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PART |
Item 1. Business

This report contains forward-looking statementsimithe meaning of Section 21E of the SecuritiesHaxge Act of 1934. Words
such as “projected,” “expects,” “believes,” “intexicand “assumes” and similar expressions are usétentify forward-looking statements.
These statements are made based upon current akpestand projections about our business and gggm made by our management and
are not guarantees of future performance, nor dassame any obligation to update such forward-togpkiatements after the date this report
is filed. Our actual results could differ mategidrom those projected in the forward-looking staents for many reasons, including the risk
factors listed in Item 1A. “Risk Factors” and tletors discussed below.

Corporate Overview

Landec Corporation and its subsidiaries (“Landacthe “Company”) design, develop, manufacture aidpolymer products for
food and agricultural products, medical devices lazahsed partner applications that incorporatedears patented polymer
technologies. The Company has two proprietarymelytechnology platforms: 1) Intelimer® polymersd&) hyaluronan (“HA")
biopolymers. The Company’s HA biopolymers are pietary in that they are specially formulated fpesific customers to meet strict
regulatory requirements. The Companpblymer technologies, along with its customeaitrehships and trade names, are the foundatioa
key differentiating advantage upon which Landeclhak its business.

Following the acquisition of Lifecore Biomedicahd. (“Lifecore”) on April 30, 2010, Landec has fatore businesses — Food
Products Technology, Food Export, Hyaluronan-bd&iethaterials and Technology Licensing, each of Wwhgdescribed below. Financial
information concerning the industry segments forclvthe Company reported its operations duringafigears 2009, 2010 and 2011 is
summarized in Note 14 to the Consolidated Finar®iatements.

Our wholly-owned subsidiary, Apio, Inc. (“Apio”) perates our Food Products Technology businesshvdaimbines our proprietary
food packaging technology with the capabilitiesdérge national food supplier and value-addedywegrocessor. In Apio’s value-added
operations, produce is processed by trimming, wagshmixing, and packaging into bags and traysiti@irporate Landec’s Breathe W8y
membrane technology. The BreatheWay membraneaseseshelf life and reduces shrink (waste) foileessand, for certain products,
eliminates the need for ice during the distributdgule and helps to ensure that consumers recedgh produce by the time the product m:
its way through the supply chain. Apio also licenthe BreatheWay technology to partners such &g Brands International, Inc.
(“Chiquita”) for packaging and distribution of bares and avocados and to Windset Farms (“Windset'pdickaging of greenhouse grown
cucumbers, peppers and tomatoes.

Apio also operates the Food Export business thrasghubsidiary, Cal Ex Trading Company (“Cal-ExJhe Export business
purchases and sells whole fruit and vegetable mtsdo predominantly Asian markets.

Our wholly-owned subsidiary, Lifecore Biomedicaigl (“Lifecore™), operates our Hyaluronan-basedrBaterials business and is
principally involved in the development and mantifiae of products utilizing hyaluronan, a naturaltcurring polysaccharide that is widely
distributed in the extracellular matrix of conngettissues in animals and humans. Lifecore’s prtedare primarily sold to three medical
areas: (1) Ophthalmic, (2) Orthopedic and (3) Metey. Lifecore also supplies hyaluronan to custmrpursuing other medical applications,
such as aesthetic surgery, medical device coatiisgsie engineering and pharmaceuticals. Lifetswerages its fermentation process to
manufacture premium, pharmaceutical-grade hyaluromad uses its aseptic filling capabilities tamalgliver proprietary HA finished goods
to its customers. Lifecore also manufactures @fd & own HA-based finished goods. Lifecore iotwn in the medical segments as a
premium supplier of HA. Its name recognition alfohifecore to acquire new customers and sell nedyoets with only a small targeted
marketing or sales capability.




Landec’s Technology Licensing business developprietary polymer technologies and applies themvide range of applications
including seed coatings and treatments, temperatdieators, controlled release systems for drliyeley, pressure sensitive adhesives and
personal care products. These applications arenewnialized through partnerships with third partiesulting in licensing and royalty
revenues, as well as reimbursed R&D funding. Kan®le, Monsanto Company (“Monsanto”) has an exetucense to use our
Intellicoat® seed coating technology for certairds&eatment applications, Air Products and Chelsiidac. (“Air Products”) has an
exclusive license to use our Intelimer polymersgersonal care products and Nitta Corporation (&Njtlicenses Landec’s proprietary
pressure sensitive adhesives for use in the matuuéacf electronic components by their customers.

Landec was incorporated in California on Octoberl®B6 and reincorporated as a Delaware corporatidNovember 6, 2008. Our
common stock is listed on The NASDAQ Global SeMarket under the symbol “LNDC".

Technology Overview

Landec has two polymer technology platforms. Titst platform is its Intelimer polymer. With thequisition of Lifecore, Landec
added its second polymer technology platform.

A) Intelimer Polymers

The Intelimer polymer is a crystalline, hydrophopaymer that has unique characteristics and benefihe first unique feature of
this polymer system is the way that it uses a teatpee switch to control and modulate propertieshsas viscosity, permeability and adhe:

when varying the materials’ temperature above atovibthe temperature switch. The sharp temperatuiteh is adjustable between 0-100
C. For instance, Intelimer polymers can changaiwithe range of one or two degrees Celsius frarareadhesive state to a highly tacky,
adhesive state; from an impermeable state to dyhmgtmeable state; or from a solid state to aousdiquid state. These abrupt changes can
be irreversible or repeatedly reversible and catali@ed by Landec to occur at specific tempeeguthereby offering substantial competi
advantages in the Company's target markets.

A second unique feature of the Intelimer polymetarials is its unique controlled release properti€kse polymer is able to deliver
active ingredients with low or no burst, with atsirsed release over periods of time. Finally, linter polymers can be designed to contai
to 80% renewable materials from components of ahtamw materials such as rapeseed oil, palm abopnut oil, and can be supplied in
biocompatible and bioerodible forms.

Polymers are important and versatile materials daarmany of the products of modern life. Certagtymers, such as cellulose and
natural rubber, occur in nature. Man-made or stittpolymers include nylon fibers used in carpgtimd clothing, coatings used in paints
and finishes, plastics such as polyethylene, aast@ners used in automobile tires and latex glddesorically, synthetic polymers have bt
designed and developed primarily for improved meata and thermal properties, such as strengthttamdbility to withstand high
temperatures. Improvements in these and otheepiep and the ease of manufacturing syntheticrpelg have allowed these materials to
replace wood, metal and natural fibers in manyiapfbns over the last 50 years. More recentligriists have focused their efforts on
identifying and developing sophisticated polymeithwovel properties for a variety of commerciatiandustrial applications.

Landec's Intelimer polymers are a proprietary ctdss/nthetic polymeric materials that respondetmperature changes in a
controllable, predictable way. Typically, polymemmdually change in adhesion, permeability andosiy over broad temperature
ranges. Landec's Intelimer materials, in conticeat,be designed to exhibit abrupt changes in pavitity, adhesion and/or viscosity over
temperature ranges as narrow aClto 2° C. These changes can be designed to occur avedydbw temperatures (0C to 100° C) that
are relatively easy to maintain in industrial andnenercial environmentsFigure lillustrates the effect of temperature on Intelimeterials
as compared to typical polymers.
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Landec's proprietary polymer technology is basetherstructure and phase behavior of Intelimer riase The abrupt thermal
transitions of specific Intelimer materials areiagkd through the controlled use of hydrocarboe sidains that are attached to a polymer
backbone. Below a pre-determined switch tempegathe polymer's side chains align through weakdptiobic interactions resulting in a
crystalline structure. When this side chain cljigble polymer is heated to, or above, this sWwitemperature, these interactions are
disrupted and the polymer is transformed into anratmous, viscous state. Because this transformatimlves a physical and not a chemical
change, this process is irreversible or repeatexilgrsible. Landec can set the polymer switch teatpee anywhere betweer? @ to 100° C
by varying the average length of the side chaifise reversible transitions between crystalline ambrphous states are illustrated=igure 2
below.
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This chemical structure provides an additional fien&patially distinct regions of the Intelimeolgmer confer different physical
properties on the material. Each part can be timdabendently to meet the needs of a given agfita For example, switching temperat
(which arises from one part of the chain) can hasidd independently of adhesive properties (whitée from another part of the chain). In
addition to temperature, the pH and other enviramalgparameters can be used as the “switch” tgerig significant change in physical
properties. Also, side chain crystallizable polysn@hen mixed with any active material, for examglerapeutic drug, can control the
release of the active materials by the crystallimecture of the Intelimer polymer while in the stglline state. In this manner therapeutic
drugs can be delivered over a sustained and loniggef time. Or, a fragrance can be emitted stgamlier a long period of time from a
crystalline Intelimer polymer.

Side chain crystallizable polymers were first dism@d by academic researchers in the mid-1950iesd polymers were initially
considered to be merely of scientific curiositynfra polymer physics perspective and, to the Conipampwledge, no significant commer:
applications were pursued. In the mid-1980's Ry Stewart, the Company's founder, became intgtéstthe idea of using the temperature-
activated permeability properties of these polynmerdeliver various materials such as catalystspmsticides. After forming Landec in 19;
Dr. Stewart subsequently discovered broader ufiitythese polymers. After several years of bessearch, commercial development efforts
began in the early 1990's, resulting in initialgwots in the mid 1990's.

Landec's Intelimer materials are generally syn#tegsirom long side-chain acrylic monomers thatdsméved primarily from natural
materials such as coconut and palm oils that ajleyhpurified and designed to be manufactured egooally through known synthetic
processes. These acrylic-monomer raw materialharepolymerized by Landec leading to many diffiéstde-chain crystallizable polymers
whose properties vary depending upon the initigiem@s and the synthetic process. Intelimer nigtecan be made into many different
forms, including films, coatings, microcapsules digtrete forms.

B) Hyaluronan Biopolymers

Hyaluronan is a non-crystalline, hydrophilic polyntieat exists naturally within the human body, mustably within the aqueous
humor of the eye, synovial fluid, skin and umbilicard. The viscoelastic properties and water lsitity of HA make it ideal for medicinal
applications where lubricity and protection areical. Due to its widespread presence in tissitesritical role in normal physiology, and its
high degree of biocompatibility, the Company betigthat hyaluronan will continue to be used fomaneasing variety of medical
applications.

Hyaluronan can be produced in two ways, eitheruihdbacterial fermentation or through extractianfrrooster combs. Lifecore
produces HA only from fermentation, using an exegnefficient microbial fermentation process andighly effective purification operatiol

Hyaluronan was first demonstrated to have commlemuéalical utility as a viscoelastic solution in &etct
surgery. In this application, it is used for maintng the shape of the anterior chamber and piintecorneal tissue during the removal and
implantation of intraocular lenses. The first dgiimic hyaluronan product, produced by extractimmfrooster comb tissue, became
commercially available in the United States in 198lyaluronan-based products, produced either bgtes comb extraction or by
fermentation processes such as Lifecgrbave since gained widespread acceptance inaptdtogy and are currently used in the majorit
cataract extraction procedures in the world. Lldfets hyaluronan is also used as an orthopeditecarehicle for allogeneic freeze-dried
demineralized bone as the active component of dewiw treat the symptoms of osteoarthritis, anal fasmulation component to provide
increased lubricity to medical devices. Lifecorey@luronan has also been utilized in veterinangdrpplications to treat traumatic arthritis.

Trademarks/Trade names
Intelimer®, Landec®, Apio™, Eat Smart®, BreatheWay®early Fresh™, Intellicoat®, Early Plant®, Politor Plus®, Relay®

Cropping, Lifecore®, Revitalure™, LUROCOAand Ortholure™ are trademarks or registered tradesrand trade names of the Company
in the United States and other countries. ThisuahiReport on Form 10-K also refers to the tradémnaf other companies.
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Description of Core Business

Landec participates in four core business segmef®, Inc. with the Food Products Technology &wdd Export businesses,
Lifecore Biomedical, Inc., with Hyaluronan-based@miaterials business and Landec’s Technology Liognsusiness.

Landec Corporation

Propriciany Polymer Sefence Technology

Food Products Food Expart Hyaluronan-basad Technolegy Licensing
Technalogy Biomatarals

A) Food Products Technology Busine

The Company began marketing its proprietary Intetiibased BreatheWay membranes in 1996 for usesifrésh-cut produce
packaging market, historically one of the fastesingng segments in the food industry. Landec’'petary BreatheWaypackaging
technology is used to package fresh-cut or whadelyee, the result is a convenient, ready-to-eédtfed product that achieves increased shelf
life and reduced shrink (waste) without the needde during the distribution cycle. These produate referred to as “value-added”
products. In 1999, the Company acquired Apicthie largest customer in the Food Products Teclygddasiness and one of the nation’s
leading marketers and packers of produce and dpepackaged fresh-cut vegetables. Apio utilizesade-of-the-art fresh-cut processing
facility and year-round access to quality vegetaolercing to produce products which Apio distrilsutie top U.S. retail grocery chains, major
club stores and foodservice customers. The Compangprietary BreatheWay packaging business haa bembined with Apio into a
subsidiary that retains the Apio name. This valtiotegration within the Food Products Technolbgginess gives Landec direct access to
the large and growing fresh-cut and whole produaeket.

The Technology: BreatheWay Membranes

Certain types of fresh-cut and whole produce cail sp discolor rapidly when packaged in conventibpackaging materials and,
therefore, are limited in their ability to be dibtrited broadly to markets. The Company’s proprieBreatheWay packaging technology
extends the shelf life and quality of fresh-cut arftble produce.

Fresh-cut produce is cut, washed, and packagedbimathat is ready to use by the consumer anllus typically sold at premium
price levels compared to unpackaged produce. dtaeW.S. fresh produce market is estimated toli®$illion to $120 billion. Of this,
U.S. retail sales of fresh-cut produce is estimédesbmprise 10% of the fresh produce market.

Although fresh-cut produce companies have had ssdoethe salad market, the industry has been slmadiversify into other fresh-
cut vegetables or fruits because of limitation&lim and plastic tray materials used to packagseh@oducts. After harvesting, vegetables
and fruit continue to respire, consuming oxygen i@hgasing carbon dioxide. Too much or too littkygen can result in premature spoilage
and decay. Conventional packaging films used toslagh as polyethylene and polypropylene, can beematth modest permeability to
oxygen and carbon dioxide, but often do not provigeoptimal atmosphere for the produce packa@hrtcomings of conventional
packaging materials have not significantly hindetfexlgrowth in the fresh-cut salad market becagtbede, unlike many vegetables and fruit,
has low respiration requirements.




The respiration rate of produce varies from vedetbvegetable and from fruit to fruit. To achgesptimal product performance,
each fruit or vegetable requires its own uniquekpge atmosphere conditions. The challenge fatiagndustry is to develop packaging that
meets the highly variable needs that each produgtires in order to achieve value creating perfoceaThe Company believes that its
BreatheWay packaging technology possesses alediritical functionalities required to serve thigatse market. In creating a product
package, a BreatheWay membrane is applied oveaH satout section or an aperture of a flexiblenfibag or plastic tray. This highly
permeable “window” acts as the mechanism to prothdemajority of the gas transmission requiremémtshe entire package. These
membranes are designed to provide three princgradfits:

High Permeability. Landec's BreatheWay packaging technology is desigo permit transmission of oxygen and carborid®at 300 to
1,000 times the rate of conventional packagingdilrihe Company believes that these higher pertitgdbvels will facilitate the
packaging diversity required to market many typesesh-cut and whole produce in many package sinelsconfigurations.

Ability to Adjust Oxygen and Carbon Dioxide Permiggh BreatheWay packagingcan be tailored with carbon dioxide to oxygen tfans
ratios ranging from 1.0 to 12.0 and selectivelys$rait oxygen and carbon dioxide at optimum ratesusiain the quality and shelf
life of packaged produce. Other high permeabjigkaging materials, such as micro-perforated fitarnot differentially control
carbon dioxide permeability resulting in sub-optippackage atmosphere conditions for many producduyamts.

Temperature Responsivenessandec has developed breathable membranes théiecdesigned to increase or decrease permeability
response to environmental temperature changes Cohgany has developed packaging that respondglierhoxygen requiremer
at elevated temperatures but is also reversiberetarns to its original state as temperaturefirdecAs the respiration rate of fresh
produce also increases with temperature, the Be¥ésly membrane’s temperature responsiveness allagksages to compensate for
the change in produce respiration by automatiadiysting gas permeation rates. By doing so,etrtal package atmosphere
conditions are avoided and improved quality is raimed through the distribution chain.

The Company believes that the growth of the fragtpcoduce market has been driven by consumer deauach the willingness to
pay for convenience, freshness, uniform qualityl safety delivered to the point of sale. Landegelek that growth of the overall produce
market will be driven by the increasing demandtfi@ convenience and nutrition of fresh-cut produ€his demand will in turn require
packaging that facilitates the quality and shé¥ &f produce transported to fresh-cut distributorbulk and pallet quantities. The Company
thinks that in the future itsBreatheWay packaging technology will be usefuldackaging a diverse variety of fresh-cut and wipsteluce
products. Potential opportunities for using Larnsliéechnology outside of the produce market exigtut flowers and in other respiring
products.

Landec is working with leaders in club stores agtdit grocery chains. The Company thinks it willzZearowth opportunities for the
next several years through new customers and pi®duthe United States, expansion of its existimgtomer relationships, and through
export and shipments of specialty packaged produce.

Landec manufactures its BreatheWay packaging threetected qualified contract manufacturers. Wlitaah to using BreatheWay
packaging for its value-added produce businessCtmpany markets and sells BreatheWay packagiegttirto food distributors.

The Business: Food Products Technology

Our Food Products Technology business, which opgthtough our Apio subsidiary, had revenues of@pmately $176 million
for the fiscal year ended May 29, 2011, $175 milifor the fiscal year ended May 30, 2010 and $188omfor the fiscal year ended May :
20009.

Based in Guadalupe, California, Apio’s primary Imesis is fresh-cut and whole value-added producisag@d in our proprietary
BreatheWay packaging. The fresh-cut value-addedumts business markets a variety of fresh-cutvamule vegetables to the top retalil
grocery chains and club stores. During the figealr ended May 29, 2011, Apio shipped nearly sixtadlion cartons of produce to leading
supermarket retailers, wholesalers, food servipplgers and club stores throughout North Americanarily in the United States.
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There are four major distinguishing characteristitépio that provide competitive advantages in fle®d Products Technology
market:

Value-Added Supplier: Apio has structured its business as a marketesalhet of fresh-cut and whole value-added produtes focused
on selling products under its Eat Smart brand ahdrdorands for its fresh-cut and whole vaadeled products. As retail grocery ¢
club store chains consolidate, Apio is well posiéd as a single source of a broad range of praducts

Reduced Farming Risks: Apio reduces its farming risk by not taking owst@p of farmland, and instead, contracts with gneider

produce and enters into joint ventures with growWerproduce. The year-round sourcing of prodsce key component to the fresh-
cut and whole value-added processing business.

Lower Cost Structure: Apio has strategically invested in the rapidly gnogvfresh-cut and whole value-added business. 'A{i86,000
square foot value-added processing plant, recerhanded from 96,000 square feet, is automatedstatie-of-the-art vegetable
processing equipment. Virtually all of Apio’s vekadded products utilize Apio’s proprietary Bre&ttsy packaging
technology. Apio’s primary strategy is to operate large central processing facility in one ofifoahia’s largest, lowest cost

growing regions, the Santa Maria Valley, and usgkaging technology that allows for the nationwiddivery of fresh produce
products.

Expanded Product Line Using TechnologyApio, through the use of its BreatheWay packagiteghnology, is introducing on average
fifteen new value-added products each year. Thegeproduct offerings range from various sizesedlfi-cut bagged products, to

vegetable trays, to whole produce, to vegetabkrsadnd snack packs. During the last twelve mo#athi® has introduced 14 new
products.

Apio established its Apio Packaging division in 846 advance the sales of BreatheWay packaging¢daty for shelflife sensitive
vegetables and fruit. The Company’s specialty paitkgfor case liner products extends the shelfdffeertain produce commaodities up to
50%. This shelf life extension can enable thezatilon of alternative distribution strategies tmirgefficiencies or reach new markets while
maintaining product quality to the end customer.

Apio Packaging'’s first program has concentratedamanas and was formally consummated when Apigeshteto an agreement to
supply Chiquita with its proprietary banana pachkggiechnology on a worldwide basis for the ripenitanservation and shelf-life extension
of bananas for most applications on an exclusisistand for other applications on a non-exclusagi$ In addition, Apio provides Chiquita
with ongoing research and development and proeesmology support for the BreatheWay membranesagd, and technical service
support throughout the customer chain in ordestisain the development and market acceptandeedethnology.

Chiquita provides marketing, distribution and resaies support for Chiquita® bananas sold worl@éwidBreatheWay
packaging. To maintain the exclusive license, Gitggmust meet quarterly minimum purchase threshofBreatheWay banana packages.

In fiscal year 2008, the Company expanded the tige BreatheWay technology to include avocadosmadgos under an expanded
licensing agreement with Chiquita. Commercial saltavocados packaged in Landec’s BreatheWay padkanto the food service industry
began late in fiscal year 2008 and commercial Irstdés began in fiscal 2010.

In June 2008, Apio entered into a collaboratioreagrent with Seminis Vegetable Seeds, Inc., a wimllged subsidiary of
Monsanto, to develop novel broccoli and cauliflowesducts for the exclusive sale by Apio in the thgkmerican market. These novel
products will be packaged in Landec’s proprietargadheWay packaging and will be sold to retail grgchains, club stores and the food
service industry. Field trials for the initial ¢gat varieties began in the Fall of 2008. Consutestrmarkets began in April 2011.

In June 2010, Apio entered into an exclusive lieesgreement with Windset Farms (“Windset”) for W4atito utilize Landec’s
proprietary breathable packaging to extend thef §ifeebf greenhouse grown cucumbers, peppers amétoes.
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On February 15, 2011, Apio entered into a sharelage agreement (the “Purchase Agreemevith) Windset Holdings 2010 Ltd.,
Canadian corporation (“Windset”). Pursuant to thiecRase Agreement, Apio purchased 150,000 senébemped shares for $15 million and
201 common shares for $201 that were issued by $inthe “Purchased Shares”). The Compsaegmmon shares represent a 20.1% int
in Windset. The non-voting senior preferred shgiekl a cash dividend of 7.5% annually. The dividés payable within 90 days of each
anniversary of the execution of the Purchase AgesgnThe Purchase Agreement includes a put andgtidin, which can be exercised on
sixth anniversary of the Purchase Agreement whefglly can exercise the put to sell its Purchaseaté&hto Windset, or Windset can
exercise the call to purchase the Purchased StraresApio, in either case, at a price equal to 20df the appreciation in the fair market
value of Windset from the date of the Company’sstment through the put/call date, plus the puecipaise of the Purchased Shardgnder
the terms of the arrangement with Windset, the Gaongps entitled to designate one of five membergherBoard of Directors of Windset.

B) Food Export Busines:

Food Export revenues consist of revenues genefiatedthe purchase and sale of primarily whole corditydruit and vegetable
products to Asia through Apio’s export company,-Eal The Food Export business is a buy/sell bissinbat realizes a commission-based
margin on average in the 6-7% range.

The Business: Food Export

The Food Export business had revenues of approgiynd62 million for the fiscal year ended May 2912, $55 million for the
fiscal year ended May 30, 2010 and $60 milliontfar fiscal year ended May 31, 2009.

Apio is strategically positioned to benefit fronetgrowth in export sales to Asia and other parthefworld over the next decade
with Cal-Ex. Through Cal-Ex, Apio is currently ooethe largest U.S. exporters of broccoli to Asia.

C) Hyaluronan-based Biomaterials Business

Our Hyaluronan-based Biomaterials business opetiatesgh our Lifecore subsidiary, which we acquioadApril 30,
2010. Lifecore had revenues of approximately $3&ilbon for the fiscal year ended May 29, 2011 &id5 million for the one month
included in the fiscal year ended May 30, 2010.

The Technology: Hyaluronan-based Biomaterials

Lifecore uses its fermentation process and asépticulation and filling expertise to be a leadethie development of hyaluronan-
based products for multiple applications and t@talvantage of non-hyaluronan device and drug eypities which leverage its expertise in
manufacturing and aseptic syringe filling capaieitit Elements of Lifecore’s strategy include tbkofving:

. Establish strategic relationships with market leesde Lifecore will continue to develop applications faroducts with
partners who have strong marketing, sales andlissn capabilities to end-user markets. Throiiglstrong reputation and history of
providing premium HA products, Lifecore has beeledb establish long-term relationships with therkefleading companies such as Alcon,
Inc. (Alcon) and Abbott Medical Optics (Abbott) aphthalmology, and Musculoskeletal Transplant Fadiod (MTF) and Novartis AG in
orthopedics.

. Expand medical applications for hyaluronarDue to the growing knowledge of the unique cbindstics of hyaluronan
and the role it plays in normal physiology, Lifeeaontinues to identify and pursue further useshyauronan in other medical applications,
such as wound care, aesthetic surgery, adhesigrmiren, drug delivery, device coatings and phaeunécals. Further applications may
involve expanding process development activity anddditional licensing of technology.
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. License hyaluronan technology from third partielsifecore currently has no commercial products usirggs-linking
technology. In 2007, Lifecore entered into a wawide exclusive license and development agreeméhifiive Cleveland Clinic Foundation
to develop and commercialize hyaluronan-based mtscand related applications. The license is farg€l ™ Biohydrogel using patented
hyaluronan-based cross-linking technology, thatlmnsed for products in aesthetics, orthopedisth@lmology and other medical
fields. Lifecore has not yet identified any potahtommercial products for this technology; howelvandec will continue to investigate
potential applications.

. Utilize manufacturing infrastructure to pursue c@att aseptic filling and fermentation opportunitiésfecore will continue
to evaluate providing contract services for oppuities that are suited for the capital and facilityestment related to aseptic filling
equipment, fermentation and purification.

. Maintain flexibility in product development and plyrelationships. Lifecore’s vertically integrated development and
manufacturing capabilities allow it to establishagiety of relationships with global corporate parts. Lifecore’s role in these relationships
extends from supplying hyaluronan raw materialsismufacturing of aseptically-packaged, finishedilst@roducts to developing and
manufacturing its own proprietary products.

Hyaluronan Product:

The following table summarizes the principal praguaf the Hyaluronan-based Biomaterials busindesgawith their applications,
and the companies with which Lifecore has relateateggic relationships:

PRODUCT DESCRIPTION MARKET STATUS+
OPHTHALMIC
Viscoat ® Lifecore supplies hyaluronan powder for inclusin Cataract surgery Commercial sales
Intraocular Viscoelasti Alcon’s Viscoai® Ophthalmic Viscoelastic since 198¢
LUROCOAT Ophthalmic Lifecore supplies its private label product for Cataract surgery Commercial sales
Viscoelastic marketing on a non-exclusive basis to multiple since June 1997
distribution partners
ORTHOPEDIC
Hyaluronan Solution for Lifecore supplies a sterile hyaluronan solutiont  Grafting material for Commercial sales
DBX® Demineralized Bone  MTF for use as a carrier vehicle for its allogeneic restoration of bone defects  since 2000
Matrix demineralized, free-dried bone
Hyaluron HEXAL® Lifecore supplies a finished orthopedic Injections for the local Commercial sales
Orthopedic Viscosupplement viscosupplement for Novartis AG’s distribution  treatment of pain associated since 2005
network. with osteoarthriti
VETERINARY
HY-50® Lifecore supplies a finished veterinary Veterinary drug/device Commercial sales
viscosupplement to Bexco Pharma, Inc. for use ¢ since 1993
equine injectable
+ For all products listed above, goweent regulatory approvals were required beforemaerial sales could commence in the Un

States or elsewhere. See “Government Regulatibio.’assurance can be given that such products evligcessfully approved in new
markets.
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Ophthalmic Applications

Cataract Surgery. Currently a primary commercial application fofddore’s hyaluronan is in cataract surgery. Hyahan, in the
form of a viscoelastic solution, is used to maimt@ideep chamber during anterior segment surg@miesding cataract extraction and
intraocular lens implantation) and to protect tbeneal endothelium and other ocular tissue. Tkekdions have been shown to reduce
surgical trauma and thereby contribute to moredrapcovery with fewer complications than were eigrared prior to the use of viscoelast
Hyaluronan-based products are used in the majofitataract surgeries in the world.

Lifecore currently sells hyaluronan for this apption to Alcon, the leading producer of ophthalsicgical products in the world, 1
inclusion in Alcon’s proprietary viscoelastic soarts. Lifecores relationship with Alcon and its predecessors cemred in 1983. Since tt
time, sales of hyaluronan to Alcon have continueedd made pursuant to supply agreements. Thentwupply agreements are non-
cancelable, non-exclusive and encompass a termghrbecember 2017.

Lifecore has developed its own viscoelastic solytidJROCOAT Ophthalmic Viscoelastic. Lifecore edeed CE marking for
LUROCOAT Ophthalmic Viscoelastic in 1997, allowihtyROCOAT Ophthalmic Viscoelastic to be marketed anlil outside the United
States. Lifecore also has distribution agreemwiits multiple companies to supply its hyaluronarséd LUROCOAT Ophthalmic
Viscoelastic under private label.

Lifecore signed an agreement with Abbott to supyifgcore’s hyaluronan-based viscoelastic undergigvabel with sales
commencing in 2004. The current supply agreemetfit Abbott is non-cancelable, non-exclusive andiipotates a term through May 2013
with renewal provisions.

Lifecore estimates that its hyaluronan has beed imsever 50 million ophthalmic patients globalipse 1983.

Orthopedic Applications

Lifecore supplies an aseptic hyaluronan solutioBittCon, Inc., the non-profit affiliate of MTF, wth utilizes the solution as a
carrier vehicle for its allogeneic demineralize@eze-dried bone in a final putty composition tradeked as “DBX Demineralized Bone
Matrix”. This bone putty is provided by MTF to bapedic surgeons through MTF’s distribution chaganélifecore has a non-cancelable,
exclusive supply agreement with MTF through Decenafd 4.

Lifecore also supplies a private-labeled finisheti@pedic viscosupplement for Novartis AG’s distition network under a non-
cancelable supply agreement through 2014.

Veterinary Applications

Lifecore manufactures Bexco Pharma, Inc.’s HY-5@dpict, an aseptically packaged hyaluronan soldtionse as a veterinary
viscosupplement as an equine injectable drug, uaden-cancelable, exclusive supply agreement girdune 2015 with renewal provisions.

Lifecore estimates that its veterinary hyaluronesdpct has been used in over 700,000 equine proegdioridwide.
Product Developmet

Lifecore undertakes its own product developmentiiets for hyaluronan-based applications, as \&slbn a contract basis with
certain clients. The majority of the projects stended to demonstrate that Lifecore’s hyaluroisasuitable for a particular medical
application. Suitability is often measured by dethspecifications for product characteristicstsas purity, stability, viscosity and molecular
weight, as well as efficacy for a particular medegaplication in a clinical setting.

In addition, since 2007, Lifecore has licensed allmpnate cross-linking technology from The Clewdl&linic Foundation designed

to provide a development vehicle for possible nesdpcts for the existing medical segments, as agfppotentially new market segments. To
date, Lifecore has yet to identify potential comai@rproducts or attract potential third party pars in developing the technology.
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There can be no assurance that products curremdigridevelopment by Lifecore or in partnership veithers will be successfully
developed or, if so developed, will be successfatig profitably marketed.

D) Technology Licensing Busines

Our Technology Licensing Business, which includesseed coating subsidiary Landec Ag LLC (“Landef)Ahad revenues of
$6.9 million for the fiscal year ended May 29, 20$6.1 million for the fiscal year ended May 3012@nd $5.4 million for the fiscal year
ended May 31, 2009.

Seeds Business — Intellicoat Seed Coatings anddcafid

Following the sale of Fielder's Choice Direct (“FQPLandec Ag’s strategy has been to work closeithwlonsanto to further
develop our patented, functional polymer coatirgpi®logy for sale and/or licensing to the seed $trgu In accordance with its License,
Supply and R&D agreement with Monsanto, Landec #guirrently focused on commercializing productstifi@er soybean and seed corn
market and plans to broaden the technology to ctbed crop applications.

The Technology: Intellicoat Seed Coatings

Landec's Intellicoat seed coating applicationsdasgned to control seed germination timing, inseeerop yields, reduce risks and
extend crop-planting windows. These coatings areeotly available on male inbred corn used for samdiuction. In fiscal year 2000,
Landec Ag launched Pollinator Pl@scoatings, which is a coating application used lBdssompanies as a method for spreading pollinadi
increase yields and reduce risk in the productidmybrid seed corn. In 2011, Pollinator Plus wasdiby eight seed companies on
approximately 20% of the seed corn production aicréise U.S.

Monsanto announced in 2008 that it had formed almesiness called the Seed Treatment Business wiilichllow Monsanto to
develop its seed treatment requirements interndllye concept of seed treatments is to place atticgde or fungicide directly onto the seed
surface in order to protect the seed and the sepd$ it emerges. Landec’s Intellicoat seed cgaénhnology could be an integral and
proprietary part of Monsanto’s commitment to builglia major position in seed treatments worldwideiding Landec’s seed coatings as a
“carrier” of insecticides/fungicides which can bepmknsed at the appropriate time based on timeililesnperature. During fiscal year 2010,
we amended our agreement with Monsanto and asith oes development activities are focused on &ifiggechnology of interest to
Monsanto. During fiscal year 2011, we have focumedalidating the use of Landec’s coating techgglfor these applications.

Monsanto Licens

In December 2006, Landec entered into a five-yeagxclusive technology license and polymer supgheament (“the Monsanto
Agreement”) with Monsanto for the use of Landedtellicoat polymer seed coating technology. Under the teritseoMonsanto
Agreement, Monsanto agreed to pay Landec Ag $2lemper year. The Monsanto Agreement was ameimué&bvember 2009. Under the
terms of the amended Monsanto Agreement, Monsamttinzies to have an exclusive license to use Ladsdieiellicoat polymer technology
for specific seed treatment applications.

Along with regaining the use of the Intellicoatheology outside of the specific applications liaeth$o Monsanto under the amen

Monsanto Agreement in November 2009, Landec haswes responsibility for Landec Ag’'s operating exgeshand realizes all the revenues
and profits from the sales of existing and newllictgat seed coating products.

-13-




The Monsanto Agreement also provides for a feelgay@a Landec Ag of $4 million if Monsanto electstérminate the Monsanto
Agreement or $10 million if Monsanto elects to fhase the rights to the exclusive field. If Mam®edoes not exercise its purchase option
by December 2011, Landec Ag will receive the teation fee and all rights to the Intellicoaeed coating technology will revert to
Landec. Under the Monsanto Agreement, Landecrediive aggregate minimum guaranteed payments/frilion for license fees and
polymer supply payments over five years or $23iarilin aggregate maximum payments if Monsanto slecpurchase the rights to the
exclusive field. The incremental $6 million to teeeived in the event Monsanto exercises the paecbption has been deferred and will be
recognized on the exercise of the purchase opfldr fair value of the purchase option was deteeshioy management to be less than the
amount of the deferred revenue.

If Monsanto elects to purchase the rights to theusive field, a gain on the sale will be recogdiz¢ the time of purchase. If
Monsanto exercises its purchase option, we expeatter into a new long-term supply agreement aradtechnology service fee agreement
with Monsanto.

Nor-Seed Business

We think our technology has commercial potentia imide range of industrial, consumer and medipplieations beyond those
identified in our other segments. For example,amre patented technology, Intelimer materials, lmanised to trigger release of catalysts,
insecticides or fragrances just by changing theptature of the Intelimer materials or to activadbesives through controlled temperature
change. In order to exploit these opportunities have entered into and will enter into licensing aollaborative corporate agreements for
product development and/or distribution in cerfiééfds. However, given the infrequency and unpetadiility of when the Company may
enter into any such licensing and research andaewent arrangements, the Company is unable téodisdts financial expectations in
advance of entering into such arrangements.

Industrial Materials and Adhesivt

Landec’s industrial product development strategyfes on coatings, catalysts, resins, additivesadhdsives in the polymer
materials market. During the product developméades, the Company identifies corporate partnessipport the ongoing development and
testing of these products, with the ultimate gddloensing the applications at the appropriateetim

Intelimer Latent Catalyst Polymer Syste

Landec has developed latent catalysts useful ieneg pot-life, extending shelf life, reducing weaand improving thermoset cure
methods. Some of these latent catalysts are dlyrisging distributed by Akzo-Nobel Chemicals Bt¥rough our licensing agreement with
Air Products. The rights to develop and sell Larisiéatent catalysts and personal care technolagés licensed to Air Products in March
2006.

Personal Care and Cosmetic Applicatic

Landec’s personal care and cosmetic applicatiogasesfy is focused on supplying Intelimer materialndustry leaders for use in
lotions and creams, as well as color cosmeticstitiks and hair care. The Company's partner, Ade&cts, is currently shipping products to
L'Oreal, Mentholatum and other companies for usleiions and creams. The rights to develop and.seldec’s polymers for personal care
products were licensed to Air Products in March@@ng with the latent catalyst rights. The Compa Intelimer polymers are currently in
over 50 personal care products worldwide.

Intelimer Drug Delivery Polymet
Landec has been developing both biodegradable amdbiodegradable polymers for use in drug deliagplications targeting the

use of its highly crystalline polymers and the tlegphysical properties to minimize or eliminatedipyextend drug release profiles and
deliver novel valuable properties to the pharmast.
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Sales and Marketing

Each of the Company’s core businesses is suppbyteédicated sales and marketing resources. Thg&ay intends to develop its
internal sales capacity as more products progossartl commercialization and as business volumeredggeographically.During fiscal
years 2011, 2010 and 2009, sales to the Con’s top five customers accounted for approximatel964 48% and 46%, respectively, of its
revenues, with the top customer, Costco Wholesatp.Caccounting for approximately 16%, 20% and 2d@spectively, of the Company’s
revenues.

Apio

Apio has 21 sales and marketing employees, loéateentral California and throughout the U.S., santipg the Food Products
Technology business and the Food Export business.

Seasonality

The Company’s sales are moderately seasonal. f Aliiedec Ag’s product sales are generated in @gafifourth quarter during the
spring planting season. In addition, the Food BetalTechnology business can be heavily affectesebgonal weather factors which have
impacted quarterly results, such as high cost ofcog product due to a shortage of essential vatided produce items and the change ir
value in Apio’s investment in Windset. The Food Export businéss tgpically recognized a much higher percentagesgevenues and pro
during the first half of Landec’s fiscal year comga to the second half. Lifecore’s business issigtificantly affected by seasonality.

Manufacturing and Processing
Food Products Technology Busint

The manufacturing process for the Company's prtgsieBreatheWay packagingroducts is comprised of polymer manufacturing,
membrane manufacturing and label package convergiahird party toll manufacturer currently makegually all of the polymers for the
BreatheWay packaging system. Select outside atptsacurrently manufacture the breathable memisrand Landec has transitioned
virtually all of the label package conversion toi&p Guadalupe facility to meet the increasing prtddemand and to provide additional
developmental capabilities.

Apio processes virtually all of its fresh-cut valagéded products in its state-of-the-art proceskiniity located in Guadalupe,
California. Cooling of produce is done throughrdhparties and Apio Cooling LP, a separate conatdid subsidiary in which Apio has a 6!
ownership interest and is the general partner.

Hyaluronar-based Biomaterials Business

The commercial production of hyaluronan by Lifecorquires fermentation, separation and purificatiapabilities. Products are
supplied in a variety of bulk and single dose ogunfations.

Lifecore produces its hyaluronan through a badtégianentation process. In the early 1980'’s, Lifecmtroduced the bacterial
fermentation process to manufacture premium phagnoiaal-grade hyaluronan, and received patent gtiotein 1985. Lifecore’s
fermentation process patent expired in 2002. Busly, medical grade hyaluronan was commercialgilakle through an extraction process
from rooster combs. Lifecore thinks that the femtation manufacturing approach is superior to ®osdtmb extraction because of greater
efficiency and flexibility, a more favorable longrtn regulatory environment, and better economiesale in producing large commercial
guantities.

Lifecore’s 112,000 square foot facility in Chaskéinnesota is used primarily for the hyaluronan nfanturing process, formulation

and aseptic syringe and bulk filling. The Companowsiders that the current inventory on-hand, fogretvith its manufacturing capacity, will
be sufficient to allow it to meet the needs ofciisrent customers for the foreseeable future.
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Lifecore provides versatility in the manufacturioigvarious types of finished products. Currentlysupplies several different forms
of hyaluronan in a variety of molecular weight fians as powders, solutions and gels, and in @tyaof bulk and single-use finished
packages. Lifecore continues to conduct developmerk designed to improve production efficiencégsl expand its capabilities to achieve
a wider range of hyaluronan product specificationsrder to address the broadening opportunitiesi$;ng hyaluronan in medical
applications.

The FDA inspects the Company’s manufacturing systeeriodically and requires conformance to the FD@Auality System
Regulation (“QSR”). In addition, Lifecore’s cor@te partners conduct intensive quality audits effttility and its operationsLifecore alsc
periodically contracts with independent regulatoopsultants to conduct audits of its operations.a4esult, similar to other manufacturer:
HA subject to regulatory and customer specific neuents, Lifecore’s facility was designed to magplicable regulatory requirements and
has been cleared for the manufacturing of bothageand pharmaceutical products. The Company niasnéaQuality System which assures
conformance to all applicable current standardsGER820, 21 CFR210-211, ISO 13485:2003, 93/42/E8@,Canadian Medical Device
Regulation: 1998). These approvals representiatemal symbols of quality system assurance antptiance with applicable European
Medical Device Directives, which greatly assisthe marketing of Lifecore’s products in the Eurapé&hion.

Technology Licensing Business

Landec performs its batch seed coating operativadeéased facility in Oxford, Indiana. This fagilis being used to coat other seed
companies’ inbred seed corn with the Company’sifaitr Plus seed corn coatings.

Landec has a pilot manufacturing facility in Indéaio support process development, scale-up and eociatization of the
Company'’s seed coating programs. This facilitiiags a continuous coating process that has inetessed coating capabilities by over
tenfold compared to the previous system using bedelers.

General

Several of the raw materials used in manufactucgrtain of the Company’s products are currentlycpased from a single
source. Upon manufacturing scale-up of seed apatierations, the Company may enter into alteraagiypply arrangements. Although to
date the Company has not experienced difficultyuaaty materials for the manufacture of its produceto assurance can be given that
interruptions in supplies will not occur in thedt, that the Company will be able to obtain stil&ivendors, or that the Company will be
able to procure comparable materials at similargsriand terms within a reasonable time. Any soighruption of supply could have a
material adverse effect on the Company’s abilitynenufacture and distribute its products and, oquisietly, could materially and adversely
affect the Company’s business, operating resulisfiaancial condition.

Research and Development

Landec is focusing its research and developmentiress on both existing and new applications gbalymer
technologies. Expenditures for research and dpwadnt for the fiscal years ended May 29, 2011, B@y2010 and May 31, 2009 were $9.3
million, $4.4 million and $3.7 million, respectiyel Research and development expenditures fundedipprate or governmental partners
were $0 for both the fiscal years ended May 29128id May 30, 2010 and $152,000 for the fiscal yealed May 31, 2009. The Company
may continue to seek funds for applied materiadeaech programs from U.S. government agencies bhasvieom commercial entities. The
Company anticipates that it will continue to haign#icant research and development expenditur@sder to maintain its competitive
position with a continuing flow of innovative, higjuality products and services. As of May 29, 2Q%ndec had 53 employees engaged in
research and development with experience in polyandranalytical chemistry, product application,darct formulation, mechanical and
chemical engineering.
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Competition

The Company operates in highly competitive anddigm@volving fields, and new developments are etgubto continue at a rapid
pace. Competition from large food processors, pgickpcompanies, agricultural companies, medical@rarmaceutical companies is intel
In addition, the nature of the Company's collabeesdirrangements and its technology licensing lmssimay result in its corporate partners
and licensees becoming competitors of the Compdayy of these competitors have substantially grefatancial and technical resources
and production and marketing capabilities thanGbenpany, and many have substantially greater esqpegiin conducting field trials,
obtaining regulatory approvals and manufacturing marketing commercial products. There can be sorasce that these competitors will
not succeed in developing alternative technologresproducts that are more effective, easier tousess expensive than those which have
been or are being developed by the Company omthald render the Company's technology and procalzsslete and non-competitive.

Patents and Proprietary Rights

The Company's success depends in large part ahility to obtain patents, maintain trade secretgxtion and operate without
infringing on the proprietary rights of third pasi The Company has had 37 U.S. patents issueliolfi ®6 remain active as of May 29, 2011
with expiration dates ranging from 2012 to 202%heTompany's issued and pending patents includestalating to compositions, devices
and use of a class of temperature and time semgtlymers that exhibit distinctive properties efipeability, adhesion and viscosity control.
There can be no assurance that any of the pendiegtpapplications will be approved, that the Conypaill develop additional proprietary
products that are patentable, that any patentsdstsuthe Company will provide the Company with petitive advantages or will not be
challenged by any third parties or that the patefitthers will not prevent the commercializatidrpooducts incorporating the Company's
technology. Furthermore, there can be no assuthat®thers will not independently develop simpanducts, duplicate any of the
Company's products or design around the Compaatén{s. Any of the foregoing results could haveaderial adverse effect on the
Company's business, operating results and finaooradition.

The commercial success of the Company will alse@ddpin part, on its ability to avoid infringing teats issued to others. If the
Company were determined to be infringing any thgedty patent, the Company could be required todzagages, alter its products or
processes, obtain licenses or cease certain &ivih addition, if patents are issued to othengctvcontain claims that compete or conflict
with those of the Company and such competing oflicting claims are ultimately determined to beidathe Company may be required to
pay damages, to obtain licenses to these paterdsyvelop or obtain alternative technology or taseeusing such technology. If the Company
is required to obtain any licenses, there can bassarance that the Company will be able to daonsmommmercially favorable terms, if at all.
The Company's failure to obtain a license to anfitelogy that it may require to commercialize itsqucts could have a material adverse
impact on the Company's business, operating resnttinancial condition.

Litigation, which could result in substantial cogighe Company, may also be necessary to enforcpatents issued or licensed to
the Company or to determine the scope and valddithird-party proprietary rights. If competitorsthe Company prepare and file patent
applications in the United States that claim tedbgyw also claimed by the Company, the Company nzaaeho participate in interference
proceedings declared by the U.S. Patent and Tratte@ffice to determine priority of invention, whiawuld result in substantial cost to and
diversion of effort by the Company, even if the mual outcome is favorable to the Company. Any diligjation or interference proceeding,
regardless of outcome, could be expensive anddomeuming and could subject the Company to sigmifitiabilities to third parties, require
disputed rights to be licensed from third partiesegjuire the Company to cease using such techpelod consequently, could have a
material adverse effect on the Company's busimgssating results and financial condition.

In addition to patent protection, the Company sete trade secrets, proprietary know-how and tdolgizal advances which the
Company seeks to protect, in part, by confidertyi@greements with its collaborators, employeescamsultants. There can be no assurance
that these agreements will not be breached, teattmpany will have adequate remedies for any breachat the Company's trade secrets
and proprietary know-how will not otherwise becokmewn or be independently discovered by others.
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Government Regulation

Government regulation in the United States andratbentries is a significant factor in the markgtof certain of the Company’s
products and in the Company’s ongoing researctdamdlopment activities. Some of the Company’s petelare subject to extensive and
rigorous regulation by the FDA, which regulates sashthe products as medical devices and whickpime cases, requires Pre-Market
Approval (“PMA”), and by foreign countries, which regulate some efgioducts as medical devices or drugs. UndefFéderal Food, Drug
and Cosmetic Act (“FDC Act”), the FDA regulates timical testing, manufacturing, labeling, distriton, sale and promotion of medical
devices in the United States.

Following the enactment of the Medical Device Ammeahts of 1976 to the FDC Act, the FDA classifieddinal devices in
commercial distribution at the time of enactmemré§-~Amendment devices”) into one of three clasgelass I, Il or lll. This classification is
based on the controls necessary to reasonablyeatsisafety and effectiveness of medical devi€dass | devices are those whose safety
and effectiveness can reasonably be assured thgmrggral controls, such as establishment registraind labeling, and adherence to FDA-
mandated current QSR requirements for devices.t Miass | devices are exempt from FDA premarkeierevbut some require premarket
notification (“510(k) Notification”). Class Il dewes are those whose safety and effectivenesseeaomably be assured through the use of
special controls, such as performance standardgmnaoket surveillance, patient registries and FDideglines. Class Il devices are devices
that require a PMA from the FDA to assure theiesafind effectiveness. A PMA ordinarily must camt@ata from a multi-center clinical
study demonstrating the device’s safety and effentss for the intended use and patient populatass Il devices are generally life-
sustaining, life-supporting or implantable devicasd also include most devices that were not omhikket before May 28, 1976 (“new
devices”) and for which the FDA has not made aifigabf substantial equivalence based upon a 52¢kification. A pre-Amendment
Class Il device does not require a PMA unlessamd the FDA issues a regulation requiring submis®f a PMA application for the devic

The FDA requires clinical data for a PMA applicatiand has the authority to require such data fkG{k) Notification. If clinical
data are necessary, the company that sponsortutheraust follow the FDA's Investigational Devicadinption (“IDE”) regulations
governing the conduct of human studies. The FDA&gilations require institutional review board apad of the study and the informed
consent of the study subjects. In addition, ftsignificant risk” device, the FDA must approve an IDE applicatiorobethe study can begi
Non-significant risk devices do not require FDA appabef an IDE application, and are conducted under‘abbreviated IDE”
requirements. Once in effect, an IDE or abbredidiE permits evaluation of devices under contbltténical conditions. After a clinical
evaluation process, the resulting data may be declun a PMA application or a 510(k) Notificatiomhe PMA may be approved or the 510
(k) Notification may be cleared by the FDA onlyeaft review process that may include FDA requestadditional data, sometimes requir
further studies.

If a manufacturer or distributor of medical deviocas establish to the FDA'’s satisfaction throudgi1@(k) Notification that a new
device is substantially equivalent to what is chie'predicate device,” i.e., a legally marketedssl| or Class || medical device or a legally
marketed pre-Amendment Class Il device for whioh EDA has not required a PMA, the manufactureligiributor may market the new
device. In the 510(k) Notification, a manufactuoerdistributor makes a claim of substantial egigimee, which the FDA may require to be
supported by various types of information, inclyg@ata from clinical studies, showing that the wice is as safe and effective for its
intended use as the predicate device.

Following submission of the 510(k) Notificationetmanufacturer or distributor may not place the dewice into commercial
distribution until the FDA issues a “substantializglence” determination finding the new devicé®substantially equivalent to a predicate
device. The FDA has a 90 day period in which s8posd to a 510(k) Notification (30 days for a Spebil0(k)). Depending on the specific
submission and subsequent agency information régjube 510(k) Notification process can take sigaiitly longer to complete. The FDA
may agree with the manufacturer or distributor thatnew device is substantially equivalent toedjmate device and allow the new device to
be marketed in the United States. The FDA may,dwar, determine that the new device is not sulistBnéquivalent and require the
manufacturer or distributor to submit a PMA or regdurther information, such as additional tediadiéncluding data from clinical studies,
before it is able to make a determination regardingstantial equivalence. Although the PMA prodsssgnificantly more complex, time-
consuming and expensive than the 510(k) Notificaficocess, the latter process can also be expemsd/eubstantially delay the market
introduction of a product. Modifications to a deithat is marketed under a 510(k) Notification mhigequire submission of a new 510(k)
prior to their implementation, although some magdifions can be made through a “note to file” procedlescribed in FDA guidance.
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For devices that cannot be found “substantiallyivjent” to a predicate device, the manufacturesnsubmit a PMA application,
petition for reclassification, or submit a PMA ajgption via the de novo process. A PMA must cantaformation on the materials and
manufacturing process for the device, results elprical testing, clinical data, and labeling foe device. The FDA has 180 days to revit
PMA application, but may request additional infotima, which could include additional studies. THRA might refer a PMA to an advisory
committee of outside experts to review and makerreuendation on whether a device should be approdéer considering the data in the
PMA application and the recommendations of an adyisommittee, the FDA can approve the device, agpthe device with conditions or
refuse approval. Devices approved by the FDA abgest to periodic reporting requirements, and fp@pubject to restrictions on sale,
distribution or use.

Hyaluronan products are generally Class Ill devidescases where the Company is supplying hyahmdao a corporate partner as a
raw material or producing a finished product uraéicense for the partner, the corporate partnéwiresponsible for obtaining the
appropriate FDA clearance or approval. Exporhef€Company’s hyaluronan products generally requipgsoval of the importing country
and compliance with the export provisions of theCFBct.

Other regulatory requirements are placed on theufaature, processing, packaging, labeling, distriloy recordkeeping and
reporting of a medical device and on the qualitytom procedures, such as the FDA'’s device QSRlatigns. Manufacturing facilities are
subject to periodic inspections by the FDA to assuampliance with device QSR requirements. Lifeofacility is subject to inspections as
both a device and a drug manufacturing operatieor. PMA devices, the Company is required to sulamiannual report and to obtain
approval of a PMA supplement for modificationshe tlevice or its labeling. Other applicable FDAuieements include the medical device
reporting (“MDR”) regulation, which requires th&iet Company provide information to the FDA regardilegiths or serious injuries alleged to
have been associated with the use of its devisamell as product malfunctions that would likelyisa or contribute to death or serious injury
if the malfunction were to recur. The FDA alsouigs reporting regarding notices of correction #relremoval of a medical device.

If the Company is not in compliance with FDA requirents, the FDA or the federal government can axdecall, detain the
Company’s devices, refuse to grant 510(k) Notifaatlearances or PMA approvals, withdraw or lipribduct approvals, institute
proceedings to seize the Company’s devices, s@akdtions to control or prohibit marketing and sabé the Company’s devices, assess civil
money penalties and impose criminal sanctions ag#ie Company, its officers or its employees.

There can be no assurance that any of the Compeliyisal studies will show safety or effectivenggt 510(k) Notifications or
PMA applications or supplemental applications Wwél submitted or, if submitted, accepted for filitigat any of the Company’s products that
require clearance of a 510(k) Notification or apicof a PMA application or PMA supplement will @bt such clearance or approval on a
timely basis, on terms acceptable to the Companthfopurpose of actually marketing the produatatall; or that following any such
clearance or approval previously unknown probleritlsn@t result in restrictions on the marketingtbé products or withdrawal of clearance
or approval.

Product Liability
Product liability claims may be asserted with respe the Company’s products. The Company maistpimduct liability insurance

coverage in amounts the Company deems to be adequedre can be no assurance that the Companiiavdl sufficient resources to satisfy
product claims if they exceed available insurarmescage.
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Employees

As of May 29, 2011, Landec had 255 full-time emjgley, of whom 185 were dedicated to research, dawelnt, manufacturing,
quality control and regulatory affairs and 70 weeglicated to sales, marketing and administratitigiies. Landec intends to recruit
additional personnel in connection with the develept, manufacturing and marketing of its produéiene of Landec's employees is
represented by a union, and Landec believes atioakhip with its employees is good.

Available Information

Landec’s website is http://www.landec.com. Landedkes available free of charge its annual, qugrtettl current reports, and any
amendments to those reports, as soon as reasqgmabticable after electronically filing such repovtith the SEC. Information contained on
our website is not part of this Report.

Iltem 1A. Risk Factors

Landec desires to take advantage of the “Safe Hapoovisions of the Private Securities Litigati®eform Act of 1995 and of
Section 21E and Rule 3b-6 under the Securities &xgh Act of 1934. Specifically, Landec wisheslartaeaders that the following
important factors could in the future affect, andhe past have affected, Landec’s actual resnliscauld cause Landec’s results for future
periods to differ materially from those expressedny forward-looking statements made by or on belidandec. Landec assumes no
obligation to update such forward-looking stateraent

The Global Economy is Currently Undergoing a Periad Slowdown and Unprecedented Volatility, Which M&lave an Adverse Effect on
Our Business

The U.S. and international economy and financialketa have experienced significant slowdown andtidl due to uncertainties
related to the availability of credit, energy pggdifficulties in the banking and financial semgcsectors, softness in the housing market,
severely diminished market liquidity, geopoliticainflicts, falling consumer confidence and highmpéyment rates. This slowdown has
and could further lead to reduced demand for oodyets, which in turn, would reduce our revenuebsadversely affect our business,
financial condition and results of operations.pérticular, the slowdown and volatility in the gidlmarkets have resulted in softer demand
and more conservative purchasing decisions by metg including a tendency toward lower-priced picid, which could negatively impact
our revenues, gross margins and results of opesatitn addition to a reduction in sales, our padiility may decrease during downturns
because we may not be able to reduce costs atithe te as our sales decline. These slowdowrexpeeted to worsen if current economic
conditions are prolonged or deteriorate further. d&fenot predict the ultimate severity or lengthhaf current economic crisis, or the timing
severity of future economic or industry downturns.

Given the current unfavorable economic environmeumt,customers may have difficulties obtaining talpt adequate or historical
levels to finance their ongoing business and ofm@rstwhich could impair their ability to make timg@ayments to us. This may result in
lower sales and/or inventory that may not be sé¢eabbad debt expense for Landec. In additiothhéoimpact of the economic downturn on
our customers, some of our vendors and growersaxpgrience a reduction in their availability of fisnand cash flows, which could
negatively impact their business as well as o&rgontinuing or deepening downturn of the U.S. exow, including increased volatility in
the credit markets, could adversely impact ouramsts’ and vendors’ ability or willingness to cortlbusiness with us on the same terms or
at the same levels as they have historically.

We are unable to predict the likely duration aneesigy of the current disruption in the financiahrikets and adverse economic
conditions in the U.S. and other countries and tdresuch conditions, if they persist or worsen| fuitther adversely impact our business,
operating results, and financial condition. Furtlleese conditions and uncertainty about futumemic conditions make it challenging for
Landec to forecast its operating results, makenmssi decisions, and identify the risks that magcafts business, sources and use of cash,
financial condition and results of operations.
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Our Future Operating Results Are Likely to FluctuatWhich May Cause Our Stock Price to Decline

In the past, our results of operations have fluetigignificantly from quarter to quarter and axpexted to continue to fluctuate in
the future. Apio can be heavily affected by seaband weather factors which have impacted finamegults due to a shortage of essential
value-added produce items, including the $5.0 amlinegative impact on net income which occurrefistal year 2011 due to weathelatec
produce sourcing issues. Our earnings may alstutitle based on our ability to collect accountgitable from customers and notes
receivable from growers and on price fluctuationthie fresh vegetables and fruits markets. Othetofs that affect our operations include:

the seasonality of our suppli¢

our ability to process produce during critical hest/periods

the timing and effects of ripenin

the degree of perishabilit

the effectiveness of worldwide distribution syste

total worldwide industry volume:

the seasonality and timing of consumer dem

foreign currency fluctuations, ai

foreign importation restrictions and foreign paléi risks.

As a result of these and other factors, we exmecoihtinue to experience fluctuations in quarteggrating results.

Uncertainty Relating To Integration Of New Businegscquisitions.

The successful integration of new business acdpnisitmay require substantial effort from the Conysmmanagement. The
diversion of the attention of management and afficdities encountered in the transition processlddave a material adverse effect on the
Company's ability to realize the anticipated besredf the acquisitions. The successful combinadionew businesses also requires
coordination of research and development activitie@nufacturing, and sales and marketing effdrisaddition, the process of combining
organizations could cause the interruption of, losa of momentum in, the Company's activitieser€hcan be no assurance that the Com
will be able to retain key management, technicGksand customer support personnel, or that tiep@ny will realize the anticipated
benefits of any acquisitions, and the failure tcsdavould have a material adverse effect on thefgamyls business, results of operations and
financial condition.

We May Not Be Able to Achieve Acceptance of Our Nesgducts in the Marketplace

Our success in generating significant sales ofpooducts depends in part on our ability and outrgas and licensees to achieve
market acceptance of our new products and techypoldpe extent to which, and rate at which, we eehimarket acceptance and penetration
of our current and future products is a functiomafny variables including, but not limited to:

price,

safety,

efficacy,

reliability,

conversion costs

marketing and sales efforts, a

-21-




general economic conditions affecting purchasirttepas.

We may not be able to develop and introduce newymis and technologies in a timely manner or nexdycts and technologies
may not gain market acceptance. We are in thg state of product commercialization of certairelimer-based specialty packaging,
Intellicoat seed coatings, HBased products and other Intelimer polymer prodaistsmany of our potential products are in develepm We
believe that our future growth will depend in laggget on our ability to develop and market new pigid in our target markets and in new
markets. In particular, we expect that our abilitycompete effectively with existing food prodyasgricultural, industrial, medical and
pharmaceutical companies will depend substant@allguccessfully developing, commercializing, acimig\market acceptance of and
reducing the cost of producing our products. Iditah, commercial applications of our temperatsmétch polymer technology are relatively
new and evolving. Our failure to develop new prtdior the failure of our new products to achieakat acceptance would have a material
adverse effect on our business, results of op@stod financial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developing alternatearologies and products that are more effectagieeto use or less expensive
than those which have been or are being developed br that would render our technology and prtslobsolete and non-competitive. We
operate in highly competitive and rapidly evolviiigjds, and new developments are expected to asmt a rapid pace. Competition from
large food products, agricultural, industrial, mediand pharmaceutical companies is expected totbese. In addition, the nature of our
collaborative arrangements may result in our cagopartners and licensees becoming our competiddasny of these competitors have
substantially greater financial and technical resesiand production and marketing capabilities thamo, and may have substantially gre
experience in conducting clinical and field triadgtaining regulatory approvals and manufacturing marketing commercial products.

We Have a Concentration of Manufacturing in One Lation for Apio and Lifecore and May Have to Depend Third Parties to
Manufacture Our Products

Any disruptions in our primary manufacturing opératat Apio’s facility in Guadalupe, California bifecore’s facility in Chaska,
Minnesota would reduce our ability to sell our prots and would have a material adverse effect offilvancial results. Additionally, we
may need to consider seeking collaborative arraegésrwith other companies to manufacture our prisdulé we become dependent upon
third parties for the manufacture of our produots, profit margins and our ability to develop arediker those products on a timely basis may
be adversely affected. Failures by third parti@y impair our ability to deliver products on a tijmbasis and impair our competitive
position. We may not be able to continue to susfodly operate our manufacturing operations at ptadgle costs, with acceptable yields, and
retain adequately trained personnel.

Our Dependence on Single-Source Suppliers and Sar\Rroviders May Cause Disruption in Our Operatio8sould Any Supplier Fail to
Deliver Materials

We may experience difficulty acquiring materialsservices for the manufacture of our products omag not be able to obtain
substitute vendors. We may not be able to procongparable materials at similar prices and terntkima reasonable time. Several serv
that are provided to Apio are obtained from a smglvider. Several of the raw materials we useaoufacture our products are currently
purchased from a single source, including some meme used to synthesize Intelimer polymers, sulesinaterials for our breathable
membrane products and raw materials for our HA pectsl  Any interruption of our relationship witingle-source suppliers or service
providers could delay product shipments and mdbgtiarm our business.
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We May Be Unable to Adequately Protect Our Intelieal Property Rights

We may receive notices from third patiacluding some of our competitors, claiming imlement by our products of patent and c
proprietary rights. Regardless of their meritpa@wling to any such claim could be tim@isuming, result in costly litigation and requieto
enter royalty and licensing agreements which maybemffered or available on terms acceptable tolfia successful claim is made against
us and we fail to develop or license a substitetdnology, we could be required to alter our prégloc processes and our business, results of
operations or financial position could be mateyiallversely affected. Our success depends in fEgeon our ability to obtain patents,
maintain trade secret protection and operate withidtinging on the proprietary rights of third pias. Any pending patent applications we
file may not be approved and we may not be abtietelop additional proprietary products that arepble. Any patents issued to us may
not provide us with competitive advantages or maghmllenged by third parties. Patents held bgrstmay prevent the commercializatiol
products incorporating our technology. Furthermotkers may independently develop similar produditplicate our products or design
around our patents.

Our Operations Are Subject to Regulations that Datly Impact Our Business

Our products and operations are subject to govantaheegulation in the United States and foreigantdes. The manufacture of
our products is subject to periodic inspection éyulatory authorities. We may not be able to obigicessary regulatory approvals on a
timely basis or at all. Delays in receipt of oitfee to receive approvals or loss of previouslyeiged approvals would have a material ad\
effect on our business, financial condition andiltssof operations. Although we have no reasdoei@ve that we will not be able to comply
with all applicable regulations regarding the maetiire and sale of our products and polymer méderiegulations are always subject to
change and depend heavily on administrative iné¢ations and the country in which the productssaid. Future changes in regulations or
interpretations relating to matters such as safi&iwg conditions, laboratory and manufacturing ficss, environmental controls, and
disposal of hazardous or potentially hazardoustanbes may adversely affect our business.

We are subject to FDA rules and regulations coringrtine safety of the food products handled and bglApio, and the facilities in
which they are packed and processed. Failurertgpyowith the applicable regulatory requirements,@mong other things, result in:

fines, injunctions, civil penalties, and suspensjon

withdrawal of regulatory approvals,

product recalls and product seizures, includingagsn of manufacturing and sales,
operating restrictions, and

criminal prosecution.

We may be required to incur significant costs tmpty with the laws and regulations in the futureetthmay have a material adve
effect on our business, operating results and &ii@condition.

Our food packaging products are subject to reqaiatinder the Food, Drug and Cosmetic Act (the “FRa€). Under the FDC Act,
any substance that when used as intended may eddgdie expected to become, directly or indireclgomponent or otherwise affect the
characteristics of any food may be regulated a®d &dditive unless the substance is generallygrézed as safe. We believe that food
packaging materials are generally not considered &aditives by the FDA because these producta@rexpected to become components of
food under their expected conditions of use. Whesimter our breathable membrane product to be agackaging material not subject to
regulation or approval by the FDA. We have notreed any communication from the FDA concerning logathable membrane product. If
the FDA were to determine that our breathable mamibproducts are food additives, we may be requiredbmit a food additive petition
for approval by the FDA. The food additive petitiprocess is lengthy, expensive and uncertainetarchination by the FDA that a food
additive petition is necessary would have a mdtadaerse effect on our business, operating reaaltsfinancial condition.

Our agricultural operations are subject to a vardtenvironmental laws including, the Food Quakptection Act of 1966, the
Clean Air Act, the Clean Water Act, the Resourceggovation and Recovery Act, the Federal Insedjdiaingicide and Rodenticide Act, ¢
the Comprehensive Environmental Response, Compensatd Liability Act. Compliance with these laasd related regulations is an
ongoing process. Environmental concerns are, heky@herent in most agricultural operations, idahg those we conduct. Moreover, it is
possible that future developments, such as inarghsstrict environmental laws and enforcementgieti could result in increased complia
costs.
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Our Food Products Technology business is subjetiet@erishable Agricultural Commodities Act (“PAGAaw. PACA regulates
fair trade standards in the fresh produce indwmtiy governs all the products sold by Apio. Odufaito comply with the PACA
requirements could among other things, resultvil penalties, suspension or revocation of a liegtossell produce, and in the most egreg
cases, criminal prosecution, which could have anwtadverse effect on our business.

Lifecore’s existing products and its products undierelopment are considered to be medical devivgsteerefore, require clearance
or approval by the FDA before commercial saleslmmmade in the United States. The products atpgneethe approval of foreign
government agencies before sales may be made in otla@r countries. The process of obtaining tleds@rances or approvals varies
according to the nature and use of the produdatartinvolve lengthy and detailed laboratory ancichl testing, sampling activities and other
costly and time-consuming procedures. There camoh&ssurance that any of the required clearancaspoovals will be granted on a timely
basis, if at all.

In addition, most of the existing products beinlgiday Lifecore and its customers are subject tainoed regulation by the FDA,
various state agencies and foreign regulatory dgemehich regulate manufacturing, labeling and réd¢@eping procedures for such
products. Marketing clearances or approvals bgelagencies can be withdrawn due to failure to ¢pmiph regulatory standards or the
occurrence of unforeseen problems following initi@arance or approval. These agencies can aigooli prevent the manufacture or
distribution of Lifecore’s products. A determiratithat Lifecore is in violation of such regulatsocould lead to the imposition of civil
penalties, including fines, product recalls or pretdseizures, injunctions, and, in extreme cagésjral sanctions.

Federal, state and local regulations impose vagowgronmental controls on the use, storage, digehar disposal of toxic, volatile
or otherwise hazardous chemicals and gases usednia of the manufacturing processes. Our failuhtrol the use of, or to restrict
adequately the discharge of, hazardous substandes present or future regulations could subjec¢bstibstantial liability or could cause our
manufacturing operations to be suspended and chamg&vironmental regulations may impose the rieeddditional capital equipment or
other requirements.

Adverse Weather Conditions and Other Acts of GodyMzause Substantial Decreases in Our Sales andfmréases in Our Cosl

Our Food Products Technology business is subjesttiither conditions that affect commodity pricespaquality and yields, and
decisions by growers regarding crops to be plan@uap diseases and severe conditions, particuleebther conditions such as unexpecte
excessive rain or other precipitation, unseasonahperature fluctuations, floods, droughts, frosisdstorms, earthquakes and hurricanes,
may adversely affect the supply of vegetables amtsfused in our business, which could reducestties volumes and/or increase the unit
production costs. In fiscal year 2011, the Compmngt income was negatively impacted by $5.0 onlldue to weather-related produce
sourcing issues in the Food Products Technologinbss. Because a significant portion of the castdixed and contracted in advance of
each operating year, volume declines due to pra@huatterruptions or other factors could resulirioreases in unit production costs which
could result in substantial losses and weakeninan€ial condition.

We Depend on Strategic Partners and Licenses foture Development

Our strategy for development, clinical and fieldtieg, manufacture, commercialization and marketimgome of our current and
future products includes entering into variousadirations with corporate partners, licensees #met®@ We are dependent on our corporate
partners to develop, test, manufacture and/or markae of our products. Although we believe thatmartners in these collaborations have
an economic motivation to succeed in performingr tbentractual responsibilities, the amount andriyof resources to be devoted to these
activities are not within our control. Our partaenay not perform their obligations as expected@may not derive any additional revenue
from the arrangements. Our partners may not pgyadditional option or license fees to us or maydevelop, market or pay any royalty f
related to products under the agreements. Moreswate of the collaborative agreements providetttegt may be terminated at the
discretion of the corporate partner, and some®ttilaborative agreements provide for terminatinder other circumstances. Our partners
may pursue existing or alternative technologiegraference to our technology. Furthermore, we n@ybe able to negotiate additional
collaborative arrangements in the future on actdgtirms, if at all, and our collaborative arramgats may not be successful.

-24-




Our International Operations and Sales May ExposeiCBusiness to Additional Risks

For fiscal year 2011, approximately 38% of our toé@enues were derived from product sales to fiatgonal customers. A number
of risks are inherent in international transactiohgernational sales and operations may be lunitedisrupted by any of the following:

regulatory approval proces

government controls

export license requiremen

political instability,

price controls

trade restrictions

changes in tariffs, ¢

difficulties in staffing and managing internatiormgderations

Foreign regulatory agencies have or may establistiyet standards different from those in the Unii¢akes, and any inability to
obtain foreign regulatory approvals on a timelyibasuld have a material adverse effect on ournatgonal business, and our financial
condition and results of operations. While ouefgn sales are currently priced in dollars, flutitags in currency exchange rates may reduce
the demand for our products by increasing the pfaaur products in theurrency of the countries to which the productssald. Regulaton
geopolitical and other factors may adversely impactoperations in the future or require us to rfyodur current business practices.

Cancellations or Delays of Orders by Our Custométay Adversely Affect Our Business

During fiscal year 2011, sales to our top five oustrs accounted for approximately 44% of our reespwith our largest customer,
Costco Wholesale Corporation, accounting for apipnately 16% of our revenues. We expect that, Herforeseeable future, a limited
number of customers may continue to account farbatantial portion of our revenues. We may expegechanges in the composition of our
customer base as we have experienced in the phstreduction, delay or cancellation of orders frmme or more major customers for any
reason or the loss of one or more of our majoracusts could materially and adversely affect ouiin®ss, operating results and financial
condition. In addition, since some of the prodymtscessed by Apio at its Guadalupe, Californidifgand by Lifecore at its Chaska,
Minnesota facility are sole sourced to customeus,operating results could be adversely affectechd@ or more of our major customers were
to develop other sources of supply. Our currestamers may not continue to place orders, ordeexisting customers may be canceled or
may not continue at the levels of previous perimdee may not be able to obtain orders from neviaruers.

Our Sale of Some Products May Increase Our ExpostoeéProduct Liability Claims

The testing, manufacturing, marketing, and salhefproducts we develop involve an inherent risklt#fgations of product
liability. If any of our products were determinedalleged to be contaminated or defective or teefmused a harmful accident to an end-
customer, we could incur substantial costs in redjmmg to complaints or litigation regarding our guats and our product brand image could
be materially damaged. Either event may have anahtidverse effect on our business, operatingteeand financial condition. Although
we have taken and intend to continue to take wieab@lieve are appropriate precautions to minimigmsure to product liability claims, we
may not be able to avoid significant liability. \Werrently maintain product liability insurance. hil¢ we believe the coverage and limits are
consistent with industry standards, our coveragg med be adequate or may not continue to be avaiktban acceptable cost, if at all. A
product liability claim, product recall or otheaah with respect to uninsured liabilities or in exs of insured liabilities could have a material
adverse effect on our business, operating resoft§iaancial condition.
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Our Stock Price May Fluctuate in Accordance with Meet Conditions

The following events may cause the market priceusfcommon stock to fluctuate significantly:

technological innovations applicable to our prody

our attainment of (or failure to attain) milestomeshe commercialization of our technolog

our development of new products or the developroénew products by our competito

new patents or changes in existing patents appdi¢atour products

our acquisition of new businesses or the salespadial of a part of our business

development of new collaborative arrangements bypuwscompetitors or other partie

changes in government regulations applicable tdasmess

changes in investor perception of our busin

fluctuations in our operating results, &

changes in the general market conditions in ounstry.

These broad fluctuations may adversely affect thekat price of our common stoc
We May Be Exposed to Employment Related Claims @uadts that Could Materially Adversely Affect Our Bimess

We have been subject in the past, and may be ifuthee, to claims by employees based on allegatigrdiscrimination, negligenc
harassment and inadvertent employment of illedgahalor unlicensed personnel, and we may be sulgjgetyment of workers' compensation
claims and other similar claims. We could incurstantial costs and our management could sperghdisant amount of time responding to
such complaints or litigation regarding employesrak, which may have a material adverse effectusrbasiness, operating results and

financial condition.

We Are Dependent on Our Key Employees and if On&are of Them Were to Leave, We Could ExperiencéfiDulties in Replacing
Them and Our Operating Results Could Suffer

The success of our business depends to a signifigtent upon the continued service and performaheerelatively small number
of key senior management, technical, sales, andetiag personnel. The loss of any of our key pemsbwould likely harm our business. In
addition, competition for senior level personnethiinowledge and experience in our different lioebusiness is intense. If any of our key
personnel were to leave, we would need to devdistantial resources and management attention laceephem. As a result, management
attention may be diverted from managing our businesd we may need to pay higher compensatiorptaae these employees.

We May Issue Preferred Stock with Preferential Rigtthat Could Affect Your Rights

Our Board of Directors has the authority, withaurtfier approval of our stockholders, to fix thehtgyand preferences, and to issue
shares, of preferred stock. In November 1999,ssedd and sold shares of Series A Convertible PeefStock and in October 2001 we
issued and sold shares of Series B ConvertibleeReef Stock. The Series A Convertible PreferredlStwas converted into 1,666,670 shares
of Common Stock in November 2002 and the Serie®BvErtible Preferred Stock was converted into 1,732 shares of Common Stock in
May 2004.

The issuance of new shares of preferred stock duaié the effect of making it more difficult fottsird party to acquire a majority
of our outstanding stock, and the holders of suelfigpred stock could have voting, dividend, liquida and other rights superior to those of
holders of our Common Stock.

We Have Never Paid any Dividends on Our Common &toc

We have not paid any dividends on our Common Ssaute inception and do not expect to in the foraskefuture. Any dividends
may be subject to preferential dividends payablamnpreferred stock we may issue.
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Our Profitability Could Be Materially and Adverseljffected if it Is Determined that the Book Valud Goodwill is Higher than Fair
Value

Our balance sheet includes an amount designatigbadwill” that represents a portion of our assatsl our stockholders’
equity. Goodwill arises when an acquirer pays nfiore business than the fair value of the tanggnld separately measurable intangible net
assets. In accordance with accounting guidaneeartortization of goodwill has been replaced witliempairment test” which requires that
we compare the fair value of goodwill to its boakue at least annually and more frequently if ainstances indicate a possible
impairment. If we determine at any time in thaufetthat the book value of goodwill is higher tliaim value then the difference must be
written-off, which could materially and adversef§eat our profitability.
1B. Unresolved Staff Comments

None.
Item 2. Properties

As of May 29, 2011, the Company owned or lease@equt@s in Menlo Park, Arroyo Grande and Guadal@adifornia; West
Lebanon and Oxford, Indiana and Chaska, Minnesota.

These properties are described below:

Acres
Business of Lease
Location Segmen Ownershig Facilities Land Expiration
Menlo Park, CA Technology Leased 14,600 square feet of office and — 12/31/14
Licensing laboratory spac
Chaska, MN Hyaluronan- Owned 112,000 square feet of office, 27.5 —
based laboratory and manufacturing space
Biomaterials
West Lebanon, IN Technology Owned 4,000 square feet of warehouse and — —
Licensing manufacturing spac
Oxford, IN Technology Leased 13,400 square feet of laboratory and — 6/30/12
Licensing manufacturing spac
Guadalupe, CA Food Products Owned 199,000 square feet of office space, 17.7 —
Technology manufacturing and cold stora
Arroyo Grande, C/ Food Expor Leasec 1,100 square feet of office spe — Month-to Month

The obligations of the Company undecitdit agreement with Wells Fargo Bank, N.A. aeused by a lien on the Chaska, MN land
and building.

Item 3. Legal Proceeding:
As of the date of this report, the Company isaparty to any legal proceedings.

Item 4. [Removed and Reserve
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PART Il
Item 5. Market for Registrant’'s Common Equity, Related Skimlder Matters and Issuer Purchases of Equity Seities

Market Information

The Common Stock is traded on The NASD@&IQbal Select Market under the symbol “LNDC”. Tioowing table sets forth for
each period indicated the high and low sales pfimeghe Common Stock.

Fiscal Year Ended May 29, 20 High Low
4thQuarter ending May 29, 20: $ 6.61 $ 5.52
3rdQuarter ending February 27, 20 $ 7.0¢ $ 5.6€
2 ndQuarter ending November 28, 20 $ 6.5C $ 5.3C
1 stQuarter ending August 29, 20 $ 6.8¢ $ 5.4C

Fiscal Year Ended May 30, 20 High Low
4t Quarter ending May 30, 20: $ 7.4 % 5.5C
3rdQuarter ending February 28, 20 $ 6.6 $ 5.81
2 ndQuarter ending November 29, 20 $ 7.0: % 6.0C
1 stQuarter ending August 30, 20 $ 717 $ 5.9¢

Holders

There were approximately 70 holderseabrd of 26,405,799 shares of outstanding CommockSts of July 20, 2011. Since certain
holders are listed under their brokerage firm’s eaanthe actual number of stockholders is higher.

Dividends

The Company has not paid any dividendthe Common Stock since its inception. The Comaiasently intends to retain all future
earnings, if any, for its business and does natigate paying cash dividends on its Common Stadké foreseeable future.

Issuer Purchases of Equity Securities

There were no shares repurchased by the Compamgdhbe fiscal quarter ended on May 29, 2011. Bwyfiscal year 2011, the
Company repurchased and retired 215,648 sharesrofron Stock for $1.2 million. The Company may sépurchase up to $8.8 million of
the Company’s Common Stock under the Company’kstqurchase plan announced on July 14, 2010.
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Iltem 6. Selected Financial Dat:

The information set forth below is netcessarily indicative of the results of future @pens and should be read in conjunction with
the information contained in Iltem 7 — “Managemeimiscussion and Analysis of Financial Condition &websults of Operations” and the
Consolidated Financial Statements and Notes to @iolased Financial Statements contained in Itenf #Bis report.

Year Year Year Year Year
Ended Ended Ended Ended Ended
May 29, May 30, May 31, May 25, May 27,
2011 2010 2009 2008 2007
Statement of Income Dat
(in thousands
Revenues
Product sale $ 267,12. $ 228,39 $ 22440 $ 227,55( $ 201,89:
Service revenue 3,391 3,69¢ 4,14* 3,64( 3,63¢
License fee: 5,40( 5,40( 6,00( 6,231 4,01z
R&D and royalty revenues 817 73E 1,38¢ 1,10¢€ 1,054
Total revenue 276,72¢ 238,22 235,93 238,52 210,49¢
Cost of revenue
Cost of product sale 227,16 201,46t 198,36 197,28t 175,25.
Cost of service revenue 2,867 2,997 3,28¢ 3,011 2,86(
Total cost of revenu 230,03 204,45¢ 201,65¢ 200,29¢ 178,11
Gross profit 46,69¢ 33,76¢ 34,28( 38,22¢ 32,38t
Operating costs and expens
Research and developm 9,27t 4,361 3,66¢ 3,251 3,07¢
Selling, general and administrati 24,60¢ 17,69¢ 18,017 19,80: 21,61¢
Other operating expens 4,78( 3,72¢ — — —
Income from sale of FCD — — — — (22,669
Total operating costs and expen 38,66 25,78« 21,68: 23,052 2,021
Operating profit 8,03: 7,98 12,59¢ 15,17¢ 30,36¢
Dividend income 32¢ — — — —
Interest incom: 43C 834 1,30¢ 2,21¢ 1,94¢
Interest expens (820 (88) (8) (22 (257)
Other income 472 — — — —
Net income before taxe 8,44: 8,72¢ 13,89¢ 17,37: 32,05¢
Income tax expense (4,187 (4,262) (5,617 (3,359 (2,456€)
Consolidated net incomnr 4,261 4,46¢ 8,28¢ 14,01¢ 29,60:
Non controlling interes (347) (482) (55¢E (477) (414

Net income applicable to Common Stockholc  $ 3,92( $ 3,98 § 7,730 $ 13,54: $ 29,18¢

Basic net income per share $ 0.1t $ 0.1t $ 0.3C $ 0.5z $ 1.1¢€
Diluted net income per share $ 0.1t % 0.1t $ 0.2¢ $ 05C $ 1.07
Shares used in per share computal

Basic 26,39 26,38 26,20: 26,06¢ 25,26(
Diluted 26,62¢ 26,63 26,75! 26,93t 26,55¢




May 29, May 30, May 31, May 25, May 27,

2011 2010 2009 2008 2007

Balance Sheet Dat

(in thousands

Cash and cash equivalel $ 8,13t $ 27,817 $ 4345¢ $ 443% $  62,55¢
Total asset 206,31. 200,19 153,49¢ 149,95° 141,36¢
Debt 19,83( 23,77( — — —
Retained earnings (defic 17,12¢ 13,20¢ 9,222 1,492 (19,339
Total stockholder equity $ 136,058 $ 130,78 $ 125,40¢ $ 114,46¢ $ 110,22¢

Item 7. Managemen's Discussion and Analysis of Financial Conditionna Results of Operations

The following discussion should be re@adonjunction with the Company’s Consolidated Ficial Statements contained in Iltem 8 of
this report. Except for the historical informatioontained herein, the matters discussed in thisrtere forward-looking statements within
the meaning of Section 21E of the Securities Exghakct of 1934. These forward-looking statememt®ive certain risks and uncertainties
that could cause actual results to differ matgrifbm those in the forward-looking statementstetal risks and uncertainties include,
without limitation, those mentioned in this repanid, in particular, the factors described in Itefn "Risk Factors.” Landec undertakes no
obligation to revise any forward-looking statementsrder to reflect events or circumstances thay arise after the date of this report.

Overview

Since its inception in October 1986, @wmmpany has been engaged in the research andpgmait of its Intelimer technology and
related products. The Company has launched fadygt lines from this core development — QuickCasplints and casts in April 1994,
which was subsequently sold to Bissell HealthcasgpGration in August 1997; BreatheWay packagingnetogy for the fresteut and whole
produce packaging market in September 1995; In&lifolymer Systems that includes polymer matefalgarious industrial applications
June 1997 and for personal care applications ireNdoer 2003; and Intellicoat coated corn seedsardil of 1999. In addition, on April 30,
2010, the Company acquired Lifecore which devebop$ manufactures products utilizing hyaluronanatarally occurring polysaccharide
that is widely distributed in the extracellular mdabf connective tissues in both animals and husnan

With the acquisition of Lifecore, Lande&s four core businesses — Food Products Techndtogd Export, Hyaluronan-based
Biomaterials and Technology Licensing. The FoooldBcts Technology segment combines the Compantgéirirer packaging technology
with Apio’s fresh-cut and whole produce busine¥he Food Export business is operated through AialsEx export company which
purchases and sells whole fruit and vegetable mtsdo predominantly Asian markets. The Hyalurehased Biomaterials business sells
products utilizing hyaluronan in the ophthalmichapedic and veterinary segments and also sugpfiglsironan to customers pursuing other
medical applications, such as aesthetic surgergjgakdevice coatings, tissue engineering and paeenticals. The Technology Licensing
business includes our proprietary Intellicoat seeating technology in which certain fields of applion have been licensed to Monsanto and
our Intelimer polymer business that licenses anslipplies products to companies such as Air Predarad Nitta. See "BusinesBescriptior
of Core Business".

From inception through May 29, 2011, @@mpany’s retained earnings were $17.1 milliohe Tompany may incur losses in the

future. The amount of future net profits, if ais/uncertain and there can be no assurance th@admmpany will be able to sustain profitabil
in future years.
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Critical Accounting Policies and Use of Estimates
Use of Estimates

The preparation of financial statements in conftymiith U.S. generally accepted accounting prirespl requires management to
make certain estimates and judgments that affecatimounts reported in the financial statementssandmpanying notes. The accounting
estimates that require management’s most significifficult and subjective judgments include reuerrecognition; sales returns and
allowances; recognition and measurement of cuaedtdeferred income tax assets and liabilitiesafsssment of recoverability of long-
lived assets; the valuation of intangible assetkiaventory; the valuation and nature of impairnsesttinvestments; and the valuation and
recognition of stock-based compensation.

These estimates involve the consideration of coxijaletors and require management to make judgmé&hesanalysis of historical
and future trends can require extended periodisnef to resolve, and are subject to change fromoged period. The actual results may differ
from management’s estimates.

Allowance for Doubtful Accoun

The Company maintains allowances for doubtful ant®tor estimated losses resulting from the ingbdf its customers to make
required payments. The allowance for doubtful aoct®is based on review of the overall conditiomadounts receivable balances and
review of significant past due accounts. If thaficial condition of the Company’s customers werédteriorate, resulting in an impairment
of their ability to make payments, additional allovees may be required. Bad debt losses are partidgigated due to the fact that the
Company’s customers are predominantly large firedlyciow-risk national and international companies.

Inventories

Inventories are stated at the lower of cost or etarkf the cost of the inventories exceeds thereeted market value, provisions are
recorded currently for the difference between th&t and the market value. These provisions aermé@tied based on specific identification
for unusable inventory and an additional reserasel on historical losses, for inventory currentlysidered to be usable.

Revenue Recognitic

Revenue from product sales is recognized when thgrersuasive evidence that an arrangement etititdyas transferred, the price
is fixed and determinable, and collectibility imsenably assured. Allowances are establishedsfonated uncollectible amounts, product
returns, and discounts based on specific identifinand historical losses.

The Company takes title to all produce it traded/@npackages, and therefore, records revenuesast@f sales at gross amounts in
the Consolidated Statements of Income

Licensing revenue is recognized in accordance priglvailing accounting guidance. Initial licensedare deferred and amortized to
revenue over the period of the agreement when @amirexists, the fee is fixed and determinablé, @vilectibility is reasonably
assured. Noncancellable, nonrefundable licensedeerecognized over the period of the agreenmaitiding those governing research and
development activities and any related supply agese entered into concurrently with the license mvtiee risk associated with
commercialization of a product is non-substantivéha outset of the arrangement.

Contract revenue for research and development (R&Bcorded as earned, based on the performaqueements of the

contract. Non-refundable contract fees for whiotfurther performance obligations exist, and themo continuing involvement by the
Company, are recognized on the earlier of whemp#yenents are received or when collection is assured
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Goodwill and Other Intangibles

The Company’s intangible assets are comprised stbower relationships with an estimated usefuldiféwelve years and
trademarks/trade names and goodwill with indefitites (collectively, “intangible assets”), whidhet Company recognized in accordance
with accounting guidance (i) upon the acquisitibhiéecore in April 2010, our HAbased Biomaterials reporting unit, (i) upon theuisition
of Apio in December 1999, which consists of our #&woducts Technology and Food Export reportingsuenid (iii) from the repurchase of
all non controlling interests in the common sto€kandec Ag in December 2006. Accounting guidatetnes goodwill as “the excess of
the cost of an acquired entity over the net ofetstimated fair values of the assets acquired andahilities assumed at date of
acquisition.” All intangible assets, including givall, associated with the acquisitions of Lifecamed Apio were allocated to our HA-based
Biomaterials reporting unit and our Food Produashinology reporting unit, respectively, pursuardat¢oounting guidance based upon the
allocation of assets and liabilities acquired aodsideration paid for each reporting unit. Thestderation paid for the Food Export repori
unit approximated its fair market value at the tiofi@cquisition, and therefore, no intangible assetre recorded in connection with the
Company’s acquisition of this reporting unit. Gadilassociated with the Technology Licensing rejay unit consists entirely of goodwiill
resulting from the repurchase of the Landec Ag camtrolling interests. As of May 29, 2011, the Ased Biomaterials reporting unit had
$13.9 million of goodwill and the Food Products fimalogy reporting unit had $22.6 million of goodwiAs described below, the $4.8
million of goodwill in the Technology Licensing reging unit was written off as of May 29, 2011.

The Company tests its intangible assets for impaitmat least annually, in accordance with accogrgimdance. When evaluating
indefinite-lived intangible assets for impairmeatcounting guidance requires the Company to conmtparéir value of the asset to its
carrying value to determine if there is an impaintriess. When evaluating goodwill for impairmergcaunting guidance requires the
Company to first compare the fair value of the réipg unit to its carrying value to determine ietle is an impairment loss. If the fair value
of the reporting unit exceeds its carrying valuggdwill is not considered impaired; thus applicataf the second step of the two-step
approach under accounting guidance is not requifgzplication of the intangible assets impairmezst$ requires significant judgment by
management, including identification of reportingjts, assignment of assets and liabilities to repgunits, assignment of intangible asse
reporting units, and the determination of the Yailue of each indefinite-lived intangible asset agbrting unit based upon projections of
future net cash flows, discount rates and markeétiphes, which judgments and projections are inh#yeuncertain.

Property, plant and equipment and finite-lived ingfible assets are reviewed for possible impairmdrenever events or changes in
circumstances occur that indicate that the carrgimgunt of an asset (or asset group) may not loveeable. The Company’s impairment
review requires significant management judgmeriuiliog estimating the future success of produadjrfuture sales volumes, revenue and
expense growth rates, alternative uses for thasaasd estimated proceeds from the disposal adigbets. The Company conducts quarterly
reviews of idle and underutilized equipment, andaws business plans for possible impairment irtdisa Impairment occurs when the
carrying amount of the asset (or asset group) ebciée estimated future undiscounted cash flowsthadmpairment is viewed as other than
temporary. When impairment is indicated, an impaintrcharge is recorded for the difference betwberatses book value and its estimat
fair value. Depending on the asset, estimated/édire may be determined either by use of a disezlcésh flow model or by reference to
estimated selling values of assets in similar diowli The use of different assumptions would inseear decrease the estimated fair value of
assets and would increase or decrease any impdimeasurement.

The Company tested its indefinite-lived intangi@gsets and goodwill for impairment as of July 24, 2and determined that no
adjustments to the carrying values of the intamg#tsisets were necessary as of that date for itba$&d Biomaterials and Food Products
Technology reporting units. For the Technologyensing reporting unit during the fourth quartefis€al year 2011 it became apparent tc
Company that acceptable biological test resultpesbably not achievable in the four months leftha agreement before Monsanto has to
make its purchase option decision (see Note 4e€ttnsolidated Financial Statements). The unegyta¢lated to whether Monsanto will
exercise its purchase option for the licensed $i@ftechnology, and the fact that Landec Ag iggunted to be unprofitable for several years
absent any ongoing relationship with Monsanto, viieeemain factors contributing to the significarttease in the estimated fair value of the
Landec Ag business and as a result the goodwiiefTechnology Licensing reporting unit was detaed to be fully impaired as of May
2011, and therefore, the Company wrote off therei®#.8 million of goodwill associated with the Tieology Licensing reporting unit. As
May 29, 2011, there were no impairment indicatdesiified by the Company in its analysis of imparhassociated with the acquired
indefinite-lived intangible assets. On a quartédgis, the Company considers the need to updateoist recent annual tests for possible
impairment of its intangible assets, based on mamagt's assessment of changes in its businesstlaadezonomic factors since the most
recent annual evaluation. Such changes, if siganiti or material, could indicate a need to updageniost recent annual tests for impairment
of the intangible assets during the current peridlde results of these tests could lead to writerdoof the carrying values of the intangible
assets in the current period.
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The Company uses the discounted cash flow (“DCpf)y@ach to develop an estimate of fair value. D& approach recognizes
that current value is premised on the expectedpectfuture economic benefits. Indications ofumare developed by discounting projected
future net cash flows to their present value atta that reflects both the current return requirgmef the market and the risks inherent in the
specific investment. The market approach was setlio value the Food Products Technology, Hyahmdrased Biomaterials and
Technology Licensing reporting units (the “Repagtidnits”) because insufficient market comparables exist &blenthe Company to devel
a reasonable fair value of its intangible asse&stduhe unique nature of each of the Company'oRe Units.

The DCF approach requires the Company to exeradgnjent in determining future business and findrior@casts and the related
estimates of future net cash flows. Future net flasés depend primarily on future product salesjchitare inherently difficult to predict.
These net cash flows are discounted at a ratedfiatts both the current return requirements efrttarket and the risks inherent in the
specific investment.

The DCF associated with the Food Products Techyalegorting unit is based on management’s five-yeajection of revenues,
gross profits and operating profits by fiscal yaad assumes a 38% effective tax rate for each yanagement takes into account the
historical trends of Apio and the industry categsiin which Apio operates along with inflationaagtors, current economic conditions, new
product introductions, cost of sales, operatingeesgs, capital requirements and other relevantvwtata developing its projection. The
estimated fair value of the Food Products Technotegorting units as of July 24, 2011 exceedebadtsk value by 55% and therefore, no
intangible asset impairment was deemed to exist.the test performed as of July 25, 2010, thegatef cash flow from operations for
determining the DCF for fiscal year 2011 was $6illion for the Food Products Technology reportingt. The actual cash flow from
operations for fiscal year 2011 was $12.1 millidrhe difference of $4.5 million was a result ofreased produce sourcing costs due to
weather-related produce shortages which the Compadyo way of foreseeing.

The fair value of indefinite and finite-lived intgible assets associated with our acquisition aédafe on April 30, 2010, was
determined using a DCF model based on managenfamtgear projections of revenues, gross profitd aperating profits by fiscal year and
assumes a 38% effective tax rate for each yeamalflament takes into account the historical trefdsf@core and the industry categories in
which Lifecore operates along with inflationary tiars, current economic conditions, new producbidiictions, cost of sales, operating
expenses, capital requirements and other relexsatwhen developing its projection. The trade nartangible asset was valued using the
relief from royalty valuation method and the cuséomrelationship intangible asset was valued udiegnulti-period excess earnings method.
The fair value of goodwill was calculated as theess of consideration paid, including the fair eatd contingent consideration under the
terms of the purchase agreement, over the faievafithe tangible and intangible assets acquireslliabilities assumed. The Company
updated its analysis of the fair value of the im&f-lived intangible assets and goodwill as efahnual impairment analysis date, concluding
that the fair value of the Hyaluronan-based Biomal® reporting unit, as determined by the DCF apph, exceeded its book value by 71%,
and therefore, no intangible asset impairment veasebd to exist. For the test performed as of 2oJy2010, the projected cash flow from
operations for determining the DCF for fiscal y2@d1l was $3.1million for the Hyaluronan-based Biterials reporting unit. The actual
cash flow from operations for fiscal year 2011 B89 million. The difference of $5.9 million is @to Lifecore exceeding its planned net
income by $2.0 million and the change in workingita being much more favorable than planned.

Income Taxe

The Company accounts for income taxeggordance with accounting guidance which requiresdeferred tax assets and liabilities
be recognized using enacted tax rates for thetedffaemporary differences between the book andteses of recorded assets and
liabilities. The Company maintains valuation allowees when it is likely that all or a portion odieferred tax asset will not be realized.
Changes in valuation allowances from period togqakare included in the Company’s income tax provisn the period of change. In
determining whether a valuation allowance is waednthe Company takes into account such factopsiasearnings history, expected fut
earnings, unsettled circumstances that, if unfaslgnaesolved, would adversely affect utilizationaofleferred tax asset, carryback and
carryforward periods, and tax strategies that cpolentially enhance the likelihood of realizatmfra deferred tax asset. At May 29, 2011,
Company had a valuation allowance of $383,000 agai&ferred tax assets.
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In addition to valuation allowances, the Compangldshes accruals for certain tax contingencidgemnw despite the belief that the
Company’s tax return positions are fully supportéd, Company believes that certain tax positiordikely to be challenged and that the
Company’s positions may not be fully sustained. Execontingency accruals are adjusted in lightlanging facts and circumstances, such
as the progress of tax audits, case law and entelggislation. The Company recognizes interesterdlties related to uncertain tax
positions as a component of income tax expenseCbnepany’s effective tax rate includes the impddagr-contingency accruals as
considered appropriate by management.

A number of years may elapse before a particulateamdor which the Company has accrued, is auditadifinally resolved. The
number of years with open tax audits varies bysgidtion. While it is often difficult to predict ¢hfinal outcome or the timing of resolution of
any particular tax matter, the Company believetaiscontingency accruals are adequate to addressrktax contingencies. Favorable
resolution of such matters could be recognizedraslaction to the Company’s effective tax ratehia year of resolution. Unfavorable
settlement of any particular issue could increhsesffective tax rate. Any resolution of a tax ssoay require the use of cash in the year of
resolution. The Company’s tax-contingency accrasdspresented in the balance sheet within accrakdities.

Stock-Based Compensation
The Company’s stock-based awards include stockwogfiants and restricted stock unit awards (RSUSs).

The Company adopted accounting guidance using tukfied prospective transition method, which regsithe application of the
accounting standard to (i) all stock-based awassisdd on or after May 29, 2006 and (ii) any outhtamstock-based awards that were issued
but not vested as of May 29, 2006.

The estimated fair value for stock options, whiettedmines the Company’s calculation of compensatigense, is based on the
Black-Scholes pricing model. Upon the adoption of neaoaating guidance, the Company changed its methodloulating and recognizii
the fair value of stock-based compensation arraegésrto the straight-line, single-option methoshmpensation expense for all stock option
and restricted stock unit awards granted prior &y 9, 2006 will continue to be recognized usirgygtraight-line, multiple-option
method. In addition, the new accounting guidamcpiires the estimation of the expected forfeitafestock-based awards at the time of
grant. As a result, the Company uses historice ttaestimate pre-vesting forfeitures and recstdsk-based compensation expense only for
those awards that are expected to vest and rehiees estimates in subsequent periods if the aftitfeitures differ from the prior estimates.

Fair Value Measurements

The Company uses fair value measurement accoufatirfimancial assets and liabilities and for finedénstruments and certain
other items at fair value. The Company has eletttedair value option for its investment in a noublic company (see Note 3 to the
Consolidated Financial Statements). The Compasynbaelected the fair value option for any ofotlser eligible financial assets or
liabilities.

The accounting guidance established a thierehierarchy for fair value measurements, whigbrtizes the inputs used in measur
fair value as follows:

Level 1- observable inputs such as quoted prices for idantistruments in active marke

Level 2 — inputs other than quoted prices in active markeds are observable either directly or indirectisotigh corroboration wit
observable market dat

Level 3 — unobservable inputs in which therkittle or no market data, which would require then@pany to develop its own
assumptions
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As of May 29, 2011, the Company held certain assedisliabilities that are required to be measutddiavalue on a recurring basis,
including cash equivalents, marketable securitiderest rate swap and liability for contingent sidieration in connection with the acquisit
of Lifecore.

The fair value of the Company’s cash equivalentsraarketable securities is determined based omdisle inputs that are readily
available in public markets or can be derived fiaformation available in publicly quoted marketfiefefore, the Company has categorized
its cash equivalents and marketable securitiesegslL1.

The fair value of the Company’s interest rate svgagetermined based on model inputs that can beredd in a liquid market and
key inputs include yield curves and are categora®tlevel 2 inputs. As of May 29, 2011, the Conypatorded to other comprehensive loss
on the consolidated balance sheets an unrealizsfdb267,000, net of taxes of $159,000, reprexgtiie cumulative change in the interest
rate swap since inception. If the interest rataysig terminated or the debt borrowed is paid aéirgo April 30, 2015, the amount of
unrealized loss or gain included in other comprshenincome (loss) would be reclassified to earsinfhe Company has no intentions of
terminating the interest rate swap or prepayingiiat in the next twelve months. The interest satap liability is included in other non-
current liabilities as of May 29, 2011 and May 3010.

The fair value of the Company’s liability for camgjent consideration is based on significant inpotsobserved in the market and
thus represents a Level 3 measurement. The Congmaymined the fair value of the liability for thentingent consideration based on a
probability-weighted discounted cash flow analyasfurther discussed in Note 2 to the Consolidairdncial Statements.

The Company has elected the fair value optioscebunting for its investment in Windset. The faifue of the Company’s
investment in Windset utilizes significant unobsdne inputs in the discounted cash flow modeldugtiag projected cash flows, growth ra
and the discount rate, and is therefore consideegdl 3, as further discussed in Note 3 to the Clidiated Financial Statements.

Imprecision in estimating unobservable market isman affect the amount of gain or loss recordea foarticular
position. Furthermore, the Company believes itsatéon methods are appropriate and consistenttivithe of other market participants. ~
use of different methodologies or assumptions terdene the fair value of certain financial instremts could result in a different estimate of
fair value at the reporting date.

The Company has no other financial assets or lliegsilfor which fair value measurement has beemptatb
Recent Accounting Pronouncements

Recently Adopted Pronouncemer

Fair Value Measuremen

In January 2010, the FASB issued new accountindagngie related to the disclosures for transfersiéthaaut of Levels 1 and 2 fair
value measurements and the activity in Level 3valnoe measurements. The amendment recommendsréimgpentity should disclose
separately the amounts of significant transferanid out of Level 1 and Level 2 fair value measumasiand describe the reasons for the
transfers. Further, in the reconciliation for faue measurements using significant unobservabplets (Level 3), a reporting entity should
present separately information about purchasess sasuances and settlements (that is, on a basssrather than as one net number). Also,
the amendment requires clarification in existingcthisures for disaggregation of fair value measerdrdisclosures for each class of assets
and liabilities and disclosures about inputs andat&on techniques. The effective date is for iimeand annual reporting periods beginning
after December 15, 2009, except for the disclosabesit purchases, sales, issuances, and settleimémésroll forward activity in Level 3 fa
value measurements. Those disclosures are effdotiiscal years beginning after December 15, 2@1@ for interim periods within those
fiscal years. The Company adopted all the amend®dgions of new guidance in the first quarterie€él year 2011 and such adoption did
not have an impact on the Company’s results ofatjmers or financial position for the fiscal yeaded May 29, 2011.
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Variable Interest Entities

In June 2009, the FASB issued new guidance whictnasithe evaluation criteria to identify the prignbeneficiary of a
VIE. Additionally, the new guidance requires ongpreassessments of whether an enterprise isithamprbeneficiary of the VIE. The
Company adopted the new guidance on May 31, 20dGach adoption did not have an impact on the Caipaesults of operations or
financial position for the fiscal year ended May 2011.

Revenue Recognitic

In October 2009, the FASB issued new guidancelatiom to "Multiple-Deliverable Revenue Arrangem&nt The new standard
changes the requirements for establishing sepandte of accounting in a multiple element arrangenaad requires the allocation of
arrangement consideration to each deliverable tealsed on the relative selling price. The Comparly adopted these standards as of
31, 2010. There have been no materially modifgr@é@ments since the adoption of the standard.a@bption did not have an impact on the
Company'’s results of operations or financial positior the fiscal year ended May 29, 2011.

Recently Issued Pronouncemer

Comprehensive Income

In June 2011, the FASB issued new guidance thatowes the comparability, consistency, and transmaref financial reporting
and increases the prominence of items reportethigzr comprehensive income by eliminating the opt@dpresent components of other
comprehensive income as part of the statementasfgds in stockholders' equity. The amendmentssrstandard require that all nonowner
changes in stockholders' equity be presented ditteesingle continuous statement of compreheriais@me or in two separate but
consecutive statements. Under either method, ad@rgs must be displayed for items that are rediedsfrom other comprehensive income
("OCI") to net income, in both net income and OChe standard does not change the current optioprésenting components of OCI gross
or net of the effect of income taxes, provided shath tax effects are presented in the statememwhich OCI is presented or disclosed in the
notes to the financial statements. Additionally #iandard does not affect the calculation or tempof earnings per share. For public
entities, the amendments in this ASU are effedtivdiscal years, and interim periods within thg®ars, beginning after December 15, 2011
and are to be applied retrospectively, with eadgmion permitted. The Company does not expecadtloption of this standard to have a
material impact on its consolidated financial steats.

Revenue Recognitic

In April 2010, the FASB issued guidance on applyimg milestone method of revenue recognition iaragements with research and
development activities. These amendments areteffean a prospective basis for milestones achiéwdidcal years, and interim periods
within those years, beginning on or after June2D30. The Company's adoption of the provisiondisf ipdate is not expected to have a
material impact on its revenue recognition in ttempany’s fiscal year beginning on May 30, 2011.

Subsequent Events

In February 2010, the FASB issued updates to theexuent events guidance requiring an entity thahiSEC filer to evaluate
subsequent events through the date that the fiakstatements are issued and removes the requitéonemn SEC filer to disclose a date, in
both issued and revised financial statements, girovhich the filer had evaluated subsequent evé@his.adoption is not expected to have an
impact on the Company's financial position, resofteperations or cash flows upon adoption in tken@any’s fiscal year beginning on May
30, 2011.

-36-




Business Combinatior

In December 2010, the FASB issued an update reguéripublic entity to disclose pro forma informatior business combinations
that occurred in the current reporting period. @ifselosures include pro forma revenue and earroftjse combined entity for the current
reporting period as though the acquisition dateafobusiness combinations that occurred duringytree had been as of the beginning of the
annual reporting period. If comparative financtattements are presented, the pro forma revenueamihgs of the combined entity for the
comparable prior reporting period should be remba® though the acquisition date for all businesshinations that occurred during the
current year had been as of the beginning of thepeoable prior annual reporting period. These amemds affect any public entity as
defined by US GAAP that enters into business coatfins that are material on an individual or aggtedpasis, and are effective
prospectively for business combinations for whiwh &cquisition date is on or after the beginnintheffirst annual reporting period beginn
on or after December 15, 2010. The Company doesxpact the provisions of this update to have arateffect on its financial position,
results of operations or cash flows upon adoptivitsi fiscal year beginning on May 30, 2011.

Results of Operations
Fiscal Year Ended May 29, 2011 Compared to FisearEnded May 30, 201
Revenuegin thousands):

Fiscal Year ende( Fiscal Year ende(

May 29, 201: May 30, 201( Change
Apio Value Addec $ 172,68: $ 172,41¢ 0%
Apio Packaging 2,981 2,63( 13%
Food Technology 175,66« 175,04¢ 0%
Apio Export 61,66 54,92¢ 12%
Total Apio 237,32 229,97: 3%

HA 32,50¢ 1,457 N/M
Technology Licensing 6,891 6,79¢ 2%
Total Revenue: $ 276,72 $ 238,22: 16%

Apio Value Added

Apio’s value-added revenues consist of revenuesrgéad from the sale of specialty packaged freslaed whole value-added
processed vegetable products that are washed akdgeal in our proprietary packaging and sold udgeo’s Eat Smart brand and various
private labels. In addition, value-added reverinelside the revenues generated from Apio Coolirg, & produce cooling operation in which
Apio is the general partner with a 60% ownershigitan.

Apio's valueadded revenues for the fiscal year ended May 2B] 2@re unchanged compared to the same periogdast This wa
primarily due to increased unit sales volumes eeldb new product introductions which increased salies volumes by 1% and from a larger
percentage of Apio's value-added revenues beingrgtrd from sales to club stores rather than rgtadery chains. These increases in
revenue were virtually completely offset by lessmotional activity in Apio’s value-added businedsieh reduced unit sales volumes by 2%
and due to Apio exiting business that would hawelted in less than acceptable gross profit mangtiish reduced unit sales volumes by
another 2%. On a net basis, Apio’s value addetsahés volumes decreased 3% in fiscal year 20ffpaced to fiscal year 2010.

Apio Packaging

Apio packaging revenues consist of Apio’s packadéapnology business using its BreatheWay membenieology. The first
commercial application included in Apio packagisgur banana packaging technology and during figeal 2011 the addition of a second
application for avocados.

The increase in Apio packaging revenues for theafigear ended May 29, 2011 compared to the samedpast year was primari
due to the sale of BreatheWay membranes for padkagecados to Chiquita.
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Apio Export

Apio export revenues consist of revenues genefadetithe purchase and sale of primarily whole comditydfruit and vegetable
products to Asia by Cal-Ex. Apio records revenqgeas to the sale price to third parties becautakis title to the product while in transit.

The increase in revenues in Apio’s export busirfiesthe fiscal year ended May 29, 2011 comparatiécsame period last year was
primarily due to an 8% increase in export salesivas as a result of an increased supply of fruéixfort and due to more favorable pricing
of fruit in fiscal year 2011 compared to fiscal y2810.

Hyaluronan-based Biomaterials (“HA")

Lifecore principally generates revenue throughsile of products containing HA. Lifecore primaisiglls products to customers in
three medical areas: (1) Ophthalmic, which represbaver 70% of Lifecors’revenues in fiscal year 2011, (2) Orthopediccivinepresente
nearly 20% of Lifecore’s revenues in fiscal yeat P@nd (3) Veterinary/Other. Lifecore was acquivadApril 30, 2010. From the
acquisition date through May 29, 2011, Lifecore ddded new customers and has expanded its proffeiihgs to existing customers.

Technology Licensing

Technology licensing revenues consist of reveneegigated from the licensing agreements with Momsakit Products and Nitta.

The increase in technology licensing revenuesHerfiscal year ended May 29, 2011 compared to dheesperiod last year was
significant to consolidated Landec revenues.

Gross Profit (in thousands):

Fiscal Year ende( Fiscal Year ende(
May 29, 201: May 30, 201( Change

Apio Value Addec $ 16,56 $ 20,26: (18)%
Apio Packaging 2,32¢ 2,252 3%
Food Technology 18,88¢ 22,51« (16)%
Apio Export 3,901 3,90¢ 0%
Total Apio 22,78¢ 26,42( 14)%
HA 17,23: 81F N/M
Technology Licensing 6,67¢ 6,531 2%
Total Gross Profit $ 46,69 $ 33,76¢ 38%
General

There are numerous factors that can influence gnadg including product mix, customer mix, manctiaring costs, volume, sale
discounts and charges for excess or obsolete iomerib name a few. Many of these factors inflleeoc are interrelated with other
factors. The Company includes in cost of salesfdlhe costs related to the sale of products aoatance with U.S. generally accepted
accounting principles. These costs include thieohg: raw materials (including produce, casegeds and packaging), direct labor,
overhead (including indirect labor, depreciatiomd éacility related costs) and shipping and shigpgielated costs. The following are the
primary reasons for the changes in gross profittierfiscal year ended May 29, 2011 compared tsdnee period last year as outlined in the

table above.
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Apio Value-Added

The decrease in gross profit for Apio’s value-adgpécialty packaging vegetable business for thwalfigear ended May 29, 2011
compared to the same period last year was primduié/to shortages of produce resulting from coltlaat weather in California during the
Company'’s third and fourth fiscal quarters whictlueed gross profit by approximately $5.0 millichhese decreases were partially offset by
a year over year mix change to greater sales behigargin tray products from lower margin produwtd fewer promotions on bag products
compared to the same period last year.

Apio Packaging

The increase in gross profit for Apio packagingtfo fiscal year ended May 29, 2011 compared taanee period last year was not
significant to consolidated Landec gross profit.

Apio Export

Apio’s export business is a buy/sell businessthalizes a commission-based margin in the 6-7%eamdyoss profit during the
fiscal year ended May 29, 2011 was flat compardatieqrior fiscal year. The 12% increase in rewsnwas higher than the growth in gross
profits because of an unfavorable product mix clkartg lower margin products which resulted in adogross margin during fiscal year 2(
of 6.3% compared to a gross margin of 7.1% in figear 2010.

Hyaluronan-based Biomaterials

Lifecore operates in the higher margin medical deviindustry and has historically realized an di/grass margin of approximate
50%. For fiscal year 2011, Lifecore’s overall grosargin was 53% due to a favorable sales mixchife was acquired on April 30, 2010.

Technology Licensing

The increase in Technology Licensing gross profittfie fiscal year ended May 29, 2011 comparetécsame period of the prior
year was not significant to consolidated Landesggrofit.

Operating Expensegin thousands):

Fiscal Year ende( Fiscal Year endet
May 29, 201: May 30, 201t Change

Research and Developmer

Apio $ 1,02: $ 1,182 (13)%

HA 4,272 39t N/M

Technology Licensing 3,98( 2,78¢ 43%
Total R&D $ 9,27 $ 4,361 113%

Selling, General and Administrative

Apio $ 12,72: $ 12,12¢ 5%
HA 4,83¢ 33¢ N/M
Technology Licensing 41¢ 10C 31%%
Corporate 6,62¢ 5,131 29%
Total S,G&A $ 24,60¢ $ 17,69¢ 39%
Other operating expense:
Technology Licensing $ 4,78C $ 1,00(¢ 37&%
Corporate — 2,72¢ N/M
Total Other Operating Expenses $ 4,780 $ 3,72¢ 28%
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Research and Development

Landec’s research and development expenses consigrily of expenses involved in product developimend commercialization
initiatives. Research and development efforts@bAre focused on the Company’s proprietary Be\athy membranes used for packaging
produce, with recent focus on extending the siifeliof bananas and other shelf-life sensitive valglets and fruit. In the HA business, the
research and development efforts primarily relateethnical development efforts to support custospecific product requests or process
improvements, under which technical modifications made to existing products or processes to nusgébimer specific needs and such work
can also lead to new products or processes. Ifigbbnology Licensing business, the research anelaement efforts are focused on uses
for the proprietary Intelimer polymers outside obdl and HA.

The increase in research and development expemstiwffiscal year ended May 29, 2011 comparetidcsaime period last year was
primarily due to the research and development esgefrom Lifecore and from an increase in sciangifaff in our Technology Licensing
business to support the development of new progjyalications.

Selling, General and Administrative

Selling, general and administrative expenses cbpgeisarily of sales and marketing expenses assatiaith Landec’s product sales
and services, business development expenses dhdrstaadministrative expenses.

The increase in selling, general and administragixenses for the fiscal year ended May 29, 20hipaned to the same periods last
year was primarily due to (1) the selling, genarad administrative expenses for Lifecore, (2) a2$add0 increase in the sh-based
compensation expense as a result of option and g@&tts in May 2010 and (3) a $700,000 increasedounting and tax fees associated
the initial audit of Lifecore and from several fawojects.

Other Operating Expenses

Other operating expenses consists of impairmengelsaand transaction costs associated with thedriéeacquisition. The $4.8
million in fiscal year 2011 in Technology Licensirggfrom the write off of Landec Ag’s goodwill. €H$1.0 million amount in fiscal year
2010 in Technology Licensing is from the partialtesdown of the Company’s investment in Aesth&itiences Corporation. The $2.7
million amount in fiscal year 2010 in Corporatdas the transaction costs from the acquisition iéétore on April 30, 2010.
Non-operating income/(expense)(in thousands):

Fiscal Year ende( Fiscal Year ende(
May 29, 201: May 30, 201( Change

Dividend Income $ 32¢ $ — N/M
Interest Income $ 43C $ 834 (48)%
Interest Expenst $ (820) $ (88) 832%
Other Income $ 472 $ — N/M
Income Taxes $ (4,180 % (4,267) 2%
Noncontrolling Interest $ (3413 (482) (29)%

Dividend Income

The increase in dividend income was due to divideawtrued from the $15 million preferred stock staeent in Windset (see Note
3) which yields a cash dividend of 7.5% annuallfhe $328,000 represents dividends for the peridmifgey 15, 2011 through May 29, 2011.

Interest Income
The decrease in interest income for the fiscal yealed May 29, 2011 compared to the same peribgdas was primarily due to

having less cash to invest because of the cashtasejuire Lifecore and purchase our minority staeent in Windset and from lower yields
on investments due to declines in interest rates.
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Interest Expense

The increase in interest expense during the figeat ended May 29, 2011 compared to the same plasbglear was primarily due
the interest expense on the credit facility entémémion April 30, 2010 in connection with the aijtion of Lifecore.

Other Income

The other income is for the $662,000 increaseeérfair market value of our Windset investment (deée 3 to the Consolidated
Financial Statements) partially offset by a $190,88pense for the amortization of the discount iedore’s earnout obligation (see Note :
the Consolidated Financial Statements) .

Income Taxes

The decrease in the income tax expense in fiseal3@11 compared to fiscal years 2010 is due Whaécrease in taxable income
partially offset by an increase in the Companyfe@ive tax rate to 52% in fiscal year 2011 up froi¥% in fiscal year 2010. The effective
tax rates for fiscal year 2011 differ from the staty federal income tax rate of 35 percent asalt®f several factors, including state taxes,
non-deductible stock-based compensation expensextnpt interest and the goodwill impairment cleartn addition to the above, the
Company was able to further reduce the effectixedte for fiscal year 2011 as a result of beimgapient of a therapeutic drug credit award
and the extension of the federal research and dgwent credit (see Note 11 to the Consolidatedri€iaa Statement for the material
components of the Company'’s effective tax rates).

Noncontrolling Interest
The noncontrolling interest consists of the limifedtners’ equity interest in the net income of &@iooling, LP.

The decrease in the noncontrolling interest foffibeal year ended May 29, 2011 compared to theegagmiods last year was not
significant.

Fiscal Year Ended May 30, 2010 Compared to Fisear'Ended May 31, 20(
Revenuegin thousands):

Fiscal Year endel Fiscal Year ende(
May 30, 201( May 31, 200¢ Change

Apio Value Addec $ 172,41t $ 165,64¢ 4%
Apio Packaging 2,63( 2,60¢ 1%
Food Technolog! 175,04t 168,25¢ 4%
Apio Export 54,92¢ 60,44t (9)%
Total Apio 229,97. 228,70: 1%
HA 1,457 — N/M
Technology Licensing 6,79t 7,23 (6)%
Total Revenues $ 238,22: $ 235,93¢ 1%
Apio Value Added

Apio’s value-added revenues consist of revenuesrgégd from the sale of specialty packaged freslaed whole value-added
processed vegetable products that are washed akdgeal in our proprietary packaging and sold uAgeo’s Eat Smart brand and various
private labels. In addition, value-added reverinelside the revenues generated from Apio Coolirig), & produce cooling operation in which
Apio is the general partner with a 60% ownershigitan.
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The increase in Apio's value-added revenues fofishal year ended May 30, 2010 compared to theegagniod last year was
primarily due to increased unit sales volumes egldbd gaining increased market share, increasedqiional activity, and new product
introductions which increased unit sales volumed 46, 4%, and 3%, respectively. These increases/gnue were partially offset by a
decrease in value-added unit sales volumes of {&teceto existing business and a year over yearchiaxge to greater sales of lower priced
bag products from higher priced tray products. d&erease in unit sales volumes from existing ssirduring fiscal year 2010 was due to
Apio exiting business that would have resultecesslthan acceptable gross profit margins.

Apio Packaging

Apio packaging revenues consist of Apio’s packadeupnology business using its BreatheWay membeaieology. The first
commercial application included in Apio packagisgur banana packaging technology and more recthlgddition of a second application

for avocados.

The increase in Apio packaging revenues for theafiyear ended May 30, 2010 compared to the samedplast year was n
significant to consolidated Landec revenues.

Apio Export

Apio export revenues consist of revenues genefadedthe purchase and sale of primarily whole corditydfruit and vegetable
products to Asia through Apio’s export company,-Ea] and from the purchase and sale of whole coniyédit and vegetable products
domestically.

The decrease in revenues in Apio's export busiitegke fiscal year ended May 30, 2010 comparetieécsame period last year was
due to a 9% decrease in unit volume sales dueshodage of produce to export.

Hyaluronan-based Biomaterials (“HA")

The Company’s Lifecore subsidiary generates revéimaeigh sale of products containing hyaluronafedare was acquired on
April 30, 2010.

Technology Licensing
Technology licensing revenues consist of reveneegiated from the licensing agreements with Momsakit Products and Nitta.

The decrease in technology licensing revenueshiofiscal year ended May 30, 2010 compared todheesperiod last year was
significant to consolidated Landec revenues.

Gross Profit (in thousands):

Fiscal Year endet Fiscal Year ende(
May 30, 201( May 31, 200¢ Change

Apio Value Addec $ 20,26. $ 21,02( (4)%
Apio Packaging 2,25: 2,36¢€ (5)%
Food Technolog! 22,51« 23,38¢ (4)%
Apio Export 3,90¢ 3,657 7%
Total Apio 26,42( 27,04 (2)%
HA 81t N/M
Technology Licensing 6,53 7,23 (10)%
Total Gross Profit $ 33,76¢ $ 34,28( (1)%
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General

There are numerous factors that can influence gnadg including product mix, customer mix, manciiaring costs, volume, sale
discounts and charges for excess or obsolete ioerb name a few. Many of these factors inflleeacare interrelated with other factors.
The Company includes in cost of sales all of thetxecelated to the sale of products in accordantteWsS. generally accepted accounting
principles. These costs include the following: raaterials (including produce, casein, seeds ankigugng), direct labor, overhead (includ
indirect labor, depreciation, and facility relatsabsts) and shipping and shipping-related costs fétiowing are the primary reasons for the
changes in gross profit for the fiscal year endexy 140, 2010 compared to the same period last yeauttined in the table above.

Apio Value-Added

The decrease in gross profit for Apio’s value-addpeécialty packaged vegetable business for thalfigar ended May 30, 2010
compared to the same period last year was primauié/to an increase in the cost for sourcing prealwing the fourth quarter of fiscal year
2010 which resulted in lower gross margins couplét a sales mix change to lower margin bag praglfrom higher margin tray products.
These decreases in gross profit were partiallyeptiy decreased packaging costs. The gross mfarghpio’s valueadded business for fisc
year 2010 was 11.8% compared to a gross margi.@PA for fiscal year 200¢

Apio Packaging

The decrease in gross profit for Apio packagingtiier fiscal year ended May 30, 2010 compared tc#énee period last year was not
significant to consolidated Landec gross profit.

Apio Export

Apio’s export business is a buy/sell businessithalizes a commission-based margin in the 5-7%eahige increase in gross profit
during the fiscal year ended May 30, 2010 compéodtle prior fiscal year was primarily due to protimix changes to higher margin
products in our export business which resultedhiigher gross margin during fiscal year 2010 of& dompared to a gross margin of 6.1% in
fiscal year 2009.

Hyaluronan-based Biomaterials

Lifecore was acquired on April 30, 2010.

Technology Licensing

The decrease in technology licensing gross profittie fiscal year ended May 30, 2010 comparetdcstime period of the prior yi

was primarily due to completion of license paymdatdAir Products in fiscal year 2009 which resulbe@600,000 being recognized last
fiscal year and none this fiscal year.
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Operating Expensegqin thousands):

Fiscal Year ende( Fiscal Year endet
May 30, 201( May 31, 200¢ Change

Research and Developmer

Apio $ 1,18: $ 1,321 (11)%
HA 39t — N/M
Technology Licensing 2,78¢ 2,344 19%
Total R&D $ 4,361 $ 3,66¢ 19%
Selling, General and Administrative
Apio $ 12,12¢ $ 12,70¢ (5)%
HA 33¢ — N/M
Technology Licensing 10C — N/M
Corporate 5,131 5,30¢ (3)%
Total S,G&A $ 17,69¢ $ 18,01° (2)%
Other operating expenses:
Technology Licensing $ 1,00C $ — N/M
Corporate 2,72¢ — N/M
Total other operating expenst $ 3,72t $ = N/M

Research and Development

Landec’s research and development expenses cprigigtrily of expenses involved in product developirend commercialization
initiatives. Research and development efforts@bAre focused on the Company’s proprietary BeAthy membranes used for packaging
produce, with recent focus on extending the slifeloff bananas and other shelf-life sensitive vagies and fruit. In the HA business, the
research and development efforts are focused ompneducts and applications for Hyaluronan-basedhiterials. In the Technology
Licensing business, the research and developmiemtseéire focused on uses for the proprietary imil polymers outside of food and HA.

The increase in research and development expemstreeffiscal year ended May 30, 2010 comparetidcsame period last year was
primarily due to increased headcount, increasedudting fees surrounding development work in ouchir®logy Licensing business and the
acquisition of Lifecore on April 30, 2010.

Selling, General and Administrative

Selling, general and administrative expenses cbpeisarily of sales and marketing expenses assatiaith Landec’s product sales
and services, business development expenses dhdrstadministrative expenses.

The decrease in selling, general and administratipenses for the fiscal year ended May 30, 20h@pened to the same period last
year was not significan

Other Operating Expenses
Other operating expenses consists of impairmengelsaand transaction costs associated with thedriéeacquisition. The $1.0
million amount in fiscal year 2010 in Technologycénsing is from the partial write down of the C@mp's investment in Aesthetic Sciences

Corporation. The $2.7 million amount in fiscal y2810 in Corporate is for the transaction cosisifthe acquisition of Lifecore on April 30,
2010.
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Non-operating income/(expense)(in thousands):
Fiscal Year endet Fiscal Year ende:
May 30, 201( May 31, 200¢ Change

Interest Income $ 834 $ 1,30¢ (36)%
Interest Expenst $ (88 $ (8) 100(%
Income Taxes $ (4,262 $ (5,61)) 24)%
Noncontrolling Interest $ (482) $ (555) (13)%

Interest Income

The decrease in interest income for the fiscal gadled May 30, 2010 compared to the same peribgidas was due to lower yields
on investments.

Interest Expense

The increase in interest expense during the figeat ended May 30, 2010 compared to the prior waardue to the new credit
facility entered into on April 30, 2010 in conjuiart with the acquisition of Lifecore.

Income Taxes

The decrease in the income tax expense for thel fjgar ended May 30, 2010 is due to a 37% decieasst income before taxes
compared to the fiscal year ended May 31, 2003 dffective tax rate in fiscal year 2010 increasef1% from 42% in fiscal year 2009.
The effective tax rates for the fiscal years 2046 2009 differ from the statutory federal income ttate of 35 percent as a result of several
factors, including state taxes, non-deductiblelstmsed compensation expense, and tax exemptsh{eee Note 11 to the Consolidated
Financial Statement for the material componenth®fCompany’s effective tax rates).

Noncontrolling Interest

The noncontrolling interest expense consists ohthw®rity interest associated with the limited pars’ equity interest in the net
income of Apio Cooling, LP.

The decrease in the noncontrolling interest expéenfiscal year 2010 compared to fiscal year 20@8 wot significant.
Liquidity and Capital Resources

As of May 29, 2011, the Company had cash and ogisivadents of $8.1 million, a net decrease of $18ilfion from $27.8 million &
May 30, 2010.

Cash Flow from Operating Activities

Landec generated $14.5 million of cash flow fronemging activities during the fiscal year ended N8y 2011 compared to $7.5
million during the fiscal year ended May 30, 20Ithe primary sources of cash from operating adtiwitiuring fiscal year 2011 were $4.3
million of net income and non-cash related expeon$&i3.1 million, partially offset by a net decseaof $2.9 million in working capital. The
primary changes in working capital during fiscahy@011 which decreased working capital were 3.8 million increase in trade accounts
receivable primarily due to a $1.7 million incre&seeceivables at Apio as a result of revenuedffay 2011 being $2.0 million higher than
May 2010 and from a $484,000 increase at Lifecera eesult of revenues for May 2011 being $1.0iomilhigher than May 2010, (b) a $4.1
million increase in inventories due to a $1.6 rillincrease in export inventories that were inditaat fiscal year end due to the timing of
shipments, a $900,000 increase in raw materiafiarghed goods inventories for Apio’s value-addegjetable business as a result of
anticipated increases in demand and a $1.8 miltiorease in inventories at Lifecore due to thesirtery build for expected new business,
and (c) a $1.7 million decrease in deferred reveraseciated with the Monsanto Agreement. The pyirohanges in working capital during
fiscal year 2011 which increased working capitaten@ $3.9 million increase in current liabilitiesmarily due to a $2.3 million increase in
accounts payable resulting from increased cosalesrom the increase in revenues and increaggarating expenses and a $1.0 million
increase in accrued compensation primarily fromuses earned by Lifecore employees.
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Cash Flow from Investing Activities

Net cash used in investing activities for the fisear ended May 29, 2011 was $29.4 million comgaoenet cash used in investing
activities of $42.8 million for the same periodtlgsar. The primary uses of cash in investingvites during fiscal year 2011 were from (a)
the purchase of $6.7 million of property, plant &egiipment primarily for the further expansion gfié&s value-added processing facility and
the further automation of Apio’s value-added preoes facility and facility modifications and equipmt purchased at Lifecore to support
business growth, (b) the net purchase of $7.7 aniltif marketable securities and (c) the purchasg 6fmillion of preferred and common
shares in Windset. The primary uses of cash frorasting activities during fiscal year 2010 wemnfrthe acquisition of Lifecore for $39.7
million (net of cash acquired), from the purchas8®m2 million of property and equipment primarity the growth of Apio’s value-added
vegetable business partially offset by net proceé@®.1 million from the sale of marketable setiasi.

Cash Flow from Financing Activities

Net cash used in financing activities for the flsear ended May 29, 2011 was $4.8 million compaoetet cash provided by
financing activities of $19.7 million for the sarperiod last year. The use of cash in financing/iets during the fiscal year 2011 was
primarily from $3.9 million of long-term debt paymts and the repurchase of $1.2 million of the Comfsaoutstanding Common Stock,
partially offset by the tax benefit from stock-bds®mpensation of $764,000. The primary souragash from financing activities during
fiscal year 2010 was from the $20.0 million of preds from long-term debt entered into in conneatiith the acquisition of Lifecore.

Capital Expenditures

During the fiscal year ended May 29, 2011, Land®tioued its expansion of Apio’s value-added pretesfacility and purchased
vegetable processing equipment to support theduahtomation of Apio’s value- added processingifp@and facility modifications and
equipment purchased at Lifecore to support busigaessth. These expenditures represented the majfrthe $6.7 million of capital
expenditures.

Debt

On April 30, 2010 in connection with the acquigitiof Lifecore, Lifecore entered into a $20 milliGmedit Agreement with Wells
Fargo Bank N.A. (“Wells Fargo”) with a five yearre that provides for equal monthly principal payitsgplus interest. The Credit
Agreement contains certain restrictive covenantschvrequire Lifecore to meet certain financiaksegcluding minimum levels of net
income, minimum quick ratio, minimum fixed coverag¢&io and maximum capital expenditures. All ofelcore’s assets have been pledge
secure the debt incurred pursuant to the Crediedment. Landec is the guarantor of the debt. Qguat 9, 2010 and September 14, 2010,
the Company amended its Credit Agreement with Wedigjo to modify certain financial covenants. Bngendment on August 9, 2010
amended the definition of the net income of Lifectw exclude non-recurring expenses incurred imeotion with the acquisition of Lifecore
and to exclude expenses related to the impactjo$tdents from purchase accounting (e.g. invenstep-up, discount on the earn out, etc.)
as they relate to the minimum net income covengmd. aforementioned adjustments were made to thalifdirecast that the Company had
previously provided Wells Fargo which was the bémighe covenants in the Credit Agreement and fwknere necessary for compliance as
of May 30, 2010. The amendment on September 14) athended the definition of the net income of ¢dfe to include only the current
fiscal year to date results as compared to theiqguewrailing four quarter basis, so as to excleiilts prior to the acquisition. In addition,
minimum net income requirement for the first quaeieded August 29, 2010 was changed to $1.00 fie®0,800. The Company was in
compliance with all financial covenants as of M&y 2011.
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On May 4, 2010, the Company entered into an inteats swap agreement that has the economic effecbdifying the variable
interest obligations associated with the $20 mill@redit Agreement so that the interest payabdéfectively fixed at a rate of 4.24% (see
Note 10 to the Consolidated Financial Statem

On August 19, 2004, Lifecore issued variable ratistrial revenue bonds (“IRB”). These bonds vamgumed by Landec in the
acquisition of Lifecore (see Note 2 to the Consaikdl Financial Statements). The bonds are cdl@ed by a bank letter of credit which is
secured by a first mortgage on the Company’s fgditi Chaska, Minnesota. In addition, the Comppays an annual remarketing fee equal
to 0.125% and an annual letter of credit fee 00%5

Contractual Obligations

The Company’s material contractual obligationstfer next five years and thereafter as of May 2912@re as follows (in
thousands):

Due in Fiscal Year Ended M:

Obligation Total 2012 2013 2014 2015 2016 Thereafte
Income taxe: $ — 3 — 3 — 3 — 3 — 3 — 3 —
Long-term debr 19,83( 4,33( 4,34( 4,35k 4,36¢ 37¢E 2,06t
Interest payment 1,81¢ 677 49¢ 321 142 55 124
Unrealized loss on interest rate sv 43C 43C — — — — —
Operating lease 2,571 734 607 50¢ 307 261 152
Licensing obligatior 50 50 — — — — —
Purchase commitments 2,19/ 2,19/ — — — — —
Total $ 26,89 $ 8,41t $ 544¢ $ 518t $ 481, $ 691 $ 2,34:

The income tax amounts above exclude liabilitisoemted with the accounting for uncertainty inome taxes as we are unable to
reasonably estimate the ultimate amount or timingettlement. See Note 11 in the Notes to Cons@dlkinancial Statements for further
discussion.

The interest payment amounts above include thel fixeerest rate payments for the Credit Agreemetiit Wells Fargo and an
estimated interest rate payment on the variabéelRB based on the five year historical interet everage for the Municipal Swap Index
plus 20 basis points plus the letter of credit eerdarketing fees of 62.5 basis points resulting @stimated rate of 2.515%.

Landec is not a party to any agreements with, orradments to, any special purpose entities thatldvoanstitute material off-
balance sheet financing other than the operatageleommitments.

Landec’s future capital requirements will depenchamerous factors, including the progress of iseagch and development
programs; the continued development of marketiatgssand distribution capabilities; the abilityl@hdec to establish and maintain new
collaborative and licensing arrangements; any d@ci® pursue additional acquisition opportunitiegather conditions that can affect the
supply and price of produce, the timing and amoifiaryy, of payments received under licensing awkarch and development agreements;
the costs involved in preparing, filing, prosecgtidefending and enforcing intellectual properghts; the ability to comply with regulatory
requirements; the emergence of competitive teclyyodmd market forces; the effectiveness of prodaoimercialization activities and
arrangements; and other factors. If Landexirrently available funds, together with theingdly generated cash flow from operations are
sufficient to satisfy its capital needs, Landec lddue required to seek additional funding througieo arrangements with collaborative
partners, additional bank borrowings and publiprivate sales of its securities. There can bessarance that additional funds, if required,
will be available to Landec on favorable termstigll.

Landec believes that its cash from operations,galeith existing cash, cash equivalents and marketdxurities will be sufficient 1
finance its operational and capital requirementsafdeast the next twelve months.
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ltem 7A. Quantitative and Qualitative Disclosures about MakRisk
Not significant.
Item 8. Financial Statements and Supplementary Data
See Item 15 of Part IV of this report.
Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure
Not applicable.
Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management evaluated, with participation of@hief Executive Officer and our Chief Financialfioér, the effectiveness of o
disclosure controls and procedures as of the ettlaegberiod covered by this Annual Report on Fo@¥K1l Based on this evaluation, our
Chief Executive Officer and our Chief Financial i0#r have concluded that our disclosure controts@ocedures are effective in ensuring
that information required to be disclosed in repdited under the Securities Exchange Act of 13®&4amended, is recorded, processed,
summarized and reported within the time periodgiéipe by the Securities and Exchange Commissiod,axe effective in providing
reasonable assurance that information requiree widrlosed by the Company in such reports is aatated and communicated to the
Company’s management, including its Chief Execufficer and Chief Financial Officer, as appropei& allow timely decisions regarding
required disclosure.

Management’s Report on Internal Control over Finarad Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting (as defined in Rule
13a-15(f) under the Securities Exchange Act of 1834amended). Our management assessed thevefifests of our internal control over
financial reporting as of May 29, 2011. In makihigs assessment, our management used the criggfiarth by the Committee of Sponsoring
Organizations of the Treadway Commission (“COS@"nternal Control integrated Framework. Our management has conclind¢das o
May 29, 2011, our internal control over financiaporting was effective to provide reasonable assaraegarding the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with gelyesatepted accounting principles.

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal control over financedarting will prevent all error and all fraud. Antrol system, no matter how well conceived
and operated, can provide only reasonable, nof#lesassurance that the objectives of the cosirstem are met. Further, the design of a
control system must reflect the fact that thereraseurce constraints, and the benefits of contmist be considered relative to their costs.
Because of the inherent limitations in all consg$tems, no evaluation of controls can provide labs@ssurance that all control issues and
instances of fraud, if any, within the Company hbeen detected.

Our independent registered public accounting flEmmst & Young LLP, has issued an audit report on imternal control over
financial reporting, which is included herein.

Changes in Internal Controls over Financial Repont
On April 30, 2010, the Company acquired Lifecoree TCompany has expanded the scope of a numbeteafiah processes to
include Lifecore and is fully integrated as of M2§, 2011. There were no other changes in ourriateontrols over financial reporting

during the fiscal year ended May 29, 2011 that maserially affected, or are reasonably likely taterially affect, our internal controls over
financial reporting.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Landep@Gration

We have audited Landec Corporation and subsidiantsnal control over financial reporting as ofly129, 2011, based on criteria
established in Internal Control—Integrated Framédwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission
(the COSO criteria). Landec Corporation and subsie’ management is responsible for maintainirfigicsiize internal control over financial
reporting, and for its assessment of the effecegsrof internal control over financial reportinglided in the accompanying Management’s
Report on Internal Control over Financial Reporti@gir responsibility is to express an opinion om ¢bmpany’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the staddof the Public Company Accounting Oversightri8q@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe@is: audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness etasting and evaluating the design and operatifegéfeness of internal control based on the
assessed risk, and performing such other procedsre®& considered necessary in the circumstancefeliéve that our audit provides a
reasonable basis for our opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranadiregthe reliability o
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainiy reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jde reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the compangsats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @etaisstatements. Also, projectic
of any evaluation of effectiveness to future pesiade subject to the risk that controls may becimaéequate because of changes in
conditions, or that the degree of compliance whithpolicies or procedures may deteriorate.

In our opinion, Landec Corporation and subsidianiesntained, in all material respects, effectiietinal control over financial
reporting as of May 29, 2011, based on the COS@rii

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
consolidated balance sheets of Landec Corporatidrsabsidiaries as of May 29, 2011 and May 30, 286 the related consolidated
statements of income, stockholdegguity, and cash flows for each of the three yeatse period ended May 29, 2011 of Landec Corjpam:
and subsidiaries and our report dated August 5] 2&pressed an unqualified opinion thereon.

/s/ ERNST & YOUNG LLF
San Francisco, California
August 5, 2011
Item 9B. Other Information
None
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Item 10.

Item 11.

Iltem 12.

Iltem 13.

Iltem 14.

PART IlI
Directors, Executive Officers and Corporate Gove
This information required by this item will bertdained in the Registrant’s definitive proxy stagmwhich the Registrant will
file with the Commission no later than SeptemberZfd. 1 (120 days after the Registrant’s fiscal yat covered by this
Report) and is incorporated herein by refere
Executive Compensatio
This information required by this item will bertained in the Registrant’s definitive proxy staganwhich the Registrant will
file with the Commission no later than SeptemberZfd. 1 (120 days after the Registrant’s fiscal yeat covered by this
Report) and is incorporated herein by refere
Security Ownership of Certain Beneficial Owners attanagement and Related Stockholder Matt:
This information required by this item will bertained in the Registrant’s definitive proxy staganwhich the Registrant will
file with the Commission no later than SeptemberZZa. 1 (120 days after the Registrant’s fiscal yat covered by this
Report) and is incorporated herein by refere
Certain Relationships and Related Transactions aDatector Independenct
This information required by this item will bertained in the Registrant’s definitive proxy staganwhich the Registrant will
file with the Commission no later than SeptemberZZa. 1 (120 days after the Registrant’s fiscal yat covered by this
Report) and is incorporated herein by refere
Principal Accountant Fees and Servict
This information required by this item will berdained in the Registrant’s definitive proxy stagmwhich the Registrant will

file with the Commission no later than SeptemberZZa. 1 (120 days after the Registrant’s fiscal yat covered by this
Report) and is incorporated herein by refere
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PART IV

Item 15. Exhibits and Financial Statement Scheduli

(@)

1.

Consolidated Financial Statements of Landec Corfione

Report of Ernst & Young LLP, Independent RegistePetblic Accounting Firn
Consolidated Balance Sheets at May 29, 2011 and3@a201C
Consolidated Statements of Income for the Yeare&imday 29, 2011, May 30, 2010 and May 31, 2

Consolidated Statements of Changes in Stockhold®ysity for the Years Ended May 29, 2011, May 3Q1®@n(
May 31, 200¢

Consolidated Statements of Cash Flows for the Yeaded May 29, 2011, May 30, 2010 and May 31, -

Notes to Consolidated Financial Stateme

All schedules provided for in the applicable acammregulations of the Securities and Exchange @a@sion hav
been omitted since they pertain to items which dbappear in the financial statements of Landeq@@mtion an
its subsidiaries or to items which are not siguificor to items as to which the required disclosirave been ma
elsewhere in the financial statements and supplenenotes and such schedul

Index of Exhibits

The exhibits listed in the accompanying Index ohibks are filed or incorporated by reference as phthis report
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Landep@Gration

We have audited the accompanying consolidated balsineets of Landec Corporation and subsidiarie$ ey 29, 2011 and May
30, 2010, and the related consolidated stateméimsame, stockholders’ equity, and cash flowsdach of the three years in the period
ended May 29, 2011. These financial statementthareesponsibility of the Company's managementir r@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBigUnited States). Tho
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of
Landec Corporation and subsidiaries at May 29, 20idlMay 30, 2010, and the consolidated resultsef operations and their cash flows
for each of the three years in the period ended 2852011, in conformity with U.S. generally acezbticcounting principles.

As discussed in Note 1 to the consolidated findrst&ements, under the heading ‘Business Combinsitithe Company adopted
Financial Accounting Standards Board (“FASB”) Acating Standards Codification (“ASC"”) 808Business Combination®ffective June 1,
20009.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), Landec
Corporation’s internal control over financial repeg as of May 29, 2011, based on criteria esthbtisn Internal Control-Integrated
Framework issued by the Committee of Sponsoringa@mations of the Treadway Commission and our tegetied August 5, 2011 expres
an unqualified opinion thereon.

/sl ERNST & YOUNG LLF
San Francisco, California
August 5, 2011

-52-




LANDEC CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

May 29, 201: May 30, 201C

ASSETS
Current asset:
Cash and cash equivale $ 8,13t $ 27,81%
Marketable securitie 28,124 20,42:
Accounts receivable, less allowance for doubtfebants of $342 and $189 at May 29, 2011 and Ma
2010, respectivel 21,65 18,63
Accounts receivable, related pa 452 72¢
Income taxes receivab 571 73¢
Inventories, ne 20,16: 16,10°
Deferred taxe 542 1,262
Prepaid expenses and other current assets 5,98 3,23(
Total current asse 85,62¢ 88,94:
Investment in nc-public company, nc-fair value 793 793
Investment in nc-public company, fair valu 15,66: —
Property and equipment, r 51,77¢ 50,16
Goodwill, net 36,46: 41,15
Trademarks/ trade names, | 12,42¢ 12,42¢
Customer relationships, n 3,36¢ 3,67¢
Other assets 19€ 3,04¢
Total Assets $ 206,31: $ 200,19°

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payabl $ 16,747 $ 14,35¢
Related party payable 30C 34¢
Accrued compensatic 3,08( 2,04:
Other accrued liabilitie 3,581 3,271
Deferred revenu 2,651 3,391
Current portion of long-term debt 4,33( 4,521
Total current liabilities 30,69¢ 27,93¢
Long-term debr 15,50( 19,24¢
Deferred revenu — 1,00(
Deferred taxe 11,33¢ 8,801
Other non-current liabilities 11,05 10,737
Total liabilities 68,58¢ 67,72:

Commitments and contingencies (Note

Stockholder' equity:
Common stock, $0.001 par value; 50,000,000 shartt®azed; 26,405,799 and 26,490,259 shares is

and outstanding at May 29, 2011 and May 30, 20d€pectively 27 27
Additional paic¢-in capital 119,16¢ 117,73l
Accumulated other comprehensive |i (267) ave
Retained earnings 17,12¢ 13,20¢

Total stockholder equity 136,05! 130,78«
Non-controlling interest 1,671 1,691

Total Equity 137,72t 132,47!

Total Liabilities and Stockholders’ Equity $ 206,31 $ 200,19

See accompanying notes.
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)

Year Ended Year Ended Year Ended
May 29, May 30, May 31,
2011 2010 2009

Revenues

Product sale $ 267,12: $ 228,39( $ 224,40«

Services revenue, related pa 3,391 3,69¢ 4,14¢

License fee: 5,40( 5,40( 6,00(

Research, development and royalty revenues 817 73E 1,38¢
Total revenue 276,72¢ 238,22: 235,93t
Cost of revenue

Cost of product sale 223,61: 198,07! 195,18

Cost of product sales, related pe 3,55¢4 3,391 3,18¢

Cost of services revenue 2,861 2,992 3,28¢
Total cost of revenu 230,03: 204,45¢ 201,65¢
Gross profit 46,69 33,76¢ 34,28(
Operating costs and expens

Research and developmt 9,27t 4,361 3,66¢

Selling, general and administrati 24,60¢ 17,69¢ 18,017

Other operating expenses 4,78( 3,72¢ —

Total operating costs and expenses 38,661 25,78¢ 21,68:

Operating incom: 8,03z 7,982 12,59¢
Dividend income 32¢ — —
Interest incom 43C 834 1,30¢
Interest expens (820 (88) (8)
Other income 472 — —
Net income before taxe 8,44: 8,72¢ 13,89¢
Income tax expense (4,187 (4,262) (5,617
Consolidated net incorr 4,261 4,46¢ 8,28t
Non controlling interes (341) (482) (55E)
Net Income applicable to Common Stockholc $ 3,92( $ 3,98¢ $ 7,73(
Basic net income per share $ 0.1t $ 0.1t $ 0.3C
Diluted net income per share $ 0.1t $ 0.1t $ 0.2¢
Shares used in per share computal

Basic 26,39° 26,38: 26,20:

Diluted 26,62¢ 26,63: 26,75

See accompanying notes
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN
STOCKHOLDERS' EQUITY
(in thousands, except share and per share amounts)

Additional Retained Other Total Non-
Common Stock Paid-in Earnings Comprehensive  Stockholders’ controlling
Shares Amount Capital (Deficit) Loss Equity interest

Balance at May 25, 20 26,156,332 $ 26 % 112,94¢  $ 1,492 — % 114,46t $ 1,55C

Issuance of common stock at $2.8:

$5.34 per shar 160,57( — 37¢ — — 37¢ —

Issuance of common stock for vest

restricted stock unit 9,99¢ — — — — — —

Stoclk-based compensatic — — 933 — — 933 —

Tax benefit from stock-based

compensation expen — — 1,89¢ — — 1,89¢ —

Non-controlling interest expen: — — — — — — 55E

Payments to nc-controlling interes — — — — — — (315

Net income and comprehensive

income — — — 7,73( — 7,73(C —
Balance at May 31, 2009 26,326,88 26 116,15¢ 9,227 — 125,40t 1,79C

Issuance of common stock at $1.8¢

$6.75 per share, net of taxes paid k

Landec on behalf of employe 121,44. 1 37¢ — — 37¢ —

Issuance of common stock for vest

restricted stock unit 41,92¢ — — — — — —

Taxes paid by Company for stock

swaps and RSL — — (339) — — (339) —

Stoclk-based compensatic — — 1,01¢ — — 1,01¢ —

Tax benefit from stock-based

compensation expen — — 517 — — 517 —

Non-controlling interest expen: — — — — — — 482

Payments to nc¢-controlling interes — — — — — — (58))

Net income and comprehensive los — — — 3,984 (179) 3,80¢ —
Balance at May 30, 2010 26,490,25 27 117,73( 13,20¢ (179) 130,78 1,691

Issuance of common stock at $3.3¢

$3.80 per share, net of taxes paid k

Landec on behalf of employe 91,09! — 12€ — — 12€ —

Issuance of common stock for vest:

restricted stock unit 40,13: — — — — — —

Common stock repurchased on the

open marke (215,68 — (1,189 — — (1,189

Taxes paid by Company for stock

swaps and RSL — — (21¢) — — (21¢) —

Stoclk-based compensatic — — 1,951 — — 1,951 —

Tax benefit from stock-based

compensation expen — — 764 — — 764 —

Non-controlling interest expens — — — — — — 341

Payments to nc¢-controlling interes — — — — — — (36))

Net income and comprehensive los — — — 3,92( (88) 3,83: —
Balance at May 29, 2011 26,405,79 $ 27 $ 119,16¢ $ 17,12¢ $ (267) $ 136,05! $ 1,671

See accompanying notes
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activitie
Consolidated net incorr

(in thousands)

Adjustments to reconcile net income to net caskigeal by operating activitie:

Depreciation and amortizatic

Stocl-based compensation expel

Deferred taxe

Change in investment in n-public company
Increase in lon-term receivablt

Tax benefit from stock based compensa
Net loss on disposal of property and equipn
Impairment charge

Changes in assets and liabilities, net of effacinfacquisitions

Accounts receivable, n

Accounts receivable, related pa
Income taxes receivab

Inventories, ne

Issuance of notes and advances receiv
Collection of notes and advances receivi
Prepaid expenses and other current a:
Accounts payabl

Related party accounts paya

Income taxes payab

Accrued compensatic

Other accrued liabilitie

Deferred revenue

Net cash provided by operating activit

Cash flows from investing activitie
Purchases of property and equipm
Acquisition of Lifecore, net of cash acquired (Na
Acquisition related earnout paymel
Issuance of notes and advances receiv
Collection of notes and advances receivi
Purchase of marketable securil
Proceeds from maturities and sales of marketaloigrities
Investment in non-public company (fair market value

Net cash used in investing activiti

Cash flows from financing activitie
Repurchase of outstanding common st
Proceeds from sale of common st
Taxes paid by Company for stock swaps and R
Tax benefit from stoc-based compensation expel
Net change in other assets/liabilit
Proceeds from long term de
Payments on long term de
Payments to non controlling interest.
Net cash provided by (used in) financing activi
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosure of cash flows informat
Cash paid during the period for interest

Cash paid during the period for income taxes

Supplemental schedule of noncash operating andding activities:

Long-term receivable from Monsanto

Year Ended Year Ended Year Ended
May 29, May 30, May 31,
2011 2010 2009
$ 4261 $ 4,46 $ 8,28¢

5,31: 3,364 3,13¢
1,951 1,01¢ 93¢
3,257 3,24¢ 2,56¢
(662) — —
(800) (800) (800)
(7649) (517) (1,899
26 — —
4,78( 1,00( —
(3,016 (1,506 4,18¢
27€ (97 (221)
87¢ (7649) —
(4,059 (1,269 1,50(
(3,079 (3,030 (3,055
3,314 2,97 3,26¢
602 (1,172 (1849
2,39: 957 (5,929
(49 50 26
— 1,162 2,00t
1,03¢ (2649) (1,085
532 708 (1,125
(1,739 (2,039 (2,189)
14,46¢ 7,48: 9,43¢
(6,689 (5,199 (4,576
— (39,687 —
— — (7
— — (2
— — 103
(59,837 (67,437 (45,809
52,13( 69,51( 37,95:¢
(15,000 —
(29,387 (42,797 (12,337
(1,189 — —
12¢€ 37¢ 37¢
(21¢) (339 —
764 517 1,89¢
49 — 3
— 20,00( —
(3,940 (387) —
(367) (49¢) (315)
(4,764 19,67 1,96¢
(19,687 (15,647 (937)
27,817 43,45¢ 44,39¢
$ 8,13t $ 27,817 $ 43,45¢
$ 761 $ 88 $ 8
$ 14€ $ 65z $ 1,13t
$ 80C $ 80C $ 80C




Income tax expense not payable $ 784 $ 517 $ 1,89¢

Accrued non controlling interest distribution — 3 25C

Impairment charges $ 4,78 $ 1,000 $ —
See accompanying notes.

@
©“
|

-56-




LANDEC CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization, Basis of Presentationnd Summary of Significant Accounting Policies
Organization

Landec Corporation and its subsidiaries (“Landacthe “Company”) design, develop, manufacture aidpolymer products for
food and agricultural products, medical devices lesshsed partner applications that incorporatedears patented polymer technologies.
The Company has two proprietary polymer technololigyforms: 1) Intelimer® polymers, and 2) hyaluaon(*HA") biopolymers. The
Company’s HA biopolymers are proprietary in thatlare specially formulated for specific customermeet strict regulatory
requirements. The Company’s polymer technologiesgawith its customer relationships and trade reraee the foundation, and a key
differentiating advantage upon which Landec ha# ligibusiness. The Company sells specialty pge#tdresh-cut vegetables and whole
produce to retailers and club stores, primarilthia United States and Asia through its Apio, I1i8p{0”) subsidiary, Hyaluronan-based
biomaterials through its Lifecore Biomedical, Iftt.ifecore”) subsidiary, and Intellicoat® coatedeskproducts through its Landec Ag LLC
(“Landec Ag”) subsidiary.

Basis of Presentation
Basis of Consolidation

The consolidated financial statements are presemtete accrual basis of accounting in accordaritteWS. generally accepted
accounting principles and include the accountsasfdec Corporation and its subsidiaries, Apio, lofecand Landec Ag. All material inter-
company transactions and balances have been etedina

Arrangements that are not controlled through votingimilar rights are reviewed under the guidaofceariable interest entities
(“VIES”). A company is required to consolidate the assetBiliies and operations of a VIE if it is determthto be the primary beneficiary
the VIE.

In June 2009, the FASB changed the consolidatiatyais for VIES to require a qualitative analysigdetermine the primary
beneficiary of the VIE. The determination of théary beneficiary of a VIE is based on whetherehity has the power to direct matters
which most significantly impact the activities bEtVIE and has the obligation to absorb lossetieright to receive benefits, of the VIE
which could potentially be significant to the VIEhe guidance requires an ongoing reconsideratiadheoprimary beneficiary and also
amends the events triggering a reassessment. Thguidance was effective for the Company beginiitay 31, 2010. Additional
disclosures for VIEs are required, including a dipsion about a reporting entity’s involvement wthEs, how a reporting entity’s
involvement with a VIE affects the reporting entitfinancial statements, and significant judgmetd assumptions made by the reporting
entity to determine whether it must consolidate\the.

Under the new guidance, an entity is a VIE andestthip consolidation, if by design: a) the totaligginvestment at risk is not
sufficient to permit the entity to finance its adties without additional subordinated financiapport provided by any parties, including
equity holders or b) as a group the holders oktlgty investment at risk lack any one of the failog three characteristics: (i) the power,
through voting rights or similar rights to direbetactivities of an entity that most significantiypact the entity’s economic performance,
(i) the obligation to absorb the expected losdab® entity, or (iii) the right to receive the eqied residual returns of the entity. The
Company reviewed the consolidation guidance andladed that the non-public companies in which tleenBany holds equity investments
are not VIEs. The Company has concluded that tisere impact on the financial statements as atreétihe adoption of the new guidance.

Under applicable accounting guidance, a Companyasasidered the requirements to consolidate aty émtwhich it holds voting

control and concluded that due to the lack of \gtiontrol, the Company is not required to constéidhae investments in non-public
companies.
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1. Organization, Basis of Presentation, and Summary ddignificant Accounting Policies(continued)
Reclassifications

Certain reclassifications have been made to pear jinancial statements to conform to the curyear presentation.
Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in confoymiith U.S. generally accepted accounting prirespl requires management to
make certain estimates and judgments that affecatimounts reported in the financial statementsaandmpanying notes. The accounting
estimates that require management’s most significifficult and subjective judgments include reuerrecognition; sales returns and
allowances; recognition and measurement of cuaedtdeferred income tax assets and liabilitiesasessment of recoverability of long-
lived assets; the valuation of intangible assetsiaventory; the valuation and nature of impairnsesitinvestments; and the valuation and
recognition of stock-based compensation.

These estimates involve the consideration of corfaletors and require management to make judgme&hesanalysis of historical
and future trends, can require extended periodisnefto resolve, and are subject to change frorogéo period. The actual results may di
from management’s estimates.

Concentrations of Risk

Cash and cash equivalents, marketable securitéate iccounts receivable, grower advances and reateivable are financial
instruments that potentially subject the Compangatacentrations of credit risk. Corporate policyits, among other things, the amount of
credit exposure to any one issuer and to any greay investment, other than securities issueduaranteed by the U.S. government. The
Company routinely assesses the financial strenfgthisiomers and growers and, as a consequenceydelhat trade receivables, grower
advances and notes receivable credit risk expasuiraited. Credit losses for bad debt are prodifte in the consolidated financial
statements through a charge to operations. A tiatuallowance is provided for known and anticipghteedit losses. The recorded amounts
for these financial instruments approximate thair falue.

Several of the raw materials we use to manufaaturgroducts are currently purchased from a siaglece, including some
monomers used to synthesize Intelimer® polymetsstsate materials for our breathable membrane pitsdind raw materials for our HA
products.

During the fiscal year ended May 29, 2011, saleheédCompany’s top five customers accounted for@pmately 44% of total
revenue, with the top customer, Costco Wholesalp@ation from the Food Products Technology segnamtounting for approximately
16% of total revenues. In addition, approxima&89o of the Company’s total revenues were derivehfproduct sales to international
customers, two of whom individually accounted farrmthan 5% of total revenues. As of May 29, 2@dstco Wholesale Corporation
represented approximately 14% of total accountsivable.

During the fiscal year ended May 30, 2010, saleheédCompany’s top five customers accounted for@pmately 48% of total
revenue, with the top customer, Costco Wholesakp@ation from the Food Products Technology segnaamounting for approximately
20% of total revenues. In addition, approxima®299o of the Company’s total revenues were derivechfproduct sales to international
customers, none of whom individually accountednimre than 5% of total revenues. As of May 30, 2@dstco Wholesale Corporation
represented approximately 15% of total accountsivable.
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1. Organization, Basis of Presentationnd Summary of Significant Accounting Policies (coritued)
Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment wrenevents or changes in circumstances indicatahiba carrying amounts may
not be recoverable. Recoverability of assets issomea by comparison of the carrying amount of gs=ato the net undiscounted future cash
flow expected to be generated from the assetelfuture undiscounted cash flows are not sufficiemecover the carrying value of the ass
the assets’ carrying value is adjusted to fair @alu

The Company regularly evaluates its Idingd assets for indicators of possible impairme@n July 16, 2010, Aesthetic Science !
the rights to its Smartfil™ Injector System. Thenipany evaluated its cost method investment fomimpent, utilizing a discounted cash
flow analysis under the terms of the purchase agee¢ Based on the terms of the agreement, thep@oyrhas determined that its
investment is other than temporarily impaired dratdéfore recorded an impairment loss of $1.0 mmlas of May 30, 2010.

Financial Instruments

The Company'’s financial instruments are primardynposed of marketable debt securities, commereiat-trade payables, grower
advances, and notes receivable, as well as long#ietes receivables and debt instruments. Fot-s@on instruments, the historical carrying
amount is a reasonable estimate of fair valuer \Fdiles for long-term financial instruments nadiy marketable are estimated based upon
discounted future cash flows at prevailing markétriest rates. Based on these assumptions, maaagbatieves the fair market values of
the Company’s financial instruments are not maligrdifferent from their recorded amounts as of Mg, 2011.

Allowance for Doubtful Accounts

The Company maintains allowances for doubtful ant®tor estimated losses resulting from the ingbdf its customers to make
required payments and sales discounts. The allosvion doubtful accounts is based on review ofaerall condition of accounts receivable
balances and review of significant past due acasounhe allowance for doubtful accounts is basedpatific identification of past due
amounts and a general reserve for accounts ovdagfpast due. The changes in the Company’s atioegafor doubtful accounts are
summarized in the following table (in thousands).

Additions
Balance at beginnin¢ charged to cost Balance at end ¢
of period and expenses Deductions period

Year ended May 31, 2009

Allowance for doubtful accounts receival $ 16¢€ $ -$ 43 16t
Year ended May 30, 2010

Allowance for doubtful accounts receival $ 165 $ 68 $ (44 $ 18¢
Year ended May 29, 2011

Allowance for doubtful accounts receival $ 18¢ $ 20¢ $ (56) $ 34z

Revenue Recognition
Revenue from product sales is recognized when thgrersuasive evidence that an arrangement etititdhyas transferred, the price

is fixed and determinable, and collectibility imsenably assured. Allowances are establishedsfonated uncollectible amounts, product
returns, and discounts based on specific identifinand historical losses.
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1. Organization, Basis of Presentation, and Summary ddignificant Accounting Policies(continued)

The Company takes title to all produce it traded¥@npackages, and therefore, records revenuesamaf sales at gross amounts in
the Consolidated Statements of Income

Licensing revenue is recognized in accordance agtfounting guidance. Initial license fees are mlefeand amortized to revenue
over the period of the agreement when a contrasts:the fee is fixed and determinable,
and collectibility is reasonably assured. Nonc#abke, nonrefundable license fees are recognized the period of the agreement, including
those governing research and development actiatidsany related supply agreement entered intoucnttly with the license when the risk
associated with commercialization of a productas-substantive at the outset of the arrangement.

Contract revenue for research and development (R&D8corded as earned, based on the performaguagements of the contract.
Non-refundable contract fees for which no further perfance obligations exist, and there is no contigimvolvement by the Company, are
recognized on the earlier of when the paymentseareived or when collection is assured.

Other Accounting Policies and Disclosures
Cash, Cash Equivalents and Marketable Securities

The Company records all highly liquid securitieshathree months or less from date of purchase toinityaas cash equivalents and
consists mainly of certificate of deposits (CDspmay market funds and U.S. Treasuries. Steorr marketable securities consist of CDs
are FDIC insured and single A or better rated mipaldonds with original maturities of more thaneth months at the date of purchase
regardless of the maturity date as the Companys/tee funds within its portfolio as available fareun its current operationsThe aggrega
amount of CDs included in marketable securitieilay 29, 2011 and May 30, 2010 was zero and $1.komjilrespectively. The Company
classifies all debt securities with readily detared market values as “available for saleThe contractual maturities of the Company's
marketable securities that are due in less tharyeaerepresent $21.5 million of its marketableusiies and those due in one to two years
represent the remaining $6.6 million of the Compamyarketable securities as of May 29, 2011. Thesestments are classified as
marketable securities on the consolidated balaneetss of May 29, 2011 and May 30, 2010 and aredaat fair market value. Unrealized
gains and losses are reported as a componentathstiders’ equity. The cost of debt securitieadfusted for amortization of premiums and
discounts to maturity. This amortization is re@mdo interest income. Realized gains and lossekesale of available-for-sale securities
are also recorded to interest income and wereigoifisant for the fiscal years ended May 29, 2@ht May 30, 2010. During fiscal years
2011 and 2010, the Company received proceeds 08 $@iflion and $9.5 million, respectively, from teale of marketable securities. The
cost of securities sold is based on the speciéatification method.

Inventories

Inventories are stated at the lower of cost (ushegfirst-in, firstout method) or market. As of May 29, 2011 and May 201(
inventories consisted of (in thousands):

May 29, May 30,
2011 2010
Finished good $ 10,26: $ 7,22¢
Raw material 7,99¢ 6,86¢
Work in progress 1,901 2,012
Inventories, net $ 20,16. $ 16,10°

If the cost of the inventories exceeds their exgecharket value, provisions are recorded currdntlyhe difference between the ¢
and the market value. These provisions are detedribased on specific identification for unusabientory and an additional reserve, based
on historical losses, for inventory currently calesed to be useable.
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1. Organization, Basis of Presentation, and Summary ddignificant Accounting Policies(continued)
Advertising Expense

Advertising expenditures for the Company are expéras incurred. Advertising expense for the Companfiscal years 2011,
2010 and 2009 was $458,000, $557,000 and $475.:@8ectively.

Notes and Advances Receivable

Apio has made advances to produce growers forandgharvesting costs. Notes and advances receiwglbted to operating
activities are for the sourcing of crops for Apitssiness and notes and advances receivable rébategesting activities are for financing
transactions with third parties. Typically opengtadvances are paid off within the growing sedkess than one year) from harvested crops.
Advances not fully paid during the current growsgason are converted to interest bearing obligatevidenced by contracts and notes
receivable. These notes and advances receivabkeaunred by perfected liens on land and/or crogshave terms that range from six to
twelve months. Notes receivable are periodicalyiewed (at least quarterly) for collectibility. r&serve is established for any note or
advance deemed to not be fully collectible basathign estimate of the crop value or the fair valfihe security for the note or advance.

Related Party Transactions

Apio provides cooling and distributing services famms in which the Chairman of Apio (the “Apio Ghman”) has a financial
interest and purchases produce from those farnmo @so purchases produce from Beachside ProduCefdr sale to third parties.
Beachside Produce is owned by a group of entitidspgrsons, including the Apio Chairman, that syppbduce to Apio. Revenues and the
resulting accounts receivable and cost of prodaleissand the resulting accounts payable are ddsi$ related party items in the
accompanying financial statements as of May 291201d May 30, 2010 and for the three years ended2@a2011.

Prior to the expiration of the leases in Deceml@®92 Apio leased, for approximately $310,000 omanual basis, agricultural land
that is owned by the Apio Chairman. Apio, in tusableased that land at cost to growers who weigated to deliver product from that land
to Apio for value added products. There was gédlyema net statement of income impact to Apio assult of these leasing activities but
Apio created a guaranteed source of supply fovéthee added business. Apio had loss exposuresole#éising activity to the extent that it
was unable to sublease the land. For the yearslévidg 30, 2010 and May 31, 2009, the Company ssbktall of the land leased from the
Apio Chairman and received sublease income of $D80and $316,000, respectively, which is substiyggual to the amount the Compe
paid to lease that land for such periods.

Apio's domestic commodity vegetable business whistedBeachside Produce in 2003. The Apio Chairimsan12.5% owner in
Beachside Produce. During fiscal years 2011, 20102009, the Company recognized revenues of $7@6$853,000 and $1.3 million,
respectively, from the sale of products to Beadh§itbduce. The related accounts receivable froattBsde Produce are classified as related
party in the accompanying Consolidated Balance tSteeeof May 29, 2011 and May 30, 2010.

The Apio Chairman and Windset Holdings 2010 LtdCamadian corporation (“Windset”), entered intaiad lease in July 2009,
which included an option to purchase the land int&Maria, California for $10.5 million. Windsetercised its option to purchase the land
from the Apio Chairman on March 2, 2011. Windsgends to initially construct 64 acres of indoogetable production along with the
required support facilities for growing, harvestiggading and selling numerous varieties of hydrogally grown tomatoes.

Apio purchases produce from Windset for sale taltparties. Apio has a 20.1% equity interest imdlgeet (see Note 3). During
fiscal year 2011, Apio purchased $153,000 of preduam Windset.

All related party transactions are monitored qubrtiey the Company and approved by the Audit Corteribf the Board of
Directors.
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1. Organization, Basis of Presentation, and Summary ddignificant Accounting Policies (continued
Property and Equipment

Property and equipment are stated at cost. Experdifor major improvements are capitalized whelgairs and maintenance are
charged to expense. Depreciation is expensedstmaight-line basis over the estimated useful livkthe respective assets, generally three to
thirty years for buildings and leasehold improvetseand three to seven years for furniture and fieducomputers, capitalized software,
machinery, equipment and autos. Leasehold impremésrare amortized over the lesser of the econbifi@iof the improvement or the life of
the lease on a straight-line basis.

The Company capitalizes software development dosigternal use in accordance with accounting goak. Capitalization of
software development costs begins in the applinatevelopment stage and ends when the asset edplso service. The Company
amortizes such costs using the straight-line bmasss estimated useful lives of three to seven ye@le Company did not capitalize any
software development costs during fiscal years 212010.

Intangible Assets

The Company’s intangible assets are comprised stbower relationships with an estimated usefuldiféwelve years and
trademarks/trade names and goodwill with indefitiites (collectively, “intangible assets”), whidmet Company recognized in accordance
with accounting guidance (i) upon the acquisitibhiéecore in April 2010, our HAbased Biomaterials reporting unit, (i) upon theuisition
of Apio in December 1999, which consists of our ##&woducts Technology and Export reporting units @i) from the repurchase of all nc
controlling interests in the common stock of Landecin December 2006. Accounting guidance defgpasdwill as the excess of the cost
an acquired entity over the net of the estimatad/&ues of the assets acquired and the liaksliissumed at date of acquisition.” Al
intangible assets, including goodwill, associatdith whe acquisitions of Lifecore and Apio were alited to our HA-based Biomaterials
reporting unit and our Food Products Technologwrpg unit, respectively, pursuant to accountingdgnce based upon the allocation of
assets and liabilities acquired and consideratad for each reporting unit. The consideratiordgar the Export reporting unit approxima
its fair market value at the time of acquisitionddaherefore, no intangible assets were recordednmection with the Company’s acquisition
of this reporting unit. Goodwill associated wittetTechnology Licensing reporting unit consistsrelyt of goodwill resulting from the
repurchase of the Landec Ag non controlling intexe#\s of May 29, 2011, the HA-based Biomatenalsorting unit had $13.9 million of
goodwill and the Food Products Technology reporting had $22.6 million of goodwill. As describbdlow, the $4.8 million of goodwill in
the Technology Licensing reporting unit was writtghas of May 29, 2011.

The Company tests its intangible assets for impaitat least annually, in accordance with accogrgimdance. When evaluating
indefinite-lived intangible assets for impairmeatcounting guidance requires the Company to conmtparéir value of the asset to its
carrying value to determine if there is an impaintriess. When evaluating goodwill for impairmergcaunting guidance requires the
Company to first compare the fair value of the réipg unit to its carrying value to determine ietle is an impairment loss. If the fair value
of the reporting unit exceeds its carrying valuggdywill is not considered impaired; thus applicataf the second step of the two-step
approach under accounting guidance is not requifggplication of the intangible assets impairmezst$ requires significant judgment by
management, including identification of reportingjts, assignment of assets and liabilities to repgunits, assignment of intangible asse
reporting units, and the determination of the Yailue of each indefinite-lived intangible asset agbrting unit based upon projections of
future net cash flows, discount rates and markétiphes, which judgments and projections are inh#yeuncertain.

Property, plant and equipment and finite-lived ingfible assets are reviewed for possible impairmdrenever events or changes in
circumstances occur that indicate that the carrgimgunt of an asset (or asset group) may not lwwveeable. The Company’s impairment
review requires significant management judgmeriuiliog estimating the future success of produadjrfuture sales volumes, revenue and
expense growth rates, alternative uses for thasaasd estimated proceeds from the disposal adigbets. The Company conducts quarterly
reviews of idle and underutilized equipment, andaws business plans for possible impairment intdisa Impairment occurs when the
carrying amount of the asset (or asset group) ebsciée estimated future undiscounted cash flowsthadmpairment is viewed as other than
temporary. When impairment is indicated, an impaintrcharge is recorded for the difference betwberatses book value and its estimat
fair value. Depending on the asset, estimated/édire may be determined either by use of a disezlcésh flow model or by reference to
estimated selling values of assets in similar ciorali The use of different assumptions would inseear decrease the estimated fair value of
assets and would increase or decrease any impdimeasurement.
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1. Organization, Basis of Presentationnd Summary of Significant Accounting Policies (coritued)

The Company tested its indefinite-lived intangi@gsets and goodwill for impairment as of July 24, 2and determined that no
adjustments to the carrying values of the intamgéssets were necessary as of that date for itba$ad Biomaterials and Food Products
Technology reporting units. For the Technologyerising reporting unit during the fourth quartefis€al year 2011 it became apparent tc
Company that acceptable biological test resultpesbably not achievable in the four months leftha agreement before Monsanto has to
make its purchase option decision (see Note 4 urftertainty related to whether Monsanto will eissr its purchase option for the licensed
fields of technology, and the fact that Landec &\@tiojected to be unprofitable for several yeaseabany ongoing relationship with
Monsanto, were the main factors contributing todigmificant decrease in the estimated fair valuthe Landec Ag business and as a result
the goodwill of the Technology Licensing reportimgit was determined to be fully impaired as of N2y 2011, and therefore, the Company
wrote off the entire $4.8 million of goodwill assated with the Technology Licensing reporting unfts of May 29, 2011, there were no
impairment indicators identified by the Companytfanalysis of impairment associated with the &eguindefinite-lived intangible assets.
On a quarterly basis, the Company considers the toeepdate its most recent annual tests for plessitpairment of its intangible assets,
based on management’s assessment of change®usiitess and other economic factors since the raosiht annual evaluation. Such
changes, if significant or material, could indicateeed to update the most recent annual tesifairment of the intangible assets during
the current period. The results of these testiddead to write-downs of the carrying values of thtangible assets in the current period.

The Company uses the discounted cash flow (“DCpfreach to develop an estimate of fair value. D# approach recognizes
that current value is premised on the expectedpecéfuture economic benefits. Indications ofumare developed by discounting projected
future net cash flows to their present value aita that reflects both the current return requirgsef the market and the risks inherent in the
specific investment. The market approach was setl to value the Food Products Technology, Hyahmdrased Biomaterials and
Technology Licensing reporting units (the “Repagtidnits”) because insufficient market comparables exist &blenthe Company to devel
a reasonable fair value of its intangible assetstduhe unique nature of each of the Company’oRigg Units.

The DCF approach requires the Company to exergdgjient in determining future business and findrici@casts and the related
estimates of future net cash flows. Future net flasés depend primarily on future product salesjclitare inherently difficult to predict.
These net cash flows are discounted at a ratedfiatts both the current return requirements efrttarket and the risks inherent in the
specific investment.

The DCF associated with the Food Products Techgalggorting unit is based on management’s five-yeajection of revenues,
gross profits and operating profits by fiscal yaad assumes a 38% effective tax rate for each yanagement takes into account the
historical trends of Apio and the industry categsiin which Apio operates along with inflationaagtors, current economic conditions, new
product introductions, cost of sales, operatinge@ses, capital requirements and other relevantvwdata developing its projection. The
estimated fair value of the Food Products Technptegorting units as of July 24, 2011 exceedebdadtsk value by 55%, and therefore, no
intangible asset impairment was deemed to exist.tHe test performed as of July 25, 2010, thegated cash flow from operations for
determining the DCF for fiscal year 2011 was $6illion for the Food Products Technology reportingt. The actual cash flow from
operations for fiscal year 2011 was $12.1 millidrhe difference of $4.5 million was a result ofre&@sed produce sourcing costs due to
weather-related produce shortages which the Compadyo way of foreseeing.
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The fair value of indefinite and finite-lived intgible assets associated with our acquisition aédafe on April 30, 2010, was
determined using a DCF model based on managenfamtgear projections of revenues, gross profitd aperating profits by fiscal year and
assumes a 38% effective tax rate for each yeamaljlament takes into account the historical trefidsf@core and the industry categories in
which Lifecore operates along with inflationary tiars, current economic conditions, new producbidiictions, cost of sales, operating
expenses, capital requirements and other relexsatwhen developing its projection. The trade nartangible asset was valued using the
relief from royalty valuation method and the cuséomrelationship intangible asset was valued udiegnulti-period excess earnings method.
The fair value of goodwill was calculated as theess of consideration paid, including the fair eatfi contingent consideration under the
terms of the purchase agreement, over the faievafthe tangible and intangible assets acquireslliabilities assumed. The Company
updated its analysis of the fair value of the im&f-lived intangible assets and goodwill as efahnual impairment analysis date, concluding
that the fair value of the Hyaluronan-based Biomal® reporting unit, as determined by the DCF apph, exceeded its book value by 71%,
and therefore, no intangible asset impairment veasebd to exist. For the test performed as of 2oJy2010, the projected cash flow from
operations for determining the DCF for fiscal y2@d 1 was $3.1million for the Hyaluronan-based Biterials reporting unit. The actual
cash flow from operations for fiscal year 2011 B89 million. The difference of $5.9 million is @to Lifecore exceeding its planned net
income by $2.0 million and the change in workingital being much more favorable than planned.

Investment in Non-Public Company

The Company'’s investment in Aesthetic Science ligexhat cost and adjusted for impairment loss&ince there is no readily
available market value information, the Companyqaically reviews this investment to determinerfyaother than temporary declines in
value have occurred based on the financial stalgitid viability of Aesthetic Science. Aesthetige®ce sold the rights to its Smartfil™
Injector System on July 16, 2010. Landec evaluasecbst method investment for impairment, utiligzia discounted cash flow analysis ur
the terms of the purchase agreement. Based dprtine of the agreement, the Company determinedtthiatvestment was other than
temporarily impaired and therefore recorded an impent loss of $1.0 million as of May 30, 2010, alhis classified as part of general and
administrative expenses in the Consolidated Staitsyt# Income. The Company’s carrying value ofritgestment in Aesthetic Sciences, net
of the impairment loss, is $793,000 at May 29, 28dd May 30, 2010 and is reported as a componesthef non current assets.

On February 15, 2011, the Company made an investm&indset Holdings 2010 Ltd., a Canadian corgiora(“Windset”), which
is reported as an investment in non-public comp#aiyyalue, in the accompanying consolidated badasheets as of May 29, 2011. The
Company has elected to account for its investmekitindset under the fair value option (see Note 3).

Deferred Revenue

Cash received in advance of services performeddjp@lly revenues related to upfront license fess)recorded as deferred
revenue. At May 29, 2011, $2.3 million has beaogmized as a liability for deferred license feesrmies and $357,000 for advances from
customers. At May 30, 2010, $4.3 million has besrognized as a liability for deferred license fieeenues and $91,000 for advances from
customers.

Comprehensive Loss

Comprehensive loss consists of net income and etmaprehensive income for which Landec includesigka in unrealized gains
and losses on its interest rate swap with Wellgé&&ank, N.A. Accumulated other comprehensive isseported as a component of
stockholders’ equity. For the fiscal year ended/M8, 2011, the comprehensive loss from the urmedlioss on the interest rate swap, net of
$159,000 of income taxes, was $267,000. For gswafiyear ended May 30, 2010, the comprehensigeflom the unrealized loss on the
interest rate swap, net of $105,000 of income taxas $179,000. There was no comprehensive inariwess in the fiscal year ended May
31, 2009.
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Non Controlling Interest

The Company reports all non controlling interesta@eparate component of stockholders’ equityrgperting of consolidated net
income (loss) as the amount attributable to boghpidrent and the non controlling interests and#parate disclosure of net income (loss)
attributable to the parent and to the non contrglinterests. Changes in a parent’s ownershipdstavhile the parent retains its controlling
interest will be accounted for as equity transaxtiand any retained non controlling equity investimgon the deconsolidation of a
subsidiary will be initially measured at fair value

In connection with the acquisition of Apio, Landmjuired Apio’s 60% general partner interest incA@ooling, a California limited
partnership. Apio Cooling is included in the cdigated financial statements of Landec for all pds presented. The naontrolling interes
balance of $1.7 million at both May 29, 2011 andyN38, 2010 is comprised of the limited partnerséiest in Apio Cooling.

Income Taxes

The Company accounts for income taxes in accordaftbeaccounting guidance which requires that defittax assets and liabiliti
be recognized using enacted tax rates for theteffdemporary differences between the book andtses of recorded assets and liabilities.
The Company maintains valuation allowances whenlikely that all or a portion of a deferred tessat will not be realized. Changes in
valuation allowances from period to period areudeld in the Company’s income tax provision in teéqud of change. In determining
whether a valuation allowance is warranted, the gamy takes into account such factors as prior egsrhistory, expected future earnings,
unsettled circumstances that, if unfavorably reso)would adversely affect utilization of a defertax asset, carryback and carryforward
periods, and tax strategies that could potenteilyance the likelihood of realization of a defett@dasset. At May 29, 2011, the Company
had $383,000 valuation allowance against defeardssets.

In addition to valuation allowances, the Compangldgshes accruals for uncertain tax positionse #x-contingency accruals are
adjusted in light of changing facts and circumsgsnsuch as the progress of tax audits, case ldwrarrging legislation. The Company
recognizes interest and penalties related to uasioaidx positions as a component of income tax esg@eThe Company’s effective tax rate
includes the impact of tax-contingency accrualsassidered appropriate by management.

A number of years may elapse before a particulatemdor which the Company has accrued, is auditadifinally resolved. The
number of years with open tax audits varies bysgidtion. While it is often difficult to predict ¢éhfinal outcome or the timing of resolution of
any particular tax matter, the Company believetaitscontingency accruals are adequate to addressrktax contingencies. Favorable
resolution of such matters could be recognizedraslaction to the Company’s effective tax ratehi@ year of resolution. Unfavorable
settlement of any particular issue could increhsesffective tax rate. Any resolution of a tax ssoay require the use of cash in the year of
resolution. The Company’s tax-contingency accrasdspresented in the balance sheet within accrakdities.

Per Share Information
Accounting guidance requires the presentation sichend diluted earnings per share. Basic easrieg share excludes any dilutive
effects of options, warrants and convertible s¢imsriand is computed using the weighted averagéaunf common share outstanding.

Diluted earnings per share reflects the potentlatidn if securities or other contracts to isswenetnon stock were exercised or converted into
common stock. Diluted common equivalent sharesisbof stock options using the treasury stock wetth
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The following table sets forth the computation dfiéd net income per share (in thousands, excepsipare amounts):
Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
May 29, 201. May 30, 201( May 31, 200!

Numerator:
Net income applicable to Common Stockholc $ 3,92( $ 3,98/ % 7,73(C
Denominator

Weighted average shares for basic net income pee 26,397 26,38: 26,20:
Effect of dilutive securities

Stock options 22¢ 251 54¢
Weighted average shares for diluted net incomesipaire 26,62¢ 26,63 26,75
Diluted net income per sha $ 0.1t $ 0.1t $ 0.2¢

Options to purchase 2,032,867, 1,016,239 and 38%&bares of Common Stock at a weighted averageisgegrice of $6.67, $7.62
and $9.72 per share were outstanding during fiseals ended May 29, 2011, May
30, 2010 and May 31, 2009, respectively, but wetdncluded in the computation of diluted net in@per share because the options’
exercise price were greater than the average market of the Common Stock and, therefore, theceffmuld be antidilutive.

Cost of Sales

The Company includes in cost of sales all the ced#ged to the sale of products in accordance getierally accepted accounting
principles. These costs include the following: raaterials (including produce, seeds, packaginignggs and fermentation and purification
supplies), direct labor, overhead (including indir@abor, depreciation, and facility related cosisyl shipping and shipping related costs.

Research and Development Expenses

Costs related to both research contracts and Coyrfpaded research is included in research and dpuant expenses. Costs to
fulfill research contracts generally approximate torresponding revenue. Research and develomuoststare primarily comprised of
salaries and related benefits, supplies, travetesgs, consulting expenses and corporate allosation

Accounting for Stock-Based Compensation

The Company records compensation expense for staske awards issued to employees and directoxslirarge for services
provided based on the estimated fair value of ti@ds on their grant dates and is recognized dweerdquired service periods. The cash
flows resulting from the tax benefit due to tax detibns in excess of the compensation expense mezyfor those options (excess tax
benefit) are classified as financing activitieshitthie statement of cash flows. The Company’s sbaded awards include stock option grants
and restricted stock unit awards (RSUS).

During the fiscal year ended May 29, 2011, the Camyprecognized stock-based compensation expersk 951,000 which
included $857,000 for restricted stock unit awadd $1,094,000 for stock option grants. Duringftbeal year ended May 30, 2010, the
Company recognized stock-based compensation expéfde016,000 which included $474,000 for resttcstock unit awards and $542,000
for stock option grants. During the fiscal yeaded May 31, 2009, the Company recognized stockebesmpensation expense of $933,000
which included $308,000 for restricted stock ummaads and $625,000 for stock option grants.

- 66 -




1. Organization, Basis of Presentation, and Summary ddignificant Accounting Policies (continued

The following table summarizes the stock-based @oraation by income statement line item:
Fiscal Year Fiscal Year Fiscal Year

Ended Ended Ended
May 29, 201: May 30, 201( May 31, 200¢
Research and developme $ 565,00( $ 185,00( $ 171,00(
Sales, general and administrative 1,386,00! 831,00( 762,00(
Total stocl-based compensation expel $ 1,951,000 $ 1,016,000 $  933,00(

The estimated fair value for stock options, whiettedmines the Company’s calculation of compensaigense, is based on the
Black-Scholes option pricing model. The Compangsuhe straight line single option method to catibnd recognize the fair value of
stockbased compensation arrangements. Compensationsexfmr all stock option and restricted stock awaydnted prior to May 29, 20!
will continue to be recognized using the straighe multiple-option method. In addition, the Caanp uses historical data to estimate pre-
vesting forfeitures and records stock-based congtemsexpense only for those awards that are eggdotvest and revises those estimates in
subsequent periods if the actual forfeitures diffem the prior estimates.

Valuation Assumptions

As of May 29, 2011, May 30, 2010 and May 31, 2G88,fair value of stock option grants was estimaitsidg the Black-Scholes
option pricing model. The following weighted avesagssumptions were used:

Fiscal Year Fiscal Year Fiscal Year

Ended Ended Ended
May 29, 201. May 30, 201( May 31, 200¢
Expected life (in years 3.7¢ 3.5¢€ 3.7¢
Risk-free interest rat 1.16% 1.47% 2.35%
Volatility 0.52 0.52 0.52
Dividend yield 0% 0% 0%

The Black-Scholes option pricing model requiresitipait of highly subjective assumptions, includihg expected stock price
volatility.

The weighted average estimated fair value of Lamahegloyee stock options granted at grant date rhariees during the fiscal
years ended May 29, 2011, May 30, 2010 and Map309 was $2.42, $2.52 and $2.74 per share, resphctiNo stock options wel
granted above or below grant date market pricesgltine fiscal years ended May 29, 2011, May 30,02&nd May 31, 2009.

Fair Value Measurements

The Company uses fair value measurement accoufatirfimancial assets and liabilities and for finaénstruments and certain
other items at fair value. The Company has eleittedair value option for its investment in a naublic company (see Note 3). The
Company has not elected the fair value option fiyraf its other eligible financial assets or lidtls.

The accounting guidance established a thiexehierarchy for fair value measurements, whidbrjtizes the inputs used in measur
fair value as follows:

Level 1- observable inputs such as quoted prices for idgntistruments in active marke

Level 2 — inputs other than quoted prices in active markeds are observable either directly or indirectisotigh corroboration wit
observable market dai

Level 3 — unobservable inputs in which therkttle or no market data, which would require then@pany to develop its own
assumptions

As of May 29, 2011, the Company held certain asmedsliabilities that are required to be measutddiavalue on a recurring basis,

including cash equivalents, marketable securitigsrest rate swap, liability for contingent coresition in connection with the acquisition of
Lifecore and its minority interest investment inniget.
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1. Organization, Basis of Presentation, drSummary of Significant Accounting Policies (contiued)

The fair value of the Company’s cash equivalentbraarketable securities is determined based omradisle inputs that are readily
available in public markets or can be derived fiaformation available in publicly quoted marketfiefefore, the Company has categorized
its cash equivalents and marketable securitiesegslL1.

The fair value of the Company’s interest rate sigagetermined based on model inputs that can beredd in a liquid market and
key inputs include yield curves and are categoraetlevel 2 inputs. As of May 29, 2011, the Conypatorded to other comprehensive loss
on the consolidated balance sheets an unrealizsdbfdb267,000, net of taxes of $159,000, reprexgtiie cumulative change in the interest
rate swap since inception. If the interest ratapsis terminated or the debt borrowed is paid afirgo April 30, 2015, the amount of
unrealized loss or gain included in other comprshenincome (loss) would be reclassified to earsinfhe Company has no intentions of
terminating the interest rate swap or prepayingiat in the next twelve months. The interest satap liability is included in other non-
current liabilities as of May 29, 2011 and May 3010.

The fair value of the Company’s liability for comgjent consideration is based on significant inpotsobserved in the market and
thus represents a Level 3 measurement. The Congmaymined the fair value of the liability for thentingent consideration based on a
probability-weighted discounted cash flow analyasfurther discussed in Note 2.

The Company has elected the fair value option obawting for its investment in Windset. The faifuaof the Company’s
investment in Windset utilizes significant unobsdne inputs in the discounted cash flow modelduttiag projected cash flows, growth ra
and the discount rate, and is therefore consideegd| 3, as further discussed in Note 3.

Imprecision in estimating unobservable market isman affect the amount of gain or loss recorded fearticular position.
Furthermore, the Company believes its valuatiorhoudst are appropriate and consistent with thos¢hafranarket participants. The use of
different methodologies or assumptions to deterrthieefair value of certain financial instrumentsilgbresult in a different estimate of fair
value at the reporting date.

The Company has no other financial assets or iisilthat fair value measurement has been adopted.

Recent Accounting Pronouncements

Recently Adopted Pronouncemer

Fair Value Measuremen

In January 2010, the FASB issued new accountindaggie related to the disclosures for transfersiéthcut of Levels 1 and 2 fair
value measurements and the activity in Level 3valnoe measurements. The amendment recommendsréimgpentity should disclose
separately the amounts of significant transfer@nid out of Level 1 and Level 2 fair value measumsand describe the reasons for the
transfers. Further, in the reconciliation for falue measurements using significant unobservabplats (Level 3), a reporting entity should
present separately information about purchasess sasuances and settlements (that is, on a basssrather than as one net number). Also,
the amendment requires clarification in existingcthisures for disaggregation of fair value measerdrdisclosures for each class of assets
and liabilities and disclosures about inputs arldatéon techniques. The effective date is for imeand annual reporting periods beginning
after December 15, 2009, except for the disclosabesit purchases, sales, issuances, and settleimémésroll forward activity in Level 3 fa
value measurements. Those disclosures are effdotiiscal years beginning after December 15, 2@1@ for interim periods within those
fiscal years. The Company adopted all the amend®dgions of new guidance in the first quarterie€él year 2011 and such adoption did
not have an impact on the Company’s results ofatfmars or financial position for the fiscal yeaded May 29, 2011.

Variable Interest Entities
In June 2009, the FASB issued new guidance whictndsithe evaluation criteria to identify the prignbeneficiary of a VIE.
Additionally, the new guidance requires ongoingseegsments of whether an enterprise is the pribengficiary of the VIE. The Company

adopted the new guidance on May 31, 2010 and simptian did not have an impact on the Company’slte®f operations or financial
position for the fiscal year ended May 29, 2011.
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1. Organization, Basis of Presentation, drSummary of Significant Accounting Policies (contiued)
Revenue Recognitic

In October 2009, the FASB issued new guidancelatiom to "Multiple-Deliverable Revenue Arrangem&nt The new standard
changes the requirements for establishing sepandit® of accounting in a multiple element arrangenaad requires the allocation of
arrangement consideration to each deliverable tealsed on the relative selling price. The Compparly adopted these standards as of
31, 2010. There have been no materially modifgr@é@ments since the adoption of the standard.a@bption did not have an impact on the
Company’s results of operations or financial positior the fiscal year ended May 29, 2011.

Recently Issued Pronouncemer

Comprehensive Income

In June 2011, the FASB issued new guidance thatowes the comparability, consistency, and transmaref financial reporting
and increases the prominence of items reportethiger comprehensive income by eliminating the optopresent components of other
comprehensive income as part of the statementasfgas in stockholders' equity. The amendmentssrstandard require that all nonowner
changes in stockholders' equity be presented ditteesingle continuous statement of compreheriais@me or in two separate but
consecutive statements. Under either method, ad@rgs must be displayed for items that are rediaddrom other comprehensive income
("OCI") to net income, in both net income and OChe standard does not change the current optioprésenting components of OCI gross
or net of the effect of income taxes, provided ghath tax effects are presented in the statememwhich OCI is presented or disclosed in the
notes to the financial statements. Additionally #iandard does not affect the calculation or tempof earnings per share. For public
entities, the amendments in this ASU are effediivdiscal years, and interim periods within thg®sars, beginning after December 15, 2011
and are to be applied retrospectively, with eadgmion permitted. The Company does not expecadloption of this standard to have a
material impact on its consolidated financial steats.

Revenue Recognitic

In April 2010, the FASB issued guidance on applyimg milestone method of revenue recognition iaragements with research and
development activities. These amendments areteffean a prospective basis for milestones achiéwvdidcal years, and interim periods
within those years, beginning on or after June2D30. The Company's adoption of the provisiondisf ipdate is not expected to have a
material impact on its revenue recognition in ttempany’s fiscal year beginning on May 30, 2011.

Subsequent Events

In February 2010, the FASB issued updates to theexuent events guidance requiring an entity thahiSEC filer to evaluate
subsequent events through the date that the fialstatements are issued and removes the requitéanem SEC filer to disclose a date, in
both issued and revised financial statements, girovhich the filer had evaluated subsequent evé@iigs.adoption is not expected to have an
impact on the Company's financial position, resofteperations or cash flows upon adoption in tken@any’s fiscal year beginning on May
30, 2011.

Business Combinatior

In December 2010, the FASB issued an update reguéripublic entity to disclose pro forma informatior business combinations
that occurred in the current reporting period. @ifselosures include pro forma revenue and earrofitjse combined entity for the current
reporting period as though the acquisition dateafobusiness combinations that occurred duringytree had been as of the beginning of the
annual reporting period. If comparative financiatesments are presented, the pro forma revenueaméhgs of the combined entity for the
comparable prior reporting period should be repba® though the acquisition date for all businesshinations that occurred during the
current year had been as of the beginning of thepeoable prior annual reporting period. These amemds affect any public entity as
defined by US GAAP that enters into business coatinns that are material on an individual or aggtedpasis, and are effective
prospectively for business combinations for whiwh &cquisition date is on or after the beginnintheffirst annual reporting period beginn
on or after December 15, 2010. The Company doesxpact the provisions of this update to have arateffect on its financial position,
results of operations or cash flows upon adoptioitsi fiscal year beginning on May 30, 2011.
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2. Acquisition of Lifecore Biomedical,nc.

On April 30, 2010 (the “Acquisition Date”), the Cpany acquired all of the common stock of LifecorerBedical, Inc. (“Lifecore”)
under a Stock Purchase Agreement (“Purchase Agre&nie order to expand its product offerings amdez into new markets. Lifecore was
a privately-held hyaluronan-based biomaterials camydocated in Chaska, Minnesota. Lifecore is@pally involved in the development
and manufacture of products utilizing hyaluronanaturally occurring polysaccharide that is widdigtributed in the extracellular matrix of
connective tissues in both animals and human2007, Lifecore entered into a world-wide excludieense and development agreement
withThe Cleveland Clinic Foundation to develop anadmercialize hyaluronan-based products and rebgiptications. The license is for
patented hyaluronan-based cross-linking technol@gygel ™ Biohydrogel products, that can be usegfoducts in aesthetics, orthopedics,
ophthalmology and other medical fields. Lifecoas mot yet identified any potential commercial prctd for this technology; however
Landec will continue to investigate potential apations.

Under the Purchase Agreement, the aggregate coasaepayable by the Company to the former Lifecstockholder at closing
consisted of $40.0 million in cash, which includgg16 million that is held in an escrow accountdowse the indemnification rights of Landec
and other indemnities with respect to certain matiecluding breaches of representations, warargnd covenants included in the Purchase
Agreement. The escrow account is in the nameeo$étier and Landec’s right under the escrow ageaewronsist solely of its ability to file a
claim against the escrowHalf of the escrow or $3.3 million was released paitl to the former Lifecore shareholder in May 201n
addition, the Company may be required to pay it egsto an additional $10.0 million in earnout pays in the event that Lifecore achie
certain revenue targets in calendar years 2012@ha.

The acquisition date fair value of the total comsadion transferred was $49.65 million, which cetesd of the following (in
thousands):

Cash $ 40,00(
Contingent consideration 9,65(
Total $ 49,65(

The assets and liabilities of Lifecore were recdrdetheir respective estimated fair values asi®fdate of the acquisition using
generally accepted accounting principles for bussreombinations. The excess of the purchase pvieetbe fair value of the net identifiable
assets acquired has been allocated to goodwilld@iticepresents a substantial portion of the asitjon proceeds because of the workforce
in-place at acquisition and because of Lifecorergylhistory and future prospects. Managemengbeti that there is further growth potential
by extending Lifecore’s product lines into new chels.
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2. Acquisition of Lifecore Biomedical,ric. (continued)

The following table summarizes the estimated falugs of Lifecore’s assets acquired and liabiliissumed and related deferred
income taxes, effective April 30, 2010, the dat @ompany obtained control of Lifecore (in thousgnd

Cash and cash equivalel $ 31¢
Accounts receivable, n 1,86(
Inventories, ne 9,00¢
Property and equipme 25,52¢
Other tangible asse 1,45¢
Intangible assets 7,90(
Total identifiable assets acquir 46,07
Accounts payable and other liabiliti (2,989
Long-term debi (4,157
Deferred taxes (3,169
Total liabilities assumed (10,307
Net identifiable assets acquir 35,76¢
Goodwill 13,88:
Net assets acquired $ 49,65(

The Company used a combination of the market astiajgproaches to estimate the fair values of thexbre assets acquired and
liabilities assumed. During the measurement pefiduch is not to exceed one year from the acdaisitlate), the Company is required to
retrospectively adjust the provisional assetsabilities if new information is obtained about faeind circumstances that existed as of the
acquisition date that, if known, would have rediitethe recognition of those assets or liabilisssof that date. The Company has finalized
the fair values of the acquired assets and assliaiglities and has completed the purchase pritmeation as of April 30, 2011.

Inventory

A step-up in the value of inventory of $523,000 wesorded in the allocation of the purchase praseld on valuation estimates.
During fiscal year 2011, the remaining $496,008tep-up was charged to cost of products sold amteatory was sold.

Intangible Asset:

The Company identified two intangible assets innemtion with the Lifecore acquisition: trade nanaakied at $4.2 million, which
is considered to be an indefinite life asset ardetfore will not be amortized; and customer baseedhat $3.7 million with a twelve year
useful life. The trade name intangible asset wasedausing the relief from royalty valuation methanttl the customer relationship intangible
asset was valued using the multi-period excessregrmethod.

Goodwill

The excess of the consideration transferred oeefain values assigned to the assets acquiredatitities assumed was
$13.9 million, which represents the goodwill amorggulting from the acquisition which can be atitédble to its work force in place at the
time of the acquisition and to Lifecore’s long bist and future prospects. None of the goodwillxpexted to be deductible for income tax
purposes. The Company will test goodwill for inmpa@nt on an annual basis or sooner, if deemed sa&cgesDuring fiscal year 2011,
goodwill increased $88,000 primarily due to adjustits in Lifecore’s deferred tax balance as of twussition date.
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2. Acquisition of Lifecore Biomedical,ric. (continued)
Liability for Contingent Consideratior

In addition to the cash consideration paid to trener shareholder of Lifecore, the Company mayeogiired to pay up to an
additional $10.0 million in earnout payments based.ifecore achieving certain revenue targets leragar years 2011 and 2012. The fair
value of the liability for the contingent considéoa recognized on the acquisition date was $9.8domand $9.65 million, as of May 29,

2011 and May 30, 2010, respectively, and is clegbés a non current liability in the ConsolidaBalance Sheets and the $190,000 change ir
the fair value of the liability is netted againgt@r income in the Consolidated Statements of Ircoffhe Company projects that it will pay
the entire $10 million earn out during the thirdager of fiscal year 2012.

3. Investments in non-public companies

In December 2005, Landec entered into an excllsigasing agreement with Aesthetic Sciences forett@usive rights to use
Landec's Intelimef] materials technology for the development of derfilals worldwide under the agreement. The Compaatgived
shares of preferred stock in exchange for the $eemith a valuation of $1.8 million. Aesthetic Saies sold the rights to its Smartfil™
Injector System on July 16, 2010. Landec has etetlits investment in Aesthetic Sciences for immpant, utilizing a discounted cash flow
analysis under the terms of the purchase agreenBasted on the terms of the sale, the Companyrdited that its investment was other t
temporarily impaired and therefore recorded an impent charge of $1.0 million as of May 30, 20Ithe Company’s carrying value of its
investment in Aesthetic Sciences is $793,000 adayf 29, 2011 and May 30, 2010. No additional immant has been determined for the
Company’s investment in Aesthetic Sciences.

On February 15, 2011, Apio entered into a sharelage agreement (the “Purchase Agreement”) wittdgéin Pursuant to the
Purchase Agreement, Apio purchased 150,000 seréferped shares for $15 million and 201 commoneshéor $201 that were issued by
Windset (the “Purchased Shares”). The Company’sntcomshares represent a 20.1% interest in Winddes. non-voting senior
preferred shares yield a cash dividend of 7.5% alfyurhe dividend is payable within 90 days of eanniversary of the execution of the
Purchase Agreement. The Purchase Agreement inciugesand call option, which can be exercisedhersixth anniversary of the Purchase
Agreement whereby Apio can exercise the put toitseRurchased Shares to Windset, or Windset carcise the call to purchase the
Purchased Shares from Apio, in either case, aica pgual to 20.1% of the appreciation in the ffagrket value of Windset from the date of
the Company’s investment through the put and ee# dplus the purchase price of the Purchased Shaheder the terms of the arrangement
with Windset, the Company is entitled to desigrmate of five members on the Board of Directors ohuiget.

In accordance with accounting guidance, the investrim Windset does not qualify for equity methedaunting as the investment
does not meet the criteria of in-substance comnmoksue to returns through the annual dividenthenon-voting senior preferred shares
that are not available to the common stock hold&sthe put and call options require the Purch&eates to be put or called in equal
proportions, the Company has deemed that the imeggt in substance, should be treated as a siagleity for purposes of accounting. The
Company has adopted fair value option in the acogifor its investment in Windset effective on @hequisition date. The Company
believes that reporting its investment at fair eglwovides its investors with useful informationtbe performance of the Company’s
investment and the anticipated appreciation inevalsi Windset expands its business.

The Company also entered into an exclusive licaggeement with Windset, which was executed in 203®, prior to
contemplation of Apio’s investment in Windset (dé&te 5).

The fair value of the Company'’s investment in Wietdsas determined utilizing a discounted cash fio@del based on projections
developed by Windset, and considers the put and@aVversion options. These features impact thatour of the cash flow utilized to derive
the estimated fair value of the investment. The Gamy has concluded that the estimated fair valuts afivestment in Windset approximates
the cash consideration paid for the Purchased Shatbe date of acquisition. Assumptions incluietthe discounted cash flow model will
be evaluated quarterly based on Windset's actuhpasiected operating results to determine the gham fair value.
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3. Investments in nor-public companies (continued’

From the close of the Purchase Agreement to May@9®], the Company recorded $328,000 in divideondrite. The change in the
fair market value of the Company’s investment imdéet as of May 29, 2011 was determined to be $662yhich is recorded as other
income.

4. Sale of Fielder’s Choice Direct and tense Agreement

On December 1, 2006, Landec entered into a five-geaxclusive technology license and polymer sypgreement ¢he Monsant
Agreement”) with Monsanto for the use of Landedillicoat polymer seed coating technology. Under the terhtkeoMonsanto
Agreement, Monsanto agreed to pay Landec Ag $2lE&mper year. The Monsanto Agreement was amema&bvember 2009. Under the
terms of the amended Monsanto Agreement, Monsamttinies to have an exclusive license to use Lasdieiellicoat polymer technology
for specific seed treatment applications. Overémaining two-year term of the amended Monsanteeggent, Monsanto will investigate
uses of Landec’s Intellicoat technology in a varieft seed categories in the field exclusively lised to Monsanto.

Along with regaining the use of the Intellicoathiaclogy outside of the specific applications liceth$o Monsanto under the amen
Monsanto Agreement, Landec has assumed respotysibiliLandec Ags operating expenses and realizes all the reveangeprofits from th
sales of existing and new Intellicoat seed coapiragiucts.

The Monsanto Agreement also provides for a feelgay@a Landec Ag of $4 million if Monsanto electstérminate the Monsanto
Agreement or $10 million if Monsanto elects to phase the rights to the exclusive field. If theghase option is exercised before December
2011, or if Monsanto elects to terminate the Mots#greement, all annual license fees and supphyngats that have not been paid to
Landec Ag will become due upon the purchase oritextion.  If Monsanto does not exercise its pasghoption by December 2011 Landec
Ag will receive the termination fee and all rigldsthe Intellicoat seed coating technology will revert to Landec. Adaagly, we will receive
aggregate minimum guaranteed payments of $17 mifbo license fees and polymer supply payments fiveryears or $23 million in
aggregate maximum payments if Monsanto elects tohaise the rights to the exclusive field. The mimin guaranteed payments and the
deferred gain of $2 million per year described abal result in Landec recognizing revenue andrapeg income of $5.4 million per year
for fiscal years 2008 through 2011 and $2.7 millx@m year for fiscal years 2007 and 2012. Theeimantal $6 million to be received in the
event Monsanto exercises the purchase option leasdeferred and will be recognized upon the exemitshe purchase option. The fair
value of the purchase option was determined by gemant to be less than the amount of the defeenezhue.

If Monsanto elects to purchase the rights to theusive field, a gain or loss on the sale will beagnized at the time of purchase. If
Monsanto exercises its purchase option, we expestter into a new long-term supply agreement Witimsanto pursuant to which Landec
would continue to be the exclusive supplier of llideat polymer materials to Monsanto.

5. Other License Agreements

In March 2006, Landec entered into an exclusivenise and research and development agreement wiBréducts and Chemicals,
Inc. (“Air Products”). Landec will provide reseaéirand development support to Air Products for thyegrs with a mutual option for two
additional years. The license fees were recograzditense revenue over a three year period biegjifviarch 2006. In addition, in
accordance with the agreement, Landec receivesof@P& gross profit generated from the sale of potglby Air Products occurring after
April 1, 2007, that incorporate Landec’s Intelinmeaterials.

In September 2007, the Company amended its licgrasid supply agreement with Chiquita Brands Intional, Inc. (“Chiquita”).
Under the terms of the amendment, the licensbdaanas was expanded to include additional ex@dsids using Landec’s BreatheWay®
packaging technology, and a new exclusive liceras added for the sale and marketing of avocadosnamgjos using Landec’s BreatheWay
packaging technology. The agreement with Chiquitaich terminates in December 2011 (subject to Qikacs five year renewal option),
requires Chiquita to pay annual gross profit mininsuto Landec in order for Chiquita to maintaineislusive license for bananas, avocados
and mangos. Under the terms of the agreementu@ainust notify Landec before Decembetdf each year whether it is going to maintain
its exclusive license for the following calendaayand thus agree to pay the minimums for that. yeandec was notified by Chiquita in
November 2010 that Chiquita wanted to maintaiexslusive license for calendar year 2011 and tiguseal at that time to pay the minimi
gross profit for calendar year 2011.
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5. Other License Agreements (continues)

In June 2010, Apio entered into an exclusive lieesgreement with Windset for Windset to utilize dad's proprietary breathable
packaging to extend the shelf life of greenhoussvgrcucumbers, peppers and tomatoes (“exclusivéygts”). In accordance with the
agreement, Apio received and recorded a one-tinfreniresearch and development fee of $100,000nalhdeceive license fees equal to 3%
of net revenue of the exclusive products utilizihg proprietary breathable packaging technologth ai without the BreatheWay®
trademark. The ongoing license fees are subjeamboial minimums of $150,000 for each of the thypes of exclusive product as each is
added to the agreement. As of May 29, 2011, onyymroduct has been added to the agreement afidstngear minimum payment period
had an original payment date of June 2011. Howeéhe original payment date of June 2011 has bleérred until April 2012 due to delays
in obtaining the required packaging materials.

6. Property and Equipment
Property and equipment consists of the followimgtkiousands):
Years of

Useful Life  May 29, 201. May 30, 201(
Land and building 15-30 $ 43,88 $ 41,99(
Leasehold improvemen 3-20 1,08z 1,111
Computer, capitalized software, machinery, equipraed autc 3-7 35,02 31,86¢
Furniture and fixture 5-7 518 411
Construction in process 6 61€
Gross property and equipme 80,51( 75,99¢
Less accumulated depreciation and amortization (28,737) (25,839
Net property and equipment $ 51,77¢ $ 50,16

Depreciation and amortization expense for propanty equipment for the fiscal years ended May 2912May 30, 2010 and May
31, 2009 was $5.0 million, $3.4 million and $3.1limn, respectively. There was no equipment urgdgrital leases at May 29, 2011 or May
30, 2010. Amortization related to capitalized wafite was $136,000, $39,000 and $175,000 for figeats ended May 29, 2011, May 30,
2010 and May 31, 2009, respectively. The unamedtzomputer software costs at May 29, 2011 and 30a2010 were $491,000 and
$260,000, respectively.
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7.

Intangible Assets

Changes in the carrying amount of goodwill for tiseal years ended May 29, 2011, May 30, 2010 aag BlL, 2009 by reportable

segment, are as follows (in thousands):

Food Hyaluronan-
Products  Technolog! based
Technolog' Licensing Biomaterial: Total
Balance as of May 25, 20! $ 22574 $ 4,78( $ — $ 27,35
Goodwill acquired during the period 7 — — 7
Balance as of May 31, 20( 22,58! 4,78( — 27,36
Goodwill acquired during the period — — 13,79: 13,79:
Balance as of May 30, 20: 22,58 4,78( 13,79: 41,15
Goodwill acquired/reclassed during the pet — — 88 88
Goodwill impaired during the period — (4,780 — (4,780
Balance as of May 29, 2011 $ 2258 $ — $ 13,88. $ 36,46.

Information regarding Landec’s other intangibleedsss as follows (in thousands):
Trademarks ¢  Customer
Trade name Relationship Total

Balance as of May 25, 20! $ 8,22t $ — % 8,22¢
Amortization expense — — —
Balance as of May 31, 20( 8,22¢ — 8,22¢
Acquired during the perio 4,20( 3,70( 7,90C
Amortization expense — (26) (26)
Balance as of May 30, 20: 12,42¢ 3,67¢ 16,10:
Amortization expense — (30€) (30¢)
Balance as of May 29, 2011 $ 12,42¢ $ 3,36€ $ 15,79

Accumulated amortization as of May 29, 2011 was $8illion and accumulated amortization as of M8y 3010 and May 31, 2009

was $3.4 million. The amortization expense focdisyears 2011 through 2022 was and will be $3B year. Accumulated impairment
losses through May 29, 2011 were $4.8 million.

8.

Stockholders’ Equity

Holders of Common Stock are entitled to one votespare.

Convertible Preferred Stock

The Company has authorized two million shares efgored stock, and as of May 29, 2011 has no ousig preferred stock.
Common Stock and Stock Option Plans

At May 29, 2011, the Company had 3.4 million coomshares reserved for future issuance under Lagglgty incentive plans.

On October 15, 2009, following stockholder appraaihe Annual Meeting of Stockholders of the Comypahe 2009 Stock

Incentive Plan (the “Plan”) became effective arlaeed the Company’s 2005 Stock Incentive PlanplByees (including officers),
consultants and directors of the Company and lisidiaries and affiliates are eligible to parti¢gan the Plan.
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8. Stockholders’ Equity (continued)

The Plan provides for the grant of stock optioratiflnonstatutory and incentive stock options), lsgrants, stock units and stock
appreciation rights. Awards under the Plan willev@enced by an agreement with the Plan partitgpamd 1.9 million shares of the
Company’s Common Stock (“Shares”) were initiallyadable for award under the Plan. Under the Riarecipient may receive awards
during any fiscal year that exceeds the followingpants: (i) stock options covering in excess of,B00 Shares; (ii) stock grants and stock
units covering in excess of 250,000 Shares in ¢foeemate; or (iii) stock appreciation rights comgrimore than 500,000 Shares. In addition,
awards to non-employee directors are discretionbigwever, a non-employee director may not be g@atvards in excess of 30,000 Shares
in the aggregate during any fiscal year. The eserprice of the options was the fair market valugne@ Company’s Common Stock on the
date the options were granted.

On October 14, 2005, following stockholder appraaihe Annual Meeting of Stockholders of the Comypahe 2005 Stock
Incentive Plan (“2005 Plan”) became effective. POO5 Plan replaced the Company’s four then exjstiuity plans and no shares remain
available for grant under those plans. Employaeduding officers), consultants and directorste Company and its subsidiaries and
affiliates eligible to participate in the 2005 Plafhe 2005 Plan provided for the grant of stockams (both nonstatutory and incentive stock
options), stock grants, stock units and stock apatien rights. Under the 2005 Plan, 861,038 Sharere initially available for awards, and
as of May 29, 2011, 715,916 shares and optionsitthpse shares were outstanding. The exercise @irihe options was the fair market
value of the Company’s Common Stock on the datefitiens were granted.

The 1995 Directors’ Stock Option Plan (the “Dirastdlan”) provided that each person who becamera employee director of the
Company, who had not received a previous grangréeted a nonstatutory stock option to purchas@®0shares of Common Stock on the
date on which the optionee first became a non-eyeglalirector of the Company. Thereafter, on the dheach annual meeting of the
stockholders each non-employee director was graameatiditional option to purchase 10,000 shar€Xafimon Stock if, on such date, he or
she had served on the Company’s Board of Diredturat least six months prior to the date of suchual meeting. The exercise price of the
options was the fair market value of the Comparmmon Stock on the date the options were grar®gdions granted under this plan w
exercisable and vested upon grant.

The 1996 Non-Executive Stock Option Plan authoribedBoard of Directors to grant non-qualified &toptions to employees,
including executive officers, and outside consultasf the Company. The exercise price of the ogtiwas equal to the fair market value of
the Company’s Common Stock on the date the opti@re granted. Options were generally exercisapbm westing and generally vested
ratably over four years and were subject to repasehf exercised before being vested.

The 1996 Stock Option Plan authorized the Boarfdigdctors to grant stock purchase rights, incengtoek options or non-statutory
stock options to Landec executives. The exeraiee pf the stock purchase rights, incentive stoptions and non-statutory stock options
could be no less than 100% of the fair market vafueandec’s Common Stock on the date the optiomewranted. Options generally were
exercisable upon vesting, generally vested ratabdy four years and were subject to repurchaseeifoésed before being vested.

The New Executive Stock Option Plan authorizedBbard of Directors to grant non-statutory stockias to officers of Landec or
officers of Apio or Landec Ag whose employment watdich of those companies began after October 29, 20he exercise price of the non-
statutory stock options could be no less than 186#85%, for named executives and non-named exesutiespectively, of the fair market
value of Landec's Common Stock on the date th@ogtivere granted. Options generally were exerlgsgion vesting, generally vested
ratably over four years and were subject to remselif exercised before being vested.

On July 14, 2010, the Board of Directors of the @amy approved the establishment of a stock repaechian which allows for the
repurchase of up to $10 million of the Compangommon Stock. The Company may repurchase fitsram stock from time to time in op
market purchases or in privately negotiated traimas. The timing and actual number of sharesnayased is at the discretion of
management of the Company and will depend on &tyaof factors, including stock price, corporatel aegulatory requirements, market
conditions, the relative attractiveness of othgiteddeployment opportunities and other corpopaterities. The stock repurchase program
does not obligate Landec to acquire any amourtsafdmmon stock and the program may be modifieshesuded or terminated at any time at
the Company's discretion without prior notice. iDgrfiscal year 2011, the Company repurchased empen market 215,684 shares of its
Common Stock for $1.2 million and retired thosersha
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8. Stockholders’ Equity (continued)
Activity under all Landec equity incentive plansass follows:
Stock-Based Compensation Activity

Restricted Stock Outstanding  Stock Options Outstanding

RSU's and Number Weighted Weighted
Options of Average Number of Average

Available Restricted Grant Date Stock Exercise

for Grant Shares Fair Value Options Price
Balance at May 25, 20( 567,39¢ 63,16¢ $ 11.32 1,896,951 $ 5.6¢
Granted (506,259 127,50 $ 6.62 378,75( $ 6.62
Awarded/Exercise: — (10,009 $ 13.32 (331,95() $ 3.6€
Forfeited 14,87¢ (3,666) $ 7.4F (11,209 $ 8.5¢
Plan shares expired (209) — — — —
Balance at May 31, 20C 75,80¢ 177,00: $ 7.8¢ 1,93254 % 6.1¢
Additional shares reservt 1,900,00! —
Granted (1,193,02) 307,27. $ 5.8C 885,75( $ 5.7¢
Awarded/Exercise: — (51,67) $ 8.11 (190,96) $ 4.3z
Forfeited — (1,000 $ 13.32 (1,000 $ 13.32
Plan shares expire — — — (169,500 $ 7.01
Terminated plan (12,47%) — — — —
Balance at May 30, 201 770,31: 431,60 $ 6.35 2,456,82' $ 6.132
Granted (129,339 32,33 $ 6.0C 97,00 $ 6.0C
Awarded/Exercise! — (48,855 $ 9.4¢ (217,070 $ 3.4¢€
Forfeited — — (18,000 s 10.6:
Balance at May 29, 2011 640,97¢ 415,081 ¢ 5.9¢ 2,318,75 g 6.34

Upon vesting of certain RSUs and the exercise déiteoptions during the period ended May 29, 2@Ettain RSUs and exercised
options were net share-settled to cover the red@rercise price and withholding tax and the remgimamount were converted into an
equivalent number of shares of Common Stock. Thegamy withheld shares with value equivalent toakercise price for options and the
employees' minimum statutory obligation for the laggble income and other employment taxes, andttechihe cash to the appropriate
taxing authorities. The total shares withheld fecdl years 2011, 2010 and 2009 were 136,374, 3%86 171,386 RSUs and options,
respectively,.which was based on the value of gi®on and/or RSUs on their exercise or vesting datdetermined by the Company's clos
stock price. Total payments for the employeesbtaligations to the taxing authorities were appraadiefy $218,000. These net-share
settlements had the effect of share repurchaséseb@ompany as they reduced and retired the nuaitsrares that would have otherwise
have been issued as a result of the vesting andadicepresent an expense to the Company.
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8. Stockholders’ Equity (continued)

The following table summarizes information concegnstock options outstanding and exercisable at 282011

Options Outstanding

Options Exercisable

Weighted
Average Weighted Weighted
Range of Remaining Average Aggregate Number of Average
Exercise Number of Share:  Contractual Exercise Intrinsic Shares Exercise Aggregate
Prices Outstanding Life Price Value Exercisable Price Intrinsic Value
(in years)
$ 1.66- $2.55 35,00( 1.7¢ $ 24z $ 119,25( 35,000 $ 24z % 119,25(
$ 2.82- $4.67 151,80¢ 158 % 358 $ 341,52! 151,80¢ $ 358 $ 341,52!
$5.63- $5.63 677,75( 6.0 $ 565 $ 135,55( 228,39 $ 56 $ 45,67¢
$ 5.65- $6.22 785,69: 397 $ 6.15 $ 3,66( 561,76. $ 6.1t $ 2,10¢
$ 6.35- $8.86 580,50( 55 $ 73z $ — 523,22 $ 741 $ =
$13.32 - $13.32 88,00( 3.06 $ 1332 % — 88,000 $ 1332 $ —
$ 1.66- $13.32 2,318,75. 42 $ 6.34 $ 599,98! 1,588,18 $ 6.5¢ $ 508,55:-

The weighted average remaining contractual lifepifons exercisable as of May 29, 2011 was 3.46syea

At May 29, 2011 and May 30, 2010 options to purehh$88,187 and 1,413,160 shares of Landec’s Con8tumk were vested,
respectively. No options have been exercised poiteing vested. The aggregate intrinsic valudéntable above represents the total pretax
intrinsic value, based on the Company'’s closinglsfwrice of $5.83 on May 27, 2011, which would h&een received by holders of stock
options had all holders of stock options exercibeil stock options that were in-the-money as af thate. The total number of in-the-money
stock options exercisable as of May 29, 2011, vpasaximately 450,000 shares. The aggregate imtriredue of stock options exercised
during the fiscal year 2011 was $750,000

Shares Subject to Vesting

The following table summarizes the activity relgtio unvested stock option grants and RSUs duhiediscal year ended May 29,

2011:

Unvested at May 30, 201
Granted

Vested/Awarde(
Forfeited

Unvested at May 29, 201

Stock Options

Restricted Stock

Weighted Weighted

Average Fair Average Fair

Shares Value Shares Value
1,043,66' $ 2.7z 431,60! $ 6.3¢
97,00 $ 2.42 32,33t $ 6.0C
(392,109 $ 2.5€ (48,859 % 9.4¢
(18,000 $ 5.7¢ — —
730,56¢ $ 2.6 41508! $ 5.9¢

As of May 29, 2011, there was $3.1 million of tatafecognized compensation expense related to t@a/eguity compensation
awards granted under the Company’s incentive gitaohks. Total expense is expected to be recognizedtbe weightedverage period of 1
years for stock options and 1.8 years for resttisteck awards
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9. Debt

On April 30, 2010 in conjunction with the acquisitiof Lifecore, Lifecore entered into a $20 milliGnedit Agreement with Wells
Fargo Bank N.A. (“Wells Fargo”) with a five yearre that provides for equal monthly principal payitseplus interest. The Credit
Agreement contains certain restrictive covenantsclvrequire Lifecore to meet certain financiatsecluding minimum levels of net
income, minimum quick ratio, minimum fixed coverag¢éio and maximum capital expenditures. All ofelcores assets have been pledge
secure the debt incurred pursuant to the Crediedment. Landec is the guarantor of the debt. Qguat 9, 2010 and September 14, 2010,
the Company amended its Credit Agreement with Wedigjo to modify certain financial covenants. &ngendment on August 9, 2010
amended the definition of the net income of Lifector exclude non-recurring expenses incurred imection with the acquisition of Lifecore
and to exclude expenses related to the impactjaoftuents from purchase accounting (e.g. invenstep-up, discount on the earn out, etc.)
as they relate to the minimum net income covengmd. aforementioned adjustments were made to thalifdrecast that the Company had
previously provided Wells Fargo which was the bé&sighe covenants in the Credit Agreement and Wwinere necessary for compliance as
of May 30, 2010. The amendment on September 1) athended the definition of the net income of tdie to include only the current
fiscal year to date results as compared to theiqguewrailing four quarter basis, so as to excleiilts prior to the acquisition. In addition,
minimum net income requirement for the first quaeieded August 29, 2010 was changed to $1.00 fie®0,800. The Company was in
compliance with all financial covenants as of M&y 2011.

On August 19, 2004, Lifecore issued variable ratiistrial revenue bonds (“IRB”). These bonds vemsumed by Landec in the
acquisition of Lifecore (see Note 2). The bondasaollateralized by a bank letter of credit whistsécured by a first mortgage on the
Company'’s facility in Chaska, Minnesota. In atit the Company pays an annual remarketing fealéq.125% and an annual letter of
credit fee of 0.50%.

Long-term debt consists of the following (in thonds):
May 29, 2011 May 30, 201(

Credit agreement with Wells Fargo; due in monttdyments of $333,333

through April 30, 2015 with interest payable mowtat Libor plus 2% per

annum $ 16,00 $ 19,66
Industrial revenue bond issued by Lifecore; duarinual payments through

2020 with interest at a variable rate set weeklyhHgybond remarketing age

(.40% and 2.56% at May 29, 2011 and May 30, 20d€pectively) 3,83( 4,10z
Total 19,83( 23,77(
Less current portion (4,330 (4,527)
Long-term portion $ 15,50 $ 19,24¢
The future minimum principal payments of the Compsauebt for each year presented are as followth@rnsands):

Wells

Fargo IRB Total
FY2012 $ 4,00C $ 33C $ 4,33(
FY2013 4,00( 34C 4,34(
FY2014 4,00( 35& 4,35t
FY2015 4,00( 36E 4,36¢
FY2016 — 37E 37t
Thereafter 2,068 2,06¢

$ 16,000 $ 3,83C $ 19,83(

The maturities on the IRB are held in a sinkingdfatcount, recorded in Other Current Assets iratttdmpanying Consolidated
Balance Sheets, and are paid out each year onnStegtdst.
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10. Derivative Financial Instruments

The Company is exposed to interest rate risks pifiyrarough borrowings under its Credit Agreemaiith Wells Fargo (see Note
9). Interest on all of the Company’s borrowingsiemnits Credit Agreement is based upon variabkrést rates. As of May 29, 2011, the
Company had borrowings of $16.0 million outstandimgler its Credit Agreement which bear interest ette equal to the one-month LIBOR
plus 2%. As of May 29, 2011, the interest ratdorrowings under the Credit Agreement was accrairi}25%.

In May 2010, the Company entered into a five-yaterest rate swap agreement under the Credit Agneewhich expires on April
30, 2015. The interest rate swap was designatactash flow hedge of future interest paymentsIBfOR and has a notional amount of $20
million. As a result of the interest rate swap saction, the Company fixed for a five-year perioed interest rate at 4.24% subject to market
based interest rate risk on $20 million of borraygrunder its Credit Agreement. The Company'’s alilins under the interest rate swap
transaction as to the scheduled payments were peachand secured on the same basis as is it@tblig under the Credit Agreement. As
of May 29, 2011 and May 30, 2010, the Companynaexbto Other Comprehensive Loss on the ConsotidB#dance Sheets an unrealized
loss of $267,000, net of taxes of $159,000 and R net of taxes of $105,000, respectively, essalt of the interest rate swap. The
unrealized loss was based on Level 2 hierarchfaforvalue measurements. If the interest rate s&waégrminated or the debt borrowed is
off prior to April 30, 2015, the amount of unre&izloss or gain included in Other Comprehensiverme (Loss) would be reclassified to
earnings. The Company has no intentions of tertimigahe interest rate swap or prepaying the delbité next twelve months. The interest
rate swap liability is included in other non curréabilities as of May 29, 2011 and May 30, 2010.

11. Income Taxes
The provision for income taxes consisted of thiofeing (in thousands):

Year endec Year endec Year endec
May 29, 2011 May 30, 201( May 31, 200¢

Current:

Federa $ 881 $ 844 $ 2,217
State 17€ 17C 88z
Total 1,057 1,01« 3,10(
Deferred:

Federa 3,14( 3,18¢ 2,06(
State (16) 62 451
Total 3,12¢ 3,24¢ 2,511
Income tax expense $ 4,181 $ 426z $ 5,611

The actual provision for income taxes differs frira statutory U.S. federal income tax rate as Wadl¢in thousands):
Year Ended  Year Ended  Year Ended
May 29, 2011 May 30, 201( May 31, 200¢

Provision at U.S. statutory rate | $ 2,83t $ 2,88¢ $ 4,66¢
State income taxes, net of federal ber 21z 217 1,02t
Goodwill impairment charg 1,84¢ — —
Change in valuation allowan: @) 39C —
Tax-exempt interes (115 (209) (19€)
Tax credit carryforward (637) (102 (159
Transaction Cosl — 982 —
Other 43 98 274

Total $ 4,181 $ 4,26z $ 5,611

(1) Statutory rate was 35% for fiscal years 2011,®and 2009.
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11. Income Taxes (continued)

The decrease in the income tax expense in fis@al3@L1 compared to fiscal years 2010 is due a@&tedse in taxable income
partially offset by an increase in the Companyfeafve tax rate to 52% in fiscal year 2011 up fréb8s in fiscal year 2010. The decrease in
the income tax expense in fiscal year 2010 compiaréidcal year 2009 is due to a 38% decreasexabia income partially offset by an
increase in the Company’s effective tax rate to 3d%scal year 2010 up from 42% in fiscal year 200Fhe effective tax rates for fiscal year
2011 differ from the statutory federal income taserof 35 percent as a result of several factochding state taxes, non-deductible stock-
based compensation expense, tax exempt intereshamwbodwill impairment charge. In addition te tibove, the Company was able to
further reduce the effective tax rate for fiscahy8011 as a result of being a recipient of a {hewtic drug credit award and the extension of
the federal research and development credit. Theetafe tax rates for the fiscal year ended MayZ,0 differ from the statutory federal
income tax rate of 35 percent as a result of séfactors, including state taxes, non-deductibtektbased compensation expense, tax ext
interest and accounting for transaction costs éstsutwith the Lifecore acquisition in fiscal ye20r10.

Significant components of deferred tax assets ifdities consisted of the following (in thousaids

May 29, 2011  May 30, 201(

Deferred tax asset

Net operating loss carryforwar $ 6 $ —
Research and AMT credit carryforwai 892 70&
Accruals and reserves, not currently deductibleds 627 1,52¢
Stocl-based compensatic 837 60%
Other 39¢€ 344
Gross deferred tax ass! 2,75¢ 3,18
Valuation allowance (389) (390
Net deferred tax asse 2,37t 2,792

Deferred tax liabilities

Basis difference in trading securiti (259) —
Depreciation and amortizatic (4,2979) (2,42%)
Goodwill and other indefinite life intangibles (8,62F) (7,906)
Deferred tax liabilities (13,177) (10,337)
Netdeferred tax (liabilities) assets $ (10,79¢ $ (7,539

Valuation allowances are reviewed each period @x gurisdiction by jurisdiction basis to analyzéether there is sufficient positi
or negative evidence to support a change in judgedsout the realizability of the related deferrad assets. Based on this analysis and
considering all positive and negative evidencegdetermined that a valuation allowance of $383,0@$%390,000 as of May 29, 2011 and
May 30, 2010, respectively, should be recordedrasalt of a book impairment loss on the Compaimwestment in Aesthetic Sciences as it
is more likely than not that a portion of the dedertax asset will not be realized in the forestehliure. The valuation allowance decrease
of $7,000 from the prior year was due to a changbé Company’s apportionment.

As of May 29, 2011, the Company had federal ant@ stat operating loss carryforwards of approxinya$2.7 million and $5.0
million, respectively. These losses expire in difg periods through 2030, if not utilized. Such ogerating losses consist of excess tax
benefits from employee stock option exercises an mot been recorded in the Company’s deferredgagts. The Company will record a
credit to additional paid in capital as and whechsexcess tax benefits are ultimately realized.
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11.. Income Taxes (continued)

The Company also had federal and state researctiematopment tax credits carryforwards of approxetya$2.2 million and $1.6 million,
respectively. The research and development taditararryforwards expire in different periods thgu2031 for federal purposes and have an
unlimited carryforward period for state purpos@se Company also has a federal therapeutic drugredit carryforward of $244,000 that

will expire in 2030. Furthermore, the Company feteral alternative minimum tax credits of approately $800,000 that can be carried
forward indefinitely. Certain tax credit carryoven® attributable to excess tax benefits from eyg#ostock option exercises and have not
been recorded in the Compasyleferred tax assets. The Company will recoreditto additional paid in capital as and when sextess ta
benefits are ultimately realized.

The accounting for uncertainty in income taxes gei@ed in an enterprise’s financial statementsqgiless a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return, and the derecognition of tax benefits,sifacmtion on the balance sheet, interest and piesahccounting in interim periods,
disclosure, and transition.

A reconciliation of the beginning and ending amoafninrecognized tax benefits is as follows (inubands):

As of

May 29, 201, May 30, 201( May 31, 200¢
Unrecognized tax benefi- beginning of the perio $ 86 $ 61¢ $ 67¢
Gross increase— tax positions in prior perio 28C 13¢ 16
Gross decreas+ tax positions in prior perio (310 (209%) (52)
Gross increase- curren-period tax position 75 332 14
Settlement: — (18) (39
Lapse of statute of limitations (159 — —
Unrecognized tax benefi- end of the perio $ 76C $ 86 $ 61¢

The unrecognized tax benefits at May 29, 2011, Bxy2010 and May 31, 2009 were $760,000, $868,80056819,000, of which
$601,000, $708,000 and $549,000, respectively,imfilact the effective tax rate. The Company accmiesest and penalties related to
unrecognized tax benefits in its provision for inmmtaxes. The total amount of penalties and intése®t significant as of May 29, 2011.
Additionally, the Company expects its unrecogniedbenefits to change by $240,000 within the d&xinonths related to the expiration of
tax attributes.

Due to tax attribute carryforwards, the Companguibject to examination for tax years 1996 forwandU.S. tax purposes. The
Company was also subject to examination in vargtate jurisdictions for tax years 1998 forward, @oif which were individually material.

12. Commitments and Contingencie:
Operating Leases

Landec leases facilities and equipment under opgriase agreements with various terms and camditiwhich expire at various
dates through fiscal year 2017.

The approximate future minimum lease payments utidese operating leases, excluding land leasé4ayt?9, 2011 are as follows
(in thousands):

Amount

FY2012 $ 734
FY2013 607
FY2014 50¢
FY2015 307
FY2016 261
Thereafter 152

$ 2,571
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12. Commitments and Contingencies (continued

Rent expense for operating leases, including mnthonth arrangements was $1.2 million for thedisear ended May 29, 2011,
$1.5 million for the fiscal year ended May 30, 2@ $1.6 million for the fiscal year ended May 3Q09.

Employment Agreements

Landec has entered into employment agreementsceithin key employees. These agreements providedee employees to
receive incentive bonuses based on the financi&imeance of certain divisions in addition to theimual base salaries. The accrued
incentive bonuses amounted to $347,000 at May @Bl 2nd $359,000 at May 30, 2010.

Licensing Agreement

In fiscal year 2001, the Company entered into ar@gent for the exclusive worldwide rights to maidgapes under certain brand
names. Under the terms of the amended agreemmarn(ied in fiscal year 2004), the Company is obdigad make one final payment of
$50,000 in fiscal year 2012.

Purchase Commitments

At May 29, 2011, the Company was committed to paseh$2.2 million of produce during fiscal year 2@12accordance with
contractual terms. Payments of $10.4 million weegle in fiscal year 2011 under these arrangements.

Loss Contingencies
As of May 29, 2011, the Company is not a partyrtg legal proceedings.
13. Employee Savings and Investment Plar

The Company sponsors a 401(k) plan which is aviailebsubstantially all of the Company’s employdemdec’s Corporate Plan,
which is available to all Landec employees (“Lané¢an”), allows participants to contribute from 1&%0% of their salaries, up to the
Internal Revenue Service (IRS) limitation into dgsited investment funds. Beginning in fiscal y2@01, the Company amended the plan so
that it contributes an amount equal to 50% of thtigipants’ contribution up to 3% of the partiaipsl salary. In May 2003, the Company
again amended the plan to make the Company’s nmgtclaintribution to the plan on behalf of particifsawoluntary, and to make employees
participation in the plan voluntary. In June 20t Company again amended the plan to increasenthpany match from 50% on the first
6% contributed by an employee to 67% on the fitstddntributed. Participants are at all times fuigsted in their contributions. The
Company's contribution vests annually over a fgesr period at a rate of 25% per year. The Compatayns the right, by action of the Bo
of Directors, to amend, modify, or terminate thaml For the fiscal years ended May 29, 2011, M3y2810 and May 31, 2009, the
Company contributed $720,000, $368,000 and $341,68Xpectively, to the Landec Plan.
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14. Business Segment Reporting

The Company manages its business operations thfouglstrategic business units. Based upon thernmdtion reported to the chief
operating decision maker, who is the Chief Exeau@fficer, the Company has the following reporta#gments : the Food Products
Technology segment, the Commaodity Trading segmbatHyaluronan-based Biomaterials segment and ¢seiology Licensing segment.
The Food Products Technology segment markets aclc gpecialty packaged whole and fresh-cut vegesahht incorporate the
BreatheWay specialty packaging for the retail grpcelub store and food services industry. In &ddj the Food Products Technology
segment sells BreatheWay packaging to partnensdiofvegetable products. The Food Export segmertisis of revenues generated from
the purchase and sale of primarily whole commoaifiitit and vegetable products to Asia and domesdticalhe Hyaluronan-based
Biomaterials segment sells products utilizing hyahan, a naturally occurring polysaccharide thatidely distributed in the extracellar
matrix of connective tissues in both animals anch&ms for medical use primarily in the Ophthalmicth@pedic and Veterinary markets. 1
Technology Licensing segment licenses Landec’spedielntellicoat seed coatings to the farming itiduand licenses the Company’s
Intelimer polymers for personal care products atheindustrial products. Corporate includes caapgeneral and administrative expenses,
non Food Products Technology interest income andpgamy-wide income tax expenses. All of the assktise Company are located within
the United States of America. The Company’s iradaomal sales are primarily to Canada, Taiwan, Belg Indonesia, China and Japan.
Operations and identifiable assets by business eeigoonsisted of the following (in thousands):

Hyaluronan-
Food Products based Technology

Fiscal Year Ended May 29, 20 Technology Food Expor Biomaterials Licensing Corporate TOTAL
Net sales $ 175,66 $ 61,66 $ 32,508 % 6,897 $ — 8 276,72¢
International sale $ 18,58C $ 61,21 $ 24,02¢  $ o s o s 103,81¢
Gross profit $ 18,88¢ $ 3901 $ 17,231  $ 6,67t $ — 8 46,69t
Net income (loss $ 820C $ 1617 $ 727¢  $ (2,509 $ (10,67) $ 3,92(
Identifiable asset $ 88,247 $ 16,32 $ 83,95 $ 7521 $ 10,27¢  $ 206,31:
Depreciation and amortizatic $ 3172 $ 8 $ 1,97 $ 15¢ % — % 5,31:
Capital expenditure $ 3620 $ — 3 2817 $ 247 % — 3 6,684
Dividend income $ 328 $ — % — % —  $ — % 32€
Interest incom: $ 12¢ % — 3 164 $ — 3 137 % 43C
Interest expens $ 2 % — % 81 $ — % — % 82C
Income tax expens $ — 3 —  $ — 8 — 3 4,181 $ 4,181
Impairment charge $ — —  $ — 4,780 % — 3 4,78(
Fiscal Year Ended May 30, 20

Net sales $ 175,04t $ 54,92¢ $ 1,457 $ 6,79t $ — 8 238,22:
International sale $ 15,71«  $ 52,31¢ $ 602 $ o s o s 68,63¢
Gross profit $ 2251« % 3,90¢ $ 81t $ 6,531 $ — 8 33,76¢
Net income (loss $ 11,051 $ 1,78¢ $ 13 3 2647 $ (11,51¢ $ 3,98¢
Identifiable asset $ 75,280 $ 1397¢ $ 79,60¢ $ 11,84¢  $ 19,48¢ $ 200,19°
Depreciation and amortizatic $ 3,058 % 8 $ 141 $ 16C $ — % 3,36¢
Capital expenditure $ 4212 3% — 3 73¢ % 241 % — 3 5,192
Interest incom: $ 228 % — % 8 $ — % 602 $ 834
Interest expens $ 12 % — 3 76 $ — 3 — 3 88
Income tax expens $ — % —  $ —  $ — % 426 3% 4,262
Impairment charge $ — 3 —  $ — 3 1,00C $ — 3 1,00¢
Fiscal Year Ended May 31, 20

Net sales $ 168,25¢ $ 60,44t % — 3 7231 $ —  $ 235,93t
International sale $ 14,390 $ 55,267 $ — % o s o s 69,66(
Gross profit $ 23,38¢ $ 36571 $ — 3 7231 $ — 8 34,28(
Net income (loss $ 11,27¢  $ 1558 % —  $ 489: $ (9,997) $ 7,73C
Identifiable asset $ 75,466 $ 14,32¢  $ — % 12,27¢  $ 51,42t $ 153,49¢
Depreciation and amortizatic $ 2947 $ 14 % — 3 17¢ % — 3 3,13¢
Capital expenditure $ 4367 $ — % — % 20¢ % — % 4,57¢
Interest incom: $ 38 % — 3 — 3 — 3 921 $ 1,30¢
Interest expens $ 8 $ — % — % —  $ — % 8
Income tax expens $ — 3 —  $ — — 3 5611 $ 5,611
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15. Quarterly Consolidated Financial Informdion (unaudited)

The following is a summary of the unaudited quaytezsults of operations for fiscal years 2011, 2@hd 2009 (in thousands, exc
for per share amounts):

FY 2011 1st Quarte 2nd Quarte 3rd Quarte 4th Quarte FY 2011
Revenue: $ 64,95: $ 70,16¢ $ 73,50¢ % 68,10C $ 276,72¢
Gross profit $ 11,817 % 11,85 % 12,470 $ 10,54¢ $ 46,69¢
Net income (loss $ 2,30 % 2,058 % 2,29¢ % (2,737 $ 3,92(
Net income (loss) per basic shi $ 0.0¢ $ 0.0¢ $ 0.0¢ $ (0.10 $ 0.1¢
Net income (loss) per diluted sh: $ 0.0¢ $ 0.0¢ $ 0.0¢ $ 0.10 $ 0.1f

FY 2010 1st Quarte 2nd Quarte 3rd Quarte 4th Quarte FY 201(
Revenue: $ 60,94 $ 60,93 $ 58,13 $ 58,21t $ 238,22«
Gross profit $ 8,87C $ 7417 $ 8,127 $ 935 $ 33,76¢
Net income (loss $ 2,18¢ $ 1,53¢ $ 1,73¢  $ (1,46¢) $ 3,98¢
Net income (loss) per basic shi $ 0.0¢ $ 0.0¢e $ 0.07 $ (0.06) $ 0.1¢
Net income (loss) per diluted sh: $ 0.0¢ $ 0.06 $ 0.07 $ (0.06) $ 0.1fF

FY 2009 1st Quarte 2nd Quarte 3rd Quarte 4th Quarte FY 200¢
Revenue! $ 71,75: % 58,03t $ 53,91 $ 52,23t $ 235,93¢
Gross profit $ 10,12 % 7557 $ 7,591 $ 9,00¢ $ 34,28(
Net income $ 2,83¢ $ 1,49 $ 154C $ 1,85 % 7,73(C
Net income per basic she $ 011 $ 0.06 $ 0.06 $ 0.07 $ 0.3C
Net income per diluted sha $ 011 $ 0.0e $ 0.0e $ 0.07 $ 0.2¢

16. Subsequent Events

The Company has evaluatesubsequent events through the date these consdlitinincial statements were filed with the Seis
and Exchange Commission.
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(b) Index of Exhibits.

Exhibit
Number: Exhibit Title
3.1 Certificate of Incorporation of Registrantorporated herein by reference to Exhibit 3.1theRegistrant’s Current Report
on Form K dated November 7, 200
3.2 Amended and Restated Bylaws of Registrantrporated herein by reference to Exhibit 3.hRegistrant’s Current
Report on Form-K dated December 16, 20C
10.1 Form of Indemnification Agreement, incorged herein by reference to Exhibit 10.1 to theifeant’'s Annual Report on
Form 1(-K for the fiscal year ended May 29, 20!
10.2* Form of Option Agreement for 1995 DirestdBtock Option Plan, incorporated herein by raieeeto Exhibit 10.4 to the
Registrar's Annual Report on Form -K for the fiscal year ended October 31, 1€
10.3 Industrial Real Estate Lease dated Mard®23 between the Registrant and Wayne R. BrowrilbiB Brown, Trustees of
the Wayne R. Brown & Bibbits Brown Living Trust @at December 30, 1987, incorporated by referen&sxibit 10.6 to
the Registrar's Registration Statement on Fori-1 (File No. 3:-80723) declared effective on February 12, 1¢
10.4* Form of Option Agreement for the 1996 NBxecutive Stock Option Plan, as amended, incorpdriagrein by reference to
Exhibit 10.16 to the Registre’s Annual Report on Form -K for the fiscal year ended October 31, 1¢
10.5* 1996 Amended and Restated Stock Option,&orporated herein by reference to Exhibit ZGd the Registrant’s
Quarterly Report on Form -Q for the fiscal quarter ended April 29, 20!
10.6* Form of Option Agreement for 1996 Amended Restated Stock Option Plan, incorporated héneneference to Exhibit
10.17 to the Registre’s Quarterly Report on Form -Q for the fiscal quarter ended April 30, 19
10.7* New Executive Stock Option Plan, incorporated hrebsi reference to Exhibit 10.30 to the Regist's Annual Report on
Form 1(-K for the fiscal year ended October 29, 2C
10.8* 1996 Non-Executive Stock Option Plan, eeaded, incorporated herein by reference to Exhibis5 to the Registrant’s
Annual Report on Form =K for the fiscal year ended October 28, 2C
10.9* Employment Agreement between the Registiad Gary T. Steele effective as of January 192B@orporated herein by
reference to Exhibit 99.1 to the Regist’'s Current Report on Forn-K dated December 16, 20!
10.10 Supply Agreement between the Registrasht®goio Fresh LLC and the Growers listed thereinedas of July 3, 2003,
incorporated herein by reference to Exhibit 2.8 Registrars Current Report on Forn-K dated July 3, 200:
10.11* 1995 Directors’ Stock Option Plan, as ades, incorporated herein by reference to Exhidib2 to the Registrant’s Annual

Report on Form 1-Q for the fiscal quarter ended May 25, 20
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Exhibit

Number:

Exhibit Title

10.12#

10.13*

10.14*

10.15*

10.16*

10.17*

License and research and developmeng¢agre between the Registrant and Air Products draarials, Inc. dated March
14, 2006, incorporated herein by reference to BExhih63 to the Registrant’'s Annual Report on FA®RK for the fiscal
year ended May 28, 200

2005 Stock Incentive Plan, incorporatecein by reference to Exhibit 99.1 to the Regigtsa@urrent Report on Form 8-K
dated October 14, 200

Form of Stock Grant Agreement for 2006c&tIncentive Plan, incorporated herein by refeestacExhibit 99.2 to the
Registrant's Current Report on For-K dated October 14, 200

Form of Notice of Stock Option Grant &imhck Option Agreement for 2005 Stock IncentivenPiacorporated herein by
reference to Exhibit 10.66 to the Regist’s Annual Report on Form -K for the fiscal year ended May 28, 20!

Form of Stock Unit Agreement for 2005 &tdncentive Plan, incorporated herein by referendexhibit 10.67 to the
Registrar's Annual Report on Form -K for the fiscal year ended May 28, 20!

Form of Stock Appreciation Right Agreerhéar 2005 Stock Incentive Plan, incorporated hetsi reference to Exhibit 99.5
to the Registrant's Current Report on Fo-K dated October 14, 200
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Exhibit
Number: Exhibit Title

10.20 Agreement and Plan of Merger between La@teporation, a California corporation, and thgiReant, dated as of
November 6, 2008, incorporated herein by referéadexhibit 2.1 to the Registre’s Current Report on Form 8-K dated
November 7, 200¢

10.21* 2009 Stock Incentive Plan, incorporatecein by reference to Exhibit 99.1 to the Regigtsa@urrent Report on Form 8-K
dated October 19, 200

10.22* Form of Stock Grant Agreement for 2008cRtincentive Plan, incorporated herein by refeesiocExhibit 99.2 to the
Registrant's Current Report on For-K dated October 19, 200

10.23* Form of Notice of Stock Option Grant &ithck Option Agreement for 2009 Stock IncentivenPiacorporated herein by
reference to Exhibit 99.3 to the Registrant's QatrReport on Form-K dated October 19, 200

10.24* Form of Stock Unit Agreement for 2009 &tdncentive Plan, incorporated herein by refereidexhibit 99.4 to the
Registrant's Current Report on For-K dated October 19, 200

10.25* Form of Stock Appreciation Right Agreement for 2®ck Incentive Plar
incorporated herein by reference to Exhibit 99.fhtoRegistrant's Current Report on Fol-K dated October 19, 200

10.26*
First Amendment to Executive Employment betwdenRegistrant and Gary Steele dated as of Deaeb®h@009,
incorporated herein by reference to Exhibit 10.thtoRegistrars Current Report on Forn-K dated December 15, 20C

10.27
Stock Purchase Agreement by and among the RagisLifecore Biomedical, Inc., Lifecore BiomedicLLC and Warburg
Pincus Private Equity IX, L.P., dated April 30, 2Qincorporated herein by reference to Exhibit 16.the Registrant’s
Current Report on Form-K dated May 5, 201(

10.28 Credit Agreement by and between Lifecamigdical, LLC and Wells Fargo Bank, N.A. dated i\g©, 2010, incorporated
herein by reference to Exhibit 10.2 to the Regid's Current Report on Forn-K dated May 5, 201(

10.29 Continuing Guaranty Agreement by and beiwtbe Registrant and Wells Fargo Bank, N.A., daedl 30, 2010,
incorporated herein by reference to Exhibit 10.8h®Registrars Current Report on Forn-K dated May 5, 201(

10.30 Amendment No. 1 to the Credit Agreemenay between Lifecore Biomedical, LLC and WellsgéaBank, N.A. dated

August 9, 2010

10.31 Amended and Restated License, Supply and R&D Agee¢tated November 27, 2009 by and among the Ragist.ande
Ag, LLC and Monsanto Company, incorporated by wfee to Exhibit 10.25 to the Registrant’s Curreep&®t on Form 8
dated December 3, 20C

10.32 Amendment No. 2 to the Credit Agreemenafy between Lifecore Biomedical, LLC and WellsgéaBank, N.A. dated

September 14, 2010, incorporated herein by referem&xhibit 10.32 to the Registrant’s Current Répa Form 10-Q for
the fiscal quarter ended August 29, 2C
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Exhibit
Number: Exhibit Title

10.33 Share Purchase Agreement, dated FebrGaB011, by and between Apio, Inc. and Windset khajsl 2010 Ltd.,
incorporated herein by reference to Exhibit 10.thtoRegistrars Current Report on Forn-K dated February 18, 201

10.34* 2012 Cash Bonus Plan, incorporated herein by neferto the Registrg’s Current Report on Forn-K dated May 27, 201:

21.1 Subsidiaries of the Registre State of Incorporatio
Landec Ag, LLC Delaware
Apio, Inc. Delaware
Lifecore Biomedical, Inc Delaware

23.1+ Consent of Independent Registered Public Accourking

24.1+ Power of Attorney- See page 9

31.1+ CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 200z
31.2+ CFO Certification pursuant to section 302 of theb&ae-Oxley Act of 200z
32.1+ CEO Certification pursuant to section 906 of theb8ae-Oxley Act of 200z

32.2+ CFO Certification pursuant to section 906 of theb@ae-Oxley Act of 2002

* Represents a management contract or compensatmyoplarrangement required to be filed as an extabthis repoi
pursuant to Iltem 15(b) of Form -K.

+ Filed herewith

# Confidential treatment requested as to aegartions. The term “confidential treatment” ahd mark “*” as used

throughout the indicated Exhibit means that maltéda been omitter
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SIGNATURES

Pursuant to the requirements of section 13 or 1&f(the Securities Exchange Act of 1934, the Regjigthas duly caused this Rej
on Form 10K to be signed on its behalf by the undersignedrethnto duly authorized, in the City of Menlo Pastate of California, c

August 5, 2011.

POWER OF ATTORNEY

LANDEC CORPORATION

By: /s/ Gregory S. Skinne

Gregory S. Skinne
Vice President of Finance and Administrat
and Chief Financial Office

KNOW ALL PERSONS BY THESE PRESENTS, that each persn whose signature appears below hereby constitutesd
appoints Gary T. Steele and Gregory S. Skinner, andach of them, as his attorney-ifact, with full power of substitution, for him in
any and all capacities, to sign any and all amendmeés to this Report on Form 10K, and to file the same, with exhibits thereto an
other documents in connection therewith, with the &curities and Exchange Commission, hereby ratifyingand confirming our
signatures as they may be signed by our said attoey to any and all amendments to said Report on Forrh0-K.

Pursuant to the requirements of the Securities Exadmnge Act of 1934, this Report on Form 10- khas been signed by tt
following persons in the capacities and on the dadandicated:

Signature Date
/s| Gary T. Steel
Gary T. Steele President and Chief Executivéc®ffand Director August 5, 2011

/s| Gregory S. Skinne

Gregory S. Skinner

/s/ Nicholas Tompkin

Nicholas Tompkin:

/s/ Robert Tobir

Robert Tobir

/s/ Duke K. Bristow, Ph.[

Duke K. Bristow, Ph.C

/sl Frederick Fran

Frederick Fran}

/s/ Stephen E. Halpri

Stephen E. Halpri

/s/ Richard S. Schneider, Ph

Richard S. Schneider, Ph

/s/ Steven Goldb

Steven Goldb

/s/ Richard Dean Holli

Richard Dean Hollit

(Principal Executive Officer

Vice President of Finance Adihinistration and
Chief Financial Officer (Principal Financial and
Accounting Officer)

Chairman of the Board of Apio, Inc. and Direc

Director

Director

Director

Director

Director

Director

Director
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Exhibit
Number

EXHIBIT INDEX

Exhibit Title

23.1

241

31.1

31.2

32.1

32.2

Consent of Independent Registered Public Accourking

Power of Attorney. See page

CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 2002
CFO Certification pursuant to section 302 of theb8ae-Oxley Act of 2002
CEO Certification pursuant to section 906 of theb&ae-Oxley Act of 2002

CFO Certification pursuant to section 906 of theb&ne-Oxley Act of 2002
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Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statement (Form S-8 Nos. 333-109889;89368, 333-62866, 333-06163,
333-29103, 333-80313, 333-52339, 333-129895 anel83326) pertaining to the Non-Plan Stock Optid#0d Stock Option Plan, New
Executive Stock Option Plan, 1995 Employee Stoaklfase Plan, 1995 Directors' Stock Option Plang19®ck Option Plan, 1996 Non-
Executive Stock Option Plan, 1988 Incentive Stogki@h Plan, 2005 Stock Incentive Plan and 2009IShocentive Plan of our reports dated
August 5, 2011, with respect to the consolidatedritial statements of Landec Corporation and tleetéfeness of internal control over
financial reporting of Landec Corporation, includadhis Annual Report (Form 10-K) for the year eddMay 29, 2011.

/s/ ERNST & YOUNG LLF

San Fransciso, California
August, 5, 2011




Exhibit 31.1
CERTIFICATIONS

I, Gary T. Steele, certify that:
1. | have reviewed this annual report on Form 16fKandec Corporation;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or enttate a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nieadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thisnaial report, fairly present in all
material respects the financial condition, resofteperations andcash flows of the registrant as of, and for, thegas presented in this
report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant anddiav

(a) Designed such disclosure controls and phaes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial reéipgr;, or caused such internal control over finaha@gaorting to be designed unc
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principl

(c) Evaluated the effectiveness of the regissadisclosure controls and procedures and pregemtthis report our conclusions about

the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyé¢port based on such
evaluation; ant

(d) Disclosed in this report any change inrggistrant’s internal control over financial repiogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s foigbal quarter in the case of an annual repod) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
function):

(a) All significant deficiencies and materiataknesses in the design or operation of internarabover financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refgmancial information; ani

(b) Any fraud, whether or not material, thatalves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: August 5, 2011
/s| Gary T. Steel
Gary T. Steelt
President and Chief Executive Offic




Exhibit 31.z
I, Gregory S. Skinner, certify that:

1. | have reviewed this annual report on Form 16fKandec Corporation;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or enittate a material fact necessary to

make the statements made, in light of the circuntstsunder which such statements were made, nieadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéiav

(@) Designed such disclosure controls and pruaesg or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financial réjpgr, or caused such internal control over finahaaorting to be designed unc
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordanchk geierally accepted accounting princip

(c) Evaluated the effectiveness of the registatisclosure controls and procedures and presémthis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in #gistrant’s internal control over financial repogdithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
function):

(@) All significant deficiencies and materialakmesses in the design or operation of internalrobaver financial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, thataohxes management or other employees who have His#nt role in the registrant's
internal control over financial reportin

Date: August5, 2011

/sl Gregory S. Skinne

Gregory S. Skinne

Vice President of Finance and Administrat
and Chief Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Landec Gogtion (the “Company”) on Form 10-K for the periedding May 29, 2011 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, Gary T. Ste€lhief Executive Officer and President
of the Company, certify, pursuant to 18 U.S.C. §@,3&s adopted pursuant to 8 906 of the Sarbanksr@xt of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and result of operations of 1
Company.

Date: August5, 2011

/s| Gary T. Steel

Gary T. Steelt

Chief Executive Officer and Preside
(Principal Executive Officer

*

The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandsyOXxct of 2002 (subsections

(a) and (b) of Section 1350, Chapter 63 of Title UBited States Code) and is not being filed as gfathe Form 10-K or as a
separate disclosure docume




Exhibit 32.z

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Landec Gogtion (the “Company”) on Form 10-K for the periedding May 29, 2011 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Gregory S.rdler, Vice President and Chief

Financial Officer of the Company, certify, pursuémtl8 U.S.C. § 1350, as adopted pursuant to &9@te Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and result of operations of 1
Company.

Date: August5, 2011

/s/ Gregory S. Skinng

Gregory S. Skinne

Vice President and Chief Financial Offic
(Principal Accounting Officer

*

The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandsyOXxct of 2002 (subsections

(a) and (b) of Section 1350, Chapter 63 of Title UBited States Code) and is not being filed as gfathe Form 10-K or as a
separate disclosure docume




