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Food Industry Comment:

ConAgra Foods (CAG-$22.50) passed an important milestone on August 31% with the
announcement of its new president and CEO, Gary Rodkin, a high-profile executive with 25
years’ experience at several leading food and beverage companies, most recently PepsiCo. We
consider Mr. Rodkin’s decision to join CAG a significant plus, based both on his ability to
continue the upgrading of the company that began in 1997 under Bruce Rohde, and on his
prominence in the consumer goods industry, which should strengthen the confidence of the
company’s retail customers as well as its investors.

Despite a favorable initial reaction to Mr. Rodkin’s appointment, the shares remain depressed,
trading barely above the two-year low reached last month, and at only 15 times estimated
recovery earnings of $1.50 per share. The $1.09 dividend, which we expect will be maintained,
provides a 4.8% yield, the highest in the food industry. Investors’ caution reflects the likelihood
of at least one more disappointing quarter (to be reported on September 21%) before earnings
start to rebound. Based on our confidence in Gary Rodkin, and in the potential for CAG’s
businesses, we are reemphasizing our Strong Buy (“1”) rating, and our 12-month target price of
$28-$30.

Bruce Rohde, age 56 and a lawyer by profession, was CAG’s long-time outside counsel and a
member of its board of directors when he was designated CEO in 1997. He subsequently
embarked on a program that transformed the company from a food industry conglomerate
engaged in operating feedlots, slaughtering livestock, producing chickens and distributing
agricultural chemicals, to a highly focused packaged-foods manufacturer, deriving over 80% of
sales from value-added, brand-name products. Its annual sales of $15 billion make it one of the
largest food companies in the U.S., and it has a wide array of brands with strong consumer
recognition. We believe Mr. Rohde’s decision in May to begin a search for a successor reflected
his judgment that after the numerous divestitures of commodity-type businesses over the past
several years, it was time to turn the reins over to an operations-oriented executive with
marketing expertise, to take full advantage of CAG’s opportunities for both top-line growth and
enhanced profitability. Earnings pressures in the company’s important packaged meats business
over the past several quarters may have hastened his decision.
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Gary Rodkin, age 53, began his food industry career at General Mills in 1979, remaining there
for 16 years, and serving as president of the rapidly-growing yogurt division for the final three
years. In 1995, he left GIS to become president of North American operations for Tropicana,
and became part of the PepsiCo organization when it acquired that company in 1998. By 2000,
he was president and CEO of Pepsi-Cola North America, with annual sales exceeding $3 billion.
At the time of his resignation to take the CAG position, he was chairman and CEO of PepsiCo
Beverages & Foods North America, one of PEP’s three broad business units, which encompasses
not only soft drinks but also Tropicana and Gatorade beverages, as well as Quaker food products,
with total sales of $10 billion. His decision to leave was motivated by a desire to be CEO of a
public company, and by the fact that Steve Reinemund, chairman and CEO of PepsiCo, is only
56, and clearly intends to remain in that position for some time to come.

In conjunction with the Rodkin announcement, CAG also announced the election of Steve
Goldstone, a member of the board, as its new non-executive chairman beginning October 1. Mr.
Goldstone, who led the search committee for a new CEOQ, is the former chairman and CEO of
RJR Nabisco, and the former chairman of Nabisco, Inc., Nabisco Holdings, and Nabisco Group
Holdings. He was the architect of the plan to spin off the RJR tobacco business in 1999, and
subsequently to sell the Nabisco companies to Kraft in 2000, resulting in significant benefits to
his shareholders. We have great respect for Mr. Goldstone’s business acumen, and expect that
he and Mr. Rodkin will be a powerful team.

Separately, on August 30", the company announced another management addition, Lou Nieto,
age 50, who will assume the position of President, Packaged Meats and Deli. As mentioned, that
area has been a principal source of CAG’s recent earnings problems, and while internal changes
in management and strategies were already being implemented, we view the addition of a
seasoned food industry executive to oversee those changes as constructive. Most recently, Mr.
Nieto was president and CEO of Federated Group, Inc., a privately held provider of products and
services to grocery retailers. Previously, he held senior positions at Dean Foods and Mission
Foods.

Some analysts are predicting that after CEO Rodkin joins the company, he will recommend that
the board reduce ConAgra’s dividend, which represents a relatively high 81% of trailing 12-
month EPS from operations. They may be recalling the situation at Campbell Soup in July,
2001, when newly-hired CEO Doug Conant announced an ambitious transformation program to
accelerate the company’s growth, which included increased capital expenditures, a larger
marketing budget, a 20% reduction of near-term earnings expectations, and a 30% cut in the
dividend. However, the two situations differ in several respects, one of which is share
ownership. Campbell is a closely held company in which members of the wealthy Dorrance
family, descendants of the founder, own 48% of the stock, and hold 5 of the 16 seats on the
board of directors. Clearly Mr. Conant was able to persuade them that his plan was in their long-
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term interest, particularly since they would still be receiving total dividends of $123 million per
year. In contrast, ConAgra’s insider ownership is only 3%, with most of the shares held, either
directly or through mutual funds, by individual investors for whom the above-average dividend
IS important.

A number of other considerations also argue in favor of the present dividend being maintained:

Earnings currently are temporarily depressed, particularly in the meat business, and the
payout ratio will decline as they recover to more normal levels, and eventually, we
believe, to new highs.

Even at the present earnings level, CAG generates excess cash. In F2005, excluding
nonrecurring gains and charges, net income, depreciation and other noncash items
totalled $1.1 billion, while capital expenditures and dividends amounted to $1.0 billion.
Free cash flow should increase in F2006, as net income is expected to rise, while capital
spending will be at least $50 million less than the past year’s record high.

The changes in the tax laws in 2003 made dividend income much more attractive to
investors, and as a result most food companies, as well as those in other industries, have
been placing an increased emphasis on dividend payments, raising their payout ratios

rather than reducing them.

The company’s latest annual report states that “Dividends represent an important
component of shareholder returns....ConAgra Foods has long had a goal of paying out a
significant portion of the cash it generates and has continuously delivered upon this
goal.” Over the past five years, CAG’s annual dividends per share have compounded at
6.5% a year, despite the divestiture of non-core businesses that had accounted for 53% of
sales and made an important contribution to earnings.

Mr. Rodkin’s previous employer, PepsiCo, also has long had a dividend-friendly policy,
with steady increases over the years. It was one of the first companies to respond directly
to the new tax treatment of dividends, when it announced a dramatic 44% increase in its
annual rate in March, 2004, driving the stock to a new all-time high.

While ConAgra’s stock is trading 25% below its 12-month high, it seems clear that the
dividend is helping to support it here, in view of a still uncertain earnings outlook, and a
trailing P/E multiple of nearly 17 times. In our opinion, a dividend cut would cause the
shares to fall to a new low. One of the major losers would be Gary Rodkin himself,
inasmuch as on August 31*" he received a one-time grant of 1,000,000 stock options with
an exercise price of $22.83, the closing price that day.
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Analyst’s Certification: | 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 |1 have not been and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendations in this report. | have a position in the
shares of ConAgra Foods. Other ConAgra Foods reports issued by me are: 3/26/04 ($26.70) —
Strong Buy — Target $32-$33; 5/18/04 ($28) — Strong Buy — Target $32-$33; 6/4/04 ($28) —
Strong Buy — Target $32-$33; 7/2/04 ($27) — Strong Buy — Target $32-$33; 9/24/04 ($26) —
Strong Buy — Target $32-$33; 12/14/04 ($27) — Strong Buy — Target $32-$33; 12/31/04 ($29.30)
— Strong Buy — Target $34-$35; 3/4/05 ($28) — Strong Buy — Target $34-$35; 5/20/05 ($27) —
Strong Buy — Target $34-$35; 7/8/05 ($22.70) — Strong Buy — Target $28-$30.

Guide to 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.

Unless otherwise specified, the time frame for price targets included in this report is 12 months.
Among the stocks we follow, 59% are rated Strong Buy, 6% Buy, 35% Neutral, and 0% Sell.
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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Other Important Disclosures:

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(ies),
has been disclosed in the analyst’s disclosure section.

To the best of the research analyst’s and the firm’s knowledge, no holdings of the firm exceed
1% of the outstanding shares of any class of securities of the subject company(ies) mentioned in
this report.

Shields & Company has no investment banking activities and, as such, the analyst who prepared
this report has not received any compensation based on investment banking revenues.

To the best of the research analyst’s knowledge, neither Shields nor a director, officer or the
research analyst has provided services to the subject company(ies) during the past 12 months.

Shields & Company does not make a market in the securities of the company(ies).

To the best of the research analyst’s knowledge, no officer, director, employee or research
analyst of the firm, or a member of the research analyst’s household, is an officer, director or
employee of the subject company(ies), nor does any officer, director, employee or research
analyst of the firm or member of the research analyst’s household serve in any advisory capacity
to the company(ies).

Shields & Company is not aware of any actual material conflicts of interest for the research
analyst, which the research analyst knows or has reason to know in the preparation of this report.

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.

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.
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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.



