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PART I - FINANCIAL INFORMATION  
  
Item 1. Financial Statements.  
  

SOLO CUP COMPANY AND SUBSIDIARIES  
CONSOLIDATED BALANCE SHEETS  

(In thousands, except share data)  
  

  
See accompanying Notes to Consolidated Financial Statements.  
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July 3, 
2005 

  

December 31,
2004 

   (Unaudited)   
Assets         

Current assets:         
Cash and cash equivalents   $ 20,222  $ 15,855
Cash in escrow    15,000   15,000
Accounts receivable:       

Trade, less allowance for doubtful accounts of $7,722 and $6,295    284,473   222,546
Other    13,009   26,954

Inventories    394,804   352,377
Spare parts    29,935   31,556
Deferred income taxes    52,273   52,594
Prepaid expenses    11,424   12,222
Other current assets    7,370   3,433

     
Total current assets    828,510   732,537

Property, plant and equipment, net    794,840   828,750
Spare parts    12,687   11,067
Goodwill    251,246   239,768
Intangible assets, net    32,866   37,512
Restricted cash    —     1,905
Deferred financing fees, net    28,380   29,619
Other assets    12,000   22,628

     
Total assets   $ 1,960,529  $ 1,903,786

     
Liabilities and Shareholder’s Equity         

Current liabilities:         
Accounts payable   $ 163,804  $ 150,483
Accrued payroll and related costs    68,504   68,391
Accrued customer allowances    37,006   30,868
Accrued expenses and other current liabilities    56,318   62,496
Short-term debt    2,865   3,603
Current maturities of long-term debt    8,661   9,778
Income taxes payable    2,462   5,419

     
Total current liabilities    339,620   331,038

Long-term debt, net of current maturities    1,088,224   1,004,747
Deferred income taxes    38,176   58,430
Pensions and other postretirement benefits    79,897   76,275
Other liabilities    7,828   5,073

    
Total liabilities    1,553,745   1,475,563

Minority interest    785   1,073

Shareholder’s equity:         
Common stock - Par value $0.01 per share; 1,000 shares authorized; 100 shares issued and outstanding    —     —  
Additional paid-in capital    257,936   259,080
Retained earnings    146,858   161,481
Accumulated other comprehensive income    1,205   6,589

     
Total shareholder’s equity    405,999   427,150

     
Total liabilities and shareholder’s equity   $ 1,960,529  $ 1,903,786

     



SOLO CUP COMPANY AND SUBSIDIARIES  
CONSOLIDATED STATEMENTS OF OPERATIONS  

AND COMPREHENSIVE INCOME (LOSS)  
(Unaudited, in thousands)  

  

  
See accompanying Notes to Consolidated Financial Statements.  
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Thirteen 
weeks ended
July 3, 2005 

  

Three months
ended 

June 30, 2004

  

Twenty-six 
weeks ended
July 3, 2005 

  

Six months
ended 

June 30, 2004

 

Net sales  $ 654,502 $ 597,850  $1,200,595  $ 925,146 
Cost of goods sold    560,452   512,616   1,058,050   802,988 
      

Gross profit   94,050  85,234  142,545   122,158 

Selling, general and administrative expenses   67,191  60,198  128,095   105,883 
Loss (gain) on sale of property, plant and equipment   7  (1,213) 781   (1,210)
      

Operating income   26,852  26,249  13,669   17,485 

Interest expense, net of interest income of $99, $39, $188 and $128   18,209  14,927  35,282   23,273 
Prepayment penalties   —    —   —     30,690 
Loss on debt extinguishment  —   —   —     916 
Foreign currency exchange loss (gain), net    2,037   999   2,844   (375)
Other (income) expense, net   (58) (84) (171)  684 
      

Income (loss) before income taxes and minority interest   6,664  10,407  (24,286)  (37,703)

Income tax provision (benefit)   2,666  4,131  (9,714)  14,679 
Minority interest   53  105  51   116 
      

Net income (loss)   $ 3,945  $ 6,171  $ (14,623) $ (52,498)
      

Comprehensive income (loss):                  

Net income (loss)  $ 3,945 $ 6,171  $ (14,623) $ (52,498)
Foreign currency translation adjustment    (4,128)  (3,003)  (5,851)  (707)
Minimum pension liability adjustment (net of income taxes of 

($232))   —    (348) —     (348)
Unrealized investment gain (net of income taxes of $16, $289, $83 

and $289)   24  416  124   416 
Unrealized gain (loss) on cash flow hedge (net of income taxes of 

($531), $2,053, $215 and $2,053)  (849) 3,079  343   3,079 
      

Comprehensive income (loss)  $ (1,008) $ 6,315  $ (20,007) $ (50,058)
      



SOLO CUP COMPANY AND SUBSIDIARIES  
CONSOLIDATED STATEMENT OF SHAREHOLDER’S EQUITY  

(In thousands, except share amounts)  
  

  
See accompanying Notes to Consolidated Financial Statements.  
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Common stock 
  

Additional 
paid-in 
capital

 

 Retained 
earnings

 

 

Accumulated 
other 

comprehensive
income (loss) 

 

 
Total 

shareholder’s
equity 

    

Shares

  

Amount

     

Balance at December 31, 2004   100  $ —    $259,080  $161,481  $ 6,589  $ 427,150 
Net loss (Unaudited)   —     —     —     (14,623)  —   (14,623)
Contributed capital from parent (Unaudited)  —    —     100  —    —   100 
Compensation expense on CPUs (Unaudited)   —     —     23   —     —     23 
Return of capital to parent (Unaudited)   —     —     (1,267)  —     —   (1,267)
Foreign currency translation adjustment (Unaudited)   —     —     —     —     (5,851) (5,851)
Unrealized investment gain, net of tax of $83 (Unaudited)   —     —     —     —     124  124 
Unrealized gain on cash flow hedge, net of tax of $215 

(Unaudited)   —     —     —     —     343  343 
          

Balance at July 3, 2005 (Unaudited)  100  $ —    $257,936 $146,858 $ 1,205  $ 405,999 
          



SOLO CUP COMPANY AND SUBSIDIARIES  
CONSOLIDATED STATEMENTS OF CASH FLOWS  

(Unaudited, in thousands)  
  

  
(Continued) 
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Twenty-six weeks 
ended July 3, 2005

 

Six months ended
June 30, 2004 

 
CASH FLOWS FROM OPERATING ACTIVITIES        

Net loss   $ (14,623) $ (52,498)
Adjustments to reconcile net loss to net cash used in operating activities:          

Depreciation and amortization    51,756   39,759 
Deferred finance fee amortization    2,335   1,358 
Loss (gain) on sale of property, plant and equipment    781   (1,210)
Loss on debt extinguishment    —    916 
Minority interest    51   116 
Deferred income taxes    (12,346)  12,742 
Foreign currency exchange loss (gain), net    2,844   (375)

Changes in operating assets and liabilities (net of business acquisitions):          

Accounts receivable    (50,933)  (32,029)
Inventories    (45,834)  (5,280)
Prepaid expenses and other current assets    2,829   (7,176)
Other assets    9,387   5,430 
Accounts payable    14,162   (3,500)
Accrued expenses and other current liabilities    (7,557)  16,181 
Other liabilities    (3,476)  220 
Other, net    388   (567)

    

Net cash used in operating activities   $ (50,236) $ (25,913)
    



SOLO CUP COMPANY AND SUBSIDIARIES  
CONSOLIDATED STATEMENTS OF CASH FLOWS  

(Unaudited, in thousands) (Continued)  
  

  
See accompanying Notes to Consolidated Financial Statements.  
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Twenty-six weeks 
ended July 3, 2005

 

Six months ended
June 30, 2004 

 
Net cash used in operating activities   $ (50,236) $ (25,913)

CASH FLOWS FROM INVESTING ACTIVITIES          

Payment for business acquisitions, net of cash acquired    —    (874,734)
Purchase of property, plant and equipment    (33,448)  (17,681)
Proceeds from sale of property, plant and equipment    6,128   2,006 
Increase in cash in escrow    —    (4,997)

    

Net cash used in investing activities    (27,320)  (895,406)

CASH FLOWS FROM FINANCING ACTIVITIES       
Net borrowings under revolving credit facilities    87,771   24,800 
Borrowings under the term notes    —    650,000 
Borrowings under the 8.5% Senior Subordinated Notes    —    325,000 
Borrowings under the Securitization Facility    —    5,000 
Borrowings under the 364-day revolving credit agreement    —    16,500 
Proceeds from sale of common stock    —    230,463 
Contribution of capital from parent    100   —   
Return of capital to parent    (1,267)  —   
Repayments of the 7.08% Senior Notes    —    (160,000)
Repayments of the 3.67% Yen-denominated Senior Notes    —    (44,170)
Repayments of the interest rate swap    —    (1,656)
Repayments of the Securitization Facility    —    (27,800)
Repayments of the 364-day revolving credit agreement    —    (29,500)
Repayments of the term notes    (4,419)  (1,625)
Net repayments of other debt    (850)  (2,361)
Debt issuance costs    (1,100)  (31,497)
Dividends paid    —    (13,008)
Decrease in restricted cash    1,905   234 

    

Net cash provided by financing activities    82,140   940,380 

Effect of exchange rate changes on cash    (217)  9 
    

NET INCREASE IN CASH AND CASH EQUIVALENTS    4,367   19,070 
CASH AND CASH EQUIVALENTS, beginning of period    15,855   3,269 
    

CASH AND CASH EQUIVALENTS, end of period   $ 20,222  $ 22,339 
    
SUPPLEMENTAL CASH FLOW DISCLOSURES:          

Interest paid   $ 32,974  $ 11,028 
    

Income taxes paid   $ 3,285  $ 1,537 
    



SOLO CUP COMPANY AND SUBSIDIARIES  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

(Unaudited)  
  
(1) BASIS OF PRESENTATION  
  

As used in these notes, unless the context otherwise requires, the “Company” shall refer to Solo Cup Company, a Delaware 
corporation (“Solo Delaware”) which is the holding company for Solo Cup Company, an Illinois corporation (“Solo Illinois”), and 
its subsidiaries and SF Holdings Group, Inc. and its subsidiaries (“SF Holdings”), including Sweetheart Cup Company Inc. 
(“Sweetheart”). The Company is a wholly owned subsidiary of Solo Cup Investment Corporation, a Delaware corporation (“SCIC”). 
SCC Holding Company LLC, a Delaware limited liability company (“SCC Holding”) and Vestar Capital Partners (“Vestar”) own 
67.2% and 32.7% of SCIC, respectively. Company management holds the remaining 0.1% of SCIC.  
  

Effective February 22, 2004, the predecessor company, Solo Illinois, became a wholly owned subsidiary of Solo Delaware. Solo 
Delaware is a holding company, the material assets of which are 100% of the capital stock of Solo Illinois and 100% of the capital 
stock of SF Holdings. On February 27, 2004, with an effective date of February 22, 2004, the Company acquired 100.0% of the 
outstanding stock of SF Holdings. The results of operations for the Company include the accounts of SF Holdings from February 22, 
2004.  
  

On June 21, 2005, the Company’s Board of Directors approved a change in the Company’s fiscal year from the year ended 
December 31 to the 52- or 53-week period ending on the last Sunday in December except that fiscal year 2005 will end on January 1, 
2006. All subsequent fiscal years will end on the last Sunday in December.  
  

The information included in the accompanying interim consolidated financial statements of the Company is unaudited but, in the 
opinion of management, includes all adjustments (consisting only of normal recurring adjustments and accruals) which the Company 
considers necessary for a fair presentation of the financial position and operating results and cash flows for these periods. Results for 
the interim periods are not necessarily indicative of results expected for the entire year. These consolidated financial statements 
should be read in conjunction with the consolidated financial statements and notes thereto of the Company for the year ended 
December 31, 2004 included in its annual report on Form 10-K.  
  

Certain prior period amounts have been reclassified to conform to the current period’s presentation. These reclassifications had 
no effect on previously reported net income (loss).  
  
(2) ACQUISITIONS  
  

On February 27, 2004, with an effective date of February 22, 2004, the Company consummated the purchase of 100.0% of the 
issued and outstanding capital stock of SF Holdings (the “SF Holdings Acquisition”). SF Holdings is one of the largest converters and 
marketers of plastic and paper disposable foodservice and food packaging products in North America. The results of operations of SF 
Holdings are included in the consolidated financial statements of the Company from February 22, 2004.  
  

The aggregate purchase price was $917.2 million of which $15.0 million is being held in an escrow account pending the final 
working capital adjustment and resolution of claims for indemnification. The $15.0 million held in escrow is not included in the 
allocation of the cost of the assets acquired and liabilities assumed as it represents contingent consideration for which the contingency 
has not been resolved. The consideration was applied to the purchase of all common stock and common stock equivalents of SF 
Holdings, as well as the repayment of all outstanding debt of SF Holdings and the repurchase and cancellation of its preferred stock. 
In addition, the Company purchased from a lessor certain leased manufacturing equipment and other assets that SF Holdings uses in 
its operations for an aggregate purchase price of $209.1 million, plus $8.0 million of accrued rent on the leases and the payment of 
documentation expenses. These amounts are included in the $917.2 million of aggregate consideration paid.  
  

(Continued) 
  

7  



(2) ACQUISITIONS (Continued)  
  

The funding of the SF Holdings Acquisition was made through bank financing, bonds and private investment. The SF Holdings 
Acquisition resulted in goodwill of $154.7 million that is not tax deductible and $45.0 million of acquired intangible assets with a 
weighted average useful life of approximately five years. These intangible assets consisted of trademarks and trade names of $22.2 
million with an estimated useful life of five years, Trophy manufacturing technology valued at $21.1 million with an estimated useful 
life of five years, and $1.7 million of other intangible assets with an estimated useful life of three years.  
  

The following are the amounts assigned to the acquired assets and liabilities (in millions):  
  

  
The finalization of the purchase price is pending adjustments to working capital and resolution of claims for indemnification.  

  
The following are the pro forma results assuming that the acquisition had occurred as of January 1, 2003 (in thousands):  

  

  
In the third quarter of 2004, management committed to a plan to sell the property for a plant closed in connection with the 

integration of SF Holdings. The net book value of approximately $1.9 million is classified in other current assets in the Company’s 
Consolidated Balance Sheets as of July 3, 2005 and December 31, 2004.  
  

In the first half of 2005, management committed to a plan to sell the property for three additional plants closed in connection 
with the integration of SF Holdings. The net book value of approximately $4.5 million is classified in other current assets in the 
Company’s Consolidated Balance Sheet as of July 3, 2005.  
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Purchase price   $ 917.2 
Less cash in escrow    (15.0)
   

Adjusted purchase price   $ 902.2 
   

Cash   $ 34.2 
Accounts receivable    131.2 
Inventories    211.6 
Other current assets    51.0 
Property, plant and equipment    568.7 
Intangible assets    45.0 
Other assets    16.3 
   

Total assets   $1,058.0 
   

Current liabilities   $ 210.3 
Other liabilities    100.2 
   

Total liabilities   $ 310.5 
   
Excess of purchase price over assets and liabilities acquired   $ 154.7 
   

   

Thirteen weeks
ended 

July 3, 2005 
(as reported) 

  

Three months
ended 

June 30, 2004 
(as reported)

  

Twenty-six
weeks ended 
July 3, 2005
(as reported) 

  

Six months
ended 

June 30, 2004 
(pro forma) 

 

Net sales   $ 654,502  $ 597,850  $1,200,595  $1,092,668
        

Net income (loss)   $ 3,945  $ 6,171  $ (14,623) $ (11,239)
      



(3) INVENTORIES  
  

The components of inventories are as follows (in thousands):  
  

  
(4) PROPERTY, PLANT AND EQUIPMENT, NET  
  

   

July 3, 
2005 

  

December 31,
2004 

Finished goods   $293,815  $ 259,919
Work in process    16,229   13,569
Raw materials and supplies   84,760   78,889
     

Total inventories   $394,804  $ 352,377
     

The Company’s major classes of property, plant and equipment are as follows (in thousands):  
  

  
Depreciation of property, plant and equipment was $23.9 million and $47.1 million for the thirteen weeks and twenty-six weeks 

ended July 3, 2005, respectively. Depreciation of property, plant and equipment was $22.1 million and $36.6 million for the three 
months and six months ended June 30, 2004, respectively.  
  
(5) GOODWILL AND INTANGIBLE ASSETS  
  

   

July 3, 
2005 

  

December 31, 
2004 

 

Land   $ 51,741  $ 54,152 
Buildings and improvements   303,336  319,531 
Machinery and equipment   892,659  887,875 
Construction in progress   35,075  21,394 
    

Total property, plant and equipment   1,282,811  1,282,952 
Less accumulated depreciation   (487,971) (454,202)
    

Property, plant and equipment, net   $ 794,840  $ 828,750 
    

The following is a rollforward of the carrying values of goodwill by business segment (in thousands): 
  

  
As of December 31, 2004, the carrying value of goodwill in North America includes $142.0 million related to the SF Holdings 

Acquisition.  
  

(Continued) 
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North 
America

  

Europe 
  

Asia – 
Pacific

  

Total 
 

Balance at December 31, 2004   $198,385  $41,157  $ 226  $239,768
SF Holdings Acquisition (Note 2)    12,668  —    —   12,668
Erving Paper Products acquisition    709  —    —   709
Translation adjustment    1,238  (3,119)  (18) (1,899)
       

Balance at July 3, 2005   $213,000  $38,038  $ 208  $251,246
      



(5) GOODWILL AND INTANGIBLE ASSETS (Continued)  
  

The gross carrying amount of nonamortizable intangible assets as of July 3, 2005 and December 31, 2004 was $0.3 million. The 
following are the carrying values of amortizable intangible assets (in thousands):  
  

  
Amortization expense related to intangible assets was $4.6 million and $3.2 million during the twenty-six weeks ended July 3, 

2005 and the six months ended June 30, 2004, respectively. The estimated annual amortization expense of intangibles presently 
owned by the Company is approximately $4.0 million for the remainder of 2005, $9.0 million for 2006 through 2008 and $1.0 million 
in 2009.  
  
(6) DEBT  
  

   

July 3, 2005

  

December 31, 2004

   

Gross 
Carrying
Amount

  

Accumulated 
Amortization

  

Gross 
Carrying 
Amount 

  

Accumulated
Amortization

Trademarks and tradenames   $22,200  $ 5,935  $22,200  $ 3,700
Manufacturing technology    21,100   5,627   21,100  3,517
Patents, licenses and other   1,769   916   1,760  629
     
  $45,069  $ 12,478  $45,060  $ 7,846
         

Short-term debt and long-term debt, including amounts payable within one year, are as follows (in thousands):  
  

  
Canadian Credit Facility  

  

   

July 3, 2005 
  

December 31, 2004

Short-term debt:         

Yen-denominated short-term bank borrowings   $ 2,865  $ 3,603

Long-term debt:      
8.5% Senior Subordinated Notes   $ 325,000  $ 325,000
Senior Credit Facility – Term Loan   641,875   645,125
Senior Credit Facility – Revolver   117,000   28,700
Canadian Credit Facility – Term Loan   9,707   11,214
Canadian Credit Facility – Revolver   414   1,010
Capital lease obligations   2,889   3,476

     

Total long-term debt   1,096,885   1,014,525
Less - Current maturities of long-term debt  8,661   9,778

     

Long-term debt, net of current maturities  $1,088,224  $ 1,004,747
     

Borrowings under the revolving credit facility bear interest at the Canadian prime rate plus 0.50% or the Canadian bankers 
acceptance rate plus 1.75%, at the Company’s option. Term loan borrowings bear interest at the Canadian prime rate plus 0.75% or 
the Canadian bankers acceptance rate plus 2.00%, at the Company’s option. As of July 3, 2005, borrowings under the revolving credit 
facility and the term loan carried effective interest rates of 4.31% and 4.56%, respectively. As of July 3, 2005, CAD 12.1 million 
(approximately $9.7 million) was outstanding under the term loan and CAD 13.7 million (approximately $11.0 million) was available 
under the revolving credit facility.  
  

(Continued) 
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(6) DEBT (Continued)  
  

Senior Credit Facility  
  

On March 31, 2005, the Company and SCIC entered into an agreement to amend the term loan facility under its Credit 
Agreement, dated as of February 27, 2004 (the “Senior Credit Facility”). The amendment changes the borrowing margin used to 
calculate interest on the term loans under the Senior Credit Facility. For purposes of calculating interest, term loans under the Senior 
Credit Facility are designated as Eurodollar rate loans or, in certain circumstances, base rate loans. Under the original agreement, 
Eurodollar rate loans bore interest at the British Bankers Association Interest Settlement Rate for deposits in dollars plus a borrowing 
margin. Base rate loans bore interest at (a) the greater of (i) the rate most recently announced by Bank of America as its “prime rate” 
or (ii) the Federal Funds Rate plus ½ of 1% per annum, plus (b) a borrowing margin. The margin for term loans was a range based on 
the Company’s leverage ratio. For Eurodollar rate loans, the range was 2.25% to 2.50%. For base rate loans, the range was 1.25% to 
1.50%. The terms of the amendment provide that the borrowing margin for term loans be 2.00% on Eurodollar rate loans and 1.00% 
on base rate loans.  
  

The amendment also changes the schedule for quarterly principal payments. The original agreement provided scheduled 
principal payments of $1.625 million per quarter through February 27, 2006, $6.25 million per quarter from May 27, 2006 through 
February 27, 2008, and $12.5 million per quarter from May 27, 2008 through November 27, 2010, with a balloon payment of $449.5 
million due on February 27, 2011. The terms of the amendment provide for scheduled principal payments of $1.625 million per 
quarter through November 27, 2010, with a balloon payment of $606.125 million due on February 27, 2011. All mandatory quarterly 
prepayments have been made to date.  
  

As of July 3, 2005, the weighted average annual interest rate applicable to Eurodollar rate loans was 5.19% and the weighted 
average annual interest rate applicable to base rate loans was 8.00%. During the thirteen weeks ended July 3, 2005, the weighted 
average annual interest rate for the Senior Credit Facility was 5.18%. At July 3, 2005, the interest rate on the term loan facility was 
5.09% and 6.52% on the revolving credit facility. As of July 3, 2005, $20.2 million was available under the Senior Credit Facility.  
  

Debt Extinguishment  
  

On February 27, 2004, the Company extinguished $160.0 million of 7.08% Senior Notes due June 30, 2011 and $44.2 million of 
3.67% Yen-denominated senior notes due July 16, 2008 resulting in prepayment penalties of $26.9 million and $3.8 million, 
respectively. As a result of the early extinguishment of debt, the Company incurred a $0.9 million loss from the write off of deferred 
financing fees. The following sets forth the payments made in connection with the termination of the debt instruments outstanding on 
February 27, 2004 (in thousands):  
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Principal 
  

Prepayment
Penalties

  

Interest 
  

Foreign 
Exchange

Loss 
  

Total

Interest rate swap   $ 1,656  $ —    $ —    $ —    $ 1,656
Securitization facility    27,800   —     34  —     27,834
364-day revolving credit agreement    29,500   —     —    —     29,500
7.08% Senior Notes    160,000   26,920   1,713  —     188,633
3.67% Yen-denominated Senior Notes    44,170   3,770   228  679   48,847
           

Total   $263,126  $ 30,690  $1,975  $ 679  $296,470
          



(7) LEASES  
  

The Company leases certain transportation vehicles, warehouse and office facilities and machinery and equipment under both 
cancelable and non-cancelable operating leases, most of which expire within ten years and may be renewed by the Company. The full 
amount of lease rental payments is charged to expense using the straight-line method over the term of the lease. Future minimum 
rental commitments under non-cancelable operating leases in effect at July 3, 2005 are as follows (in thousands):  
  

  
(8) DERIVATIVES AND HEDGING ACTIVITIES  
  

Remainder of 2005   $ 17,617
2006   29,899
2007    25,425
2008   22,040
2009   20,431
2010   18,477
Thereafter   138,589
   

Total   $272,478
   

The Senior Credit Facility requires the Company to fix the interest rate for a portion of the borrowings. Accordingly, on March 
10, 2004, to limit the variability of a portion of the interest payments under the Senior Credit Facility, the Company entered into 
receive-variable, pay-fixed interest rate swaps with a total notional amount of $180.0 million. Under these interest rate swaps, the 
Company receives variable interest rate payments and makes fixed interest rate payments; thereby fixing the rate on a portion of the 
outstanding debt. The variable rate of interest received is the Eurodollar rate. The fixed rate of interest paid is 2.375% to 2.376%. The 
swap agreements extend through March 31, 2007. The fair value of these swap agreements was $4.7 million and $4.2 million as of 
July 3, 2005 and December 31, 2004, respectively. They are accounted for as cash flow hedges and their fair value is included in 
other assets in the Company’s consolidated balance sheet. In June 2005, the Company entered into a forward-starting receive-
variable, pay-fixed interest rate swap with a notional amount of $50.0 million. The variable rate of interest received is the Eurodollar 
rate. The fixed rate of interest paid is 4.25%. The swap agreement is effective March 31, 2007 through March 31, 2010. As of July 3, 
2005, the fair value of this swap agreement was $0.  
  

On June 1, 2004, the Company entered into an interest rate cap agreement with a notional amount of $30.0 million. Under this 
interest rate cap agreement, the Company would receive variable interest rate payments when the three-month Eurodollar rate rises 
above 4.0%. At December 31, 2004, the fair value of this interest rate cap was $0. This interest rate cap agreement expired on March 
31, 2005.  
  

On March 31, 2005, the Company entered into an interest rate cap agreement with a notional amount of $35.0 million. Under 
this agreement, the Company receives variable interest rate payments when the three-month Eurodollar rate rises above 5.0%. This 
interest rate cap agreement is in effect through March 31, 2006. On June 30, 2005, the Company entered into another interest rate cap 
agreement with a notional amount of $15.0 million. Under this agreement, the Company receives variable interest rate payments 
when the three-month Eurodollar rate rises above 4.0%. This interest rate cap agreement is in effect through September 30, 2005. 
Both interest rate caps are accounted for as cash flow hedges and the fair value of these agreements was approximately $0 as of July 
3, 2005.  
  
(9) INCOME TAXES  
  

As of January 1, 2004, Solo Illinois revoked its subchapter S status and became a subchapter C Corporation subject to United 
States federal and state income tax. Consequently, the Company, pursuant to generally accepted accounting principles in the United 
States, recorded a one-time, $29.8 million non-cash tax expense to establish a $29.8 million net deferred income tax liability for the 
future tax consequences attributable to differences between the financial statement and income tax bases of Solo Illinois’ assets and 
liabilities as of January 1, 2004. As of December 31, 2004, this net deferred income tax liability was reduced to $28.3 million.  
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(10) PENSIONS AND OTHER POSTRETIREMENT BENEFITS  
  

Net periodic benefit cost for the Company’s domestic and foreign pension and other postretirement benefit plans consists of the 
following (in thousands):  
  

  
As of July 3, 2005, $3.1 million of contributions had been made to the Company’s pension plans. The Company presently 

anticipates contributing an additional $3.5 million to fund its pension plans in 2005 for a total of $6.6 million.  
  
(11) EQUITY TRANSACTIONS  
  

   

Pension Benefits

  

Other Postretirement Benefits 

   

Thirteen 
weeks ended
July 3, 2005

  

Three months
ended 

June 30, 2004 
  

Thirteen 
weeks ended 
July 3, 2005 

  

Three months
ended 

June 30, 2004 

Service cost   $ 437  $ 382  $ 206  $ 331
Interest cost    1,479   1,386  534   802
Expected return on plan assets    (1,438)  (1,508) —     —  
Amortization of prior service cost    22   —     (1,032)   —  
Amortization of net loss    —     —    227   —  
      

Net periodic benefit cost   $ 500  $ 260  $ (65)  $ 1,133
      

   

Pension Benefits

  

Other Postretirement Benefits 

   

Twenty-six
weeks ended
July 3, 2005

  

Six months
ended 

June 30, 2004 
  

Twenty-six 
weeks ended 
July 3, 2005 

  

Six months 
ended 

June 30, 2004 

Service cost   $ 864  $ 580  $ 411  $ 442
Interest cost    2,940  1,868 1,067   1,068
Expected return on plan assets    (2,859)  (2,010)  —     —  
Amortization of prior service cost    44   —    (2,064)   —  
Amortization of net loss    —     —    453   —  
      

Net periodic benefit cost   $ 989  $ 438  $ (133)  $ 1,510
      

On February 27, 2004, the Company received net proceeds of $229.6 million from the issuance of 100 shares of Common Stock 
to SCIC and the retirement of all outstanding shares of Solo Illinois’ Class A and Class B common stock. In order to fund this 
purchase of stock in the Company, SCIC issued $240.0 million of convertible participating preferred stock (“CPPS”) to Vestar. The 
CPPS pays cash dividends at a rate of 10.0% per annum on an amount equal to the sum of the original purchase price of the CPPS 
plus all accrued and unpaid dividends. Dividends will accumulate to the extent not paid, whether or not earned or declared. SCIC is 
required to redeem the CPPS for an amount in cash equal to its original purchase price plus all accrued and unpaid dividends on the 
eleventh anniversary of its issuance, and is subject to other accelerated redemption clauses. The Company, at its option and election, 
may redeem in whole or in part the outstanding shares of CPPS or other securities issued by SCIC on or after the third anniversary 
through the seventh anniversary of its issuance. The CPPS may be converted into common shares of SCIC at any time, subject to 
certain limitations, at the option of the holders. Mandatory conversion occurs upon the closing of an Initial Public Offering. The 
Company provides no guarantees with respect to these obligations of SCIC.  
  

During 2004, $4.1 million of capital was contributed to the Company by SCIC. This includes $0.8 million of proceeds that were 
received by SCIC from certain Company employees upon the issuance of SCIC’s CPPS. The remaining $3.3 million represents the 
issuance of 3,283 Convertible Preferred Units (“CPUs”) to certain Company employees in settlement of deferred compensation 
liabilities (Note 12). In the second quarter of 2005, as the result of an employee’s separation from the Company, $1.3 million of this 
capital contribution was returned to SCIC as a dividend and 1,267 of CPUs were canceled. No other dividends were paid in 2005. For 
the six months ended June 30, 2004, the Company paid dividends of $13.0 million to shareholders of Solo Illinois.  
  

(Continued) 
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(11) EQUITY TRANSACTIONS (Continued)  
  

In 2005, an additional $0.1 million of capital was contributed to the Company by SCIC, reflecting proceeds that were received 
by SCIC from a Company employee upon the issuance of SCIC’s CPPS.  
  
(12) STOCK-BASED COMPENSATION  
  

SCIC, the Company’s parent, has a management investment and incentive compensation plan for certain key employees of the 
Company. Under this plan, SCIC has reserved 1.4 million shares of common stock and 5,000 shares of CPPS for issuance. The 
accounting impact of this plan is recorded in the financial statements of the Company as the plan relates to employees of the 
Company.  
  

CPUs  
  

During the second quarter of 2004, SCIC issued 3,283 CPUs to certain Company employees in settlement of $3.3 million of 
deferred compensation liabilities. The fair value of the CPUs granted by SCIC was linked to the fair market value of one share of 
CPPS. For CPUs, compensation expense is recognized periodically based on changes in the fair value of the CPU relative to the 
grant-date fair value of the CPU. During the twenty-six weeks ended July 3, 2005, the Company recorded compensation expense and 
additional paid-in capital of $23 thousand reflecting dividends declared by SCIC on those instruments.  
  

Based on a conversion rate of 21.13 shares of common stock for each share of CPPS, the fair market value of SCIC common 
stock as of July 3, 2005 was $42.09 per share, as determined by the Company. The Company obtains an independent valuation on an 
annual basis and updates the calculation internally on a quarterly basis. CPUs do not have voting rights and are in certain 
circumstances convertible to SCIC common stock or CPPS. The issuance of CPUs by SCIC in settlement of deferred compensation 
liabilities of the Company totaling $3.3 million was recorded as additional paid-in capital in 2004.  
  

Stock Options  
  

During 2004, SCIC granted to employees 1,249,255 options to purchase shares of SCIC common stock with an exercise price 
equal to the fair market value of the common stock at the date of grant of $47.32. Included in these grants were 499,698 options that 
are conditional upon the Company achieving certain defined performance targets. The time-based options vest over a period of four 
years and the performance-based options vest over a period of five years. All options expire 10 years after the grant date. During the 
twenty-six weeks ended July 3, 2005, SCIC granted to employees 157,060 options to purchase shares of SCIC common stock with an 
exercise price of $47.32. Included in these grants were 62,820 performance-based options and 94,240 time-based options. These 
options have the same terms and conditions as the options granted in 2004. During the twenty-six weeks ended July 3, 2005, 42,377 
time-based options and 28,251 performance-based options were forfeited. No options have been exercised to date. As of July 3, 2005, 
1,335,687 options were outstanding under the plan and 168,541 time-based options were exercisable.  
  

The Company accounts for stock-based compensation arrangements in accordance with the provisions of Accounting Principles 
Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and complies with the disclosure provisions of SFAS 
No. 123, “Accounting for Stock-Based Compensation.” No stock-based employee compensation cost for options is reflected in the 
reported results of operations, as all options granted had an exercise price equal to the market value of the underlying common stock 
on the date of grant. The Company will adopt SFAS No. 123 (Revised 2004), “Share-Based Payment” in the first quarter of 2006, but 
has not yet determined which of the adoption methods it will use.  
  

(Continued) 
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(12) STOCK-BASED COMPENSATION (Continued) 
  

The following table illustrates the effect on net income (loss) assuming the Company had applied the fair value recognition 
provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” to all awards of common stock options (in thousands):  
  

  
The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with the 

following weighted-average assumptions:  
  

  
(13) ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)  
  

   

Thirteen weeks
ended 

July 3, 2005 
  

Three months
ended 

June 30, 2004 
  

Twenty-six 
weeks ended
July 3, 2005 

  

Six months
ended 

June 30, 2004

 

Net income (loss), as reported  $ 3,945  $ 6,171 $ (14,623) $ (52,498)
Add: Total stock-based employee compensation expense 

included in net income (loss), net of related tax effects   14   —    75   —   
Deduct: Total stock-based employee compensation expense 

determined under fair value based method, net of related tax 
effects   (501)  (536) (976)  (605)

      

Pro forma net income (loss)   $ 3,458  $ 5,635  $ (15,524) $ (53,103)
      

Risk-free interest rate    3.8%
Stock volatility    —   
Expected life in years    7 
Expected dividend yield    —   
Weighted-average fair value of options granted   $10.98 

The components of accumulated other comprehensive income (loss) are as follows (in thousands):  
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July 3,
2005

  

December 31,
2004 

 

Foreign currency translation adjustments   $ 4,653  $ 10,504 
Minimum pension liability adjustments, net of tax    (6,902)  (6,902)
Unrealized investment gain, net of tax    559  435 
Unrealized gain on cash flow hedge, net of tax    2,895  2,552 
   

Accumulated other comprehensive income   $ 1,205  $ 6,589 
    



(14) RELATED PARTY TRANSACTIONS  
  

Robert L. Hulseman, who is John F. Hulseman’s brother and the husband of Sheila M. Hulseman, and is the Chairman and Chief 
Executive Officer of the Company, received salary and benefits of $289,244 and $276,184 for the thirteen weeks ended July 3, 2005 
and the three months ended June 30, 2004, respectively. He received salary and benefits of $565,428 and $552,368 for the twenty-six 
weeks ended July 3, 2005 and the six months ended June 30, 2004, respectively. John F. Hulseman, who is Robert L. Hulseman’s 
brother and the husband of Georgia S. Hulseman, and is the Vice Chairman of the Company, received salary and benefits of $276,382 
and $276,184 for the thirteen weeks ended July 3, 2005 and the three months ended June 30, 2004, respectively. He received salary 
and benefits of $552,566 and $552,368 for the twenty-six weeks ended July 3, 2005 and the six months ended June 30, 2004, 
respectively. Sheila M. Hulseman and Georgia S. Hulseman are also Directors on the Company’s Board.  
  

In the first quarter of 2004, SCIC paid to Vestar a one-time $4.0 million advisory fee and reimbursed specified out of pocket 
expenses of Vestar. Also in the first quarter of 2004, the Company and SCIC entered into a management agreement with SCC 
Holding providing for, among other things, the payment by SCIC of an annual advisory fee of $2.5 million. At the same time, SCIC 
entered into a management agreement with Vestar pursuant to which SCIC will pay Vestar an $800,000 annual advisory fee, plus 
reimbursement of its expenses. Pursuant to these management agreements, the Company incurred $1.7 million and $1.1 million of 
expense for advisory fees for the twenty-six weeks ended July 3, 2005 and the six months ended June 30, 2004, respectively.  
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(15) SEGMENTS  
  

The Company manages and evaluates its operations in three reportable segments: North America, Europe and Asia-Pacific. All 
of these segments produce a broad array of disposable food service products, which are available in paper, plastic and foam. The 
operating segments are managed separately based on the products and requirements of the different markets. North America includes 
all U.S. entities, Canada, Mexico, Corporate and Puerto Rico; Europe includes all U.K. entities and Denmark; and Asia-Pacific 
includes all Japanese entities and Australia; Other includes Panama.  
  

The accounting policies of the operating segments are the same as those described in Note 2 to the consolidated financial 
statements in the Company’s 2004 Form 10-K. Segment operating results are measured based on operating income (loss). 
Intersegment net sales are accounted for on an arm’s length pricing basis.  
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(in thousands) 
    

North 
America 

  

Europe 
  

Asia- 
Pacific 

  

Other

  

Total 
Segments 

  

Eliminations

  

Total 

Thirteen weeks ended July 3, 2005                             

Net sales from external customers   $ 608,372  $21,897  $27,315  $ 3,025  $ 660,609  $ (6,107) $ 654,502
Intersegment net sales    5,875   —     —     232   6,107   (6,107)  —  
Operating income    23,371   1,148   2,245   115  26,879   (27)  26,852

Twenty-six weeks ended July 3, 2005                             

Net sales from external customers   $1,114,571  $41,819  $50,074  $ 5,850  $1,212,314  $ (11,719) $1,200,595
Intersegment net sales    11,173   —     —     546  11,719   (11,719)  —  
Operating income    9,951   2,039   1,305   355  13,650   19   13,669

At July 3, 2005                        
Total assets   $1,837,152  $86,401  $72,580  $12,572  $2,008,705  $ (48,176) $1,960,529

Three months ended June 30, 2004                             

Net sales from external customers   $ 554,292  $18,868  $28,039  $ 2,815  $ 603,936  $ (6,086) $ 597,850
Intersegment net sales    5,578   —     —     508  6,086   (6,086)  —  
Operating income    23,280   1,592   1,170   185  26,227   22   26,249

Six months ended June 30, 2004                             

Net sales from external customers   $ 842,558  $35,948  $51,297  $ 5,842  $ 935,645  $ (10,499) $ 925,146
Intersegment net sales    9,631   —     —     868   10,499   (10,499)  —  
Operating income    12,246   2,974   1,830   413  17,463   22   17,485

At December 31, 2004                             

Total assets   $1,771,207  $90,269  $78,762  $11,822  $1,952,060  $ (48,274) $1,903,786



(15) SEGMENTS (Continued)  
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(in thousands) 
    

Thirteen weeks
ended 

July 3, 2005 
  

Twenty-six weeks
ended 

July 3, 2005 
 

Revenues:          

Total segments and other net sales   $ 660,609  $ 1,212,314 
Eliminations of intersegment net sales    (6,107) (11,719)
    

Total consolidated net sales  $ 654,502  $ 1,200,595 
    

Operating income (loss):          

Total segment operating income   $ 26,852  $ 13,669 
Interest expense, net of interest income of $99 and $188    (18,209) (35,282)
Foreign currency exchange loss, net    (2,037) (2,844)
Other income, net    58  171 
    

Total consolidated income (loss) before income taxes and minority interest   $ 6,664  $ (24,286)
   

(in thousands) 
    

At July 3, 2005

 

Assets:      

Total segments   $ 2,008,705 
Eliminations of intersegment receivables    (48,176)
   

Total consolidated assets   $ 1,960,529 
   



(16) GUARANTOR NOTE 
  

On February 27, 2004, with an effective date of February 22, 2004, the Company acquired SF Holdings. The Company partially 
funded this acquisition through the issuance of the 8.5% Senior Subordinated Notes. The 8.5% Senior Subordinated Notes are fully 
and unconditionally guaranteed, on a joint and several basis, by certain of the Company’s subsidiaries. The consolidated guarantors 
include: Solo Cup Company; Solo Management Company; P.R. SOLO CUP, INC.; SOLO TEXAS LLC; SF Holdings Group, Inc.; 
Sweetheart Cup Company, Inc.; Lily-Canada Holding Corporation; Cupcorp, Inc.; Newcup LLC; EMERALD LADY INC.; Solo Cup 
(UK) Limited; Insulpak Holdings Limited; Solo Cup Europe Limited; and Solo Manufacturing LLC. The following tables present the 
financial information for the guarantors and non-guarantors of the 8.5% Senior Subordinated Notes, in accordance with Rule 3-10 of 
Regulation S-X:  
  

  

  

Condensed Consolidated Balance Sheet 
July 3, 2005 

(In thousands) 

   

Guarantors 
  

Non- 
Guarantors

  

Eliminations

  

Consolidated

Assets                 

Current assets:                 

Cash and cash equivalents  $ 10,261  $ 9,961  $ —    $ 20,222
Cash in escrow    15,000   —     —     15,000
Accounts receivable:                 

Trade    237,869  46,604   —     284,473
Other    27,019  —     (14,010)  13,009

Inventories    368,161  27,087   (444)  394,804
Deferred income taxes    51,334  939   —     52,273
Prepaid expenses and other current assets   43,135  5,594   —     48,729

       

Total current assets   752,779  90,185   (14,454)  828,510
Property, plant and equipment, net    722,088   72,752   —     794,840
Goodwill and intangible assets, net    280,927  3,185   —     284,112
Other assets    101,309  3,636   (51,878)  53,067
       

Total assets   $1,857,103  $169,758  $ (66,332) $1,960,529
       

Liabilities and Shareholder’s Equity                 

Current liabilities:                 

Accounts payable  $ 140,939  $ 36,900  $ (14,035) $ 163,804
Accrued expenses and other current liabilities    145,174   19,116   —     164,290
Short-term debt    —   2,865   —     2,865
Current maturities of long-term debt    6,500  2,161   —     8,661

       

Total current liabilities    292,613  61,042   (14,035)  339,620
Long-term debt, net of current maturities    1,062,113  26,111   —     1,088,224
Deferred income taxes    32,693  5,483   —     38,176
Other liabilities   80,106  7,619   —     87,725
       

Total liabilities   1,467,525  100,255   (14,035)  1,553,745
Minority interest    —     785   —     785
Shareholder’s equity:                 

Common stock    —   2,114   (2,114)  —  
Additional paid-in capital    257,936  40,769   (40,769)  257,936
Retained earnings    133,387  22,885   (9,414)  146,858
Accumulated other comprehensive income (loss)    (1,745) 2,950   —     1,205

       

Total shareholder’s equity    389,578  68,718   (52,297)  405,999
       

Total liabilities and shareholder’s equity   $1,857,103  $169,758  $ (66,332) $1,960,529
     

(Continued) 
  

19 



(16) GUARANTOR NOTE (Continued)  
  

  
(Continued) 

  
20 

   

Condensed Consolidated Balance Sheet 
December 31, 2004 

(In thousands) 

  

Guarantors

  

Non-
Guarantors

 

Eliminations

  

Consolidated

Assets                 

Current assets:                 

Cash and cash equivalents   $ 9,541  $ 6,314  $ —    $ 15,855
Cash in escrow    15,000  —     —     15,000
Accounts receivable:                 

Trade   183,583  38,963   —     222,546
Other   31,606  2,385   (7,037)  26,954

Inventories    332,725   19,820   (168)  352,377
Deferred income taxes    51,333  1,261   —     52,594
Prepaid expenses and other current assets    40,884  6,327   —     47,211

        

Total current assets    664,672  75,070   (7,205)  732,537

Property, plant and equipment, net    758,204  70,546   —     828,750
Goodwill and intangible assets    274,047  3,233   —     277,280
Restricted cash   1,905  —    —     1,905
Other assets    110,923   4,147   (51,756)  63,314
      

Total assets   $1,809,751  $152,996  $ (58,961) $1,903,786
        

Liabilities and Shareholder’s Equity                 

Current liabilities:                 

Accounts payable   $ 131,621  $ 25,903  $ (7,041) $ 150,483
Accrued expenses and other current liabilities    150,725  16,449   —     167,174
Short-term debt   —    3,603   —     3,603
Current maturities of long-term debt    6,500   3,278   —     9,778

      
Total current liabilities    288,846   49,233   (7,041)  331,038

Long-term debt, less current maturities    975,992  28,755   —     1,004,747
Deferred income taxes    56,405  2,025   —     58,430
Other liabilities    73,419  7,929   —     81,348
        

Total liabilities    1,394,662  87,942   (7,041)  1,475,563

Minority interest    —    1,073   —     1,073

Shareholder’s equity:                 

Common stock   —    2,114   (2,114)  —  
Additional paid-in capital    259,080   40,769   (40,769)  259,080
Retained earnings    153,887  16,631   (9,037)  161,481
Accumulated other comprehensive income    2,122  4,467   —     6,589

        

Total shareholder’s equity    415,089  63,981   (51,920)  427,150
        

Total liabilities and shareholder’s equity   $1,809,751  $152,996  $ (58,961) $1,903,786
        



(16) GUARANTOR NOTE (Continued)  
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Consolidated Statement of Operations 
Thirteen weeks ended July 3, 2005 

(In thousands) 
 

   

Guarantors

  

Non-
Guarantors

 

Eliminations

  

Consolidated

 
Net sales   $597,833  $ 73,805  $ (17,136) $ 654,502 
Cost of goods sold   515,482   62,040   (17,070)  560,452 
      

Gross profit   82,351   11,765   (66)  94,050 

Selling, general and administrative expenses   62,296   4,956   (61)  67,191 
Loss (gain) on sale of property, plant and equipment   10   (3)  —     7 
      

Operating income   20,045   6,812   (5)  26,852 

Interest expense, net   17,566   643   —     18,209 
Foreign currency exchange loss (gain), net   2,553   (516)  —     2,037 
Other (income) expense, net    4   (62)  —     (58)
     

Income (loss) before income taxes and minority interest    (78)  6,747   (5)  6,664 

Income tax provision   537   2,129       2,666 
Minority interest   —     53   —     53 
      

Net income (loss)   $ (615) $ 4,565  $ (5) $ 3,945 
      

   

Consolidated Statement of Operations 
Three Months Ended June 30, 2004 

(In thousands) 
 

   

Guarantors

  

Non-
Guarantors

  

Eliminations

  

Consolidated

 

Net sales   $547,363  $ 59,432  $ (8,945) $ 597,850 
Cost of goods sold   471,994   49,562  (8,940)  512,616 
      

Gross profit   75,369   9,870  (5)  85,234 

Selling, general and administrative expenses    54,993   5,299   (94)  60,198 
Gain on sale of property, plant and equipment   (1,213)  —     —     (1,213)
      

Operating income   21,589   4,571   89   26,249 

Interest expense, net   14,201   726   —     14,927 
Foreign currency exchange loss, net   598   401   —     999 
Other expense (income), net   5   (89)  —     (84)
      

Income before income tax and minority interest   6,785   3,533   89   10,407 

Income tax provision   2,358   1,797   (24)  4,131 
Minority interest   —     105  —     105 
      

Net income   $ 4,427  $ 1,631 $ 113  $ 6,171 
      



(16) GUARANTOR NOTE (Continued)  
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Consolidated Statement of Operations 
Twenty-six weeks ended July 3, 2005 

 

(In thousands)
    

Guarantors 
  

Non- 
Guarantors

  

Eliminations

  

Consolidated 
 

Net sales   $1,099,490  $131,351  $ (30,246) $1,200,595 
Cost of goods sold    975,680   112,152   (29,782)  1,058,050 
      

Gross profit    123,810   19,199   (464)  142,545 

Selling, general and administrative expenses    117,507   10,675   (87)  128,095 
Loss on sale of property, plant and equipment    778   3   —     781 
      

Operating income    5,525   8,521   (377)  13,669 

Interest expense, net   34,320  962   —     35,282 
Foreign currency exchange loss (gain), net    3,789   (945)  —     2,844 
Other (income) expense, net    3   (174)  —     (171)
      

Income (loss) before income taxes and minority interest    (32,587)  8,678   (377)  (24,286)

Income tax (benefit) provision    (12,087)  2,373       (9,714)
Minority interest    —     51   —     51 
      

Net income (loss)   $ (20,500) $ 6,254  $ (377) $ (14,623)
      

   

Consolidated Statement of Operations 
Six months ended June 30, 2004 

 

(In thousands)
   

Guarantors 
 

Non- 
Guarantors

 

Eliminations

  

Consolidated 
 

Net sales   $ 841,719  $ 97,048  $ (13,621) $ 925,146 
Cost of goods sold    735,320   81,177   (13,509)  802,988 
      

Gross profit    106,399   15,871   (112)  122,158 

Selling, general and administrative expenses    96,833   9,174   (124)  105,883 
Gain on sale of property, plant and equipment    (1,210)  —    —     (1,210)
      

Operating income    10,776   6,697   12   17,485 

Interest expense, net    22,248   1,025   —     23,273 
Prepayment penalties    30,690   —    —     30,690 
Foreign currency exchange (gain) loss, net   (444)  69   —     (375)
Other expense, net    965   635   —     1,600 
    

Income (loss) before income tax and minority interest    (42,683)  4,968   12   (37,703)

Income tax provision    12,098   2,605   (24)  14,679 
Minority interest    —     116   —     116 
      

Net income (loss)   $ (54,781) $ 2,247  $ 36  $ (52,498)
      



(16) GUARANTOR NOTE (Continued)  
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Condensed Consolidated Statement of
Cash Flows 

Twenty-six weeks ended July 3, 2005 
(In thousands) 

 

   

Guarantors

  

Non- 
Guarantors

  

Consolidated

 

CASH FLOWS FROM OPERATING ACTIVITIES             

Net cash (used in) provided by operating activities   $ (61,726) $ 11,490  $ (50,236)

CASH FLOWS FROM INVESTING ACTIVITIES              

Purchase of property, plant and equipment    (28,262)  (5,186)  (33,448)
Proceeds from sale of property, plant and equipment    6,122   6   6,128 

     

Net cash used in investing activities    (22,140)  (5,180)  (27,320)

CASH FLOWS FROM FINANCING ACTIVITIES              

Net borrowings under revolving credit facilities    88,273   (502)  87,771 
Contribution of capital from parent    100   —     100 
Return of capital to parent    (1,267)  —     (1,267)
Repayments of the term notes    (3,244)  (1,175)  (4,419)
Net repayments of other debt    —     (850)  (850)
Debt issuance costs    (1,098)  (2)  (1,100)
Decrease in restricted cash    1,905   —     1,905 

     

Net cash provided by (used in) financing activities    84,669   (2,529)  82,140 

Effect of exchange rate changes on cash    (83)  (134)  (217)
     

NET INCREASE IN CASH AND CASH EQUIVALENTS    720   3,647   4,367 

Cash and cash equivalents, beginning of period    9,541   6,314   15,855 
     
Cash and cash equivalents, end of period   $ 10,261  $ 9,961  $ 20,222 
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Condensed Consolidated Statement
of Cash Flows 

Six months ended June 30, 2004 
(In thousands) 

 

   

Guarantors

  

Non-
Guarantors

  

Consolidated

 

CASH FLOWS FROM OPERATING ACTIVITIES             

Net cash (used in) provided by operating activities   $ (41,022) $ 15,109  $ (25,913)

CASH FLOWS FROM INVESTING ACTIVITIES              

Payment for business acquisition, net of cash acquired    (874,734)  —     (874,734)
Purchase of property, plant and equipment    (14,648)  (3,033)  (17,681)
Proceeds from sale of property, plant and equipment    1,741   265   2,006 
Increase in cash in escrow    (4,997)  —     (4,997)

     

Net cash used in investing activities    (892,638)  (2,768)  (895,406)

CASH FLOWS FROM FINANCING ACTIVITIES             

Net borrowings under revolving credit facilities    24,263   537   24,800 
Borrowings under the term notes    650,000   —     650,000 
Borrowings under the 8.5% Senior Subordinated Notes    325,000   —     325,000 
Borrowings under the Securitization Facility    5,000   —     5,000 
Borrowings under the 364-day revolving credit agreement    16,500   —     16,500 
Proceeds from sale of common stock    230,463   —     230,463 
Repayments of the 7.08% Senior Notes    (160,000)  —     (160,000)
Repayments of the 3.67% Yen-denominated Senior Notes    (44,170)  —     (44,170)
Repayments of interest rate swap    (1,656)  —     (1,656)
Repayments of the Securitization Facility    (27,800)  —     (27,800)
Repayments of the 364-day revolving credit agreement    (29,500)  —     (29,500)
Repayments of the term notes    (1,625)  —     (1,625)
Repayments of other debt    (657)  (1,704)  (2,361)
Debt issuance costs    (31,497)  —     (31,497)
Dividends paid    (13,008)  —     (13,008)
Decrease in restricted cash    234   —     234 

     

Net cash provided by (used in) financing activities    941,547   (1,167)  940,380 

Effect of exchange rate changes on cash    (21)  30   9 
     

NET INCREASE IN CASH AND CASH EQUIVALENTS    7,866   11,204   19,070 

Cash and cash equivalents, beginning of period    1,987   1,282   3,269 
     

Cash and cash equivalents, end of period   $ 9,853  $ 12,486  $ 22,339 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 
  

Refer to the Company’s 2004 Form 10-K for management’s discussion and analysis of the financial condition and results of 
operations of the Company and its subsidiaries for the year ended December 31, 2004. The following is management’s discussion and 
analysis of the financial condition and results of operations of the Company for the thirteen and twenty-six weeks ended July 3, 2005.  
  

On February 27, 2004, with an effective date of February 22, 2004, we acquired 100.0% of the outstanding capital stock of SF 
Holdings Group, Inc. (“SF Holdings Acquisition”). In 2004, our consolidated financial position and results of operations include the 
accounts of SF Holdings for the period from February 22, 2004. Our discussion of the year to date results for 2005 compared to 2004 
is partially driven by the effect of the SF Holdings Acquisition. Amounts for the six months ended June 30, 2004 include the results 
of SF Holdings from February 22, 2004. Amounts for the twenty-six weeks ended July 3, 2005 include the results of SF Holdings for 
the entire period.  
  

Refer to the Company’s 2004 Form 10-K for management’s discussion and analysis which includes a discussion of integration 
activities related to the SF Holdings Acquisition.  
  
General  
  

We are a leading global producer and marketer of disposable foodservice products and have served our industry for over 60 
years. We manufacture one of the broadest product lines of cups, lids, food containers, plates, bowls, portion cups, stirrers, straws, 
cutlery, napkins, placemats, tablecovers and food packaging containers in the industry, with products available in plastic, paper and 
foam. We are recognized for product innovation and customer service, and our products are known for their quality, reliability and 
consistency. Our products are marketed primarily under the Solo

®
 and Sweetheart

®
 brands, as well as Jack Frost

®
, Trophy

®
, 

Hoffmaster
®
, and Creative Expressions

®
. We are one of the leading suppliers of branded disposable cups and plastic plates and bowls 

to consumer customers in the United States. In addition to our branded products, we provide a majority of our product lines to our 
customers under private label. We currently operate manufacturing facilities and warehouse distribution centers in North America, 
Japan, the United Kingdom and Panama, and we sell our products worldwide.  
  

As reported in the Company’s Form 8-K filed with the SEC on June 24, 2005, the Company’s Board of Directors approved a 
change in the Company’s fiscal year from the year ended December 31 to the 52- or 53-week period ending on the last Sunday in 
December except that fiscal year 2005 will end on January 1, 2006. All subsequent fiscal years will end on the last Sunday in 
December.  
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Thirteen Weeks Ended July 3, 2005 Compared to the Three Months Ended June 30, 2004 
  

  
Net sales increased $56.7 million, or 9.5%, for the thirteen weeks ended July 3, 2005 compared to the prior year period. The 

increase in net sales reflected a 6.2% increase in sales volume and a 3.3% increase in average realized sales price as compared to the 
three months ended June 30, 2004. The increase in volume reflects the favorable result of our efforts during 2005 to execute our 
business strategy and capitalize on our consolidation activities. The increase in average realized sales price reflects pricing increases 
implemented in response to higher raw material costs, which were limited by competitive pressure.  
  

For the thirteen weeks ended July 3, 2005, gross profit increased $8.8 million compared to the prior year period. As a percentage 
of net sales, gross profit was 14.4% in the second quarter of 2005 versus 14.3% in the second quarter of 2004. The increase in gross 
profit was driven by increased sales volumes offset by higher raw material costs.  
  

Selling, general and administrative expenses increased $7.0 million for the thirteen weeks ended July 3, 2005 compared to the 
three months ended June 30, 2004. As a percentage of net sales, selling, general and administrative expenses were 10.3% in the 
second quarter of 2005 versus 10.1% in the second quarter of 2004. Increased expenses for the current period include costs associated 
with consolidating our information technology infrastructure as a result of the SF Holdings Acquisition. Selling, general and 
administrative expenses also include approximately $5.8 million of integration costs associated with the SF Holdings Acquisition, 
compared to approximately $7.9 million in the prior year period.  
  

For the thirteen weeks ended July 3, 2005, interest expense, net increased $3.3 million compared to the prior year period. This 
increase is primarily attributed to increased borrowings under the domestic revolving credit facility. These borrowings were used to 
support working capital requirements resulting from increased sales in addition to increased inventory levels necessitated by our 
manufacturing facilities integration.  
  

Loss (gain) on sale of property, plant and equipment in the three months ended June 30, 2004 includes a $1.2 million gain on the 
sale of undeveloped land located in Santa Paula, California.  
  

Foreign currency exchange loss, net increased $1.0 million for the thirteen weeks ended July 3, 2005 compared to the prior year 
period. The higher loss in the current period resulted primarily from the United Kingdom pound sterling denominated inter-company 
debt.  
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(in thousands) 
  

  
Thirteen 

weeks ended
July 3, 2005 

 

 
Three months

ended 
June 30, 2004 

 

 

Favorable / (Unfavorable)

 

    

$ 
  

%

 

Net sales   $ 654,502  $ 597,850  $ 56,652  9.5%
Cost of goods sold   560,452   512,616   (47,836)  (9.3)
        

Gross profit   94,050   85,234   8,816  10.3

Selling, general and administrative expenses   67,191  60,198   (6,993) (11.6)
Loss (gain) on sale of property, plant and equipment    7   (1,213)  (1,220)  (100.6)
     

Operating income    26,852   26,249   603  2.3 

Interest expense, net   18,209   14,927   (3,282)  (22.0)
Foreign currency exchange loss (gain), net   2,037   999   (1,038)  (103.9)
Other (income) expense, net   (58)  (84)  (26)  (31.0)
        

Income before income taxes and minority interest   6,664   10,407   (3,743)  (36.0)

Income tax provision   2,666   4,131   1,465  35.5
Minority interest   53   105   52  49.5
        

Net income   $ 3,945 $ 6,171  $ (2,226) (36.1)%
        



Twenty-six Weeks Ended July 3, 2005 Compared to the Six Months Ended June 30, 2004 
  

On February 27, 2004, with an effective date of February 22, 2004, we acquired 100.0% of the outstanding capital stock of SF 
Holdings Group, Inc. (“SF Holdings Acquisition”). Amounts for the twenty-six weeks ended July 3, 2005 include the results of SF 
Holdings for the entire period. Amounts for the six months ended June 30, 2004 include the results of SF Holdings from February 22, 
2004.  
  

  
Net sales increased $275.4 million for the twenty-six weeks ended July 3, 2005 compared to the prior year period. This includes 

$185.8 million of increased sales volume resulting from the SF Holdings Acquisition. The remaining increase in net sales of $89.6 
million, or 9.7%, reflects a 7.8% increase in average realized sales price and a 1.9% increase in sales volume as compared to the six 
months ended June 30, 2004. The increase in average realized sales price reflects the impact of pricing increases implemented in 
response to higher raw material costs, limited by competitive pressure.  
  

For the twenty-six weeks ended July 3, 2005, gross profit increased $20.4 million compared to the prior year period. This 
includes a $21.4 million increase resulting from the SF Holdings Acquisition partially offset by the impact of our inability to pass 
through all raw material cost increases due to competitive pressure. As a percentage of net sales, gross profit was 11.9% in the first 
half of 2005 versus 13.2% in the first half of 2004.  
  

Selling, general and administrative expenses increased $22.2 million for the twenty-six weeks ended July 3, 2005 compared to 
the prior year period. This includes an increase of $15.6 million representing two additional months of SF Holdings in 2005 versus 
2004. The remaining increase of $6.6 million is primarily costs associated with consolidating our information technology 
infrastructure as a result of the SF Holdings Acquisition. As a percentage of net sales, selling, general and administrative expenses 
were 10.7% in the first half of 2005 versus 11.4% in the first half of 2004. Integration costs were approximately $13.7 million for the 
twenty-six weeks ended July 3, 2005 compared to approximately $15.1 million for the six months ended June 30, 2004.  
  

Loss (gain) on sale of property, plant and equipment in the six months ended June 30, 2004 includes a $1.2 million gain on the 
sale of undeveloped land located in Santa Paula, California.  
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(in thousands) 
  

  
Twenty-six

weeks ended 
July 3, 2005

 

 
Six months

ended 
June 30, 2004

 

 

Favorable/ (Unfavorable)

 

    

$ 
  

%

 

Net sales   $1,200,595  $ 925,146  $ 275,449  29.8%
Cost of goods sold    1,058,050  802,988   (255,062) (31.8)
        

Gross profit    142,545  122,158   20,387  16.7 

Selling, general and administrative expenses    128,095  105,883   (22,212) (21.0)
Loss (gain) on sale of property, plant and equipment    781  (1,210)  (1,991) (164.5)
        

Operating income    13,669  17,485   (3,816) (21.8)

Interest expense, net   35,282  23,273  (12,009) (51.6)
Prepayment penalties    —     30,690   30,690  * 
Loss on debt extinguishment    —   916   916  * 
Foreign currency exchange loss (gain), net    2,844  (375)  (3,219) * 
Other (income) expense, net    (171) 684   855  125.0 
        

Loss before income taxes and minority interest    (24,286) (37,703)  13,417  35.6 

Income tax (benefit) provision    (9,714) 14,679   24,393  166.2 
Minority interest    51  116   65  56.0 
        

Net loss   $ (14,623) $ (52,498) $ 37,875  72.1%
     

* Not meaningful 



For the twenty-six weeks ended July 3, 2005, interest expense, net increased $12.0 million compared to the prior year period. 
This increase is primarily attributed to increased borrowings under the domestic revolving credit facility. These borrowings were used 
to support working capital requirements resulting from increased sales in addition to increased inventory levels necessitated by our 
manufacturing facilities integration. In addition, interest expense in the first half of 2005 includes six months of interest associated 
with the 8.5% Senior Subordinated Notes issued in connection with the SF Holdings Acquisition, while 2004 includes only four 
months of interest expense on these notes.  
  

Prepayment penalties were $30.7 million for the six months ended June 30, 2004. This expense was attributed to the prepayment 
fees associated with early extinguishment of the 7.08% senior notes due 2011 and the 3.67% Yen-denominated senior notes due 2008. 
  

Loss on debt extinguishment was $0.9 million for the six months ended June 30, 2004. This loss was due to the write off of debt 
issuance costs resulting from the extinguishment of 7.08% senior notes due 2011 and 3.67% Yen-denominated senior notes due 2008. 
  

Foreign currency exchange loss, net increased $3.2 million for the twenty-six weeks ended July 3, 2005 compared to the prior 
year period. The higher loss in the current period resulted primarily from the United Kingdom pound sterling denominated inter-
company debt.  
  

For the twenty-six weeks ended July 3, 2005, an income tax benefit of $9.7 million was recorded as a result of the loss before 
income taxes and minority interest of $24.3 million compared to an income tax provision of $14.7 million for the six months ended 
June 30, 2004. Income tax provision for the six months ended June 30, 2004 resulted primarily from a $29.8 million expense due to 
the Company’s change in tax filing status from subchapter S to subchapter C of the Internal Revenue Code in the United States. This 
expense was partially offset by a tax benefit of $15.1 million resulting from the six month operating loss of $37.7 million.  
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Liquidity and Capital Resources  
  

Historically, we have relied on cash flows from operations and our revolving credit borrowings to finance our working capital 
requirements and capital expenditures.  
  

Net cash used in operating activities during the twenty-six weeks ended July 3, 2005 was $50.2 million compared to $25.9 
million during the six months ended June 30, 2004. The change from the prior period resulted primarily from the increase in 
inventory levels. An inventory build was executed to maintain customer service levels while relocating equipment as part of our on-
going integration efforts. Increased inventory levels were also required for certain products whose demand exceeds our production 
capacity during the summer months.  
  

Cash flows from operating activities during the twenty-six weeks ended July 3, 2005 include agreed-upon payments of $11.75 
million resulting from the February 2005 settlement with DSC Logistics, Inc. and related payments of approximately $2.8 million for 
attorney fees and contract execution costs.  
  

Working capital increased $87.4 million to $488.9 million at July 3, 2005 from $401.5 million at December 31, 2004. The 
increase reflects higher accounts receivable and inventory balances, partially offset by higher accounts payable. The activity in 
inventory and accounts payable was primarily driven by higher raw material costs combined with our planned inventory build. 
Accounts receivable activity was driven by increased sales dollars during the second quarter of 2005 compared to the fourth quarter of 
2004 as well as price increases caused by higher material costs.  
  

Net cash used in investing activities during the twenty-six weeks ended July 3, 2005 was $27.3 million. During the six months 
ended June 30, 2004, net cash used in investing activities was $895.4 million, which includes $874.7 million for the SF Holdings 
Acquisition.  
  

Capital expenditures during the twenty-six weeks ended July 3, 2005 were $33.4 million compared to $17.7 million during the 
six months ended June 30, 2004. Capital expenditures during the twenty-six weeks ended July 3, 2005 included $11.7 million for new 
production equipment, $17.2 million for integration related projects, $1.2 million for routine capital improvements, $1.7 million for 
renovations and equipment conversions, $0.9 million for building and land improvements, and $0.7 million for various other projects. 
Capital expenditures funding was primarily provided by the revolving credit borrowings.  
  

Net cash provided by financing activities during the twenty-six weeks ended July 3, 2005 was $82.1 million compared to $940.4 
million during the six months ended June 30, 2004. This decrease resulted primarily from 2004 activity related to the SF Holdings 
Acquisition including (i) borrowings under our credit facilities, (ii) the issuance of the 8.5% senior subordinated notes due 2014 and 
(iii) proceeds from the sale of common stock. This activity was partially offset by (i) repayment of the 7.08% senior notes due 2011, 
(ii) repayment of the 3.67% Yen-denominated senior notes due 2008, (iii) repayment of a $27.8 million securitization facility, (iv) 
payment of debt issuance costs and (vi) payment of dividends. In 2005, net borrowings under revolving credit facilities increased 
$63.0 million. The increased funding was used to support working capital requirements resulting from increased sales in addition to 
increased inventory levels necessitated by our manufacturing facilities integration.  
  

Short-term debt  
  

At July 3, 2005, we had approximately 320 million Yen (approximately $2.9 million) of short-term borrowings with Japanese 
banks. These borrowings have various termination dates and have no restrictive covenants. The interest rate on these borrowings 
ranges between 0.80% and 1.375% per year.  
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Long-term debt  
  

The following is a summary of our long-term debt at July 3, 2005 (in thousands):  
  

  
The following is a summary of our committed revolving credit facilities at July 3, 2005 (in thousands):  

  

  
Canadian Credit Facility  

  

   

July 3, 2005 

Long-term debt:     

8.5% Senior Subordinated Notes   $ 325,000
Senior Credit Facility – Term Loan    641,875
Senior Credit Facility – Revolver    117,000
Canadian Credit Facility – Term Loan    9,707
Canadian Credit Facility – Revolver    414
Capital lease obligations    2,889

   
Total long-term debt    1,096,885
Less - Current maturities of long-term debt    8,661

   

Long-term debt, net of current maturities   $1,088,224
   

  

Commitment
Amount 

  

Amounts 
Outstanding

  

Letters of 
Credit (1) 

  

Unused 
Capacity

Senior Credit Facility:                 

Revolving facility   $ 150,000  $ 117,000  $12,842  $20,158
Canadian Credit Facility:                 

Revolving facility    11,419   414   —     11,005
         
   $ 161,419  $ 117,414  $12,842  $31,163
         

(1) Availability of the credit facilities is reduced by letters of credit issued under the facilities. 

Borrowings under the revolving credit facility bear interest at the Canadian prime rate plus 0.50% or the Canadian bankers 
acceptance rate plus 1.75%, at our option. Term loan borrowings bear interest at the Canadian prime rate plus 0.75% or the Canadian 
bankers acceptance rate plus 2.00%, at our option. As of July 3, 2005, borrowings under the revolving credit facility and the term loan 
carried effective interest rates of 4.31% and 4.56%, respectively. As of July 3, 2005, CAD 13.7 million (approximately $11.0 million) 
was available under the revolving facility and the term loan balance was CAD 12.1 million (approximately $9.7 million).  
  

Senior Credit Facility  
  

On February 27, 2004, we entered into credit facilities comprised of a $150.0 million revolving credit facility maturing in 2010 
and a $650.0 million term loan facility maturing in 2011 (“Senior Credit Facility”). The revolver is principally used for working 
capital purposes, and the term loan was used to finance the acquisition and related transactions.  
  

On March 31, 2005, we entered into an agreement to amend the Senior Credit Facility. The amendment changes the borrowing 
margin used to calculate interest on the term loans under the Senior Credit Facility. For purposes of calculating interest, term loans 
under the Senior Credit Facility are designated as Eurodollar rate loans or, in certain circumstances, base rate loans. Under the 
original agreement, Eurodollar rate loans bore interest at the British Bankers Association Interest Settlement Rate for deposits in 
dollars plus a borrowing margin. Base rate loans bore interest at (a) the greater of (i) the rate most recently announced by Bank of 
America as its “prime rate” or (ii) the Federal Funds Rate plus .5% of 1% per annum, plus (b) a borrowing margin. The margin for 
term loans was a range based on the Company’s leverage ratio. For Eurodollar rate loans, the range was 2.25% to 2.50%. For base 
rate loans, the range was 1.25% to 1.50%. The terms of the amendment provide that the borrowing margin for term loans be 2.00% on 
Eurodollar rate loans and 1.00% on base rate loans.  
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The amendment also changes the schedule for quarterly principal payments. The original agreement provided scheduled 
principal payments of $1.625 million per quarter through February 27, 2006, $6.25 million per quarter from May 27, 2006 through 
February 27, 2008, and $12.5 million per quarter from May 27, 2008 through November 27, 2010, with a balloon payment of $449.5 
million due on February 27, 2011. The terms of the amendment provide for scheduled principal payments of $1.625 million per 
quarter through November 27, 2010, with a balloon payment of $606.125 million due on February 27, 2011. All mandatory quarterly 
prepayments have been made to date.  
  

As of July 3, 2005, the weighted average annual interest rate applicable to Eurodollar rate loans was 5.19% and the weighted 
average annual interest rate applicable to base rate loans was 8.00%. During the thirteen weeks ended July 3, 2005, the weighted 
average annual interest rate for the Senior Credit Facility was 5.18%. At July 3, 2005, the interest rate on the term loan facility was 
5.09% and 6.52% on the revolving credit facility.  
  

A commitment fee of 0.50% on the unused portion of the credit facilities is payable on a quarterly basis.  
  

We may make optional prepayments on either the credit facility or the term loan in million dollar increments with a minimum 
prepayment of $10.0 million.  
  

We are required to make a mandatory annual prepayment of the term loan facility and the revolving credit facility in an amount 
equal to 50.0% of excess cash flow, as defined, when the consolidated leverage ratio, as defined, is 3.5x or greater, or 25.0% of 
excess cash flow when the Company’s consolidated leverage ratio is less than 3.5x. In addition, we are required to make a mandatory 
prepayment of the term loan facility and the revolving credit facility with, among other things: (i) 100.0% of the net cash proceeds of 
any property or asset sale, subject to certain exceptions and reinvestment requirements; (ii) 100.0% of the net cash proceeds of any 
extraordinary receipts, as defined, subject to certain exceptions and reinvestment requirements; (iii) 100.0% of the net cash proceeds 
of certain debt issuances, subject to certain exceptions; and (iv) 50.0% of the net cash proceeds from the issuance of additional equity 
interests when the consolidated leverage ratio is 3.5x or greater, or 25.0% of such proceeds when the consolidated leverage ratio is 
less than 3.5x. During the twenty-six weeks ended July 3, 2005, we were not required to make an annual prepayment or any 
prepayments based on excess cash flow, dispositions of assets or extraordinary receipts.  
  

The Senior Credit Facility requires us to fix the interest rate for a portion of the borrowings. Accordingly, on March 10, 2004, 
we entered into an interest rate swap agreement to hedge the cash flows associated with the interest payments on $180.0 million of the 
Eurodollar rate based borrowings through March 31, 2007. In June 2005, we entered into a forward-starting receive-variable, pay-
fixed interest rate swap with a notional amount of $50.0 million. This swap agreement is effective March 31, 2007 through March 31, 
2010. Also, on June 1, 2004, we entered into an interest rate cap agreement to hedge the cash flows associated with the interest 
payments on $30.0 million of the Eurodollar rate based borrowings. This interest rate cap agreement expired on March 31, 2005. On 
March 31, 2005, we entered into a new interest rate cap agreement with a total notional amount of $35.0 million. Under this interest 
rate cap agreement, we receive variable interest rate payments when the three-month Eurodollar rises above 5.0%. This interest rate 
cap agreement is in effect through March 31, 2006. On June 30, 2005, we entered into a new interest rate cap agreement with a total 
notional amount of $15.0 million. Under this agreement, we receive variable interest rate payments when the three-month Eurodollar 
rate rises above 4.0%. This interest rate cap agreement is in effect through September 30, 2005.  
  

Outlook  
  

Management believes that cash generated by operations, amounts available under our credit facilities and funds generated from 
asset sales should be sufficient to meet our expected operating needs, planned capital expenditures, payments in conjunction with our 
lease commitments and debt service requirements over the next twelve months.  
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Net Operating Loss Carryforwards  
  

As of July 3, 2005, we had approximately $159.8 million of net operating loss carry-forwards for U.S. federal income tax 
purposes that expire between 2016 and 2024. Approximately $97.5 million of such carry-forwards are subject to the provisions of 
Internal Revenue Code Section 382. Although future earnings cannot be predicted with certainty, management currently believes that 
realization of the net deferred tax assets is more likely than not.  
  
Critical Accounting Estimates  
  

The Company’s critical accounting estimates are described in its 2004 Form 10-K. There have been no changes to the critical 
accounting estimates since that filing.  
  
New Accounting Pronouncements  
  

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the “Act”) was signed into law on December 8, 
2003. The Act introduces a prescription drug benefit under Medicare (“Medicare Part D”) as well as a federal subsidy to sponsors of 
retiree health care benefit plans that provide a prescription drug benefit that is at least actuarially equivalent to Medicare Part D. In 
May 2004, the Financial Accounting Standards Board issued FSP 106-2, which provides guidance on accounting for the effects of the 
Act and also requires certain disclosures. Under FSP 106-2, plan sponsors are required to determine whether their retiree drug 
coverage is actuarially equivalent to the Medicare Part D coverage. Sponsors are also allowed the option of deferring recognition if it 
has not been concluded whether benefits under their plan are actuarially equivalent to Medicare Part D.  
  

We are in the process of determining the extent to which the benefits provided by our plans are actuarially equivalent to those 
under Medicare Part D; therefore, our reported net periodic benefit cost currently does not reflect any amount associated with the 
federal subsidy. When we complete our evaluation, we may consider amending our retiree health program to coordinate with the new 
Medicare prescription drug program or to receive the direct subsidy from the government. If benefits provided by our plan are found 
to be actuarially equivalent to Medicare Part D, and the effects of the subsidy on the plan are significant, we will perform a 
measurement of plan assets and obligations as of the date that actuarial equivalency is determined consistent with the requirements of 
FSP 106-2. Any effect on the accumulated benefit obligation due to the subsidy shall be reflected as an actuarial gain. In addition, the 
net periodic benefit cost for subsequent periods would reflect the effects of those measurements.  
  
Item 3. Quantitative and Qualitative Disclosures About Market Risk.  
  

In the ordinary course of business, the Company has financial instruments that are sensitive to market risk, which consists 
primarily of interest rate risk associated with its variable rate debt. The Senior Credit Facility and the Canadian Credit Facility both 
include a revolving and term credit facility, which bear interest at a variable rate. The interest rate on the Senior Credit Facility is 
either Eurodollar rate based (1, 2, 3 or 6 months) plus a 2.0% margin or the bank’s base rate plus a 1.0% margin, whichever the 
Company selects. The Canadian revolving facility bears interest at the Canadian prime rate plus 0.50% or Canadian bankers 
acceptance rate plus 1.75%, at the Company’s option, and the term loan bears interest at the Canadian prime rate plus 0.75% or 
Canadian bankers acceptance rate plus 2.00%, at the Company’s option.  
  

The Senior Credit Facility requires us to hedge a portion of the borrowings. On March 10, 2004 with an effective date of March 
31, 2004, we entered into interest rate swap agreements to hedge $180.0 million of Eurodollar rate loans at an average rate of 2.375% 
plus applicable margin for three years. In June 2005, the Company entered into a forward-starting receive-variable, pay-fixed interest 
rate swap with a notional amount of $50.0 million. The variable rate of interest received is the Eurodollar rate. The fixed rate of 
interest paid is 4.25%. The swap agreement is effective March 31, 2007 through March 31, 2010.  
  

On March 31, 2005, we entered into an interest rate cap agreement with a total notional amount of $35.0 million. Under this 
interest rate cap agreement, we receive variable interest rate payments when the three-month Eurodollar rises above 5.0%. This 
interest rate cap agreement is in effect through March 31, 2006. On June 30, 2005, we entered into a new interest rate cap agreement 
with a total notional amount of $15.0 million. Under this agreement, we receive variable interest rate payments when the three-month 
Eurodollar rate rises above 4.0%. This  
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agreement is in effect through September 30, 2005. At July 3, 2005, the interest rate on borrowings under the term loan, excluding the 
effect of the interest rate swaps and caps, was 5.40%, and the interest rate on borrowings under the revolving credit facility was 
6.52%.  
  

As of July 3, 2005, the outstanding indebtedness under the Senior Credit Facility was $758.9 million and $20.2 million was 
available under the Senior Credit Facility. As of July 3, 2005, the outstanding indebtedness under the Canadian Credit facility was 
CAD 12.6 million (approximately $10.1 million) and CAD 13.7 million (approximately $11.0 million) was available under the 
Canadian Credit Facility. Based upon these amounts, the annual net income would change by approximately $3.3 million for each 
one-percentage point change in the interest rates applicable to the variable rate debt after giving effect to the interest rate swap 
agreements. The level of the exposure to interest rate movements may fluctuate significantly as a result of changes in the amount of 
indebtedness outstanding under the revolving credit facilities.  
  

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS  
  

This report contains forward-looking statements. The words “anticipate,” “intend,” “plan,” “estimate,” “believe,” “expect,” 
“predict,” “potential,” “project,” “could,” “will,” “should,” “may,” “would” and similar expressions are intended to identify forward-
looking statements, although not all forward-looking statements contain such identifying words. All statements in this report other 
than statements of historical fact, including statements regarding our business strategy, future operations, financial position, estimated 
net sales, projected costs, projected cost savings, projected synergies, prospects, plans and objectives, as well as information 
concerning industry trends and expected actions of third parties, are forward-looking statements. All forward-looking statements 
speak only as of the date on which they are made. They rely on a number of assumptions concerning future events and are subject to a 
number of risks and uncertainties, many of which are outside our control, that could cause actual results to differ materially from such 
statements. These risks and uncertainties include, but are not limited to:  
  

  
 •  the effect of general economic and competitive business conditions in the disposable food service products industry; 

  
 •  successful integration of Solo Illinois and SF Holdings and realization of anticipated benefits; 

  
 •  impact of competitive products and pricing; 

  
 •  interest rate fluctuations and continuing debt obligations; 

  
 •  further consolidation in the food service and retail industries; 

  
 •  availability of and increases in raw material costs; 

  
 •  increases in energy and other manufacturing costs; 

  
 •  fluctuations in demand for the Company’s products; 

  
 •  effect of changing federal, state, foreign and local environmental and occupation health and safety laws and regulations; 

  
 •  risks related to conducting business in multiple foreign jurisdictions; 

  
 •  our ability to improve existing products and develop new products; 

  
 •  loss of key management and personnel; 

  
 •  impact of any prolonged work stoppage; 

  
 •  loss of one or more of our principal customers; 

  
 •  ability to enforce our intellectual property and other proprietary rights; 

  
 

•  diversion of management attention from other business activities in the event we pursue additional acquisition(s) in the 
future; and 

  
Additional risks and uncertainties are set forth under the heading “Risk Factors” in our Annual Report on Form 10-K for the 

year ended December 31, 2004 and in our other filings made from time to time with the Securities and Exchange Commission.  
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 •  potential conflicts of interest between our note holders and the stockholders of SCIC. 



Item 4. Controls and Procedures.  
  

  

(a) Disclosure Controls and Procedures. The Company’s management, with the participation of the Company’s chief executive 
officer, chief operating officer and chief financial officer, has evaluated the effectiveness of the Company’s disclosure controls 
and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as 
amended (the “Exchange Act”)) as of the end of the period covered by this report. Based on such evaluation, the Company’s 
chief executive officer, chief operating officer and chief financial officer have concluded that, as of the end of such period, the 
Company’s disclosure controls and procedures are effective in recording, processing, summarizing and reporting on a timely 
basis, information required to be disclosed by the Company in the reports that it files under the Exchange Act. 
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(b) Internal Control Over Financial Reporting. During the thirteen weeks ended July 3, 2005, the Company implemented the second 
(and final) phase of its conversion to one common financial accounting system for its domestic operations. This implementation 
provides standardization in both methodology and processing among its domestic operations. Except for the described system 
conversion, there have not been any changes in the Company’s internal control over financial reporting (as defined in Rules 13a-
15(f) and 15d-15(f) under the Exchange Act) during the thirteen weeks ended July 3, 2005, that have materially affected, or are 
reasonably likely to materially affect, the Company’s internal control over financial reporting. 



PART II - OTHER INFORMATION  
  
Item 1. Legal Proceedings.  
  
We are involved in various claims and legal actions arising from time to time in the ordinary course of business. While the outcome 
of these claims and actions cannot be predicted with certainty, management believes that we are not party to any pending legal 
proceedings, the ultimate disposition of which would have a material adverse effect on the Company’s business, consolidated 
financial position, results of operations, or liquidity.  
  
Item 6. Exhibits.  
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31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Operating Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.3 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1
 

Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002.

32.2
 

Certification of Chief Operating Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002.

32.3
 

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002.



SIGNATURES  
  

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on 
its behalf by the undersigned thereunto duly authorized.  
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  SOLO CUP COMPANY

Date: August 16, 2005
 

By:
 

/s/ Susan H. Marks

    Susan H. Marks
 

 

 

 

Executive Vice President, Chief Financial Officer and
Assistant Secretary

   (Principal Financial and Accounting Officer and Duly
    Authorized Officer)



INDEX OF EXHIBITS FILED WITH OR 
INCORPORATED BY REFERENCE INTO  

FORM 10-Q OF SOLO CUP COMPANY  
FOR THE THIRTEEN WEEKS ENDED JULY 3, 2005  
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31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Operating Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.3 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1
 

Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002.

32.2
 

Certification of Chief Operating Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002.

32.3
 

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002.



Exhibit 31.1 
  

CERTIFICATIONS  
  
I, Robert L. Hulseman, certify that:  
  
  
 1. I have reviewed this quarterly report on Form 10-Q of Solo Cup Company; 

  

 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

  

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 

all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

  
 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 

  

 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

  

 
(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 

our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

  

 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; and 

  

 
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control 

over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or 
persons performing the equivalent functions): 

  

 
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

  
Date: August 16, 2005  

  

 
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

By:
 

/s/ Robert L. Hulseman 

  Robert L. Hulseman
  Chairman, Chief Executive Officer and Director



Exhibit 31.2 
  

CERTIFICATIONS  
  
I, Ronald L. Whaley, certify that:  
  
  
 1. I have reviewed this quarterly report on Form 10-Q of Solo Cup Company; 

  

 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

  

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 

all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

  
 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 

  

 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report 
is being prepared; 

  

 
(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

  

 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and 

  

 
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control 

over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or 
persons performing the equivalent functions): 

  

 
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

  
Date: August 16, 2005  
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(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

By:
 

/s/ Ronald L. Whaley 

  Ronald L. Whaley
  President, Chief Operating Officer and Director



Exhibit 31.3 
  

CERTIFICATIONS  
  
I, Susan H. Marks, certify that:  
  
  
 1. I have reviewed this quarterly report on Form 10-Q of Solo Cup Company; 

  

 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

  

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 

all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

  
 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 

  

 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report 
is being prepared; 

  

 
(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

  

 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and 

  

 
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control 

over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or 
persons performing the equivalent functions): 

  

 
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

  
Date: August 16, 2005  
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(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

By:
 

/s/ Susan H. Marks

  Susan H. Marks
 

 

Executive Vice President, Chief Financial 
Officer and Assistant Secretary 

(Principal Financial and Accounting Officer)



Exhibit 32.1 
  

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

  
In connection with the Quarterly Report of Solo Cup Company (the “Company”) on Form 10-Q for the quarter ended July 3, 

2005 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Robert L. Hulseman, as Chief 
Executive Officer of the Company, hereby certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley 
Act of 2002, that, to the best of my knowledge:  
  
  
 (1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 
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(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

/s/ Robert L. Hulseman

Robert L. Hulseman
Chief Executive Officer
August 16, 2005



Exhibit 32.2 
  

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

  
In connection with the Quarterly Report of Solo Cup Company (the “Company”) on Form 10-Q for the quarter ended July 3, 

2005 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ronald L. Whaley, as Chief 
Operating Officer of the Company, hereby certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley 
Act of 2002, that, to the best of my knowledge:  
  
  
 (1) The Report fully complies with the requirements of Section 13 (a) or 15(d) of the Securities Exchange Act of 1934; and 
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(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

/s/ Ronald L. Whaley 

Ronald L. Whaley
Chief Operating Officer
August 16, 2005



Exhibit 32.3 
  

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

  
In connection with the Quarterly Report of Solo Cup Company (the “Company”) on Form 10-Q for the quarter ended July 3, 

2005 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Susan H. Marks, as Chief Financial 
Officer of the Company, hereby certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 
2002, that, to the best of my knowledge:  
  
  
 (1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 
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(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

/s/ Susan H. Marks

Susan H. Marks
Chief Financial Officer
August 16, 2005


