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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) DRE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Quarter Ended November 25, 20070r

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES EXCHANGE ACT OF 1934

For the Transition period from to

Commission file numbe0-27446

LANDEC CORPORATION
(Exact name of registrant as specified in its @rart

California 94-3025618
(State or other jurisdiction of (IRS Employer
incorporation or organization) 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 @b filed all reports required to be filed by Seeti or 15(d) of the Securiti
Exchange Act of 1934 during the preceding 12 mofthd$or such shorter period that the registrans weuired to file such report
and (2) has been subject to such filing requireméotat least the past 90 days.

Yes No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition
of “accelerated filer and large accelerated filarRule 12b-2 of the Exchange Act.

Large Accelerated FileEd Accelerated Filerx] Non Accelerated
Filer O

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgfe Act).
Yes O No

As of December 21, 2007, there were 26,090,434eshafrCommon Stock outstanding.
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Iltem 1. Financial Statements

PART I. FINANCIAL INFORMATION

LANDEC CORPORATION

CONSOLIDATED BALANCE SHEETS

(In thousands)

November 25, May 27,
2007 2007
(Unaudited)
ASSETS
Current Assets:
Cash and cash equivalents 45,13( $ 62,55¢
Accounts receivable, less allowance for doubtfaloamts of $209 and $206 at November 25
2007 and May 27, 2007 17,65¢ 17,63:
Accounts receivable, related party 41C 554
Inventories, net 8,42( 6,80(
Notes and advances receivable 1,57¢ 282
Prepaid expenses and other current assets 1,12¢ 1,31¢
Total Current Assets 74,31% 89,13¢
Property, plant and equipment, net 20,25¢ 20,27(
Goodwill, net 22,53t 21,40:
Trademarks, net 8,22¢ 8,22¢
Notes receivabl — 96
Other assets 2,63¢ 2,237
Total Assets $ 127,97¢ $ 141,36¢
Current Liabilities:
Accounts payable $ 14,08¢ $ 13,70t
Related party accounts payable 60 17t
Income taxes payable 537 45¢
Accrued compensation 1,62¢ 3,12¢
Other accrued liabilities 1,59: 1,34C
Related party note payable 82 —
Deferred revenue 2,13¢ 3,491
Total Current Liabilities 20,127 22,29t
Related party note payable 76 —
Deferred revenue 6,00( 7,00(C
Minority interest 1,30z 1,84¢
Total Liabilities 27,50¢ 31,14(
Shareholders’ Equity:
Common stock and additional paid in capital, $0.p8d value; 50,000,000 shares authorizec
26,086,434 and 25,891,168 shares issued and alitsgeat November 25, 2007 and May 27,
2007, respectively 130,84t 129,56(
Accumulated deficit (30,379 (19,33))
Total Shareholders’ Equity 100,47: 110,22¢
Total Liabilities and Shareholders’ Equity $ 127,97¢ $ 141,36¢

See accompanying notes.






LANDEC CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:
Product sales
Services revenue, related party
License fees

Research, development and royalty revenues

Royalty revenues, related party
Total revenues

Cost of revenue:
Cost of product sales
Cost of product sales, related party
Cost of services revenue

Total cost of revenue
Gross profit

Operating costs and expenses:
Research and development
Selling, general and administrative

Total operating costs and expenses

Operating income

Interest income

Interest expense

Minority interest expense
Other income (expense)

Net income before taxe
Income tax expense

Net Income

Basic net income per share

Diluted net income (loss) per share (Note 6)

Shares used in per share computation:
Basic

Diluted

(Unaudited)

(In thousands, except per share amounts)

Three Months Ended

Six Months Ended

November 25,

November 26,

November 25,

November 26,

2007 2006 2007 2006

$ 56,27+ 53,58 $ 116,07 $ 103,63
90¢ 831 1,98: 1,674

1,55( 681 3,131 881

22¢ 27 39¢ 35

— 71 32 121

58,96 55,19t 121,62( 106,34

48,77 45,55; 100,36¢ 88,84¢

571 672 1,782 2,22:

75€ 68¢ 1,63¢ 1,447

50,10+ 46,91 103,78¢ 92,50¢

8,857 8,27¢ 17,83: 13,83:

78¢ 84c 1,61¢ 1,624

4,23¢ 7,28¢ 8,78¢ 12,19:

5,027 8,12¢ 10,39t 13,81¢

3,83( 147 7,43¢ 18

607 177 1,38¢ 41z

(5) (121) (13) (197)

(109) (97) (229) (115)

— 2 — ©)

4,32z 10¢ 8,582 127

(1,19¢) — (2,380 —

$ 3,12¢ 108 $ 6,20 $ 127
$ 0.12 0.0C $ 024 $ 0.0C
$ 0.1z 0.00 $ 0.2: $ (0.01)
26,07( 25,03¢ 26,00+ 24,98¢

27,02 25,03¢ 26,97( 24,98¢

See accompanying notes.




LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net caskigea by (used in) operating activities:
Depreciation and amortization
Income tax expense not payable
Stock-based compensation expense
Loss on sale of property and equipment
Minority interest
Investment in unconsolidated business
Changes in current assets and current liabilities:
Accounts receivable, net
Accounts receivable, related party
Inventories, net
Issuance of notes and advances receivable
Collection of notes and advances receivable
Prepaid expenses and other current assets
Accounts payable
Related party accounts payable
Income taxes payable
Accrued compensation
Other accrued liabilities
Deferred revenue
Net cash provided by (used in) operating activi
Cash flows from investing activities:
Purchases of property, plant and equipment
Acquisition of business and earnout payments

Issuance of notes and advances receivable
Collection of notes and advances receivable

Net cash used in investing activiti

Cash flows from financing activities:

Proceeds from sale of common stock

Proceeds from the exercise of subsidiary options
Repurchase of subsidiary common stock and optidnge(8)
(Increase) decrease in other assets

Borrowings on lines of credit

Payment on related party note payable (Note 11)
Payments on long term debt

Distributions to minority interest

Net cash (used in) provided by financing activi

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

Cash and cash equivalents at end of period
Supplemental schedule of noncash operating aetviti

Six Months Ended

November 25,

November 26,

2007 2006
$ 6,20 $ 122
1,46¢ 1,76€
2,22¢ —
50E 382
— 29
232 123
— (481)
(25) (532)
144 —
(1,620 (9,559
(1,597) (1,427)
28¢ 221
19C 1
382 1,92(
(115) (465)
79 —
(1,499 (1,129
252 (1)
(2,359 2,24¢
4,77: (6,770
(1,45¢) (4,65)
(29) (1,050
©) (27)
11€ 161
(1,380) (5,567)
781 1,017
— 10
(20,83) —
(406€) 67
— 4,941
(79) —
— (1,979
(289) (302)
(20,819 3,75¢
(17,426 (8,589)
62,55¢ 20,51¢
$ 45130 $ 11,93¢




Preferred stock received from investment in unchadated business $ — 3 481

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

1. Basis of Presentation

Landec Corporation and its subsidiaries ("Landecthe "Company") design, develop, manufacture, seltitemperaturactivate
and other specialty polymer products for a varighfood products, agricultural products, and liceghpartner applications. The Comp
develops Intellicoat® coated seed products thratgghandec Ag, Inc. (“Landec Ag”) subsidiary andesfalty packaged frestut vegetable
and whole produce to retailers and club storemanily in the United States and Asia, through itsdA Inc. (“Apio”) subsidiary.

The accompanying unaudited consolidated finandialements of Landec have been prepared in accardaith accountin
principles generally accepted in the United St&tesnterim financial information and with the imgttions for Form 1 and Article 10 ¢
Regulation SX. In the opinion of management, all adjustmentnéisting of normal recurring accruals) have beadenwhich are necess
to present fairly the financial position of the Quany at November 25, 20Ghd the results of operations and cash flows fopexiod:s
presented. Although Landec believes that the discls in these financial statements are adequateake the information presented
misleading, certain information normally included financial statements and related footnotes pespam accordance with account
principles generally accepted in the United Sthtese been condensed or omitted per the rules gudatens of the Securities and Excha
Commission. The accompanying financial data shaadeviewed in conjunction with the audited finah@tatements and accompany
notes included in Landec's Annual Report on ForrKX0r the fiscal year ended May 27, 2007.

The results of operations for the three and sixtimoended November 25, 208 not necessarily indicative of the results thay
be expected for an entire fiscal year due to saasmality in Apio’s food business.

Use of Estimates

The preparation of financial statements in confeymiith U.S. generally accepted accounting prirgsptequires managemen
make certain estimates and assumptions that atiecteported amounts of assets and liabilities disdlosures of contingent assets
liabilities at the date of the financial statemeatsl the reported results of operations duringréperting period. Actual results could dil
materially from those estimates.

For instance, the carrying value of notes and atksneceivable, are impacted by current markeesgfior the related crops, weal
conditions and the fair value of the underlyingwséyg obtained by the Company, such as, liens apgry and crops. The Comp:
recognizes losses when it estimates that the &hirevof the related crops or security is insuffiti® cover the advance or note receivable.

Investments

Equity investments in nopublic companies with no readily available markaiue are carried on the balance sheet at costjastea
for impairment losses, if any. If reductions in tharket value of the investments to an amountithbelow cost are deemed by manage!
to be other than temporary, the reduction in mavkdtie will be realized, with the resulting lossnrarket value reflected on the incc
statement.

Recent Accounting Pronouncements
Fair Value Measuremen

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finalniciabilities”, including
an Amendment of FASB Statement No. 115. SFAS NB8.(ISFAS No. 159")provides the option to measure, at fair value,ilgigfinancia
instrument items using fair value, which are ndteotvise required to be measured at fair value.iiifegocable decision to measure item
fair value is made at specified election dates mmatrument-byinstrument basis. Changes in that instrument'svire must be recogniz
in current earnings in subsequent reporting periiddected, the first measurement to fair valsiegported as a cumulatiedfect adjustmel
to the opening balance of retained earning in ter yf adoption. The Company is currently evalgatime impact of the adoption of SF
No. 159 on its consolidated financial statemeiffitis,dlects to measure eligible financial instrurtseat fair value. The standard is effective
the Company beginning in its fiscal year 2009.




In September 2006, the FASB issued SFAS No. 15dir "Falue Measurements" (“SFAS 157'3FAS 157 defines fair valt
establishes a framework for measuring fair valug expands disclosure of fair value measurement&SSE57 applies under other accoun
pronouncements that require or permit fair valuasoneements and accordingly, does not require awyfaie value measurements. SFAS
is effective for financial statements issued facél years beginning after November 15, 2007. Tovagany does not expect the adoptio
SFAS 157 to have a material impact on its constdiifinancial statements.

Reclassifications
Certain reclassifications have been made to peaod financial statements to conform to the curperiod presentation.
2. License Agreement with Chiquita Brands Internationd, Inc.

On September 19, 2007, the Company amended itasliig and supply agreement with Chiquita Branderitional, Inc
(“Chiquita™). Under the terms of the amendment, the license émrabas has been expanded to include additionalisixel fields usin
Landecs BreatheWay packaging technology, and a new exellikense has been added for the sale and magkefi avocados usi
Landecs BreatheWay packaging technology. In exchangexXpanding the exclusive fields for bananas andraddinew exclusive field f
avocados, the minimum gross profits to be recelwetlandec from the sale of BreatheWay packaginGhimuita for bananas and avoca
will increase to $2.9 million in fiscal year 2008which virtually all will be recognized during treecond half of fiscal year 2008 and to !
million in fiscal year 2009. In addition, the minimm gross profits to be received are calculateddareon a calendar quarter basis pe
terms of the amended agreement. Accordingly, thegmmim amounts under the amended agreement wilhloellated each calendar qua
and thus will be due at the end of March, Junete®eiper and December of each year.

3. License Agreement with Monsanto Company

On December 1, 2006, Landec sold its direct mangedind sales seed company, Fielder's Choice Dfe€&D”), which included th
Fielder's Choice Direc and Heartland Hybri® brands, to American Seeds, Inc., a wholly ownedsislidry of Monsanto Compa
(“Monsanto”). The acquisition price for FCD was $50 million irsbgpaid at the close. During fiscal year 2007, leanctcorded income frc
the sale, net of direct expenses and bonuses,20f $2illion. The income that was recorded is eqodhe difference between the fair valu
FCD of $40 million and its net book value, lessedirselling expenses and bonuses. In accordantegeiterally accepted account
principles, the portion of the $50 million of prewks in excess of the fair value of FCD, or $10iomill will be allocated to the technolc
license agreement described below and will be neizeg as revenue ratably over the five year tertheftechnology license agreement o
million per year beginning December 1, 2006. Thevalue was determined by management with thes&s®ie of an independent appraiser.

On December 1, 2006, Landec also entered into exy@ar coexclusive technology license and polymer supplyeagrent (th
“Agreement”) with Monsanto for the use of Landedtrdellicoat polymer seed coating technology. Under the termshef Agreemen
Monsanto will pay Landec $2.6 million per year ktkange for (1) a co-exclusive right to use Lansgléetellicoat temperature activated s¢
coating technology worldwide during the licenseiqer (2) the right to be the exclusive global sadesl marketing agent for the Intellic
seed coating technology, and (3) the right to pasehthe technology any time during the five yeantef the Agreement. Monsanto will a
fund all operating costs, including all Intellicoa¢search and development, product development amdeplacement capital costs during
five year agreement period. For the three and sixths ended November 25, 2007, Landec recognize®b $tillion and $2.7 millior
respectively, in revenues and income from the Amerd.




The Agreement also provides for a fee payable tulka of $4 million if Monsanto elects to termingtie Agreement or $8 million
Monsanto elects to purchase the technology. Iptivehase option is exercised before the fifth aensiary of the Agreement, or if Monsa
elects to terminate the Agreement, all annual Beefees and supply payments that have not beengéaiandec will become due upon
purchase or early termination. If Monsanto doesaxefcise its purchase option by the fifth anniagrof the Agreement, Landec will rece
the termination fee and all rights to the Inteléitoseed coating technology will revert to Landec. Adaagly, Landec will receive minimu
guaranteed payments of $17 million, or $3.4 millper year, for license fees and polymer supply paymover five years or $21 million
maximum payments if Monsanto elects to purchasdi¢based technology. If Monsanto elects to purehihe technology, an additional
million of license fee revenue will be recognizedrte time of purchase. If Monsanto exercisesit€lpase option, Landec and Monsanto
enter into a new longerm supply agreement in which Landec will continaebe the exclusive supplier of Intellicoat polyrmeaterials t
Monsanto.

Prior to the sale of FCD, Landec Ag revenues ferttiree and six months ended November 26, 2006 $&t®00 and $131,0(
respectively and operating losses for the threesanthonths ended November 26, 2006, were $3.1omidnd $5.5 million, respectively.

4. Stock-Based Compensation

The Company adopted SFAS 123R using the modifiedgactive transition method, which requires thdieation of the accountir
standard to (i) all stock-based awards issued oafter May 29, 2006 and (ii) any outstanding stbelked awards that were issued bu
vested as of May 29, 2006. In the three and sixtheoanded November 25, 2007, the Company recogsipettbased compensation expe
of $181,000 and $505,000 or $0.01 and $0.02 pec leasl diluted share, respectively, which inclu&,000 and $143,000 for restric
stock unit awards and $101,000 and $362,000 fakstption grants, respectivelyln the three and six months ended November 26, ,20€
Company recognized stodlased compensation expense of $136,000 and $3820(D.01 and $0.02 per basic and diluted s
respectively, which included $42,000 and $75,000 risstricted stock unit awards and $94,000 and ®®WO/for stock option gran
respectively.

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

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
November 25, November 26, November 25, November 26,
2007 2006 2007 2006
Research and development $ 39,00 $ 23,000 $ 70,000 $ 42,00(
Selling, general and administrative $ 142,000 $ 113,000 $ 435,000 $ 340,00(
Total amort. of stock-based compensation $ 181,000 $ 136,000 $ 505,000 $ 382,00(

As of November 25, 2007, there was $1.2 milliotiatél unrecognized compensation expense relatadvtested equity
compensation awards granted under the Companyésiiive stock plans. Total expense is expected tet@gnized over the weighted-
average period of 1.49 years.

During the six months ended November 25, 2007,Gbmpany granted options to purchase 104,500 sledresmmon stock ar
34,835 restricted stock unit awards.

As of November 25, 2007 the Company has resern@dnillion shares of common stock for future isstamnoder its current a
former stock plans.

5. Income Taxes

The estimated annual effective tax rate for fis2@a08 is expected to be approximately 28%. The pyntifference between t
estimated annual effective tax rate of 28% andf¢leral statutory tax rate relates to the projectdlization of net operating loss and crt
carryforwards. The provision for income taxes fog three and six months ended November 25, 200Ap@®ximately $1.2 million and $:
million, respectively.




In June 2006, the Financial Accounting Standardsr@¢FASB) issued Interpretation No. 48ctounting for Uncertainty in Incon
Taxes” (“FIN 48"). FIN 48 clarifies the accountirfgr uncertainty in income taxes recognized in ategmises financial statements
accordance with Statement of Financial Accountitgn8ards No. 109, “Accounting for Income Taxes” A$ 109”). This interpretatio
prescribes a recognition threshold and measureattiitute for the financial statement recognition aneasurement of a tax position take
expected to be taken in a tax return. FIN 48 atseiges guidance on derecognition of tax benefi&ssification on the balance sheet, inte
and penalties, accounting in interim periods, disgte, and transition.

The Company adopted FIN 48 effective May 28, 2@0¥a result of the implementation of FIN 48, then@uany did not recognize
cumulative adjustment to the May 28, 2007 balarfcetained earnings as the amount was deemed imialate

As of May 28, 2007, the Company had unrecognizedémefits of approximately $277,000. Includedha balance of unrecogniz
tax benefits as of May 28, 2007 is approximatel$%a00 of tax benefits that, if recognized, wowgdult in an adjustment to the Company’
effective tax rate.

In accordance with FIN 48, paragraph 19, the Comes decided to classify interest and penaltikda® to uncertain tax positic
as a component of its provision for income taxese B the Compang’historical taxable loss position, the Companyritl accrue intere
and penaltieselating to the income tax on the unrecognizeditemefits as of May 27, 2007 and November 25, 2@)thea amounts we
immaterial. Accordingly, the amount of interest gmehalties included as a component of provisionificome taxes irthe three and s
months ended November 25, 2007 is immaterial.

Due to tax attribute carryforwards, the Compangubject to examination for tax years 1991 forward U.S. tax purposes. T
Company was also subject to examination in vargiate jurisdictions for tax years 1996 forward, eaf which were individually material
The Company does not expect that the amounts etognized tax benefits will change significantlythin the next twelve months.

6. Net Income Per Diluted Share

The following table sets forth the computation dfigd net income for the periods with minorityénést income of subsidiaries (
Note 8) (in thousands, except per share amot

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
November 25, November 26, November 25, November 26,
2007 2006 2007 2006
Numerator:
Net income $ 3,12t % 10e $ 6,20z $ 122
Less: Minority interest in income of subsidiary — (22¢) (89) (341)
Net income for diluted net income per sh $ 3,12t $ (120) $ 6,11 $ (219
Denominator:
Weighted average shares for basic net income paee sh 26,07( 25,03¢ 26,00« 24,98¢
Effect of dilutive securities:
Stock Options 95( — 96€ —
Weighted average shares for diluted net incomesipaire 27,02( 25,03¢ 26,97( 24,98¢
Diluted net income per share $ 01z $ (0.000 $ 02: $ (0.07)

For the three months ended November 25, 2007 anéroer 26, 2006, the computation of the dilutedimedme (loss) per she
excludes the impact of options to purchase 74,%@0es and 1,446,608 shares of Common Stock, résggctas such impacts would
antidilutive for these periods.




For the six months ended November 25, 2007 and idbee 26, 2006, the computation of the diluted nes Iper share excludes
impact of options to purchase 86,701 shares ant?325 shares of Common Stock, respectively, as sapacts would be antidilutive {
these periods.

7. Debt

On September 1, 2007, Apio amended its revolving &if credit with Wells Fargo Bank N.A. extenditg term of the line to AugL
31, 2009. In addition, the interest rate on theohawrg line of credit was reduced to either priresd 0.50% or the LIBOR adjusted rate
1.50%.The revolving line of credit with Wells Fargo coimsi certain restrictive covenants, which requiréodp meet certain financial tes
including minimum levels of net income, maximum deage ratio, minimum net worth and maximum capé&gbenditures. Landec t
pledged substantially all of the assets of Apicsémure the line of credit with Wells Fargo. At Nouger 25, 2007 no amounts we
outstanding under the revolving line of credit. &ias been in compliance or received waivers foloah covenants since the inceptiol
this line.

8. Repurchase of Subsidiary Common Stock and Opti@n

On August 7, 2007, Landec repurchased all of thstanding common stock and options of Apio not atvbg Landec at the f:
market value of each share as if all options haehtexercised on that date. The fair market valparahase price for all of Apie’commol
stock and options not owned by Landec was $20.8omil After the repurchase, Apio became a whollyned subsidiary of Landec.
accordance with SFAS 123R, this repurchase didesatlt in additional compensation expense to th@@my as all of the common stock
options repurchased were fully vested at the tiftberepurchase and the consideration paid waal ¢égthe fair value.

9. Goodwill and Other Intangibles

The Company is required under SFAS 142 to revieadgdll and indefinite lived intangible assets aadeannually. The Compa
completed its annual impairment review on JulydQ2 The review is performed by grouping the naikbealue of all londived assets fc
reporting entities, including goodwill and othertangible assets, and comparing this value to thaete estimated fair value. T
determination of fair value is based on estimatgdré discounted cash flows related to these lowagh assets. The discount rate used
based on the risks associated with the reportititie=n The determination of fair value was perfedrby management. The review conclt
that the fair value of the reporting entities exdmmbthe carrying value of their net assets. As@féinber 25, 2007, no impairment charge
warranted. As a result of the repurchase of Apmitstanding common stock (see Note 8), gooddidased $1.1 million during the first
months of fiscal year 2008.

10. Inventories

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

November 25, May 27,
2007 2007
Finished goods $ 244; % 2,27:
Raw material 5,97¢ 4,527
Total $ 8,42( $ 6,80(

11. Related Party

Apio provides cooling and distributing services farms in which the Chief Executive Officer of Apithe “Apio CEQ”) has
financial interesand purchases produce from those farms. Apio alstchpses produce from Beachside Produce LLC fertsathird partie:
Beachside Produce is owned by a group of entitiespersons that supply produce to Apio. One ofawaers of Beachside Produce is
Apio CEO. Revenues and the resulting accountsvabks and cost of product sales and the resultiegunts payable are classified as rel
party in the accompanying financial statementsfddowember 25, 2007 and May 27, 2007 and for theetfand six months endéibvembe
25, 2007 and November 26, 2006.
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Apio leases, for approximately $300,000 on an ahbasis, agricultural land that is owned by the AGIEO. Apio, in turn, subleas
that land at cost to growers who are obligatedaiiver product from that land to Apio for value &ddproducts. There is generally no
statement of operations impact to Apio as a raffuthese leasing activities but Apio creates a gniged source of supply for the value ac
business. Apio has loss exposure on the leasimgtadb the extent that it is unable to subledse kand. For the three and six months el
November 25, 2007 the Company subleased all oftie: leased from the Apio CEO and received sublgasame of $77,000 and $189,0
respectively, which is equal to the amount the Camyppaid to lease that land for the period.

Apio's domestic commodity vegetable business witbtsoBeachside Produgeeffective June 30, 2003. The Apio CEO is a 1:
owner in Beachside Produce. During the three andhsinths ended November 25, 2007, the Company neoed) revenues of $468,000 i
$838,000, respectively, from the sale of productsBeachside Produce. For the six months ended Noeer25, 2007, the Compe
recognized royalty revenue of $32,000 from the hgeBeachside Produce of Apstrademarks. The related accounts receivable
Beachside Produce are classified as related patheiaccompanying financial statements as of N&ez5, 2007 and May 27, 2007.

At May 27, 2007, the Apio CEO held a 6% ownershiiest in Apio Cooling LP (“Apio Cooling™a limited partnership in whi
Apio is the general partner and majority owner vwatb0% ownership interest. During the first quadgfiscal year 2008, the Apio CE
withdrew from Apio Cooling. In accordance with tpartnership agreement, the Apio CEGhinority interest will be paid in three anr
installments with the first payment made in theosetquarter of fiscal year 2008. The amounts deectassified as a related party r
payable as of November 25, 2007 in the accompaniyiagcial statements. As of May 27, 2007, the $2Q0 owed to the Apio CEO w
included in the minority interest liability as tAgio CEO did not withdraw from Apio Cooling untihé first quarter of fiscal year 2008.

All related party transactions are monitored qurtby the Company and approved by the Audit Corteritof the Board
Directors.

12. Comprehensive Income (Loss)
The comprehensive net income of Landec is the santlee net income.
13. Shareholders’ Equity

During the three and six months ended NovembeR@87, 39,572 and 195,266 shares of Common Stosgectively, were issur
upon the vesting of RSUs and upon the exercis@tidmms under the Company’s stock option plans.

14. Business Segment Reporting

Landec operates in two business segments: the Famhlicts Technology segment and the Technologynking segment. The Fo
Products Technology segment markets and packsadfyepiackaged whole and fresh-cut vegetables thedrporate the BreatheWay
specialty packaging for the retail grocery, clubrstand food services industry. In addition, the@d-&roducts Technology segment ¢
BreatheWay packaging to partners for nagetable products. The Technology Licensing segmemsists of licensing agreements for ¢
coatings using Landec’s patented Intellicoat samaticgs to the farming industry and for the us¢hef Company’s Intelimer®@olymers fo
personal care products and other industrial pradu€brporate includes corporate general and adimtiiee expenses, non Food Prod
Technology interest income and Compamge income tax expenses. All of the assets ofdbmpany are located within the United State
America. Prior to fiscal year 2008, Landedperating segments were Food Products Technolagigh has not changed, and Agriculti
Seed Technology. As a result of the sale of FCIMémsanto (see Note 3), the Company has elimindtedAgricultural Seed Technolo
segment and has established the Technology Liagrsg#gment. As a result, the segment informationttierthree and six months en
November 26, 2006 has been reclassified to confeitinthe current year classification. Includedlie fTechnology Licensing segment for
three and six months ended November 26, 2006 areetults of Landec Ag which includes FCD. In &ddit the licensing activity for nc
food and Ag collaborations is included in the Tealbgy Licensing segment whereas in periods pridiiswal year 2008 it was included
Corporate.
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Operations by Business Segment (in thousands):

Food Products Technology
Three months ended November 25, 2007 Technology Licensing Corporate TOTAL
Net revenue. $ 57,29¢ $ 1665 $ — $ 58,96
International sales $ 17,28 $ o $ o $ 17,28
Gross profit $ 7,19 $ 1,668 $ — 3 8,851
Net income (loss $ 354C $ 1,16 $ 1,57¢) $ 3,12¢
Interest expense $ 5 % — 3 o $ 5
Interest income $ 89 $ — $ 51¢ $ 607
Depreciation and amortization $ 69t $ 58 $ — 3 752
Income tax expense $ — 3 — 3 1,19¢ $ 1,19¢
Three months ended November 26, 2006
Net revenue: $ 54,46¢ $ 728 $ — $ 55,19/
International sales $ 17,96 $ o $ o $ 17,96¢
Gross profit $ 7,641 $ 63t $ — 3 8,27¢
Net income (loss $ 4,027 $ (2,792) $ 1,129 $ 10¢
Interest expense $ 4 $ 117 $ o $ 121
Interest income $ 15 % — $ 24 $ 177
Depreciation and amortization $ 66C $ 21¢ $ — 3 87¢
Income tax expense $ — 3 — 3 — $ —
Six months ended November 25, 2007
Net revenue: $ 118,29: $ 3,32¢ $ — $ 121,62(
International sales $ 36,53 $ o $ o $ 36,53
Gross profit $ 14,50 $ 3,32¢ $ — 3 17,83:
Net income (loss $ 7,21¢ $ 237 $ (3,38¢) $ 6,20z
Interest expense $ 13 $ — 3 o $ 13
Interest income $ 31z % — $ 1,07¢ $ 1,38¢
Depreciation and amortization $ 1,35¢ $ 115 $ — 3 1,46¢
Income tax expense $ — 3 — 3 2,38C $ 2,38(
Six months ended November 26, 2006
Net revenue: $ 105,29 $ 1,047 $ — $ 106,34
International sales $ 31,77« $ o $ o $ 31,774
Gross profit $ 12,99 $ 83¢ $ — 3 13,83
Net income (loss $ 6,45: $ (5,459 $ 872 $ 12z
Interest expense $ 74 $ 117 $ o $ 191
Interest income $ 34t $ — $ 68 $ 41z
Depreciation and amortization $ 1,33 $ 434 % — 3 1,76¢
Income tax expense $ — — — $ —

During the six months ended November 25, 2007 amdehhber 26, 2006, sales to the Compangp five customers accounted
approximately 47% and 50%, respectively, of revenwdth the Companyg’ top customer from the Food Products Technologynsat
Costco Wholesale Corp., accounting for approxinyst&P6 and 20%, respectively, of revenues. The Compapects that, for the foresee:
future, a limited number of customers may contiti@ccount for a significant portion of its net eeues. Virtually all of the Compary’
international sales are to Asia.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorcivith the unaudited consolidated financial stetats and accompanying nc
included in Part I--Iltem 1 of this Form 10-Q ane thudited consolidated financial statements andrapanying notes and Management’
Discussion and Analysis of Financial Condition @ebkults of Operations included in Landec’s Annuep®&t on Form 10k for the fisca
year ended May 27, 200

Except for the historical information contained diar the matters discussed in this report are faa@oking statements within tl
meaning of Section 21E of the Securities ExchangeoA1934. These forwarboking statements involve certain risks and uraieties the
could cause actual results to differ materiallynirthose in the forwartboking statements. Potential risks and uncertsnitnclude, withot
limitation, those mentioned in this report andparticular the factors described below undadditional Factors That May Affect Futt
Results,” and those mentioned in Landec’s AnnugbdReon Form 1@k for the fiscal year ended May 27, 2007. Landedantakes n
obligation to update or revise any forwdomking statements in order to reflect events ecurnstances that may arise after the date o
report.

Critical Accounting Policies and Use of Estimates

There have been no material changes to the Consparitytal accounting policies which are includedi aescribed in the Form 10-
for the fiscal year ended May 27, 2007 filed while Securities and Exchange Commission on July @¥7.2

The Company

Landec Corporation and its subsidiaries (“Landecthe “Company”) design, develop, manufacture agltltemperaturectivatet
and other specialty polymer products for a varmtyood products, agricultural products, and li@h@artner applications. This propriet
polymer technology is the foundation, and a kejedéntiating advantage, upon which Landec has hsiliusiness.

Landecs core polymer products are based on its patentggriptary Intelimer polymers, which differ fromhar polymers in th
they can be customized to abruptly change theisighy characteristics when heated or cooled thraaughieset temperature switch. F
instance, Intelimer polymers can change withinrdnege of one or two degrees Celsius from a adimesive state to a highly tacky, adhe
state; from an impermeable state to a highly pebfeestate; or from a solid state to a viscous sfaltese abrupt changes are repea
reversible and can be tailored by Landec to octwapacific temperatures, thereby offering substhrtbmpetitive advantages in Landec’
target markets.

Subsequent to the sale of Landec’s former direatketing and sales seed corn company, Fielder's cgh@iirect (“FCD”), to
Monsanto in fiscal year 2007, Landec now has twe twisinesses - Food Products Technology and Texdynbicensing (see note 14).

Our Food Products Technology business is operétedigh a subsidiary, Apio, Inc., and combines awppetary food packagir
technology with the capabilities of a large natiofteod supplier and value-added produce procesgalue-added processing incorpore
Landec's proprietary packaging technology with pmdthat is processed by washing, and in some cagtsg and mixing, resulting
packaged produce to achieve increased shelf lidferaduced shrink (waste) and to eliminate the rfieeite during the distribution cycle.
This combination was consummated in 1999 when thragainy acquired Apio, Inc. and certain relatedtiest{collectively, “Apio”).

Our Technology Licensing business includes our petgry Intellicoat seed coating technology which ave licensed to Monsa

and our Intelimer polymer business that licenseBarsupplies products outside of our Food Prodiiethnology business to companies :
as Air Products and Chemicals, Inc. (“Air Produgisid Nitta Corporation (“Nitta”).
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Landec was incorporated in California on October1®86. We completed our initial public offeringi896 and our Common Stc
is listed on The NASDAQ Global Select Market undee symbol “LNDC.” Our principal executive offices are located at 36ddver
Avenue, Menlo Park, California 94025 and our tetaphnumber is (650) 306-1650.

Description of Core Business

Landec participates in two core business segméoizd Products Technology and Technology Licensing.

Landec Corporation

Intelimer® Technology

Food Products Technology Licensing
Technology

Food Products Technology Business

The Company began marketing in early 1996 our petgy Intelimer-based specialty packaging for irs¢he fresheut produc
market, one of the fastest growing segments irptbduce industry. Our proprietary BreatheWay patigtechnology, when combined w
produce that is processed by washing, and in s@sesccut and mixed, results in packaged produdeiméteased shelf life, reduced shi
(waste) and without the need for ice during therithistion cycle, which we refer to as our “valuedad” products. In 1999, we acquired Ag
our largest customer at that time in the Food Fetedliechnology business and one of the natiteading marketers and packers of pro
and specialty packaged fresh-cut vegetables. Agivigles year-round access to produce, utilizeg-stathe-art fresteut produce processi
technology and distributes products to the top Wefail grocery chains, major club stores and @ fiodservice industry. The verti
integration of Landec’s BreatheWay technology amofs packaging and sales capabilities within the FBomtucts Technology busini
gives Landec direct access to the large and grofvesh-cut produce market. T he value-added businerkets a variety of frestut anc
whole vegetables to the top retail grocery chaing aelub stores. During the fiscal year ended May 2007, Apio shipped more th
seventeen million cartons of produce to leadingesmarket retailers, wholesalers, foodservice sepplnd club stores throughout the Ur
States and internationally, primarily in Asia.

There are five major distinguishing characteristi€sApio that provide competitive advantages in #eod Products Technolo
market:

« Value-Added Supplier: Apio has structured its business as a marketersalier of fresh-cut and whole valaglded produce. It
focused on selling products under its Eat Smart@hdrand other brands for its fresh-cut and wholeesadded products. As ret
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 ownepstf farmland, and instead, contracts with growfer
produce. The year-round sourcing of produce isyackenponent to the fresh-cut and whole value-aguedessing business.

« Lower Cost Structure: Apio has strategically invested in the rapidly gnogvfresh-cut and whole value-added business. Apio’
96,000 square foot valuedded processing plant, which was expanded inlfisza 2007 from 60,000 square feet, is automati¢a
state-of-the-art vegetable processing equipmemtusly all of Apio’s value-added products utilizZgio’s proprietaryBreatheWa
packaging technology. Apio’s strategy is to operate one largptral processing facility in one of Califorrédargest, lowest cc
growing regions (Santa Maria Valley) and use paiigtechnology to allow for the nationwide delivexfyfresh produce products.
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« Export Capability: Apio is uniquely positioned to benefit from the gth in export sales to Asia and Europe over the dexad
with its export business, CalEx. Through CalEx, d\jsi currently one of the largest U.S. exporterbrotcoli to Asia and is selling
iceless products to Asia using proprietary Breathg\Wackaging technology

« Expanded Product Line Using Technology:Apio, through the use of its BreatheWay packagingchnology, is introducing «
average fifteen new value-added products each ydamse new product offerings range from variougssiaf fresheut bagge
products, to vegetable trays, to whole produceyegetable salads and snack packs. During the \asdtv¢é months, Apio hi
introduced 11 new products.

Apio established its Apio Packaging division (fomgeknow as Apio Tech) in 2005 to advance the salfeBreatheWay packagil
technology for shelfife sensitive vegetables and fruit. The technolatgo includes unique packaging solutions for poedin large packag
including shipping and pallet-sized containers.

Apio Packagings first program has been concentrated on bananah wlas formally consummated when Apio entered it
agreement with Chiquita whereby Apio supplies Chiauwvith its proprietary banana packaging technplog a worldwide basis for t
ripening, conservation and shelf-life extensionbahanas for most applications on an exclusive kasisfor other applications on a non-
exclusive basis. In addition, Apio provides Chiguitvith ongoing research and development and protsgdmology support for ti
BreatheWay membranes and bags, and technical sesujgport throughout the customer chain in ordeadsist in the development
market acceptance of the technolody maintain the exclusive license, Chiquita mustemannual minimum purchase threshold:
BreatheWay banana packages.

The initial market focus for the BreatheWay banaagkaging technology using Chiquita@®and bananas has been comme
outlets that normally do not sell bananas becatifeeer short shelf-life outlets such as quick serve restaurants, convenigioces and coffi
chain outlets. Chiquita is currently testing thkesd# bananas packaged with Landec’s BreatheWdynt#ogy to retail grocery.

The Company recently expanded the use of its Bedd#ly technology to avocados under an expandedsliogragreement wi
Chiquita. Market tests of avocados into the foawise industry have recently started.

Technology Licensing Businesses
The Technology and Market Opportunity: Intellicoat Seed Coatings

Following the sale of FCD, our strategy is to woltisely with Monsanto to further develop our pageintfunctional polymer coatil
technology that can be broadly sold and/or licensethe seed industry. In accordance with our Begrsupply and R&D agreement v
Monsanto, we are currently focused on commercigiziroducts for the seed corn market and then faldroaden the technology to ot
seed crop applications.

Landec's Intellicoat seed coating applicationsdm®igned to control seed germination timing, inseearop yields, reduce risks «
extend cropplanting windows. These coatings are currentlylatée on hybrid corn, soybeans and male inbred need for seed productic
In fiscal year 2000, Landec Ag launched its firsinenercial product, Pollinator PI@ coatings, which is a coating application used tBc
companies as a method for spreading pollinationntwease yields and reduce risk in the productibrhybrid seed corn. There
approximately 650,000 acres of seed productionhi Wnited States and in 2007 Pollinator Plus wasdusy 25 seed companies
approximately 15% of the seed corn production aicréise U.S.

In 2003, Landec commercialized Early Pl@ntorn by selling the product directly to farmersotigh the Fielder's Choice Dire@t
brand. This application allows farmers to planbinbld soils without the risk of chilling injurynd enables farmers to plant as much as
weeks earlier than normal. With this capabilitynfiars are able to utilize labor and equipment nadfieiently, provide flexibility during th
critical planting period and avoid yield losses sdl by late planting. In 2007, seven seed comparfiesed Intellicoat on their hybrid se
corn offerings.
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The Technology and Market Opportunity: Intelimer Polymer Applications

We believe our technology has commercial poteiia wide range of industrial, consumer and medigdlications. For examp
our core patented technology, Intelimer materigds, be used to trigger the release of small madedulgs, catalysts, pesticides or fragra
just by changing the temperature of the Intelimeterials or to activate adhesives through contlaiéenperature change. In order to ex|
these opportunities, we have entered into andemtir into licensing and collaborative agreememt@foduct development and/or distribut
in certain fields. However, given the infrequenaydainpredictability of when the Company may entgo iany such licensing and rese:
and development arrangements, the Company is ut@bisclose its financial expectations in advaoicentering into such arrangements.

Personal Care and Cosmetic Applications

Landecs personal care and cosmetic applications stratefpcused on supplying Intelimer materials to isimy leaders for use
lotions and creams, and potentially hair care petgjicolor cosmetics and lipsticks. The Compangténer, Air Products, is currently shipp
products to L'Oreal for use in lotions and creams.

Intelimer Polymer Systems

Landec has developed latent catalysts useful ienelihg potife, extending shelf life, reducing waste and imyng thermoset cu
methods. Some of these latent catalysts are clyreeing distributed by Akz&obel Chemicals B.V. through our licensing agreenveith
Air Products. The rights to develop and sell Landdatent catalysts and personal care technologée licensed to Air Products in Ma
2006.

Medical Applications

On December 23, 2005, Landec entered into an exeldgensing agreement with Aesthetic Sciencesp@ation (‘Aesthetic
Sciences”Yor the exclusive rights to use Landec's Intelimaterials technology for the development of derfiial's worldwide. Landec wi
receive royalties on the sale of products incorfpagaLandec$ technology. In addition, the Company has recesretes of preferred stc
valued at $1.8 million which represents a 19.9% enship interest in Aesthetic Sciencés.this time, the Company is unable to predict
ultimate outcome of the collaboration with Aestbeéiciences and the timing or amount of future reesnif any.

Results of Operations

Revenuegin thousands):

Threemonths Three months Six months Six months
ended 11/25/07 ended 11/26/06 Change ended 11/25/07 ended 11/26/06 Change
Apio Value Added $ 39,26:$ 35,81: 10% $ 78,65¢ $ 70,84: 11%
Apio Packaging 177 41 332% 33C 54 511%
Technology Subtotal 39,44: 35,85¢ 10% 78,98¢ 70,89¢ 11%
Apio Trading 17,85¢ 18,61¢ (4)% 39,30¢ 34,39¢ 14%
Total Apio 57,29¢ 54.,46¢ 5% 118,29: 105,29! 12%
Tech. Licensing 1,66¢ 728 130% 3,32¢ 1,047 216%
Total Revenues $ 58,96: $ 55,19+ 7% $ 121,62($ 106,34: 14%

Apio Value Added

Apio’s value-added revenues consist of revenueergéed from the sale of specialty packaged freshaod whole valueddet
processed vegetable products that are washed @kedgsal in our proprietary packaging and sold ugeo’s Eat Smart brand and varit
private labels. In addition, value-added revenuedude the revenuegenerated from Apio Cooling, LP, a vegetable caplaperation i
which Apio is the general partner with a 60% owhgrgosition.

The increase in Apio’s valuadded revenues for the three and six months endedrber 25, 2007 compared to the same pe
last year is due to increased product offeringsreiased sales to existing customers and the addifimew customers. Overall valagde(
unit sales volume increased 17% and 18% for theethnd six months ended November 25, 2007, regpigtcompared to the same peri
of the prior year. The increases in vahaded sales volumes were higher than the incréasesenues due primarily to the introductior
several new valuadded products during the first six months of fisaar 2008 that have average sales prices pethatiare lower than tl



average sales prices per unit for other value-agdeducts.
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Apio Packaging

Apio Packaging consists of Apio’s packaging tecbgglbusiness using its BreatheWay membrane techyol@he first commerci:
application included in Apio Packaging is our bamaackaging technology.

The increase in revenues from Apio Packaging dutiregthree and six months ended November 25, 20@pared to the sar
periods last year was not material to consolidatatec revenues.

Apio Trading

Apio trading revenues consist of revenues generated the purchase and sale of primarily whole cadity fruit and vegetab
products to Asia through Apio’s export company,-Egland from the purchase and sale of whole commddiit and vegetable produ
domestically to WaMart. The export portion of trading revenues fog three and six months ended November 25, 20073%a8 millior
and $36.5 million, or 97% and 93%, respectivelytobdl trading revenues.

The decrease in revenues in Agitfading business for the three months ended Nbgeb, 2007 compared to the same periot
year was primarily due to a 7% decrease in expartmes primarily due to the timing of product shgmts which were more concentrate
the first quarter of fiscal year 2008 than the selcquarter of fiscal year 2008 compared to therigrof shipments in fiscal year 2007 wt
the concentration was greater in the second qutiderthe first quarter. The increase in revennesio’s trading business for the six mor
ended November 25, 2007 compared to the same dasbgear was due to a 13% increase in tradingess sales volumes from an incre
in customers.

Technology Licensing

Technology licensing revenues consist of reveneeei@ated from the licensing agreements with Momsait Products and Nitta.

The increase in Technology Licensing revenuesHerthree and six months ended November 25, 200 paad to the same per
of the prior year was primarily due to the licemsievenues from the Monsanto license and supplgemgent entered into on Decembe

2006.

Gross Profit (in thousands):

Threemonths Three months Six months Six months
ended 11/25/07 ended 11/26/06 Change ended 11/25/07 ended 11/26/06 Change
Apio Value Added $ 6,02¢ $ 6,42( (6)%$ 12,13: $ 10,94 11%
Apio Packaging 14€ 16 81%% 26E 20 1225%
Technology Subtotal 6,17¢ 6,43¢ (4)% 12,391 10,96: 13%
Apio Trading 1,017 1,20¢ (16)% 2,10¢ 2,032 4%
Total Apio 7,192 7,641 (6)% 14,50¢ 12,99¢ 12%
Tech. Licensing 1,66¢ 63E 162% 3,32¢ 83¢ 297%
Total Gross Profit $ 8,851 % 8,27¢ 7% $ 17,83: % 13,83 29%
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General

There are numerous factors that can influence grosf#ts including product mix, customer mix, maaciuring costs, volume, s
discounts and charges for excess or obsolete iomgrto name a few. Many of these factors influencare interrelated with other factc
Therefore, it is difficult to precisely quantifygiimpact of each item individually. The Companyluldies in cost of sales all the costs relate
the sale of products in accordance with U.S. gdiyeecepted accounting principles. These costdude the following: raw materic
(including produce, seeds and packaging), dirdmirlaoverhead (including indirect labor, depreciatiand facility related costs) and shipy
and shipping related costs. The following discussiarrounding gross profits includes managensebé&st estimates of the reasons fol
changes for the three and six months ended NoveBHh&007, compared to the same periods last yweauttined in the table above.

Apio Value-Added

The decrease in gross profit for Apio’s valadded specialty packaging vegetable business dothtiee months ended November
2007 compared to the same period last year wasaghymue to seasonal produce shortages which medjthe Company to purchase proc
on the open market at prices above contractedridech was not required in the second quarteissaf year 2007. The gross margin
Apio’s valueadded business for the second quarter of fiscal 3@@8 was 15% compared to a gross margin of 188fglthe second quar
of last year. The increase in gross profit for Apicalueadded specialty packaged vegetable business faixhreonths ended November
2007 compared to the same period last year wasaghndue to an increase in valagded sales which increased 11% during the six img
ended November 25, 2007.

Apio Packaging

The increase in gross profit for Apio Packagingtfar three and six months ended November 25, 2668ipared to the same perii
last year was not material to consolidated Landesggprofit.

Apio Trading

Apio’s trading business is a buy/sell business teatizes a commission-based margin in th@%+ange. The decrease in A
trading gross profits for the three months endegedtber 25, 2007 compared to the same period lastwas due to a decrease in reve
coupled with a shift during the quarter to lowerrgia fruit export products from higher margin veajge export products during the sec
quarter of fiscal year 2007 primarily due to a iglyuantity of fruit products available for expaidring the second quarter of this y
compared to the same period last year. The inciiea&pio trading gross profit during the six montiisded November 25, 2007 compare
the same periods last year was primarily due toessed trading revenues of 14%. The increase in &pding gross profit due to higl
revenues was partially offset by a shift during finst half of fiscal year 2008 to lower margin itr@xport products from higher mart
vegetable export products during the first six rhenif fiscal year 2007 primarily due to a higheantity of fruit products available for exp
during the first six months of this year comparedhte same period last year.

Technology Licensing

The increase in Technology Licensing gross prdfitthe three and six months ended November 25, 208pared to the sal
periods of the prior year was primarily due to likensing income from the Monsanto licensing agreenentered into on December 1, 2006.
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Operating Expensegqin thousands):

Three months Three months Six months Six months
ended 11/25/07 ended 11/26/06 Change ended 11/25/07 ended 11/26/06 Change

Research and Development:

Apio $ 28€$ 328 (11)%$ 65€ $ 562 17%
Tech. Licensing 502 517 (3)% 954 1,061 (10%
Total R&D $ 78 $ 84( (6)%0% 1,61($ 1,62¢ (D)%

Selling, General and Administrative:

Apio $ 3,34($ 3,34: 0% $ 6,701$ 6,13¢ 9%
Corporate 89¢ 3,94¢ (7% 2,08¢ 6,057 (66)%
Total SG&A $ 4,23¢$ 7,28¢ (42)%$ 8,78t $ 12,19: (28)%

Research and Development

Landec’s research and development expenses cqsisarily of expenses involved in the development grocess scalep
initiatives. Research and development efforts ab/gpe focused on the Compasyproprietary BreatheWay membranes used for pacg
produce, with recent focus on extending the shédf ¢f bananas and other shéfé sensitive vegetables and fruit. In the Teclogy
Licensing business, the research and developmfemtsefire focused on uses for our proprietary imet polymers outside of food.

The decrease in research and development expersée fthree months and six months ended Noventhe?@7 compared to t
same periods last year was not material.

Selling, General and Administrative

Selling, general and administrative expenses cbpsisarily of sales and marketing expenses astatiaith Landecs product sale
and services, business development expenses dhdrstaadministrative expenses.

The decrease in selling, general and administraiygenses for the three and six months ended Noxegth 2007 compared to
same periods last year was primarily due to thetfet selling, general and administrative experiee€orporate for the three and six mol
ended November 26, 2006 included $2.8 million abd $nillion, respectively, in expenses from Landefdrmer direct marketing and se
seed business which was sold to Monsanto in Decegli¥6. For the six months ended November 26, 20@8e seed related expenses
partially offset by the recording of net proceefi$.3 million from an insurance settlement.

Other (in thousands):

Threemonths Three months Six months Six months

ended 11/25/07 ended 11/26/06 Change ended 11/25/07 ended 11/26/06 Change
I nterest Income $ 607 $ 177 242% $ 1,38¢ $ 413 23€%
I nterest Expense (5) (121 (96)% (13 (197 (93)%
Minority Int. Exp. (109 (97) 12% (229 (115 99%
Other Income (Exp.) — 2 N/M — (3) N/M

Total Other $ 49t $ (39 NM  $ 1,14€ $ 104 1002%

Income Taxes $ (1,199% — NM  $ (2,380% — N/M

Interest Income

The increase in interest income for the three andsnth periods ended November 25, 2007 compardket same periods last y
was due to the increase in cash available for tings

Interest Expense

The decrease in interest expense during the tméesia months ended November 25, 2007 compareldeteame periods last y
was due to the Company’s reduction of debt.
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Minority Interest Expense

The minority interest expense consists of the niipamterest associated with the limited partnesguity interest in the net income
Apio Cooling, LP.

The increase in the minority interest for the thaeel six months ended November 25, 2007 comparétetsame periods last y
was not material to consolidated Landec net income.

Other Income (Expense)
Other income (expense) consists of non-operatiognte and expenses.

Income Taxes

The increase in the income tax expense for thethngl six months ended November 25, 2007 was dine tGompanys projectiol
of utilizing all of its net operating loss carry$eards and tax credits during fiscal year 2008 fi@oime tax expense purposes which result
an estimated effective tax rate for fiscal year@00approximately 28%.

Liquidity and Capital Resources

As of November 25, 2007the Company had cash and cash equivalents of $dilion, a net decrease of $17.4 million from &
million at May 27, 2007.

Cash Flow from Operating Activities

Landec generated $4.8 million of cash flow from rapieg activities during the six months ended Nokem25, 2007 compared
using $6.8 million in operating activities duringet six months ended November 26, 2006. The prirsaryces of cash from operat
activities were from generating $6.2 million of netome and from norash related expenses of $4.5 million, such asedeion, incom
tax expense not payable and stock based compeamséaltie sources of cash were partially offset byerease in current assets net of cu
liabilities of $5.9 million. The primary componera$this decrease in current assets net of culiaitities was an increase in inventories
notes and advances receivable at Apio primarilytduts winter investment in crops in the ImpehNallley of California, a decrease in accr
compensation as a result of bonus payments eamdidcal year 2007 and a decrease in deferred tevérom recognizing revent
associated with the Monsanto purchase of FCD amdhtiellicoat license agreement with Monsanto (Sete 3).

Cash Flow from Investing Activities

Net cash used in investing activities for the siantins ended November 25, 2007 was $1.4 million @egto $5.6 million for t
same period last year. The primary uses of cash investing activities during the first six monthisfiscal year 2008 were for the purchas
$1.5 million of property and equipment primarily ftbhe growth of Apio’s value-added processing besin

Cash Flow from Financing Activities

Net cash used in financing activities for the siams ended November 25, 2007 was $20.8 millionpzoed to net cash provic
by financing activities of $3.8 million for the sanperiod last year. The primary uses of cash froranting activities during the first ¢
months of fiscal year 2008 were for the repurctaisal of the outstanding common stock and optioh&pio not owned by Landec for $2(
million (see Note 8).

Capital Expenditures

During the six months ended November 25, 2007, eamlirchased property and equipment to supporgrith of Apio’s value
added processing business. These expenditureseaped the majority of the $1.5 million of capiajpenditures.
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Debt

Apio has a $7.0 million revolving line of creditthiWells Fargo Bank N.AOn September 1, 2007, Apio amended its revolving
of credit with Wells Fargo Bank N.A. extending teem of the line to August 31, 2009. In additiome interest rate on the revolving line
credit was reduced to either prime less 0.50% el iBOR adjusted rate plus 1.50%he revolving line of credit with Wells Fargo coimis
certain restrictive covenants, which require Amanteet certain financial tests, including minimueadls of net income, maximum lever.
ratio, minimum net worth and maximum capital expards. Landec has pledged substantially all ofabsets of Apio to secure the line v
Wells Fargo. At November 25, 2007, no amounts weitstanding under the revolving line of credit. &jias been in compliance or recei
waivers for all loan covenants since the inceptbthis line.

Landec is not a party to any agreements with, onmadments to, any special purpose entities thatldvaonstitute material off-
balance sheet financing other than the operatiageleommitments listed above.

Landecs future capital requirements will depend on numsréactors, including the progress of its reseand developme
programs; the continued development of marketiatgssand distribution capabilities; the ability laindec to establish and maintain 1
collaborative and licensing arrangements; any detito pursue additional acquisition opportunitiee&ather conditions that can affect
supply and price of produce, the timing and amoifireiny, of payments received under licensing askarch and development agreem
the costs involved in preparing, filing, prosecgtidefending and enforcing intellectual properghts; the ability to comply with regulatc
requirements; the emergence of competitive teclyyolend market forces; the effectiveness of prodimechmercialization activities a
arrangements; and other factors. If Landatirrently available funds, together with the ingdly generated cash flow from operations are
sufficient to satisfy its capital needs, Landec ldobie required to seek additional funding througheo arrangements with collaborat
partners, additional bank borrowings and publipivate sales of its securities. There can be sarasce that additional funds, if requi
will be available to Landec on favorable termsti&th

Landec believes that its debt facilities, cash froperations, along with existing cash, cash eqgaival and existing borrowi
capacities will be sufficient to finance its opévatl and capital requirements for the foreseehlilge.

Additional Factors That May Affect Future Results

Landec desires to take advantage of the “Safe Hanmovisions of the Private Securities Litigation Bafi Act of 1995 and «
Section 21E and Rule 3bunder the Securities Exchange Act of 1934. Sipedlf, Landec wishes to alert readers that thko¥ahg importan
factors, as well as other factors including, withlimitation, those described elsewhere in thisorgpcould in the future affect, and in the |
have affected, Landec’s actual results and coultbed andeas results for future periods to differ materiallprh those expressed in ¢
forward-looking statements made by or on behalfasfdec. Landec assumes no obligation to updatefsmsfard-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 have flueiaignificantly from quarter to quarter and axpexted to continue to fluctuate
the future. Historically, Landec Ag has been thienpry source of these fluctuations, as its reveramsprofits were concentrated over a
months during the spring planting season (genedallyng our third and fourth fiscal quarters). kid@ion, Apio can be heavily affected
seasonal and weather factors which have impactadegly results, such as the high cost of sourgiragluct inJune/July 2006 and Janu
2007 due to a shortage of essential valdded produce items. Our earnings may also fluetbased on our ability to collect accot
receivables from customers and note receivablen fyoowers and on price fluctuations in the freshjetables and fruits markets. Ot
factors that affect our food and/or agriculturaémgions include:

« the seasonality of our supplies;
« our ability to process produce during critical hestperiods;

» the timing and effects of ripening;
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« the degree of perishability;

» the effectiveness of worldwide distribution systems

« total worldwide industry volumes;

» the seasonality of consumer demand;

« foreign currency fluctuations; and

» foreign importation restrictions and foreign paléi risks.

As a result of these and other factors, we exmecbihtinue to experience fluctuations in quarteggrating results.
We May Not Be Able to Achieve Acceptance of Our New Productsin the Marketplace
Our success in generating significant sales ofppaducts will depend in part on the ability of usdeour partners and licensee

achieve market acceptance of our new products egtthblogy. The extent to which, and rate at whiel,achieve market acceptance
penetration of our current and future productsfisngtion of many variables including, but not Ited to:

« price;

« safety;

« efficacy;
o reliability;

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

We may not be able to develop and introduce newymis and technologies in a timely manner or nesdyets and technologi
may not gain market acceptance. We are in the esialge of product commercialization of certain linter-based specialty packagil
Intellicoat seed coatings and other Intelimer paymroducts and many of our potential productsimréevelopment. We believe that
future growth will depend in large part on our @bilto develop and market new products in our targarkets and in new markets.
particular, we expect that our ability to competfeaively with existing food products, agricultirandustrial and medical companies \
depend substantially on successfully developingaroercializing, achieving market acceptance of alicing the cost of producing «
products. In addition, commercial applications af temperature switch polymer technology are reddyi new and evolving. Our failure
develop new products or the failure of our new pigid to achieve market acceptance would have arialadelverse effect on our busine
results of operations and financial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developing alternagefiiologies and products that are more effectiasiee to use or less expens
than those which have been or are being developen lor that would render our technology and préglobsolete and notempetitive. W
operate in highly competitive and rapidly evolvifigids, and new developments are expected to aomtat a rapid pace. Competition fr
large food products, agricultural, industrial anédical companies is expected to be intense. Intiaddithe nature of our collaborat
arrangements may result in our corporate partnedsliaensees becoming our competitors. Many ofehasmpetitors have substantii
greater financial and technical resources and mtimuand marketing capabilities than we do, ang hmave substantially greater experie
in conducting clinical and field trials, obtaininggulatory approvals and manufacturing and margetommercial products.
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We Have a Concentration of Manufacturing in One Location for Apio and May Have to Depend on Third Partiesto Manufacture Our
Products

Any disruptions in our primary manufacturing oparatat Apio’s facility in Guadalupe, California would reducer @bility to sel
our products and would have a material adverseteffie our financial results. Additionally, we mageat to consider seeking collabora
arrangements with other companies to manufacturepmducts. If we become dependent upon third @arfor the manufacture of ¢
products, our profit margins and our ability to dimp and deliver those products on a timely basig be affected. Failures by third par
may impair our ability to deliver products on a ¢y basis and impair our competitive position. Waymot be able to continue
successfully operate our manufacturing operatidbaeeeptable costs, with acceptable yields, aradrr@idequately 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 materialssarvices for the manufacture of our products ormay not be able to obt:
substitute vendors. We may not be able to proconeparable materials at similar prices and termbiwia reasonable time. Several sen
that are provided to Apio are obtained from a nglovider. Several of the raw materials we usmamufacture our products are curre
purchased from a single source, including some meme used to synthesize Intelimer polymers andtsatbsmaterials for our breatha
membrane products. Any interruption of our relasioip with singlesource suppliers or service providers could delagpct shipments al
materially harm our business.

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

We may receive notices from third parties, inclgdsome of our competitors, claiming infringementday products of patent a
other proprietary rights. Regardless of their meesponding to any such claim could be tioogsuming, result in costly litigation and req;
us to enter royalty and licensing agreements whiely not be offered or available on terms accepttablgs. If a successful claim is mi
against us and we fail to develop or license at#fubs technology, we could be required to alter products or processes and our busil
results of operations or financial position could materially adversely affected. Our success depéndarge part on our ability to obt;
patents, maintain trade secret protection and ¢pesdthout infringing on the proprietary rights dfird parties. Any pending patt
applications we file may not be approved and we matybe able to develop additional proprietary picid that are patentable. Any pat
issued to us may not provide us with competitiveaatiages or may be challenged by third partieserfatheld by others may prevent
commercialization of products incorporating ourhteglogy. Furthermore, others may independently idgvsimilar products, duplicate ¢
products or design around our patents.

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

Our food packaging products are subject to regaiatinder the Food, Drug and Cosmetic Act (the “FRIE). Under the FDC Ac
any substance that when used as intended may eddgdre expected to become, directly or indireclysomponent or otherwise affect
characteristics of any food may be regulated asod fadditive unless the substance is generallygrézed as safe. We believe that f
packaging materials are generally not considered &aditives by the FDA because these productaarexpected to become componen
food under their expected conditions of use. Weswar our breathable membrane product to be a famttaging material not subject
regulation or approval by the FDA. We have not i@ any communication from the FDA concerning breathable membrane produc
the FDA were to determine that our breathable mamproducts are food additives, we may be requiresibmit a food additive petiti
for approval by the FDA. The food additive petitiprocess is lengthy, expensive and uncertain. &rdehation by the FDA that a fo
additive petition is necessary would have a mdtadserse effect on our business, operating reaaltsfinancial condition.

Federal, state and local regulations impose vamowironmental controls on the use, storage, digehar disposal of toxic, volat
or otherwise hazardous chemicals and gases ussdnie of the manufacturing processes. Our failureotttrol the use of, or to resti
adequately the discharge of, hazardous substandespresent or future regulations could subject usutstantial liability or could cause ¢
manufacturing operations to be suspended and changmvironmental regulations may impose the rfeeddditional capital equipment
other requirements.
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Our agricultural operations are subject to a varadt environmental laws including, the Food QualRyotection Act of 1966, tl
Clean Air Act, the Clean Water Act, the Resourcagawvation and Recovery Act, the Federal Insedjdidingicide and Rodenticide Act, i
the Comprehensive Environmental Response, Compensand Liability Act. Compliance with these lawadarelated regulations is
ongoing process. Environmental concerns are, howévgerent in most agricultural operations, inéhgdthose we conduct. Moreover, i
possible that future developments, such as inarghsstrict environmental laws and enforcementgie$ could result in increased complia
costs.

The Company is subject to the Perishable Agricalt@ommodities Act (“PACA"law. PACA regulates fair trade standards in
fresh produce industry and governs all the prodsotd by Apio. Our failure to comply with the PAC#&quirements could among ot
things, result in civil penalties, suspension aroeation of a license to sell produce, and in thestregregious cases, criminal prosecu
which could have a material adverse effect on agiress.

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 weatheditons that affect commodity prices, crop yieldsd decisions by growe
regarding crops to be planted. Crop diseases awmdreseconditions, particularly weather conditionschsuas floods, droughts, fros
windstorms, earthquakes and hurricanes, may adyexffect the supply of vegetables and fruits usedur business, which could reduce
sales volumes and/or increase the unit producti@tsc Because a significant portion of the costsfiaed and contracted in advance of ¢
operating year, volume declines due to productiteriuptions or other factors could result in ires in unit production costs which cc
result in substantial losses and weaken our fidieoindition.

We Depend on Strategic Partners and Licenses for Future Development

Our strategy for development, clinical and fieldtbeg, manufacture, commercialization and markeforgsome of our current a
future products includes entering into various awndlrations with corporate partners, licensees dnef® We are dependent on our corpe
partners to develop, test, manufacture and/or madme of our products. Although we believe that martners in these collaborations h
an economic motivation to succeed in performingrtbentractual responsibilities, the amount andnignof resources to be devoted to tt
activities are not within our control. Our partnengy not perform their obligations as expected ermaay not derive any additional reve
from the arrangements. Our partners may not payadditional option or license fees to us or maydetelop, market or pay any royalty f
related to products under the agreements. Moresuerg of the collaborative agreements providettiet may be terminated at the discre
of the corporate partner, and some of the colldb@agreements provide for termination under ottieumstances. Our partners may pu
existing or alternative technologies in preferet@eour technology. Furthermore, we may not be ableegotiate additional collaborat
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 to goventaheegulation in the United States and foreigarddes. The manufacture of
products is subject to periodic inspection by ratpry authorities. We may not be able to obtaineseary regulatory approvals on a tin
basis or at all. Delays in receipt of or failurerézeive approvals or loss of previously receivegravals would have a material adverse e
on our business, financial condition and resultsperations. Although we have no reason to belileaewe will not be able to comply with
applicable regulations regarding the manufacturesate of our products and polymer materials, @#ipis are always subject to change
depend heavily on administrative interpretationd e country in which the products are sold. Raittiranges in regulations or interpretat
relating to matters such as safe workaaegditions, laboratory and manufacturing practiegsjronmental controls, and disposal of hazar
or potentially hazardous substances may adverffelgt mur business.

We are subject to USDA rules and regulations caringrthe safety of the food products handled and sy Apio, and the facilitie
in which they are packed and processed. Failucenaply with the applicable regulatory requiremesan, among other things, result in:
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« fines, injunctions, civil penalties, and suspensjon

« withdrawal of regulatory approvals,

« product recalls and product seizures, includingaisn of manufacturing and sales,
» operating restrictions, and

« criminal prosecution.

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

Our International Operations and Sales May Expose Our Business to Additional Risks
For the six months ended November 22007, approximately 30% of our total revenuesewderived from product sales

international customers. A number of risks are iehein international transactions. Internationalles and operations may be limitec
disrupted by any of the following:

regulatory approval process,

« government controls,

« export license requirements,

« political instability,

» price controls,

« trade restrictions,

« changes in tariffs, or

« difficulties in staffing and managing internatiormgderations.

Foreign regulatory agencies have or may establisdyst standards different from those in the Unigtdtes, and any inability
obtain foreign regulatory approvals on a timelyivaould have a material adverse effect on ourmatigonal business, and our finan
condition and results of operations. While our fgmesales are currently priced in dollars, flucto@s$ in currency exchange rates may re
the demand for our products by increasing the mfaeur products in the currency of the countrizsvhich the products are soldegulatory
geopolitical and other factors may adversely impactoperations in the future or require us to rfyodur current business practices.

Cancellations or Delays of Orders by Our Customers May Adversely Affect Our Business

During the six months ended November 2607, sales to our top five customers accounte@gproximately 47% of our revenu
with our largest customer, Costco Wholesale Capcpunting for approximately 19% of our revenue® &¥pect that, for the foreseee
future, a limited number of customers may contitiuaccount for a substantial portion of our neerases. We may experience changes i
composition of our customer base as we have expmritin the past. We do not have |ldegn purchase agreements with any of
customers. The reduction, delay or cancellationrders from one or more major customers for angaear the loss of one or more of
major customers could materially and adverselycaffeir business, operating results and financiallition. In addition, since some of
products processed by Apio at its Guadalupe, Qaidofacility are sole sourced to its customers, operating results could be adver:
affected if one or more of our major customers werelevelop other sources of supply. Our currestamers may not continue to pl
orders, orders by existing customers may be catiaglenay not continue at the levels of previoudqusr or we may not be able to obi
orders from new customers.

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



The testing, manufacturing, marketing, and salthefproducts we develop involve an inherent riskltEgations of product liabilit
If any of our products were determined or allegetié contaminated or defective or to have caudetaful accident to an ermistomer, w
could incur substantial costs in responding to daings or litigation regarding our products and puoduct brand image could be materi
damaged. Either event may have a material advéfieset en our business, operating results and firsroondition. Although we have tak
and intend to continue to take what we believeapraropriate precautions to minimize exposure talpeoliability claims, we may not be a
to avoid significant liability. We currently maintaproduct liability insurance. While we believeetboverage and limits are consistent
industry standards, our coverage may not be adeduratay not continue to be available at an acbépteost, if at all. A product liabili
claim, product recall or other claim with respectninsured liabilities or in excess of insuredbiliies could have a material adverse effec
our business, operating results and financial dmdi
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Our Stock Price May Fluctuate in Accordance with Market Conditions
The following events may cause the market priceusfcommon stock to fluctuate significantly:

» technological innovations applicable to our product

« our attainment of (or failure to attain) milestomeshe commercialization of our technology,
« our development of new products or the developroEnew products by our competitors,

« new patents or changes in existing patents appicatour products,

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

» development of new collaborative arrangements bypuiscompetitors or other parties,

« changes in government regulations applicable tdasmess,

« changes in investor perception of our business,

« fluctuations in our operating results and

« changes in the general market conditions in ounstry.

These broad fluctuations may adversely affect theket price of our common stock.

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 theirliatiés own or control approximately 28 of our common stock (including optic
exercisable within 60 days). Accordingly, thesdasdifs, directors and shareholders may have théyatailexert significant influence over 1
election of our Board of Directors, the approvalasfiendments to our articles and bylaws and theoappof mergers or other busin
combination transactions requiring shareholder apgdr This concentration of ownership may have dffect of delaying or preventing
merger or other business combination transactiven éf the transaction or amendments would be beiaéto our other shareholders.
addition, our controlling shareholders may apprarendments to our articles or bylaws to implemeatittakeover or management frien
provisions that may not be beneficial to our otstereholders.

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

We have been subject in the past, and may be ifuthee, to claims by employees based on allegatadrdiscrimination, negligenc
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sutgjgztyment of workers' compensa
claims and other similar claims. We could incurstahtial costs and our management could spenchdisagt amount of time responding
such complaints or litigation regarding employeairaks, which may have a material adverse effect unboisiness, operating results
financial condition.

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

The success of our business depends to a sigrtifed@nt upon the continued service and performaif@erelatively small numb
of key senior management, technical, sales, anétating personnel. The loss of any of our key pemsbmould likely harm our business.
addition, competition for senior level personnethwknowledge and experience in our different linébusiness is intense. If any of our
personnel were to leave, we would need to devdistantial resources and management attention taceephem. As a result, managen
attention may be diverted from managing our businesd we may need to pay higher compensatiorptaace these employees.
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We May I ssue Preferred Stock with Preferential Rights that Could Affect Your Rights

Our Board of Directors has the authority, withouttttier approval of our shareholders, to fix thétsggand preferences, and to is
shares, of preferred stock. In November 1999, weed and sold shares of Series A Convertible ReefeBtock and in October 2001
issued and sold shares of Series B ConvertibleeRegf Stock. The Series A Convertible PreferrediSteas converted into 1,666,670 sh:
of Common Stock on November 19, 2002 and the SBri@snvertible Preferred Stock was converted ini@#4,102 shares of Common St
on May 7, 2004.

The issuance of new shares of preferred stock duvane the effect of making it more difficult fortlaird party to acquire a major
of our outstanding stock, and the holders of sueffiepred stock could have voting, dividend, liquida and other rights superior to thos:
holders of our Common Stock.

We Have Never Paid any Dividends on Our Common Stock

We have not paid any cash dividends on our ComntockSince inception and do not expect to do sthénforeseeable future. A
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 is Higher than Fair
Value

Our balance sheet includes an amount designatégbadwill” that represents a portion of our assatsl our shareholdergquity
Gooduwill arises when an acquirer pays more for sirtess than the fair value of the tangible and redply measurable intangible net as:
Under Statement of Financial Accounting Standards N2 “Goodwill and Other Intangible Asset&eginning in fiscal year 2002, 1
amortization of goodwill has been replaced with“immpairment test"which requires that we compare the fair value adyall to its bool
value at least annually and more frequently ifwinstances indicate a possible impairment. If werdeine at any time in the future that
book value of goodwill is higher than fair valueeththe difference must be writteff, which could materially and adversely affectr
profitability.

ltem 3. Quantitative and Qualitative Disclosures about Market Risk
None.

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

Our management evaluated, with participation of @nief Executive Officer and our Chief Financiaffioér, the effectiveness of ¢
disclosure controls and procedures as of the ertdeoperiod covered by this Quarterly Report onnfr@0-Q. Based on this evaluation,
Chief Executive Officer and our Chief Financial ioffr have concluded that our disclosure controt pnocedures are effective in ensu
that information required to be disclosed in repdiled under the Exchange Act is recorded, prasgssummarized and reported within
time periods specified by the Securities and ExgeaB@ommission, and to provide reasonable assurdmatenformation required to
disclosed by the Company in such reports is accatadland communicated to the Companylanagement, including its Chief Execu
Officer and Chief Financial Officer, as appropritdeallow timely decisions regarding required distire.

Changes in Internal Control over Financial Repaortin

There were no changes in our internal controls divemcial reporting during the quarter ended Nokem25, 2007 that ha
materially affected, or are reasonably likely tatenally affect, our internal controls over finaatreporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The Company is involved in litigation arising inetimormal course of business. The Company is clyreot a party to any leg
proceedings which management believes could résutie payment of any amounts that would be mdtésighe business or financ
condition of the Company.
Item 1A. Risk Factors

Not applicable.
Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

None.
Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Security Holders

At the Company’s Annual Meeting of Shareholdersifoa October 11, 2007, the following proposals vwatepted by the margins
indicated:

Number of Shares

Voted For Withheld
1. Four Class Il directors were elected by the inarondicated to serve for a term of office
expire at the second succeeding annual meetinganébolders at which their successors
will be elected and qualified:
Gary T. Steele 22,213,70 704,71(
Nicholas Tompkins 22,213,99 704,41:
Duke K. Bristow, Ph.D. 22,271,38 647,02:
Robert Tobin 22,215,37 703,03:
The Class | directors were not up for electiorhatAnnual Meeting. The four current Cl
| directors, Frederick Frank, Stephen E. Halpriith@rd S. Schneider, Ph.D. and Kenneth
E. Jones will serve as Class | directors untilrtegt Annual Meeting, when their succes
will be elected and qualified.
Voted Voted
For Against Abstain
2. To ratify the appointment of Ernst & Young LLP as
independent public accountants of the Companyhf®2008 fiscal
year. 22,800,71 104,60: 13,08¢
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The following proposal was also presented at the@my’s 2007 Annual Meeting of Shareholders, big mat approved by the Company’s
shareholders:

Voted Voted
For Against Abstain
3.  Toreincorporate the Company from California to dvedre. 9,528,23! 7,165,44! 26,49:
Item 5. Other Information
None.
Item 6. Exhibits
Exhibit
Number Exhibit Title:
10.73+ Amendment No. 1 to the Amended and Restated ChAegldement between Apio, Inc. and Wells Fargo BahR,.,
dated as of September 1, 2007.
31.1+ CEO Certification pursuant to section 302 of theb&nes-Oxley Act of 2002.
31.2 + CFO Certification pursuant to section 302 of theb@anes-Oxley Act of 2002.
32.1+ CEO Certification pursuant to section 906 of theb@aes-Oxley Act of 2002.
32.2+ CFO Certification pursuant to section 906 of theb&aes-Oxley Act of 2002.

+ Filed herewith.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causidRbport to be signed on
behalf by the undersigned, thereunto duly authdrize

LANDEC CORPORATION

By: /s/ Gregory S. Skinner

Gregory S. Skinner
Vice President, Finance and Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: January 4, 2008
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FIRST AMENDMENT TO AMENDED AND
RESTATED CREDIT AGREEMENT AND WAIVER

THIS FIRST AMENDMENT TO AMENDED AND RESTATED CREOIAGREEMENT AND WAIVER (this“Amendment”) is
entered into as of September 1, 2007, by and arpiw Inc. , a Delaware corporatioriorrower” ), and WELLS FARGO BANK,
NATIONAL ASSOCIATION ( “Bank” ).

Recitals

WHEREAS , Borrower is currently indebted to Bankguant to the terms and conditions of that cerdairended and Restated
Credit Agreement, dated as of November 1, 200%nzyamong Borrower and Bank (as amended, modifidtbasupplement from time to
time, the"Credit Agreement”).

WHEREAS, Borrower has informed Bank that pursuant to teatain Certificate of Ownership and Merger exeduda August €
2007 (the “Merger Instrument” ) by Apio Acquisition Corporation, (i) Apio Acquisith Corporation merged into Borrower i
(il) Borrower’s Certificate of Incorporation was anmded and restated.

WHEREAS, Borrower is in default of the following covenaritsthe Credit Agreement due to the transactiofscafated by tr
Merger Instrument: (i) Section 6.7 (Investments &ubsidiaries), (ii) Section 6.20 (Consolidationd aMlerger; Asset Acquisitions) a
(iii) Section 6.27 (Constituent Documents) (sucfadés, collectively, théExisting Defaults”).

WHEREAS, Bank has agreed to provide waivers of the ExgsbBefaults and Bank and Borrower have agreed t@icechanges

the terms and conditions set forth in the Credite®gnent and have agreed to amend the Credit Agreg¢meeflect such changes.

NOW, THEREFORE , for valuable consideration, theeipt and sufficiency of which are hereby acknowted the parties hereto
agree that the Credit Agreement shall be amendéallaws:

1. Definitions. Each capitalized term used and not otherwisenddfherein has the meaning ascribed thereto ilCtbdi
Agreement.
2. Waiver. Subject to the satisfaction of the conditionscpoent set forth in Section 6 hereof, Bank hergiges that each

the Events of Default under Section 7.1(b) of thedt Agreement directly resulting from the Exigtibefaults shall be deemed waived.

3. Amendments to Credit Agreemer8ubject to the satisfaction of the conditionscpdent set forth in Section 6 hereof,
Credit Agreement is hereby amended as follows:




(@) Section 6.2(b) of the Credit Agreement is herebyeaded by changing the timing of delivery of detdilésts o
Borrower’s customers with contact names and addsefsem semi-annual delivery to delivery upon resjuéd Bank.

(b) Section 6.3 of the Credit Agreement is heraimended by amending and restating in its entgety Section as follows:
Section 6.3. Financial Covenants
€)) [Reserved]
(b) Minimum Tangible Net WorthFrom and after May 28, 2007, Borrower, togethéhwhe other Companies, w

maintain, at all times, Tangible Net Worth, detered as of the end of each fiscal quarter, at aruatnoot less than $26,000,(
plus 75% of cumulative Net Income realized since May 7200 to such fiscal quarter end.

(c) Minimum Net Income-rom and after May 28, 2007, Borrower, togethehwfite other Companies, will achie
(together with the other Companies) during eacliogdetdescribed below, consolidated Net Income, dfless than the amount
forth in the table below opposite such period:

Fiscal Year to Date Period Ending Minimum Net Income
August 31 of each year $1,000,000
November 30 of each year $2,000,000
February 28 or 29, as applicable, $3,000,000
of each year
May 31 of each year $4,000,000
(d) Capital Expenditures From and after May 28, 2007, Borrower togethahwlie other Companies will not in

financed or unfinanced Capital Expenditures of mbes $6,000,000 in the aggregate during any figeat.

(e) Maximum Leverage=rom and after May 28, 2007, Borrower, togethehwiite other Companies, will maint
Total Liabilities divided by Tangible Net Worth, aéthe end of each fiscal quarter, at not gretan 1.00:1.00.

(c) Exhibit C to the Credit Agreement is replaced sahtirety with Exhibit C attached hereto and elérences in the Cre
Agreement and the other Loan Documents to “ExI@bishall be interpreted as references to Exhildie@eto.
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(d) Schedules 5.1, 5.2, 5.11, 6.4 and 6.5 to the Chgglitement are each replaced in their entirety With correspondir
Schedule attached hereto and all references i@ithait Agreement and the other Loan Documents yosach Schedule shall be interprete
a reference to the corresponding Schedule hereto.

4, Survival of Terms; InterpretationExcept as specifically provided herein, all termnsl conditions of the Credit Agreem
remain in full force and effect, without waiver orodification. This Amendment and the Credit Agreamghall be read together, as
document. The Recitals hereto, including the tedefsed therein, are incorporated herein by thisresce and acknowledged by Borrowe
be true, correct and accurate.

5. Representations, Warranties and Covenarsrrower hereby remakes all representations amuanties contained in t
Credit Agreement (except to the extent that suphesentations and warranties relate solely to alieeaate and after giving effect to -
amendments to the Credit Agreement set forth & Amendment) and reaffirms all covenants set ftiréinein. Borrower further certifies tl
as of the date of this Amendment (after giving efte the waivers set forth in Section 2 hergb8re exists no Event of Default as define
the Credit Agreement, nor any condition, act omg¢wehich with the giving of notice or the passa@d¢ime or both would constitute any st
Event of Default.

6. Effective Date This Amendment will become effective as of théedast set forth above (tH&ffective Date”), providec
that all of the following conditions precedent haween satisfied on or before September 30, 200Bdak shall have received a d
executed original (or, if elected by Bank, an exeduacsimile copy, to be followed promptly by deliy of an executed original) of tl
Amendment, executed by Borrower; (b) Bank shallehaaceived a duly executed original (or, if eledbgdBank, an executed facsimile cc
to be followed promptly by delivery of an executedginal) of the Guarantos’ Consent and Reaffirmation attached hereto, esdcoy
Landec Corporation; (c) Borrower shall have paiBamk an amendment fee of $5,000.00; and (d) althefrepresentations and warrar
contained herein (or incorporated herein by refeggare true and correct as of the Effective Date.

7. Counterparts. This Amendment may be executed in two or morentmparts, each of which shall be deemed to t
original but all of which together shall constitwire and the same instrument. Delivery of an execabunterpart of a signature page to
Amendment by telefacsimile shall be as effectivel@s/ery of a manually executed counterpart of thinendment.

8. Severability. If any term or provision of this Amendment shadl deemed prohibited by or invalid under any apipli¢
law, such provision shall be invalidated withoueafing the remaining provisions of this Amendmenthe Credit Agreement.

9. Governing Law. This Amendment shall be governed by and constiueatcordance with the internal laws of the Std
California.
10. Non-Impairment. Except as expressly provided herein, nothinghia Agreement shall alter or affect any provis

condition, or covenant contained in the Loan Docutsi@r affect or impair any rights, powers, or reiime of Bank, it being the intent of -
parties hereto that the provisions of the Loan Doents shall continue in full force and effect excapexpressly modified hereby.

[Signatures on Next Page]
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IN WITNESS WHEREOF , the parties hereto have catisisdAmendment to be executed as of the day aadfirst written above.
APIO, INC. WELLS FARGO BANK, NATIONAL ASSOCIATION

By: By:

Kathleen Morgan Tim Palmer
Chief Financial Officer Vice President




FIRST MODIFICATION TO LINE OF CREDIT NOTE

THIS FIRST MODIFICATION TO LINE OF CREDIT NOTE (tki“Modification” ) is entered into as of September 1, 2007, by and
between Apio, Inc. {Borrower” ), and Wells Fargo bank, national associatitBank” ).

RECITALS

WHEREAS , Borrower is currently indebted to Bankguant to the terms and conditions of that certamended and Restated Line
of Credit Note in the maximum principal amount @®)0,000.00, executed by Borrower and payableaemtder of Bank, dated as of
November 1, 2005 (tt“Line of Credit Note"), which Note is subject to the terms and condgiohthat certain Amended and Restated Credit
Agreement between Borrower and Bank dated as oéMber 1, 2005, as amended from time to time*“@edit Agreement”).

WHEREAS , Bank and Borrower have agreed to cedhanges in the terms and conditions set fortherLihe of Credit Note, and
have agreed to modify the Line of Credit Note tibeit such changes.

NOW, THEREFORE , for valuable consideration, theeipt and sufficiency of which are hereby acknowks the parties hereto
agree that the Line of Credit Note shall be modits follows:

1. Paragraph (a) Interesftthe Section of the Note titled “ INTEREST ” istleby deleted in its entirety and the following
substituted therefor:

(@) Interest The outstanding principal balance of this Notalldbear interest (computed on the basis of a 360-
day year for Libor and a 365/366 day year for PriRag¢e, actual days elapsed) either (i) at a flustgaate per

annum three-quarters percent (0.75%) below thedPRate in effect from time to time, or (ii) at add rate per
annum determined by Bank to be one and one-haitepéf1.50%) above Libor in effect on the first ddythe
applicable Fixed Rate Term. When interest is detegthin relation to the Prime Rate, each chandberrate of
interest hereunder shall become effective on the elach Prime Rate change is announced within B&itk.

respect to each Libor selection hereunder, Bahkiisby authorized to note the date, principal arhonterest rate
and Fixed Rate Term applicable thereto and any paygrmade thereon on Bank’s books and records(eith
manually or by electronic entry) and/or on any sithe attached to this Note, which notations shalpbima facie
evidence of the accuracy of the information noted.




2. The last sentence of Paragraph (a) BorrownmhRepaymentf the Section of the Note titled * BORROWING AND
REPAYMENT ” is hereby deleted in its entirety, athe following substituted therefor:

The outstanding principal balance of this Note Idbaldue and payable in full on August 31, 2009.

3. The effective date of the changes set fortkiheshall be September 1, 2007. The effectivené#iss Modification is
subject to the satisfaction of all conditions pd®d in that certain First Amendment to Amended Restated Credit Agreement, dated as of
September 1, 2007, between Borrowers and Bank.

4. Except as expressly set forth herein, all seamd conditions of the Line of Credit Note remiaifull force and effect,
without waiver or modification. All terms defined the Line of Credit Note or the Credit Agreemdrmlshave the same meaning when used
in this Modification. This Modification and the Lénof Credit Note shall be read together, as onermeat.

5. Borrower certifies that as of the date of this Mimdition there exists no Event of Default under lthree of Credit Note, nc
any condition, act or event which with the givinghotice or the passage of time or both would atmstany such Event of Default. Borrov
further certifies that, notwithstanding the modifions set forth herein, all of the Collateral seaythe Line of Credit Note shall remain
subject to the lien, charge or encumbrance of &selof trust, mortgage, security agreement or atbeument pursuant to which such lien,
charge or encumbrance is created, and nothingicedtaerein or done pursuant hereto shall affebecronstrued to affect the priority of the
lien, charge or encumbrance of any such deed sf, tmortgage, security agreement or other documesttany other liens, charges or
encumbrances.

[Signatures on Next Page]
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In Witness whereof , the parties hereto have catised/iodification to be executed as of the day paalr first written above.
APIO, INC. WELLS FARGO BANK, NATIONAL ASSOCIATION

By: By:

Kathleen Morgan Tim Palmer
Chief Financial Officer Vice President




Exhibit 31.]
CERTIFICATION
I, Gary T. Steele, certify that:
1. | have reviewed this quarterly report on FA@RQ of Landec Corporation;

2. Based on my knowledge, this quarterly repogsdnot contain any untrue statement of a matagalor omit 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 statememid,other financial information included in thisagterly report, fairly presentin 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 anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a- 15(e) and 15d- 15(ed)iaternal control over financial reporting (adided in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

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

(b) designed such internal control over finanoéglorting, or caused such internal control oveariicial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(©) evaluated the effectiveness of the regissatisclosure controls and procedures and presémtads quarterly report our
conclusions about the effectiveness of the discsantrols and procedures , as of the end of ¢hieg covered by this quarterly repbesec
on such evaluation, and

(d) disclosed in this quarterly report any apam the registrant’s internal control over fineeeporting that occurred
during the registrant’'s most recent fiscal quafttee registrans fourth quarter in the case of an annual repbaf) has materially affected, ol
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifying officer anblve disclosed, based on our most recent evaluatiimiernal control over financial reporting,
to the registrant's auditors and the audit commnitifiethe registrant’s board of directors (or pessparforming the equivalent functions):

(a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial information; and

(b) any fraud, whether or not material, thatives management or other employees who have disa role in the
registrant's internal control over financial rejrogt

Date: January 4, 2008

/sl Gary T. Steele

Gary T. Steele
Chief Executive Officer




Exhibit 31.z
CERTIFICATION
I, Gregory S. Skinner, certify that:
1. I have reviewed this quarterly report on FormraQ 06f Landec Corporation;

2. Based on my knowledge, this quarterly repogsdnot contain any untrue statement of a mataigalor omit 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 statememid,other financial information included in thisagterly report, fairly presentin 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 anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a- 15(e) and 15d- 15(ed)iaternal control over financial reporting (adided in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

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

(b) designed such internal control over finanoéglorting, or caused such internal control oveariicial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(©) evaluated the effectiveness of the regissatisclosure controls and procedures and presémtads quarterly report our
conclusions about the effectiveness of the discsantrols and procedures , as of the end of ¢hieg covered by this quarterly repbesec
on such evaluation ; and

(d) disclosed in this quarterly report any apam the registrant’s internal control over fineeeporting that occurred
during the registrant’'s most recent fiscal quafttee registrans fourth quarter in the case of an annual repbaf) has materially affected, ol
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifying officer anblve disclosed, based on our most recent evaluatiimiernal control over financial reporting,
to the registrant's auditors and the audit commnitifiethe registrant’s board of directors (or pessparforming the equivalent functions):

(a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial information; and

(b) any fraud, whether or not material, thatives management or other employees who have disa role in the
registrant's internal control over financial rejrogt

Date: January 4, 2008

/sl Gregory S. Skinner

Gregory S. Skinner
Chief Financial Officer




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 Landarbration (the “Company”) on Form 10-Q for theipdrending November 25,
2007 as filed with the Securities and Exchange C@sion on the date hereof (the “Report”), |, GarySteele, Chief Executive Officer and
President of the Company, certify, pursuant to 18.0. 8 1350, as adopted pursuant to 8 906 ofahgaBes-Oxley Act of 2002, that:

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

(2) The information contained in the Refairly presents, in all material respects, timamcial condition and result of operations of the
Company.

Date: January 4, 2008

/sl Gary T. Steele
Gary T. Steele

Chief Executive Officer and President
(Principal Executive Officer)

*

The foregoing certification is being furnishededg pursuant to Section 906 of the Sarba®etey Act of 2002 (subsections (a) ¢

(b) of Section 1350, Chapter 63 of Title 18, Unif&tdtes Code) and is not being filed as part ofttven 10-Q or as a separate
disclosure document.




Exhibit 32.z

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

In connection with the Quarterly Report of Landamrgbration (the “Company”) on Form 10-Q for theipdrending November 25, 2007 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Gregory S.rBler, Vice President of Finance and
Adminstration and Chief Financial Officer of the @pany, certify, pursuant to 18 U.S.C. 8§ 1350, amptatl pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

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

(2) The information contained in the Refairly presents, in all material respects, timaficial condition and result of operations of the
Company.

Date: January 4, 200 8

/sl Gregory S. Skinner

Gregory S. Skinner

Vice President and Chief Financial Officer
(Principal Accounting Officer)

*  The foregoing certification is being furnishededg pursuant to Section 906 of the Sarba@etey Act of 2002 (subsections (a) ¢
(b) of Section 1350, Chapter 63 of Title 18, Uniftdtes Code) and is not being filed as part ofFtiren 10-Q or as a separate
disclosure document.




