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Sonoco Products Company and Consolidated Subsidiaries

FINANCIAL HIGHLIGHTS

COMPARATIVE HIGHLIGHTS (unaudited)

($ and shares in thousands except per share data)

Years ended December 31 2004 2003
Net sales $3,155,433 $2,758,326
Gross profit 574,790 498,439
Income from continuing operations 151,229 78,178
Net income 151,229 138,949
Return on total equity 14.2% 15.0%
Return on net assets 8.0% 5.8%
Return on net sales 4.8% 5.0%
Approximate number of employees 17,100 15,200
Approximate number of shareholder accounts 46,000 46,000
Per common share:
Net income — basic $1.54 $1.44

— diluted 1.53 1.43
Income from continuing operations — diluted 1.53 .80
Cash dividends — common .87 .84
Ending common stock market price 29.65 24.62
Book value per common share 11.67 10.43
Price/earnings ratio 19.38 17.22

Graph Footnotes: Net sales increased by 14.4% in 2004, primarily as a result of acquisitions, higher volumes

and selling prices and the favorable impact of foreign exchange translation. Income from continuing operations
nearly doubled in 2004 as higher materials costs were more than offset by strong sales, a reduction in cost structure,
increased unit volumes and a decrease in restructuring charges. 2004, 2003 and 2002 data reflects ner after-tax
restructuring charges of $14.4 million, $36.8 million and $6.7 million, respectively. 2001 data reflects net after-
tax charges of $55.6 million for corporate-owned life insurance (COLI) and restructuring charges partially offset by
the net gain from legal settlements. 2000 data reflects net after-tax charges of $13.4 million for the net gain on the
sale of divested businesses, restructuring charges, executive severance charges and COLI. >>

On the Cover: A SonoWrap™ tapered canister, representing Sonoco’s next generation of rigid paperboard packaging,
billboards the Company’s unique offering of total solutions ro the packaging supply chain needs of consumer product
companies. Sonoco’s capabilities encompass initial design, development and testing; global artwork management
which helps ensure continuous brand integrity; laser-engraved printing cylinders that provide the highest possible
quality of printed packaging; and custom packing and fulfillment. Sonoco also provides the best possible packaging
options from its broad portfolio of products, including rigid paper or plastic containers, flexible packaging, metal

or plastic ends and closures and point-of-purchase displays. The Companys full scope of offerings is rounded out by
purchasing and inventory control, and delivery and display of customers’ packaged products in the retail marketplace.
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Sonoco at a Glance



10 our SHAREHOLDERS:

2004 was characterized by significant Company
wide operational and financial year-over-year
improvements following three consecutive years
of difhcult general economic conditions. Further,
important new acquisitions and a joint venture
agreement were completed, new products

were introduced and our global presence was
extended. These achievements, coupled with
continued dividends (paid consecutively since
1925), helped produce a 24.6% year-over-year

increase in total shareholder returns.

HARRIS E. DELOACH, JR., President and Chief Executive Officer
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SONOCO at a GLANCE

CONSUMER PACKAGING

RIGID PACKAGING - PAPER
The world's largest producer of composite cans
and a leader in rigid paperboard containers

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

Markets: Food: Snacks, nuts, cookies and
crackers, confectionery, frozen concentrate,
powdered beverage and infant formula, coffee,
refrigerated dough, spice/seasonings, nutritional
supplements, pet food

Nonfood: Adhesives, caulks, cleansers,
chemicals, lawn and garden, automotive, pet
products

Operations: 35 rigid paper and plastic plants
in North and South America, Europe, Asia and
Australia with approximately 2,360 employees

PACKAGING SERVICES

PACKAGING SERVICES AND
FOLDING CARTONS

A fee-for-service arrangement for supply chain
management and a provider of a wide variety

of folding cartons

Products and Services: Packaging supply
chain management services, brand artwork
management, blister packs, paperboard cartons

and packaging

Markets: Personal care, beauty, healthcare,
electronics, hosiery, food, pharmaceuticals,
hosiery, confectionery, printing products

Operations: Seven plants (five Pack Centers,
one folding carton in the United States;

one artwork management in Europe) with
approximately 1,420 employees

Founded in 1899, Sonoco today serves industrial and consumer customers

in 85 nations. From our headquarters in Hartsville, S.C., and from more than

300 manufacturing and sales locations in 35 countries, our approximately
17,100 employees produce packaging for a variety of industries and for many
of the world’s most recognized consumer brands.

CONSUMER PACKAGING

RIGID PACKAGING - PLASTIC

A leader in rigid plastic containers and closures

Products and Services: Bottles, jars, tottles,
tubs, cups, trays, squeeze tubes

Markets: Food: Liquid beverage (non-
carbonated), including functional beverage and
ready-to-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

Operations: Information included in Rigid
Packaging — Paper

CONSUMER PACKAGING

ENDS AND CLOSURES -
PLASTIC AND METAL

A world leader in convenience closure
technology and manufacturing

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

Markets: Canned processed foods, coffee,
beverage, powdered beverages and infant
formula, snacks, nuts, nutritional supplements,
spice/seasonings, pet food and treats and
nonfood products

Operations: Seven plants in the United States
and South America with approximately
640 employees

PACKAGING SERVICES

POINT-OF-PURCHASE (P-O-P)
A leading provider of P-O-P displays and
specialty high-graphics packaging, as well
as assembly and fulfillment operations for a
“one-stop” display needs solution.

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

Markets: Consumer packaged goods,
including personal care, beauty, healthcare,
electronics, hosiery, confectionery, home and
garden, sporting goods, office supplies

Operations: 13 plants in the United States
with approximately 840 employees

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

Products and Services: Engineered paperboard
packaging forms, transport-cushioning bases,
palletized retail display systems and services
from an ISTA-certified Engineering and
Testing Center

Markets: Household appliances, heating and air
conditioning, lawn and garden, furniture and
office furnishings, automotive, outdoor grills,
and pallet configurations for consumer products

(food and nonfood)

Operations: Six plants in the United States and
Mexico with approximately 240 employees




CONSUMER PACKAGING

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-performance
laminations and rotogravure cylinder engraving

Markets: Confection and gum, hard-baked
goods, coffee, retort, beverage, snack foods, pet
food and home and personal care

Operations: Eight converting and two cylinder
engraving locations in North America with
approximately 1,100 employees

ENGINEERED CARRIERS & PAPER

ENGINEERED CARRIERS

(TUBES AND CORES)

The world’s largest producer of tubes and cores
(engineered carriers)

Products and Services: Paperboard tubes, cores,
roll packaging, supply chain packaging services,
molded plugs

Markets: Construction, film, flowable products,

metal, paper mill, shipping and storage, tape and
label, textiles, converters

Operations: 112 plants in North America,
South America, Asia, Australia and Europe with
approximately 5,890 employees

ENGINEERED CARRIERS & PAPER

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,
chipboard, tubeboard, lightweight corestock,
boxboard, linerboard, specialty grades,

recovered paper

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

Operations: 27 paper mills with 38 machines
in 11 countries; 47 recovered paper collection
sites in nine countries; one forest operation

in the United States with approximately
3,150 employees
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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: Baker™ steel, nailed
wooden, plywood, recycled and poly-fiber reels

Markets: Wire and cable manufacturers

Operations: Five plants in the United States;
26 distribution centers and nine recycling
centers in the United States and Canada,
with approximately 400 employees

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
extrusion technologies

Markets: Consumer and industrial packaging,
food services, textiles, wire and cable, fiber optics,
plumbing, filtration, automotive, food services,

medical, healthcare, packaging

Operations: 14 plants in North America and
Europe with approximately 700 employees

PAPERBOARD SPECIALTIES
A leading supplier of paper amenities in
North America

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

Markets: Hotels and resorts, casinos, country
clubs, catering services, cruise lines, airlines,
healthcare facilities, restaurants

Operations: Two plants in the United States,
with manufacturer’s representatives across
the United States with approximately

50 employees



SONOCO around the GLOBE

‘This is not a representation of all of Sonoco’s plant locations. Dots illustrate the
countries in which Sonoco operates; the dot color represents the Sonoco segment
doing business in that country. Dots with circles around them represent new
locations in 2004 (acquisitions, joint ventures, etc.).

* HEADQUARTERS O 2004 NEW LOCATIONS ® CONSUMER PACKAGING ® ENGINEERED CARRIERS ® PACKAGING SERVICES ALL OTHER SONOCO
Hartsville. S.C.- USA SEGMENT & PAPER SEGMENT SEGMENT
P Ends and Closures Engineered Carriers (tubes and cores) Folding Cartons
Printed Flexible Packaging Paper Mills Graphics Management
Rigid Paper Containers Recovered Paper Pack Centers

Rigid Plastic Containers Recycled Paperboard Point-of-Purchase and Fulfillment



Accomplishments

During 2004, the Company posted double-digit percentage increases in net sales and income from continuing
operations. Sales increases were driven by business combinations, improved volumes, higher average prices and
new product introductions. Earnings were positively impacted by structural cost reductions, which began in 2001;
significant increases in productivity; and an improved price/cost relationship, all of which contributed to improved
margins. Reduced restructuring charges, compared with 2003, also were a factor in improved earnings.

The Company completed two particularly important business combinations to help fuel ongoing profitable growth
and meet our objective of sustainable average annual double-digit total returns to shareholders. We enhanced our total
solutions strategy for consumer product companies through the acquisition of CorrFlex Graphics, LLC (CorrFlex), one
of the nation’s largest point-of-purchase (P-O-P) and fulfillment companies. And, we completed a new joint venture,
Sonoco-Alcore, S.a.r.l. (Sonoco-Alcore), by combining our European paper tube and core and paperboard operations
with those of Ahlstrom Corporation, Finland. Sonoco holds a 64.5% ownership interest in this venture. Total
annualized sales for the properties being contributed by Sonoco and Ahlstrom were approximately $235 million and
$102 million, respectively. Under a put/call agreement, Ahlstrom will be able to require Sonoco, over a set time period,
to acquire 100% of the shares in the joint venture. Should Ahlstrom not excercise its put options, Sonoco will be able
to require Ahlstrom to sell all of its shares to Sonoco during a defined period. The sales price of the shares in both
instances is based on a predetermined earnings formula. In December 2003, we also completed a similar put/call
agreement with the majority of shareholders of Demolli Industria S.p.A. (Demolli), the largest manufacturer of
paperboard and engineered carriers in Italy. Sonoco currently holds a 25% ownership interest in Demolli, which had
annual sales in 2003 of approximately $47 million.

We further increased our international presence with new operations in Mexico, Brazil, Germany, Poland and
Turkey. We also added three new engineered carrier operations in China, bringing Sonoco’s total number of converting
facilities in that country to five, making us the largest tube and core manufacturer in China. Sonoco also owns a paper mill
in China.

Sonoco continued to generate strong cash flow from operations, which is expected to average about $300 million
annually over the next several years. Meanwhile, we protected our cash flow with total productivity improvements of
approximately $70 million.

We are particularly proud that our employees improved their safety performance for the eighth consecutive year,

with 2004 being the best in the Company’s 105-year history.

Operating Environment Changes

We saw dramatic changes in our operating environment from 2003 to 2004, as the manufacturing sector rebounded
after three sluggish years. Company wide volumes increased substantially in each of the last three quarters in 2004,
compared with the same periods in 2003. Growth provided by acquisitions further added to our sales performance.

In 2003, the Company experienced significant pricing pressure, resulting in a negative price/cost relationship; an
increase over 2002 in startup and business-transfer costs in the flexible packaging business; and increased costs over the
previous year for raw materials, energy and healthcare. Pension and postretirement expenses alone hurt earnings by a
cumulative $.48 per diluted share from 2000 through 2003.

Strategic Mission Statement: Sonoco intends to be the low-cost global leader in providing customer-
preferred packaging solutions to selected value-added segments, where we expect ro be either number one
or two in market share. Shareholder return, customer and employee satisfaction, commitment to excellence,

integrity, environmental stewardship and a safe workplace will be the hallmarks of our culture.
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Strategic Objective: 70 achieve average annual double-digit total
return to shareholders, with returns on capital and equity in the top
quartile of the Standard & Poor’s 500 Index.

In 2004, we continued to see increased costs for raw materials, principally for old corrugated containers (OCC)
and steel. However, we were able to nearly offset higher OCC costs through price increases for our engineered carriers
and the expanded profitability of our recovered paper operations. In the latter half of 2004 and the first quarter of
2005, we began recovering increased steel costs through contractual pass-through provisions.

As in 2003, energy costs continued to increase in 2004. Natural gas is our largest energy cost, however, the
Company is effectively hedging through 2005 approximately 80% of its natural gas requirements in the United States
and Canada. The objective of our hedging is not to try to “beat the market,” but rather to ensure the predictability of
our energy expenses.

Our U.S. pension plan is fully funded, and we have no significant overhang of costs looming because we use
market-based asset valuations. We expect to contribute approximately $25 million annually to our pension and
postretirement plans, an amount which approximates our average annual outlay for the plans.

The startup costs and expenses of recent years related to moving production between plants in our flexible
packaging business are substantially behind us. Flexible packaging sales, earnings and margins improved over the last
half of the year, compared with prior year periods, and are expected to continue to do so.

Company wide margins, while down during 2003, also improved year-over-year during the last three quarters
of 2004, and this trend is expected to continue.

Sonoco’s business portfolio changed in 2004. The Company divested its High Density Film business in late 2003,

reducing its exposure to the highly cyclical resin markets.

Summary of 2004 Results

Earnings per diluted share were $1.53 for 2004, compared with $1.43 for 2003. Income from continuing operations
for 2004 was $151.2 million, versus $78.2 million for the same period in 2003. Income from continuing operations

for 2004 was positively impacted by higher volume, including the impact of the acquisition of CorrFlex in May 2004;
higher average prices; reduced costs resulting from productivity improvement initiatives; $9.3 million ($.09 per diluted
share) due to the recognition of certain tax benefits; and a $7 million ($.07 per diluted share) after-tax reduction in
expenses resulting from the adoption of new accounting guidelines on the Medicare Prescription Drug Improvement
and Modernization Act of 2003. Income from continuing operations for 2004 was negatively impacted by after-tax
restructuring charges of approximately $14.4 million ($.15 per diluted share), compared with $36.8 million ($.38 per
diluted share) for 2003. Also adversely impacting income from continuing operations were before- and after-tax charges
of approximately $5.6 million ($.06 per diluted share) related to a correction to previously reported financial statements
at the Company’s wholly owned subsidiary in Spain, which resulted primarily from underreporting of expenses over

a six-year period. The impact of this correction was not material to the reported results of any of the prior periods

affected or to the current period. Other negative factors included after-tax charges of approximately $2.9 million

2004 Annual Report 3



($.03 per diluted share) related to the establishment of reserves for claims against the Company as a result of a legal

judgment and a $3.6 million ($.04 per diluted share) after-tax charge related to the cost of replacing certain executive

life insurance policies. Income from continuing operations was also hurt by startup costs associated with the Company’s

new multiline easy-open closure operation in Brazil, new rigid plastic container plants in California and Wisconsin, and

by the movement of production among flexible packaging plants.

Net income (including discontinued operations) for 2004 was $151.2 million, versus $138.9 million in 2003. Included

in net income for 2003 was a $49.4 million ($.51 per diluted share) after-tax gain on the sale of the High Density Film

business, which is classified as discontinued operations in the Company’s Consolidated Statements of Income.
Net sales for 2004 were $3.2 billion, versus $2.8 billion for 2003. This 14% increase primarily reflects the

acquisition of CorrFlex; increased average prices and volume for a number of products in our existing businesses; the

favorable impact of foreign exchange translation; and the impact of two months of sales from Sonoco-Alcore.

The Company generated cash from operations of $252.2 million in 2004, versus $332.2 million in 2003. This

decrease in cash flow resulted primarily from higher net working capital associated with increased sales and increased

inventories related to the startup of new operations and higher material costs. The cash generated from operations

for 2004, along with the issuance of debt, was used to partially fund capital expenditures of $119.8 million, to

pay dividends of $85.1 million and for the approximate $250 million purchase of CorrFlex. Cash generated from

operations in 2004 included the impact of $33.4 million for funding benefit plans during 2004, compared with

approximately $25.9 million during 2003.

Growth Strategy

To help achieve our objective of average annual double-digit total shareholder returns, we are
aggressively executing a three-pronged, equally weighted, profitable sales growth initiative. The
first component is acquisitions and joint ventures, which will impact most of our businesses.
The second component is providing total solutions to the packaging supply chain requirements
of consumer product companies, driven by new product, service and market development.
Finally, we are committed to continued geographic expansion of our existing technologies, a
component expected to be a primary growth vehicle for our more mature businesses. The success
of this growth initiative is evidenced by our having surpassed the $3 billion sales level in 2004
for the first time in the Company’s history.

Acquisitions and Joint Ventures
Our criteria for potential acquisitions are that they should not be dilutive in their first year,
they should meet Sonoco’s cost of capital in the first three to four years and they should be
complementary to our existing businesses and technologies.

In May 2004, we acquired CorrFlex, which had annual sales of about $190 million
in 2003. The integration of CorrFlex into the Sonoco family has been excellent. And, as

expected, this acquisition was modestly accretive in 2004.
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Company’s net income is expected to increase as a result of this joint venture.

Sonoco’s objective over the next several years is to increase its ratio of sales and
earnings from products and services provided to consumer product customers
(about 46%) to approximately equal or slightly exceed those from the industrial markets (about 54%). The primary
purpose of this objective is to reduce the impact on the Company of the inherently greater exposure of industrial markets
to general economic cycles.

To that end, beginning in 2000, we initiated a strategy of becoming a total solutions provider of products and
services needed to meet the packaging supply chain requirements of consumer product companies. Our offerings now
include packaging research, development and market testing; graphics management on a global basis; laser-engraved
cylinders to ensure the highest quality of graphics reproduction; custom packing and inventory control; and bringing
our customers’ packaged products to their distribution centers or directly to retail outlets through our new P-O-P
displays and fulfillment services acquired through the purchase of CorrFlex. Of course, embedded in this value-adding
chain of offerings is a full range of consumer packaging options, whether the customer requires rigid paper or plastic or
flexible packaging, metal or plastic closures, or P-O-P displays and fulfillment services. Since 2001, Sonoco has increased
its expenditures annually for new product and market development and more than tripled its number of new patent
applications. (Photos and more details of new products can be seen in the Operations Review beginning on page 9.)

Sonoco delivers more solutions across the full breadth of the packaging supply chains of consumer product

companies than any other packaging company in the world.

Geographic Expansion

Another important tool for ensuring profitable sales growth is geographic expansion. During 2004, we continued to
expand our presence with three additional tube and core plants to serve the rapidly growing Chinese market, particularly
the textile industry (much of which has migrated from North America) and to serve a growing number of modern,
technologically advanced paper mills. We also opened a new protective packaging facility in Mexico, commenced
operation of four production lines at our new steel easy-open closure plant in Brazil, completed an additional tube

and core facility in Turkey, and opened new Pack Centers in Poland and Germany for our global consumer packaging
customers. Although we will continue to aggressively seek international growth opportunities, our objective is profitable

growth, not growth for growth’s sake. (More details are available in the Operations Review of this report.)
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With Appreciation
In May 2005, Charles W. “Charlie” Coker, chairman of the Board of Directors, will reach mandatory
retirement age. His retirement as chairman will culminate 47 years of distinguished service to the Company.

Charlie Coker began his full-time employment at Sonoco in January 1958 after graduating from
Woodberry Forest School in Virginia, receiving his Bachelor of Arts degree in history from Princeton
University in 1955 and earning a master’s degree from Harvard in 1957. After serving as executive vice
president from 1966 to 1970, he was named president. In 1976, he was elected chief executive officer
(CEO). In 1998, he relinquished the responsibilities of CEO and continued as chairman of the board.

Charlie’s tenure as president and CEO is best described as a period of unprecedented growth. During
this time, Sonoco’s net sales grew from $125 million to approximately $2.6 billion; employees grew from
6,000 to 16,500; and operating locations expanded from 61 to 275 on five continents. Acquisitions played
a large role in Sonoco’s growth under Charlie’s leadership. These included, among others, Baker Reels
(1980); most of the composite can division of Container Corporation of America (1982); Continental Fibre
Drum (1985); and the composite can business of Boise Cascade, the largest producer of composite cans at
the time (1987). The Company accelerated its growth in the Pacific Rim during the late 1980s and early
1990s, purchasing tube and core operations in Australia, establishing operations in Taiwan, opening its
Sonoco Asia headquarters in Singapore and commencing operations in Indonesia. Also in the early 1990s,
Sonoco acquired Crellin, a molded plastics company (1993), and Engraph, which included the predecessor
of today’s Sonoco flexible packaging business (1993). By 1999, Sonoco was operating a paper mill and tube
plant in China, with plans for further expansion in Thailand, Malaysia, Korea and India.

During Charlie’s years as chief executive officer, shareholders enjoyed average annual double-digit total
returns on their investments.

Charlie has often said that a company must periodically reinvent itself if it is to remain economically
viable. Certainly he succeeded in doing that well. He has always been passionate about growth and remains
so today. He is fond of reminding his colleagues that “people build businesses,” and he is quick to point
with pride to the historical determination and performance of Sonoco people in finding ways to grow
the Company.

Charlie Coker’s record of success as a business leader is undisputed. Numbers, however, do not
adequately reflect the man. His greatest attributes are his beliefs in people and that all should be treated
with respect. His integrity and values shall remain the hallmarks of Sonoco’s culture. He will continue
to serve as an inspiration for the entire Sonoco family to seek new opportunities for profitable growth and

to always do “the right thing.”

CHARLES W. COKER, Chairman
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Outlook and Conclusions

We have never been more optimistic about Sonoco’s ability to sustain profitable growth. We have initiated approximately
$115 million of reductions in our overall cost structure since 2001. The Company has begun to realize the positive
impact of these savings, particularly as volumes have improved versus the previous year across virtually all of our
businesses since the first quarter of 2004.

We have successfully implemented important price increases, demonstrating an improved ability to recover the
higher raw material and general operating costs that are characteristic of a recovering general economy. While our
price/cost relationship has improved, we understand that raw material and general operating costs are likely to
continue to increase. We are, therefore, committed to remaining vigilant in pursuing price recovery, cost reduction
and productivity improvement opportunities.

We expect our cash flow from operations to average approximately $300 million annually over the next several
years, reflecting improving volumes and margins in virtually all our businesses. Our sales growth initiatives are gaining
good traction. We are experiencing increasing success with our consumer product customer strategy, expanding
geographically to meet the needs of our global customers and to develop existing international market opportunities,
and we have completed important new domestic and global business combinations.

We know that our ultimate success depends on our ability to profitably execute the integration and implementation
of these and other growth opportunities.

Now and for the foreseeable future, we will be operating in a highly competitive global marketplace. Sustainable
earnings will accrue to those companies that maintain a passion for growth, an appropriate cost structure and attention
to detail in identifying and meeting customer needs. To that end, we currently expect earnings per diluted share for
the full year 2005, excluding restructuring charges, which cannot be estimated at this time, to be in the range of $1.75
to $1.79. We believe that these results should produce double-digit total returns to our shareholders for the third

consecutive year.

Sincerely,
HARRIS E. DELOACH, JR., President and Chief Executive Officer March 10, 2005
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Through the acquisition of CorrFlex Graphics, LLC, Sonoco
[further strengthened its total solutions offerings to consumer
product companies with point-of-purchase displays and fulfill-

ment services such as seen in these displays for Duracell® batteries.
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OPERATIONS REVIEW

While Sonoco has three segments for reporting purposes, the Company continues to advance
its “One Sonoco Face” approach to serving its multiple markets. Sonoco has continued

to increase the types and number of products and services offered to meet its customers’
packaging supply chain needs with the objective of being a full-service, total solutions
provider. With the growing success of this strategy, which is based on customer demand, the
Company has begun assigning general manager level executives with full-time responsibility
for meeting all the packaging supply needs of major customers.

To support its total solutions strategy, the Company has continued adding new product,
service and geographic offerings. In 2004, for the fourth consecutive year, the Company
increased its previous year’s expenditures for new product and market development. Sales in
2004 for new products that have been introduced in the last year were approximately $42
million, compared with limited new product sales in 2000. The Company expects that its sales
from new products will also increase year-over-year in 2005 and for the foreseeable future.

During 2004, the Company initiated several significant growth initiatives. In May 2004,
Sonoco acquired CorrFlex, one of the nation’s largest point-of-purchase (P-O-P) companies.
Point-of-purchase is a fast-growing packaging sector because of its effectiveness and cost
efficiency in bringing our customers” products face-to-face with consumers in the retail
environment. Through a new joint venture in Europe with Ahlstrom Corporation of Finland,
the Company expanded its engineered carriers (tubes and cores) and paper operations
into the Scandinavian countries of Finland and Sweden, as well as into Russia and Estonia
in Eastern Europe.

As a result of the Company’s use of geographic expansion as a growth vehicle, Sonoco now
has four operational lines at its new steel easy-open closures operation in Brazil, commenced
new Pack Center operations in Poland and in Germany, and completed its second engineered
carriers (tubes and cores) facility in Turkey. In China, the Company also added three new
engineered carrier operations, two through acquisition and the other a newly constructed
facility, making a total of five engineered carrier plants and one paper mill. This establishes
Sonoco as the largest producer of engineered carriers in China.

During 2004, the Company continued to experience increased costs for raw materials,
primarily for old corrugated containers (OCC) and steel, as well as higher costs for energy
and healthcare. The higher OCC costs have been nearly offset through price increases for
engineered carriers and trade sales of recovered paper. A significant portion of increased steel
surcharges is expected to be offset in the first quarter of 2005 due to contractual pass-through
provisions. Selling, general and administrative expenses as a percentage of sales remained
relatively flat at approximately 10%.

The Company continued to focus on controlling fixed-cost spending, having already
realized the majority of the benefits from restructuring actions initiated in 2003 to reduce its
cost structure by $54 million. The Company expects to help offset general “inflacionary-type”
operating expenses through its continued emphasis on productivity improvement and price
recovery and intends to vigorously control working capital and capital expenditures.
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Sonoco introduced the next generation of paper mill cores
with its HQ®8 series designed for high-speed rotogravure
and offset printing presses.
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ENGINEERED CARRIERS and PAPER SEGMENT

The Engineered Carriers and Paper segment, the Company’s largest segment,
represents approximately 44% of the Company’s 2004 net sales. This segment
includes paperboard tubes and cores, roll packaging, packaging supply chain
services, molded plugs, recycled paperboard and recovered paper.

The Engineered Carriers and Paper segment contributed net sales of
$1.39 billion in 2004, compared with $1.26 billion in 2003. The increase in
sales was due primarily to volume and price increases. Domestic sales increased
about $45 million, or 6%, and international sales increased approximately
$84 million, or 15%.

Operating profits for the Engineered Carriers and Paper segment were
approximately $113 million, compared with about $103 million in 2003.
Earnings in this segment were favorably impacted by increased volumes, which
were up about 2%, excluding acquisitions.

In November 2004, the Company completed a joint venture with
Ahlstrom Corporation of Finland. The new company, Sonoco-Alcore, was
formed by combining the respective European paper-based tube and core and
paperboard operations of Sonoco and Ahlstrom. Sonoco contributed ownership
positions in 25 tube and core plants and five paper mills and holds a 64.5%
ownership interest in the new entity. Ahlstrom, a leader in high-performance
fiber-based material that serves niche markets worldwide, contributed 14 tube
and core plants and one paper mill and holds a 35.5% ownership interest in the
joint venture.

After an initial two and one-half year standstill period, Ahlstrom can put its
shares of Sonoco-Alcore to Sonoco for purchase over the next three and one-half
years. During the seventh year, Sonoco has the right to call Ahlstrom’s shares.
This joint venture should enhance Sonoco’s access to the Scandinavian and
Eastern European markets, particularly the important paper mill core markets in
these regions.

Sonoco also entered into an agreement in December 2003 with the
majority shareholders of Demolli, an Italy-based manufacturer of paperboard
and engineered carriers. Sonoco currently holds a 25% ownership interest in
Demolli, a position it has held since 1995. Under this agreement, Demolli
can require, through a put option, that Sonoco buy the majority shareholders’
shares in Demolli at any time through December 31, 2006. Sonoco has the
right, at its discretion, to purchase the majority shareholders’ shares in Demolli
through a call option at any time after December 2006 through December
2009. The prices of the shares in the put/call arrangements with Ahlstrom
and the majority shareholders of Demolli will be set by a predetermined
earnings multiple.
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Net Sales

Engineered Carriers
& Paper Segment
($ in billions)

Sales increased in 2004 due
primarily to the impact of
favorable exchange rates as
the dollar weakened against
foreign currencies, higher
average selling prices and
increased volume.
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Operating Profit
Engineered Carriers
& Paper Segment
($ in millions)

Operating profit in 2004
increased from 2003 due

to increased volumes and
productivity and purchasing
initiatives. The figures
above exclude the impact
of restructuring charges,
which are reported as
corporate expenses.
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SONOCO-ALCORE LOCATIONS

Sonoco Engineered Carriers
Ahlstrom Engineered Carriers
Sonoco Paper Mills

Ahlstrom Paper Mill

During 2004, Sonoco and Finland-based Ahlstrom combined
their respective European paper-based tube, core and coreboard
operations to form Sonoco-Alcore.

As the Company marks its tenth year in China, employees
in the new Wujiang engineered carriers facility manufac-
ture textile tubes, one of the many expanding engineered
carrier markets in that nations. >>
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Engineered Carriers

As the global market leader, Sonoco produces engineered carriers (tubes and cores) from 126
converting facilities located on five continents. These products serve a variety of markets,
including construction, film, flowable products, metal, paper mills, shipping and storage, tape
and label, textiles and converters.

Geographic Expansion. In addition to its European expansion through Sonoco-Alcore
during 2004, the Company added three new engineered carrier facilities in China. A new
plant was constructed in Wujiang, a growing textile area. Production is expected to commence
shortly, and the Company has already secured a 10-year supply agreement with a major cus-
tomer there. Sonoco also acquired a tube and core plant in Shouguang from Ahlstrom Corpo-
ration. And, the Company purchased a plant in Pinghu, one of the larger tube and core plants
in China. This facility principally serves the Chinese man-made fiber market.

To meet growing customer demand for our products in Turkey, Sonoco added a second
tube and core plant in Gaziantep, Turkey. The Company’s first tube and core plant in Turkey,
located in Bursa, became operational in December 1998. Both facilities are part of Sonoco-
Alcore and serve the textile, film, paper mill and general core markets.

New Engineered Carrier Products. Sonoco has recently introduced a number of advance-
ments for customers in the construction industry. These include Sonotube® Square concrete
forms that reduce production costs by decreasing setup and teardown time, and Sonotube
Finish Free® concrete forms that when stripped require no manual finishing, thus reducing
labor and material costs. Also serving the construction industry are the traditional Sonotube
round concrete forms, whose legendary toughness prevents buckling and swelling during
pouring and eliminates blowouts and other costly delays. Additional new and enhanced
products to serve the construction sector are expected to be introduced in 2005.

Paper

Sonoco’s paper operations provide the primary raw material for the Company’s fiber-based
packaging. Sonoco’s vertical integration strategy is supported by 27 paper mills with 38 paper
machines and 47 collection facilities for recovered paper around the world. The Company’s
paper operations serve such markets as converted paper products, spiral winders, beverage
insulators, displays, gaming and paper manufacturing. In 2004, Sonoco’s recycled paperboard
manufacturing capacity was approximately two million tons. Sonoco’s paper operations sell
approximately 400 thousand tons annually of various grades of paper to outside customers.
At year-end 2004, Sonoco’s North American paperboard mills were operating at approximately
95.5% of capacity, compared with approximately 92.8% at the same time in 2003. Sonoco
estimates that it gains approximately 2% to 3% annually of additional capacity through
increased productivity.

Recovered Paper. Part of the Company’s stated growth strategy is to increase its collection
and external sales of recovered paper. This operation supplies Sonoco’s Paper operations with
recovered paper and sells approximately 70% of collections to outside customers. In addi-
tion to providing attractive margins, this business provides the Company with a partial hedge
against rising OCC prices. Price changes are often not immediately reflected in the prices of
the Company’s finished paper products; however, the Company estimates that it can partially
offset the impact of cost increases through external sales of recovered paper.

2004 Annual Report
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Numerous options await Sonocos consumer product customers
when they consider packaging requirements. The world's largest
brands often use a combination of rigid and flexible packaging
and a variety of closures to meet customer demancds.

Many high-quality European brands have turned to the shaped SonoWrap™
package to differentiate themselves in the market. (Butcher’s Pet Care Ltd. per
Jood, Olli™ brand, Percol™ Tea and Dean’s of Huntley shortbread rounds) >>
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CONSUMER PACKAGING SEGMENT

The Consumer Packaging segment represents approximately 36% of 2004 consoli-
dated net sales. This segment includes round and shaped composite paperboard
canisters for which Sonoco is the global market leader; single-wrap paperboard
containers; fiber and plastic carcridges; rigid plastic containers and squeeze tubes.
Also included in the Consumer Packaging segment are ends and closures, including
aluminum, steel and peelable membrane easy-open closures for composite, metal
and plastic containers. The segment also includes printed flexible packaging made
from thin-gauge, high value-added rotogravure, flexographic and combination
printed film, including laminations.

The Consumer Packaging segment reported net sales of $1.13 billion in 2004,
compared with $1.04 billion in 2003, an increase of 8%. Sales for the segment
increased due to volume improvements, price increases and the favorable impact
of foreign exchange translation. Volumes in this segment, excluding the impact
of acquisitions, were up approximately 5% from 2003. Domestic sales were
approximately $839 million, up 5% from 2003, and international sales were
approximately $293 million, up 20% from 2003.

Operating profits for the Consumer Packaging segment were $83.1 million,
compared with $78.7 million in 2003. Earnings in this segment were favorably
impacted by increased volumes as well as reduced costs resulting from productiv-
ity and purchasing initiatives. These factors were partially offset by startup costs
associated with the Company’s new multiline steel easy-open closure operation in
Brazil and new rigid plastic container plants in California and Wisconsin, as well
as costs resulting from the movement of production between flexible packaging
plants. Earnings in this segment were also negatively impacted by increased steel
prices. In response to those cost increases, the Company began raising prices in the
latcer half of 2004 and continues to raise prices in 2005 as allowed by contractual
pass-through provisions.
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Consumer Packaging Segment
($ in billions)

Sales increased due ro higher volume,
price increases and the favorable im-
pact of foreign exchange translation.
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Operating Profit
Consumer Packaging Segment
($ in millions)

Operating profit in 2004 increased
from 2003 due ro increased volumes
as well as productivity and purchasing
initiatives, partially offset by plant
and product startup costs. The figures
above exclude the impact of restruc-
turing charges, which are reported as
corporate expenses.
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From rigid plastic bottles for Slim-Fast™ Optima" Smoothies
10 self-heating containers, Sonoco delivers a variety of new
technologies to meet the needs of consumers who demand quick,
on-the-go products for drinking, snacking or meal.

Sonoco’s Madison, Wis., technology group uses state-of-the-
art finite element technology to facilitate global development
of new packaging products, such as the rigid package plastic

bottle now used by many customers. >>
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Rigid Paper Packaging

Volumes in the Company’s global leading composite can business have increased year-over-year
for three consecutive quarters. This improvement reflects a growing interest in Sonoco’s new
rigid paper packaging as a preferred means of differentiating consumer products in the market-
place, coupled with an increased desire for more cost-efficient alternatives to all-metal packag-
ing, particularly in light of significantly increased steel prices.

New Rigid Paper Products. New product introductions are expected in the first half of
2005 utilizing SonoWrap™ tapered canisters, Sonoco’s next generation of rigid paperboard
packaging. This single-wrap container, which comes in various shapes and sizes, is a follow-
on product to the Company’s standard composite can. It provides a market-differentiating
alternative for products that do not require the same degree of protection provided by Sonoco’s
standard composite can.

Sonoco has also introduced a new Contour™ rigid paper can technology featuring a unique
hour-glass shape that is consumer friendly and helps the package differentiate our customers’
products. It can be customized with easy-open and functional closures.

Rigid Plastic Packaging

The Company offers a full spectrum of rigid plastic technologies, including injection mold-
ing, blow molding, thermoforming, tube extrusion and sheet extrusion designed to meet the
requirements of niche markets for high-performance, non-commodity rigid plastic packaging.
Blow-molded and thermoformed rigid plastic package offerings can be viewed on the Sonoco
Web site’s Products and Services product catalog.

New Rigid Plastic Products. Sonoco recently opened new rigid plastic plants in California
and Wisconsin. The California plant is producing two new shaped, co-extruded, blow-molded
bottles for nutritional beverages, including one for the newly launched Slim-Fast™ Optima™
Smoothie. These containers are also suitable for fruit juice, dairy and soy-based functional
beverages that require a high-performance package to accommodate unique filling, shelf-life
and distribution requirements. These bottles also protect dairy and soy-based beverages from
exposure to sunlight, providing uncompromised beverage quality.

At its new facility in Wisconsin, Sonoco is producing a new multiwall, high-barrier, self-
heating container. This anytime, anywhere self-heating cup is initially being launched for Wolf-
gang Puck™ coffee. Initial sales of this product are scheduled to begin this spring by a national
grocery chain. The self-heating cup can also be used for tea, hot chocolate, thin soups and even
cold and flu remedies. The touch of a button begins a simple thermal reaction that heats the
contents of the cup in minutes. Sonoco has teamed with OnTech Delaware to produce this
package, which has received national media exposure ranging from the “Today” show on NBC
television to USA Today.

The Company has added an operation with state-of-the-art production capabilities to an
existing facility in Kentucky, enabling it to produce injection-molded plastic squeeze tubes.
The Company is targeting the adhesives and sealant (A&S) market with its unique one-piece
squeeze tube technology. This marks the first use of injection molding of squeeze tubes for the
A&S market, eliminating the need to spinweld tips to the body of the tube by using Sonoco’s
proprietary one-step method.

Polymer science breakthroughs enabled Sonoco ro deliver
the first seamless injection molded plastic squeeze tube ro
the market. Red Devil® brand has found a variety of uses

Jfor home maintenance applications. >>
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Coffee-loving consumers appreciate a flexible coffee packer for
a flexible lifestyle. The single-cup servings from Community®
Coffee provide convenience and efficiency for the home or office.

Consumer preference drives the need for choice when it comes to opening/closing
packaging features. At the Wausau, Wis., metal ends facility, easy-open (EZO)
ends are applied to cans. Sonoco offers numerous combinations of metal, plastic

and membrane opening/closing options. >>
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Closures
Convenience closures, sometimes called “pop-tops” or “easy-open (EZO) ends,” allow
consumers to open cans without a can opener. While the majority of consumers prefer this
design, some, especially those who have difficulty with pull-top closures, still prefer ends
requiring a can opener. Sonoco has introduced a new dual countersink closure that gives
consumers the option of using or not using a can opener. The new design was necessary
because most easy-open closures cannot be opened with a can opener.

Geographic Expansion. At Sonoco’s new steel easy-open closures operation in Resende,
Brazil, four production lines are now operational, with current capacity sold out. The Com-
pany is now ramping up its production to full capacity, and additional lines are anticipated.

Flexible Packaging

The startup costs and expenses related to the recent moving of production between plants

in Sonoco’s flexible packaging business are substantially complete. Flexible packaging sales,
earnings and margins improved year-over-year during the last half of 2004 and are expected to
continue doing so in 2005. The Company anticipates a number of new product introductions
in its flexible packaging business over the next few months.

New Flexible Packaging Products. Sonoco launched its initial flexible stand-up retort
pouch during 2004 for a pet food manufacturer. Sonoco is the largest producer of retail retort
pouches in North America. A retort pouch permits the manufacturer to cook or process foods
in the pouch itself rather than in a separate operation prior to packaging.

Consumers prefer the look and convenience of stand-up pouches, which are easily
transported. They can be made in any size, from single-serve to super size, and can be fitted
with unique open and reclose features. Sonoco’s rotogravure-printed stand-up pouch was
chosen by Kraft to introduce its Nabisco brand Mini Oreo® cookies in 2004.

Sonoco also provides laser-engraved printing cylinders as part of its full-service offerings.
These cylinders help ensure that the Company’s customers’ packaging artwork is reproduced
to the highest quality possible. Sonoco sells these cylinders to its customers and also provides
them to its own flexible packaging business.

Offering consumers choices drives the latest

closure developments from Sonoco Phoenix.
New dual countersink ends are can opener
[riendly, or have a ring-pull top for those who
prefer the ease of opening by hand. >>
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Direct mail efforts gain loyal customers and increase market
share for Gillette® MACH3® Turbo razors and blades thanks
1o packaging supply chain management from Sonoco.

In Sandston, Va., Sonoco provides supply chain management
services to Hewlett-Packard for its inkjet printer products
that are supplied to numerous retail and office supply

stores. The multipack offers consumers a price-break for
purchasing product in larger quantities. >>
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PACKAGING SERVICES SEGMENT

The Packaging Services segment represents approximately 10% of the Company’s
consolidated sales in 2004. This segment consists of packaging supply chain man-
agement services, such as the Pack Centers operated by Sonoco for major consumer
product companies. This segment also includes the P-O-P display, design and
manufacture, and fulfillment services acquired by Sonoco with its purchase in May
2004 of CorrFlex, as well as paperboard cartons and packaging branded artwork
and on-line and off-line prepress management services.

The Packaging Services segment reported net sales of $321 million in 2004,
compared with $184.6 million in 2003. This increase was due primarily to the ac-
quisition of CorrFlex. Sales in the pre-existing operations in this segment increased
due to volume and mix changes. Overall, volumes in this segment, excluding the
impact of acquisitions, were up approximately 8%. Domestic sales were $248
million, up over 100% from 2003, and international sales were $73 million, up 17%
from 2003.

Operating profits for the Packaging Services segment were $30.3 million,
compared with $7.9 million in 2003. Although the increase in earnings primarily
reflects the acquisition of CorrFlex, productivity initiatives in pre-existing opera-
tions also contributed to the improvement.

Pack Centers

Sonoco provides packaging supply chain management for customers on a global
basis. The Company currently operates Pack Centers for Gillette in Devens, Mass.,
where it packages all of Gillette’s razors and blades for North America. These
activities involve managing multiple stockkeeping units (SKU), providing inven-
tory control and managing logistical requirements. Sonoco has also been operating
a Pack Center for Gillette in England, which provides the same services for that
company’s razors and blades in Europe. After Gillette announced that it would
move its European operations to Poland and asked Sonoco to move its Pack Center
operations there as well, Sonoco began the process of transitioning its operations
for Gillette from England to Poland. The Company is currently completing a

new facility in Lodz, which is expected to be operational in the second quarter of
2005. Sonoco operates a pack center for Hewlett-Packard (HP) in Virginia, where
the Company packs ink cartridges for inkjet printers to serve HP’s markets in the
Americas. The Company also operates a Pack Center for Procter & Gamble (P&G)
in Euskirchen, Germany, principally fulfilling P-O-P displays for its European
Babycare Division.

02 03 04

Net Sales
Packaging Services Segment
($ in billions)

Sales increased in 2004 primarily due to
the acquisition of CorrFlex Graphics, LLC .
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Operating Profit
Packaging Services Segment
($ in millions)

Operating profit in 2004 increased in
2003 primarily due to the acquisition
of CorrFlex Graphics, LLC.
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Attention to detail by Sonoco’s graphics management team
helps The Body Shop™ maintain the integrity of its global
brand of naturally inspired skin and hair care products.
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Artwork Management

As part of Sonoco’s total solutions strategy, the Company offers global brand artwork manage-
ment for its customers through a subsidiary in the United Kingdom, Sonoco Trident. Through
the use of a proprietary system, the Company helps ensure quality artwork reproduction,
regardless of media, to enhance the brands of such customers as P&G and The Body Shop.

Point-of-Purchase and Fulfillment

In May 2004, Sonoco completed the purchase of CorrFlex, one of the nation’s largest P-O-P
display companies. This acquisition, which is known as Sonoco CorrFlex, added an impor-
tant component to Sonoco’s total solutions offerings. Sonoco CorrFlex designs, manufactures,
assembles, packs and distributes temporary, semipermanent and permanent P-O-P displays,
and also provides contract packaging, co-packing and fulfillment services for major consumer
product companies. Sonoco believes that P-O-P provides a cost-efficient and effective advertis-
ing, marketing, sales and distribution medium that increases “face time” with consumers at
the place and time, in the retail environment, when most consumers are making actual buying
decisions.

Using an innovative ‘pack-to-demand” strategy, customers
like P&G are reducing packaging costs, improving customer
service and reaching the marketplace faster. Sonoco’s Pack
Center in Euskirchen, Germany, manages the final KanDoo
product assembly operations for P&G’s Babycare Division. >>
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We all scream for ice cream: Sonoco’s recyclable Cone Pal’™
ice cream cone drip guard was featured on Food Networks
popular “Unwrapped” show about tasty summer treats,
while the rigid paperboard canister for Unilever’s Holanda
ice cream cones received top honors from the Mexican
Packaging Association for its innovation in delivering
product protection and maintaining freshness.
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ALL OTHER SONOCO

In addition to the products and services outlined in each of the preceding business segments, the Company produces the
following products: wire and cable reels, protective packaging, molded and extruded plastics and glass covers and coasters.
The results of these operations are reflected as All Other Sonoco.

Net sales for All Other Sonoco totaled $313.8 million in 2004, compared with $269.5 million in 2003. This increase
was primarily due to volume and price increases in molded and extruded plastics, wire and cable reels, and protective
packaging. Domestic sales were approximately $253 million, up 16% from 2003, and international sales were approxi-
mately $60 million, up 20% from 2003.

Operating profits for All Other Sonoco were $32 million in 2004, compared with $19 million in 2003, primarily
reflecting volume and productivity improvements.

Wire and Cable Reels

Sonoco is the leading producer of wooden, composite and metal reels for North America’s wire and cable industry. Volume
improved in 2004 following several years of weakness in the telecommunications cable and cable television industries.
During 2004, the Company also acquired the assets of a wooden reel refurbisher in Alabama.

Protective Packaging

Sonoco provides engineered protective packaging solutions, including Sonopost® corner posts, Sonobase™ transport bases
and Sonoview™ clearview packaging, for a total-systems approach to product protection. As one of Sonoco’s largest inter-
nal consumers of paper, this business is an important part of the Company’s vertical integration strategy.

The Company has established strong relationships with major companies in the appliance industry, providing protec-
tive packaging for washers, dryers, ranges, and other large appliances to such global companies as Bosch, Electrolux Home
Products (Frigidaire), Maytag and Whirlpool Corporation.

In July 2004, Sonoco entered into a five-year supply agreement with BSH Home Appliances Corporation for home
appliances. Under this agreement, Sonoco will provide the BSH-New Bern, N.C., campus with just-in-time deliveries of
all packaging components as well as packaging testing and design services. BSH-New Bern manufactures Bosch-, Siemen-
and Thormador-brand premium laundry, dishwashers and cooking appliances for the North American market.

In April 2004, the Company opened a new protective packaging manufacturing facility in Saltillo, Mexico, to supply
Sonobase carriers and other protective packaging components to Mabe, a leading global appliance manufacturer. Sonoco
has been providing Mabe with protective packaging products in Mexico since 1999.

Sonoco’s Protective Packaging business developed and introduced in 2003 the SonoPop™ palletized display system us-
ing the Company’s proprietary Sonopost® technology. This system safely delivers consumer goods companies’ products to
clubstore and retail venues. Sonoco CorrFlex, with its full complement of design, display and fulfillment capabilities, now
has marketing responsibility for the SonoPop display system, while Sonoco’s Protective Packaging business will continue
manufacturing the components. The result is a further enhancement of Sonoco’s “one face to the customer” market strategy.

™

Molded and Extruded Plastics

Sonoco’s molded and extruded plastics operations supply customers in the textile, fiber optics, wire and cable, automotive,
plumbing, filtration, food services, medical, healthcare and packaging markets. This business operates in close coordina-
tion with the Consumer Packaging segment in developing rigid plastic containers and closures. The molded and extruded
plastics business experienced increased volumes in 2004 as improving general economic conditions have benefited several
of its traditional industrial markets and as a result of new product introductions, such as the zip-safe cutterbar for ease in
dispensing household stretch film and a zipper spool sold to film producers for making zip closure bags.

Glass Covers and Coasters

Sonoco is the North American market leader in supplying paper coasters and
glass covers to the hospitality, restaurant and healthcare industries. Volumes
improved in this business during 2004, reflecting the positive impact of an
improving general economy on the hospitality and travel-related markets.

Fully branded for visibility and impulse purchase sales, the
SonoPop™
of fitting conveniently at the end of an aisle or in a designated
area, such as the one here for Scott’s Ortho® brand Home Defense®
Max bug spray. >>

display system provides the added convenience
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PEOPLE, CULTURE and VALUES

At the heart of Sonoco’s culture is the belief that our Company’s success
is the direct result of the behavior and actions of our employees. By act-
ing ethically and responsibly, the Company sustains and strengthens the
people, culture and values that differentiate Sonoco in the marketplace and
bring value to all of our stakeholders.

The Company budgets approximately 1% of its consolidated pretax
income annually for contribution to nonprofits in the areas of education,
health and welfare, arts and the environment. All philanthropic, commu-
nity, employee and general citizenship activities and policies are reviewed
by the Employee and Public Responsibility Committee of Sonoco’s Board
of Directors.

Sonocos employee volunteers serve as
scout mentors for tomorrow’s leaders.
In Harssville, Boy Scout Troop 523
retires the American flag that flies in
the front of the Companys corporate
headquarters. This learning experience
Jor the scouts also provides Sonoco
with a respectful and official method
of replacing its worn flags.
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Sonoco and Safety

Safety is embedded in the culture and values of Sonoco. In 2004, the Company’s employees
produced Sonoco’s safest year ever, with a total incident rate (TIR) of .98 (annualized number
of reportable injuries per 100 full-time employees), significantly surpassing the 2003 national
average of 6.7 for all of U.S. manufacturing (2004 statistics for U.S. manufacturing are not
yet available.) The Company is recognized worldwide as an industry safety leader and closely
manages safe work practices at all its global operations.

Citizens in Action
As a corporation and through its employees as individuals, Sonoco works actively to improve 2.0
the quality of life in the places where the Company does business. It does so by seeking
opportunities to actively address social needs. Employees in cities and towns around the world
make a measurable, positive impact by contributing time, talent and energy to blood drives, 15
United Way campaigns, education and mentoring programs in local schools, programs for
disadvantaged or at-risk youth, adopt-a-family initiatives for low-income residents, programs

for the elderly and more. Believing in the power of education to create change, the Sonoco 1.0
team supports and invests in math, science and technology schools and programs to encourage

the gifted innovators of tomorrow. Y
0.5
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The Sonoco Community
Sonoco’s vision encompasses cultivating an inclusive, positive work environment that values < U U
differences and leverages workforce diversity to improve business results. Sonoco believes that 00 01 02 03 04
valuing and fostering diversity is good business. The Company has completed its second diver-

sity survey, which indicated that 92% of participants feel that diversity is an important busi- ~ Safety Record

ness issue, and has established a quarterly scorecard to measure and identify new areas of focus Toral Incident Rate

for workforce diversity efforts. In addition, the Company actively supports flexible work-life ~ P<' 100 Employees
policies, including flextime, on-site services such as dry cleaning delivery and a vacation-pur-
chase plan. Sonoco has also initiated active supplier diversity initiatives and employee network improve their safe work record,
groups, including a Working Women’s network and an African-American employees’ network. iz 2004 being the safest year in
Other training to grow and transfer skills and knowledge among employees includes a success-  the Companys 105-year history.
ful mentoring program. Additionally, managers are held accountable for their active participa-

tion in and contribution to the Company’s diversity endeavors.

Sonoco employee: continue to

Recognition in the Marketplace
External recognition in 2004 for Sonoco’s efforts to deliver value to its stakeholders in a so-
cially responsible and sustainable manner included the following:

e Citizen’s Advisers, a socially responsible investment firm, honored Sonoco as one of 2004’s
“Top Ten Corporate Citizens in Environmental Stewardship.”

*  Sonoco named an AARP “Best Employer for Workers 50 and Over.”

*  Business Ethics magazine named Sonoco one of the “100 Best Corporate Citizens” for a
fifth consecutive year.

*  Sonoco was named to Fortune magazine’s list of “America’s Most Admired Companies” for
a second consecutive year.
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Market Price vs. Book Value
Per Common Share

(dollars)

The market price of the Company’s
stock increased to $29.65 per share at
the end of 2004, while the book value
per common share increased to $11.67.

Sonoco Products Company and Consolidated Subsidiaries



MANAGEMENT'S DISCUSSION and

ANALYSIS of FINANCIAL CONDITION and RESULTS of OPERATIONS

Overview
During 2004, the Company undertook several key strategic
initiatives including:

The acquisition of CorrFlex Graphics, LLC (“CorrFlex”),
one of the nation’s largest point-of-purchase display compa-
nies, with annual sales of approximately $200 million.

The completion of a business combination with Ahlstrom
Corporation, Helsinki, Finland (“Ahlstrom”), to combine
each of the companies’ respective European paper-based
tube/core and coreboard operations into a joint venture that
operates under the name Sonoco-Alcore S.a.r.l., of which the
Company owns 64.5%.

The start-up of several plants producing new products and
serving new markets.

Net sales for the Company increased to $3.16 billion in
2004 from $2.76 billion in 2003 primarily as a result of the
acquisition of CorrFlex, increased volumes, higher selling
prices, the favorable impact of foreign exchange translation and
the impact of two months of sales from Sonoco-Alcore S.a.r.l.

The Company reported net income of $151.2 million for
2004, compared with $138.9 million for 2003. Earnings growth
in 2004 resulted in large part from strong sales, which were driv-
en by acquisitions, new product and market development and
geographical expansion; from the reduction in cost structure,
which resulted from restructuring actions completed since 2001;
and from higher productivity improvement in virtually all of the
Company’s businesses, partially as a result of increased unit vol-
umes. Rising material costs, inflation and escalating energy prices
negatively impacted operating earnings. Net income for 2004
and 2003 included after-tax restructuring charges of approxi-
mately $14.4 million and $36.8 million, respectively. Net
income for 2004 was positively impacted by $9.3 million due to
the recognition of certain tax benefits and a $7 million after-tax
reduction in expense resulting from the Company’s adoption of
new accounting guidance on the Medicare Prescription Drug
Improvement and Modernization Act of 2003. Net income for
2003 was positively impacted by the $49.4 million after-tax gain
on the sale of the High Density Film business, which is classified
as discontinued operations on the Company’s Consolidated
Statements of Income for 2002 and 2003.

Cash flow remained strong with cash generated from opera-
tions totaling $252.2 million in 2004, which, in conjunction
with proceeds from the issuance of debt, was used to purchase
CorrFlex, fund capital expenditures, pay dividends and increase
cash investments by $32.9 million. To sustain strong cash flow,
the Company remains focused on growing sales by developing
new products and markets, expanding geographically and mak-
ing appropriate acquisitions. At the same time, the Company is
committed to aggressively controlling costs and effectively
employing its capital by paying close attention to working
capital management and capital expenditures.

Sonoco Products Company and Consolidated Subsidiaries

Restructuring Charges, One-Time Items

and Other Activities

Restructuring Charges

During 2004, the Company recognized restructuring charges,
net of adjustments, of $19 million ($16.2 million after tax),
primarily related to 10 plant closings in the Engineered Carriers
and Paper segment, five plant closings in the Consumer
Packaging segment and one plant closing in All Other Sonoco.
Included in this amount, is $2.2 million in restructuring
charges, which resulted from a correction to previously reported
financial statements at the Company’s wholly owned subsidiary
in Spain. Restructuring charges recognized during 2004 consist-
ed of severance and termination benefits of $6.5 million, asset
impairment charges of $6.2 million and other exit costs of $6.3
million, consisting of building lease termination charges and
other miscellaneous exit costs. These costs are associated with
the Company’s general plans, announced in August 2003, to
reduce its overall cost structure by $54 million pretax. The
Company expects to recognize an additional cost of approxi-
mately $4.2 million pretax in the future associated with these
actions. The objectives of these restructuring actions are to
realign and centralize a number of staff functions and eliminate
excess plant capacity. As part of the target to reduce its cost
structure by $54 million, the Company expects to announce in
2005 the closing of up to five additional plants. Restructuring
charges associated with these expected 2005 actions cannot be
estimated at this time. With the exception of ongoing pension
subsidies and certain building lease termination expenses, costs
associated with the 2004 restructuring actions are expected to
be paid by the end of the fourth quarter 2005 using cash gener-
ated from operations.

In connection with the Company’s restructuring actions,
asset impairment charges, which were related to the writeoff/
down of assets associated with nine plant closings, of $6.2
million were recognized during 2004. Impaired assets were
written down to the lower of carrying amount or fair value,
less estimated costs to sell, if applicable. Of the $6.2 million,
the Company recognized writeoffs/downs of impaired equip-
ment of $4.5 million and writeoffs/downs related to facilities
held for sale of $1.7 million. In addition, the Company
recognized pension costs of $2 million relating to curtailments
associated with restructuring actions.

During 2004, the Company also recorded non-cash income
in the amount of $1.8 million after tax in order to reflect
Ahlstrom's portion of restructuring costs that were charged
to expense. This income, which resulted from the expected
closure of certain plants that the Company contributed to
Sonoco-Alcore S.a.r.l., is included in “Equity in earnings of
affiliates/minority interest in subsidiaries” in the Company's
Consolidated Statements of Income.
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(continued)

During 2003, the Company recognized restructuring
charges, net of adjustments, of $50.1 million pretax ($35.3
million after tax). Additionally, the Company’s High Density
Film business, which was divested in 2003, incurred restructur-
ing charges of $.2 million pretax ($.1 million after tax) in
2003. The 2003 restructuring charges were primarily related
to six plant closings in the Engineered Carriers and Paper
segment, three plant closings in the Consumer Packaging seg-
ment, three plant closings in All Other Sonoco and a global
reduction in salaried positions. These restructuring charges
consisted of severance and termination benefits of $37.7
million, asset impairment charges of $8.4 million and other
exit costs of $4 million, consisting of building lease termina-
tion charges and other miscellaneous exit costs.

During 2003, the Company also recorded restructuring
charges of $1.5 million after tax related to affiliates/minority
interest in subsidiaries. The restructuring charges are included in
“Equity in earnings of affiliates/minority interest in subsidiaries”
in the Company’s Consolidated Statements of Income.

During 2002, the Company recognized restructuring charges
of $10.4 million pretax ($6.7 million after tax). Additionally,
the Company’s High Density Film business, which was divest-
ed in 2003, incurred restructuring charges of $2.2 million pre-
tax ($1.4 million after tax) in 2002. The 2002 restructuring
charges were primarily related to three plant closings in the
United States in the Consumer Packaging segment, one plant
closing in the United States in the Engineered Carriers and

Paper segment, one plant
closing in All Other Sonoco

and severance costs associated
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lion, of which, $267 million
was paid in cash. Acquisitions
in the Company’s Engineered
Carriers and Paper segment
The increase in assets in 2004 is included engineered carrier
primarily due to the acquisition manufacturers in Australia,
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along with the formation of a joint venture as described below.
During 2004, the Company also acquired CorrFlex, one of the
nation’s largest point-of-purchase display companies. The
acquired business, which is known as Sonoco CorrFlex, LLC,
is reflected in the Packaging Services segment. Acquisitions in
the Company’s Consumer Packaging segment included a com-
posite can manufacturer in Australia, a manufacturer of
rotogravure cylinders in Canada and the remaining ownership
interest in a manufacturer of rotogravure cylinders in
Charlotte, N.C. The Company also acquired certain assets of a
wooden reel refurbisher in Alabama, which are classified as
components of All Other Sonoco.

As the acquisition of CorrFlex was considered material to
the Company’s financial statements, unaudited pro forma
combined historical results, as if CorrFlex had been acquired
at the beginning of fiscal 2004, 2003 and 2002, are provided
in the table below:

($ in thousands except per share data)

(unaudited) 2004 2003 2002
Net sales $ 3,227,305 $ 2,948,678 $ 2,903,844
Net income 153,803 145,048 147,414
Diluted earnings

per common share 1.55 1.49 1.52

The pro forma results include amortization of intangibles
and interest expense on debt assumed to finance the purchase.
The pro forma results are not necessarily indicative of what
actually would have occurred if the acquisition had been com-
pleted as of the beginning of each period presented, nor are
they necessarily indicative of future consolidated results.

In the fourth quarter of 2004, the Company completed a
business combination with Ahlstrom to combine each of the
companies’ respective European paper-based tube/core and
coreboard operations into a joint venture that operates under
the name Sonoco-Alcore S.a.r.l. The Company contributed
ownership positions in 25 tube and core plants and five paper
mills to Sonoco-Alcore S.a.r.l. and holds a 64.5% interest
in the joint venture. Ahlstrom, a leader in high-performance
fiber-based materials serving niche markets worldwide,
contributed 14 tube and core plants and one paper mill to
Sonoco-Alcore S.a.r.l. and holds a 35.5% interest in the joint
venture. Annualized net sales of the operations contributed by
Ahlstrom to Sonoco-Alcore S.a.r.l. totaled approximately $102
million for 2004. The Company has accounted for this trans-
action as an acquisition and, therefore, consolidates the results
of the joint venture and reports Ahlstrom’s minority interest as
such in its financial statements. While the Company is consoli-
dating the results of the joint venture and reporting the full
impact of sales and operating expenses, there is no significant
impact on net income, as minority interest is recognized in
order to reflect Ahlstrom’s share of after-tax profits. The recog-
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nition of minority interest is included in “Income before equity
in earnings of affiliates/minority interest in subsidiaries” on the
Company’s Consolidated Statements of Income. As part of this
transaction, the Company and Ahlstrom have entered into put
and call option arrangements as described in Note 14 to the
Consolidated Financial Statements.

The Company completed four acquisitions during 2003,
with an aggregate cost of approximately $11.1 million.
Acquisitions in the Company’s Engineered Carriers and Paper
segment included an engineered carriers manufacturer in
Australia and a recovered paper operation in Savannah, Ga.
The Company also acquired certain assets of a wooden reel
manufacturer in Canada and the United States, which were
classified as components of All Other Sonoco. In addition, the
Company increased its ownership interest in a manufacturer
of rotogravure cylinders in Charlotte, N.C., that is included
in the Company’s Consumer Packaging segment.

During 2002, the Company purchased a small paper recycling
operation in Kansas City, Mo., and Topeka, Kan., and a small,
recovered paper trucking operation in Manhattan, Kan., in its
Engineered Carriers and Paper segment. In addition, during the
fourth quarter of 2002, the Company completed the purchase
of a plywood reel operation in Sherman, Texas, and a nailed
wooden reel operation in Bonham, Texas. The purchases,
which included equipment, inventory and intangible assets, were
classified as components of All Other Sonoco. The aggregate
cost of all 2002 acquisitions was approximately $8.5 million.

Dispositions

In December 2003, the Company divested its High Density
Film business to Hilex Poly Co., LLC, of Los Angeles, Calif.,
at a price of approximately $81 million in cash and the balance
in subordinated notes and preferred nonvoting membership
interests, resulting in a gain of approximately $63.1 million pre-
tax ($49.4 million after tax). Operating results of this business
are presented as “Income from discontinued operations, net

of income taxes” in the Company’s Consolidated Statements
of Income for 2003 and 2002. After-tax income contributed
by the High Density Film business was approximately $60.8
million and $9.8 million in 2003 and 2002, respectively.

Other Special Charges and One-Time Items

In 2004, the Company recognized charges of approximately
$5.6 million, which the Company incurred to recognize
vested commitments to pay future costs associated with new
executive life insurance benefits that will replace split dollar
life agreements made with key executives since 1995. Due
to regulatory changes, the Company was not able to main-
tain those split-dollar agreements, and the replacement
benefits for the affected employees have been provided by
the Company to meet the intent and commitments of the
previous plan. Also in 2004, the U.S. District Court for
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the Southern District of Ohio entered a judgment against
the Company’s subsidiary, Sonoco-U.S. Mills, and the
Company. The Company accrued approximately $4.5 million
related to this legal proceeding. The charges recognized for the
new executive life insurance benefits and the legal proceed-
ing are included in “Selling, general and administrative
expenses” in the Company’s Consolidated Statements of
Income. Additionally, 2004 net income was positively affect-
ed by approximately $9.3 million due to the recognition of
certain tax benefits as a result of the Internal Revenue
Service closing its examination of the Company’s tax returns
for years 1999 through 2001.

During the fourth quarter of 2004, the Company determined
that misstatements were made in the financial statements of its
wholly owned subsidiary in Spain, which consists of two engi-
neered carriers plants. The primary impact of these misstatements
was an underreporting of expenses over a six-year period totaling
approximately $9.4 million, before and after tax, of which $2.2
million was related to restructuring charges as previously dis-
cussed. Of the remaining $7.2 million, approximately $1.6 mil-
lion was associated with the first three quarters of 2004, approxi-
mately $1.3 million was associated with 2003, approximately $.3
million was associated with 2002, approximately $1.9 million was
associated with 2001 and the remaining amount of approximately
$2.1 million was associated with 2000 and prior. As the impact
of these misstatements was not material to the reported results of
any of the prior periods affected or to the current period, the
Company recorded the charge in the fourth quarter.

Results of Operations 2004 versus 2003
Operating Revenue
Consolidated net sales for 2004 were $3.16 billion, versus $2.76
billion in 2003, an increase of approximately $397 million.
The components of the sales change were:

($ in millions)

Volume $ 124
Selling price 43
Currency exchange rate 70
Acquisitions 148
Other 12
Total sales increase $ 397

Sales for the year were higher due to increased volumes,
higher selling prices, the impact of acquisitions and the favor-
able impact of foreign exchange rates as the dollar weakened
against foreign currencies. Company-wide volume, including
the impact of acquisitions, was approximately 10% higher than
2003. Domestic sales were $2.11 billion, up approximately
14% from 2003 and international sales were $1.04 billion,
up approximately 16% over 2003.
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(continued)

Operating Profits

Consolidated operating profits, which represent “Income
before income taxes” on the Consolidated Statements of
Income for 2004 and 2003, are comprised of the following:

($ in millions) 2004 2003 Y%change
Engineered Carriers and

Paper Segment $113.0 $103.0 10%
Consumer Packaging Segment 83.1 78.7 6%
Packaging Services Segment 30.3 7.9  >100%
All Other Sonoco 32.0 19.0 68%
Restructuring/Impairment charges (19.0) (50.1) 62%
Interest expense, net (42.1) (50.2) 16%
Consolidated operating profit $197.3 $108.3 82%

Operating profits for 2004 increased due to higher volumes,
the accretive impact of acquisitions and savings resulting from
ongoing productivity and purchasing initiatives. Operating
profits for 2004 were negatively impacted by higher energy
costs, product start-up costs associated with the Company’s new
multi-line steel easy-open closure operation in Brazil and new
rigid plastic container plants in California and Wisconsin, as
well as the costs associated with the movement of production
between plants. The Company experienced increased costs for
raw materials, primarily for old corrugated containers (OCC),
the Company’s primary raw material, and steel. The higher
OCC costs have been nearly offset through price increases for
tubes and cores and for trade sales of recovered paper, and a
significant portion of the increased steel costs are expected to
be offset in the first quarter of 2005 due to contractual pass
through provisions. Gross profit as a percentage of net sales was
18.2% in 2004, compared with 18.1% in 2003. As previously
discussed, operating profits included $19 million and $50.1
million of restructuring charges in 2004 and 2003, respectively.

Selling, general and administrative expenses as a percentage
of sales remained relatively flat at approximately 10%. In 2004,
the Company continued to focus on controlling fixed cost
spending, as it realized the majority of the benefits from
restructuring actions started in 2003.

During 2004, income before income taxes was negatively
impacted by charges of approximately $5.6 million pretax,
which the Company incurred to recognize commitments to
pay future costs associated with new executive life insurance
benefits as discussed above under “Restructuring Charges,
One-time Items and Other Activities — Other Special Charges
and One-time Items.” Income before income taxes for 2004
was also negatively impacted by a charge of approximately $4.5
million pretax associated with an unfavorable legal judgment
that was entered against the Company.

On December 8, 2003, President Bush signed into law the
Medicare Prescription Drug, Improvement and Modernization
Act of 2003 (“the Act”). The Act expands Medicare, primarily
by adding a prescription drug benefit for Medicare-eligibles
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starting in 2006. The Act provides employers currently sponsor-
ing prescription drug programs for Medicare-eligibles with a
range of options for coordinating with the new government-
sponsored program to potentially reduce program cost. These
options include supplementing the government program on a
secondary payor basis or accepting a direct subsidy from the
government to support a portion of the cost of the employer’s
program. On May 19, 2004, the Financial Accounting
Standards Board (“FASB”) issued FASB Staff Position 106-2,
‘Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement and Modernization
Act of 2003’ (FSP 106-2), which requires measures of the accu-
mulated postretirement benefit obligation and net periodic
postretirement benefit costs to reflect the effects of the Act. In
2004, the Company adopted and retroactively applied FSP 106-
2. As a result of the Company’s adoption of FSP 106-2, the
accumulated postretirement benefit obligation was reduced by
approximately $48.9 million, and net periodic benefit costs were
reduced by approximately $9.1 million for 2004. See Note 12
to the Company’s Consolidated Financial Statements for further
information about the reduction in net periodic benefit costs.

During 2004, the Company experienced lower year-over-year
pension and postretirement expense of approximately $11 million
pretax, primarily related to the impact of the Company’s adop-
tion of FSP 106-2 as discussed above. The market value of U.S.
benefit plan assets increased approximately 13% and 26% in
2004 and 2003, respectively. Investment returns earned on
assets held by the Company’s benefit plans are used to lower the
Company’s cost of providing pension and postretirement bene-
fits. There were no requirements under ERISA to fund the plan.
For 2004, the Company used 8.5% as its expected long-term
rate of return for U.S. pension and postretirement benefit plan
assumptions. The Company will continue to use this 8.5%
assumption rate in 2005.

Research and development costs charged to expense were
$15.4 million and $14.2 million in 2004 and 2003, respective-
ly. Significant projects in Sonoco’s Engineered Carriers and
Paper segment during 2004 included efforts to design and
develop a new generation of products for the construction
industry and to enhance performance characteristics of the
Company’s engineered carriers in the textile, film and paper
packaging areas, as well as projects aimed at enhancing produc-
tivity. The Consumer Packaging segment continued to invest
in new materials technology and new process technology for a
range of packaging options, including composite cans and
other forms of shaped packaging during 2004.

Net interest expense decreased by approximately $8.2 million
from 2003. The decrease in net interest expense resulted primari-
ly from lower average interest rates and increased interest income.

The effective tax rate for continuing operations in 2004 was
29.8%, compared with 34.8% in 2003. Included in the effec-
tive tax rate for 2004 was the impact of the recognition of cer-
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tain tax benefits. These tax benefits totaled approximately $9.3
million and resulted from the Internal Revenue Service closing
its examination of the Company’s tax returns for years 1999
through 2001. Also included in the effective tax rate for 2004
are tax benefits associated with the Medicare Prescription
Drug, Improvement and Modernization Act of 2003, which
were partially offset by certain non-deductible foreign restruc-
turing charges. Included in the effective tax rate for 2003 is the
impact of certain non-deductible foreign restructuring charges.

Net income (including discontinued operations) for 2004 was
$151.2 million, versus $138.9 million in 2003. Income from
continuing operations for 2004 was $151.2 million, compared
with $78.2 million in 2003. Net income included restructuring
charges of $14.4 million after tax, compared with restructuring
charges of $36.8 million after tax in 2003. Net income also
included after-tax charges of $3.6 million, which the Company
incurred to recognize vested commitments to pay future costs
associated with the new executive life insurance benefits that
will replace split-dollar life agreements made with key executives
since 1995; $5.6 million related to prior years for an adjustment
in the Company’s wholly owned subsidiary in Spain; and
approximately $2.9 million related to a judgment against the
Company’s subsidiary, Sonoco-U.S. Mills, and the Company.
Although foreign exchange rates had an impact on sales, they
did not have a significant impact on earnings in 2004.

Operating Segments

In 2004, in conjunction with its acquisition of CorrFlex, the
Company reviewed the appropriateness of disclosures about its
reportable segments in accordance with Statement of Financial
Accounting Standards No. 131, ‘Disclosures about Segments
of an Enterprise and Related Information” (FAS 131). As a
result of this review, the Company revised its reportable seg-
ments on a prospective basis beginning with the third quarter
of 2004. Prior period information related to the Company’s
reportable segments in this report has been restated to conform
to the current presentation.

Prior to the third quarter of 2004, the Company reported
its results in two segments, Industrial Packaging and Consumer
Packaging. Beginning with the third quarter of 2004,
the Company began reporting results in three segments —
Engineered Carriers and Paper, Consumer Packaging and
Packaging Services. Certain smaller operations are reported
as All Other Sonoco.

Certain businesses previously reported in the Industrial
Packaging reportable segment have been reclassified as compo-
nents of All Other Sonoco. Upon the removal of these busi-
nesses from the Industrial Packaging reportable segment, the
remaining operating segments are those specifically related to
the production of engineered carriers, paper and recovered
paper, and therefore, the name of this reportable segment
was changed to Engineered Carriers and Paper.
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The Company’s specialty paperboard business, which was pre-
viously a component of the Consumer Packaging reportable seg-
ment, has been reclassified as a component of All Other Sonoco.
In conjunction with the acquisition of CorrFlex in May 2004,
the Company’s existing packaging services operations, which
were previously included in the Consumer Packaging reportable
segment, were combined with those of CorrFlex, which resulted
in a newly created reportable segment — Packaging Services.

See Note 16 to the Company’s Consolidated Financial
Statements for more information on operating segments.

Engineered Carriers and Paper Segment — Results for
this segment are presented below:

($ in millions) 2004 2003 %change
Trade sales $1,388.5 $1,259.8 10%
Operating profit 113.0 103.0 10%
Capital spending 59.4 48.6 22%

The increase in sales was due primarily to the impact of
favorable exchange rates as the dollar weakened against foreign
currencies, higher average selling prices, increased volume and
the impact of two months of sales resulting from the formation
of Sonoco-Alcore S.a.r.l. Overall, volumes in this segment,
excluding the impact of acquisitions and the formation of
Sonoco-Alcore S.a.r.l, increased approximately 2%. Domestic
sales increased approximately $45 million or 6% and interna-
tional sales increased approximately $84 million, or 15%.

Earnings in this segment were
favorably impacted by
increased volumes and by pro-
ductivity and purchasing initia-
tives, partially offset by higher
energy costs, the impact of
inflation and an adjustment at 9
the Company’s subsidiary in
Spain. This segment also expe-
rienced higher OCC costs, as 6
the domestic price of OCC
increased by an average of
approximately 28% from 2003 3
to 2004. These increased costs
were largely offset through
price increases for tubes and
cores and for trade sales of
recovered paper.

Significant capital spending
included the rebuilding and
modification of several paper
mills, primarily in the United
States, Mexico and Europe and building new engineered
carrier plants in Europe and Asia. Depreciation, depletion and
amortization expense was $85.2 million in 2004, compared
with $83.6 million in 2003.
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Identifiable Assets, Engineered
Carriers and Paper Segment

($ in billions)
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(continued)

Consumer Packaging Segment — Results for this segment

are presented below:

Packaging Services Segment — Results for this segment

are presented below:

($ in millions) 2004 2003 % change ($ in millions) 2004 2003 %change
Trade sales $1,132.1  $1,044.4 8% Trade sales $321.0 $184.6 74%
Operating profit 83.1 78.7 6% Operating profit 30.3 7.9  >100%
Capital spending 50.7 51.0 (1)% Capital spending 3.3 5,1 (35)%

Sales for the segment increased due to higher volume,
price increases and the favorable impact of foreign exchange
translation. Overall, volumes in this segment, excluding the
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Identifiable Assets,

Consumer Packaging
Segment

($ in billions)

impact of acquisitions, were up
approximately 5%. Domestic sales
were approximately $839 million,
up 5% from 2003, and interna-
tional sales were approximately
$293 million, up 20% from 2003.
Earnings in this segment were
favorably impacted by increased
volumes as well as productivity
and purchasing initiatives, partially
offset by inflation and product
start-up costs associated with the
Company’s new multi-line steel
easy-open closure operation in
Brazil and new rigid plastic con-
tainer plants in California and
Wisconsin, as well as the costs
associated with the movement
of production between plants.
Earnings in this segment were
negatively impacted by an unfavor-

able price/cost relationship, as material costs, primarily steel,

increased significantly. In response to those cost increases, the
Company began raising prices in the latter half of 2004 and
continues to raise prices in 2005 as allowed by contractual

pass-through provisions.

Significant spending included building two new plants in
the United States and numerous productivity and customer
development projects in the United States and Europe. The
closures business continued to invest in new capacity in Brazil
to support increasing global demand. Depreciation, depletion
and amortization expense in this segment was $59.4 million
in 2004, compared with $52.5 million in 2003.
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Sales in this segment increased primarily due to the
acquisition of CorrFlex in May 2004. See Note 2 to the
Company’s Consolidated Financial Statements for further

information about the impact of
this acquisition. Sales in pre-
existing operations in this segment
increased due to volume and mix
changes. Overall, volumes in this
segment, excluding the impact

of acquisitions, were up approxi-
mately 8%. Domestic sales were
$248 million, up over 100% from
2003, and international sales were
$73 million, up 17% from 2003.

Although the increase in earn-
ings in this segment is primarily
attributable to the acquisition of
CorrFlex, productivity and pur-
chasing initiatives in pre-existing
operations also contributed to the
improvement. A slight volume
improvement was offset by the
impact of inflation.

Significant spending included
numerous productivity and
customer development projects in
the United States and Europe.
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Packaging Services Segment

($ in billions)

Identifiable assets increased

to $.32 billion in 2004 due to
the acquisition of CorrFlex
Graphics, LLC.

Depreciation, depletion and amortization expense in this segment
was $8.2 million in 2004, compared with $3.5 million in 2003.

All Other Sonoco — Results for all other businesses not
included in the segments above are presented below:

($ in millions) 2004 2003 %change
Trade sales $313.8 $269.5 16%
Operating profit 32.0 19.0 68%
Capital spending 6.4 3.8 68%
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Sales for All Other Sonoco increased due to volume and
price increases in molded and extruded plastics, wire and cable
reels, and protective packaging. In addition, the impact of
favorable foreign exchange translation, along with the impact
of a small acquisition, increased sales in All Other Sonoco.
Domestic sales were approximately $253 million, up 16%
from 2003, and international sales were approximately $60
million, up 20% from 2003.

Earnings in All Other Sonoco increased due to volume
improvements along with manufacturing productivity and
purchasing initiatives. All Other Sonoco also recognized a
slightly positive price/cost relationship, as the Company was
able to recover increases in raw material costs, including
lumber, resin and papetr, via price increases to the customers
as well as material purchasing initiatives.

Significant spending included investing in customer develop-
ment projects in the United States and Europe for molded
and extruded plastics. Depreciation, depletion and amortiza-
tion expense in All Other Sonoco was $11.1 million in 2004,
compared with $13 million in 2003.

Financial Position, Liquidity and Capital Resources
Cash Flows
Cash flows from operations totaled $252.2 million in 2004,
compared with $332.2 million in 2003. The decrease is prima-
rily attributed to an increase in net working capital associated
with higher sales and increased material costs in inventory, as
well as increased inventory associated with the start-up of the
Company’s new easy-open closure operation in Brazil and new
rigid plastic operations in
20 California and Wisconsin.
Cash flows used by invest-
ing activities increased from
$35.9 million in 2003 to
$378.2 million in 2004.
This increase is due primarily
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m - *S to the Company’s purchase
' of CorrFlex in May 2004.
Also in 2003, the Company
05 H H H received cash proceeds of

approximately $81.2 million
as a result of the sale of its
High Density Film business.
Capital expenditures in 2004
were $119.8 million, com-
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Current Ratio

The current ratio changed in 2004 as current assets
increased by $167 million, due to higher levels of cash,
accounts receivable and inventory while current liabilities
decreased by $40 million as repayment of $150 million
in debentures in November 2004 was only partially offset
by increases in accounts payable and accrued expenses.
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pared with $113.6 million in 2003 and $124 million in
2002. Capital expenditures in 2005 are expected to be in the
$130 million range.

Net cash provided by financing activities totaled $156
million in 2004, compared with net cash used by financing
activities of $245.9 million in 2003. This change was funded
by incremental borrowing and is primarily due to the
previously described decrease in cash flows from operations
and increase in cash flows used by investing activities.

The Company expects internally generated cash flows
to be sufficient to meet operating and normal capital
expenditure requirements on a short- and long-term basis.

Current assets increased by $166.8 million to $922.1 million
at December 31, 2004. This increase, due in part to the impact
of acquisitions, resulted from higher levels of cash, accounts
receivable and inventory. In 2003, current assets increased
by $92 million when compared with 2002, primarily as a
result of higher cash balances. Current liabilities decreased
by $39.7 million to $639.9 million at December 31, 2004.
This decrease resulted from the repayment of $150 million
in debentures in November 2004, partially offset by increases
in accounts payable and accrued expenses. In 2003, current
liabilities increased by $120.7 million to $679.6 million
due to increased current debt maturities. The current ratio
was 1.4 at the end of 2004, compared with 1.1 and 1.2 at
the end of 2003 and 2002, respectively.

Contractual Obligations
The following table summarizes contractual obligations

at December 31, 2004:

Payments Due In

2006-  2008- Beyond
($ in millions) Total 2005 2007 2009 2009
Debt obligations $ 907 $94 $ 4 $ 3 § 806
Interest payments' 280 25 50 50 155
Operating leases 114 27 40 24 23
Purchase obligations” 87 7 12 12 56
Total contractual
obligations $1,388 $153 $106 $ 89  $1,040

! Includes interest payments on outstanding fixed-rate, long-term debt
obligations that do not have associated fair value hedges as well as financing
fees on the backstop line of credit.

> Includes only long-term contractual commitments. Does not include
short-term obligations for the purchase of goods and services used in the
ordinary course of business.
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In December 2003, the Company entered into an agreement
with the majority shareholders of Demolli Industra Cartaria
S.p-A., an Italian-based manufacturer of paperboard and
engineered carriers, which is currently partially owned by the
Company and reported as an equity investment. This agreement
allows the majority sharcholder to require (through a put option
arrangement) the Company to buy the shares not currently
owned by the Company at any time between the date of the
agreement and December 2006. The agreement also gives the
Company the right to purchase the shares (through a call option
arrangement) any time after December 2006 through December
2009. The price of the share purchase will be determined by a
pre-set formula, which the Company believes approximates fair
value, related to an earnings multiple at the time such shares
might be put or called.

In November 2004 and in conjunction with the Sonoco-Alcore
S.a.r.l. joint venture, the Company entered into an agreement

with Ahlstrom, the minority shareholder of Sonoco-Alcore S.a.r.l.

This agreement states that, following a two and one-half year
standstill period, subject to certain conditions, Ahlstrom

shall have the right over the next three and one-half years to
require (through a put option arrangement) the Company to
purchase its shares in Sonoco-Alcore S.a.r.l. During the seventh
year, the Company will have the right to purchase the shares
(through a call option arrangement). The price of the share
purchase will be determined by a pre-set formula, which the
Company believes approximates fair value, related to an earnings
multiple at the time such shares might be put or called.

Capital Resources

Debt increased by $232.4 million to $907 million at
December 31, 2004, primarily due to the issuance of $150
million of notes in June 2004, proceeds of which were used
to partially fund the purchase of CorrFlex, as well as increased
commercial paper borrowings. Debt also increased at foreign
locations to finance the Company’s new multi-line steel
easy-open closure operation in Brazil as well as the needs of
Sonoco-Alcore S.a.r.l. The Company also repaid $150 million
in 7% debentures in November of 2004.

The Company currently operates a commercial paper program
totaling $350 million and has fully committed bank lines of
credit supporting the program by a like amount. In July 2004,
the Company entered into a new five-year, $350 million credit
agreement that also provides the Company with the option to
increase its credit line to $450 million subject to the concurrence
of its lenders. It is the Company’s intent to indefinitely maintain
line of credit agreements fully supporting its commercial paper
program. The five-year term on the new line of credit allows
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commercial paper borrowings up to the maximum amount of
the line of credit to be classified as long-term debt. In 2003,

the Company’s commercial paper program totaled $450 million
with a 364-day backstop line of credit of the same amount that
could be extended under a term-out option. This credit line
expired in July 2004 and was replaced by the five-year line of
credit discussed above. At December 31, 2004, the amount of
the Company’s commercial paper that was outstanding was
$180 million. The Company had no commercial paper outstand-
ing at December 31, 2003.

On October 22, 2004, the President signed the American
Jobs Creation Act of 2004, which creates a temporary incentive
for U.S. corporations to repatriate accumulated income earned
abroad by providing an 85% dividends received deduction for
certain dividends from controlled foreign corporations. The
deduction is subject to a number of limitations. The Company
has not yet decided whether, or to what extent, foreign earn-
ings will be repatriated. Based on its analysis to date, however,
it is possible that the Company may repatriate an amount
between $0 to $100 million with the respective tax liability
ranging from $0 to $10 million. The Company expects to be
in a position to finalize its assessment by June 30, 2005. See
Note 18 to the Company’s Consolidated Financial Statements
for further information about the anticipated effects of the
American Jobs Creation Act of 2004.

Interest expense totaled $47.5 million for the year ended
December 31, 2004, compared with $52.4 million and $54.2
million for the years ended December 31, 2003 and 2002,
respectively. The decrease in 2004, compared with 2003,
was due primarily to lower average interest rates in the United
States, partially offset by higher debt levels.

Income before interest and taxes was 5.0 times interest
expense in 2004, compared with 3.0 times and 4.3 times in
2003 and 2002, respectively. The Company’s total debt to
capital ratio was 40.1 % at December 31, 2004, compared
with 35.8% and 44.5% at December 31, 2003 and 2002,
respectively. Return on total equity was 14.2% in 2004,
compared with 15% in 2003 and 16% in 2002.

Shareholders’ equity increased $138.7 million from December
31, 2003, to $1.15 billion at December 31, 2004. The increase
resulted mainly from net income of $151.2 million in 2004,
stock option exercises of $34.5 million and foreign currency
translation of $36.9 million, reduced by dividends of $85.1 mil-
lion and minimum pension liability adjustments of $4.5 million.
Shareholders’ equity increased $146.7 million from December
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31, 2002, to $1.01 billion at December 31, 2003. The change
resulted primarily from net income of $138.9 million and $8.8
million of exercised stock options and foreign currency transla-
tion of $77.9 million, reduced by dividends of $81.1 million
and minimum pension liability adjustments of $3.4 million.
The Company did not repurchase any of its common stock
in 2004. At December 31, 2004 and 2003, the Company
had remaining authorizations from its Board of Directors to
repurchase approximately 5,300,000 shares of common stock.
Although the ultimate determination of whether to pay
dividends is within the sole discretion of the Board of
Directors, the Company plans to increase dividends as earnings
grow. Dividends per common share were $.87 in 2004, $.84
in 2003, and $.83 in 2002.

Off-Balance Sheet Arrangements
The Company had no material off-balance sheet arrangements
at December 31, 2004.

Risk Management
As a result of operating globally, the Company is exposed to
market risk from changes in foreign exchange rates. The expo-
sure is well diversified as the Company’s facilities are spread
throughout the world, and the Company generally sells in the
same country where it produces. The Company monitors these
exposures and may use traditional currency swaps and forward
foreign exchange contracts to hedge a portion of the net invest-
ment in foreign subsidiaries, foreign currency assets and liabili-
ties, or forecasted transactions that are denominated in foreign
currencies. The Company’s foreign operations are exposed
to political and cultural risks, but they are not believed to be
material because of diversification and the relative stability of
most of the countries in which the Company has operations.

The Company is exposed to interest rate fluctuations as a
result of using debt as a source of financing its operations.
When necessary, the Company expects to use traditional,
unleveraged interest rate swaps to manage its mix of fixed
and variable rate debt to maintain exposure to interest rate
movements within established ranges. All interest rate swaps
qualified as fair value hedges under Statement of Financial
Accounting Standards No. 133, ‘Accounting for Derivative
Instruments and Hedging Activities, (FAS 133)” and swapped
fixed interest rates for floating rates.

During June 2004, the Company issued $150 million of
5.625% notes maturing in 2016 and simultaneously entered
a $150 million interest rate swap with the same maturity,
effectively swapping the fixed rate bond to floating. In January
2004, the Company entered into an agreement to swap $100
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million of its $250 million 6.5% notes maturing in 2013
effectively swapping the interest rate on that $100 million por-
tion from a fixed rate to a floating rate. The fair market value
of these interest rate swaps was a favorable position of $7.8
million and $1.9 million, respectively, at December 31, 2004.
During 2003, the Company entered into a $150 million swap
against a $150 million 7.0% bond that matured in 2004.

This swap terminated in conjunction with the bond maturity
on November 15, 2004. Additionally, during the third quarter
of 2002, the Company terminated a $150 million swap, which
was entered into in the first quarter of 2002, against the 7.0%
bond that matured in 2004. The termination of that swap
resulted in a gain of approximately $2.7 million. In accordance
with FAS 133, interest expense was lowered by amortization
of this gain until the bonds matured on November 15, 2004.

The Company is a purchaser of commodities such as recov-
ered paper, energy, metal and resin. The Company does not
engage in material hedging of many commodities because there
is usually a high correlation between the commodity cost and the
ultimate selling price of its products. Commodities are generally
purchased at market or fixed prices that are established with the
vendor as part of the purchase process for quantities expected to
be consumed in the ordinary course of business. On occasion,
where the correlation between selling price and commodity price
is less direct, the Company may enter into commodity futures
or swaps to reduce the effect of price fluctuations.

At the end of 2004, the Company had commodity swaps
outstanding to fix the costs of a portion of raw materials for
2005 through 2007 in some cases. The swaps qualify as cash
flow hedges under FAS 133. The fair market value of these
commodity swaps was a favorable position of $3.4 million
($2.2 million after tax) and $2.6 million ($1.6 million after
tax) at December 31, 2004 and 2003, respectively. This favor-
able position is reflected as a component of “Other Assets”
on the Company’s Consolidated Balance Sheets. The fair
market value of commodity swaps at December 31, 2002
was not material to the Consolidated Financial Statements.

FAS 133 requires that derivatives be marked to fair value
quarterly and recorded on the balance sheet. The Company
uses published market prices or estimated values based on
current price quotes and a discounted cash flow model to
estimate the fair market value of the swaps.

The use of financial instruments to hedge foreign currency,
interest rate and commodity price risk was not material to the
Consolidated Financial Statements as a whole as of December 31,
2004, 2003 or 2002. See Note 10 to the Consolidated Financial
Statements for more information on financial instruments.

Except for the impact on energy and raw material prices,
inflation did not have a material effect on the Company’s
operations in 2004, 2003 or 2002.
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The Company is subject to various federal, state and local
environmental laws and regulations concerning, among other
matters, wastewater effluent and air emissions. Compliance
costs 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 con-
taminated sites not owned by the Company. These regulatory
actions and a small number of private party lawsuits are
believed to represent the Company’s largest potential environ-
mental liabilities. Accordingly, the Company has accrued
approximately $4.4 million at December 31, 2004, compared
with approximately $4 million at December 31, 2003, with
respect to these sites. See Note 14 to the Consolidated Financial
Statements for more information on environmental matters.

Results of Operations 2003 versus 2002

Operating revenue and operating profit for 2002 have been
restated to reflect the reclassification of the Company’s High
Density Film business as discontinued operations.

Operating Revenue

Consolidated net sales for 2003 were $2.76 billion, versus

$2.7 billion in 2002, an increase of approximately $57 million.
The components of the sales change were:

($ in millions)

Volume $ (32)
Selling price 14
Currency exchange rate 68
Other 7
Total sales increase $ 57

Sales for the year were higher than 2002 primarily as a result
of favorable exchange rates as the dollar weakened against
foreign currencies and higher average selling prices, mainly
attributed to the Company’s engineered carriers and paper
operations. Company-wide volume was approximately 1%
lower than 2002. Domestic sales were $1.86 billion, down 1%
from 2002 and international sales were $899 million, up 9%
over 2002 due primarily to the impact of foreign exchange.

38 2004 Annual Report

Operating Profits

Consolidated operating profits, which represent “Income
before income taxes” on the Consolidated Statements of
Income for 2003 and 2002, are comprised of the following:

($ in millions) 2003 2002 %change
Engineered Carriers/Paper Segment ~ $103.0  $ 127.9 (19)%
Consumer Packaging Segment 78.7 86.8 (9)%
Packaging Services Segment 79 6.2 27%

All Other Sonoco 19.0 25.2 (25)%
Restructuring/Impairment charges (50.1) (10.4) >(100)%
Interest expense, net (50.2) (52.6) 4%

Consolidated operating profit $108.3 $ 183.1 (41)%

Operating profits for 2003 were adversely impacted by lower
volume and mix of approximately $24 million and a negative
price/cost relationship of approximately $9 million, primarily
associated with higher costs for old corrugated containers
(OCC), the Company’s primary raw material, and higher raw
material costs in the Company’s rigid paper and plastic packag-
ing operations. The Company was impacted by operating
issues in the flexible packaging business due to new equipment
startup issues and additional costs associated with the closing of
one flexible packaging plant and the resulting transfer of these
operations to other Sonoco facilities. In addition, the
Company continued to experience pricing pressure reflecting
growing global competition and industry overcapacity. Higher
pension and postretirement expenses of approximately $28
million and higher energy costs of approximately $12 million
were partially offset by approximately $42 million of lower
fixed costs and the results of ongoing productivity initiatives.
Gross profit as a percentage of net sales was 18.1% in 2003,
compared with 19.3% in 2002. As previously discussed, oper-
ating profits included $50.1 million and $10.4 million of
restructuring charges in 2003 and 2002, respectively.

Selling, general and administrative expenses as a percentage
of sales remained flat with 2002 at approximately 10% of sales.
In 2003, the Company continued to focus on controlling fixed
cost spending. This focus was supported by the Company’s
restructuring actions during the year.

Investment returns earned on assets held by the Company’s
benefit plans are used to lower the Company’s cost of provid-
ing pension and postretirement benefits. During 2003, the
Company experienced higher year-over-year expense of approx-
imately $28 million pretax, primarily related to the impact of
stock market performance on investment earnings of assets in
U.S. pension and postretirement plans during 2002.The market
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value of U.S. benefit plan assets increased approximately 26%
in 2003, compared with a decline of approximately 9% in
2002. There were no requirements under ERISA to fund the
plan in 2004. The Company revised its U.S. pension and
postretirement benefit plan assumptions for its expected long-
term asset rate of return to 8.5% for 2004, compared with
8.75% in 2003 and 9.5% in 2002.

Research and development costs charged to expense were
$14.2 million and $13 million in 2003 and 2002, respectively.
Significant projects in the Engineered Carriers and Paper seg-
ment included efforts to design new products for the construc-
tion industry and to enhance performance characteristics of
the Company’s engineered carriers in the textile, film and
paper packaging areas, as well as projects aimed at productivity
enhancements. The Consumer Packaging segment continued
to invest in new materials technology and new process technol-
ogy in support of flexible and rigid packaging options.

Net interest expense decreased $2.4 million over 2002.
The decrease was primarily driven by lower debt levels and
associated interest rates, the payoff of approximately $100
million in 5.875% bonds and swapping certain fixed rate
debt for floating rates.

The effective tax rate for continuing operations in 2003 was
34.8%, compared with 35.5% in 2002. The lower effective tax
rate was primarily due to tax benefits relating to restructuring
charges in higher tax rate jurisdictions.

Net income (including discontinued operations) for 2003 was
$138.9 million, versus $135.3 million in 2002. Income from
continuing operations for 2003 was $78.2 million, compared
with $125.5 million in 2002. Net income included restructuring
charges of $50.1 million ($36.8 million after tax), compared with
restructuring charges of $12.6 million ($8.1 million after tax) in
2002. Earnings per diluted share in 2003 included a net gain on
the sale of assets of $.51 per share and restructuring charges of
$.38 per share, compared with restructuring charges of $.08 per
share in 2002. Although foreign exchange rates had an impact on
sales, they did not have a significant impact on earnings in 2003.

Operating Segments
Engineered Carriers and Paper Segment — Results for this
segment are presented below:

($ in millions) 2003 2002 %change
Trade sales $1,259.8 $1,206.4 4%

Operating profit 103.0 127.9 (19)%
Capital spending 48.6 54.9 (11)%
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The higher sales, compared with 2002, were due primarily
to favorable exchange rates as the dollar weakened against
foreign currencies and higher average selling prices. This
increase in revenue was partially offset by lower volume,
which declined less than 1% compared with 2002. Domestic
sales were up $33.2 million or 4% and international sales
were up $20.3 million, or 4%.

Earnings in this segment were adversely impacted by lower
volumes and mix issues along with a negative price/cost rela-
tionship, primarily associated with higher costs for OCC.
Additionally, higher pension and postretirement expenses and
general inflation, particularly higher energy costs, were only
partially offset by lower fixed costs and productivity initiatives.

Significant capital spending included the rebuilding of
several paper mills, primarily in the United States, Canada and
Europe. Depreciation, depletion and amortization expense was
$83.6 million in 2003, compared with $79.8 million in 2002.

Consumer Packaging Segment — Results for this segment
are presented below:

($ in millions) 2003 2002 %change
Trade sales $1,044.4  $1,040.7 0%
Operating profit 78.7 86.8 (9)%
Capital spending 51.0 48.9 4%

The slight increase in sales was due primarily to favorable
exchange rates, which resulted as the dollar weakened against
foreign currencies, partially offset by lower volume, which was
down approximately 2% compared with 2002. Domestic sales
were $801.8 million, down 1% from 2002, and international
sales were $242.6 million, up 4% from 2002, due primarily to
the impact of foreign exchange.

Lower volume had a negative impact on operating profit.
This lower volume, along with higher pension and postretire-
ment expenses and general inflation, was partially offset by pro-
ductivity initiatives. Operating issues in the flexible packaging
division due to new equipment start-up issues and additional
costs associated with the closing of one flexible packaging plant
and the resulting transfer of business to other flexible packaging
plants had a negative impact on segment earnings. The
price/cost relationship for the segment was slightly negative.

Significant spending included numerous productivity
enhancement and consolidation projects in the United
States. The closures business invested significantly in
new Brazil capacity to support increasing global demand.
Depreciation, depletion and amortization expense in this
segment was $52.5 million in 2003, compared with $50
million in 2002.
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Packaging Services Segment — Results for this segment
are presented below:

($ in millions) 2003 2002 %change
Trade sales $ 1846 $ 1845 0%
Operating profit 79 6.2 27%
Capital spending 5.1 1.8  >100%

Sales for the segment were flat as sales price decreases were
offset by favorable exchange rates as the dollar weakened
against foreign currencies. Overall, volumes were flat when
compared with 2002. Domestic sales were $129.9 million,
up 5% from 2002, and international sales were $54.7 million,
down 10% from 2002.

Earnings in this segment increased as productivity initia-
tives, along with a slightly favorable price/cost relationship,
were only partially offset by increased fixed costs, including
pension and postretirement expenses.

Depreciation, depletion and amortization expense in this
segment was $3.5 million in 2003, compared with $2.9
million in 2002.

All Other Sonoco — Results for all other businesses not
included in the segments above are presented below:

($ in millions) 2003 2002 %change
Trade sales $ 2695 $ 2699 0%

Operating profit 19.0 25.2 (25)%
Capital spending 3.8 5.9 (36)%

Sales for All Other Sonoco were flat as favorable exchange
rates, which resulted as the dollar weakened against foreign
currencies, and price increases were offset by volume
declines, primarily in the cable and wire reels business
and molded plastics business. Domestic sales were $219.3
million, down 1% from 2002, and international sales
were $50.2 million, up 5% from 2002.

Earnings decreased as the impact of volume declines,
along with a slightly unfavorable price/cost relationship,
more than offset the year-over-year savings from productivity
initiatives and fixed cost reductions.

Depreciation, depletion and amortization expense in
All Other Sonoco was $13 million in 2003, compared
with $13.3 million in 2002.
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Critical Accounting Policies and Estimates

The Company’s analysis and discussion of its financial condi-
tion and results of operations are based upon its Consolidated
Financial Statements that 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 esti-
mates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses, and the disclosure of
contingent assets and liabilities. The Company evaluates these
estimates and assumptions on an ongoing basis, including but
not limited to those related to inventories, bad debts, deriva-
tives, income taxes, intangible assets, restructuring, pension and
other postretirement benefits, environmental liabilities and con-
tingencies and litigation. Estimates and assumptions are based
on historical and other factors believed to be reasonable under
the circumstances. The results of these estimates may form the
basis of the carrying 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 and any associ-
ated risks related to estimates, assumptions and accounting
policies are discussed in Management’s Discussion and Analysis
of Operations and Financial Condition, as well as in the Notes
to the Consolidated Financial Statements, if applicable, where
such estimates, assumptions and accounting policies affect the
Company’s reported and expected financial results.

The Company believes the following accounting policies
are critical to its business operations and the understanding
of results of operations and affect the more significant
judgments and estimates used in the preparation of its
Consolidated Financial Statements:

Allowance for Doubtful Accounts

The Company maintains accounts receivable allowances for esti-
mated losses resulting from the inability of its customers to make
required payments. Additional allowances may be required if the
financial condition of the Company’s customers deteriorates.

Revenue Recognition

In accordance with US GAAP, the Company records revenue
when title and risk of ownership pass to the customer and
when persuasive evidence of an arrangement exists, delivery has
occurred or services have been rendered, the sales price to the
customer 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 appli-
cation of the Company’s revenue policy and, therefore, the
results of operations in its Consolidated Financial Statements.
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Impairment of Long-Lived and Intangible Assets

The Company evaluates its long-lived assets (property, plant
and equipment) and definite-lived intangible assets for
impairment whenever indicators of impairment exist or
when it commits to sell the asset. The accounting standards
require that if the sum of the undiscounted expected future
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 must be 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 operating 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 information at the time the fair
values of its assets are estimated. However, fair values that
could be realized in an actual transaction may differ from
those used to evaluate the impairment of long-lived assets
and definite-lived intangible assets. Therefore, assumptions
and estimates used in the determination of impairment losses
may affect the carrying value of long-lived and intangible
assets and possible impairment expense in the Company’s
Consolidated Financial Statements.

Impairment of Goodwill
In accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets” (FAS 142), the Company evaluates its
goodwill for impairment at least annually and more frequent-
ly if indicators of impairment are present. FAS 142 requires
that if the fair value of a reporting unit is less than its carry-
ing value including goodwill (Step I), an impairment charge
for goodwill must be recognized. The impairment charge is
calculated as the difference between the implied fair value of
the reporting unit goodwill and its carrying value (Step II).
The Company’s reporting units are the same as its operat-
ing segments, as determined in accordance with FAS 131.
Accordingly, these reporting units reflect the way the
Company manages its business, and impairment testing at
this reporting unit level reflects how the Company is man-
aged overall. The components within these reporting units
serve similar types of customers, provide similar services and
operate in similar regulatory environments. The benefits of
goodwill are shared by each component.
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In performing the impairment evaluation required by FAS
142, the Company estimates the fair value of each reporting
unit and compares it to the carrying amount of that report-
ing unit. To the extent the carrying amount of a reporting
unit exceeds the fair value of that reporting unit, the
Company is required to perform the second step of the
impairment test. In this step, the Company compares the
implied fair value of the reporting unit goodwill with the
carrying amount of the reporting unit goodwill. The implied
fair value of goodwill is determined by allocating the fair
value of the reporting unit to all of the assets (recognized
and unrecognized) and liabilities of the reporting unit.

The residual fair value after this allocation is the implied
fair value of the reporting unit goodwill.

The Company uses a discounted cash flow model to
estimate the fair value of each reporting unit. The Company
considers historical experience and all available information
at the time the fair values of its businesses are estimated.
However, fair values that could be realized in an actual
transaction may differ from those used to evaluate the
impairment of goodwill. Therefore, assumptions and esti-
mates used in the determination of impairment losses may
affect the carrying value and possible impairment expense
in the Company’s Consolidated Financial Statements.

Restructuring

Liabilities for costs associated with an exit or disposal activity
are recognized when the liability is incurred. Termination costs
are recognized upon communication of notice of termination
to employees, unless service is required beyond the minimum
retention period. If service is required beyond the minimum
retention period, the liability is recognized ratably over the
future service period. If; as a result of the restructuring action,
assets become impaired, the assets are written down to the
lower of carrying amount or fair value, less estimated costs to
sell, if applicable. The Company estimates the fair value of
impaired assets using accepted valuation techniques such as
available market information or indicative bids, when available.
A number of significant estimates and assumptions are
involved in the application of these techniques. The Company
considers historical experience and all available information at
the time the estimates are made; however, the fair values that
are ultimately realized upon the sale of the assets to be divested
may differ from the estimated fair values reflected in the
Company’s Consolidated Financial Statements.
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Income Taxes

The Company records an income tax valuation allowance
when the realization of certain deferred tax assets, net operat-
ing losses and capital loss carryforwards is not likely. These
deferred tax assets represent expenses recognized for financial
reporting purposes, which will result in tax deductions over
varying future periods. Certain judgments, assumptions

and estimates may affect the carrying value of the valuation
allowance and deferred income tax expense in the Company’s
Consolidated Financial Statements. Additionally, the
Company periodically reviews assumptions and estimates

of the Company’s probable tax obligations using historical
experience in tax jurisdictions and informed judgments.

Stock Compensation Plans

As permitted by Statement of Financial Accounting
Standards No. 123, ‘Accounting for Stock-Based
Compensation’ (FAS 123), the Company has chosen to
continue to account for stock-based compensation using the
intrinsic value method prescribed in Accounting Principles
Board Opinion No. 25, ‘Accounting for Stock Issued to
Employees,” and its related interpretations. Accordingly,
compensation cost for stock options is measured as the
excess, if any, of the quoted market price of the Company’s
stock at the date of the grant over the amount an employee
must pay to acquire the stock. Compensation cost for per-
formance stock options is recognized over the vesting period
and is recorded based on the quoted market price of the
Company’s stock at the end of the period.

The Company records compensation expense associated
with performance-based stock compensation plans using
vesting assumptions that are derived from performance meas-
ures as defined in the plans. In 2004, performance measures
consisted of Earnings Per Share and Return on Net Assets
Employed. Certain judgments, assumptions and estimates in
connection with the future achievement of these performance
measures may affect the amount of accrued compensation
expense and performance-based stock compensation expense
in the Company’s Consolidated Financial Statements.

Pension and Postretirement Benefit Plans

The Company has significant pension and postretirement
benefit costs and credits that are developed from actuarial
valuations. The actuarial valuations employ key assumptions
that are particularly important when determining the
Company’s projected liabilities for pension and other postre-
tirement benefits. Key actuarial assumptions used in deter-
mining the projected benefit obligation, the accumulated
benefit obligation, and net periodic benefit cost (income)
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for U.S. retirement and retiree health and life insurance
plans include: a discount rate of 5.75% to determine benefit
obligations, a discount rate of 6.25% to determine net
periodic benefit cost (income), an expected long term rate
of return of 8.5% and a rate of compensation increase of
4.6%. These assumptions are as of December 31, 2004.

The Company adjusts its discount rate annually in relation-
ship to movements in high-quality debt instruments.
The long-term rate of return assumption is based on the
Company’s historical plan return performance. The rate of
compensation assumption is generally based on salary and
incentive increases. A key assumption for the U.S. health and
life insurance plan is a medical trend rate beginning at 10%
and trending down to an ultimate rate of 6% in 2008. The
ultimate trend rate of 6% represents the Company’s best esti-
mate of the long-term average annual medical cost increase over
the duration of the plan’s liabilities. It provides for real growth
in medical costs in excess of the overall inflationary level.

During 2004, the Company incurred total pension and
postretirement benefit expenses of approximately $45.8 mil-
lion, compared with $65.7 million during 2003. The 2004
amount is net of $69.5 million of expected returns on plan
assets at the assumed rate of 8.5% and includes interest cost of
$66.4 million at a discount rate of 6.25%. The 2003 amount
included pension costs associated with restructuring and the
impact of curtailment associated with the disposition of the
Company’s High Density Film business in December 2003.
During 2004, the Company made contributions to the pen-
sion and postretirement plans of approximately $42.7 million.
The contribution amount varies from year to year depending
on factors including market asset volatility and interest rates.
Although the cash portion of these contributions reduced
cash flows from operations during the year, under Statement
of Financial Accounting Standards No. 87, ‘Employers’
Accounting for Pensions’ (FAS 87), they did not have an
immediate significant impact on pension expense.
Unrecognized net actuarial losses were approximately $436.8
million at December 31, 2004, and are primarily the result of
poor asset performance during 2000 through 2002. The amor-
tization period for unrecognized losses/gains is 12 years for the
portion outside the 10% corridor as defined by FAS 87, except
for curtailments, which would result in accelerated expense.

The projected liability of these plans will be affected by
assumptions regarding inflation, investment returns, market
interest rates, changes in the number of plan participants and
changes in the benefit obligations and laws and regulations
pertaining to benefit obligations. The Company annually
reevaluates assumptions used in projecting the pension and
postretirement liabilities and associated expense. These judgments,
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MANAGEMENT'S DISCUSSION and ANALYSIS of FINANCIAL CONDITION and RESULTS of OPERATIONS

assumptions and estimates may affect the carrying value of
pension and postretirement plan assets and liabilities and
pension and postretirement plan expenses in the Company’s
Consolidated Financial Statements. The effect of lowering
the selected assumptions, excluding any changes to the
investment base, is shown below for the year ended
December 31, 2004, for U.S. plans, assuming no changes
in benefit levels in 2004:

December 31, 2004

Percentage PBO 2004 Expense
Assumption Point Higher Higher
($ in millions) Change (Lower) (Lower)
Discount rate -.25 pts $30.9 $2.9
Expected return on assets ~ -.25 pts N/A $1.7

See Note 12 to the Consolidated Financial Statements
for additional information on the Company’s pension and
postretirement plans.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46,
‘Consolidation of Variable Interest Entities — an interpreta-
tion of ARB 51’ (FIN 46). FIN 46 addresses when a compa-
ny should include in its financial statements the assets,
liabilities and activities of a variable interest entity. It defines
variable interest entities as those entities with a business
purpose that either do not have equity investors with voting
rights in proportion to such investors’ equity, or have
investors that do not provide financial resources in propor-
tion to such investors’ equity for the entity to support its
activities and have equity investors that lack a controlling
financial interest. FIN 46 also requires disclosures about
variable interest entities that a company is not required to
consolidate, but in which it has a significant variable inter-
est. FIN 46 consolidation requirements applied immediately
to variable interest entities created or obtained after January
31, 2003, but this had no impact on the Company’s 2003
financial statements. A modification to FIN 46 (FIN 46R)
was released on December 17, 2003. FIN 46R delayed the
effective date for variable interest entities created before
February 1, 2003, with the exception of special-purpose
entities, until the first fiscal year or interim period after
December 15, 2003. As of January 1, 2004, the Company
adopted FIN 46R. In conjunction with this adoption, the
Company performed an evaluation of variable interest entities
in which it has an ownership, contractual or other monetary
interest. The adoption of FIN 46R did not have a material
effect on the Company’s Consolidated Financial Statements.
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In May 2004, the FASB issued FASB Staff Position
106-2, ‘Accounting and Disclosure Requirements Related
to the Medicare Prescription Drug, Improvement and
Modernization Act of 2003’ (ESP 106-2), which requires
measures of the accumulated postretirement benefit obliga-
tion and net periodic postretirement benefit costs to reflect
the effects of the Medicare Prescription Drug, Improvement
and Modernization Act of 2003. FSP 106-2 supersedes FSP
106-1 and is effective for interim or annual reporting periods
beginning after June 15, 2004. The Company adopted and
retroactively applied FSP 106-2 as of the effective date. In
response to the Company’s adoption of FSP 106-2, the accu-
mulated postretirement benefit obligation was reduced by
approximately $48.9 million, and net periodic benefit costs
were reduced by approximately $9.1 million. See Note 12
to the Consolidated Financial Statements for further informa-
tion about the reduction in net periodic benefit costs.

In October 2004, the President signed the American Jobs
Creation Act of 2004. The American Jobs Creation Act pro-
vides a deduction for income from qualified domestic produc-
tion activities, which will be phased in from 2005 through
2010. In return, the American Jobs Creation Act also provides
for a two-year phase-out of the existing extra-territorial
income exclusion (the “ETT”) for foreign sales that was viewed
to be inconsistent with international trade protocols by the
European Union. The Company expects the net effect of the
phase out of the ETT and the phase in of this new deduction
to result in a decrease in the effective tax rate for fiscal years
2005 and 2006 of approximately .3 percentage point, based
on current earnings levels. In the long term, the Company
expects that the new deduction will result in a decrease of
the annual effective tax rate by approximately one percentage
point based on current earnings levels. The American Jobs
Creation Act of 2004 also creates a temporary incentive for
U.S. corporations to repatriate accumulated income earned
abroad by providing an 85% dividends received deduction
for certain dividends from controlled foreign corporations.

In December 2004, the FASB issued FASB Staff Position
109-1, ‘Application of FASB Statement No. 109, “Accounting
for Income Taxes,” to the Tax Deduction on Qualified
Production Activities Provided by the American Jobs Creation
Act of 2004’ (FSP 109-1). Under the guidance of ESP 109-1,
the deduction will be treated as a “special deduction” as
described in Statement of Financial Accounting Standards
No. 109, ‘Accounting for Income Taxes’ (FAS 109). As such,
the special deduction has no effect on deferred tax assets and
liabilities existing at the enactment date. Rather, the impact
of this deduction will be reported in the period in which
the deduction is claimed on the Company’s tax return.
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(continued)

In December 2004, the FASB issued FASB Staff Position
109-2, ‘Accounting and Disclosure Guidance for the Foreign
Earnings Repatriation Provision within the American Jobs
Creation Act of 2004’ (ESP 109-2). Under the guidance of
ESP 109-2, an enterprise is allowed time beyond the financial
reporting period of enactment to evaluate the effect of the
American Jobs Creation Act of 2004 on its plan for reinvest-
ment or repatriation of foreign earnings for purposes of
applying FAS 109. The deduction is subject to a number
of limitations. The Company has not yet decided whether,
or to what extent, foreign earnings will be repatriated.

Based on its analysis to date, however, it is possible that

the Company may repatriate some amount between $0 to
$100 million with the respective tax liability ranging from
$0 to $10 million. The Company expects to be in a position
to finalize its assessment by June 30, 2005.

In December 2004, the FASB issued a revision to
Statement of Financial Accounting Standards No. 123,
‘Share-Based Payment’ (FAS 123R), which requires compa-
nies to expense the value of employee stock options and simi-
lar awards. Under FAS 123R, share-based payment awards
result in a cost that will be measured at fair value on the
awards’ grant date, based on the estimated number of awards
that are expected to vest. FAS 123R is effective for interim
and annual periods beginning after June 15, 2005. The
Company is planning to use the “modified prospective”
transition method, which does not require restating previous
periods’ results. No additional compensation expense would
be recorded for any vested awards outstanding as of the
effective date. As the Company does not expect to have
any unvested awards that would be affected by FAS 123R
outstanding as of the effective date, the adoption of FAS
123R will not have a material effect on the Company’s
Consolidated Financial Statements for 2005. Although the
Company continues to reevaluate the number of stock
options to be granted each year, based on its current expecta-
tions, the Company expects that earnings per diluted share
will decrease by approximately $.04 in 2006 and annually
thereafter. The historical impact on net income and earnings
per share if stock options would have been expensed is set
forth in Note 11 to the Consolidated Financial Statements.
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Forward-Looking Statements

Statements included in Management’s Discussion and Analysis
of Financial Condition and Results of Operations, that are not
historical in nature, are intended to be, and are hereby identi-
fied as “forward-looking statements.” The words “estimate,”
“project,” “intend,” “expect,” “believe,” “plan,” “anticipate,”
“objective,” “goal,” “guidance” and similar expressions identify
forward-looking statements. Forward-looking statements
include, but are not limited to, statements regarding offsetting
high raw material costs, adequacy of income tax provisions,
refinancing of debt, adequacy of cash flows, effects of acquisi-
tions and dispositions, adequacy of provisions for environmen-
tal liabilities, financial strategies and the results expected from
them, and producing improvements in earnings. These for-
ward-looking statements are based on current expectations,
estimates and projections about our industry, management’s
beliefs, and certain assumptions made by management. Such
information includes, without limitation, discussions as to
guidance and other estimates, expectations, beliefs, plans,
strategies and objectives concerning our future financial and
operating performance. These statements are not guarantees of
future performance and are subject to certain risks, uncertain-
ties and assumptions that are difficult to predict. Therefore,
actual results may differ materially from those expressed or
forecasted in such forward-looking statements. Such risks and
uncertainties include without limitation: availability and pric-
ing of raw materials; success of new product development and
introduction; ability to maintain or increase productivity levels;
international, national and local economic and market condi-
tions; fluctuations in obligations and earnings of pension and
postretirement benefit plans; ability to maintain market share;
pricing pressures and demand for products; continued strength
of our paperboard-based engineered carrier and composite

can operations; anticipated results of restructuring activities;
resolution of income tax contingencies; ability to successfully
integrate newly acquired businesses into the Company’s opera-
tions; currency stability and the rate of growth in foreign mar-
kets; use of financial instruments to hedge foreign currency,
interest rate and commodity price risk; actions of government
agencies; loss of consumer confidence; and economic disrup-
tions resulting from terrorist activities.

References to Sonoco’s Web Site Address

References to Sonoco’s Web site address and domain names
throughout this annual report are for informational purposes
only, or to fulfill specific disclosure requirements of the
Securities and Exchange Commission’s rules or the New
York Stock Exchange Listing Standards. These references are
not intended to, and do not, incorporate the contents of our
Web sites by reference into this annual report.
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Consolidated BALANCE SHEETS

(Dollars and shares in thousands)

At December 31 2004 2003
Assets
Current Assets
Cash and cash equivalents $ 117,725 $ 84,854
Trade accounts receivable, net of allowances of $8,286 in 2004 and $8,199 in 2003 390,024 320,676
Other receivables 37,457 33,066
Inventories
Finished and in process 123,924 109,080
Materials and supplies 191,087 143,116
Prepaid expenses 36,386 33,751
Deferred income taxes 25,509 30,722
922,112 755,265
Property, Plant and Equipment, Net 1,007,295 923,569
Goodwill 570,508 383,954
Other Intangible Assets 88,790 43,401
Prepaid Pension Costs 237,200 229,784
Other Assets 215,414 184,660
Total Assets $3,041,319 $ 2,520,633
Liabilities and Shareholders’ Equity
Current Liabilities
Payable to suppliers $ 274,224 $ 239,300
Accrued expenses and other 219,123 188,092
Accrued wages and other compensation 36,850 23,250
Notes payable and current portion of long-term debt 93,754 201,367
Accrued taxes 15,935 27,585
639,886 679,594
Long-Term Debt 813,207 473,220
Pension and Other Postretirement Benefits 148,214 137,494
Deferred Income Taxes 168,776 165,773
Other Liabilities 118,357 50,392
Commitments and Contingencies
Shareholders’ Equity
Serial preferred stock, no par value
Authorized 30,000 shares
0 shares issued and outstanding as of December 31, 2004 and 2003
Common shares, no par value
Authorized 300,000 shares
98,793 and 97,217 shares outstanding of which 98,500 and 96,969
are issued as of December 31, 2004 and 2003, respectively 7,175 7,175
Capital in excess of stated value 376,750 337,136
Accumulated other comprehensive loss (103,155) (136,091)
Retained earnings 872,109 805,940
Total Shareholders’ Equity 1,152,879 1,014,160
Total Liabilities and Shareholders” Equity $3,041,319 $ 2,520,633

The Notes beginning on page 49 are an integral part of these financial statements.
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Consolidated STATEMENTS of INCOME

(Dollars and shares in thousands except per share data)

Years ended December 31 2004 2003 2002
Net sales $ 3,155,433 $ 2,758,326 $2,701,419
Cost of sales 2,580,643 2,259,887 2,178,778
Selling, general and administrative expenses 316,403 289,839 276,579
Restructuring charges 18,982 50,056 10,409
Income before interest and taxes 239,405 158,544 235,653
Interest expense 47,463 52,399 54,196
Interest income (5,400) (2,188) (1,649)
Income before income taxes 197,342 108,333 183,106
Provision for income taxes 58,858 37,698 65,075
Income before equity in earnings of affiliates/minority interest
in subsidiaries 138,484 70,635 118,031

Equity in earnings of affiliates/minority interest in subsidiaries 12,745 7,543 7,437
Income from continuing operations 151,229 78,178 125,468
Income from discontinued operations, net of income taxes 60,771 9,848
Net income $ 151,229 $ 138,949 $ 135,316

Average common shares outstanding;

Basic 98,018 96,819 96,373
Assuming exercise of options 929 310 805
Diluted 98,947 97,129 97,178

Per common share

Net income

Basic:
From continuing operations $ 1.54 $ .81 $ 1.30
From discontinued operations $ .63 $ .10
Net income $ 1.54 $ 1.44 $ 1.40
Diluted:
From continuing operations $ 1.53 $ .80 $ 1.29
From discontinued operations $ .63 $ .10
Net income $ 1.53 $ 1.43 $ 1.39
Cash dividends — common $ .87 $ .84 $ .83

The Notes beginning on page 49 are an integral part of these financial statements.
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Consolidated STATEMENTS of CHANGES in SHAREHOLDERS® EQUITY

(Dollars and shares in thousands)

Accumulated
Capital in Other
Comprehensive Common Shares Excess of ~ Comprehensive  Retained
Income Outstanding Amount Stated Value Loss Earnings
January 1, 2002 95,713 $ 7,175 $302,345 $(197,969) $ 692,571
Net income $ 135,316 135,316
Other comprehensive loss:
Translation gain 15,833
Minimum pension
liability adjustment,
net of tax (30,921)
Other 893
Other comprehensive loss (14,195) (14,195)
Comprehensive income $121,121
Cash dividends - (79,768)
Exercise of stock options 927 21,618
Stock-based compensation 332
December 31, 2002 96,640 7,175 324,295 (212,164) 748,119
Net income $ 138,949 138,949
Other comprehensive income:
Translation gain 77,903
Minimum pension
liability adjustment,
net of tax (3,403)
Other 1,573
Other comprehensive income 76,073 76,073
Comprehensive income $ 215,022
Cash dividends - (81,128)
Exercise of stock options 577 8,752
Stock-based compensation 4,089
December 31, 2003 97,217 7,175 337,136 (136,091) 805,940
Net income $ 151,229 151,229
Other comprehensive income:
Translation gain 36,917
Minimum pension
liability adjustment,
net of tax (4,479)
Other 498
Other comprehensive income 32,936 32,936
Comprehensive income $ 184,165
Cash dividends - (85,060)
Exercise of stock options 1,576 34,463
Stock-based compensation 5,151
December 31, 2004 98,793 $7,175 $376,750 $(103,155) $ 872,109

The Notes beginning on page 49 are an integral part of these financial statements.
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Consolidated STATEMENTS of CASH FLOWS

(Dollars in thousands)

Years ended December 31 2004 2003 2002

Cash Flows from Operating Activities
Net income $ 151,229 $ 138,949 $ 135,316
Adjustments to reconcile net income to net cash provided

by operating activities

Asset impairment 6,153 8,381 360
Depreciation, depletion and amortization 163,928 163,234 159,256
Equity in earnings of affiliates/minority interest

in subsidiaries (12,745) (7,543) (7,437)
Cash dividends from affiliated companies 7,114 11,327 3,626
Loss on disposition of assets 2,460 1,228 100
Gain on sale of High Density Film business (49,433)
Tax effect of nonqualified stock options 3,013 410 2,477
Deferred taxes 5,310 11,175 27,956

Change in assets and liabilities, net of effects from
acquisitions, dispositions, assets held for sale and
foreign currency adjustments

Receivables (23,893) 5,324 (22,214)
Inventories (38,395) (10,117) 19,307
Prepaid expenses 1,272 (7,955) 8,281
Payables and taxes 12,082 70,727 49,788
Other assets and liabilities (25,340) (3,459) (102,894)
Net cash provided by operating activities 252,188 332,248 273,922
Cash Flows from Investing Activities
Purchase of property, plant and equipment (119,800) (113,574) (123,959)
Cost of acquisitions, net of cash acquired (267,016) (6,232) (8,500)
Proceeds from the sale of assets 8,638 2,709 8,036
Proceeds from sale of High Density Film business 81,177
Net cash used by investing activities (378,178) (35,920) (124,423)
Cash Flows from Financing Activities
Proceeds from issuance of debt 206,157 20,715 11,620
Principal repayment of debt (168,528) (120,287) (9,991)
Net increase (decrease) in commercial paper borrowings 180,000 (65,500) (92,500)
Net (decrease) increase in bank overdrafts (7,976) (8,075) (2,924)
Cash dividends — common (85,060) (81,128) (79,768)
Common shares issued 31,450 8,342 19,141
Net cash provided (used) by financing activities 156,043 (245,933) (154,422)
Effects of Exchange Rate Changes on Cash 2,818 3,054 198
Increase (Decrease) in Cash and Cash Equivalents 32,871 53,449 (4,725)
Cash and cash equivalents at beginning of year 84,854 31,405 36,130
Cash and cash equivalents at end of year $ 117,725 $ 84,854 $ 31,405
Supplemental Cash Flow Disclosures
Interest paid $ 41,530 $ 50,079 $ 44,823
Income taxes paid, net of refunds $ 72,647 $ 27,182 $ 44,682
Value of stock issued for acquisition $ 2,700

The Notes beginning on page 49 are an integral part of these financial statements.
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NOTES to CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands except per share data)

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

1. Basis of Presentation

The Consolidated Financial Statements include the accounts of

Sonoco Products Company and its majority-owned subsidiaries

(the “Company” or “Sonoco”) after elimination of intercompa-

ny accounts and transactions. Investments in affiliated compa-

nies in which the Company owns 20% to 50% and is able to

exercise significant influence, but not control, are accounted for

by the equity method of accounting (equity investments).

Income applicable to equity investments is reflected as “Equity

in earnings 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 $110,829

and $100,427 at December 31, 2004 and 2003, respectively.
Investments in affiliated companies that were accounted

for by the equity method of accounting at December 31,

2004, are as follows:

Ownership Interest
Percentage at

Entity December 31, 2004

RTS Packaging JVCO 35.0%
Cascades Conversion, Inc. 50.0%
Cascades Sonoco, Inc. 50.0%
1191268 Ontario, Inc. 50.0%
Enstel Manufacturing Inc. 50.0%
AT-Spiral Oy 48.9%
Demolli Industria Cartaria SpA 25.0%
Showa Products Company Ltd. 20.0%
Conitex Sonoco Holding BVI Ltd. 30.0%

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America requires management to make estimates and
assumptions that affect the reported amount of assets and lia-
bilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting peri-
od. Actual results could differ from those estimates.

In accordance with US GAAP, the Company records rev-
enue when title and risk of ownership pass to the customer
and when persuasive evidence of an arrangement exists, deliv-
ery 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 application of the Company’s revenue policy
and, therefore, the results of operations in its 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.
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The Company’s trade accounts receivable are non-interest
bearing and are recorded at the invoiced amounts. The allowance
for doubtful accounts represents the Company’s best estimate of
the amount of probable credit losses in existing accounts receiv-
able. Provisions are made to the allowance for doubtful accounts
at such time that collection of all or part of a trade account
receivable is in question.The allowance for doubtful accounts
is monitored on a regular basis and adjustments are made as
needed to ensure that the account properly reflects the
Company’s best estimate of uncollectible trade accounts receiv-
able. Trade accounts receivable balances that are more than 180
days past due are generally 100% provided for in the allowance
for doubtful accounts. Account balances are charged off against
the allowance for doubtful accounts when the Company deter-
mines that it is probable that the receivable will not be recovered.

2. Acquisitions/Dispositions/Joint Ventures

In May 2004, the Company acquired CorrFlex Graphics, LLC
(“CorrFlex”), one of the nation’s largest point-of-purchase
display companies. The acquired business, which is known as
Sonoco CorrFlex, LLC, is reflected in the Packaging Services
segment. As the acquisition of CorrFlex was considered
material to the Company’s financial statements, unaudited
pro forma combined historical results, as if CorrFlex had been
acquired at the beginning of fiscal 2002, 2003 and 2004,

are provided in the table below:

(unaudited) 2004 2003 2002
Net sales $ 3,227,305 $2,948,678 $2,903,844
Net income 153,803 145,048 147,414
Diluted earnings

per common share 1.55 1.49 1.52

The pro forma results include amortization of intangibles
and interest expense on debt assumed to finance the purchase.
The pro forma results are not necessarily indicative of what
actually would have occurred if the acquisition had been
completed as of the beginning of each period presented, nor
are they necessarily indicative of future consolidated results.

The following table summarizes the estimated fair value
of assets acquired (net of cash) and liabilities assumed at the
date of acquisition:

Current assets (net of cash) $ 31,949
Property, plant and equipment 57,188
Intangible assets 31,100
Goodwill 146,887

Total assets acquired (net of cash) 267,124
Less: Current liabilities 12,861

Net assets acquired (net of cash) $254,263
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NOTES to CONSOLIDATED FINANCIAL STATEMENTS (continued)

(Dollars in thousands except per share data)

Intangible assets acquired in conjunction with the Company’s
purchase of CorrFlex consisted primarily of customer lists.

The Company has allocated $31,100 of the purchase price to
these intangible assets, which have a weighted-average amortiza-
tion period of approximately 15 years.

The $146,887 of goodwill associated with this acquisition is
expected to be deductible for tax purposes.

In addition to CorrFlex, the Company completed eight acqui-
sitions during 2004, with an aggregate cost of approximately
$113,000. This amount included cash, assumption of debt and
contribution of assets. In connection with these acquisitions,
the Company recorded fair value of identifiable intangibles of
approximately $20,000, goodwill of approximately $31,000 and
net tangible assets of approximately $62,000. Acquisitions in
the Company’s Engineered Carriers and Paper segment included
engineered carrier manufacturers in Australia, China and the
United States along with the formation of a joint venture as
described below. Acquisitions in the Company’s Consumer
Packaging segment included a composite can manufacturer in
Australia, a manufacturer of rotogravure cylinders in Canada
and the remaining ownership interest in a manufacturer of
rotogravure cylinders in Charlotte, N.C. The Company also
acquired certain assets of a wooden reel refurbisher in Alabama,
which are classified as components of All Other Sonoco.

In the fourth quarter of 2004, the Company completed a
business combination with Ahlstrom Corporation, Helsinki,
Finland (“Ahlstrom”), to combine each of the companies’
respective European paper-based tube/core and coreboard oper-
ations into a joint venture that will operate under the name
Sonoco-Alcore S.a.r.l. The Company contributed ownership
positions in 25 tube and core plants and five paper mills to
Sonoco-Alcore S.a.r.]. and holds a 64.5% interest in the joint
venture. Ahlstrom, a leader in high-performance fiber-based
materials serving niche markets worldwide, contributed 14 tube
and core plants and one paper mill to Sonoco-Alcore S.a.r.l. and
holds a 35.5% interest in the joint venture. The Company has
accounted for this transaction as an acquisition and, therefore,
consolidates the results of the joint venture and reports
Ahlstrom’s minority interest as such in its financial statements.

The Company completed four acquisitions during 2003, with
an aggregate cost of approximately $11,077 in cash, assumption
of debt, relief of notes receivable and issuance of common stock.
In connection with these acquisitions, the Company recorded fair
value of identified intangibles of $3,150, goodwill of $2,897 and
other net tangible assets of $5,030. Acquisitions in the
Company’s Engineered Carriers and Paper segment included an
engineered carriers manufacturer in Australia and a recovered
paper operation in Savannah, Ga. The Company also acquired
certain assets of a wooden reel manufacturer in Canada and the
United States, which are classified as components of All Other
Sonoco. In addition, the Company increased its ownership inter-
est in a manufacturer of rotogravure cylinders in Charlotte, N.C.,
in the Company’s Consumer Packaging segment.
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During 2003, the Company decided to divest itself of the
High Density Film business in order to redirect the value of
those assets to primary growth vehicles that will enhance the
opportunity to increase total returns to shareholders and signif-
icantly reduce the Company’s exposure to highly cyclical resin
markets. In December 2003, the Company completed this
divestiture by selling the business to Hilex Poly Co., LLC, of
Los Angeles, Calif., for a price of approximately $118,800,
including approximately $80,800 in cash; $28,000 in subordi-
nated notes bearing a 4.95% interest rate maturing in 10 years;
and, a $10,000 nonvoting cumulative preferred instrument
yielding 10%. This transaction resulted in a gain of $63,112
($49,433 after tax). Operating results of this business have
been presented for all periods as “Income from discontinued
operations, net of income taxes” in the Company’s
Consolidated Statements of Income.

The Company completed three acquisitions during 2002,
with an aggregate cost of approximately $8,500 in cash. In
connection with these acquisitions, the Company recorded fair
value of identified intangibles of $6,025, goodwill of $1,725
and other net tangible assets of $750. Acquisitions in the
Company’s Engineered Carriers and Paper segment included
certain assets from Republic Paperboard Company, LLC, and
the related Republic Resource Control, LLC. The Company
also acquired a plywood reel operation in Sherman, Texas, and
a nailed wooden reel operation in Bonham, Texas, both of
which are classified as components of All Other Sonoco.

The Company has accounted for all of its acquisitions as
purchases and, accordingly, has included their results of opera-
tions in consolidated net income from the date of acquisition.

3. Discontinued Operations

The Company accounts for discontinued operations in accor-
dance with Statement of Financial Accounting Standards

No. 144, ‘Accounting for the Impairment or Disposal of
Long-Lived Assets’ (FAS 144). Accordingly, the results of
operations of a business component are reported in discontin-
ued operations when the component has either been disposed
of or is classified as held for sale and the operations and cash
flows of the component have been or will be eliminated and
the Company will not have any significant continuing
involvement in the operations of the component.

Income from discontinued operations for 2003 and 2002
represents the results of operations of the Company’s High
Density Film business, which was sold in December 2003.

See Note 2 for a discussion of this disposition.
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The following table sets forth the operating results for the
business unit, which was previously reported in the Company’s
Consumer Packaging segment:

2003 2002
Net sales $198,759 $191,950
Operating income before income taxes 17,758 15,504
Gain on sale 63,112
Income tax expense (20,099) (5,656)
Income from discontinued operations $60,771 $ 9,848
Income from discontinued
operations — per basic share $ .63 § .10
Income from discontinued
operations — per diluted share $ 63§ .10

No interest expense or income was allocated to this
business unit.

The Company has no continuing involvement in the
management or operations of the divested business.

4. Restructuring Programs

The Company accounts for restructuring charges in accor-
dance with Statement of Financial Accounting Standards No.
146, ‘Accounting for Costs Associated with Exit or Disposal
Activities’ (FAS 146). Restructuring plans that were in exis-
tence prior to the effective date of FAS 146 are accounted for
in accordance with Emerging Issues Task Force Issue No. 94 —
3, ‘Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit and Activity (Including
Certain Costs Incurred in Restructuring’ (EITF 94-3). The
major difference between EITF 94-3 and FAS 146 is the tim-
ing of recognizing the liability for costs associated with an exit
or disposal activity. Under EITF 94-3 the liability is recog-
nized when an enterprise’s management commits to an exit
plan, whereas under FAS 146, the liability is recognized when
exit costs are incurred.

In August 2003, the Company announced general plans to
reduce its overall cost structure by $54,000 pretax by realigning
and centralizing a number of staff functions and eliminating
excess plant capacity. Pursuant to these plans, the Company has
initiated or completed 16 plant closings and has terminated
approximately 910 employees. As of December 31, 2004, the
Company had incurred cumulative charges, net of adjustments,
of approximately $73,090 pretax associated with these activities.
Of this amount, $48,382 was related to the Engineered
Carriers and Paper segment, $16,254 was related to the
Consumer Packaging segment, $333 was attributed to the
Packaging Services segment, $2,814 was related to All Other
Sonoco, and $5,307 was associated with Corporate. These
restructuring charges, net of adjustments, consisted of sever-
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ance and termination benefits of $48,322, asset impairment
charges of $14,409 and other exit costs of $10,359. The
Company expects to recognize an additional cost of approxi-
mately $4,245 pretax in the future associated with these activi-
ties, which is comprised of approximately $768 in severance
and termination benefits and $3,477 in other exit costs. Of
this amount, approximately $2,051 is related to the Engineered
Carriers and Paper segment and approximately $2,194 is relat-
ed to the Consumer Packaging segment. As part of the target
to reduce its cost structure by $54,000, the Company expects
to announce, in 2005, the closing of up to five plants. The
costs associated with these future plant closings have not yet
been determined. In conjunction with the Company’s review
of its restructuring accrual in the second quarter of 2004, it
was determined that one of the plants that had originally been
identified to be closed pursuant to these plans would not be
closed due to changes in certain factors. In response to this
determination, the Company reduced its restructuring accrual
for the Consumer Packaging segment, which resulted in a cred-
it to the restructuring accrual of approximately $900 in 2004.

During 2004, the Company recognized restructuring
charges, net of adjustments, of $18,982 ($16,154 after tax).
Included in this amount, is $2,200 in restructuring charges,
which resulted from a correction to previously reported finan-
cial statements at the Company’s wholly owned subsidiary in
Spain. Of the restructuring charges recognized during 2004,
$14,752 was attributed to the Engineered Carriers and Paper
segment, $5,261 was related to the Consumer Packaging seg-
ment, $1,018 was related to All Other Sonoco and $(2,049)
was associated with Corporate. The Corporate credit is an
adjustment in severance relating to the restructuring plan
announced in August 2003. None of these charges has been
allocated to the segments’ operating results. These restructuring
charges, net of adjustments, consisted of severance and termi-
nation benefits of $6,545, asset impairment charges of $6,153
and other exit costs of $6,284, primarily associated with lease
termination, pension curtailment and other miscellaneous
plant closing costs.

During 2004, the Company also recorded non-cash income
in the amount of $1,778 after tax in order to reflect Ahlstrom’s
portion of restructuring costs that were charged to expense.
This income, which resulted from the expected closure of cer-
tain plants that the Company contributed to Sonoco-Alcore
S.a.r.l,, is included in “Equity in earnings of affiliates/minority
interest in subsidiaries” in the Company’s Consolidated
Statements of Income.
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During 2003, the Company recognized restructuring
charges, net of adjustments, of $50,056 ($35,329 after tax).
Of these charges, $31,413 was attributed to the Engineered
Carriers and Paper segment, $9,469 was related to the
Consumer Packaging segment, $335 was attributed to the
Packaging Services segment, $1,806 was related to All Other
Sonoco and $7,033 was associated with Corporate. None of
these charges has been allocated to the segments’ operating
results. These restructuring charges, net of adjustments, con-
sisted of severance and termination benefits of $37,733, asset
impairment charges of $8,381 and other exit costs of $3,942,
primarily associated with lease termination and other miscella-
neous plant closing costs. Additionally, the Company’s High
Density Film business, which was divested in 2003, incurred
restructuring charges of $200 pretax ($128 after tax), which
are included in “Income from discontinued operations” on
the Company’s Consolidated Statements of Income.

During 2003, the Company also recorded restructuring
charges of $1,455 after tax related to affiliates/minority interest
in subsidiaries. The restructuring charges are included in
“Equity in earnings of affiliates/minority interest in subsidiaries’
in the Company’s Consolidated Statements of Income.

During 2002, the Company recognized restructuring
charges, net of adjustments, of $10,409 ($6,663 after tax).
Additionally, the Company’s High Density Film business,
which was divested in 2003, incurred restructuring charges
of $2,238 pretax ($1,432 after tax), which are included in
“Income from discontinued operations” on the Company’s
Consolidated Statements of Income. The 2002 restructuring
charges, including the High Density Film business charges,
were primarily related to three U.S. plant closings in the
Consumer Packaging segment, one U.S. plant closing in the
Engineered Carriers and Paper segment, one plant closing in
All Other Sonoco and severance costs associated with plant
consolidations in Europe. These restructuring charges, net of
adjustments, consisted of severance and termination benefits
of $10,532, asset impairment charges of $360 and other exit
costs of $1,755, consisting of building lease termination
charges and other miscellaneous costs.

The following table sets forth the activity in the restruc-
turing accrual included in “Accrued expenses and other” on
the Company’s Consolidated Balance Sheets. Restructuring
charges are included in “Restructuring charges” in the
Consolidated Statements of Income, except for the restruc-
turing charges applicable to the High Density Film business
and equity method investments, which are included in
“Income from discontinued operations” and “Equity in
earnings of affiliates/ minority interest in subsidiaries,”
respectively. In accordance with the agreement of sale
for the High Density Film business, the liability associated

>
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with the restructuring has been retained by the Company
and is, therefore, included in the table below:

Severance Asset
and Impairment/  Other
Termination Disposal Exit
Benefits of Assets Costs Total

Liability, Decem-

ber 31, 2001 $ 8,754 $ 6,224 $14,978
2002 Charges 11,032 $ 383 1,885 13,300
Cash payments (6,848) (2,765) (9,613)
Asset impairment

(noncash) (360) (360)
Reclassifications to

pension liability (3,276) (3,276)
Adjustments (500) (23) (130) (653)
Liability, Decem-

ber 31, 2002 9,162 5,214 14,376
2003 Charges 40,526 8,709 3,142 52,377
Cash payments (21,953) (2,970)  (24,923)
Asset impairment

(noncash) (8,381) (8,381)
Reclassifications to

pension liability (10,234) (10,234)
Adjustments (2,793) (328) 1,000 (2,121)
Liability, Decem-

ber 31, 2003 14,708 6,386 21,094
2004 Charges 9,815 5,894 5,970 21,679
Cash payments (16,595) (5,642)  (22,237)
Asset impairment/

pension curtailment

(noncash) (6,153) (1,926) (8,079)
Foreign currency

translation 2,016 66 2,082
Adjustments (3,270) 259 314 (2,697)
Liability, Decem-

ber 31, 2004 $ 6,674 $ 5,168 $11,842

The Company expects to pay the remaining restructuring
costs, with the exception of ongoing pension subsidies and
certain building lease termination expenses, by the end of
2005, using cash generated from operations.

During 2004, the Engineered Carriers and Paper segment
recognized writeoffs of impaired equipment and facilities held
for disposal of $3,345 and $1,114, respectively, attributed to
the closing of six plant locations. Additionally, the Consumer
Packaging segment recognized writeoffs of impaired equip-
ment, facilities held for disposal and pension curtailment of
$1,054, $273 and $1,926, respectively, related to the closing
of two plant locations. Finally, during 2004, All Other
Sonoco recognized writeoffs of impaired equipment and
facilities held for disposal of $113 and $254, respectively,
attributed to the closing of one plant location. Impaired
assets were written down to the lower of carrying amount
or fair value, less estimated costs to sell, if applicable.
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During 2003, the Engineered Carriers and Paper segment
recognized writeoffs of impaired equipment and facilities held
for disposal of $5,212 and $1,409, respectively, attributed to
the closing of four plant locations. Additionally, the Consumer
Packaging segment recognized writeoffs of impaired equipment
of $1,760 related to the closing of one plant location. Impaired
assets were written down to the lower of carrying amount or
fair value, less estimated costs to sell, if applicable.

During 2002, the Company recognized writeoffs of impaired
equipment in the Engineered Carriers and Paper segment of
$299 attributed to the closing of a plant location. Additionally,
the Company recognized net writeoffs of impaired equipment
in the Consumer Packaging segment and All Other Sonoco of
$(692) and $753, respectively, related to adjustments to previ-
ously recorded impaired equipment charges.

The effect of suspending depreciation on assets held for dispo-
sition was not material to the Consolidated Statements of Income

for the years ended December 31, 2004, 2003 and 2002.

5. Cash and Cash Equivalents

Cash equivalents are composed of highly liquid investments
with an original maturity of three months or less and are
recorded at market. At December 31, 2004 and 2003, out-
standing checks in excess of bank deposits totaling $14,611
and $21,364, respectively, were included in “Payable to suppli-
ers” on the Company’s Consolidated Balance Sheets. In addi-
tion, outstanding payroll checks of $1,192 and $2,415 in 2004
and 2003, respectively, were included in “Accrued wages and
other compensation” on the Consolidated Balance Sheets.

6. Inventories
Inventories are stated at the lower of cost or market. The
last-in, first-out (LIFO) method was used to determine costs
of approximately 23% and 26% of total inventories at December
31, 2004 and 2003, respectively. The remaining inventories
are determined on the first-in, first-out (FIFO) method.

If the FIFO method of accounting had been used for all
inventories, total inventory would have been higher by

$10,701 in 2004 and $10,462 in 2003.

7. Property, Plant and Equipment
Plant assets represent the original cost of land, buildings
and equipment, less depreciation, computed under the
straight-line method over the estimated useful life of the
asset and are reviewed for impairment whenever events
indicate the carrying value may not be recoverable.
Equipment lives range from three to 11 years, buildings
from 15 to 40 years.
Timber resources are stated at cost. Depletion is charged
to operations based on the number of units of timber cut
during the year.
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Depreciation and depletion expense amounted to $158,212
in 2004, $148,843 in 2003 and $143,215 in 2002. Depreciation
expense amounted to $0 for 2004, $9,696 for 2003, and
$13,333 for 2002 for the High Density Film business, which
was divested in 2003 and has, therefore, been reclassified as
discontinued operations. Details at December 31 are as follows:

2004 2003
Land $ 51,041 $ 46,432
Timber resources 37,695 36,392
Buildings 396,083 345,296
Machinery and equipment 1,981,331 1,806,181
Construction in progress 76,428 57,248
2,542,578 2,291,549

Accumulated depreciation
and depletion (1,535,283) (1,367,980)
Property, plant and equipment, net $ 1,007,295 $ 923,569

Estimated costs for completion of authorized capital addi-
tions under construction totaled approximately $57,403 at
December 31, 2004.

The Company has certain properties and equipment that are
leased under noncancelable operating leases. Future minimum
rentals under noncancelable operating leases with terms of
more than one year are as follows: 2005 — $26,600, 2006 —
$21,600, 2007 — $18,100, 2008 — $13,600, 2009 — $11,100,
and thereafter — $22,900. Total rental expense under operating
leases was approximately $35,600 in 2004, $34,000 in 2003
and $31,700 in 2002.

Research and development costs charged to expense were

$15,404 in 2004, $14,225 in 2003 and $13,018 in 2002.

8. Goodwill and Other Intangible Assets

Goodwill

The Company accounts for goodwill in accordance with
Statement of Financial Accounting Standards No. 142
‘Goodwill and Other Intangible Assets’ (FAS 142). Under
FAS 142, purchased goodwill and intangible assets with
indefinite lives are not amortized. The Company evaluates
its goodwill for impairment at least annually and more
frequently if indicators of impairment are present. The
Company completed its annual goodwill impairment testing
required by FAS 142 during the third quarters of 2004, 2003
and 2002. In performing the impairment test, the Company
uses discounted future cash flows to determine fair value of
assets, which is then compared to the carrying value of assets.
If, after completing this test, certain assets are deemed
impaired, further analysis is completed to calculate the impair-
ment charge required. Based on this impairment testing, no
adjustment to the recorded goodwill balance was necessary.
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The changes in the carrying amount of goodwill for the year
ended December 31, 2004, are as follows:

Engineered

Carriers  Consumer Packaging

and Paper Packaging Services All Other
Segment  Segment Segment Sonoco Total
Balance as of
January 1, 2004 $151,469 $165,376 $ 1,263 $65,846 $383,954
Goodwill purchase
price adjustments 55 (249) (194)
Goodwill on 2004
acquisitions 28,433 3,128 146,887 178,448
Foreign currency
translation 3,714 4,375 118 93 8,300
Balance as of
December 31, 2004 $183,671 $172,630 $148,268 $65,939 $570,508

Other Intangible Assets

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

2004 2003
Amortizable intangibles — Gross cost
Patents $ 3378 $ 3,268
Customer lists 88,791 38,223
Land use rights 6,011 5,873
Supply agreements 5,261 5,261
Other 6,644 6,404
Total gross cost 110,085 59,029
Accumulated amortization
Patents (2,843) (2,564)
Customer lists (8,251) (4,630)
Land use rights (2,107) (1,963)
Supply agreements (4,444) (3,715)
Other (3,650) (2,756)
Total accumulated amortization (21,295)  (15,628)

$ 88,790 $ 43,401

Net amortizable intangibles

Aggregate amortization expense on intangible assets was
$5,716, $4,695 and $3,703 for the years ended December 31,
2004, 2003 and 2002, respectively. Amortization expense on
the other intangible assets identified in the table above is
expected to approximate $6,800 in 2005, $6,600 in 2006,
$6,200 in 2007, $6,000 in 2008 and $5,400 in 2009.

Intangible assets acquired in conjunction with the
Company’s purchase of CorrFlex consisted primarily of cus-
tomer lists. The Company has allocated $31,100 of the pur-
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chase price to these intangible assets, which have a weighted-
average amortization period of approximately 15 years.
Intangible assets acquired in conjunction with Sonoco-Alcore
S.a.r.l. consisted primarily of customer lists. The Company has
allocated approximately $18,700 of the purchase price to these
intangible assets, which have a weighted-average amortization
period of 20 years. The Company recorded $3,150 of identifi-
able intangibles mainly related to non-compete agreements in
connection with 2003 acquisitions. These agreements are being
amortized over a five-year period. The Company recorded
$6,025 of identifiable intangible assets related to the fair value
of customer lists in connection with a 2002 acquisition. These
customer lists are being amortized over a period of 15 years.
For further information on acquisitions, see Note 2.

9. Debt
Debt at December 31 was as follows:
2004 2003

Commercial paper, average rate of

1.40% in 2004 $ 180,000 $
6.5% debentures due November 2013 250,879 248,861
7.0% debentures due November 2004 149,681
6.75% debentures due November 2010 99,898 99,880
5.625% debentures due November 2016 157,014
9.2% debentures due August 2021 41,305 41,305
6.125% IRBs due June 2025 34,650 34,627
6.0% IRBs due April 2026 34,329 34,297
Foreign denominated debt, average rate

of 8.5% in 2004 and 6.0% in 2003 93,640 49,875
Other notes 15,246 16,061
Total debt 906,961 (674,587
Less current portion and short-term notes 93,754 201,367

Long-term debt $ 813,207 $ 473,220

The Company currently operates a commercial paper pro-
gram totaling $350,000 and has fully committed bank lines of
credit supporting the program by a like amount. In July 2004,
the Company entered into a new five-year, $350,000 credit
agreement that also provides the Company with the option to
increase its credit line to $450,000 subject to the concurrence
of its lenders. It is the Company’s intent to indefinitely main-
tain line of credit agreements fully supporting its commercial
paper program. The five-year term on the new line of credit
allows commercial paper borrowings up to the maximum
amount of the line of credit to be classified as long-term debt.
In 2003, the Company’s commercial paper program totaled
$450,000 with a 364-day backstop line of credit of the same
amount that could be extended under a term-out option.

This credit line expired in July 2004 and was replaced by
the five-year line of credit discussed above. At December 31,
2004, the amount of the Company’s commercial paper that
was outstanding was $180,000. The Company had no com-
mercial paper outstanding at December 31, 2003.
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In June 2004, the Company made a private placement offer-
ing of $150,000 notes. These notes, which have an interest rate
of 5.625%, are due in 2016. Under the terms of the sale of the
notes, the Company was required to take appropriate steps to
offer to exchange other notes with the same terms that have
been registered with the SEC for the private placement notes.
The exchange was completed in February 2005.

Additionally, the Company repaid its 7.0% debentures upon
their maturity in November 2004.

Certain of the Company’s debt agreements impose restrictions
with respect to the maintenance of financial ratios and the dispo-
sition of assets. The most restrictive covenant currently requires
that net worth at the end of each fiscal quarter be greater than
$883,000, increased by 25% of net income after March 28,
2004, and decreased by stock purchases after July 7, 2004.
Based on this calculation, the Company was $242,157 above
the minimum level of $910,722, required under this covenant
as of December 31, 2004. The Company’s current backstop
credit line excludes from the above net worth covenant any
charge to shareholders’ equity arising from minimum pension
liability adjustments for its U.S. defined benefit pension plan.
No such charge existed for the Company’s U.S. defined benefit
pension plan at December 31, 2004, 2003 or 2002.

The Company had committed availability under unused
short-term lines of credit in the amount of approximately
$117,359 at December 31, 2004. These short-term lines of
credit are for general Company purposes, with interest at
mutually agreed-upon rates.

The approximate principal requirements of debt maturing
in the next five years are: 2005 — $93,754, 2006 — $2,057,
2007 — $1,801, 2008 — $1,203, and 2009 — $1,495.

10. Financial Instruments

The following table sets forth the carrying amounts and fair
values of the Company’s significant financial instruments
where the carrying amount differs from the fair value.

December 31, 2004 December 31, 2003

Carrying Fair Carrying Fair
Amount of Value of Amount of Value of
Liability = Liabilicy’  Liability  Liability?

Long-term debt $813,207 $880,223 $473,220 $526,693

' The fair value of long-term debt at December 31, 2004, does not include the
impact of interest rate swaps. The fair value of long-term debrt is $861,430
when the impact of interest rate swaps is included.

Interest rate swaps did not impact the fair value of long-term debt at
December 31, 2003.
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The fair value of cash and cash equivalents, short-term debt
and long-term variable-rate debt approximates fair value. The fair
value of long-term debt is based on quoted market prices or by
discounting future cash flows using interest rates available to the
Company for issues with similar terms and average maturities.

The Company records derivatives based on Statement of
Financial Accounting Standards No. 133, ‘Accounting for
Derivative Instruments and Hedging Activities' (FAS 133), and
related amendments. This Statement requires that all derivatives
be recognized as assets or liabilities in the balance sheet and
measured at fair value. Changes in the fair value of derivatives
are recognized in either net income or in other comprehensive
income, depending on the designated purpose of the derivative.

The Company uses derivatives from time to time to manage
the cost of certain raw materials, to mitigate exposure to for-
eign currency fluctuation and to manage its exposure to fixed
and variable interest rates within acceptable limits. The
Company purchases commodities such as recovered paper,
metal and energy generally at market or fixed prices that are
established with the vendor as part of the purchase process for
quantities expected 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. In addition,
the Company may use foreign currency forward contracts and
other risk management instruments to manage exposure to
changes in foreign currency cash flows and the translation of
monetary assets and liabilities on the Company’s Consolidated
Financial Statements. The Company is exposed to interest rate
fluctuations as a result of using debt as a source of financing
for its operations. When necessary, the Company expects to
use traditional, unleveraged interest rate swaps to manage its
mix of fixed and variable rate debt to maintain exposure to
interest rate movements within established ranges. The
Company uses published market prices or estimated values
based on current price quotes and a discounted cash flow
model to estimate the fair market value of the derivatives.

All interest rate swaps qualified as fair value hedges under
FAS 133 and swapped fixed interest rates for floating rates.
In January 2004, the Company entered into an agreement to
swap $100,000 of its $250,000 6.5% notes maturing in 2013
effectively swapping the interest rate on that $100,000 por-
tion from a fixed rate to a floating rate. During June 2004,
the Company entered into a $150,000 interest rate swap
against the newly issued $150,000 of 5.625% notes maturing
in 2016. The fair market value of these interest rate swaps
was a favorable position of $1,903 and $7,836, respectively,
at December 31, 2004, and was reflected on the Company’s
Consolidated Balance Sheets in accordance with FAS 133.
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In 2004, the Company entered into certain cash flow hedges
to mitigate exposure to commodity and foreign exchange risks
in 2004, out through the end of 2007. The fair market value
of these derivatives as of December 31, 2004, was $2,139 on
a tax adjusted basis and will be reclassified to earnings in the
same periods that the forecast purchases or payments affect
earnings. Based on the current amount of the derivative gain
in other comprehensive income, $1,635 after tax will be reclas-
sified to income in 2005. As a result of the high correlation
between the hedged instruments and the underlying transac-
tions, ineffectiveness did not have a material impact on the
Company’s Consolidated Statements of Income for the years
ended December 31, 2004, 2003 and 2002.

11. Stock Plans
Stock Option Plans
The Company has stock option plans under which common
shares are reserved for sale to certain employees and nonem-
ployee directors. Options granted under the plans were at the
market value of the shares at the date of grant. Options are
generally exercisable one year after the date of grant and expire
10 years after the date of grant. There were 4,548,237 shares
reserved for future grants at December 31, 2004.

A summary of the status of the Company’s stock option
plans is presented below:

Weighted-
Average
Option Exercise
Shares Price
2002
Outstanding at beginning of year 10,489,972 $24.63
Granted 1,511,474  $25.25
Exercised (945,321) $19.14
Canceled (180,499) $29.21
Outstanding at end of year 10,875,626  $25.12
Options exercisable at end of year 9,415,202  $25.10
2003
Granted 1,419,694  $21.19
Exercised (438,470) $20.96
Canceled (518,209) $24.59
Outstanding at end of year 11,338,641  $ 24.81
Options exercisable at end of year 9,943,286  $25.32
2004
Granted 1,085,817  $24.08
Exercised (1,579,386) $20.95
Canceled (1,091,928) $29.16
Outstanding at end of year 9,753,144  $24.87
Options exercisable at end of year 8,700,656  $24.97
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The weighted-average fair value of options granted was
$4.97, $4.85 and $6.62 in 2004, 2003 and 2002, respectively.
The fair value of each option grant is estimated on the date
of the grant using the binomial option-pricing model with
the following assumptions:

2004 2003 2002
Expected dividend yield 3.6% 3.6% 3.4%
Expected stock price volatility 27.4% 31.8% 34.9%
Risk-free interest rate 3.2% 3.0% 4.3%
Expected life of options 4.5 years 4.5 years 4.2 years

The following tables summarize information about stock
options outstanding and stock options exercisable at
December 31, 2004:

Options Outstanding

Weighted- Weighted-

Average Average
Range of Number Remaining Exercise
Exercise Prices Outstanding  Contractual Life Price
$17.25 - $23.80 3,693,563 6.41 years $21.70
$23.85 - $25.13 3,788,325 5.51 years $24.47
$25.16 - $37.10 2,271,256 3.83 years $30.69
$17.25 - $37.10 9,753,144 5.46 years $24.87

Options Exercisable

Range of Number ~ Weighted-Average
Exercise Prices Outstanding Exercise Price
$17.25 - $23.80 3,693,563 $21.70
$23.85 - $25.13 2,784,295 $24.69
$25.16 - $37.10 2,222,798 $30.80
$17.25 - $37.10 8,700,656 $24.97

Performance-Based Stock Plans

As of December 31, 2004 and 2003, the Company had grant-
ed awards in the form of contingent share units to certain of its
executives. These awards vest over five years with accelerated
vesting of three years if performance targets are met. The per-
formance vesting of the awards, which can range from 133,859
to 401,575 shares, is tied to growth in earnings and improved
capital effectiveness over a three-year period. The 2003 awards
are tied to performance targets through fiscal year 2005 and
can range from 56,434 to 169,300 shares. The 2004 awards
are tied to performance targets through fiscal year 2006 and
can range from 77,425 to 232,275 shares.
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Restricted Stock Plan

Since 1994, the Company has granted one-time awards of
contingent shares units to certain of the Company’s executives.
These awards vest over a five-year period with one-third vest-
ing on the third, fourth and fifth anniversaries of the grant.
An executive must be actively employed by the Company on
the vesting date for shares to be issued. Once vested, these
awards do not expire. As of December 31, 2004, a total of
425,698 contingent shares granted under this plan remain
outstanding, 293,638 of which are vested.

As permitted by Statement of Financial Accounting
Standards No. 123, ‘Accounting for Stock-Based
Compensation’ (FAS 123), the Company has chosen to contin-
ue to account for stock-based compensation using the intrinsic
value method prescribed in Accounting Principles Board
Opinion No. 25, ‘Accounting for Stock Issued to Employees,’
and its related interpretations. Accordingly, compensation cost
for stock options is measured as the excess, if any, of the quoted
market price of the Company’s stock at the date of the grant
over the amount an employee must pay to acquire the stock.
Compensation cost for performance stock options is recognized
over the vesting period and is recorded based on the quoted
market price of the Company’s stock at the end of the period.

The following table illustrates the effect on net income and
earnings per share if the Company had applied the fair value
recognition provisions of FAS 123 to stock-based employee
compensation.

2004 2003 2002
Net income, as reported $151,229 $138,949 $135,316
Add: Stock-based employee
compensation cost, net of
related tax effects included
in net income, as reported 3,430 869 199
Deduct: Total stock-based
employee compensation expense
determined under fair value
based method for all awards,
net of related tax effects (6,355) (5,889) (6,622)
Pro forma net income $148,304 $133,929 $128,893
Earnings per share:
Basic — as reported $ 1.54 $ 1.44 § 1.40
Basic — pro forma $ 151 $ 138 §$§ 1.34
Diluted — as reported $ 153 § 143 $ 1.39
Diluted — pro forma $ 1.50 $ 1.38 $§ 1.33
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12. Employee Benefit Plans

Retirement Plans and Retiree Health

and Life Insurance Plans

The Company provides non-contributory defined benefit pen-
sion plans for substantially all of its United States and certain
of its Mexico employees, as well as postretirement healthcare
and life insurance benefits to the majority of its retirees and
their eligible dependents in the United States and Canada.
The Company froze participation for newly hired employees
in its traditional defined benefit pension plan for salaried and
non-union hourly U.S. employees effective December 31,
2003. The Company adopted a new defined contribution
plan, which covers U.S. employees hired on or after January 1,
2004. Because the plan requires a one-year waiting period
before employees are eligible to participate, no contributions
were made to or expense recognized for this defined contribu-
tion plan in 2004. The Company also sponsors contributory
pension plans covering the majority of its employees in the
United Kingdom, Canada and the Netherlands.

The Company uses a December 31 measurement date for all
its plans with the exception of its pension plan in the United
Kingdom, which uses a September 30 measurement date.

The components of net periodic benefit cost include
the following:

2004 2003 2002

Retirement Plans
Service cost $ 22,880 $ 20,209 $ 18,296
Interest cost 57,953 51,767 48,210
Expected return on plan assets (65,967)  (55,290)  (59,443)
Amortization of net translation

(asset) obligation 615 576 552
Amortization of prior service cost 1,558 1,665 1,674
Amortization of net actuarial

(gain) loss 21,153 22,223 8,674
Special termination benefit cost 198 10,234 3,276
Other 70
Effect of curtailment 611
Net periodic benefit cost $ 38390 $52,065 $ 21,239

2004 2003 2002

Retiree Health and
Life Insurance Plans
Service cost $ 3,608 $ 4360 $ 4,177
Interest cost 8,431 11,558 11,559
Expected return on plan assets (3,543) (3,650) (5,552)
Amortization of prior service cost (6,160) (6,581) (6,990)
Amortization of net actuarial loss 5,031 9,026 7,693
Special termination benefit cost (1,096)

Net periodic benefit cost

$ 7,367 $13,617 $ 10,887
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The following tables set forth the plans’ obligations and
assets at December 31:

Retirement Plans

2004

2003

Retiree Health and
Life Insurance Plans
2004 2003

Change in Benefit
Obligation
Benefit obligation
at January 1

$ 911,083 $782,287 $ 186,363 $ 175,005

Retirement Plans
2004 2003

Total Recognized Amounts in the
Consolidated Balance Sheets
$ 237,200 $229,784
(129,555) (118,136)
5,228 7,148
85,193 79,138
$ 198,066 $197,934

Prepaid benefit cost

Accrued benefit liability

Intangible asset

Accumulated other comprehensive loss

Net amount recognized

Service cost 22,880 20,209 3,608 4,360 The accumulated benefit obligation for all defined benefit
Interest cost 57,953 51,767 8,431 11,558  plans was $1,010,596 and $853,443 at December 31, 2004
Plan participant and 2003, respectively.
contributions 1,332 1,074 3,558 2,294 The projected benefit obligation (PBO), accumulated benefit
Plan amendments 715 398 obligation (ABO) and fair value of plan assets for pension plans
Actuarial loss (gain) 110,923 63,690  (36,261) 12,111 with accumulated benefit obligations in excess of plan assets were,
Benefits paid . (53031 @7.721)  (18,982)  (17,157)  $344 355, $329,740 and $200,458, respectively, as of December
iy G onc 31, 2004, and $290,077, $277,999 and $158,953, respectively,
exc.hange rates 19,574 P 47 15 as of December 31, 2003. As of December 31, 2004, the
Special ermination Company’s United States pension plan was fully funded.
benefit cost 198 10,234 The followi bl for the C S X d benefi
Effect of curtailment (3.702) (1957) e following table sets for the Company’s projected benefit
Other 8.898 7,987 payments for the next ten years:
Benefit obligation
at December 31 $1,080,525 $911,083 $ 146,764 $ 186,363 Retiree Hlealth and
Change in Year Retirement Plans  Life Insurance Plans
Plan Assets 2005 $ 50,478 $ 14,725
Fair value of plan 2006 51,330 14,659
assets at January 1 $ 790,470 $648,672 $ 50081 $ 50,576 2007 52,850 14,539
Actual return on 2008 54,318 14,353
plan assets 94,969 144,679 5238 11,733 2009 56,104 14,120
Company 2010-2014 318,843 66,457
contributions 39,975 29,907 2,704 2,836
Plan participant Assumptions
esniEbens 1,332 1,074 3,558 2,294 The following tables set forth the major actuarial assumptions
Benefits paid (53,031)  (47,721) (18,982) (17,157)  used in determining the PBO, ABO and net periodic cost.
Impact of foreign
exchange rates 13,721 17,967 Weighted-average assumptions
Expenses paid (3,104) (4,108) (252) (201) used to determine benefit obligations
Other 9,052 at December 31 uU.S. Foreign Plans
Fair value of Retirement Plans and Retiree Health and Life Insurance Plans:
plan assets at Discount Rate
December 31 $ 893,384 $790,470 $ 42,347 $ 50,081 2004 5.75% 4.50 — 6.25%
Reconciliation of 2003 6.25% 5.00 — 6.50%
Funded Status, Rate of Compensation Increase
December 31 2004 4.60% 1.50 — 4.00%
Funded status of plan  $ (187,565) $(120,613) $(104,417) $(136,282) 2003 4.60% 1.50 — 4.00%

Unrecognized net

actuarial loss 372,669 303,880 64,127 106,833
Unrecognized

prior service cost 7,048 7,927 (8,782)  (14,937)
Unrecognized net

transition obligation 5,914 6,740
Net amount recognized $ 198,066 $197,934 $ (49,072) $ (44,386)
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Weighted-average assumptions used to

determine net periodic benefit cost

Jfor years ended December 31 U.S. Foreign Plans
Retirement Plans and Retiree Health and Life Insurance Plans:
Discount Rate

2004 6.25% 5.00 — 6.50%

2003 6.75% 5.00 — 7.00%

2002 7.25% 5.50 — 7.00%
Expected Long-term Rate of Return

2004 8.50% 4.00 — 8.00%

2003 8.75% 5.50 — 8.50%

2002 9.50% 5.50 — 8.50%
Rate of Compensation Increase

2004 4.60% 1.50 — 4.00%

2003 4.60% 1.50 - 5.00%

2002 4.10% 1.50 — 5.00%

The expected long-term rate of return assumption is based
on the Company’s historical plan return performance.

Retiree Health and Life Insurance Plans

The U.S. Retiree Health and Life Insurance Plan makes up
99% of the Retiree Health liability. Therefore, the following
information relates to the U.S. plan only.

Healthcare Cost Trend Rate

2004 10.0%
2003 11.0%
Ultimate Trend Rate
2004 6.0%
2003 6.0%
Year at which the Rate
Reaches the Ultimate Trend Rate
2004 2008
2003 2008

Increasing the assumed trend rate for healthcare costs by one
percentage point would increase the accumulated postretire-
ment benefit obligation (the “APBO”) and total service and
interest cost component approximately $1,559 and $80,
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 $1,298
and $66, respectively. Based on amendments to the U.S. plan

approved in 2002, cost increases borne by the Company are
limited to the Urban CPI.
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Retirement Plan Assets

The following table sets forth the weighted-average asset
allocations of the Company’s retirement plans at December 31,
2004 and 2003, by asset category.

Asset Category U.S. U.K. Canada
Equity Securities

2004 66.6% 71.4%  59.9%

2003 68.2% 71.5%  58.0%
Debt securities

2004 28.1% 22.8%  40.1%

2003 31.8% 23.1%  42.0%
Real estate

2004 5.3% 4.4% 0.0%

2003 0.0% 4.0% 0.0%
Other

2004 0.0% 1.4% 0.0%

2003 0.0% 1.4% 0.0%
Total

2004 100.0% 100.0% 100.0%

2003 100.0% 100.0% 100.0%

The Company employs a total return investment approach
whereby a mix of equities and fixed income investments are
used to maximize the long-term return of plan assets for a pru-
dent level of risk. Other assets such as real estate, private equity
and hedge funds may be used judiciously to enhance long-term
returns while improving portfolio diversification. Risk toler-
ance is established through careful consideration of plan liabili-
ties, plan funded status and corporate financial condition.
Investment risk is measured and monitored on an ongoing
basis through quarterly investment portfolio reviews, annual
liability measurements and periodic asset/liability studies.

U.S. Defined Benefit Plan

The equity investments are invested in U.S. and non-U.S. stocks,
and further diversified in small and large capitalizations. In
January 2004, a core real estate investment of 5% was established
by liquidating a portion of the debt securities. The current target
allocation for the investment portfolio is Equity Securities — 65%,
Debt Securities — 30%), Real Estate — 5% and Other — 0%.

U.K. Plan

The equity investments are diversified across domestic and
international stocks of small and large capitalizations. The cur-
rent target allocation (midpoint) for the investment portfolio is
Equity Securities — 72%, Debt Securities — 22%, Real Estate —
5% and Other — 1%.
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Canadian Plan

The equity investments are diversified across domestic and
international stocks of primarily large capitalizations. The cur-
rent target allocation (midpoint) for the investment portfolio is
Equity Securities — 50%, Debt Securities — 50%, Real Estate —
0% and Other — 0%.

Retiree Health and Life Insurance Plan Assets

The following table sets forth the weighted-average asset alloca-
tions of the Company’s retiree health and life insurance plans
at December 31, 2004 and 2003, by asset category. As men-
tioned previously, the U.S. Retiree Health and Life Insurance
Plan makes up 99% of the Retiree Health liability. Therefore,
the following information relates to the U.S. Plan only.

Asset Category
Equity securities
2004 63.1%
2003 64.6%
Debt securities
2004 31.2%
2003 33.2%
Real estate
2004 3.9%
2003 0.0%
Other
2004 1.8%
2003 2.2%
Total
2004 100.0%
2003 100.0%
Contributions

The Company estimates that it will make voluntary contribu-
tions of approximately $25,000 to its retirement and retiree
health and life insurance plans in 2005.

Medicare Prescription Drug, Improvement and
Modernization Act of 2003

On December 8, 2003, President Bush signed into law the
Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the “Prescription Drug Act”).
The Prescription Drug Act expands Medicare, primarily by
adding a prescription drug benefit for Medicare-eligibles
starting in 2006. The Act provides employers currently
sponsoring prescription drug programs for Medicare-eligibles
with a range of options for coordinating with the new gov-
ernment-sponsored program to potentially reduce program
cost. These options include supplementing the government
program on a secondary payor basis or accepting a direct
subsidy from the government to support a portion of the
cost of the employer's program.

60 2004 Annual Report

In May 2004, the Financial Accounting Standards Board
(“FASB”) issued FASB Staff Position 106-2, ‘Accounting
and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act
of 2003’ (FSP 106-2), which requires measures of the accu-
mulated postretirement benefit obligation and net periodic
postretirement benefit costs to reflect the effects of the
Medicare Prescription Drug, Improvement and
Modernization Act of 2003. FSP 106-2 supersedes FSP
106-1 and is effective for interim or annual reporting periods
beginning after June 15, 2004. The Company adopted and
retroactively applied FSP 106-2 as of the effective date.

In response to the Company’s adoption of ESP 106-2, the
accumulated postretirement benefit obligation was reduced
by $48,940, and net periodic benefit costs were reduced by
$9,080 in 2004.

The following table sets for the Company’s projected
subsidy from the government for the next ten years:

Year Projected Subsidy
2005 $

2006 1,581
2007 1,783
2008 2,032
2009 2,230
2010-2014

14,460

Sonoco Savings Plan

The Company also sponsors the Sonoco Savings Plan for its
U.S. employees, a defined contribution retirement plan (for-
merly the Sonoco Employee Savings and Stock Ownership
Plan). Beginning in 2002, the Company adopted the IRS
“Safe Harbor” matching contributions and vesting provisions
which provide 100% Company matching on the first 3% of
pretax contributions, 50% Company matching on the next
2% of pretax contributions and 100% immediate vesting.
The plan also provides for contributions of 1% to 30% of
gross pay beginning in 2004. For 2003 and 2002, the plan
provided that all eligible employees could contribute 1% to
20% of their gross pay. The Company’s contributions to the
plan for 2004, 2003 and 2002 were approximately $11,000,
$12,000 and $11,000, respectively.
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13. 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
measured 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 following:

2004 2003 2002
Pretax income
Domestic $151,707 $157,889 $163,680
Foreign 45,635 31,317 34,813
Total pretax income $197,342 $189,206 $198,493
Current
Federal $ 30,427 $ 26,831 $ 23,757
State 199 2,682 2,617
Foreign 22,922 17,109 16,284
Total current $ 53,548 $ 46,622 $ 42,658
Deferred
Federal $ 5971 $ 9,644 $ 20,851
State 1,995 1,813 4,594
Foreign (2,656) (282) 2,511
Total deferred $ 5,310 $ 11,175 $ 27,956
Total taxes $ 58,858 $ 57,797 $ 70,614

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

2004 2003

Depreciation $ 123,874 $ 113,600
Employee benefits 107,380 107,381
Other 10,524 14,140
Gross deferred tax liabilities 241,778 235,121
Retiree health benefits (21,345)  (22,381)
Foreign loss carryforwards (36,617)  (22,576)
Capital loss carryforwards (7,176) (580)
Employee benefits (44,528)  (40,257)
Accrued liabilities and other (32,037)  (41,217)
Gross deferred tax assets (141,703) (127,011)
Valuation allowance on deferred tax assets 43,192 26,941

$ 143,267 $ 135,051

Total deferred taxes, net

The increase in the valuation allowance for deferred tax
assets of $16,251 is due to an increase of net operating and
capital losses of foreign subsidiaries of $19,761 for which tax
benefit has not been recognized, and a decrease of $3,510
related to loss carryforwards and other deferred tax assets for
which a valuation allowance was no longer required.
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Approximately $132,885 of foreign subsidiary loss carryfor-
wards remain at December 31, 2004. Their use is limited to
future taxable earnings of the respective foreign subsidiaries.
Of these loss carryforwards, approximately $107,000 has no
expiration date. The remaining loss carryforwards expire at
various dates in the future.

A reconciliation of the United States federal statutory tax
rate to the actual consolidated tax expense is as follows:

2004

2003 2002

Statutory

$69,070 35.0% $ 66,222 35.0% $69,472 35.0%

tax rate
State income

taxes, net

of federal

tax benefit 1,425 .7 3,085 1.6 4,989 2.5
Valuation

allowance 7,777 3.9 (8,790) (4.6)

IRS examination
Other, net
Total taxes

(9,261) (4.7)
(10,153) (5.1)
$ 58,858 29.8%

(2,720) (1.5)  (3,847) (1.9)
$57,797 30.5% $70,614 35.6%

Undistributed earnings of international subsidiaries
totaled $160,334 at December 31, 2004. Deferred taxes
have not been provided on the undistributed earnings, as
the Company considers these amounts to be indefinitely
reinvested to finance international growth and expansion.
If such amounts were remitted, loaned to the Company or
the stock in the foreign subsidiaries sold, these earnings
could become subject to tax.

During 2004, the IRS closed its examination of the
Company’s tax returns for years 1999 through 2001, which
resulted in the reversal of previously accrued taxes totaling
approximately $9,261. The Company has resolved all issues
with the IRS for all years through 2001. The Company
believes that it has made adequate provision for income
taxes with respect to open years.

14. Commitments and Contingencies

Contingencies

The Company is a party to various legal proceedings inci-
dental to its business and is subject to a variety of environ-
mental and pollution control laws and regulations in all
jurisdictions in which it operates. The Company also faces
exposure from actual or potential claims and legal proceed-
ings. The Company cannot currently determine the final
outcome of the proceedings described below or the ultimate
amount of potential losses. Pursuant to Statement of
Financial Accounting Standards No. 5, ‘Accounting for
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Contingencies’ (FAS 5), management records accruals for
estimated losses at the time that information becomes
available indicating that losses are probable and that the
amounts are reasonably estimable. Accrued amounts are
not discounted. Although the level of future expenditures
for legal and environmental matters is impossible to deter-
mine with any degree of probability, it is management’s
opinion that such costs, when finally determined, will not
have a material adverse effect on the consolidated financial
position of the Company.

Environmental Marters

The Company has been named as a potentially responsible
party at several environmentally contaminated sites not owned
by the Company. These regulatory actions and a small number
of private party lawsuits represent the Company’s largest
potential environmental liabilities. All of the sites are also the
responsibility of other parties. The Company’s liability, if any,
is shared with such other parties, but the Company’s share has
not been finally determined in most cases. In some cases, the
Company has cost-sharing agreements with other potentially
responsible parties with respect to a particular site. Such agree-
ments relate to the sharing of legal defense costs or clean-up
costs, or both. The Company has assumed, for purposes of
estimating amounts to be accrued, that the other parties to
such cost-sharing agreements will perform as agreed. It appears
that final resolution of some of the sites is years away.
Accordingly, the ultimate cost to the Company with respect
to such sites cannot be determined. As of December 31, 2004
and 2003, the Company had accrued $4,440 and $3,967,
respectively, related to environmental contingencies. Actual
costs to be incurred for these environmental matters in future
periods may vary from current estimates because of the inher-
ent uncertainties in evaluating environmental exposures.

Income Taxes

The Company is subject to ongoing examinations by tax
authorities of the jurisdictions in which it operates. The
Company regularly assesses the status of these examinations
and the potential for adverse outcomes to determine the
adequacy of the provision for income and other taxes. The
Company believes that adequate provision has been made
for tax adjustments that are probable as a result of any
examination. While the status of the Company’s ongoing
tax examinations is constantly changing due to new tax law
developments, statute expirations and other factors, the
Company does not expect the outcome of any tax examina-
tion to have a material effect on its consolidated financial
position, results of operations or cash flows.
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Commitments

In December 2003, the Company entered into an agreement
with the majority shareholders of Demolli Industra Cartaria
S.p-A., an Ttalian-based manufacturer of paperboard and
engineered carriers that is currently partially owned by the
Company and reported as an equity method investment. This
agreement allows the majority shareholder to require (through
a put option arrangement) the Company to buy the shares
not currently owned by the Company at any time between
the date of the agreement and December 2006. The agree-
ment also gives the Company the right to purchase the shares
(through a call option arrangement) any time after December
2006 through December 2009. The price of the share pur-
chase will be determined by a pre-set formula, which the
Company believes approximates fair value, related to an earn-
ings multiple at the time such shares might be put or called.

In November 2004 and in conjunction with the Sonoco-
Alcore S.a.r.l. joint venture, the Company entered into an
agreement with Ahlstrom, the minority sharecholder of
Sonoco-Alcore S.a.r.]. This agreement states that, following a
two and one-half year standstill period, subject to certain
conditions, Ahlstrom shall have the right over the next three
and one-half years to require (through a put option arrange-
ment) the Company to purchase its shares in Sonoco-Alcore
S.a.r.l. During the seventh year, the Company will have the
right to purchase the shares (through a call option arrange-
ment). The price of the share purchase will be determined by
a pre-set formula, which the Company believes approximates
fair value, related to an earnings multiple at the time such
shares might be put or called.

As of December 31, 2004, the Company had long-term
obligations to purchase electricity and steam, which it uses
in its production processes. The purchase contracts require
the Company to make total payments of approximately
$83,500 through 2020.

15. Shareholders’ Equity

Stock Repurchases

On February 7, 2001, the Company’s Board of Directors
approved a new stock repurchase program authorizing the
repurchase of up to 5,000,000 shares of the Company’s
common stock. As of December 31, 2004, no shares had
been repurchased under this program. At December 31, 2004,
the Company had authorizations to repurchase approximately
5,300,000 shares of common stock.
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Earnings Per Share
The following table sets forth the computation of basic and
diluted earnings per share:

2004 2003 2002
Numerator:
Net income $ 151,229 $ 138,949 $ 135,316
Denominator:
Average common
shares outstanding 98,018,000 96,819,000 96,373,000
Dilutive effect
of employee
stock options 929,000 310,000 805,000
Diluted outstanding
shares 98,947,000 97,129,000 97,178,000
Net income per
common share
Basic $ 154 § 1.44 § 1.40
Diluted $ 153§ 143 $ 1.39

The Company declared dividends totaling $.87 and $.84
per share in 2004 and 2003, respectively.

Stock options to purchase approximately 2,192,000,
7,876,000 and 6,716,000 shares for 2004, 2003 and 2002,
respectively, were not dilutive and, therefore, were not
included in the computations of diluted income per common
share amounts. These options may become dilutive in future
periods if the market price of the Company’s common stock
appreciates. No adjustments were made to reported net
income in the computation of earnings per share.

16. Financial Reporting for Business Segments

The Company identifies its reportable segments in accor-
dance with Statement of Financial Accounting Standards
No. 131, ‘Disclosures about Segments of an Enterprise and
Related Information’ (FAS 131) by reviewing the nature of
products sold, nature of the production processes, type and
class of customer, methods to distribute product and nature
of regulatory environment. While all of these factors were
reviewed, the Company feels that the most significant factors
are the nature of its products, the nature of the production
process and the type of customers served.

In 2004, in conjunction with its acquisition of CorrFlex,
the Company reviewed the appropriateness of disclosures
about its reportable segments in accordance with FAS 131.
As a result of this review, the Company revised its reportable
segments on a prospective basis beginning with the third
quarter of 2004. Prior period information related to the
Company’s reportable segments in this report has been
restated to conform to the current presentation.
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Prior to the third quarter of 2004, the Company reported
its results in two segments, Industrial Packaging and
Consumer Packaging. Beginning with the third quarter
of 2004, the Company began reporting results in three
segments — Engineered Carriers and Paper, Consumer
Packaging and Packaging Services. Certain smaller operations
are reported as All Other Sonoco.

Certain businesses previously reported in the Industrial
Packaging reportable segment have been reclassified as com-
ponents of All Other Sonoco. Upon the removal of these
businesses from the Industrial Packaging reportable segment,
the remaining operating segments are those specifically
related to the production of engineered carriers, paper and
recovered paper, and therefore, the name of this reportable
segment was changed to Engineered Carriers and Paper.

The Company’s specialty paperboard business, which was
previously a component of the Consumer Packaging
reportable segment, has been reclassified as a component of
All Other Sonoco. In conjunction with the acquisition of
CorrFlex in May 2004, the Company’s existing packaging
services operations, which were previously included in the
Consumer Packaging reportable segment, were combined
with those of CorrFlex, which resulted in a newly created
reportable segment — Packaging Services.

The Engineered Carriers and Paper segment includes the
following products: high-performance paper and composite
engineered carriers; fiber-based construction tubes and
forms; and paperboard.

The Consumer Packaging segment includes the following
products: round and shaped rigid packaging, both composite
and plastic; printed flexible packaging; and, metal and plastic
ends and closures.

The Packaging Services segment provides the following
products and services: point-of-purchase displays; folding
cartons; packaging fulfillment; product handling; brand
management; and, supply chain management.

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
reportable segment. All Other Sonoco includes the following
products: wooden, metal and composite reels for wire and
cable packaging; molded plastics; custom designed protective
packaging; adhesives; machinery manufacturing; and
specialty packaging.
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Included in Corporate operating profit are restructuring charges and one-time items detailed
below, interest expense and interest income.

Engineered Carriers Consumer ~ Packaging  All Other
Years ended December 31 and Paper Packaging Services Sonoco Corporate  Consolidated
Total Revenue'
2004 $1,470,213  $1,134,782  $321,251  $ 343,813 $3,270,059
2003 1,334,223 1,046,525 185,006 295,029 2,860,783
2002 1,277,406 1,043,958 184,979 294,556 2,800,899
Intersegment Sales'?
2004 $ 81,701 $ 2,712 % 206 $ 30,007 $ 114,626
2003 74,391 2,143 386 25,537 102,457
2002 71,052 3,302 431 24,695 99,480
Sales to Unaffiliated Customers'
2004 $1,388,512  $1,132,070  $321,045 $313,806 $3,155,433
2003 1,259,832 1,044,382 184,620 269,492 2,758,326
2002 1,206,354 1,040,656 184,548 269,861 2,701,419
Operating Profit"?
2004 $ 113,032 $ 83,111 $ 30,266 $ 31,978 $ (61,045) $ 197,342
2003 102,938 78,733 7,935 18,995 (100,268) 108,333
2002 127,845 86,781 6,223 25,216 (62,959) 183,106
Identifiable Assets®
2004 $1,107,223  $ 735,162  $320,401 $191,975 $686,558 $3,041,319
2003 1,075,707 683,284 49,191 195,799 516,652 2,520,633
2002 954,765 630,632 42,807 271,483 536,752 2,436,439
Depreciation, Depletion
and Amortization’
2004 $ 85153 $ 59413 $§ 8236 $ 11,126 $ 163,928
2003 83,647 52,549 3,453 $ 13,040 152,689
2002 79,807 49,976 2,856 13,284 145,923
Capital Expenditures’
2004 $ 59,410 $ 50,686 $ 3279 $ 6,425 $ 119,800
2003 48,612 50,951 5,069 3,785 108,417
2002 54,856 48,913 1,765 5,881 111,415
Geographic Regions
Sales to unaffiliated customers and long-lived assets by geographic region are as follows:
2004 2003 2002
Sales to Unaffiliated Customers
United States $2,112,248 $1,859,609 $1,879,631
Europe 443,463 392,198 348,606
Canada 315,978 262,826 241,315
All other 283,744 243,693 231,867
Total $3,155,433 $2,758,326  $2,701,419
Net PPE, Goodwill
and Intangibles
United States $1,090,187 $ 884,863 $ 960,273
Europe 277,088 187,588 178,086
Canada 164,550 157,587 134,190
All other 130,409 120,886 105,075
Total $1,662,234 $1,350,924 $1,377,624

Sales information from the United States does not include the impact of the High Density
Film business, which is classified as discontinued operations.
Sales are attributed to countries/regions based upon the plant location from which products
are shipped. Long-lived assets are comprised of property, plant and equipment, goodwill, and

intangible assets (see Notes 7
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and 8).

12002 information has been restated
to exclude impact of the High
Density film business, which is clas-
sified as discontinued operations.
Intersegment sales are recorded at a
market-related transfer price.
Corporate 2004, 2003 and 2002
includes restructuring costs of
$(14,752), $(31,413) and
$3(6,420), respectively, associated
with the Engineered Carriers and
Paper segment; $(5,261), $(9,469)
and $(3,793), respectively, associated
with the Consumer Packaging seg-
ment; $0, $(335) and $0, respective-
by, associated with the Packaging
Services segment; $(1,018), $(1,806)
and $0, respectively, associated with
All Other Sonoco; and, a reversal of
previously recorded restructuring
charges of $2,049 in 2004 and
charges of $(7,033) and $(196)

Jor 2003 and 2002, respectively,

Jfor unallocated Corporate. Interest
expense and interest income are

also shown under Corporate.
Identifiable assets are those assets
used by each segment in its opera-
tions. Corporate assets consist prima-
rily of cash and cash equivalents,
investments in affiliates, headquar-
ters facilities and prepaid expenses.

N
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NOTES to CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands except per share data)

17. Accumulated Other Comprehensive Loss

The following table summarizes the components of accumulat-
ed other comprehensive loss and the changes in accumulated
comprehensive loss, net of tax as applicable, for the years ended
December 31, 2004 and 2003:

Foreign Minimum Accumulated
Currency Pension  Derivative Other
Translation Liability ~ Financial Comprehensive

Adjustments  Adjustments Instruments Loss

Balance at

January 1, 2003 $(161,809) $(50,423) $ 68 $(212,164)
Change during 2003 77,903 (3,403) 1,573 76,073
Balance at

December 31, 2003 $ (83,906) $(53,826) $1,641 $(136,091)
Change during 2004 36,917 (4,479) 498 32,936
Balance at

December 31, 2004 $ (46,989) $(58,305) $2,139 $(103,155)

The cumulative tax benefit of the Minimum Pension
Liability Adjustments was $26,888 and $25,312 in 2004 and
2003, respectively. Additionally, the tax liability of Other
items was $1,211 and $940 in 2004 and 2003, respectively.
The 2004 tax effect on the Minimum Pension Liability
Adjustments and Other was $1,576 and $(271), respectively.

18. New Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46,
‘Consolidation of Variable Interest Entities — an interpretation
of ARB 51’ (FIN 46). FIN 46 addresses when a company
should include in its financial statements the assets, liabilities
and activities of a variable interest entity. It defines variable
interest entities as those entities with a business purpose that
cither do not have equity investors with voting rights in pro-
portion to such investors’ equity, or have investors that do not
provide financial resources in proportion to such investors’
equity for the entity to support its activities and have equity
investors that lack a controlling financial interest. FIN 46 also
requires disclosures about variable interest entities that a com-
pany is not required to consolidate, but in which it has a sig-
nificant variable interest. FIN 46 consolidation requirements
applied immediately to variable interest entities created or
obtained after January 31, 2003, but this had no impact on the
Company’s 2003 financial statements. A modification to FIN
46 (FIN 46R) was released on December 17, 2003. FIN 46R
delayed the effective date for variable interest entities created
before February 1, 2003, with the exception of special-purpose
entities, until the first fiscal year or interim period after
December 15, 2003. As of January 1, 2004, the Company
adopted FIN 46R. In conjunction with this adoption, the
Company performed an evaluation of variable interest entities
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in which it has an ownership, contractual or other monetary
interest. The adoption of FIN 46R did not have a material
effect on the Company’s Consolidated Financial Statements.

In May 2004, the FASB issued FASB Staff Position 106-2,
‘Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement and Modernization
Act 0of 2003’ (ESP 106-2), which requires measures of the
accumulated postretirement benefit obligation and net periodic
postretirement benefit costs to reflect the effects of the
Medicare Prescription Drug, Improvement and Modernization
Act of 2003. FSP 106-2 supersedes FSP 106-1 and is effective
for interim or annual reporting periods beginning after June
15, 2004. The Company adopted and retroactively applied
ESP 106-2 as of the effective date. In response to the
Company’s adoption of ESP 106-2, the accumulated postre-
tirement benefit obligation was reduced by approximately
$48,940, and net periodic benefit costs were reduced by
approximately $9,077. See Note 12 for further information
about the reduction in net periodic benefit costs.

In October 2004, the President signed the American Jobs
Creation Act of 2004. The American Jobs Creation Act pro-
vides a deduction for income from qualified domestic produc-
tion activities, which will be phased in from 2005 through
2010. In return, the American Jobs Creation Act also provides
for a two-year phase-out of the existing extra-territorial income
exclusion (the “ETT”) for foreign sales that was viewed to be
inconsistent with international trade protocols by the European
Union. The Company expects the net effect of the phase out
of the ETT and the phase in of this new deduction to result in
a decrease in the effective tax rate for fiscal years 2005 and
2006 of approximately .3 percentage point based on current
earnings levels. In the long term, the Company expects that the
new deduction will result in a decrease of the annual effective
tax rate by approximately one percentage point based on cur-
rent earnings levels. The American Jobs Creation Act of 2004
creates a temporary incentive for U.S. corporations to repatri-
ate accumulated income earned abroad by providing an 85%
dividends received deduction for certain dividends from con-
trolled foreign corporations.

In December 2004, the FASB issued FASB Staff Position
109-1, ‘Application of FASB Statement No. 109, “Accounting
for Income Taxes,” to the Tax Deduction on Qualified
Production Activities Provided by the American Jobs Creation
Act of 2004” (ESP 109-2). Under the guidance of FSP 109-1,
the deduction will be treated as a “special deduction” as
described in Statement of Financial Accounting Standards No.
109, ‘Accounting for Income Taxes’ (FAS 109). As such, the
special deduction has no effect on deferred tax assets and liabil-
ities existing at the enactment date. Rather, the impact of this
deduction will be reported in the period in which the deduc-
tion is claimed on the Company’s tax return.
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NOTES to CONSOLIDATED FINANCIAL STATEMENTS (continued)

(Dollars in thousands except per share data)

In December 2004, the FASB issued FASB Staff Position
109-2, ‘Accounting and Disclosure Guidance for the Foreign
Earnings Repatriation Provision within the American Jobs
Creation Act of 2004’ (FSP 109-2). Under the guidance of FSP
109-2, an enterprise is allowed time beyond the financial
reporting period of enactment to evaluate the effect of the
American Jobs Creation Act of 2004 on its plan for reinvest-
ment or repatriation of foreign earnings for purposes of apply-
ing FAS 109. The deduction is subject to a number of limita-
tions. The Company has not yet decided whether, or to what
extent, foreign earnings will be repatriated. Based on its analysis
to date, however, it is possible that the Company may repatriate
some amount between $0 to $100,000 with the respective tax
liability ranging from $0 to $10,000. The Company expects to
be in a position to finalize its assessment by June 30, 2005.

In December 2004, the FASB issued a revision to Statement
of Financial Accounting Standards No. 123, ‘Share-Based
Payment’ (FAS 123R), which requires companies to expense
the value of employee stock options and similar awards. Under

19. Selected Quarterly Financial Data

FAS 123R, share-based payment awards result in a cost that
will be measured at fair value on the awards’ grant date, based
on the estimated number of awards that are expected to vest.
FAS 123R is effective for interim and annual periods begin-
ning after June 15, 2005. The Company is planning to use the
“modified prospective” transition method, which does not
require restating previous periods’ results. No additional com-
pensation expense would be recorded for any vested awards
outstanding as of the effective date. As the Company does not
expect to have any unvested awards that would be affected by
FAS 123R outstanding as of the effective date, the adoption of
FAS 123R will not have a material effect on the Company’s
Consolidated Financial Statements for 2005. Although the
Company continues to reevaluate the number of stock options
to be granted each year, based on its current expectations, the
Company expects that earnings per diluted share will decrease
by approximately $.04 in 2006 and annually thereafter. The
historical impact on net income and earnings per share if stock
options had been expensed is set forth in Note 11.

The following table sets forth selected quarterly financial data of the Company:

First Second Third Fourth ' Includes restructuring charges of $1,328 ($1,091
(unaudited) Quarter Quarter Quarter Quarter after tax), $5,768 (84,604 afier tax), $1,148 ($952
2004 after tax) and $10,738 (39,507 after tax) in the
Net sales $ 695,416 $ 763,902 $ 811,117  $ 884,998 first, second, third and fourth quarter, respectively.
G a 121,582 143.149 153.545 156.514 The fourth quarter also includes income of $1,778
ross profit ) ’ » ’ ’ ($1,778 after tax) associated with the allocation of
Income from continuing operations'” 38,590 36,705 40,940 34,994 restructuring charges to the minority interest share-
Income from discontinued operations holder of Sonoco-Alcore S.a.r.1.
Net income 38,590 36,705 40,940 34,994 ? T/vfﬁw;h quzrifr of 2004 infleif: the fweftizn
P h associated with the misstatement of expenses in the
eIr\ICOI.nmon share basi $ 40 $ 3 $ Q2 s 36 Company’s wholly owned subsidiary in Spain. This
ctincome  — ?SIC : 37 : ) correction totaled approximately $9,400, before and
— diluted -39 37 41 35 after tax, of which $2,200 was related to restructur-
Cash dividends — common 21 22 22 22 ing charges. Of the remaining $7,200, approximate-
Market price — high 25.10 25.81 26.49 29.70 ly $1,600 was associated with the first three quarters
_low 22.86 23.93 24.70 25.50 of 2004, approximately $1,300 was associated with
2003 ’ ' : ' 2003, approximately $300 was associated with
2002 and the remaining amount of approximately
Net sales $ 656,480 $ 684,567 $ 687,315 $ 729,964 34,000 was associated with 2001 and prior.
Gross profit 123,915 123,762 120,415 130,347 3 Includes restructuring charges of $1,137 ($728 after
B & Al
Income from continuing operations’ 27,313 21,370 10,457 19,038 tax), $7,828 (87,894 afier tax), $24,170 @]5’594
Income from discontinued operations® 1,685 1,463 3,243 54,380 ;\ﬁ ‘;r tax) antfljﬂ i,l f($1t1i;”3 ”;ﬁ er m;) Zt” t//ae
. 7st, second, third and fourth quarter, respectively.
Net income 28,998 22,833 13,700 73:418 The fourth quarter also includes $1,455 expense
Per common share ($1,455 after tax) associated with restructuring
Net income ~ — basic $ .30 $ 24 $ 14 8 .76 charges related to minority interest in affiliates.
— diluted 30 24 14 75 ¢ [nc)/ua’ex/:e:jzzucturing char;g{es of$20]€ ($128 ﬂﬁerl
Cah didlandls — i 21 21 21 tax) in the first quarter and a gain of approximately
a;/[ l:]l CIT S ;(.)rr}llmon 23.68 2411 2427 24.73 363,112 (849,433 after tax) associated with the
arket price —hig : : : : sale of the High Density Film business in the fourth
— low 19.47 20.75 22.10 20.64 quarter of 2003.
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NOTES to CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands except per share data)

20. Valuation and Qualifying Accounts

Includes amounts

Column A Column B — Additions Column C Column D .
written off.
Balance at Charged to Costs ~ Charged Balance at 2 Includes translation
Beginning of Year  and Expenses to Other Deductions End of Year ﬂdju:tment:.
2004 3 Includes adjustments
Allowance for Doubtful Accounts $ 8,199 $ 4,186 $ 4,099 $ 8,286 ?ﬂ“‘i”” pricing i
muven. 07)/ eveLs.
LIFO Reserve $10,462 $ 239 $10,701 * Includes utilization and
Valuation Allowance on Deferred Tax Assets $26,941 $ 7,777¢ $8,474* $43,192 expiration of domestic
2003 capital loss carryforwards
Allowance for Doubtful Accounts $ 8,335 $ 5,132 $ 5,268 $ 8,199 and increases Jfrom foreign
LIFO Reserve $10,284 $ 178 $10,462 neht 'ojh)emt;ng ios_ve}l‘]:br
wnicn no tax venej can
Valuation Allowance on Deferred Tax Assets $35,731 $ 13,6174 $ 22,407 $26,941 be realized.
2002 5 Increase related to net
Allowance for Doubtful Accounts $ 7,294 $ 6,057 $ 5,016 $ 8,335 operating losses of foreign
LIFO Reserve $10,352 $ 68° $10,284 subsidiaries and additional
Valuation Allowance on Deferred Tax Assets $21,727 $ 14,004* $35,731 capital losses for which no

tax benefit can be realized.

21. Subsequent Events

Stock Options Grants

On February 1, 2005, the Company’s Board of Directors
approved the issuance of 1,069,010 stock options to certain
employees and non-employee directors.

On February 1, 2005, the Company issued options to pur-
chase 242,000 shares of its common stock to executive officers
under its previously shareholder approved Key Employee Stock
Plan (the “Plan”). The options were granted at the prevailing
market price on the date of grant and were immediately vested.

Performance-Based Stock Plans

On February 1, 2005, the Company also issued performance

contingent restricted share units to executive officers under

the Plan. Key provisions of the grants are:

1) Awards vest in three years if performance targets are met,
or in five years otherwise.

2) The financial performance measures used to determine
the amount of share units vested are corporate earnings per
share (as adjusted to exclude certain items) and average
return on net assets employed (‘RONAE”).

Sonoco Products Company and Consolidated Subsidiaries

In order for an executive officer to receive the maximum
number of share units under the plan, cumulative corporate
earnings per share growth must average 10% a year over the
three-year period and RONAE must average between 9.5%
to 10.5%, depending on capital invested in acquisitions over
the three year period.

If less than the threshold number of share units vest during
the three year performance period, the remaining number of
threshold shares will vest in five years from the date of grant,
subject to a participant’s continued employment.

For corporate officers, the threshold number of share
units granted under the plan in 2005 was 70,250, and the
maximum number of share units granted under the plan
in 2005 was 210,750.

2004 Annual Report 67



Selected SEVEN-YEAR FINANCIAL DATA (Unaudited)

(Dollars and shares in thousands except per share data)

Years ended December 31 2004 2003
Operating Results '
Net sales $3,155,433 $ 2,758,326
Cost of sales and operating expenses 2,897,046 2,549,726
Other expense, net’ 18,982 50,056
Interest expense 47,463 52,399
Interest income (5,400) (2,188)
Income before income taxes 197,342 108,333
Provision for income taxes’ 58,858 37,698
Equity in earnings of affiliates/minority interest’ 12,745 7,543
Income from continuing operations 151,229 78,178
Income from discontinued operations, net of income taxes 60,771
Income before extraordinary loss 151,229 138,949
Extraordinary loss, net of income tax benefit
Net income available to common shareholders $ 151,229 $ 138,949
Per common share
Net income available to common shareholders:
Basic $ 1.54 $ 1.44
Diluted 1.53 1.43
Cash dividends — common .87 .84

Average common shares outstanding:

Basic 98,018 96,819

Diluted 98,947 97,129
Actual common shares outstanding at December 31 98,793 97,217
Financial Position
Net working capital $ 282,226 $ 75671
Property, plant and equipment, net 1,007,295 923,569
Total assets 3,041,319 2,520,633
Long-term debt 813,207 473,220
Total debt 906,961 674,587
Shareholders’ equity 1,152,879 1,014,160
Current ratio 1.4 1.1
Total debt to total capital’ 40.1% 35.8%
Book value per common share $ 11.67 $ 10.43
Other Data
Depreciation, depletion and amortization expense' $ 163,928 $ 153,538
Cash dividends declared — common 85,060 81,128
Market price per common share (ending) 29.65 24.62
Return on total equity (including preferred stock)'? 14.2% 15.0%
Return on net sales” 4.8% 5.0%

Operating results for 2000-2002 have been restated to reclassify the High Density Film business, which was sold in 2003, as discontinued operations.

2 2004 data reflects net charges of $18,982 pretax, $16,154 after tax, for restructuring costs. 2003 data reflects net charges of $50,056 pretax, $35,329 after tax, for
restructuring costs. 2002 data reflects net charges of $10,409 pretax, $6,663 after tax, for restructuring costs. 2001 data reflects net charges of $51,175 pretax,
$49,028 after tax, for the net gain from legal settlements, corporate-owned life insurance (COLI) and restructuring costs. 2000 data reflects net charges of $5,543
pretax, $1,372 after tax, for the net gain on the sale of divested businesses, restructuring costs and executive severance charges. 1999 data reflects the gain on the sale

of divested businesses of $(3,500). 1998 data reflects the net gain on the sale of divested businesses of $(100,354) pretax, or $(41,554) after tax.
3 The Sfor income taxes in 2001 and 2000 includes $14,613 and $12,000, respectively, related to COLL
2004, 2003 and 2001 data includes restructuring charges of $(1,778), $1,455 and $6,591, respectively.
Debt levels for 1998 through 2000 have been adjusted for cash related to the issuance of restricted-purpose bonds.

EN
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2002 2001 2000 1999 1998
$2,701,419 $ 2,464,445 $2,570,708 $ 2,391,666 $ 2,409,045
2,455,357 2,204,874 2,250,793 2,085,434 2,149,853
10,409 51,175 5,543 (3,500) (100,354)
54,196 52,217 59,604 52,466 54,779
(1,649) (3,800) (3,794) (5,314) (5,916)
183,106 159,979 258,562 262,580 310,683
65,075 77,269 107,463 98,333 142,857
7,437 (1,214) 7,702 6,830 6,387
125,468 81,496 158,801 171,077 174,213
9,848 10,113 7,497 16,728 17,783
135,316 91,609 166,298 187,805 191,996
(11,753)

$ 135316 $ 91,609 $ 166,298 $ 187,805 $ 180,243
$ 1.40 $ .96 $ 1.67 $ 1.84 $ 1.76
1.39 .96 1.66 1.83 1.73

.83 .80 79 75 704
96,373 95,370 99,725 101,886 102,632
97,178 95,807 99,900 102,780 104,275
96,640 95,713 95,006 101,448 101,683

$ 104,671 $ 204,899 $ 258,713 $ 306,450 $ 225,347
975,368 1,008,944 973,470 1,032,503 1,013,843
2,436,439 2,352,197 2,212,611 2,297,020 2,082,983
699,346 885,961 812,085 819,540 686,826
833,846 921,810 857,641 904,137 783,632
867,425 804,122 801,471 901,220 821,592
1.2 1.4 1.6 1.7 1.5
44.5% 49.3% 48.5% 47.5% 46.7%

$ 8.98 $ 8.40 $ 8.44 $ 8.88 $ 8.08
$ 145,923 $ 144,709 $ 137,041 $ 130,945 $ 131,103
79,768 76,080 78,718 76,434 72,028
22.93 26.58 21.63 22.75 29.63
16.0% 11.5% 19.1% 21.9% 22.0%
5.0% 3.7% 6.5% 7.9% 7.5%
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Debt increased by $232.4 million
in 2004, primarily due to the
issuance of $150 million of notes
in June 2004 as well as increased
commercial paper borrowings.
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The debt to total capital ratio
increased in 2004 primarily due
to increased debt resulting from
the acquisition of CorrFlex
Graphics, LLC.
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REPORT of MANAGEMENT

The management of Sonoco Products Company is responsible
for the integrity and objectivity of the financial statements and
other financial information included in this annual report.
These statements have been prepared in conformity with
accounting principles generally accepted in the United States
of America.

Sonoco’s accounting systems are supported by internal con-
trol systems augmented by written policies, internal audits and
the selection and training of qualified personnel.

The Board of Directors, through its Audit Committee
consisting of outside directors, is responsible for reviewing and
monitoring the Company’s financial reporting and accounting
practices. This committee meets regularly with Sonoco’s
management, internal auditors and independent auditors to
assure each is carrying out its responsibilities.

PricewaterhouseCoopers LLE, the Company’s independent
registered public accounting firm, have audited the
Company’s consolidated financial statements, and their
report is included herein.

qu

Charles ]. Hupfer
Chief Financial Officer

CERTIFICATIONS

The Certification of the Company’s chief executive officer
required to be submitted to the New York Stock Exchange
pursuant to Section 303A.12(a) of the listing standards for the
year ended 2003 has been submitted to the New York Stock
Exchange.

The Certifications of the Company’s principal executive officer
and principal financial officer required by Section 302 of the
Sarbanes-Oxley Act of 2002 and 17 C.ER. 13a-14(a) have been
filed as Exhibit 31 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2004, which report has
been filed with the Securities and Exchange Commission.
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MANAGEMENT’S REPORT on INTERNAL
CONTROL over FINANCIAL REPORTING

Our management is responsible for establishing and maintain-
ing adequate internal control over financial reporting, as such
term is defined in Exchange Act Rule 13a-15(f). Under the
supervision and with the participation of our management,
including our principal executive officer and principal financial
officer, we conducted an evaluation of the effectiveness of our
internal control over financial reporting based on the frame-
work in Internal Control — Integrated Framework issued by

the Committee of Sponsoring 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, 2004. PricewaterhouseCoopers
LLP, our independent registered public accounting firm, has
audited our management’s assessment of the effectiveness of our
internal control over financial reporting as of December 31,
2004, as evidenced by their attestation report, which appears
on page 71 of this report.

/%Maaz»/%

Harris E. DeLoach, Jr.
Chief Executive Officer

qu

Charles J. Hupfer
Chief Financial Officer
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REPORT of INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Directors of
Sonoco Products Company:

We have completed an integrated audit of Sonoco Products
Company’s 2004 consolidated financial statements and of its
internal control over financial reporting as of December 31,
2004 and audits of its 2003 and 2002 consolidated financial
statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States).

Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statements appear-
ing on pages 45 through 67 of this report present fairly, in all
material respects, the financial position of Sonoco Products
Company and its subsidiaries at December 31, 2004 and 2003,
and the results of their operations and their cash flows for each
of the three years in the period ended December 31, 2004, in
conformity with accounting principles generally accepted in
the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibil-
ity is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements in
accordance with the standards of the Public Company Ac-
counting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free
of material misstatement. An audit of financial statements
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in
Management’s Report on Internal Control Over Financial Re-
porting appearing on page 70 of this report, that the Company
maintained effective internal control over financial reporting as
of December 31, 2004, based on criteria established in Internal
Control - Integrated Framework issued by the Committee

of Sponsoring Organizations of the Treadway Commission
(COSO), is fairly stated, in all material respects, based on those
criteria. Furthermore, in our opinion, the Company main-
tained, in all material respects, effective internal control over
financial reporting as of December 31, 2004, based on criteria
established in Internal Control - Integrated Framework issued
by the COSO. The Company’s management is responsible for
maintaining effective internal control
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over financial reporting and for its assessment of the effective-
ness of internal control over financial reporting. Our responsi-
bility is to express opinions on management’s assessment and
on the effectiveness of the Company’s internal control over
financial reporting based on our audit. We conducted our audit
of internal control over financial reporting in accordance with
the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was
maintained in all material respects. An audit of internal control
over financial reporting includes obtaining an understand-

ing of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances.
We believe that our audit provides a reasonable basis for our
opinions.

A company’s internal control over financial reporting is a pro-
cess designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control
over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reason-
able detail, accurately and fairly reflect the transactions and dis-
positions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with
authorizations of management and directors of the company;
and (iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposi-
tion of the company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods
are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compli-
ance with the policies or procedures may deteriorate.

WWA—WLLP

Charlotte, North Carolina
March 1, 2005
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BOARD of DIRECTORS

Charles W. Coker, 71

Chairman of the Board since 1990.
Formerly Chairman and Chief Executive
Officer 1990-1998. Served on the Board
since 1962. Member of the Executive
Committee.

Charles J. Bradshaw, 68

President, Bradshaw Investments, Inc.
(private investments), Georgetown, S.C.,
since 1986. Served on the Board since
1986. Member of the Audit and Executive
Compensation Committees.

Robert J. Brown, 70

Founder, Chairman and Chief Executive
Officer, B&C Associates (management
consulting, marketing research and public
relations firm), High Point, N.C,, since
1973. Served on the Board since 1993.
Member of the Audit and Employee and
Public Responsibility Committees.
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Fitz L.H. Coker, 69

Retired. Formerly Sr. Vice President
1976-1979. Served on the Board since
1964. Member of the Employee and Public
Responsibility Committee.

James L. Coker, 64

President, JLC Enterprises (private
investments), Stonington, Conn., since
1979. Served on the Board since 1969.
Member of the Employee and Public
Responsibility, Financial Policy and Audit
Committees.

Harris E. DeLoach, Jr., 60

President and Chief Executive Officer since
2000. Served on the Board since 1998.
Member of the Executive Committee.

Caleb C. Fort, 43

Co-Chairman, The Merit Group, Inc.
(suppliers to the paint and wallcovering
industry), Spartanburg, S.C., since

1998. Served on the Board since 2001.
Member of the Employee and Public
Responsibility and Corporate Governance
and Nominating Committees.

Paul Fulton, 70

Chairman, Bassett Furniture Industries,
Inc., Bassett, Va., since 2000. Formerly
Chief Executive Officer of Bassett
Furniture Industries, Inc., 1997-2000.
Served on the Board since 1989. Member
of the Audit, Executive Compensation,
Financial Policy and Corporate Governance
and Nominating Committees.

Bernard L.M. Kasriel, 58

Chief Executive Officer, Lafarge

(a construction materials group), since
2003. Formerly Vice Chairman and Chief
Operating Officer, Lafarge 1995-2003.
Served on the Board since 1995. Member
of the Executive Compensation and
Corporate Governance and Nominating
Committees.

Edgar H. Lawton, III, 44

President and Treasurer, Hartsville Oil Mill
(a vegetable oils processor), Darlington,
S.C., since 2000. Served on the Board since
2001. Member of the Audit and Employee
and Public Responsibility Committees.



Seated (L-R) John Mullin, Pamela Lewis, Ed Lawton, Paul Fulton and Charlie Bradshaw. Standing (L-R) Hugh McColl, James Micali,
Bob Brown, Charlie Coker, Harris DeLoach, Caleb Fort, Bernard Kasriel, Jack Linville, James Coker, Tom Whiddon and Fitz Coker.

John E. Linville, 59

An attorney in private practice in New
York, N.Y. since 2004. Formerly counsel
with Manmatt, Phielps & Phillips, LLD,
New York, 2003-2004, joining the

firm through its merger with his prior
firm, Kalkines, Arky, Zall & Bernstein,
LLP, 1990-2003. Served on the Board
since 2004.

Dr. Pamela Lewis, 48

President of Queens University (institution
of higher learning) of Charlotte, North
Carolina, since 2002. Formerly Dean of
the McColl School of Business at Queens
University of Charlotte, 2000-2002;
Professor of Management and Dean of
the LeBow College of Business at Drexel
University, Philadelphia, Pa., 1997-2002.
Served on the Board since 2004. Member
of the Audit and Employee and Public
Responsibility Committees.

Hugh L. McColl, Jr., 69

Chairman, McColl Brothers Lockwood
(private bankers), Charlotte, N.C., since
2001. Formerly Chairman and Chief
Executive Officer, Bank of America
Corporation, Charlotte, N.C., 1998-2001.
Served on the Board since 1972. Member
of the Corporate Governance and
Nominating, Financial Policy, Executive

Compensation, and Executive Committees.

James M. Micali, 57

Chairman and President, Michelin
North America, Inc. (tire manufacturer),
Greenville, S.C., since 1996. Served on
the Board since 2003. Member of the
Employee and Public Responsibility and
Financial Policy Committees.

John H. Mullin, III, 63

Chairman, Ridgeway Farm LLC,
Brookneal, Va. (a privately held timber
and farming business), since 1989. Served
on the Board since 2002. Member of the
Corporate Governance and Nominating,
Finance Policy, Executive, and Executive
Compensation Committees.

Thomas E. Whiddon, 52

Retired. Formerly Executive Vice
President-Logistics and Technology, Lowe’s
Companies, Inc. (a home improvement
retailer), North Wilkesboro, N.C.,
2000-2003. Served on the Board since
2001. Member of the Audit and Corporate
Governance and Nominating Committees.
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CORPORATE OFFICERS

EXECUTIVE COMMITTEE

Harris E. DeLoach, Jr., 60

President and Chief Executive Officer
since 2000. Previously Chief Operating
Officer April-July 2000; Sr. Executive Vice
President 1999-2000; Sr. Executive Vice
President, Global Industrial Products/
Paper/Molded Plastics 1999; Executive
Vice President, High Density Film,
Industrial Container, Fibre Partitions,
Protective Packaging, Sonoco Crellin and
Baker Reels 1996-1998. Joined Sonoco
in 1985.

Jim C. Bowen, 54

St. Vice President since 2002. Previously Sr.

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

Allan V. Cecil, 63

Vice President, Investor Relations and
Corporate Affairs since 1998. Previously
Vice President, Investor Relations and
Corporate Communications 1996-1998.
Prior experience: Vice President, Corporate
Communications and Investor Relations,
National Gypsum Company and Mesa
Petroleum Co. Joined Sonoco in 1996.

Cynthia A. Hartley, 56

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

Ronald E. Holley, 62

St. Vice President since 2002. Previously
Sr. Vice President, Global Industrial
Products/Molded Plastics 2000-2002; Vice
President, Industrial Products-N.A. 1999-
2000; Vice President, High Density Film
1993-1999; Vice President, Total Quality
Management 1990-1993. Joined Sonoco
in 1964.
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Standing (L-R) Eddie Smith, Harris DeLoach, Allan Cecil, Charles Sullivan, Jim Bowen
and Ronnie Holley. Seated (L-R) Cindy Hartley and Charlie Hupfer.

Charles J. Hupfer, 58

Vice President and Chief Financial Officer
and Corporate Secretary since 2002.
Previously Vice President, Treasurer and
Corporate Secretary 1995-2002; Treasurer
1988-1995. Joined Sonoco in 1975.

Eddie L. Smith, 53

Vice President, Customer and Business
Development since 2002. Previously
Vice President/General Manager, Flexible
Packaging 1998-2002; Division Vice
President/General Manager, Flexible
Packaging 1996-1998; Division Vice
President, Consumer Products-Europe
1994-1996. Joined Sonoco in 1971.

Charles L. Sullivan, Jr., 61

St. Vice President since 2000. Previously
Regional Director, Cargill Asia/Pacific in
2000 and President, Cargill’s Salt Division
1995-2000. Joined Sonoco in 2000.

OTHER CORPORATE OFFICERS

Vicki B. Arthur, 47

Staff Vice President and Treasurer since
2002. Previously Staff Vice President &
Corporate Controller 2001; Director
Corporate Reporting 1998-2001. Joined
Sonoco in 1984.

Bernard W. Campbell, 55

Vice President and Chief Information
Officer since 1996. Previously Staff
Vice President, Information Services
1991-1996; Director, Corporate
Information Services 1990-1991.
Joined Sonoco in 1988.

Rodger D. Fuller, 43

Vice President, Rigid Paper and Plastics,
and Sonoco Phoenix, N.A. since February
2005. Formerly Vice President and General
Manager, Consumer Products-N.A.,
1997-2005. Joined Sonoco in 1985.

Kevin P. Mahoney, 49

Vice President, Corporate Planning since
2002. Previously Staff Vice President,
Corporate Planning 1996-2000. Joined
Sonoco in 1987.

Marty F. Pignone, 48

Vice President, Paper, N.A. since February
2005. Formerly Division Vice President
and General Manager, Paper-N.A.
2000-2005. Joined Sonoco in 1997.

M. Jack Sanders, 51

Vice President, Industrial Products-N.A.
since 2001. Previously Division Vice
President/General Manager, Protective
Packaging 1998-2001; General Manager,
Protective Packaging 1991-1998. Joined
Sonoco in 1987.



GLOSSARY of TERMS

Blow molding

Extruded molten plastic is captured in
molds that define the shape of the final
part design. Air at pre-determined pressures
is added forcing the plastic to take on

the shape of the mold. After cooling, the
mold is opened and the final plastic part,
component or product is removed for
trimming and packaging.

Composite can/Paperboard can

‘The composite or paperboard package is
a container comprised of a body with two
ends made from a variety of materials.
The package can be produced in a variety
of shapes and sizes. The container body is
made from paper, various liner materials
to achieve barrier requirements and a

printed label for package graphics.

End closure

A rigid metal, foil, plastic or paper
structure that is mechanically or adhesively
attached to the end of a package or a lami-
nated plastic film, foil or paper membrane
heat sealed to the end of a rigid package.

Engineered carriers

Paper- or plastic-based tubes and cores used
as carriers for such products as textiles,
film, paper, tape, metals and others.
Generally highly engineered to allow take-
up of materials, such as those listed, at

very high speeds.

Extrusion

A continuous process where plastic resin is
melted using a screw and cylinder combi-
nation along with heat and pressure, and
forced through a die to obtain a resultant
profile shape.

Flexible packaging

Non-rigid packaging structures used to
package and protect various food and
nonfood products in the retail and indus-
trial business forum. Snacks and frozen
foods, home and personal care, beverages,
pet food, etc., are a sampling of products
packaged in this medium.

Injection molding

The process where plastic resin is melted
and then forced into a mold containing
single or multiple cavities. Once in the
mold, the plastic is cooled to a shape
reflecting the cavity.

Membrane closure

A flexible material attached to the end of
a rigid package with a peelable heat seal.
This material can be a coex plastic film or
a lamination of plastic film, foil and paper
with a heat seal coating.

Packaging supply chain

The steps required to create and manufac-
ture the packaging, package the product,
distribute the packaged product and sell
it in stores, through point-of-purchase
(P-O-P) displays or other means.

Recovered paper

Paper and paper by-products that have
been separated, removed or diverted from
solid waste disposal and are intended for
sale, use, reuse or recycling, whether or not
such paper requires subsequent separation
and processing.

Retort

‘The thermal processing or cooking of pack-
aged food or other products in a pressurized
vessel for purposes of sterilizing the contents
to maintain freshness for extended storage
times.

Rotogravure printing

A printing process in which letters and
pictures are transferred from an etched
copper cylinder to a web of paper, plastic
or similar material on a rotary press.

OTHER TERMS

Debt to total capital ratio

Used by the Company to access its financ-
ing leverage. Calculated by dividing total
debt by the summation of total equity, total
debt and deferred income taxes.

Earnings per share (EPS) (basic)
Calculated by dividing the reported earn-
ings available to common stockholders
(net income) by the weighted number of
average shares outstanding.

Earnings per share (EPS) (diluted)
Calculated by dividing the reported earn-
ings available to common stockholders
(net income) by the weighted number of
average shares outstanding, including the
assumption of the exercise of all potentially
dilutive securities such as stock options.
Diluted EPS are always less than or equal
to basic EPS.

Lean Manufacturing/Six Sigma

Lean Manufacturing and Six Sigma are
proven business/process improvement
methodologies that incorporate tools, tech-
niques and applications that enable com-
panies to optimize business performance
and exceed bottom line expectations. These
two methodologies work synergistically to
eliminate all non-value-added components
of business processes while optimizing the
value-adding components.

Price/cost relationship

The net dollar impact to the Company, or
its segments, of the year-over-year change
in the selling price of its products and the
purchase cost of the raw materials con-
sumed in making the product.

Productivity

The year-over-year change in the cost of
converting the Company’s raw materials
into finished product. This would include
changes in throughput, raw material substi-
tution and scrap reduction.

Return on net assets

Tax-affected earnings before interest and
taxes, plus equity in earnings of affiliates,
divided by the net of average total assets,
minus average cash, minus average current
liabilities, plus average short-term debt.

Return on total equity
Net income divided by average total equity.

SKU

Stockkeeping unit, sometimes spelled ‘SKU,
is identification, usually alphanumeric, of a
particular product that allows it to be tracked
for inventory purposes. Typically, a SKU
(pronounced with the individual letters or as
S KYEW) is associated with any purchasable
item in a store or catalog.
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INVESTOR INFORMATION

Sonoco offers its shareholders a wide range of services and
several ways to access important Company information.

Sonoco on the Internet

Sonoco provides a variety of information about its businesses,
products and markets on its Web site, www.sonoco.com. The
site also includes news releases and presentations to securities
analysts, current and past copies of Sonoco annual reports,
proxy statements, various SEC filings, upcoming events, safety
performance and much more.

Shareholder Services

Shareholder inquiries should be addressed to Sonoco
Shareholder Services at EquiServe Trust Company, N.A.,
our transfer agent.

Sonoco Shareholder Services

PO. Box 43010

Providence, RI 02940-3010

Web site: Www.equiserve.com

Toll-free: 800/633-4236 (United States and Canada)
+816/843-4293 (international locations)

An automated voice-response system is available 24 hours a day,
seven days a week. Service representatives are available during
normal business hours.

Registered shareholders can access information about their
Sonoco stock accounts via the Internet at www.equiserve.com.
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Electronic Payment of Dividends

Shareholders may have their dividends deposited directly to
their bank accounts. If you would like to elect this option, go
to www.equiserve.com or contact Sonoco Shareholder Services
for an authorization form.

Shareholder Investment Program

Sonoco’s Shareholder Investment Program allows participants
to purchase Sonoco stock and reinvest dividends directly
without contacting a broker. You do not have to be a
shareholder to participate. For more information and a
prospectus, go to www.sonoco.com or contact EquiServe
(www.equiserve.com).

Duplicate Annual Reports

Shareholders may eliminate duplicate report mailings by
marking their proxy card or contacting Sonoco Shareholder
Services.

Sonoco Publications

The publications listed below, all of which can be found on
our Web site at www.sonoco.com, are available in paper copies
without charge.

2004 Annual Report
2004 Annual Report on Form 10-K

Investor News Quarterly, a quarterly shareholder publication
with features about Sonoco’s products and services

Requests for printed copies should be directed to Sonoco
Corporate Communications, or by making a request through
the Company’s Web site, www.sonoco.com.

Sonoco — A09

Corporate Communications
1 North Second Street
Hartsville, SC 29550-3305



GENERAL INFORMATION

Addresses

Corporate Headquarters

1 North Second Street
Hartsville, SC 29550-3305
+843/383-7000

Toll-free: 800/377-2692
Fax: +843/383-7008

Investor Relations

Sonoco — A46

1 North Second Street
Hartsville, SC 29550-3305
+843/383-7862

Fax: +843/383-7478

Annual Meeting
The 2005 Annual Meeting of Shareholders’ will be held at
11:00 a.m. Eastern time on Wednesday, April 20, at:

The Center Theater
212 North Fifth Street
Hartsville, SC 29550-4136

The meeting will be audiocast live on the Internet. Instructions
for listening to this audiocast will be available on the
Company’s Web site, www.sonoco.com, approximately one
week prior to the event. The audiocast will be archived for six
months.

Legal Counsel

Haynsworth Sinkler Boyd, PA.
PO. Box 11889

Columbia, SC 29211-1889

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

Hearst Tower

214 North Tryon Street, Suite 3600

Charlotte, NC 28202-2137

Market Information
The New York Stock Exchange is the principal exchange on
which Sonoco common stock (symbol SON) is traded.

SON
NYSE

Intellectual Capital Management

Sonoco Development, Inc., manages the Company’s
intellectual assets, including patents, licenses and agreements.
SPC Resources, Inc., manages the Company’s trademarks and
domain names. The address for both companies is:

125 West Home Avenue
Hartsville, SC 29550-4123

Equal Opportunity Employer

Sonoco believes that a diverse workforce is required to compete
successfully in today’s global marketplace. The Company
provides equal employment opportunities in its global
operations without regard to race, color, age, gender, religion,
national origin or physical disability.

References to Web site Addresses

References to Sonoco’s Web site address and EquiServe’s Web
site address are for informational purposes only and are not
intended to, and do not, incorporate those Web sites or their
contents by reference into this annual report.
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