directors Stock Plan, as amended (incorporated by reference to the
Registrant’s Form 10-Q for the quarter ended Seprember 30,2007)

Amendment to Non-employee Directors' Stock Plan (incorporated by reference to Registrant’s Form 8-K filed February 3,
2006)

Sonoco Savings Plan (incorporated by reference to the Registrant’s Form S-8 filed October 28, 2002 (File No. 333-100799))

Sonoco Products Company 2008 Long-Term Incentive Plan (incorporated by reference to the Company’s Proxy Statement
for the Annual Meeting of Sharcholders on April 16, 2008)

Deterred Compensation Plan for Key Employees of Sonoco Products Company (ak.a. Deferred Compensation Plan for
Corporate Officers of Sonoco Products Company), asamended (incorporated by reference to the Registrant’'s Form 10-Q for
the quarter ended Scprember 28,2008)

Omnibus Benefit Restoration Plan of Sonoco Products Company, amended and restated as of January 1,2008

Deferred Compensation Plan for Outside Directors of Sonoco Products Company, as amended (incorporated by reference to

the Registrant’s Form 10-Q for the quarter ended September 28, 2008)

Form of Executive Bonus Life Agreement beeween the Company and certain executive officers (incorporated by reference to

the Registrant’s Form 10-Q for the quarter ended September 26, 2004)

Form of Executive Bonus Life Supplemental Agreement between the Company and Chardes L. Sullivan,Jr. (incorporated by
reference to Regiscrant’s Form 10-K for the year ended December 31,2004)

Adjustment to Supplemental Exccutive Retirement Plan for Charles L. Sullivan, Jr. (incorporated by reference to Registrant’s

Form 8-K filed April 22,2005)
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10-12

10-13
10-14

10-15
10-16

10-17

10-18

10-19

21
23
31

32

99

Amendment to terms of Restricted Stock Units granted to Harris E. DeLoach, Jr. (incorporated by reference to Registrant’s Form 8-K
filed October 19,2005)

Amendment to 2006 Director Compensation Program (incorporated by reference to Registrant’s Form 8-K filed Ocrober 19,2005)

Descriprion of Stock Appreciation Rights and Long-term Restricted Stock Units gmntcd to executive officers of the Registrant on

January 31,2006 (incorporated by reference to Regjstrant’s Form 8-K filed Fcbruary 3,2006)
Amended and Restated Credit Agreement (incorporated by reference to Registrant's Form 10-Q for the quarter ending June 25,2006)

Sonoco [nvesement and Retirement Plan, cffective January 1, 2004 (incorporated by reference to the Registrant's Form 10-K for the year
ended December 31, 2007)

Sonoco Products Company Amended and Restated Trust Agreement for Executives, as of October 15,2008 (incorporated by
reference to the Registrant’s Form 10-Q for the quarter ended Seprember 28, 2008)

Sonoco Products Company Amended and Restated Directors Deferral Trust Agreement, as of October 15,2008 (incorporated by
reference o the Registrant's Form 10-Q for the quarter ended September 28,2008)

Description of Stock Appreciation Rights and Performance Contingent Restricted Stock Units granted to executive officers of the
Registrant on February 5, 2008 (incorporated by reference to Registrant’s Form 8-K filed February 22,2008)

Statements rcgarding Computation of Ratio of Earnings to Fixed Clmrgcs
Subsidiarics of the chistrant
Consent of lndcpcndcnt chistcred Public Accounting Firm with respect to chistrant’s Form 10-K

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Scction 302 of the Sarbancs-Oxlcy Actof2002and 17
C.FR 240.132-14(a)
Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of2002and 17
C.FR 240.13a-14(b)

Proxy Statement, filed in conjunction with annual shareholders’ mecting scheduled for April 15,2009 (to be filed within 120 days after
December 31,2008)



-~ SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undcrsigncd, thereunto duly authorized, on this 27t day of February 2009.

SONOCO PRODUCTS COMPANY

i & ot |

Harris E. DeLoach, Jr.
Chairman, President and Chicf Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of
the Registranc and in the capacitics indicated on this 27t day of February 2009.

Clméwc%%f-

Charles J. Hupfer
Senior Vice President and Chief Financial Officer
(principal financial officer)

MA&“&M\

Barry L. Saunders
Vice Presidentand Corporate Controller

(principal accounting officer)
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/s/ JL.Coker
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P.L. Davics
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C.C.Fort

/s/  EH.Lawron, Il

E.H. Lawron, 111
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J.E. Linville
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M.D. Oken
/s/ PR Rollier
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/s/  T.E.Whiddon

T.E. Whiddon

President,

Chicf Executive Officer and Director (Chairman)

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director



# RECONCILIATION OF NON-GAAP FINANCIAL MEASURES

The Company's resuls determined in accordance with U.S. gener-
ally accepred accounting principles (GAAP) are referred to as “as
rcportcd“ results. Some of the information prcscntcd in this annual
report reflects the Compan_v's “as rcportcd" results adjustcd o exclude
cerrain amounts related to the Company's restructuring, asset impair-
mentand environmental charges and certain non-recurring or infre-
quent and unusual items. Thesc adjustments resultin che non-GAAP
financial measures referred to as “base carnings” and “base earnings per
diluted share”.

These non-GAAD measures are not in accordance with, or an aleer-
nacive for. generally accepted accounting principles and may be differ-
ent from non-GA AP measures used by other companies. In addition,
these non-GA AP measures are not based on any comprehensive set of
accounting, rules or princip]cs. Sonoco continues to providc allinfor-
mation required by GA AP, but it believes that evaluating ies ongoing
operating results may notbe as useful if an investor or other user is lim-
ited to reviewing only GAAPD hnancial measures. Accordingly, Sonoco
uses these non-GA AP financial measures for internal plmning and
forecasting purposes, to evaluae its ongoing operations, and to evalu-
ate the ultimare pcrfbrmancc of each business unit aguinst budgct all
theway up th rough the evaluation of the Chicf Exccutive Otheer's
pcrﬁ)rm.mcc by the Board of Directors. In addition, these same non-
GAAD measures are used in dctcrmining incentive compensation for
the entire MaNagement team andin providing camings guid;mcc to the
in\’csting community.

Sonoco management docs not, nor does it suggest that investors
should, consider these non-GA AP financial measures in isolation from,
or as a substitute for, financial information prcparcd inaccordance wich
GAAP.Sonoco presents these non-GA AP financial measures to pro-
vide users information to cvaluate Sonoco’s operating results inaman-
ner similar to how management evaluates business pcrformancc
Material limitations associated with the use of such measures are that
they do notreflecrall period costs included in operating expenses and
may not reflect financial resules chatare comparable to financial results
ot other companics that presenc similar costs differently. Furchermore,
the caleulations of these non-GA AP measures are based on subjective
determinations ofmanagcmcnt rcgnrding the nature and classification
ot events and circumstances chat the investor may find materiatand
view diﬂércntly. To compensare for these limitations, management
believes thac itis useful in understanding and analyzing the resules of
the business to review both GA AP information that includes the
impact of restructu ring assetimpairment and environmental clmrgcs,
non-recurring or infrcqucnt and unusual items, and the non-GAADP
measures chat exclude chem. Whenever Sonoco uses anon-GA AP
financial measure, it pmvidcs arcconciliation of the non-GA AP finan-
cial measure to the most closcly applicable GAAP financial measure.
lnvestors are encouraged to review the related GAAP financial mea-
sures and the reconciliation of these non-GA AP financial measures to

their most directly comparable GAAP financial measures as detailed.

BASE EARNINGS PER DILUTED SHARE (BASE EPS)

Base EPS is a non-GAAP financial measure of earnings per diluted
share, which excludes the impact of restructuring, asset impair-
ment and environmental charges and certain non-recurring or
infrequent and unusual items. The following tables set forth the
reconciliation of GAAP earnings per diluted share to base earn-
ings per diluted share:

Yearsended December 31

2008 2007 2006 2005 2004 2003
Earnings per diluted share,
asreported (GAAD) $1.63 $2.10  S192 SLel SI153 $143
Adjusted for:
Restructuringandasset
impairmenc charges.nee of tax 30 25 21 13 14 38
Financial assecimpairment, net ofrax .3l
Legal seeclement necof tax 03
Executive life insurance, netof tax 04
Environmental reserve, net of tax 15 .08
Recognition of certain tax benehies;
tax repacriation (12) 10 (09
Gain on sale of discontinued
operations, net of tax (S0
Basc carnings per diluced share
(non-GAAP) $2.24 §238 S213 S$192 SL6S S1A0

BASE EARNINGS

Base earnings is a non-GAAP financial measure of net
income, which excludes the impact of restructuring, asset
impairment and environmental charges and of certain non-
recurring or infrequent and unusual items. The following
table sets forth the reconciliation of GAAP net income to base
carnings (dollars in millions):

Years ended December 31

2008 2007 2006
Netincome,as reporeed
(GAADP) $164.6 $214.2 $195.1
Adjusted tor:
Restructuringand asset
impairment clmrgcs;
netof tax 30.8 253 209
Financial assct impairment,
netot tax 310
Environmental reserve,
netof tax 14.8
Release of cerrain rax reserves (19
Base carnings (non-GAADPY 82264 $242 4 $216.0
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B SELECTED ELEVEN-YEAR FINANCIAL DATA (unaudited)

dollars and shares in thousands except per share

Years ended December 31 2008 2007 2006 2005
Opcrating Results!
Net sales $4,122,385 $4,039.992 $3,656.839 $3.528.574
Costof sales and operating expenses 3,772,751 3,695917 3,310,751 3,232,590
Orther expense, net? 100,061 36,191 25970 21,237
Interest expense 53,401 61,440 51,952 51,559
Incerestincome (6,204) (9.182) (6,642) (7938)
Income betore income taxes 202,376 255,626 274,808 231,126
Provision for income taxes * 54,797 35.186 93,329 84,174
Equity in carnings of afhliates/minority interest 17,029 13716 13,602 14,925
Income from continuing operations 164,608 214,156 195,081 161,877
Incone from discontinued operations, net of income caxes
Income before extraordinary loss 164,608 214,156 195,081 161.877
Extraordinary loss, net of income rax benetie
Netincome 164,608 214,156 195,081 161,877
Per common share
Nerincome available to common sharcholders:
Basic $1.64 $2.13 $195 $1.63
Diluced 1.63 210 192 1.61
Cash dividends - common 1.07 1.02 935 91
A\’Cr"lgc common ShdrCS ()thstandmg:
Basic 100,321 100,632 100,073 99,336
Diluted 100,986 101,875 101,534 100,418
Actual common shares outstanding at December 31 99,732 99431 100,330 99988
Financial Position
Networking capical $ 231,794 $ 269598 $ 282974 $ 265014
Property, plantand equipment, net 973,442 1,105,342 1.019,594 943951
Toral assets 3,086,466 3,340,243 2916678 2,981,740
Long-term debr 656,847 804,339 712,089 657075
Total debr 689,825 849,538 763,992 781,605
Sharcholders equity 1,162,975 1,441,537 1.219,068 1,263,314
Current ratio L3 14 1.4 1.4
Total debt to total capituls 37.2% 37.1% 38.5% 38.2%
Other Dara
Depreciarion, dcplcnon and amortization expense ! $ 183,034 $ 181,339 $ 164.863 $ 163,074
Cash dividends declared - common 106,558 102,658 94,745 90,126
Market price per common share (ending) 23.16 32.68 38.06 29.40
Return on toral equicy 11.7% 16.4% 15.7% 13.5%
Return on net sales 4.0% 5.3% 5.3% 4.6%

I Operating resules for 1998-2002 have been restated to reclassity the High

Density Film business, which was sold in 2003, as discontinued operations.

2 2008 data vefleces nee clmrgcs ot $100,060 pretax, $63.900 afrer tax, for
reseructuring and asseeimpairment charges. 2007 daca retleces net charges of
$36.191 pretax, $25,356 atter tax, for restructuring andassctimpairment
charges. 2006 data reflects net charges of $25.970 pretax, $21.330 afer tax, for
restructuring chargcs. 2005 daca reflects net clmrgcs ot $21,237 pretax,
$14.343 after cax for restrucruring cost. 2004 data retlects nee charges of
$18,982 pretax, $16.154 ateer tax, for restructuring costs. 2003 daa reflects ner
charges of $50,056 pretax, $35,329 after tax, tor restructuring coses. 2002 data



2004 2003 2002 2001 2000 1999 1998
$ 3.153.433 $2.758.326 $2.701.419 $2.464,445 $2,570,708 $2,391,666 $2.409,045
2,897,046 2,549.726 2.455,357 2,204,874 2250793 2,085.434 2,149,853
18,982 50,056 10,409 SLI7S 5543 (3.500) (100.354)
47463 52,399 54,196 52,217 59.604 52,466 54,779
(3.400) (2.188) (1,649 (3.800) (3.794) (5.314) (5.916)
197342 108,333 183,106 159979 258,562 262,580 310,683
58,858 37.698 65,075 77269 107.463 98,333 142 857
12,745 7543 7437 (1.214) 7702 6,830 6,387
151,229 78,178 125,468 81,496 158,801 171,077 174,213
60,771 9.848 10,113 7497 16,728 17783
151,229 138,949 135,316 91,609 166,298 187.805 191996
(11.753)
151,229 138,949 135316 91,609 166,298 187,805 180,243
$134 $1.44 $1.40 $ 96 $1.67 $1.84 $1.76
153 1.43 1.39 96 1.66 1.83 73
87 84 83 .80 79 75 704
98,018 96,819 96,373 95.370 99.725 101,886 102,632
98,947 97.129 97178 95.807 99,900 102,780 104,275
98,500 96,969 96,380 95433 94,681 101,134 101,683
$ 282,226 $ 75,671 $ 104,671 $ 204,899 $ 258713 $ 306,450 $ 225347
1.007.295 923,569 975.368 1,008,944 973.470 1,032,503 1,013,843
3,041,319 2,520,633 2.436,439 2,352,197 2,212,611 2,297,020 2082983
813,207 473.220 699.346 885,961 812,085 819,540 686,826
906,961 674,587 833.846 921,810 857,641 904,137 783,632
1,152,879 1.014,160 867425 804,122 801471 901,220 821,592
1.4 1.1 1.2 14 1.6 1.7 15
44.0% 39.9% 49.0% 53.4% SL7% 50.1% 48.8%
S 163928 $ 153538 $ 145,923 $ 144709 $ 137041 $ 130945 $ 131103
85,060 81,128 79,768 76,080 78718 76,434 72,028
29.65 24.62 2293 2658 21.63 2275 29.63
14.2% 15.0% 16.0% 11.5% 19.1% 21.9% 22.0%
4.8% 5.0% 5.0% 3.7% 63% 79% 75%
reflects net ch.irgc.\ of $10,409 pretax, $6,663 ateer tax, for FCSTIUCTURING COSES. 4 2008.2007.2006,2005,2004, 2003 and 2001 dataincludes reseructuring
2001 dacarefleces necharges of $S1175 pretax, $49.028 afeer tax, tov che net charges of $(4.107), $(63). $(416). $(1.260), $(1.778). $1.455 and $6,591,
gain from legal seetlements, corporate-owned lite insurance (COLD and respectively.
restructuring coses. 2000 dataretecrs net dmrgcs ot $5.543 pretax, $1.372 atver
tax. for the ner gain on che sakes of divested businesses, restrucruring costsand.— 5+ Caleulaced as Total Debre divided by cthe sum ot Total Debrand
executive severance charges. 1999 datareflects the gain on che sale of divested - Sharcholders Equity. Years 20071998 arc restated o retlect this updated
businesses of $(3.500). 1998 daca reflects che net gain on the sale o divested formula. Debe levels for 1998 chrough 2000 have been adjusted for cash refated

businesses of $(100,354) pretax, or $(41 554 afrer tax.

3 The provision for income taxes in 2001 and 2000 includes $14.613and
$12,000. respectively, refared to COLL

to tl’\(.‘ 1ssuance 0["1’&.’5[l’iL‘[L‘d-PlleO,\C b\)l’ld,\i.
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ADDRESS

(ORPORATE HEADQUARTERS AND INVESTOR RELATIONS
1 North Second Street

Haresville, SC 29550-3305

Main: +843/383-7000

Investor Relations: +843/383-7862

Tollfree: 800/377-2692

Fax: +843/383-7008

Email: corporate. communications(@sonoco.com

INVESTOR INFORMATION

The following graph compares the cumulative five-year rotal recurn
atrained by sharcholders on Sonoco Products Company’s common
stock relative to the cumulacive roral returns of the S&P 500 Index and
the Dow Jones U.S. Conrainers & Packaging Index (which includes the
Company). An investment of $100 (with reinvestment of all dividends)
is assumed to have been made in our common stock and in each of the
indexes on 12/31/2003 and its relative performance is tracked through

12/31/2008.

COMPARISON OF FIVE YEAR CUMULATIVE
TOTAL RETURN™

(AMONG SONOCO, THE S&P 500 INDEX AND THE DOW JONES
U.S. CONTAINERS & PACKAGING INDEX)

$200
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100

50

03 04 05 06 07 08

L SONOCO
. swr 500

DOW JONES U.§, CONTAINERS & PACKAGING

12/03  12/04  12/05  12/06  12/07  12/08
Sonaco Products Company 10000 12439 12765 17008 15027 11055
S&P 500 100.00  110.88 11633 13470 14210 8953
Dow Jones US. Containers & Packaging ~ 100.00  119.64 118.89 13326 14222 8917

*$100 invested on 12/31/03 in stock end index, including reinvestment of dividends. Fiscal year ending Dec. 31,

©2009, Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. All rights reserved.
©2009 Dow Jones & Co. All ight reserved.

Sonoco (NYSE: SON) offers its sharcholders a wide range of services

and several ways to access important Company information.

SONGCO ON THE INTERNET

Sonoco’s Web site, www.sonoco.com, providcs avariety of information
aboutthe Company. The site features a newsroom for press releases,
pliotos, financial reports and presentatiorns, proxy statements, various

SEC ﬁ]ings, events, sustainability activity and more.

TRANSFER AGENT AND REGISTRAR

The Bank of New York Mellon (BNY Mellon)
866/210-7002

+201/680-6685 (Outside the U.S. and Canada)
80072315469 (Hearing impaired - TTY Phone)

\X/Cb site: WWW.bDyn’lCJlOn.COH]/S]"[&I'COWIlCI‘//iSd

Address shareholder inquiries to:
Sonoco Products Company

¢/o BNY Mellon Shareowners Services
480 \X/ashington Boulevard

Jersey Cicy, NJ07310-1900

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

¢/o BNY Mellon Shareowners Services

PO. Box 358015

Pitcsburgh, PA 15252-8015

Send dividend reinvestment transactions fo:
Sonoco Products Company

¢/o BNY Mellon Shareowners Services

PO. Box 358035

Picesburgh, PA 15252-8035

SHAREHOLDER SERVICES
Sonoco - B0l

I North Second Street
Harrsville, SC 29550-3305

CERTIFICATIONS

The Certification of the Company's chicf execurive officer required to
be submitted to the New York Stock Exchange pursuant to Section
303A.12(a) of the Listed Company Manual for 2008 was submitted to

the New York Stock Exchangc

The Certifications of the Company’s principal exceutive officer and
pi‘incipai financial officer rcquircd by Section 302 of the Sarbanes-
Oxley Acrof 2002 and 17 C.ER. 13a-14(a) have been filed as Exhibic 31
to the Company’s Annual Reporton Form 10-K forthe year ended
December 31,2008, which reporc has been filed with the Securities and

Exchangc Commission.



ELECTRONIC PAYMENT OF DIVIDENDS
Sharcholders may clect to have their dividends dcpositcd dirccrly to
their bank accounts by contacting BNY Mellon at wwwbnymcllon.

com /sharcowner/isd or Sonoco Sharcholder Services.

SHAREHOLDER INVESTMENT PROGRAM

‘This program allows participants to purclmsc Sonoco stock and rein-
vest dividends dirccrly without conmcting abroker. You do not have to
be ashareholder to participare. For more informationand a prospectus,

go [0 WWW.SONOCO.COM Of www.bnymellon.Com/5]1.1|'eowncr/isd

SONOCO PUBLICATIONS

Annual reports, currentand past, and the Zuzestor News Quarterly can be
found on www.sonoco.com. P;lpcr copiesare also available without
cha rge from:

Sonoco - A09

I Norch Second Strect

Harsville, SC 29550-3305

DUPLICATE ANNUAL REPORTS
To eliminate duplicate report mailings, mark your proxy card or con-

ract Sonoco Shareholder Services.

AVAILABILITY OF FORM 10-K AND EXHIBITS

Sonoco has iled with the Securities and Exchange Commission it
Annual Reporton Form 10-K for the fiscal year ended December 31,
2008.

A copy of the Form 10-K, including the financial statements and finan-
cial schedules and alist of exhibits, forms a part of this 2008 Annual
Reportto Shareholders. The exhibits to the Form 10-K are not included
with this Annual chort, butwill be delivered withour chargc toany
sharcholder upon receipt otawritcen request. chucsts tor the exhibits
should be directed to:

Sonoco - A09

1 North Second Street

Harrsville, SC 29350-3305

GENERAL INFORMATION

ANNUAL MEETING

The annual meeting of sharcholders will be held at 11 a.m. Eastern time
on Wednesday, April 15, at:

The Center Theater

212 North Fifth Street

Hartsville, SC 29550-4136

Alive audiocast will be available, with a replay archived tor six months.
Instructions for listening to this audiocastwill be available ac

wwiw.sonoco.com, approximately one week prior to the event.

LEGAL COUNSEL

Haynsworth Sinkler Boyd, PA.
PO.Box 11889

Columbia, SC 29211-1889

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
PricewaterhouseCoopers LLP

Hearst Tower
214 North Tryon Street, Suite 3600
Charlotee, NC 28202-2137

INTELLECTUAL CAPITAL MANAGEMENT

Sonoco Development, Inc. manages the Company's intelleceual assets,
including patencs, licenses and agreements. Company trademarks,
domain names and patents are mdnagcd by SPC Resources, Inc. The
address for both companies is:

125 West Home Avenue

Harusville, SC 29550-4123

EQUAL OPPORTUNITY EMPLOYER

Sonoco believes thata diverse workforce is rcquircd O compete suc-
ccssfully in today’s global markctplacc. The Company providcs cqual
cmploymcnt opportunities in its global operations without 1'cgard to

race, color, age, gcndcr. religion, national origin or physical disabilicy.

REFERENCES TO WEB SITE ADDRESSES

References to Sonoco’s Web site address and The Bank of New York

Mellon's Web site address are for informational purposes only and are
not intended to, and do not, incorporate those Web sites or their con-

tents by reference into this annual report,



N

&

Paper in Sonoco’s Annual Report was manufactured with electricity in
the form of renewable energy and came from wellkmanaged forests or
other controlled sources cerfified in accordance with the infernational
standards of the Forest Stewardship Council {FSC) and the Sustainable
Forestry Iniiative [SFI]. All paper used in this Annual Report contains
10% recycled fiber.

1 NORTH SECOND STREET
HARTSVILLE, SC 29550-3305
843/383-7000
WWW.SONOCO.COM
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