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About the Cover
Sonoco has made significant progress during the
past five years inachieving its goal to grow the size and
scope of the Company while building long—terrn value
for sharcholders. Sonocos new “Progress Forward”
strategy is focused on accelerating proﬁtable growth
over the next five years through aseries of steps including
rebalancing its business mix toward more consumer
markets, which offer greater global growth potential and
historically have been less sensitive to economic cycles.
One consumer market segment that
Sonoco has signiﬁcantly expancled is
rigid plastic containers. In 2007, the
Company acquired Matrix Packaging,
Inc.,a leading North American
manufacturer of custom—designed, blow-

molded plastic containers. Asaresult of

thisand other acquisitions, along with strong organic
growth, we project that sales of Sonoco rigid plastic
containers will increase to nearly $300 million in 2008,

afive-fold gain over 2006 levels.

SHOWN ON THE COVER

Vibrant, brand—deﬁning extrusion blow-molded
containers are produced at Matrix Packaging’s state-of-
the-art Addison, 1L, plant. The new Sonoco company
operates seven manufacturing facilities in the United
States and Canada, which producea
varicty of custom-designed and stock
containers and closures for some of the
world’s largest consumer product goods
companies serving the personal care,
houschold chemicals, pharmaceutical

and Otl]Cl’ marl(ets.

Forward-looking Statements

Statements included in this 2007 Annual Report o
Shareholders that are not historical in nature, are
intended to be, and are hereby identified as “forward-
looking statements” for purposes of the safe harbor pro-
vided by Section 21E of the Securities Exchange Act of
1934, as amended. Additional information about “for-
ward-lool(ing statements. is available in the enclosed
Form 10-K on page 3and in the Company’s ﬁlings with

the Securities and Exchange Commission.



SONOCO AT A GLANCE

Founded in 1899, Sonoco today serves industrial and consumer customers in 85
nations. From our headquarters in Hartsville, S.C., and from 334 manufacturingand
sales locations in 35 countries, our approximately 18,600 employees produce packag-
ing for a variety of industries and for many of the world’s most recognized brands.

CONSUMER PACKAGING

1. Rigid Packaging — Paper

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

Markets: Food: Snacks, nuts, cookies and crackers,
confectionery, frozen concentrates, powdered bever
ages and infant formulas, coffee, refrigerated dough,
spices/seasonings, nutritional supplements, pet foods
Nonfood: Adhesives, caulks, cleansers, chemicals,
lawn and garden, automotive, pet products

2. Rigid Packaging — Plastic
A leader in rigid plastic containers and closures

Products and Services: Botiles, jars, tubs, cups, frays,
squeeze fubes

Markets: Food: liquid beverages (noncarbonated),
including functional beverages and ready-o-drink
coffee, processed foods, sauces and pet foods,
powdered beverages including coffee, snacks and nuts
Nonfood: Household chemicals, industrial chemicals,
adhesives and sealants, personal care

3. 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, metal and
plastic containers

Markets: Processed foods in metal and plastic contain-
ers, coffee, beverages, powdered beverages and infant
formulas, snacks, nuts, nutritional supplements, spices/
seasonings, pef foods and freafs, nonfood products

Global Reports LLC

4. Printed Flexible Packaging
A provider of printed high-barrier, high-

performance innovative flexible packaging
solutions

Products and Services: Flexible packaging made from
thin-gauge, high value-added rotogravure, flexographic
and combination printed film including high-perfor
mance laminations, rotogravure cylinder engraving

Markets: Confectionery and gum, hardbaked goods,
coffee, processed foods, beverages, snack foods, pet
foods, home and personal care

5. Matrix Packaging

A leading manufacturer of plastic containers
and injection molded parts, producing com-
ponents by extrusion blow molding, injection
stretch blow molding, injection moldingand
assembly

Products and Services: Monolayer and muliilayer
containers and specialty injection-molded components
and caps

Markets: Health and beauty, household chemicals,
pharmaceuticals, automotive, food

TUBES AND CORES/PAPER

6. Tubes and Cores

The world’s largest producer of tubes and cores

Products and Services: Paperboard fubes, cores, roll
packaging, molded plugs, pallet components, concrete
forms, void forms, rofary die boards, supply chain pack-
aging services

Markets: Consiruction, film, flowable products, metal,
paper mill, shipping and storage, tape and label,
textiles, converters




7. Paper

A global manufacturer of uncoated recycled
paperboard for Sonoco’s fiber-based packaging
divisions and the external converting industry

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

Markets: Converted paper products, spiral winders,
beverage insulators, displays, gaming, paper
manufacturing

PACKAGING SERVICES

8. Service Centers

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

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

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

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

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

Products and Services: Designing, manufacturing,
assembling, packing and distributing temporary,
semipermanent and permanent P-O-P displays, as
well as contract packaging, copacking and fulfillment
services

Markets: Consumer packaged goods, including:
automotive, beveroges, confedionery, electronics,
cosmetics, food, fragrances, healthcare, home and
garden, liquor, medical, office supply, overthe-counter
drugs, personal care, sporting goods, tobacco

ALL OTHER SONOCO

10. Protective Packaging

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

Products and Services: Proprietary Sonopost® tech-
nology and Sonobase® carrier and Sonopop® display
systems [sold by Sonoco CorrFlex), concept, design,
festing and manufacturing of multrmaterial solutions,
onssite engineering, ISTA- and Sears-cerfified engineer-
ing and tesfing facilities

Markets: Household appliances, heating and air
conditioning, office furnishings, automotive, fitness
equipment, lawn and garden, promotional display
and pallefized distribution

11. Wire and Cable Reels

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

Products and Services: Steel, nailed wooden,
plywood, recycled and poly-iber reels

Markets: Wire and cable manufacturers

12. Molded and Extruded Plastics

A leading innovative solutions provider
of engineered plastic products

Products and Services: Complete offering of product
design, tool design and fabrication; manufacturing in
both injection molding and exirusion technologies

Markets: Consumer and industrial packaging, food
service, textiles, wire and cable, fiber opfics, plumbing,
filtration, automotive, medical, healthcare

Paperboard Specialties
A leading supplier of paper amenities for food

service, hospitality and beverage markets in
North America

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

Markets: Hotels and resorts, restaurants, casinos,
couniry clubs, catering services, cruise lines, airlines,
healthcare facilifies, advertising
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FINANCIAL HIGHLIGHTS

COMPARATIVE HIGHLIGHTS wunaudited

($ and shares in thousands except per share data)
Years ended December 31 2007 2006
Neesales $4,039.992 $3,656,839
Gross profic! 753,794 705,040
Netincome 214,156 195,081
Return on total equity 16.4% 15.7%
Return onnetassets? 10.7% 9.7%
Return onnetsales 5.3% 4.6%
Approximate number of employees 18,600 17,700
Approximate number of sharcholder accounts 38,000 40,000
Per common share:
Netincome - basic $ 213 $ 195
~diluted 2.10 192
Cash dividends — common 1.02 95
Ending common stock market price 32.68 38.06
Price/earnings ratio 1556 19.82

' Gross pmﬁt Net sales minus cost (y‘}yz/ar.

Return on net assets: Tax-affected earnings before interest and taxes, plus equity in earnings of affiliates, divided by

the net ry‘ vamgf total assets, minus average cash, minus average current liabilities, ]J/M average short-term deb.

Strategic Mission Statement

Sonoco intends to be the low-cost global leaderin providing customcr—prcfcrred packaging

NET SALES
(BILLIONS OF DOLLARS)

$4.4
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NET INCOME FROM
CONTINUING OPERATIONS
(MILLIONS OF DOLLARS)
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NET INCOME FROM
CONTINUING OPERATIONS
PER DILUTED SHARE
(DOLLARS PER SHARE)

solutions to selected value-added segments, where the Company expects to be cither number
one or two in market share. Shareholder return, customer and cmploycc satisfaction,
commitment to excellence, intcgrity, environmental stcwardship and asafe Workplacc

WI” bC tl’lC hallmarks OEOU.I' culture.

Strategic Obijective
To achieve average annual doublc-digit total return to sharcholders, with returns on capital

and equityin the top quartilc of the Standard & Poor’s 500 Index.

$2.20

1.65

1.10
.80

5S
03

1.92

1.61
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TO OUR SHAREHOLDERS
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AS WE ENTER 2008, MY OPTIMISM
ABOUT SONOCO’S FUTURE GROWS.

We have made signiﬁcant progress during the past five
yearsin achicving our goal o grow the size and scope of

the Company while buiiding iong—tcrm value for our

sharcholdcrs.

Since 2002, we have grown salesatan 8.4% Compound
average annual rate, signiﬁcantly highcr than whatwe
were able to achieve over the previous ﬁvc—ycar pcriod.
Also during this interval of growth, we ﬂippcd Sonocos
business mix from the historical 55%/45% ratio of sales
from industrial and consumer markets to a current
529/48% consumer and industrial sales mix. We
believe that rcbalancing our business toward consumer
markets, which historicaiiy have been less sensitive to
economic cycics, has playcd a kcy role in Sonoco

achicving consistent cariii'ngs growth over the past five

CASH DIVIDENDS PAID
TO SHAREHOLDERS
(DOLLARS PER SHARE)

years. Alsoasaresultof our growth $1.20
initiatives, we have furcher diversi-
fied our global sales mix by increas- 90 .
ing international revenues to 38% aall
of netsales, comparcd with about 60
30%in 2002.
.30
Through the aggressive growth of
our diversified, global packaging 03 04

businesses and by activcly manag-

ing the fundamentals, or “guts.” of the business to
improve margins, Sonocos base carnings per share has
increased ata compound average annual rate of approx-
imatcly 10% over the past five years. (Base carnings per
share is a non-GA AP financial measure that excludes
restructuring, assct impairment and environmental
chargcs, and certain other non-recurring or infrcqucnt
and unusual items. Additional information abour base
earnings per share and base earnings before interestand
taxes (EBIT) along with reconciliations to the most
closcly applicable GAAP financial measure is provided
on page 29 of this report.)

Also during this pcriod, the Company has gcncratcd
strong cash flow through improved carnings and by con-
troiling Working capitali We maintain one of the strong-
estbalance sheets in the packaging industry and our total
debe-to-total capital ratio of 35.8%at the end of 2007 is at
one of our lowest levelsin the past 15 years. Finally, despitc
adecline in our stock price during the second half of
2007, we have delivered average annual total sharcholder

returns of 10.8% over the past five years.

While we have met most of the
goals established five years ago, we
91 believe we can achieve significant
“progress forward” in the next five
years to create even greater value for
our sharcholders and customers,
opportunity for our employees and

sustainable vitality for the commu-

05 06 07 nities in which we operate.
SUMMARY OF 2007 RESULTS

2007 was a successful year for Sonoco dcspitc facing
signiﬁcant increases in raw materials and other costs
anda slowing cconomy in North America. We
achieved a second consecutive year of record sales and
netincome. In addition, the Company gencrated
another year of record productivity improvements and
strong cash flow, which was invested in growing our
businesses and rcturningvaluc to sharcholders through
increased dividends and stock rcpurchascs. Dividends
were increased 8.3% in 2007, which was the 25% con-

secutive year of increases.

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

54%, OFthC year-over-ycar salcs increase.



CASH FLOW
FROM OPERATIONS
(MILLIONS OF DOLLARS)

$520

The Company achieved net
income of $214.2 million ($2.10 per
diluted share), up 10%, compared 390
with $195.1 million ($192 per

diluted share) in 2006. Earningsin 260
2007 benefited from a lower effec-

tive tax race and were negativciy

332.2

affected by after-tax impairment

and rcstructuring—rciatcd chargcs 03 04

of $25 4 million, compared with
$20.9 million in 2006.2007 resules also included a

$14.8 million after-tax ciiargc for environmental costs.

Base carnings per diluted share were $2.38in2007, up
12%, compared with $2.13 per diluted share in 2006. The

increase in 2007 base carnings per share was duc to pro-

ductivity improvements, acquisitions and alower effec-
tive tax rate. Partiaiiy offsctting these improvements
were lower volumes, a negative mix of certain business
and highcr costs of energy, frcight and labor. In addi-
tion, the sciiing pricc/ material cost relationship was
siightiy unfavorable as inflation on raw materials out-

paccd sciiing price increascs.

Cash gcncratcd from operations in 2007 was the sec-
ond highest in Company history at $445.1 million,
compared with the 2006 record of $482.6 million. The
cash generated from operations during 2007 was used
to fund capital expenditures of $169.4 million and pay
dividends of $102.7 million. In addition, cash used for

Global Reports LLC

252.2

oo acquisitions totaled $236.3 million
' and $109.2 million was spentin
rcpurchasing 3 million shares of

common StOCi(.

2274 “PROGRESS FORWARD”
GROWTH STRATEGY
Our strategy to accelerate proﬁt—
05 06 07 able growth during the next five

years is called “Progrcss Forward.

[tis similar to the successtul path we have taken during
the past five years. The kcy steps of this strategy
include:

| Providing average annual doubic—digit total

return to our sharcholders.

| Achicving proﬁtabic sales growth through

improved organic sales devciopmcnt; gcographic

expansion; providing total solutions to our con-

sumer product company customers; dcvcioping

new products and services; and making strategic

acquisitions.

| Attaining superior returns on investment

and equity.

| Maximizing cash flow from operations.

| Improving execution by having the

right pcopic inthe right jobs.

By 2012, Sonoco is targeting to grow sales approxi-
mately 40% to between $55 billion and $6 billion. This
cquates toa compound average annual growth rate

of 8.6%, which s just siightiy highcr than what was
achieved over the past five years. This aggressive growth
is projccted to occur at the same time the Company

is targeting to shift the ratio of sales gcncratcd by our
businesses serving consumer and industrial markets to
approximately 60% consumer and 40% industrial. That
said, we still €XPECt to grow our industrial businesses—

leSt notas fast as our consumer busincsscs.

To meet our sales growth target, Sonoco expects to

grow organic revenue from consumer-related markets

aracompound average annual rate of

about 65%, while growth from

the more marture industrial Average Annual Double-digit
Total Return to Shareholders

oS

Profitable Sales Growth

S8

marketsis projcctcd to

Superior Returns on Investment and Equity
e

A

Maximize Cash Flow

AR N

Right People in the Right Jobs

L L LLN

PROGRESS FORWARD
KEY GROWTH STEPS

SONOCO 2007 ANNUAL REPORT 3



4

Global Reports LLC

SHAREHOLDERS' EQUITY
(MILLIONS OF DOLLARS)

$1,500
increase at a more modest 2.5%.
Given the Company’s $55 billion Lras

1{ l , 1,153
to $6 billion sales target, were pro- 1014
jecting tharwe will need to 750
increase revenues over the next five
years by anadditional $1 billion 375
through stratcgic acquisitions.
From 2002-2007, the Company
03 04

compictcd 36 acquisitions, most of

which were small, but overall

added $950 million in sales including about $565 mil-
lion in consumer-related sales and about $385 million in

industrial-related sales.

Since 2003, Sonoco has improved base EBIT margins
from about 7.6% to0 9.1%. Our goal over the next five
yearsis to improve EBI'T margins to approximately

11%. We believe this can be achieved by maintaining a
positive sciiing pricc/ material cost rciationship; lcvcrag—
ing the fixed-cost structure of our giobal operations;
driving productivity improvements to offset the impact
ofinflation; improving undcrpcrforming operations;

and by cFFcctivciy dcpioying capital.

[tis our objcctivc O grow earnings over the next five
yearsata doubic-digit average annual rate. We believe
this canbe accompiishcd by achicving our profitablc
growth strategy and improving margins. [fwe accom-
plish these goais, and succcssfuiiy manage our capital
spcnding, we should be able to meet our goai ofincreas-
ing the return on netassets cmpioycd from about
11%to 12.5%.

1,263

CONSUMER MARKET
1,219 STRATEGY

Sonocois positioncd asatotal
packaging solutions providcr for

consumer pI'OCiUCt companics,

| £

oﬁcring afull range of packaging
suppiy chain products and services
o5 06 oy ranging from concept and dcsign
to reclamation and rccyciing. This
business model is unique in the
packaging industry and largcly driven by the actions of
iargc consumer product companices to reduce their

number of packaging suppiicrs.

To turther grow our Consumer Packaging and
Packaging Services businesses, we are focused on
improving our total solutions offcrings; dcvcloping
new, innovative products and services to meet chang—
ing consumer needs; providing “cradle-to-cradle” sus-
tainability solutions ranging from more environmen-
taiiy sustainable packaging to

improving rccyciing for our cus-

tomers manufacturing piants, dis- $120
tribution centers and retail outlets;
providing one face to our iargc
customers to promote cross-sell-
ing of products and services
throughout Sonocos diverse mix
ofbusinesses; and pursuing strate-

gic acquisitions.

NEW PRODUCT SALES
(MILLIONS OF DOLLARS)

During the past several years, Sonoco has signiﬁcantiy
increased new products and services development.
From virtually no sales of new products just five years
ago, the Company gcncratcd new productsales of
$100 million or more in each of the past two years. Our
goai is to continue to generate $100 million to $150 mil-
lioninnew product sales annually. We define new prod—
ucts as those that have been commercial for two years
orless. A number of the Companys recent innovations

are fcaturcd throughout thiS l’CpOI’C.

One market segment that Sonoco has grown signii‘i—
cantiy during the past few yearsis rigid piastic containers.
In May 2007, the Company acquircd Matrix Packaging,
Inc,a icading manufacturer of custom—dcsigncd blow-
molded plastic containers. As a result of this and other
acquisitions, along with strong organic growth, weare
projecting sales of Sonoco rigid piastic containers will
increase to nearly $300 million in 2008, a five-fold gain
over 2006 levels.

INDUSTRIAL MARKET
STRATEGY

Sonocoisa icading, giobal suppiicr of
industrial packaging products. The
Company’s vcrticaiiy intcgratcd
operations make our combined
industrial products business more
successful. For cxamplc, our recy-
ciing opcrations providc the raw

material used to make the spccialty

. CONSUMER

INDUSTRIAL
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TOTAL PRODUCTIVITY
(MILLIONS OF DOLLARS)

$100
papcrl)oard crnploycd inthe pro-

. . 82.7
duction of tubes, cores, protective iy
packaging and composite cans.

Weare aleader in manufacturing S0 547
sophisticated tubes and cores that
can be wound with paper, plastic 25
film, cextiles, metal, tape and other
materials. Our mix of products
03 04

serving industrial markets contin-

ues to grow and includes construc-

tion forms, roll packaging, protective packaging,
wooden, composite and metal reels, and molded plugs

and pallct componcnts.

Our strategy for growing the Company’s business
serving industrial markets is focused on protecting and
cxpanding our market share in global tubes, cores and
paper businesses; achicving strategic acquisitions, joint
ventures and alliances; cxpanding global ly to meet cus-
tomers needs in underserved markets; dcvcloping new
products and services; cxpanding rccycling services
into new markets; and maximizing cash flow from

operations.

We cxpcricnccd strong pcrformancc from our
European tubes, cores and paper operations in 2007
following the purcliascs ofthe rcmaining interests in
the Sonoco-Alcore joint venture from Ahlstrom

Corporation and the Italy—basccl Demolli jointventure

95.8 atthe end of 2006. We are pursuing

additional growth opportunitics by
74 cxpanding our capabilitics in fast-
growing eastern Europcan markets.
Finally, we are dcvcloping some
exciting new products that should

hclp improve upon the $22.6 mil-

lion in new industrial-related prod-

ucts soldin 2007,

05 06 07

LEADERSHIP AND OUTLOOK

Sonoco’s culture has always been centered by our beliet
that “People Build Businesses.” We also know that the
most successtul businesses have managers thatare
dccply involved in sclccting, dcvcloping and retaining
leaders. Thatis why we were honored to be named as
onc of North Americas 20 Top Companics for
Leaders for the second time in arow in 2007 by Hewice
Associates in partnership with The RBL Group and

Fortune magazine.

While proud of the success that was achieved in 2007,
we are facing strong economic headwinds entering
2008, particularly in North America, and must remain
focused on accclcrating top—linc growth and improving

opcraring margins.

We believe our “Progrcss Forward” strategy is sound
and our Strong mix of global businesses should allow us

to deliver another record year in 200 8.

[ want to thank our board of directors for their counsel
and support and our cmployccs for their tireless efforts
inimproving safcty onthe job while supporting the
needs of our customers. But most of all, thank you for

your confidence in our stcwardship ofyour investment.

Sinccrcly,

i, & DeFoed %
Harris E. DeLoach Jr.

Chairman, President and Chief Executive Officer

March7,2008

SONOCO 2007 ANNUAL REPORT



CONSUMER PACKAGING

NET SALES
CONSUMER PACKAGING
(BILLIONS OF DOLLARS)

Sonoco manufactures ifs propriefary
SmartSeal™ easy-open and reclose

flexible packages for Orec®,
Newtons® and Chips Ahoy!®

cookies at ifs Edinburgh, Ind., plant.

6
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SONOCO’S CONSUMER PACKAGING
SEGMENT CREATES AND MANUFAC-
TURES packaging for many of the world’s best known
brands of consumer food and nonfood products.
Operating 63 plants in North America, South
America, Europc and Asia, this segment gcncratcd
36% of Sonoco’s net sales in 2007. In addition to being
the world’s iargcst produccr of roundand shapcd paper-
board composite cans, this segment also manufactures
singic—wrap papcrboarcl packagcs; iargc papcrboard
paiis; fiberand plastic cartridges; thermoformed,
extruded and blow-molded rigid piastic containers; and
squeeze tubes. The Consumer Packaging segment also
providcs consumer prociuct companies with printcd
flexible packaging produccd using tiiin-gaugc, high—
value-added rotogravure, ficxographic and combina-
tion printcd film, inciuding lamination and cucting:
cdgc rotogravure cyiindcr engraving, as well as alumi-
num, steel, plastic and pcciabic membrane casy-open
endsand closures for composite, metal and piastic
containers.

Sales for the Consumer Packaging segment
increased to $1.44 billion in 2007, up 10.2%, compared
with $1.30 billion in 2006. This increase in sales was due
to the impact of acquisitions, increased sciiing prices of
composite cans and closures, and favorable forcign cur-
rency cxchangc as the dollar weakened against forcign
currencies. These favorable impacts were partiaiiy offset
by lower volume in composite cans aiong with lower
volume and lower sciiing pricesin flexible packaging.
Overallvolumes, cxciuding the impact of acquisitions,
were down 1%in the segment. Domestic salesin 2007

were approximatciy $1.03 billion, up 11% from 2006,

and international
sales were approxi-
mately $411 million,
up 8.3% from

2006.

Operating
profics for Sonoco’s
Consumer Pack-
aging segmentwere
$104.5 million, down
4.7%, compared with

$109.6 million in 2006. Segment oper-
ating proﬁts decreased primariiy ducto price and vol-
ume declines in flexible packaging, aiong with volume

declinesin composite cans. These unfavorable factors

Sonoco’s Matrix Packaging unit produces brand-defining, exirusion blow-molded

rigid plastic containers for Aveda premium hair products at ifs state-ofthe-art
Addison, Ill., facility.

exceeded the impact of productivity, purchasing
initiatives and acquisitions. While the Company
was able to increase seiiing pricesin all operations
exeept flexible packaging, itwas unable to offset
increased costs of energy, frcight, material and labor.
Higii startup costs at the Company’s rigid piastic
container piant in Wisconsin also dampcncd operating
proﬁts inthe segment, as did opcrationai issues atthe
closures piant in Brazil. The Wisconsin piant will cease
operations at the end of the second quarter 0t2008,

while the Brazilian piant has been closed.

CONSUMER PACKAGING | SONOCO 2007 ANNUAL REPORT



OPERATING PROFIT
CONSUMER PACKAGING
(MILLIONS OF DOLLARS)

$112

109.6
1035 W
84

83.1
78.7

56

28
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Sonoco uses proprietary technology
and state-ofthe-art equipment fo pro-
duce Ulirapeel™ refort membrane ends
at its Canton, Ohio, ends and closures
plant. Easy to open, the Company
developed these innovative conve-
nience closures specifically for fast-
growing heat-and-eat foods.

Global Reports LLC
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RIGID PAPER PACKAGING

Rigid paper packaging products are Sonocos sec-
ond largcst rcvcnuc-producing group of products and
services,and rcprcscntcd 15% of the Company’s con-
solidated sales in 2007 Interest in Sonoco's rigid paper
packaging, which contains up to 75% rccyclcd content,
continues to grow along with consumer and market
demand for more sustainable packaging.

In October 2007, Sonoco acquired the fiber con-
tainer and industrial plastic carrier assets of Caraustar
Industries, Inc. The acquisition expanded Sonoco’s
icading spirai—wound rccycicd papcrboard container
operations, improving its reachin the fiberand piastic
cartridge market foradhesives, greases and sealants.
Syncrgics from ncwly combined opcrations are
cxpcctcd to providc signiﬁcant savings and give the
Company’s customers increased ﬂcxibility and supply
security.

Rigid Paper Innovations Sonoco continued to
hclp many ofthe top powdcrcd milk bcvcragc manu-
facturers around the world reduce their packaging costs
without sacriﬁcing product protection by converting
from traditional, more-expensive metal cans to
Sonoco’s new, stronger, high—barrier composite cans. In
2007, Sonoco worked with Heinz to succcssfully move
its Faricy’s brand powdcrcd infant formula, sold in the
United Kingdom, out of an all-metal can into amore
attractive composite can.

Sonocos distinctivcly shapcd rigid
papcrboard packagcs also hclp largc
consumer product companics give
their products aclear competitive

CdgC in tl’lC markct placc. Tl'lC cye-

catching, rcctangular—shapcd Lincarpak®, high—barricr,
lOO%—rccycicd papcrboard canthe Company created
and produces for Tate & Lyle Canada, Led., for its new
reduced-calorie Rcdpath Half™ sweetener stands out

among traditional paper bags and cartons.

The vibrant Dorpak® rcctangular papcrboard pail
Sonoco developed for Elizabeth Arden’s Summer Sun
Shades facial product collection met the customer's
desire fora packagc consumers could take alongwith
them on vacation as casily asacooler. Its unique shapc
and size and high-
impact brand graph—
icsalso madeita

3 powcrful in-store

& billboard.

Above: An employee af Sonoco's new automated cylinder engraving and graphic

solutions facility in Richmond, Va., carefully examines label proofs to ensure they
meet the customer’s brand artwork specifications. Below: In 2007, Heinz switched
its Farley’s powdered infant formula, sold in the U.K., from a metal can fo a high-
barrier composife can from Sonoco.

RIGID PLASTIC PACKAGING

Sonoco signiﬁcantly cxpandcd its rigid plastic
containers business and increased penetration of the
markets it believes offer the greatest global growth
potcntial—thc health and bcauty, retail food, food ser-
vice and medical markets—with the May 2007 acquisi-
tion of Matrix Packaging, Inc. A leading North
American manufacturer of innovative, high—quaiity,
custom-dcsigncd, blow-molded plastic containersand
injcction-moldcd products, Matrix Packaging dcsigns
and manufactures piastic containers and closures for
some of the world’s top pcrsonal care brands.

Committed to aggrcssivciy growing the business,

Sonoco added three new blow—molding machines to

CONSUMER PACKAGING | SONOCO 2007 ANNUAL REPORT 9



Above: Cadbury Adams chose
Sonoco's rectangular-shaped

linearpak® rigid paper container in
three vibrant colors o help ifs new
Halls® family pack of cough drops
stand out on crowded store shelves.
Right: Sonoco began producing high-
barrier, retortable plastic bottles for
Ensure® nutritional drinks at a new
plastic blow-molding plant near

Columbus, Ohio.
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Matrix Packaging piants in Mississauga, Ontario,
Canada, Los Angcles, Calif., and Jefferson Cicy, Mo, in
late 2007, and continues to increase capacity. To pro-
duce extruded blow-molded bottles for a houschold
chemical product for Procter & Gamble, Sonoco will
openanew 150,000-square-foot Matrix Packaging
plant in St. Louis, Mo., in the first quarter of2008.

Rigid Plastic Packaging Innovations Sonoco sig-
niﬁcantiy cxpandcd its biow—moiding production capa-
bilities for multilaycr, high-barricr retortable piastic bev-
crage bortles during 2007 with the dcvcioprncnt ofa
new 121,000-squarc-foot manufacturing faciiity near
Columbus, Ohio. During the fourth quarter of 2007,
the faciiity bcgan producing cight—ouncc rigid plastic
bottles for Abbott Nutrition's popular Ensure” nutri-
tional drinks.

Sonocos molded plastics operation in Brazil is help-
ing Nestlé¢ Brazil, one of the world’s largcst producers of
soluble coftee, create a consistent worldwide brand
image forits popuiar Nescafé® instant coffee with an
innovative, modcrn—looking, domc—shapcd, injection-
molded plastic cap. When added to Nescafé s uniquely
shaped jar, the new cap helps create an instantly recog-

nizable package.

FLEXIBLE PACKAGING

Sonoco doubled its cutting—edgc rotogravure cylin—
der engraving and prepress capabiiitics with the open-
ing ofanew fuiiy automated cyiindcr engraving and
graphics management facility in Richmond, Va..in
2007. The new facility is unique as it combines Sonoco
Keating North Americas fully automated cylinder

cngraving capabilitics with Sonoco Tridents patcntcd,

online brand arework management solutions to consis-
tcntiy producc high—dcﬁnition packaging graphics that
mect customers exacting spcciﬁcations.

Flexible Packaging Innovations The Company
signiﬁcantiy cxpandcd production of the award-
winning Snack n’Seal” casy-open and reclose flexible
package for Kraft Foods Nabisco® cookies in 2007,
manufacturing the uscr—fricndiy, markct—diffcrcntiating
packagc for more than 20 varieties of Krafts popuiar
Chips Ahoy!", Newton”and Oreo” cookics.

Sonocoalso introduced a proprictary second
generation of the packaging tcchnology, called
SmartSeal™, thatis expected to be used with nearly all
of Krafts cookic lines in 2008. Sonoco prints the new
SmartSeal packagc using cutting—cdgc rotogravure
presses, laminates it usinga spcciai adhesive, and die-
cutsit so that the piastic film and lamination scparate
when opcncd and reseal again casiiy.

In addition, by dcvcioping acolorful stand—up flex-
ible pouch with barrier properties that could be filled
using the customers existing equipment, Sonoco
helped John Soules Foods significantly increase sales of
frozen meats while rcducing packaging costs. The new
pouch replaced the customer’s previous bag-within-a-
pillow bag packaging, The Flexible Packaging Associa-
tion honored the attractive stand—up pouchcs, naming

them part of its Awards Innovation Showcase 2007,

ENDS AND CLOSURES

Sonoco is one of the world’s largcst manufacturers
of casy-open ends, and providcs worldwide distribution
of convenience closures for metal, composite and
piastic packaging, serving both the proccsscd and non-

processed food markets.

—
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In 2007, customers as varied as pet food, beauty and lawn and garden product
companies chose Sonoco's high-impact, Dorpak® rectangular paperboard pails
for their products. Available in several sizes, they have handles, are easy to open
and re-close, and give customer brand graphics maximum exposure at the point

of sale.

Product and Technology Innovations  The new
ends and closures the Company introduced in 2007
were developed to meet growing consumer demand
for convenience foods. Foiiowing market testingin the
fall of 2007, one of the world’s icading makers of soup s
roliing outin 2008 one of its most popular microwav-
able soups fcaturing Sonocos new Uitrapccim 211-
diameter retort membrane end. Ulerapeel ends are the
first retortable membrane ends manufactured in the
Americas. The Company plans toadd capacity in 2008
and 2009 to producc iargcr—sizcd ends for heat-and-cat

processed soups and food bowls.

CONSUMER PACKAGING | SONOCO 2007 ANNUAL REPORT
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Sonoco’s new recycled wood
Dura-Block™ pallet block, designed o
reduce pallet damage and replace-
ment cosfs, helped the Company
increase sales of new products

in 2007.
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THE TUBES AND CORES/PAPER SEGMENT
ACCOUNTED FOR APPROXIMATELY 42% of
Sonocos consolidated net sales in 2007. The products
and services in this segment include papcrboard tubes,
cores, roll packaging, molded plugs, pallet components,
rccyclcd paperboard, linerboard, corrugating medium,
recovered paper and other recycled materials,

Sales for the Tubes and Cores/Paper segment were
$1.71 billion, up 12.2%, from $1.53 billion in 2006.

This increase in sales was due to highcr sclling prices,
the impact of acquisitions and the effect of favorable
exchange rates. Lower domestic tube and core
volume was partially offset by increased volume in the
Company’s European operations. Domestic sales
increased $52 million, or 6.8%, to approximately

$825 million and international sales increased

$134 million, or 17.8%, to approximately $887 million.
International sales increased primarily asaresultof the
late 2006 acquisition of the remaining 75% interest in
Demolli Industria Cartaria S.p.A., an Italy-based tubes,
cores and paper manufacturer.

Segment operating proﬁts decreased in 2007 to
$143.7 million, compared with $148.2 million in 2006.
Resules were unfavorably impacted by a charge of
$25.2 million related to an increase
in the environmental reserve ata
Company subsidiary’s paper
operations in Wisconsin. In
addition, lower volume and
increases in the costs of
energy, frcight, material and
laborhada negative impact

onsegment proﬁtability.

Partially offsetting these items were productivity, pur-
chasing initiatives and cost recovery, along with the

impact of. acquisitions.

TUBES AND CORES

With 122 converting facilities on five continents,
Sonoco is the world’s lcading produccr of tubes and
cores. The Company’s tube and core products are its
largcst revenue producing group, representing 31% of
netsalesin2007.

Sonocos tubes and cores business serves industrial
customers in a variety of markets, including the con-
struction, film, paper, textile, metals, flowable products,

and tape and label industries.

GEOGRAPHIC EXPANSION

In2007, Sonoco cxpandcd its film core operations
in Mexico by opening a new manufacturing facilicy in
Querétaro, north of Mexico City, toservea large plastic
film producer. In addition, the Company’s Sonoco-
Alcore unit purchased the remaining interestin the
AT-Spiral OY tubes and cores jointventure, giving the
Company additional core manufacturing, core precut-
tng, rccycling and plywood plug manufacturing capac-

ityin Finland.

NEW PRODUCT INNOVATIONS
Since 2005, Sonoco's North
American tube and core business
has more than doubled sales of new
products, reaching $22.6 million
in 2007.
One of the new products that

continued to build in demand

Above: In Sonoco’s new S3 waste-reduction consuliing service, Company experts

audit customer facilities and waste-handling plans to develop location-specific pro-
grams to reduce waste hauling charges and landfill fees and produce new reve-

nue through the sale of previously landilled materials. Below: Durable, spiral-

wound Twistn-Pull™ mailing tubes with selflocking end caps are easier to use and

reduce shippers’ packaging costs and product returns.

throughoutin 2007 was the Dura-Block™ pallec block.
Made from prcdominantly rccyclcd wood, the high—
density composite design is more rugged than natural
wood and providcs twice the nail-retention force.
Dura-Block pallet blocks reduce the risk of nail heads
puncturing the product bcing transportcd on their pal—
letand their increased durability reduces customers
pallct repair and refurbishment costs.

To give construction form customers access to an
evenwider range of marketand tcchnology lcading con-
crete forming systems, Sonoco acquircd the assets of

VoidForm International Ltd., a Canadian manufacturer

TUBES AND CORES/PAPER | SONOCO 2007 ANNUAL REPORT
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OPERATING PROFIT
TUBES AND CORES/PAPER
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Sonoco changed the name of ifs
Clobal Recovered Paper unif to
Sonoco Recycling in 2007 to better
communicate the nature of its business
today—using the latest technology and
a fleet of trucks with 1,300 trailers to
recover, process and sell recycled
materials, and operate materials
recovery facilities.
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of fiber-based construction void forms. Used in the
construction of cast—in-placc concrete foundations in
expansive soil conditions, void forms support concrete
until it can supportitselfand then degrade, lecting the
soil cxpand underneath the foundation without
causing damagc.

A new North American markcting and supply
agreement with Erdie Industries added the secure,
casy-to-open and close Twist-n-Pull™ mailing and
shipping tube system to Sonoco's growing product line.
And Sonoco continues to collaborate wich industry
lcading providcrs of radio-frcqucncy identification
tcchnology in order to offer its customers real-time
inventory tracl(ing solutions. A co—dcvclopmcnt agree-
mentwith [PICO, Inc.is hclping Sonoco address the
unique requirements ofthe papcr-making industry,
through the deploymcnt of IPICOss Ineellicore tag and

reader solutions.

PAPER

Sonoco’s vcrtically intcgratcd global papcrboard
opcrations providc the primary raw material used in
producing its fiber-based consumer and industrial pacl<—
aging, The Company uses approximately 65% of the
paperit produces with the remainder bcing soldto
third partices. This strategy is supportcd by 24 paper
mills with 35 paper machines and 49 Sonoco Rccycling
facilities in North America, South America, Europe
and Asia. In 2007, Sonoco had the capacity to manufac-
ture approximatcly 1.9 million tons of rccyclcd paper-
board. Sonoco’s paper operations serve spiral winders,
paper product converters and manufacturers of bever-
age insulators, displays, gaming and other paper

products.

REDUCING ENERGY CONSUMPTION

The production of paper is energy intensive,
accounting for approximatcly 80% of the coal, natural
gas and Clcctricity Sonoco consumes annually. When
cnergy prices bcgan to climb in 2000, the Company
launched a worldwide initiative to drive down paper
mill energy usage. More than 110 improvements—
insulating steam lines, heat recovery projects, boiler
upgradcs, installing high—cfﬁcicncy MOtOrs, process
optimization and improvcd machine and facility main-
tenance—were made at the Company’s North
American paper mills. Asa result, since 2002 Sonoco
has cut the energy rcquircd to producc atonof paperat
its North American mills by 12%, producing signiﬁcant
savings. In 2007, the U.S. Department of Energy pre-
sented Sonoco's Hutchinson, Kan., paperboard mill
with its prestigious Energy Savers Award for rcducing

its energy consumption by 13.9%in one year.

SONOCO RECYCLING

In 2007, the Company changed its Global
Recovered Paper divisions name to Sonoco Recycling
and launched a new, market-driven waste management
consulting service called Sonoco Sustainabilicy
Solutions, or $3. First piloted at Sonoco plants to
improve productivity, S3 hclps manufacturing facilities,
distribution centers and retailers reduce waste materials
going to landfills and increase proﬁtability l)y turning
waste streams into revenue streams by ﬁnding alterna-
tive uses for prcviously land-filled wastes.

Sonoco Rccycling uses lcading—cdgc tcchnology to
ICCOVCET, Process and sell rccyclcd materials, and operates
state-of-the-art materials recovery facilities in Ralcigh,
N.C..and Columbia, S.C. In January 2008, Sonoco

Rccycling opcncd anew rccycling centerin North

In 2007, Sonoco introduced its most durable and waterresistant concrete form, the
Sonotube® Commercial form. Designed to perform in the toughest conditions, it
provides exceptional fear resistance, can withstand 72 hours of rainfall and is ideal
for distributors, concrefe subcontractors and general confractors.

Charleston, S.C., that can process a quarter of a billion
pounds of recycled materials annually, including
increasingamounts of recovered paper thatare bcing
cxported to Asian markets.

One of the largcst recyclersin North Americaand
the only consumer packaging company with a stand-
alone rccycling division, Sonoco operatesa fleet of
trucks with 1,300 trailers and has a team of rccycling
profcssionals, many ofwhom are waste management
and manufacturing process improvement experts.
Sonoco annually collects approximatcly 35 million tons
of rccyclablc materials including old corrugatcd con-
tainers and other paper, plastics, metalsand glass.

"The Company has more than 6,000 rccycling rela-
tionsliips and agreements with three of the world’s larg—
est consumer product goods companics to manage
their landfill reduction and rccycling programs.

Is
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Sonoco CorrFlex
designed and pro-
duced this high-
impact floor stand
display for Halls®
Naturals™ cough
drops and Sonoco's
Morristown, Tenn.,
flexible packaging
plant printed the col-
orful cough drop
packages. Far right:
Employees af the
Erlanger, Ky.,
Sonoco CorrFlex

facility ensure a sec-
tion of a corrugated
P-O-P display works

as intended.
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THE PACKAGING SERVICES SEGMENT
ACCOUNTED FOR APPROXIMATELY 13%of
Sonocos consolidated net sales in 2007, This segment
providcs packaging supply chain managementservices,
including contract packing, tulfillment and scalable
service centers opcratcd by Sonoco for major consumer
product companies. Orher services provided by Sonoco’s
Packaging Services segment include dcsigning,
manufacturing, asscmbling, packing and distributing
temporary and mixed materials point—of-purchasc
(P-O-P) displays, and secondary promotional packaging,
aswellas providing brand arework management.

Netsales for the Packaging Services segmentin
2007 were $518.8 million, up 13.6%, compared with
$456.8 million in 2006. Sales in this segmentincreased
dueto highcr volumes in the service centersand in
P-O-P display and fulfillment operations, which were
partially offset by lower selling prices in P-O-P displays.
Domestic sales increased to approximatcly $374 million,
up 8.5%, while international sales increased to approxi-
mately $144 million, up 29.1%, primarily as a resulc of
increased service center outputin Poland.

Operating profits for the Packaging Services
segmentincreased to $44.5 million in 2007, up 13.5%,
from $39.2 million in 2006. The increasc in segment
operating proﬁt is atcributable to volume increases in
point—of—purchasc displays and fulfillment operations
along with productivity and purchasing initiatives. The
service centers sales increase had very litele impacton
proﬁts, as these saleswere ona pass—through basis with
no signiﬁcant additional gross margin. Partially
offsctting these favorable factors were sales price

declinesin P-O-P displays.

SERVICE CENTERS

Atits three dedicated service centers and seven ful-
fillment operations in the United States and Europe,
Sonoco provides global supply chain management
services to an increasing number of major consumer
product companics. For Procter & Gamble (P&G),
Sonoco packages Gillette” razors and blades for the
North American market ata dedicated service center
in Devens, Mass., and Gillette razors and blades for the
European, Middle Eastern and Asian markets ata ser-
vice center in Lodz, Poland. In the second half of 2007,
Sonoco took over operation of a dedicated supply ware-
house for P&G in Devens, further adding to its fee-for-
service supply chain management business. For
Hewlete-Packard, Sonoco packs ink cartridges for sale
throughout the Americas at a dedicated service center
in Sandston, Va.

Sonocos service center operationsin Poland
expanded in 2007 with the opening ofanew
Company-operated facility in Strykow. In addition to
handling Gilletee personal care promotional packag-
ing, Sonoco provides the LEGO System A/S of
Denmark with fulfillment services for its educational
and Belville™ products and product packing for one of
the world’s largest adhesives companics. Sonoco also
packs baby, beauty and family care products for P&G
ataservice center in Euskirchen, Gcrmany.

In 2008, the Company expects to further expand
service center operations in North America, Europe

and Latin America to meet growing customer needs.

POINT-OF-PURCHASE DISPLAYS
Sonoco CorrFlexis one of the largcst providcrs of

retail displays and fulfillment services in Norch

Sales of Sonopop® displays grew nicely in 2007. BP Lubricants chose the cost-

effective, durable and sustainable modular, palletized display fo help drive sales of

its popular Castrol® GTX motor oil in larger containers.

Americaanda kcy component of the Company’s total
solutions consumer packaging services strategy. The
successful startup ofanew multicustomer display and
fulfillment centerin York, Pa.,and the acquisition of
spccialty packaging services providcr Amtex, Inc.in
carly 2008 added new capacity and cxpandcd Sonoco

CorrFlcx’s national nctwork ofmanufacturing and FU.]-

PACKAGING SERVICES | SONOCO 2007 ANNUAL REPORT
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Employees at Sonoco's busy, new
service center in Strykow, Poland,
provide fulfillment services for LEGO's
Belville™ toys and educational products
sold in Europe.

18

Global Reports LLC



Global Reports LLC

fillment operations. The addition of Amtex’s produc—
tion/assembly facilicy in Fair Lawn, N.J., further
strcngthcns the Company’s positionasan industry
leader in P-O-P displays and promotional packaging
for the over-the-counter (OTC) pharmaceutical indus-
try. The addition of a fulfillment center adjaccnt to the
Company’s existing display component production
facility in York cxpands the Company’s turn-kcy display
and promotional packaging service offcrings to clients
in the snack food, candy, clectronics and personal care
industrics.

Sales of Sonopop”, the cost-cftective, customizable
modular pallctizcd display system incorporating
Sonocos proprictary Sonopost” technology along with
associated fulfillmentand other displays using
Sonopost tcchnology, grew 12%in 2007, This durable
display system uses engineered paper-based compo-
nents dcvclopcd by Sonocos Protective Packaging unit

to pr OClU.CC a display strong cnough to safcly dclivcr

The familyfocused graphics and soothing colors on this Theraflu® PDQ tray
designed and manufactured by Sonoco Corrflex attract consumer attention and
make one-stop shopping for cough and cold remedies easy.

consumer products to grocery and club stores. Com-
plctcly rccyclablc, Sonopop displays climinate the filler,
plastic clips, adhesive and metal supports found on tra-
ditional pallet displays, and provide three to four times
the cxpcctcd floor life of traditional pallct displays.

In 2007, Novartis asked Sonoco CorrFlex to create
anin-store PDQ-tray display thar would promote sales
ofits coldand cough remedies for children and adults,
and align with its sustainability initiatives. Sonoco
CorrFlex engineers developcd a patcnt—pcnding, one-
score dcsign to reduce the corrugatcd tray’s shipping
widch by 50%, which increased the number of displays
that could be shippcd per pallct and significantly
reduced the display’s manufacturing, pallet, freighrand
warchousing costs. Pallets carrying the displays could
also be double stacked throughout the supply chain,
further increasing warchouse and frcight savings and
rcducing post-promotion rccycling, The cyc-catching
displays arrived in stores packcd and rcady for quick
setup, where their blue background showcased the
OTC products’ colorful packaging, capturing con-
sumer attention and driVing increased sales.

Sonoco CorrFlexalso dcvclopcd end cap and coun-
ter displays for Elizabeth Arden to hclp the beauty
products company promote

its new Wich Love... Hilary
Duff fragrance. The counter
dispiay went to dcpartrncnt

stores, and ChC cnd Cap was

end cap display’s large, glossy photo of the popular
singer was designed to catch consumers eyes and
activcly engage shoppcrs through amotion-activated
audio rccording ofone of the songson the Hilary Duft
CD that played when consumers approached the
display.

Five Sonoco CorrFlex P-O-P displays received
the coveted POPAI Outstanding Merchandising
Achievement (OMA) Award for lifting sales and
making products memorable and enticing to consum-
ers. A Jergens” lotion display the Company created for
Kao Brands, and Stride™ gum counter and floorstand
displays for Cadbury Adams won Silver OMA awards.
Sonoco received Bronze OM As forits endcap and
PDQlaunch foran Elizabeth Arden fragrance, 42-
count senior pallet for P&G’s Prilosec” heartburn

reducer and Boars Head rolling condiments display.

GLOBAL GRAPHICS MANAGEMENT

Based in Hull, England, UK., Sonoco Trident uses a
proprictary computerized global packaging graphics
system to manage and enhance global consumer prod-
uct companics’ brand images. In addition to opening
offices in Cincinnati, Ohio,and Richmond, Va.,in
2007, Sonoco Trident took over the operations of
Iceland Foods graphics studio in North Wales, UK.
This involved training the food retailer’s graphics staft
and turning the existing facility into a state-of-the-art

graphics studio using Sonoco Tridents online brand

shippcd toa major U.S. artwork management, live job tracking and repro-
retailer to help cross-pro- graphics processes.
mote the new pcrfumc and
anew Hilary Duft CD. The
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In 2007, a new cuvette blood sam-
pling device, produced in Sonoco's
state-ofthe-art Rotterdam, Netherlands,
molded plastics plant, was marketed in
the United States.
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IN ADDITION TO THE PRODUCTS AND
SERVICES PROVIDED by Sonocos consumer and
industrial packaging and services businesses, the
Company produccs protective packaging, wire and
cable reels, molded and extruded plastics, and paper-
board spcciaitics. These opcrationsare rcportcd asAll
Other Sonoco. In 2007, these businesses accounted for
9% of Sonocos consolidated net sales.

All Other Sonoco net sales were $371.1 million in
2007, compared with 2006 sales of $369.7 million. This
siight increase was a result of price increases, the impact
of acquisitions and the effect of favorable cxchangc
rates that were ncariy offset by lower volumes in molded
piastics and wire and cable reels. Domestic sales were
approximatciy $294 million, down 2.2% from 2006,
and international sales were approxirnatciy $77 million,
anincrease of 11.9%.

Operating profics for All Other Sonoco were
$51.4 million, up 4.6%, compared with $49.1 million in
2006. Operating proﬁts increased primarily dueto
manufacturing productivity and purchasing initiatives,

partiaiiy offset by the impact of volume declines.

PROTECTIVE PACKAGING

Sonocoisa icading providcr of custom—dcsigncd
and cnginccrcd protective packaging solutions for
appiianccs, hcating and air conditioning units, exercise
equipment, turniture, ofhce furnishings, lawnand gar-
den cquipment, and many other consumer products.

Retailers and manufacturers focus on damagc pre-
vention is driving growth opportunitics for Sonocos
proprictary Sonopost Corner posts, Cross braces and
Sonobase carrier systems. To improve productivity and
meetthe growing market demand, Sonoco increased

production capacity atits Nashville, Tenn., Tiffin,

Ohio, and San Luis Potos¢, Mexico, plants, and is add-
ing new capacity in Saltillo, Mexico. Sonoco also
opcncd asecond packagc testing, faciiity in Stevensville,
Mich., for Whiripooi® and Maytag® appiianccs.

Sonoco openedanew faciiity in Wcifang, China, to
producc corner posts and bases for China’s iargcst appii—
ance manufacturer, and its Kaiping, China, operation
providcs total protective packaging solutions for exer-
cise equipment, griiis and other cquipment produccd in

Chinafor eXportto major North American retailers.

WIRE AND CABLE REELS

Sonocois the icading manufacturer and providcr of
packaging and suppiy chain solutions for wooden, com-
posite and metal reels for North Americas wirc and
cable industry. Products include nailed wooden, piy-
wood, composite and metal reels produccd atfive U.S.
facilities, and 22 service centers providc just-in-time
products and services.

Sonocos Wire and Cable Reels unit operatesa
nationwide wooden reel rccyciing program that recov-
ered and refurbished approximatciy 150,000 reels in
2007, saving the cquivaicnt 0f50,000 trees and hciping
customers avoid millions of dollars in landfill disposai
costs. This business is also using finite element model-
ing tcchnoiogy to dcvciop new iargcr, stronger and
more sustainable poiy—ﬁbcr composite reels to meet the
needs of current markets thac will cvcntuaiiy rcpiacc
certain wooden reels. New 45-inch and 50-inch com-
posite reels, which will be launched in 2008, are 100%

rccyciabic and more COSt—CH:CCtiVC fOI‘ customers.

MOLDED AND EXTRUDED PLASTICS
Sonoco providcs customers in North America,

South America, Europe and Asiawith cnginccrcd

An employee af Sonoco's new profective packaging testing lab for Whirlpool in

Stevensville, Mich., uses sfate-ofthe-art equipment to determine if the protective
packaging for a Whirlpool washer can withstand the rough freatment it may
experience during fransport, storage and retail disfribution.

piastic products, inciuding comprchcnsivc product
dcsign, tool dcsign and fabrication using injection mold-
ing and cxtruding tcchnoiogics. This business works
ciosciy with Sonoco’s other SEgMENs Lo serve a wide vari-
ety of markets inciuding functional closures and contain-
ers, sopiiisticatcd films and foils, P-O-P dispiays, protec-
tive packaging, automotive, medical, healthcare, food
service, food packaging, wire, cable and textiles.

Sales of medical devices produced at Sonocos cut-
ting—cdgc, injection molded piastics piant in Rotterdam,
Netherlands, expanded into the United States in 2007
with two new products—a cuvette blood sampiing
device made foraleader in che life, iaboratory and health

sciences industry anda ncuro/spinc product distributed

by Cardinal Healch.
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THE BUSINESS
OF SUSTAINABILITY

ENERGY SAVINGS
(MMBtu/GROSS TON
DOMESTIC AND CANADIAN MiLLS)

8.00

7.32 791

For the past 10 years at its Richmond,
Va., paper mill, Sonoco has recycled
1,500-1,700 tons of wasfe fiber per
year info compost sold to commercial
landscapers.
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(The following are excerpts from a presentation by Sonoco’s
CEO Harris E. DelLoach Jr. at the Seprember 26, 2007,
Pﬂckﬂgmg Strategies S ustainable Pﬂckﬂgmg Forum held in
Pittsburgh, Pa)

SOME ENVIRONMENTAL ACTIVISTS WILL
TELL YOU thatthe packaging industry and sustain-
ability cannot coexist. Thcy pointout that consumer
packaging generates the largcst amount of materials
goinginto landfills. (The U.S. Environmental
Protection Agency estimates thatapproximately 30%
ofallannual landfill wastes is derived from paper, metal,
glass and plastic packaging.)

Buritis my contention that the packaging industry
and sustainability can and must coexist. The bottom
line is this: Sustainability is more thana fad, and the
packaging industry must find away to balance con-
sumer demand for more sustainable packaging with
the demand for convenience, pcrformancc and price.

I believe thatissues supporting sustainability are
dircctly linked to Sonoco's long—tcrm profitability and
viability. Our goal is to be the packaging industry leader
in creating and cnhancing asustainable future that ben-
chisall our stakeholders, including shareholders, cus-
tomers, cmployccs and the communities where we live

and ‘WOTI l(

REDUCING OUR ENVIRONMENTAL
FOOTPRINT

Globally, Sonoco operates 334 plants in 35 coun-
tries. Fach of these plants has an environmental foot-
print which we are Working to shrink. Rcducingwastcs
and emissions from our plants makes good business

sense and in many casces cnds Llp dccrcasing our opcrat—

ing costs and improving productivity.

For cxamplc, we are activcly pursing
efforts to reduce wastes going into land-
fills from our operations with a goal of
achicving zero landfill disposals.
Currently, we spend about $6 million a
year to dispose of by-products from
papcrmaking and scrap materials from
our converting operations, as well as sim-
plc ofhce wastes. Linked with our com-
mercial rccycling efforts, we now have an
active program focused on improving rccycling
and climinating our internal waste generation. For
example, ata paper mill in Wisconsin we are sending
our by-products toalocal power plant where tlicy are
consumed as fuel to producc stecam and clcctricity. At
our Richmond, Va., mill, we have an arrangement with
asmall supplicr to usc our by-products for making com-
post. Combined, these two projectsare saving Sonoco
approximately $360,000 annually.

[n addition, we are focused on rcducing energy and
water use at our plants, which ultimatcly resultsina

reduction in grccnhousc gascs and other air emissions.

CREATING SUSTAINABLE VALUE
FOR OUR CUSTOMERS

By providing “cradle-to-cradle” packaging solutions
and services, [ believe Sonocois creating sustainable
value for our customers. Today, all of our businesses are
focused on dcvcloping sustainability—related commercial
opportuniticsasa rcquircd part of their business plans.
Asan cxamplc, we have implcmcntcd anew consumer
packaging dcsign process that cqually wcighs pcrfor-
mance, costand sustainability options to best suit our

customers needs. In addition, we are workingwitli our

SONOCO’S

VALUE

customers
to idcntify,

rescar Cll and

MARKET\NG\
MERCHANDY \\“\

incorporatc maorc sus-
tainablc matcrials tbat can cnbancc our CU.StOH’leS)
products. And, wcearc closing tl’lC lOOp lI)y rccovcring

and I CC)’Clil’lg our customer. 87 packaging wastes.

NEXT STEPS

Retailers and consumer products companics arc
incrcasingly integrating sustainability into their busi-
ness strategies and looking for hclp from the packaging
industry to make their efforts successtul. The packag—
ing industry cannot be left behind on this issue, because
[ believe there are very real business opportunities.

Packaging companies cannot wait or simply reactas
environmental and rcgulatory changcs occur. Proactive
sustainability initiatives are opportunitics for compa-
nies to differentiate themselves as leaders in the indus-
try. Lcading companices will be able to take a full life-
cyclc view of packaging sustainability and factorin
clianging tcclmologics. emerging consumer demand
and cvolving rcgulatory requirements into workable

solutions that will benefic all stakeholders.

SONOCO 2007 ANNUAL REPORT

SUSTAINABILITY
CUSTOMER
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PEOPLE, CULTURE AND VALUES

SUPPLIER DIVERSITY
SPENDING
(MILLIONS OF DOLLARS)

$100

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

To teach students the importance of par
ticipating in community recycling efforts,
Sonoco Recycling's Columbia, S.C.,
recycling cenfer conducts community
education and outreach programs.
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IN 2007, SONOCO EMPLOYEES SET A
NEW SAFETY RECORD, Compicting the year
with a total incident rate (TIR) of .75 (annualized num-
ber ofrcportablc injuries per 100 full-time Cmpioyccs), a
significantimprovement over 2006's TIR of .85. Since
1999, cmpioycc recordable injuries have been reduced
by 67%. Also in 2007, 215 Sonoco facilities qualified for
the Companys prestigious Presidents Safety Award by
achicving atleast 200,000 injui'y—frcc work hours.
Employees at 157 Sonoco plants worked all of 2007

without any recordable incidents.

EMPLOYEE AND SUPPLIER DIVERSITY

The Company’s focuson increasing, divcrsity has
grown year after year, and involves many different parts
of the Company. The resultisan effective, comprchcn—
sive, cohesive, award—winning divcrsity program that
produccs results.

Sonoco and many ofits Major CUSTOMETS View sup-
piicr diversity, which involves dirccting aportion ofa
company’s total vendor spcnd to women-and minority-
owned suppiicrs to improve economic Cquaiity, asa kcy
component of corporate rcsponsibiiity. On average, the
country’s top companies, in terms of suppiicr divcrsity,
direct 75% to women- and minority—owncd suppiicrs;
the national average is abour 3.9%. Sonoco’s goal isto be
aleader in this area.

[n2007, the Company cxpandcd its divcrsity spcnc]—
ing by another 28% by working with minority transporta-
tion providcrs to rapidiy Cxpand its flect of dedicated
trucks, increasing its use of temporary labor providcd by
women-and minority—owncd supplicrs and aggrcssivcly
implcmcnting the Company’s second tier divcrsity pro-

gram withits suppiicrs. To idcntify quaiiﬁcd, certified

women-and minority—owned suppiicrs and dcvclop
these “‘win-win’ partnerships, Sonocos Corporate Supply
Managcmcnt staﬂircguiariy attends divcrsity suppiier
fairs throughout the country. The Company also co-
sponsors the Carolinas Minority Supplier Dcvclopmcnt
Council’s second tier reverse trade show for i{cy suppiicrs
cach yearin Hartsville.

Empioycc divcrsity, at Sonoco, means fostcring,
from the top down, an environment that cncourages
and allows cach cmpioycc to contribute ideas, seck chal-
lcngcs, assume lcadcrship and achieve his or her pcrsonal
goals by hclping the Company succeed.

To improve hiring and retention of diverse Cmpioy-
ees, Sonoco uses external recruiters spccializing indiver-
sity hiring, has created Employcc Networks for Sonoco’s
African-American and female cmpioyccs and has
Cxpandcd and is widciy promotingits famiiy fricndly
poiicics. Senior managementannu aiiy reviews Sonocos
divcrsity matrix to track progress and adjust efforts,
compares the Company’s current female divcrsity with
its goai each year, compares the current makcup ofthe
Company’s salaried globai work force with Sonoco’s
goais, and tracks and reports on divcrsity representation
ofthe Company’s work force and divcrsity hires, termi-
nations and promotionsona quartcrly basis. Sonoco
also conductsa divcrsity SUIVCY CVEry CWO years to gauge
progress and determine areas nccding additional focus.
The most recent survey of US. cmpioyccs found chat
pereeptions abour opportunitics and fairness had
improvcd and thatmore Cmpioyecs consider increasing
work force divcrsity animportant business issue.

Asaresult of its efforts, the Soutch Carolina Diversity
Council,in partnership with the South Carolina Cham-
ber of Commerce, gave Sonoco the South Carolina

Excellencein Workplacc Diversicy Awardin 2007,

Minority-owned supplier C.W. Johnson provides Sonoco with transportation
services in the Midwest, boosfing its bottom line and increasing Sonoco's diversity
spend.

REACHING OUT TO COMMUNITIES

For more thana century, Sonoco has believed it has
aclear responsibility to heip improve the quaiity oflife
in the communities where it operates. Each year, the
Company budgcts approximatciy 1% of its consoli-
dated pretax income for contributions to nonproﬁt
organizations working to improve education, health
and welfare, arts and the environment. Sonoco’s
phiianthropic, community, Cmployce and gencrai
citizcnship activities and policics are reviewed by the
Empioyec and Public Rcsponsibility Committee of
Sonocos board of directors. Individual Sonoco
Cmpioyecs, oo, help to make the cities and towns
where the Company does business better by donating
their time, talencand money to worthwhile commu-

nity organizations and projects.
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DELOACH

FORT

BRADSHAW

COKER

LAWTON

DAVIES

LINVILLE

HARRIS E. DELOACH ]JR., 63
Chairman of the Board since 2005,
President and Chief Executive Officer
since 2000. Served on the Board
since 1998. Member of the Executive
Committee.

CHARLES J. BRADSHAW, 71
President and Director of Bradshaw
Investments, Inc. (private investments),
Georgetown, S.C., since 1986.
Formerly President and Chief Operating
Officer of Transworld Corporation
1984-1986; Chairman and Chief
Executive Officer of Spartan Food
Systems Inc. 1961-1986. Served on
the Board since 1986. Member of
the Corporate Govemnance and
Nominating, Financial Policy and
Executive Compensation Committees.

JAMES L. COKER, 67

President, JLC Enterprises (private invest-
ments), Stonington, Conn., since 1979.
Formerly Secrefary of the Company
1969-1995: President of Sonoco
Limited, Canada 1972-1979. Served
on the Board since 1969. Member of
the Employee and Public Responsibility
and Financial Policy Commitiees.

DR. PAMELA L. DAVIES, §I
President of Queens University of
Charlotte (institute of higher learning),
Charlotte, N.C., since 2002. Formerly
Dean of the McColl School of Business
at Queens University of Charlotte
2000-2002; Professor of Manage-
ment and Dean of the leBow College
of Business at Drexel University 1997~
2000. Served on the Board since
2004. Member of the Executive
Compensation, Employee and Public
Responsibility and Financial Policy
Committees.

CALEB C. FORT, 46
Co-chairman, The Merit Group, Inc.
(distributors of residential and commer
cial paintrelated products and various
industrial supplies), Spartanburg, S.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. LAWTON III, 47
President and Treasurer, Hartsville

Oil Mill {(vegetable oil processor],
Darlington, S.C., since 2000, and @
Director since 1991. Formerly Vice
President of Hartsville Oil Mill 1991-
2000. Served on the Board since
2001. Member of the Employee and
Public Responsibility and Financial
Policy Committees.

JOHN E. (JACK) LINVILLE, 62
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, Arky, Zall & Bemstein, LLP
1990-2003: General Counsel and
then acting President of the New York
Health & Hospitals Corporation prior
to 1990. Served on the Board since
2004. Member of the Audit and
Employee and Public Responsibility
Committees.



JAMES M. MICALI, 60

Chairman and President, Michelin
North America, Inc. (tire manufacturer),
Greenville, S.C., since 1996 and a
member of Michelin Group's Executive
Council since 2001. Formerly Executive
Vice President, legal and Finance of
Michelin North America 1990-1996:
General Counsel and Secretary 1985—
1990. Served on the Board since
2003. Member of the Audit, Executive,
Executive Compensation and
Corporate Governance and
Nominating Committees.

JOHN H. MULLIN III, 66
Chairman, Ridgeway Farm LIC
(privately held fimber 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, 65

Refired. Formerly Executive Vice
President of Pratt & Whitney Military
Engines business unit [manufacturer of
engines for military aircraft), E. Hartford,
Conn. (a part of United Technologies
Corporation] 2000-2006; refired four-
star General, U.S. Air Force in 2000.
Joined the Board in February 2008.
Member of the Audit and Employee
and Public Responsibility Commitiees.
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MARC D. OKEN, 61

Managing partner of Falfurrias Capital
Partners (private equity firm), Charlotte,
N.C,, since 2006. Formerly held exec-
utive officer positions at Bank of
America Corporation 19892000,
most recently as Chief Financial
Officer; partner at PriceVWaterhouse P
for 13 years; a fellow with the
Securities and Exchange Commission
1981-1983. Served on the Board
since 2006. Member of the Audit, MICAL
Corporate Governance and

Nominating, and Executive

Compensation Commitees.

PHILIPPE R. ROLLIER, 65
Retired. Formerly President and Chief
Executive Officer of Lafarge North
America (construction materials group,
Herndon, Va., 2001-2006; held
numerous positions with Lafarge Group
(Parisbased consfruction materials
group), before assuming the responsi-
bilities of President and Chief Executive
Officer in 2001. Joined the Board in
July 2007, Member of the Audit and
Employee and Public Responsibility
Committees.

THOMAS E. WHIDDON, §§
Advisory Director of Berkshire Partners,
LC (private equity firm), Boston, Mass.,
since 2005. Formerly acfing Chief
Operating Officer of Waterworks, Inc.,
a Berkshire portfolio company 2006,
Executive Vice President, Logisfics 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
Govemance and Nominating and
Financial Policy Commitiees.

ROLLIER
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NEWTON

OKEN

WHIDDON
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CORPORATE OFFICERS

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

HARRIS E. DELOACH JR., 63
Chairman of the Board, President and
Chief Executive Officer since 2005.
Previously President and Chief Execufive
Officer 2000-2005; Chief Operating
Officer AprilHuly 2000; Senior
Executive Vice President 1999-2000;
Senior Executive Vice President, Global
Industrial Products/Paper/Molded
Plastics 1999: Executive Vice President,
High Density Film, Industrial Container,
Fibre Partitions, Profective Packaging,
Molded Plastics and Wire and Cable
Reels 1996-1998. Joined Sonoco in
1985.

JIM C. BOWEN, §7

Senior Vice President since 2002.
Previously Senior Vice President, Global
Paper Operations 2000-2002; Vice
President/General Manager, Paper
1997-2000: Vice President,
Manufacturing N.A., Paper 1994
1997; Director of Manufaciuring
1993-1994. Joined Sonoco in 1972.

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

2002. Joined Sonoco in 1995.

CHARLES J. HUPFER, 61

Senior Vice President and Chief
Financial Officer and Corporate
Secretary since 2005. Previously Vice
President and Chief Financial Officer
and Corporate Secretary 2002-2005;
Vice President, Treasurer and Corporate
Secretary 1995-2002; Treasurer
19088-1995. Joined Sonoco in 1975.

M. JACK SANDERS, 54

Executive Vice President, Industrial since
February 2008. Previously Senior Vice
President, Global Industrial Products
2006-2008; Vice President, Global
Industrial Products January-October
2006 Vice President, Industrial Products
N.A. 2001-2006: Division Vice
President/General Manager, Protective
Packaging 1998-2001; Generdl
Manager, Protective Packaging
1991-1998. Joined Sonoco in 1987,

EDDIE L. SMITH, 56

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

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

Other Corporate Officers
VICKI B. ARTHUR, §0

Vice President, Global Corporate
Accounts since February 2008.
Previously Division Vice President,
Clobal Corporate Accounts December

2007-2008. Joined Sonoco in 1984.

RITCHIE L. BOND, 51

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

BERNARD W. CAMPBELL, 58
Vice President and Chief Information
Officer since 1996. Previously Staff
Vice President, Information Services

1991-1996. Joined Sonoco in 1988.

JOHN M. COLYER JR., 47

Vice President, Industrial Products, N.A.
since February 2008. Previously
Division Vice President and General
Manager, Indusrial Products, NLA.
2006-2008. Joined Sonoco in 1983.

RODGER D. FULLER, 46

Vice President, Rigid Paper and Plastics
N.A. since 2000. Previously Vice
President, Rigid Paper and Plastics
N.A. and Sonoco Phoenix 2005~
2006. Joined Sonoco in 1985.

KEVIN P. MAHONEY, §2

Vice President, Corporate Planning
since 2000. Previously Staff Vice
President, Corporate Planning 1996
2000. Joined Sonoco in 1987,

MARTY F. PIGNONE, §I

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

BARRY L. SAUNDERS, 48
Vice President and Corporate
Controller and Chief Accounting
Officer since February 2008.
Previously Staff Vice President and
Corporate Controller and Chief
Accounting Officer 2002-2008.
Joined Sonoco in 1989.
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SONOCO PRODUCTS COMPANY AND CONSOLIDATED SUBSIDIARIES

Global Reports LLC

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 licrcby identified as «forward-lool(ing statements. for
purposes of the safe harbor provided by Section 21E of the Securities Exchange Actof 1934,
asamended. The words “estimate,” «projcct,” “intend,” «cxpcct,” “believe,”“consider,” “plan,”
“anticipatc,” “objcctivc,” “goal,” “guidancc,” “outlook” and similar expressions idcntify forward-
lool{ing statements. F orward-looking statements include, but are not limited to statements
rcgarding ol:fsctting high raw material costs; improvcd productivity and cost containment;
adcquacy ofincome tax provisions; reﬁnancing of debr; adequacy of cash flows; anticipated
amounts and uses of cash flows; effects of acquisitions and dispositions; adcquacy of provi-
sions for environmental liabilities; financial strategies and the results cxpcctcd from them;
continued payments of dividends; stock rcpurchascs; and producing improvements in carn-
ings. Such fowvard—looking statements are based on current expectations, estimates and pro-
jections about our industry, managcmcnt’s beliets and certain assumptions made by
management. Such information includes, without limitation, discussions as to guidancc and
other estimates, cxpectations, beliefs, plans, strategics and objcctivcs concerning our future
financial and operating, pcrformance. These statements are not guarantees of future
pcrformancc and are subjcct to certain risks, uncertainties and assumptions that are difficule
to prcdict. Therefore, actual results may differ matcrially from those cxprcsscd or forecasted
in such forward—lool(ing statements. T he risks and uncertainties include, without limitation:
. availability and pricing of raw materials;
o success of new product dcvclopmcnt and introduction;
. ability to maintain or increase productivity levels and contain or reduce costs;
o international, national and local economic and market conditions;
o fluctuations in obligations and carnings ofpcnsion and postretirement benefit plans;

. ability to maintain market share;

e pricing pressures and demand for products;

« continued strcngth of our papcrboard-bascd tubes and cores and composite can oper-
ations;

. anticipatcd results of restructuring activities;

o resolution of income tax contingencics;

. ability to succcssfully integrate ncwly acquircd businesses into the Company’s operations;
e currency stability and the rate ofgrowtli in forcign markets;

o use of financial inscruments to hcdgc forcign currency, interest rate and commodity price
risk;

o actions of government agencics and changcs in laws and rcgulations affccting the Com-
pany;

. liability forand anticipatcd costs of environmental remediation actions;

o loss of consumer confidence; and

e cconomic disruptions rcsulting from terrorist activities.

The Company undertakes no obligation to publicly updatc or revise forward—lool(ing
statements, whether as a result of new information, future events or otherwise. In light of
these risks, uncertainties and assumptions, the forward-looking events discussed in this
Annual Report on Form 10-K might not occur.

References to our Web Site Address

References to our Web site address and domain names tliroughout this Annual chort
on Form 10-K are for informational purposes only, or to fulfill spccific disclosure require-
ments of the Securities and Exchangc Commission’s rules or the New York Stock Exchangc
Listing Standards. These references are not intended to, and do nor, incorporate the contents
of our Web sites by reference into this Annual Reporton Form 10-K.
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ltem 1. Business
(a) General development of business —

The Company is a South Carolina corporation founded in Hartsville, 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 anda provider of packaging services, with 334 locations in
35 countries.

Information about the Company’s acquisitions, dispositions, joint ventures and restructur-
ing activities is provided in Notes 2 and 3 to the Consolidated Financial Statements included

in Item 8 of this Annual Reporton Form 10-K.

(b) Financial information about segments —
Information about the Company’s reportable segments is provided in Note 15 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
produced and services provided by the Company.

CONSUMER PACKAGING

The Consumer Packaging segment accounted for approximately 36%, 36% and 35% of
the Company’s net sales in 2007, 2006 and 2005, respectively. The operations in this segment
consist of 63 plants throughout the world. The products, services and markets of the Con-

sumer Pacl{aging segment arcas l:OllOWS:

Products and Services

Markets

Rigid Packaging - Paper

Round and slaapcd
composite papcrboard
cans, paperboard pails,
single—wrap paperboard
packages, fiber cartridges

Food: Snacks, nuts, cookies and
crackers, confcctionery, frozen
concentrates, powdered
beverages and infant formulas,
coffee, refrigerated dough,
spices/ scasonings, nutritional
supplcmcnts, pet foods
Nonfood: Adhesives, caulks,
cleansers, chemicals, lawn and
garden, automotive, pet
products

Rigid Packaging - Plastic

Bottles, jars, tubs, cups,
trays, squeeze tubes,
monolayer and
multilayer containers,
specialty injection
molded components,
caps

Food: Liquid bcvcragcs
(noncarbonated), including
functional beverages and ready—
to-drink coffee, processed
foods, sauces and pet foods,
powdered beverages including
coffee, snacks and nuts
Nonfood: Houschold
chemicals, industrial chemicals,
adhesives and scalants, healch
and beauty, automotive,
pharmaceuticals

Ends and Closures

Aluminum, steel and
peelable membrane casy-
open closures for
composite, metal and
plastic containers

Processed foods in metal and
plastic containers, coffee,
beverages, powdered beverages
and infant formulas, snacks, nuts,
nutritional supplements, spices/
scasonings, pet foods and treats,
nonfood products
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Products and Services

Markets

Printed Flexible
Packaging

Flexible packaging made
from tiiin-gaugc, higii

COH{CCUOHCl’y and gum, i’lEll‘Ck

bakcd gOOdS, COH:CC, proccsscd

PACKAGING SERVICES
The Packaging Services segment accounted for approximately 13%, 12% and 13% of the
Company’s consolidated net sales in 2007, 2006 and 2005, rcspcctivciy. The products, serv-

Vaiuc»addc d I otogr avure,

ﬂcxograpliic and

foods, bcvcragcs, snacks pet
food, home and pcrsonai care
combination printcd tilm

inciuding high—

pcrformancc laminations

and rotogravure cyiindcr

cngraving7

Sonoco’s rigid packaging - paper products are the Company’s second iargcst revenue-
producing group of products and services, representing approximatciy 15%, 16% and 19% of

consolidated net sales in 2007, 2006 and 2005, respectively.

TUBES AND CORES/PAPER

The Tubes and Cores/Paper segment accounted for approximately 42% of the Compa-
ny’s net sales in 2007, 2006 and 2005. This segment serves its markets tlirough 122 piants on
five continents. Sonoco’s paper operations providc the primary raw material for the Compa—
ny’s fiber-based packaging. Sonoco uses approximatciy 65% of the paper it manufactures and
the remainder is sold to third partics. This vertical integration strategy is supportcd by 24
paper mills with 35 paper machines and 49 rccyciing facilities throughout the world. In 2007,
Sonoco had the capacity to manufacture approximatciy 1.9 million tons of rccycicd paper-
board. The products, services and markets of the Tubes and Cores/ Papcr segmentarc as

follows:
Products and Services Markets

Tubes and Cores Papcrboard tubes, cores, Construction, film, flowable
roll packaging, molded products, metal, paper mill,
piugs, paiict components, shipping7 and storage, tape and
concrete forms, void label, textiles, converters
forms, rotary die boards

Paper Reeycled papcrboard, Converted paper products,
chipboard, tubeboard, spirai winders, bcveragc
iightwcight corestock, insulators, dispiays, gaming,
boxboard, linerboard, paper manufacturing
spcciaity gradcs,
recovered paper, other
rccycicd materials

Sonoco’s tubes and cores products and services are the Company’s iargcst revenue-
producing group of products and services, rcprcscnting approximatciy 31%, 31%and 32% of
consolidated net sales in 2007, 2006 and 2005, rcspcctivciy.

ices ill]d markcts OFtilC Packaging SCI’ViCCS scgmcnt arcas FOiiOVVSZ

Products and Services

Markets

Service Centers

Packaging suppiy chain
management, inciuding
custom packing,
fulfillment, primary
packagc fiiiing, scalable

service centers, giObdi

Personal care, baby care, bcauty)
healthcare, food, electronics,
hosicry, pharmaccuticais, office

suppiies, toys

brand arework
management
Point-of-Purchase Designing, Consumer packaged goods,
(P-O-P) manufacturing, including automotive,

asscmbiing, packing and
distributing temporary,
scmipcrmancnt and
permanent P-O-P
dispiays, aswell as
contract packaging, co-
packing and fulfillment

services

bcvcragcs, confcctioncry,
clectronics, cosmetics, foods,
fragranccs, healthcare, home
and gardcn, iiquor, medical,
office suppiy, over-the-counter
drugs, pcrsonai care, sporting
goods, tobacco

ALL OTHER SONOCO

All Other Sonoco accounted for approximatciy 9%, 10% and 10% of the Company’s net

salesin 2007, 2006 and 2005, rcspcctivciy. In addition to the products and services outlined in

C’(lCi’l ofthc scgmcnts abovc, thC Company produccs ti’lC foiiowing products:

I )7‘04%[ s dfl{l Services

Markets

Wire and Cable Reels Steel, nailed wooden, Wire and cable manufacturers
plywood, recycled and
poly-fiber recls
Molded and Extruded Complete ()ffcring of Consumer and industrial
Plastics produ ct dcsign, tool packaging, food service, textiles,

design and fabrication;
manufacturing in both
injcction moiding> and
extrusion tcciinoiogics

wire and cable, fiber optics,
piumbing, fileration, automotive,
medical, healthcare

Paperboard Specialtics

Custom-printed

Stancap® glass covers,
P~ g

Rixie™ coasters, other

paper amenities

Hortels and resorts, restaurants,
casinos, country clubs, catering
services, cruise lines, airlines,

healthcare facilities, advcrtising
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Products and Services Markets

Houschold appiianccs, hcating
and air conditioning, office fur-

Proprictary Sonopost®
tcchnoiogy, Sonobase®

Protective Packaging

carrier system and, nishings, automotive, fitness

through a partncrship cquipment, lawn and gardcn,
with Sonoco CorrFlex, promotionai dispiays, paiictizcd
the Sonopop® display distribution

system; concepe, dcsign,
testing and manufactur-
ing of multimaterial total
solutions; tier 1 suppiicr
to major manufacturers,
on-site engineering,
ISTA-and Sears-
certified lab testing facili-
ties and engineering

Product Distribution - Each of the Company’s operating units has its own sales staff,
and maintains direct sales relationships with its customers. For those customers that huy from
more than one business unit, the Company often assigns a singic representative or team of
spcciaiists to handle that customer’s needs. Some of the units have service staff at the manu-
facturing faciiity that interacts dircctiy with customers. The Tubes and Cores/ Papcr segment
also has a customer service center located in Hartsville, South Carolina, which is the main
contact point between its North American business units and their customers. Divisional
sales pcrsonnci also providc sales management, markcting and product dcvciopmcnt assis-
tance as needed. Product distribution is normaily dircctiy from the manufacturing piant to
the customer, but in some cases, product iswarchoused in a mutuaiiy advantagcous location
to be shippcd to the customer as needed.

Raw Materials - The principai raw materials used by the Company are recovered
paper, papcrboard, steel, aluminum and piastic resins. Raw materials are purchascd froma
number of outside sources. The Company considers the suppiy and avaiiahiiity of raw
materials to be adcquatc to meet its needs.

Patents, Trademarks and Related Contracts - Most inventions are made by
members of Sonoco’s dcveiopmcnt and engineering staff, and are important to the Compa—
ny’s internal growth. Patents have been grantcd on many inventions created hy Sonoco statf
in the United States and other countries. These patents are managcd giobaiiy by aSonoco
intellectual capitai management tcam through one of the Company’s subsidiaries, Sonoco
Development, Inc. (SDI). SDI globally manages patents, trade secrets, confidentiality agree-
ments and license agreements. Some patents have been licensed to other manufacturers.
Sonoco also licenses a few patents from outside companics and universities for business unit
use. U.S. patents expire after 17 or 20 years, dcpcnding onthe patent issue date. New patents
rcplacc many of the abandoned or cxpircd patents. A second intellectual capital subsidiary of

Sonoco, SPC Resources, Inc, giobaiiy manages Sonoco’s trademarks, service marks, copy-
rights and Internet domain names. Most of Sonoco’s products are marketed worldwide
under trademarks such as Sonoco®, Sonotube®, Safc-Top®, Sealed Safe®, Duro® and
Durox®. Sonoco’s rcgistcrcd Web domain names such as www.sonoco.com and
www.sonotube.com providc information about Sonoco, its pcoplc and products. Trade-
marks and domain names are also licensed to outside companics where appropriate.

Seosonoiiiy ~The Company’s operations are not seasonal to any significant dcgrcc,
aithough the Consumer Packaging and Packaging Services segments normaiiy report siightiy
highcr salesand operating proﬁts in the second half of the year, when comparcd to the first half.

Working Capital Practices — The Company is not required to carry any significant
amounts of inventory to meet customer requirements or to assure itself continuous allot-
ment of goods, nor does it providc extended terms to customers.

Dependence on Customers - On an aggregate basis, the five largest customers in the
Tubesand Cores/ Papcr segment accounted for approximatciy 11% of that scgmcnt’s sales
and the five iargcst customers in the Consumer Packaging segment accounted for approx-
imatcly 27% of that scgmcnt’s sales. The dcpcndencc onafew customers in the l)ackaging
Services segment is more signiﬁcant as the five largcst customers in this segment accounted
for approximatciy 74% of that scgmcnt’s sales.

Sales to Procter & Gamble, the Company’s largcst custometr, rcprcscnted approximatciy
12% of the Company’s consolidated revenues in 2007. In addition, this concentration of sales
volume resulted in a corrcsponding concentration of credir, representing approximatcly 10%
of the Company’s consolidated trade accounts receivable at December 31,2007. No other
customer compriscd more than 5% of the Company’s consolidated revenues in 2007 or
accounts receivable at December 31,2007,

Bockiog — Most customer orders are manufactured with a lead time of three weeks or
less. Therefore, the amount of backiog orders at December 31,2007, was not material. The
Company expects all hackiog orders at December 31,2007, to be shippcd during 2008.

Competition - The Company sellsits products in highiy competitive markets, which
include paper, textile, film, food, chemical, pharmaccuticai, packaging, construction, and wire
and cable. Each of these markets is primariiy controlled by suppiy and demand. Additionaliy,
these markets are influenced by the overall rate of economic activity. Because we operate in
highiy competitive markets, we rcgulariy bid for new and continuing business. Losses and/or
awards of business from our iargcst customers, customer changes to alternative forms of
packaging, and the repricing ofbusiness, can have a significant effect on our opcrating results.
The Company manufactures and sells many ofits products giobaiiy. The Company, having
opcratcd intcrnationaiiy since 1923, considers its ability to serve its customers worldwide in a
timcly and consistent manner a competitive advantagci The Company also believes that its
tcchnoiogicai icadcrship, reputation for quaiity and vertical integration are competitive
advantagcs. Expansion of the Company’s product line and giobai presence reflect the rapidly
changing needs of its major customers, who demand high-quaiity, state-of-the-art, environ-
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mcntally compatible packaging, wherever thcy choose to do business. It is important to bea
low-cost produccr in order to compete cffcctivciy. The Company is constantly focused on
productivity improvements and other cost-reduction initiatives utiiizing the latest in
tcchnology.

Resea I'Ch an CI Devel opme nt- Company-sponsorcd research and dcvciopmcnt
expenses totaled approximately $15.6 million in 2007, $12.7 million in 2006 and $14.7 million
in 2005. Customcr-sponsorcd research and dcvclopmcnt expenses were not material in any
of these pcriods. Significant projects in Sonoco’s Tubesand Cores/ l)apcr segment during
2007 included efforts to dcsign and dcvclop new products for the construction industry and
for the film and tape industries. In addition, efforts were focused on cnhancing pcrformancc
characreristics of the Company’s tubes and cores in the textile, film and paper packaging
areas, as well as on projects aimed at cnhancing productivity. During 2007, the Consumer
Packaging segment continued to invest in a broad range of cost-reduction projects, high-
value flexible packaging enhancements, rigid piastic containers tcchnoiogy and next-
generation composite packaging.

Com pl iance 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,” and
in Note 13 to the Consolidated Financial Statements included in Item 8 of this Annual

Report on Form 10-K.

Executive Officers of the Registrant

Number of E mployees - Sonoco had approximatcly 18,600 cmployccs worldwide
as of December 31,2007.

(d) Financial information about geographic areas —

Financial information about gcographic areas is providcd in Note 15 to the Consolidated
Financial Statements included in Item 8 of this Annual Reporton Form 10-K, and in the
information about market risk in Item 7 - Management’s Discussion and Analysis of Finan-
cial Condition and Results of Opcrations under the caption “Risk Managcmcnt” of this
Annual Report on Form 10-K.

(e) Available information —

The Company electronically files with the Securities and Exchange Commission (SEC)
its annual Ieports on Form 10-K, its quartcrly reports on Form 10-QQ, its pcriodic Ieports on
Form 8-K, amendments to those reports filed or furnished pursuant to Section 13(a) of the
Securities Exchange Act of 1934 (the “1934 Act), and proxy materials pursuant to Section 14
of the 1934 Act. The SEC maintains a site on the Internet, www.sec.gov, that contains
[CPOITS, proxy and information statements, and other information rcgarding issuers that file
cicctronicaiiy with the SEC. Sonoco also makes its filings available, free of chargc, through its
Web site, www.sonoco.com, as soon as rcasonably practical after the electronic ﬁiing of such
material with the SEC.

Name Age  Position and Business Experience for the Past Five Years

Harris E. DeLoach Jr. 63 Chairman of the Board, President and Chief Executive Officer since 2005. Previously President and Chiet 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 President, High Dcnsity Film, Industrial Concainer, Fibre Partitions, Protective
Packaging, Sonoco Crellin and Baker Recls 1996-1999. Joined Sonoco in 1985.

Jim C. Bowen 57 St.Vice President since 2002. Previously Sr. Vice President, Global Paper Operations 2000-2002; Vice President/ General Manager
- Papcr 1997-2000; Vice President, Manufacturing -NA. Papcr 1994-1997. Joined Sonoco in 1972.

Cynthia A. Hartley 59 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.

Charles J. Hupfer 61 Sr.Vice President, Chief Financial Officer and Corporate Secretary since 2005. Previously Vice President, Chief Financial Officer
and Corporate Secretary 2002-2005; Vice President, Treasurer and Corporate Secretary 1995-2002. Joined Sonoco in 1975.

M. Jack Sanders 54 Executive Vice President, Industrial since February 2008. Previously Sr. Vice President, Global Industrial Products 2006-2008; Vice

Eddic L. Smith

Charles L. Sullivan Jr.

56

64

President, Global Industrial Products January 2006-October 2006; Vice President, Industrial Products—N.A. 2001-2006; Division
Vice President/ General Manager, Protective Packaging 1998-2001. Joined Sonoco in 1987.

Vice President, Industrial Products and Paper, Europe since 2006. Previously Vice President, Customer and Business Dcvciopmcnt
2002-2006; Vice President/General Manager, Flcxi]glc Packaging 1998-2002; Division Vice President/General Manager, Flexible
Packaging 1996-1998. Joined Sonoco in 1971.

Executive Vice President, Consumer since 2005. Previously Sr. Vice President 2000-2005; chional Director, Cargiil Asia/Pacific in
2000 and President, Cargill's Sale Division 1995-2000. Joined Sonoco in 2000.
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ltem 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, provincial, foreign and local environmental requirements, including the
Comprehensive Environmental Response, Compensation and Liability Act (CERCLA),
and particularly those relating to air and water quality, are significant factors in the Company’s
business and generally increase its costs of operations. The Company may be found to have
environmental liability for the costs ofremediating soil or water that is, or was, contaminated
by the Company ora third party at various sites that are now, or were previously, owned, used
or operated by the Company. Legal proceedings may result in the imposition of fines or
penalties, as well as mandated remediation programs that require substantial, and in some
instances, unplanned capital expenditures.

The Company hasincurred in the past, and may incur in the future, fines, penalties and
iegal costs relating to environmental matters, 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 regulations and expects to make additional expenditures in the
tuture. As of December 31,2007, approximately $31.1 million was reserved for environ-
mental liabilities. Such reserves are established when it is considered probabie that the
Company has some liability. In part because nearly all of the Company’s potential environ-
mental liabilities are joint and severally shared with others, the Company’s maximum poten-
tial liability cannot be reasonably estimated. However, the Company’s actual liability in such
cases may be substantially higher than the reserved amount. Additional charges could be
incurred due to changes in law, or the discovery of new information, and those charges could
have a material adverse effect on operating results.

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

Domestic sales accounted for approximately 62% of the Company’s consolidated rev-
enues. Even with the Company’s diversification across various markets and customers, due to
the nature of the Company’s products and services, a general economic downeurn could have
an adverse impact on the Company’s reported results.

Raw materials price increases may reduce net income.

Most of the raw materials the Company uses are purchased from third partics. Principal
examples are recovered paper, steel, aluminum and resin. Prices for these raw materials are
subject to substantial fluctuations that are beyond the Company’s control and can adversely
affect profitability. Many of the Company’s long-term contracts with customers permit lim-
ited price adjustments to reflect increased raw material costs. Although these and other
prices may be increased in an effort to offset increases in raw materials costs, such adjustments

may notoccur quCl{ly enougb, or bC sufficient to prevent a materially adverse CffCCt onnet
income and cash l:lOW

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

The Company has made numerous acquisitions in recent years, and may actively seck
new acquisitions that management believes will provide meaningfui opportunities in the
markets it serves. Acquired businesses may not achieve the expected levels of revenue, profit
or productivity, or otherwise perform as expected.

Acquisitions also involve special risks, including, without limitation, the potential assump-
tion of unanticipated liabilities and contingencices, and difficulties in integrating acquired
businesses. While management believes that acquisitions will improve the Company’s com-
petitiveness and profitabiiity, no assurance can be given that acquisitions will be successtul or
accretive to carnings.

The Company has closed higlier-cost facilities, sold non-core assets and otherwise
restructured opcrations inan effortto improve cost competitiveness and profitability. Some
of these activities are ongoing, and there is no guarantee that any such activities will achieve
the Company’s goais and not divert the attention of management or disrupt the ordinary
operations of the Company. Morcover, production capacity, or the actual amount of prod-
ucts produced, may be reduced as a result of these activities.

Energy price increases may reduce net income.

The Company’s manufacturing operations require the use of substantial amounts of elec-
tricity and natural gas, which may be subject to signiﬁcant price increases as the result of
clianges in overall supply and demand. Energy usage is forecasted and monitored, and the
Company may, from time to time, use commodity futures or swaps in an attempt to reduce
the impact of energy price increases. The Company €annot guarantee success in these efforts,
and could suffer adverse effects to net income and cash flow should the Company be unable
to pass higher energy costs through to its customers.

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

The Company hasa projected benefit obligation forits defined benefit plans in excess of
$1 billion. The calculation of this obligation is sensitive to the underlying discount rate
assumption. Reductions in the expected long-term yield ofiiigb-quality debt instruments will
resultina higher projected benefit obligation and higher net periodic benefit cost. A liigher
projected benefit obligation may resultina cbange in funded status that significantly reduces
sharcholders’ equity. The Company has total assets in excess of $1 billion funding a significant
portion of the projected benefi obligation. Decreases in fair value of these assets may resultin
a liigher net periodic benefit costand a change in the funded status that significantly reduces

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

The Company relies on new product development for organic growth within the mar-
kets it serves. If new products acceptable to the Company’s customers are not developed in a
timcly fashion, growth potcntial may be hindered.

The Company may not be able to locate suitable acquisition candidates.
If signiﬁcant acquisition candidates that meet the Company’s spccific criteria are not
located, the Company’s potcntial for growth may be restricted.

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

The Company has operations throughout North and South America, Europe, Australia
and Asia, with facilities in 35 countries. In 2007, approximatcly 38% of consolidated sales
came from operations and sales outside of the United States. Accordingly, economic con-
ditions, political situations, and changing laws and rcgulations in those countries may
adversely affect revenues and income.

Foreign exchange rate fluctuations may reduce the Company’s earnings.
Asaresultof operating globally, the Company is cxposcd to changcs in forcign cxchangc
rates. Gcncrally, cach of the Company’s forcign operations both produccs and sells in its
respective local currencies. Asa result, forcign-cxchangc transaction risk is not significant.
However, the Company’s rcportcd results of operations and financial position could be neg-
ativcly affected by cxcl]angc rates when the activities and balances of its forcign operations are
translated into U.S. dollars for financial reporting purposcs. The Company MOonitors its
exposures and, from time to time, may usc currency swaps and forward forcign cxchangc con-
tracts to hcdgc certain forecasted transactions denominated in forcign currencies, forcign cur-
rency assets and liabilities or the net investment in forcign subsidiaries. To date, the extent to
which the Company has hcdgcd its net investments in forcign subsidiaries has been limited.

ltem 1B. Unresolved Staff Comments
There are no unresolved written comments from the SEC staff regarding the Company’s
pcriodic or current 1934 Act reports.

ltem 2. Properties

The Company’s corporate offices are owned and opcratcd in Hartsville, South Carolina.
There are 105 owned and 71 leased facilities used by operations in the Tubes and Cores/
Paper segment, 27 owned and 36 leased facilities used by operations in the Consumer Pack-
aging segment, three owned and 18 leased facilities used by operations in the Pacl{aging Serv-
ices segment, and 18 owned and 30 leased facilities used by all other operations. Europc, the
most significant forcign gcograpliic region in which the Company operates, has 55 manu-
facturing locations.

ltem 3. Legal Proceedings

The Company has been named as a potentially responsible party (PRP) at several
cnvironmcntally contaminated sites not owned by the Company. All of the sites are also the
rcsponsibility of other partics. The Company’s liability, it any, is shared with such other partics,
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 respect to a particular site. Such
agreements relate to the sharing of lcgal defense costs or clcanup costs, or both. The Com-
pany has assumed, for purposes of estimating amounts to be accrued, that the other parties to
such cost-sharing agreements will pcrform as agrccd. le appears that final resolution of some
of the sites is years away, and actual costs to be incurred for these environmental marters in
tuture pcriods is lil(cly to vary from current estimates because of the inherent uncertainties in
cvaluating environmental exposures. Accordingly, the ultimate cost to the Company with
respect to such sites cannot be determined. As of December 31,2007 and 2006, the Com-
pany had accrued $31.1 million and $15.3 million, rcspcctivcly, related to environmental con-
tingencies. The Company pcriodically reevaluates the assumptions used in dctcrmining the
appropriate reserves for environmental matters as additional informartion becomes available
and, when warranted, makes appropriate adj ustments.

FOX RIVER

The Company believes the issues rcgarding the Fox River, which are discussed in some
detail below, currcntly represent the Company’s greatest loss exposure for environmental
liability. The Company also believes that all of its exposure to such liability for the Fox River s
contained within its wholly owned subsidiary, U.S. Paper Mills Corp. (U.S. Mills). Accord-
ingly, regardless of the amount of liability that U.S. Mills may ultimately bear, Sonoco Prod-
ucts Company believes its maximum additional pre-tax loss for Fox River issues will
csscntially be limited to its investment in U.S. Mills, the book value of which was approx-
imately $80 million at December 31,2007.

The extent of US. Mills’ potcntial liability remains subjcct to many uncertainties and the
Company pcriodically reevaluates U.S. Mills’ potcntial liability and the appropriate reserves
based on information available to it. U.S. Mills” eventual liability, which may be paid out overa
pcriod of several years, will dcpcnd on a number of factors. In gcncral, the most significant
factors include: (1) the total remediation costs for the sites for which U.S. Mills is found to
have liability and the share of such costs U.S. Mills is rcquircd to bear; (2) the total natural
resource damagcs for such sites and the share of such costs U.S. Mills is rcquircd to bear, and
(3) US. Mills” costs to defend itself in this matter.

U.S. Mills was originally notified by governmental entities in 2003 that it, together witha
number of other companics, had been identified as a PRP for environmental claims under
CERCLA and other statutes, arising out ofthe presence of polychlorinated biphenyls
(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 forits

papcr making proccsscs more than 30 years ago allcgcdly includcd carbonlcss COPy papcr that
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contained PCBs, some of which were included in wastewater from U.S. Mills’ manufacturing
processes that was discharged into the Fox River. The Company acquired the stock of US.
Millsin 2001, and the aiiegcd contamination prcdatcs the acquisition. Aithough Sonoco was
also notified that it was a PRP, its only involvementis as a subscquent sharcholder of U.S.
Mills. As such, the Company has respondcd that it has no scparate responsibility apart from
U.S. Mills.

The governmental entities making such claims against U.S. Mills and the other PRPs
have been coordinating their actions, including the assertion of claims against the PRPs.
Additionally, certain claimants have notified U.S. Mills and the other PRPs of their intent to
commence a natural resource damage (NRD) lawsuic, but no such actions have been
instituted.

A review of the circumstances leading to U.S. Mills being named a PRP and the current
status of the remediation effort is set forth below.

In July 2003, the U.S. Environmental Protection Agency (EPA) and Wisconsin Depart-
ment of Natural Resources (WDNR) issued their final cleanup plan (known as a Record of
Decision, or ROD) for a 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
Governments selected large-scale dredging as the cleanup approach. OU 3is the section of
the Fox River running downstrcam from Little Rapids to the DePere dam, and OU 4 runs
from the DePere dam downstream to the mouth of the Fox River at Green Bay. U.S. Mills
DePere plantis just below the DePere dam and, prior to 1972, discharged 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 3 and 4 atan
estimated cost of approximately $284 million (approximately $26.5 million for OU 3 and
approximately $257.5 million for OU 4). The Governments also identified “capping” the
riverbed with appropriate materials asa “contingcnt remcdy” to be evaluated during the
remedial design process. For Green Bay (OU 5), the Governments selected monitored
natural atcenuation as the cleanup approach atan estimated cost of approximately $40 mil-
lion. The Governments also indicated that some limited drcdging near the mouth of the river
might be rcquired, which would uitimatcly be determined during the dcsign stage of the
project. Earlier, in January 2003, the Governments had issued their ROD for the upper por-
tions of the Fox River — OUs 1 and 2. Combining the then current cost estimates from both
RODs, itappeared that the Governments expected the selected remedies for all five OUs to
cost approximately $400 million, exclusive of contingencies. In March 2004, NCR Corpo-
ration (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 clean up of OUs2 - 5.

In the course of the ongoing design work, additional sampiing and data anaiysis identified
clevated levels of PCBs in certain arcas of OU 4 near the U.S. Mills' DePere plant (the OU 4
hotspot). In November 2005, the Governments notified U.S. Mills and NCR that they
would be rcquired 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 notification, on April 12,2006, the United States and the State of
Wisconsin sued NCR and U.S. Mills in the U. S. District Court for the Eastern District of
Wisconsin in Milwaukee (Civil Action No. 06-C-0484). NCR and U.S. Mills agreed to a
Consent Decree with the United States and the State of Wisconsin pursuant to which the
site is to be cleaned up on an expedited basis and NCR and U.S. Mills started removing con-
taminated sediment in May 2007. Although the defendants specificaily did not admit liabilicy
for the allegations of the complaint, they 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 hotspot, which the Company currentiy estimates to
be between $30 million and $39 million for the projectas awhole. Projectimplementation
began in 2006, but most of the project cost is cxpccted to be incurred by the end 0f 2008.
Aithough the funding agreement does not acknowiedge responsibiiity or prevent cither
party from seeking reimbursement from any other partics (including cach other), the Com-
pany accrued $12.5 million in 2005, and an additional $5.2 million in 2007, as its estimate of
the portion of costs that U.S. Mills expects to incur under the funding agreement.

At the time of the Company’s acquisition of U.S. Mills in 2001, U.S. Mills and the
Company estimated U.S. Mills” liability for the Fox River cleanup ata nominal amount based
on Government reports and conversations with the Governments about the anticipated
limited extent of U.S. Mills’ responsibility, the belief, based on U.S. Mills’ prior assertions, that
no significant amount of PCB-contaminated raw materials had been used at the U.S. Mills
plants, and the belief that any PCB contamination in the Fox River, other than a de minimus
amount, was not caused by U.S. Mills. Itappeared ac that time that U.S. Mills and the
Governments would be able to resolve the matter and dismiss U.S. Mills asa PRP fora
nominal payment. Accordingiy, no significant reserve was established at the time. However,
the Governments subsequently declined to enter into such a settlement. Nonetheless, U.S.
Mills continued to believe that its liabiiity exposure was very small based on its continuing
beliets that no signiiicant amount of PCB-contaminated raw materials had been used at the
U.S. Mills plants and that any signiiicant amount of PCB contamination in the section of the
Fox River located adjacent to its 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 DePere plant. U.S. Mills, while still not believing its DePere
piant was the source of this contamination, entered into the consent decree to remediate the
OU 4hotspor as discussed above.

In June 2006, U.S. Mills first received the results of tests it initiated on the U.S. Mills

PI’OPCK'ty that SnggCSt that thC DePere plant may havc proccsscd as part OFitS furnish morce
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than the de minimus amounts of PCB-contaminated paper reflected in the records available
to the Company. This information seemed to contradict the Company’s previous under-
standing of the history of the DePere plant. Based on these most recent findings, itis possible
that U.S. Mills might be rcsponsiblc fora largcr portion of the remediation than prcviously
anticipated. The total estimated cost set forth in the ROD for remediation of OU 4 was
approximatcly $257.5 million and the estimated cost of monitoring OU S was approximately
$40 million (a 2007 amendment to the ROD estimared the cost of OUs 2 - 5 at $390
million). There are two alleged PRPs located in OU 4 (of which the smaller is the planc
owned by U.S. Mills). It s possible that U.S. Mills and the owners of the other plant, together
with NCR, the original gencrator of the carbonless copy paper, could be required to beara
majority of the remediation costs of OU 4, and share with other PRPs the cost ofmonitorin%7
OU 5.US. Mills has discussed possible remediation scenarios with other PRPs who have
indicated that tl]cy expect U.S. Mills to bear an unspcciﬁcd but mcaningful share of the costs
of OU 4and OUS.

In February 2007, the EPA and WDNRissued a general notice of potential liability
under CERCLA and a request to participate in remedial action implementation negotia-
tions 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 pcrformancc of the
remaining clements of the remedial action for OUs 2 - 5 and the resolution of the govern-
ment 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 pro-
posed schedule to mediate the allocation issues among ciglit PRPs, including U.S. Mills.
Non-binding mediation began in May 2007. The mediation is continuing; however, no
agreement among the partics has yet occurred.

On November 13,2007, the EPA issued a unilateral Administrative Order for Remedial
Action pursuant to Section 106 of CERCLA. The order requires U.S. Mills and the seven
other respondents to jointly take various actions to clean up OUs 2 - 5. The order establishes
two phases of work. The first phase consists of planning and design work as well as prepara-
tion for drcdging and other remediation work and must be complctcd by December 31,
2008. The second phasc consists primarily ofdrcdging and disposing of contaminated sedi-
ments and the capping of dredged and less contaminated areas of the river bottom. The
second pliasc is rcquircd to bcgin in 2009 when weather conditions permit and s cxpcctcd to
continuc for several years. The order also provides fora $32,500 per day penalty for failure by
arespondent to comply with its terms as well as exposing a non-complying respondent to
potcntial treble damagcs. Although U.S. Mills has reserved its rights to contest liability for
any portion of the work, it is cooperating with the other rcspondcnts to comply with the first
phase of the order.

The mediation proceedings caused U.S. Mills to revise its estimate during 2007 of the
range ofloss probablc to be incurred in connection with the remediation of OUs 2 - 5. Based
on information currently available, there is no amount within the range that appears to bea

better estimate than any other. Accordingly, pursuant to applicablc accounting rules, USS.
Mills recorded a chargc of $20 million in the second quarter of2007 representing the mini-
mum estimated amount of potcntial loss U.S. Mills believes it is likcly to incur. Dcvclop-
ments since that time, including the ongoing mediation and issuance of the Administrative
Order, have not providcd U.S. Mills with a reasonable basis for further revising its estimate of
the range ofpossiblc loss. Because U.S. Mills has not yet been able to estimate with any cer-
tainty the portion of the total remediation costs thar it might have to bear, reserves to
account for the potcntial additional liability have not been increased at this point.

The actual costs associated with clcanup of the Fox River site are dcpcndcnt upon many
factors and it is rcasonably possiblc that total remediation costs could be highcr than the
current estimates of project costs which range from $390 million to more than $600 million
for OUs 2 - 5. Some, or all, of any costs incurred by U.S. Mills may be covered by insurance,
or may be subjcct to recoupment from other partics, but no amounts have been rccognizcd
in the financial statements of the Company for any such recovery. Given the ongoing
remedial dcsign work bcing conducted, and the initial stages of remediation, it is possiblc
there could be some additional changcs to some elements of the reserve within the next year
or thereafter, although that s difficult to prcdict.

Similarly, U.S. Mills does not have a basis for estimating the possiblc cost of any natural
resource damagc claims againstit. Accordingly, reserves have not been increased for this
potcntial liability. However, for the entire river remediation project, the lowest estimate in
the Governments 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 indcmnify it for any amount for which it may be held
liable in excess of insurance coverage for any environmental liabilities of a plant on OU I that
U.S. Mills purchased from Menasha. Duc 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.

Inany event, because the dischargcs of hazardous materials into the environment
occurred before the Company acquired U.S. Mills, and U.S. Mills has been operated asa
scparate subsidiary of the Company, the Company does not believe that it has any liability for
the liabilities of U.S. Mills. Accordingly, as stated above, the Company does not believe it is
probable that the effect of US. Mills' Fox River liabilitics, along with any claims against the
Company, would resultina pre-tax loss that would matcrially exceed the networth of USS.
Mills, which was approximately $80 million ac December 31,2007.

Additional informartion rcgarding lcgal procccdings is providcd in Note 13 to the Con-
solidated Financial Statements of this Annual Reporton Form 10-K.

ltem 4. Submission of Matters to a Vote of Security Holders
Notapplicable.
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ltem 5. Market for Registrant’s Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities

The Company’s common stock is traded on the New York Stock Exchange under the
stock symbol “SON.” As of December 31,2007, there were approximatcly 38,000 share-
holder accounts. Information required by Item 201(d) of Regulation S-K can be found in
Part 11, Item 12 of this Annual Reporton 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

dcclared pcr common Share:

High Low  Cash Dividends

2007

First Quarter $38.90 $36.19 $.24
Second Quarter $44.91  $38.10 $.26
Third Quarter $44.75  $29.65 $.26
Fourth Quarter $34.76  $28.45 $.26
2006

Firsc Quarter $3475 $2876 $23
Second Quarter $3475  $2945 $.24
Third Quarter $3475  $30.30 $.24
Fourth Quarter $3871  $33.10 $.24

The Company did not make any unrcgistcrcd sales of its securities during7 2007, and did

not purchasc any of its securitics during the fourth quarter 0f2007.



ltem 6. Selected Financial Data

The following table sets forth the Company’s selected consolidated financial information for the past five years. The information prcscnted below should be read togcther with Managc-
ment’s Discussion and Analysis of Financial Condition and Results of Operations included in Item 7 of this Annual Reporton Form 10-K and the Company’s historical Consolidated Finan-
cial Statements and the Notes thereto included in Irem 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 Consolidated Financial Stacements.

Years ended December 31

(Dollars and shares in thousands except per share data) 2007 2006 2005 2004 2003
Operating Results
Net sales $4,039,992  $3,656839 $3528,574 $3,155433 $2,758,326
Cost of sales and operating expenses 3,695917 3310751 3232590  2897,046 2,549,726
Restructuring and impairment chargcs 36,191 25970 21237 18,982 50,056
Interest expense 61,440 51952 51,559 47,463 52,399
Interestincome (9,182) (6,642) (7938) (5,400) (2,188)
[ncome before income taxes 255,626 274,808 231,126 197,342 108,333
Provision for income taxes 55,186 93,329 84,174 58,858 37,698
Equity in carnings of affiliates/minority interest, net of tax 13,716 13,602 14925 12,745 7,543
Income from continuing operations 214,156 195,081 161877 151,229 78178
Income from discontinued operations, net of income taxes! — — — — 60,771
Net income available to common sharcholders $ 214,156 $ 195081 $ 161877 $ 151229 $ 138949
Per common share
Net income available to common shareholders:
Basic $ 213§ 195 $ 163 $ 1.54 $ 1.44
Diluted 2.10 192 161 153 143
Cash dividends — common 1.02 95 91 87 84

W eighted average common shares outstanding;

Basic 100,632 100,073 99,336 98018 96819

Diluted 101,875 101,534 100,418 98,947 97,129
Actual common shares outstanding at December 31 99,431 100,550 99,988 98,500 96969
Financial Position
Networking capital $ 269,598 $ 282974 $ 265014 $ 282226 $ 75671
Property, plantand equipment, net 1,105,342 1,019394 943,951 1,007,295 923,569
Total asscts 3,340,243 2916678 2981740 3,041,319 2,520,633
Long-term debt 804,339 712,089 657,075 813,207 473220
Total debe 849,538 763,992 781,605 906,961 674,587
Sharcholders equity 1,441,537 1219068 1263314 1,152,879 1,014,160
Current ratio 1.4 14 14 14 1.1
Tortal debr to toral capital? 35.8% 37.5% 35.7% 40.7% 36.4%
! Income from discontinued operations, net ofincome taxes, includes the operating results for the High Dcnsiry Film business, which was sold in 2003.
2 Calculated as Total Debre divided by the sum of Total Debt, Shareholders’ Equiry and Long—tcrm Deferred Tax LiabiliryA
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ltem 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations
General Overview

Sonocoisa leading manufacturer of consumer and industrial packaging products and
provider of packaging services with 334 locations in 35 countries. The Company’s operations
are organized and reported in three segments, Consumer Packaging, Tubesand 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 split approximately 52% and 48%, respectively.
Geographically, approximately 62% of sales are generated in the United States, 18%in
Europe, 10%in Canada and 10% in other regions.

The Company is a market-share leader in many ofits 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 appliances, and construction.

While overall market conditions have been relatively stable over the past several years in
consumer markets, declining domestic textile and paper markets have negatively impacted
the Company’s industrial businesses. Currently, for many of our businesses, marginal capacity
in the industry works to restrain the pricing ability of all market participants.

STRATEGY AND OPPORTUNITIES

Financially, the Company’s objective is to deliver average annual double-digit total returns
to shareholders over time. To meet that target, the Company focuses on three major arcas:
driving prolitable sales growth, improving margins, and leveraging the Company’s strong cash
flow and financial position. Operationally, the goal is to be the low-cost glohal leaderin
customer-preferred packaging solutions within targeted customer market segments.

In December 2007, the Company announced its current five-year plan to grow revenue,
improve margins and more effectively utilize assets. The new 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 overall mix of business to approximately
60% consumer and 40% industrial by 2012.

The Company’s primary growth drivers are increasing organic sales, geographic
expansion, providing total packaging solutions for customers and strategic acquisitions. Over
the next five years, revenue growth is expected to be equally split between organic and acquis-
itions. Much 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 commercialized for two
years or less) at $100 million to $150 million. Sales from new products were $100 million in
2007 and $111 million in 2006.

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

enough to recover cost inflation plus areasonable margin), improving underperforming
operations and el:lectively utilizing capital.

Results of Operations
2007 OVERVIEW

In 2007, Sonoco achieved records in sales and net income. This was accomplished despite
significant increases in raw material and other costs and a slowing cconomy in North Amer-
ica. In addidion, the Company generated another year of record productivity improvements
and strong cash flow, which was invested in growing the business and returning value to
sharcholders through increased dividends and stock repurchases.

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

The Company reported net income of $214.2 million for 2007, compared with $195.1
million for 2006. Current year carnings benefited from a notably lower effective tax rate and
were negatively affected l)y after-tax asset impairment and restructuring—related charges of
$25.4 million, compared with $20.9 million in 2006. Current year results also include a $14.8
million after-tax charge for environmental costs.

Selling price increases were exceeded l)y increases in the costs of labor, material, freight
and energy, while lower volumes and an unfavorable change in the mix of business more than
offset productivity improvements in virtually all of the Company’s businesses. This resulted in
gross prolit margins declining to 18.7%, compared with 19.3% in 2006; however, net income

margin remained flat due to a reduction in the overall effective tax rate.

Outlook

While revenues are expected to continue to increase in 2008, the outlook for the North
American economy is very uncertain anda signilicant slowdown or decline could affect the
Company’s business accordingly. Although market share is expected to hold, overall demand
for tubes and cores, specilically in North America, is expected to remain weak. Margins in the
Consumer l)ackaging segmentare expected to improve. Higher volume and productivity
improvements in flexible packaging, and new products and customers in rigid plastic
containers, are expected tolead to higher sales and operating proﬁts for that segment.

The current high cost of old corrugated containers (OCC), other raw materials, and
energy is expected to continue at least into the first half of 2008, which will continue to put
pressure on margins. The Company will seck to offset any significant cost inflation through
price adjustments. To thatend, in January 2008, the Company announced a price increase for
paper-based tubes and cores in the United States and Canada. l)roductivity improvements
and Strong cost controls are expected to help maintain or slightly increase margins in what is
expected tobea tough costand pricing environment in 2008.



Global Reports LLC

The consolidated effective tax rate, which was 21.6% in 2007, is cxpcctcd to be approx-
imately 32% in 2008.

Restructuring Charges, Unusual ltems and Other Activities
RESTRUCTURING/ASSET IMPAIRMENT CHARGES

During 2007, the Company recognized restructuring and asset impairment chargcs total-
ing $36.2 million ($25.4 million after tax). These charges resulted primarily from closing the
foiiowing facilities: a metal ends piant in Brazil; two rigid packaging piants, one in the United
States and one in Gcrmany; rigid packaging production lines in the United Kingdom; two
paper mills, one in China and one in France; three tube and core plants, one in the United
States and two in Canada; two molded piastics piants, one in the United States and one in
Turkcy; anda point-of-purchasc dispiay manufacturing piant in the United States. Five of
these closures were not part ofaformal restructuring pian. The remainder of the closures
were part of restructuring pians announced in 2006 and 2003. The chargcs were compriscd 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
chargcs and other miscellaneous costs related to ciosing these facilities. Asset impairment
chargcs related primariiy to the closures of the metal ends piant in Brazil and the rigid pack-
aging piant in the United States. Impaircd assets were written down to the lower of carrying
amount or fair value, less estimated costs to sell, if appiicabic.

During 2006, pursuant to restructuring pians announced in 2006 and 2003, the Company
rccognizcd restructuring and asset impairment chargcs totaiing $26.0 million ($21.3 million
after tax). These chargcs resulted primariiy from the foiiowing piant closures: a paper millin
France; four tube and core piants, three in the United States and one in Canada; two flexible
packaging operations, one in the United States and one in Canada; a wooden recls faciiity in
the United States; and a molded piastics operation in the United States. In addition, the
chargcs reflect the impact ofdownsizing actions primariiy in the Company’s Europcan tubes
and cores/ paper operations. These chargcs were compriscd of severance and termination
benefits of $11.8 million, other exit costs of $6.4 million, and asset impairment charges of $7.8
million. Other exit costs consist of buiiding lease termination chargcs and other miscella-
neous costs related to ciosing these facilities. Asset impairment chargcs related primariiy to
the closure of the paper millin France. Impaircd assets were written down to the lower of
carryingamount or fair value, less estimarted costs to sell, if appiicabic.

During 2005, pursuant to a restructuring plan announced in 2003, the Company recog-
nized restructuring and asset impairment chargcs totaiing $21.2 million ($14.3 million after
tax) rcsuiting from 11 piant ciosings in the Tubes and Cores/ Papcr segment and three piant
ciosings in the Consumer Packaging segment. These chargcs consisted of severance and
termination benefits of $6.2 million, other exit costs of $8.5 million, and asset impairment
chargcs of $6.5 million. Other exit costs consist of buiiding lease termination chargcs and
other miscellaneous costs related to ciosing these facilities. Of the asset impairment chargcs,
$5.9 million related to cquipment impaircd asaresult of the piant closures, and $0.6 million

related to buiidings. impaircd assets were written down to the lower ofcarrying amount or
fair value, less estimarted costs to sell, if appiicabic. In addition to the above chargcs, the
Company incurred a non-restructuring asset impairment chargc of $3.0 million related to a
paper mill in China. This chargc was included in “Sciiing, gcncral and administrative cxpcrlscs”
in the Company’s Consolidated Statements of Income.

The Company also recorded non-cash, after-tax income in the amount of $0.1 million in
2007, $0.4 million in 2006 and $1.3 million in 2005 to reflecta minority sharcholder’s portion
of restructuring costs that were chargcd to expense. This income is included in “Equity in
carnings of affiliates/ minority interest in subsidiarics, net of tax” in the Company’s Con-
solidated Statements of Income.
onize future additional restructuring costs of approx-

S
imatciy $12 million associated with the 2007 restructuring actions and the 2006 restructuring

TilC Company CXPCC{S to reco

pian. TilC COI’I]P&I]}/ dOCS not CXPCCt to rccognizc any i:UIU.l”C additionai rcstructuring COsts

under the 2003 pian

ACQUISITIONS/JOINT VENTURES

The Company compictcd four acquisitions during 2007, and purchascd the remaining
51.1% interest in a small joint venture in Europc, atan aggregate cost of $236.3 million, all of
which was paici in cash. Acquisitions made in the Consumer Packaging segment included
Matrix Packaging, Inc,a icading manufacturer of custom—dcsigncd blow molded rigid piastic
containers and injcction molded products with opcrations in the United States and Canada,
and the fiber and piastic container business of Caraustar Industries, Inc. Additional acquis-
itions in 2007 consisted of a small tube and core business in Mexico, which is included in the
Tubesand Cores/ Papcr segment, and a small protective packaging business in the United
States, which is included in All Other Sonoco. The Company also purciiascd the remaining
SLI%interestin AT-Spiral OY, a European tubes and cores joint venture. Annual sales from
these acquisitions are Cxpcctcd to total approximatciy $200 million. As these acquisitions
were not material to the Company’s financial statements individuaiiy orin the aggregate, pro
forma results have not been providcd.

The Company compictcd Six acquisitions during 2006, and purciaascd the rcmaining
35.5% minority interest of its Sonoco-Alcore Sar.l. joint VENLUre, at an aggregare cost of
$227.3 million, all of which was paid in cash. Annual sales from these acquisitions, Cxciuding
the joint venture interest, are cxpcctcd to total $130 million. The Company had prcviousiy
consolidated the joint venture, which was included in the Tubes and Cores/ Papcr segment,
so no additional rcportcd sales resulted from the purchasc of the remaining interest.

In 2005, the Company compictcd three minor acquisitions with an aggregate cost of $3.6

million, all of which was paid in cash.

DISPOSITIONS
In December 2005, the Company divested its singic-piant foiding cartons business for a
note receivable of approximatciy $11.0 million, which was collected in cariy 2006. This trans-
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action resulted in a gain of $2.4 million ($1.6 million after tax). The results of this business unit
were immaterial to the Company’s consolidated net income for all periods presented.

OTHER SPECIAL CHARGES, INCOME ITEMS AND CONTINGENCIES

In 2007, U.S. Paper Mills Corp. (U.S. Mills), a wholly owned subsidiary of the Company,
recorded charges totaling $25.2 million ($14.5 million after tax) in association with environ-
mental remediation liabilities for various sites in the lower Fox River in Wisconsin. In 2005,
U.S.Mills recorded a $12.5 million charge ($7.6 million after tax) related to one of the sites.
The charges are included in “Selling, general and administrative expenses” in the Company’s
Consolidated Statements of Income.

The 2005 charge and $5.2 million of the 2007 charge related to a particular site on the
lower Fox River in which remediation of PCB-contaminated sediments has already begun.
The total charge of $17.7 million represents the Company’s best estimate of what it is likely
to pay to complete the project; however, the actual costs associated with remediation of this
particular site are dependent upon many factors, and it is possible that actual costs could
exceed current estimates. The Company acquired US.Mills in 2001, and the identified con-
tamination predates the acquisition. Some orall of any costs incurred may be covered by
insurance or be recoverable from third partics; however, there can be no assurance that such
claims for recovery will be successful. Accordingly, no amounts have been recognized in the
financial statements for such recovery.

In February 2007, U.S. Mills and seven other potentially responsible parties received a
general notice of potential liability under CERCLA from the Environmental Protection
Agency (EPA) and the Wisconsin Department of Natural Resources relating to a strecch of
the lower Fox River, including the bay at Green Bay. The contamination referred to in this
notice covers a vastly larger area than the site referred to in the paragraph above. Mediation
proceedings between the potentially responsible partics to allocate the liability began in the
sccond quarter 0f2007. Asaresult of these proceedings, U.S. Mills revised its estimate of the
range ofloss probable to be incurred by it in association with the additional remediation.
Accordingly, a charge of $20 million was recorded in the second quarter 0f2007. This charge
represents the minimum estimated amount of potential loss U.S. Mills believes it is likely to
incur. Developments since the second quarter, including ongoing mediation and a unilateral
Administrative Order for Remedial Action issued by the EPA in November 2007 against
the eight potentially responsible partics, have not yet provided U.S. Mills with a reasonable
basis for further revising its estimate of the range of possible loss. Although U.S. Mills” ulti-
mate share of the liability could conceivably exceed its net worth, the Company believes the
maximum additional exposure to Sonoco’s consolidated financial position is limited to the
equity position of U.S. Mills which was approximatcly $80 million as of December 31,2007,
excluding any tax benefits that may reduce the net charge. Fora more detailed discussion of
the Fox River environmental matters, see “Trem 3. Legal Proceedings” above.

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

incentive, a portion of the repatriated funds qualiﬁed for an 85% dividends-received
deduction. Although the effective tax rate on the repatriated funds was lower than it would
have otherwise been absent the AJCA, the repatriation resulted in the recognition of addi-
tional U.S. federal and state income taxes totaling $10.1 million.

Results of Operations 2007 versus 2006
OPERATING REVENUE

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

Tl]C components ()ftllC sales Cll?ll’lgﬁ were:

(S in millions)

Acquisitions (net of dispositions) $192
Currency exchange rate 109
Selling price 88
Volume/Mix (6)
Tortal sales increase $383

Prices were liighcr tlirougliout the Company, with the cxceptions of flexible packaging
and p()int—r)l:pui'cliase and fulfillment operations, as the Company was able to implement
price increases to offset the impact of liigher costs of labor, energy, ﬁ'ciglit and macerials.
Companywide volume, excluding service center revenue, which was on a pass—through basis,
decreased approximately 1.0% from 2006 levels driven by decreases in the Tubes and Cores/
Paper and Consumer Packaging segments, partially oftset by volume increases in point—of
purcliasc 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 cur-

rency translation.

COSTS AND EXPENSES

Selling, general and administrative expensces as a percentage of sales increased to 10.1%
during the year from 9.8% in 2006, primarily asaresult of the previously mentioned $252
million U.S. Mills environmental charge. Stock-based compensation expense associated with
the issuance of stock-settled stock appreciation rights totaled $4.0 million and $4.1 million in
2007 and 2006, respectively. Recognition of this expense is required under Statement of
Financial Accounting Standards No. 123(R), ‘Share-Based Payment, which the Company
adopted cffective January 1,2006. Current year results also include the recovery from a third
party of $5.5 million in certain benefit costs.

In 2007, aggregate pension and postretirement expense decreased $9.9 million to $34.2
million, versus $44.1 million in 2006. This reduction was partially offset by a $3.5 million
increase in defined contribution plan costs. The Company expects these expenses to

decrease by approximately $7 million in 2008. The return on assets of U.S.- based defined
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benefit plans was 8.4%in 2007 and 13.9% in 2006. Over time, investment returns on benefit
plan asscts impact the Company’s cost ofproviding pension and postretirement benefits.

Operating profits also reflect restructuring and asset impairment charges of $36.2 million
and $26.0 million in 2007 and 2006, respectively. These items are discussed in more detail in
the section above titled, “Restructuring Charges, Unusual Items and Other Activities.”

Research and development costs, all of which were charged to expense, totaled $15.6 mil-
lion and $12.7 million in 2007 and 2006, respectively. Management expects rescarch and
development spending in 2008 to be consistent with these levels.

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

The 2007 effective tax rate was 21.6%, compared with 34.0% in 2006. The year-over-year
decrease in the effective tax rate, which added approximately $32 million to reported net
income, was due primarily to the release of tax reserves on cxpiration of statutory assessment
periods, foreign tax rate reductions and improved international resules. Included in the effec-
tive tax rate for 2006 was the impact ofa $5.3 million benefit associated with entering into
favorable tax agreements with state tax authorities and closing state tax examinations for
amounts less than originally anticipated. The 2006 benefits were partially offset hy 2$4.9 mil-
lion impact resulting from restructuring charges for which a tax benefit could not be recog-
nized.

The estimate for the potential outcome for any uncertain tax issuc is highly judgmental.
The Company believes it has adequately provided for any reasonable foreseeable outcome
related to these matters. However, future results may include favorable or unfavorable
adjustments to estimated tax liabilities in the period the assessments are made or resolved or
when statutes of limitations on potential asSCSSMENLS expire. Additionally, the jurisdictions in
which carnings or deductions are realized may differ from current estimates. As a result, the
cffective rax rate may fluctuate significantly ona quarterly basis.

REPORTING SEGMENTS
Consolidated operating profits, also referred to as “Income before income taxes” on the
Consolidated Statements of Income, are comprised of the following:

(S in millions) 2007 2006 % Change
Consumer Packaging segment $1045  $109.6 (4.7)%
Tubes and Cores/Paper segment 143.7 1482 (3.0)%
Packaging Services segment 445 392 13.5%

All Other Sonoco 51.4 49.1 4.6%

Restructuring and related impairment charges (36.2) (260)  (369)%
Incerest expense, net (52.3)  (453)  (15.3)%
Consolidated operating profits $255.6 $274.8 (7.0)%

Segment results viewed by Company management to evaluate segment performance do
notinclude restructuring and impairment charges and net interest charges. Accordingly, the
term «segment operating profits” is defined as the segment’s portion of “Income before
income taxes’ excluding restructuring charges, assctimpairment 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 15 to the Company’s Condensed Consolidated Financial Statements for more
information on reportable segments.

Consumer Packaging

(S in millions) 2007 2006 % Change
Trade sales $1,438.1  $1,304.8 10.2%
Segment operating profits 104.5 109.6 (4.7)%
Depreciation, depletion and amortization 66.5 55.1 20.7%
Capital spending 74.2 482 54.1%

Sales in chis segment increased due to the impact of acquisitions, increased selling prices
ol-composite cans and closures and favorable exchange rates, as the dollar weakened against
foreign currencies. These favorable impacts were partially offset by lower volume in compo-
site cans along with lower volume and lower selling prices in flexible packaging. Overall
volumes, excluding the impact of acquisitions, were down 1% in the segment. Domestic sales
were approximately $1,027 million, up 11.0% from 2006, and international sales were approx-
imately $411 million, up 8.3% from 2006.

Segment operating proﬁts decreased primarily due to price and volume declines in flexi-
ble 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 pricesin all opcrations 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 dampened
operating proﬁts in the segment, as did operational issues at the closures plant in Brazil. The
Wisconsin plant will cease operations at the end of the first quarter 0t 2008, while the Brazil-
ian plant has already been closed.

Signiﬁcant capital spending included increasing rigid plastic production capacity in the
United States and productivity projects throughout the segment.
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Tubes and Cores/Paper

(8 in millions) 2007 2006 % Change
Trade sales $1,712.0  $15525.6 12.2%
Segment operating profits 143.7 1482 (3.0)%
Depreciation, dcpiction and amortization 91.2 859 62%
Capital spending 75.7 63.3 19.5%

The increase in sales was due to increased sciiing7 prices throughout the segment, the
impact of acquisitions and the effect of favorable cxchangc rates. Lower domestic tube and
core volume was partia]iy offset by increased volume in the Company’s European operations.
Overall, volume in the segment, cxciuding the impact of acquisitions, decreased by approx-
imatc]y 2%. Domestic sales increased approximatciy $52 million, or 6.8%, to approximatcly
$825 million and international sales increased approximately $134 million, or 17.8% to
approximatciy $887 million. International sales increased primariiy as a result of the late 2006
acquisition of the remaining 75% interest in Demolli Industria Cartaria S.piA, an Itaiy—bascd
manufacturer of tubes, cores and papcrboardi

chmcnt opcrating profits were unfavorabiy impactcd by a chargc 0f'$25.2 million related
to an increase in the environmental reserve ata Company subsidiary’s paper operations in
Wisconsin. See “Other Special Charges, Income Items and Contingencies” above for a dis-
cussion of this claim. In addition, lower volume and increases in the costs oFcncrgy, frcight,
material and labor had a negative impact on segment profitability. Partiaiiy offsctting these
items were productivity and purchasing7 initiatives and nighcr sciiing prices, aiongwith the
impact oFacquisitions.

Significant capitai spcnding7 included the modification of several paper machines, primar-
ily in the United States, Mexico and Europe, and building of new tube and core plants in Asia.

Packaging Services

(S in millions) 2007 2006 % Change
Trade sales $518.8  $456.8 13.6%
Segment operating profits 44.5 392 135%
Depreciation, depletion and amortization 11.8 119 (0.8)%
Capital spending 3.7 34 6.8%

Sales increased due to iiighcr volumes throughout the segment, which more than offset
lower sciiing prices in point«of«purchase and fulfillment operations related to recent com-
petive bidding activity. Domestic sales increased to approximatciy $374 million, an 8.5%
increase, while international sales increased to approximatcly $144 million, up 29.1%, primar-
ily as aresult of increased service center volume in Poland.

The increase in segment operating proiits is attributable to volume increases in
point—of—purchasc and fulfillment operations aJong with productivity and purchasing ini-
tiatives. The service centers’ sales increase had very licle impacton proﬁts, as these sales were

ona pass-through basis with no significant additional gross margin. Partialiy offsctting these
favorable factors were the scliing price declines discussed above.

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

All Other Sonoco

(8 in millions) 2007 2006 % Chnge
Trade sales $371.1  $369.7 0.4%
Operating profits 51.4 49.1 4.6%
Depreciation, depletion and amortization 11.8 120 (1.2)%
Capital spending 15.9 84 89.4%

Sales for All Other Sonoco increased slightiy as price increases, the impact ofacquisitions
and the effect of favorable cxciiangc rates were ncarly offset by lower volumes in molded
piastics and wire and cable reels. Domestic sales were approximatciy $294 million, down 2.2%
from 2006, and international sales were approximatciy $77 million, an increase of 11.9%.

Opcrating profits in All Other Sonoco increased due primariiy to manufacturing pro-
ductivity and purciiasing initiatives, aitnough tiicy were partiaily offset by the impact of the
volume declines. Through highcr sciiing prices, the Company was able to recover increases in
raw material costs but not highcr costs of energy, frcight and labor.

Capital spcnding included investing in productivity and customer dcvclopmcnt projects
in the United States and Asia for molded and extruded piastics, protective packaging and
wire and cable recls.

Financial Position, Liquidity and Capital Resources
CASH FLOW

Cash flow from operations totaled $445.1 million in 2007, compared with $482.6 million
in 2006. Opcrating cash flows in both years benefited from companywidc initiatives aimed at
rcducing working capital, but to alesser extent in 2007. The projcctcd benefit obiigation of
the U.S. Defined Benetit Pension Plan was fully funded as of December 31,2007. The
Company froze participation for ncwiy hired salaried and non-union houriy UsS. cmployccs
effective December 31,2003, Based on the current actuarial estimates, the Company antici-
pates that the total 2008 contributions made to its benefit plans will be comparabic t0 2007
levels which were approximatcly $17 million. However, no assurances can be made about
funding requirements bcyond 2008, as they will depcnd iargciy onactual investment returns
and future actuarial assumptions.

Cash flows used by investing activities increased from $332.1 million in 2006 to $379.6
million in 2007. The Company invested $236.3 million in four acquisitions and the purchase
of the remaining minority interest in a European tube and core joint venture in 2007. This
was comparabic to the level of acquisition spcnding in 2006. As part ofits growth strategy,
the Company is activciy sccking acquisition opportunitics and the level of acquisition spcnd—
ing in any given year will dcpcnd on the size and number of suitable candidates identified and
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the Company’s success at closing the transactions. Capital spending increased by $46.1 mil-
lion to $169.4 million in 2007 from $123.3 million in 2006. Capital spending is expected to
return to more historic levels of approximately $125 million to $130 million in 2008.

Net cash used by linancing activities totaled $75.0 million in 2007, compared with $125.7
million in 2006. Cash dividends increased 8.3% to $102.6 million during 2007. Net borrow-
ings increased $78.7 million, primarily in connection with acquisition activities. During 2007,
the Company aequired 3.0 million shares of Sonoco common stock at a cost of $109.2 mil-
lion and issued shares through the exercise ofpreviously awarded stock options for proceeds
of $49.7 million.

Currentassets increased by $84.9 million to $1,027.7 million ac December 31,2007. This
increase is largely attributable to higlier levels of inventory and accounts receivable stemming
from 2007 acquisitions. Curren liabilities increased by $98.3 million to $758.1 million ac
December 31,2007. This increase was due to higher accounts payable, accrued wages and
taxes payable, partially offset by decreases in notes payable. The current ratio was 1.4 at
December 31,2007 and 2006.

The Company uses a notional pooling arrangement with an international bank to help
manage global liquidity requirements. Under this pooling arrangement, the Company and its
participating subsidiaries may maintain cither cash deposit or borrowing positions through
local currency accounts with the bank, so long as the aggregate position of the global pool isa
notionally calculated net cash deposit. Because it maintains a security interest in the cash
deposits, and has the right to offset the cash deposits against the borrowings, the bank pro-
vides the Company and its participating subsidiaries favorable interest terms on both.

CONTRACTUAL OBLIGATIONS
The following table summarizes contractual obligations at December 31,2007:

Payments Due In
(S in millions) Total 2008 2009-2010 2011-2012 Beyond 2012 Uncertain
Debr obligations $ 8500 $ 452  $109.0 $180.8 $515.0 $ —
Interest payments! 2832 380 75.6 61.3 108.3 —
Operating leases 1394 329 47.0 284 311 -
Environmental

remediation (U.S.

Mills)? 29.0 9.0 — — - 20.0
FIN 482 40.0 — — — - 40.0
Purchase obligations? 2896 237 474 385 180.0 —
Total contractual

obligations $1,631.2 $1488  $279.0 $309.0 $834.4 $60.0

Includes interest payments on outstanding fixed-rate, long—term debt obligations as
well as ﬁnancing fees on the bacl(stop line of credit.

2 Duc to the nature of this obligation, the Company is unable to estimate the tming of
the cash outflows.

Includes only long—term contractual commitments. Does not include short-term obli-
gations for the purchase of goods and services used in the ordinary course of business.

CAPITAL RESOURCES

The Company’s total debt, including the impact offoreign exchange rates, increased by
$85.5 million to $849.5 million at December 31, 2007.

The Company currently operates a commercial paper program totaling $500 million and
hasa fully committed bank line of credit supporting the program by alike amount. On
May 3, 2006, the Company entered into an amended and restated credit agreement to
extend its bank line of credit to a new five-year maturity. The amended and restated credic
agreement also provided the Company the option to increase its credit line from $350 mil-
lion to $500 million subject to the concurrence of its lenders. The Company exercised this
option and increased the creditline to $500 million on May 29,2007. The Company intends
to indefinitely maintain line of credit agreements fully supporting its commercial paper pro-
gram. At December 31,2007, the amount of the Company’s outstanding commercial paper
was $169 million, compared with $89 million at December 31,2006 Consistent with the
macurity of the supporting line of credit, the Company classifies outstanding commercial
paper balances as long-term debt.

On January 2, 2008, the Company prepaid its 6.125% Industrial Revenue Bond (IRB) for
$35.1 million. The Company intends to prepay its 6.0% IRB in the second quarter 0f 2008 for
$35.4 million. The prepayment of these two bond issues is expeeted to resultin an after-tax
charge totaling approximately $1.3 million.

One of the Company’s primary growth strategics is growth through acquisitions. The
Company believes that cash on hand, cash generated from operations, and the available bor-
rowing capacity under its amended and restated credit agreement will enable it to support
this strategy. Although the Company currently has no intent to do so, it may obrain addi-
tional financing in order pursuc its growth strategy. Although the Company believes that it
has excess borrowing capacity beyond its current lines, there can be no assurance that such
financing would be available or, if so, at terms that are acceptable to the Company.

The Company’s U.S.-based qualiﬁed defined benefit pension plan, and certain of the
Company’s Canadian defined benefit plans, had a positive funded status totaling $41.4 mil-
lion at December 31,2007. None of the Company’s other defined benefit plans were fully
funded. The cumulative unfunded liability of these plans at December 31,2007, totaled
$132.3 million.

Sharcholders equity increased $222.5 million during 2007. The increase resulted mainly
from net income of $214.2 million in 2007, stock option exercises of $59.8 million, a foreign
currency translation gain ot $95.4 million, and defined benefit plan adjustments, net of tax, of
$59.0 million, offsct by cash dividends of $102.7 million, and the repurchase of $109.2 million
of the Company’s common stock. Sharcholders’ equity decreased $44.2 million during 2006.
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The decrease resulted mainly from net income of $195.1 million in 2006, stock option
exercises of $82.7 million, and a foreign currency translation gain of $37.2 million, which were
more than offset by cash dividends of $94.7 million, the repurchase ot $82.7 million of the
Company’s common stock, and a $181.4 million adjustment, net of tax, from the initial
application of FASB Statement No. 158.

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

Although the ultimate determination of whether to pay dividends is within the sole dis-
cretion of the Board of Directors, the Company plans to increase dividends as carnings grow.
Dividends per common share were $1.02 in 2007, $.95 in 2006 and $.91 in 2005. On Febru-
ary 6,2008, the Company declared a regular quarterly dividend of $.26 per common share
payable on March 10,2008, to sharcholders of record on February 22,2008.

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

RISK MANAGEMENT

Asaresult of operating globally, the Company is exposed to changes in foreign exchange
rates. The exposure is well diversified as the Company’s facilities are spread throughout the
world, and the Company generally sells in the same countries where it produces. The Com-
pany monitors these exposures and may usc traditional currency swaps and forward foreign
exchange contracts to hedge aportion of the forecasted transactions that are denominated in
foreign currencies, foreign currency assets and liabilities or net investment in foreign sub-
sidiaries. The Company’s foreign opcrations are exposed to political and cultural risks, but the
risks are mitigated by diversification and the relative stability of the countries in which the
Company has significant operations.

The Company is exposed to interest-rate fluctuations as a result of using debtasa source
of financing operations. When necessary, the Company uses traditional, unleveraged interest-
rate swaps to manage its mix of fixed and variable rate debt to maintain its exposure to inter-
est rate movements within established ranges. No such instruments were outstanding at
December 31, 2007.

The Company isa purchaser of various inputs such as recovered paper, energy, steel,
aluminum and resin. The Company does not engage in significant hedging activities, other
than for energy, because there is usually a high correlation between the primary input costs
and the ultimate selling price ofits products. Inputs are generally purchased at market or fixed

prices that are established with the vendor as part of the purchase process for quantitics
expected to be consumed in the ordinaiy course of business. On occasion, where the correla-
tion between selling price and input price s less direct, the Company may enter into
derivative contracts such as futures or swaps to reduce the effect ofprice fluctuations.

Atthe end 0f 2007, the Company had contracts outstanding to fix the costs of a portion
of commodity, energy and foreign exchange risks for 2008 through December2010. The
swaps qualify as cash flow hedges under Statement of Financial Accounting Standards
No. 133, "Accounting for Derivative Instruments and Hedging Activities (FAS 133). Of
these, the Company had swaps to cover approximately 6.1 million MMBTUs of natural gas.
The hedged natural gas quantities at this date represent approximately 69%, 44% and 19% of
anticipated U.S. and Canadian usage for 2008,2009 and 2010, respectively. The use of
derivatives to hedge other commodities or foreign exchange was not material as of that date.

The fair market value of derivatives was a net unfavorable position of $2.4 million ($1.5
million after tax) at December 31,2007, and a net unfavorable position of $3.2 million ($2.1
million after tax) at December 31,2006. Derivatives are marked to fair value using published
market prices, it available, or estimated values based on current price quotes and a discounted
cash flow model. See Note 9 to the Consolidated Financial Statements for more information
on financial instruments.

The Company is subject to various federal, state and local environmental laws and regu-
lations concerning, among other matters, solid waste disposal, wastewater effluent and air
emissions. Although the costs ofcompliance have not been significant due to the nature of
the materials and processes used in manufacturing operations, such laws also make generators
of hazardous wastes and their legal SUCCESSOrs ﬁnancially responsible for the cleanup of sites
contaminated by those wastes. The Company has been named a 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 lawsuits are believed to repre-
sent the Company’s largest potential environmental liabilities. The Company has accrued
$31.1 million (including $29.0 million associated with U.S. Mills) at December 31,2007,
compared with $15.3 million ac December 31,2006 (including $11.7 million associated with
U.S. Mills), with respect to these sites. See “Other Special Charges, Income Items and Con-
tingencies”, Item 3 - Legal Proceedings, and Note 13 to the Consolidated Financial State-
ments for more information on environmental matters.

Results of Operations 2006 versus 2005

Netincome for 2006 was $195.1 million, compared with $161.9 million in 2005. The year-
over-year increase is largely attributable to higher operating profits on improved productivity
and increased selling prices. Gross profit margin improved to 19.3%, compared with 18.7%in
2005. Also contributing to the year-over-year net income improvement was the net effect of
fewer special charges and the impact ofadditional U.S. federal and state income taxes recorded
in 2004 totaling $10.1 million associated with the repatriation of $124.7 million from forcign

subsidiaries under the provisions of the American Jobs Creation Act of 2004 (AJCA).
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OPERATING REVENUE
Consolidated net sales for 2006 were $3.66 billion, a $128 million, or 3.6%, increase over

2005.

TllC componcnts Oftl’lC sales change wcere:

(8 in millions)

Volume $ 41
Sclling price 51
Currency exchange rate 39
Acquisitions (net of dispositions) (4)
Other 1
Total sales increase $128

Prices were bigbcr throughout the Company, with the exception of recovered paper
operations, as the Company was able to implcmcnt price increases to offset the impact of
bigbcr costs of labor, cenergy, frcigbt and materials. Companywidc volume, cxcluding service
center revenue, which was on a pass—tbrougb basis, increased sligbtly less than 1.0% from 2005
levels driven by increases in the Tubes and Cores/Paper and Consumer Packaging segments.
Domestic sales were $2.3 billion, up 2.3% from 2005. International sales were $1.3 billion, up
6.2% over 2005, driven primarily by the impact of currency translation.

COSTS AND EXPENSES

In 2006, defined-benetic pension and postretirement expense increased $1.1 million to
$44.1million, versus $43.0 million in 2005. The return on assets of U.S -based defined-benetic
plans was 13.9% in 2006 and 7.2% in 2005. The Company’s U.S-based qualificd defined-
benetic pension plan hada positive funded status of $9 million at December 31,2006. None
of the Company’s other defined-bencfit plans were fully funded as of December 31,2006,
The cumulative unfunded liability of these plans at December 31,2006, was $229 million.
The Company’s total expense under its defined-contribution plan was $1.2 million in 2006
and $0.4 million in 2005.

On]anuary 1,2006, the Company implcmcnted certain changcs toits U.S-based retiree
medical benefits plan. These changcs included the elimination of a Company subsidy toward
the cost of retiree medical benefits if certain age and service criteria were not met, as well as
the elimination of Company—providcd prescription drug benefits for the majority ofits cur-
rent retirees and all future retirees. These changcs resulted in a reduction to the accumulated
postretirement benetic obligation of $38 million, which is bcing amortized overa pcriod of
46 years bcginning in 2006. In addition, 2006 long—term disability expenses were favorably
impactcd by both a decrease in the number of Cmployces receiving benetits and by adecrease
in the amount of the average claim.

Sclling, gcneral and administrative expenses as a percentage of sales decreased to 9.8%
during the year from 10.3% in 2005. Included in 2006 was an additional $4.1 million of stock-

based compensation expense associated with the issuance of stock-settled stock appreciation
rigbts. Expenses in 2005 included a $12.5 million U.S. Mills environmental charge.

Operating profits also reflect restructuring charges of $26.0 million and $21.2 million in
2006 and 2005, respectively. These items are discussed in more detail in the section titled,
“Restructuring Charges, Unusual Ieems and Other Activities.”

Research and development costs, all of which were charged to expense, totaled $12.7 mil-
lionand $14.7 million in 2006 and 2005, respectively.

Interest expense totaled $52.0 million for the year ended December 31,2006, compared
with $51.6 million in 2005. The slight increase in 2006, compared with 2005, was due to
bight:r average interest rates, substantially offset by lower U.S. and international debt levels.
Interest income was $6.6 million in 2006, a decrease of $1.3 million, from the $7.9 million
rt:portcd in 2005. The decrease was primarily duc to the Company’s repatriation of $124.7
million of accumulated offshore cash in December 2005 under the AJCA and the sub-
sequent use of the repatriated cash to lower domestic debt,

The effective tax rate for continuing operations in 2006 was 34.0%, compared with 36.4%
in 2005. Included in the effective tax rate for 2006 was the impact ofa $5.3 million benefic
associated with entering into favorable tax agreements with state tax authorities and closing
state tax examinations for amounts less than originally anticipated. Partially offsctting this was
a$4.9 million impact resulting from restructuring Charges for which a tax benefit could not
be rccognized. The 2005 effective tax rate reflects an additional $10.1 million of income tax
expense associated with the repatriation of forcign carnings under the AJCA.

REPORTING SEGMENTS
Consolidated operating profits, also referred to as “Income before income taxes” on the
Consolidated Statements of Income, are comprised of the following:

(S in millions) 2006 2005 % Change
Consumer Packaging segment $109.6  $1035 5.9%
Tubesand Cores/Paper segment 1482 1070 384%
Packaging Services segment 392 44.8 (12.6)%
All Other Sonoco 49.1 40.6 20.9%
Restructuring and related impairment charges (260)  (212)  (223)%
Interest expense, net (453)  (43.6) (3.9)%

Consolidated operating profits $2748  $231.1 18.9%

Consumer Packaging

(8 in millions) 2006 2005 % Change
Trade sales $1,304.8 $12475 4.6%
Segment operating profits 109.6 103.5 5.9%
Depreciation, depletion and amortization 55.1 56.3 (2.1)%
Capital spending 482 50.8 (52)%
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Sales in this segment increased duc to highcr sclling prices for composite cans, plastic
packaging and closures, along with the impact of favorable cxchangc rates, as the dollar weak-
ened against forcign currencies. Highcr composite can volume was partially offset by reduced
volume in flexible packaging and closures. Overall, volumes were up 1%in the segment.
Domestic sales were approximately $925 million, up 3.5% from 2005, and international sales
were approximately $380 million, up 7.4% from 2005.

chmcnt opcrating profits were favorahly impactcd by productivity and purchasing ini-
tiatives, while sciling price increases were partially offset by increased costs ofcncrgy, frcight,
material and labor. Continued high startup costs at the Company’s rigid plastics container
piant in Wisconsin also dampcncd opcrating profits in the segment, as did opcrational issues
and the loss of a customer at the closures plant in Brazil.

Signiﬁcant capital spcnding included numerous productivity and customer dcvclopmcnt
projects in the United States and Europe.

Tubes and Cores/Paper

(S in millions) 2006 2005 % Change
Trade sales $1,5256  $1482.1 2.9%
Segment operating profits 1482 107.1 38.4%
Depreciation, dcplction and amortization 859 83.7 25%
Capital spending 63.3 623 1.6%

The increase in sales was due to increased sclling prices and volume in North American
paper operations and Asia. The effect of favorable cxchangc rates also increased sales. Lower
tube and core volume in most gcographic segments partially offset these favorable factors.
Overall volume in the segment, including the impact of acquisitions, increased by approx-
imatcly 1%. Domestic sales increased approximatcly $15 million, or 1.9%, to $772.6 million
and international sales increased approximately $29 million, or 4.0%, to $753.0 million.

chmcnt operating proﬁts increased due to productivity and purchasing initiatives along
with highcr sclling prices, which offset increases in the costs of energy, ﬁrcight, material and
labor. Results in 2005 were impactcd hy a chargc of $12.5 million related to an environmental
claim at U.S. Mills” paper operations in Wisconsin. See “Other Special Chargcs, Income
[tems and Contingciicics” for a discussion of this claim. In addition, 2005 results included a
$3.0 million non-restructuring assct impairment chargc related to opcrations in Asia.

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

Packaging Services

(8 in millions) 2006 2005 % Change
Trade sales $4568  $455.9 0.2%

Segment operating profits 392 44.8 (12.6)%
Depreciation, depletion and amortization 119 12.0 (0.4)%
Capital spending 34 49 (30.0)%

Sales in this segment were flac due to the December 2005 divestiture of a singlc-plant
folding carton operation. Highcr volumes and sclling pricesin the service centers more than
offset lower volumes in point-of—purchasc and fulfillment operations. Domestic sales
decreased to $344.9 million, a 3.3% decrease, while international sales increased to $111.9 mil-
lion, up 12.8%, primarily asaresult of a new service center in Poland increasing output.

The decrease in segment operating profits is atrributable to unfavorable changcs in the
mix of business and the impact ofa $2.4 million gain on the sale of a carton facility in 2005.
The service centers sales increase had very licele impacton prolits, as these sales were ona
pass-through basis with no significant additional gross margin. Productivity and purchasing
initiatives partially offset the unfavorable factors discussed above.

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

All Other Sonoco

(8 in millions) 2006 2005 % Change
Trade sales $369.7  $3432 7.7%

Operating proﬁts 49.1 40.6 20.9%

Depreciation, dcplction and amortization 12.0 11.1 8.3%

Capital spending 84 1.1 (24.2)%

Sales for All Other Sonoco increased due to price increases within each line of business,
aiong with highcr volumes in wire and cable reels and protective pacl(aging. Domestic sales
were $300.5 million, up 6.3% from 2005, and international sales were $69.2 million, an
increase of 14.3%.

Operating profits in All Other Sonoco increased duc primarily to manufacturing pro-
ductivity and purchasing initiatives. The Company was able to recover increases in raw
material costs, cnergy, frcight and labor through highcr sciling prices. Although highcr vol-
ume was a signiﬁcant reason for the increased sales, operating profits did not benefit as
changcs in the mix of products resulted in lower profit margins.
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Capital spending included investing in customer development projectsin the United States
and Europe for molded and extruded plastics, protective packaging and wire and cable reels.

Critical Accounting Policies and Estimates

Management’s analysis and discussion 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 principles generally accepted in the United
States (US GAAP). The preparation of financial statements in conformity with US GAAP
requires management to make estimates and assumptions that affect the reported amounts
of assets, liabilitics, revenues and expenses, and the disclosure of contingentassets and
liabilities. The Company evaluates these estimates and assumptions on an ongoing basis,
including but not limited to those related to inventories, bad debts, derivatives, income taxes,
intangible asscts, restructuring, pension and other postretirement benefits, environmental
liabilities and contingencics and litigation. Estimates and assumptions are based on historical
and other factors believed to be reasonable under the circumstances. The resules of these
estimates may form the basis of the carrying value of certain assets and liabilities and may not
be readily apparent from other sources. Actual results, under conditions and circumstances
different from those assumed, may differ from estimates. The impact ofand any associated
risks related to estimates, assumptions and accounting policies are discussed in Manage-
ment’s Discussion and Analysis of Financial Condition and Results ofOperations, aswell as
in the Notes to the Consolidated Financial Statements, if applicable, where such estimates,
assumptions and accounting policies affectthe Company’s reported and expected financial
results.

The Company believes the accounting policies discussed in the Notes to the Con-
solidated Financial Statements included in Item 8 of this Annual Reporton Form 10-Kare
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 prepara-
tion of the Company’s Consolidated Financial Statements.

IMPAIRMENT OF LONG-LIVED, INTANGIBLE AND OTHER ASSETS
Assumptions and estimates used in the evaluation of potential impairment may affectthe
carrying values of long—lived, intangible and other assets and possible impairment expense in
the Company’s Consolidated Financial Statements. The Company evaluates its long-lived
assets (property, plant and equipment), definite- lived intangible assets and other assets
(including notes receivable and preferred stock) for impairment whenever indicators of
impairment exist, or when it commits to sell the asset. If the sum of the undiscounted
expected tuture cash flows from a long—lived asset or definite-lived intangible asset is less than
the carrying value of that asset, an asset impairment charge is recognized. The amount of the
impairment charge is calculated as the excess of the asset’s carrying value over its fair value,
which generally represents the discounted future cash flows from that asset, or in the case of

assets the Company evaluates for sale, at fair value less costs to sell. A number of signiﬁcant
assumptions and estimates are involved in developing opcrating cash flow forecasts for the
Company’s discounted cash flow model, including markets and market share, sales volumes
and prices, costs to produce, working capital changes and capital spending requirements. The
Company considers historical experience, and all available informarion at the time the fair
values of its assets are estimated. However, fair values that could be realized in an actual trans-
action may differ from those used to evaluate impairment. In addition, changes in the
assumptions and estimates may resultin a different conclusion regarding impairment.

The Company hasa long—term note receivable from and preferred cquity incerestin
Hilex Poly Co., LLC resulting from the sale its high density film business to Hilex in 2003.
The combined carrying value of these items at December 31,2007, was $42.7 million. The
Company’s assumptions and outlook for Hilex at December 31,2007, indicated that these
items were neither doubtful of collection nor impaired. However, Hilexis a highly leveraged
entity operating in a very competitive market and its primary products, made from high den-
sity polyethylene film, are under increasing environmental scrutiny. Different assumptions
regarding the outlook for the Hilex business may resultin an impairment or reserve for col-

lectibility/ recoverability in future periods.

IMPAIRMENT OF GOODWILL

In accordance with Statement of Financial Accounting Standards No. 142, Goodwill
and Other Intangjble Assets (FAS 142), the Company evaluates its goodwill for impairment
at least annually, and more frequently if indicators of impairmentare present. Under FAS
142, if the carrying value of a reporting unit’s goodwill exceeds the implied fair value of that
goodwill, an impairment charge is recognized for the excess.

The Company’s reporting units are one level below its reporting segments, as determined
in accordance with FAS 131.

The Company uses a discounted cash flow model to estimate the fair value of cach report-
ing unit. The Company considers historical experience and all available informarion at the
time the fair values of its businesses are estimated. Key assumptions and estimates used in the
cash flow model include discount rare, sales growth, margins and capital expenditures and
working capital requirements. Fair values that could be realized in an actual transaction may
differ from those used to evaluate the impairment ofgoodwill. In addition, changes in the
assumptions and estimates may resultin a different conclusion regarding impairment.

The annual evaluation of goodwill impairment that was completed during 2007 used
forward—looking projections, including expected improvementin the results of certain reporting
units, Most notably, the flexible packaging opcrations within the Consumer Packaging segment.
The goodwillassociated with the Flexible Packaging business totaled approximately $96 million
at December 31,2007, If actual performance in this reporting unit falls signiﬁcantly short of the
projected results, or the assessment of the relevant facts and circumstances changes, itis reason-

ably possible that anon-cash impairment charge would be required.
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INCOME TAXES

The Company records an income tax valuation allowance when the realization ofany
deferred tax assets, net operating losses and capital loss carryforwards is not likely, Deferred
tax assets generally represent expenses recognized for financial reporting purposcs, which will
result in tax deductions over varying future periods. Certain judgments, assumptions and
cstimates may affect the amounts of the valuation allowance and deferred income tax
expense in the Company’s Consolidated Financial Stacements.

For those tax positions where it is more lil(ely than not that a tax benefit will be sustained,
the Company has recorded the largest amount of tax benefit with a greater than 50% like-
lihood of being realized upon ultimate settlement with a taxing authority having full knowl-
edge ot all relevant information. For those positions not meeting the more-lil{ely—than-not
standard, no tax benefit has been recognized in the financial statements. Where applicable,
associated interest has also been recognized.

STOCK COMPENSATION PLANS

The Company utilizes share-based compensation in the form of stock options, stock
appreciation rights and restricted stock units. Certain awards are in the form of contingent
stock units where both the ultimate number of units and the vesting period are performance
based. The amount and timing of compensation expense associated with these performance—
based awards are based on estimates regarding tuture performance using measures defined in
the plan. In 2007, the performance measures consisted of Earnings per Share and Return on
Net Asscts Employed. Changes in estimates regarding the future achievement of these per-
formance measures may resultin signiﬁcant fluctuations from period to period 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
ofits stock options and stock appreciation rights. The binomial option-pricing model requires
the input of suhjective assumptions. Management routinely assesses the assumptions and
methodologies used to calculate estimated fair value of share-based compensation. Circum-
stances may change and additional data may become available over time that resultin changes 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 devel-
oped from actuarial valuations. The actuarial valuations employ key assumptions, which are
particularly important when determining the Company’s projected liabilities for pension and
other postretirement benefits. The key actuarial assumptions used at December 31,2007, in
determining the projected benefit ohligation and the accumulated benefit obligation for US.
retirement and retiree health and life insurance plans include: a discount rate of 6.40%, 6.27%
and 6.11% for the qualified retirement plan, non-qualified retirement plans, and retirec health
and life insurance plan, respectively; an expected long—term rate of return on plan assets of
8.5%; and a rate ofcompensation increase ranging from 4.57% to 4.77%. Discount rates of
5.84%,5.77% and 5.68% were used to determine net periodic benefit cost for 2007 for the

qualified retirement plan, non-qualified retirement plans, and retiree health and life insurance
plan, respectively.

The Company adj usts its discount rates at the end of cach fiscal year based on yield curves of
high-quality debrt instruments over durations that match the expected benefic payouts ofcach
plan. The long—term rate of return assumption is based on the Company’s historical plan return
performance anda range ofiprobable return outcomes given the targeted asset class weights of
the portfolios. The rate of compensation increase assumption is generally based on salai'y and
incentive increases. A l(ey assumption for the USS. retiree health and life insurance plan isa
medical trend rate beginning at 11.3% for post-age 65 participants and trending down toan
ultimate rate 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 cost increase over the duration of the plan’s
liabilities. Tt provides for real growth in medical costs in excess of the overall inflation level.

During 2007, the Company incurred total pension and postretirement benefit expenses
of approximately $34.2 million, compared with $44.1 million during 2006. The 2007 amount
is net of $91.3 million ofexpected returns on plan assets at the assumed rate of 8.5%, and
includes interest cost of $75.4 million at a weighted-average discount rate of 5.63%. The 2006
amount is net of $83.6 million ofexpected returns on plan assets at the assumed rate of 8.5%,
and includes interest cost of $69.5 million at a discount rate of 5.50%. During 2007, the
Company made contributions to pension plans ot $15.1 million and postretirement plans of
approximately $1.5 million. The contribution amount varies from year to year depending on
factors including asset market value volatility and interest rates. Although these contributions
reduced cash flows from operations during the year, under Statement of Financial Account-
ing Standards No. 87, Employers” Accounting for Pensions” (FAS 87), they did not have an
immediate significant impact on pension expense. Cumulative net actuarial losses were
approximately $294.5 million at December 31,2007, and are primarily the resule of poor assct
performance during 2000 through 2002. The amortization period for losses/ gains is approx-
imately 11 years for the portion outside the 10% corridor as defined hy FASS7, except for
curtailments, which would result in accelerated expense.

Other assumptions and estimates impacting the projected liabilities of these plans include
inflation, participant withdrawal and mortality rates and retirement ages. The Company annually
reevaluates assumptions used in projecting the pension and postretirement liabilities and asso-
ciated expense. These judgments, assumptions and estimates may affectthe carrying value of
pension and postretirement plan net assets and liabilities and pension and postretirement plan
expenses in the Company’s Consolidated Financial Statements. The sensitivity to changes in the
critical assumptions for the Company’s Us. plans as of December 31,2007 is as follows:

Prr)jected B emjﬁ't

Assumption Percentage Point O/)/zgatian Annual Expense
(8 in millions) Change Higher/(Lower)  Higher/(Lower)
Discount rate -25 pts $247 $3.3
Expected return on assets -25 pts N/A $2.1
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See Note 11 to the Consolidated Financial Statements for additional information on the

Company’s pension and postrctiremcnt plans.

Recent Accounting Pronouncements
Information regarding recentaccounting pronouncements is providcd in Note 17 of the

Consolidated Financial Statements included in Item 8 of this Annual Reporton Form 10-K.

ltem 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 forcign countries where the Com-
pany operates may reduce carnings” and “Foreign exchange rate fluctuations may reduce the
Company’s carnings” in [tem 1A - Risk Factors; “Risk Management” in [tem 7 - Manage-
ment’s Discussion and Analysis of Financial Condition and Resules ofOperations; andin
Note 9 to the Consolidated Financial Statements in Item 8 - Financial Statements and

Supplementary Data.

ltem 8. Financial Statements and Supplementary Data

The Consolidated Financial Statements and Notes to the Consolidated Financial State-
ments are provided on pages F-1 through F-30 of this report. Selected quarterly financial data
is provided in Note 18 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
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To the Shareholders and Directors of Sonoco Products Company:
Inour opinion, the consolidated financial statements listed in the index appearing under
Ttem 15(a)(1) present fairly, in all material respects, the financial position of Sonoco Products
Company and its subsidiaries at December 31,2007 and 2006, and the results of their oper-
ations and their cash flows for cach of the three years in the period ended December 31,2007
in conformity with accounting principles gcncraily accepted in the United States of America.
Alsoin our opinion, the Company maintained, in all material respects, effective internal con-
trol over financial reporting as of December 31,2007, based on criteria established in Internal
Control — Integrated Frameiwork issucd by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). The Company’s management is responsible for these
financial statements, for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in
Management’s Report on Internal Control Over Financial Reporting appearing under
Item 9A. Our rcsponsibiiity is to express 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
Ovcrsight Board (United States). Those standards require that we pian and pcrform the
audits to obrain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was
maintained in all material respects. Our audits of the financial statements included examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principics used and signiﬁcant estimates made by management, and
cvaiuating the overall financial statement presentation. Our audit of internal control over
financial reporting included obtaining an undcrstanding ofinternal control over financial
reporting, assessing the risk that a material weakness exists, and testing and cvaiuating the
dcsign and opcrating effectiveness of internal control 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 audits providc arcasonable basis for our opinions.

A company’s internal control over financial reporting is a process dcsigncd to providc
reasonable assurance rcgarding the rcliabiiity of financial reporting and the preparation of
financial statements for external purposes in accordance with gcncraily acccptcd accounting
principics. A company’s internal control over financial reporting includes those poiicics and
proccdurcs that (i) pertain to the maintenance of records that, in reasonable detail, accuratciy
and fairiy reflect the transactions and dispositions of the assets of the company; (ii) providc
reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with gcncraily acccptcd accounting principics, and that
receipts and cxpcnditurcs of the company arc bcing made oniy in accordance with author-
izations of management and directors of the company; and (iii) providc reasonable assurance
rcgarciing prevention or timciy detection of unauthorized acquisition, use, or disposition of
the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not pre-
vent or detect misstatements. Also, projections of any evaluation of effectiveness to future
pcriods are subjcct to the risk that controls may become inadcquatc because ofichangcs in
conditions, or that the dcgrcc of compiiancc with the poiicics or proccdurcs may deteriorate.

Bricevnrer ose @aa,oms LP

Charlotte, North Carolina
Fcbruary 28,2008
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CONSOLIDATED BALANCE SHEETS

Sonoco Products Company and consolidated subsidiaries

(Dollars and shares in thousands)

At December 31 2007 2006
Assets
Current Assets
Cash and cash equivalencs $ 70,758 S 86498
Trade accounts receivable, net of allowances of $9,519 in 2007 and $8,983 in 2006 488,409 459,022
Other reccivables 34,328 33287
Inventories
Finished and in process 138,722 126,067
Macerials and supplics 204,362 177,781
Prepaid expenses 50,747 7,611
Deferred income taxes 40,353 32532
1,027,679 942,798
Property, Plant and Equipment, Net 1,105,342 1,019,594
Goodwill 828,348 667,288
Other Intangible Assets, Net 139,436 95,885
Other Assets 239,438 191,113
Total Assets $3,340,243  $2916678
Liabilitics and Sharcholders’ Equity
Current Liabilities
Payable to supplicrs $ 426,138 5 357856
Accrued expenses and other 206,711 179,462
Accrued wages and other compensation 68,422 63925
Notes payable and current portion of long-term debt 45,199 51,903
Accrued taxes 11,611 6678
758081 659824
Long-term Debe 804,339 712,089
Pension and Other Postretirement Benefits 180,509 209,363
Deferred Income Taxes 84,977 52,809
Other Liabilities 70,800 63525
Commitments and Contingencies
Sharcholders’ Equity
Serial preferred stock, no par value
Authorized 30,000 shares
0 shares issued and outstanding as of December 31,2007 and 2006
Common shares, no par value
Authorized 300,000 shares
99.431 and 100,550 shares issued and outstanding ac December 31,2007 and 2006, respectively 7,175 7175
Capital in excess of stated value 391,628 430,002
Accumulated other comprehensive loss (107,374)  (262,305)
Retained carnings 1,150,108 1,044,196
Total Sharcholders’ Equity 1,441,537 1,219,068
Total Liabilities and Sharcholders’ Equity $3,340,243  $2916,678

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

Sonoco Products Company and consolidated subsidiaries

Global Reports LLC

(Dollars and shares in thousands except per share data)

Years ended December 31 2007 2006 2005
Net sales $4,039,992  $3,656839  $3528574
Cost of sales 3,286,198 2951799 2867623
Selling, general and administrative expenses 409,719 358952 364,967
Restructuring/ Asset impairment charges 36,191 25970 21237
Income before interest and income taxes 307,884 320,118 274,747
Interest expense 61,440 51,952 51,559
Interest income (9,182) (6,642) (7.938)
Income before income taxes 255,626 274,808 231,126
Provision for income taxes 55,186 93,329 84,174
Income before cquity in carnings of affiliates/ minority interest in subsidiarics 200,440 181479 146,952
Equity in carnings of affiliates/ minority interest in subsidiaries, net of tax 13,716 13,602 14,925
Netincome $ 214,156 $ 195081 $ 161877
Weighted average common shares outstanding:

Basic 100,632 100,073 99,336

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

Diluted 101,875 101,534 100,418
Per common share

Netincome:

Basic $ 213§ 195 ¢ 1.63
Diluted $ 210 S 192 ¢ 161
Cash dividends — common $ .02 §$ 95 8 91

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 and consolidated subsidiaries

F-4
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Accumulated
. § ) (,}111/1/1/ in Other
Comprebensive Common Shares Excessof Comprebensive Retained
(Dollars and shares in thousands) Income Outsmnrﬁng Amount  Stated Value Loss LEarnings
January 1,2005 98500  $7.175 $ 376,750 $(103,155) $ 872109
Netincome $ 161877 161877
Other comprehensive income (loss):
Translation loss (12,844)
Minimum pension liability adjustment, net of tax 568
Derivative financial instruments, net of tax 9,042
Other comprehensive loss (3.234) (3.234)
Comprchcnsivc income $ 158,643
Cash dividends (90,126)
[ssuance of stock awards 1488 37.370
Stock-based compensation 4548
December 31,2005 99988 $7.175 $ 418,668 $(106389) $ 943,860
Net income $ 195,081 195,081
Other comprehensive income (loss):
Translation gain 37203
Minimum pension liability adjustment, net of tax 1517
Derivative financial instruments, net of tax (13,240)
Other comprehensive income 25,480 25,480
Comprchcnsivc income $220,561
Adjustment to initially apply FASB Statement No. 158, net of tax (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 100,350  $7175 $ 430,002 $(262,305) $ 1,044,196
Netincome $214,156 214,156
Other comprehensive income:
Translation gain 95,449
Defined benefit plan adjustment, net of tax 58,958
Derivative financial instruments, net of tax 524
Other comprchensive income 154,931 154,931
Comprchensive income $369,087
Cash dividends (102,658)
Adjustment to initially apply FASB Interpretation No. 48 (5,586)
Issuance of stock awards 1,881 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

The Notes beginning on page F-6 are an integral part of these financial statements.



CONSOLIDATED STATEMENTS OF CASH FLOWS

Sonoco Products Company and consolidated subsidiaries

(Dollars in thousands)

Years ended December 31 2007 2006 2005
Cash Flows from Operating Activitics
Netincome $ 214,156 S 195081 S 161877
Adjustments to reconcile net income to net cash provided by operating activitics
Assctimpairment 16,684 7.750 9515
Depreciation, depletion and amortization 181,339 164,863 163,074
Environmental chargcs 25,150 — 12,500
Non-cash share-based compensation expense 11,000 11,347 4548
Equity in carnings of affiliates/minority interest in subsidiarics (13,716) (13,602) (14925)
Cash dividends from affiliaced companics 8,435 9496 6,758
Gain on disposition of assets (838) (4.644) (555)
Tax effect ofnonqua[iﬁcd stock options 9,538 10,580 2753
Excess tax benefic of share-based compensation (9.317) (10,580) —
Deferred taxes (31,940) (15,265) (24722)
Changc in assets and liabilities, net of effects from acquisitions, dispositions, and forcign currency adj ustments
Receivables 20,169 (9.356) (24,026)
Inventories (9.259) 33,159 (6447)
Prcpaid expenses (1,304) 6412 2298
Payablcs and deferred expenses 69,781 70,376 731
Cash contribution to pension plans (11,647) (10471) (77.024)
Prepaid income taxes and taxes payable (26,258) (1,985) (9,110)
Orherassets and liabilities (6,837) 39,402 20,118
Net cash provided by operating activitics 445,136 482,563 227,363
Cash Flows from Investing Activities
Purchase of property, plantand equipment (169,444)  (123279)  (129,112)
Cost of acquisitions, net of cash acquired (236,263)  (227,304) (3566)
Proceeds from the sale of assets 23,417 21,030 13377
Investment in affiliates and other 2,652 (2,500) —
Net cash used by investing activities (379,638)  (332,053)  (119,301)
Cash Flows from Financing Activitics
Proceeds from issuance of debr 39,041 33535 43859
Principal repayment of debt (40,364)  (116,182) (11.699)
Netincrease (decrease) in commercial paper borrowings 80,000 59,000 (150,000)
Net (decrease) increase in bank overdrafes (798) (9.614) 7.765
Cash dividends — common (102,658) (94.745) (90,126)
Excess tax benefit of share-based compensation 9,317 10,580 —
Shares acquired (109,206) (82,668) -
Common shares issued 49,698 74413 34617
Net cash used by financing activitics (74,970)  (125681)  (165584)
Effects of Exchange Rate Changes on Cash (6,268) 2,061 (593)
Increase (Decrease) in Cash and Cash Equivalents (15,740) 26,890 (58,117)
Cash and cash cquivalcnts at bcginning of year 86,498 59,608 117725
Cash and cash cquivalcnts atend of year $ 70,758 $ 86498 S 59608
Supplemental Cash Flow Disclosures
Incerest paid, net of amounts c:{pitalizcd $ 50,401 $ 41377 S 46650
Income taxes paid, net of refunds $ 103846 S 99999 S 115253

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

(dollars in thousands except per share data)

F-6

Global Reports LLC

The following notes are an integral part of the Consolidated Financial Statements. The
accounting principles followed by the Company appearin bold type.

1. Basis of Presentation

The Consolidated Financial Statements include the accounts of Sonoco Products
Company and its majority-owned subsidiaries (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 deci-
sions, 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 as “Equity in carnings of affiliates/minority interest in subsidiaries” in the
Consolidated Statements of Income. Investments related to equity in affiliates are included
in “Other Assets” in the Company’s Consolidated Balance Sheets and totaled $107,207 and
$102.851 at December 31,2007 and 2006, respectively.

Invesements in affiliaced companics in which the Company is not the primary beneficiary
are accounted for by the equity method ol.accounting and at December 31,2007, included:

Ownership Interest

Percentage at
Entity December 31, 2007
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 BVILtd. 30.0%

For most of 2007, the Company accounted for its 48.9% ownership interest in AT-Spiral
Oy (ATS) by the equity method. The Company acquired the remaining 51.1% ownership
interestin ATS in November 2007; accordingly, itisno longcr accounted for under the
cquity method. For more information, see Note 2.

For most of 2006, the Company accounted for its 25% owncrsbip interest in Demolli
Industria Cartaria S.p.A (Demolli) by the equity method. The Company acquired the
remaining 75% owncrsbip interest in Demolliin December 2006; accordingly, itis no longcr
accounted for under the equity method. For more information, see Note 2.

Asaresult of the 2003 sale of the High Density Film business to Hilex Poly Co., LLC
(Hilex), the Company hasa $29,100 note receivable, duc in 2013, and a $13,600 non-voting
prcFerrcd mcmbcrsbip interest in Hilex, including accrued interest and cumulative unpaid
dividends, rcspcctivcly. The note receivable is included in “Other Assets” in the Company’s

Consolidated Balance Sheets. The preferred membership interest is accounted for by the
cost method.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America (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 esti-
mates.

In accordance with US GAAP, the Company records revenue when title and risk of
ownership pass to the customer, and when persuasive evidence ofan arrangement exists,
delivery has occurred or services have been rendered, the sales price to the customer is
fixed or determinable and when collectibility is reasonably assured. Certain judgments,
such as provisions for estimates of sales returns and allowances, may affect the applica—
tion of the Company’s revenue policy and, therefore, the resules of operations inits
Consolidated 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 receivable.
Provisions are made to the allowance for doubtful accounts at such time that collection
ofall or part of a trade account receivable is in question. The allowance for doubtful
accounts is monitored ona regular 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
dueare generally 100% provided for in the allowance for doubtful accounts. Account
balances are charged off against the allowance for doubtful accounts when the Company
determines that the receivable will not be recovered. One of the Company)s customers
represented a concentration of credit of approximately 10% of the consolidated trade
accounts receivable at December 31,2007 and 2006. Sales to this customer represented
approximately 12% of the Company’s consolidated revenues in 2007 and 2006; no other
single customer comprised more than 5% of the Company’s consolidated revenues in 2007,
2006 or 2005.

The Company identifies its reportable segments in accordance with Statement of
Financial Accounting Standards No. 131, ‘Disclosures 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
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processes, type and class of customer, methods used to distribute products and nature of
the regulatory environment. Of these factors, the Company believes that the most sig-
nificant are the nature of its products and the type of customers served.

Research and development costs are charged to expense as incurred and include sal-
aries and other dircctly related expenses. Rescarch and development costs totaling $15.614
in 2007,$12,735 in 2006 and $14,668 in 2005, arc included in “Selling, general and admin-

istrative expenses” in the Company’s Consolidated Statements of Income.

2. Acquisitions/Dispositions/Joint Ventures

The Company completed four acquisitions during 2007, and purchased the remaining
51.1% interest of its AT-Spiral Oy joint venture, a European manufacturer of tubes and cores,
atan aggregate cost 0f $236,263, all of which was paidin cash. In connection with these
acquisitions, the Company recorded fair value of identified intangibles totaling $49.565,
goodwill of $126,856 (none of which is expected to be tax deductible) and other net tangible
asscts of $59,842. Acquisitions in the Consumer Packaging segment included Matrix Pack-
aging, Inc. a manufacturer of custom- designed blow molded rigid plastic containers and
injection molded products with operations in the United States and Canada, and 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 orinthe aggregate, pro forma
results have not been provided.

The Company completed six acquisitions during 2006, and purcliased the remaining
35.5% minority interest in Sonoco-Alcore Sarl. (Sonoco-Alcore), a European tube, core and
coreboard joint venture formed in 2004, at an aggregate cost of $227 304, all of which was
paid in cash. In connection with these acquisitions, the Company recorded fair value of
identified intangjbles of approximately $27.800, goodwill of approximately $83,400 (of which
approximately $23,500 is expected to be tax deductible), and other net tangjble assets of
approximately $116,100. Acquisitions in the Company’s Tubes and Cores/Paper segment
included the remaining 75% interest in Demolli Industria Cartaria S.p.A, an Italy-based
manufacturer of tubes, cores and paperboard and a small tube and core manufacturer in
Canada. Acquisitions in the Consumer Packaging segment included a rotogravure printed
flexible packaging manufacturer in Texas; a rigid paperboard compaosite container manu-
facturer in Ohio; and Clear Pack Company, amanufacturer of thermoformed and extruded
plastic materials and containers in Illinois. The Company also acquired asmall packaging ful-
fillment business in [linois, which is included in the Pacl{aging Services segment.

The Company completed three acquisitions during 2005 with an aggregate cost of
$3,566 in cash. In connection with these acquisitions, the Company recorded fair value of
identified intangibles of $25, goodwill of $1,081 and other net tangjble assets of $2.460.

Acquisitions in the Company’s Tubes and Cores/ Paper segment included a tube and core

manufacturer in New Zealand, a small molded plug recycler in the United States and the
remaining ownership interest in a Chilean tube and core business. The Company also
acquired certain assets of a rigid plastic packaging manufacturer in Brazil, which is reported in
the Consumer Packaging scgment.

In December 20053, the Company divested its single-plant folding cartons business for
proceeds of $11,000. This transaction resulted in a gain of $2,417 ($1,634 after tax). The
results of this business unit were immaterial to the Company’s consolidated net income, for
all periods presented.

3. Restructuring and Asset Impairment

The Company accounts for restructuring charges in accordance with Statement of
Financial Accounting Standards No. 146, ‘Accounting for Costs Associated with Exit or
Disposal Activities' (FAS 146), whereby the liability is recognized when exit costs are
incurred. If assets become impaired asaresultofa restructuring action, the assets are written
down to the lower ofcarrying amount or fair value, less estimared costs to sell, if applicable. A
number ol.signilicant estimates and assumptions are involved in the determination of fair
value. The Company considers historical experience and all available information at the time
the estimates are made; however, the amounts that are ultimately realized upon the sale of the
divested assets may differ from the estimated fair values reflected in the Company’s Con-
solidated Financial Statements.

The Company has two active restructuring plans, one of which was approved in October
2006 (the 2006 Plan), and the other in August 2003 (the 2003 Plan). In addition, during the
third and fourth quarters 0f2007, the Company recognized additional restructuring and
assctimpairment cliarges associated with the closures of several facilities, which were not part
ofaformal restructuring plan. During the years ended December 31,2007, 2006 and 2005,

the Company recognized total restructuring and asset impairment charges, netof adjust-

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

Restructuring $ 19,507 $18.220 $14,722
Assctimpairment 16,684 7,750 6515
Total 36,191 25970 21237
Income tax benefit (10,835) (4,640) (6,394)
Restructuring/ Asset impairment charges,

net of adjustments (after tax) $ 25,356 $21,330 $14,343

Restructuring and asset impairment charges are included in “Restructuring/ Asset impair-
ment charges” in the Consolidated Statements of Income with the exception of the follow-
ing: restructuring charges applical)le to equity method investments, which are included in
“Equity in carnings of affiliates/minority interest in subsidiaries, net of tax;”and a 2005 assct
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impairment charge 0f$3,000 related to a paper mill in China, which is included in «Seiiing,
generai and administrative.” Additional disclosures concerning other 2007 restructuring and
asset impairment charges, and the 2006 and 2003 restructuring pians, is provided below.

OTHER 2007 ACTIONS

In 2007, the Company also recognized restructuring and asset impairment charges in
addition to those discussed above (the Other 2007 Actions), primarily related to ciosing the
foiiowing operations: a metal ends piant in Brazil (Consumer Packaging segment), a rigid
packaging piant in the United States (Consumer Packaging segment), apaper mill in China
(Tubes and Cores/Paper segment), a molded plastics plantin Turkey (All Other Sonoco),
anda point-of-purchase display manufacturing piant in the United States (Packaging Services
segment). These closures were not part of aformal restructuring pian.

The total cost of the Other 2007 Actions is estimated to be approximately $28,800, most
of which is related to asset impairment charges. Accordingiy, the vast majority of the total
costwill not result in the expenditure of cash. As of December 31,2007, the Company had
incurred total charges of $19,638 associated with the Other 2007 Actions. The following
table provides additional details of these charges:

Other 2007 Actions

Severance Asset

and Impairment/ Other

Total Charges Termination Disposal Exit
2007 Bemfz’ts ofAssets Costs Total
Tubesand Cores/Paper segment $1,148 $ — § — $ 1148
Consumer Packaging segment 874 16,348 273 17,495
Packaging Services segment 134 — — 134
All Other Sonoco 36 597 228 861
Total $2,192 $16,945 $501  $19,638

The Company exXpects to recognize tuture additional costs totaling approximately $9,200
associated with the Other 2007 Actions. These charges are expected to consist primarily of
severance and termination benefits. Of these future costs, it is estimated that $5,000 will
relate to the Tubes and Cores/Paper segment, $3,900 will relate to the Consumer Packaging
segmentand $300 will relate to the Packaging Services segment.

The foiiowing table sets forth the activity in the Other 2007 Actions restructuring accrual
included in “Accrued expenses and other” on the Company’s Consolidated Balance Sheets:

Other 2007 Actions

Severance Asset
and Impairment/ Other
Termination  Disposal Exir
Benefits of Assets Costs Total
Liability, December 31,2006 $ - $ - $ — % —
2007 Charges 2,192 16,945 501 19,638
Cash (payments)/reccipts (1,031) — (273)  (1,304)
Assctwrite downs/disposals — (16,947) —  (16947)
Foreign currency translation 4 2 2 8
Liability, December 31,2007 $ 1,165 $ —  $230 $ 139

Asaresult of Other 2007 Actions, during 2007 the Company recognized pre-tax asset
impairment charges totaiing $16,945, related to the write down of property, piant and
cquipment at three of the Company's operations. In cach case, assets were determined to be
impaired as a result of changes in business conditions and/or contractual arrangements. The
impairment charges are comprised of $11,452 ata metal ends piant in Brazil (Consumer
Packaging segment), $4896ata rigid piastics piant in the United States (Consumer Pack-
aging segment) and $597 ata molded plastics plant in Turkey (All Other Sonoco).

The impairmentin Brazil relates to certain capitaiized costs that will have no future value
duc to management’s decision to close the operation and to move the production lines to the
United States. The charge included value added tax receivables of approximateiy $3,100 that
are not likely to be realized because the Company does not currently expect to generate the

qualifying Brazilian sales needed for recovery.

THE 2006 PLAN

The 2006 Plan called for the closure of approximateiy 12 piant locations and the reduc-
tion of approximateiy 540 positions worldwide. The majority of the restructuring program
focused on international operations, principaiiy Europe, in order to make those operations
more cost effective. These measures began in the fourth quarter 0t2006 and were sub-
stantialiy compiete by the end of 2007.

The total cost of the 2006 Plan is estimated to be approximateiy $37,100, most of which
is related to severance and other termination costs. Accordingiy, the vast majority of the total
restructuring cost will resulein the expenditure of cash. As of December 31,2007, the
Company had incurred total charges of $34,322 associated with these activities. The follow-
ing table provides additional details of the cumulative charges from the inception of the 2006

Plan through December 31,2007:



Global Reports LLC

2006 Plan

Severance Asset

and Impairment/ Other
Total Charges Termination Disposal Exit
Inception to Date B mtﬁls ofAcm‘x Costs Total
Tubesand Cores/Paper segment $13,162 $4222 $6202  $23,586
Consumer Packaging segment 5453 1,686 1,444 8,583
Packaging Services segment 528 — — 528
All Other Sonoco 757 261 607 1,625
Total $19,900 $6,169 $8,253  $34,322

The Company expects to rccognizc tuture additional costs totaling appi'oximatcly $2.800

associatcd V\/itl’l tl]C 2006 Pl“ll’l. Tl’lCSC Cll?l['gCS arc CXPCCth o consist primarily ofscvcrancc

and termination benefits. Of these future costs, it is estimated that $2,400 will relate to the

Tubesand Cores/ Papcr segment, $300 will relace to the Consumer Packaging segment and

$100 will relate to All Other Sonoco.

The Company rccognizcd restructuring cliargcs related to the 2006 Plan, net of adjust—
ments, of $16,824in 2007 and $17.498 in 2006. The following table providcs additional

dCt(lilS ()l:tl’lCSC net Cllal'gCS:

2006 Plan
Severance Asset
and Impairment/ Other

Termination  Disposal Exit
Total Charges Benefits of Assels Costs Total
2007
Tubes and Cores/Paper segment $4,697 $(398) $4,072 $ 8371
Consumer Packaging segment 4,396 1,377 1,288 7,061
Packaging Services segment 451 — — 451
All Other Sonoco 382 — 559 941
Total $9,926 $ 979 $5,919 $16,824
2006
Tubesand Cores/Paper segment $£8,465 $4,620 $2,130  $15215
Consumer Packaging segment 1,057 309 156 1,522
Packaging Services segment 77 — — 77
All Other Sonoco 375 261 48 684
Total $9974 $5,190 $2334  $17498

The net chargcs for 2007 relate primarily to the closures of the following: a rigid pacl(—

aging plant in Gcrmany, i'igici packaging production lines in the United Kingdom, apaper

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

The cliargcs for 2006 relate primarily to the closures of a paper mill in France, two tube
and core plants, one in Canada and one in the United States, and a flexible packaging oper-
ation in Canada. The cliargcs also include the closures of a wooden reels facility and a molded
plastics operation in the United States as well as the impact of downsizing actions primarily in
the Company’s European tubes and cores/ paper operations.

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:

2006 Plan

Severance Asser
and Impairment/ Other
Termination  Disposal Exit
Bemﬁts ofAssets Costs Total
Liability, December 31,2005 $ — $ — $ — 3 —
2006 Charges 9974 5,190 2,334 17,498
Cash payments (1,302) — (649) (1951)
Assctwrite downs/disposals (5,247) — (5,247)
Reclassifications to pension liabilicy (438) — — (438)
Foreign currency translation 30 57 — 87
Liability, December 31,2006 $ 8264 $  —  $168 $ 9949
2007 Charges 10,617 2,897 5,873 19,387
Cash (payments)/reccipts (15,125) 5,201 (7.217)  (17,141)
Assetwrite downs/disposals — (6,180) — (6,180)
Foreign currency translation 452 — 83 535
Adjustments (691) (1,918) 46 (2,563)
Liability, December 31,2007 $ 3517 $ — $ 470 $ 3987

Orher exit costs consist primarily ofbuiiding lease termination claargcs and other miscella-
NCOUS €Xit COStS.

The majority of the liability and the remaining 2006 Plan restructuring costs, with the
exception of certain building7 lease termination expenses, will be paid ciuring 2008 using cash
gcncratcd from opcrations.

During 2007, under the 2006 Plan, the Company rccognizcd pre-tax assct impairment
cliargcs totaling $2,897. Most of this cost was associated with the sale of a rigid pacl(aging
business in Gcrmany and the closure of a rigid packaging production line in the United
Kingdom. Both of these opcrations were part of the Consumer Paci(aging segment. Favor-
able adjustments totaling7 $1.918 were recorded during the year due to the sale of cquipment
prcviously impaircd as the result of the closure of a paper mill in France (Tubes and Cores/
Papcr scgmcnt) and the sale ofl)uilciings and cquipment related to a rigid packaging business
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in Germany (Consumer Packaging scgmcnt). The Company received procccds totaling

$5.201 in connection with these sales.

During 2006, under the 2006 Plan, the Company rccognizcd impairment losses on equip-

ment and facilities held for disposal of $4.620 in the Tubes and Cores/Paper segment, $309

in the Consumer Packaging segmentand $261 in All Other Sonoco. Writcoffs in the Tubes
and Cores/ Papcr segment related primarily to the closure of a paper millin France. Impaircd
assets were written down to the lower of carrying amount or fair value, less estimated costs to

sell, if applicable.

The 2003 Plan

The 2003 Plan called for the Company to reduce its overall cost structure by $54.000 by
rcaligning and centralizing anumber of staft functions and climinating excess plant capacity.
Pursuant to these plans, the Company has initiated or complctcd 22 plant closings and has
reduced its workforce by approximatcly 1,120 cmployccs. As of December 31,2007, the
Company had incurred cumularive charges, net of adjustments, of $102,738 associated with
these activities. The following table providcs additional details of these cumularive net chargcs:

2003 Plan

Severance Asset

and Impairment/  Other
Total Charges Termination  Disposal Exir
Inception to Date Benefits of Assets Costs Total
Tubes and Cores/Paper segment $36,724 $16,835 $19213  $ 72772
Consumer Packaging segment 11,195 5,084 4,730 21,009
Packaging Services segment 333 — — 333
All Other Sonoco 2,999 326 92 3417
Corporate 5,094 — 113 5,207
Toral $56,345 $22245  $24,148  $102738

The Company does not expect to recognize any tuture additional costs under the 2003
Plan.

The Company rccognizcd restructuring chargcs/ (income) related to the 2003 Plan, net
of adjustments, of $(271) in 2007, $8,472 in 2006 and $21,237 in 2005. The following table

providcs additional details of these net cliargcs:

2003 Plan

Severance Asset
and Impairment/ Other

Termination Dis/)asa/ Exit
Total Cl)mgex Bmeﬁty 0] “Assets Costs Total
2007
Tubes and Cores/Paper segment $(210) $(1,239) $1,634 $ 185
Consumer Packaging segment — — (456) (456)
Total $(210) $(1,239) S$L178 $ (271)
2006
Tubes and Cores/Paper segment $ 952 $ 2062  $5164 $ 8178
Consumer Packaging segment 861 498 (968) 391
All Other Sonoco 3 — (100) (97)
Total $1.816 $ 2560  $4096 $ 8472
2005
Tubes and Cores/Paper segment $4.834 $ 4999  $6194 $16027
Consumer Packaging segment 733 1,557 2,321 4611
All Other Sonoco 640 (41) — 599
Total $6,207 $ 6515  $8515 $21237

The net credicincurred in 2007 under the 2003 Plan resulted primarily froma gain on the
sale of a building and tract of land adjoining the Company’s closed paper millin Downing—
town, Pcnnsylvania, and from adjustmcnts to prcviously rccognizcd lease termination costs at
a rigid packaging facility in the United States and severance costs at two Europcan tube and
core operations. These costs were settled for less than originally cxpcctcd rcsulting ina favor-
able adjustmcnt to restructuring expense. The gain and favorable adjustmcnts exceeded
other exit costs incurred during the year associated with this paper mill and prcviously closed
tube and core plants in the United States and Europc.

The net charges incurred in 2006 under the 2003 Plan relate primarily to the closure of
two tube and core plants and a flexible packaging operation in the United States, and an addi-
tional asset impairment chargc rcsulting from a revision to the estimated sales procccds ofa
prcviously closed paper mill located in the United States.

The net charges incurred in 2005 under the 2003 Plan relate primarily to the closure of
tube and core plants in the United States and Europc, flexible packaging plants in the United
States and Canada, and a paper mill in the United States.

The Company also recorded non-cash after-tax offscts in the amounts of $64, $416 and
$1,260in 2007, 2006 and 2005, respectively, rcﬂccting the minority sharcholder’s portion of

restructuring costs that were chargcd to expense. These offsets are included in «Equity in
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carnings of affiliates/ minority interest in subsidiarics, net of tax” in the Company’s Con-
solidated Statements of Income.

The following table sets forth the activity in the 2003 Plan restructuring accrual included
in “Accrued expenses and other” in the Company’s Consolidated Balance Sheets:

2003 Plan
Severance Asset
and Impairment/ Other
1ermination Dis])asﬂ/ Exir
Benefits of Assets Costs Total

Liability, December 31, 2004 $ 6674 $  — $5168 $11842
2005 Charges 6232 7,099 8992 22323
Cash payments (8,600) — (7.329) (15929)
Asset write downs/disposals — (6515) —  (6515)
Foreign currency translation (859) — 140 (719)
Adjustments (538) (584) 36 (1,086)
Liability, December 31, 2005 $ 2909 $  — $7007 $9916
2006 Charges 2,101 2,672 6,009 10,782
Cash payments (4.272) — (7.089) (11,361)
Assctwrite downs/disposals — (2,560) —  (25060)
Foreign currency translation 114 — 98 212
Adjustments (285) (112) (1913)  (2310)
Liability, December 31, 2006 $ 567 $  — S 4112 $ 4679
2007 Charges — — 1,973 1,973
Cash (payments)/reccipts (208) 2,318 (2,677) (567)
Assetwrite downs/disposals — (1,079) —  (1,079)
Foreign currency translation 23 — 104 127
Adjustments (210) (1,239) (795)  (2,244)
Liability, December 31,2007 $ 172 $ —  $2717 $2.889

Orther exit costs consist primarily ofbuilding lease termination cliarges and other miscella-

NEOUS eXit Costs. Adjustments consist primarily of revisions to estimates of building lease
termination charges and differences between expected and actual severance payouts.

During 2007, under the 2003 Plan, the Company received cash ot $2,318 in connection
with the sale ofa building and tract of land associated with a paper millin Downingtown,
Pennsylvania. The mill had been closed in 2005 and an impairment charge recognized as the
assets were written down to their estimated fair value. The sale resulted in a favorable adjust-
ment to restructuring, of $1,239, as the sales proceeds were in excess of the previously esti-
mated fair value of the assets of $1,079. This adjustment was related to the Tubes and Cores/
Paper segment.

During 2006, under the 2003 Plan, the Company recognized impairment losses on equip-
ment and facilities held for disposal in the Tubes and Cores/ Paper segmentin the amount of
$2,062 and in the Consumer Packaging segment in the amount of $498. Writcoffs in the
Tubes and Cores/ Paper segment related primarily to the closure of a paper millin the United
States. Writeofts of impaired cquipment and facilities in the Consumer Packaging segment
related primarily to the closure of two flexible pacl{aging plants. Impaired assets were written
down to the lower ofcarrying amount or fair value, less estimated costs to sell if applicable.

During 2005, under the 2003 Plan, the Company recognized writeoffs of impaired equip-
ment and facilities held for disposal in the Tubes and Cores/ Paper segmentin the amount of
$4.312.in the Consumer Packaging segment in the amount of $1,367 and in All Other
Sonoco in the amount of $(41). Also, during 2005, the Company recognized writeoffs of
inventory in the Tubes and Cores/ Paper segmentin the amount of $687, and in the
Consumer Packaging segment in the amount of $190. Writcotts ofimpaired equipment,
facilities and inventory in the Tubes and Cores/ Paper segment related primarily to the clo-
sure of tube and core plants anda paper mill in the United States. Writeotfs of impaired
cquipment, facilities and inventory in the Consumer Packaging segment related primarily to
the closure of two flexible packaging plants. Impaired assets were written down to the lower
of carryingamount or fair value, less estimarted costs to sell, if applicablei

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

4. Cash and Cash Equivalents

Cash equivalents are composed ofhighly liquid investments with an original maturity
of three months or less. Cash equivalents are recorded at cost, which approximates
market. At December 31,2007 and 2006, ourstanding checks totaling $12.469 and $12.847,
respectively, were included in «Payable to suppliers” on the Company’s Consolidated Balance
Sheets. In addition, outstanding payroll checks of $686 and $1,106 as of December 31,2007
and 2006, respectively, were included in “Accruedwages and other compensation” on the
Company’s Consolidated Balance Sheets.

The Company uses a notional pooling arrangement with an international bank to lielp
manage global liquidity requirements. Under this pooling arrangement, the Company and its
participating subsidiaries may maintain cither cash deposit or borrowing positions through
local currency accounts with the bank, so long as the aggregate position of the global pool isa
notionally calculated net cash deposit. Because it maintains a security interest in the cash
deposits, and has the riglit to offset the cash deposits against the borrowings, the bank pro-
vides the Company and its participating subsidiaries favorable interest terms on both. The

Company’s Consolidated Balance Sheets reflect a net cash deposit under this pooling

arrangement 0f $200 and $1,263 as of December 31,2007 and 2006, respectively.
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5. Inventories

Inventories are stated at the lower of cost or market. The last-in, firsc-out (LIFO)
method was used to determine costs of approximately 18% and 21% of total inventories at
December 31,2007 and 2006, respectively. The remainin
first-in, first-out (FIFO) method.

Ifthe FIFO method of accounting had been used for all inventories, total inventory
would have been higher by $16,404 and $14,602 at December 31,2007 and 2006,

respectively.

g inventories are determined on the

6. 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 esti-
mated useful lives of the assets, and are reviewed for impairment whenever
events indicate the carrying value may not be recoverable.

Equipment lives 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 at December 31 are as follows:

2007 2006
Land $ 72757 $ 66,161
Timber resources 39,069 38,503
Buildings 443,567 421291
Machineiy and equipment 2,289,720 2,130,006
Construction in progress 105,205 76,063
2,950,318 2732024

(1,844,976)  (1712:430)
$ 1,105,342 $ 1019594

Accumulated dcprcciation and dcplction

PI‘OPCI‘E)/, plant and equipment, net

Estimated costs for complction of capital additions under construction totaled approx-
imately $61,300 ac December 31,2007.

Depreciation and depletion expense amounted to $170,013 in 2007, $157,000 in 2006
and $155.412in 2005.

The Company has certain properties and equipment that are leased under noncancelable
opcrating leases. Future minimum rentals under noncancelable operating leases with terms of
more than one year are as follows: 2008 — $32,900; 2009 - $26,300; 2010 - $20,700; 2011 -
$15,700; 2012~ $12,700 and thereafter - $31,100. Total rental expense under operating
leases was approximately $46,800 in 2007, $42.200 in 2006 and $41.900 in 2005.

7. 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 Asscts’ (FAS 142).
Under FAS 142, purchased goodwill and intangible assets with indefinite lives are not
amortized. The Company evaluates its goodwill for impairmentat least annually, and
more frequently ifindicators of impairment are present. In performing the impairment
test, the Company uses discounted future cash flows to estimate the fair value of cach report-
ing unit. If the fair value of the reporting unit exceeds the carrying value of the reporting unit’s
assets, including goodwill, there is no impairment. Ortherwise, 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 quar-
ters of 2007, 2006 and 2005. Based on this impairment testing, no adj ustment to the recorded
goodwill balance was necessary. The evaluation of goodwill impairment that was completed
during the third quarter 0f 2007 used forward-looking projections, which included expected
improvement in results at certain reporting units, most notably the Flexible Packaging busi-
ness in the Consumer Packaging segment. The goodwill associated with the Flexible Pack-
aging business totaled approximately $96,000 at December 31,2007 Ifactual performance in
this reporting unit falls signiﬁcantly short of projected results, it is reasonably possible thata
non-cash impairment charge would be required.

The changes in the carrying amount ofgoodwill for the year ended December 31,2007,
are as follows:

Tubes
and Cores - Consumer  Packaging — All
/Paper  Packaging ~ Services  Other

Segment  Segment  Segment  Sonoco Total

Balance as of January 1,2007 $225957  $224,657 $150973 $65701  $667288
Goodwill on 2007 acquisitions 15 126798 — 43 126,856
Foreign currency translation 16,500 17,691 27 271 34489
Other — (2,423) — — (2,423)
Adjustments 2,658 (500) — (20) 2,138
Balance as of December 31,

2007 $245,130  $366223  $151,000 $65995  $828348

The Company disposed of $1,888 of goodwill associated with the sale ofa rigid packaging
business in Germany in the second quarter 0f2007 and disposed of $535 Ofgoodwill asso-
ciated with the sale of a rigid packaging business in Belgium in the third quarter 0f2007. The
goodwill disposed of totaled $2,423 and is shown above under the caption “Other”.
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Adjustments to goodwill in the Tubesand Cores/ Paper segment consist primarily ofa
change in the purchase price allocation relating to the December 2006 acquisition of
Demolli Industria Cartaria S.p.A. The change, which decreased net tangible assets and
increased goodwill, was a result of finalizing the valuation of the acquired business. Adjust-
ments to goodwill in the Consumer Pacl{aging segment consist primarily of changes to
deferred tax valuation allowances established in connection with acquisitions made in prior
years.

OTHER INTANGIBLE ASSETS

Intangible assets are amortized, usually ona straight—line basis, over their respective
uscful lives, which gencrally range from three to 20 years. The Company evaluatesits
intangible assets for impairment whenever indicators of impairment exist. The Company
has no intangiblcs with indefinite lives.

2007 2006

Amortizable intangibles — Gross cost

Patents $ 3360 $ 3360
Customer lists 161,805 108,741
Land use rights 7,315 6,855
Supply agreements 1,000 1,000
Other 11,032 8,302
Total gross cost $184,512 $128258
Accumulated amortization
Patents $ (3,266) $ (3255
Customer lists (32,178) (20,651

Land use rights (3,088) (2,797
Supply agreements (650) (550
Other (5,894) (5,120
Total accumulated amortization $(45,076) $(32373

$139,436 $ 95885

Netamortizable intangibles

Aggregate amortization expense on intangible asscts was $11,326,$7.863 and $7.662 for
the years ended December 31,2007, 2006 and 2005, rcspcctivcly. Amortization expensc on
intangiblc assets is expected to approximate $12.965 in 2008, $12,359in 2009, $12,018 in
2010,$11,820in2011 and $11,097 in 2012.

The Company recorded $49,565 of identifiable intangibles in connection with 2007
acquisitions. Of this total, approximately $46,850 related to customer lists that will be amor-
tized over pcriods ranging from S to 20 years. The remaining $2,715 consists of other
identifiable intangiblcs, primarily non-compete agreements. These agreements are amortized
over their respective lives, generally from three to five years.

8. Debt

Debtat December 31 was as follows:

2007 2006

Commercial paper, average rate of 5.32%in 2007 and 5.01%in 2006~ $169,000  $ 89,000
6.75% debentures due November 2010 99,940 99926
6.5% debentures due November 2013 249,324 249208
5.625% debentures due November 2016 149,393 149,322
9.2% debentures due August 2021 41,305 41,305
6.125% Industrial Revenue Bonds (IRBs) due June 2025 34,721 34,697
6.0%IRBs duc April 2026 34,423 34,392
Forcign denominated debr, average rate 0f8.0%in 2007 and 7.6% in

2006 56,721 50,576
Other notes 14,711 15,566
Total debe 849,538 763992
Less current portion and short-term notes 45,199 51,903
Long-term debe $804,339  $712,089

The Company operates a commercial paper program totaling $500,000, and has a fully
committed bank line of credit supporting the program by alike amount. On May 3,2006,
the Company entered into an amended and restated credit agreement to extend its bank line
of creditto anew ﬁve-year maturity. The amended and restated credic agreement also pro-
vided the Company the option to increase its credicline from $350,000 to $500,000 subject
to the concurrence of its lenders. The Company exercised this option and increased the
credit line to $500,000 on May 29,2007. The Company intends to indefinitely maintain line
of credit agreements fully supporting its commercial paper program. Consistent with the
macurity of the supporting line of credit, the Company classifies outstanding commercial
paper balances as long-term debt.

Inaddition, at December 31,2007, the Company had approximately $289,000 available
under unused short-term lines of credit. These short-term lines of credit are for general
Company purposes, with interest at mutually agreed-upon rates.

Certain of the Company’s debr agreements impose restrictions with respect to the main-
tenance of financial ratios and the disposition ofassets. The most restrictive covenant currently
requires that net worth, as defined, at the end of each fiscal quarter be greater than $1,164,248,
increased by 25% of net income after December 31,2005, and decreased by stock purchases
after May 3, 2006. This covenant excludes from the above net worth calculation any accumu-
lated other comprehensive income or loss. As of December 31,2007, the Company was
approximately $390,000 above the minimum level required under this covenant.

The 6.125% IRBs and the 6.0% IRBs are collateralized by property, plantand equipment
atseveral locations. On January 2, 2008, the Company prepaid the 6.125% IRB with other
borrowings classified as long term. The Company intends to prepay the 6.0% IRB in the
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second quarter 0f 2008 with other borrowings to be classified as iong term. The prepayment
of these bonds is cxpccted to resultin an after-tax loss of approximately $1,300.
The approximate principai requirements of debt maturing in the next five years are:

2008 - $45,198; 2009 - $3,315; 2010 - $105,671; 2011 - $171,048 and 2012 - $9,721.

9. Financial Instruments
The foiiowing table sets forth the carrying amounts and fair values of the Company’s sig-
nificant financial instruments where the carrying amount differs from the fair value.
December 31, 2007 Decenmber 31, 2006

Carrying Fair Carrying Fair
Amount Value Amount Value

Long»tcrmdcbt $804,339  $830,031 $712,089 $732,377

Hilex note reccivable and cquity

$ 42,651 S 34,737 % 40731 $ 35790

instrument

The carrying value of cash and cash cquivaicnts, short-term debrand iong—tcrm variable-
rate debrt approximates fair value. The fair value of iong—tcrm debrtis based on quotcd market
pricesoris determined by discounting future cash flows using interest races available to the
Company for issues with similar terms and average maturities. The fair value of the Hilex
note receivable and equity instrument is based on discounted future cash flows using
observable market interest rates for issues with similar terms, maturities and risks.

The Company records c]uaiifying derivatives based on Statement of Financial Account-
ing Standards No. 133, ‘Accounting for Derivative Inscruments and Hcdging Activities
(FAS 133), and related amendments. This Stacement requires that all derivatives be recog-
nized as assets or liabilities in the balance sheet and measured ac fair value. Changcs in the fair
value of derivatives are rccognizcci in cither net income or in other compi‘chcnsivc income,
dcpcnding onthe cicsignatcd purpose of the derivative.

The Company uses derivatives from time to time to mitigate the effect of raw material
and energy cost fluctuations, forcign currency fluctuations and interest rate movements. The
Company purchascs commuodities such as recovered paper, metal and energy gcncraiiy at
market or fixed prices that are established with the vendor as part of the purciiasc process for
quantities cxpcctcd to be consumed in the ordinary course of business. The Company may
enter into commodity futures or swaps to reduce the effect of price fluctuation. The Com-
pany may use forcign currency forward contracts and other risk management instruments to
manage exposure to changcs in forcign currency cash flows and the translation ofmonctary
assets and liabilitics on the Company’s Consolidated Financial Stacements. The Company is
cxposcd to interest-rate fluctuations as a result of using debrtas a source of financing for its
operations. The Company may usc traditional, unicvcragcd incerest rate swaps to adjust its
mix of fixed and variable rate debt to manage its cXposure to interest rate movements. The
Company uscs pubiishcd market prices or estimated values based on current price quotes
and a discounted cash flow model to estimate the fair market value of derivatives.

Allinterest rate swaps quaiificd as fair-value hcdges, under which fixed interest rates are
swappcd for ﬂoating rates. During 2004, the Company entered into agreements to swap the
interest race from fixed to floating on $100,000 of its $250,000 6.5% notes macuring in 2013,
and all $150,000 of ics 5.625% notes maturing in 2016. During 2006, the Company termi-
nated both interest rate swaps. At the time of termination, the fair value of the interest rate
swap related to the 6.5% notes was an unfavorable position of $3,018, and the fair value of the
interest rate swap related to the 5.625% notes was a favorable position of $881. In accordance
with FAS 133, interest expensc is bcing adjustcd by amortization of the gain and loss asso-
ciated with these swap terminations over the remaining life of the related bonds. Termination
of these swaps increased the Company’s proportion of fixed rate debt, rcducing its exposure
to the effects of interest rate changcs. The Company did not enter into any new fair value
hedges during the year ended December 31,2007

The Company has entered into certain cash flow hcdgcs to mitigate exposure to com-
modity, energy and foreign exchangc risks. Related hedge gains and/or losses are reclassified
from accumulated other comprchensivc income and into carnings in the same pcriods that
the forecasted purchascs or payments affect carnings. The only significant open hedge posi-
tions relate to the Company’s forecasted purchase of natural gas. At December 31,2007,
natural gas swaps covering approximately 6.1 million MMBTUs were outstanding, The
hedged natural gas quantities at this date represent approximatciy 69%, 44% and 19% of
anticipated U.S. and Canadian usage for 2008,2009 and 2010, respectively. The total fair
market value of the Company’s cash-flow hedge derivatives as of December 31,2007, was a
net loss of $1,465 on a tax-adjusted basis. Of this amount, aloss of $272 is expected to be
reclassified to carnings in 2008. Asa result of the high correlation between the derivative
instruments and the associated hcdgcd transactions, incffectiveness did not have a material
impacton the Company’s Consolidated Statements of Income for the years ended

December 31,2007, 2006 and 2005.
10. Stock-based Plans

The Company provides share-based compensation in the form of stock options, stock
appreciation rights and restricted stock units. The majority of these awards are issued pur-
suant to the Company’s 1991 Key Employee Stock Plan (the “Employee Stock Plan”) and
1996 Non-employee Directors Stock Plan (the “Directors’ Plan”). The Company's
non-cmpioyec director stock-based awards have not been material. At December 31,2007, a
total of 3,339,361 shares remain available for future grant under these plans. The Company
issues new shares for stock option and stock appreciation right exercises and stock unit con-
versions. Although the Company has from time to time repurchased shares to replace its
authorized shares issued under its stock compensation pians, there is no spccific schedule or
poiicy to do so.

Total compensation cost for share-based payment arrangements was $11,000, $11,347
and $4,554, for 2007, 2006 and 2005, respectively. The related tax benefit recognized in net
income was $3.908, $3,699 and $1,475, for the same years, respectively. Share-based compen-
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sation expense is included in seiiing, generai and administrative expense on the Condensed
Consolidated Statements of Income.

Effective]anuary 1,2006, the Company adopted the fair value method of accounting for
share-based compensation arrangements in accordance with Statement of Financial
Accounting Standards No. 123 (revised 2004), “Share-based Payment (FAS 123(R)), using
the modified prospective method of transition. Under the modified prospective method,
compensation expensc is recognized beginning at the effective date of adoption of FAS
123(R) for all share-based payments (i) granted after the effective date of adoption and
(ii) granted prior to the effective date ofadoption and that remain unvested on the date of
adoption. The Company recognizes share-based compensation cost ratabiy over the
expected vesting period.

Prior to January 1, 2006, the Company accounted for share-based empioyee compensa-
tion pians using the intrinsic value method of accounting in accordance with Accounting
Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees’ (APB 25),
and its relaced interpretations. Under the provisions of APB 25, no compensation expense
was recognized when stock options were granted with exercise prices equai to or greater than
market value on the date of grant.

Under the modified prospective method of transition, the Company is not required to
restate its prior period financial statements. The foiiowing table illustrates the effect on net
income and carnings per share if the Company had appiied the fair value recognition provi-
sions of FAS 123 to stock-based employee compensation for the year ended December 31,
2005:

Year Ended
December 31,
2005
Netincome, as reported $161.877
Add: Stock»basch employee compensation cost, net of related tax effects,
included in netincome, as reported 3078
Deduct: Toral stock-based employee compensation expense determined
under fair value based method for all awards, net of related tax effects (7.534)
Pro forma net income $157,421
Earnings per share:
Basic - as reported $ 163
Basic - pro forma 158
Diiutedpf as reported 1.61
Diluted - pro forma 1.57

When the tax deduction for an exercised stock option, exercised stock appreciation right
or converted stock unit exceeds the compensation cost that has been recognized inincome,
an “excess’ tax benefit is created. The excess benefit is not recognized on the income state-
ment, but rather on the balance sheet as additional paid-in capitai. The additional net excess

tax benefit realized was $9,312 and $10,580 for 2007 and 2006, respectively. Prior to the

adoption of FAS 123(R), the Company presented all tax benefits resulting from share-based
compensation as cash flows from operating activities in the condensed consolidated state-
ments of cash flows. FAS 123(R) requires cash flows resulting from tax deductions in excess
ofthe grant—date fair value of share-based awards to be included in cash flows from financing
activities. Excess tax benefits of $9,317 and $10,580, recognized during 2007 and 2006 have
been included in cash flows from financing activities. In accordance with the adoption of
FAS 123(R), the Company chose to adopt the short-cur method to determine the pooi of
windfall tax benefits related to stock-based compensation.

For purposes of calculating share-based compensation expense under FAS 123(R) for
retiree-eiigibie empioyees, the service compietion date is assumed to be the grant date; there-
fore, expense associated with share-based compensation to these empioyees is recognized at
that time. The annual impact of recognizing this expense immediateiy versus over the nomi-
nal vesting period is not material because the Company’s empioyee stock options and stock
appreciation rights have one-year vesting periods.

STOCK OPTIONS AND STOCK APPRECIATION RIGHTS (SARS)

The Company typicaiiy grants stock options or stock appreciation rights annuaiiy ona
discretionary basis to its key empioyees. Prior to 2006, the Company also granted stock
options to its non-cmployee directors. Options granted under the Employce Stock Plan and
the Directors’ Plan were at market (had an exercise price equai to the ciosing market price on
the date of grant), had 10-ycar terms and vested over one year, except for the options granted
in 2005, which vested immediately. In 2006, the Company began to grant stock appreciation
rights (SARs) instead of stock options. SARs are at market, vest over one year, have seven-
year terms and can be setdled only in stock. Both stock options and SARs are exercisable
upon vesting,

On February 7,2007, the Company granted to employees 609,975 stock-settled SARG,
net of forfeitures. An additional 5,250 SARs were granted over the remainder of the year. All
SARswere granted at the closing market prices on the dates of grant. As of December 31,
2007, there was $204 of total unrecognized compensation cost related to nonvested SARs.
This cost will be recognized over the remaining weighted-average vesting period, which is
approximatcly one month.

The weighted-average fair values of options and SARs granted was $6.43, $5.85 and $5.42
in 2007,2006 and 2005, respecctively. The Company computed the estimated fair values of all
options and SARs using the binomial option-pricing model appiying the assumptions set
forth in the foiiowing table:

2007 2006 2005
Expected dividend yieid 2.5% 2.8% 35%
Expected stock price voiatiiity 18.3%  20.8% 26.2%
Risk-free interest rate 4.8% 45% 37%
Expected life of options/SARs 4years 4yecars 4.5 years
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The assumptions cmploycd in the calculation of the fair value of stock options and SARs
were determined as follows:
. Expectcd dividend yield —the Company’s annual dividend divided by the stock price at the
time of grant.
. Expectcd stock price Volatility — based on historical Volatility of the Company’s common
stock measured weckly foratime period cqual to the cxpected life.
o Risk-free interest rate — based on U.S. Trcasury yields in effectat the time of grant for
maturities equal to the expectcd life.
. Expectcd life - calculated using the simpliﬁcd method as prcscribed in StaffAccounting
Bulletin No. 107, where the cxpccted life is Cqual to the sum of the vesting period and the

contractual term divided by two.

The following tables summarize information about stock options and SARs outstanding
and exercisable at December 31,2007:
Options and SARs Vested and Expfctm’ 10 Vest
Weighted-
average We eig/}lm'—
Remdiniﬂg average
Range ()f : Number Contractual — Exercise
Exercise Prices Oul.fmndmg Lifé Price
$17.25-$23.80 1,691,904 3.6 ycars $22.04 $18,010
$23.86-$28.00 1,961,763 5.5 years $2553 $14,029
$28.06-$43.83

$17.25-84383

Aggregate

Intrinsic Value

5,760,460 4.3 years $27.42 $34,394

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

average
FExercise Price

Nonvested Vested Total

Outstanding, December 31,

2006 730089 6,354,797 7,084,886 $26.48
Vested (728,089) 728,089 —
Granted 614925 300 615225 $38.13
Exercised —  (1,928820) (1,928,820) $27.34
Forfeited (2,000) (8.331) (10,831) $30.44

Ourstanding, December 31,

2007 614925 5145535 5760460 $27.42

2,106,793 3.7 years $3352 $ 2355

Options and SARs Exercisable

H/fightm' 8
average We ezg/alerl—
Remaining average
Range 0f Number — Contractual — Exercise
Exercise Prices Exercisable Llﬁ Price

Aggregate

Intrinsic Value

$17.25-$23.80
$23.86-$28.00
$28.06-$38.11

$17.25-$38.11

1,691,904 3.6 ycars $22.04 $18,010
1,961,763 5.5 years $25.53 $14,029

5,145,535 4.1 years $26.15 $34394

1,491,868 2.7 years $31.62 $ 2,355

The aggregate intrinsic value of options and SARs exercised during the years ended
December 31,2007, 2006 and 2005 was $26,631,$27.827 and 87,635, respectively. Cash
received on option exercises was $49.698, 74413 and $34.617 for the same years, respectivcly.

PERFORMANCE-BASED STOCK AWARDS

The Company typically grants performance contingent restricted stock units (PCSUs)
annually ona discrctionai’y basis to certain of its executives and other members of its manage-
ment team. Both the ultimate number of PCSUs awarded and the vesting period are dependent
upon the degree to which performance targets are achieved for three-year performance periods.
Upon vesting, PCSUs are convertible into common shares on a one-for-one basis. These awards
are granted under the Employee Stock Plan and vest over five years with accelerated vesting over
three years it pcrformancc targets are met. For the awards outstanding at December 31,2007,
the ultimate number of PCSUs that could vest ranges from 197,946 to 593,837 and is tied to
carnings and capital effectiveness overa thrcc—ycar pcriod, The 2006 awards are tied to pcrform—
ance targets over the thrcc—ycar pcriod cnding December 31,2008, and can range from 98,058
t0 294,174 unics. The 2007 awards are tied to performance targets through fiscal ycar 2009, and
can range from 99,888 t0 299,663 units.

The thrcc—ycar pcrformancc cyclc for the 2005 awards was complctcd on December 31,
2007. Based on mecting pcrformancc goals established at the time of the award, participants
to whom awards had been grantcd carned 198,991 stock units with a vested fair value of
$6,503. The Company’s 2004 performance program completed its three-year performance
cycle on December 31,2006, Based on meeting performance goals established at the time of
the award, participants carned 181,157 stock units with a vested fair value of $6,895.

Non-cash stock-based compensation associated with PCSUs totaled $6,619, $6,654 and
$3,198 for 2007, 2006 and 2005, respectively. The adoption of FAS 123(R) did not materially
change the expense recognition for PCSUs. As of December 31, 2007, there was approx-
imately $8,500 of total unrccognizcd compensation cost related to nonvested PCSUs. This
costis cxpcctcd to be rccognizcd overa Wcightcd—avcragc pcriod of cightccn months.
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RESTRICTED STOCK AWARDS
Since 1994, the Company has from time to time granted awards of restricted stock units to
certain of the Company’s executives. These awards vest over a ﬁve-year period with one-third
vesting on cach of the third, fourth and fifth anniversaries of the grant. An executive must be
activeiy employed by the Company on the vesting date for shares to be issued. However, in
the event of the exccutive’s death, disability or retirement prior to full vesting, shares will be
issued ona prorata basis up through the time the executive’s empioyment ccascs. Partic-
ipants can elect to defer receipt. However, once vested these awards do not expire. Asof
December 31,2007, a total of 367,889 restricted stock units remained outstanding, 291,885
of which were vested. No restricted stock units vested during 2007 and no restricted stock
units were granted during 2007. Non-cash stock-based compensation associated with
restricted stock grants totaled $419, $419 and $1,356 for 2007,2006 and 2005, respectively.
The adoption of FAS 123(R) did not materially change the expense recognition for the
Company’s restricted stock awards. As of December 31,2007, there was $801 of total
unreeognized compensation cost related to nonvested restricted stock units. This cost is
expected to be recognized overa weighted-average period of two years.

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

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

2006 560,497 559362 1,119,859 $27.20

Granted 256,728 — 256728 $38.11
Vested (198991) 198991 —
Converted —  (58978)  (58978) $24.38
Performance adjusements/other (30519) 14276 (16,243) $32.83
Outstanding, December 31,

2007 587715 713651 1,301,366 $29.50

DEFERRED COMPENSATION PLANS

Certain officers of the Company may clectto defera portion of their compensation in
the form of stock units. Units are granted as of the day the cash compensation would have
otherwise been paid using the closing price of the Company’s common stock on that day.
The units immediateiy vest and earn dividend equivaients. Units are distributed in the form of
common stock upon retirement over a period clected by the empioyee. Cash compensation
totaling $174 was deferred as stock units during 2007, resulting in 4,659 units being granted.
There were no conversions to common stock during 2007.

During 2006 and 2007, non-employee directors were required to defer a minimum of
50% of their quarterly retainer fees into stock units. Units are granted asof the day the cash
compensation would have otherwise been paid using the ciosing price of the Company’s
common stock on that day. The units immediateiy vest and earn dividend equivalents. Dis-
tributions begin after retirement from the board over a period elected by the director. Since
distributions can be made in stock or cash, units granted under the director pian are
accounted for as liabiiity—classified awards.

11. Employee Benefit Plans
RETIREMENT PLANS AND RETIREE HEALTH AND LIFE INSURANCE PLANS

The Company provides non-eontributory defined benefit pension pians fora majority of
its employees in the United States, and certain of its empioyees in Mexico and Beigium.
Effective December 31,2003, the Company froze participation for newly hired salaried and
non-union houriy us. empioyees in its traditional defined benefit pension pian. The Com-
pany adopteda defined contribution plan, the Sonoco Investment and Retirement Plan,
which covers its non-union U.S. employees hired on or after]anuary 1,2004. The Company
also sponsors contributory pension pians covering the majority ofits empioyees in the
United Kingdom, Canada and the Netherlands.

The Company also provides postretirement healthcare and life insurance benefits to the
majority ofits retirees and their eiigible dependents in the United States and Canada. In the
fourth quarter 0f 2005, the Company announced ebanges in eiigibiiity for retiree medical
benefits effective January 1,2006, for ics U.S. plan. These changes included the elimination of
a Company subsidy toward the cost of retiree medical benefits if certain age and service cri-
teria were not met, as well as the elimination of Company-provided prescription drug bene-
fits for the majority ofits current retirees and all future retirees.

The Company uses a December 31 measurement date for all its pians with the exception
ofits pension pian in the United Kingdom, which uses a September 30 measurement date.

FORM I0-K | SONOCO 2007 ANNUAL REPORT F—I7



The components of net periodic benefit cost include the following: The following tables set forth the Plans obligations and assets at December 31:

2007 2006 2005 Retiree Health and
. Retirement Plans Life Insurance Plans
Retirement Plans
Service cost $29563 $28545 $ 2599 2007 2006 2007 2006
Interest cost 70,651 64471 60489  Change in Benefit Obligation
Expected return on plan asscts (89.201) (81332) (72316) Bencfic obligation at January 1 $1,243,602 $1,196383 $ 91,852 $102213
Amortization of net transition obligation 774 696 575  Service cost 29,563 28545 2,423 2545
Amortization of prior service cost 1,453 1,615 1,770 Interest cost 70,651 64471 4,789 5077
Amortization of net actuarial loss 20,847 28,177 22705  Plan participant contributions 1,801 2,080 3,577 4263
Special termination benefic cost 16 659 203 Plan amendments 932 1,010 (5,854)  (2,790)
Other 664 13 —  Actuarial gain (70,352)  (18263)  (8,930)  (7.166)
Net periodic benefit cost $ 34,767 $ 42844 $ 39420 Benefits paid (60,486) (56927)  (9,352) (12.396)
] ] Impact of forcign cxchange rates 21,527 25,484 106 106
Retiree Health and Life Insurance Plans Special ination bencfi 16 639 . .
o ; pecial termination benefit cost 5
Service cost $ 2423 $ 2545 $ 3487 Orther (2,204) 160 . .
[nterest cost 4,789 5,077 7.097 - — : : 3
Expected return on plan assets 2118)  (2310)  (2881) Benefit obligation at December 31 $1,235,050 $1,243,602 $ 78,611 $ 91,852
Amortization of prior service credit (9,738)  (9731)  (7679) ChangeinPlan Assets
Amortization of net actuarial loss 4,045 5721 4896 Fairvalue of plan asscts at January 1 $1,084,767 $ 981442 $ 30,016 $ 32705
Effect of curtailment gain — — (1.344)  Actual return on plan assets 89,686 131,118 2,245 4068
Net periodic benefit (income)/cost $ (599) $ 1302 $ 3576 Company contributions 15,071 13915 1,459 1532
Plan participant contributions 1,801 2,080 3,578 4263
Benefics paid (60,408) (56927)  (9,353) (12,396)
Impact of forcign cxchange rates 18,808 18,556 — —
Expenses paid (4,490) (5.397) (125) (156)
Other (1,126) (20) — —
Fair valuc of plan asscts ac
December 31 $1,144,109 $1,084,767 $27,820 $ 30,016
Funded Status of the Plans $ (90,941) $ (15838335) $(50,791) $(61.836)
Retirement Plans
2007 2006
Total Recognized Amounts in the Consolidated Balance
Sheets Noncurrent Assets $ 41316 $ 9051
Current liabilities (8,149)  (17,066)
Noncurrent liabilities (124,108)  (150,820)
Net pension liability $ (90,941) $(158835)
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[tems not yet rccognized asacomponent of net periodic pension cost that are included in
Accumulated Other Comprehensive Loss (Income) as of December 31,2007, are as follows:

Retiree Health and
Life Insurance
Retirement Plans Plans
Net actuarial loss $264,382 $ 30,106
Prior service cost/(credit) 8222 (27,092)
Net transition obiigation 4537 —
$277,141 $ 3014

Of the amounts included in Accumulated Other Comprehensive Loss (Income) as of
December 31,2007, the portions thatare cxpcctcd to be rccognizcd as components of net
pcriodic benefit costin 2008 are as follows:

Retiree Health and
Liff[nsumme
Retirement Plans Plans
Net actuarial loss $12,533 $ 3121
Prior service cost/(credit) 1,406 (10,436)
Net transition obligation 724 —
$14,663 $ (7.315)
The amounts recognizcd in Other Comprchcnsive Income during 2007 include the fol-
iowing:
Retiree Health and
Lifé Insurance
Retirement Plans Plans

Adjustments arising during the period:

Net actuarial gain $(64,768) $(8937)

Prior service cost/(credit) 851 (5.853)

Net transition asset (167) —
Reversal of amortization:

Nert actuarial loss (20,847) (4,045)

Prior service cost/(credit) (1,453) 9.738

Net transition obligation (774) —
Total recognized in Other Comprehensive Income $(87.158) $(9,097)

The accumulated benefit obiigation for all defined benefit plans was $1,126,748 and
$1,143,897 at December 31,2007 and 2006, rcspcctiveiy.

The projected benefit obligation (PBO), accumulated benefit obligation (ABO) and fair

value of pian assets for pension pians with accumulated benefit obligations in excess of plan
assets were, $429,727,$401,619 and $298,620, respectively, as of December 31,2007, and
$428,692,$401,560 and $261,100, respectively, as of December 31,2006, As of

December 31,2007, both the ABO and the PBO of the Company’s U.S. qualified pension

planwere fully funded.

The foiiowing table sets forth the Company’s projected benefit payments for the next ten
years:

Retiree Health and
Life Insurance

Year Retirement Plans Plans
2008 $ 63,075 $ 7,663
2009 $ 62307 $ 7,608
2010 $ 64,880 $ 7,598
2011 $ 66,087 $ 7734
2012 $ 69,139 $ 7652
2013-2017 $397,247 $37,148
Assumptions

The foliowing tables set forth the major actuarial assumptions used in detcrmining the

PBO, ABO and net periodic cost.

We eig/aled»az/emge assumplions used to

U.S. Retiree
U.S. Health and

Retirement Lg[e]mm‘mzce

determine bmrﬁt 0b/igﬂti0m at December 31 Plans Plans Foreign Plans
Discount Rate

2007 6.39% 6.11% 3.60-5.90%
2006 5.83% 5.68% 4.00-5.25%
Rate of Compensation Increase

2007 477% 457% 0.50-4.40%
2006 4.88% 4.69% 1.00-4.00%
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U.S. Retiree

VVez‘gbted»awmgf assumptions used to U.S. Health and

determine net periodic bemﬁt cost for Retirement Lzﬁ Insurance

years ended December 31 Plans Plans Foreign Plans
Discount Rate

2007 5.83% 5.68% 4.00-5.25%
2006 5.50% 5.50% 4.00-5.25%
2005 5.75% 5.75% 4.25-6.00%
Expected Long-term Rate of Return

2007 8.50% 8.50% 3.75-8.00%
2006 8.50% 8.50% 3.75-8.00%
2005 8.50% 8.50% 3.75-8.00%
Rate of Compensation Increase

2007 4.88% 469% 1.00-4.00%
2006 4.80% 450% 1.00-4.00%
2005 4.60% 450% 3.00-5.50%

The Company adjusts its discount rates at the end of cach fiscal year based on yicld curves
of high-quality debrinstruments over durations that match the cxpcctcd benefit payouts of
cach plan The cxpcctcd long—tcrm rate of return assumption is based on the Company’s
current and cxpcctcd future portfolio mix by asset class, and cxpcctcd nominal returns of
these asset classes. The rate of compensation increase assumption is gcncrally based on salary

and incentive increases.

A new mortality table assumption was adoptcd l)y the Company cffective with the meas-
urement of the December 31,2005, benefic obligations, moving from the 1983 GAM mor-
tality table to the RP-2000 CH table. This changc in mortality table increased pension
liabilities by approximatcly 2%.

Medical Trends
The US. Retiree Health and Life Insurance Plan makes up approximately 98% of the
Retiree Healch liabilicy. Therefore, the following information relates to the U.S. plan only.

Healthcare Cost Trend Rate Pre-age 65 Post-age 65

2007 10.30% 11.30%
2006 11.30% 12.30%
Ultimate Trend Rate Pre-age 65 Post-age 65
2007 5.0% 6.0%
2006 5.0% 6.0%

Year at which the Rate Reaches
the Ultimate Trend Rate Pre-age 65 Post-age 65

2007 2014 2014
2006 2014 2014

Increasing the assumed trend rate for healthcare costs by one percentage point would
increase the accumulated postretirement benefic obligation (the APBO) and total service
and interest cost componentapproximately $2,343 and $252, respectively. Decreasing the
assumed trend rate for healthcare costs by one percentage point would decrease the APBO
and total service and interest cost component approximately $2,036and $213, rcspectivcly.
Based onamendments to the U.S. plan approved in 1999, which became effective in 2003,
costincreases borne by the Company are limited to the Urban CPI, as defined.
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Retirement Plan Assets
ThC fOHOWlng tablc scts fOrth thc Weighted-avcragc asset allOCatiOnS Ofthc Company’s

retirement plans at December 31,2007 and 2006, by asset category.

Asset Category US UK  Canada
Equity sccurities

2007 579% 731%  70.1%
2006 618% 724%  683%
Debe securities

2007 303% 21.7%  299%
2006 277% 218%  31.7%
Alternative

2007 11.8%  42% 0.0%
2006 105%  4.8% 0.0%
Cash

2007 0.0%  1.0% 0.0%
2006 0.0%  1.0% 0.0%
Total

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

The Company cmploys a total-return investment approach whcrcby amixof cquitics and
fixed income investments are used to maximize the long—tcrm return of plan assets fora
prudcnt level of risk. Alternative assets such as real estare, private equity and hcdgc funds may
be used to enhance long—tcrm returns while improving portfolio diversification. Risk toler-
ance is established through consideration ofplan liabilities, plan funded status and corporate
financial condition. Investment risk is measured and monitored on an ongoing basis througn
quartcrly investment portfolio reviews, annual liability measurements and pcriodic asset/

liability studics.
U.S. Defined Benefit Plan

The cquity investments are diversified among U.S.and non-U.S. stocks of small and largc
capitalizations. The current target allocation (midpoint) for the investment portfolio is
Equity Securities - 60%, Debe Securities - 30%, Aleernative - 10% and Cash - 0%.

U.K. Plan

The cquity investments are diversitied among UK and international stocks of small and
largc capitalizations. The current target allocation (midpoint) for the investment portfolio is
Equity Securities - 72%, Debt Securities - 22%, Aleernative — 5%and Cash - 1%.

Canadian Plan

The cquity investments are diversitied among Canadian and international stocks of pri-
marily largc capitalizations. The current target allocation (midpoint) for the investment port-
folio is Equity Securities - 50%, Debt Securities — 50%, Alternative — 0% and Cash - 0%.

Retiree Health and Life Insurance Plan Assets

The following table sets forth the weighted-average asset allocations of the Company’s
US. retiree health and life insurance plan at December 31,2007 and 2006, by assct category.
As mentioned previously, the U.S. Retiree Health and Life Insurance Plan makes up approx-
imately 98% of the Retiree Health liability. Therefore, the following information relates to
the US. Plan only.

Asset Category

Equity securities

2007 58.7%
2006 58.4%
Debt securities

2007 335%
2006 32.6%
Alternative

2007 7.6%
2006 6.9%
Cash

2007 0.2%
2006 2.1%
Total

2007 100.0%
2006 100.0%
Contributions

The Company estimates that it will make minimal voluntary contributions to its defined-
benefit retirement and retiree health and life insurance plans in 2008.

Medicare Prescription Drug, Improvement and Modernization Act of 2003
In May 2004, the Financial Accounting Standards Board (FASB) issued FASB Staff
Position 106-2, ‘Accounting and Disclosure chuirements Related to the Medicare Pre-
scription Drug, Improvemcnt and Modernization Act of 2003 (FSP 106-2), which requires
measures of the accumulated postretirement beneti obligation and net pcriodic postretire-
ment benefit costs to reflect the effects of the Medicare Prescription Drug, Improvement
and Modernization Act of 2003 (the Act). FSP 106-2 was eftective for interim or annual
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reporting periods beginning after June 15, 2004. The Company adopted and retroactively
appliecd 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 $816 and $3,394 in 2007
and 2006, respectiveiy. The projected subsidy as of December 31,2007, was substantially less
than the projected subsidy at the time ofadoption because of changes the Company made
during 2005 to the eligibility for retiree medical benefits. As part of these changes, pre-
scription drug benefits for Medicare-eiigibie retirees were eliminated for those employees
who retired after 1981 and for all future retirees, thereby significantly reducing the projected
subsidy. These changes resulted in an overall reduction in the accumulated postretirement
benefit obligation of $38,132 in 2005, which is being amortized overa period of 46 years. The
benefit of this amortization will cease during 2010.

Ti]C fOiiOWil’lg t&biC sets i:Ol‘ti'l tilC COH]P&HY’S projected SleSidy ﬁ‘OlTl ti’lC government fOl’

12. Income Taxes

The Company provides for income taxes using the asset and 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 meas-
ured using the enacted tax rates and laws that will be in effect when the differences are
expected to reverse.

The provision for taxes on income for the years ended December 31 consists of the fol-
iowing:

2007 2006 2005

Pre-tax income

Domestic $ 194262  $210444 $185,089
Foreign 61,364 64,364 46,037
$255,626  $274808  $231,126

Total pre-tax income

the next ten years: Current
Projected  Federal $ 59,030 $ 83845 $ 85047
Year bubw/y State 5,764 (2,733) 4311
2008 ¢ 95  Forcign 22332 27482 19538
2009 $ 94 Total current $ 87,126 $108594 $108,896

2010 $93 Deferred
2011 $ 90 Federal $(12,381) $(12060) $(27.110)
2012 $8 e (4086)  (1207) 4116
20132017 $413  Forcign (15473)  (1998)  (1728)
SONOCO SAVINGS PLAN Total deferred $(31,940) $(15265) $(24722)
The Company sponsors the Sonoco Savings Plan forits U.S. employcces, a defined con- Total taxes $ 55,186 $ 93329 $ 84,174

tribution retirement plan. In accordance with the IRS “Safe Harbor” matching contributions
and vesting provisions the pian provides 100% Company matching on the first 3% ofpre—tax
contributions, 50% Company matching on the next 2% ()fpre—tax contributions and 100%
immediate vesting, The pian also provides for participant contributions of 1% to 30% ofigross
pay. The Company’s expenses related to the pian for 2007,2006 and 2005 were approx-
imately $15,700, $14,000 and $13,000, respectively.

SONOCO INVESTMENT AND RETIREMENT PLAN

The Company also sponsors the Sonoco Investment and Retirement Plan, a defined
contribution pension plan, for its salaried and non-union U.S. cmployecs who were hired on
orafter January 1,2004, the Plan’s effective date. The Company makes an annual con-
tribution of 4% of all cligiblc pay pius 4% ofc]igiblc pay in excess of the Social Sccuritywagc
base to ciigibic participantaccounts. Participants are fuiiy vested after five years of service or
upon rcaching age fifty»i'ive, it carlier. The Company’s expenses related to the pian tor 2007,
2006 and 2005 were approximately $4.757, $1.244 and $414, respectively.




Global Reports LLC

Deferred tax liabilities (assets) are comprised of the foiiowing at December 31:

2007 2006

Depreciation $ 109,257  $ 109,824
Empioyee benefits 11,898 2942
Incangibles 66,676 45776

Gross deferred tax liabilities $ 187,831 $ 158542
Retiree health benefits $ (25,258) $ (24433)
Foreign loss carryforwards (67,903)  (49.984)
Capital loss carryforwards (9.376) (9,048)
Employce benefits (69,367) (85,996)
Accrued liabilities and other (44,478)  (25558)

Gross deferred rax assets $(216,382) $(195,019)
Valuadion allowance on deferred tax assets $ 73175 $ 56754

Total deferred taxes, net $ 44624 $ 20277

Approximately $283,051 offorcign subsidiary loss carryforwards remain at December 31,
2007. Their use is limited to future taxable carnings of the respective forcign subsidiaries. Of
these loss carryforwards, approximatciy $208,350 have no expiration date. The remaining loss
carryforwards expire at various dates in the future. Approximatciy $6,092 of state loss
carryforwards and $3,114 of state credit carryforwards remain ac December 31,2007. The

state loss and credic carryforwards expire at various dates in the future.

A reconciliation of the U.S. federal Statutory tax rate to the actual consolidated tax

CXPCHSC isas fOiiOWSZ

2007 2006 2005

Statutory tax rate $ 89,470 35.0%$96,183 35.0% $80.894  35.0%
State income taxes, net of federal

tax benefit 2,017 0.8 3182 12 1,836 0.8
Repatriation - - - = 9.891 43
Valuation allowance 919 04 9175 33 5,001 22
IRS and state examinations and

settlements (16,419) (6.4) (5354) (1.9) (632)  (0.3)
Foreign carnings taxed at other than

U.S. rates (8,894) (3.5) (6343) (2.3)  (2250) (1.0)
Deferred tax impact of enacted

foreign rate reductions (6,107) (2.4) - - — —
Other, net (5,800) (2.3) (3514) (1.3) (10,566) (4.6)
Tortal taxes $ 55,186 21.6%$93329 340% $84174 36.4%

Undistributed earnings of international subsidiaries totaled $155,968 at December 31,
2007. Deferred raxes have not been provided on the undistributed carnings, as the Company
considers these amounts to be indefiniteiy reinvested to finance international growth and
expansion. [f such amounts were remitted, loaned to the Company, or the stock in the for-
cign subsidiaries sold, these carnings could become subject O tax.

During 2007, the Company had a favorable impact of $16,419 from lapscs of statutes of
limitations in federal and state jurisdictions Also, the Company had a favorable impact of
$6,107 from enacted tax rate reductions in various foreign jurisdictions.

During 2006, the Company entered into favorable tax agreements with state tax author-
ities and closed state tax examinations for less than originaiiy anticipated, which resulted in
the reversal of previousiy accrued taxes of $5,354. This was mostiy offset by the impact of
$4,867 resuiting from restructuring eiiarges for which a tax benefit could not be recognized.

During 2005, the Company repatriated $124,658 from foreign subsidiaries under the
provisions of the American Jobs Creation Act of 2004 (AJCA). Under this temporary
incentive, a portion of the repatriated funds quaiified for an 85% dividends-received
deduction. The Company recorded U.S. federal and state taxes on the repatriated funds of
$10,074. The Company also closed state tax examinations resuiting in the reversal of pre-

viousiy accrued taxes totaiing approximateiy $632.
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FIN 48 Liabilicies:

The Company adopted the provisions of Financial Accounting Standards Board Inter-
pretation 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 earnings.

RECOﬂfl/ldll()l’l ofbfgmnmg dl’ld t’ﬂﬂ’lﬂg um‘n‘ogmzm’tﬂx llc‘ilé’ﬁlj

Gross Unrecognized Tax Benefics ac January 1, 2007 $ 55,700
Increases in prior years unrccognized tax benefits 2,000
Decreases in prior years unrccognizcd tax benefits (3,000)
Increases in current year unrecognized tax benefits 7,700
Decreasesin unrccognizcd tax benefits from the lapsc of statutes of limitations (25,300)
Settlements (400)
Gross Unrecognized Tax Benefies ac December 31,2007 $ 36,700

Of the unrecognized tax benefic balances ac December 31,2007 and January 1,2007,
approximately $28,300 and $39.800, respectively, would have an impact on the effective tax
rate if ultimatcly recognizcd.

Interest and/or pcnaltics related to income taxes are rcportcd as part of income tax
expense. At December 31,2007 and January 1,2007, the Company had approximately
$7.500 and $6,400, respectively, acerued for interest. Tax expense for the year ended
December 31,2007 includes $1,100 of interest expense, which is comprised ofan interest
benefit ol:approximatcly $3,500 related to the expiration of statutes of limitations and inter-
estexpense of $4,600 on unrecognized tax benefits.

The Company and/or its subsidiaries file federal, state and local income tax returns in the
United States and various l:orcign jurisdictions. With few exceptions, the Company isno
longer subjcct to US. federal, or non-U.S. income tax examinations by tax authorities for
years before 2004. With respect to state and local income taxes, the Company is no longcr
subjcct to examination prior to 2002, with few exceptions.

The estimate for the potcntial outcome ofany uncertain tax issuc is bigblyjudgmcntal.
The Company believes it has adcquately providcd for any reasonable foresecable outcome
related to these matters. However, future results may include favorable or unfavorable
adjustmcnts to estimated tax liabilities in the pcriod the assessments are made or resolved or
when statutes of limitation on potcntial assessments expire. Additionally, the jurisdictions in
which carnings or deductions are realized may differ from current estimates. As a result, the
cffective tax rate may fluctuate signiﬁcantly ona quartcrly basis.

13. Commitments and Contingencies
CONTINGENCIES
The Company is a party to various legal proceedings incidental to its business and is sub-

ject to a variety of environmental and pollution control laws and regulations inall juris—

dictions in which it operates. Asis the case with other companics in similar industries, the
Company faces exposure from actual or potential claims and legal proceedings. Some of
these exposures have the potential to be material. The Company cannot currently estimate
the final outcome of many of the items described or the ultimate amount of potential losses.

Pursuant to Statement of Financial Accounting Standards 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 reason-
ably estimable. Amounts so accrued are not discounted. While the ultimate liabilities relat-
ing to claims and proceedings may be significant to proﬁtability in the period recognized, itis
management’s opinion that such liabilities, when finally determined, will not have an adverse
material effect on Sonoco’s consolidated financial position or liquidity.

ENVIRONMENTAL MATTERS

During the fourth quarter 0f2005, the U.S. Environmental Protection Agency
(EPA) notified U.S. Paper Mills Corp. (U.S. Mills), a wholly owned subsidiary of the Com-
pany, that U.S. Mills and NCR Corporation (NCR), an unrelated party, would be joincly
held responsible to undertake a program to remove and dispose of certain
PCB-contaminated sediments at a particular sice on the lower Fox River in Wisconsin. U.S.
Mills and NCR reached an agreement between themselves that cach would fund 50% of the
costs of remediation, which the Company currently estimates to be between $29,900 and
$39,100 for the projectasa whole. The Company has accrued a total of $17,650 for its esti-
mated share of the total cleanup cost. Of the total accrued, $12,500 was recorded in 2005,
and 85,150 was recorded in 2007. The total represents the Company’s best estimate of what it
is lil(ely to pay to complete the 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 higber than the current estimate of project costs. The Company
acquired US. Millsin 2001, and the alleged contamination predates the acquisition.

In February 2007, the EPA and Wisconsin Department of Natural Resources (WDNR)
issucd a general notice of potendial liability under CERCLA and a request to participate in
remedial action implementation negotiations relating to astretch of the lower Fox River,
including the bay at Green Bay, (Operating Units 2 - 5) to cight potentially responsible par-
ties, including U.S. Mills. Operating Units 2 - 5 comprisc a vastly larger area than the site
referred to in the paragraph above. Altliougli it has not accepted any liability, U.S. Mills is
reviewing this informartion and discussing possible remediation scenarios, and the allocation
of responsibility therefor, with other potentially responsible parties. On April 9,2007, US.
Mills, in conjunction with other potentially responsible partics, presented to the EPA and the
WDNR a proposed schedule to mediate the allocation issues among eigbt potendially
responsible parties, including U.S. Mills. Non-binding mediation began in May 2007 and is
continuing although no agreement among the parties has occurred.

On November 13,2007, EPA issued a unilateral Administrative Order for Remedial
Action pursuant to Section 106 of CERCLA. The order requires U.S. Mills and the seven
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other respondents to jointly take various actions to clean up Operating Units 2 - 5. The
order establishes two phascs of work. The first pliasc consists of planning and dcsign work as
well as preparation for drcdging and other remediation work and must be complctcd by
December 31,2008. The second phasc consists primarily of drcdging and disposing of con-
taminated sediments and capping of the drcdgcd and less contaminated arcas of the river
bottom. The second phasc is required to begin in 2009 when weather conditions permit and
is cxpcctcd to continue for several years. The orderalso provides fora$32.5 per day pcnalty
for failure by a rcspondcnt to comply with its terms as well as exposinga non-complying
rcspondcnt to potcntial treble damagcs. Although U.S. Mills has reserved its riglits to contest
liability for any portion of the work, it is cooperating with the other rcspondcnts to comply
with the firsc pliasc of the order.

The mediation procccdings caused U.S. Mills to revise its estimate of the range ofloss
probablc to be incurred in connection with the remediation of Opcrating Units 2 - 5. Based
on information currently available, there is no amount within the range that appears to bea
better estimate than any other. Accordingly, pursuant to applicablc accounting rules, USS.
Mills recorded a chargc 0f$20,000 in the second quarter 0f 2007 for the remediation of
Opcrating Units 2 - 5. The second quarter chargc represents the minimum estimated
amount ofpotcntial loss U.S. Mills believes it is likcly to incur. Dcvclopmcnts since the sec-
ond quarter, including the ongoing mediation and issuance of the Administrative Order,
have not yet providcd U.S. Mills with a reasonable basis for further revising its estimate of the
range of possiblc loss. U.S. Mills ultimate share of the liability, and any claims against the
Company, could conccivably exceed the net worth of U.S. Mills. The Company does not
believe it is probable that the effect ot U.S. Mills” Fox River liabilities would resultin a pre-tax
loss that would matcrially exceed the net worth of U.S. Mills, which was approximatcly
$80,000 at December 31, 2007.

The Company has been named asa potcntially rcsponsiblc party at several other environ-
mcntally contaminated sites. All of the sites are also the rcsponsibility of other partics. The
potcntial remediation liabilities are shared with such other partics, and, in most cases, the
Company’s share, if any, cannot be rcasonably estimated at the current time.

As of December 31,2007 and 2006, the Company (and its subsidiaries) had accrued
$31,058 and $15,316, rcspcctivcly, related to environmental contingencics. Ofthese, a total of
$28.996 and $11,661 relate to U.S. Mills ac December 31,2007 and 2006, respectively. These
accruals are included in “Accrued expenses and other” on the Company’s Consolidated Bal-
ance Sheets. U.S. Mills has insurance pursuant to which it may recover some or all of the costs
it ultimatcly incurs, or it may be able to recoup some or all of such costs from third partics.
There can be no assurance that such claims for recovery would be successful and no amounts
have been rccognizcd in the consolidated financial statements of the Company for such
potcntial recovery or recoupment.

COMMITMENTS

Asof December 31,2007, the Company had long-term obligations to purchase elec-
tricity and steam, which it uses in its production processes. In addition, the Company had
long-tcrm purchasc commitments for certain raw materials, principally steel. These purchasc
commitments require the Company to make total payments of approximatcly $289,600, as
follows: $23,700 in 2008; $23,700 in 2009; $23,700 in 2010, $20,400 in 2011 and a total of
$198,100 from 2012 through 2027.

14. Shareholders’ Equity and Earnings per Share
STOCK REPURCHASES

In April 2006, the Company’s Board of Directors rescinded all previously approved stock
rcpurchasc programs in conjunction with its approval ofanew program, which authorized
the rcpurchasc of up t0 5,000,000 shares of the Company’s common stock. In Fcbruary 2007,
the Company complctcd the rcpurchasc of 1,500,000 shares of its common stock for a total
costof $56,730. In August 2007, the Company rcpurchascd an additional 1,500,000 shares of
Sonoco common stock for $51,409. The Company’s Board of Directors has taken muldiple
actions, most rcccntly in October 2007, to maintain the standing 5,000,000 share author-
ization. Accordingly, at December 31,2007, the number of shares available for future
rcpurchasc remains at 5,000,000. In addition, the Company rcpurchascd approximatcly
27,000 shares of common stock for $1,067 to cover the tax witl’il’iolding obligations in
association with the exercise of stock appreciation rigl’its and pcrformancc—bascd stock
awards. These shares were not repurchased as part of a publicly announced plan or program.
In 2006, the Company repurchased 2,5000,000 shares of Sonoco common stock for $82,668.

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

2007 2006 2005
Numecrator:
Netincome $ 214,156 $ 195081 $ 161877
Denominator:
Weighted-average common
shares outstanding 100,632,000 100,073,000 99,336,000
Dilutive effect of stock-based
compensation 1,243,000 1,461,000 1,082,000
Diluted outstanding shares 101,875,000 101,534,000 100,418,000
Net income per common share
Basic $ 213§ 195 % 1.63
Diluted $ 210 $ 192 % 1.61

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

rcspcctivcly.
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Certain stock appreciation rights and options to purchasc 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 fiscal year. Accordingly, the foiiowing shares were not included in
the computations of diluted income per share amounts:

2007 2006 2005
1,586,000 2,000 1,147,000

Anti-dilutive options/SARs

These options/SARs may become dilutive in future pcrio(is if the market price of the
Company’s common stock appreciates. No adjustments were made to reported netincome

in the computation of carnings per share.

15. Financial Reporting for Business Segments

The Company identifies its reportable segments in accordance with Statement of
Financial Accounting Standards No. 131, ‘Disclosures about Segments ofan Enterprise
and Related Information’ (FAS 131), by evaluating 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 customer, methods used to distribute prod-
uctand nature of regulatory environment.

The Consumer Packaging segment includes the foilowing products: round and shapcd
rigid packaging, both composite and plastic; printcd flexible packaging; and metal and pccl-
able membrane ends and closures.

The Tubesand Cores/ Papcr segment includes the foiiowing products and services: high-
pcrformance paper and composite paperboard tubes and cores; fiber-based construction
tubes and forms; rccycicd papcrboard; linerboard; recovered paper and other rccycicd
materials.

The Packaging Services segment providcs the foiiowing products and services: dcsigning,
manufacturing, asscmbling, packing and distributing temporary, semipermanent and perma-
nent point-of—purchasc dispiays; brand artwork management; and suppiy chain management
services inciuding contract packing, tulfillment and scalable service centers.

All Other Sonoco represents the activities and businesses of the Company’s consolidated
subsidiaries that do not meet the aggregation criteria outlined in FAS 131, and therefore
cannot be combined with other operating segments into a rcportabic segment. All Other
Sonoco includes the foiiowing products: wooden, metal and composite reels; molded and
extruded piastics; custom-dcsigncd protective packaging; and paper amenities such as coast-
ersand giass COVers.



Restructuring charges, interest expense and interest income are included in Corporate opcrating proﬁts.

Tubes and

Consumer Cores/ Packaging ~ All Other
Years ended December 31 Packaging Paper Services Sonoco Corporate Consolidated
Total Revenue
2007 $1,441,037  $1.807,035  $519462  $415799 $ — $4,183,333
2006 1,308,184 1614721 456877 407411 — 3,787,193
2005 1250916 1569170 456,161 377,968 — 3,654,215
Intersegment Sales!
2007 $ 2918 § 95071 $ 629 $ 44723 $ — $ 143,341
2006 3,430 89,163 44 37717 — 130,354
2005 3465 87,113 284 34779 — 125,641
Sales to Unaffiliated Customers
2007 $1438,119  $1,711,964  $518833  $371,076 $ — $4,039,992
2006 1,304,754 1525558 456833 369,694 — 3,656,839
2005 1247451 1482057 455877 343,189 — 3528574
Operating Profits
2007 $ 104516  $ 143692 $ 44482  $ 51,385 $(88,449) $ 255,626
2006 109,624 148,177 39,181 49,106 (71,280) 274,808
2005 103,505 107,060 44813 40,607 (64,359) 231,126
Identifiable Assets?
2007 $1,149.832  $1439,045 $321536  $189,179 $240,651 $3,340,243
2006 836,705 1388453 326518 185,287 179,715 2916678
2005 738023 1258166 321,742 189,369 474,440 2,981,740
Depreciation, Depletion and Amortization®
2007 $ 66494 $ 91,160 $ 11842 $ 11843 $ — $ 181,339
2006 55,074 85,863 11,942 11,984 — 164,863
2005 56,281 83,737 11,994 11,062 — 163,074
Capital Expenditures*
2007 $ 74208 S 75654 $ 3674 $ 15908 $ — $ 169444
2006 48,153 63290 3,439 8397 — 123279
2005 50,802 62,312 4913 11,085 — 129,112

1 Intersegment sales arce I’CCOI’dCC{ ata market—relared transfer price.

2 Corporate 2007,2006 and 2005 includes restructuring costs of $ (23,462), $(1,912) and $(4,617) respectively, associated with the Consumer Packaging segment; $(10,343), $(23,655)
and $(16,020), respectively, associated with the Tubes and Cores/Paper segment; $(585), $(77) and $0, respectively, associated with the Packaging Services segment; $(1,801), $(453)
and $(600), respective[y, associated with All Other Sonoco; and a reversal ofpreviously recorded restructuring charges of $127 in 2006 related to Corporate. Interest expense and inter-
estincome arc also shown under Corporate.

Identifiable assets are those assets used by cach segmentin its operations. Corporate aSSELS CONSISt primarily of cash and cash equivalents, investments in affiliates, headquarters facilities
and prepaid expenses.

S

Depreciation, depletion and amortization, as well as capita[ expenditures that are incurred at Corporate, are allocated to the repormble segments and All Other Sonoco.
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GEOGRAPHIC REGIONS
Sales to unai:ﬁiiated customers and iOl’lg-iiVCd asscts by geographie region arcas fOiiOWS:

2007 2006 2005

Sales to Unaffiliated Customers

United States $2,519.949  $2343046  $2,291,302
Europe 730,393 576,096 552,506
Canada 384,416 369,563 340,532
All other 405,234 368,134 344234
Total $4,039,992  $3656839  $3,528,574
Long-lived Assets
United States $1,346,288  $1217462  $1,054,430
Europe 368,492 353,841 342,601
Canada 303,454 165,796 165,243
All other 162,098 148519 143,894
Tortal $2,180,332  $1.885.618 $1,706,168

Sales are attributed to countries/ regions based upon the piant location from which prod—
ucts are shippcd. Long—iived asscts are comprised of property, plant and cquipment, goodwiii,

intangibie assets and invesement in affiliates (see Notes 6and 7).
16. Accumulated Other Comprehensive Loss
The foiiowing table summarizes the components of accumulated other comprehensive

iOSS, and ti’lC Cil;ll’lUCS in accumuiatcd OtilCI' comprchcnsive iOSS, nct OFKQX as appiicabic, FOI‘

&
the years ended December 31,2007 and 2006:
Foreign Accumulated
Currency Defined  Derivative Other
Translation Bemﬁt Financial Campre/ﬂemive
A a_ljustmmts Plans Instruments Loss
Balance at December 31,

2005 $(59.833) $ (57737) $ 11,181 $(106,389)
Change during 2006 37203 (179879)  (13240) (155916)
Balance at December 31,

2006 (22,630) (237,616) (2,059) (262,305)
Change during 2007 95,449 58,958 524 154,931
Balance at December 31,

2007 $72819  $(178658) % (1,535) $(107,374)

The 2007 tax effect on the Defined Benefit Plans and Derivative Financial Instruments
was $(35.985) and $(304), respectively. The 2006 tax effect on the Defined Benefit Plans and
Derivative Financial Instruments was $112,059 and $7.453, respectively. The cumulative tax
benefit of the Defined Benefit Plans was $102,805 and $138,790 at December 31,2007 and
2006, respeetiveiy. Additionally, the cumulative tax effect of Derivative Financial Instruments

was $860 and $1,164 ac December 31,2007 and 2006, respeetiveiy.

17. New Accounting Pronouncements

The Financial Accounting Standards Board (FASB) has issucd Statement of Financial
Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans” (FAS 158). FAS 158 required the Company to recognize the
funded status of cach of its defined benefic plans as an assct or iiability on the December 31,
2006 balance sheet, wich any subsequent changes in funded status that are not reflected in net
income recognized in other comprehensive income/loss. While FAS 158 did not change
how pensions and other postretirement benefits plans are accounted forand reported in the
income statement, it will require the Company to measure the funded status of its pians asof
year end beginning with its December 31,2008 balance sheet. Because the Company cur-
rentiy uses December 31 as the measurement date for most of its pians, including its major
U.S.-based pians, this change will not have a material effect on the Company’s financial
statements.

The FASB has issued FAS 157, “Fair Value Measurements,” 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 will become effective in two phases. Beginning January 1,2008, the Company is
required to apply the provisions of FAS 157 to financial asscts and liabilities. Effective Jan-
uary 1,2009, the provisions of FAS 157 will apply to all asscts and liabilitics. Other than addi-
tional disclosure, the adoption of FAS 157 is not expeeted to have a material impacton the
Company's financial statements.

The FASB has issued FAS 159, “The Fair Value Option for Financial Assets and Finan-
cial Liabilities - Including an Amendment of FASB Statement No. 115.” This Statement
permits companies to clect to measure eiigibie items at fair value. At ecach reporting date
subsequent to adoption, unrealized gains and losses on items for which the fair value option
has been elected must be reported in carnings (or another performance indicator if the busi-
ness entity does not report earnings). This Statement is effective for Sonoco as of]anuary I,
2008. The Company did not make any fair value elections and, therefore, the adoption of
FAS 159 did not have a material impact on the Company’s financial statements.
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The FASB has ratified the consensus reached by the Emerging Issues Task Force (EITF)
inissuc 6-10, “Accounting for the Deferred Compensation and Postretirement Benefit
Aspects of Collateral Assignment Split-Dollar Life Insurance Arrangements.” Under his
consensus, the EITF concluded thatan employer should recognize a liabilicy for the post-

retirement benefit, if any, related to a collateral assignment spiit-doiiar life insurance arrange-

<)
ment and should recognize and measure the asset under a collateral assignment arrangement
based on the substance of the arrangement. The consensus is effective for the Company on
January 1,2008. The adoption of EITF Issuc 6-10 did not have a material impact on the
Company’s financial position or results of operations.

The FASB has ratified the consensus reached by the EITF inissue 6-11, “Accounting for
Income Tax Benefits of Dividends on Share-Based Payment Awards.” Under this consensus,
the EITF concluded a realized income tax benefit from dividends or dividend cquivalents
thatare charged to retained carnings and are paid to employees for equity classified non-
vested equity shares, nonvested cquity share units, and outstanding equity share options
should be recognized asan increase in additional paid-in capitai. The consensus is effective for
the Company on January 1,2008 prospectively for income tax benefics derived from divi-
dends declared beginning in 2008. The adoption of EITF 6-11is not expected to have a
material impacton the Company’s financial statements.

The FASB has issued FAS 141(R), “Business Combinations” which replaces FAS 141.
While FAS 141(R) retains the fundamental requirement that the acquisition method of
accounting be used for all business combinations, several signiﬁcant changes 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 deveiopment, con-
tingentassets and liabilities, and contingent consideration; and how adjustments made to the
acquisition accounting after the transaction are reported. For Sonoco, this statement appiies
prospectiveiy to business combinations occurring on or afterJanuaiy 1,2009. While appiica—
tion of this standard will not impact the Company’s financial statements for transactions
occurring prior to the effective dare, its appiication may have a signiﬁcant impacton the
Company’s accounting for future acquisitions compared to current practice.

The FASB has issued FAS 160, “Noncontrolling Interests in Consolidated Financial
Statements” which amends current accounting and reporting fora noncontroiiing interest in
a subsidiary and the deconsolidation of a subsidiary. This statement provides thata non-
controiiing interestina subsidiary should be reported as cquity rather than asa “minority
interest” iiabiiity and requires thatall purchases, sales, issuances and redemptions of ownership
interests in a consolidated subsidiary be accounted for as cquity transactions if the parent
retains a controiiing financial interest. FAS 160 also requires thata gain or loss be reeognized

when a subsidiary is deconsolidated and, if a parentretains a noncontroiling cquity invest-

ment in the former subsidiary, that the investment be measured at ics fair value. This state-
ment s effective January 1,2009, and will be applied prospectively except for the presentation
and disclosure requirements which are retrospective. Appiication of this standard is not
expected to have a material impacton the Company’s financial statements.

18. Selected Quarterly Financial Data
ThC fOHOWlng tﬂblc sets forth SClCCth quarteriy ﬁi]ai]ciai data OFthC Company:

First Second Third Fourth
(Unaudited) Quarter  Quarter — Quarter Quarter
2007
Net sales $955,679 $994,431 $1,029,764 $1,060,118
Gross profit 185,165 190,073 187,279 191,277
Netincome 53,104 42,351 64,533 54,168
Per common share
Netincome - basic $ 53 % 42 % 64 $ 54
—diluted 52 41 .63 54
Cash
dividends - common 24 26 26 26
Marketprice - high 38.90 4491 44.75 34.76
—low 36.18 38.10 29.65 28.45
2006
Net sales $818769 $917010 $ 931,522 $ 989,538
Gross profit 156,176 174,026 181,568 193,270
Netincome 45,144 49,342 61,091 39,504
Per common share
Netincome - basic $ 458 508 618 39
—diluted 44 49 60 39
Cash
dividends -~ common 23 24 24 24
Market price - - high 3475 3475 3475 3871
~low 28.76 2945 30.30 33.10
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19. Valuation and Qualifying Accounts
Column A Column B - Additions Column C  Column D

Balance at C/)zzrgcd 10 Balance
Beginning  Costsand — Charged 1o at End
r)f Year Lixpenses Other Deductions (/fY ear
2007
Allowance for
Doubtful Accounts  $ 8,983 $1,261 $ 1,395 $2,120! $ 9,519
LIFO Reserve 14,602 1,8023 16,404
Valuation Allowance
on Deferred Tax
Assets 56,754 918 15,5037 73,175
2006

Allowance for

Doubtful Accounts — $ 8325 $2263 $ 1,169 $2.7741 $ 8983

LIFO Reserve 11,568 3,034° 14,602
Valuation Allowance

on Deferred Tax

Asscts 43,022 9,175 45576 56,754
2005

Allowance for

Doubtful Accounts — $ 8286 $3,6612 $ (1622 $3460! $ 8325

LIFO Reserve 10,701 8673 11,568
Valuation Allowance

on Deferred Tax

Assets 43,192 5,001° 517124 43,022

Includes amounts written off.

Includes translation adjustmcnts and other insignificant adjustmcnts.

Includes adjustmcnts based on pricing and inventory levels.

+ Includes utilization and expiration of domestic capitai loss carryforwards and increases
from forcign nctoperating losses for which no tax benefit can be realized.

5 Includes utilization of domestic capitai loss carryforwards and increases from foreign

nctoperating losses for which no tax benefit can be realized.

Includes translation adjustmcnts.

7 Includes changcs in valuation allowance due to foreign net operating losses and trans-

lation acij ustments.
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ltem 9. Changes in and Disagreements with Accountants
on Accounting and Financial Disclosure
Notapplicable.

ltem 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Under the supervision, and with the participation, ofour management, 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(¢) under the Securities
Exchange Act of 1934). Based on this evaluation, our principal executive officer and principal
financial officer concluded that such controls and procedures, as of the end of the year cov-

cred by this Annual Reporton Form 10-K, were effective.

Management’s Report on Internal Control over Financial Reporting
Our management is responsible for establishing and maintaining adequate internal con-
trol over financial reporting, as such term is defined in Rule 13a-15(f) under the Securities

Exchange Actof 1934. Under the supervision and with the participation of our management,

including our principal exccutive 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 - Integrated Framework issued by the Committee of Spon-
soring Organizations of the Treadway Commission. Based on our evaluation under the
framework in Internal Control - Integrated Framework, our management concluded that
our internal control over financial reporting was effective as of December 31,2007, Pricewa-
terhouseCoopers LLP (PWC ), our independent regjstered public accounting firm, has
audited the effectiveness of our internal control over financial reporting as of December 31,
2007, and has issued an attestation report, which appears at the beginning of Item 8 of this
Annual Report on Form 10-K.

Changes in Internal Control over Financial Reporting

The Company is continuously seel{ing to improve the efficiency and effectiveness of its
operations and of its internal controls. This results in refinements to processes throughout
the Company. However, there has been no change in the Company’s internal control over
financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934)
during the most recent fiscal quarter that has materially affected, oris reasonably likely to
materially affect, the Company’s internal control over financial reporting,

ltem 9B. Other Information
Not applicable.



PART III

Global Reports LLC

ltem 10. Directors and Executive Officers of the Registrant

The information set forth in the Company’s definitive Proxy Statement for the annual
meeting of shareholders to be held on April 16,2008 (the Proxy Statement), under the cap-
tions “Election of Directors,” “Information Concerning Directors Whose Terms Continue”
and “Section 16(a) Beneficial Ownership Reporting Compliance,”is incorporated herein by
reference. Information about execurtive officers of the Company is set forth in Item 1 of this
Annual Report on Form 10-K under the caption “Exccutive Officers of the Registrant.”

Code of Ethics —The Company has adopted a code of ethics (as defined in Item 406
of Regulation S-K) that applies toits principal executive officer, principal financial officer,
principal accounting officer, and other senior executive and senior financial officers. This
code of ethics is available through the Company’s Web site, www.sonoco.com, and is avail-
ablein print to any shareholder who requests it. Any waivers or amendments to the provi-
sions of this code of ethics will be posted to this Web site within five business days after the
waiver or amendment.

Audit Committee Members - The Company hasa separately designated standing
audit committee established in accordance with Section 3(a)(58)(A) of the Securities

Exchange Act of 1934. The audit committee is comprised of the following members: Marc

D. Oken, Chairman; Pamela L. Davies; Caleb C. Fort; John E. Linville; James M. Micali and
Phillipe R Rollier. Effective March 1,2008, Dr. Davies will step down from the Audit
Committee and will be succeeded by Lloyd W. Newton.

Audit Committee Financial Expert - The Company’s Board of Directors has
determined that the Company has at least one “audit committee financial expert,” as that
term is defined by Item 407(d)(5) of Regulation S-K promulgated by the Securities and
Exchange Commission, serving on its audit committee. Marc D. Oken, meets the terms of
the definition and is independent based on the criteria in the New York Stock Exchange
Listing Standards. Pursuant to the terms of Trem 407(d)(5) of Regulation S-K. a person who
is determined to be an “audit committee financial expert” will not be deemed an expert for
any purposc asa result ofbeing designated oridentified as an “audit committee financial
expert” pursuant to Ttem 407, and such designation or identification does not imposc on
such personany duties, obligations or liability thatare greater than the duties, obligations and
liability imposed on such personasa member of the audit committee and Board of Directors
in the absence of such designation or identification. Further, the designation oridentification
ofa personasan “audit committee financial expert” pursuant to Ttem 407 does not affect the
duties, obligations or liability of any other member of the audit committee or Board of
Directors.

The Company’s Corporate Governance Guidelines, Audit Committee Charter, Corpo-
rate Governance and Nominating Committee Charter and Executive Compensation

Committee Charter are available through the Company’s Web site, www.sonoco.com. This
information is available in print to any shareholder who requests it.

ltem 11. Executive Compensation

The information set forth in the Proxy Statement under the caption “Compensation
Committee Interlocks and Insider Participation,” under the caption “Management
Compensation,” and under the caption “Director Compensation” is incorporated herein by
reference. The information set forth in the Proxy Statement under the caption “Compensation
Committee Report” isalso incorporated herein by reference, but pursuant to the Instructions to
Ttem 407(c)(S) of Regulation S-K shall be deemed to be “furnished” and not “filed” and will not
be deemed incorporated by reference into any filing under the Securities Act of 1933 or the

Securities Exchange Actof 1934 asaresult of being so furnished.

ltem 12. Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters

The information set forth in the Proxy Statement under the caption “Security Owner-
ship of Certain Beneficial Owners,” and under the caption “Security Ownership of
Management” is incorporated herein by reference.
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EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth aggrcgatcd information about all of the Company’s com-
pensation plans (including individual compensation arrangements) under which equity secu-
rities of the Company arc authorized for issuance as of December 31,2007:

Number of securities
remm'ning available for

Number 0/ Securities ﬁtlurﬁ issuance under
to be issued upon We eig/}te(l«az)fmgf equity compensation
exercise of exercise price of /)/am (e exc/uﬂ’iﬂg

outxlﬂnding options, outxmndmg options, securities rf//ectm' in
warrants andrights  warrants and rights column (a))!

Plan category (a) (b) (c)

Equity compensation

plans approved by

sceurity holders 7250458 $27.50 3,339,361
Equity compensation

plans notapproved

by security holders — — _

Toral 7.250458 $27.50 3,339,361

1 The Company intends to presenta proposai atits 2008 Annual Meeting of Share-
holders for adoprion of the 2008 Long-Term Incentive Plan. If this plan is approved by

sharcholders, the shares shown in this column will no longcr be available for issuance.

The weighted—avcrage exercise price of $27.50 relates to stock options, stock appreciation
right awards, and deferred compensation stock units, which account for 5,863,020 of the
7.250,458 sccuritics issuable upon exercise. The remaining securities relate to pcrformance
contingent restricted stock units and restricted stock unit awards that have no exercise price

requirement.

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

The information st forth in the Proxy Statement under the captions «Compcnsation
Committee Interlocks and Insider Participation” and “Certain Relationships and Related
Transactions,”and under the caption “Corporate Governance - Director Independence
Policies™ s incorporated herein by reference. Each member of the Audit, Corporate Gover-
nance and Nominating, and Executive Compcnsation Committees is independcnt as

defined in the listing standards of the New York Stock Exchangc.

ltem 14. Principal Accountant Fees and Services

The information set forth in the Proxy Statement under the captions ‘Independent Regis-
tered Public Accounting Firm - Fees Relating to Services Provided by PWC for 2007 and
“~ Audit Committece Pre-approval of Auditand Permissible Non-audit Services of

Independcnt Auditors”is incorporated herein by reference.
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ltem 15. Exhibits and Financial Statement Schedules

()

1.

31
32

41

42

43
4-4
10-1

10-2

10-3
10-4
10-5

10-6

Financial Statements - The following financial statements are providcd under Item 8 - Financial Statements and Supplcmcntary Data of this Annual Report on Form
10-K:

~ Consolidated Balance Sheets as of December 31,2007 and 2006

~ Consolidated Statements of Income for the years ended December 31,2007, 2006 and 2005

~ Consolidated Statements of Changes in Sharcholders Equity for the years ended December 31,2007, 2006 and 2005
— Consolidated Statements of Cash Flows for the years ended December 31,2007, 2006 and 2005

~ Notes to Consolidated Financial Statements

- Reportof Independent Registered Public Accounting Firm

Fina nciol Statement Schedules — All schedules are omitted because thcy arc not rcquircd, arc not applicablc orthe rcquircd information is givcn in the financial
statements or Notes thereto.

Exhibits
Articles of Incorporation, as amended (incorporated by reference to the Registrant’s Form 10-Q for the quarter ended Junce 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 Regjstrant and The Bank of New York, as Trustee (incorporatcd by reference to the chistrant’s Form S-4 (File Number 333-
119863))

First Supplcmcnml Indenture, dated as of June 23,2004, berween chistrant and The Bank of New York, as Trustee (incorporatcd by reference to the chistmnt’s Form 10-QQ_
for the quarter ended June 27,2004)

Form of Note for 5.625% Notes due 2016 (incorporated by reference to the Registrant’s Form $-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 Seprember 30,2001)

1991 Sonoco Products Company Key Employee Stock Plan, as amended (incorporated by reference to the Registrant’'s Form 10-Q for the quarter ended September 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

September 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 o the Registrant’s Form S-8 filed October 28,2002 (File No. 333-100799))

Deterred Compensation Plan for Corporate Officers of Sonoco Products Company, asamended (incorporated by reference to the Registrant’s Form 10-Q for the quarter

ended Seprember 30,2007)

Omnibus Benefit Restoration Plan of Sonoco Products Company (incorporated by reference to the Registrant’s Form 10-K for the year ended December 31,2002)
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10-7

10-8

10-9

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

10-14
10-15

21
23
31
32
99

Description of revisions to Omnibus Benefit Restoration Plan of Sonoco Products Company approved October 15,2007 (incorporated by reference to Registrant's Form 8-
K filed October 16,2007, and to the following portions of the Registrant’'s Proxy Statement to be used in connection with the April 16,2008 Annual Mecting of Sharcholders:
the section captioncd “Managcmcnt Compcnsation — Pension Restoration Benefit and SERP Benefit in the Restoration Plan™and the next-to-last paragraph of the section
captioned “Management Compensation — Compensation Discussion and Analysis — Exccutive Benefit Elements — Supplemental Executive Retirement Plan.”

Form of Executive Bonus Life Agreement between the Company and certain executive officers (incorporated by reference to the Registrant’s Form 10-Q for the quarter

ended Seprember 26,2004)

Form of Executive Bonus Life Supplemental Agreement between the Company and Charles L. Sullivan Jr. (incorporated by reference to Registrant’'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)
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 October 19,2005)

Dcscription of Stock Apprcciation Rjghts and Long»tcrm Restricted Stock Units grantcd to exccutive officers of the chistrant on January 31, 2006 (incorporatcd by
reference to Registrant’'s Form 8-K filed February 3,2006)

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

Sonoco Investment and Retirement Plan, effective January 1,2004

Statements regarding Computation of Ratio of Earnings to Fixed Charges

Subsidiaries of the Registrant

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

Certifications of Chicf Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 and 17 CER 240.13a-14(a)
Certifications of Chicf Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and 17 CER 240.13a-14(b)

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



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 undersigned, there-
unto duly authorized, on this 28" day of February 2008.

SONOCO PRODUCTS COMPANY

/s/ Harris E. DelLoach Jr.
Harris E. DeLoach Jr.
Chairman, President and Chief 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 Registrant and in the capacities indicated
on this 28 day of Fcbruary 2008.
/s/  CJ.Hupfer

CJ. Hupfer
Senior Vice President and Chief Financial Officer

(principal financial officer)

/s/ Barry L. Saunders
Barry L. Saunders

Vice President and Corporate Controller
(principal accounting officer)
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C.C.Fort

/s/  EH.Lawton Il
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/s/ T.E.Whiddon

T.E. Whiddon

President,
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RECONCILIATION OF NON-GAAP FINANCIAL MEASURES unaudited

Some of the information prcscntcd in this annual report reflects the Company’s rcsults, non-recurring or infrequent and unusual items. The following tables set forth the

determined in accordance with U.S. generally accepted accounting principles (GAAP), reconciliation of GAAP diluted earnings per share to base earnings per share:

ad)ustcd to CXClleC cerrain amounts rclatcd to rcstructurmg 1nitiacives, asset 1mp:urmcnt Years Ended Decenber 31

chargcs, environmental charges and certain non-recu rring or infrequcnt and unusual items. 2007 2006 2005 2004 2003 2002
These adjusemens resultin the non-GA AP financial measures referred toas “Base Earnings Diluted earnings per share,
per Diluted Share”and “Base EBIT” asreported (GAAP) $210  $192  sLel  S153 SL43 8139

~ . . . Adjusted for:
These non-GA AP measures are not in accordance with, or an alternative for, gcnerally ) ) -
RCStl'llcfurlng &nd asset lmpgurmcn[

&CCCPECC{ accounting principlcs and may bC dii‘Fcrcnt ﬁ‘Olﬂ non-GAAP mecasurces LlSCd by othcr

chargcs,nct of tax 25 21 A3 14 38 .09
companies. In addition, these non-GA AP measures are not based on any comprchcnsivc setof Legal secclement, necof tax 03
accounting rules or principles. Sonoco provides all the information required by GAAP, but e Exccutive life insurance, net of tax 04
believes that cvaluating its ongoing operating results may not be as useful if an investor or other E“"""O“‘““Cm/“l reserve A5 08
user is limited to reviewing only GAAP financial measures. Sonoco uses these non-GA AP Rectog'nvl)uo: _OFEAX bencfits/ ) 0 (09
financial measures for internal planning and forccasting purposes, to evaluate its ongoing opera- Ga ir?t):i? ;;T;zz ontinued o ) '
tions, and to evaluate the ultimate pcrformance of each business unit against budgct all the way operations, net of tax (51)
up through the evaluation of the chicf executive officer’s performance by the Board of
Directors. In addition, these same non-GA AP measures are used in dctcrmining incentive Base carnings per share (non-GAAP) $2.38 $2.13 $1.92 51.65 5130 5148

compensation for the entire management team andin providing carnings guidance tothe

Base EBIT

Base EBIT is a non-GA AP financial measure of carnings before interest and taxes,
which excludes the impact of restructuring, asset impairment and environmental
charges and certain non-recurring or infrequent and unusual items. The following

tables st forth the reconciliation of GAAP carnings before interest and taxes to Base
EBIT (millions of dollars):

investing community.

Sonoco management does not, nor does it suggest thatinvestors should, consider these
non-GA AP financial measures in isolation from, or as a substitute for, financial information
prepared in accordance with GA AP. Sonoco presents these non-GA AP financial measures to
providc users information to evaluate Sonoco’s opcrating results in a manner similar to how

management evaluates business pcrf()rmancc Material limitations associated with the use of
Years Ended December 31

such measures are that thcy donotreflectall pcriod costsincluded in opcrating expenses and
2007 2006 2005 2004 2003 2002

nlay not [CHCCt ﬁn'(lncial resu [[S [hat are COInPElr%lblC to ﬁnancial resu ltS Ofother COmPaniCS tha[ .
Earnings before interestand taxes,

present similar costs differencly. Furthermore, the calculations of these non-GA AP measures astcporced (GAAP) $3079  $3200  $2747  $2394  SIS85  $2357

are based on subj ective determinations of management regarding the nature and classification
of events and circumstances that the investor may find material and view differently. To com-

Adjusted for:

Rcstruc[uring éllld assct impairmcnt

pensate for these limitations, management believes thatitis useful in undcrstanding and analyz- charges, netofrax 361 3 19.0 50.1 104
ingthc results of the business to review both GA AP information thatincludes the impact of Legal Smlemcm >

) ] ) ) ) . ) Executive life insurance 5.6
restructuring, asset impairment and environmental chargcs, and certain non-recurring or infre- Emvironmental reserve 25 125
quent and unusual items, and the non-GA AP measures that exclude them. Whenever Sonoco  pase EBIT (non-GAAD) $3692  $3461  $3085  $2685  $2086  $246.1
uses anon-GA AP financial measure, it providcs areconciliation of the non-GA AP financial
measure to the most closely applicable GAAP financial measure. Investorsare encouragedto  The following table sets forth Base EBIT as a percentage of net sales (Base EBIT

review the related GA AP financial measures and the reconciliation of these non-GAAP finan- margin):

cial measures to their most directly comparable GAAP financial measures as detailed below. Yoars Ended December 31
2007 2006 2005 2004 2003 2002

Base Earnings Per Diluted Share (Base EPS)

Netsales $4,0400  $3.656.8  $3528.6  $3,1554  $2.7583  $2.7014
Base EPS is a non-GAAP financial measure of earnings per share, which excludes the g, EBIT (non-GAAD) $369.2  S3461  $3085  $2685  $2086  $246.1
impact of restructuring, asset impairment and environmental charges and certain Base EBIT margin (non-GAAP) 9.1% 95% 8.7% 85% 7.6% 9.1%
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SELECTED ELEVEN-YEAR FINANCIAL DATA unaudited

dollars and shares in thousands except per share
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Years Ended December 31 2007 2006 2005 2004 2003 2002
Operating Results!
Netsales $4,039,992 $3,656,839 $3,528,574 $ 3,155,433 $2,758,326 $2,701,419
Costof salesand operating expenscs 3,695,917 3,310,751 3,232,590 2,897.046 2,549,726 2,455,357
Other expense, net? 36,191 25970 21,237 18,982 50,056 10,409
Interest expense 61,440 51,952 51,559 47463 52,399 54,196
Interestincome (9,182) (6,642) (7938) (5.400) (2.188) (1,649)
Income before income taxes 255,626 274,808 231,126 197.342 108,333 183,106
Provision for income taxes ? 55,186 93,329 84,174 58,858 37,698 65,075
Equityin carnings of afhliates/minority incerest* 13,716 13,602 14,925 12.745 543 43
Income from continuing operations 214,156 195,081 161,877 151,229 78,178 125,468
Income from discontinued operations,
net of income taxes 60,771 9.848
[ncome before cxtraordinary loss 214,156 195,081 161,877 151,229 138,949 135,316
Extraordinary loss, net of income tax benefit
Netincome 214,156 195,081 161,877 151,229 138,949 135,316
Preferred dividends
Net income available to common shareholders $ 214,156 $ 195.081 $ 1618 $ 151,229 $ 138,949 $ 135316
Per common share
Net income available to common sharcholders:
Basic $2.13 $1.95 $1.63 $1.54 $1.44 $1.40
Diluted 2.10 192 1.61 153 1.43 1.39
Cash dividends — common 1.02 95 91 .87 84 83
Average common shares outstanding:
Basic 100,632 100,073 99.336 98,018 96,819 96,373
Diluted 101,875 101,534 100,418 98,947 97,129 97,178
Actual common shares outstanding at December 31 99,431 100,550 99.988 98.500 96.969 96.380
Financial Position
Networking capital $ 269,598 $ 282974 $ 265,014 $ 282,226 $ 75671 $ 104,671
Property, plantand equipment, net 1,105,342 1,019,594 943,951 1,007,295 923,569 975.368
Tortal assets 3,340,243 2,916,678 2,981,740 3,041,319 2,520,633 2,436,439
Long-term debe 804,339 712,089 657,075 813,207 473220 699,346
Total debt 849,538 763,992 781,605 906,961 674,587 833,846
Shareholders’ equity 1,441,537 1,219,068 1,263,314 1,152,879 1,014,160 867425
Current ratio 1.4 1.4 1.4 1.4 1.1 12
Tortal debe to rotal capiral® 35.8% 375% 35.7% 40.7% 36.4% 44.5%
Other Data
Depreciation, depletion and amortization expense ! $ 181,339 $ 164,863 $ 163,074 $ 163,928 $ 153,538 $ 145923
Cash dividends declared - common 102,658 94,745 90,126 85,060 81,128 79,768
Market price per common share (ending) 32.68 38.06 2940 29.65 24.62 2293
Return on total equity (including preferred stock) 2 16.4% 15.7% 135% 14.2% 15.0% 16.0%
Return on net sales'- 5.3% 5.3% 4.6% 4.8% 5.0% 5.0%




2001 2000 1999 1998 1997 1 Operating resules for 1997-2002 have been restated to reclassify
the High Densicy Film business, which was sold in 2003, as discon-
$2.,464,445 $2,570,708 $2,391,666 $2,409,045 $2,702,700 tinued operations.
2,204,874 2,250,793 2,085,434 2,149,853 2,382,327
SLI75 5,543 (3,500) (100,354) 226,358 2 2007 datareflects net charges of $36,191 pretax, $25,356 after
52,217 59,604 52,466 54,779 57194 tax, for restructuring and assetimpairment charges. 2006 data
(3.800) (3.794) (5,314) (5916) (4.971) reflects netcharges of $25,970 pretax, $21,330 after tax, for restruc-
159,979 258,562 262,580 310,683 41,792 turing charges. 2005 daca reflects net charges of $21,237 pretax,
77.269 107,463 98,333 142,857 51,647 $14,343 after tax for restructuring cost. 2004 data reflects net
(1.214) 7702 6,830 6,38 (991) charges of $18,982 pretax, $16,154 after tax, for restructuring costs.
81,496 158,801 171,077 174,213 (10,846) 2003 data reflects net chargcs of $50,056 pretax, $35,329 after tax,
for restructuring costs. 2002 datareflects net chargcs ot $10,409
10,113 7497 16,728 17.783 13.463 pretax, $6,663 after tax, for restructuring costs. 2001 dacareflects
91,609 166,298 187.805 191,996 2,617 net chargcs of $51,175 pretax, $49,028 after tax, for the net gain
(11.753) fromlegal serclements, corporate-ownedlife insurance (COLI) and
91,609 166,298 187.805 180,243 2.617 restructuring costs. 2000 data reflects net charges of $5,543 pretax,
(3,061) $1,372 after tax, for the net gain on the sales of divested businesses,
$ 91,609 $ 166,298 $ 187.805 $ 180.243 $ (444) restructuring costs and exccutive severance charges. 1999 data
reflects the gain on the sale of divested businesses of $(3.500). 1998
datareflects the net gainon the sale of divested businesses of
$.96 $1.67 $1.84 $1.76 $.00 $(100,354) pretax, or $(41,554) after tax. 1997 data reflects the assct
96 1.66 1.83 1.73 00 impairment chargcs 0f$226,358 pretax, or $174,500 after tax.
.80 79 75 704 641
3 The provision forincome taxes in 2001 and 2000 includes
95,370 99,725 101,886 102,632 100,981 $14,613and $12,000, respectively, related to COLI.
95,807 99,900 102,780 104,275 107,350
95453 94,681 101.134 101,683 105417 4 2007,2006,2005,2004,2003 and 2001 data includes restruc-
turing charges of $(63), $(416), $(1,260), $(1,778), $1,455 and $6,591,
$ 204,899 § 258,713 $ 306,450 $ 225347 $ 438896 respectively.
1,008,944 973,470 1,032,503 1,013,843 939,542
2,352,197 2,212,611 2,297,020 2,082,983 2,159,932 S Debtlevels for 1998 thmugh 2000 have been adjustcd for cash
885,961 812,085 819,540 686,826 696,669 related to theissuance of restricted-purposc bonds.
921,810 857,641 904,137 783,632 796,359
804,122 801,471 901,220 821,592 848,819
1.4 1.6 1.7 L5 2.0
49.3% 485% 475% 46.7% 46.1%
$ 144,709 $ 137,041 $ 130,945 $ 131,103 $ 140,166
76,080 78,718 76,434 72,028 64,639
2658 21.63 2275 29.63 3154
11.5% 19.1% 21.9% 22.0% 3%
3.7% 6.5% 9% 75% .0% SONOCO 2007 ANNUAL REPORT
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INVESTOR INFORMATION

ﬂiC fOHOWiDg graph COl]]PEerS tl”lC cumulativc ﬁve—ycar total return

attained by Sh(ll'Cl”lOldCI'S on SOHOCO PI’OdUCtS Company‘s common StOCl(

relative to the cumulative total returns of the S&P 500 Index and the Dow

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

Aninvestment of $100 (wich reinvestment of all dividends) is assumed to

have IZ)CCH made inour common StOCl( and in each OfthC iI’ldCXCS on

12/31/2002 and its relative performance is tracked through 12/31/2007.

COMPARISON OF FIVE YEAR

CUMULATIVE TOTAL RETURN®

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

$200
150
100

SO

02

. SONOCO

S&P 500

03

04

05

06

07

DOW JONES U.S. CONTAINERS & PACKAGING

*$100 invested on 12/31/02 in stock orindex, including reinvestment
ofdividends. Fiscal year ending December 31.

©2008, Standard & Poor’s, a division of The McGraw-Hill Companics,
Inc. Allrights reserved. www.searchdatagroup.com/S&P.hem.

Sonoco Products Company
SerP 500

Dow Jones U.S. Containers & Packaging
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12/02
100.00
100.00
100.00

12/03
111.65
128.68
119.07

12/04
139.10
142.69
142.46

12/05
14252
14970
14156

12/06
18990
173.34
158.68

12/07
16778
182.87
169.35

Sonoco (NYSE: SON) offers its sharcholders S 0 N

LISTED

NYSE
SONOCO ON THE INTERNET

Sonoco's Web site, www.sonoco.com, provides avariety

a VVidC range OFSCI’ViCCS &I]d SCVC[”JI VVELyS to

access important Company information.

of information about the Company. The site features a
newsroom for press releases, photos, financial reports and
presentations, proxy statements, various SECh lings, events,
safcty pcrformancc 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)
800/231-5469 (Hearing impaired - TTY Phonc)

WCb site: Www. bnymellon.com/shareowner/isd

Address sharcholder inquiries to:
Sonoco Products Company

c\o BNY Mellon Shareowners Services
480 Washington Boulevard

Jersey City, NJ 07310-1900

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

c\o BN'Y Mellon Shareowners Services

P.O.Box 358015

Pitesburgh, PA 15252-8015

Send dividend reinvestment transactions to:
Sonoco Products Company

A\o BNY Mellon Shareowners Services

P.O.Box 358035

Picesburgh, PA 15252-8035

SHAREHOLDER SERVICES
Sonoco - B01

1 North Second Street

Hartsville, SC 29550-3305

ELECTRONIC PAYMENT OF DIVIDENDS
Sharcholders may clect to have their dividends deposited
directly to their bank accounts by contacting BN'Y Mellon
at www.bnymellon.com/ shareowner/isd or Sonoco
Shareholder Services.

SHAREHOLDER INVESTMENT PROGRAM
This program allows participants to purchase Sonoco stock and
reinvest dividends dircctly without contactinga broker. You do
nothave to be ashareholder to participate. For more information
anda prospectus, go to Www.sonoco.com or Www.bnymcllon.

com/sharcowner/isd.

SONOCO PUBLICATIONS

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

Sonoco - A09

1 North Second Street

Haresville, SC 29550-3305

DUPLICATE ANNUAL REPORTS
To eliminate duplicate report mailings, mark your proxy card

or contact Sonoco Sharcholder Services.

AVAILABILITY OF FORM I0-K
AND EXHIBITS
Sonoco has filed with the Securities and Exchange

Commission its Annual Report on Form 10-K for the fiscal

year ended December 31,2007

A copy of the Form 10-K, including the financial statements
and financial schedules and alist of exhibits, forms a part of
this 2007 Annual Report to Sharcholders. The exhibits to the
Form 10-K are notincluded with this Annual Report, but
will be delivered without charge to ashareholder upon receipt
ofawritten request. Requests for the exhibits should be
directed to:

Sonoco - A09

1 North Second Street

Haresville, SC 29550-3305
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GENERAL INFORMATION

ADDRESS

Corporate Headquarters and Investor Relations
1 North Second Street

Hartsville, SC 29550-3305

Main: +843/383-7000

Investor Relations: +843/383-7862

Tollfree: 800/377-2692

Fax: +843/383-7008

E-mail: COrporate.communications@sonoco.com

ANNUAL MEETING

The annual mecting of sharcholders will be held ac 1T a.m,
Eastern time on Wednesday, April 16, ac:

The Center Theater

212 North Fifth Street

Hartsville, SC 29550-4136

A live audiocast will be availablc, witha rcplay archived for six
months. Instructions for listcning to this audiocast will be
available on the www.sonoco.com, approximatcly oneweek

prior to the event.

LEGAL COUNSEL
Haynsworth Sinkler Boyd, P.A.
P.O.Box 11889

Columbia, SC 29211-1889

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
PricewaterhouseCoopers LLP

Hearst Tower

214 North Tryon Street, Suite 3600
Charlotte, NC 282022137

INTELLECTUAL CAPITAL MANAGEMENT
Sonoco Development, Inc. manages the Company’s
intellectual assets, including patents, licensesand agreements.
Company trademarks, domain names and patents are
managcd by SPC Resources, Inc. The address for both
companies is:

125 West Home Avenue

Hartsville, SC 29550-4123

EQUAL OPPORTUNITY EMPLOYER

Sonoco believes thata diverse workforce is rcquircd to
compete succcssfully in today’s global markctplacc. The
Company providcs cqual cmploymcnt opportunities inits
global operations without rcgard to race, color, age, gcndcr,

religion, national origin or physical disability.

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 nor,
incorporate those Web sites or their contents by reference
into thisannual report.
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© Mixed Sources N,
Product group from well-managed 20%
forests, controlled sources and
recycled wood or fiber

FSC www.fsc.org Cert no. SCS-COC-00648
© 1996 Forest Stewardship Council

All paper in Sonoco’s Annual Report was manufactured with electricity
in the form of renewable energy and came from wel-managed forests
or other controlled sources certified in accordance with the inferna-
tional standards of the Forest Stewardship Council (FSC). The paper
used for the cover and narrafive section contains 30% postconsumer
recycled fiber and the paper used for the financial secfion contains
10% post-consumer recycled fiber.

I NORTH SECOND STREET
HARTSVILLE, SC 29550-3305
843/383-7000
WWW.SONOCO.COM
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