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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

™ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the Fiscal Quarter Ended November 26, 2006 , or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Transition period from to

Commission file number: 0-27446

LANDEC CORPORATION

(Exact name of registrant as specified in its @rart

California 94-302561¢
(State or other jurisdiction « (IRS Employel
incorporation or organizatiol Identification Number

3603 Haven Avenue
Menlo Park, California 94025
(Address of principal executive offices)

Registrant’s telephone number, including area code:
(650) 306-1650

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for at leastplast 90 days.

YesH NoO

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act.
Large Accelerated Fildd Accelerated Fildd Non Accelerated Fildzl

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgfe Act).
YesO NoM

As of December 19, 2006, there were 25,142,414eshafrCommon Stock outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
LANDEC CORPORATION
CONSOLIDATED BALANCE SHEETS
(In thousands)

November 2¢ May 28,
2006 2006
(Unaudited)
ASSETS
Current Assets
Cash and cash equivalel $ 11,75: $ 15,16¢
Accounts receivable, less allowance for doubtfebants of $351 and $245 at November 26, 2006
and May 28, 2001 16,35¢ 15,28¢
Accounts receivable, related pa 36¢ 561
Inventory 8,331 6,13«
Notes and advances receiva 1,56¢ 37€
Notes receivable, related pa — 14
Prepaid expenses and other current a: 1,03: 1,23
Assets held for sale (Note 1 35,04¢ 31,83¢
Total Current Asset 74,45« 70,61:
Property, plant and equipment, | 19,62¢ 16,88:
Goodwill, net 21,24¢ 21,24¢
Trademarks, ne 8,22¢ 8,22¢
Notes receivabl 52t 631
Other asset 1,83¢ 1,42¢
Total Assets $ 125,91¢ $119,02!
Current Liabilities:
Accounts payabl $ 13,07 12,44:
Related party payable 79 53:
Accrued compensatic 1,82: 2,76¢
Other accrued liabilitie 1,99t 1,96¢
Deferred revenu 44C 811
Current maturities of long term de 39 2,01¢
Liabilities assumed by buyer of FCD (Note : 20,29¢ 11,66¢
Total Current Liabilities 37,74¢ 32,20t
Minority interest 1,602 1,771
Total Liabilities 39,34¢ 33,97¢
Shareholder Equity:
Common stock and additional paid in capital, $0.p8d value; 50,000,000 shares authorized;
25,141,164 and 24,917,298 shares issued and aditsgaat November 26, 2006 and May 28, 2(
respectively 127,68 126,28t
Accumulated defici (41,11) (41,239
Total Shareholde’ Equity 86,57( 85,04¢
Total Liabilities and Sharehold¢ Equity $ 125,91¢ $119,02!

See accompanying notes.
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In thousands, except per share amounts)

Three Months Ende

Six Months Ende:

November 2¢ November 27 November 2¢ November 27
2006 2005 2006 2005

Revenues

Product sale $ 53,58¢ $ 52,56( $ 103,63: $ 100,88t

Services revenue, related pa 831 922 1,67¢ 2,09z

License fee: 681 17z 881 294

Royalty revenues, related pa 71 58 121 134

Research, development and royalty revetr 27 — 35 8
Total revenue 55,19« 53,71: 106,34 103,41
Cost of revenue

Cost of product sale 45,557 44,86 88,84¢ 85,70¢t

Cost of product sales, related pe 673 1,16¢ 2,222 2,82¢

Cost of services reveni 68¢ 59€ 1,44: 1,20
Total cost of revenu 46,91¢ 46,62 92,50¢ 89,73¢
Gross profit 8,27¢ 7,08¢ 13,83: 13,67¢
Operating costs and expens

Research and developmt 84C 82C 1,624 1,57¢

Selling, general and administrati 7,28¢ 7,154 12,19: 13,33¢
Total operating costs and expen 8,12¢ 7,974 13,81¢ 14,91«
Operating income (lost 147 (88%) 18 (1,235
Interest incom: 177 13C 41¢ 25C
Interest expens (121 a77) (197 (250
Minority interest expens (97 (201 (11%) (31€)
Other income (expens 2 (4) (3) (7)
Net income (loss $ 10€ $ (1,039 $ 122 $ (1,559
Basic net income (loss) per shi $ 0.0C $ (0.049) $ 0.0C $ (0.0¢6)
Diluted net loss per share (Note $  (0.00 $ (0.09 $ (0.0) $  (0.06
Shares used in computing basic and diluted netdesshar 25,03¢ 24,35( 24,98¢ 24,23

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

(In thousands)

Cash flows from operating activitie
Net income (loss

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic
Stocl-based compensation expel
Loss on sale of property and equipm
Minority interest

Investment in unconsolidated busin

Changes in current assets and current liabilitiesof effects of acquisition of assets of Heartlan

Hybrids, Inc.:

Accounts receivable, n

Inventory

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

Related party payable

Accrued compensatic

Other accrued liabilitie

Deferred revenu

Net cash used in operating activit

Cash flows from investing activitie

Purchases of property, plant and equipn

Purchase of marketable securi

Proceeds from maturities of marketable secur

Issuance of notes and advances receiv

Collection of notes and advances receivi

Acquisition of assets of Heartland Hybrids, In@t of cash acquire

Net cash used in investing activit|

Cash flows from financing activitie

Proceeds from sale of common st

Proceeds from the exercise of subsidiary opt
Decrease in other ass

Borrowings on lines of cred

Payments on lines of cre«

Payments on long term de

Distributions to minority interes

Net cash provided by financing activiti

Net decrease in cash and cash equiva

Cash and cash equivalents at beginning of penmtijding FCD
Cash and cash equivalents at end of period, inouECD
Less: Cash included in assets held for

Cash and cash equivalents at end of pe

Supplemental schedule of noncash operating aetv
Preferred stock received from investment in unchdated busines

See accompanying notes.
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Six Months Ende:

November 2¢ November 27
2006 2005

$ 122 $ (1,559

1,76¢ 1,52¢

382 —

29 16

12: 31€

(481) —

(532) (2,567)

(9,557 (8,890)

(1,427) (1,064

221 32¢

1 49¢

1,92( (1,149

(465) (395)

(1,129 28z

1) 12C

2,24¢ 2,511

(6,770) (10,017

(4,65)) (1,539

- (991)

— 2,95¢

(27) (18)

161 17z

(1,050) (3,630)

(5,567%) (3,047

1,017 501

10 —

67 19¢

4,941 11,10:

— (3,83))

(1,979 (1,01))

(302) (329)

3,75¢ 6,63z

(8,587 (6,420)

20,51¢ 12,87:

11,93¢ 6,451

(185) -

$ 11,75 $ 6,451

$ 481 $ —
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LANDEC CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation

Landec Corporation and its subsidiaries (“Leaicr the “Company”) design, develop, manufactare] sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadingr applications. The Company sells
Intellicoat® coated seed products through its Landec Ag, In@ar{tiec Ag”) subsidiary and specialty packaged fraghvegetables and whc
produce to retailers and club stores, primarilthim United States and Asia through its Apio, I&p{o”) subsidiary.

The accompanying unaudited consolidated fiizustatements of Landec have been prepared irr@acoe with accounting principles
generally accepted in the United States for intdimancial information and with the instructiong féorm 10-Q and Article 10 of
Regulation S-X. In the opinion of management, djuatments (consisting of normal recurring accrulats/e been made which are necessary
to present fairly the financial position at NovemB6, 2006 and the results of operations and dasisffor all periods presented. Although
Landec believes that the disclosures in these ¢iadrtatements are adequate to make the informptiesented not misleading, certain
information normally included in financial statenteand related footnotes prepared in accordandeW. accounting principles generally
accepted have been condensed or omitted per g ant regulations of the Securities and Excharmgendission. The accompanying
financial data should be reviewed in conjunctiothwvtiie audited financial statements and accompanyates included in Landec’s Annual
Report on Form 10-K for the fiscal year ended M8y 2006.

The results of operations for the three ardrsinths ended November 26, 2006 are not necessatitative of the results that may be
expected for an entire fiscal year. For instance, t the cyclical nature of the corn seed industigider's Choice Direct (FCD), Landec’s
former direct sales and marketing seed companyhahias sold on December 1, 2006 (see Note 12) anddcaAg realize virtually no
revenues during the first six months of each figear and therefore recognize substantial lossesglthe first half of Landec’s fiscal year.

Use of Estimates

The preparation of financial statements infeonity with U.S. accounting principles generallgcapted requires management to make
certain estimates and assumptions that affectefh@rted amounts of assets and liabilities and alisces of contingent assets and liabilities at
the date of the financial statements and the redadsults of operations during the reporting merictual results could differ materially frc
those estimates.

For instance, the carrying value of notes aehnces receivable, are impacted by current marless for the related crops, weather
conditions and the fair value of the underlyinguséyg obtained by the Company, such as, liens ap@rty and crops. The Company
recognizes losses when it estimates that the &irevof the related crops or security is insuffiti® cover the advance or note receivable.

Investments

Equity investments in non-public companieshwio readily available market value are carriedhenbalance sheet at cost as adjusted for
impairment losses, if any. If reductions in the ketvalue of the investments to an amount thatéieve cost are deemed by management:
other than temporary, the reduction in market valiiebe realized, with the resulting loss in markalue reflected on the income statement
(see Note 2).

Gooduwill and Other Intangibles

The Company is required under SFAS 142 tcese\goodwill and indefinite lived intangible assatdeast annually. During the six months
ended November 26, 2006, the Company completethitsal impairment review. The review is performgdjlouping the net book value of
all long-lived assets for reporting entities, irdihg goodwill and other intangible assets, and caning this value to the related estimated fair
value. The determination
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of fair value is based on estimated future disceditiash flows related to these long-lived asséts.discount rate used was based on the risk:
associated with the reporting entities. The deteation of fair value was performed by managemeiniguthe services of an independent
appraiser. The review concluded that the fair valiudae reporting entities exceeded the carryirigevaf their net assets and thus no
impairment charge was warranted as of Novembe? @86.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Stadsi@oard (“FASB”) issued FASB Interpretation No, ABcounting for Uncertainty in
Income Taxe— an Interpretation of FASB Statement No. (&N No. 48"), which clarifies the accounting fancertainty in income taxes
recognized in an enterprise’s financial statemanéccordance with FASB Statement No. 188¢ounting for Income Taxe&IN No. 48
prescribes a recognition threshold and measureattittute for the financial statement recognitionl aneasurement of a tax position take
expected to be taken in a tax return. FIN No. 48 arovides guidance on derecognition, classificatinterest and penalties, accounting in
interim periods, disclosure, and transition andrgef the criteria that must be met for the benefits tax position to be recognized. The
provisions of FIN No. 48 will be effective for tfi@ompany commencing at the start of fiscal 2008, &y2007. The Company is currently
evaluating the impact of adopting FIN No. 48 orcitsisolidated financial statements.

Reclassifications

Certain reclassifications have been madeits period financial statements to conform to therent period presentation. The assets of
FCD and the liabilities assumed by the buyer of H@Re been reclassed in the accompanying ConsedidBdlance Sheets (see Note 12).

2. License Agreements

In December 2005, Landec entered into an eketlicensing agreement with Aesthetic Sciencep@mation. At that time Landec
received cash and preferred stock in AestheticrBei® As part of the original agreement, Landectwasceive additional shares upon the
completion of a specific milestone. On NovemberZX)6, that milestone was met and as a result lcaret®ived an additional 800,000
shares of preferred stock valued at $481,000. Landeently has a 19.9% ownership interest in AetitiSciences. The $481,000 is included
in other assets in the accompanying ConsolidatéahBa Sheet and is recorded as licensing revenile iaccompanying Consolidated
Statements of Operations since Landec has no fustiigations under this agreement.

3. Stock-Based Compensation

On May 29, 2006, the Company adopted SFAS 128#h is a revision of SFAS No. 123 “Accountirgy Stock-Based
Compensation” (“SFAS 123"), and supersedes APB2$0:‘Accounting for Stock Issued to Employees” (‘B\R5"). Among other items,
SFAS 123R requires companies to record compensexpense for stock-based awards issued to emplayekdirectors in exchange for
services provided. The amount of the compensatiperese is based on the estimated fair value adrads on their grant dates and is
recognized over the required service periods. Tdm@any’s stock-based awards include stock optiantgrand restricted stock unit awards
(RSUs).

Prior to the adoption of SFAS 123R, the Conypapplied the intrinsic value method set forth IREB\25 to calculate the compensation
expense for stockased awards. The Company has historically setxbecise price for its stock options equal to tregkmat value on the gra
date. As a result, the options had no intrinsicigadn their grant dates, and therefore the Comgahgot record any compensation expense
unless the terms of the stock options were subsgiguaodified. For RSUs, the calculation of compatitn expense under APB 25 and Si
123R is similar except for the accounting treatnfenforfeitures as discussed below.

The Company adopted SFAS 123R using the neatifrospective transition method, which requiresapplication of the accounting
standard to (i) all stock-based awards issued @iter May 29, 2006 and (ii) any outstanding stbelsed awards that were issued but not
vested as of May 29, 2006. Accordingly, the Comfmogndensed consolidated financial statement$ B®wember 27, 2005, and for the
three and six months then-ended, were accountaghfter the provisions of APB 25. In the three ardrsonths ended November 26, 2006,
the
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Company recognized stock-based compensation expé$d86,000 and $382,000 or $0.01 and $0.02 psic laand diluted share,
respectively, which included $42,000 and $75,000dstricted stock unit awards and $94,000 and $@Wr/for stock option grants,
respectively.

The following table summarizes the stock-basadpensation by income statement line item:

Three Months

Ended Six Months Ended

November 26, 200 November 26, 200

Research and developmt $ 23,00( $ 42,00(
Sales, general and administrat $ 113,000 $ 340,00(
Total amortization of sto-based compensatic $ 136,000 $ 382,00(

The estimated fair value for stock optionsjchitdetermines the Company'’s calculation of comp#os expense, is based on the Black-
Scholes pricing model. Upon the adoption of SFASR,2he Company changed its method of calculatitgracognizing the fair value of
stock-based compensation arrangements to thelgtlaig, single-option method. Compensation expdosall stock option and restricted
stock awards granted prior to May 29, 2006 willthaure to be recognized using the straight-line,tipl@-option method. In addition, SFAS
123R requires the estimation of the expected fnfes of stock-based awards at the time of grasta Aesult, the Company uses historical
data to estimate pre-vesting forfeitures and rexetdck-based compensation expense only for theaeda that are expected to vest and
revises those estimates in subsequent periods ddtual forfeitures differ from the prior estimatén the pro-forma information required
under SFAS 123 for periods prior to May 29, 200, Company accounted for forfeitures as they oedurr

Valuation Assumptions

As of November 26, 2006 and November 27, 2@ fair value of stock option grants was estimatsing the Black-Scholes option
pricing model. The following weighted average asgtioms were used:

Three Months Ende Six Months Ende
November 26 November 27 November 26 November 27
2006 2005 2006 2005
Stock Option plan

Risk-Free interest rat — 4.25% 5.0% 4.11%
Dividend Yield — 0% 0% 0%
Volatility — 54% 51% 54%
Expected term in yea — 4.01 4.21 4.61
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For purposes of pro forma disclosures, thenegéd fair value of the options is amortized tpexxse over the service period of the options
using the straight-line method. The Company'’s pronfa information follows (in thousands except fer phare data):

Three Month Six Months
Ended Ended
November 2 November 27
2005 2005
Net loss $ (1,037 $ (1,559
Deduct:
Stocl-based employee expense determined under SFA (42¢) (665)
Pro forma net los $ (1,465 $ (2,229
Basic and diluted net loss per sh— as reportes $ (0.09) $ (0.0¢6)
Basic and diluted pro forma net loss per sl $ (0.0¢6) $ (0.09)
Stock-Based Compensation Activity
Restricted Stock Outstanding Stock Options Outstanding
RSUs and Weighted
Options Number of Average Weighted
Available Restricted Grant Date Number of Average
for Grant Shares Fair Value Stock Options Exercise Price
Balance at May 28, 20( 857,70! 83< $ 758 3,117,511 $ 4.8~
Granted (153,339 38,33t $ 8.8¢ 115,00( $ 8.8¢
Exercisec — — — (207,36Y) $ 4.51
Forfeited — — — (5,419 $ 4.8C
Balance at November 26, 20 704,37( 39,16¢ $ 8.8t 3,019,73 $ 5.0z
The following table summarizes information ceming stock options outstanding and exercisatiMdoaember 26, 2006:
Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Aggregate Average
Exercise Number of Share: Contractual Exercise Intrinsic Number of Share: Exercise Aggregate
Prices Outstanding Life Price Value Exercisable Price Intrinsic Value
(in years) (in years)
$1.660- $3.180 408,45¢ 5.71 $ 261 $ 2,973,58: 397,28 $ 261 $ 2,892,22
$3.250- $3.400 414,85( 3.7¢ $ 3.3¢ $ 2,700,67. 412,34¢ $ 3.3¢ $ 2,684,39.
$3.470- $4.938 408,38! 4.0€ $ 4.3C $ 2,282,87. 406,19¢ $ 431 $ 2,266,57
$5.000- $5.000 641,12¢ 1.0¢ $ 5.0C $ 3,135,111 641,12¢ $ 5.0C $ 3,135,111
$5.250- $6.125 109,90¢ 3.17 $ 5.8 $ 446,23: 102,09¢ $ 584 $ 413,48
$6.130- $6.130 308,00( 5.5¢ $ 6.1¢ $ 1,158,08! 214,25( $ 6.1¢ $ 805,58
$6.250- $6.750 387,50( 4.7% $ 6.6€ $ 1,251,62! 387,50( $ 6.6€ $ 1,251,62!
$6.790- $8.860 341,50( 7.4¢€ $ 7.71 $ 74447( 265,79¢ $ 7.4C $ 661,83
$1.660- $8.860 3,019,73, 421 $ 50z $14,692,65 2,826,600 $ 4.9C $14,110,82

The aggregate intrinsic value in the tableveb@presents the total pretax intrinsic valueebam the Company’s closing stock price of
$9.89 on November 24, 2006, which would have beeaived by holders of stock options had all holdérstock options exercised their
stock options that were in-the-money as of thag delhe total number of in-thmoney stock options exercisable as of Novembe66, wa
approximately 2.8
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million shares. The aggregate intrinsic value otktoptions exercised during the three and six hwehded November 26, 2006, was
$822,000 and $1.1 million, respectively.
Shares Subject to Vesting

The following table summarizes the activitiateng to unvested stock option grants and RSUmduhe six month period ended
November 26, 200¢

Stock Options Restricted Stock
Weighted Weighted
Average Fair Average Fair
Shares Value Shares Value
Unvested at May 28, 20( 182,58t $2.43 833 $7.5¢
Granted 115,00( $4.0t 38,33t $8.32
Vested/Awardel (99,03¢) $2.73 —
Forfeited (5,41)) $4.8( — —
Unvested at November 26, 20 193,13: $3.1¢ 39,16¢ $8.3C

As of November 26, 2006, there was $939,00@tad unrecognized compensation expense relatadvested equity compensation awe
granted under the Company’s incentive stock plaotal expense is expected to be recognized ovewndlightedaverage period of 1.51 yee

As of November 26, 2006 the Company has reskB8 million shares of common stock for futusuEnce under its current and former
stock plans.
4. Net Income Per Diluted Share

The following table sets forth the computatadrdiluted net income for the periods with netdme (in thousands, except per share
amounts):

Three Months Six Months
Ended Ended
November 26, November 26,
2006 2006
Numerator:
Net income $ 10¢ $ 12z
Less: Minority interest income of subsidie (22¢) (341)
Net loss for diluted net loss per sh $ (120 $ (219
Denominator
Weighted average shares for diluted net loss e 25,03¢ 24,98t
Diluted net loss per sha $ (0.00 $ (0.0))

For the three months ended November 26, 2686\N@mvember 27, 2005, the computation of the dilutet loss per share excludes the
impact of options to purchase 1,446,608 sharesl&@%#V,824 shares of Common Stock, respectivelguel impacts would be antidilutive {
these periods.

For the six months ended November 26, 2006Nmamber 27, 2005, the computation of the dilutetlloss per share excludes the im|
of options to purchase 1,412,325 shares and 1,833Hares of Common Stock, respectively, as suphdis would be antidilutive for these
periods.
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5. Debt

On August 29, 2006, Landec Ag amended andtesbits revolving line of credit with Old Nationaank which increased the line from
$7.5 million to $10 million. The interest rate dretrevolving line of credit was reduced from priptes 0.375% to prime minus 0.50% (7.7
at November 26, 2006). The line of credit containedain restrictive covenants, which, among othegs, restricted the ability of Landec
Ag to make payments on debt owed by Landec Ag talka. Landec Ag was in compliance with all of thar covenants during the first six
months of fiscal year 2007. Landec had pledgedtanbally all of the assets of Landec Ag to sedheeline of credit. At November 26, 2006,
$4.9 million was outstanding under Landec &\gevolving line of credit. In conjunction with tisale of FCD to American Seeds, Inc. (ASI
December 1, 2006 (see Note 12) Landec Ag'’s lineredit was paid in full and subsequently terminated

6. Inventories

Inventories are stated at the lower of casdt(fn, first-out method) or market and consistédhe following (in thousands):

November 2¢ May 28,

2006 2006
Raw materia $  6,14¢ $ 3,76¢
Finished good 2,18: 2,19
Work in proces: — 177
Total $ 8,331 $ 6,13/

7. Related Party

Apio provides cooling and distributing sendder farms in which the Chief Executive OfficerAypio (the “Apio CEO”) has a financial
interest and purchases produce from those farmis. #po purchases produce from Beachside Produ€e(fdrmerly known as Apio Fresh)
for sale to third parties. Beachside Produce isamiby a group of entities and persons that supplgiyce to Apio. One of the owners of
Beachside Produce is the Apio CEO. Revenues, é@sbduct sales and the resulting payable, anatie receivable from advances for
ground lease payments, and crop and harvesting aostlassified as related party in the accompagrfymancial statements as of
November 26, 2006 and May 28, 2006 and for theethred six months ended November 26, 2006 and Nowegw) 2005

Apio leases, for approximately $535,000 oraanual basis, agricultural land that is either atymentrolled or leased by the Apio CEO.
Apio, in turn, subleases that land at cost to greweho are obligated to deliver product from tlaatd to Apio for value added products. Ttk
is generally no net statement of operations imfaéipio as a result of these leasing activitiesAyib creates a guaranteed source of supply
for the value added business. Apio has loss expasuthe leasing activity to the extent that iingible to sublease the land. For the three anc
six months ended November 26, 2006 the Compangasbtl all of the land leased from the Apio CEOrandived sublease income of
$121,000 and $232,000, respectively, which is etputile amount the Company paid to lease thatfianthe period.

Apio’s domestic commaodity vegetable busineas sold to Beachside Produce, effective June 3IB.2the Apio CEO is a 12.5% owner
in Beachside Produce. During the three and six hwebded November 26, 2006, the Company recogrexeaues of $16,000 and $21,000,
respectively, from the sale of products to Beaah§ltbduce and royalty revenue of $71,000 and $021/@spectively, from the use by
Beachside Produce of Apio’s trademarks. The relatedunts receivable from Beachside Produce assifitd as related party in the
accompanying financial statements as of Novembg2@86 and May 28, 2006.

In addition, the Apio CEO has a 6% ownershipriest in Apio Cooling LP, a limited partnershipwhich Apio is the general partner with
a 60% ownership interest. Included in the minairitgrest liability as of November 26, 2006 and Nedy 2006 is $205,000 and $237,000,
respectively, owed to the Apio CEO.
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All related party transactions are monitoredmerly by the Company and approved by the Audin@ittee of the Board of Directors.

8. Insurance Settlement

On August 25, 2006 the Company received a pagment of $1.6 million from the settlement ofurence claims associated with a fire
that occurred at its Dock Resins facility in Fely2000. The settlement resulted in the Compangraiieg a reduction to selling, general and
administrative expenses of $1.3 million, net ofenxges, during the Compasyfirst quarter of fiscal year 2007. In additio88%,000 had be¢
placed in escrow pending the outcome of certaipudéd professional fees. In September 2006, thep@aaynresolved the fee dispute and |
professional fees of $227,000 from the escrow awdived the balance of $154,000 which the Compaogrded as a reduction to selling,
general and administrative expenses during the tmenths ended November 26, 2006.

9. Comprehensive Income (Loss)

The comprehensive net income (loss) of Larisiéite same as the net income (loss).

10. Shareholders’ Equity

During the three and six months ended Nover@beR006, 152,972 and 223,866 shares of Commark Stespectively, were issued upon
the exercise of options under the Company’s st@dloo plans and the Company’s former Employee Skichase Plan.
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11. Business Segment Reporting

Landec operates in two business segment&dbe Products Technology segment and the Agrialltseed Technology segment. The
Food Products Technology segment markets and [spelcalty packaged whole and fresh-cut vegetabksricorporate the BreatheW8ay
specialty packaging for the retail grocery, clulrstand food services industry. The Agriculturaé&@&echnology segment markets and
distributes hybrid seed corn and seed coatinggusandec’s patented Intellico@iseed coatings to the farming industry. The Foodifets
Technology and Agricultural Seed Technology segmamtiude charges for corporate services allocftad the Corporate and Other
segment. Corporate and other amounts includecooa-operating activities and corporate operatogjsc All of the assets of the Company
located within the United States of America.

Operations by Business Segment (in thousands):

Agricultural

Food Product Seed Corporate
Three months ended November 26, 2 Technology Technology and Othel TOTAL
Net revenue: $ 54,46¢ $ 17 $ 70¢ $ 55,19¢
International sale $ 17,96« $ O $ 0O $ 17,96«
Gross profi $ 7,641 $ (73 $ 70¢ $ 8,27¢
Net income (loss $ 3,32¢ $(3,55¢) $ 337 $ 10¢
Interest expens $ 4 $ 117 $ O $ 121
Interest incomt $ 152 $ 4 $ 20 $ 177
Depreciation and amortizatic $ 66C $ 194 $ 25 $ 87¢
Three months ended November 27, 2
Net revenue: $ 53,40 $ 20 $ 28¢ $ 53,71:
International sale $ 19,92: $ O $ 0O $ 19,92:
Gross profi $ 6,86¢ $ 19 $ 201 $ 7,08¢
Net income (loss $ 2,39¢ $(3,18¢) $ (247) $ (1,03%)
Interest expens $ 75 $ 101 $ 1 $ 177
Interest incomt $ 10¢ $ 14 $ 7 $ 13C
Depreciation and amortizatic $ 624 $ 17¢ $ 23 $ 82C
Six months ended November 26, 2(
Net revenue: $105,29! $ 131 $ 91¢€ $106,34.
International sale $ 31,774 $ 0O $ 0O $ 31,77«
Gross profit $ 12,99¢ $ (79 $ 91¢ $ 13,83
Net income (loss $ 5,051 $(6,447) $1,51¢ $ 12z
Interest expens $ 74 $ 117 $ 0O $ 191
Interest incomt $ 34t $ 45 $ 23 $ 41c
Depreciation and amortizatic $ 1,33 $ 38¢ $ 51 $ 1,76¢€
Six months ended November 27, 2(
Net revenue: $102,90: $ 20 $ 49¢ $103,41°
International sale $ 36,64: $ 0O $ 0O $ 36,64
Gross profit $ 13,33( $ 19 $ 33C $ 13,67¢
Net income (loss $ 4,282 $(5,317) $ (527) $ (1,559
Interest expens $  14¢ $ 101 $ 1 $ 25C
Interest incomt $ 19¢ $ 26 $ 26 $ 25C
Depreciation and amortizatic $ 1,20C $ 27¢ $ 5C $ 1,52¢

During the six months ended November 26, 2886 November 27, 2005, sales to the Company’sivepciistomers accounted for
approximately 50% and 47%, respectively, of revenudth the Company’s top customers from the Foai&cts Technology segment,
Costco Wholesale Corp., accounting for approxinya2€P6 and 15%, respectively, and Pomina Enter@selTD, accounting for
approximately 9% and 11%, respectively of reventlias. Company expects that, for the foreseeabledutulimited number of customers
may continue to account for a significant portidrit® net revenues. Virtually all of the Companirigernational sales are to Asia.
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12. Subsequent Events

On December 1, 2006, Landec sold its direagketing and sales seed company Fielder's ChoicedD{FCD), which included the
Fielder's Choice Directand Heartland Hybriflbrands, to American Seeds, Inc. (ASI), a wholly ed/subsidiary of Monsanto Company.
The acquisition price for FCD was $50 million irsbgpaid at the close with an additional earn-outamh of up to $5 million based on FCD
results for the twelve months ended May 31, 20@ndec will record during its fiscal third quartacome from the sale, net of expenses and
estimated taxes, of approximately $20 million td $@illion. The income, before expenses and estichtees, that will be recorded is equal
to the difference between the fair value of FCD asdet book value. In accordance with generatlyeated accounting principles, any
portion of the $50 million of proceeds in excesshaf fair value of FCD will be allocated to thehiaology license agreement described below
and will be recognized as revenue ratably ovefitleeyear term of the technology license agreemgmé determination of fair value was
performed by management using the services of@epiendent appraiser. Based on the appraisal, idetasmined that the fair market value
of FCD was $40 million which is $10 million lessatihnthe $50 million received at close. Therefore,$h0 million will be recognized as
revenue and income ratably over the term of thertelogy license agreement or $2 million per year.

On December 1, 2006, Landec also enteredaifitee-year co-exclusive technology license ang/par supply agreement with Monsanto
Company for the use of Landec’s Intellicoat polyreeed coating technology. In addition, Monsantd pél all operating costs, including
research and development funding, over the tertheofgreement. This agreement provides for a fgalj@ to Landec of $4 million if
Monsanto elects to terminate the agreement or pdgable to Landec of $8 million if Monsanto eleituyout the technology. According
if the agreement is eventually terminated, Land#éicraceive minimum guaranteed payments of $17iamilfor license fees and polymer
supply payments over five years or $21 million iaximum payments if Monsanto elects to buyout tberised technology. The minimum
guaranteed payments will result in Landec recoggizevenue and operating income of $3.4 millionygar for five years. If Monsanto ele
to purchase the technology, an additional $4 mmilbé license fee revenue will be recognized atitine of payment.

If the purchase option is exercised beforefittiteanniversary of the Intellicoat agreement,anual license fees and supply payments that
have not been paid to Landec will become due upemtirchase. If Monsanto does not exercise itshaisee option by the fifth anniversary of
the Intellicoat agreement, Landec will receive térenination fee and all rights to the Intellicoaed coating technology will revert to Landec.
If Monsanto exercises its purchase option, LanaecMonsanto will enter into a new long-term suppdyeement in which Landec will
continue to be the exclusive supplier of Intellicpalymer materials to Monsanto.

In exchange for the annual payments, Monsaaueives (1) a co-exclusive right to use Landentsllicoat temperature activated seed
coating technology worldwide during the licensei@er(2) the right to be the exclusive global saled marketing agent for the Intellicoat
seed coating technology, and (3) the right to pasetthe technology any time during the five yeantef the Intellicoat agreement. In
addition, Monsanto will fund all operating costs;luding all Intellicoat research and developmpndduct development and non-replacement
capital costs during the five year agreement period

In conjunction with the sale of FCD, Landecghased all of the outstanding common stock anibepbf Landec Ag not owned by
Landec at the fair market value of each share aflea Ag as if all options had been exercised &eckember 1, 2006. As a result, Landec
paid $7.3 million of the proceeds from the sal&6D to purchase all of the common stock and optaiiisandec Ag not owned by Landec.
After the purchase, Landec Ag became a wholly owswdssidiary of Landec. In accordance with SFAS 12BR purchase will not result in
an expense to the Company because all of the atatloptions purchased were fully vested at the tihtbe purchase and were purchasec
fair value on the date of the purchase.

FCD revenues for the three and six months @&idember 26, 2006 and November 27, 2005 were,$081and $20,000, respectively.
The net losses for FCD for the three and six moattted November 26, 2006 and November 27, 2005 $é&€emillion and $4.8 million,
respectively. FCD had cash balances at Novembe2@ and May 28, 2006 of $185,000 and $5.4 milliespectively.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read injonation with the unaudited consolidated finansi@tements and accompanying notes
included in Part I—Item 1 of this Form 10-Q and ¢hlited consolidated financial statements andrapanying notes and Management'’s
Discussion and Analysis of Financial Condition &ebsults of Operations included in Landec’s Annugp&t on Form 10-K for the fiscal
year ended May 28, 200

Except for the historical information containigerein, the matters discussed in this reporfaareard-looking statements within the
meaning of Section 21E of the Securities Exchancfeof1934. These forward-looking statements ineatertain risks and uncertainties that
could cause actual results to differ materiallynfrthose in the forward-looking statements. Poténisks 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 AnnugddReon Form 10-K for the fiscal year ended May 2806. Landec undertakes no
obligation to update or revise any forward-look8tgtements in order to reflect events or circuntgtarthat may arise after the date of this
report.

Critical Accounting Policies and Use of Estimates

There have been no material changes to thep@oy’s critical accounting policies which are iraédal and described in the Form 10-K for
the fiscal year ended May 28, 2006 filed with tlee@ities and Exchange Commission on July 27, 2@f6the exception of the adoption of
SFAS No. 123(R).

Accounting for Stock-Based Compensation

Effective May 29, 2006, we measure compensatikpense for our stock-based compensation plang tise fair value method as defined
in SFAS No. 123(R). Under SFAS 123R, stock-basedpemsation expense is calculated based on the ohthe award on the date of grant
and is recognized as expense on a straight line basr the vesting period. Determining the failueaof stock-based awards on the grant date
requires judgment, including estimating the vagahiecessary to determine the fair value of awgnaisted. To the extent actual results or
updated estimates differ from our prior estimasesh amounts will be recorded as a cumulative &djist in the period that any such
estimates are revised. If actual results diffenigigantly from what we previously estimated, otmck-based compensation expense and our
results of operations could be materially impacted.

The Company

Landec Corporation and its subsidiaries (“Legicr the “Company”) design, develop, manufacimd sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadingr applications. This proprietary
polymer technology is the foundation, and a kejedéntiating advantage, upon which Landec has hsiliusiness.

Landec’s core polymer products are basedsopatented proprietary Intelim@r polymers, which differ from other polymers in thlagy
can be customized to abruptly change their physitcatacteristics when heated or cooled througleaet temperature switch. For instance,
Intelimer polymers can change within the rangerd or two degrees Celsius from a non-adhesive statdighly tacky, adhesive state; from
an impermeable state to a highly permeable stafeom a solid state to a viscous state. Theseptlwhanges are repeatedly reversible and
can be tailored by Landec to occur at specific emajures, thereby offering substantial competitisieantages in Landec’s target markets.

Landec has historically had two core businessEood Products Technology and Agricultural SBethnology, in addition to our
Technology Licensing/Research and Development kasiwhich is included in Corporate and Other fgneent disclosure purposes (see
Note 11 of Notes to Consolidated Financial States)e
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Our Food Products Technology business is opetarough a subsidiary, Apio, Inc., and combioesproprietary food packaging
technology with the capabilities of a large natidoad supplier and value-added produce proced&ue-added processing incorporates
Landec’s proprietary packaging technology with proglthat is processed by washing, and in some ca##sy and mixing, resulting in
packaged produce to achieve increased shelf lder@giuced shrink (waste) and to eliminate the rieeite during the distribution cycle. Tt
combination was consummated in 1999 when the Coynaequired Apio, Inc. and certain related entifidlectively, “Apio”).

Our Agricultural Seed Technology businesspsrated through a subsidiary, Landec Ag, Inc., (itlec Ag”) and combines our proprietary
Intellicoat® seed coating technology with our unique e-commaeticect marketing and consultative selling capébgiwhich we obtained
when we acquired Fielder’'s Choice Direct (“FCD"LB was sold to American Seeds, Inc. (ASI), a whollyned subsidiary of Monsanto
Corporation, on December 1, 2006 (see Note 12 téd\iw Consolidated Financial Statements).

In addition to our two core businesses, them@any also operates a Technology Licensing/Researdtibevelopment business that
licenses and/or supplies products outside of ote basinesses to industry leaders such as Air Rte@dund Chemicals, Inc.

Landec was incorporated in California on Oeto®l, 1986. We completed our initial public offeyiin 1996 and our Common Stock is
listed on the Nasdaq National Market under the oIfitNDC.” Our principal executive offices are Iaea at 3603 Haven Avenue, Menlo
Park, California 94025 and our telephone numb&3¢) 306-1650.

Description of Core Business

Landec has historically participated in twaecbusiness segments— Food Products Technologgguichltural Seed Technology. In
addition to these two core segments, we licendentdogy and conduct ongoing research and developtherugh our Technology
Licensing/Research and Development Business.

Landec Corporation

Inielimer®Technology
Food Products Agriculiural Seed Technaology Licensing
Tachnology Technology Businass

Food Products Technology Business

The Company began marketing in early 1996ppoprietary Intelimer-based specialty packaginguee in the fresh-cut produce market,
one of the fastest growing segments in the prochahestry. Our proprietary packaging technology, wikembined with produce that is
processed by washing, and in some cases cut ardimesults in packaged produce with increased Bfeglreduced shrink (waste) and
without the need for ice during the distributiorcley which we refer to as our “value-added” produtit 1999, we acquired Apio, our largest
customer at that time in the Food Products Teclgyobusiness and one of the nateiéading marketers and packers of produce andadtyt
packaged fresh-cut vegetables. Apio provides yeand access to produce, utilizes state-of-therashfcut produce processing technology,
distributes products to the top U.S. retail groagrgins, major club stores and the foodservicestigiuOur proprietary Intelimer-based
packaging business has been combined with Api Wéritical integration within the Food Products Aremlogy business gives Landec direct
access to the large and growing fresh-cut produsd&en

Based in Guadalupe, California, Apio, whenuaiee in 1999, consisted of two major businessist: the “fee-for-service” selling and
marketing of whole produce and second, the spggialtkaged fresh-cut and whole value-added prodgeeelucts that are washed and
packaged in our proprietary BreatheWgackaging.
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The “fee-for-service” business historically incladféeld harvesting and packing, cooling and margtf vegetables and fruit on a contract
basis for growers in California’s Santa Maria, Saaquin and Imperial Valleys as well as in Arizama Mexico. The Company exited this
business and certain assets associated with tlireeBasvere sold in June 2003 to Beachside ProduCe(formerly known as Apio Fresh)
(“Beachside”). Beachside is owned by a group oitiestand persons that supply produce to Apiouidiclg Nicholas Tompkins, Apio’s
President and Chief Executive Officer. Under threnteof the sale, Beachside purchased certain eguipand carton inventory from Apio in
exchange for approximately $410,000. In conneatith the sale, Beachside pays Apio an on-goingltgyae per carton sold for the use of
Apio’s brand names and Beachside and its growdesezhinto a long-term supply agreement with Apietipply produce to Apio for its
fresh-cut value-added products. The fresh-cut vatleed processed products business markets ayafigesh-cut and whole vegetables to
the top retail grocery chains and club stores. mythe fiscal year ended May 28, 2006, Apio shippede than seventeen million cartons of
produce to leading supermarket retailers, wholesaleodservice suppliers and club stores througtieuUnited States and internationally,
primarily in Asia.

There are five major distinguishing charastés of Apio that provide competitive advantagethe Food Products Technology market:

. Value-Added Supplier: Apio has structured its business as a marketeselhet of fresh-cut and whole value-added prodligs.
focused on selling products under its Eat Sfilarand and other brands for its fresh-cut and whalae-added products. As retalil
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 ownepstif farmland, and instead, contracts with growfers
produce. The ye-round sourcing of produce is a key component tdrémt-cut and whole vali-added processing busine

. Lower Cost Structure: Apio has strategically invested in the rapidly ghmegvfresh-cut and whole value-added business. A56,00(
square foot value-added processing plant, whichreeently expanded from 60,000 square feet, isnaated with state-of-the-art
vegetable processing equipment. Virtually all ofidg value-added products utilize Apio’s proprigt@reatheWay packaging
technology. Apio’s strategy is to operate one largetral processing facility in one of Californidésgest, lowest cost growing regions
(Santa Maria Valley) and use packaging technologllbw for the nationwide delivery of fresh progugroducts

. Export Capability: Apio is uniquely positioned to benefit from the gith in export sales to Asia and Europe over the degade wit
its export business, CalEx. Through CalEx, Apiousrently one of the largest U.S. exporters of batido Asia and is selling its
iceless products to Asia using proprietary Breathg\Wackaging technoloc.

. Expanded Product Line Using TechnologyApio, through the use of its BreatheWay packagé@aphology, is introducing on avere
fifteen new value-added products each year. Thesepnoduct offerings range from various sizes e$ffr-cut bagged products, to
vegetable trays, to whole produce, to a meal lingreducts. During the last twelve months, Apio isoduced 21 new product

Agricultural Seed Technology Business

Following the sale of FCD, Landec Ag’s stratégto work closely with Monsanto to further demelits patented, functional polymer
coating technology that can be broadly sold anlifensed to the seed industry. In accordance wsthdense, supply and R&D agreement
with Monsanto, Landec Ag is currently focused omawercializing products for the corn and soybearketarand then plans to broaden its
applications to other seed crops.

Landec Ag's Intellicoat seed coating applicasi are designed to control seed germination tinimgease crop yields, reduce risks and
extend crop-planting windows. These coatings areeatly available on hybrid corn, soybeans and rirdleed corn used for seed production.

In fiscal year 2000, Landec Ag launched its firstnenercial product, Pollinator Pl coatings, which is a coating application used l®dse
companies as a
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method for spreading pollination to increase yieldd reduce risk in the production of hybrid seechcThere are approximately 650,000
acres of seed production in the United States m2006 Pollinator Plus was used by 35 seed compami@pproximately 15% of the seed
production acres in the U.S.

In 2003, Landec Ag commercialized Early Plantorn by selling the product directly to farmersoigh the Fielder's Choice Dire@t
brand. This application allows farmers to planbiobld soils without the risk of chilling injurynd enables farmers to plant as much as four
weeks earlier than normal. With this capabilityniars are able to utilize labor and equipment nedfieiently, provide flexibility during the
critical planting period and avoid yield lossessedi by late planting. In 2006, nine seed compasffesed Intellicoat on their hybrid seed
corn offerings.

The third commercial application is the RelayCropping system of wheat and Intellicoat coatecbsays, which allows farmers to plant
and harvest two crops in the same year on the ganued in geographic areas where double croppingtipossible. This provides significi
financial benefit especially to farmers in the cbelt who grow wheat as a single crop.

Technology Licensing/Research and Development Businesses

We believe our technology has commercial pggkim a wide range of industrial, consumer andlioal applications beyond those
identified in our core businesses. For example cove patented technology, Intelimer materials,lmanised to trigger the release of small
molecule drugs, catalysts, pesticides or fragrapustdy changing the temperature of the Intelimaterials or to activate adhesives through
controlled temperature change. In order to explh@se opportunities, we have entered into andentiér into licensing and collaborative
corporate agreements for product development aégarbution in certain fields. However, given tidrequency and unpredictability of
when the Company may enter into any such licensimtgresearch and development arrangements, thea@gngpunable to disclose its
financial expectations in advance of entering sBuoh arrangements.

Results of Operations

Revenuegin thousands):

Three months Three months Six months Six months
ended 11/26/06 ended 11/27/05 Change ended 11/26/06 ended 11/27/05 Change
Apio Value Added $35,81: $30,47¢ 17% $ 70,84 $ 60,13¢ 18%
Apio Tech 41 83 (51%) 54 87 (38%)
Technology Subtotal 35,85: 30,56: 17% 70,89¢ 60,22: 18%
Apio Trading 18,61¢ 22,84: (18%) 34,39¢ 42 67¢ (19%)
Total Apio 54,46¢ 53,40: 2% 105,29! 102,90: 2%
Landec Ag 17 20 (15%) 131 20 5550
Corporate 70€ 28¢ 145% 91€ 49¢€ 85%
Total Revenues $55,19¢ $53,71: 3% $106,34: $103,41 3%

Apio Value Added

Apio’s value-added revenues consist of revemgemerated from the sale of specialty packagethifcat and whole value-added processed
vegetable products that are washed and packagmd roprietary packaging and sold under Apio’s &atart brand and various private
labels. In addition, value-added revenues inclbgerévenues generated from Apio Cooling, LP, a tadge cooling operation in which Apio
is the general partner with a 60% ownership pasitio

The increase in Apio’s valuedded revenues for the three and six months endedrber 26, 2006 compared to the same periodgdas
is due to increased product offerings, increaségbda existing customers, the addition of newausrs and product mix changes to higher
priced products. Specifically, sales of Apio’s veladded 12-ounce specialty packaged retail prdohécgrew 16% and 19%, respectively,
during the three and six months ended Novembe2@® compared to the same periods last year. lti@udsales of Apio’s value-added
vegetable tray products grew 24% and 23%, respagtiduring the three and six months ended November
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26, 2006 compared to the same periods last yearalvalue-added unit sales volume increased 18fhg the second quarter of fiscal year
2006 compared to the same period last year andf@6#te six months ended November 26, 2006 comparéiie same period of the prior
year.

Apio Tech

Apio Tech consists of Apio’s packaging teclogyl business using its BreatheWay membrane technolthe first commercial application
included in Apio Tech is our banana packaging tetdgy. Virtually all of the revenues currently geaed from Apio Tech are revenues
derived from our banana packaging program with Qitaq

The decrease in revenues at Apio Tech duhiadtree and six months ended November 26, 200pa@d to the same periods last year
was not material to consolidated Landec revenues.

Apio Trading

Apio trading revenues consist of revenues ge#ad from the purchase and sale of primarily witolemodity fruit and vegetable products
to Asia through Apio’s export company, (&k-and from the purchase and sale of whole commddiit and vegetable products domestic:
The export portion of trading revenues for the ¢hmad six months ended November 26, 2006 were $iilion and $31.8 million, or 96%
and 92%, respectively, of total trading revenues.

The decrease in revenues in Apio’s tradingriass for the three and six months ended Novente2@6 compared to the same periods
last year was primarily due to decreases of 78%5G&84d, respectively, in domestic buy/sell commodyes. In addition, export revenues
decreased 10% and 13%, for the three and six memisd November 26, 2006, due to unit volume deeseaf 18% and 21%, respectively.
Export volume decreases were partially offset nydashift to higher valued products.

Landec Ag

Landec Ag revenues have historically consisfegvenues generated from the sale of hybrid seetdto farmers under the Fielder’s
Choice Direct brand and from the sale of hybridisegn and soybeans under the Heartland HyBrlateind (these brands and the related
assets were sold to ASI on December 1, 2006, stz I¥oof Notes to Consolidated Financial Staten)ertd from the sale of Intellicoat
coated corn and soybean seeds to farmers and eegdgies. Virtually all of Landec Ag’s revenues gemerated during the Compasyhird
and fourth quarters.

The change in revenues at Landec Ag duringhifee and six months ended November 26, 2006 cadpa the same periods last year
was not material to consolidated Landec revenues.

Corporate

Corporate revenues consist of revenues geatkefistm partnering with others under research awldpment agreements and supply
agreements and from fees for licensing our prognyelintelimer technology to others and from theresponding royalties from these license
agreements.

The increase in Corporate revenues for theethnd six months ended November 26, 2006 compated same periods of the prior year
was not material to consolidated Landec revenues.
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Gross Profit (in thousands):

Three months Three months Six months Six months
ended 11/26/06 ended 11/27/05 Change ended 11/26/06 ended 11/27/05 Change
Apio Value Added $6,42( $5,48¢ 17% $10,94: $11,00: (1%)
Apio Tech 16 60 (73%) 20 62 (68%)
Technology Subtotal 6,43¢ 5,54¢ 16% 10,96: 11,06¢ (1%)
Apio Trading 1,20t 1,321 (9%) 2,03: 2,26¢€ (10%)
Total Apio 7,641 6,86¢ 11% 12,99¢ 13,33( (3%)
Landec Ag (73) 19 N/M (78) 19 N/M
Corporate 70€ 201 252% 91€ 33C 17%
Total Gross Profit $8,27¢ $7,08¢ 17% $13,83: $13,67¢ 1%

General

There are numerous factors that can influgmass profits including product mix, customer manufacturing costs, volume, sale
discounts and charges for excess or obsolete iogerib name a few. Many of these factors influeocare interrelated with other factors.
Therefore, it is difficult to precisely quantifyghmpact of each item individually. The Companyluges in cost of sales all the costs relate
the sale of products in accordance with U.S. aciiogiprinciples generally accepted. These costsidecthe following: raw materials
(including produce, seeds and packaging), dirdmirlaoverhead (including indirect labor, depreciatiand facility related costs) and shipping
and shipping related costs. The following discussiorrounding gross profits includes managememss bstimates of the reasons for the
changes for the three and six months ended NoveR&he&¥006, compared to the same periods last weantiined in the table above.

Apio Value-Added

The increase in gross profits for Apio’s vahdded specialty packaged vegetable businessddahtbe months ended November 26, 2006
compared to the same period last year was due itcceense in value-added sales which increaseddii#trg the quarter. The decrease in
gross profit for Apio’s value-added specialty pagda vegetable business for the six months ende@mbgr 26, 2006 compared to the same
period last year was primarily due to the increasests for raw materials in the first quarter stél year 2007 compared to the first quarte
last year which was attributable to weather relateattages of contracted product which requiredApiprocure supplemental product on
open market at costs significantly above contraptézks. The increase in raw material costs wasstimompletely offset by an increase in
revenues of 18% during the first six months ofdiggear 2007 compared to the first six months sff y@ar and by changes in product mix to
higher margin products coupled with improved operel efficiencies.

Apio Trading

Apio’s trading business is a buy/sell busirtess realizes a commission-based margin in théed#@hge. The decrease in gross profits
during the three and six months ended Novembe2@® compared to the same periods last year waply due to decreased trading
revenues of 18% and 19%, respectively. The decsaaggoss profits due to lower revenues were alrtoffset by a shift during the first hi
of fiscal year 2007 to higher margin export progdedm lower margin domestic commaodity products paned to the first half of last year.

Apio Tech and Landec Ag
The change in gross profits for Apio Tech aaddec Ag for the three and six months ended Nower@6, 2006 compared to the same
periods last year was not material to consolidagattlec gross profits.
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Corporate

The increase in gross profits for Corporateliie three and six months ended November 26, 266tpared to the same periods last year
was primarily due to $481,000 in revenues recoghfrem the receipt of 800,000 shares of prefertedksin Aesthetic Sciences Corporation,
an unconsolidated subsidiary, in November 2006.

Operating Expensegin thousands):

Three months Three months ended Six months Six months
ended 11/26/06 11/27/05 Change ended 11/26/06 ended 11/27/05 Change
Research and Development:
Apio $ 32t $ 27¢ 17% $ 562 $ 541 4%
Landec Ag 12¢ 154 (16%) 26& 307 (14%)
Corporate 38¢ 391 (1%) 79€ 731 9%
Total R&D $ 84cC $ 82C 2% $ 1,622 $ 1,57¢ 3%
Selling, General and Administrative:
Apio $3,34: $3,49 (4%) $ 6,13« $ 6,91¢ (11%)
Landec Ag 2,76¢ 2,581 7% 5,094 4,21¢ 21%
Corporate 1,177 1,07(C 10% 963 2,201 (56%)
Total S G&A $7,28¢ $7,15¢ 2% $12,19: $13,33¢ (9%)

Research and Development

Landec’s research and development expensasstnimarily of expenses involved in the develemtnand process scale-up initiatives.
Research and development efforts at Apio are fatosehe Company’s proprietary BreatheWay membrased for packaging produce,
with recent focus on extending the shelf life ohéaas and other shelf-life sensitive vegetabledfranitd At Landec Ag, the research and
development efforts are focused on the Compangpretary Intellicoat coatings for seeds, primadbrn seed. At Corporate, the research
and development efforts are focused on uses fapribygrietary Intelimer polymers outside of food agticulture.

The increase in research and development seggdor the three months and six months ended No&e6, 2006 compared to the same
periods last year was not material.

Selling, General and Administrative

Selling, general and administrative expensesist primarily of sales and marketing expensese@ated with Landec’s product sales and
services, business development expenses and sthffdministrative expenses.

The increase in selling, general and admatis® expenses for the three months ended NoveRih&006 compared to the same period
last year was not material. The decrease in selfjisgeral and administrative expenses for the sinths ended November 26, 2006 compi
to the same period last year was primarily duestw packaging design and marketing related costsméie incurred at Apio during the first
quarter of fiscal year 2006 and the recording efribt proceeds of $1.5 million from the insuraretlement (see Note 8 of Notes to
Consolidated Financial Statements) to Corporatengebeneral and administrative expenses durieditist six months of fiscal year 2007.
These decreases were partially offset by $1.2aniltif selling, general and administrative costsiired at Heartland Hybrids during the first
six months this year compared to $529,000 durieditist six months last year because Heartland idglwas not acquired until the beginn
of Landec’s second fiscal quarter in fiscal yead@&0
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Other (in thousands):

Three months Three months ended Six months Six months
ended 11/26/06 11/27/05 Change ended 11/26/06 ended 11/27/05 Change
| nterest | ncome $ 177 $ 13C 36% $ 415 $ 25C 65%
I nterest Expense (121) 177 (32%) (191) (250) (24%)
Minority I nt. Exp. (97) (101) (4%) (115) (316) (64%)
Other Income (Exp.) 2 (4) N/M (3) (7) (57%)
Total Other $ (39 $(152) (74%) $ 104 $(329) (132%)

Interest Income

The increase in interest income for the tlmee six month periods ended November 26, 2006 cedgda the same periods last year was
due to the increase in cash available for invesdimdy higher interest rates on the cash invested.

Interest Expense

The decrease in interest expense during tiee #ind six months ended November 26, 2006 compartbé same periods last year was due
to the Company’s reduction of debt.

Minority Interest Expense

The minority interest expense consists oftirgority interest associated with the limited parsi equity interest in the net income of Apio
Cooling, LP.

The decrease in the minority interest forttiree months ended November 26, 2006 comparec teattme period of last year was not
material. The decrease in the minority interestlfiersix months ended November 26, 2006 was doerterecurring gains for Apio Cooling
during the first quarter of fiscal year 2006.

Other Expense

Other consists of non-operating income andegps.

Liquidity and Capital Resources

As of November 26, 2006, the Company, inclgdh€D, had cash and cash equivalents of $11.9mjl& net decrease of $8.6 million
from $20.5 million at May 28, 2006.

Cash Flow from Operating Activities

Landec used $6.8 million of cash flow in opigig activities during the six months ended Novenit 2006 compared to using
$10.0 million from operating activities for the shonths ended November 27, 2005. The primary saefrcash during the six months ended
November 26, 2006 was an increase in deferred teven$2.2 million as a result of cash depositStiture seed corn shipments. The prin
uses of cash in operating activities were frompiehase of seed corn inventory by Landec Ag of $Tillion and an increase in inventory at
Apio of $2.2 million primarily related to increasedasonal raw material requirements for Apio’s galdded business.

Cash Flow from Investing Activities

Net cash used in investing activities for shemonths ended November 26, 2006 was $5.6 mimmpared to $3.0 million for the same
period last year. The primary uses of cash forsting activities during the first six months ofdé year 2007 were from the purchase of $4.7
million of property, plant and equipment primarity the further expansion and automation of Apiatue-added facility.

Cash Flow from Financing Activities
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Net cash provided by financing activities floe six months ended November 26, 2006 was $3l&mdompared to $6.6 million for the
same period last year. The cash provided by fimgnactivities during the first six months of fisgaar 2007 was primarily due to net
borrowings under Landec Ag’s line of credit of $fllion for the purchase of seed corn and $1.0ionilof cash received from employees
exercising their stock options. The cash usednarfting activities during the first quarter of ifgear 2007 was primarily used to pay off all
of Apio’s long-term bank debt totaling $2.0 million

Capital Expenditures

During the six months ended November 26, 2086dec expanded Apio’s value added processintitiaand purchased vegetable
processing equipment to support the further autmmatf Apio’s value added processing facility. Teexpenditures represented the majority
of the $4.7 million of capital expenditures.

Debt

On November 1, 2005, Apio amended its revgine of credit with Wells Fargo Bank N.A. that svecheduled to expire on August 31,
2006. The line was reduced from $10.0 million ta0$nillion and outstanding amounts under the liheredit now bear interest at either the
prime rate less 0.25% or the LIBOR adjustable pais 1.75% (7.07% at November 26, 2006). The ramgline of credit with Wells Fargo
(collectively, the “Loan Agreement”) contains cémteestrictive covenants, which require Apio to ineertain financial tests, including
minimum levels of net income, maximum leverageoratiinimum net worth and maximum capital expenéisutLandec has pledged
substantially all of the assets of Apio to secheeline of credit with Wells Fargo. At November 2006, no amounts were outstanding under
the revolving line of credit. Apio has been in cdiapce with all loan covenants in the Loan Agreetsnce the inception of this loan.

On August 29, 2006, Landec Ag amended andtesbits revolving line of credit with Old Nationaank which increased the line from
$7.5 million to $10 million. The interest rate dretrevolving line of credit was reduced from priptes 0.375% to prime minus 0.50% (7.7
at November 26, 2006). The line of credit containedain restrictive covenants, which, among othings, restricted the ability of Landec
Ag to make payments on debt owed by Landec Ag talka. Landec Ag was in compliance with all of thar covenants during the first six
months of fiscal year 2007. Landec had pledgedtanbally all of the assets of Landec Ag to sedheeline of credit. At November 26, 2006,
$4.9 million was outstanding under Landec #\ggvolving line of credit. In conjunction with tisale of FCD to ASI on December 1, 2006 |
Note 12 of Notes to Consolidated Financial Statas)drandec A’s line of credit was paid in full and subsequern#yminated.

At November 26, 2006, Landec’s total debt|uding current maturities and capital lease obiayat, was $39,000 and the total debt to
equity ratio was 0% as compared to 2% at May 2862This debt was comprised of capital lease otitiga.

Landec is not a party to any agreements wititommitments to, any special purpose entitieswlioalld constitute material off-balance
sheet financing other than the operating lease domants listed above.

Landecs future capital requirements will depend on numastactors, including the progress of its researuh development programs;
development of commercial scale manufacturing céipab; the development of marketing, sales arddrifiution capabilities; the ability of
Landec to establish and maintain new collaboradive licensing arrangements; any decision to purddéional acquisition opportunities;
weather conditions that can affect the supply aickf produce, the timing and amount, if anypafments received under licensing and
research and development agreements; the costsaahvia preparing, filing, prosecuting, defendimgdanforcing intellectual property rights;
the ability to comply with regulatory requirementtse emergence of competitive technology and mddtees; the effectiveness of product
commercialization activities and arrangements; @heér factors. If Landec’s currently available fentbgether with the internally generated
cash flow from operations are not sufficient tasfgtits capital needs, Landec would be requiregaek additional funding through other
arrangements with collaborative partners, additibaak borrowings and public or private sales sfsiecurities. There can be no assurance
that additional funds, if required, will be availalto Landec on favorable terms if at all.
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Landec believes that its debt facilities, cieim operations, along with existing cash, castivadents and existing borrowing capacities
will be sufficient to finance its operational araptal requirements for the foreseeable future.
Additional Factors That May Affect Future Results

Landec desires to take advantage of the “Bafbor” provisions of the Private Securities Litiga Reform Act of 1995 and of
Section 21E and Rule 3bunder the Securities Exchange Act of 1934. Sppadliy, Landec wishes to alert readers that thiofghg importan
factors, as well as other factors including, withkimitation, those described elsewhere in thioorepould in the future affect, and in the past
have affected, Landec’s actual results and couldedandec’s results for future periods to diffatenially from those expressed in any
forward-looking statements made by or on behalfasfdec. Landec assumes no obligation to updatefsuafard-looking statements.
Our Future Operating Results Are Likely to Fluctuate Which May Cause Our Stock Price to Decline

In the past, our results of operations hawettlated significantly from quarter to quarter anel expected to continue to fluctuate in the
future. Historically, Landec Ag has been the priynsource of these fluctuations, as its revenueaniits are concentrated over a few
months during the spring planting season (genedaliing our third and fourth fiscal quarters). bid#ion, Apio can be heavily affected by
seasonal and weather factors which have impactadegly results, such as the high cost of sourpiregluct in March/April 2005 and
June/July 2006 due to a shortage of essential \amdded produce items. Our earnings may also fltetoased on our ability to collect
accounts receivables from customers and note @gleis from growers and on price fluctuations infteeh vegetables and fruits markets.
Other factors that affect our food and/or agric@twperations include:

. the seasonality of our supplie

. our ability to process produce during critical festperiods

. the timing and effects of ripenin

. the degree of perishabilit

. the effectiveness of worldwide distribution syste

. total worldwide industry volume:

. the seasonality of consumer dema

. foreign currency fluctuations; ar

. foreign importation restrictions and foreign paléi risks.

As a result of these and other factors, weeefp continue to experience fluctuations in cerytoperating results.

We May Not Be Able to Achieve Acceptance of Our New Productsin the Marketplace

Our success in generating significant salesuofproducts will depend in part on the abilityusfand our partners and licensees to achieve
market acceptance of our new products and techypoldge extent to which, and rate at which, we aghimarket acceptance and penetration
of our current and future products is a functiomafy variables including, but not limited to:

. price;

. safety;

. efficacy;
. reliability;

. conversion costs
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. marketing and sales efforts; a
. general economic conditions affecting purchasirttepas.

We may not be able to develop and introduse pr@ducts and technologies in a timely mannereav products and technologies may not
gain market acceptance. We are in the early sthgmduct commercialization of certain Intelimersied specialty packaging, Intellicoat seed
coatings and other Intelimer polymer products amdyrof our potential products are in developmenrg. hglieve that our future growth will
depend in large part on our ability to develop aratket new products in our target markets and vim markets. In particular, we expect that
our ability to compete effectively with existingdd products, agricultural, industrial and mediaahpanies will depend substantially on
successfully developing, commercializing, achievimarket acceptance of and reducing the cost ofumiod our products. In addition,
commercial applications of our temperature switolymer technology are relatively new and evolvi@gyr failure to develop new products
the failure of our new products to achieve markeeatance would have a material adverse effectiobusiness, results of operations and
financial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developing altéraaechnologies and products that are more effecéasier to use or less expensive than
those which have been or are being developed by tisat would render our technology and producsotgie and non-competitive. We
operate in highly competitive and rapidly evolviiigjds, and new developments are expected to asmt a rapid pace. Competition from
large food products, agricultural, industrial anddical companies is expected to be intense. Irtiaddihe nature of our collaborative
arrangements may result in our corporate partnetdieensees becoming our competitors. Many ofetoesnpetitors have substantially
greater financial and technical resources and mtimtuand 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 manufacturingeoation at Apio’s facility in Guadalupe, Califoanivould reduce our ability to sell our
products and would have a material adverse effectun financial results. Additionally, we may ndedconsider seeking collaborative
arrangements with other companies to manufacturpraducts. If we become dependent upon third @afr the manufacture of our
products, our profit margins and our ability to di®p and deliver those products on a timely basig be affected. Failures by third parties
may impair our ability to deliver products on a ¢y basis and impair our competitive position. Waymot be able to continue to
successfully operate our manufacturing operatidaeeeptable costs, with acceptable yields, aradrreidequately trained personnel.

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 matésiar services for the manufacture of our prodactee may not be able to obtain substitute
vendors. We may not be able to procure comparabtenmls at similar prices and terms within a reasde time. Several services that are
provided to Apio are obtained from a single provideveral of the raw materials we use to manufaaiur products are currently purchased
from a single source, including some monomers tsaginthesize Intelimer polymers and substrate madgefor our breathable membrane
products. Any interruption of our relationship wiimgle-source suppliers or service providers cdeldy product shipments and materially
harm our business.
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We May Be Unable to Adequately Protect Our I ntellectual Property Rights

We may receive notices from third partiesjuding some of our competitors, claiming infringerhby our products of patent and other
proprietary rights. Regardless of their merit, mging to any such claim could be time-consumiegult in costly litigation and require us to
enter royalty and licensing agreements which maypemffered or available on terms acceptable tdf assuccessful claim is made agains
and we fail to develop or license a substitute ieébgy, we could be required to alter our productprocesses and our business, results of
operations or financial position could be mateyialiversely affected. Our success depends in fageon our ability to obtain patents,
maintain trade secret protection and operate withndtinging on the proprietary rights of third pias. Any pending patent applications we
file may not be approved and we may not be abbetelop additional proprietary products that afep@ble. Any patents issued to us may
not provide us with competitive advantages or maytmllenged by third parties. Patents held byrethmay prevent the commercialization of
products incorporating our technology. Furthermotkers may independently develop similar produtiiplicate our products or design
around our patents.

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

Our food packaging products are subject toleggpn under the Food, Drug and Cosmetic Act {f2C Act”). Under the FDC Act, any
substance that when used as intended may reasdrabkpected to become, directly or indirectlypmponent or otherwise affect the
characteristics of any food may be regulated asd &dditive unless the substance is generallygrézed as safe. We believe that food
packaging materials are generally not considered &ditives by the FDA because these producteatrexpected to become components of
food under their expected conditions of use. Wesioar our breathable membrane product to be afaclaging material not subject to
regulation or approval by the FDA. We have not gz any communication from the FDA concerning breathable membrane product. If
the FDA were to determine that our breathable mamdbproducts are food additives, we may be requiradbmit a food additive petition
for approval by the FDA. The food additive petitiprocess is lengthy, expensive and uncertain. Ardehation by the FDA that a food
additive petition is necessary would have a mdtadaerse effect on our business, operating reanliisfinancial condition.

Federal, state and local regulations impos®us environmental controls on the use, storagehdrge or disposal of toxic, volatile or
otherwise hazardous chemicals and gases used maiotime manufacturing processes. Our failure tgrobthe use of, or to restrict
adequately the discharge of, hazardous substandes present or future regulations could subjec¢bstibstantial liability or could cause our
manufacturing operations to be suspended and changavironmental regulations may impose the rieeddditional capital equipment or
other requirements.

Our agricultural operations are subject t@aety of environmental laws including, the Foodafty Protection Act of 1966, the Clean Air
Act, the Clean Water Act, the Resource ConservaimhRecovery Act, the Federal Insecticide, Fudgieind Rodenticide Act, and the
Comprehensive Environmental Response, Compensatidhiability Act. Compliance with these laws amtated regulations is an ongoing
process. Environmental concerns are, however, émhén most agricultural operations, including thege conduct. Moreover, it is possible
that future developments, such as increasinglgtstrivironmental laws and enforcement policies @doesult in increased compliance costs.

The Company is subject to the Perishable Ajtical Commodities Act (“PACA”) law. PACA reguladair trade standards in the fresh
produce industry and governs all the products bgldpio. Our failure to comply with the PACA regeinents could among other things,
result in civil penalties, suspension or revocatiba license to sell produce, and in the mostggtes cases, criminal prosecution, which
could have a material adverse effect on our busines

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

Our Food Products business is subject to weeaitnditions that affect commodity prices, croglgs, and decisions by growers regarding
crops to be planted. Crop diseases and severetiomsdiparticularly weather conditions such asdigadroughts, frosts, windstorms,
earthquakes and hurricanes, may adversely affecupply of vegetables and fruits used in our lssinwhich could reduce the sales
volumes and/or increase the unit production
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costs. Because a significant portion of the costiaed and contracted in advance of each opeyasar, volume declines due to production
interruptions or other factors could result in geses in unit production costs which could resudiLibstantial losses and weaken our financial
condition.

We Depend on Strategic Partners and Licenses for Future Development

Our strategy for development, clinical anddfieesting, manufacture, commercialization and ratrnig for some of our current and future
products includes entering into various collabaraiwith corporate partners, licensees and otkiéesare dependent on our corporate par
to develop, test, manufacture and/or market sonmeioproducts. Although we believe that our padnerthese collaborations have an
economic motivation to succeed in performing tieeintractual responsibilities, the amount and tinohgesources to be devoted to these
activities are not within our control. Our partneray not perform their obligations as expected emay not derive any additional revenue
from the arrangements. Our partners may not payadditional option or license fees to us or maydetelop, market or pay any royalty fees
related to products under the agreements. Moreswate of the collaborative agreements providettieyt may be terminated at the discre
of the corporate partner, and some of the collagh@agreements provide for termination under otti@umstances. Our partners may pursue
existing or alternative technologies in preferetaceur technology. Furthermore, we may not be &bleegotiate additional collaborative
arrangements in the future on acceptable ternas,afl, and our collaborative arrangements maybeatuccessful.

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

Our products and operations are subject tegouental regulation in the United States and ¢preiountries. The manufacture of our
products is subject to periodic inspection by ratprly authorities. We may not be able to obtairessary regulatory approvals on a timely
basis or at all. Delays in receipt of or failureréceive approvals or loss of previously receivagravals would have a material adverse effect
on our business, financial condition and resultspdrations. Although we have no reason to belilkaewe will not be able to comply with
applicable regulations regarding the manufactucksate of our products and polymer materials, @garis are always subject to change and
depend heavily on administrative interpretations @i country in which the products are sold. Faitiranges in regulations or interpretati
relating to matters such as safe working condititaisoratory and manufacturing practices, enviromtiaecontrols, and disposal of hazardous
or potentially hazardous substances may adverffelgt mur business.

We are subject to USDA rules and regulatianecerning the safety of the food products handretisold by Apio, and the facilities in
which they are packed and processed. Failure t@lyowith the applicable regulatory requirements,@mong other things, result in:

. fines, injunctions, civil penalties, and suspensij

. withdrawal of regulatory approval

. product recalls and product seizures, includingatsn of manufacturing and sal

. operating restrictions, ar

. criminal prosecution

We may be required to incur significant castsomply with the laws and regulations in the fatwhich may have a material adverse
effect on our business, operating results and &ii@ondition.
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Our International Operations and Sales May Expose Our Business to Additional Risks

For the six months ended November 26, 2006;cxmately 30% of our total revenues were derifrech product sales to international
customers. A number of risks are inherent in irséomal transactions. International sales and apermmay be limited or disrupted by any
the following:

. regulatory approval proces

. government controls

. export license requiremen

. political instability,

. price controls

. trade restrictions

. changes in tariffs, ¢

. difficulties in staffing and managing internatiormgderations

Foreign regulatory agencies have or may dastaproduct standards different from those in timitédl States, and any inability to obtain
foreign regulatory approvals on a timely basis ddwdve a material adverse effect on our internatibosiness, and our financial condition
and results of operations. While our foreign salescurrently priced in dollars, fluctuations imm@ncy exchange rates may reduce the
demand for our products by increasing the priceusfproducts in the currency of the countries taclthe products are sold. Regulatory,
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 first six months of fiscal year Z08ales to our top five customers accounted fpragmately 50% of our revenues, with our
largest customers, Costco Wholesale Corp. accayfdimapproximately 20% of our revenues. We ex(ieat, for the foreseeable future, a
limited number of customers may continue to accéoné substantial portion of our net revenues.Mé&y experience changes in the
composition of our customer base as we have expexikin the past. We do not have long-term purchgesements with any of our
customers. The reduction, delay or cancellatioordérs from one or more major customers for angaear the loss of one or more of our
major customers could materially and adverselycafeir business, operating results and financiatitmn. In addition, since some of the
products processed by Apio at its Guadalupe, Galdédfacility are sole sourced to its customers,aperating results could be adversely
affected if one or more of our major customers werdevelop other sources of supply. Our currestamers may not continue to place
orders, orders by existing customers may be catcelenay not continue at the levels of previousqus or we may not be able to obtain
orders from new customers.

Our Sale of Some Products May | ncrease Our Exposure to Product Liability Claims

The testing, manufacturing, marketing, ané sdlthe products we develop involve an inheresk of allegations of product liability. If ar
of our products were determined or alleged to basninated or defective or to have caused a haraciilent to an end-customer, we could
incur substantial costs in responding to complaintiftigation regarding our products and our pratdorand image could be materially
damaged. Either event may have a material advéfeset en our business, operating results and firmondition. Although we have taken
and intend to continue to take what we believeagaopriate precautions to minimize exposure tapebliability claims, we may not be al
to avoid significant liability. We currently maintaproduct liability insurance. While we believeethoverage and limits are consistent with
industry standards, our coverage may not be adequahay not continue to be available at an acbéptast, if at all. A product liability
claim, product recall or other claim with respectihinsured liabilities or in excess of insuredbilities could have a material adverse effec
our business, operating results and financial dmdi

Our Stock Price May Fluctuate in Accordance with Market Conditions

The following events may cause the marketepoicour common stock to fluctuate significantly:
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. technological innovations applicable to our prody

. our attainment of (or failure to attain) milestoreshe commercialization of our technolot
. our development of new products or the developraénew products by our competito

. new patents or changes in existing patents api¢atour products

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

. development of new collaborative arrangements byuiscompetitors or other partie

. changes in government regulations applicable tdoasmess

. changes in investor perception of our busin

. fluctuations in our operating results &

. 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 enteoinegotiated orders with vendors of cartons alnd dised for packing our products in adve
of receiving customer orders for such products.ohdingly, we face the risk of ordering too manytoas and film since orders are generally
based on forecasts of customer orders rather tttanlarders. If we cannot change or be released the orders, we may incur costs as a
result of inadequately predicting cartons and filrders in advance of customer orders. Becausespfitle may have an oversupply of cartons
and film and face the risk of not being able td seth inventory and our anticipated reservesdesés may be inadequate if we have
misjudged the demand for our products. Our busiagdsoperating results could be adversely affeaseal result of these increased costs.

Recently Enacted Changes in Securities Laws and Regulations Have and Will Continue to I ncrease Our Costs

The Sarbanes-Oxley Act of 2002 (the “Act”)tthacame law in July 2002 required changes in safno@ir corporate governance, public
disclosure and compliance practices. In additicasddqg has made revisions to its requirements fopeaies, such as Landec, that are listed
on The NASDAQ Global Market. These developmentehaereased our legal and financial compliancescddiese changes could make it
more difficult and more expensive for us to obtdiirector and officer liability insurance, and weyrige required to accept reduced coverage
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, particularlgéove on our audit committee.

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 théfitiates own or control approximately 23% of aommon stock (including options
exercisable within 60 days). Accordingly, theseogfifs, directors and shareholders may have thiyatailexert 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 @ygdr This concentration of ownership may havedtiect of delaying or preventing a
merger or other business combination transactioen & the transaction or amendments would be bieiaéfo our other shareholders. In
addition, our controlling shareholders may apprar@ndments to our articles or bylaws to implemaetittakeover or management friendly
provisions that may not be beneficial to our otsteareholders.
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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 theeifuture, to claims by employees based on atllegs of discrimination, negligence,
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sulgjgetyment of workersompensatiol
claims and other similar claims. We could incurstahtial costs and our management could spendéisémt 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 disagiextent upon the continued service and peréorce of a relatively small number of key
senior management, technical, sales, and markeérspnnel. The loss of any of our key personnelldvikely harm our business. In
addition, competition for senior level personnethiinowledge and experience in our different linebusiness is intense. If any of our key
personnel were to leave, we would need to devdistantial resources and management attention lacephem. As a result, management
attention may be diverted from managing our businesd we may need to pay higher compensatiorptaae these employees.

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

Our Board of Directors has the authority, withfurther approval of our shareholders, to fi& tlghts and preferences, and to issue shares
of preferred stock. In November 1999, we issuedsahd shares of Series A Convertible PreferredkSémel in October 2001 we issued and
sold shares of Series B Convertible Preferred Sfblok Series A Convertible Preferred Stock was eded into 1,666,670 shares of
Common Stock on November 19, 2002 and the Seriésriertible Preferred Stock was converted into 4,7d2 shares of Common Stock
on May 7, 2004.

The issuance of new shares of preferred stouald have the effect of making it more difficuitrfa third party to acquire a majority of our
outstanding stock, and the holders of such pradesteck could have voting, dividend, liquidatiordasther 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 ouri@omStock since inception and do not expect toodio $he foreseeable future. Any
dividends may be subject to preferential dividepagable on any preferred stock we may issue.

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

Our balance sheet includes an amount desigjaatégoodwill” that represents a portion of ousets and our shareholders’ equity.
Gooduwill 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 filir value of goodwill to its book
value at least annually and more frequently ifwinstances 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 conidterially and adversely affect our
profitability.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

The following table presents information abthhe Company’s debt obligations and derivativeritial instruments that are sensitive to
changes in interest rates. The table presentsipairemounts and related weighted average inteagss by year of expected maturity for the
Company'’s debt obligations. The carrying valuehaf Company’s debt obligations approximates thevigue of the debt obligations as of
November 26, 200¢

Remainde! There-
of 2007 2008 2009 2010 2011 after Total

Liabilities (in 000’s)
Lines of Credif $4,941 $— $— $— $— $— $4,941

Avg. Int. Rate 7.7°% 7.7 %
Long term debt, including

current portior

Fixed Rate $ 39 $— $— $— $— $— $ 39

Avg. Int. Rate 5.9(% 5.9(%

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management evaluated, with participatibous Chief Executive Officer and our Chief FinaaldDfficer, the effectiveness of our
disclosure controls and procedures as of the ettaegberiod covered by this Quarterly Report omir&0-Q. Based on this evaluation, our
Chief Executive Officer and our Chief Financial i0&r have concluded that our disclosure controts@ocedures are effective in ensuring
that information required to be disclosed in repdited under the Exchange Act is recorded, pradssummarized and reported within the
time periods specified by the Securities and Exgeabommission, and to provide reasonable assuthataformation required to be
disclosed by the Company in such reports is accatadland communicated to the Company’s manageinehiding its Chief Executive
Officer and Chief Financial Officer, as appropritdeallow timely decisions regarding required distire.

Changes in Internal Control over Financial Repartin

There were no changes in our internal contyeés financial reporting during the quarter entietvember 26, 2006 that have materially
affected, or are reasonably likely to materiallfeaf, our internal controls over financial repogtin
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The Company is involved in litigation arisiimgthe normal course of business. The Companyriotly not a party to any legal
proceedings which would result in the payment gf amounts that would be material to the businedgmancial condition of the Company.

Iltem 1A. Risk Factors
Not applicable.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

None.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Submission of Matters to a Vote of Securityolders

At the Company’s Annual Meeting of Sharehoddeeld on October 12, 2006 the following proposase adopted by the margins
indicated:

Number of Share

Voted For Withheld
1. Four Class | directors were elected by the mangidisated to serve for a term of office to exp
at the second succeeding annual meeting of shaiexisaht which their successors will be elec
and qualified:
Frederick Franl 21,719,26 285,20:
Stephen E. Halpri 21,668,48 335,98:
Richard S. Schneider, Ph. 21,666,57 337,89¢
Kenneth E. Jone 21,718,58 285,88t
The Class Il directors were not up for electiothat Annual Meeting. The four current Class |l
directors, Gary T. Steele, Nicholas Tompkins, DBkistow, Ph.D. and Robert Tobin will serve
as Class Il directors until the next Annual Meetiwien their successors will be elected and
qualified.
Voted Voted
For Against Abstain
2. To ratify the appointment of Ernst & Young LLP aslépendent public
accountants of the Company for the 2007 fiscal 21,901,05 91,24¢ 12,16¢
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Item 5. Other Information

None.

Iltem 6. Exhibits

Exhibit

Number Exhibit Title:

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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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly @dulsis Report to be signed on its behal
the undersigned, thereunto duly authorized.

LANDEC CORPORATION

By: /si Gregory S. Skinner
Gregory S. Skinnel
Vice President, Finance and Chief Financial Officer
(Principal Financial and Accounting Office

Date: January 5, 2007
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31.1+ CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 2002
31.2+ CFO Certification pursuant to section 302 of theb8ae-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 theb&ne-Oxley Act of 2002

+ Filed herewith






Exhibit 31.1

CERTIFICATION

I, Gary T. Steele, certify that:
1. | have reviewed this quarterly report on Form@0f Landec Corporation;

2. Based on my knowledge, this quarterly reporsdus# contain any untrue statement of a materéldaomit 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 statemeamid,other financial information included in thisagterly report, fairly present in all
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 officer andre responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) designed such disclosure controls andguhaies, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this quarterly report is being prepared

(b) designed such internal control over firaheeporting, or caused such internal control dirsncial reporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) evaluated the effectiveness of the regdts disclosure controls and procedures and predém this quarterly report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougrdhis quarterly report based on such
evaluation, and

(d) disclosed in this quarterly report anyrogpain the registrant’s internal control over finmhreporting that occurred during the
registrant’s most recent fiscal quarter (the regigts fourth quarter in the case of an annual r¢ploat has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrang other certifying officer and | have disclosedsdhon our most recent evaluation of internal @miver financial reporting
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

(a) all significant deficiencies and materiedaknesses in the design or operation of intematral over financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, tlaolves management or other employees who haygniisant role in the registrant’s internal
control over financial reporting.

Date: January 5, 2007

/sl Gary T. Steele

Gary T. Steelt
Chief Executive Office







Exhibit 31.

CERTIFICATION

I, Gregory S. Skinner, certify that:
1. | have reviewed this quarterly report on Form@0f Landec Corporation;

2. Based on my knowledge, this quarterly reporsdus# contain any untrue statement of a materéldaomit 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 statemeamid,other financial information included in thisagterly report, fairly present in all
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 officer andre responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) designed such disclosure controls andguhaies, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this quarterly report is being prepared

(b) designed such internal control over firaheeporting, or caused such internal control dirsncial reporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) evaluated the effectiveness of the regdts disclosure controls and procedures and predém this quarterly report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougrdhis quarterly report based on such
evaluation; and

(d) disclosed in this quarterly report anyrogpain the registrant’s internal control over finmhreporting that occurred during the
registrant’s most recent fiscal quarter (the regigts fourth quarter in the case of an annual r¢ploat has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrang other certifying officer and | have disclosedsdhon our most recent evaluation of internal @miver financial reporting
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

(a) all significant deficiencies and materiedaknesses in the design or operation of intematral over financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, tlaolves management or other employees who haygniisant role in the registrant’s internal
control over financial reporting.

Date: January 5, 2007

/sl Gregory S. Skinner

Gregory S. Skinne
Chief Financial Officel







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 Han Corporation (the “Company”) on Form 10-Q far geriod ending November 26, 2006
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Gary T.ebte 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 requirents of section 13(a) or 15(d) of the Securitiesiange Act of 1934; and
(2) The information contained in the Repoitlygpresents, in all material respects, the firiahcondition and result of operations of the
Company.

Date: January 5, 2007

/sl Gary T. Steele

Gary T. Steele

Chief Executive Officer and President
(Principal Executive Officer

The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandeyOXxct of 2002 (subsections (a) and

(b) of Section 1350, Chapter 63 of Title 18, Unifitdtes Code) and is not being filed as part oftbren 10-Q or as a separate
disclosure documen






Exhibit 32.

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 Han Corporation (the “Company”) on Form 10-Q far geriod ending November 26, 2006
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Gregongg&inner, Vice President of Finance and

Adminstration and Chief Financial Officer of the @pany, certify, pursuant to 18 U.S.C. § 1350, agptatl pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirents of section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

(2) The information contained in the Repoitlygpresents, in all material respects, the firiahcondition and result of operations of the
Company.

Date: January 5, 2007

/sl Gregory S. Skinnet

Gregory S. Skinne

Vice President and Chief Financial Officer
(Principal Accounting Officer

The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandeyOXxct of 2002 (subsections (a) and

(b) of Section 1350, Chapter 63 of Title 18, Unigtdtes Code) and is not being filed as part ofthren 10-Q or as a separate
disclosure documen



