Landec Corporation Acquires Yucatan Foods
December 3, 2018
Accelerates Landec’s Transformation of Packaged Fresh Vegetable Business to Fresh, Plant-based Natural Foods
Business
SANTA CLARA, Calif., Dec. 03, 2018 (GLOBE NEWSWIRE) -- Landec Corporation (Nasdaq: LNDC), a leading innovator of diversified health and
wellness solutions with two operating businesses, Landec Natural Foods (LNF) and Lifecore Biomedical, announced today that its wholly-owned
subsidiary, Apio, Inc., has acquired Yucatan Foods, L.P., headquartered in Los Angeles, CA, and a leading processor and marketer of authentic
Mexican guacamole made from 100% clean ingredients. The acquisition of Yucatan Foods enables Landec Natural Foods to grow, strengthen and
stabilize its position in the natural foods market, creating critical mass in LNF to better position Landec to evaluate long-term strategies for the
Company's two business segments in order to maximize shareholder value. The acquisition of Yucatan Foods is expected to be accretive to the
Company’s earnings beginning in fiscal year 2020.
With annual revenues of approximately $55 million to $60 million, Yucatan Foods is projecting significant growth due to its flavorful and authentic
products, as well as tailwinds in the rapidly growing guacamole category. The guacamole category in the U.S. is approximately $375 million in
consumer retail dollars and is growing at an estimated 20%, according to IRI data for the 52-weeks ended October 7, 2018. Category growth is
projected to continue as current household penetration of guacamole is estimated at only 21% within the U.S.
With its two guacamole brands, Yucatan® and Cabo Fresh®, and a newly built production facility in Guanajuato, Mexico, Yucatan Foods has the
potential to deliver double-digit revenue growth over the next several years and achieve a targeted gross profit margin of approximately 30%. The
Yucatan brand provides traditional, authentic Mexican taste and can be typically found in the deli department of retail stores. The Cabo Fresh brand
targets plant-forward food consumers, offering new experiences with guacamole and is typically found in the produce department. The new facility in
Mexico has the necessary capacity to support three times the existing revenues of these two brands with only modest incremental capital investments.
“We are excited for the team at Yucatan Foods to join Landec Natural Foods as we create a different kind of food company. At Landec Natural Foods,
we are re-imagining the way fresh, plant-based foods are grown, prepared and delivered,” stated Molly Hemmeter, President and CEO of Landec
Corporation. “The acquisition of Yucatan Foods accelerates the transformation of our packaged fresh vegetables business to a natural foods business
focused on plant-based foods. Not only will Yucatan Foods deliver incremental revenues and profits to Landec, but the guacamole business is a higher
gross margin business that is subject to less sourcing and cost volatility than Landec’s existing packaged fresh vegetable business.
“LNF’s emerging natural food brands – now including O Olive & Vinegar ®, Now Planting®, Yucatan and Cabo Fresh – will comprise 13-15% of LNF
revenues (approximately $70-75 million in annual revenue had we owned Yucatan Foods for all of fiscal 2019), with Eat Smart® packaged fresh
vegetables and salad kits representing the largest portion of the natural food business. As they scale over time, the emerging brands are expected to
contribute a greater percentage of total profitability with gross margin growing to over 30%. This compares to a gross margin of 10-12% in the
packaged fresh vegetable business, which is subject to sourcing and cost volatility,” commented Hemmeter.
The Yucatan and Cabo Fresh guacamole products are made from Mexican-grown Haas avocados which are handpicked, perfectly ripened and
hand-scooped to maintain the authentic avocado flavor. Products are available in a variety of sizes ranging from 2 to 16 ounces and larger products for
foodservice operators, with approximately 95% of the product ingredients coming from avocados and the other 5% from natural flavors and
ingredients. The majority of Yucatan Foods business is in U.S. grocery channel, but it also sells product in U.S. mass retail, Canadian grocery retail
and foodservice channels.
Under the agreement, Apio acquired all of the outstanding equity interests of Yucatan Foods for approximately $80 million, comprised of approximately
$60 million in cash and approximately $20 million of Landec common stock. The stock has a 3-year sales lockup for half of the shares and a 4-year
sales lockup for the other half. In conjunction with the acquisition, Landec borrowed an additional $60 million under its existing term loan for a new total
term loan of $100 million, with interest on $70 million of the term loan fixed at a weighted average rate of 1.87% plus a spread based on the
Company’s leverage ratio which can range from a low of 1.25% to a high of 3.25%. At close, the spread was 2.75%. In addition, Landec increased its
revolving line of credit from $100 million to $105 million. Both the $30 million variable portion of the term loan and the revolving line of credit have an
interest rate of Libor plus the spread based on the Company’s leverage ratio.
On a proforma basis for Landec’s fiscal year ending May 26, 2019, Yucatan is projected to generate net revenues of $55 million to $60 million and
adjusted EBITDA of $6 million to $8 million. On a reported basis for fiscal year 2019, the acquisition of Yucatan is expected to add approximately $27
million to $30 million of net revenue to Landec but to negatively impact earnings per share by $0.12 to $0.15 cents per share due to (1) acquisition
related costs (investment banking fees, legal fees, accounting and tax fees, appraisal fees, etc.), (2) the negative impact during the last six months of
fiscal 2019 from stepping up Yucatan’s acquired inventory to fair market value (sales price less a small commission rate) which will significantly reduce
the gross profit of the acquired inventory, and (3) interest on acquisition related debt. The Company will give an update on its full year fiscal 2019
guidance in its second quarter results release in early January 2019.
For the fiscal year 2019, Landec will record approximately $2.6 million to $3.0 million of acquisition-related expenses, approximately a third of which
was incurred during the Company’s second quarter of fiscal 2019 with the remainder to be incurred during the Company’s third quarter of fiscal 2019.
In addition, the Company will record approximately $600,000 of loan origination fees which will be amortized over approximately three years.
Molly Hemmeter continued, “Our internal research shows that 17% of U.S. consumers and 23% of Canadian consumers are considered ‘plant-

forward’. These consumers are not necessarily vegan or vegetarian, but rather approximately 70% of their food consumption each day comes from
plant-based ingredients. This consumer is currently looking outside of club and retail stores - to restaurants, meal kit companies and home preparation
- to find what they desire. With a greater portfolio of fresh, plant-based products, Landec can partner strategically with retail and club customers to offer
more solutions for plant-forward consumers and bring them back in-store.
“As we merge the two companies, immediate synergies exist between the Yucatan Foods and the Landec Natural Foods sales organizations. Yucatan
Foods will leverage the experience of the LNF sales team within club stores and the produce department of retail stores, while LNF will leverage the
Yucatan Foods sales team experience in the deli department of retail stores. Over time, the newly combined sales organization will be able to expand
distribution of LNF products throughout the fresh store perimeter as this real estate continues to evolve to attract the plant-forward consumer.
“In addition to increased sales and distribution, there are other synergistic opportunities to drive future growth and profitability. In the medium-term, we
will evaluate the potential for Yucatan Foods to leverage LNF’s refrigerated logistics fleet to reach their customers at lower cost while delivering equal
or higher product quality and service levels. Longer-term, Landec may be able to leverage the Yucatan Foods relationships and footprint in Mexico to
secure lower cost sourcing and manufacturing for its Eat Smart products. Numerous opportunities also exist for product innovations that leverage
capabilities among the Landec Natural Food portfolio of brands.”
Hemmeter concluded, “Landec is committed to growing both of its businesses - Landec Natural Foods and Lifecore Biomedical. Over the years, we
have successfully grown Lifecore revenues to create a profitable, CDMO business of scale. At LNF, we have continued to innovate fresh, plant-based
products in high growth segments that add profitability while reducing volatility due to sourcing challenges - including our salad kits, olive oils, vinegars
and pure-plant soups. With the acquisition of Yucatan Foods, the Landec Natural Food business adds another double-digit growth platform, a
lower-cost infrastructure in Mexico and higher margin product offerings that exhibit less sourcing volatility in order to drive future, more predictable
profitability.”
D.A. Davidson & Co. served as exclusive financial advisor to Landec Corporation in the transaction.
A conference call will follow this release today Monday December 3, 2018 at 9:00 AM Pacific Time during which senior management of Landec will
answer investor questions concerning its acquisition of Yucatan Foods. Interested parties have the opportunity to listen to the conference call live on
the Internet at http://ir.Landec.com/events.cfm. A replay of the webcast will be available for 30 days. Additionally, investors can listen to the call by
dialing (844) 860-6243 or (661) 378-9884 at least five minutes prior to the start. A replay of the call will be available through Monday December 10,
2018 by calling (855) 859-2056 or (404) 537-3406, code #1797696.
About Yucatan Foods, L.P.
Founded in 1991, Yucatan Foods is a leading manufacturer and seller of packaged avocado-based food products, primarily guacamole, to grocery,
mass and food service customers in both the U.S. and Canada. With a state-of-the-art production facility in Guanajuato, Mexico, Yucatan Foods has
pioneered processes in computer-controlled ripening, inspection, quality control, production, and packaging. Products are made by hand-scooping
Mexican-grown Hass avocados, resulting in superior products. Brands include the Yucatan® and Cabo Fresh® lines of guacamole products available
in a variety of flavors as well as sizes. Yucatan’s Organic Guacamole was the first USDA and GOCA certified organic guacamole on the market. Learn
more at our brands at www.avocado.com and www.guacamole.com.
About Landec Corporation
Landec Corporation (Nasdaq: LNDC) is a leading innovator of diversified health and wellness solutions within the packaged natural food and CDMO
markets. Lifecore Biomedical is a fully integrated CDMO that offers expertise and capabilities in fermentation, specialty formulation, aseptic filling and
final packaging for FDA regulated medical devices and drugs to customers for applications in a wide array of markets including Ophthalmic,
Orthopedic and Oncology. Landec’s Natural Foods business sells products with 100% clean ingredients and includes Eat Smart®, O Olive Oil &
Vinegar® (O), and Now Planting® brands, with a refrigerated supply chain that ensures fresh food delivery. Eat Smart is a leader in packaged fresh
vegetables in North America, utilizing its proprietary BreatheWay® packaging technology to naturally extend the shelf life of fresh produce. O offers
organic and natural olive oils and vinegars with real ingredients sourced from California growers. Now Planting is the Company’s recently launched
brand focused on delivering pure-plant meal solutions to plant-forward consumers, with an initial offering of pure-plant soups. For more information
about the company, visit Landec’s website at www.landec.com.
Important Cautions Regarding Forward-Looking Statements
Except for the historical information contained herein, the matters discussed in this news release are forward-looking statements that involve certain
risks and uncertainties that could cause actual results to differ materially, including such factors among others, as the timing and expenses associated
with operations, the ability to achieve acceptance of the Company's new products in the market place, weather conditions that can affect the supply
and price of produce, the timing of regulatory approvals, the ability to successfully integrate Yucatan Foods into the Landec Natural Foods business,
the mix between domestic and international sales, and the risk factors listed in the Company’s Form 10-K for the fiscal year ended May 27, 2018 (See
item 1A: Risk Factors) which may be updated in Part II, Item 1A Risk Factors in the Company’s Quarterly Reports on Form 10-Q. As a result of these
and other factors, the Company expects to continue to experience significant fluctuations in quarterly operating results and there can be no assurance
that the Company will remain consistently profitable. The Company undertakes no obligation to update or revise any forward-looking statements
whether as a result of new developments or otherwise.
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