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ACT OF 1934
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[_] TRANSI TI ON REPORT UNDER SECTI ON 13 OR 15(d) OF THE SECURI TI ES EXCHANGE
ACT OF 1934
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(Exact nanme of snmall business issuer as specified in it charter)

I'llinois 36- 3442829

(State or other jurisdiction of (I'RS Enpl oyer ldentification No.)
i ncorporation or organization)
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(Fornmer nane, forner address and forner fiscal year,
if changed since last report)

Check whether the issuer (1) filed all reports required to be filed by Section
13 or 15(d) of the Exchange Act during the past 12 nonths (or such shorter
period that the issuer was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes [X] No [ ]

APPL| CABLE ONLY TO CORPORATE | SSUERS
State the nunber of shares outstanding of each of the issuer's classes of commbn
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PART | -
| TEM 1. FI NANCI AL STATEMENTS

LI FEWAY FQOODS,
Consol i dated Statenents of Financial
Sept enber 30, 2005 and 2004
and Decenber 31, 2004

<TABLE><CAPTI ON\>

CURRENT ASSETS

Cash and cash equi val ents

Mar ket abl e securities

Accounts receivable, net of allowance for doubtful
accounts of $15,000 at Septenber 30, 2005 and 2004
and Decenber 31, 2004

O her receivabl es

I nventories

Prepai d expenses and other current assets

Def erred i ncone taxes

Ref undabl e i nconme taxes

TOTAL CURRENT ASSETS
PROPERTY AND EQUI PMENT, NET

I NTANG BLE ASSETS
Goodwi | |
QO her intangible assets, net of anortization of $59, 379
and $26,990 at Septenber 30, 2005 and Decenber 31, 2004

TOTAL | NTANG BLE ASSETS

TOTAL ASSETS

LI ABI LI TIES AND STOCKHOLDERS' EQUITY

CURRENT LI ABI LI TI ES
Current maturities of notes payable
Accounts payabl e
Accrued expenses
Deferred income taxes

TOTAL CURRENT LI ABI LI TIES
NOTES PAYABLE
DEFERRED | NCOVE TAXES
STOCKHOLDERS' EQUI TY

Common st ock

Pai d-i n-capi t al

St ock subscription receivable

Treasury stock, at cost

Ret ai ned ear ni ngs

Accunul ated ot her conprehensive incorme (loss), net of taxes

TOTAL STOCKHOLDERS' EQUI TY
TOTAL LIABILITIES AND STOCKHOLDERS EQUI TY
</ TABLE>

See acconpanyi ng notes to financial

3

FI NANCI AL | NFORVATI ON

I NC. AND SUBSI DI ARY
Condi tion

SEPTEMBER 30, DECEMBER 31,
2005 2004 2004
<c <C <G

$ 4,191,755 $ 5,348,135 $ 5,773,285
7,580, 531 6, 727, 867 6, 741, 987
2,637,528 1, 943, 032 2,024, 036
109, 093 80, 582 72,137

1, 301, 066 915, 951 905, 697

82, 293 8, 344 7,260

46, 881 90, 937 --

58, 037 68, 042 258, 617

16, 007, 184 15, 182, 890 15, 783, 019
7,755, 352 3,482,524 3,420, 138

75, 800 511, 800 75, 800

366, 567 -- 409, 010

442, 367 511, 800 484, 810

$ 24,204,903 $ 19,177,214 $ 19, 687, 967
$ 534, 938 $ 11,716 $ 8,784
648, 881 701, 145 641, 651

453, 895 186, 591 195, 541

-- 36, 214

1,637,714 899, 452 882, 190
2,919, 656 465, 796 463, 541
362, 314 426, 895 424,039

6, 509, 267 6, 509, 267 6, 509, 267
82,738 56, 540 64, 314

(5, 000) .-
(1,034, 172) (652, 776) (649, 039)
13, 715, 660 11, 534, 832 11,874, 475
11, 726 (57, 792) 119, 180

19, 285, 219 17, 385, 071 17,918, 197

$ 24,204,903 $ 19,177,214 $ 19, 687, 967

statenents
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<PAGE>
LI FEWAY FOODS,
Consol i dated Statenents of

I NC. AND SUBSI DI ARY
I ncome and Conprehensi ve | ncone

For the Three and N ne Mdnths Ended Septenber 30, 2005 and 2004

and The Year

<TABLE><CAPTI ON\>

Ended Decenber 31, 2004

THREE MONTHS ENDED

NI NE MONTHS ENDED

SEPTEMBER 30, SEPTEMBER 30, DECEMBER 31,
2005 2004 2005 2004 2004
<S> <C <C <C <C <C
SALES $ 5,194,648 $ 4,138,606 $ 14,924,076 $ 12,075,778 $ 16, 319, 210
Cost of goods sold 3,073,314 2,239, 553 $ 8,607,538 $ 6,604,554 9, 034, 971
CROSS PROFI T 2,121,334 1, 899, 053 6, 316, 538 5,471, 224 7,284,239
Qperati ng expenses 1, 359,171 1, 157, 906 $ 3,793,394 $ 3,089, 336 4,333,788
I NCOVE FROM OPERATI ONS 762, 163 741, 147 2,523, 144 2,381, 888 2,950, 451
O her income (expense):
Interest and dividend income 72,363 49, 689 212,927 124, 897 185, 575
I nterest expense (36, 877) (7,584) (51, 195) (23, 103) (31, 441)
Gain (loss) on sale of marketable
securities, net 162, 446 12, 386 324, 433 321,716 354,128
Gain (loss) on marketabl e securities
classified as trading (681) 15, 681 14, 355 (12, 077) (16, 487)
Total other incone 197, 251 70,172 500, 520 411, 433 491, 775
I NCOVE BEFORE PROVI SI ON FOR | NCOVE TAXES 959, 414 811, 319 3,023, 664 2,793,321 3,442,226
Provi sion for incone taxes 400, 464 296, 210 1,182, 479 1, 080, 905 1, 390, 167
NET | NCOVE $ 558, 950 $ 515, 109 $ 1,841,185 $ 1,712,416 $ 2,052,059
BASI C AND DI LUTED EARNI NGS PER COMVON
SHARE 0.07 0. 06 0.22 0.20 0.24
WEI GHTED AVERAGE NUMBER OF SHARES
QUTSTANDI NG 8, 400, 700 8, 440, 888 8, 400, 750 8, 440, 888 8, 439, 159
COMPREHENSI VE | NCOVE
NET | NCOVE $ 558, 950 $ 515, 109 $ 1,841,185 $ 1,712,416 $ 2,052,059
O her conprehensive inconme (loss), net
of tax:
Unreal i zed gains (losses) on
mar ket abl e securities
(net of tax benefits) 7,089 (16, 385) (107, 454) (214, 029) 170, 107
Less reclassification adjustment for
gains (Il osses)
included in net incone (net of taxes) (207, 164)
Conpr ehensi ve income $ 566, 039 $ 498, 724 $ 1,733,731 $ 1,498,387 $ 2,015,002

</ TABLE>

See acconpanyi ng notes to financial

4

statenents
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<PACGE>

LI FEWAY FOCDS,

I NC. AND SUBSI DI ARY
Consol i dated Statenents of Changes in Stockhol ders’

For the Nine Mnths Ended Septenber 30, 2005

and the Year

<TABLE><CAPTI ON\>

COWON STOCK, NO PAR VALUE
10, 000, 000 SHARES AUTHORI ZED # OF SHARES

# OF SHARES
| SSUED
<S> <C
BALANCES AT
DECEMBER 31, 2003 8, 636, 888
| ssuance of
treasury stock --

O her conprehensive
incomre (loss):
Unreal i zed | osses
on securities,
net of taxes and
recl assification
adj ust ment --

Payment on
subscri ption
recei vabl e --

Net inconme for the

year ended Decenber

31, 2004 --
BALANCES AT

DECEMBER 31, 2004 8, 636, 888

| ssuance of
treasury stock --

Redenption of
treasury stock --

O her conprehensive
income (loss):
Unreal i zed | osses
on securities,
net of taxes and
recl assification
adj ust ment --

Net inconme for the

ni ne nont hs ended

Sept ember 30, 2005 - -
BALANCES AT

SEPTEMBER 30, 2005 8, 636, 888

# OF SHARES
QUTSTANDI NG

8, 436, 888

4,550

8, 441, 438

2,417

(50, 000)

8, 393, 855

Ended Decenber 31, 2004

OF
TREASURY
STOCK

200, 000 $ 6,509, 267

(4, 550) --

195, 450 $ 6,509, 267

(2,417) --

50, 000 --

243, 033 $ 6,509, 267

Equity

PAID I N
CAPI TAL

64, 314

STOCK
SUBSCRI PTI ON
RECEI VABLE
BALANCES AT
DECEMBER 31, 2003 $ (15, 000)
| ssuance of
treasury stock --

O her conprehensive

TREASURY
STOCK

$ (679, 956)

30, 917

ACCUMULATED
OTHER
COVPREHENS! VE
I NCOVE (LCSS),
NET OF TAX

RETAI NED
EARNI NGS

$ 9,822, 416 $ 156, 237

$ 15,792,964

95, 231
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income (loss):
Unreal i zed | osses
on securities,
net of taxes and
reclassification
adj ust ment -- --

Paynent on
subscri ption
recei vabl e 15, 000 --
Net income for the

year ended Decenber

31, 2004 -- --

BALANCES AT

DECEMBER 31, 2004 $ -- $ (649, 039)

| ssuance of
treasury stock -- 16, 421
Redenption of
treasury stock -- (401, 554)
O her conprehensive
income (loss):

Unreal i zed | osses

on securities,

net of taxes and

recl assification

adj ust ment -- --

Net income for the
ni ne nont hs ended
Sept ember 30, 2005 - - --

BALANCES AT

SEPTEMBER 30, 2005 $ -- $ (1,034,172)

-- (37,057)

2,052, 059 --

$ 11,874,475 $ 119,180
-- (107, 454)

1, 841, 185 ..

$ 13,715,660 $ 11, 726

(37, 057)

15, 000

2,052, 059

$ 17,918,197

34, 845

(401, 554)

(107, 454)

1, 841, 185

$ 19, 285,219

</ TABLE>

See acconpanyi ng notes to financial statements
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LI FEWAY FOCDS, | NC. AND SUBSI DI ARY

Consol i dated Statenents of Cash Fl ows
For the Nine Mdnths Ended Septenber 30, 2005 and 2004

and the Year Ended Decenber 31, 2004

<TABLE><CAPTI ON\>

<S>
CASH FLOAS FROM OPERATI NG ACTI VI TI ES:

NET | NCOVE

Adj ustnents to reconcile net income to net cash flows from

operating activities:
Depreciation and anortization
Gain on sale of narketable securities, net

(Gain)/Loss on marketable securities classified as trading

Deferred incone taxes
Treasury stock issued for services
(I'ncrease) decrease in operating assets:
Accounts receivable
Qt her receivables
I nventories
Ref undabl e i nconme taxes
Prepai d expenses and other current assets
I ncrease (decrease) in operating liabilities:
Account s payabl e
Accrued expenses

NET CASH PROVI DED BY OPERATI NG ACTI VI TI ES

CASH FLOAS FROM | NVESTI NG ACTI VI TI ES:

Purchases of marketable securities

Sal e of nmarketabl e securities

Purchases of property and equi pnent

Purchase of Goodwi ||

Acquisition of Ilya's Farms, Inc. net of assets acquired

NET CASH USED I N I NVESTI NG ACTI VI TI ES
CASH FLOWS FROM FI NANCI NG ACTI VI Tl ES:

Proceeds from stock subscription receivable
Proceeds from note payabl e
Purchases of treasury stock
Repaynent of notes payable

NET CASH PROVI DED BY (USED I N) FI NANCI NG ACTI VI TI ES

Net increase/ (decrease) in cash and cash equival ents

Cash and cash equival ents at the begi nning of the period

CASH AND CASH EQUI VALENTS AT THE END OF THE PERI CD

</ TABLE>

NI NE MONTHS ENDED
SEPTEMBER 30,

$ 1,841,185

486, 050
(324, 433)
(14, 355)
(69, 219)

34, 845

(613, 492)
(36, 956)
(395, 369)
200, 580
(75, 033)

7,230
258, 354

1, 299, 387

(5,149, 008)
4, 466, 197
(4,778, 821)

(5, 461, 632)

3, 000, 000
(401, 554)
(17,731)

(1,581, 530)

5,773, 285

$ 4,191,755

$ 1,712,416

474, 876
(321, 716)
12, 077
45,776

(142, 891)
85, 185
(104, 379)
238, 129
(7,551)

(94, 176)
2,991

1, 900, 737

(5, 790, 781)
5, 306, 395
(224, 669)
(511, 800)

750, 316

$ 5,348,135

YEAR ENDED
DECEMBER 31,

$ 2,052,059

669, 994
(354, 128)
16, 487
45, 560
95, 231

(223, 895)
93, 630
(94, 125)
47,554
(6, 469)

(153, 670)
11,941

2,200, 169

(6, 265, 671)
6, 096, 652
(330, 411)

(511, 800)

(1,011, 230)

15, 000

(28, 473)

1,175, 466

4,597, 819

$ 5,773,285




www.eXFILE.com, Inc. (888) 775-4789 Rev - 15:58:50 11/14/2005
LIFEWAY FOODS, INC. -- FORM 10-QSB DATED SEPTEMBER 30, 2005 (13927)

form10qsb_13927.txt, 8

<PACGE>

LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

NOTE 1 - NATURE OF BUSI NESS

Li feway Foods, Inc. (The "Conpany") commenced operations in February 1986 and
incorporated under the laws of the state of Illinois on May 19, 1986. The
Conmpany' s princi pal business activity is the production of dairy products
Specifically, the Conpany produces Kefir, a drinkable product which is simlar
to but distinct fromyogurt, in several flavors sold under the nane "Lifeway's
Kefir;" a plain farner's cheese sold under the nanme "Lifeway's Farner's Cheese;"
a fruit sugar-flavored product simlar in consistency to cream cheese sold under
the nane of "Sweet Kiss;" and a dairy beverage, simlar to Kefir, with increased
protein and cal cium sold under the nane "Basics Plus." The Conpany al so
produces several soy-based products under the nanme "Soy Treat" and a
veget abl e- based seasoni ng under the nane "CGol den Zesta." The Conpany currently
distributes its products throughout the Chicago Metropolitan area through | ocal
food stores. In addition, the products are sold throughout the United States and
Ontario, Canada by distributors. The Conpany al so distributes some of its
products to Eastern Europe

On July 23, 2004, LFIE acquired certain assets and inventory of Ilya's Farnms,
Inc., a Pennsylvania corporation, for a total purchase price of $575,600. The
asset acquisition included approxi mately $63,800 of tangible assets (including
certain manufacturing equi pment, a delivery truck and inventory) as well as
intangi bl e assets such as the brand nane "Ilya's Farns" and the recipes and
manuf act uri ng processes previously used by Ilya's Farns, Inc. At present, LFIE
manuf actures and distributes certain cream cheese products under the brand nanes
"Ilya's Farnms" and under Lifeway Foods in the Phil adel phia, Pennsylvania
metropolitan area

NOTE 2 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG PQOLI CI ES

A summary of the significant accounting policies applied in the preparation
of the acconpanying financial statenents follows:

Princi pl es of consolidation

The consolidated financial statements include the accounts of the
Conmpany and its whol |l y-owned subsidiary, LFI Enterprises, Inc. A
significant interconpany accounts and transacti ons have been
el i m nat ed.

Use of estinates

The preparation of financial statenents in conformty with the Public
Conmpany Accounting Oversight Board (PCAOB) requires managenent to make
estimates and assunptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statenments and reported anounts of revenues
and expenses during the reporting period. Actual results could differ
fromthose estimtes

Revenue Recognition

Sal es represent sal es of Conpany produced dairy products that are
recorded at the tine of shipment. In addition, shipping costs invoiced
to the custoners are included in net sales and the related cost in cost
of sales.
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NOTE 2 -

LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI ClI ES - CONTI NUED

Cash and cash equi val ents
Al highly liquid investments purchased with an original nmaturity of
three nonths or |less are considered to be cash equival ents

The Conpany mai ntai ns cash deposits at several institutions |located in
the greater Chicago, Illinois and Phil adel phia, Pennsylvania
metropolitan areas. Deposits at each institution are insured up to
$100, 000 by the Federal Deposit Insurance Corporation or the Securities
I nvestor Protector Corporation

Bank bal ances of anounts reported by financial institutions are
categorized as foll ows:

Sept enber 30, Decenber 31
2005 2004 2004
Amount s i nsur ed $ 500, 000 $ 500, 000 $ 472,341
Uni nsured and uncol | aterali zed
anmount s 3, 959, 945 5,041,913 5, 456, 188
Tot al bank bal ances $4, 459, 945 $5, 541, 913 $5, 928, 529

Mar ket abl e securities

Mar ket abl e securities are classified as avail able-for-sale or trading
and are stated at fair value or quoted prices. Gains and | osses rel ated
to marketabl e securities sold are determ ned by the specific
identification nmethod

Accounts receivabl e

Credit terns are extended to custonmers in the nornal course of

busi ness. The Conpany perfornms ongoing credit evaluations of its
custoners' financial condition and generally requires no collateral

Accounts receivable are recorded at invoice anounts, and reduced to
their estimated net realizable value by recognition of an all owance for
doubtful accounts. The Conpany's estimte of the allowance for doubtfu
accounts is based upon historical experience, its evaluation of the
current status of specific receivables, and unusual circunstances, if
any. Accounts are considered past due if payment is not nade on a
timely basis in accordance with the Conpany's credit terms. Accounts
consi dered uncol l ecti bl e are charged agai nst the all owance

I nventories

Inventories are stated at |ower of cost or market, cost being
determned by the first-in, first-out nethod

8
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NOTE 2 -

LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES - CONTI NUED

Property and equi pnent

Property and equi pnent are stated at depreciated cost or fair val ue
where depreciated cost is not recoverable. Depreciation is conputed
using the straight-line nethod. Wen assets are retired or otherw se
di sposed of, the cost and rel ated accunul ated depreciation are renoved
fromthe accounts, and any resulting gain or loss is recognized in
incone for the period. The cost of mmintenance and repairs is charged
to incone as incurred; significant renewal s and betternments are
capitalized.

Property and equi pnent are being depreciated over the follow ng useful
lives:

Cat egory Year s
Bui | di ngs and i nprovenents 31 and 39
Machi nery and equi pnent 5- 12
O fice equi pnent 5-7
Vehi cl es 5

I nt angi bl e assets

The Conpany accounts for intangible assets at historical cost.

I ntangi bl e assets acquired in a business conbination are recorded under
the purchase nethod of accounting at their estimated fair values at the

date of acquisition. Goodwi || represents the excess purchase price over
the fair value of the net tangible and other intangible assets
acquired. Goodwill is not anortized. The Conpany anortizes other
intangi bl e assets over their estimted useful lives, as disclosed in

the tabl e bel ow.

Goodwi I is reviewed for inpairnent at |east annually. The Conpany wl |
performits annual inpairnent test on July 23 (or the first business
day i mmrediately following that date). Since the Conpany only has one
reporting unit, the test is based on a fair val ue approach applied for
the entire conpany.

The Conpany will review intangi ble assets and their rel ated useful
lives at |least once a year to determine if any adverse conditions exist
that woul d indicate the carrying value of these assets may not be
recoverable. This reviewis called an inpairnent assessnent. The
Conmpany w || conduct nore frequent inpairment assessnments if certain
conditions exist, including: a change in the conpetitive |andscape, any
internal decisions to pursue new or different strategies, a loss of a
significant customer, or a significant change in the narket place
includi ng changes in the prices paid for the Conpany's products or
changes in the size of the nmarket for the Conpany's products.

If the estimate of an intangible asset's remaining useful lifeis
changed, the renmining carrying amount of the intangible asset is
anortized prospectively over the revised remaining useful life.
I ntangi bl e assets are being anortized over the follow ng useful lives:
Cat egory Years
Reci pes 4
Custoner |lists and other
custoner related intangi bl es 8
Lease agreenent 7
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

NOTE 2 - SUMVARY CF SI GNI FI CANT ACCOUNTI NG POLI CI ES - CONTI NUED

I nconme taxes

Deferred incone taxes arise fromtenporary differences resulting from
incone and expense itenms reported for financial accounting and tax
purposes in different periods. Deferred taxes are classified as current
or non-current, depending on the classification of the assets and
liabilities to which they relate. Deferred taxes arising fromtenporary
differences that are not related to an asset or liability are
classified as current or non-current depending on the periods in which
the tenporary differences are expected to reverse

The principal sources of tenporary differences are different

depreci ation and anortization methods for financial statenment and tax

purposes, unrealized gains or losses related to nmarketable securities

capitalization of indirect costs for tax purposes, and the recognition
of an all owance for doubtful accounts for financial statenment purposes

Treasury stock

Treasury stock is recorded using the cost nethod

Advertising costs

The Conpany expenses advertising costs as incurred. During the years
ended Decenber 31, 2004 and for the nine nonths ended Septenber 30
2005 and 2004, approxi mately $909, 179, $914, 598 and $619, 852, of such
costs respectively, were expensed

Ear ni ng per conmon share

Ear ni ngs per common share were conputed by dividing net incone

avail abl e to commopn stockhol ders by the wei ghted average nunber of
common shares outstanding during the period. For all periods presented
diluted and basic earnings per share were the sane, as the effect of
dilutive securities options outstanding was not significant.

NOTE 3 - ACQUI SITION OF ILYA'S FARMS, | NC

On July 23, 2004, LFlI Enterprises, Inc., an Illinois corporation and wholly
owned subsidiary of Lifeway ("LFIE"), acquired certain assets of Ilya' s Farns,
Inc., a Pennsylvania corporation. The aggregate purchase price was $575, 600
paid by LFIE in cash fromits current assets

As a result of the acquisition LFIE now manufactures and distributes certain
cream cheese products under the brand nane "llya's Farns" in the Phil adel phia
Pennsyl vani a netropolitan area. The results of operations of the acquired

busi ness have been included in the consolidated financial statenents since the
acqui sition date

The followi ng tabl e summari zes the val ues of the assets and inventory acquired
at the date of acquisition, July 23, 2004

Assets and | nventory Acquired Val ue
Machi nery and equi pnent $ 38,200
I nventory 25, 600
I nt angi bl e assets 511, 800
Total aggregate purchase price $575, 600

10
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004
NOTE 4 - | NTANG BLE ASSETS

I ntangi bl e assets, and the related accunul ated anortizati on, consist of the
followi ng as of Septenber 30, 2005:

Accunul at ed

Cost Anortization
Loan acqui sition costs $ 6,638 $ 498
Reci pes 43, 600 12,717
Custoner |ists and other custoner
rel ated intangibl es 305, 200 48, 323
Lease acquisition 87, 200 14,533
Goodwi | | 75, 800 --
$ 518, 438 $ 76,071

Anortization expense is expected to be as follows for the 12 nonths ending
Sept enber 30:

2006 $ 66,105
2007 66, 105
2008 66, 105
2009 56, 113
2010 54,873
Ther eafter 57, 266
$ 366, 567

Anortization expense during the nine nonths ended Septenber 30, 2005 and year
ended Decenber 31, 2004 was $49, 081 and $26,990. Goodwi || anortization, for tax
pur poses, totaled $3,790 and $2,527 for the nine nonths ended Septenber 30, 2005
and year ended Decenber 31, 2004, respectively.

11
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NOTE 5 -

<S>

LI FEWAY FOODS,

I'NC. AND SUBSI DI ARY

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

MARKETABLE SECURI TI ES

The cost and fair value of marketable securities classified as avail able
for sale and trading are as foll ows:
<TABLE><CAPTI ON>

Sept ember 30, 2005

Equi ties and Mt ual
Funds

Preferred Securities

Certificates of Deposit

Cor por at e Bonds

Muni ci pal Bonds

CGover nnent agency
obl i gati ons

Tot al

Sept ember 30, 2004

Equi ti es/ Mutual Funds
Preferred Securities

Certificates of Deposit

Cor por at e Bonds

Muni ci pal bonds,
maturing within five
years
Gover nment agency

ol i gati ons,

mat uring

After five years

Tot al

</ TABLE>

Loss on
Mar ket abl e
Securities
Unrealized Unrealized Cassified as Fair
Cost Gai ns Losses Tr adi ng Val ue
<C <C <C <C <C
4,136, 818 221, 349 (121, 835) 4,236, 332
955, 233 (19, 849) 935, 384
150, 000 (3, 630) 146, 370
2,159, 363 (55, 732) 2,103,631
61, 275 1, 012 (1, 341) 60, 946
100, 000 (2,132) 97, 868
7,562, 689 222, 361 (202, 387) (2,132) 7,580,531
Loss on
Mar ket abl e
Securities
Unrealized Unrealized Cassified as Fair
Cost Gai ns Losses Tr adi ng Val ue

$3,713,163 $ 101,144 $ (188,299) $ -- $3, 626, 008
75, 505 1, 825 -- -- 77,330
150, 000 -- (7, 440) -- 142, 560
1, 614, 275 -- (8,177) -- 1, 606, 098
132, 224 2,490 -- -- 134,714
1,153, 234 -- -- (12,077) 1,141,157
$6,838,401 $ 105,459 $ (203,916) $ (12,077) $6,727,867

12
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004
NOTE 5 - MARKETABLE SECURI TI ES - CONTI NUED
<TABLE><CAPTI ON>
Loss on
Mar ket abl e
Securities
Unrealized Unrealized Cassified as Fair
Decenber 31, 2004 Cost Gi ns Losses Tr adi ng Val ue
<S> <C <C <C <C <C
Equi ti es and Mutual
Funds $3,414,459 $ 341,230 $ (120,991) $ -- $3, 634, 698
Preferred Securities 65, 000 596 -- - - 65, 596
Certificates of Deposit 150, 000 -- (4,935) -- 145, 065
Cor por at e Bonds 1, 639, 275 -- (14, 862) - - 1,624,413
Muni ci pal bonds,
maturing within five
years 132, 226 1,992 -- -- 134, 218
Gover nment agency
obligations, maturing
after five years 1, 154, 484 -- -- (16,487) 1,137,997
Tot al $6, 555,444 $ 343,818 $ (140,788) $ (16,487) $6, 741, 987
</ TABLE>

Proceeds fromthe sale of

mar ket abl e securities were $6, 096, 652, $1, 589, 538 and

$5, 306, 395 during the year ended Decenber 31, 2004 and for the nine nonths ended

Sept enber 30, 2005 and 2004

respectively.

G oss gains of $354,128, $324,433 and $321,716 were realized on these sales
during the year ended Decenber 31, 2004 and for the nine nonths ended Septenber

30, 2005 and 2004

NOTE

Inventories consist of the follow ng

6 - | NVENTORI ES

Fi ni shed goods
Production supplies
Raw mat eri al s

Tot al

inventories

respectively.

Sept enber 30
2005 2004
$ 537,514 $ 386, 700
460, 664 308, 766
302, 888 220, 485
$1, 301, 066 $ 915,951

Decenber 31
2004

$ 404, 206
297, 791
203, 700

$ 905, 697

13
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NOTE 7 -

NOTE 8 -

LI FEWAY FOODS

I'NC. AND SUBSI DI ARY

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

PROPERTY AND EQUI PMENT

Property and equi pnent consist of the follow ng:

Land

Bui | di ngs and i nprovenents
Machi nery and equi pnent
Vehi cl es

O fice equi pnent

Less accunul at ed depreci ation

Total property and equi pnent

Sept enber 30,

2005 2004
$ 909, 232 $ 470, 900
6,441, 412 2,453,681
5, 667,016 5, 316, 766
510, 510 408, 898
78,763 78,763
13, 606, 938 8, 729, 008
5, 851, 581 5, 246, 484
$ 7,755, 352 $3, 482, 524

Decenber 31,

$ 470,900
2,481, 257
5, 394, 932

408, 898
78, 763

8, 834, 750
5,414, 612

$ 3,420, 138

Depreci ati on expense during the year ended Decenmber 31, 2004 and for the
ni ne nonths ended Septenber 30, 2005 and 2004 was $643, 004, $436, 969 and

$474, 876, respectively.

NOTES PAYABLE

Not es payabl e consi st of the follow ng:
<TABLE><CAPTI ON>

Sept enber 30,

<C
$ 474,659

<C
$ 472,325

$ 465,796 $ 463,541

2005

<S> <C

Mort gage note payable to a bank, payable in nmonthly $ 465,179

installnents of $3,273 including interest at 6.25%

with a balloon payment of $454,275 due Septenber 25

2006. Collateralized by real estate. Mrtgage note

payabl e to a bank, payable in nonthly installnments

of $19,513 including interest at 5.6% with a

bal  oon paynment of $2,652,143 due July 14, 2010

Col l ateralized by real estate. 2,989, 415

Not es payabl e to finance conpanies; paid in ful

Noverber 2004. --

Total notes payable 3, 454, 596

Less current maturities 534, 938

Total |ong-termportion $2, 919, 656
</ TABLE>

Maturities of notes payables are as follows:

As of Septenber 30,
2006
2007
2008
2009
2010

Tot al

$ 534,938
73,767

78, 005

82, 488
2,685, 396

14
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

SEPTEMBER 30, 2005 AND 2004

AND DECEMBER 31,

NOTE 9 - PROVI SI ON FOR | NCOVE TAXES

The provision for incone taxes consists of the follow ng:

For the N ne Mont hs Ended

2004

Sept enber 30,
2005 2004

Current:

Feder al $1, 050, 319 $ 841, 895

State and | ocal 201, 380 193, 231
Total current 1, 251, 699 1, 035, 126
Deferred (69, 220) 45,779
Provision for incone taxes $1,182,479 $ 1,080, 905

For the
Year Ended
Decenber 31,

$ 1,084, 557
260, 050

1, 334, 607
45, 560

$ 1,390, 167

A reconciliation of the provision for incone taxes and the incone tax

conputed at the statutory rate is as foll ows:

For the N ne Mont hs Ended

Sept enber 30,
2005 2004
Federal incone tax expense $1, 003, 298 $ 880, 399
conputed at the statutory rate
State and | ocal tax expense 197, 254 203,912
Per manent book/tax differences (18,073) (3, 406)
Provi sion for incone taxes $1, 182, 479 $1, 080, 905

For the
Year Ended
Decenber 31,

$ 1,084,921

251, 283
53, 963

$ 1,390, 167
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

NOTE 9 - PROVI SION FOR | NCOVE TAXES - CONTI NUED

Anmounts for deferred tax assets and liabilities are as foll ows:
<TABLE><CAPTI ON>

For the
For the Nine Mnths Ended Year Ended
Sept enber 30, Decenber 31,
2005 2004 2004
<S> <C <C <G
Non-current deferred tax liabilities
a rising from
Tenporary differences - principally
Book/tax, accumnul ated depreciation $ (362, 314) $ (426, 895) $ (424,039)
Current deferred tax liability arising
from
Book/tax, unrealized | osses (gains)
on marketabl e securities (8, 250) 40, 663 (83, 850)
Current deferred tax assets arising
from
Book/ tax, inventory 55, 131 50, 273 47, 636
Total current deferred tax assets 46, 881 90, 936 (36, 214)
(liabilities)
Net deferred tax liability $ (315,433) $ (335,959) $ (460, 253)

</ TABLE>

NOTE 10 - SUPPLEMENTAL CASH FLOW I NFORVATI ON

Cash paid for interest and incone taxes are as follows:

(Unaudi t ed) For the Year
For the N ne Months Ended
Ended Septenber 30, Decenber 31,
2005 2004 2004
I nt er est $ 51,195 $ 7,623 $ 31, 441
I ncone taxes $1,053,064 $ 798, 147 $ 1,298, 348

NOTE

11 - STOCK OPTI ON PLANS

The Conpany has a registration statenent filed with the Securities and
Exchange Commi ssion in connection with a Consulting Service Conpensation
Pl an covering up to 600,000 of the Conpany's comon stock shares. Pursuant
to such Plan, the Conpany may issue comon stock or options to purchase
common stock to certain consultants, service providers, and enpl oyees of
the Conpany. There were 468,000 shares available for issuance under the

Pl an at Decenber 31, 2004 and at Septenber 30, 2005 and 2004. The option
price, nunber of shares, grant date, and vesting terns are determ ned at
the discretion of the Conpany's Board of Directors.

As of Decenber 31, 2004 and at Septenber 30, 2005 and 2004, there were no
stock options outstanding or exercisable.
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004
NOTE 11 - STOCK OPTI ON PLANS - CONTI NUED

NOTE

NOTE

On February 12, 2004, Lifeway's Board of Directors approved awards of an
aggregate anmount of 5,100 shares to be awarded under its Enpl oyee and
Consul ting Services and Conpensation Plan to certain enpl oyees and
consultants for services rendered to the Conpany. The stock awards were
made on April 1, 2004 and have vesting periods that vary fromsix nonths to
one year, depending upon the individual grantee. The expense for the awards
is measured as of April 1, 2004 at $20.93 per share for 5,100 shares, or a
total stock award expense of $106, 743. This expense is being recognized as
the stock awards vest beginning with the recognition of $41,860 for 2,000
shares vested on April 1, 2004. There were a total of 4,550 vested shares
resulting in a stock award expense of $95,231 for the year ended Decenber
31, 2004, and an additional 1,400 shares vested during the quarter ended
Sept enber 30, 2005 for an additional expense of $17,500

12 - STOCK SPLIT

On February 12, 2004, the Board of Directors of the Conpany declared a
two-for-one stock split of the commobn stock of the Conpany payabl e on March
8, 2004 to all of the Conpany's sharehol ders of record as of February 27
2004

As a result of the stock split, sharehol ders received two shares of comon
stock for every one share held on the record date. Upon conpletion of the
split, the total nunmber of shares of common stock outstanding increased
from 4,218,444 to 8, 436, 888

The earnings per share cal cul ations as presented on the consolidated
statenments of income and conprehensive incone and the nunber of shares
i ssued and outstandi ng per statement of changes in stockhol ders' equity
have been adjusted to reflect split adjusted share anpunts

13 - FAIR VALUE OF FI NANCI AL | NSTRUMENTS

The estimated fair value of the Conpany's financial instruments is as
follows at:

<TABLE><CAPTI ON>

Sept enber 30, Sept ember 30, Decenber 31
2005 2004 2005
Carrying Fair Carrying Fair Carrying Fair
Amount Val ue Amount Val ue Amount Val ue
<S> <C <C <C <C <C <C
Cash and cash $4,191,755 $4,191,755  $5,348,135 $5,348,135 $5,773,285  $5,773,285
equi val ents
Mar ket abl e
securities $7,580,531  $7,580,531  $6,727,869 $6,727,869  $6,741,987  $6, 741, 987
Not es payabl e $3, 454, 594 $3, 437, 469 $ 477,512 $ 454,773 $ 472,325 $ 469, 696
</ TABLE>

The carrying val ues of cash and cash equival ents, and narketabl e securities
approxi mate fair values. The fair value of the notes payable is based on
the discounted val ue of contractual cash flows. The discount rate is
estimated using rates currently offered for debt with simlar maturities
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LI FEWAY FOODS, | NC. AND SUBSI DI ARY
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
SEPTEMBER 30, 2005 AND 2004
AND DECEMBER 31, 2004

NOTE 14 - PENDI NG LI TI GATI ON

On Decenber 4, 2004 a forner enployee requested a Mdtion for Summary
Judgnment on the issue of Liability in a lawsuit filed agai nst the Conpany
by the forner enployee. The notion was granted on February 10, 2005 and on
February 18, 2005 the case was referred to a Magistrate Judge for a

settl ement conference.

The | awsuit all eges non paynment of overtine wages in violation of federal
enpl oyment |aws, with an estimated anount between $90, 000 and $100, 000. The
suit was filed in the United States District Court for the Northern
District of Illinois on behalf of all enployees who were classified as
non-exenpt during 2001 through 2003. The Conpany has accrued a $95, 000
liability in anticipation of a settlenent.
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| TEM 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OR PLAN OF OPERATI ON
COVPARI SON OF QUARTER ENDED SEPTEMBER 30, 2005 TO QUARTER ENDED SEPTEMBER 30,

The followi ng anal ysis should be read in conjunction with the unaudited
financial statements of the Conpany and rel ated notes included el sewhere in this
quarterly report and the audited financial statenents and Managenent's

Di scussion and Anal ysis contained in our Form 10-KSB, for the fiscal year ended
Decenber 31, 2004, and in the Managenent's Discussion and Anal ysis contained in
our Form 10- @SB, for the fiscal quarters ended March 31, 2005, and June 30,
2005.

RESULTS OF OPERATI ONS

Sal es increased by $1, 056,042 (approxi mately 26% to $5, 194, 648 during the three
nonth period ended Septenber 30, 2005 from $4, 138,606 during the sanme three
month period in 2004. This increase is primarily attributable to increased sal es
and awareness of Lifeway's existing drinkable dairy products including La Fruta,
and its flagship line, Kefir.

Li feway's whol | y-owned subsidiary, LFI Enterprises, Inc. ("LFIE") accounted for
$247,416 of total sales revenues during the third quarter of 2005. O the total
$264, 807 revenues from LFIE, $112,671 was earned due to sales of Lifeway's Kefir
and Farnmer Cheese products sent fromour Mrton Gove, Illinois facility to

Phi | adel phia, Pennsylvania for distribution in the tri-state area of

Pennsyl vani a, New Jersey and New York. The renmining $134, 745 of LFIE revenues
for the third quarter of 2005 was earned from sal es of the Cream Cheese Gournet
line of products acquired fromllya's Farms, Inc. in the third quarter of 2004.
Sales fromthe acquired Ilya's Farnms creamcheese line in the third quarter 2004
were $103,635. This represents a 30%increase in sales for the creamcheese |ine
in the third quarter 2005 when conpared to the sane period year ago.

Cost of goods sold as a percentage of sales was approxi mately 59% during the
third quarter 2005, conpared to about 54%during the same period in 2004. The
average cost of milk, Lifeway's |argest cost of goods sold conponent, was
simlar in the third quarter 2005 conpared to the sanme period in 2004. Begi nning
January 1, 2005, the m ni mum wage payabl e to Conpany's enployees in Illinois
increased 18% This higher wage increase (and indirect pressure for additional
increases) has had a negative inpact on our gross nmargins in 2005, when conpared
to 2004. W intend to prinarily offset these wage increases by continuing to
invest in the automati on of our production processes.

As we increased our shiprments, the rise in fuel and transportation costs in the
third quarter, when conpared to the sane period a year ago, had a negative

i mpact on our gross margins. W were able to partially off-set this increase in
fuel costs by naking prudent investnents in the energy nmarkets, as is evident in
our gains fromthe sale of marketable securities.

Operati ng expenses as a percentage of sales was approxi mately 26% during the

third quarter 2005, conpared to about 28% during the same period in 2004. This
decrease is primarily attributable to our continuing efforts to inprove our
production automation, through capital investments, thereby inproving our

overal |l operating incone. Lifeway al so recogni zed an expense related to an increase
in a reserve established with respect to a |awsuit brought be a previous

enpl oyee, as discuss in Part Il, Item2 of this report.

Provision for incone taxes was $400, 464, or a 42%tax rate during the third
quarter 2005 conpared with $296,210, or a 36%tax rate during the same period in
2004. Incone taxes are discussed in Note 9 of the Notes to Consolidated

Fi nanci al Statenents.

COVPARI SON OF NI NE MONTH PERI OD ENDED SEPTEMBER 30, 2005 TO NI NE MONTH PERI OD

RESULTS OF OPERATI ONS

Sal es increased by $2, 848,298 (approxi mately 24% to $14, 924,076 during the nine
nont h period ended Septenber 30, 2005 from $12, 075,778 during the sanme nine
month period in 2004. This increase is primarily attributable to increased sal es
and awar eness of Lifeway's existing drinkable dairy products including La Fruta,
and its flagship line, Kefir.
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Cost of goods sold as a percentage of sales was approxi mately 58% during the
nine nonth period ended Septenber 30, 2005, conpared to about 55% during the
sane period in 2004. The average cost of mlk, Lifeway's |largest cost of goods
sol d conmponent, approximately 20% higher in the first quarter 2005, conpared to
the sane period in 2004, but was simlar in the second and third quarters 2005
conpared to the sanme periods in 2004. Begi nning January 1, 2005, the nininum
wage payable to Conpany's enployees in Illinois increased 18% This higher wage
increase (and indirect pressure for additional increases) has had a negative

i mpact on our gross margins in 2005, when conpared to 2004. W intend to
primarily offset these wage increases by continuing to invest in the autonation
of our production processes.

Total other incone for the six nonths ended Septenber 30, 2005 was $500, 520,
conpared with $411, 433 during the sane period in 2004. This increase is
primarily attributable to the conpany earning nore interest and dividends in
2005, when conpared to the sanme period in 2004.

SOURCES AND USES COF CASH

Net cash used in investing activities was $5,461, 631 during the nine nonths
ended Sept enber 30,2005, which is an increase of $4,240,776 conpared to the sane
period in 2004. This increase is primarily due to the Conpany's purchase of a
storage and distribution facility.

Net cash provided by financing activities was $2,580, 715 during the nine nonths
ended Septenber 30, 2005, which is an increase of $2,510,281 conpared to the
sane period in 2004. This increase is primarily attributable to the Conpany
financing the purchase of the above- mentioned facility. The Conpany entered
into a $3 mllion note that has a maturity of 5 years, at an interest rate of
5.6% The Conpany al so purchased 50,000 shares of its treasury stock at a cost
of $401,554 in the first nine nmonths of 2005.

A significant portion of our assets are held in marketabl e securities. The
majority of our marketable securities are classified as available-for-sale on
our bal ance sheet, while the nortgage-backed securities are classified as
trading. All of these securities are stated thereon at market value as of the
end of the applicable period. Gains and | osses on the portfolio are determ ned
by the specific identification nethod.

We anticipate being able to fund the Conpany's foreseeable liquidity
requirements internally. W continue to explore potential acquisition
opportunities in our industry in order to boost sales while |everaging our
distribution systemto consolidate and | ower costs.

OTHER DEVELOPMENTS

On May 23, 2005, Lifeway's Board of Directors approved awards of an aggregate
amount of 5,600 shares to be awarded under its Enpl oyee and Consul ting Services
and Conpensation Plan to certain enpl oyees and consultants for services rendered
to the Conmpany. The stock awards were made on June 1, 2005 and have vesting
periods of one year. The expense for the awards is neasured as of June 1, 2005
at $12.50 per share for 5,600 shares, or a total stock award expense of $70, 000.
This expense will be recognized as the stock awards vest in 12 equal portions of
$5, 833, or 466 shares per nmonth for one year.

CRI TI CAL ACCOUNTI NG POLI Cl ES

Lifeway's analysis and di scussion of its financial condition and results of
operations are based upon its consolidated financial statements that have been
prepared in accordance with accounting principles generally accepted in the
United States of Anerica ("US GAAP'). The preparation of financial statenents in
accordance with US GAAP requires managenment to neke estimates and assunptions
that affect the reported anpbunts of assets, liabilities, revenues and expenses.
US GAAP provides the framework from which to nake these estimtes, assunptions
and di scl osures. Lifeway chooses accounting policies within US GAAP that
managenent believes are appropriate to accurately and fairly report Lifeway's
operating results and financial position in a consistent manner. Managenent
regul arly assesses these policies in light of current and forecasted economc
condi tions and has di scussed the devel opnent and sel ection of critical
accounting policies with its audit commttee of the Board of Directors. For
further informati on concerning accounting policies, refer to Note 2 -- Nature of
Busi ness and Significant Accounting Policies in the notes to the consolidated
financial statenents.
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FORWARD LOCKI NG STATEMENTS

In this report, in reports subsequently filed by Lifeway with the SEC on Form
10-QSB and filed or furnished on Form8-K, and in related coments by
managenent, our use of the words "believe," "expect," "anticipate," "estimte,"
"forecast," "objective," "plan," "goal," "project," "explore,"
"priorities/targets,"” and simlar expressions is intended to identify
forward-| ooking statenents. Wiile these statenents represent our current
judgnent on what the future may hol d, and we believe these judgnents are
reasonabl e, actual results may differ materially due to nunmerous inportant
factors that are described in this report and other factors that nmay be
described in subsequent reports which Lifeway may file with the SEC on Form
10-QSB and filed or furnished on Form 8-K, including but not limted to:

o] Changes in economic conditions, comodity prices;

o] Shortages of and price increase for fuel, |abor strikes or work stoppages,
mar ket acceptance of the Conpany's new products;

o] Si gni fi cant changes in the conpetitive environnent;

o] Changes in laws, regulations, and tax rates; and

o] Managenent's ability to achieve reductions in cost and enpl oynment |evels,

to realize production efficiencies and to inplenent capital expenditures,
all at of the levels and tines planned by nanagenent.

| TEM 3. CONTROLS AND PROCEDURES

The Chi ef Executive O ficer and the Chief Accounting O ficer conducted an
eval uation of the effectiveness of the Conpany's disclosure controls and
procedures pursuant to Rule 13a-14 under the Securities Exchange Act of 1934 as
of Septenber 30, 2005. The Conpany has historically operated on strictly
nmoni tored cost constraints. Wth that perspective, the Chief Executive Oficer
and the Chief Accounting Oficer concluded that the disclosure controls and
procedures are effective in ensuring that all material information required to
be filed in this quarterly report has been made known to them However, based
upon the Conpany's recent growth and inproved cash position, as well as
consultation with its auditors, managenent intends to inplenent additional
procedures to inprove internal controls over financial reporting in 2005.
Specifically, an enhanced accounting software package has been identified and
continues to be evaluated which will permt enhanced data recording and internal
reporting as well as additional on-site accounting staff and sone changes to the
Conpany' s internal control procedures over financial reporting.

As of the date of this quarterly report, there have been no known
significant changes in internal controls or in other factors that could
significantly affect these controls subject to the date of such eval uati on.

PART Il - OTHER | NFORVATI ON
| TEM 2. LEGAL PROCEEDI NGS

On Decenber 4, 2004, a former enpl oyee requested a Mdtion for Summary
Judgment on the issue of liability in a lawsuit filed against the Conpany by the
former enpl oyee. The notion was granted on February 10, 2005 and on February 18,
2005 the case was referred to a Magi strate Judge for a settlement conference.
The | awsuit all eges non paynent of overtine wages in violation of federal
enpl oynent |aws, with an estinmated anount between $90, 000 and $100, 000. The suit
was filed in the United States District Court for the Northern District of
Il'linois on behalf of all enployees who were classified as non-exenpt during
2001 through 2003. Qutside counsel for the Conpany has advised that at this
stage in the proceedings it cannot offer an opinion as to the probabl e outcone.
The Conpany continues to vigorously defend this matter. The Conpany has accrued
a $95,000 liability in anticipation of a settlenent.

On April 14, 2003, Vera Snolyansky filed a conplaint seeking unspecified
damages in the Grcuit Court of Cook County, Illinois nanming Lifeway as a
def endant. This case was dism ssed, with prejudice on June 30, 2005.

| TEM 5. OTHER | NFORVATI ON

On Cctober 3, 2005, the Conpany announced its financial results for the fiscal
quarter and six nonths ended Septenber, 30, 2005 and certain other information.
A copy of the Conpany's press rel ease announcing these financial results and
certain other information is attached as Exhibit 99.1 hereto. The information
contained in Exhibit 99.1 hereto is being furnished, and should not be deened
"filed" for purposes of Section 18 of the Securities Exchange Act of 1934, as
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anmended, or otherwi se subject to the liabilities inposed by that Section. The
informati on contained in Exhibit 99.1 shall not be incorporated by reference
into any registration statenent or other docunment or filing under the Securities
Act of 1933, as anmended, except as may be expressly set forth in a specific
filing. The press
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<PACGE>

release filed as an exhibit to this report includes "safe harbor" |anguage
pursuant to the Private Securities Litigation Reform Act of 1995, as anended,
indicating that certain statenents about the Conpany's busi ness and ot her
matters contained in the press release are "forward-1o0king." The press rel ease
al so cautions investors that "forward-1ooking" statenments nmay be different from
actual operating results. Finally, the press release states that a nore thorough
di scussion of risks and uncertainties which may affect the Conpany's operating
results is included in the Conpany's reports on file with the Securities and
Exchange Commi ssi on.

I TEM 6. EXH BI TS

Exhi bi t
Nunber Descri ption
3.4 Anended and Restated By-laws (incorporated by reference to Exhibit
No. 3.5 of Lifeway's Current Report on Form 8-dated and filed on
Decenber 10, 2002). (File No. 000-17363)
3.5 Articles of Incorporation, as amended and currently in effect
(incorporated by reference to Exhibit 3.5 of Lifeway's Quarterly
Report on Form 10-QSB for the quarter ended June 30, 2000 and filed
on August 8, 2000). (File No. 000-17363)
11 Statenent re: Conputation of per share earnings (incorporated by
reference to Note 2 of the Consolidated Financial Statenents)
31.1 Rul e 13a-14(a)/15d-14(a) Certification of Julie Snol yansky.
31.2 Rul e 13a-14(a)/15d-14(a) Certification of Edward P. Snolyansky.
32.1 Section 1350 Certification of Julie Snolyansky.
32.2 Section 1350 Certification of Edward P. Snol yansky.
99.1 Press Rel ease dated Cctober 3, 2005- "Lifeway Foods Reports Record

Third Quarter and N ne Months Sal es Results.”
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<PACGE>
S| GNATURE

In accordance with the requirements of the Exchange Act, the Conpany caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dat e: Novenber 14, 2005
LI FEWAY FOODS, | NC.

By: /s/ Julie Snol yansky

Juli e Smol yansky
Chi ef Executive O ficer, President,
and Director

/sl Edward P. Snol yansky

Chi ef Financial and Accounting Oficer
and Treasurer
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