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Food Industry Comment:
ConAgra Foods (CAG-$18.10)

Dividend/ Shares 12-Mo. 12-Mo.
F2008 F2009E F2010E Yield Out. (mil.) Range Target
EPS (a) $1.11 $1.52 $1.75 $0.76 449.7 $24-$13.5 $23-$24
P/E - 11.9x 10.3x 4.2%

(a) May fiscal years. Excludes nonrecurring gains and charges. Continuing operations.

Like most other food companies, ConAgra Foods has experienced profit margin erosion, and
thus disappointing earnings, in its Consumer Foods division as a result of commodity price
inflation. Until the most recent period, that division had experienced seven consecutive quarters
of year-to-year declines in operating profits, while its operating margin on an annual basis had
narrowed to just over 11% of sales, down from the 14%-15% range in F2005-F2007.

In our view, the latest quarter, ended in February, represents a turning point. The Consumer
division reported growth for the period of 5% in sales and 6% in operating profits, while the
operating margin registered a 10 basis-point improvement, to 12.2% of sales, still far below the
17.3% earned in this quarter two years ago, but a step in the right direction. Management
stressed in the F3Q news release and on the conference call that the division’s profits would
show stronger year-to-year growth in the May quarter, reflecting moderating inflation, cost
reduction efforts, new product introductions, improving results in frozen foods, and the benefit of
an extra week. ConAgra in our view is one of the best buy ideas in the food industry. We are
reemphasizing our “1” (Strong Buy) rating, and our 12-month target price of $23-$24, which
together with the 4.2% dividend yield would represent a total return of 31%-37%.
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The company has made significant changes in management over the past several years,
beginning in the May 2005 fiscal year, when longstanding CEO Bruce Rohde announced his
plans to take early retirement, and asked the board of directors to initiate a search for his
successor. That led to the selection of Gary Rodkin, age 53, with 25 years of packaged foods
experience, most recently at PepsiCo, as the new CEO, effective October 1, 2005. In November,
2006, another long-time PepsiCo alumnus, André Hawaux, joined the company as executive vice
president and chief financial officer, replacing Frank Sklarsky, who resigned.

In a further development, in November, 2007, Dean Hollis, president and chief operating officer
of the Consumer Foods division, announced his plans to leave the company in July, 2008, after
the end of the 2008 fiscal year, to seek “the top leadership position at another consumer
business.” Evidently finding a replacement proved to be difficult, inasmuch as the F2008 annual
report, which was distributed to stockholders in August, 2008, did not list a president of
Consumer Foods, Mr. Hollis having left the company. Finally, in a surprise development, in
January, 2009, André Hawaux was appointed to that position, and John Gehring, previously
senior vice president and controller of ConAgra, was promoted to executive vice president and
chief financial officer.

Following the timely sale of its former commodity trading operations last June, and the use of
part of the $2.8 billion proceeds to repurchase $900 million worth of stock, ConAgra Foods has
just two business segments:

Consumer Foods, with annual sales of $7.8 billion (62% of the total) and operating
profits of $870 million (62%), is one of the nation’s leading brand-name food
manufacturers and marketers, with well-known frozen, refrigerated and shelf-stable
product lines in the areas of meals, entrees, condiments, side dishes, snacks and desserts.
Table 3 lists 26 of its best-known brand names, most of which are in national distribution.

Commercial Foods, which has sales of $4.7 billion (38%) and profits of $540 million
(38%), supplies commercially branded foods and ingredients to foodservice, food
manufacturing and industrial customers. Its Lamb Weston division is the leading
supplier of frozen French fries to fast-food outlets and other restaurant customers in the
U.S. and around the world. Its other divisions, ConAgra Mills, Gilroy Foods and
Spicetec supply milled grain ingredients, dehydrated vegetables and seasonings, blends
and flavors.

While industrial businesses typically are seen as having lower profit margins than those
marketing to consumers, it is of interest to note that in the latest 12 months, Commercial actually
had a slightly higher operating margin than Consumer, at 11.4% of sales versus 11.1%. That is
not typical, as in prior years the Consumer business has usually been more profitable. However,
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it has recorded year-to-year declines in operating profit in seven of the past eight quarters, while
Commercial has had only one down quarter, February, 2009, against an unusually difficult prior-
year comparison. As discussed, commodity price inflation has been an important contributor to
the poor performance of the Consumer segment.

A recovery in Consumer Foods profit margins would have a significant impact on earnings per
share. Reported EPS before nonrecurring items for the 12 months ended in February, 2009, were
$1.31. We calculate that if the Consumer operating margin for that period had been at the F2007
level of 14.9% of sales, instead of the actual 11.1%, EPS would have been $1.73, or 32% higher.
If it had been 13.8%, as in F2006, EPS would have been $1.60, up 22%. Either way, a
restoration of past margins would have a significant impact on both reported earnings and the
price of the stock.
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Analyst’s Certification

I Robert J. Cummins certify that the views expressed in this research report accurately reflect my
personal views about the subject companies and their securities. [ also certify that I have not
been and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendations in this report. Other ConAgra Foods reports issued by me are:
1/23/06 ($20.85) — Strong Buy — Target $28-$30; 3/21/06 ($19.95) — Buy — Target $22-$23;
10/19/06 ($25.70) — Buy — Target $28-$29; 1/9/07 ($27.40) — Buy — Target $31-$32; 3/28/07
($24.60) — Strong Buy — Target $31-$32; 7/17/07 ($27) — Strong Buy — Target $31-$32; 9/26/07
($25.50) — Strong Buy — Target $31-$32; 1/7/08 ($23.15) — Strong Buy — Target $29-$30;
4/3/2008 ($24.20) — Strong Buy — Target $29-$30; 7/16/08 ($21) — Strong Buy — Target $29-
$30; 10/2/08 ($20) — Strong Buy — Target $27-$28; 10/7/08 ($19.3) — Strong Buy — Target $27-
$28; 1/9/09 ($16.80) — Strong Buy — Target $23-$24.

Important Disclosures

Guideto Investment Ratings and Target Prices:

Strong Buy (" 1"). The stock's total return is expected to exceed significantly the average total
return of the analyst's industry coverage universe over the next 12 months.

Buy (" 2"). The stock's total return is expected to exceed the average total return of the analyst's
industry coverage universe over the next 12 months.

Hold (Neutral) (" 3"). The stock's total return is expected to equal the average total return of the
analyst's industry coverage universe over the next 12 months.

Sell ("4"). The stock's total return is expected to be below the average total return of the
analyst's industry coverage universe over the next 12 months.

Analyst’s Ratings Distribution

% Investment Banking
Buy* | 63% 0%
Hold [ 37% 0%
Sell 0% 0%

*Includes companies rated “Strong Buy” and “Buy.”

Unless otherwise specified, the time frame for price targets included in this report is 12 months.
Our target prices are based on projected earnings for the following calendar year, and an
assumed price/earnings ratio in line with the company’s historical valuation or those of other

companies with similar businesses and prospects.

The principal risks to the achievement of our price targets, in addition to general market trends,
are disappointing earnings and a lower than expected price/earnings ratio.
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Important Disclosures, continued
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The analyst and his household members hold positions in the common shares of the subject
company in various accounts.

Capital Management Associates holds positions in the common shares of the subject company in
managed accounts.

Neither Shields nor a director, officer or the research analyst has received any compensation for
products or services from the subject company in the past 12 months.

Other Disclosures and Disclaimers

This research report and recommendations agree with the personal opinion of the analyst who
prepared this report.

Any financial interest that the research analyst or member of the analyst’s household or any other
individual directly involved with the preparation of this report has in the subject company, has
been disclosed in the Important Disclosures section.

Investing is a risky activity and can lead to substantial losses. This report does not provide
individually tailored investment advice. It has been prepared without regard to the individual
financial circumstances and objectives of persons who receive it. The securities discussed in this
report may not be suitable for all investors. Shields & Company recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek
the advice of a financial adviser. The appropriateness of a particular investment or strategy will
depend on an investor’s individual circumstances and objectives.
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Other Disclosures and Disclaimers, continued

This report is not an offer to buy or sell any security or to participate in any trading strategy.
Shields & Company and/or its employees not involved in the preparation of this report may have
investments in securities or derivatives of securities of companies mentioned in this report, and
may trade them in ways different from those discussed in this report. Derivatives may be issued
by Shields & Company or associated persons. The firm does not make a market in the shares of
the companies mentioned, has no relationship with them, and has not received any compensation
from them.

Shields & Company makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. We have no obligation to tell you when
opinions or information in this report change apart from when we intend to discontinue research
coverage of a subject company.

Reports prepared by Shields & Company and its research personnel are based on public
information. Facts and views presented in this report have not been reviewed by, and may not

reflect information known to, professionals in other business areas.

Shields & Company research personnel conduct site visits from time to time but are prohibited
from accepting payment or reimbursement by the company of travel expenses from such visits.
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