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Company Background 
 
ConAgra is an American packaged foods company, operating brands such as Marie Callender's®, Healthy Choice®, 
Slim Jim®, Hebrew National®, Orville Redenbacher's® and Peter Pan®.  
 
The two primary reporting segments are consumer foods and commercial foods.  

1. Consumer foods: includes branded food sold in various retail channels primarily in North America. 
Products sold in a variety of categories in various retail channels across frozen, refrigerated, and shelf-
stable temperature classes.  

2. Commercial foods: includes commercially branded and private label food and ingredients, which are sold 
primarily to commercial, foodservice, restaurant, food manufacturing, and industrial customers.  

 
Under the leadership of newly-installed CEO Sean Connolly, ConAgra recently announced plans to split its 
consumer foods ($9 billion in annual sales) and commercial foods ($3 billion in annual sales) businesses in order 
to enhance focus on either segment. This move follows the sale of its private-label venture, which it sold at half 
the acquisition price, for $2.7 billion. Though Connolly brings plenty of experience and credibility to a struggling 
enterprise, it remains to be seen whether he can replicate the strategies (that included trimming costs, creating a 
wide product base and investing in the brand) that made his previous company, Hillshire Brands (later acquired 
by Tyson), a turnaround success.  
 

Thesis 
 
While ConAgra is a solid business that is currently undergoing structural changes through the sale of assets, the 
high price relative to its peers and upside pressure in food commodities make it an unattractive investment.  
 

 Though ConAgra beat earnings beat by $0.13 in the most recent quarter, this was mainly driven by cost-
cutting strategies in the face of declining revenue of 4.3%. The strategy of cutting down on expenses, 
selling off struggling businesses and shifting the focus on higher quality brands has in turn led to margin 
expansion that has propelled the share price higher – to illustrate, as gross margins grew 2% to 27.2% in 
FQ1, SG&A fell 3.9%. Many of these features are short term in nature and limit margin expansion.  

 In the past five years, ConAgra has benefited from tailwinds in the form of low commodity prices. Since 
2011, the FAO Food Price Index has fallen 26% - from 230 to 170 – which has helped lower costs for the 
firm. As production begins to decline and inflation picks up to 2.3%, food prices should start to normalize, 
which will hit the company’s bottom line. This has already begun as food prices are up 13% since January.    

 While ConAgra has been selling off some of its older, more established businesses in favor of newer high-
growth products, it will now need to increase marketing spending to establish their brands and drive top 
line growth. Analysts expect ConAgra will have to raise spending to more than 3% of sales annually from 
the current level of 2.5%. Given the company is expecting to reduce costs from operations by $300 million, 



an increase of $600 million for marketing should reduce the effect of the cost-cutting initiatives on the 
bottom line. 

 With over $12 billion in revenue from the consumer and commercial segments, ConAgra has developed 
somewhat of an economic moat. However, while a few of its individual brands contribute revenues in 
excess of $1 billion annually, most have limited brand strength, which makes it harder for the company to 
negotiate higher prices. Further, it makes it vulnerable to competition from lower-priced private-label 
offerings. In addition, ConAgra’s dependence on select distributors like Wal-Mart (16% of sales), can put 
it in a poor negotiating position. 

 

Valuation 
 

 
As indicated by the comparable analysis above, ConAgra trades in line with its peers, making it fairly valued at a 
price of $46.8. To add, ConAgra trades a historical premium of 5.5 relative to its 3-year average of 3.0 P/B.  
Enterprise Value (EV), EBITDA and EBIT were included to model the company from the perspective of an acquirer.  
 

Investment Risks 
 

 Commodity Costs: Commodity costs are a significant component of the overall cost structure and volatile 
changes can negatively impact profitability. CAG has been increasing prices at the shelf to offset this risk 
but this move could lead to decreased sales as a result of consumers choosing cheaper products.  

 Acquisitions: Following the sale of its private-label business, ConAgra will likely look to acquire businesses 
to build its faster growing natural and organics channel as well as its international exposure. This could 
prove risky if it pays a significant premium.  
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