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PART I. FINANCIAL INFORMATION
Item 1 . Financial Statements
LANDEC CORPORATION

CONSOLIDATED BALANC E SHEETS
(In thousands)

November 28, May 30,
2004 2004
(Unaudited)
ASSETS
Current Assets
Cash and cash equivale $ 6,21t $ 6,45¢
Accounts receivable, less allowance for doubtfgbants of $240 and $265 at November
28, 2004 and May 30, 20( 15,40 14,85
Accounts receivable, related pa 343 49¢
Inventory 17,25¢ 11,22%
Notes and advances receiva 1,04z 1,144
Notes receivable, related pa 13¢ 30¢€
Prepaid expenses and other current assets 1,737 1,527
Total Current Assets 42,13 36,01
Property and equipment, r 18,77 18,34
Goodwill, net 25,98 25,98
Trademarks and other intangible, 11,90¢ 11,737
Notes receivabl 504 60t
Notes receivable, related pa 55 96
Other assets 154 23C
Total Assets $ 99,50¢ $ 93,007
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities:
Accounts payabl $ 16,46¢ $ 14,96(
Related party payable 19z 43C
Accrued compensatic 1,65z 1,57C
Other accrued liabilitie 2,84¢ 2,50¢
Deferred revenu 3,19: 807
Lines of credi 4,19: 5,31%
Current maturities of long term debt 1,79: 1,50t
Total Current Liabilities 30,33¢ 27,09t
Long term debt, less current maturit 2,80¢ 2,17¢
Other liabilities 598 637
Minority interest 1,281 1,552
Shareholder Equity:
Common stocl 121,28 116,84:
Accumulated deficit (56,797 (55,297
Total Shareholders’ Equity 64,49( 61,54¢
Total Liabilities and Shareholders’ Equity $ 99,50¢ $ 93,00%

See accompanying notes.
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Revenues
Product sale
Services revenue
Services revenue, related pa

Research, development and royalty revel

Royalty revenues, related pa
License fees
Total revenues

Cost of revenue
Cost of product sale
Cost of product sales, related pe
Cost of services revenue

Total cost of revenue

Gross profit

Operating costs and expens

Research and developmt

Selling, general and administrative
Total operating costs and expenses
Operating loss

Interest incom

Interest expens

Other expense

Net loss

Dividends on Series B preferred stock
Net loss applicable to common shareholc
Basic and diluted net loss per share

Shares used in per share computation

LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF OP ERATIONS
(Unaudited)

(In thousands, except per share amounts)

Three Months Ended

Six Months Ended

November 28,

November 30,

November 28,

November 30,

2004

49,69¢ 41,98¢ $ 95,25: 80,81¢
O 9 11 2,08:
87¢€ 1,06 2,027 1,82¢
23 60 63 177
54 127 12¢ 127
22 22 44 44
50,67 43,26t 97,52t 85,06¢
42,74¢ 36,61¢ 81,23¢ 69,40
1,50¢ 1,177 3,39t 2,28¢
421 43¢ 1,15¢ 2,26¢
44.67¢ 38,23t 85,78¢ 73,95,
5,99¢ 5,03( 11,73¢ 11,11:
685 997 1,48¢ 1,91¢
5,94¢ 5,221 11,32: 10,70«
6,631 6,21¢ 12,81( 12,62:
(635) (1,189 (1,079 (1,51))
9 38 19 91
(87) (259) (205) (539)
(95) (174) (240) (254)
(80€) (1,589 (1,500 (2,207
0 (115) 0 (22¢)
(80€) (1,699 $ (1,500 (2,43Y)
(0.09) (0.0 $ (0.0€) (0.12)
23,59¢ 21,23: 23,39¢ 21,21¢

See accompanying notes.
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLO WS
(Unaudited)

(In thousands)

Six Months Ended

November 28,

November 30,

Cash flows from operating activitie
Net loss $
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Write down of goodwill
Gain on disposal of property and equipment
Minority interest
Changes in current assets and liabilit
Accounts receivable, n
Inventory
Notes and advances receiva
Prepaid expenses and other current a:
Accounts payabl
Grower payables
Related party payabl:
Accrued compensatic
Other accrued liabilitie
Deferred revenue

Net cash used in operating activit

Cash flows from investing activitie
Purchases of property and equipm
Change in other assets and liabilil
Change in restricted cash

Net cash used in investing activit|

Cash flows from financing activitie
Proceeds from sale of common st
Borrowings on lines of cred

Payments on lines of cre«

Payments on long term de

Proceeds from issuance of long term debt
Distributions to minority interest

Net cash provided by financing activiti

Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period $

Supplemental schedule of noncash investing andding activities
Sale of assets and services for notes receivable

Issuance of Series B preferred stock as dividem@&seties B preferred stockholders

2004 2003
(1,500 $ (2,207)
1,70¢ 1,75¢

0 12C

39 0
27¢ 321
(395) 4,19z
(6,029) (4,955)
411 1,167
(210) (1,485)
1,50€ (2,079)
0 (3,234
(237) (24¢)
83 (51)
34z (790)
2,38¢ 2,65¢
(1,629) (4,842)
(2,089 (1,699
(21€) (279
0 657
(2,307) (1,32])
4,441 237
55,93¢ 53,48(
(57,067) (47,569
(280) (1,23¢)
1,20C 0
(550) (154)
3,68¢ 4,76z
(249) (1,409
6,45¢ 3,69¢
6,21 $ 2,29¢
$ — $ 23¢
$ — $ 22¢

See accompanying notes.
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LANDEC CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation

Landec Corporation and its subsidiaries (“Landeacthe “Company”) design, develop, manufacture, selitemperature-activated
and other specialty polymer products for a varadtjood products, agricultural products, and liashgartner applications. The Company
markets and distributes hybrid corn seed to farrttemugh its Landec Ag, Inc. (“Landec Ag”) subsigiand specialty packaged fresh-cut
vegetables and whole produce to retailers, clutest@nd foodservice companies primarily in thetéthStates and Asia through its Apio, |
(“Apio”) subsidiary.

The accompanying unaudited consolidated finant@éments of Landec have been prepared in accadeitit accounting
principles generally accepted in the United Stéde#terim financial information and with the imgttions for Form 10-Q and Article 10 of
Regulation S-X. In the opinion of managementadjustments (consisting of normal recurring ac&uladve been made which are necessary
to present fairly the financial position at NovemB8, 2004 and the results of operations and dasfsffor all periods presented. Although
Landec believes that the disclosures in these diahrtatements are adequate to make the informptiesented not misleading, certain
information normally included in financial statenteand related footnotes prepared in accordandeagitounting principles generally
accepted in the United States have been condenseditbed per the rules and regulations of the 8tes and Exchange Commission. The
accompanying financial data should be reviewedimnjunction with the audited financial statementd ancompanying notes included in
Landec’s Annual Report on Form 10-K for the fisgahr ended May 30, 2004.

The results of operations for the three and sixthmended November 28, 2004 are not necessarilgaitinke of the results that may
be expected for an entire fiscal year. For instadae to the cyclical nature of the corn seedstrgua significant portion of Landec Ag
revenues and profits will be concentrated ovemarfeonths during the spring planting season (gelyedaking Landec’s third and fourth
fiscal quarters). In addition, Landec Ag purchasa® seed and collects cash deposits from farinexdvance of shipping the corn during
Company'’s third and fourth quarters. The incredseels of inventory and deferred revenue at Novem28, 2004 compared to May 30,
2004 reflect the seasonal nature of Landec Ag'd besiness. In February 2003, the Company chaitgiédcal year end from a fiscal year
including 52 or 53 weeks that ended on the lasti8yin October to a fiscal year including 52 oniks that ends on the last Sunday in
May.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States requires
management to make certain estimates and assumphiainaffect the reported amounts of assets ahilifies and disclosures of contingent
assets and liabilities at the date of the finanstalements and the reported results of operationisg the reporting period. Actual results
could differ materially from those estimates.

For instance, the carrying value of notes and aclk®receivable, as well as investments in farmatiyities, are impacted by current
market prices for the related crops, weather canditand the fair value of the underlying secuoityained by the Company, such as, liens on
property and crops. The Company recognizes loskes it estimates that the fair value of the relateps or security is insufficient to cover
the advance, note receivable or investment.

Recent Accounting Pronouncements

On December 16, 2004, the FASB issued an amendm&#&SB Statement No. 128¢counting for Sock-Based Compensation.
The amendment requires all share-based paymeatsptoyees, including grants of employee stock ogtito be recognized in the statement
of operations based on their fair values. The atmemt is effective for the Company in the first daeof fiscal year 2006. The Company
intends to continue to grant stock-




based compensation to employees, and the adogdtibe aew standard may have a material impact erture results of operations.
Reclassifications

Certain reclassifications have been made to peaod financial statements to conform to the curperriod presentation.
2. Exit of Domestic Commodity Vegetable Business

Effective June 30, 2003, the Company exited thilngedf domestic commaodity vegetable products asld sertain assets associated
with this business to Apio Fresh LLC (“Apio Fresh’Apio Fresh is owned by a group of entities aacspns that supply produce to Apio.
One of the owners of Apio Fresh is the Apio CECe(Bete 8). Under the terms of the sale, Apio Fmsichased certain equipment and
carton inventory from the Company at their net beakie of approximately $410,000 in exchange fdesaeceivables due in monthly
installments over 24 months. In addition, Apiolwi providing information technology service toidfresh for 36 months in exchange fi
note receivable for $235,000. In connection wlith $ale, Apio Fresh will pay the Company angoing royalty fee per carton sold for the |
of Apio’s brand names. Apio Fresh and its ownemgne also entered into a long-term supply agreeméhtthe Company to supply produce
to Apio for its fresh-cut, value-added business afresult of the sale, the Company recorded duhiadirst quarter of fiscal year 2004, a
write down of goodwill of $120,000 allocable toghiusiness.

3. Licensing Agreement

On September 3, 2004, the Company entered intol@year joint technology and licensing agreemeithwChiquita Brands
International, Inc. (“Chiquita”) to provide Landedntelimer packaging technology for Chiquita baaseanThe Company expects to start
selling its technology products to Chiquita durthg second half of fiscal year 2005. The reveritgs this agreement are not expected to be
material in the current fiscal year. In additidme two companies entered into a stock purchaseiagnmt, whereby the Company sold to
Chiquita 486,111 shares of Landec Common Stockanli@r 14, 2004 for $3.5 million in cash.

4. Stock-Based Compensation

As permitted by Statement of Financial Accountingn8lards No. 123, “Accounting for Stock-Based Conspdéion,” SFAS 123), a
amended by Statement of Financial Accounting Stafsdiso. 148, “Accounting for Stock-Based Compermseatt Transition and
Disclosure,” (SFAS 148), the Company elected tdioae to apply the provisions of Accounting PrideiBoard Opinion No. 25,
“Accounting for Stock Issued to Employees,” (APB) 2&d related interpretations in accounting foeitgployee stock option and stock
purchase plans. The Company is not required un&& 25 and related interpretations to recognize @raation expense in connection with
its employee stock option and stock purchase plamess the exercise price of the Company’s emplayeck options is less than the market
price of the underlying stock at the date of grant.

Pro forma information regarding net loss and nss per share is required by SFAS 148 and has temuned as if the Company
had accounted for its employee stock options utidefair value method prescribed by SFAS 123. Hirevialue for these options was
estimated at the date of grant using the Black-Eshaption valuation model with the following wetgh average assumptions: risk-free
interest rates ranging from 3.35% to 3.47% forttiree months ended November 28, 2004, 3.18% t®8f28the three months November
30, 2003; 3.35% to 3.93% for the six months endedeber 28, 2004, and 2.27% to 3.37% for the sinttrended November 30, 2003; a
dividend yield of 0.0% for the three and six monginsled November 28, 2004 and November 30, 2008}adility factor of the expected
market price of the Compargsftommon stock of 0.59 and 0.77 as of Novembe2@84 and November 30, 2003, respectively; and ghted
average expected life of the options of 4.61 yaars5. 14 years for the three and six months ended Noge2®, 2004 and November 30,
2003, respectively.




For purposes of pro forma disclosures, the estidnfaie value of the options is amortized to expemger the vesting period of the
options using the straight-line method. The Commpyo forma information follows (in thousands egtéor per share data):

Three Months Ended Six Months Ended
November 28, November 30, November 28, November 30,
2004 2003 2004 2003

Net loss $ (80¢) $ (1,589 $ (1,500 $ (2,207)
Deduct:

Stockbased employee expense determined under SFA (487) (380 (664) (568
Pro forma net loss $ (1,295 $ (1,969 $ (2,169 $ (2,775
Basic and diluted net loss per share — as reported $ (0.09 % (0.08) $ (0.06) $ (0.17)
Basic and diluted pro forma net loss per share $ (0.05 $ (0.10$ (0.09 $ (0.14)

The Black-Scholes option valuation model was deuetbfor use in estimating the fair value of tradptions that have no vesting
restrictions and are fully transferable. In addifioption valuation models require the input ofttygsubjective assumptions including the
expected stock price volatility. Because the Corgsaemployee stock options and employee stock @selplans have characteristics
significantly different from those of traded opt®mrand because changes in the subjective inputngséiguns can materially affect the fair
market value estimate, in managemeimipinion, the existing models do not necessariyiple a reliable single measure of the fair valtigs
employee stock options, nor do they necessarilsessmt the effects of employee stock options oarted net income (loss) for future years.

5. Goodwill and Other Intangibles

The Company is required under SFAS 142 to revieadgdll and indefinite lived intangible assets adeannually. During the six
months ended November 28, 2004, the Company coetpiest third annual impairment review. The reviewerformed by grouping the net
book value of all long-lived assets for reportimgiges, including goodwill and other intangiblesats, and comparing this value to the related
estimated fair value. The determination of failugais based on estimated future discounted casisfielated to these long-lived assets. The
discount rate used was based on the risks asseiitethe reporting entities. The determinatidriair value was performed by managem
using the services of an independent appraiserréiew concluded that the fair value of the rejpgrentities exceeded the carrying value of
their net assets and thus no impairment chargenaasinted as of November 28, 2004.

6. Inventories

Inventories are stated at the lower of cost (finsfirst-out method) or market and consisted &f fbllowing (in thousands):

November 28, May 30,
2004 2004
Finished goods $ 11,88. $ 7,35(
Raw materia 5,32¢ 3,80¢
Work in process 51 72
Total $ 17,25¢ $ 11,22]




7. Debt

On September 1, 2004, Apio entered into a new $llmrevolving line of credit that expires on Augt 31, 2006, a 1&onth, $4.¢
million equipment line of credit, and a 36-montt,&million term note for equipment purchased unitlerprior equipment line of credit
(collectively the “Loan Agreement”) with Wells Far@ank N.A . Outstanding amounts under the LoareAgrent bear interest at either the
prime rate or the LIBOR adjustable rate plus 2.28%1% at November 28, 2004). The Loan Agreementains certain restrictive
covenants, which requires Apio to meet certainrfaial tests including, minimum levels of net incomeaximum leverage ratio, minimum |
worth and maximum capital expenditures. The Logne@ment also affects the ability of Landec to inecpayments on debt owed by Apio
to Landec. Landec has pledged substantially ah®fassets of Apio to secure the lines with Wiedlsgo Bank. Concurrently with entering
into this agreement with Wells Fargo Bank, the Camyppaid off and terminated its lines of creditwiells Fargo Business Credit, Inc. At
November 28, 2004, no amounts were outstandingrihdeevolving line or credit or the equipmengliof credit.

8. Related Party

Apio provides packing, cooling and distributing\sees for farms in which the Chief Executive Offiag Apio (the “Apio CEQ”)
has a financial interest and purchases produce tinose farms. Apio also purchases produce frono Apésh for sale to third parties.
Revenues, cost of product sales and the resultipghge and the note receivable from advances gt lease payments, crop and
harvesting costs, are classified as related partiye accompanying financial statements as of Ndez8, 2004 and May 30, 2004 and for
the three and six months ended November 28, 20@MNamember 30, 2003.

Apio leases, for approximately $1.0 million on amaal basis, agricultural land that is either owrehtrolled or leased by the Apio
CEO. Apio, in turn, subleases that land at cogfrtavers who are obligated to deliver product frtwat land to Apio for value added
products. There is generally no net statemenpefations impact to Apio as a result of these fgpactivities but Apio creates a guaranteed
source of supply for the value added businesso Aps loss exposure on the leasing activity te#tent that it is unable to sublease the land.

Apio’s domestic commaodity vegetable business wd teoApio Fresh, effective June 30, 2003. TheABEO is a 12.5% owner in
Apio Fresh. During the three and six months erdedember 28, 2004, the Company recognized reveniu®23,000 and $206,000
respectively, from the sale of products to Apiodfrand royalty revenue of $54,000 and $128,00Ctsely, from the use by Apio Fresh of
Apio’s trademarks. The related accounts receivable Apio Fresh are classified as related party inat@mpanying financial statements
of November 28, 2004 and May 30, 2004.

In addition, the Apio CEO has a 6% ownership irgene Apio Cooling LP, a limited partnership in whiApio is the general partner
with a 60% ownership interest. Included in the onity interest liability as of November 28, 2004davay 30, 2004 is $184,000 and
$214,000, respectively, owed to the Apio CEO.

All related party transactions are monitored monthy the Company and approved by the Audit Committethe Board of
Directors.

9. Comprehensive Income / Loss

The comprehensive loss of Landec is the same asethess.
10. Shareholders Equity

During the three and six months ended Novembe2@84, 180,918 and 220,402 shares of Common Stesgectively, were issued
upon the exercise of options under the Compangcksbption plans. In addition, the Company sol€taquita 486,111 shares of Landec

Common Stock on October 14, 2004 for $3.5 milliocash (see Note 3).
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11. Business Segment Reporting

Landec operates in two business segments: the Faatlicts Technology segment and the AgriculturadSeechnology segment.
The Food Products Technology segment markets aric specialty packaged whole and fresh-cut vegesahht incorporate the Intelimi@r
based specialty packaging for the retail grocdnh store and food services industry. In June 2888 Company exited the selling of
domestic commodity vegetable products (see Notd B Agricultural Seed Technology segment mar&atsdistributes hybrid seed corn to
the farming industry and is developing seed coatimgjng Landec’s proprietary Intelimer polymersieFood Products Technology and
Agricultural Seed Technology segments include absifgr corporate services allocated from the Catgoand Other segment. Corporate
other amounts include non-core operating activiied corporate operating costs. All of the assktise Company are located within the

United States of America.

Operations by Business Segment (in thousands):

Three months ended November 28, 2

Net revenue
International sale
Gross profit

Net income (loss
Interest expens
Interest incomt

Depreciation and amortizatic

Three months ended November 30, 2

Net revenue
International sale
Gross profit

Net income (loss
Interest expens
Interest incom:

Depreciation and amortizatic

Six months ended November 28, 2(

Net revenue:
International sale
Gross profit

Net income (loss
Interest expens
Interest incom

Depreciation and amortizatic

Six months ended November 30, 2(

Net revenue
International sale
Gross profit

Net income (loss
Interest expens
Interest incom:

Depreciation and amortizatic

Agricultural
Food Products Seed Corporate
Technology Technology and Other TOTAL
$ 50,59¢ $ 7% 70 $ 50,67
$ 18,46 $ — $ — $ 18,46"
$ 5,86t $ 76 $ 55 § 5,99¢
$ 1,47¢ $ (2,320 $ 38 $ (80¢)
$ 29 % 58 $ — $ 87
$ 79 — $ 2 $ 9
$ 71 $ 11€¢ $ 25 $ 85¢
$ 43,137 $ 19 % 10¢ $ 43,26
$ 15,87. $ — $ — $ 15,87:
$ 4,93¢ $ 7% 87 $ 5,03(
$ 864 $ (2,33) $ (115 $ (1,58%)
$ 191 $ 68 $ — $ 25¢
$ 36 $ — $ 23 38
$ 70C $ 107 $ 47 $ 854
$ 97,26¢ $ 10t $ 151 $ 97,52¢
$ 36,18: $ — $ — $ 36,18:
$ 11,52( $ 9% $ 12C $ 11,73¢
$ 2,80¢ $ (4,35) $ 46 $ (1,500)
$ 134 $ 71 % — $ 20¢
$ 15 $ 13 3% 19
$ 142( $ 23z $ 51 $ 1,702
$ 84,66 $ 14€ $ 25¢ $ 85,06¢
$ 28,49¢ $ — $ — $ 28,49¢
$ 10,83( $ 48 $ 23: $ 11,11
$ 2,10¢ $ (4,319 $ 2 $ (2,207
$ 43C $ 10¢ $ — $ 53¢
$ 87 % — $ 4% 91
$ 1431 $ 23z $ €N % 1,752

During the six months ended November 28, 2004 amveehber 30, 2003, sales to the Company’s top fisstammers accounted for
approximately 45% and 43%, respectively, of revenugth the Company'’s top customers from the Foadiécts Technology segment,
Costco Wholesale Corp., accounting for approxinyatdPso and 11%, respectively, and Pomina Enter@sel TD, accounting for
approximately 10% and 7%, respectively of reventlias. Company expects that, for the foreseeabledutulimited number of customers
may continue to account for a significant portidrit® net revenues.
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Item 2.

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjigrctvith the unaudited consolidated financial stegats and accompanying notes
included in Part I—Item 1 of this Form 10-Q and ¢helited consolidated financial statements andrapanying notes and Management'’s
Discussion and Analysis of Financial Condition &®bults of Operations included in Landec’s Annugp&t on Form 10-K for the fiscal
year ended May 30, 200

Except for the historical information containeddiar the matters discussed in this report are faivi@oking statements within the
meaning of Section 21E of the Securities ExchancgeoA1934. These forward-looking statements imgalertain risks and uncertainties that
could cause actual results to differ materiallynirthose in the forward-looking statements. Po#énigks and uncertainties include, without
limitation, those mentioned in this report andpanrticular the factors described below under “Aiddial Factors That May Affect Future
Results,” and those mentioned in Landec’s AnnugdReon Form 10-K for the fiscal year ended May 3004. Landec undertakes no
obligation to update or revise any forward-lookstgtements in order to reflect events or circunt&tanhat may arise after the date of this
report.

Critical Accounting Policies and Use of Estimates

There have been no material changes to the Comgparitital accounting policies which are includedi alescribed in the Form 10-
K for the fiscal year ended May 30, 2004 filed witle Securities and Exchange Commission on Auguzi@4.

The Company

Landec Corporation and its subsidiaries (“Landacthe “Company”) design, develop, manufacture agldtemperature-activated
and other specialty polymer products for a var@dtfood products, agricultural products, and licmhpartner applications. This proprietary
polymer technology is the foundation, and a kefedéntiating advantage, upon which Landec has lsiliusiness.

Landec’s core polymer products are based on ienped proprietary Intelimer® polymers, which diffesm other polymers in that
they can be customized to abruptly change theisighl/characteristics when heated or cooled thr@ugte-set temperature switch. For
instance, Intelimer polymers can change withinrdrge of one or two degrees Celsius from a nonsadhestate to a highly tacky, adhesive
state; from an impermeable state to a highly pebbeestate; or from a solid state to a viscous stateese abrupt changes are repeatedly
reversible and can be tailored by Landec to octapecific temperatures, thereby offering substhetbmpetitive advantages in Landec’s
target markets.

Landec has two core businesses — Food Productsidlegy and Agricultural Seed Technology, in additto our Technology
Licensing/Research and Development business whititiuded in Corporate and Other for segment désae purposes (see note 11).

Our Food Products Technology business is operatedgh a subsidiary, Apio, Inc., and combines copgetary food packaging
technology with the capabilities of a large natidoad supplier and value-added produce procesgafue-added processing incorporates
Landec’s proprietary packaging technology with proglthat is processed by washing, and in some ca#gsy and mixing, resulting in
packaged produce to achieve increased shelf Ideretuced shrink (waste) and to eliminate the fieeite during the distribution cycle.
This combination was consummated in December $¥88h the Company acquired Apio, Inc. and certdeted entities (collectively,
“Apio”).
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Our Agricultural Seed Technology business is ogeréirough a subsidiary, Landec Ag, Inc., (“Lande€) and combines our
proprietary Intellicoat® seed coating technologytwour unique eDC® — e-commerce, direct marketimgj @nsultative selling — capabilities
which we obtained when we acquired Fielder's Chaizect (“Fielder’'s Choice”), a direct marketerofbrid seed corn, in September 1997.

In addition to our two core businesses, the Compadsty operates a Technology Licensing/Researctibandlopment business that
licenses and/or supplies products outside of ote basinesses to industry leaders such as Alcoorbédries, Inc. and L'Oreal of Paris.

Landec has been unprofitable during each fiscal gisae its inception, except for the fiscal yeaded May 30, 2004, and the seven-
month period ended May 25, 2003, and may incurtafdil losses in the future. The amount of futoeg profits, if any, is highly uncertain
and there can be no assurance that Landec willinetpasistently profitable. From inception througbvember 28, 2004, Landec’s
accumulated deficit was $56.8 million.

Landec was incorporated in California on October1®B6. We completed our initial public offerimgi996 and our Common Stc
is listed on the Nasdag National Market under hmalsl “LNDC.” Our principal executive offices aredated at 3603 Haven Avenue, Menlo
Park, California 94025 and our telephone numb&35¢) 306-1650.

Description of Core Business
Landec participates in two core business segmarad Products Technology and Agricultural Seed Tefdgy. In addition to these

two core segments, we license technology and camahgoing research and development through ourfieopy Licensing/Research and
Development Business.

Landec Corparation

Food Products Agreuiural Sasd Tachrolegy Licensing/
Technolcay Technology RED

Food Products Technology Business

The Company began marketing in early 1996 our jpetgny Intelimer-based specialty packaging for inste fresh-cut produce
market, one of the fastest growing segments iptbduce industry. Our proprietary packaging tedbgy when combined with produce that
is processed by washing, and in some cases cuhiedl, results in packaged produce with increabetf fife, reduced shrink (waste) and
without the need for ice during the distributiorcley which we refer to as our “value-added” produdn December 1999, we acquired Apio,
our largest customer at that time in the Food Petsdliechnology business and one of the nationtingamarketers and packers of produce
and specialty packaged fresh-cut vegetables. pimueides year-round access to produce, utilizae-stithe-art fresh-cut produce processing
technology and distributes to the top U.S. retaikgry chains and major club stores and has rgckefun expanding its product offerings to
the foodservice industry. Our proprietary Intelib@sed packaging business has been combined ithito a wholly owned subsidiary
that retains the Apio, Inc. name. This verticaégration within the Food Products Technology besingives Landec direct access to the
and growing fresh-cut produce market.

Based in Guadalupe, California, Apio, when acquireDecember 1999, consisted of two major busirefis#, the “fee-for-service”
selling and marketing of whole produce and sectmespecialty packaged fresh-cut and
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whole value-added processed products that are wasttepackaged in our proprietary packaging. Bffectune 30, 2003, the Company
exited the selling of domestic commodity vegetadrteducts and sold certain assets associated vigtivtisiness to Apio Fresh LLC (“Apio
Fresh”). Apio Fresh is owned by a group of entities and gasghat supply produce to Apio. The Apio CEO &% owner in Apio Frest
The fresh-cut value-added produce processing besialls a variety of fresh-cut vegetables to dperétail grocery chains representing over
11,200 retail and club stores. During the twehanths ended May 30, 2004, Apio shipped more thamillibn cartons of produce to over
700 customers including leading supermarket reileholesalers, foodservice suppliers and clukestthroughout the United States and
internationally, primarily in Asia.

There are five major distinguishing characteristitépio that provide competitive advantages infe®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 developing its Eat Smart® brand anditle® brand for all of its fresh-cut and whole valadded products. As retail
grocery and club store chains consolidate, Apiga8 positioned as a single source of a broad rarfigreoducts.

* Reduced Farming Risks: Apio reduces its farming risk by not taking owstdp of farmland, and instead, contracts with gnewe
for produce. The year-round sourcing of producekey component to the fresh-cut and whole vaticed processing business.

* Lower Cost Structure: Apio has strategically invested in the rapidly ginogvfresh-cut and whole value-added business. 'Apio
60,000 square foot value-added processing planit@mated with state-of-the-art vegetable procgssquipment. Virtually all of
Apio’s value-added products utilize Landec’s pretary Intelimer packaging technology. Our stratisgyp operate one large central
processing facility in one of California’s largelstwest cost growing regions (Santa Maria Valley)l ase packaging technology to
allow for the nationwide delivery of fresh prodym®ducts. To augment the strategy, in October 20fl4 entered into an
agreement with Caito Foods Service, Inc. of Indomtia, Indiana, to regionally process, packagedisttibute Apio’s value-added
specialty packaged fresh-cut vegetable tray praduct

e Export Capability: Apio is uniquely positioned to benefit from the gitb in export sales to Asia and Europe over the¢ degade
with its export business, CalEx. Through CalExjcAs currently one of the largest U.S. exportdrbroccoli to Asia and is selling
its iceless products to Asia using proprietarylinter packaging technology

* Expanded Product Line Using TechnologyApio, through the use of Landec’s Intelimer packadiechnology, is introducing on
average twelve new value-added products each ydase new product offerings range from variousssixf fresh-cut bagged
products, to vegetable trays, to whole produce, eeal line of products. During the last twelventhg, Apio has introduced twelve
new products.

Agricultural Seed Technology Business

Landec Ag's strategy is build a vertically integéhiseed technology company based on Intellicoat ce&ting technology and its
eDCO e-commerce, direct marketing and consultativersgpltiapabilities.

For the coating technology the strategy is to dgvel patented, functional polymer coating technplbat will be broadly licensed
the seed industry. The company will initially cormaielize products for the corn and soybean mar&etsthen broaden its applications to
other seed crops. Landec Ag will use its Field&fwice Direct marketing and sales company to lautscapplications for corn to build
awareness for this technology and then broadiyn$iegts applications to the rest of the industry.

Landec Ag's Intellicoat seed coating applicatiors @esigned to control seed germination timingrdase crop yields, reduce risks
and extend crop-planting windows. These coatingsarrently available on hybrid corn, soybeansraatk inbred corn used for seed
production. In fiscal year 2000, Landec Ag launchedirst
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commercial product, Pollinator Plus® coatings, iahie a coating application used by seed compasiesnaethod for spreading pollination to
increase yields and reduce risk in the productiomybrid seed corn. There are approximately 650#@s of seed production in the United
States and in 2004 Pollinator Plus was used by 8veseed companies on approximately 15% of the pestliction acres in the U.S.

In 2003, after two years of on-farm trails, Landercommercialized Early Plant® corn by selling éorhers through its Fielder's
Choice Direct® brand. This application is a managettool, which allows farmers to plant into cotdls without the risk of chilling injury,
and enables farmers to plant as much as four wesakisr than normal. With this capability, farmare able to utilize labor and equipment
more efficiently, provide flexibility during the itical planting period and avoid yield losses calisg late planting. In 2004, seven seed
companies offered Intellicoat on their hybrid seech offerings and sales increased by 50% over 2003

The third commercial application is the ReldyCropping system of wheat and Intellicoat coatedbsays, which allows farmers to
plant and harvest two crops in the same year osahee ground in geographic areas where double icrpppnot possible. This provides
significant financial benefit especially to farménghe corn belt who grow wheat as a single crop.

Based in Monticello, Indiana, Fielder's Choice Bireffers a comprehensive line of corn hybrids alfidifa to more than 12,000
farmers in over forty states through direct markgirograms. The success of Fielder's Choice cpomgmrt, from its expertise in selling
directly to the farmer, bypassing the traditionad @ostly farmer-dealer system. We believe thatdirect channel of distribution provides up
to a 35% cost advantage compared to the farmeedsygdtem.

In order to support its direct marketing prograffielder's Choice has developed a proprietary e-ceramdirect marketing, and
consultative selling information technology, calledC”, that enables state-of-the-art methods tanmunicating with a broad array of
farmers. This proprietary direct marketing infotioa technology includes a current database of 88¢000 farmers. In August 1999, we
launched the seed industry’s first comprehensizeramerce website. This website furthers our atiititprovide a high level of consultation
to Fielder’'s Choice customers, backed by a sevgradeeek call center capability that enables ussithe internet as a natural extension of
our direct marketing strategy.

Due to the cyclical nature of the corn seed ingustrsignificant portion of Landec Ag revenues anadfits will be concentrated over
a few months during the spring planting seasondgaly during Landec’s third and fourth fiscal quess). In addition, Landec Ag purchases
corn seed and collects cash deposits from farmeadvance of shipping the corn during the Compathyjtd and fourth quarters.

Technology Licensing/Research and Development Businesses

We believe our technology has commercial potemmial wide range of industrial, consumer and medipalications beyond those
identified in our core businesses. For examplecove patented technology Intelimer materials, lmamsed to trigger release small molecule
drugs, catalysts, pesticides or fragrances justiayging the temperature of the Intelimer matepal® activate adhesives through controlled
temperature change. In order to exploit these dppities, we have entered into and will enter iitensing and collaborative corporate
agreements for product development and/or disfohuh certain fields.
Results of Operations

Revenuegin thousands):

Three months Three months Six months Six months
ended 11/28/04 ended 11/30/03 Change ended 11/28/04 ended 11/30/03 Change
Apio Value Added $ 27,98: $ 22,82¢ 23% $ 53,18 $ 45,11 18%
Apio Trading 21,73 18,77¢ 16% 42,04¢ 34,69¢ 21%
Apio Bananas 0 45¢ N/M O 94t N/M
Apio Service 87¢€ 1,07z (18)% 2,03¢ 3,90¢ (48)%
Total Apio 50,59 43,13 17% 97,26¢ 84,66! 15%
Landec Ag 7 19 (63)% 10t 14€ (28)%
Corporate 70 10¢ (36)% 151 25¢ (42)%
Total Revenues 50,67: 43,26¢ 17% 97,52 85,06¢ 15%

14




Apio Value Added

Apio’s value-added revenues consist of revenuesrgéed from the sale of specialty packaged frestaied whole value-added
processed vegetable products that are washed akdgeal in our proprietary packaging and sold primander Apio’s Eat Smart brand and
the Dole brand.

The increase in Apio’s value-added revenues fothihee and six months ended November 28, 2004 c@dja the same periods
last year is due to increased product offeringsgiased sales to existing customers and the addtinew customers. Specifically, sales of
Apio’s value-added 12-ounce specialty packaged! maduct line grew 17% and 14%, respectively,idgthe three and six months ended
November 28, 2004 compared to the same periodgdast In addition, sales of Af's value-added vegetable tray products grew 95% and
97%, respectively, during the three and six moetied November 28, 2004 compared to the same pdastdyear. Overall value-added
unit sales volume increased 20% during the secaoadey of fiscal year 2005 compared to the samiegéast year and 15% for the six
months ended November 28, 2004 compared to the pariwel of the prior year.

Apio Trading

Apio trading revenues consist of revenues genefabed the purchase and sale of primarily whole candity fruit and vegetable
products to Asia through Apio’s export company,-Ealand from the purchase and sale of whole comiyédiit and vegetable products
domestically to Wal-Mart.

The increase in revenues in Apio’s trading busirfesthe three and six months ended November @3 2ompared to the same
periods last year was primarily due to export unitime increases of 6% and 15%, respectively, @lplith higher sales prices.

Apio Bananas

Apio banana revenues have historically consista@w#nues generated from the sale of bananas iproprietary packaging.
During fiscal year 2004, bananas were sold almadtsively to food service companies. Beginnindiseal year 2005, sales from the
Company'’s banana program consist of the Compamgisrigtary breathable membranes.

As a result of discontinuing the sale of bananasuinproprietary packaging to focus on selling proprietary breathable membranes
for banana packaging, which is not expected torbegtil our third or fourth fiscal quarter of 20G&gre were no revenues in our banana
program during the three and six months ended Nbeer28, 2004 compared to $457,000 and $944,00@glthe three and six months en
November 30, 2003, respectively. We do not expiegtificant revenues or gross profits from our emprogram in fiscal year 20C

Apio Service

Prior to its sale on June 30, 2003, Apio operatddraestic commaodity vegetable business that madiaatd sold whole produce for
growers. Apio charged a per carton service feenfarketing and selling these whole commaodity préesluSubsequent to June 30, 2003,
Apio’s service revenues consist of revenues geegfadbm Apio Cooling, LP, a vegetable cooling opierain which Apio is the general
partner with a 60% ownership position.
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The decrease in service revenues during the tme@sia months ended November 28, 2004 compardtkteame periods last year is
directly attributable to the sale of Apio’s domestommodity vegetable business on June 30, 2003.

Landec Ag

Landec Ag revenues consist of revenues generaigdtfre sale of hybrid seed corn to farmers undefiblder's Choice Direct®
brand and from the sale of Intellicoat coated @ord soybean seeds to farmers and seed compariigsally all of Landec Ag’s revenues are

generated during the Company’s third and fourthrigus.

The decrease in revenues at Landec Ag during tiee imd six months ended November 28, 2004 compartbd same periods last
year was not material to consolidated Landec res®!

Corporate

Corporate revenues consist of revenues generataddartnering with others under research and dpuadmt agreements and sup
agreements and from fees for licensing our prognyelintelimer technology to others and from theresponding royalties from these license
agreements.

The decrease in Corporate revenues for the thrésiamonths ended November 28, 2004 compareckttedme periods of the prior
year was not material to consolidated Landec res®!

16




Gross Profit (in thousands):

Three months Three months Six months Six months
ended 11/28/04 ended 11/30/03 Change ended 11/28/04 ended 11/30/03 Change
Apio Value Added 4,31 3,64: 18% 8,35¢ 7,82¢ 7%
Apio Trading 1,09¢ 922 19% 2,28: 1,83 25%
Apio Bananas 0 (269 N/M O (470 N/M
Apio Service 454 63E (29)% 87¢ 1642 (46)%
Total Apio 5,86t 4,93¢ 1% 11,52( 10,83( 6%
Landec Ag 76 7 986% 96 48 10(%
Corporate 55 87 (3% 12C 233 (48)%
Total Gross Profit 5,99¢ 5,03( 19% 11,73¢ 11,11 6%

General

There are numerous factors that can influence gnadgs including product mix, customer mix, maacituring costs (raw materials,
such as fresh produce, corn seed, polymer matanagpackaging, labor and overhead), volume, sat®dnts and charges for excess or
obsolete inventory, to name a few. Many of thesgdrs influence or are interrelated with othetdes: Therefore, it is difficult to precisely
quantify the impact of each item individually. Tlo#lowing discussion surrounding gross profitslimtes management’s best estimates of the
reasons for the changes for the three months andaiths ended November 28, 2004 compared to the pariods last year as outlined in
the table above.

Apio Value-Added

The increase in gross profits for Apio’s value-adidpecialty packaged vegetable business for tlee @#tuand six months ended
November 28, 2004 compared to the same periodgdastwas due to (1) the increase in v-added sales which increased 23% for the
quarter and 18% for the first six months of fispaar 2005, (2) product mix changes to higher mapgiducts and (3) improved
manufacturing efficiencies through further automatof Apio’s production process. The increasersg profits for the first six months of
fiscal year 2005 was partially offset by inventasite-offs during the first quarter in preparatifam new product introductions.

Apio Trading

Apio’s trading business is a buy/sell business thalizes a commission-based margin in the 4-6%eaa he increase in gross
profits during the three and six months ended Ndy&am28, 2004 compared to the same periods lastwasprimarily due to a 16% and 21%
increase in trading revenues.

Apio Service

The decrease in Apio’s service gross profits dutirggthree and six months ended November 28, 200vwared to the same periods
last year was directly attributable to the salépio’s domestic commodity vegetable business ore B) 2003.

Apio Bananas, Landec Ag and Corporate

The change in gross profits for Apio Bananas, Landig and Corporate for the three and six monthedmtovember 28, 2004
compared to the same periods last year was notialateconsolidated Landec gross profits.
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Operating Expensegin thousands):

Three months

Three months

Six months

Six months

ended 11/28/04 ended 11/30/03 Change ended 11/28/04 ended 11/30/03 Change

Research and

Development:
Apio 25E 38¢€ (34% 543 721 (25)%
Landec Ag 192 284 (32)% 41¢€ 54¢€ (23)%
Corporate 23€ 327 (27)% 52¢ 651 (19)%

Total R&D 68t 997 (31)% 1,48¢ 1,91¢ (22)%
Selling, General and

Administrative:
Apio 3,34¢ 2,781 20% 6,49¢ 6,26: 4%
Landec Ag 1,84¢ 1,664 11% 3,36¢ 3,071 10%
Corporate 751 77C (2)% 1,45¢ 1,37(C 6%

Total S,G&A 5,94¢ 5,221 14% 11,321 10,70 6%

Research and Devel opment

Landec’s research and development expenses cpnsigrily of expenses involved in the developmert arocess scale-up
initiatives as well as legal fees associated wititqeting Lande intellectual property (patents, trademarks, etRg@search and developme
efforts at Apio are focused on the Company’s petary breathable membranes used for packaging peodlith recent focus on extending
the shelf life of bananas. At Landec Ag, the resfeand development efforts are focused on the @owyip proprietary Intellicoat coatings
for seeds, primarily corn seed. At Corporate résearch and development efforts are focused anfaséhe proprietary Intelimer polymers

outside of food and agriculture.

The decrease in research and development expangés three months and six months ended Noventet4 compared to the
same periods last year was primarily due to lowsearch and development expenses associated wi@othpany’s non-banana related
programs at Apio and greater emphasis at Apio ardiec Ag on sales and marketing versus researctiesetopment.

Slling, General and Administrative

Selling, general and administrative expenses copsisarily of sales and marketing expenses asgsmtiaith Landec’s product sales
and services, business development expenses dhdmstaadministrative expenses.

The increase in selling, general and administragxgenses for the three months and six months dddeember 28, 2004 compared
to the same periods last year was primarily dusntncrease in sales and marketing expenses af\pathand Landec Ag in order to generate
increases in revenue.
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Other (in thousands):

Three months Three months Six months Six months
ended 11/28/04 ended 11/30/03 Change ended 11/28/04 ended 11/30/03 Change
Interest Income 9 38 (76)% 19 91 (79)%
Interest Expense (87) (259 (66)% (205) (539 (62)%
Other Expense (95) (174) (45)% (240) (254) (6)%
Total Other (179) (399) (56)% (42€) (69€) (39)%

Interest Income

The decrease in interest income for the three exnthenth periods ended November 28, 2004 comparéiget same periods last year
was due to a reduction in interest bearing notesivable at Apio.

Interest Expense

The decrease in interest expense during the tmesia months ended November 28, 2004 compardtkteame periods last year
was due to the Company using cash generated frematipns to pay down debt and thus lowering intesgpenses.

Other Expense

Other consists of the minority interest expensediaged with the limited partners equity interesthie net income of Apio Cooling,
LP and non operating income and expenses sucle @mih or loss on the sale of assets.

The change in other expense for the three and sixhe ended November 28, 2004 compared to the panals last year was not
material to the consolidated net loss of Landec.

Liquidity and Capital Resources

As of November 28, 2004, the Company had cash ask equivalents of $6.2 million, a net decreask?df3,000 from $6.5 million
at May 30, 2004.

Cash Flow from Operating Activities

Landec used $1.6 million of cash flow in operatiugivities during the six months ended November22®4 compared to using $4.8
million from operating activities for the six mostended November 30, 2003. The primary sourceasif during the six months ended
November 28, 2004 were from an increase in payaifle&l.5 million due to timing of payments andrfran increase in deferred revenut
$2.4 million as a result of cash deposits for fatseed corn shipments. The primary uses of casparating activities were from the purch
of seed corn inventory by Landec Ag of $4.8 millamd an increase in inventory at Apio of $1.3 moillprimarily related to export inventory
in transit.

Cash Flow from Investing Activities
Net cash used in investing activities for the spontins ended November 28, 2004 was $2.3 million @egbto $1.3 million for the
same period last year. The primary uses of casimyesting activities during the first six montbifiscal year 2005 were for the purchase of

$2.1 million of property and equipment primarily the further automation of Apio’s value-added liaci
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Cash Flow from Financing Activities

Net cash provided by financing activities for tlirersonths ended November 28, 2004 was $3.7 compareét cash provided by
financing activities of $4.8 million for the samerjpd last year. The cash provided by financintyvaies during the first six months of fiscal
year 2005 was primarily from the sale of $4.4 milliof Landec Common Stock, of which $3.5 millionsvemld to Chiquita and the remaini
was from the exercise of stock options.

Capital Expenditures

During the six months ended November 28, 2004, eamlirchased vegetable processing equipment toduthp expansion of
Apio’s value added business. These expenditumesented the majority of the $2.1 million of equgnt purchased.

Debt

In August 2003, Apio entered into a $12 million wiog capital line and a $3 million equipment lirikg “Lines”) with Wells Fargo
Business Credit, Inc. The term of the Lines wasédhyears expiring on July 31, 2006. Concurrentijn wntering into the new revolving line
of credit on September 1, 2004 with Wells FargokBA., the Company paid off and terminated itsdsmwith Wells Fargo Business Credit,
Inc.

On September 1, 2004, Apio entered into a new $illmrevolving line of credit that expires on Aust 31, 2006, a 1&onth, $4.¢
million equipment line of credit, and a 36-month,Zmillion term note for equipment purchased urilerprior equipment line of credit
(collectively the “Loan Agreement”) with Wells Far@@ank N.A . Outstanding amounts under the LoareAgrent bear interest at either the
prime rate or the LIBOR adjustable rate plus 2.28%1% at November 28, 2004). The Loan Agreementains certain restrictive
covenants, which requires Apio to meet certainrfaial tests including, minimum levels of net incgmeaximum leverage ratio, minimum |
worth and maximum capital expenditures. The Logne&ment also affects the ability of Landec to inecpayments on debt owed by Apio
to Landec. Landec has pledged substantially ah@fassets of Apio to secure the lines with Weiggo Bank. Concurrently with entering
into this agreement with Wells Fargo Bank, the Camppaid off and terminated its lines of credithwivells Fargo Business Credit, Inc. At
November 28, 2004, no amounts were outstandingrihdeevolving line or credit or the equipmentliof credit.

Landec Ag has a revolving line of credit which altofor borrowings of up to $7.5 million, based cendec Ag’s inventory levels.
The interest rate on the revolving line of credithie prime rate plus 0.375%. The line of credittains certain restrictive covenants, which,
among other things, restrict the ability of Landerto make payments on debt owed by Landec Ag tadka. Landec has pledged
substantially all of the assets of Landec Ag taisethe line of credit. At November 28, 2004, $ahiflion was outstanding under Landec
Ag'’s revolving line of credit.

At November 28, 2004, Landec’s total debt, inclgddurrent maturities, was $8.8 million and the ltd&bt to equity ratio was 14%
compared to 15% at May 30, 2004. Of this debtradmately $4.2 million was comprised of revolvitiges of credit and approximately
$4.6 million was comprised of term debt, $2.2 roilliof which is mortgage debt on Apio’s manufactgracilities. The amount of debt
outstanding on Landec’s revolving lines of cretlitfuates over time. Borrowings on Landec’s linésredit are expected to vary with
seasonal requirements of the Company’s busine$sexidition, in connection with Landec’s acquitiof Apio, Landec has remaining
obligations to pay the former owners of Apio $1.@iom (recorded at $1.1 million on a discountecgisgq The $1.2 million will be paid
during the third quarter of fiscal year 2005 anckisorded as current portion of long-term debt.
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Contractual Obligation

The Company’s material contractual obligationstfa next five years and thereafter as of NovemBeRQ04, are as follows (in
thousands):

Due in Fiscal Year Ended May

Remainder

Obligation Total of 2005 2006 2007 2008 2009 Thereafter
Lines of Credi $ 419 $ 419: $ — $ — % — 3 — 8 —
Long-term Debi 4,59¢ 1,51¢( 55¢ 551 292 144 1,54¢
Operating Lease 1,921 33t 622 45¢ 331 174 —
Land Lease 1,24¢ 31 68 68 68 68 94t
Licensing Obligatior 75C 50 10C 10C 10C 10C 30C
Purchase

Commitments 422 427 — — — — —
Total $ 13,13: $ 6,54( $ 1,34¢ $ 1,17¢  $ 791 $ 48€ $ 2,78¢

Landec’s future capital requirements will depenchamerous factors, including the progress of iseaech and development
programs; the development of commercial scale naatuifing capabilities; the development of marketsajes and distribution capabilities;
the ability of Landec to establish and maintain rmelaborative and licensing arrangements; anysi@tito pursue additional acquisition
opportunities; weather conditions that can affeetsupply and price of produce, the timing and armhdfiany, of payments received under
licensing and research and development agreentbatspsts involved in preparing, filing, prosecgtidefending and enforcing intellectual
property rights; the ability to comply with regudey requirements; the emergence of competitiverteldgy and market forces; the
effectiveness of product commercialization actégtand arrangements; and other factors. If Lasdrotently available funds, together with
the internally generated cash flow from operatiaresnot sufficient to satisfy its capital needspdec would be required to seek additional
funding through other arrangements with collabeeafpiartners, additional bank borrowings and putniprivate sales of its securities. There
can be no assurance that additional funds, if requivill be available to Landec on favorable teifra all.

Landec believes that its debt facilities, cash fiagerations, along with existing cash, cash eqeiwaland existing borrowing
capacities will be sufficient to finance its opévatl and capital requirements through at leasnhthe twelve months.
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Additional Factors That May Affect Future Results

Landec desires to take advantage of the “Safe Happovisions 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, as well as other factors inabgdiwithout limitation, those described elsewhearéhis report, could in the future affect, and
in the past have affected, Landec’s actual resmitscould cause Landec’s results for future perioatiffer materially from those expressed
in any forward-looking statements made by or oralfedf Landec. Landec assumes no obligation taatgduch forward-looking statements.

We Have a History of Losses Which May Continue

We have incurred net losses in each fiscal yeaesdur inception, except for the fiscal year eniieg 30, 2004 and the seven-
month period ended May 25, 2003. Our accumulaggititias of November 28, 2004 totaled $56.8 millidVe may incur additional losses
the future. The amount of future net profits,nf/ais highly uncertain and there can be no asseréimat the Company will be able to sustain
profitability in future years.

Our I ndebtedness Could Limit Our Financial and Operating Flexibility

At November 28, 2004, our total debt, includingreat maturities, was $8.8 million and the total tdebequity ratio was 14%. Of
this debt, $4.2 million is comprised of revolvingds of credit and $4.6 million is comprised ofttedebt. On September 1, 2004, Apio ent
into a new $10 million revolving line of credit12-month, $4.8 million equipment line of creditdeam 36-month, $1.2 million term note for
equipment purchased under the prior equipmentblireeedit with Wells Fargo Bank N.A. The amountdebt outstanding under the Apio and
Landec Ag lines of credit fluctuate over time, dhe agreements contain restrictive covenants #uatire each company to meet certain
financial tests including minimum levels of netanee, maximum leverage ratio, minimum net worth arakimum capital expenditures. The
lines of credit limit the ability of Apio and Landé\g to make cash payments to Landec if certainlitimms, as defined in the agreements, are
not met. Landec has pledged substantially alhefassets of Apio and Landec Ag to secure theik dabt. Of our non-revolving debt, $1.5
million, $558,000 and $551,000 become due oventhxe three fiscal years, respectively. This lexfahdebtedness limits our financial and
operating flexibility in the following ways:

¢ aportion of net cash flow from operations mustibdicated to debt service and will not be availdbteother purposes;
e our ability to obtain additional debt financingthre future for working capital is reduced;
e our ability to fund capital expenditures or acainsis may be limited; and

¢ our ability to react to changes in the industry andnomic conditions generally may be limited.

In connection with the Apio acquisition, we maydidigated to make future payments to the formerei@ders of Apio of up to
$1.2 million for the future supply of produce. $kimount is scheduled to be paid during the thitgr of fiscal year 2005.

Our ability to service this indebtedness and ttiesee payments will depend on our future perforoggmwhich will be affected by
prevailing economic conditions and financial, bess and other factors, some of which are beyondanirol. If we are unable to service
this debt, we would be forced to pursue one or ratisrnative strategies such as selling assetsuotisring or refinancing our indebtedness
or seeking additional equity capital, which migbt be successful and which could substantiallyteithe ownership interest of existing
shareholders.

We Have Violated Restrictionsin Our Loan Agreements and May Have to Pursue New Financings if We Are Unable to Comply with These
Provisionsin the Future

Apio is subject to various financial and operatbayenants under the Well Fargo Bank lines of créuifuding minimum fixed
charge coverage ratio, minimum adjusted net wanthrainimum net income. The Wells
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Fargo Bank agreement limits the ability of Apioniake cash payments to Landec. On April 27, 20@8p Avas in technical violation of the
minimum net worth covenant under a previous linereflit with Bank of America, which violation wastsequently waived by Bank of
America. If we violate any obligations under threek of credit in the future, we could trigger aemt of default, which, if not cured or
waived, would permit acceleration of our obligatiorrepay the indebtedness due under our linethelindebtedness due under the lines
accelerated, we would be forced to pursue one oe miternative strategies such as selling assstkjrgg new debt financing from another
lender or seeking additional equity capital, whigight not be achievable or available on attractirens, if at all, and which could
substantially dilute the ownership interest of #rig shareholders.

Our Future Operating Results Are Likely to Fluctuate Which 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. Historically, our direct marketer gftnid corn seed, Landec Ag, has been the primauycsoof these fluctuations, as its revenues
and profits are concentrated over a few monthadutie spring planting season (generally duringtiud and fourth fiscal quarters). In
addition, Apio can be heavily affected by seasama weather factors which have impacted quartegylts, such as the high cost of sourcing
product in December 2003 and January 2004 dusshodage of essential value-added produce itemshwiad to be purchased at inflated
prices on the open market. Our earnings may alstutite based on our ability to collect accouativables from customers and note
receivables from growers. Our earnings from owd-Broducts Technology business are sensitiveite fluctuations in the fresh vegetables

and fruits markets. Excess supplies can causesatgrice competition. Other factors that affaotfood and/or agricultural operations
include:

¢ the seasonality of our supplies;

e our ability to process produce during critical hestperiods;
¢ the timing and effects of ripening;

* the degree of perishability;

* the effectiveness of worldwide distribution systems

¢ total worldwide industry volumes;

* the seasonality of consumer demand;

e foreign currency fluctuations; and

¢ foreign importation restrictions and foreign paiéti risks.
As a result of these and other factors, we exmecointinue to experience fluctuations in quarteggrating results.
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We May Not Be Able to Achieve Acceptance of Our New Productsin the Marketplace

Our success in generating significant sales ofoooducts will depend in part on the ability of uslaour partners and licensees to
achieve market acceptance of our new productsemfchblogy. The extent to which, and rate at whiolachieve market acceptance and
penetration of our current and future productsfisngtion of many variables including, but not lted to:

*  price;

e safety;

o efficacy;
¢ reliability;

®  conversion Costs;
* marketing and sales efforts; and

* general economic conditions affecting purchasirttepas.

We may not be able to develop and introduce newymis and technologies in a timely manner or neadyets and technologies
may not gain market acceptance. We are in thg state of product commercialization of certairelimer-based specialty packaging,
Intellicoat seed coating and other Intelimer polympeducts and many of our potential products amevelopment. We believe that our
future growth will depend in large part on our @bito develop and market new products in our tarngarkets and in new markets. In
particular, we expect that our ability to compefedatively with existing food products, agricultlrandustrial and medical companies will
depend substantially on successfully developingroercializing, achieving market acceptance of aatlicing the cost of producing our
products. In addition, commercial application®of temperature switch polymer technology are inetht new and evolving. Our failure to
develop new products or the failure of our new puaid to achieve market acceptance would have aialaadverse effect on our business,
results of operations and financial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developing alternateariologies and products that are more effectasigeto 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 evolvifigjds, and new developments are expected to asmt a rapid pace. Competition from
large food products, agricultural, industrial anddical companies is expected to be intense. litiaddthe nature of our collaborative
arrangements may result in our corporate partneddieensees becoming our competitors. Many a$éleompetitors have substantially
greater financial and technical resources and ptimtuand marketing capabilities than we do, ang hwve substantially greater experience
in conducting clinical and field trials, obtaininggulatory approvals and manufacturing and margetommercial products.

We Have a Concentration of Manufacturing in One Location for Apio and May Have to Depend on Third Partiesto Manufacture Our
Products

Any disruptions in our primary manufacturing operatwould reduce our ability to sell our productslavould have a material
adverse effect on our financial results. Addiéityy we may need to consider seeking collaboraivangements with other companies to
manufacture our products. If we become dependaut third parties for the manufacture of our praduour profit margins and our ability
develop and deliver those products on a timelyshasiy be affected. Failures by third parties mayair our ability to deliver products on a
timely basis and impair our competitive positidiVe may not be able to continue to successfullyateesur manufacturing operations at
acceptable costs, with acceptable yields, andretdéquately trained personnel.
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Our Dependence on Single-Source Suppliers and Service Providers May Cause Disruption in Our Operations Should 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 procomgparable materials or hybrid corn varieties miilar prices and terms within a reasoni
time. Several services that are provided to Ap@obtained from a single provider. Several efrdw materials we use to manufacture our
products are currently purchased from a singlecguncluding some monomers used to synthesizénm@epolymers and substrate mater
for our breathable membrane products. In additriatyally all of the hybrid corn varieties sold handec Ag are grown under contract by a
single seed producer. Any interruption of ourtielaship with single-source suppliers or serviceviers could delay product shipments and
materially harm our business.

We May Be Unable to Adequately Protect Our I ntellectual Property Rights

We may receive notices from third parties, inclgddome of our competitors, claiming infringementdoy products of patent and
other proprietary rights. Regardless of their megsponding to any such claim could be time-carieg, result in costly litigation and
require us to enter royalty and licensing agreemetich may not be offered or available on ternteptable to us. If a successful claim is
made against us and we fail to develop or licermgbatitute technology, we could be required teraitr products or processes and our
business, results of operations or financial pmsitould be materially adversely affected. Ouicess depends in large part on our ability to
obtain patents, maintain trade secret protectiahogrerate without infringing on the proprietaryhtg of third parties. Any pending patent
applications we file may not be approved and we natybe able to develop additional proprietary piaid that are patentable. Any patents
issued to us may not provide us with competitiveaadtiages or may be challenged by third partieserPaheld by others may prevent the
commercialization of products incorporating ouhteslogy. Furthermore, others may independenthetigvsimilar products, duplicate our
products or design around our patents.

Our Operations Are Subject to Regulations that Directly | mpact Our Business

Our food packaging products are subject to requiatinder the FDC Act. Under the FDC Act, any sahsé¢ that when used as
intended may reasonably be expected to becometlgicr indirectly, a component or otherwise affdet characteristics of any food may be
regulated as a food additive unless the substangenierally recognized as safe. We believe that frackaging materials are generally not
considered food additives by the FDA because thes#ucts are not expected to become componentodfdnder their expected conditions
of use. We consider our breathable membrane ptadibe a food packaging material not subject tulation or approval by the FDA. We
have not received any communication from the FDAceoning our breathable membrane product. If DA ere to determine that our
breathable membrane products are food additivesnayebe required to submit a food additive petifimnapproval by the FDA. The food
additive petition process is lengthy, expensive amckrtain. A determination by the FDA that a fealdlitive petition is necessary would
have a material adverse effect on our businessatipg results and financial condition.

Federal, state and local regulations impose vamowgronmental controls on the use, storage, diggher disposal of toxic, volatile
or otherwise hazardous chemicals and gases usedna of the manufacturing processes. Our faimm@htrol the use of, or to restrict
adequately the discharge of, hazardous substandes present or future regulations could subjetbisibstantial liability or could cause our
manufacturing operations to be suspended and changavironmental regulations may impose the rieeddditional capital equipment or
other requirements.

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 Resourceggmvation 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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The Company is subject to the Perishable Agricalt@ommodities Act (“PACA”) law. PACA regulatesiféarade standards in the
fresh produce industry and governs all the prodalit by Apio. Our failure to comply with the PAGAquirements could among other thir
result in civil penalties, suspension or revocatiba license to sell produce, and in the mostggtes cases, criminal prosecution, which
could have a material adverse affect on our busines

Adverse Weather Conditions and Other Acts of God May Cause Substantial Decreasesin Our Salesand/or Increasesin Our Costs

Our Food Products and Agricultural Seed Technolmgginesses are subject to weather conditions tieatt @ommodity prices, crop
yields, and decisions by growers regarding crofgmtplanted. Crop diseases and severe condipant;ularly weather conditions such
floods, droughts, frosts, windstorms, earthquakesharricanes, may adversely affect the supplyegfetables and fruits used in our business,
which could reduce the sales volumes and/or ineré@s unit production costs. Because a signifipantion of the costs are fixed and
contracted in advance of each operating year, veldetlines due to production interruptions or ofaetors could result in increases in unit
production costs which could result in substaritiates and weaken our financial condition.

We Depend on Strategic Partners and Licenses for Future Development

Our strategy for development, clinical and fieldtieg, manufacture, commercialization and marketimgome of our current and
future products includes entering into variousawdirations with corporate partners, licensees #met® We are dependent on our corporate
partners to develop, test, manufacture and/or madkae of our products. Although we believe thatmartners in these collaborations have
an economic motivation to succeed in performingrtbentractual responsibilities, the amount andriof resources to be devoted to these
activities are not within our control. Our parta@nay 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. Moreswete of the collaborative agreements providetttegt may be terminated at the
discretion of the corporate partner, and some®ttilaborative agreements provide for terminatinder other circumstances. In addition
may not receive any royalties on future sales atktast™ and PORT™ products because we no longer ¢antrol over the sales of those
products. Our partners may pursue existing orreté/e technologies in preference to our technaldgurthermore, we may not be able to
negotiate additional collaborative arrangementsiénfuture on acceptable terms, if at all, andamliaborative arrangements may not be
successful.

Both Domestic and Foreign Government Regulations Can Have an Adverse Effect on Our Business Operations

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 oitifee to receive approvals or loss of previouslyaiged 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 mageriegulations are always subject to
change and depend heavily on administrative ing¢gations and the country in which the productssatd. Future changes in regulations or
interpretations relating to matters such as safdiwg conditions, laboratory and manufacturing picas, environmental controls, and
disposal of hazardous or potentially hazardoustanbes may adversely affect our business.
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We are subject to USDA rules and regulations canogrthe safety of the food products handled andl lsp Apio, and the facilities
in which they are packed and processed. Failucenply with the applicable regulatory requiremesdan, among other things, result in:

* fines, injunctions, civil penalties, and suspensjon

¢ withdrawal of regulatory approvals,

* product recalls and product seizures, includingatsn of manufacturing and sales,
* operating restrictions, and

¢ criminal prosecution.

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

Our International Operations and Sales May Expose Our Business to Additional Risks

For the six months ended November 28, 2004, apmprately 37% of our total revenues were derived fpyoduct sales to
international customers. A humber of risks are iahgin international transactions. Internatioseles and operations may be limited or
disrupted by any of the following:

* regulatory approval process,
* government controls,

* export license requirements,
¢  political instability,

*  price controls,

* trade restrictions,

¢ changes in tariffs, or

difficulties in staffing and managing internatiomgderations.

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 ournat&onal business, and our financial
condition and results of operations. While ouefgn sales are currently priced in dollars, flutitirgs in currency exchange rates, may reduce
the demand for our products by increasing the pfaaur products in the currency of the countrsvhich the products are sold. Regulat
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 Customers May Adversely Affect Our Business

During the six months ended November 28, 2004 sgaleur top five customers accounted for approteigat5% of our revenues,
with our largest customers, Costco Wholesale Camgd.Pomina Enterprise Co. LTD, accounting for agipnately 14% and 10% of our
revenues, respectively. We expect that, for thedeeable future, a limited number of customers ecoaginue to account for a substantial
portion of our net revenues. We may experiencagbsiin the composition of our customer base, as apd Landec Ag have experience!
the past. We do not have long-term purchase agmsméth any of our customers. The reduction, ylelacancellation of orders from one or
more major customers for any reason or the lossmefor more of our major customers could matermtigt adversely affect our business,
operating results and financial condition. In &iddi, since some of the products processed by Apits Guadalupe, California facility are
often sole sourced to its customers, our operaénglts could be adversely affected if one or nudreur major customers were to develop
other sources of supply. Our current customers magyontinue to place orders, orders by existingg@mers may be canceled or may not
continue at the levels of previous periods or wg mat be able to obtain orders from new customers.
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Our Sale of Some Products May | ncrease Our Exposure to Product Liability Claims

The testing, manufacturing, marketing, and salhefproducts we develop involves an inherent risilegations of product
liability. If any of our products were determinedalleged to be contaminated or defective or t@el@used a harmful accident to an end-
customer, we could incur substantial costs in redjpg to complaints or litigation regarding our gucts and our product brand image could
be materially damaged. Either event may have amadtdverse effect on our business, operatingtseand 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 itmits in the amount of $41.0 million per
occurrence and $42.0 million in the annual aggeeg&iur coverage may not be adequate or may ntéihcerto be available at an acceptable
cost, if at all. A product liability claim, prodticecall or other claim with respect to uninsurgdbilities or in excess of insured liabilities cd
have a material adverse effect on our businessatipg results and financial condition.

Our Stock Price May Fluctuate in Accordance with Market Conditions

Over the past several years the stock market hzerienced extreme price and volume fluctuationise fbllowing events may cause
the market price of our common stock to fluctuagmigicantly:

* technological innovations applicable to our product

*  our attainment of (or failure to attain) milestoreshe commercialization of our technology,
* our development of new products or the developraénew products by our competitors,

* new patents or changes in existing patents appiicalour products,

* our acquisition of new businesses or the salespadial of a part of our businesses,

* development of new collaborative arrangements byuiscompetitors or other parties,

¢ changes in government regulations applicable tdasmess,

* changes in investor perception of our business,

¢ fluctuations in our operating results and

* changes in the general market conditions in ounstrg.
These broad fluctuations may adversely affect theket price of our common stock.

Since We Order Cartons and Film for Our Products from Suppliersin Advance of Receipt of Customer Ordersfor Such Products, We
Could Face a Material I nventory Risk

As part of our inventory planning, we enter int@otated orders with vendors of cartons and filradufor packing our products in
advance of receiving customer orders for such prsduAccordingly, we face the risk of ordering toany cartons and film since orders are
generally based on forecasts of customer orddmsir#ftan actual orders. If we cannot change oeleased from the orders, we may incur
costs as a result of inadequately predicting carsord film orders in advance of customer orderscaBse of this, we may currently have an
oversupply of cartons and film and face the riskatf being able to sell such inventory and ourcipdited reserves for losses may be
inadequate if we have misjudged the demand fopoagiucts. Our business and operating results dmladversely affected as a result of
these increased costs.

Our Seed Products May Fail to Germinate Properly and We May Be Subject to Claims for Reimbursement or Damages for Losses from
Customers Who Use Such Products

Farmers plant seed products sold by Landec Agthiétexpectation that they will germinate under radrgrowing conditions. If ot
seed products do not germinate at the appropimatedr fail to germinate at all, our customers riraur significant crop losses and seek
reimbursement or bring claims against us for swhabes. Although insurance is generally availabl@ver such claims, the costs for
premiums of such policies are
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prohibitively expensive and we currently do not mtain such insurance. Any claims brought for fialof our seed products to properly
germinate could materially and adversely affectapgrating and financial results.

Recently Enacted Changes in Securities Laws and Regulations Are Likely to I ncrease Our Costs

The Sarbanes-Oxley Act of 2002 (the “Act”) that &ee law in July 2002 requires changes in some io€oiporate governance,
public disclosure and compliance practices. Intaiti Nasdaq has made revisions to its requirenfentsompanies, such as Landec, that are
listed on the NASDAQ. We expect these developminiscrease our legal and financial complianceso®Ve expect these changes to make
it more difficult and more expensive for us to abtdirector and officer liability insurance, and wey be required to accept reduced cove
or incur substantially higher costs to obtain cager. These developments could make it more difffoulus to attract and retain qualified
members for our board of directors, particularhséove on our audit committee. We are presentiyuating and monitoring regulatory
developments and cannot estimate the timing or imadmof additional costs we may incur as a resilhe Act.

Our Controlling Shareholders Exert Significant I nfluence over Corporate Events that May Conflict with the I nterests of Other
Shareholders

Our executive officers and directors and theidiatfes own or control approximately 23% of our coamstock (including options
exercisable within 60 days). Accordingly, theskcefs, directors and shareholders may have tHiyatoi exert significant influence over the
election of our Board of Directors, the approvahofendments to our articles and bylaws and theoappof mergers or other business
combination transactions requiring shareholder @pgdr This concentration of ownership may havedtfiect of delaying or preventing a
merger or other business combination transactizen & the transaction or amendments would be lieiaéfo our other shareholders. In
addition, our controlling shareholders may apprar@ndments to our articles or bylaws to implemetittakeover or management friendly
provisions that may not be beneficial to our otstesreholders.

Terrorist Attacks and Risk of Contamination May Negatively Impact All Aspects of Our Operations, Revenues, Costs and Stock Price

The September 2001 terrorist attacks in the Uriitiades, as well as future events occurring in nespor connection to them,
including, future terrorist attacks against Uniftdtes targets, rumors or threats of war, actu#licts involving the United States or its alli
or trade disruptions impacting our domestic suppla our customers, may impact our operationsnaaig, among other things, cause
decreased sales of our products. More generbibgetevents have affected, and are expected tomwent affect, the general economy and
customer demand for our products. While we ddoedieve that our employees, facilities, or prodwats a target for terrorists, there is a
remote risk that terrorist activities could resnltontamination or adulteration of our productdthough we have systems and procedures in
place that are designed to prevent contaminatidrednlteration of our products, a disgruntled erygédoor third party could introduce an
infectious substance into packages of our prodedtser at our manufacturing plants or during stépirof our products. Were our products
to be tampered with, we could experience a matadaérse effect in our business, operations araohdiial condition.

We May Be Exposed to Employment Related Claims and Costs that Could Materially Adversely Affect Our Business

We have been subject in the past, and may be ifuthee, to claims by employees based on allegatadrdiscrimination, negligenc
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sulgjgetyment of workerszompensatiol
claims and other similar claims. We could incupstantial costs and our management could sperghéisant amount of time responding to
such complaints or litigation regarding employesirok, which may have a material adverse effectusrbasiness, operating results and
financial condition.

We Are Dependent on Our Key Employees and if One or More of Them Were to Leave, We Could Experience Difficultiesin Replacing
Them and Our Operating Results Could Suffer

The success of our business depends to a sigrtisient upon the continued service and performahegerelatively small number
of key senior management, technical, sales, an#letiag personnel. The loss of any of our key
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personnel would likely harm our business. In addijtcompetition for senior level personnel wittokriedge and experience in our different
line of business is intense. If any of our keyspanel were to leave, we would need to devote anbat resources and management attention
to replace them. As a result, management attenteybe diverted from managing our business, anthegeneed to pay higher compensa

to replace these employees.

We May I ssue Preferred Stock with Preferential Rightsthat Could Affect Your Rights

Our Board of Directors has the authority, withaurtfier approval of our shareholders, to fix thétsgand 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 ConvertibleRezf Stock. The Series A Convertible PreferrediSteas converted into 1,666,670 shares
of Common Stock on November 19, 2002 and the SBriésnvertible Preferred Stock was converted in@4,102 shares of Common St
on May 7, 2004.

The issuance of new shares of preferred stock duaid the effect of making it more difficult fotfird 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 Stock

We have not paid any cash dividends on our ComntockSince inception and do not expect to do gbénforeseeable future. Any
dividends may be subject to preferential dividepagable on any preferred stock we may issue.

The Reporting of Our Profitability Could Be Materially And Adversely Affected if it | s Determined that the Book Value of Goodwill is
Higher than Fair Value

Our balance sheet includes an amount designategadwill” that represents a portion of our assatsl our stockholders’ equity.
Goodwill arises when an acquirer pays more forsirtmss than the fair value of the tangible and rséply measurable intangible net assets.
Under Statement of Financial Accounting StandardsId42 “Goodwill and Other Intangible Assets”, begng in fiscal year 2002, the
amortization of goodwill has been replaced witHiampairment test” which requires that we compare filair value of goodwill to its book
value at least annually and more frequently ifuinstances indicate a possible impairment. If werd@ne at any time in the future that the
book value of goodwill is higher than fair valueththe difference must be written-off, which comdterially and adversely affect our
profitability.
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Iltem 3.  Quantitative and Qualitative Disclosure s about Market Risk

The following table presents information about @@mpany’s debt obligations and derivative finangiatruments that are sensitive
to changes in interest rates. The table preseimsipal amounts and related weighted averageastaates by fiscal year of expected mati
for the Company’s debt obligations. The carryimdue of the Company’s debt obligations approximétedair value of the debt obligations
as of November 28, 2004.

Remainder of There-
2005 2006 2007 2008 2009 after Total

Liabilities (in 000’s)
Lines of Credif $ 419 $ — $ — 3 — $ — $ — $ 4,19

Avg. Int. Rate 5.22% 5.22%
Long term debt, including current porti

Fixed Rate $ 151C $ 55¢ % 551 $ 29z % 144 $ 154 $ 4,59¢

Avg. Int. Rate 6.5% 4.7%% 4.54% 4.34% 4.24% 4.2% 5.62%
Item 4. Controlsand Procedu res
€)) Based on their evaluation as of the end of theoparovered by this Quarterly Report on Form 104@ (Evaluation Date”),

Landec’s principal executive officer and princifiakncial officer concluded that, as of the EvailomatDate, Landec’s disclosure
controls and procedures as defined in Rules 13a}Hs(d 15d-15(e) under the Securities Exchange®t®34, as amended (the
“Exchange Act”), were effective such that the mialénformation required to be disclosed by Landereports that it files or
submits under the Exchange Act is recorded, precessimmarized and reported within the time pergmiified in Securities and
Exchange Commission rules and forms.

(b) Since the Evaluation Date, there have not beersgmjficant changes in Landec’s internal contralénoother factors that could
significantly affect these controls, including argrrective actions with regard to significant difitcies and material weaknesses.
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PART Il . OTHER INFORMATION

Item 1. Legal Procee dings

None.
Item 2. Changes in Securi ties and Use of Proceeds

Pursuant to a Stock Purchase Agreement dated Segt&n2004, the Company and Chiquita Brands laternal, Inc. on
October 14, 2004, completed a financing pursuanttich the Company raised net proceeds of appraeim&3.5 million in a private
placement of 486,111 shares of Common Stock ata pf $7.20 per share (the “Financing”). The Campintends to use the proceeds for
working capital purposes.

The issuance of securities in this ltem 2 was deetmée exempt from registration under the Se@agrifict of 1933, as amended (the
“Act”), in reliance on Section 4(2) of the Act agransaction by an issuer not involving any pubffering. The recipient of the securities in
such transaction represented its intention to aedhe securities for investment only and not withiew to or for sale in connection with any
distribution thereof and also that it is an “acded investor” with the meaning of Rule 501(a) @drlation D under the Act. Appropriate
legends were affixed to the securities issued @l $tansaction. The recipient was given adequatess to information about the Company.
Item 3. Defaults Upon Se nior Securities

None.
Item 4. Submission of Matte rs to a Vote of Security Holdes

At the Company’s Annual Meeting of Shareholdergllodl September 30, 2004 the following proposaleveeiopted by the margins
indicated:

Number of Shares

Voted For Withheld
1. Four Class 1 directors were elected by the maiigttisated to serve for a term of office to expire
at the second succeeding annual meeting of shaleischt which their successors will be elected
and qualified
Frederick Franl 16,494,22 260,51¢
Stephen E. Halpri 16,452,56 302,17¢
Richard S. Schneider, Ph. 16,480,64 274,09:
Kenneth E. Jone 16,518,64 236,09:

The Class Il directors were not up for electiothat Annual Meeting. The five current Class Il
directors, Gary T. Steele, Kirby L. Cramer, DukésBiw, Robert Tobin and Nicholas Tompkins
will serve as Class Il directors until the next AmhMeeting, when their successors will be ele
and qualified
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Voted Voted

For Against Abstain
2. To ratify the appointment of Ernst & Young LLP aslépendent public accountants of
the Company for the 2005 fiscal ye 16,549,45 184,65( 20,63t

ltem 5. Other Informatio n

None.
Item 6. Exhibit s

Exhibit

Number Exhibit Title:

10.1+ Bonus Incentive Plan for Fiscal Year 2(

31.1+ CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 2002
31.2+ CFO Certification pursuant to section 302 of theb&ne-Oxley Act of 2002
32.1+ CEO Certification pursuant to section 906 of theb@ae-Oxley Act of 2002

32.2+ CFO Certification pursuant to section 906 of theb8ae-Oxley Act of 2002

+ Filed herewith.
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behalf by the undersigned, thereunto duly authdrize

Date:

SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisdRéport to be signed on its

January 7, 200

LANDEC CORPORATION

By: /s/ Gregory S. Skinr
Gregory S. Skinne

Vice President, Finance and Chief Financial Off
(Principal Financial and Accounting Office
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Exhibit 10.1

Bonus Incentive Plan for Fiscal Year 2005

Under the Bonus Incentive Plan for Fiscal Year 2(188 “Plan”) employees of Landec Corporation (t@Bempany”) and its
subsidiaries may earn cash bonuses for fiscal3@@% based upon the achievement of specified apautdrmance goals and objectives
relating to the Company and its subsidiaries, idiclg goals based on the Company'’s stock price anuregs per share, and controllable
income of the Company'’s subsidiaries and the staftasrtain regulatory submissions. Bonuses adtzded by multiplying a percentage of
each participant’s base salary by the percentatfgecdggregate performance goals that is attaifiéée. percentage of base salary used to
determine each participant’s cash bonus paymegegafiom 5% to 100% of base salary. Participantstrattain a minimum percentage of
the aggregate performance goals to receive a hamler the Plan. Also, participants must be empldyethe Company or one of its
subsidiaries at the time that bonuses are paichuBpayments, if any, will be made in single lurapmscash payments as soon as practicable
after the end of the Company’s fiscal year.

Pursuant to his employment agreement and basedthpaitainment of specified annual performancésgmad objectives of the
Company for fiscal year 2005, Gary Steele, the Camgfs Chief Executive Officer, has the opporturtdyearn a bonus stock option award to
purchase shares of the Company’s common stockiditi@n to the opportunity to earn a cash bonugtham a percentage of base salary.
Mr. Steele’s cash bonus and bonus stock optioncawdrbe based upon certain annual performancésga@a to the Company’s stock price,
earnings per share and completion of certain basitransactions. Mr. Steele’s cash bonus and txinok option award will be determined
based on the percentage of the aggregate perfoengmads that is attained. The bonus stock optiear@ will have an exercise price equal to
the fair market value of the Company’s common siorcithe date of grant.




Exhibit 31.1
CERTIFICATIONS
I, Gary T. Steele, certify that:
1. | have reviewed this quarterly report on Form 1@fQandec Corporation;

2. Based on my knowledge, this quarterly report da#santain any untrue statement of a materialdactmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this qtety report, fairly present in ¢
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4, The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

€)) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this quarterly report is beinggared,;

(b) (paragraph intentionally omitted pursuant to SEGRee 33-8238);

(c) evaluated the effectiveness of the registrant'sloissire controls and procedures and presentedsitiarterly report our
conclusions about the effectiveness of the discesantrols and procedures, as of the end of tHegeovered by this quarterly report based
on such evaluation, and

(d) disclosed in this quarterly report any change eréigistrant’s internal control over financial rejorg that occurred during
the registrant’s most recent fiscal quarter (thrggsteant’s fourth quarter in the case of an anmepbrt) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officers and Wealisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

@ all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial information; and

(b) any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
registrant’s internal control over financial repogt

Date: January 7, 2005

/s| Gary T. Steel
Gary T. Steelt
President and Chief Executive Offic




Exhibit 31.2
CERTIFICATIONS
I, Gregory S. Skinner, certify that:
1. | have reviewed this quarterly report on Form 1@fQandec Corporation;

2. Based on my knowledge, this quarterly report da#santain any untrue statement of a materialdactmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this qtety report, fairly present in ¢
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4, The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

€)) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this quarterly report is beinggared,;

(b) (paragraph intentionally omitted pursuant to SEGRee 33-8238);

(c) evaluated the effectiveness of the registrant'sloissire controls and procedures and presentedsitiarterly report our
conclusions about the effectiveness of the discesantrols and procedures, as of the end of tHegeovered by this quarterly report based
on such evaluation; and

(d) disclosed in this quarterly report any change eréigistrant’s internal control over financial rejorg that occurred during
the registrant’s most recent fiscal quarter (thgsteant’s fourth quarter in the case of an anmepbrt) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officers and Wealisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

@ all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial information; and

(b) any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
registrant’s internal control over financial repogt

Date: January 7, 2005

/sl Gregory S. Skinng

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 Quarterly Report of Landewrgioration (the “Company”) on Form 10-Q for theipdrending November 28,
2004 as filed with the Securities and Exchange C@sion on the date hereof (the “Report”), |, GarySteele, Chief Executive Officer and
President of the Company, certify, pursuant to 18.0. 8 1350, as adopted pursuant to 8 906 ofahgaBes-Oxley Act of 2002, that:

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

(2) The information contained in the Report faphgesents, in all material respects, the finanaaldition and result of operations of
the Company.

Date: January 7, 2005

/sl Gary T. Steel

Gary T. Steelt

Chief Executive Officer and President
(Principal Executive Officer)

The foregoing certification is being furnished $pleursuant to Section 906 of the Sarbaf@edey Act of 2002 (subsectiol
(&) and (b) of Section 1350, Chapter 63 of Title UBited States Code) and is not being filed as gfathe Form 10-Q or as
a separate disclosure document.




Exhibit 32.2

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 Quarterly Report of Landewrgidration (the “Company”) on Form 10-Q for theipdrending November 28,
2004 as filed with the Securities and Exchange C@sion on the date hereof (the “Report”), I, Grgg8r Skinner, Vice President and Chief
Financial Officer of the Company, certify, pursugmtl8 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 ExgfeAct of 1934; and

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

Date: January 7, 2005

/sl Gregory S. Skinn
Gregory S. Skinne
Vice President and Chief Financial Officer
(Principal Accounting Officer)

* The foregoing certification is being furnished $pleursuant to Section 906 of the Sarbanes-OxletyofA2002 (subsections
(a) and (b) of Section 1350, Chapter 63 of Title UBited States Code) and is not being filed as gfathe Form 10-Q or as a
separate disclosure document.




