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United States SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the Fiscal Quarter Ended August 27, 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 of (IRS Employer
incorporation or organizatiol Identification Number

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

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 requirdiilésuch reports), and (2) has been
subject to such filing requirements for at leastplast 90 days.

YesM NoO

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

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

As of September 15, 2006, there were 24,989,192 std Common Stock outstanding.




LANDEC CORPORATION
FORM 10-Q For the Fiscal Quarter Ended August 2062

INDEX
Part I. Financial Information
Item 1. Financial Statemen
a) Consolidated Balance Sheets as of August@ig and May 28, 20C
b) Consolidated Statements of Operations foiTtitee Months Ended August 27, 2006 and August @85
c) Consolidated Statements of Cash Flows foiTtiree Months Ended August 27, 2006 and August @85
d) Notes to Consolidated Financial Statem
Item 2. Management's Discussion and Analysis of Financtaddition and Results of Operatio
Item 3. Quantitative and Qualitative Disclosures About MarRisk
Item 4 Controls and Procedur
Part II. Other Information
Item 1. Legal Proceeding
Item 1A.  Risk Factors
Item 2. Unregistered Sales of Equity Securities and Uderoteed:
Item 3. Defaults Upon Senior Securiti
Item 4. Submission of Matters to a Vote of Security Holc
Item 5. Other Informatior
Item 6. Exhibits
Signatures
EXHIBIT 10.69
EXHIBIT 31.1
EXHIBIT 31.2
EXHIBIT 32.1

EXHIBIT 32.2

Page

13

30

30

31

31

31

31

31

31

31

32




Table of Contents

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

LANDEC CORPORATION
CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS
Current Assets
Cash and cash equivalel
Accounts receivable, less allowance for doubtfalbants of $309 and $245 at August 27, 2006 and
May 28, 200¢
Accounts receivable, related pa
Inventory
Notes and advances receiva
Notes receivable, related pa
Prepaid expenses and other current a:
Total Current Asset

Property and equipment, r
Goodwill, net
Trademarks, ne

Other intangibles, ne
Notes receivabl

Other asset

Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Accounts payabl

Related party payable

Accrued compensatic

Other accrued liabilitie

Deferred revenu

Current maturities of long term de

Total Current Liabilities

Minority interest
Total Liabilities

Shareholder Equity:
Common stock, $0.001 par value; 50,000,000 shart®azed; 24,989,192 and 24,917,298 shares
issued and outstanding at August 27, 2006 and Nag@06, respectivel
Accumulated defici

Total Shareholde’ Equity
Total Liabilities and Sharehold¢ Equity

See accompanying notes.
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August 27, May 28,
2006 2006
(Unaudited)
$ 14,36 $ 20,51¢
15,36¢ 17,635
41C 561
15,99] 13,95¢
22¢ 37¢
— 14
1,82¢ 1,63
48,18¢ 54,70:
20,50¢ 19,01«
29,501 29,12
13,27( 13,27(
822 86(C
631 631
1,35¢ 1,424
$ 114,28: $119,02!
$ 22,43t $ 23,43t
463 53:
1,001 3,30¢
2,42t 2,032
733 884
45 2,01¢
27,10z $ 32,20t
1,491 1,771
28,59¢ 33,97¢
126,90° 126,28¢
(41,225 (41,239
85,68: 85,04¢
$ 114,28: $119,02!
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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 developme
Selling, general and administrati

Total operating costs and expen

Operating los!

Interest incom

Interest expens

Minority interest expens

Other expens

Net income (loss

Basic and diluted net income (loss) per st

Shares used in per share computa

LANDEC CORPORATION

(Unaudited)
(In thousands, except per share amounts)

See accompanying notes.

4-

Three Months Ende

August 27
2006

$ 50,04¢
84z

20C

50

8

51,14%

43,28t

August 28
2005

$48,32%
1,167
122

76

13

49,70t

40,84¢
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LANDEC CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Three months Ende

August 27 August 28
2006 2005
Cash flows from operating activitie
Net income (loss $ 14 $ (52))
Adjustments to reconcile net income (loss) to mshcused in operating activitie
Depreciation and amortizatic 88¢€ 76€
Stocl-based compensation expel 24¢€ —
Loss on sale of property and equipm 4 6
Minority interest 78 21t
Changes in current assets and current liabili
Accounts receivable, n 2,41¢ (1,87¢)
Inventory (2,039 (9949)
Issuance of notes and advances recei\ — 5)
Collection of notes and advances receivi 16¢ 127
Prepaid expenses and other current a: (18¢9) 127
Accounts payabl (1,000 76€
Related party payabls (70 (540
Accrued compensatic (2,309 (51€)
Other accrued liabilitie 10 321
Deferred revenu (15)) (115
Net cash used in operating activit (1,92¢) (2,24)
Cash flows from investing activitie
Purchases of property and equipm (2,347) (639
Purchase of marketable securi — (1,019
Issuance of notes and advances recei\ (15) (20
Collection of notes and advances receivi 14 28
Net cash used in investing activiti (2,349 (1,639
Cash flows from financing activitie
Proceeds from sale of common st 37¢ 241
Proceeds from the exercise of subsidiary opt 9 —
Decrease in other ass: 65 15€
Borrowings on lines of cred — 33
Payments on lines of cre« — (33
Payments on long term de (1,979 (971)
Payments to minority intere (367) —
Net cash used in financing activiti (1,88%) (579
Net decrease in cash and cash equiva (6,15€) (4,44
Cash and cash equivalents at beginning of p¢ 20,51¢ 12,87
Cash and cash equivalents at end of pe $ 14,36 $ 8,42¢

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

1. Basis of Presentation

Landec Corporation and its subsidiaries (“Leaicr the “Company”) design, develop, manufactare] sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadiner applications. The Company directly
markets and distributes hybrid corn seed to farttesigh 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 accrulaés/e been made which are necessary
to present fairly the financial position at Auga3t 2006 and the results of operations and cas¥sffor 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 28, 2006.

The results of operations for the three moetied August 27, 2006 are not necessarily indieati the results that may be expected for
an entire fiscal year. For instance, due to théicgicnature of the corn seed industry, a signifigaortion of Landec Ag revenues and profits
will be concentrated over a few months during §héng planting season (generally during Landecisdthnd fourth fiscal quarters).

Use of Estimates

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

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

Equity investments in non-public companieshwio readily available market value are carriedhenbalance sheet at cost as adjusted for
impairment losses, if any. If reductions in the ketvalue of the investments to an amount thatéiev cost are deemed by management-
other than temporary, the reduction in market valilebe realized, with the resulting loss in markealue reflected on the income statement.
Recent Accounting Pronouncements

In June 2006, the Financial Accounting Stadsl&@oard (“FASB”) issued FASB Interpretation No, ABcounting for Uncertainty in
Income Taxe— an Interpretation of FASB Statement No. (89N No. 48”), which
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clarifies the accounting for uncertainty in incotages recognized in an enterprise’s financial statgs in accordance with FASB Statement
No. 109,Accounting for Income Taxe&IN No. 48 prescribes a recognition threshold mredsurement attribute for the financial statement
recognition and measurement of a tax position take¥xpected to be taken in a tax return. FIN Nbako provides guidance on
derecognition, classification, interest and peaaltaccounting in interim periods, disclosure, tadsition and defines the criteria that mus
met for the benefits of a tax position to be reépga. The provisions of FIN No. 48 will be effeaifor the Company commencing at the ¢

of fiscal 2008, May 28, 2007. The Company is cutyegvaluating the impact of adopting FIN No. 48itsmconsolidated financial statements.

Reclassifications

Certain reclassifications have been madeits period financial statements to conform to therent period presentation.

2. Stock-Based Compensation

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

Prior to the adoption of SFAS 123R, the Conypapplied the intrinsic value method set forth IREB\25 to calculate the compensation
expense for stockased awards. The Company has historically setxbecise price for its stock options equal to tregkat value on the gra
date. As a result, the options had no intrinsicigadn their grant dates, and therefore the Comgahgot record any compensation expense
unless the terms of the stock options were subsgiguaodified. For RSUs, the calculation of compatitn expense under APB 25 and Si
123R is similar except for the accounting treatnfenforfeitures as discussed below. During fisgedr 2006, 833 restricted stock units were
granted. No expense was recorded on the RSUs dgramfiscal year 2006 as the expense was not nahteri

The Company adopted SFAS 123R using the neatifrospective transition method, which requiresapplication of the accounting
standard to (i) all stock-based awards issued @iter May 29, 2006 and (ii) any outstanding stbelsed awards that were issued but not
vested as of May 29, 2006. Accordingly, the Compmogndensed consolidated financial statement$ Asigust 28, 2005, and for the three
months then-ended, do not reflect the requiremein®-AS 123R. In the three months ended Augus2Q@6, the Company recognized stock-
based compensation expense of $245,912 or $0.Mapear and diluted share, which included $32,826dstricted stock unit awards and
$213,086 for stock option grants.

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

Three Months

Ended
August 27, 200
Research and developmt $ 19,07(
Sales, general and administrat $ 226,84.
Total amortization of sto-based compensatic $ 24591

The estimated fair value for stock optionsjchtdetermines the Company’s calculation of comptos expense, is based on the Black-
Scholes pricing model. Upon the adoption of SFASR,2he Company changed its method of calculatiegvalue of all stock-based
compensation to the straight-line, singlgtion method. However, compensation expense fat@tk option grants and restricted stock aw
prior to May 29, 2006, will continue to be recogrdzusing the straight-line, multiple-option methbdaddition, SFAS 123R requires that the
expected forfeitures of stock-based awards to timated at the time of grant. As a result, the Camypestimates
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the forfeiture rate for all stock-based compensatitthe time of grant and revises those estiniategbsequent periods if the actual
forfeitures differ from the prior estimates. ThenQmany uses historical data to estimate pre-ves$tirigitures and records stock-based
compensation expense only for those awards thabgrected to vest. In the pro-forma informationuieed under SFAS 123 for periods prior
to May 29, 2006, the Company accounted for forfeiuas they occurred.

Valuation Assumptions

As of August 27, 2006 and August 28, 2005 féirevalue of stock option grants was estimatddgithe Black-Scholes option pricing
model. The following weighted average assumptioaseewsed:

Three Months Ended

August 27, August 28,
2006 2005
Stock option plan
Risk-free interest rat 5.08% 3.4%%
Dividend yield 0% 0%
Volatility 51% 55%
Expected term in yea 4.27 4.1¢€

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

August 28
2005
Net loss $ (52))
Deduct:
Stocl-based employee expense determined under SFA (239)
Pro forma net los $ (759
Basic and diluted net loss per sh- as reportel $ (0.09)
Basic and diluted pro forma net loss per sl $ (0.09
Stock-Based Compensation Activity
Restricted Stock Outstanding Stock Options Outstanding
RSUs and Weighted
Options Number of Average Weighted
Available Restricted Grant Date Number of Average
for Grant Shares Fair Value Stock Options Exercise Price
Balance at May 28, 20( 857,70! 832 $7.52 3,117,511 $4.8¢
Granted (153,33Y 38,33t $8.8¢ 115,00( $8.8¢
Exercisec — — — (54,14¢) $5.22
Forfeited — — — (3,750 $6.0¢
Balance at August 27, 20! 704,37( 39,16¢ $8.8: 3,174,62! $4.9¢
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The following table summarizes information ceming stock options outstanding and exercisatdugust 27, 2006:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Aggregate Average
Exercise Number of Share: Contractual Exercise Intrinsic Number of Share: Exercise Aggregate
Prices Outstanding Life Price Value Exercisable Price Intrinsic Value
(in years) (in years)
$1.660- $3.18( 460,12¢ 6.0C $ 25¢ §$ 3,414,13 432,30¢ $ 25¢ $ 3,203,40:
$3.250- $3.40( 414,85( 4.0 $ 3.38 $ 2,746,30 411,41. $ 3.3t $ 2,723,554
$3.470- $4.93¢ 408,38! 4.31 $ 43C $ 2,327,79 405,25¢ $ 43C $ 2,309,97
$5.000- $5.00(¢ 735,60( 1.34 $ 5.0C $ 3,678,00 735,60( $ 5.0 $ 3,678,000
$5.250- $6.13( 419,15¢ 5.2C $ 6.0t $ 1,655,67 307,28 $ 6.0 $ 121991
$6.250- $6.75( 390,00( 4.97 $ 6.6€ $ 1,302,60 390,00( $ 6.66 $ 1,302,60
$6.790- $7.50( 224,00( 8.1¢ $ 7.1z $ 645,12 224,00( $ 712 $ 645,12
$7.530- $8.86( 122,50( 6.5% $ 87t $§ 149,45 39,71¢ $ 87C $ 51,63(
$1.660- $8.86( 3,174,62 43¢ $ 4.9¢ $15,919,08 2,94557, $ 4.8¢ $15,134,19

The aggregate intrinsic value in the tablevatbr@presents the total pretax intrinsic valuegtam the Company’s closing stock price of
$10.00 on August 25, 2006, which would have beegived by holders of stock options had all holagrstock options exercised their stock
options that were in-the-money as of that date.tdted number of in-the-money stock options exexgie as of August 27, 2006, was
approximately 2.9 million shares. The aggregatensic value of stock options exercised duringttiree month period ended August 27,
2006, was $264,000.

Shares Subject to Vesting

The following table summarizes the activitiateng to unvested stock option grants and RSUmduhe three month period ended
August 27, 2006:

Stock Options Restricted Stock
Weighted Weighted
Average Fair Average Fair
Shares Value Shares Value
Unvested at May 28, 20( 182,58t $2.43 833 $7.5¢
Granted 115,00( $4.0¢ 38,33t $8.32
Vested/Awardet (64,799 $2.2¢ —
Forfeited (3,750) $6.0¢ — —
Unvested at August 27, 20! 229,04: $3.23 39,16¢ $8.3(

As of August 27, 2006, there was $1.1 millajriotal unrecognized compensation expense retatadvested equity compensation awards
granted under the Company’s incentive stock platalfexpense is expected to be recognized ovexdighted-average period of 1.62 years.

As of August 27, 2006 the Company has reseBv@dnillion shares of common stock for future essce under its current and former stock
plans.
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3. Net Income Per Diluted Share

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

Three Months
Ended
August 27, 200¢€

Numerator:

Net income $ 14
Less: Minority interest income of subsidic (119
Net loss for diluted net loss per sh $ (100
Denominator

Weighted average shares for diluted net loss e 24,93¢
Diluted net loss per sha $ (0.00

For the three months ended August 27, 2006fargaist 28, 2005, the computation of the dilutetllogs per share excludes the impact of
options to purchase 1,367,667 shares and 962,%t6sshf Common Stock, respectively, as such impeatsdd be antidilutive for these
periods.

4. Goodwill and Other Intangibles

The Company is required under SFAS 142 tcese\goodwill and indefinite lived intangible assatdeast annually. During the three
months ended August 27, 2006, the Company compiest@sinual impairment review. The review is paried 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 asseiittethe reporting entities. The determinatiorfaf 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 impairment chargenaasinted as of August 27, 2006.

5. Inventories

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

August 27 May 28,

2006 2006
Finished good $11,76( $10,01"
Raw materia 4,23 3,76¢
Work in proces: — 177
Total $15,997 $13,95¢
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6. Related Party

Apio provides cooling and distributing sendder farms in which the Chief Executive OfficerAypio (the “Apio CEO”) has a financial
interest and purchases produce from those farmis. #po purchases produce from Beachside Produ€e(fdrmerly known as Apio Fresh)
for sale to third parties. Beachside Produce isamiby a group of entities and persons that supplgiyce to Apio. One of the owners of
Beachside Produce is the Apio CEO. Revenues, é@sbduct sales and the resulting payable and die receivable from advances for
ground lease payments, crop and harvesting casts)assified as related party in the accompanfiivapcial statements as of August 27,
2006 and May 28, 2006 and for the three monthsceAdgust 27, 2006 and August 28, 2005.

Apio leases, for approximately $429,000 oraanual basis, agricultural land that is either adyro®ntrolled or leased by the Apio CEO.
Apio, in turn, subleases that land at cost to greweho are obligated to deliver product from tlaatd to Apio for value added products. Tt
is generally no net statement of operations imfaépio as a result of these leasing activitiesAyib creates a guaranteed source of supply
for the value added business. Apio has loss expasuthe leasing activity to the extent that itfgble to sublease the land. For the three
months ended August 27, 2006 the Company subledkefithe land leased from the Apio CEO and reedisublease income of $111,000
which is equal to the amount the Company paiddedehat land for the period.

Apio’s domestic commaodity vegetable busineas wold to Beachside Produce, effective June 3IB.2the Apio CEO is a 12.5% owner
in Beachside Produce. During the three months eAdigdist 27, 2006, the Company recognized revenfu$S,000 from the sale of products
to Beachside Produce and royalty revenue of $50@00 the use by Beachside Produce of Apio’s traatbm The related accounts
receivable from Beachside Produce are classifigdlated party in the accompanying financial staets as of August 27, 2006 and May 28,
2006.

In addition, the Apio CEO has a 6% ownershipriest in Apio Cooling LP, a limited partnershipwhich Apio is the general partner with
a 60% ownership interest. Included in the minaritgrest liability as of August 27, 2006 and May 2806 is $196,000 and $237,000,
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.

7. Insurance Settlement

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

8. Comprehensive Loss

The comprehensive loss of Landec is the santleeanet loss.

9. Shareholders’ Equity

During the three months ended August 27, 20094 shares of Common Stock were issued upoexreise of options under the
Company’s stock option plan and the Company’s Egg#dStock Purchase Plan.

-11-
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10. Business Segment Reporting

Landec operates in two business segment&dbe Products Technology segment and the Agrialltseed Technology segment. The
Food Products Technology segment markets and [spelcalty packaged whole and fresh-cut vegetabksricorporate the BreatheW8ay
specialty packaging for the retail grocery, clulrstand food services industry. The Agriculturaé&@&echnology segment markets and
distributes hybrid seed corn and seed coatinggusandec’s patented Intellico@iseed coatings to the farming industry. The Foodifets
Technology and Agricultural Seed Technology 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 Seec Corporate

Technology Technology and Othel TOTAL
Three months ended August 27, 2(
Net revenue $50,82¢ $ 114 $ 20¢ $51,14°
International sale $13,81( $ O $ 0O $13,81(
Gross profit $ 5,35¢ $ (5 $ 207 $ 5,55¢
Net income (loss $ 1,722 $(2,88¢9) $1,181 $ 14
Interest expens $ 7C $ 0O $ 0O $ 70
Interest incom: $ 19z $ 41 $ 3 $ 23¢
Depreciation and amortizatic $ 672 $ 18¢ $ 25 $ 88¢
Three months ended August 28, 2(
Net revenue $49,49¢ $ O $ 207 $49,70¢
International sale $16,72: $ O $ 0O $16,72:
Gross profit $ 6,46( $ O $ 13C $ 6,59(
Net income (loss $ 1,88¢ $(2,12¢) $ (279 $ (52))
Interest expens $ 73 $ O $ O $ 73
Interest incom: $ 9 $ 12 $ 18 $ 12
Depreciation and amortizatic $ 63¢ $ 10€ $ 27 $ 76€

During the three months ended August 27, 20@6August 28, 2005, sales to the Company’s tapdisstomers accounted for
approximately 51% and 48%, respectively, of revenuith the Company’s top customers from the Foaui&cts Technology segment,
Costco Wholesale Corp. accounting for approxima2éBs for the three months ended August 27, 2006apdoximately 16% for the three
months ended August 28, 2005. The Company expeatsfor the foreseeable future, a limited numiderustomers may continue to account
for a significant portion of its net revenues. atly all of the Company’s international sales @résia.

11. Subsequent Events

On August 28, 2006 the Company amended thetlded Hybrids, Inc. (“Heartland”) Asset Purchasgréement. In accordance with the
amendment the Company paid the former owners oftlded a cash earn out payment of $1.0 milliorexohange for the Company
accelerating the earn out payment, the former osvakEHeartland agreed to reduce the total poteeéiet out by $200,000 (the original earn
out potential was $1.2 million). The Company reeat&383,000 of the earn out to goodwill duringfitet quarter of fiscal year 2007 as that
was the amount earned in fiscal year 2006. Theirengp$617,000 will be recorded to goodwill duritige Company’s second quarter of
fiscal year 2007.

On August 29, 2006, Landec Ag amended itslving line of credit with Old National Bank whichdéreased the line from $7.5 million to
$10 million. The interest rate on the revolvinggliof credit was reduced from prime plus 0.375%rtm@ minus 0.50% (7.75% at August 27,
2006). The line of credit contains certain resivetcovenants, which, among other things, resthietability of Landec Ag to make payments
on debt owed by Landec Ag to Landec. Landec Agiwasmpliance with all of the loan covenants durihg first quarter of
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fiscal year 2007. Landec has pledged substantdlilyf the assets of Landec Ag to secure the lingedit. At August 27, 2006, no amounts
were outstanding under Landec Ag’s revolving liferedit.

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 28, 200

Except for the historical information containgerein, the matters discussed in this reporfaareard-looking statements within the
meaning of Section 21E of the Securities ExchangteoA1934. 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 2806. 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 irsdal and described in the Form 10-K for
the fiscal year ended May 28, 2006 filed with tlee@ities and Exchange Commission on July 27, 20@6the exception of the adoption of
SFAS No. 123(R).

Accounting for Stock-Based Compensation

Effective January 1, 2006, we measure compemsexpense for our stock-based compensation pising the fair value method as
defined in SFAS No. 123(R). Under SFAS 123R, stbaked compensation expense is calculated basé@ ealtie of the award on the date
of grant and is recognized as expense on a striighbasis over the vesting period. Determiningfiir value of stock-based awards on the
grant date requires judgment, including estimatirgamount of stock-based awards that are expaztaelforfeited. To the extent actual
results or updated estimates differ from our pestimates, such amounts will be recorded as a @ativelladjustment in the period that any
such estimates are revised. If actual resultsrdifgificantly from what we previously estimatedy stock-based compensation expense and
our results of operations could be materially intpdc

The Company

Landec Corporation and its subsidiaries (“Leaicr 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 kefedéntiating advantage, upon which Landec has lsiliusiness.

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 physitatacteristics when heated or cooled througleaet temperature switch. For instance,
Intelimer polymers can change within the rangerd or two degrees Celsius from a non-adhesive &tatdighly tacky, adhesive state; from
an impermeable state to a highly permeable stafeom a solid state to a viscous state. Thesepalwhanges are repeatedly reversible and
can be tailored by Landec to occur at specific emajures, thereby offering substantial competitisheantages in Landec’s target markets.
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Landec has two core businesses — Food Prodlactsology and Agricultural Seed Technology, idifidn to our Technology
Licensing/Research and Development business whititiuded in Corporate and Other for segment déscke purposes (see note 10).

Our Food Products Technology business is epetarough a subsidiary, Apio, Inc., and combioesproprietary food packaging
technology with the capabilities of a large natidoad supplier and value-added produce proced&ue-added processing incorporates
Landec’s proprietary packaging technology with proglthat is processed by washing, and in some ca#gsy and mixing, resulting in
packaged produce to achieve increased shelf lderetiuced shrink (waste) and to eliminate the fieeite during the distribution cycle. Tt
combination was consummated in 1999 when the Comaequired Apio, Inc. and certain related entifigslectively, “Apio”).

Our Agricultural Seed Technology businesspsrated through a subsidiary, Landec Ag, Inc., (itlec Ag”) and combines our proprietary
Intellicoat® seed coating technology with our uréggrcommerce, direct marketing and consultatidingetapabilities which we obtained
when we acquired Fielder’'s Choice Direct (“FieldeChoice”), a direct marketer of hybrid seed corri,997.

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

Landec was incorporated in California on OetoB1, 1986. We completed our initial public offeyiin 1996 and our Common Stock is
listed on the Nasdaq National Market under the oIfitNDC.” Our principal executive offices are Iaea at 3603 Haven Avenue, Menlo
Park, California 94025 and our telephone numb&35¢) 306-1650.

Description of Core Business

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

Landec Corporation

Inielimer® Technology

Food Products Agrcultural Seed Technology Licensing!
Technology Technology R&D

Food Products Technology Business

The Company began marketing in early 1996pooprietary Intelimer-based specialty packagingu®e in the fresh-cut produce market,
one of the fastest growing segments in the prochaestry. Our proprietary packaging technology, wiiembined 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 distributiorcley which we refer to as our “value-added” produtt 1999, we acquired Apio, our largest
customer at that time in the Food Products Teclyyobusiness and one of the nateiéading marketers and packers of produce andadtyt
packaged fresh-cut vegetables. Apio provides yeand access to produce, utilizes state-of-therashfcut produce processing technology
and distributes products to the top U.S. retaitgrg chains and major club stores and, has recbagyn expanding its product offerings to
the foodservice industry. Our proprietary Intelintased packaging
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business has been combined with Apio into a whmlNyed subsidiary that retains the Apio, Inc. nafiés vertical integration within the
Food Products Technology business gives Landectdiceess to the large and growing fresh-cut preduarket.

Based in Guadalupe, California, Apio, whenuaiegg 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 BreatheWs@Raging. The “fee-for-service” business histdlycacluded field harvesting and
packing, cooling and marketing of vegetables aod fm a contract basis for growers in Californi@anta Maria, San Joaquin and Imperial
Valleys as well as in Arizona and Mexico. The Compaxited this business and certain assets assdaiath the business were sold in
June 2003 to Beachside Produce LLC (formerly knas#\pio Fresh) (“Beachside”). Beachside is owned lgyoup of entities and persons
that supply produce to Apio, including Nicholas Tgkins, Apio’s President and Chief Executive Offidgnder the terms of the sale,
Beachside purchased certain equipment and cantentiory from Apio in exchange for approximately $4300. In connection with the sale,
Beachside pays Apio an on-going royalty fee petocesold for the use of Apio’s brand names and Bside and its growers entered into a
long-term supply agreement with Apio to supply prog to Apio for its fresh-cut value-added produ€tse fresh-cut value-added processed
products business markets a variety of fresh-cdtvamle vegetables to the top retail grocery chaimg club stores. During the fiscal year
ended May 28, 2006, Apio shipped more than sevantelion cartons of produce to leading supermarkédilers, wholesalers, foodservice
suppliers and club stores throughout the UniteteStand internationally, primarily in Asia.

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

» Value-Added Supplier: Apio has structured its business as a marketeselfel of fresh-cut and whole valaelded produce. It is focus
on selling products under its Eat Smart® brandathdr brands for its fresh-cut and whole value-dda®ducts. As retail grocery and
club store chains consolidate, Apio is well posiéd as a single source of a broad range of prac

* 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\ipackaging 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 gt 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 packagawhology, is introducing on average
fifteen new value-added products each year. Thegepnoduct offerings range from various sizes e$lf-cut bagged products, to
vegetable trays, to whole produce, to a meal lingreducts. During the last twelve months, Apio esoduced 21 new product

Agricultural Seed Technology Business

Landec Ag's strategy is to build a verticaliyegrated seed technology company based on buetliseed coating technology and its e-
commerce, direct marketing and consultative seltimgabilities.
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For the coating technology the strategy idewelop a patented, functional polymer coatingnetdgy that will be broadly licensed to the
seed industry. The company will initially commeti@a products for the corn and soybean marketstlaenl broaden its applications to other
seed crops. Landec Ag will use its Fielder's Chdiect marketing and sales company to launchgtdieations for corn to build awareness
for this technology and then broadly license itgligations to the rest of the industry.

Landec Ag's Intellicoat seed coating applicasi are designed to control seed germination tinimgease crop yields, reduce risks and
extend crop-planting windows. These coatings areeatly available on hybrid corn, soybeans and nrddeed corn used for seed production.
In fiscal year 2000, Landec Ag launched its fistnenercial product, Pollinator PI@ coatings, which is a coating application used ledse
companies as a method for spreading pollinatiandmease yields and reduce risk in the productfdmybrid seed corn. There are
approximately 650,000 acres of seed productiohéninited States and in 2006 Pollinator Plus wasl liy 35 seed companies on
approximately 15% of the seed production acrekénd.S.

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 lossessedi by late planting. In 2006, nine seed compasffesed Intellicoat on their hybrid seed
corn offerings.

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

Based in Monticello, Indiana, FieldgiChoice Direct offers a comprehensive line of doybrids and alfalfa to more than 12,000 farme
over forty states through direct marketing progrante success of Fielder's Choice comes, in pan 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 preogs, Fielder's Choice has developed a proprietaxgnemerce, direct marketing, and
consultative selling information technology thatbles state-of-the-art methods for communicatirty wibroad array of farmers. This
proprietary direct marketing information technoldggludes a current database of over 163,000 famer

On August 29, 2005, Landec Ag closed the asitijom of Heartland Hybrids, Inc., the second latg#irect marketer of seed corn after
Landec Ag's Fielder’'s Choice Direct brand. With qgdementary strengths in geographic areas and sh#mels, 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 seeatligtry, a significant portion of Landec Ag revenaes profits will be concentrated over a few
months during the spring planting season (genedaliing Landec’s third and fourth fiscal quartets)addition, Landec Ag purchases corn
seed and collects cash deposits from farmers iarasvof shipping the corn during the Company’dthind fourth quarters.

Technology Licensing/Research and Development Businesses

We believe our technology has commercial pggkim a wide range of industrial, consumer andlioal applications beyond those
identified in our core businesses. For examplecoue patented technology, Intelimer materials, lmanised to trigger the release of small
molecule drugs, catalysts, pesticides or fragrapstdy changing the temperature of the Intelimaterials or to activate adhesives through
controlled temperature change. In order to
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exploit these opportunities, we have entered intbwill enter into licensing and collaborative corate agreements for product development
and/or distribution in certain fields. However, givthe infrequency and unpredictability of when@wmpany may enter into any such
licensing and research and development arrangenbat€ompany is unable to disclose its financkpleetations in advance of entering into
such arrangements.

Results of Operations

Revenuegin thousands):

Three months Three months
ended 8/27/0 ended 8/28/0 Change
Apio Value Added $ 35,03( $ 29,66( 18%
Apio Tech 13 4 225%
Technology Subtotal 35,04: 29,66« 18%
Apio Trading 15,78 19,83 (20%)
Total Apio 50,82¢ 49,49¢ 3%
Landec Ag 114 — N/M
Corporate 20¢ 207 0%
Total Revenues $ 51,147 $ 49,70t 3%

Apio Value Added

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

The increase in Apio’s value-added revenueshi® three months ended August 27, 2006 comparttetsame period last year is due to
increased product offerings, increased sales &iingicustomers, the addition of new customerspaduct mix changes to higher priced
products. Specifically, sales of Apio’s value-add@dounce specialty packaged retail product lirewg23%, during the three months ended
August 27, 2006 compared to the same period last y® addition, sales of Apio’s value-added vebktdray products grew 23% during the
three months ended August 27, 2006 compared teaime period last year. Overall value-added salesneincreased 17% during the first
quarter of fiscal year 2007 compared to the samieghéast year.

Apio Tech

Apio Tech consists of Apio’s packaging teclogyl business using its BreatheWay membrane technolthe first commercial application
included in Apio Tech is our banana packaging 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 dutiegthree months ended August 27, 2006 compardgkteame period last year was not
material to consolidated Landec revenues.

Apio Trading

Apio trading revenues consist of revenues gagad from the purchase and sale of primarily witolemodity fruit and vegetable products
to Asia through Apio’s export company, Cal-Ex amuhfi the purchase and sale of whole commodity &miit vegetable products domestically
to Wal-Mart. The export portion of trading revendiesthe first quarter of fiscal year 2007 was lillion or 88% of total trading revenues.

The decrease in revenues in Apio’s tradingriass for the three months ended August 29, 206tpeaced to the same period last year was
primarily due to a 24% decrease in export salesmeb and a planned 77% decrease in buy/sell conynaumes sold to Wal-Mart.
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Landec Ag

Landec Ag revenues consist of revenues gestefadm the sale of hybrid seed corn to farmersuttte Fielder's Choice Direct brand and
from the sale of hybrid seed corn and soybeansruhdeHeartland Hybrids® brand and from the salltdllicoat coated corn and soybean
seeds to farmers and seed companies. Virtuallgf dlandec Ag’s revenues are generated during thregaay’s third and fourth quarters.

The increase in revenues at Landec Ag dufiagtiree months ended August 27, 2006 compardtbtsatme period last year was not
material to consolidated Landec revenues.

Corporate

Corporate revenues consist of revenues geatkefistm partnering with others under research awldpment agreements and supply

agreements and from fees for licensing our progmyeintelimer technology to others and from theresponding royalties from these license
agreements.

The increase in Corporate revenues for threethmonths ended August 27, 2006 compared to the pariod of the prior year was not
material to consolidated Landec revenues.

Gross Profit (in thousands):

Three months Three months
ended 8/27/06 ended 8/28/05 Change
Apio Value Added $  4,52¢ $ 5,518 (18%)
Apio Tech 4 2 10(%
Technology Subtotal 4,52 5,51¢ (18%)
Apio Trading 827 94E (12%)
Total Apio 5,354 6,46( (17%)
Landec Ag (5) — N/M
Corporate 207 13C 59%
Total Gross Profit $ 5,55¢€ $ 6,59( (16%)

General

There are numerous factors that can influgmnaoss profit including product mix, customer mixamufacturing costs, volume, sale
discounts and charges for excess or obsolete ionerib name a few. Many of these factors influeocare 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 generaitgpted 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 profit includes management’s bssinates of the reasons for the changes
for the first quarter of fiscal year 2007 compatedhe same period last year as outlined in thie above.

Apio Value-Added

The decrease in gross profit for Apio’s vaadsled specialty packaged vegetable business fointhe months ended August 27, 2006
compared to the same period last year was primduiéyto the increased costs for raw materialserfitbt quarter of fiscal year 2007
compared to the first quarter of last year washattable to weather related shortages of contrgateduct which required Apio to procure
supplement product on the open market at cost#isenily above contracted prices. The increaseim material costs was partially offset by
an increase in revenues of 18% during the firsttguaf fiscal year 2007 compared to the first ¢etaof last year and changes in product mix
to higher margin products coupled with improvedratienal efficiencies.
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Apio Tech

The increase in gross profit for Apio Tech fioe three months ended August 27, 2006 compartteteame period last year was not
material to consolidated Landec gross profit.

Apio Trading

Apio’s trading business is a buy/sell busirtess realizes a commission-based margin in thée4#hge. The decrease in gross profit
during the three months ended August 27, 2006 corda the same period last year was primarilytduee 20% decrease in revenues which
was partially offset by a shift during the firstagter of fiscal year 2007 to higher margin expeaducts from lower margin domestic
commodity products compared to the first quartst yaar.

Landec Ag and Corporate

The decrease in gross profit for Landec Ag @ntporate for the three months ended August 206 20mpared to the same period last
year was not material to consolidated Landec goosfit.

Operating Expensegqin thousands):

Three months Three months
ended 8/27/06 ended 8/28/05 Change
Research and Development:
Apio $ 241 $ 26¢€ (9%)
Landec Ag 13€ 152 (11%)
Corporate 407 33€ 20%
Total R&D $ 784 $ 75€ 3%
Selling, General and Administrative:
Apio $ 2,791 $ 3,421 (18%)
Landec Ag 2,32¢ 1,62¢ 43%
Corporate (21%) 1,13¢ (11<%)
Total S;G&A $ 4,90z $ 6,18¢ (21%)

Research and Development

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

The increase in research and development sgpdbr the three months ended August 27, 2006 amdpo the same period last year was
not material.

Selling, General and Administrative

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

The decrease in selling, general and admitigér expenses for the three months ended Augy®B compared to the same period last
year was primarily due to new packaging designraadketing related costs tt
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were incurred at Apio during the first quarter isthl year 2006 and the recording of the net prdeeé $1.3 million from the insurance
settlement (see Note 7) to Corporate selling, gdraard administrative expenses during the firsttguaf fiscal year 2007. These decreases
were partially offset by the increase at Landeadégulting from incurring $574,000 of selling, gealeand administrative costs that were
incurred at Heartland Hybrids during the first gaathis year compared to zero during the firstrtgrdast year because Heartland Hybrids
was not acquired until the beginning of Landecsosel fiscal quarter.

Other (in thousands):

Three months Three months
ended 8/27/06 ended 8/28/05 Change
I nterest | ncome $ 23€ $ 12C 97%
I nterest Expense (70 (73 (4%)
Minority I nterest Exp (18) (215) (92%)
Other Expense (4) (2) 10(%
Total Other $ 144 $ 70 185%

Interest Income

The increase in interest income for the thmeaths ended August 27, 2006 compared to the san@ddast year was primarily due to the
increase in cash available for investing and highigrest rates on the cash invested.

Interest Expense

The decrease in interest expense during tiee thhonths ended August 27, 2006 compared to the pariod last year was due to the
Company’s reduction of debt.

Minority Interest Expense

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

The decrease in the minority interest forttiree months ended August 27, 2006 compared tlirheuarter of last year was due to non-
recurring gains on Apio Cooling’s books during flist quarter of fiscal year 2006.

Other

Other consists of non-operating income andegps.

Liquidity and Capital Resources

As of August 27, 2006, the Company had cashcaish equivalents of $14.4 million, a net decred6.1 million from $20.5 million at
May 28, 2006.

Cash Flow from Operating Activities

Landec used $1.9 million of cash flow in opigrg activities during the three months ended Au@7s 2006 compared to using
$2.2 million in operating activities for the threenths ended August 28, 2005. The primary useagif o operating activities were from an
increase in inventory at Apio of $1.6 million pririg due to an increase in export inventory in simvhich will be recorded to revenue
during the second quarter of fiscal year 2007 aoihfthe payment of bonuses earned in fiscal ye@6.20hese uses of operating cash flow
were
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partially offset by a $2.4 million reduction of amts receivable at Apio that was a result of higgrenues in the last month of fiscal year
2006 that were collected during the first quartefiszal year 2007.

Cash Flow from Investing Activities

Net cash used in investing activities for tiveee months ended August 27, 2006 was $2.3 mitlmnpared to $1.6 million for the same
period last year. The primary uses of cash forstiag activities during the first quarter of fisgadar 2007 were for the purchase of $2.3
million of property and equipment primarily for tharther expansion and automation of Apio’s valaeted facility.

Cash Flow from Financing Activities

Net cash used in financing activities for theee months ended August 27, 2006 was $1.9 milmnpared to $574,000 for the same
period last year. The cash used in financing am#iduring the first quarter of fiscal year 200&saprimarily used to pay off all of Apio’s
long-term bank debt totaling $2.0 million.

Capital Expenditures

During the three months ended August 27, 2D86dec began an expansion of Apio’s value addedgssing facility and purchased
vegetable processing equipment to support theduahtomation of Apie value added processing facility. These experalittepresented t
majority of the $2.3 million of capital expenditgre

Debt

On November 1, 2005, Apio amended its revgline of credit with Wells Fargo Bank N.A. that svecheduled to expire on August 31,
2006. The line was reduced from $10.0 million ta0$nillion and outstanding amounts under the liheredit now bear interest at either the
prime rate less 0.25% or the LIBOR adjustable péis 1.75% (7.08% at August 27, 2006). The reva\ine of credit with Wells Fargo
(collectively, the “Loan Agreement”) contains cémteestrictive covenants, which require Apio to neertain financial tests, including
minimum levels of net income, maximum leverageoratiinimum net worth and maximum capital expenéisutLandec has pledged
substantially all of the assets of Apio to secheelines with Wells Fargo. At August 27, 2006, meoaints were outstanding under the
revolving line of credit. Apio has been in complanwith all loan covenants in the Loan Agreememtesithe inception of this loan.

On August 29, 2006, Landec Ag amended itslving line of credit with Old National Bank whichdéreased the line from $7.5 million to
$10 million. The interest rate on the revolvingeliof credit was reduced from prime plus 0.375%rim@ minus 0.50% (7.75% at August 27,
2006). The line of credit contains certain resivetcovenants, which, among other things, resthietability of Landec Ag to make payments
on debt owed by Landec Ag to Landec. Landec Agiwasmpliance with all of the loan covenants durihg first quarter of fiscal year 20(
Landec has pledged substantially all of the agsfdtandec Ag to secure the line of credit. At AugRg, 2006, no amounts were outstanding
under Landec Ag’s revolving line of credit.

At August 27, 2006, Landec'’s total debt, imithg current maturities and capital lease obligatjavas $45,000 and the total debt to equity
ratio was 0% as compared to 2% at May 28, 2006 débt was comprised of capital lease obligati®hs.amount of debt outstanding on the
Company’s revolving lines of credit fluctuates otiere. Borrowings on Landec’s lines of credit axpected to vary with seasonal
requirements of the Company'’s businesses.
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Contractual Obligation

The Company’s material contractual obligatiforsthe next five years and thereafter as of Augu's 2006, are as follows (in thousands):

Due in Fiscal Year Ended M

Remainde
Obligation Total of 2007 2008 2009 2010 2011 Thereafte
Lines of Credi $ — $ — $ — $ — $ — $ — $ —
Long-term Debt — — — — — — —
Capital Lease 45 45 — — — — —
Operating Lease 2,06( 753 737 444 12z 3 —
Licensing Obligatior 55(C 50 10C 10C 10C 10C 10C
Purchase Commitmen 562 562 — — — — —
Total $ 3,21¢ $ 1,411 $ 837 $ 544 $ 222 $ 10z $ 10C

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

Landecs future capital requirements will depend on numasfactors, including the progress of its researuh development programs;
development of commercial scale manufacturing cdipab; the development of marketing, sales arddrifiution capabilities; the ability of
Landec to establish and maintain new collaborative: licensing arrangements; any decision to puaddéional acquisition opportunities;
weather conditions that can affect the supply aickf produce, the timing and amount, if anypafments received under licensing and
research and development agreements; the costsaahvio preparing, filing, prosecuting, defendimgdanforcing intellectual property rights;
the ability to comply with regulatory requiremeritse emergence of competitive technology and mddkees; the effectiveness of product
commercialization activities and arrangements; @her factors. If Landec’s currently available fantbgether with the internally generated
cash flow from operations are not sufficient tasfgtits capital needs, Landec would be requiregaek additional funding through other
arrangements with collaborative partners, additibaak borrowings or public or private sales ofsigsurities. There can be no assurance that
additional funds, if required, will be availableltandec on favorable terms if at all.

Landec believes that its cash from operatiatm)g with existing cash, cash equivalents, maiietsecurities and existing borrowing
capacities will be sufficient to finance its opévatl and capital requirements through at leasnhthe twelve months.

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. Spedlij, Landec wishes to alert readers that thimfahg importan
factors, as well as other factors including, withkimitation, those described elsewhere in thisorepould in the future affect, and in the past
have affected, Landec’s actual results and couldedandec’s results for future periods to diffatenially from those expressed in any
forward-looking statements made by or on behalfasfdec. Landec assumes no obligation to updatefsmsfard-looking statements.

Our Future Operating Results Are Likely to Fluctuate Which May Cause Our Stock Price to Decline

In the past, our results of operations hawettlated significantly from quarter to quarter anel expected to continue to fluctuate in the
future. Historically, our direct marketer of hybkdrn 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 wed#élttors which have impacted quarterly resultshsas the high cost of sourcing product
in
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March/April 2005 and June/July 2006 due to a slyeriaf essential value-added produce items. Ouiregggmay also fluctuate based on our
ability to collect accounts receivables from custosrand note receivables from growers and on fiticeuations in the fresh vegetables and
fruits markets. Other factors that affect our f@wdl/or agricultural operations include:

» the seasonality of our supplie

» our ability to process produce during critical restwperiods

e 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 palil 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 functiomainy variables including, but not limited to:

e price;

» safety;

» efficacy;
» reliability;

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

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

We Face Strong Competition in the Marketplace

Competitors may succeed in developing altéraaechnologies and products that are more effecéasier to use or less expensive than
those which have been or are being developed by tisat would render our technology and producsotgie and non-competitive. We
operate in highly competitive and rapidly evolviiigjds, and new developments are expected to aomt a rapid pace. Competition from
large food products, agricultural, industrial
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and medical companies is expected to be intenseddition, the nature of our collaborative arrangata may result in our corporate partners
and licensees becoming our competitors. Many afdlmmpetitors have substantially greater finarandl technical resources and production
and marketing capabilities than we do, and may Isabstantially greater experience in conductingicdl and field trials, obtaining

regulatory approvals and manufacturing and margetommercial products.

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

Any disruptions in our primary manufacturingeoation at Apio’s facility in Guadalupe, Califoanivould reduce our ability to sell our
products and would have a material adverse effectun financial results. Additionally, we may ndecdconsider seeking collaborative
arrangements with other companies to manufacturprmducts. If we become dependent upon third @aftr the manufacture of our
products, our profit margins and our ability to dieyp and deliver those products on a timely basig be affected. Failures by third parties
may impair our ability to deliver products on a ¢y basis and impair our competitive position. Waymot be able to continue to
successfully operate our manufacturing operatidaeeeptable costs, with acceptable yields, aradrr@idequately trained personnel.

Our Dependence on Single-Source Suppliers and Service Providers May Cause Disruption in Our Operations Should Any Supplier Fail to
Deliver Materials

We may experience difficulty acquiring matésiar services for the manufacture of our prodactee may not be able to obtain substitute
vendors. We may not be able to procure comparabtenmls or hybrid corn varieties at similar priees 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 Intelimempais 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 wilmgle-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, mging 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 asssuccessful claim is made agains
and we fail to develop or license a substitute rieébgy, we could be required to alter our productprocesses and our business, results of
operations or financial position could be mateyialiversely affected. Our success depends in fageon our ability to obtain patents,
maintain trade secret protection and operate withndtinging on the proprietary rights of third pias. Any pending patent applications we
file may not be approved and we may not be abbetelop additional proprietary products that afep@ble. Any patents issued to us may
not provide us with competitive advantages or maytmllenged by third parties. Patents held byrethmay prevent the commercialization of
products incorporating our technology. Furthermotkers may independently develop similar produtiiplicate our products or design
around our patents.

Our Operations Are Subject to Regulationsthat Directly | mpact Our Business

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

Federal, state and local regulations impos®wa 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 subjec¢bstibstantial liability or could cause our
manufacturing operations to be suspended and chamg@&vironmental regulations may impose the rieeddditional capital equipment or
other requirements.

Our agricultural operations are subject t@aety of environmental laws including, the Foodafity 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, Compensatidh iability Act. Compliance with these laws amtated regulations is an ongoing
process. Environmental concerns are, however, émhén most agricultural operations, including thege conduct. Moreover, it is possible
that future developments, such as increasinglgtstrivironmental laws and enforcement policies @doesult in increased compliance costs.

The Company is subject to the Perishable 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 mostggtes cases, criminal prosecution, which
could have a material adverse effect on our busines

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

Our Food Products and Agricultural Seed Tetdgybusinesses are subject to weather conditiatsaffect commodity prices, crop
yields, and decisions by growers regarding crogzetplanted. Crop diseases and severe conditiartigydarly 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 offaetors could result in increases in unit
production costs which could result in substaritiates and weaken our financial condition.

We Depend on Strategic Partners and Licenses for Future Development

Our strategy for development, clinical anddfieesting, manufacture, commercialization and ratrnig for some of our current and future
products includes entering into various collabaratiwith 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 emmay 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 preferetwceur technology. Furthermore, we may not be tbleegotiate additional collaborative
arrangements in the future on acceptable ternas,afl, and our collaborative arrangements maybeatuccessful.

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

Our products and operations are subject tegouental regulation in the United States and ¢preiountries. The manufacture of our
products is subject to periodic inspection by ratary authorities. We may not be able to obtaireseary 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
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results of operations. Although we have no reasdetieve that we will not be able to comply withapplicable regulations regarding the
manufacture and sale of our products and polymeenads, regulations are always subject to chamgkedzpend heavily on administrative
interpretations and the country in which the pragdage sold. Future changes in regulations orpnégaitions relating to matters such as safe
working conditions, laboratory and manufacturinggtices, environmental controls, and disposal eihdous or potentially hazardous
substances may adversely affect our business.

We are subject to USDA rules and regulatiarecerning the safety of the food products handfetisold 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 suspens;j

« withdrawal of regulatory approval

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

e 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 &i@condition.
Our International Operations and Sales May Expose Our Business to Additional Risks

For the three months ended August 27, 20Q0&oxpnately 27% of our total revenues were derifrech product sales to international
customers. A number of risks are inherent in iraamal transactions. International sales and dgp@mmay be limited or disrupted by any
the following:

* regulatory approval proces

* government controls

e export license requiremen

e political instability,

* price controls

» trade restrictions

» changes in tariffs, ¢

« difficulties in staffing and managing internatiorgderations

Foreign regulatory agencies have or may astaproduct standards different from those in timétédl States, and any inability to obtain
foreign regulatory approvals on a timely basis ddwdve a material adverse effect on our internatibosiness, and our financial condition
and results of operations. While our foreign salescurrently priced in dollars, fluctuations immncy exchange rates may reduce the
demand for our products by increasing the priceusfproducts in the currency of the countries tacllthe products are sold. Regulatory,
geopolitical and other factors may adversely impactoperations in the future or require us to rfyodur current business practices.

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

During the first three months of fiscal ye@02, sales to our top five customers accountedgproximately 51% of our revenues, with
largest customers, Costco Wholesale Corp. accauftimapproximately 21% of our revenues. We expleat, for the foreseeable future, a
limited number of customers may continue to accéoné substantial portion of our net revenues.Méy experience changes in the
composition of our customer base as we have expesikin the past. We do not have long-term purchgssements with any of our
customers. The reduction, delay or cancellatioordérs from one or more major customers for angaear the loss of one or more of our
major customers could materially and adverselycaid@r business, operating results and financiadion. In
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addition, since some of the products processedpig At its Guadalupe, California facility are setmirced to its customers, our operating
results could be adversely affected if one or nodreur major customers were to develop other sauofsupply. Our current customers may
not continue to place orders, orders by existirgg@mers may be canceled or may not continue détteds of previous periods or we may not
be able to obtain orders from new customers.

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

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

The following events may cause the marketepoicour common stock to fluctuate significantly:

» technological innovations applicable to our prody

e our attainment of (or failure to attain) milestomeshe commercialization of our technoloy

e our development of new products or the developroEnew products by our competito

* new patents or changes in existing patents appéicatour products

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

» development of new collaborative arrangements bypuiscompetitors or other parti¢

» changes in government regulations applicable tdasimess

« changes in investor perception of our busin

« fluctuations in our operating results &

» changes in the general market conditions in ouustry.

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

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

As part of our inventory planning, we enteoinegotiated orders with vendors of cartons alnd dised for packing our products in adve
of receiving customer orders for such products.oidingly, we face the risk of ordering too manytoas and film since orders are generally
based on forecasts of customer orders rather tttaalarders. 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. Becausespfitie may have an oversupply of cartons
and film and face the risk of not being able td seth inventory and our anticipated reservesdesés may be inadequate if we have
misjudged the demand for our products. Our busiaedsoperating results could be adversely affeateal result of these increased costs.
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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 insignificant crop losses and seek
reimbursement or bring claims against us for siathaes. 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 matgraid adversely affect our operating and finanaalilts.

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

The Sarbanes-Oxley Act of 2002 (the “Act”)ttbacame law in July 2002 required changes in soihoer corporate governance, public
disclosure and compliance practices. In additicesddg has made revisions to its requirements fopaaies, such as Landec, that are listed
on The NASDAQ Global Market. These developmentehaereased our legal and financial compliancescddiese changes could make it
more difficult and more expensive for us to obtdiirector and officer liability insurance, and weyrige required to accept reduced coverage
or incur substantially higher costs to obtain cager. These developments could make it more difffoulus to attract and retain qualified
members for our board of directors, particulariyséove on our audit committee.

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

Our executive officers and directors and théfitiates own or control approximately 23% of aammon stock (including options
exercisable within 60 days). Accordingly, theseogfifs, directors and shareholders may have thiyatailexert significant influence over the
election of our Board of Directors, the approvahofendments to our articles and bylaws and theoappof mergers or other business
combination transactions requiring shareholder @ggdr This concentration of ownership may havedffect of delaying or preventing a
merger or other business combination transactioem & the transaction or amendments would be beiaéfo our other shareholders. In
addition, our controlling shareholders may apprar@ndments to our articles or bylaws to implemaetittakeover or management friendly
provisions that may not be beneficial to our ottereholders.

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 allegs of discrimination, negligence,
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sulgjgetyment of workerszompensatiol
claims and other similar claims. We could incurstahtial costs and our management could spenchdisamt amount of time responding to
such complaints or litigation regarding employesrak, which may have a material adverse effectusrbasiness, operating results and
financial condition.

We Are Dependent on Our Key Employees and if 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 personnelldvikely harm our business. In
addition, competition for senior level personnethlinowledge and experience in our different linEbusiness is intense. If any of our key
personnel were to leave, we would need to devdistantial resources and management attention laceephem. As a result, management
attention may be diverted from managing our businesd we may need to pay higher compensatiorptaae these employees.

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

Our Board of Directors has the authority, withfurther approval of our shareholders, to fi& tlghts and preferences, and to issue shares
of preferred stock. In November 1999, we issuedsahd shares of Series A Convertible PreferrediSémel in October 2001 we issued and
sold shares of Series B Convertible Preferred Stock
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The Series A Convertible Preferred Stock was cdpdanto 1,666,670 shares of Common Stock on Noeerh8, 2002 and the Series B
Convertible 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 difficulirfa 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 ourim@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 desidjatégoodwill” 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 StandardsId?2 “Goodwill and Other Intangible Assets”, begng in fiscal year 2002, the
amortization of goodwill has been replaced witHiampairment test” which requires that we compare filair value of goodwill to its book
value at least annually and more frequently ifuinstances indicate a possible impairment. If werdehe at any time in the future that the
book value of goodwill is higher than fair valueththe difference must be written-off, which conidterially and adversely affect our
profitability.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

The following table presents information abthhe Company’s debt obligations and derivativeritial instruments that are sensitive to
changes in interest rates. The table presentsipairemounts and related weighted average inteagss by year of expected maturity for the
Company'’s debt obligations. The carrying valuehaf Company’s debt obligations approximates thevigue of the debt obligations as of
August 27, 2006.

Remainde
of 2007 2008 2009 2010 2011 There-after Total

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

Avg. Int. Rate
Long term debt, including

current portior

Fixed Rate $ 45 $— $— $— $— $— $ 45

Avg. Int. Rate 5.9(% 5.9(%

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

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

Changes in Internal Control over Financial Repaortin

There were no changes in our internal contveés financial reporting during the quarter endedjust 27, 2006 that have materially
affected, or are reasonably likely to materiallfeaf, our internal controls over financial repogtin
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

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

Iltem 1A. Risk Factors
Not applicable.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

None

Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Securityolders

None.

Iltem 5. Other Information

None.

Item 6. Exhibits

Exhibit
Number Exhibit Title:

10.69+ Business Loan Agreement by and among Landec Ag,dsdBorrower, and Old National Bank, dated a&uafust 29, 200€
31.1+ CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 2002
31.2+ CFO Certification pursuant to section 302 of theb8ae-Oxley Act of 2002
32.1+ CEO Certification pursuant to section 906 of theb@ae-Oxley Act of 2002

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

+ Filed herewith
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly @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 Of
(Principal Financial and Accounting Office

Date: September 29, 2006
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Exhibit
Number

10.69+
31.1+
31.2+
32.1+

32.2+

Exhibit Index

Exhibit Title:
Business Loan Agreement by and among Landec Ag,dsdBorrower, and Old National Bank, dated a&ugfust 29, 200€
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






Exhibit 10.6¢

BUSINESS LOAN AGREEMENT
Principal Loan Date Maturity Loan No. Call/Coll Officer
$10,000,000.0 08-29-2006 08-31-2007 2010532489: 160/61 Account U53 Initials
References in the shaded area are for L¢'s use only and do not limit the applicability ofstdlocument to any particular loan or ite
Any item above containin“*** " has been omitted due to text length limitatic

Lende OLD NATIONAL BANK

Borrowel Landec Ag. Inc 181 INDIANAPOLIS COMMERCIAL LPO
306 N. Main Stree 101 WEST OHIO ST. SUITE 22C
Monticello, IN 4796(-2133 INDIANAPOLIS, IN 46204

(317) 69:-2562

THIS BUSINESS LOAN AGREEMENT dated August 29, 2006, is made and executed bethaatec Ag, Inc. (“Borrower”) and OLD
NATIONAL BANK (“Lender”) on the following terms and conditions.Bmwer has received prior commercial loans fromdearror has
applied to Lender for a commercial loan or loanstber financial accommodations, including thoséciwimay be described on any exhibit or
schedule attached to this Agreement (“LoaBYrrower understands and agrees that: (A) in gngntenewing, or extending any Loan, Ler

is relying upon Borrower’s representations, waiemtand agreements as set forth in this AgreeniBhthe granting, renewing, or extending
of any Loan by Lender at all times shall be subjedtenders sole judgment and discretion; and (C) all sucarisoshall be and remain sub

to the terms and conditions of this Agreement.

TERM. This Agreement shall be effective as of AugustZi)6, and shall continue in full force and effectilisuch time as all of Borrowes’
Loans in favor of Lender have been paid in fultliding principal, interest, costs, expenses, agys’ fees, and other fees and charges, or
until such time as the parties may agree in writthterminate this Agreement.

CONDITIONS PRECEDENT TO EACH ADVANCE. Lenders obligation to make the initial Advance and eadbsgquent Advance unc
this Agreement shall be subject to the fulfilmémtender’s satisfaction of all of the conditioret forth in this Agreement and in the Related
Documents.

Loan Documents.Borrower shall provide to Lender the following dawents for the Loan: (1) the Note; (2) Security Agrents granting
to Lender security interests in the Collateral;f{8xncing statements and all other documents peénfig Lender’s Security Interests; (4)
evidence of insurance as required below; (5) gugsn6) subordinations; (7) together with alllsiRelated Documents as Lender may
require for the Loan; all in form and substancésfattory to Lender and Lender’s counsel.

Borrower’s Authorization. Borrower shall have provided in form and substasatesfactory to Lender properly certified resolagpduly
authorizing the execution and delivery of this Agreent, the Note and the Related Documents. IniaddBorrower shall have provided
such other resolutions, authorizations, documemdsiiastruments as Lender or its counsel, may requir

Payment of Fees and ExpenseBorrower shall have paid to Lender all fees, chergad other expenses which are then due and gayabl
as specified in this Agreement or any Related Dantm

Representations and WarrantiesThe representations and warranties set forth smAlgreement, in the Related Documents, and in any
document or certificate delivered to Lender untiés Agreement are true and correct.

No Event of Default. There shall not exist at the time of any Advancemdition which would constitute an Event of Defautder this
Agreement or under any Related Document.

REPRESENTATIONS AND WARRANTIES. Borrower represents and warrants to Lender, aseoflate of this Agreement, as of the date
of each disbursement of loan proceeds, as of tteealany renewal, extension or modification of &iman, and at all times any Indebtedness
exists:

Organization. Borrower is a corporation for profit which is, aatall times shall be, duly organized, validly ¢ixig, and in good standing
under and by virtue of the laws of the State ofadere. Borrower is duly authorized to transact fiess in the State of Indiana and all
other states in which Borrower is doing businesasjig obtained all necessary filings, governmelitehses and approvals for each sta
which Borrower is doing business. Specifically, Bover is, and at all times shall be, duly qualifeesda foreign corporation in all states in
which the failure to so qualify would have a matksadverse effect on its business or financial dwrd Borrower has the full power and
authority to own its properties and to transactithsiness in which it is presently engaged or prids@roposes to engage. Borrower
maintains its principal office at 306 N. Main Stredonticello, IN 47960-2133. Unless Borrower hasignated otherwise in writing, this
is the principal office at which Borrower keepshitsoks and records including its records concertiiegCollateral. Borrower will notify
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Lender prior to any change in the location of Bareo's state of organization or any change in Boeds/name. Borrower shall do all
things necessary to preserve and to keep in frdefand effect its existence, rights and privilegesl shall comply with all regulations,
rules, ordinances, statutes, orders and decressyajovernmental or quasi-governmental authoritgourt applicable to Borrower and
Borrower’s business activities.

Assumed Business NameBorrower has filed or recorded all documents andjit required by law relating to all assumed bussngames
used by Borrower. Excluding the name of Borrowlee, following is a complete list of all assumed bess names under which Borrower
does business:

Borrower Assumed Business Nar Filing Location Date
Landec Ag, Inc Fieldel's Choice Direc County 10-06-1997
Landec Ag, Inc Heartland Hybrid: County

Authorization. Borrower’s execution, delivery, and performancéhis Agreement and all the Related Documents haea duly
authorized by all necessary action by Borrower @madot conflict with, result in a violation of, opnstitute a default under (1) any
provision of (a) Borrower’s articles of incorpoiatior organization, or bylaws, or (b) any agreencerther instrument binding upon
Borrower or (2) any law, governmental regulatioourt decree, or order applicable to Borrower dBtorower’s properties.

Financial Information. Each of Borrower’s financial statements supplietleader truly and completely disclosed Borroweirgmhcial
condition as of the date of the statement, andethas been no material adverse change in Borrofieaiscial condition subsequent to the
date of the most recent financial statement sugptidender. Borrower has no material contingetigations except as disclosed in such
financial statements.

Legal Effect. This Agreement constitutes, and any instrumengogement Borrower is required to give under thise&gnent when
delivered will constitute legal, valid, and bindiogligations of Borrower enforceable against Boroin accordance with their respective
terms.

Properties . Except as contemplated by this Agreement or egiquisly disclosed in Borrowesfinancial statements or in writing to Len
and as accepted by Lender, and except for properttiens for taxes not presently due and payde;ower owns and has good title to
of Borrower’s properties free and clear of all S@gunterests, and has not executed any secuatychents or financing statements
relating to such properties. All of Borrower’s pesfies are titled in Borrower’s legal name, andrBaer has not used or filed a financing
statement under any other name for at least théivas(5) years.

Hazardous SubstancesExcept as disclosed to and acknowledged by Lemderiting, Borrower represents and warrants thgturing

the period of Borrower’s ownership of the Collatethere has been no use, generation, manufastiarge, treatment, disposal, release or
threatened release of any Hazardous Substanceylpeason on, under, about or from any of the Cetkdt (2) Borrower has no knowlec
of, or reason to believe that there has been (apeeach or violation of any Environmental Laws), fny use, generation, manufacture,
storage, treatment, disposal, release or threatetease of any Hazardous Substance on, undert abfrom the Collateral by any prior
owners or occupants of any of the Collateral; pafty actual or threatened litigation or claim&ny kind by any person relating to such
matters. (3) Neither Borrower nor any tenant, ceitr, agent or other authorized user of any ofabkateral shall use, generate,
manufacture, store, treat, dispose of or releagdHazardous Substance on, under, about or fromofthe Collateral; and any such acti
shall be conducted in compliance with all applieafielderal, state, and local laws, regulations,@dihances., including without limitation
all Environmental Laws. Borrower authorizes Lended its agents to enter upon the Collateral to nsaké inspections and tests as Le
may deem appropriate to determine compliance o€thiateral with this section of the Agreement. Angpections or tests made by
Lender shall be at Borrower’s expense and for LEagmirposes only and shall not be construed taterany responsibility or liability on
the part of Lender to Borrower or to any other parsThe representations and warranties containesrhare based on Borrower’s due
diligence in investigating the Collateral for hadaus waste and Hazardous Substances. Borrowenh@reteleases and waives any future
claims against Lender for indemnity or contributiorthe event Borrower becomes liable for cleanuptber costs under any such laws,
and (2) agrees to indemnify, defend, and hold hesmlLender against any and all claims, classdsljtiess, damages, penalties, and
expenses which Lender may directly or indirectlgtain or suffer resulting from a breach of thisteecof the Agreement or as a
consequence of any use, generation, manufactoragst, disposal, release or threatened releashadfaadous waste or substance on the
Collateral. The provisions of this section of thgrdement, including the obligation to indemnify atedend, shall survive the payment of
the Indebtedness and the termination, expiraticsatisfaction of this
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Agreement and shall not be affected by Lender'sigitipn of any interest in any of the Collaterahether by foreclosure or otherwise.

Litigation and Claims. No litigation, claim, investigation, administratipeoceeding or similar action (including those fimpaid taxes)
against Borrower is pending or threatened, andther@vent has occurred which may materially adrgraffect Borrower’s financial
condition or properties, other than litigation,iala, or other events, if any, that have been déstldo and acknowledged by Lender in
writing.

Taxes.To the best of Borrower’s knowledge, all of Borraigdax returns and reports that are or were regliio be filed, have been filed,
and all taxes, assessments and other governméaigles have been paid in full, except those priyskeeing or to be contested by
Borrower in good faith in the ordinary course ofimess and for which adequate reserves have beeitgd.

Lien Priority. Unless otherwise previously disclosed to Lendewiiting, Borrower has not entered into or grantag Security
Agreements, or permitted the filing or attachmefraroy Security interests on or affecting any of @wllateral directly or indirectly
securing repayment of Borrower’s Loan and Notet, Wauld be prior or that may in any way be supetiokender’s Security interests and
rights in and to such Collateral.

Binding Effect. This Agreement, the Note, all Security Agreemeiiitar(y), and all Related Documents are binding uih@nsigners
thereof, as well as upon their successors, repia@sers and assigns, and are legally enforcealdednrdance with their respective terms.

AFFIRMATIVE COVENANTS. Borrower covenants and agrees with Lender thdbrepas this Agreement remains in effect, Borrower
will:

Notices of Claims and Litigation.Promptly inform Lender in writing of (1) all matatiadverse changes in Borrower’s financial conditio
and (2) all existing and all threatened litigatiolaims, investigations, administrative proceediagsimilar actions affecting Borrower or
any Guarantor which could materially affect theafigial condition of Borrower or the financial cotial of any Guaranto

Financial Records.Maintain its books and records in accordance wittAB, applied on a consistent basis, and permit eemal examine
and audit Borrowe' s books and records at all reasonable tit

Financial Statements Furnish Lender with the following

Additional Requirements.
Annual internal financial statements of Landec Ag avithin 120 days of Fiscal Year End.
Quarterly internal financial statements of Landerdue within 45 days of quarter end.

Annual and quarterly financial statements on guarafiO-K and 10-Q).

All financial reports required to be providemder this Agreement shall be prepared in accordatitteGAAP, applied on a consistent
basis, and certified by Borrower as being true @dect.

Additional Information. Furnish such additional information and statemeagd,ender may request from time to tir
Financial Covenants and RatiosComply with the following covenants and rati

Other Requirements.

Maintain a Minimum Cash Flow Coverage Ratio of k,2&sted annually at Fiscal Year End.

Cash Flow Coverage Ratio = Net Income + Depr./Amdriterest Exp. + Mgmt. Fee Exp. accrued & notpenterest Exp. on Sub.
Debt accrued & not paid-Cash Capex Principal Paysnem Long-Term Debt + Interest Expense Paid + &libated Debt Payments.

Corporate guaranty of Landec Corporation (parent@quired.

An annual 90-day clean-up is required.
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Except as provided above, all computations madietermine compliance with the requirements conthinghis paragraph shall be
made in accordance with generally accepted acamyptinciples, applied on a consistent basis, antified by Borrower as being true
and correct.

Insurance. Maintain fire and other risk insurance, public ll&p insurance, and such other insurance as Lendsr requite with respect to
Borrower’s properties and operations, in form, anteucoverages and with insurance companies addeqtal ender. Borrower, upon
request of Lender, will deliver to Lender from titeetime the policies or certificates of insuramtéorm satisfactory to Lender, including
stipulations that coverages will not be cancellediminished without at least ten (10) days prioitien notice to Lender. Each insurance
policy also shall include an endorsement providhag coverage in favor of Lender will not be impgaiin any way by any act, omission or
default of Borrower or any other person. In conimgctvith all policies covering assets in which Lentiolds or is offered a security
interest for the Loans, Borrower will provide Lena@th such lende€ s loss payable or other endorsements as Lenderaqaire.

Insurance Reports.Furnish to Lender, upon request of Lender, repmwtsach existing insurance policy showing suchrinfdion as
Lender may reasonably request, including withauttéition the following: (1) the name of the insyr@) the risks insured; (3) the amount
of the policy; (4) the properties insured; (5) then current property values on the basis of whishrance has been obtained, and the
manner of determining those values; and (6) thératkpn date of the policy. In addition, upon reguef Lender (however not more often
than annually), Borrower will have an independepraiser satisfactory to Lender determine, as eaple, the actual cash value or
replacement cost of any Collateral. The cost ohsappraisal shall be paid by Borrow

Guaranties. Prior to disbursement of any Loan proceeds, furaigttuted guaranties of the Loans in favor of Lenebeecuted by the
guarantor named below, on Len’'s forms, and in the amount and under the condiseh$orth in those guarantie

Name of Guarantc Amount
Landec Corporatio Unlimited

Subordination. Prior to disbursement of any Loan proceeds, detivéender a subordination agreement on Lendermm$pexecuted by
Borrower’s creditor named below, subordinatingoflBorrower’s indebtedness to such creditor, ohdesser amount as may be agreed to
by Lender in writing, and any security interestedahlateral securing that indebtedness to the Laawassecurity interests of Lend

Name of Credito Total Amount of Dek

Landec Corporatio $ 10,000,000.0

Other Agreements.Comply with all terms and conditions of all othg@reements, whether now or hereafter existing, betvB&orrower
and any other party and notify Lender immediatalwriting of any default in connection with any ettsuch agreement

Loan ProceedsUse all Loan proceeds solely for Borrower’s businggerations, unless specifically consented t@timérary by Lender in
writing.

Taxes, Charges and LiensPay and discharge when due all of its indebtedaedbligations, including without limitation all
assessments, taxes, governmental charges, lewddieas, of every kind and nature, imposed uporr@eer or its properties, income, or
profits, prior to the date on which penalties woatthch, and all lawful claims that, if unpaid, imigpecome a lien or charge upon any of
Borrower's properties, income, or profii

Performance.Perform and comply, in a timely manner, with athte, conditions, and provisions set forth in thgrdement, in the Relat
Documents, and in all other instruments and agre&imtween Borrower and Lender. Borrower shaifjnaender immediately in
writing of any default in connection with any agment.

Operations. Maintain executive and management personnel witistantially the same qualifications and experieasthe present
executive and management personnel; provide writtdice to Lender of any change in executive andagament personnel; conduct its
business affairs in a reasonable and prudent mz

Environmental Studies.Promptly conduct and complete, at Borrower’s expea#i such investigations, studies, samplingstastings as
may be requested by Lender or any governmentabatithielative to any substance, or any waste «
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product of any substance defined as toxiclmzardous substance under applicable federal, stdtecal law, rule, regulation, order or
directive, at or affecting any property or any fiédgiowned, leased or used by Borrow

Compliance with Governmental RequirementsComply with all laws, ordinances, and regulatiamsy or hereafter in effect, of all
governmental authorities applicable to the condfi@orrower’s properties, businesses and operatamd to the use or occupancy of the
Collateral, including without limitation, the Amegns With Disabilities Act. Borrower may contesgiood faith any such law, ordinance,
or regulation and withhold compliance during anggereding, including appropriate appeals, so longasower has notified Lender in
writing prior to doing so and so long as, in Lerisieole opinion, Lender’s interests in the Collatere not jeopardized. Lender may
require or rower to post adequate security or atgurond, reasonably satisfactory to Lender, tégmtd_ende’s interest

Inspection: Permit employees or agents of Lender at any reéd®tiane to inspect any and all Collateral for twan or Loans and
Borrower’s other properties and to examine or aBdirower’s books, accounts, and records and tcencakies and memoranda of
Borrower’s books, accounts, and records. If Bornom@v or at any time hereafter maintains any resdircluding without limitation
computer generated records and computer softwagggms for the generation of such records) in thes@ssion of a third party, Borrow
upon request of Lender, shall notify such partpéomit Lender free access to such records atadlomable times and to provide Lender
with copies of any records it may request, all atrBwer's expense

Compliance Certificates.Unless waived in writing by Lender, provide Lendéteast annually, with a certificate executed loyrBwer’s
chief financial officer, or other officer or persanceptable to Lender, certifying that the represt@ms and warranties set forth in this
Agreement are true and correct as of the dateeoféitificate and further certifying that, as of thate of the certificate, no Event of Defi
exists under this Agreemel

Environmental Compliance and Reports Borrower shall comply in all respects with any aticEnvironmental Laws; not cause or per
to exist, as a result of an intentional or unintamal action or omission on Borrower’s part or be part of any third party, on property
owned and/or occupied by Borrower, any environnieattivity where damage may result to the environtnenless such environmental
activity is pursuant to and in compliance with tdeaditions of a permit issued by the appropriatkefel, state or local governmental
authorities; shall furnish to Lender promptly andany event within thirty (30) days after recelmreof a copy of any notice, summons,
lien, citation, directive, letter or other commuation from any governmental agency or instrumetytalbncerning any intentional or
unintentional action or omission on Borrower’s pgartonnection with any environmental activity winet or not there is damage to the
environment and/or other natural resour:

Additional Assurances.Make, execute and deliver to Lender such promiseotgs, mortgages, deeds of trust, security agnesme
assignments, financing statements, instrumentsjrdents and other agreements as Lender or its aytemay reasonably request to
evidence and secure the Loans and to perfect alirbe Interests

RECOVERY OF ADDITIONAL COSTS. If the imposition of or any change in any law, rukegulation or guideline, or the interpretation or
application of any thereof by any court or admigive or governmental authority (including anyuest or policy not having the force of
law) shall impose, modify or make applicable arngeta(except federal, state or local income or fnégsectaxes imposed on Lender), reserve
requirements, capital adequacy requirements or atblegations which would (A) increase the costémder for extending or maintaining the
credit facilities to which this Agreement relatéB) reduce the amounts payable to Lender undeipisement or the Related Documents, or
(C) reduce the rate of return on Lender’s capiah @onsequence of Lender’s obligations with rasjeethe credit facilities to which this
Agreement relates, then Borrower agrees to pay éresch additional amounts as will compensate Letigefor, within five (5) days after
Lender’s written demand for such payment, which aednshall be accompanied by an explanation of Bapbsition or charge and a
calculation in reasonable detail of the additicemabunts payable by Borrower, which explanation @ldulations shall be conclusive in the
absence of manifest error.

LENDER’S EXPENDITURES. If any action or proceeding is commenced that wondderially affect Lendes' interest in the Collateral or
Borrower fails to comply with any provision of thidgreement or any Related Documents, includingniotifimited to Borrower’s failure to
discharge or pay when due any amounts Borrowemsired to discharge or pay under this AgreemeangrRelated Documents, Lender on
Borrower’s behalf may (but shall not be obligated to) takg @&ction that Lender deems appropriate, includhimignot limited to discharging
paying all taxes, liens, security interests, enaambes and other claims, at any time levied orgulamn any Collateral and paying all costs for
insuring, maintaining and preserving any CollateAdll such expenditures incurred or paid by Lenfdersuch purposes will then bear interest
at the rate charged under the Note from the datetied or paid by Lender to the date of repaymgrBdrrower. All such expenses will
become a part of the indebtedness and, at Lendigtien, will (A) be payable on demand; (B) be adtethe balance of the Note and be
apportioned among and be payable with any
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installment payments to become due during eithethi@ term of any applicable insurance policy;rthe remaining term of the Note; or
(C) be treated as a balloon payment which will be dnd payable at the Note’s maturity.

NEGATIVE COVENANTS. Borrower covenants and agrees with Lender thateathis Agreement is in effect, Borrower shall naithout
the prior written consent of Lender:

Indebtedness and Liens(1) Except for trade debt incurred in the normalrse of business and indebtedness to Lender coladby
this Agreement, create, incur or assume indebtesdioedorrowed money, including capital leases s@l), transfer, mortgage, assign,
pledge, lease, grant a security interest in, ouerier any of Borrower’s assets (except as alloveddeamitted Liens), or (3) sell with
recourse any of Borrow's accounts, except to Lend

Continuity of Operations. (1) Engage in any business activities substantdifferent than those in which Borrower is presgethgaged,
(2) cease operations, liquidate, merge, transéepiee or consolidate with any other entity, chaitg@ame, dissolve or transfer or sell
Collateral out of the ordinary course of businesg3) pay any dividends on Borrower’s stock (otthem dividends payable in its stock),
provided, however that notwithstanding the foregoiout only so long as no Event of Default has aezliand is continuing or would
result from the payment of dividends, if Borrowerai “Subchapter S Corporation” (as defined in therhal Revenue Code of 1986, as
amended), Borrower may pay cash dividends onadtskdb its shareholders from time to time in amsurdcessary to enable the
shareholders to pay income taxes and make estirimateche tax payments to satisfy their liabilitiesler federal and state law which arise
solely from their status as Shareholders of a Sapiteln S Corporation because of their ownershigafes of Borrowes stock, or purcha:
or retire any of Borrow¢'s outstanding shares or alter or amend Borr’s capital structure

Loans, Acquisitions and Guaranties(1) Loan, invest in or advance money or assetsyoo#her person, enterprise or entity, (2) purchase
create or acquire any interest in any other entamr entity, or (3) incur any obligation as suret guarantor other than in the ordinary
course of busines

Agreements.Borrower will not enter into any agreement contagnany provisions which would be violated or bresthy the
performance of Borrow’s obligations under this Agreement or in connectierewith.

CESSATION OF ADVANCES. If Lender has made any commitment to make any lto@orrower, whether under this Agreement or under
any other agreement, Lender shall have no obligatanake Loan Advances or to disburse Loan pracde() Borrower or any Guarantor

is in default under the terms of this Agreemerdiny of the Related Documents or any other agreethanhBorrower or any Guarantor has
with Lender; (B) Borrower or any Guarantor dieszdraes incompetent or becomes insolvent, files iigretn bankruptcy or similar
proceedings, or is adjudged a bankrupt; (C) theoaiis a material adverse change in Borrower’s fircondition, in the financial condition
of any Guarantor, or in the value of any Collateseduring any Loan; or (D) any Guarantor seekénsl@r otherwise attempts to limit,

modify or revoke such Guarantor’s guaranty of teai or any other loan with Lender; or (E) Lendegaod faith deems itself insecure, even
though no Event of Default shall have occurred.

RIGHT OF SETOFF. To the extent permitted by applicable law, Lenasserves a right of setoff in all Borrower’s accauwntth Lender
(whether checking, savings, or some other accotihty.includes all accounts Borrower holds jointligh someone else and all accounts
Borrower may open in the future. However, this doetsinclude any IRA or Keogh accounts, or anyttacsounts for which setoff would be
prohibited by law. Borrower authorizes Lender,He e&xtent permitted by applicable law, to chargseatoff all sums owing on the
indebtedness against any and all such accountsabhdnder’s option, to administratively freezksaich accounts to allow Lender to protect
Lender’s charge and setoff rights provided in gasagraph.

DEFAULT. Each of the following shall constitute an EvenDaffault under this Agreement:
Payment Default.Borrower fails to make any payment when due undetlban.

Other Defaults. Borrower fails to comply with or to perform any ettterm, obligation, covenant or condition contdinmethis Agreement
or in any of the Related Documents or to complyhwit to perform any term, obligation, covenant @ndition contained in any other
agreement between Lender and Borro\

Default in Favor of Third Parties. Borrower or any Grantor defaults under any loamtemsion of credit, security agreement, purchase or
sales agreement, or any other agreement, in fdvammyoother creditor or person that may materiaffgct any of Borrower’s or any
Grantor’s property or Borrower’s or any Granagbility to repay the Loans or perform their retpe obligations under this Agreement
any of the Related Documen
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False StatementsAny warranty, representation or statement mademrighed to Lender by Borrower or on Borrower'sdéonder this
Agreement or the Related Documents is false oreaiihg in any material respect, either now or attitne made or furnished or becomes
false or misleading at any time thereaf

Insolvency. The dissolution or termination of Borrower’s existe as a going business, the insolvency of Borrptherappointment of a
receiver for any part of Borrow's property, any assignment for the benefit of ¢oedj any type of creditor workout, or t

Defective Collateralization. This Agreement or any of the Related Documerase®to be in full force and effect (including dad of any
collateral document to create a valid and perfesealirity interest or lien) at any time and for aegson

Creditor or Forfeiture Proceedings. Commencement of foreclosure or forfeiture procegslinvhether by judicial proceeding, self-help,
repossession or any other method, by any creditBooower or by any governmental agency againgtantlateral securing the Loan. T
includes a garnishment of any of Borrower’s accsuimicluding deposit accounts, with Lender. Howetlis Event of Default shall not
apply if there is a good faith dispute by Borrowasrto the validity or reasonableness of the clahithvis the basis of the creditor or
forfeiture proceeding and if Borrower gives Lendgitten notice of the creditor or forfeiture prodéeg and deposits with Lender monies
or a surety bond for the creditor or forfeiture ggeding, in an amount determined by Lender, indte discretion, as being an adequate
reserve or bond for the dispu

Events Affecting Guarantor. Any of the preceding events occurs with respeetnp Guarantor of any of the Indebtedness or any
Guarantor dies or becomes incompetent, or revokdsputes the validity of, or liability under, a®uaranty of the Indebtedness. In the
event of a death, Lender, at its option, may, batlsot be required to, permit the Guarantor'siesto assume unconditionally the
obligations arising under the guaranty in a masagisfactory to Lender, and, in doing so, cure Bmgnt of Default

Change in Ownership.Any change in ownership of twel-five percent (25%) or more of the common stock ofrBwer.

Adverse Change A material adverse change occurs in Borrower'srai@ condition, or Lender believes the prospegiafment or
performance of the Loan is impaire

Insecurity. Lender in good faith believes itself insect

Right to Cure. If any default, other than a default on Indebtednescurable and if Borrower or Grantor, as theeaaay be, has not been
given a notice of a similar default within the peding twelve (12) months, it may be cured if Boreowr Grantor, as the case may be, i
receiving written notice from Lender demanding coffguch default: (1) cure the default within féte(15) days; or (2) if the cure requires
more than fifteen (15) days, immediately initiateps which Lender deems in Lender’s sole discratidme sufficient to cure the default
and thereafter continue and complete all reasoratilenecessary steps sufficient to produce congaias soon as reasonably practi

EFFECT OF AN EVENT OF DEFAULT. If any Event of Default shall occur, except whetleeswise provided in this Agreement or the
Related Documents, all commitments and obligat@fisender under this Agreement or the Related Damisior any other agreement
immediately will terminate (including any obligatido make further Loan Advances or disbursemeats]}, at Lender’s option, all
indebtedness immediately will become due and payaltil without notice of any kind to Borrower, ept¢hat in the case of an Event of
Default of the type described in the “Insolvencybsection above, such acceleration shall be auiorad not optional. In addition, Lender
shall have all the rights and remedies providetthénRelated Documents or available at law, in ggoit otherwise. Except as may be
prohibited by applicable law, all of Lender’s riglind remedies shall be cumulative and may be isgersingularly or concurrently. Election
by Lender to pursue any remedy shall not excludeysuof any other remedy, and an election to nefgenditures or to take action to
perform an obligation of Borrower or of any Granstiall not affect Lender’s right to declare a défand to exercise its rights and remedies.
All Loans shall be repaid under all circumstancébout relief from any Indiana or other valuatiomdeappraisement laws.

MISCELLANEOUS PROVISIONS. The following miscellaneous provisions are a paths Agreement:

Amendments.This Agreement, together with any Related Documemsstitutes the entire understanding and agreeafehe parties as
to the matters set forth in this Agreement. Noratien of or amendment to this Agreement shallfectve unless given in writing and
signed by the party or parties sought to be chaogdxbund by the alteration or amendm:
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Attorneys’ Fees; ExpensesBorrower agrees to pay upon demand all of Lendmr&ts and expenses, including Lender’s attornees f

and Lender’s legal expenses, incurred in conneetitimthe enforcement of this Agreement. Lender riag or pay someone else to help
enforce this Agreement, and Borrower shall paycttgts and expenses of such enforcement. Costsxprdses include Lender’s
attorneys’ fees and legal expenses whether otheot tis a lawsuit, including attorneys’ fees amghlexpenses for bankruptcy proceedings
(including efforts to modify or vacate any automagiay or injunction), appeals, and any anticipgtest-judgment collection services.
Borrower also shall pay all court costs and sudlitamhal fees as may be directed by the cc

Caption Headings.Caption headings in this Agreement are for converggourposes only and are not to be used to irteopdefine the
provisions of this Agreemer

Consent to Loan Participation.Borrower agrees and consents to Lender’s sal@osfir, whether now or later, of one or more
participation interests in the Loan to one or nfuuechasers, whether related or unrelated to Leth@emder may provide, without any
limitation whatsoever, to any one or more purch&ser potential purchasers, any information or kieolge Lender may have about
Borrower or about any other matter relating toltban, and Borrower hereby waives any rights togmjywBorrower may have with respect
to such matters. Borrower additionally waives ang all notices of sale of participation interesiswell as all notices of any repurchase of
such participation interests. Borrower also agtbasthe purchasers of any such participation @stsrwill be considered as the absolute
owners of such interests in the Loan and will halv¢he rights granted under the participation agrent or agreements governing the sale
of such participation interests. Borrower furthezives all rights of offset or counterclaim thatniay have now or later against Lender or
against any purchaser of such a participationésteand unconditionally agrees that either Lendsuoh purchaser may enforce
Borrower’s obligation under the Loan irrespectiyete failure or insolvency of any holder of anyerest in the Loan. Borrower further
agrees that the purchaser of any such participatienests may enforce its interests irrespectieny personal claims or defenses that
Borrower may have against Lend

Governing Law. This Agreement will be governed by federal law &alle to Lender and, to the extent not preempyei@deral law, the
laws of the State of Indiana without regard taciisflicts of law provisions. This Agreement hasrbaecepted by Lender in the State of
Indiana.

Choice of Venuelf there is a lawsuit, Borrower agrees upon Lerslezuest to submit to the jurisdiction of the ¢ewf MARION
County, State of Indian

No Waiver by Lender. Lender shall not be deemed to have waived anysightler this Agreement unless such waiver is givevriting

and signed by Lender. No delay or omission on #réqf Lender in exercising any right shall operadea waiver of such right or any other
right. A waiver by Lender of a provision of this gment shall not prejudice or constitute a wadfdrender’s right otherwise to demand
strict compliance with that provision or any otlpeovision of this Agreement. No prior waiver by ldem, nor any course of dealing
between Lender and Borrower, or between Lendemagdsrantor, shall constitute a waiver of any ofder’s rights or of any of
Borrower’s or any Grantas' obligations as to any future transactions. Whenthe consent of Lender is required under thiss&grent, th
granting of such consent by Lender in any instasiadl not constitute continuing consent to subsetjimstances where such consent is
required and in all cases such consent may beegtamtwithheld in the sole discretion of Lenc

Notices.Any notice required to be given under this Agreensdmall be given in writing, and shall be effectiveen actually delivered,

when actually received by telefacsimile (unlessothse required by law), when deposited with aaretily recognized overnight courier,
or, if mailed, when deposited in the United Staiesl, as first class, certified or registered npaistage prepaid, directed to the addresses
shown near the beginning of this Agreement. Anyyparay change its address for notices under thigé&mgent by giving formal written
notice to the other parties, specifying that theppee of the notice is to change the party’s addifesr notice purposes, Borrower agrees to
keep Lender informed at all times of Borrower’sreat address. Unless otherwise provided or requiyeldw, if there is more than one
Borrower, any notice given by Lender to any Borroisedeemed to be notice given to all Borrow:

Severability. If a court of competent jurisdiction finds any pisien of this Agreement to be illegal, invalid, emenforceable as to any
circumstance, that finding shall not make the affeg provision illegal, invalid, or unenforceable @ any other circumstance. If feasible,
the offending provision shall be considered modife that it becomes legal, valid and enforcedbthe offending provision cannot be so
modified, it shall be considered deleted from thigeement. Unless otherwise required by law, tlegadlity, invalidity, or unenforceability
of any provision of this Agreement shall not afféeat legality, validity or enforceability of anyhar provision of this Agreemer
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Subsidiaries and Affiliates of Borrower.To the extent the context of any provisions of thigeement makes it appropriate, including
without limitation any representation, warrantycorvenant, the word “Borrower” as used in this Agneet shall include all of Borrower’s
subsidiaries and affiliates. Notwithstanding theefming however, under no circumstances shallAgieement be construed to require
Lender to make any Loan or other financial accomatiod to any of Borrow('s subsidiaries or affiliate

Successors and AssignAll covenants and agreements by or on behalf of@wer contained in this Agreement or any RelateduDeent:
shall bind Borrower’s successors and assigns aaltlishire to the benefit of Lender and its successmd assigns. Borrower shall not,
however, have the right to assign Borrower’s rigirider this Agreement or any interest therein, eththe prior written consent of
Lender.

Survival of Representations and WarrantiesBorrower understands and agrees that in extendiag lAdvances, Lender is relying on all
representations, warranties, and covenants ma&etygwer in this Agreement or in any certificateather instrument delivered by
Borrower to Lender under this Agreement or the Rel@ocuments. Borrower further agrees that regasdbf any investigation made by
Lender, all such representations, warranties amdramnts will survive the extension of Loan Advanaerd delivery to Lender of the
Related Documents, shall be continuing in naturell e deemed made and redated by Borrower dintleeeach Loan Advance is made,
and shall remain in full force and effect until buane as Borrower’s indebtedness shall be pafdlinor until this Agreement shall be
terminated in the manner provided above, which&vtre last to occu

Time is of the Essencelime is of the essence in the performance of tlggeedment

Waive Jury. All parties to this Agreement hereby wave the right to any jury trial in any action, proceeding, or counterclaim
brought by any party against any other party.

DEFINITIONS. The following capitalized words and terms shalldéwve following meanings when used in this Agreetménless
specifically stated to the contrary, all referentedollar amounts shall mean amounts in lawful eyoof the United States of America. Wo
and terms used in the singular shall include thieghl and the plural shall include the singularthescontext may require. Words and terms
otherwise defined in this Agreement shall haveniganings attributed to such terms in the Uniforrm@wrcial Code. Accounting words and
terms not otherwise defined in this Agreement shalle the meanings assigned to them in accordaiticg@nerally accepted accounting
principles as in effect on the date of this Agreetme

Advance.The word “Advance” means a disbursement of Loami$umade, or to be made, to Borrower or on Borrasveghalf on a line of
credit or multiple advance basis under the terngscamditions of this Agreemer

Agreement. The word “Agreement” means this Business Loan Agwerd, as this Business Loan Agreement may be ardesrdaodified
from time to time, together with all exhibits anthedules attached to this Business Loan Agreememt fime to time

Borrower. The word “Borrower” means Landec Ag, Inc. and irigls all co-signers and eoakers signing the Note and all their succes
and assigns

Collateral. The word “Collateral” means all property and asgetsited as collateral security for a Loan, whetkal or personal property,
whether granted directly or indirectly, whetherrgead now or in the future, and whether grantedhenform of a security interest, mortga
collateral mortgage, deed of trust, assignmentigaecrop pledge, chattel mortgage, collateraltehatortgage, chattel trust, factor’s lien,
equipment trust, conditional sale, trust receipt),Icharge, lien or title retention contract, k2as consignment intended as a security
device, or any other security or lien interest wbatver, whether created by law, contract, or ottsen

Environmental Laws. The words “Environmental Laws” mean any and allessttederal and local statutes, regulations anthantes
relating to the protection of human health or thei@nment, including without limitation the Comjensive Environmental Response,
Compensation, and Liability Act of 1980, as amenddU.S.C. Section 9601, et seq. (“CERCLA"), thp&fund Amendments and
Reauthorization Act of 1986, Pub. L. No. 99-499AF5A"), the Hazardous Materials Transportation A9,U.S.C. Section 1801, et seq.,
the Resource Conservation and Recovery Act, 420J Section 6901, et seq., or other applicable stafederal laws, rules, or regulations
adopted pursuant there

Event of Default. The words “Event of Default” mean any of the egesf default set forth in this Agreement in théadet section of this
Agreement
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GAAP. The word “GAAP” means generally accepted accounpirigciples.

Grantor. The word “Grantor” means each and all of the pessmrentities granting a Security Interest in awjlaeral for the Loan,
including without limitation all Borrowers grantirgyich a Security Interest.

Guarantor. The word “Guarantor” means any guarantor, suratgcecommodation party of any or all of the Loan.

Guaranty . The word “Guaranty” means the guaranty from Guianato Lender, including without limitation a gaaty of all or part of the
Note.

Hazardous SubstancesThe words “Hazardous Substances” mean materiaisitbeause of their quantity, concentration or ptafs
chemical or infectious characteristics, may cauggoge a present or potential hazard to humantheathe environment when improperly
used, treated, stored, disposed of, generated,fanred, transported or otherwise handled. Thelatidazardous Substances” are used
in their very broadest sense and include withauitéition any and all hazardous or toxic substanmederials or waste as defined by or
listed under the Environmental Laws. The term “Hdpas Substances” also includes, without limitatigetroleum and petroleum by-
products or any fraction thereof and asbestos.

Indebtedness.The word “Indebtedness” means the indebtednesses@d by the Note or Related Documents, includiingrimcipal and
interest together with all other indebtedness arsdiscand expenses for which Borrower is responsiftier this Agreement or under any of
the Related Documents.

Lender. The word “Lender” means OLD NATIONAL BANK, its suessors and assigns.

Loan. The word “Loan’means any and all loans and financial accommodafrem Lender to Borrower whether now or hereadtasting
and however evidenced, including without limitatibiwse loans and financial accommodations desctibegin or described on any exh
or schedule attached to this Agreement from tintée.

Note. The word “Note” means the Note executed by LandggclAc. in the principal amount of $10,000,000.@fed August 29, 2006,
together with all renewals of, extensions of, miadiions of, refinancings of, consolidations ofdaubstitutions for the note or credit
agreement.

Permitted Liens. The words “Permitted Liens” mean (1) liens and siéginterests securing indebtedness owed by Bogrdw Lender;
(2) liens for taxes, assessments, or similar clsaegher not yet due or being contested in godtl;fé8) liens of materialmen, mechanics,
warehousemen, or carriers, or other like liendragig1 the ordinary course of business and secwhbligations which are not yet
delinquent; (4) purchase money liens or purchaseemsecurity interests upon or in any property aeguor held by Borrower in the
ordinary course of business to secure indebtedngstanding on the date of this Agreement or péechito be incurred under the
paragraph of this Agreement titled “Indebtednestlaans”; (5) liens and security interests whick,ofthe date of this Agreement, have
been disclosed to and approved by the Lender itingriand (6) those liens and security interestelwin the aggregate constitute an
immaterial and insignificant monetary amount wigspect to the net value of Borrower’s assets.

Related DocumentsThe words “Related Documents” mean all promissantgs, credit agreements, loan agreements, envinaiame
agreements, guaranties, security agreements, ngeggdeeds of trust, security deeds, collateratgages, and all other instruments,
agreements and documents, whether now or herexitting, executed in connection with the Loan.

Security Agreement.The words “Security Agreement” mean and includéaiit limitation any agreements, promises, covenants
arrangements, understandings or other agreememéther created by law, contract, or otherwise,@&withg, governing, representing, or
creating a Security Interest.

Security Interest. The words “Security Interest” mean, without limitett, any and all types of collateral security, prgsand future,
whether in the form of a lien, charge, encumbrantagage, deed of trust, security deed, assignrpéadge, crop pledge, chattel
mortgage, collateral chattel mortgage, chattektfastor’s lien, equipment trust, conditional sdfest receipt, lien or title retention
contract, lease or consignment intended as a $gc@vice, or any other security or lien interebatgsoever whether created by law,
contract, or otherwise.
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BORROWER ACKNOWLEDGES HAVING READ ALL THE PROVISION S OF THIS BUSINESS LOAN AGREEMENT AND
BORROWER AGREES TO ITS TERMS. THIS BUSINESS LOAN AGREEMENT IS DATED AUGUST 29, 2006.
BORROWER:

LANDEC AG, INC.

By:

Michael E. Godlove, Chief Financial Officer
Landec Ag, Inc

LENDER:
OLD NATIONAL BANK

By:
Authorized Signe







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: September 29, 2006

/sl Gary T. Steele

Gary T. Steelt
Chief Executive Office







Exhibit 31.

CERTIFICATION
I, Gregory S. Skinner, certify that:
1. | have reviewed this quarterly report on 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: September 29, 2006

/sl Gregory S. Skinner

Gregory S. Skinne
Chief Financial Officel







Exhibit 32.1

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

In connection with the Quarterly Report of Han Corporation (the “Company”) on Form 10-Q fa greriod ending August 27, 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: September 29, 2006

/sl Gary T. Steele

Gary T. Steelt
Chief Executive Officer and Preside
(Principal Executive Officer

* The foregoing certification is being furnishededp pursuant to Section 906 of the Sarbanes-O&letyof 2002 (subsections (a) and (b) of

Section 1350, Chapter 63 of Title 18, United St&lede) and is not being filed as part of the Fo@¥Qlor as a separate disclosure
document






Exhibit 32.

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

In connection with the Quarterly Report of Han Corporation (the “Company”) on Form 10-Q fa greriod ending August 27, 2006 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Gregory S.rdler, Vice President of Finance and
Administration and Chief Financial Officer of th@@pany, certify, pursuant to 18 U.S.C. § 1350,dmpeed 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: September 29, 2006

/s] Gregory S. Skinne
Gregory S. Skinne
Vice President and Chief Financial Offic
(Principal Accounting Officer

* The foregoing certification is being furnishededp pursuant to Section 906 of the Sarbanes-O&letyof 2002 (subsections (a) and (b) of
Section 1350, Chapter 63 of Title 18, United St&ede) and is not being filed as part of the Fo@¥Qlor as a separate disclosure
document



