EDGAROnline

LANDEC CORP \CA\

FORM 10-Q

(Quarterly Report)

Filed 04/04/06 for the Period Ending 02/26/06

Address 3603 HAVEN AVE
MENLO PARK, CA 94025
Telephone 6503061650
CIK 0001005286
Symbol LNDC
SIC Code 2821 - Plastics Materials, Synthetic Resins, and Nonvulcanizable Elastomers
Industry Chemicals - Plastics & Rubber
Sector Basic Materials
Fiscal Year 05/29

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2012, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents



Table of Contents

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the Fiscal Quarter Ended February 26, 2006 , or

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

Commission file number: 0-27446

LANDEC CORPORATION

(Exact name of registrant as specified in its @rart

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

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

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

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

YesM NoO

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

Large Accelerated FileE] Accelerated Fildd Non Accelerated Fildd
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Excfe Act).
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Item 1. Financial Statements

ASSETS

Current Assets
Cash and cash equivalel
Marketable securitie

Accounts receivable, less allowance for doubtfalbants of $314 and $313 at February 26, 2006

May 29, 200t
Accounts receivable, related pa
Inventory
Notes and advances receiva
Notes receivable, related pa

Prepaid expenses and other current a:

Assets held for sal
Total Current Asset

Property and equipment, r
Goodwill, net

Trademarks, ne

Other intangibles, n¢

Notes receivabl

Notes receivable, related pa
Other asset

Total Assets

Current Liabilities:

Accounts payabl

Related party payabls

Accrued compensatic

Other accrued liabilitie

Deferred revenu

Current maturities of long term de
Total Current Liabilities

Long term debt, less current maturit
Other liabilities

Minority interest

Total Liabilities

Shareholder Equity:

Common stock, $0.001 par value; 50,000,000 sharmazed; 24,869,423 and 24,086,368 shares
issued and outstanding at February 26, 2006 and28a2005, respective

Accumulated defici
Total Shareholde’ Equity

Total Liabilities and Sharehold¢ Equity

* Amounts as of May 29, 2005 are derived from the 28y2005 audited consolidated financial statem:

PART I. FINANCIAL INFORMATION

LANDEC CORPORATION
CONSOLIDATED BALANCE SHEETS
(In thousands)

See accompanying notes.
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February 2¢
2006
(Unaudited)

$ 20,09¢

12,95]
297
20,89¢
53€

35
1,87¢

56,69¢

17,50(
29,69
13,27(
17z
631

1,05¢
$ 119,02:

$ 15,10(
94

2,41
2,08t
17,59
15¢
37,43

1,94¢

1,54¢
40,93¢

126,01¢

(47,939

78,08¢
$ 119,02:

May 29,
2005*

$ 12,87
1,96¢

15,40t
47€
9,917
41¢
89
2,04
1,19¢
44,37

17,27¢
25,987
11,57(
58
42€

7

37¢

$100,07!

17,51
798
1,907
2,141
557
54¢€

23,45¢

2,54(
55C
1,46¢
28,01¢

121,95(
(49,890
72,06(
$100,07!
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LANDEC CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues

Product sale

Services revenue, related pa

License fee:

Royalty revenues, related pa

Research, development and royalty revetr
Total revenue

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

Total cost of revenu

Gross profit

Operating costs and expens
Research and developmt
Selling, general and administrati

Total operating costs and expen
Operating incom:

Interest incomt

Interest expens

Minority interest expens
Other income

Net income
Basic net income per she
Diluted net income per sha

Shares used in per share computal

Basic

Diluted

(Unaudited)

(In thousands, except per share amounts)

Three Months Ende

February 2¢
2006

$ 55,17(
69C

1,321

54

14

57,24¢

44,69
714
422

45,83
11,41¢
701
7,19¢

7,89¢
3,52(

14£
(112)

(80)
4
$ 351
$  0.14

$ 0.1¢

24,84¢

25,71¢

See accompanying notes.
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February 27
2005

$ 50,60:
754

22

54

96

51,53

40,67¢
1,17¢
37¢
42,23

9,29¢

70&
6,15¢
6,865
2,43

88
(127)
(109

$ 2,29¢
$ 0.1

$  0.0¢

23,99(

24,92¢

Nine Months Ende:

February 2¢ February 27
2006 2005

$ 156,05¢ $ 145,85¢

2,78% 2,792

1,61¢ 66

187 182

22 15¢

160,66¢ 149,05

130,40« 121,91

3,54: 4,571

1,624 1,53¢

135,57: 128,02:

25,09¢ 21,03¢

2,28( 2,19¢

20,53( 17,47¢

22,81( 19,67:

2,28t 1,361

39t 107

(362) (332)

(397) (343

36 —

$ 1,95i $ 793

$ 0.0¢ $ 0.0z

$ 0.0¢ $ 0.0z

24,43t 23,59¢

25,31¢ 24,49;
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Cash flows from operating activitie
Net income

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

Depreciation and amortizatic
(Gain) loss on sale of property and equipn
Minority interest

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

Hybrids, Inc.:
Accounts receivable, n
Inventory
Issuance of notes and advances receiv
Collection of notes and advances receivi
Prepaid expenses and other current a:
Accounts payabl
Related party payabls
Accrued compensatic
Other accrued liabilitie
Deferred revenu
Net cash provided by operating activit
Cash flows from investing activitie
Purchases of property and equipm
Purchase of marketable securi
Proceeds from maturities of marketable secur
Issuance of notes and advances recei\
Collection of notes and advances receivi
Proceeds from the sale of property and equipt
Acquisition of assets of Heartland Hybrids, In@t of cash acquire
Net cash used in investing activit|
Cash flows from financing activitie
Proceeds from sale of common st
Increase in other ass¢
Borrowings on lines of cred
Payments on lines of cre«
Payments on long term de
Proceeds from issuance of long term ¢
Distributions to minority interes
Net cash provided by (used in) financing activi
Net increase in cash and cash equival
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

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

Purchase of asset for a liabil
Preferred shares received under license agree

See accompanying notes.
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Nine Months Ende

February 2¢ February 2
2006 2005
$ 1,957 $ 792

2,33¢ 2,72¢
(129) 214
397 34z
2,97¢ 3,692
(10,064 (3,180
(1,531 (231)
1,472 788
192 (444)
(4,650) (3,737
(699) (92)
50€ (23)

(93) 467
16,48/ 10,774
9,15¢ 12,07¢
(2,359 (3,050)
(991) =
2,95¢ —
(429 (453
222 38€
1,35( 22
(3,630) —
(2,879 (3,099
3,10¢ 4,96¢
(802) (47)
14,90¢ 59,44
(14,904 (63,907
(1,050 (1,657
— 1,20(

(314 (550)
94z (544)
7,22¢ 8,441
12,87 6,45¢

$ 20,09: $ 14,89¢
$ — $ 42t
$ — $ 81:
$  90C $ —
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LANDEC CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentatior

Landec Corporation and its subsidiaries (“Leaicr the “Company”) design, develop, manufactare] sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadinger applications. The Company directly
markets and distributes hybrid corn seed to farrttesigh its Landec Ag, Inc. (“Landec Ag”) subsigi@and specialty packaged fresh-cut
vegetables and whole produce to retailers andstlutes, primarily in the United States and Asiatigh its Apio, Inc. (“Apio”) subsidiary.

The accompanying unaudited consolidated fiizustatements of Landec have been prepared irr@acoe with accounting principles
generally accepted in the United States for intdimancial information and with the instructiong féorm 10-Q and Article 10 of
Regulation S-X. In the opinion of management, djuatments (consisting of normal recurring accrulats/e been made which are necessary
to present fairly the financial position at Febgua6, 2006 and the results of operations and dasisffor all periods presented. Although
Landec believes that the disclosures in these ¢iadrtatements are adequate to make the informptiesented not misleading, certain
information normally included in financial statenteand related footnotes prepared in accordandeagitounting principles generally
accepted in the United States have been condensaditbed per the rules and regulations of the 8tes and Exchange Commission. The
accompanying financial data should be reviewedimunction with the audited financial statementd ancompanying notes included in
Landec’s Annual Report on Form 10-K for the fisgahr ended May 29, 2005.

The results of operations for the three amé mionths ended February 26, 2006 are not nedgdgaicative of the results that may be
expected for an entire fiscal year. For instanoe, td the cyclical nature of the corn seed indystrgignificant portion of Landec Ag revenues
and profits will be concentrated over a few momtheng the spring planting season (generally dutiagdec’s third and fourth fiscal
quarters). In addition, Landec Ag purchases coed sand collects cash deposits from farmers in atbvahshipping the corn during the
Company'’s third and fourth quarters. The incredsedls of inventory and deferred revenue at Felyr@ér 2006 compared to May 29, 2005
reflect the seasonal nature of Landec Ag’s seethbss.

Use of Estimates

The preparation of financial statements infeomity with accounting principles generally acasgin the United States requires
management to make certain estimates and assumphiainaffect the reported amounts of assets ahdifies and disclosures of contingent
assets and liabilities at the date of the finarstialements and the reported results of operationisg the reporting period. Actual results
could differ materially from those estimates.

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

Investments

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

Recent Accounting Pronouncements

In December 2004, the FASB issued StatementlR® (revised 2004 ghare-Based Payment, or SFAS No. 123R, which is a revision of
SFAS No. 123, and supersedes APB Opinion 25. SE28R Yequires all shargased payments to employees and directors, ingjugtiants o
stock options, to be recognized in the statemenpefations based on their fair values. On Aprjl2805, the SEC adopted a new rule that
amended the compliance dates for SFAS
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123R such that the Company is now allowed to attephew standard effective at the beginning ofligear 2007. The pro forma disclost
previously permitted under SFAS 123 will no longeran alternative to financial statement recogmitis permitted by SFAS 123, the
Company currently accounts for share-based paynemtsiployees using APB Opinion 25’s intrinsic v&tethod and, as such, recognizes
no compensation cost for employee stock options.

Under SFAS 123R, the Company must determiaafipropriate fair value model and related assumstio be used for valuing share-
based payments, the amortization method for congtiemscost and the transition method to be us¢ldeatlate of adoption. The transition
methods include modified prospective and retroacsisioption options. Under the retroactive optigigrperiods may be restated either as of
the beginning of the year of adoption or for altipds presented. The modified prospective methqdires that compensation expense be
recorded for all unvested stock options and rdstlistock at the beginning of the first quarteaddption of SFAS 123R, while the retroact
method would record compensation expense for aksted stock options and restricted stock beginwiitiy the first period restated. The
Company is currently evaluating the requirementSeAS 123R as well as option valuation methodomgitated to its stock option plans.
Although the Company has not yet determined théarkbf adoption or the effect of adopting SFAS 128 Company expects that the
adoption of SFAS 123R may have a material impadherCompany’s consolidated results of operatidhs.impact of adoption of SFAS
123R cannot be estimated at this time becausdl itl@gpend on, among other things, the levels ofestmsed payments granted in the future,
the method of adoption and the option valuationhmetused. SFAS 123R also requires the benefisxafi¢ductions in excess of recognized
compensation costs to be reported as a financisty fbaw, rather than as an operating cash flonegsired under current literature. This
requirement will reduce net operating cash flowd imcrease net financing cash flows in periodsr &tmption.

Reclassifications
Certain reclassifications have been madeity period financial statements to conform to therent period presentation.
2. Purchase of Heartland Hybrids Assets

On August 29, 2005, Landec Corporation, thhoitig agricultural seed subsidiary, Landec Ag,,lacquired the assets of Heartland
Hybrids, Inc. (“Heartland”), which is based in DaksVIN, for $6.0 million. The consideration at dlog consisted of 152,186 shares of
Landec Common Stock valued at $1.0 million and @ds$8.65 million. In addition, the agreement pans for future payments to the former
owners of Heartland of up to $1.35 million. Thesgments consist of a cash earn-out of $1.2 miliased on Heartland achieving certain
financial targets for fiscal years 2006 and 200d ar$150,000 holdback for any post closing adjustméAny amounts remaining in the
holdback reserve will be paid out in May 2006. Hieaid operations are included in Landec’s const#idaesults of operations commencing
August 29, 2005. The purchase price has been ##id¢a the acquired assets and liabilities basetti@in relative fair market values, subject
to final adjustments predominantly related to eauhpayments. These allocations are based on indepévaluations and other studies.

The following is a summary of the purchasegallocation (in thousands):

Net assets and liabilitie $ (757)
Customer bas 80C
Trademark 1,70C
Goodwill 2,907

$ 4,65(C

Under Statements of Financial Accounting Stadg No. 141Business Combinations, and No. 142Goodwill and Other Intangible Assets
(SFAS 142), goodwill and intangible assets deerndthte indefinite lives are no longer amortizeddret subject to annual impairment tests
in accordance with the Statements. No pro formarinétion is deemed necessary as the operationsartleind Hybrids are immaterial to
Landec’s annual revenues and results of operations.

3. License Agreement

On December 23, 2005, Landec entered intxelugve licensing agreement with a medical deeiompany. This company paid Landec
an upfront license fee of $250,000 for the exclesights to use Landec’s Intelimer
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materials technology in a specific device field ldaide. Landec will also receive royalties on tla¢esof products incorporating Landec’s
technology. In addition, the Company received shafepreferred stock valued at $900,000 which regmés a 16.7% ownership interest in
medical device company. Landec’s ownership interestd increase to as high as 19.9% based on eniséstones being achieved. The
$1.15 million of value received under this agreemignecorded as licensing revenue in the accompgronsolidated Statements of
Operations since Landec has no further obligatiorter this agreement.

4. Net Income Per Diluted Share

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

Three Month Three Month Nine Month: Nine Month:
Ended Ended Ended Ended
February 26 February 27 February 2¢ February 27
2006 2005 2006 2005
Numerator:
Net income $ 351 $  2,29: $ 1,957 $ 793
Less: Minority interest in income of subsidiz (165 (127) (390 (217)
Net income for diluted net income per sh $  3,34¢ $ 2,16¢ $ 1,56 $ 582
Denominator
Weighted average shares for basic net income pee 24,84¢ 23,99( 24,43¢ 23,59¢
Effect of dilutive securities
Stock Option: 87C 93¢ 877 89¢
Weighted average shares for diluted net incomesipaire 25,71¢ 24,92¢ 25,31t 24,49;
Diluted net income per sha $ 0.12 $ 0.0¢ $ 0.0¢ $ 0.0z

Options to purchase 442,962 and 552,812 sloi@esmmon Stock at a weighted average exercise jofi $6.49 and $6.90 per share were
outstanding during the three months ended Feb2@&r2006 and February 27, 2005, respectively, mrewot included in the computation of
diluted net income per share because the optiomstise price were greater than the average marla of the Common Stock and,
therefore, the effect would be antidilutive.

Options to purchase 480,709 and 2,564,24&shlarCommon Stock at a weighted average exerdise @f $6.49 and $5.63 per share
were outstanding during the nine months ended Bep26, 2006 and February 27, 2005, respectivelywere not included in the
computation of diluted net income per share bectheseptions’ exercise price were greater tharatrerage market price of the Common
Stock and, therefore, the effect would be antiditit

5. Stock-Based Compensation

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

Pro forma information regarding net income aptlincome per share is required by SFAS 148 asdben determined as if the Company
had accounted for its employee stock options utidefair value method prescribed by SFAS 123. Hirevialue for these options was
estimated at the date of grant using the Black-shaption valuation model with the following wetgh average assumptions: risk-free
interest rates ranging from 4.31% to 4.72% forttiree months ended February 26, 2006, 3.60% t&/@fd6 the three months February 27,
2005; 3.69% to 4.72% for the
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nine months ended February 26, 2006, and 3.35%98%@for the nine months ended February 27, 20@b;idend yield of 0.0% for the
three and nine months ended February 26, 2006 elmdi&ry 27, 2005; a volatility factor of the exmettnarket price of the Company’s
common stock of 0.53 and 0.59 as of February 266 20d February 27, 2005, respectively; and a weibhverage expected life of the
options of 4.82 years and 4.39 years for the threenine months ended February 26, 2006 and Fgh2dal005, respectively.

For purposes of pro forma disclosures, thenaded fair value of the options is amortized tp@&xse over the vesting period of the options
using the straight-line method. The Company’s prona information follows (in thousands except fer phare data):

Three Months Ende Nine Months Ende:

February 26, 20( February 27, 20C February 26, 20( February 27, 20C
Net income $ 3,61« $ 2,29: $ 1,957 $ 795
Deduct:
Stocl-based employee expense determined under SFA (230 (222) (894) (849)
Basic Pro forma net income (los 3,28¢ 2,071 1,062 (56)
Less: Minority interest in income of subsidiz (165) (127) (390 (217)
Diluted pro forma net income (los $ 3,11¢ $ 1,944 $ 672 $ (267)
Basic net income per she— as reporte! $ 0.14 $ 0.1C $ 0.0¢ $ 0.0z
Diluted net income per sha— as reportet $ 0.1% $ 0.0¢ $ 0.0€ $ 0.02
Basic pro forma net income (loss) per st $ 0.1% $ 0.0¢ $ 0.04 $ (0.00)
Diluted pro forma net income (loss) per sh $ 0.12 $ 0.0¢ $ 0.0: $ (0.0))

The Black-Scholes option valuation model wagaloped for use in estimating the fair value afieéd options that have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofiygsubjective assumptions including the
expected stock price volatility. These amounts oibnecessarily represent the effects of employaeksiptions on reported net income
(loss) for future years.

6. Goodwill and Other Intangibles

The Company is required under SFAS 142 tocesg\goodwill and indefinite lived intangible assatdeast annually. During the nine
months ended February 26, 2006, the Company coeapitst annual impairment review. The review is parfed by grouping the net book
value of all long-lived assets for reporting eettiincluding goodwill and other intangible assets] comparing this value to the related
estimated fair value. The determination of fainnals based on estimated future discounted casls flelated to these long-lived assets. The
discount rate used was based on the risks assbeidtethe reporting entities. The determinatiorfaif value was performed by management
using the services of an independent appraiserréiew concluded that the fair value of the rejpgrentities exceeded the carrying value of
their net assets and thus no charge was warrastefdFebruary 26, 2006.

7. Inventories

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

February 2¢ May 29,

2006 2005
Finished good $ 15,87¢ $ 6,132
Raw materia 5,02¢ 3,65¢
Work in proces: — 13C
Total $ 20,89¢ $ 9,915
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8. Purchase and Sale of Fruit Lanc

On January 14, 2005, the Company enteredamtagreement to purchase approximately 155 acrfesipbfand from an individual for
$812,500. This amount was paid to the seller thnahg funding of an escrow account on March 235200 a separate unrelated transaction,
on January 31, 2005, the Company entered into eaeagent to sell approximately 45 acres of grape taran individual for $452,500. Upon
entering into the agreement, the Company recei280®H0 in cash and promissory notes receivablg48d,500. The sale closed on
January 3, 2006. As of February 26, 2006, paymamthie notes receivable totaled $56,000 with theairing balance to be paid from net
profits from the sale of grapes produced from hggerty with a final payment due on December 8092 if not previously paid off. Interest
accrues at the prime rate and is payable quarierBnother transaction which closed on Januan2Q@6, the Company sold to an individual
the remaining 110 acres for $936,000 in cash, hedles commissions. The Company recorded a g&#i@®,000 during the three months
ended February 26, 2006 on these sales.

9. Debt

On November 1, 2005, Apio amended its reva\line of credit that was scheduled to expire ogést 31, 2006, with Wells Fargo Bank
N.A. The line was reduced from $10.0 million toGWillion and outstanding amounts under the linereflit now bear interest at either
prime rate less 0.25% or the LIBOR adjustable pais 1.75% (6.36% at February 26, 2006). The lineredit contains certain restrictive
covenants, which require Apio to meet certain fiahtests including minimum levels of net incomeximum leverage ratio, minimum net
worth and maximum capital expenditures. The linereflit also affects the ability of Landec to reegpayments on debt owed by Apio to
Landec. Landec has pledged substantially all ob#sets of Apio to secure the line with Wells FaBgok. At February 26, 2006, no amounts
were outstanding under Apio’s line of credit.

10. Licensing and Supply Agreemen

In July 2005, the Company amended the supplgeanent with Alcon, Inc. to change the expiratiate of the agreement from
November 1, 2012 to May 28, 2006. As a resultpfilhe deferred revenue has been reclassifiedrteruliabilities in the accompanyir
Consolidated Balance Sheets. In addition, in acurd with Staff Accounting Bulletin No. 10Revenue Recognition (a replacement of SAB
101) , the entire amount of the deferred revenue of $&&Bas of May 29, 2005, will be recognized asyobed” revenue during fiscal year
2006. For the three and nine months ended Feb&&rg006, $172,000 and $466,000, respectivelyhefelated deferred revenue was
recognized as “recycled” license revenue.

11. Related Party

Apio provides cooling and distributing sensder farms in which the Chief Executive OfficerAypio (the “Apio CEO”) has a financial
interest and purchases produce from those farms. #lgo purchases produce from Beachside Produ€z(tdrmerly known as Apio Fresh)
for sale to third parties. Beachside Produce isamipy a group of entities and persons that supglgiyce to Apio. One of the owners of
Beachside Produce is the Apio CEO. Revenues, égsbduct sales and the resulting payable and the receivable from advances for
ground lease payments, crop and harvesting costs|assified as related party in the accompanfjirancial statements as of February 26,
2006 and May 29, 2005 and for the three and ninetinsoended February 26, 2006 and February 27, 2005.

Apio leases, for approximately $429,000 oraanual basis, agricultural land that is either atymentrolled or leased by the Apio CEO.
Apio, in turn, subleases that land at cost to grewého are obligated to deliver product from tleatd to Apio for value added products. TF
is generally no net statement of operations imfzaétpio as a result of these leasing activitiesAypip creates a guaranteed source of supply
for the value added business. Apio has loss expasuthe leasing activity to the extent that ilngble to sublease the land. For the three anc
nine months ended February 26, 2006 the Comparigaséd all of the land leased from the Apio CEO raeived sublease income of
$115,000 and $436,000, respectively, which is etputie amount the Company paid to lease thatfianthe period.

Apio’s domestic commodity vegetable busineas gold to Beachside Produce, effective June 3IB8.2lthe Apio CEO is a 12.5% owner
in Beachside Produce. During the three and ninetliscended February 26, 2006, the Company recognizethues of $16,000 and $86,000,
respectively, from the sale of products to Beadah&icbduce
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and royalty revenue of $54,000 and $187,000, re¢iedy, from the use by Beachside Produce of Apteeslemarks. The related accounts
receivable from Beachside Produce are classifigdlated party in the accompanying financial staets as of February 26, 2006 and
May 29, 2005.

In addition, the Apio CEO has a 6% ownershipriest in Apio Cooling LP, a limited partnershipwhich Apio is the general partner with
a 60% ownership interest. Included in the minantgrest liability as of February 26, 2006 and N2&y 2005 is $218,000 and $201,000,
respectively, owed to the Apio CEO.

All related party transactions are monitoredmerly by the Company and approved by the Audin@ittee of the Board of Directors.
12. Comprehensive Income

The comprehensive income of Landec is the sasribhe net income.
13. Shareholders Equity

During the three and nine months ended Feb2@yr2006, 485,469 and 630,869 shares of Commuek Stespectively, were issued upon
the exercise of options under the Company'’s st@dloo plans and the Company’s Employee Stock PgeRdan. In addition, the Company
issued to the former owners of Heartland 152,1&8eshof Landec Common Stock on August 29, 2009mmection with the purchase of
Heartland assets (see Note 2).

On October 14, 2005, following shareholderrapgl at the Annual Meeting of Shareholders of@enpany, the 2005 Stock Incentive
Plan (the “Plan”) became effective and replaceddbmpanys four then existing equity plans. Employees (idiig officers), consultants a
directors of the Company and its subsidiaries dfilihées are eligible to participate in the Plan.

The Plan provides for the grant of stock ampdigboth nonstatutory and incentive stock optiost®)ck grants, stock units and stock
appreciation rights. Awards under the Plan wilkelv@lenced by an agreement with the Plan participgamtler the Plan 861,038 shares of the
Company’s Common Stock (“Shares”) are availableafgards. Under the Plan no recipient may be awaadgdf the following during any
fiscal year: (i) stock options covering in exce5@0,000 Shares; (ii) stock grants and stock wutgering in excess of 250,000 Shares in the
aggregate; or (iii) stock appreciation rights camgmore than 500,000 Shares. In addition, awara®h-employee directors are
discretionary. However, a non-employee director matybe granted awards covering in excess of 303b@0es in the aggregate during any
fiscal year.

-11-




Table of Contents

14. Business Segment Reportin

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

Operations by Business Segment (in thousands):

Agricultural
Food Product Seed Corporate

Three months ended February 26, 2 Technology Technology and Othel TOTAL
Net revenue. $ 47,43¢ $ 8,35: $1,461 $ 57,24¢
International sale $ 6,272 $ O $ 0O $ 6,272
Gross profi $ 7,391 $ 2,621 $1,40¢ $ 11,41¢
Net income (loss $ 3,15¢ $ (75)) $1,111 $ 3,51¢
Interest expens $ 79 $ 33 $ O $ 11z
Interest incom: $ 12¢ $ 1 $ 18 $ 14t
Depreciation and amortizatic $ 71 $ 65 $ 28 $ 8iC
Three months ended February 27, 2

Net revenue. $ 41,65( $ 9,722 $ 15¢ $ 51,53
International sale $ 5,94: $ O $ 0O $ 5,94:
Gross profi $ 5,29¢ $ 3,85¢ $ 14C $ 9,29¢
Net income $ 1,17C $ 97¢ $ 14t $ 2,29¢
Interest expens $ 90 $ 37 $ 0O $ 127
Interest incom: $ 62 $ 12 $ 14 $ 88
Depreciation and amortizatic $ 80¢ $ 11¢ $ 27 $ 95t
Nine months ended February 26, 2(

Net revenue. $150,33¢ $ 8,37¢ $1,957 $160,66¢
International sale $ 42,91« $ O $ 0O $ 42,91«
Gross profit $ 20,72( $ 2,64( $1,73¢ $ 25,09t
Net income (loss $ 7,43¢ $(6,067) $ 584 $ 1,957
Interest expens $ 227 $ 134 $ 1 $ 362
Interest incom $ 324 $ 27 $ 4 $ 39t
Depreciation and amortizatic $ 1,917 $ 344 $ 75 $ 2,33¢€
Nine months ended February 27, 2(

Net revenue: $138,92( $ 9,82 $ 31C $149,05°
International sale $ 42,12¢ $ O $ O $ 42,12¢
Gross profit $ 16,82( $ 3,95¢ $ 25¢ $ 21,03¢
Net income (loss $ 3,97¢ $(3,37€) $ 191 $ 79
Interest expens $ 22: $ 10¢ $ 0O $ 332
Interest incom $ 76 $ 14 $ 17 $ 107
Depreciation and amortizatic $ 2,29 $ 351 $ 78 $ 2,72¢

During the nine months ended February 26, 20@bFebruary 27, 2005, sales to the Company’fitefrustomers accounted for
approximately 45% and 41%, respectively, of revenudth the Company’s top customers from the Foai&cts Technology segment,
Costco Wholesale Corp., accounting for approxinyaléPso and 15%, respectively, and Sam’s Club, adiogifior approximately 10% and
9%, respectively of revenues. The Company exphats fior the foreseeable future, a limited numbderustomers may continue to account
a significant portion of its net revenues. Virtyadll of the Company’s international sales are tiaA
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15. Subsequent Event:

On March 14, 2006, Landec entered into anusket license and research and development agreeviterAir Products and Chemicals,
Inc. Landec received an upfront licensing fee dit§800 at close and will receive up to an additidia6 million of license payments that
will be paid in quarterly installments of $200,088ch during years two and three of the agreemetiiécexclusive rights to use Landec’s
Intelimer materials technology in specific fieldendwide. In addition, Landec received at close(%000 for technology transfer work to be
performed by Landec during Landec’s fourth quanfdiscal year 2006. Landec will provide researod development support to Air Product
for three years with a mutual option for two adutitl years. The license fees will be recognizditease revenue over a three year period
beginning March 2006. In addition, in accordancthulie agreement, occurring after March 14, 20@ndec will receive 40% of the gross
profits generated from the sale of products byPxivducts that incorporate Landec’s Intelimer matsri

Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read injonation with the unaudited consolidated finansi@tements and accompanying notes
included in Part I—Item 1 of this Form 10-Q and ¢helited consolidated financial statements andrapanying notes and Management'’s
Discussion and Analysis of Financial Condition &®bults of Operations included in Landec’s Annugp&t on Form 10-K for the fiscal
year ended May 29, 200

Except for the historical information containgerein, the matters discussed in this reporfaareard-looking statements within the
meaning of Section 21E of the Securities ExchanceoA1934. These forward-looking statements ineatertain risks and uncertainties that
could cause actual results to differ materiallynfrthose in the forward-looking statements. Potérisks and uncertainties include, without
limitation, those mentioned in this report andpanrticular the factors described below under “Aiddial Factors That May Affect Future
Results,” and those mentioned in Landec’s AnnugddReon Form 10-K for the fiscal year ended May 2805. Landec undertakes no
obligation to update or revise any forward-lookstgtements in order to reflect events or circunt&tanhat may arise after the date of this
report.

Critical Accounting Policies and Use of Estimates

There have been no material changes to thep@oy’s critical accounting policies which are irsda and described in the Form 10-K for
the fiscal year ended May 29, 2005 filed with tlee@ities and Exchange Commission on August 2, 2005

The Company

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

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

Landec has two core businesses — Food Pro@lactsology and Agricultural Seed Technology, iditdn to our Technology
Licensing/Research and Development business whititiuded in Corporate and Other for segment désae purposes (see note 14).

Our Food Products Technology business is opetarough a subsidiary, Apio, Inc., and combioesproprietary food packaging
technology with the capabilities of a large natidoad supplier and value-added produce proced&ue-added processing incorporates
Landec’s proprietary packaging technology with proglthat is
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processed by washing, and in some cases cuttingasiiglg, resulting in packaged produce to achiemegased shelf life and reduced shrink
(waste) and to eliminate the need for ice durirggdistribution cycle. This combination was consurtedan December 1999 when the
Company acquired Apio, Inc. and certain relatedtient(collectively, “Apio”).

Our Agricultural Seed Technology businesspierated through a subsidiary, Landec Ag, Inc., (tlec Ag”) and combines our proprietary
Intellicoat® seed coating technology with our unique e-commaeticect marketing and consultative selling capébgiwhich we obtained
when we acquired Fielder’'s Choice Direct (“FieldeChoice”), a direct marketer of hybrid seed caorr§eptember 1997.

In addition to our two core businesses, thegany also operates a Technology Licensing/Reseandtibevelopment business that
licenses and/or supplies products outside of otg basinesses to industry leaders such as AkzolNwoldel'Oreal of Paris.

Landec was incorporated in California on Oeto®l, 1986. The Company completed its initial pubffering in 1996 and the Common
Stock is listed on the Nasdaq National Market uridersymbol “LNDC.” The principal executive officase located at 3603 Haven Avenue,
Menlo Park, California 94025 and our telephone nenib (650) 306-1650.

Description of Core Business

Landec participates in two core business satgrd-ood Products Technology and Agricultural SBechnology. In addition to these two
core segments, we license technology and condggtiog research and development through our Techgdl@ensing/Research and
Development Business.

Landes Corporation
I

Itelivper® Fechnology

Food Froducts Agriculiural Sasd Tachnology Loansag!
Techroay Teshnology RED

Food Products Technology Business

The Company began marketing in early 1996ppoprietary Intelimer-based specialty packaginguee in the fresh-cut produce market,
one of the fastest growing segments in the prochdigstry. Our proprietary packaging technology, wkhembined with produce that is
processed by washing, and in some cases cut argdijmesults in packaged produce with increased bfeglreduced shrink (waste) and
without the need for ice during the distributiortley which we refer to as our “value-added” produtt December 1999, we acquired Apio,
our largest customer at that time in the Food Petsdliechnology business and one of the nationdingamarketers and packers of produce
and specialty packaged fresh-cut vegetables. Amivighes year-round access to produce, utilizeg-stathe-art fresh-cut produce processing
technology and distributes products to the top kil grocery chains and major club stores aad,recently begun expanding its product
offerings to the foodservice industry. Our promigtintelimer-based packaging business has beebinechwith Apio into a wholly owned
subsidiary that retains the Apio, Inc. name. Thagieal integration within the Food Products Tedbgyg business gives Landec direct access
to the large and growing fresh-cut produce market.

Based in Guadalupe, California, Apio, whenuaieg in December 1999, consisted of two majoriesses — first, the “fee-for-service”
selling and marketing of whole produce and sectimespecialty packaged fresh-cut and whole value@dgrocessed products that are
washed and packaged in our proprietary BreatheWpg&Raging. The “fee-for-service” business histdlycacluded field harvesting and
packing, cooling and marketing of vegetables anil &n a contract basis for growers in Californi&anta Maria, San Joaquin and Imperial
Valleys as well as in Arizona and Mexico. The Compexited this business and certain assets assdaiath the business were sold in
June 2003 to Beachside Produce, LLC (formerly knas#\pio Fresh). Beachside Produce is owned bpapgof entities and
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persons that supply produce to Apio, including laels Tompkins, Apio’s President and Chief Execu®fécer. Under the terms of the sale,
Beachside Produce purchased certain equipmentaatahdnventory from Apio in exchange for approxteig $410,000. In connection with
the sale, Beachside Produce pays Apio an on-goiyaty fee per carton sold for the use of Apio’armt names and Beachside Produce and
its growers entered into a long-term supply agregmith Apio to supply produce to Apio for its flesut value-added products. The fresh-
cut value-added processed products business marketsety of fresh-cut and whole vegetables toitiperetail grocery chains and club
stores. During the fiscal year ended May 29, 2@@ho shipped more than sixteen million cartons afduce to leading supermarket retailers,
wholesalers, foodservice suppliers and club stibmesighout the United States and internationalfynarily in Asia.

There are five major distinguishing cleéeaistics of Apio that provide competitive advayga for its Food Products Technology
business:

» Value-Added Supplier: Apio has structured its business as a marketesaltet of fresh-cut and whole value-added prodlidgs.
focused on selling products under its Eat Sfi&rand and other brands for its fresh-cut and whkalae-added products. As retail
grocery and club store chains consolidate, Apiwal positioned as a single source of a broad rarfigreoducts

* Reduced Farming Risks:Apio reduces its farming risk by not taking ownepsbf farmland, and instead, contracts with growers
produce. The ye-round sourcing of produce is a key component tdrést-cut and whole vali-added processing busine

» Lower Cost Structure: Apio has strategically invested in the rapidly ginogvfresh-cut and whole value-added business. A6’,000
square foot value-added processing plant is ausmnaith state-of-the-art vegetable processing eqaeig. Virtually all of Apio’s value-
added products utilize Apio’s proprietary Breathg\jpackaging technology. Apio’s strategy is to ope@ne large central processing
facility in one of California’s largest, lowest ¢@gowing regions (Santa Maria Valley) and use paakg technology to allow for the
nationwide delivery of fresh produce produs

» Export Capability: Apio is uniquely positioned to benefit from the gtth in export sales to Asia and Europe over the degade with
its export business, CalEx. Through CalEx, Apiousrently one of the largest U.S. exporters of batido Asia and is selling its iceless
products to Asia using proprietary BreatheWay pggigtechnolog.

» Expanded Product Line Using TechnologyApio, through the use of its BreatheWay packagawphology, is introducing on average
twelve new value-added products each year. Theggraduct offerings range from various sizes o$lfreut bagged products, to
vegetable trays, to whole produce products. Duitiegast twelve months, Apio has introduced 15 pevducts.

Agricultural Seed Technology Business

Landec Ag's strategy is to build a vealig integrated seed technology company based teflitmat seed coating technology and its e-
commerce, direct marketing and consultative seltimgabilities.

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

Landec Ag's Intellicoat seed coating &mgilons are designed to control seed germinatioimg), increase crop yields, reduce risks and
extend crop-planting windows. These coatings areatly available on hybrid corn, soybeans and rirdleed corn used for seed production.
In fiscal year 2000, Landec Ag launched its firstnenercial product, Pollinator Pl coatings, which is a coating application used l®dse
companies as a method for spreading pollinatidndeease yields and reduce risk in the productfdmybrid seed corn. There are
approximately 650,000 acres of seed productiohéninited States and in 2005 Pollinator Plus wasl liy 38 seed companies on
approximately 15% of the seed production acrekénd.S.
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In 2003, Landec Ag commercialized Early Platorn by selling the product directly to farmersotingh its Fielder's Choice Dire@
brand. This application allows farmers to planbiobld soils without the risk of chilling injurynd enables farmers to plant as much as four
weeks earlier than normal. With this capabilitypfiars are able to utilize labor and equipment nedfieiently, provide flexibility during the
critical planting period and avoid yield losses sdiby late planting. In 2005, nine seed companfiesed Intellicoat on their hybrid seed
corn offerings and sales increased by 20% over.2004

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

Based in Monticello, Indiana, FieldgiChoice Direct offers a comprehensive line of doyfbrids and alfalfa to more than 12,000 farme
over forty states through direct marketing prografie success of Fielder's Choice comes, in pann fits expertise in selling directly to the
farmer, bypassing the traditional and costly fartealer system. We believe that this direct chanhdistribution provides up to a 35% cost
advantage compared to the farmer-dealer system.

In order to support its direct marketing prgs, Fielder's Choice has developed a proprietaxynemerce, direct marketing, and
consultative selling information technology thatbles state-of-the-art methods for communicatirth wibroad array of farmers. This
proprietary direct marketing information technolaggludes a current database of over 104,000 farmer

On August 29, 2005, Landec Ag closed the aitiom of Heartland Hybrids, Inc., the second latgdirect marketer of seed corn after
Landec Ag’s Fielder’'s Choice Direct brand. With qdementary strengths in geographic areas and shtamels, the new combined
organization has the opportunity to develop thetrefitcient and effective sales, marketing andritistion system in the seed industry,
expanding Landec Ag’s sales of both uncoated seddrdellicoat coated seed.

Due to the cyclical nature of the corn seetligtry, a significant portion of Landec Ag revenaes profits will be concentrated over a few
months during the spring planting season (genedalling Landec’s third and fourth fiscal quartets)addition, Landec Ag purchases corn
seed and collects cash deposits from farmers iaragvof shipping the corn during the Company’dthind fourth quarters.

Technology Licensing/Research and Development Businesses

We believe our technology has commercial pagkim a wide range of industrial, consumer andlioal applications beyond those
identified in our core businesses. For examplecoue patented technology, Intelimer materials, lmanised to trigger the release of small
molecule drugs, catalysts, insecticides or fragearjast by changing the temperature of the Intelimaterials or to activate adhesives thro
controlled temperature change. In order to exphaise opportunities, we have entered into andemtiér into licensing and collaborative
corporate agreements for product development aégaibution in certain fields. However, given tidrequency and unpredictability of
when the Company may enter into any such licensimigresearch and development arrangements, thedbgngpunable to disclose its
financial expectations in advance of entering suoh arrangements.

Results of Operations

Revenuegin thousands):

Three months Three months ended Nine months Nine months
ended 2/26/06 2/27/05 Change ended 2/26/06 ended 2/27/05 Change
Apio Value Added $ 39,515 $ 33,97 16% $ 99,65: $ 89,20: 12%
Apio Trading 7,41F 7,67¢ (3%) 50,09: 49,71¢ 1%
Apio Tech 503 [l N/M 59( [l N/M
Total Apio 47,43¢ 41,65( 14% 150,33t 138,92( 8%
Landec Ag 8,35¢ 9,722 (14%) 8,37¢ 9,821 (15%)
Corporate 1,461 15¢ 81<% 1,957 31C 531%
Total Revenues $ 57,24¢ $ 51,53! 11% $ 160,66t $ 149,05 8%
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Apio Value Added

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

The increase in Apio’s value-added revenueghi® three and nine months ended February 26, @0@®ared to the same periods last year
is due to increased product offerings, increastabga existing customers, the addition of newamstrs and product mix changes to higher
priced products. Specifically, sales of Apio’s valadded 12-ounce specialty packaged retail prdohécgrew 20% and 15%, respectively,
during the three and nine months ended Februar2@® compared to the same periods last year.ditiait, sales of Apio’s value-added
vegetable tray products grew 24% and 23%, respgtiduring the three and nine months ended Fep2&r2006 compared to the same
periods last year. Overall value-added unit satésnae increased 13% during the third quarter afdiyear 2006 compared to the same
period last year and 7% for the nine months enddmiuary 26, 2006 compared to the same period giribe year.

Apio Trading

Apio trading revenues consist of revenues gagad from the purchase and sale of primarily witolemodity fruit and vegetable products
to Asia through Apics export company, Cal Ex, and from the purchasesatedof whole commodity fruit and vegetable pradutomesticall:
to Wal-Mart. The export portion of trading revendi@sthe three and nine months ended February @& 2vere $6.3 million and
$42.9 million, respectively, or 85% and 86%, resiwety, of total trading revenues.

The decrease in revenues in Apio’s tradingrtass for the three ended February 26, 2006 cordgaréne same period last year was
primarily due to a 40% decrease in buy/sell comityodhlumes sold to Wal-Mart partially offset by mxtrease in export unit volumes of 7%.
The increase in revenues in Apio’s trading busifiesthe nine months ended February 26, 2006 coedpiarthe same period last year was
primarily due to a 2% increase in export unit voasn

Apio Tech

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

The increase in revenues at Apio Tech dutirgthree and nine months ended February 26, 20@fpaed to the same periods last year
was not material to consolidated Landec revenues.
Landec Ag

Landec Ag revenues consist of revenues gestefadm the sale of hybrid seed corn to farmersutite Fielder’'s Choice Direct brand and
from the sale of hybrid seed corn and soybeansruhdeHeartland Hybrid8 brand and from the sale of Intellicoat coated @d soybean
seeds to farmers and seed companies. Virtuallgf dlandec Ag’s revenues are generated during threg@aay’s third and fourth quarters.

The decrease in revenues at Landec Ag duneghtree and nine months ended February 26, 208fared to the same periods last year
was due to Landec Ag shipping only 24% of projedischl year 2006 sales during this year’s thirdrtger compared to shipping 38% of
fiscal year 2005 sales during last year’s thirdrtpra

Corporate

Corporate revenues consist of revenues geatkefistm partnering with others under research awldpment agreements and supply
agreements and from fees for licensing our prognyelintelimer technology to others and from theresponding royalties from these license
agreements.
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The increase in Corporate revenues for theethnd nine months ended February 26, 2006 comfzatbd same periods of the prior year
was due to the $1.15 million in revenues receivethfthe license of our Intelimer technology in adfic field to a medical device company
in December 2005.

Gross Profit (in thousands):

Three months Three months Nine months Nine months

ended 2/26/06 ended 2/27/05 Change ended 2/26/06 ended 2/27/05 Change
Apio Value Added $ 6,43¢ $ 4,88( 32% $ 17,43¢ $ 14,11¢ 24%
Apio Trading 45E 41¢ 9% 2,721 2,70z 1%
Apio Tech 501 O N/M 563 O N/M

Total Apio 7,391 5,29¢ 39% 20,72( 16,82( 23%

Landec Ag 2,621 3,85¢ (32%) 2,64( 3,95¢ (33%)
Corporate 1,404 14C 90% 1,73¢ 25€ 57(%
Total Gross Profit $ 11,41¢ $ 9,29¢ 23% $ 25,09¢ $ 21,03¢ 19%

General

There are numerous factors that can influgmass profits including product mix, customer mmanufacturing costs, volume, sales
discounts and charges for excess or obsolete iomerib name a few. Many of these factors influeacare interrelated with other factors.
Therefore, it is difficult to precisely quantifyghmpact of each item individually. The Companylugies in cost of sales all the costs relate
the sale of products in accordance with generaiiepted accounting principles. These costs indlnedollowing: raw materials (including
produce, seeds and packaging), direct labor, oaerfiacluding indirect labor, depreciation, andilfacrelated costs) and shipping and
shipping related costs. The following discussioma@unding gross profits includes management’s éstinates of the reasons for the changes
for the three and nine months ended February 28, 2fmpared to the same periods last year asedtin the table above.

Apio Value-Added

The increase in gross profits for Apio’s vahdded specialty packaged vegetable businessddhtbe and nine months ended
February 26, 2006 compared to the same periodgdastwas due to (1) the increase in value-addied séich increased 16% for the quarter
and 12% for the first nine months of fiscal yea®@0(2) product mix changes to higher margin préslaod (3) improved operational
efficiencies driven largely by improved raw matégaality during the first nine months of fiscalaye2006 compared to the same period last
year.

Apio Trading

Apio’s trading business is a buy/sell busirtbss realizes a commission-based margin in thésddihge. The increase in gross profits
during the three and nine months ended Februar@@®B compared to the same periods last year vimsuply due to a mix change to higher
margin vegetable exports from lower margin fruipests and lower margin domestic commodity salé&/&3-Mart.

Apio Tech

The increase in gross profits for Apio Techtfee three and nine months ended February 26, e6@pared to the same periods last year
was due to the revenues received from our banatkageg agreement with Chiquita.

Landec Ag

The decrease in gross profits for Landec AgHe three and nine months ended February 26, 20@®ared to the same periods last year
was due to (1) a decrease in revenues of 14% dtirnthird quarter and 15% for the first nine mentifiscal year 2006 compared to the
same periods last year due to a delay in corn s@mipsrthis year and (2) the increase in promotidisalounts offered this year in order to
remain competitive in the industry which experieshc@usually high discounts this selling seasoroaspared to past seasons.
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Corporate

The increase in gross profits for Corporatetlfie three and nine months ended February 26, 20@fared to the same periods last year
was due to $1.15 million of gross profits from thedical device licensing agreement entered infddoember 2005.

Operating Expensegin thousands):

Three months Three months Nine months Nine months
ended 2/26/06 ended 2/27/05 Change ended 2/26/06 Ended 2/27/05 Change
Research and Development:
Apio $ 192 $ 23C (16%) $ 73 $ 775 (5%)
Landec Ag 162 194 (16%) 47¢ 617 (23%)
Corporate 34& 281 23% 1,07 80¢ 33%
Total R&D $ 701 $ 705 1%) $ 2,28( $ 2,19¢ 4%
Selling, General and
Administrative:
Apio $ 3,40¢ $ 3,03¢ 12% $ 10,32 $ 9,531 8%
Landec Ag 2,704 2,35( 15% 6,92( 5,71¢ 21%
Corporate 1,08t 76¢ 41% 3,28¢ 2,22 48%
Total S,G&A $ 7,19¢ $ 6,15¢ 1% $ 20,53( $ 17,47¢ 17%

Resear ch and Devel opment

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

The change in research and development expénisthe three months and nine months ended Fab2éa 2006 compared to the same
periods last year was not material.

Slling, General and Administrative

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

The increase in selling, general and admatis® expenses for the three months and nine mamtthed February 26, 2006 compared tc
same periods last year was primarily due to (Ijeiases in selling and marketing expenses at Agid.andec Ag to generate current and
future increases in revenues, (2) selling, gersrdladministrative expenses of $658,000 and $llldmirespectively, at Heartland Hybrids
which was acquired at the beginning of the sectuf quarter, (3) accrued bonuses at Apio and @atp based on meeting or exceedin¢
plan which is currently being exceeded (whereahkermprior fiscal year, bonuses were not recordeil tlne end of the fiscal year due to
uncertainty) and (4) an increase in general andradtrative expenses at Corporate for businessldpreent consulting fees, legal fees and
Sarbanes-Oxley related accounting fees.
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Other (in thousands):

Three months Three months Nine months Nine months
ended 2/26/06 ended 2/27/05 Change ended 2/26/06 ended 2/27/05 Change
| nterest | ncome $ 14& $ 88 65% $ 39t $ 107 26<%
I nterest Expense (112 (127) (12%) (362) (332 9%
Minority Int. Exp (80) (103 (22%) (397) (343 16%
Other Income 41 — N/M 36 — N/M
Total Other $ ® $ (142) (96%) $ (326) % (56€) (42%)

Interest Income

The increase in interest income for the tlane@ nine month periods ended February 26, 2006 amdpo the same periods last year was
due to the increase in cash available for invesdimd) higher average interest rates on those ineegtn

Interest Expense

The change in interest expense during theethngl nine months ended February 26, 2006 compatbe same periods last year was not
material.

Minority Interest Expense

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

The change in the minority interest for theethmonths and nine months ended February 26, @@fared to the same periods last year
was not material.

Other Income
Other consists of non-operating income andegps.

The change in other income for the three nmoatid nine months ended February 26, 2006 compaitbd same periods last year was not
material.

Liquidity and Capital Resources

As of February 26, 2006, the Company had eashcash equivalents of $20.1 million, a net inseeaf $7.2 million from $12.9 million at
May 29, 2005.

Cash Flow from Operating Activities

Landec generated $9.2 million of cash flowrfroperating activities during the nine months enBelruary 26, 2006 compared to
$12.1 million from operating activities for the rimonths ended February 27, 2005. The primary eswtcash during the nine months
ended February 26, 2006 were from (1) net inconteram-cash items, such as depreciation, of $4.iomind (2) an increase in deferred
revenue of $16.5 million as a result of cash depdsr seed corn to be shipped during our fourbdi quarter. The primary uses of cash in
operating activities were from (1) the purchaseeéntory, primarily seed corn, by Landec Ag, o0$iLmillion and (2) a $4.7 million
reduction in accounts payable due to the seaspmdldur businesses.

Cash Flow from Investing Activities

Net cash used in investing activities for tivee months ended February 26, 2006 was $2.9 milanpared to $3.1 million for the same
period last year. The primary source of cash fromesting activities during the nine months endeor&ary 26, 2006 was from the net
maturities of $2.0 million of marketable securiti&e primary uses of cash from investing actisitiring the first nine months of fiscal yt
2006 were for the purchase of the assets of Hedrttlybrids for $3.6 million and the purchase of$aiillion of property and equipment
primarily for the further automation of Apio’s vatadded facility.
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Cash Flow from Financing Activities

Net cash provided by financing activities floe nine months ended February 26, 2006 was $9d8@®pared to net cash used in
financing activities of $544,000 for the same péiiast year. The cash provided by financing adééisitiuring the first nine months of fiscal
year 2006 was from the sale of $3.1 million of coomnstock to employees upon the exercise of stotikimp The primary use of cash frc
financing activities during the first nine montHsfigcal year 2006 was from the pay down of $1.1liam of long-term debt.

Capital Expenditures

During the nine months ended February 26, 2086dec purchased vegetable processing equipmenipport the expansion of Apio’s
value added business. These expenditures reprdsbptenajority of the $2.4 million of equipment phased.

Debt

On November 1, 2005, Apio amended its revagine of credit with Wells Fargo Bank N.A. that svecheduled to expire on August 31,
2006. The line was reduced from $10.0 million ta0$nillion and outstanding amounts under the liheredit now bear interest at either the
prime rate less .25% or the LIBOR adjustable rais f1.75% (6.36% at February 26, 2006). The rewglVine of credit, the equipment line
credit and the term note with Wells Fargo (colleety, the “Loan Agreement”) contains certain redivie covenants, which require Apio to
meet certain financial tests, including minimumeksvof net income, maximum leverage ratio, minimehworth and maximum capital
expenditures. Landec has pledged substantiallyf #ifie assets of Apio to secure the lines with WEHlrgo. At February 26, 2006, no amol
were outstanding under the revolving line of credithe equipment line of credit. Apio has beendmpliance with all loan covenants in the
Loan Agreement since the inception of this loan.

Landec Ag has a revolving line of credit whallows for borrowings of up to $7.5 million, based Landec Ag’s inventory levels. The
interest rate on the revolving line of credit ie frime rate plus 0.375% (7.875% at February 26620rhe line of credit contains certain
restrictive covenants, which, among other thingstrict the ability of Landec Ag to make paymenisdebt owed by Landec Ag to Landec.
Landec Ag was in compliance with all of the loaweants during the first nine months of fiscal y2a®6. Landec has pledged substantially
all of the assets of Landec Ag to secure the lingedit. At February 26, 2006, no amounts werestauntding under Landec Ag'’s revolving
line of credit.

At February 26, 2006, Landec’s total debt|udig current maturities and capital lease obiayat, was $2.1 million and the total debt to
equity ratio was 3% compared to 4% at May 29, 200fis debt was comprised of term debt and camtse obligations of $2.1 million, $2.0
million of which is mortgage debt on Apio’s manuiaing facilities. The amount of debt outstandimgtbe Company’s revolving lines of
credit fluctuates over time. Borrowings on Landduiss of credit are expected to vary with seasoagliirements of the Company’s
businesses.
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Contractual Obligation

The Companyg material contractual obligations for the nexefixears and thereafter as of February 26, 200&safellows (in thousands

Due in Fiscal Year Ended M:¢

Remainde!

Obligation Total of 2006 2007 2008 2009 2010 Thereaftel

Lines of Credi $ — $ — $ — $ — $ — $ — $ —
Long-term Debt 2,04¢ 81 111 11¢ 127 13€ 1,47¢
Capital Lease 55 7 22 23 3 — —
Interest Expens 1,10¢ 141 13€ 127 12C 111 471
Operating Lease 1,63¢ 181 47% 44F 361 172 3
Licensing Obligatior 60C 0 10C 10C 10C 10C 20C
Purchase Commitmen 1,40¢ 42¢ 98¢€ — — — —
Total $ 6,854 $ 83: $ 1,82¢ $ 814 $ 711 $ 51¢ $ 2,14¢

Interest expense was determined based orssiuengtion that the Company has no future borrowimgker its lines of credit and that the
interest expense on long term notes and leaseatiolig is based on the payment schedules andshtates from the relevant agreements.

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

Landecs future capital requirements will depend on nurasfiactors, including the progress of its researah development programs;
development of commercial scale manufacturing cidifab; the development of marketing, sales arsiritiution capabilities; the ability of
Landec to establish and maintain new collaboradive licensing arrangements; any decision to purddéional acquisition opportunities;
weather conditions that can affect the supply aincef produce; the timing and amount, if anypafyments received under licensing and
research and development agreements; the costgaahvia preparing, filing, prosecuting, defendimgdaenforcing intellectual property rights;
the ability to comply with regulatory requirementtse emergence of competitive technology and mddtees; the effectiveness of product
commercialization activities and arrangements; @heér factors. If Landec’s currently available fentbgether with the internally generated
cash flow from operations are not sufficient tdsfgtits capital needs, Landec would be requiresgek additional funding through other
arrangements with collaborative partners, additibaak borrowings or public or private sales ofsiésurities. There can be no assurance that
additional funds, if required, will be availableltandec on favorable terms if at all.

Landec believes that its debt facilities, cem operations, along with existing cash, cashivaxients and existing borrowing capacities
will be sufficient to finance its operational arapital requirements through at least the next tevehonths.
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Additional Factors That May Affect Future Results

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

In the past, our results of operations hawetfiated significantly from quarter to quarter anel expected to continue to fluctuate in the
future. Historically, our direct marketer of hybdrn seed, Landec Ag, has been the primary sairtese fluctuations, as its revenues and
profits are concentrated over a few months dutiregspring planting season (generally during oudtand fourth fiscal quarters). In addition,
Apio can be heavily affected by seasonal and weditltéors which have impacted quarterly resultshsas the high cost of sourcing product
in December 2003, January 2004 and March/April 20@5to a shortage of essential value-added prdteros. Our earnings may also
fluctuate based on our ability to collect accourtivables from customers and note receivables fnowers. Our earnings from our Food
Products Technology business are sensitive to fiticauations in the fresh vegetables and fruitskats. Excess supplies can cause intense
price competition. Other factors that affect ouwd@nd/or agricultural operations include:

. the seasonality of our supplie

. our ability to process produce during critical festperiods

. the timing and effects of ripenin

. the degree of perishabilit

. the effectiveness of worldwide distribution syste

. total worldwide industry volume:

. the seasonality of consumer dema

. foreign currency fluctuations; ar

. foreign importation restrictions and foreign paléi risks.

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

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

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

. price;

. safety;

. efficacy;
. reliability;

. conversion cost:

. marketing and sales efforts; a

. general economic conditions affecting purchasirttepas.

We may not be able to develop and introduee pre@ducts and technologies in a timely mannerear products and technologies may not
gain market acceptance. We are in the early stbgeduct commercialization of certain
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Intelimer-based specialty packaging, Intellicoadseoatings and other Intelimer polymer productsmany of our potential products are in
development. We believe that our future growth dépend in large part on our ability to develop aratket new products in our target
markets and in new markets. In particular, we ekfiet our ability to compete effectively with etiigy food products, agricultural, industrial
and medical companies will depend substantiallgurcessfully developing, commercializing, achievimgrket acceptance of and reducing
the cost of producing our products. In additiormoercial applications of our temperature switchypwr technology are relatively new and
evolving. Our failure to develop new products a# fhilure of our new products to achieve markeeptance would have a material adverse
effect on our business, results of operations arah€ial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developing altéraaechnologies and products that are more effecéasier to use or less expensive than
those which have been or are being developed by tisat would render our technology and productotgie and non-competitive. We
operate in highly competitive and rapidly evolviiigjds, and new developments are expected to aomt a rapid pace. Competition from
large food products, agricultural, industrial anddical companies is expected to be intense. Irtiaddihe nature of our collaborative
arrangements may result in our corporate partnetdieensees becoming our competitors. Many ofetoesnpetitors have substantially
greater financial and technical resources and mtimtuand marketing capabilities than we do, ang hwve substantially greater experience
in conducting clinical and field trials, obtaininggulatory approvals and manufacturing and margetommercial products.

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

Any disruptions in our primary manufacturingeoation would reduce our ability to sell our prottluand would have a material adverse
effect on our financial results. Additionally, weagnneed to consider seeking collaborative arrang&neith other companies to manufacture
our products. If we become dependent upon thirtdgsafor the manufacture of our products, our pnofargins and our ability to develop and
deliver those products on a timely basis may bectétl. Failures by third parties may impair outighio deliver products on a timely basis
and impair our competitive position. We may notalbée to continue to successfully operate our manufang operations at acceptable costs,
with acceptable yields, and retain adequately @égimersonnel.

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 matéiar services for the manufacture of our prodoctee may not be able to obtain substitute
vendors. We may not be able to procure comparabtennals or hybrid corn varieties at similar prieesl terms within a reasonable time.
Several services that are provided to Apio areinbthfrom a single provider. Several of the rawemats we use to manufacture our prodi
are currently purchased from a single source, diofyisome monomers used to synthesize Intelimempens and substrate materials for our
breathable membrane products. In addition, a ntgjofithe hybrid corn varieties sold by Landec Ag grown under contract by a single <
producer. Any interruption of our relationship wiimgle-source suppliers or service providers cdeldy product shipments and materially
harm our business.

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

We may receive notices from third parties|uding some of our competitors, claiming infringerhby our products of patent and other
proprietary rights. Regardless of their merit, @yling to any such claim could be time-consumiegult in costly litigation and require us to
enter royalty and licensing agreements which mayemffered or available on terms acceptable tdf @assuccessful claim is made agains
and we fail to develop or license a substitute ieébgy, we could be required to alter our productprocesses and our business, results of
operations or financial position could be mateyiallversely affected. Our success depends in fEgeon our ability to obtain patents,
maintain trade secret protection and operate withidtinging on the proprietary rights of third pias. Any pending patent applications we
file may not be approved and we may not be abtetelop additional proprietary products that artept@ble. Any patents issued to us may
not provide us with competitive advantages or magtmllenged by third parties. Patents held byrstiray prevent the commercialization of
products incorporating our technology. Furthermotbers may independently develop similar produtitglicate our products or design
around our patents.
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Our Operations Are Subject to Regulations that Directly | mpact Our Business

Our food packaging products are subject toleggpn under the Food, Drug and Cosmetic Act (fi2C Act”). Under the FDC Act, any
substance that when used as intended may reasdrabhipected to become, directly or indirectlypmponent or otherwise affect the
characteristics of any food may be regulated a®d &dditive unless the substance is generallygrézed as safe. We believe that food
packaging materials are generally not considered &ditives by the FDA because these producteatrexpected to become components of
food under their expected conditions of use. Wesioar our breathable membrane product to be apaclaging material not subject to
regulation or approval by the FDA. We have not e any communication from the FDA concerning bregathable membrane product. If
the FDA were to determine that our breathable mamdbproducts are food additives, we may be requiredbmit a food additive petition
for approval by the FDA. The food additive petitiprocess is lengthy, expensive and uncertain. Ardehation by the FDA that a food
additive petition is necessary would have a mdtadserse effect on our business, operating reaualtisfinancial condition.

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

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

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

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

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

We Depend on Strategic Partners and Licenses for Future Development

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

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

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

. fines, injunctions, civil penalties, and suspensij

. withdrawal of regulatory approval

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

. operating restrictions, ar

. criminal prosecution

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

For the nine months ended February 26, 20@0ximately 27% of our total revenues were derifrech product sales to international
customers. A number of risks are inherent in irséomal transactions. International sales and agpermmay be limited or disrupted by any
the following:

. regulatory approval proces

. government controls

. export license requiremen

. political instability,

. price controls

. trade restrictions

. changes in tariffs, ¢

. difficulties in staffing and managing internatiormgderations

Foreign regulatory agencies have or may dastaproduct standards different from those in timitédl States, and any inability to obtain
foreign regulatory approvals on a timely basis ddwdve a material adverse effect on our internatibasiness, and our financial condition
and results of operations. While our foreign salescurrently priced in dollars, fluctuations imm@ncy exchange rates, may reduce the
demand for our products by increasing the priceusfproducts in the currency of the countries taclthe products are sold. Regulatory,
geopolitical and other factors may adversely impactoperations in the future or require us to rfyodur current business practices.
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Cancellations or Delays of Orders by Our Customers May Adversely Affect Our Business

During the first nine months of fiscal yeal0BQ sales to our top five customers accountedgpraximately 45% of our revenues, with our
largest customers, Costco Wholesale Corp. and S@hats accounting for approximately 16% and 10%pestively of our revenues. We
expect that, for the foreseeable future, a limitathber of customers may continue to account fabatantial portion of our net revenues. We
may experience changes in the composition of ostoouer base, as Apio and Landec Ag have experieéndbe past. We do not have long-
term purchase agreements with any of our custorbiesreduction, delay or cancellation of ordersrfrene or more major customers for any
reason or the loss of one or more of our majorazusts could materially and adversely affect oulin®ss, operating results and financial
condition. In addition, since some of the prodymrtscessed by Apio at its Guadalupe, Californialitycire sole sourced to its customers, our
operating results could be adversely affected & onmore of our major customers were to develbpratources of supply. Our current
customers may not continue to place orders, otdeexisting customers may be canceled or may nairage at the levels of previous peri
or we may not be able to obtain orders from newacuers.

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

The testing, manufacturing, marketing, ané sédlthe products we develop involves an inhensktaf allegations of product liability. If
any of our products were determined or allegecetodntaminated or defective or to have causedrafhbaccident to an end-customer, we
could incur substantial costs in responding to damgs or litigation regarding our products and prwduct brand image could be materially
damaged. Either event may have a material advéfeset en our business, operating results and firucondition. Although we have taken
and intend to continue to take what we believeagaopriate precautions to minimize exposure tapebliability claims, we may not be al
to avoid significant liability. We currently mainteproduct liability insurance with limits in thereount of $41.0 million per occurrence and
$42.0 million in the annual aggregate. Our coveragg not be adequate or may not continue to béadblaiat an acceptable cost, if at all. A
product liability claim, product recall or othemah with respect to uninsured liabilities or in egs of insured liabilities could have a material
adverse effect on our business, operating resuftsiaancial condition.

Our Stock Price May Fluctuate in Accordance with Market Conditions

Over the past several years the stock madeekperienced extreme price and volume fluctuatidhe following events may cause the
market price of our common stock to fluctuate digantly:

. technological innovations applicable to our prody

. our attainment of (or failure to attain) milestomeshe commercialization of our technoloy
. our development of new products or the developraénew products by our competito
. new patents or changes in existing patents appéi¢atour products

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

. development of new collaborative arrangements byuiscompetitors or other parti

. changes in government regulations applicable tdasmess

. changes in investor perception of our busin

. fluctuations in our operating results &

. changes in the general market conditions in ounstrg.

These broad fluctuations may adversely atfeetmarket price of our common stock.

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

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

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

Farmers plant seed products sold by Landewiffgthe expectation that they will germinate undermal growing conditions. If our seed
products do not germinate at the appropriate tinfaibto germinate at all, our customers may insiginificant crop losses and seek
reimbursement or bring claims against us for swhapes. Although insurance is generally availabloter such claims, the costs for
premiums of such policies are prohibitively expgasind we currently do not maintain such insuraAcs. claims brought for failure of our
seed products to properly germinate could matgraaild adversely affect our operating and finan@aults.

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

The Sarbanes-Oxley Act of 2002 (the “Act”)ttbacame law in July 2002 requires changes in sufroer corporate governance, public
disclosure and compliance practices. In additicesddig has made revisions to its requirements fopaaies, such as Landec, that are listed
on the NASDAQ. We expect these developments teases our legal and financial compliance costs. 8bbkanges could make it more
difficult and more expensive for us to obtain diczand officer liability insurance, and we mayrbguired to accept reduced coverage or
incur substantially higher costs to obtain coverddmse developments could make it more difficofitifs to attract and retain qualified
members for our board of directors, particularlgéove on our audit committee.

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

Our executive officers and directors and théfitiates own or control approximately 24% of aammon stock (including options
exercisable within 60 days). Accordingly, theseogffs, directors and shareholders may have thiyatailexert significant influence over the
election of our Board of Directors, the approvahofendments to our articles and bylaws and theoappof mergers or other business
combination transactions requiring shareholder @ggdr This concentration of ownership may havedffect of delaying or preventing a
merger or other business combination transactioen & the transaction or amendments would be lieiaéfo our other shareholders. In
addition, our controlling shareholders may apprarendments to our articles or bylaws to implematittakeover or management friendly
provisions that may not be beneficial to our otstereholders.

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

The September 2001 terrorist attacks in thitedrStates, as well as future events occurrimgsponse or connection to them, including,
future terrorist attacks against United Statesetai,gumors or threats of war, actual conflictsiming the United States or its allies, or trade
disruptions impacting our domestic suppliers or customers, may impact our operations and may, gratirer things, cause decreased sales
of our products. More generally, these events ladfiezted, and are expected to continue to affeetgeneral economy and customer demand
for our products. While we do not believe that employees, facilities, or products are a targetdoorists, there is a remote risk that terr
activities could result in contamination or adudtesn of our products. Although we have systemspodedures in place that are designed to
prevent contamination and adulteration of our pobsiua disgruntled employee or third party coutdoduce an infectious substance into
packages of our products, either at our manufagjyslants or during shipment of our products. Wareproducts to be tampered with, we
could experience a material adverse effect in osirtess, operations and financial condition.

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

We have been subject in the past, and may theeifuture, to claims by employees based on atllegs of discrimination, negligence,
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sulgjgetyment of workersompensatiol
claims and other similar claims. We could incurstahtial costs and our management could spendéisémt amount of time responding to
such complaints or litigation regarding employesirak, which may have a material adverse effectusrbasiness, operating results and
financial condition.
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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 disagriextent upon the continued service and peréorce of a relatively small number of key
senior management, technical, sales, and markgérspnnel. The loss of any of our key personnelldviikely harm our business. In
addition, competition for senior level personnethAiinowledge and experience in our different lioebusiness is intense. If any of our key
personnel were to leave, we would need to devdistantial resources and management attention laceephem. As a result, management
attention may be diverted from managing our businesd we may need to pay higher compensatiorptaae these employees.

We May | ssue Preferred Stock with Preferential Rights that Could Affect Your Rights

Our Board of Directors has the authority, withfurther approval of our shareholders, to fi& tlghts and preferences, and to issue shares
of preferred stock. In November 1999, we issuedsahd shares of Series A Convertible PreferredkSémel in October 2001 we issued and
sold shares of Series B Convertible Preferred Stbl& Series A Convertible Preferred Stock was eded into 1,666,670 shares of
Common Stock on November 19, 2002 and the Serigsr®ertible Preferred Stock was converted into 4,7@2 shares of Common Stock
on May 7, 2004.

The issuance of new shares of preferred stouald have the effect of making it more difficultrfa third party to acquire a majority of our
outstanding stock, and the holders of such predesteck could have voting, dividend, liquidatiordasther rights superior to those of holders
of our Common Stock.

We Have Never Paid any Dividends on Our Common Stock

We have not paid any cash dividends on ouri@omStock since inception and do not expect toodio $he foreseeable future. Any
dividends may be subject to preferential dividepagable on any preferred stock we may issue.

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

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

The following table presents information abthhe Company’s debt obligations and derivativeritial instruments that are sensitive to
changes in interest rates. The table presentsipairemounts and related weighted average inteagss by year of expected maturity for the
Company'’s debt obligations. The carrying valuehaf Company’s debt obligations approximates thevigue of the debt obligations as of
February 26, 2006.

Remainde There-
of 2006 2007 2008 2009 2010 after Total

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

Avg. Int. Rate
Long term debt, including

current portior

Variable Rate $ 88 $13¢ $ 142 $13C $13€ $1,47¢ $2,10¢

Avg. Int. Rate 6.9% 6.98% 6.9%% 7.16% 7.2(% 7.11% 7.1(%

Item 4. Controls and Procedures

(a) Based on their evaluation as of the end of theogesovered by this Quarterly Report on Form 10#@ (Evaluation Date”), Landec’s
principal executive officer and principal financ@ficer concluded that, as of the Evaluation Daemdec’s disclosure controls and
procedures as defined in Rules 13a-15(e) and 1&&)-iider the Securities Exchange Act of 1934 nasnaled (the “Exchange Act”),
were effective and designed to ensure that infdonatquired to be disclosed by Landec in repdrés it files or submits under the
Exchange Act is recorded, processed, summarizedequtted within the time periods specified in Sé@s and Exchange Commission
rules and forms

(b) There was no change in Landec’s internal contrer dwancial reporting that occurred during theipeticovered by this Quarterly Report
on Form 1-Q that has materially affected, or is reasonaligiyi to materially affect, such internal controles\inancial reporting
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

None.

Iltem 1A. Risk Factors

Not applicable.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Securityolders

None.

Iltem 5. Other Information

None.

Item 6. Exhibits

Exhibit
Number

31.1+
31.2+
32.1+

32.2+

Exhibit Title:

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

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

+ Filed herewith
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SIGNATURES

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

LANDEC CORPORATION

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

Vice President, Finance and Chief Financial
Officer

(Principal Financial and Accounting Office

Date: April 4, 2006
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Exhibit
Number
31.1+
31.2+
32.1+

32.2+

Exhibit Index

Exhibit Title:
CEO Certification pursuant to section 302 of theb@ae-Oxley Act of 2002

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

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

+ Filed herewith.






Exhibit 31.1

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

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

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

4. The registrant’s other certifying officer andre responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f))for the registrant and have:

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

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

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

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

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

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

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

Date: April 4, 2006

/s/ Gary T. Steele
Gary T. Steele
Chief Executive Officer







Exhibit 31.

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

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

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

4. The registrant’s other certifying officer andre responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f))for the registrant and have:

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

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

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

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

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

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

(b) any fraud, whether or not material, tlaolves management or other employees who haygniisant role in the registrant’s internal
control over financial reporting.
Date: April 4, 2006

/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 dan Corporation (the “Company”) on Form 10-Q far geriod ending February 26, 2006 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, Gary T. Ste€lhief Executive Officer and President
of the Company, certify, pursuant to 18 U.S.C. §@,3&s adopted pursuant to 8 906 of the Sarbanksr@xt of 2002, that:

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

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

Date: April 4, 2006

s/ Gary T. Steele

Gary T. Steele

Chief Executive Officer and President
(Principal Executive Officer)

The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandsyOxct of 2002 (subsections (a) and
(b) of Section 1350, Chapter 63 of Title 18, Uniftdtes Code) and is not being filed as part ofthren 10-Q or as a separate
disclosure documen

*






Exhibit 32.

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

In connection with the Quarterly Report of Landaxrbration (the “Company”) on Form 10-Q for theipdrending February 26, 2006 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Gregory S.rdler, 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 the requirents of section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

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

Date: April 4, 2006
[s/ Gregory S. Skinner
Gregory S. Skinner
Vice President and Chief Financial Officer
(Principal Accounting Officer)

* The foregoing certification is being furnighsolely pursuant to Section 906 of the SarbandsyOxct of 2002 (subsections (a) and
(b) of Section 1350, Chapter 63 of Title 18, Unitdtes Code) and is not being filed as part ofthren 10-Q or as a separate

disclosure documen




