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Food Industry Comment:   
 
ConAgra Foods (CAG-$20), selling at close to a 4 1/2-year low, in our opinion has minimal 
downside risk from here, apart from yearend tax selling, while the upside over the next few years 
could be substantial, as CEO Gary Rodkin carries out the strategies begun under his predecessor, 
Bruce Rohde, to transform CAG into one of the nation’s premier branded food companies.  The 
risk/reward ratio in our view is attractive, while the 5.4% dividend yield adds to the appeal.  We 
consider the current weakness, which is attributable to a near-term earnings shortfall, as an 
attractive opportunity to establish or add to positions.  We are reemphasizing our “1” (Strong 
Buy) rating, with a target price of $28-$30 over the next 12-24 months. 
 
From its 2005 high of $30.24 in January, the stock declined gradually on disappointing earnings, 
reaching a low of $22.06 in September.  Then it rallied for several weeks, before resuming its 
downward trend.  The decline accelerated, on increasing volume, on a sell recommendation by a 
major brokerage firm, and then the company’s announcement after the close on December 5th 
that earnings for F2Q (November), to be announced on December 22nd, would be below 
management’s original expectations.  Trading volume of 8.2 million shares on December 6th was 
at a near-record high, and disregarding a temporary downward spike in 2003, the share price is 
now the lowest since mid-2001.  Year-end selling for tax or portfolio adjustment reasons was 
obviously a factor in the three-point decline since mid-November. 
 
In line with its policy, management had not provided any specific guidance on F2Q earnings, 
other than to comment on the quarterly conference call in September that, while results for the 
August period were better than expected, the year-to-year earnings gains anticipated for the 
balance of the year would be seen mainly in the second half, when comparisons would be easiest.  
A year ago, CAG earned a record $0.47 from continuing operations in F2Q, including an 
estimated $0.06 from commodity trading activities, well above their normal contribution.  Our 
estimate for this year’s quarter was $0.40, but according to management, some analysts’ 
expectations were in the $0.45 range.  The actual amount, as estimated in last week’s press 
release, is likely to be in the $0.38 area, before some nonrecurring charges totaling $0.07. 
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Complete details on F2Q results are not yet available, but based on preliminary data, 
management in the release and on the conference call cited three reasons for the lower 
expectations: 
 

(1) Lower than expected shipment volume and revenues, primarily in the Retail Products 
segment.  Sales in that segment were down 4% in the August quarter, while volume 
declined 3%.  For the company’s top 30 brands, representing 80% of segment 
revenues, the sales decline was only 1%.  Issues during that period affecting sales 
included a reaction to price increases, changes in promotional activities, continued 
challenges in the packaged meats area, and a deliberate reduction of low-volume, 
low-margin SKUs.  It is not clear whether F2Q showed a larger sales decline than 
F1Q.  However, it is important to note that a portion of the weakness to date reflects 
steps by management to rationalize product lines and marketing practices, and that 
the meat operations, after unusually weak results in F2005, are now on the road to 
recovery. 

 
(2) Increased input and operating costs for fuel and energy, transportation, warehousing, 

and packaging materials.  Cost inflation amounted to $400 million, or $0.48 per share 
in F2005, and an additional $50 million ($0.06) in F1Q-06.  The company expects 
incremental cost increases for F2006 as a whole to be in the $130-$200 million 
($0.16-$0.24 per share) range, less than last year but still a significant impact.  This is 
an issue for the entire food industry, and one that managements in general were slow 
to react to after years of relative price stability.  More recently, in response to 
widespread margin pressures, the food companies’ net pricing has been rising across 
the board, through list price increases, reduced promotional allowances, or both.  We 
are confident that a combination of higher prices and cost reduction steps will lead to 
a gradual restoration of normal profit margins for CAG and the whole industry. 

 
(3) A less favorable environment for the commodity trading and merchandising 

operations.  This unit is part of CAG’s Food Ingredients segment, and is actively 
involved in procurement and hedging of the company’s raw materials, as well as 
trading for profit in a wide range of commodities.  Those trading profits rose sharply 
in the past two years as a result of unusually volatile markets.  Thus, based on our 
estimates, compared with a more normal $70-$75 million ($0.08-$0.09 per share) in 
F2003, trading profits rose to $90-$95 million ($0.10-$0.11) in F2004, and twice that 
amount, or $185 million ($0.22) in F2005.  Profits remained strong in F1Q-06, at 
about $47 million ($0.06), but management had cautioned all along that these 
earnings were unsustainable, and analysts should not have been surprised when these 
heady profits came to an end.  We estimate that lower trading gains than a year ago 
represented about $0.03 of the F2Q earnings shortfall.  Difficult comparisons will 
likely have a measurable impact on the profits of the Food Ingredients segment over 
the next three quarters as well. 
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The December 6th conference call was Mr. Rodkin’s first “public” appearance before the 
investment community since becoming CEO on October 1st.  He expressed his confidence that 
CAG has the potential to be a much stronger, more profitable company, although it will take time 
to achieve meaningful improvement.  He noted that many of the company’s product lines have 
significant untapped growth opportunities.  When asked how far CAG’s transformation has 
progressed, he described its present status as “between games in a twi-night doubleheader,” 
clearly acknowledging the accomplishments already achieved by CEO Rohde and his 
management team, and stating that the company is “on the right track,” while emphasizing that a 
good deal more needs to be done.  He also announced that the company will hold an investor 
meeting in New York City in March, in conjunction with its earnings release for the February 
quarter, to discuss its future strategies and action plans in depth.  In the interim, however, as its 
strategies develop, the company will not hesitate to take specific actions where appropriate. 
 
CAG also announced that while some of the factors affecting F2Q results will continue to have a 
negative effect over the balance of the year, management expects to report year-over-year growth 
in EPS in the second half of F2006, excluding nonrecurring items, in view of last year’s 
disappointing results, especially in packaged meats.  Our preliminary estimate for the May 2006 
year, excluding one-time gains and charges, is $1.48, up from $1.35 last year, but slightly below 
the $1.51 of F2004, which included a $0.03 benefit from an extra week. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SHIELDS AND COMPANY, ITS AFFILIATES AND SUBSIDIARIES AND/OR THEIR OFFICERS AND EMPLOYEES MAY FROM TIME TO TIME 
ACQUIRE, HOLD OR SELL A POSITION IN THE SECURITIES MENTIONED HEREIN.  WHILE THIS REPORT HAS BEEN PREPARED FROM ORIGINAL 
SOURCES AND DATA WE BELIEVE TO BE RELIABLE, WE MAKE NO REPRESENTATIONS AS TO ITS ACCURACY OR COMPLETENESS, AND OUR 
OPINION IS SUBJECT TO CHANGE WITHOUT NOTICE.  ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 

 
          -3- 
 

 



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.  I 
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.  I 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; 9/14/05 ($22.50) 
– Strong Buy – Target $28-$30; 9/29/05 ($24.30) – 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, 65% are rated Strong Buy, 0% 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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Maintain 
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9/29/05 
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Strong 
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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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Other Important Disclosures (Continued): 
 
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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