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UNITED STATES
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Washington, D.C. 2054

FORM 10-K
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Delaware 94-3025618
(State or other jurisdiction « (IRS Employel
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Securities registered pursuant to Section 12(bhefAct:
Title of each clas Name of each exchange on which registt
Common Stocl The NASDAQ Global Select Stock Mark

Securities registered pursuant to Section 12(ghefAct:
None
(Title of Class)

Indicate by check mark if the registrant is a walbwn seasoned issuer, as defined in Rule 405c06#turities Act.
YesOO No

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act.
YesO No

Indicate by check mark whether the registrant &b filed all reports required to be filed by Sercti® or 15(d) of the Act during the preceding
12 months (or for such shorter period that thestegmt was required to file such reports), anché® been subject to such filing requirements
for the past 90 days.

YesxXI NoO

Indicate by check mark whether the registrant lidsnstted electronically and posted on its corpo¥absite, if any, every Interactive Data
File required to be submitted and posted pursuaRiule 405 of Regulation S-T during the precedi@gribnths (or for such shorter period that
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Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of Regulation S-K it oontained herein, and will not be
contained, to the best of registrant’s knowledgealdfinitive proxy or information statements incorgted by reference in Part IIl of this Form
10-K or any amendment to this Form 10K

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer or a smaller reporting
company. See definition of “large accelerated filard “accelerated filer” and “smaller reportingngpany” in Rule 12b-2 of the Exchange Act.

Large Accelerated File Accelerated FileX]
Non Accelerated Filed Smaller Reporting Compard

Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Act)
YesOO No

The aggregate market value of voting stock heldday-affiliates of the Registrant was approximat&l$8,803,000 as of November 30, 2008,
the last business day of the registrant’s mostthceompleted second fiscal quarter, based uperchbsing sales price on The NASDAQ
Global Select Market reported for such date. Shaf€ommon Stock held by each officer and direatwd by each person who owns 10% or
more of the outstanding Common Stock have beemudgd from such calculation in that such persons beageemed to be affiliates. This
determination of affiliate status is not necesgaitonclusive determination for other purposes.

As of July 20, 2009, there were 26,347,140 shaf€ommon Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy staent relating to its October 2009 Annual Meetingtdckholders which statement will be filed
not later than 120 days after the end of the figear covered by this report, are incorporateddigrence in Part Ill hereof.
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PART |
| tem 1. Business

This report contains forward-looking staents within the meaning of Section 21E of theuB8ges Exchange Act of 1934. Words such
as “projected,” “expects,” “believes,” “intends” d@flassumes” and similar expressions are used taifgdorward-looking statements. These
statements are made based upon current expectatidrgrojections about our business and assumptiade by our management and are not
guarantees of future performance, nor do we assuny@bligation to update such forward-looking statats after the date this report is filed.
Our actual results could differ materially from sleoprojected in the forward-looking statementsfiany reasons, including the risk factors
listed in Item 1A. “Risk Factors” and the factoisalissed below.

General

Landec Corporation and its subsidiariearfdec” or the “Company”) design, develop, mantfiae and sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadner applications. The Company’s
proprietary polymer technology is the foundatiomd @ key differentiating advantage, upon which leandas built its business.

In 2006, Landec sold its direct marketimgl sales seed company, Fielder's Choice Dirée€ "), which included the Fielder's Choice
Direct® and Heartland Hybri@ brands, to American Seeds, Inc., a wholly ownedislidry of Monsanto Company (“Monsanto”). Subseduen
to the sale of FCD, Landec now has three core bases — Food Products Technology, Commodity TraaagTechnology Licensing, each of
which is described below. Financial information ceming the industry segments for which the Compapyrted its operations during fiscal
years 2007, 2008 and 2009 is summarized in Note e Consolidated Financial Stateme

Our Food Products Technology businesp&ated through a subsidiary, Apio, Inc. (“Apic8d combines our proprietary food
packaging technology with the capabilities of @énational food supplier and value-added producegssor. Value-added processing uses
Landec’s proprietary BreatheWay® packaging techgwto package produce that is processed by wasaitjin some cases cutting and
mixing, resulting in packaged produce that achieneseased shelf life and reduced shrink (wastd)ediminates the need for ice during the
distribution cycle.

Our Commodity Trading business is operaiteough Apio and combines Apio’s export compa@gl Ex Trading Company (“Cal-Ex”),
with Apio’s domestic buy-sell commodity businesatthurchases and sells whole fruit and vegetalléymts to Asia and domestically to Wal-
Mart.

Our Technology Licensing business inctuder proprietary Intellicoat® seed coating teclgglwhich we have licensed to Monsanto
and our Intelimer® polymer business that license@ supplies products outside of our Food Praslliechnology and our Commodity
Trading businesses to companies such as Air Predinct Chemicals, Inc. (“Air Products”) and Nittar@aration (“Nitta”).

Our core polymer products are basedpatented proprietary Intelimer polymers, whidtfietlifrom other polymers in that they can be
customized to abruptly change their physical charétics when heated or cooled through a preesepérature switch. For instance, Intelimer
polymers can change within the range of one ordegrees Celsius from a non-adhesive state to dyhigtky, adhesive state; from an
impermeable state to a highly permeable state;oon & solid state to a viscous liquid state. Tresept changes are repeatedly reversible and
can be tailored by Landec to occur at specific teratures, thereby offering substantial competitisdeantages in the Company’s target
markets.

We were incorporated in California on @wdr 31, 1986 and reincorporated as a Delawarewatipn on November 6, 2008. Our
common stock is listed on The NASDAQ Global SeMetket under the symbol “LNDC".
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Technology Overview

Polymers are important and versatile nltefound in many of the products of modern lifgertain polymers, such as cellulose and
natural rubber, occur in nature. Man-made or sytithpwlymers include nylon fibers used in carpetimgl clothing, coatings used in paints and
finishes, plastics such as polyethylene, and ef@sts used in automobile tires and latex glovestaresally, synthetic polymers have been
designed and developed primarily for improved mada and thermal properties, such as strengthtamdbility to withstand high
temperatures. Improvements in these and other giepand the ease of manufacturing synthetic petgrhave allowed these materials to
replace wood, metal and natural fibers in manyiapfbns over the last 50 years. More recentlerststs have focused their efforts on
identifying and developing sophisticated polymeighwovel properties for a variety of commerciaphgations.

Landec Intelimer polymers are a proprietary class otlsgtic polymeric materials that respond to tempegathanges in a controllab
predictable way. Typically, polymers gradually charn adhesion, permeability and viscosity overaldrtemperature ranges. Landec’s
Intelimer materials, in contrast, can be desigmeexhibit abrupt changes in permeability, adhesiot/or viscosity over temperature ranges as
narrow as 1°C to 2°C. These changes can be desigredtur at relatively low temperatures (0°C t@%D) that are relatively easy to maintain
in industrial and commercial environmerféggure lillustrates the effect of temperature on Intelimexterials as compared to typical polymers.

Effact of Temperafure on Intelimer Materials vs. Typical Polymaers

It fimmer KRBT | —

Change in

P[{l]mu[c-; Typical Palymers

Pre-Sel
Tampatatura Swich

L Temperature High

Figure |

Landec’s proprietary polymer technologyased on the structure and phase behavior dirtietematerials. The abrupt thermal
transitions of specific Intelimer materials areiagkd through the controlled use of hydrocarboe siokins that are attached to a polymer
backbone. Below a pre-determined switch temperatheepolymer’s side chains align through weak bptiobic interactions resulting in a
crystalline structure. When this side chain cry&table polymer is heated to, or above, this swterhperature, these interactions are disrupted
and the polymer is transformed into an amorphoisspus state. Because this transformation invadvelysical and not a chemical change,
process is repeatedly reversible. Landec can sqidlymer switch temperature anywhere between 6°XD0°C by varying the length of the
side chains. The reversible transitions betweestaliyne and amorphous states are illustratdeignre 2below.
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Side chain crystallizable polymers werst fdiscovered by academic researchers in thel®&f's. These polymers were initially
considered to be merely of scientific curiositynfra polymer physics perspective, and, to the Cowigdmowledge, no significant commerc
applications were pursued. In the mid-1980’s, Day Btewart, the Company’s founder, became intetdstthe idea of using the temperature-
activated permeability properties of these polynterdeliver various materials such as catalystspasticides. After forming Landec in 1986,
Dr. Stewart subsequently discovered broader ufititthese polymers. After several years of bassearch, commercial development efforts
began in the early 1990’s, resulting in initial goats in mid-1994.

Landec’s Intelimer materials are gengrsjinthesized from long side-chain acrylic monontkes are derived primarily from natural
materials such as coconut and palm oils that glelyhpurified and designed to be manufactured esoveoally through known synthetic
processes. These acrylic-monomer raw materialharepolymerized by Landec leading to many diffeséde-chain crystallizable polymers
whose properties vary depending upon the initiglemials and the synthetic process. Intelimer makeian be made into many different forms,
including films, coatings, microcapsules and diseferms.

Trademarks

Intelimer®, Apio®, Eat Smart®, BreatheV&gyintellicoat®, Early Plant®, Pollinator Plus@nd Relay™ Cropping are the trademark
registered trademarks of the Company in the Uriittades and other countries. This Annual Report@mFLO-K also refers to the trademarks
of other companies.

Description of Core Business

Landec participates in three core busisegments— Food Products Technology, Commoditgifgaand Technology Licensing.

Landec Corporation

|
Inielimer® Technology

Food Products Commuodity Technology Licensing
Technology Trading

-6-



Food Products Technology Busine

The Company began marketing its propnyeliatelimer-based BreatheWay membranes in 199@iderin the fresleut produce packagir
market, one of the fastest growing segments iptbduce industry. Landec’s proprietary BreatheWagkaging technology when combined
with fresh-cut or whole produce results in packagextiuce with increased shelf life and reducednghfivaste) without the need for ice during
the distribution cycle. The resulting products saferred to as “value-added” products. In 1999,Gbenpany acquired Apio, its then largest
customer in the Food Products Technology busined®ae of the nation’s leading marketers and packproduce and specialty packaged
fresh-cut vegetables. Apio utilizes state-of-thefi@sh-cut produce processing technology and yeamd access to specialty packaged produce
products which Apio distributes to the top U.Saiegrocery chains, major club stores and the feodse industry. The Company’s proprietary
BreatheWay packaging business has been combinbd\ib into a subsidiary that retains the Apio naiflais vertical integration within the
Food Products Technology business gives Landectdireess to the large and growing fresh-cut analeybroduce market.

The Technology and Market Opportunity: ProprietBrngatheWay Packaging Technology

Certain types of fresh-cut and whole picican spoil or discolor rapidly when packagedonventional packaging materials and are
therefore limited in their ability to be distribatéroadly to markets. The Company’s proprietaryaiteWay packaging technology extends the
shelf life and quality of fresh-cut and whole produ

Fresh-cut produce is pre-washed, cutpauttaged in a form that is ready to use by thewoes and is thus typically sold at premium
price levels compared to unpackaged produce. TtaeWoS. fresh produce market is estimated to 0%illion to $120 billion. Of this, U.S.
retail sales of fresh-cut produce is estimatecbtoprise 10% of the fresh produce market. The Compalieves that the growth of this market
has been driven by consumer demand and the wiblisgto pay for convenience, freshness, uniformitguabfety and nutritious produce
delivered to the point of sale.

Although fresh-cut produce companies Haaek success in the salad market, the industrpées slow to diversify into other fresh-cut
vegetables or fruits due primarily to limitatiomsfilm and plastic tray materials used to packagsH-cut produce. After harvesting, vegetables
and fruit continue to respire, consuming oxygen @atelasing carbon dioxide. Too much or too littkygen can result in premature spoilage
decay and, in some cases, promote the growth abornganisms that jeopardize inherent food safepnwentional packaging films used tod
such as polyethylene and polypropylene, can be mittilenodest permeability to oxygen and carbon iiexbut often do not provide the
optimal atmosphere for the produce packaged. Stroitiys of conventional packaging materials havesigntificantly hindered the growth in
the fresh-cut salad market because lettuce, uniéey vegetables and fruit, has low respiration irequents.

The respiration rate of produce variesfivegetable-to-vegetable and from fruit-to-friiihe challenge facing the industry is to develop
packaging for the high respiring, high value anelfslife sensitive vegetable and fruit markets. T@mpany believes that todaytonventionz
packaging films face numerous challenges in adgptmmeet the diversification of pre-cut vegetataled fruit evolving in the industry without
compromising shelf life and produce quality. To moirthe growth experienced in the fresh-cut saladket, the markets for high respiring
vegetables and fruit such as broccoli, caulifloveesparagus, papayas, bananas and berries requii@® aersatile and sophisticated packaging
solution for which the Company’s BreatheWay packgdechnology was developed.

The respiration rate of produce alsoasvwith temperature. As temperature increasesupeodenerally respires at a higher rate, which
accelerates the aging process, resulting in sheditshelf life and increased potential for decawpijlage, and loss of texture and dehydration
produce is transported from the processing platitéaefrigerated distribution chain to foodserimeations, retail grocery stores and club
stores, and finally to the ultimate consumer, terapees can fluctuate significantly. Therefore, pemature control is a constant challenge in
preserving the quality of fresh-cut and whole piEld— a challenge for which few current packagitmdican compensate. The Company
believes that its temperature-responsive Breathepdakaging technology is well suited to the chajkshof the produce distribution process.
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Using its Intelimer polymer technologyridec has developed packaging technology thaliéves addresses many of the shortcomings
of conventional packaging materials. A membrarepiglied over a small cutout section or an apemfigeflexible film bag or plastic tray. This
highly permeable “window” acts as the mechanismprtivide the majority of the gas transmission regmuients for the entire package. These
membranes are designed to provide three princgradfits:

» High PermeabilityLandec’s BreatheWay packaging technology is desigog@ermit transmission of oxygen and carbon diext 300
times the rate of conventional packaging films. Tuwenpany believes that these higher permeabilitgltewill facilitate the packaging
diversity required to market many types of fi-cut and whole produc

» Ability to Adjust Oxygen and Carbon Dioxide Permiégh BreatheWay packaging can be tailored with carbomridé to oxygen
transfer ratios ranging from 1.0 to 12.0 and salebt transmit oxygen and carbon dioxide at optimuates to sustain the quality and
shelf life of packaged produc

» Temperature Responsivendsandec has developed breathable membranes thatadesigned to increase or decrease permeability in
response to environmental temperature changesCohgany has developed packaging that respondglehodxygen requirements at
elevated temperatures but is also reversible, efuans to its original state as temperatures declihe temperature responsiveness of
these membranes allows ice to be removed fromigtitdition system which results in numerous begefihese benefits include (1) a
substantial decrease in freight cost, (2) reduistdaf contaminated produce because ice can beiercaf micro organisms, (3) the
elimination of expensive waxed cartons that cafeotecycled, and (4) the potential decrease in weldted accidents due to melted

Landec believes that growth of the ougradduce market will be driven by the increasimgréind for the convenience of fresh-cut
produce. This demand will in turn require packagimat facilitates the quality and shelf life of drze transported to fresh-cut distributors in
bulk and pallet quantities. The Company believes ith the future its BreatheWay packaging technphdl be useful for packaging a diverse
variety of fresh-cut and whole produce productdeRtial opportunities for using Landedechnology outside of the produce market exisui
flowers and in other food products.

Landec is working with leaders in thelchiore, retail grocery chain and foodservice markehe Company believes it will have growth
opportunities for the next several years through cestomers and products in the United States,resipa of its existing customer
relationships, and through export and shipmengpetialty packaged produce.

Landec manufactures its BreatheWay paokgatirough selected qualified contract manufaetire addition to using BreatheWay
packaging for its value-added produce businessCtmpany markets and sells BreatheWay packagiwegttiirto food distributors.

The Business: Food Products Technology

Our Food Products Technology businesstaipd through our Apio subsidiary, had revenuegppfoximately $168 million for the fiscal
year ended May 31, 2009, $171 million for the fisear ended May 25, 2008 and $156 million forfikeal year ended May 27, 20C

Based in Guadalupe, California, Apio’syary business related to specialty packaged feasland whole value-added processed
products that are washed and packaged in our ptapyiBreatheWay packaging. The fresh-cut valueedgitocessed products business
markets a variety of fresh-cut and whole vegetatulébe top retail grocery chains, club stores fad service suppliers. During the fiscal year
ended May 31, 2009, Apio shipped nearly sixteetionilcartons of produce to leading supermarketlsrta wholesalers, food service suppl
and club stores throughout North America, primairiiyhe United States.
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There are four major distinguishing cleseestics of Apio that provide competitive advayea in the Food Products Technology market:

* Value-Added Supplier: Apio has structured its business as a marketesalher of fresh-cut and whole value-added prodlids.
focused on selling products under its Eat Smargrand other brands for its fresh-cut and wholeeradded products. As retail
grocery and club store chains consolidate, Apiga$ positioned as a single source of a broad rafigeoducts

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

» Lower Cost Structure: Apio has strategically invested in the rapidly giogvfrest-cut and whole vali-added business. Af's 96,000
square foot value-added processing plant is auemnaith state-of-the-art vegetable processing egaig. Virtually all of Apio’s value-
added products utilize Apio’s proprietary BreathgVpackaging technology. Apio’s strategy is to opeKane large central processing
facility in one of California’s largest, lowest ¢agowing regions (Santa Maria Valley) and use pgakg technology to allow for the
nationwide delivery of fresh produce produr

» Expanded Product Line Using TechnologyApio, through the use of its BreatheWay packagéahhology, is introducing on average
fifteen new value-added products each year. Thegepnoduct offerings range from various sizes eélf-cut bagged products, to
vegetable trays, to whole produce, to vegetabkdsaind snack packs. During the last twelve mo#this, has introduced 13 new
products

Apio established its Apio Packaging dmisin 2005 to advance the sales of BreatheWayqmng technology for shelf-life sensitive
vegetables and fruit.

Apio Packaging’s first program has corrated on bananas and was formally consummated vpenentered into an agreement to
supply Chiquita Brands International, Inc. (“Chig) with its proprietary banana packaging techgglon a worldwide basis for the ripening,
conservation and shelf-life extension of bananasnfast applications on an exclusive basis and leercapplications on a non-exclusive basis.
In addition, Apio provides Chiquita with ongoingsearch and development and process technology gdppthe BreatheWay membranes .
bags, and technical service support throughouttiseomer chain in order to assist in the develogiraed market acceptance of the technol

For its part, Chiquita provides marketidgstribution and retail sales support for Chig@itbananas sold worldwide in BreatheWay
packaging. To maintain the exclusive license, Citégmust meet quarterly minimum purchase threshold®reatheWay banana packages.

The initial market focus for the Breathay\banana packaging technology using Chiquita tembhas been commercial outlets that
normally do not sell bananas because of their stadf-life — outlets such as quick serve restastaionvenience stores and coffee chain
outlets.

In fiscal year 2008, the Company exparttieduse of its BreatheWay technology to avocadoleuan expanded licensing agreement
with Chiquita. Commercial sales of avocados pactagé.andec’s BreatheWay packaging into the foadise industry began late in fiscal
year 2008 and market trials are currently underfeayetail applications

The Company’s specialty packaging foredaser products reduces freight expense up to fd%ertain produce commaodities by
eliminating the weight and space consumed by itaddition to reducing the cost of freight, the ol of ice from the distribution system
offers additional benefits as outlined above untlersubheadiniTemperature Responsiveness”

Product enhancements in the fresh-cuetadde line include fresh-cut vegetable trays deigo look like they were freshly made in the
retail grocery store or at home. The rectanguby tlesign is convenient for storage in consumeffsigerators and expands the Company’s
wide-ranging vegetable tray line.
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In May 2007, Apio entered into an 18-nforésearch and development agreement with Natitke8dResearch, Development &
Engineering Center, a branch of the U.S. Militdoydevelop commercial uses for Landec’s BreatheWPéakaging technology within the U.S.
Military by significantly increasing the shelf lifef produce for overseas shipments. Apio is novaproved vendor for its BreatheWay
packaging technology to the U.S. Military.

In June 2008, Apio entered into a collation agreement with Seminis Vegetable Seeds, &ngholly-owned subsidiary of Monsanto,
develop novel broccoli and cauliflower products thoe exclusive sale by Apio in the North Americaarket. These novel products will be
packaged in Landec’s proprietary BreatheWay packpgnd will be sold to retail grocery chains, citbres and the food service industry.
Field trials for the initial target varieties begarthe Fall of 2008.

In addition, the Company has commercagalinew lines of fresh cut vegetable side dishegetable salads and vegetable snacks.
Commodity Trading Business

Commodity Trading revenues consist obEraies generated from the purchase and sale ofnisimiole commodity fruit and vegetable
products to Asia through Apio’s export company,-E&| and from the purchase and sale of whole conitmédit and vegetable products
domestically to Wal-Mart. The Commodity Trading imgss is a buy/sell business that realizes a cosionisbased margin in the 5-6% range.

The Business: Commodity Trading

Commodity Trading had revenues of appmately $61 million for the fiscal year ended May, 2009, $60 million for the fiscal year
ended May 25, 2008 and $50 million for the fiscgdyended May 27, 2007.

Apio is uniquely positioned to benefibiin the growth in export sales to Asia and othetspafrthe world over the next decade with Cal-
Ex. Through Cal-Ex, Apio is currently one of thegest U.S. exporters of broccoli to Asia.

Technology Licensing Business
Seeds Business — Intellicoat Seed Coatings anddcafd

Our Technology Licensing Business inchidar seed coating subsidiary Landec Ag LLC (“Landg”) which had revenues of $5.4
million for each of the fiscal years ended May 2009 and May 25, 2008, and $2.8 million for thedisyear ended May 27, 2007.

Following the sale of FCD, Landec Ag'sastgy has been to work closely with Monsanto tthier develop our patented, functional
polymer coating technology for sale and/or liceggimthe seed industry. In accordance with itsnlgse supply and R&D agreement with
Monsanto, Landec Ag is currently focused on comiméring products for the seed corn market and thlans to broaden the technology to
other seed crop applications.

The Technology and Market Opportunity: Intellic&sed Coatings

Landec’s Intellicoat seed coating appi@mss are designed to control seed germinatiomtnincrease crop yields, reduce risks and
extend crop-planting windows. These coatings areeatly available on hybrid corn, soybeans and rirddead corn used for seed production.
In fiscal year 2000, Landec Ag launched its fistnenercial product, Pollinator Plus® coatings, whigla coating application used by seed
companies as a method for spreading pollinatidndease yields and reduce risk in the productifdmybrid seed corn. There are
approximately 650,000 acres of seed productiohénnited States and in 2009 Pollinator Plus wasl iy 18 seed companies on
approximately 22% of the seed corn production aicréise U.S.
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Monsanto announced last year that it formed a ngsinless called the Seed Treatment Business whithlleiv Monsanto to develop i
seed treatment requirements internally. The conaegted treatments is to place an insecticidemgitide directly onto the seed surface in
order to protect the seed and the seedling asdtgan. Landec’s Intellicoat seed coating technotmmyd be an integral and proprietary part of
Monsanto’s commitment to building a major positinrseed treatments worldwide by using Landec’s seatings as a “carrier” of
insecticides/fungicides which can be dispenseteatppropriate time based on time or soil tempegaiduring fiscal year 2009 we have
focused on validating the use of Landec’s coataniphology for these applications.

Landec A¢— Sale of FCD

Landec received $50 million in cash patithe close for its sale of FCD in December 2@&ing fiscal year 2007, Landec recorded
income from the sale, net of direct expenses amddes, of $22.7 million. The income that was reedrdas equal to the difference between
the fair value of FCD of $40 million and its netdkovalue, less direct selling expenses and bonusescordance with generally accepted
accounting principles, the portion of the $50 roifliof proceeds in excess of the fair value of F@I$10 million, is being allocated to the
technology license agreement described below aaljrézed as revenue ratably over the five year tadrthe technology license agreement or
$2 million per year beginning December 2006. Thevalue of FCD was determined by management.

In December 2006, Landec also entereddrftve-year co-exclusive technology license aolgmer supply agreement (“the Agreemgnt”
with Monsanto for the use of Landec’s Intellicoatymer seed coating technology. Under the ternth®fAgreement, Monsanto has agreed to
pay Landec Ag $2.6 million per year in exchange(igra co-exclusive right to use Landec’s Intelfittemperature activated seed coating
technology worldwide during the license period, tt®) right to be the exclusive global sales andketarg agent for the Intellicoat seed coating
technology, and (3) the right to purchase the teldgy any time during the five year term of the &gment. Monsanto has also agreed to fund
all operating costs, including all Intellicoat raseh and development, product development and eplagement capital costs during the five
year agreement period. For each of the fiscal yeaded May 31, 2009 and May 25, 2008 Landec reeedr$5.4 million in revenues a
income from the Agreement and for the fiscal yeategl May 27, 2007 Landec recognized $2.7 milliorevenues and income from the
Agreement.

The Agreement also provides for a feeapde/to Landec Ag of $4 million if Monsanto elettgerminate the Agreement or $10 million,
amended from $8 million in May 2009, if Monsanteab to purchase Landec Ag. If the purchase ofsienercised before the fifth
anniversary of the Agreement, or if Monsanto eléztierminate the Agreement, all annual license fe®l supply payments that have not been
paid to Landec Ag will become due upon the purcloagermination. If Monsanto does not exercisgitschase option by the fifth anniversary
of the Intellicoat agreement, Landec Ag will reeethe termination fee and all rights to the Inteliit seed coating technology will revert to
Landec. Accordingly, we will receive aggregate mmoim guaranteed payments of $17 million for licefess and polymer supply payments
over five years or $23 million in aggregate maximpayments if Monsanto elects to purchase LandecTAg.minimum guaranteed payments
and the deferred gain of $2 million per year démxtiabove will result in Landec recognizing reveand operating income of $5.4 million per
year for fiscal years 2008 through 2011 and $2IWaniper year for fiscal years 2007 and 2012. reeemental $6 million to be received
the event Monsanto exercises the purchase opt®béren deferred and will be recognized upon theceseeof the purchase option. The fair
value of the purchase option was determined by gemant to be less than the amount of the defeenszhue.

If Monsanto elects to purchase Landecagain or loss on the sale of Landec Ag will bebgmized at the time of purchase. If Monsanto
exercises its purchase option, we expect to enterai new long-term supply agreement with Monsguotguant to which Landec would
continue to be the exclusive supplier of Intellicpalymer materials to Monsanto.
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Non-Seeds Busines

We believe our technology has commemidéntial in a wide range of industrial, consumad enedical applications beyond those
identified in our core businesses. For example couve patented technology, Intelimer materials, lmanised to trigger catalysts, insecticides or
fragrances just by changing the temperature ofrttedimer materials or to activate adhesives thfoagntrolled temperature change. In orde
exploit these opportunities, we have entered inthwill enter into licensing and collaborative corate agreements for product development
and/or distribution in certain fields. However, givthe infrequency and unpredictability of when@uwempany may enter into any such
licensing and research and development arrangentbat€ompany is unable to disclose its financkgleetations in advance of entering into
such arrangements.

Industrial Materials and Adhesivt

Landec’s industrial product developmerdategy is to focus on coatings, catalysts, regiddjtives and adhesives in the polymer
materials market. During the product developmesgestthe Company identifies corporate partnersippart the ongoing development and
testing of these products, with the ultimate gddioensing the applications at the appropriatestim

Intelimer Polymer Systen

Landec has developed latent catalystiiLiseextending pot-life, extending shelf life,decing waste and improving thermoset cure
methods. Some of these latent catalysts are ciyrieging distributed by Akzo-Nobel Chemicals B.Yiraugh our licensing agreement with Air
Products. The Company has also developed Intelimigmer materials useful in enhancing the formalgtptions for various personal care
products. The rights to develop and sell Landeatsrt catalysts and personal care technologies eresed to Air Products in March 2006.

Personal Care and Cosmetic Applicatic

Landec’s personal care and cosmetic eqjidins strategy is focused on supplying Intelimeterials to industry leaders for use in lotions
and creams, and potentially color cosmetics, ligstend hair care. The Company’s partner, Air Pctglus currently shipping products to
L’Oreal for use in lotions and creams. To date,dhles of Landec materials used in L'Oreal prodbatse not been material to the Company’s
financial results

Medical Applications

In December 2005, Landec entered intexatusive licensing agreement with Aesthetic SaésnCorporation (“Aesthetic Sciences”).
Aesthetic Sciences paid Landec an upfront liceasef $250,000 for the exclusive rights to use legfglintelimer materials technology for 1
development of dermal fillers worldwide. Landechailso receive royalties on the sale of produatsiporating Landec’s technology. In
addition, the Company has received shares of pegfestock valued at $1.8 million which as of May 3009 represented a 17.3% ownership
interest in Aesthetic Sciences. At this time, tlemPany is unable to predict the ultimate outcom#hefcollaboration with Aesthetic Sciences
and the timing or amount of future revenues, if.dfgr additional discussion of the Aesthetic Sceninvestment, see Note 1, subheading
“Investment in Non-Public Company” and Note 3, “ditse Agreements” in the Notes to the Consolidatedrn€ial Statements.

Sales and Marketing

Each of the Company’s core businessesiwgported by dedicated sales and marketing ressuftie Company intends to develop its
internal sales capacity as more products progoesartt commercialization and as business volumeredggeographically. During fiscal years
2009, 2008 and 2007, sales to the Company’s t@pdisstomers accounted for approximately 46%, 47&H886, respectively, of its revenues,
with the top customer, Costco Wholesale Corp., aating for approximately 21%, 20% and 21%, respedyi of the Company’s revenues.
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Apio

Apio has 17 sales people, located inreé@alifornia and throughout the U.S., supporting export business and the specialty packaged
value-added produce business.

Seasonality

The Company’s sales are moderately sehsrior to the sale of FCD, Landec Ag revenueab@ofits were concentrated over a few
months during the spring planting season (genedaifing the Company’s third and fourth fiscal qeas}. In addition, the Food Products
Technology business can be heavily affected byosedhsveather factors which have impacted quartedylts, such as high cost of sourcing
product in June/July 2006 and January 2007 duestmeage of essential value-added produce itetms Commaodity Trading business also
typically recognized a much higher percentagesofét/enues and profit during the first half of Laad fiscal year compared to the second |

Manufacturing and Processing
Food Products Technology Busint

The manufacturing process for the Comfsapsoprietary BreatheWay packaging products is paged of polymer manufacturing,
membrane manufacturing and label package convergitimird party toll manufacturer currently makeguwally all of the polymers for the
BreatheWay packaging. Select outside contractargistly manufacture the breathable membranes anddahas transitioned virtually all of
the label package conversion to Apio’s Guadalupditiato meet the increasing product demand angrawvide additional developmental
capabilities.

Apio processes virtually all of its fresht value-added products in its state-of-#ineprocessing facility located in Guadalupe, @atifa.
Cooling of produce is done through third partied Apio Cooling LP, a separate consolidated subsidiawhich Apio has a 60% ownership
interest and is the general partner.

Technology Licensing Business

The Company performs its batch coatingrations in a leased facility in Oxford, Indian&ig facility is being used to coat other seed
companies’ inbred seed corn with the Company’siftadibr Plus seed corn coatings.

The Company has a pilot manufacturingifgén Indiana to support process developmenalasaip and commercialization of the
Company’s seed coating programs. This facilityizg# a continuous coating process that has inatessessl coating capabilities by over tenfold
compared to the previous system using batch coaters

General

Many of the raw materials used in mantufideg certain of the Company’s products are cutygourchased from a single source,
including certain monomers used to synthesizeimggl polymers and substrate materials for the Cowgebreathable membranes. Upon
manufacturing scale-up of seed coating operatibiresCompany may enter into alternative supply ayeaments. Although to date the Company
has not experienced difficulty acquiring materfaisthe manufacture of its products, no assuraacebe given that interruptions in supplies
will not occur in the future, that the Company viié able to obtain substitute vendors, or thaCtbepany will be able to procure comparable
materials at similar prices and terms within a oeable time. Any such interruption of supply cobltye a material adverse effect on the
Company’s ability to manufacture and distributepiteducts and, consequently, could materially adhkesely affect the Company’s business,
operating results and financial condition.

Research and Development

Landec is focusing its research and agraknt resources on both existing and new appicatf its Intelimer technology. Expenditu
for research and development for the fiscal yeaded May 31, 2009, May 25, 2008 and May 27, 200/ 8.7 million, $3.3 million and $3
million, respectively. Research and developmeneasdfures funded by corporate or governmental pestwere $152,000 for the fiscal year
ended May 31, 2009,
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$418,000 for the fiscal year ended May 25, 2008%6#1,000 for the fiscal year ended May 27, 200 Tompany may continue to seek
funds for applied materials research programs ftb8 government agencies as well as from commegaiéies. The Company anticipates
that it will continue to have significant researnid development expenditures in order to maintaindmpetitive position with a continuing
flow of innovative, high-quality products and see$. As of May 31, 2009, Landec had 24 employegagad in research and development
with experience in polymer and analytical chemistmpduct application, product formulation, mecltahand chemical engineering.

Competition

The Company operates in highly competitind rapidly evolving fields, and new developmemésexpected to continue at a rapid pace.
Competition from large food packaging and agriaateompanies is intense. In addition, the natdith@ Company'’s collaborative
arrangements and its technology licensing busimesgsresult in its corporate partners and licenseesming competitors of the Company.
Many of these competitors have substantially grfatancial and technical resources and produdiioth marketing capabilities than the
Company, and many have substantially greater espesiin conducting field trials, obtaining regutgtapprovals and manufacturing and
marketing commercial products. There can be norassa that these competitors will not succeed ureliping alternative technologies and
products that are more effective, easier to udessrexpensive than those which have been or arg developed by the Company or that
would render the Company’s technology and prodoiotolete and non-competitive.

Patents and Proprietary Rights

The Company’s success depends in largeopats ability to obtain patents, maintain traderet protection and operate without
infringing on the proprietary rights of third pasi The Company has had 36 U.S. patents issueliofi@9 remain active as of May 31, 2009
with expiration dates ranging from 2010 to 2023e Tompany'’s issued patents include claims relatngpmpositions, devices and use of a
class of temperature sensitive polymers that ekHibtinctive properties of permeability, adhes#ord viscosity control. There can be no
assurance that any of the pending patent applitatidll be approved, that the Company will devedaldlitional proprietary products that are
patentable, that any patents issued to the Compdingrovide the Company with competitive advantage will not be challenged by any th
parties or that the patents of others will not presthe commercialization of products incorporating Company’s technology. Furthermore,
there can be no assurance that others will nopiedgently develop similar products, duplicate ahthe Companys products or design arou
the Company’s patents. Any of the foregoing restiisld have a material adverse effect on the Cogipdiusiness, operating results and
financial condition.

The commercial success of the Companlyalgb depend, in part, on its ability to avoidrin§ing patents issued to others. The Company
has received, and may in the future receive, fioind {parties, including some of its competitorstices claiming that it is infringing third party
patents or other proprietary rights. If the Compeamye determined to be infringing any third-parétgnt, the Company could be required to
pay damages, alter its products or processes nditanses or cease certain activities. In addjtiopatents are issued to others which contain
claims that compete or conflict with those of thengpany and such competing or conflicting claimsudtienately determined to be valid, the
Company may be required to pay damages, to obitaindes to these patents, to develop or obtaimatige technology or to cease using such
technology. If the Company is required to obtaiy Brenses, there can be no assurance that the &onwll be able to do so on commercie
favorable terms, if at all. The Company’s failuoeobtain a license to any technology that it mayunee to commercialize its products could
have a material adverse impact on the Company’iséss, operating results and financial condition.

Litigation, which could result in substiahcosts to the Company, may also be necessawgftirce any patents issued or licensed to the
Company or to determine the scope and validithofitparty proprietary rights. If competitors oktlCompany prepare and file patent
applications in the United States that claim tedbgyp also claimed by the Company, the Company naasehio participate in interference
proceedings declared by the U.S. Patent and Tratte@ffice to determine priority of invention, whiawould result in substantial cost to and
diversion of effort by the Company, even if the mual outcome is favorable to the Company. Any dilighation or interference proceeding,
regardless of outcome, could be expensive anddansuming and could subject the Company to sigitidiabilities to third parties, require
disputed rights to be licensed from third partieseguire the Company to cease using such
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technology and consequently, could have a matadiatrse effect on the Company’s business, operegsgts and financial condition.

In addition to patent protection, the @amy also relies on trade secrets, proprietary khow and technological advances which the
Company seeks to protect, in part, by confidemgi@greements with its collaborators, employeesamsultants. There can be no assurance
that these agreements will not be breached, teaCtdmpany will have adequate remedies for any breadhat the Company’s trade secrets
and proprietary know-how will not otherwise becokmewn or be independently discovered by others.

Employees

As of May 31, 2009, Landec had 110 firitd employees, of whom 57 were dedicated to rekedmelopment, manufacturing, quality
control and regulatory affairs and 53 were deditatesales, marketing and administrative activitiesdec intends to recruit additional
personnel in connection with the development, mactufing and marketing of its products. None ofdegis employees is represented by a
union, and Landec believes its relationship wisheinployees is good.

Available Information

Landec’s Web site is http://www.landeccd.andec makes available free of charge its anualrterly and current reports, and any
amendments to those reports, as soon as reasgnrabticable after electronically filing such remowith the SEC. Information contained on
our website is not part of this Report.

Iltem 1A. Risk Factors

Landec desires to take advantage of 8aée Harbor” provisions of the Private Securitiggghation Reform Act of 1995 and of Section
21E and Rule 3b-6 under the Securities Exchange®t934. Specifically, Landec wishes to alert evadhat the following important factors
could in the future affect, and in the past hafecéd, Landec’s actual results and could causeeia results for future periods to differ
materially from those expressed in any forward-loglkstatements made by or on behalf of Landec. eamdgsumes no obligation to update
such forward-looking statements.

The United States’ Economy is Currently UndergoiagPeriod of Slowdown and Unprecedented Volatilihich May Have an Adverse
Effect on Our Busines:

The U.S. and international economy andrftial markets have experienced significant slawdand volatility due to uncertainties
related to the availability of credit, energy pegdifficulties in the banking and financial semscsectors, softness in the housing market,
severely diminished market liquidity, geopoliticainflicts, falling consumer confidence and risingemployment rates. This slowdown has
could further lead to reduced demand for our prtgjuehich in turn, would reduce our revenues anceegkly affect our business, financial
condition and results of operations. In particuthe, slowdown and volatility in the global markatsve resulted in softer demand and more
conservative purchasing decisions by customerkjdimg a tendency toward lower-priced products,chitdould negatively impact our
revenues, gross margins and results of operatioragldition to a reduction in sales, our profitdhimay decrease during downturns because
we may not be able to reduce costs at the samasaier sales decline. These slowdowns are expextedrsen if current economic conditic
are prolonged or deteriorate further. We cannadiptéhe ultimate severity or length of the currenbnomic crisis, or the timing or severity of
future economic or industry downturns.

Given the current unfavorable economigremment, our customers may have difficulties obitey capital at adequate or historical le
to finance their ongoing business and operatiohi;iwcould impair their ability to make timely pagnts to us. This may result in lower sales
and/or additional inventory or bad debt expensd fordec. In addition to the impact of the econodaenturn on our customers, some of our
vendors and growers may experience a reductidmein &vailability of funds and cash flows, whichutt negatively impact their business as
well as ours. A continuing or deepening downturthef U.S. economy, including increased volatilityttie credit markets, could
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adversely impact our customers’ and vendors’ ghilitwillingness to conduct business with us ongame terms or at the same levels as they
have historically.

We are unable to predict the likely dimatand severity of the current disruption in threahcial markets and adverse economic condi
in the U.S. and other countries and such conditibrisey persist or worsen, will further adversetypact our business, operating results, and
financial condition. Further, these conditions amdertainty about future economic conditions malahallenging for Landec to forecast its
operating results, make business decisions, amdifig¢he risks that may affect its business, searand use of cash, financial condition and
results of operations.

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

In the past, our results of operationgehffuctuated significantly from quarter to quaréerd are expected to continue to fluctuate in the
future. Historically, Landec Ag has been the priynsource of these fluctuations, as its revenuesaofits were concentrated over a few
months during the spring planting season (genedaiting our third and fourth fiscal quarters). bidéion, Apio can be heavily affected by
seasonal and weather factors which have impactedegly results, such as the high cost of sourpiagluct in June/July 2006 and January
2007 due to a shortage of essential value-addetlpeoitems. Our earnings may also fluctuate basemlioability to collect accounts
receivables from customers and note receivables §pmwers and on price fluctuations in the freshetables and fruits markets. Other factors
that affect our food and/or agricultural operatiomgude:

. the seasonality of our supplies;
. our ability to process produce during critical restperiods
. the timing and effects of ripenin

. the degree of perishability;

. the effectiveness of worldwide distribution syste

. total worldwide industry volume:

. the seasonality of consumer demand;

. foreign currency fluctuations; at

. foreign importation restrictions and foreign paii risks.

As a result of these and other factoesgwpect to continue to experience fluctuationguarterly operating results.
We May Not Be Able to Achieve Acceptance of Our Newsducts in the Marketplace

Our success in generating significaresalf our products will depend in part on the abihf us and our partners and licensees to acl
market acceptance of our new products and techpolidte extent to which, and rate at which, we aghimarket acceptance and penetratic
our current and future products is a function ofgnaariables including, but not limited to:

. price;

. safety;

. efficacy;

. reliability;

. conversion cost:

. marketing and sales efforts; a

. general economic conditions affecting purchasirtepas.
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We may not be able to develop and intceduew products and technologies in a timely manneew products and technologies may
not gain market acceptance. We are in the earyestéproduct commercialization of certain Intelmi@sed specialty packaging, Intellicoat
seed coatings and other Intelimer polymer prodastsmany of our potential products are in develapm&/e believe that our future growth
will depend in large part on our ability to develmpd market new products in our target marketsimmngéw markets. In particular, we expect
that our ability to compete effectively with exiggifood products, agricultural, industrial and noadlicompanies will depend substantially on
successfully developing, commercializing, achievimarket acceptance of and reducing the cost ofymiad our products. In addition,
commercial applications of our temperature switolymer technology are relatively new and evolvi@gur failure to develop new products or
the failure of our new products to achieve markeeptance would have a material adverse effectiobwsiness, results of operations and
financial condition.

We Face Strong Competition in the Marketplace

Competitors may succeed in developingraditive technologies and products that are mdeetéfe, easier to use or less expensive than
those which have been or are being developed loy thet would render our technology and productot#die and nocempetitive. We opera
in highly competitive and rapidly evolving fieldsnd new developments are expected to continueagtié pace. Competition from large food
products, agricultural, industrial and medical camigs is expected to be intense. In addition, #tara of our collaborative arrangements may
result in our corporate partners and licenseesrbempour competitors. Many of these competitorsehswbstantially greater financial and
technical resources and production and marketipglutities than we do, and may have substantiathater experience in conducting clinical
and field trials, obtaining regulatory approvalsl ananufacturing and marketing commercial products.

We Have a Concentration of Manufacturing in One Lation for Apio and May Have to Depend on Third P&s$ to Manufacture Our
Products

Any disruptions in our primary manufadtigr operation at Apio’s facility in Guadalupe, Gafhia would 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 manufactur@mgucts. If we become dependent upon third gaftir the manufacture of our produ
our profit margins and our ability to develop aredivker those products on a timely basis may becedfe Failures by third parties may impair
our ability to deliver products on a timely basiglampair our competitive position. We may not béeao continue to successfully operate our
manufacturing operations at acceptable costs, adtieptable yields, and retain adequately trainesbpeel.

Our Dependence on Single-Source Suppliers and Ssr\Rroviders May Cause Disruption in Our OperatioBtiould Any Supplier Fail to
Deliver Materials

We may experience difficulty acquiringterdals or services for the manufacture of our piatsl or we may not be able to obtain
substitute vendors. We may not be able to procomgparable materials at similar prices and termbiwia reasonable time. Several services
that are provided to Apio are obtained from a snglovider. Several of the raw materials we useaoufacture our products are currently
purchased from a single source, including some mmems used to synthesize Intelimer polymers andtsatbsmaterials for our breathable
membrane products. Any interruption of our relasioip with single-source suppliers or service prexsdcould delay product shipments and
materially harm our business.

We May Be Unable to Adequately Protect Our Intelieal Property Rights

We may receive notices from third partiasluding some of our competitors, claiming inffement by our products of patent and other
proprietary rights. Regardless of their merit, mgfing 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 tdéf assuccessful claim is made against us
and we fail to develop or license a substitute neétgy, we could be required to alter our prodactprocesses and our business, results of
operations or financial position could be mateyialiversely affected. Our success depends in fEgeon our ability to obtain patents,
maintain trade secret protection and operate withdtinging on the proprietary rights of third pias. Any pending patent applications we file
may not be approved and we may not be able to de\alditional proprietary
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products that are patentable. Any patents issued tbay not provide us with competitive advantagamay be challenged by third parties.
Patents held by others may prevent the commerataiiz of products incorporating our technology.tRearmore, others may independently
develop similar products, duplicate our productdesign around our patents.

Our Operations Are Subject to Regulations that Ditey Impact Our Business

Our food packaging products are subcegulation under the Food, Drug and Cosmetic(thet “FDC 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 amd &dditive unless the substance is generallygrézed as safe. We believe that food
packaging materials are generally not considered #alditives by the FDA because these productearexpected to become components of
food under their expected conditions of use. Wesitar our breathable membrane product to be afacklaging material not subject to
regulation or approval by the FDA. We have not ez any communication from the FDA concerning brgathable membrane product. If
the FDA were to determine that our breathable mamdproducts are food additives, we may be requiredbmit a food additive petition for
approval by the FDA. The food additive petition gess is lengthy, expensive and uncertain. A deteation by the FDA that a food additive
petition is necessary would have a material adveffeet on our business, operating results andhéiiz condition.

Federal, state and local regulations isepearious environmental controls on the use, ggrdischarge or disposal of toxic, volatile or
otherwise hazardous chemicals and gases used maiotime manufacturing processes. Our failure tarobthe use of, or to restrict adequately
the discharge of, hazardous substances under pasieure regulations could subject us to subtshlhiability or could cause our
manufacturing operations to be suspended and chamgavironmental regulations may impose the rieeddditional capital equipment or
other requirements.

Our agricultural operations are subjec wvariety of environmental laws including, theoB@uality Protection Act of 1966, the Clean
Air Act, the Clean Water Act, the Resource Consiiomaand Recovery Act, the Federal Insecticide,dicide and Rodenticide Act, and the
Comprehensive Environmental Response, Compensatidhiability Act. Compliance with these laws amthted regulations is an ongoing
process. Environmental concerns are, however, émtién most agricultural operations, including th@ge conduct. Moreover, it is possible
future developments, such as increasingly stricirenmental laws and enforcement policies couldiltéa increased compliance costs.

The Company is subject to the PerishAlgliécultural Commodities Act (“PACA”) law. PACA regates fair trade standards in the fresh
produce industry and governs all the products bglépio. Our failure to comply with the PACA regeiments could among other things, result
in civil penalties, suspension or revocation otarnse to sell produce, and in the most egregiasss; criminal prosecution, which could ha
material adverse effect on our business.

Adverse Weather Conditions and Other Acts of GodyMaause Substantial Decreases in Our Sales andfaréases in Our Cosi

Our Food Products Technology businessiligect to weather conditions that affect commoplitges, crop yields, and decisions by
growers regarding crops to be planted. Crop diseasd severe conditions, particularly weather danth such as floods, droughts, frosts,
windstorms, earthquakes and hurricanes, may adyefect the supply of vegetables and fruits usedur business, which could reduce the
sales volumes and/or increase the unit productistsc Because a significant portion of the costdigaed and contracted in advance of each
operating year, volume declines due to productieriuptions or other factors could result in ims@s in unit production costs which could
result in substantial losses and weaken our firgduecindition.

We Depend on Strategic Partners and Licenses fotua Development

Our strategy for development, clinicatldield testing, manufacture, commercialization amarketing for some of our current and future
products includes entering into various collaboradiwith corporate partners, licensees
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and others. We are dependent on our corporategpartm develop, test, manufacture and/or markeesainour products. Although we believe
that our partners in these collaborations havecan@amic motivation to succeed in performing th@nttactual responsibilities, the amount and
timing of resources to be devoted to these aaivitire not within our control. Our partners mayp®form their obligations as expected or we
may not derive any additional revenue from therageanents. Our partners may not pay any additiop@bm or license fees to us or may not
develop, market or pay any royalty fees relategrémucts under the agreements. Moreover, somesafdtiaborative agreements provide that
they may be terminated at the discretion of thpaw@te partner, and some of the collaborative ageaés provide for termination under other
circumstances. Our partners may pursue existirggt@mative technologies in preference to our tetdgy. Furthermore, we may not be able
negotiate additional collaborative arrangementiénfuture on acceptable terms, if at all, andanliaborative arrangements may not be
successful.

Both Domestic and Foreign Government RegulationsrCidave an Adverse Effect on Our Business Operatic

Our products and operations are subfegbternmental regulation in the United Statesfaneign countries. The manufacture of our
products is subject to periodic inspection by ratprly authorities. We may not be able to obtairessary regulatory approvals on a timely
basis or at all. Delays in receipt of or failure¢geive approvals or loss of previously receivegravals would have a material adverse effect
on our business, financial condition and resultsp#rations. Although we have no reason to belieaewe will not be able to comply with all
applicable regulations regarding the manufactutesate of our products and polymer materials, @#gpris are always subject to change and
depend heavily on administrative interpretationd #re country in which the products are sold. Feizlranges in regulations or interpretations
relating to matters such as safe working condititatsoratory and manufacturing practices, enviromaecontrols, and disposal of hazardot
potentially hazardous substances may adverselgtafte business.

We are subject to USDA rules and regateticoncerning the safety of the food products leahaind sold by Apio, and the facilities in
which they are packed and processed. Failure tglyowith the applicable regulatory requirements,@mnong other things, result in:

. fines, injunctions, civil penalties, and suspensjon

. withdrawal of regulatory approvals,

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

. criminal prosecution.

We may be required to incur significaosts to comply with the laws and regulations inftitare which may have a material adverse
effect on our business, operating results and €igduicondition.

Our International Operations and Sales May ExposeicBusiness to Additional Risks

For the fiscal year ended May 31, 20@@raximately 30% of our total revenues were derifrech product sales to international
customers. A number of risks are inherent in irdéamal transactions. International sales and djpermmay be limited or disrupted by any of
the following:

. regulatory approval proces
. government controls,

. export license requiremen
. political instability,

. price controls,

. trade restrictions

. changes in tariffs, or
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. difficulties in staffing and managing internatiormgderations.

Foreign regulatory agencies have or nsghdish product standards different from thost@United States, and any inability to obtain
foreign regulatory approvals on a timely basis ddwve a material adverse effect on our internatibasiness, and our financial condition and
results of operations. While our foreign salescanmgently priced in dollars, fluctuations in curcgrexchange rates may reduce the demand for
our products by increasing the price of our proglicthe currency of the countries to which thedpiais are sold. Regulatory, geopolitical and
other factors may adversely impact our operatiartbé future or require us to modify our currensibpess practices.

Cancellations or Delays of Orders by Our Customéfay Adversely Affect Our Business

During the fiscal year ended May 31, 20fles to our top five customers accounted forapmately 46% of our revenues, with our
largest customer, Costco Wholesale Corporatiorguatting for approximately 21% of our revenues. \Wpeet that, for the foreseeable future,
a limited number of customers may continue to antéar a substantial portion of our net revenues. My experience changes in the
composition of our customer base as we have expmikin the past. We do not have Idegm purchase agreements with any of our custo
The reduction, delay or cancellation of orders frame or more major customers for any reason ologgof one or more of our major
customers could materially and adversely affectbmginess, operating results and financial condlitio addition, since some of the products
processed by Apio at its Guadalupe, Californialitcire sole sourced to its customers, our opegatesults could be adversely affected if one
or more of our major customers were to developragbarces of supply. Our current customers maycantinue to place orders, orders by
existing customers may be canceled or may notmoatat the levels of previous periods or we maybeadble to obtain orders from new
customers.

Our Sale of Some Products May Increase Our Expostwdroduct Liability Claims

The testing, manufacturing, marketing] aale of the products we develop involve an intterisk of allegations of product liability. If
any of our products were determined or allegedetodntaminated or defective or to have causedrafhbaccident to an end-customer, we
could incur substantial costs in responding to damfs or litigation regarding our products and puwduct brand image could be materially
damaged. Either event may have a material advéfieset en our business, operating results and firrmondition. Although we have taken ¢
intend to continue to take what we believe are @iate precautions to minimize exposure to protlability claims, we may not be able to
avoid significant liability. We currently maintaproduct liability insurance. While we believe theverage and limits are consistent with
industry standards, our coverage may not be adequahay not continue to be available at an acbéptzost, if at all. A product liability
claim, product recall or other claim with respexuhinsured liabilities or in excess of insuredilities could have a material adverse effect on
our business, operating results and financial dadi

Our Stock Price May Fluctuate in Accordance with Meet Conditions

The following events may cause the mapkige of our common stock to fluctuate signifidgint

. technological innovations applicable to our proguct

. our attainment of (or failure to attain) milestormeshe commercialization of our technoloy
. our development of new products or the developroénew products by our competitors,
. new patents or changes in existing patents appicatour products,

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

. development of new collaborative arrangements hpuiscompetitors or other parties,

. changes in government regulations applicable tdoasmess,

. changes in investor perception of our busin

. fluctuations in our operating results and

. changes in the general market conditions in ouwshy.
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These broad fluctuations may adversely affect theket price of our common stock.
Our Controlling Stockholders Exert Significant Infience over Corporate Events that May Conflict witie Interests of Other Stockholders

Our executive officers and directors #malr affiliates own or control approximately 10%owr common stock (including options
exercisable within 60 days). Accordingly, theseaeiffs, directors and stockholders may have thétyabil exert significant influence over the
election of our Board of Directors, the approvahofendments to our certificate of incorporation byldws and the approval of mergers or
other business combination transactions requiriogkfiolder approval. This concentration of owngushiay have the effect of delaying or
preventing a merger or other business combinatasaction, even if the transaction or amendmentddwbe beneficial to our other
stockholders. In addition, our controlling stockifers may approve amendments to our certificataafrporation or bylaws to implement anti-
takeover or management friendly provisions that matybe beneficial to our other stockholders.

We May Be Exposed to Employment Related Claims @adts that Could Materially Adversely Affect Our Bimess

We have been subject in the past, andbedwg the future, to claims by employees basedllegations of discrimination, negligence,
harassment and inadvertent employment of illegahalor unlicensed personnel, and we may be sutgjgetyment of workers’ compensation
claims and other similar claims. We could incurgahtial costs and our management could spenddiségnt amount of time responding to
such complaints or litigation regarding employegrok, which may have a material adverse effectwrbasiness, operating results and
financial condition.

We Are Dependent on Our Key Employees and if Onéiare of Them Were to Leave, We Could Experiencéfiblties in Replacing Then
and Our Operating Results Could Suffer

The success of our business dependsitméicant extent upon the continued service amdgvmance of a relatively small number of
key senior management, technical, sales, and niagkeersonnel. The loss of any of our key persommlld likely harm our business. In
addition, competition for senior level personnethAlinowledge 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 aceethem. As a result, management
attention may be diverted from managing our businesd we may need to pay higher compensatiorptage these employees.

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

Our Board of Directors has the authoritithout further approval of our stockholders, itothe rights and preferences, and to issue
shares, of preferred stock. In November 1999, weeid and sold shares of Series A Convertible Refe3tock and in October 2001 we issued
and sold shares of Series B Convertible PrefertedkSThe Series A Convertible Preferred Stock e@wverted into 1,666,670 shares of
Common Stock in November 2002 and the Series B &tible Preferred Stock was converted into 1,742 difares of Common Stock in May
2004.

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

We Have Never Paid any Dividends on Our Common &toc

We have not paid any cash dividends arGmmmon Stock since inception and do not expedbtso in the foreseeable future. Any
dividends may be subject to preferential dividepdgable on any preferred stock we may issue.

Our Profitability Could Be Materially and Adverseljffected if it Is Determined that the Book Valud @oodwill is Higher than Fair Value

Our balance sheet includes an amoungdatad as “goodwill” that represents a portion wf @assets and our stockholders’ equity.
Goodwill arises when an acquirer pays more forsir®ss than the fair value of the
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tangible and separately measurable intangiblesssts. Under Statement of Financial Accountingd&teds No. 142 Goodwill and Other
Intangible Asset”, beginning in fiscal year 2002, the amortizatafrgoodwill has been replaced with an “impairmegstt which requires that
we compare the fair value of goodwill to its boaktue at least annually and more frequently if ainstances indicate a possible impairment. If
we determine at any time in the future that thekbeadue of goodwill is higher than fair value thire difference must be written-off, which
could materially and adversely affect our profiteypi

1 B. Unresolved Staff Comments
None.
I tem 2. Properties

As of May 31, 2009, the Company ownetkased properties in Menlo Park, Arroyo Grande @nddalupe, California; West Lebanon
and Oxford, Indiana.

These properties are described below:

Acres
Business of Lease
Location Segment Ownership Facilities Land Expiration
Menlo Park, CA Technology Leasec 10,400 square feet of office and laborat — 12/31/14
Licensing space
West Lebanon, IN Technology Owned 4,000 square feet of warehouse and — —
Licensing manufacturing spac
Oxford, IN Technology Leased 13,400 square feet of laboratory and — 6/30/10
Licensing manufacturing spac
Guadalupe, C/ Food Product Owned 142,000 square feet of office spa 17.7 —
Technology manufacturing and cold stora
Arroyo Grande, CA Commodity Leased 1,100 square feet of office space — Month to
Trading Month

There are no bank liens encumbering any of the @Garyip owned land and buildings.
I tem 3. Legal Proceedings

The Company is involved in litigationsing in the normal course of business. The Companyrrently not a party to any legal
proceedings which management believes could restlie payment of any amounts that would be mdterithe business or financial condit
of the Company.

I tem 4. Submission of Matters to a Vote of Security Holders
There were no matters submitted to a wbtecurity holders during the fourth quarterled Company’s fiscal year ended May 31, 2009.
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PARTII
I tem 5. Market for Registrant's Common Equity, Related Skémlder Matters and Issuer Purchases of Equity Seities

Market Information

The Common Stock is traded on The NASDBIQbal Select Market under the symbol “LNDC". Tliidwing table sets forth for each
period indicated the high and low sales pricesiierCommon Stock.

Fiscal Year Ended May 31, 2009 High Low
4" Quarter ending May 31, 2009 $ 700 $ 3.87
3 Quarter ending March 1, 2009 $ 736 $ 4T¢€
2 "dQuarter ending November 30, 2008 $ 966 $ 581
1 StQuarter ending August 31, 2008 $ 99 $ 6.3t

Fiscal Year Ended May 25, 200 High Low
4 Quarter ending May 25, 2008 $ 994 $ 7.5C
3 Quarter ending February 24, 2008 $ 1400 $ 8.2¢
2 "dQuarter ending November 25, 2007 $ 1678 $ 11.11
1 stQuarter ending August 26, 2007 $1417 $ 9.6C

Holders

There were approximately 75 holders obrd of 26,347,140 shares of outstanding CommookSis of July 20, 2009. Since certain
holders are listed under their brokerage firm’s agnthe actual number of stockholders is higher.

Dividends

The Company has not paid any dividendtherCommon Stock since its inception. The Compgaegently intends to retain all future
earnings, if any, for its business and does natigate paying cash dividends on its Common Stadké foreseeable future.

Issuer Purchases of Equity Securities

There were no shares repurchased by ahgp@ny during the fiscal quarter ended on May 83092
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| tem 6. Selected Financial Dat:

The information set forth below is notassarily indicative of the results of future opierss and should be read in conjunction with the
information contained in ltem 7 — “Management’sdission and Analysis of Financial Condition anduRsof Operations” and the
Consolidated Financial Statements and Notes to @iolated Financial Statements contained in Itenfi #Bis report.

Year Year Year Year Year
Ended Ended Ended Ended Ended

Statement of Operations Data: May 31, May 25, May 27, May 28, May 29,
(in thousands) 2009 2008 2007 2006 2005
Revenues

Product sale $ 224,40 $ 227,55( $ 201,89 $ 22540: $ 201,02(

Service revenue 4,14 3,64( 3,53¢ 3,72 3,70

License fee! 6,00( 6,231 4,01z 2,39¢ 88

R&D and royalty revenue 1,38¢ 1,10¢ 1,054 42¢ 41¢
Total revenue 235,93t 238,52' 210,49¢ 231,95: 205,23(
Cost of revenue

Cost of product sale 198,36¢ 197,28t 175,25: 188,90: 170,35¢

Cost of service revent 3,28¢ 3,011 2,86( 3,00t 2,89¢
Total cost of revenu 201,65¢ 200,29¢ 178,11: 191,90¢ 173,25t
Gross profil 34,28( 38,22¢ 32,38¢ 40,04« 31,97:
Operating costs and expens

Research and developmt 3,66¢ 3,251 3,074 3,04z 2,54:

Selling, general and administrati 18,017 19,801 21,61¢ 27,97¢ 23,41

Income from sale of FCI — — (22,669 — —
Total operating costs and expen 21,68: 23,05 2,021 31,02: 25,95¢
Operating profil 12,59¢ 15,17¢ 30,36¢ 9,02: 6,017
Interest incomt 1,30¢ 2,21¢ 1,94t 63z 214
Interest expens (8 (22 (257) (452) (4149)
Minority interest expens (555) 477 (414 (55%) (415)
Net income before taxe 13,34 16,89¢ 31,64¢ 8,651 5,40z
Income tax expens (5,617 (3,359 (2,45¢) — —
Net income $ 7,73C $ 1354: $ 29,18¢ $ 8,651 $ 5,40z
Basic net income per she $ 03C $ 05z $ 11¢ $ 03t $ 0.2¢
Diluted net income per sha $ 0.2¢ % 05C $ 107 $ 03z $ 0.21
Shares used in per share computal
Basic 26,20: 26,06¢ 25,26( 24,55; 23,70¢
Diluted 26,75 26,93t 26,55¢ 25,651 24,61«
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Balance Sheet Data: May 31, May 25, May 27, May 28, May 29,

(in thousands) 2009 2008 2007 2006 2005
Cash and cash equivale $ 4345¢ $ 4439% $ 6255¢ $ 1516¢ $ 7,42¢
Total asset 153,49¢ 149,95° 141,36¢ 119,02! 100,07
Debt — — — 2,01¢ 3,08¢
Retained earnings (defici 9,22 1,492 (19,339 (41,239 (48,890
Total stockholder equity $ 12540¢ $ 114,46¢ $ 110,22t $ 8504¢ $ 72,06(

Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion should be readaénjunction with the Comparg/Consolidated Financial Statements containecein B of this
report. Except for the historical information cantd herein, the matters discussed in this reperfaward-looking statements within the
meaning of Section 21E of the Securities Exchangteof1934. These forward-looking statements ingatertain risks and uncertainties that
could cause actual results to differ materiallynirthose in the forward-looking statements. Poténisis and uncertainties include, without
limitation, those mentioned in this report andparticular, the factors described in Item 1A. “Riskctors.” Landec undertakes no obligation to
revise any forward-looking statements in orderetibect events or circumstances that may arise Hfeedate of this report.

Overview

Since its inception in October 1986, @wnpany has been engaged in the research and geaibof its Intelimer technology and
related products. The Company has launched foutustdines from this core development — QuickCasplints and casts, in April 1994,
which was subsequently sold to Bissell Healthcasgp@ration in August 1997; BreatheWay packagingnetogy for the fresh-cut and whole
produce packaging market, in September 1995; m&liPolymer Systems that includes polymer matef@ailsarious industrial applications in
June 1997 and for personal care applications ineNter 2003; and Intellicoat coated corn seedseri-#il of 1999.

Landec has three core businesses — Faatli€éts Technology, Commodity Trading and Technplbigensing. The Food Products
Technology segment combines the Company’s Intelpaekaging technology with Apio’s fresh-cut and Yeéhproduce business. The
Commodity Trading business is operated through Aypid combines Apio’s Cal-Ex export company with &pidomestic buy-sell commodity
business that purchases and sells whole fruit agétable products to Asia and domestically to WakMThe Technology Licensing business
includes our proprietary Intellicoat seed coatiaghinology which we have licensed to Monsanto amdrdalimer polymer business that
licenses and/or supplies products outside of oedAeroducts Technology business to companies suélir #roducts and Nitta. See “Business
- Description of Core Business”.

From inception through May 31, 2009, @@mpany’s retained earnings were $9.2 million. Teenpany may incur losses in the future.
The amount of future net profits, if any, is uneértand there can be no assurance that the Comyiliipe able to sustain profitability in futu
years.

Critical Accounting Policies and Use of Estimates
Use of Estimates

The preparation of financial statementsanformity with U.S. generally accepted accoupfininciples requires management to make
certain estimates and judgments that affect theuatsaeported in the financial statements and apamying notes. The accounting estimates
that require management’s most significant, diffiesnd subjective judgments include revenue redagnisales returns and allowances;
recognition and measurement of current and defén@ane tax assets and liabilities; the assessofeetoverability of long-lived assets; the

-25 -




valuation of intangible assets and inventory; tAkigtion and nature of impairments of investmeauts} the valuation and recognition of stock-
based compensation.

These estimates involve the consideratfaromplex factors and require management to malgments. The analysis of historical and
future trends, can require extended periods of tormesolve, and are subject to change from pedqukriod. The actual results may differ fr
management’s estimates.

Allowance for Doubtful Accoun

The Company maintains allowances for dimilaccounts for estimated losses resulting frominability of its customers to make
required payments. The allowance for doubtful aot®is based on review of the overall conditiomofounts receivable balances and review
of significant past due accounts. If the financiahdition of the Company’s customers were to detate, resulting in an impairment of their
ability to make payments, additional allowances ayequired. Bad debt losses are partially miéidatue to the fact that the Company’s
customers are predominantly large financially lagkmnational and regional retailers.

Inventories

Inventories are stated at the lower &t @ market. If the cost of the inventories excetibir expected market value, provisions are
recorded currently for the difference between th& and the market value. These provisions arerdeted based on specific identification for
unusable inventory and an additional reserve, bandustorical losses, for inventory currently cidlesed to be unusable.

Revenue Recognitic

Revenue from product sales is recognizieen there is persuasive evidence that an arrangesmists, delivery has occurred, title has
transferred, the price is fixed and determinalel, eollectibility is reasonably assured. Allowanees established for estimated uncollectible
amounts, product returns, and discounts basedemifigpidentification and historical losses.

The Company takes title to all produdeaties and/or packages, and therefore, recorésueg and cost of sales at gross amounts in the
consolidated statements of income in accordande Eviterging Issues Task Force No. 99R8porting Revenue Gross as a Principal versus
Net as an Agen

Licensing revenue is recognized in acanog with Staff Accounting Bulletin No. 10Revenue Recognition (a replacement of SAB 101)
(SAB 104). Initial license fees are deferred anadired to revenue over the period of the agreemdien a contract exists, the fee is fixed
determinable, and collectibility is reasonably asduNoncancellable, nonrefundable license feesem@gnized over the period of the
agreement, including those governing research amdldpment activities and any related supply agesgrantered into concurrently with the
license when the risk associated with commerciatineof a product is non-substantive at the outééihe arrangement.

Contract revenue for research and dewedmp (R&D) is recorded as earned, based on thenpeahce requirements of the contract. Non-
refundable contract fees for which no further perfance obligations exist, and there is no contiguvolvement by the Company, are
recognized on the earlier of when the paymentseareived or when collection is assured.

Goodwill and Other Intangibles

The Company'’s intangible assets are caagmprimarily of goodwill and other intangible atswith indefinite lives (collectively,
“intangible assets”), which the Company recogniredccordance with the guidelines in SFAS No. Blsiness Combinations{(*SFAS
141" (i) upon the acquisition, in December 199Balbthe assets of Apio, which consists of the ¢F@woducts Technology and Commodity
Trading reporting units and (ii) from the repurchag all minority interests in the common stock.ahdec Ag, a subsidiary of the Company, in
December 2006. SFAS 141 defines goodwill as “theess of the cost of an acquired entity over theoh#ie
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estimated fair values of the assets acquired amtabhilities assumed at date of acquisition.” idtiangible assets, including goodwill,
associated with the Apio acquisition were allocatethe Food Products Technology reporting unispant to SFAS 141 based upon the
allocation of assets and liabilities acquired aodsideration paid for the Food Products Technolegyrting unit. The consideration paid for
the Commodity Trading reporting unit approximatedfair market value at the time of acquisitiong @imerefore no intangible assets were
recorded in connection with the Company’s acquisitf this reporting unit. Goodwill associated witle Technology Licensing reporting unit
consists entirely of goodwill resulting from theotechase of the Landec Ag minority interests.

The Company tests its intangible assatgripairment at least annually, in accordance Withprovisions of SFAS No. 14&oodwill
and Other Intangible Assef$SFAS 142”). When evaluating indefinite-lived imgible assets for impairment, SFAS 142 requireshepany
to compare the fair value of the asset to its dagryalue to determine if there is an impairmessloNhen evaluating goodwill for impairment,
SFAS 142 requires the Company to first compardahersalue of the reporting unit to its carryinglva to determine if there is an impairment
loss. If the fair value of the reporting unit exdséts carrying value, goodwill is not consideregpaired; thus application of the second step of
the two-step approach in SFAS 142 is not requitgxblication of the intangible assets impairmentgesquires significant judgment by
management, including identification of reportingts, assignment of assets and liabilities to répgunits, assignment of intangible assets to
reporting units, and the determination of the Yailue of each indefinite-lived intangible asset aggbrting unit based upon projections of
future net cash flows, discount rates and marketiphes, which judgments and projections are inhdyeuncertain.

The Company tested its intangible aseetenpairment as of July 26, 2009 and determired ho adjustments to the carrying values of
the intangible assets were necessary as of that@ata quarterly basis, the Company consideredbd to update its most recent annual tests
for possible impairment of its intangible assetsdirl on management’s assessment of changes usiteds and other economic factors since
the most recent annual evaluation. Such changsigrifficant or material, could indicate a needipalate the most recent annual tests for
impairment of the intangible assets during theentrperiod. The results of these tests could leadrite-downs of the carrying values of the
intangible assets in the current period.

The Company uses the discounted cash(fib@F") approach to develop an estimate of failuea The DCF approach recognizes that
current value is premised on the expected recéifpitare economic benefits. Indications of value developed by discounting projected future
net cash flows to their present value at a rateréifects both the current return requirementthefmarket and the risks inherent in the specific
investment. The market approach was not used teevhke Food Products Technology and Technologynisiog reporting units (the
“Reporting Units”) because insufficient market caamgbles exist to enable the Company to developsoreble fair value of its intangible
assets due to the unique nature of each of the @oygoReporting Units.

The DCF approach requires the Compamxéscise judgment in determining future busineskfarancial forecasts and the related
estimates of future net cash flows. Future net dasvs depend primarily on future product salesjolibare inherently difficult to predict. The
net cash flows are discounted at a rate that tsfleath the current return requirements of the etagkd the risks inherent in the specific
investment.

The DCF associated with the Technologehsing reporting unit is based on the Agreemettt Mionsanto. Under the Agreement,
Monsanto has agreed to pay Landec Ag a licenseff$2.6 million in cash per year for five years megng in December 2006, and a fee of
$4.0 million if Monsanto elects to terminate therégment, or $10.0 million if Monsanto elects toghase Landec Ag. If the purchase optic
exercised before the fifth anniversary of the Agmeat, or if Monsanto elects to terminate the Agreetnall annual license fees that have not
been paid to Landec Ag will become due upon thelmse or termination. As of May 31, 2009, the ¥aiue of the Technology Licensing
reporting unit, as determined by the DCF appro&cimore than double its book value, and therefiooentangible asset impairment was
deemed to exist. The discount rate utilized appnaxés the risk free interest rate as the cashdtosam is guaranteed under the terms of the
Agreement. A 1% increase in the discount rate woolchave a significant impact on the excess ofvaiue over book value.
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The DCF associated with the Food Produietnology reporting unit is based on manageméngsyear projection of revenues, gross
profits and operating profits by fiscal year anduases a 40% effective tax rate for each year. Mamagt takes into account the historical
trends of Apio and the industry categories in whiqhio operates along with inflationary factors, ramt economic conditions, new product
introductions, cost of sales, operating expensgstal requirements and other relevant data whegldping its projection. As of May 31,
2009, the fair value of the Food Products Technplegorting unit, as determined by the DCF approaas approximately double its book
value, and therefore, no intangible asset impaitm@&s deemed to exist. A 1% increase in the discaia would not have a significant impact
on the excess of fair value over book value.

Income Taxe

The Company accounts for income taxes in accordaitbeSFAS No. 109, ‘Accounting for Income Taxesghich requires that
deferred tax assets and liabilities be recognizéatguenacted tax rates for the effect of tempodiffgrences between the book and tax bases of
recorded assets and liabilities. The Company matzaluation allowances when it is likely that@idla portion of a deferred tax asset will not
be realized. Changes in valuation allowances frenpg to period are included in the Company'’s inedax provision in the period of change.
In determining whether a valuation allowance israated, the Company takes into account such faa®sior earnings history, expected
future earnings, unsettled circumstances thanfiiworably resolved, would adversely affect utifiaa of a deferred tax asset, carry-back and
carry-forward periods, and tax strategies thata@qaitentially enhance the likelihood of realizatafra deferred tax asset. At May 31, 2009, the
Company had no valuation allowance against defaeedssets.

In addition to valuation allowances, @empany establishes accruals for certain tax cgatinies under FIN 48,Accounting for
Uncertainty in Income Taxes an interpretation ofgBAStatement No.109'when, despite the belief that the Company’s &urn positions are
fully supported, the Company believes that certakpositions are likely to be challenged and thatCompany’s positions may not be fully
sustained. The tax-contingency accruals are adjustiéght of changing facts and circumstanceshsagthe progress of tax audits, case law
and emerging legislation. The Company recognizeseast and penalties related to uncertain tax ipositas a component of income tax
expense. The Company’s effective tax rate includesmpact of tax-contingency accruals as consilappropriate by management.

A number of years may elapse before tiqudar matter, for which the Company has accriedudited and finally resolved. The number
of years with open tax audits varies by jurisdictigvhile it is often difficult to predict the finalutcome or the timing of resolution of any
particular tax matter, the Company believes itsdamtingency accruals are adequate to address kteweontingencies. Favorable resolution
of such matters could be recognized as a reduttitiee Company’s effective tax rate in the yearesblution. Unfavorable settlement of any
particular issue could increase the effective &®.rAny resolution of a tax issue may requireube of cash in the year of resolution. The
Company'’s tax-contingency accruals are presentétkitvalance sheet within accrued liabilities.

Stock-Based Compensation
The Company’s stock-based awards incttdek option grants and restricted stock unit agéREUSs).

The Company adopted SFAS No. 128Bcounting for Stock-Based Compensatiarsing the modified prospective transition method,
which requires the application of the accountirandard to (i) all stock-based awards issued offter Kay 29, 2006 and (ii) any outstanding
stock-based awards that were issued but not vastefl May 29, 2006.

The estimated fair value for stock opgiowhich determines the Company’s calculation @fiigensation expense, is based on the Black-
Scholes pricing model. Upon the adoption of SFASR,2he Company changed its method of calculatiyracognizing the fair value of
stock-based compensation arrangements to thelstiaig, single-option method. Compensation expdasall stock option and restricted
stock awards granted prior to May 29, 2006 willthaure to be recognized using the straight-line,tipl@-option method. In addition, SFAS
123R requires the estimation of the expected fanfes of stock-based awards at the time of grasta Aesult, the

-28 -




Company uses historical data to estimate pre-\g#tirieitures and records stock-based compensatipanse only for those awards that are
expected to vest and revises those estimates gequbnt periods if the actual forfeitures diffemfrthe prior estimates.

Notes and Advances Receiva

Apio has made advances to produce grofgexsop and harvesting costs. Typically theseaades are paid off within the growing
season (less than one year) from crops harvestételyrower and delivered to Apio. Advances ndyfphid during the current growing sea
are converted to interest bearing obligations, evied by contracts and notes receivable. These rexteivable and advances are secured by
liens on land and/or crops and have terms thaterénogn six to twelve months. Notes receivable aeqgalically reviewed (at least quarterly)
for collectibility. A reserve is established foryamote or advance deemed to not be fully colleetlidsed upon an estimate of the crop value to
be delivered or the fair value of the securitytfog note or advance. If crop prices or the faiueadf the underlying security declines, the
Company may be unable to fully recoup its noteadwances receivable and the estimated losses wiealth the current period, potentially to
the extent of the total notes or advances receivab$186,000 as of May 31, 2009.

Recent Accounting Pronouncements
Fair Value Measuremen

In September 2006, FASB issued SFAS 8@, 1Fair Value Measurementd SFAS No. 157 defines fair value, establishes a émmank
for measuring fair value and expands disclosureitfair value measurements. SFAS No. 157 doesatptire new fair value measurements
provides guidance on how to measure fair valuerbyiging a fair value hierarchy used to classifg #ource of information. SFAS No. 157 is
effective for fiscal years beginning after Novemt&r 2007. However, on February 12, 2008, the FASBed FASB Staff Position (“FSP”)
FAS No. 157-2 which delays the effective date fbnan-financial assets and liabilities except thdsat are recognized or disclosed at fair
value in the financial statements on a recurrirgjdbat least annually). FSP 157- 2 defers thetfie date of SFAS No. 157 to fiscal years
beginning after November 15, 2008, and interimgugiwithin the fiscal years for items within the@ge of this FSP. The Company adopted
SFAS No. 157 on May 26, 2008 for financial assets$ financial liabilities. It did not have any imgam the Company results of operations
financial position for the fiscal year ended May 2009. The Company will adopt Statement 157 for-fioancial assets and liabilities during
its fiscal year ending May 30, 2010. The Compamguisently evaluating the future impacts and disale of this standard.

In February 2007, the FASB issued SFASTN®, “The Fair Value Option for Financial Assets and Fingl Liabilities— Including an
amendment of FASB Statement No. 2TAS No. 159 permits entities to choose to measuany financial instruments and certain other
items at fair value that are not currently requitetbe measured at fair value. Subsequent adjussnteethe fair value of the financial
instruments and liabilities an entity elects torgat fair value will be recognized in earnings ASFNo. 159 also establishes additional
disclosure requirements. SFAS No. 159 is effedtivdiscal years beginning after November 15, 200ith early adoption permitted provided
the entity also elects to apply the provisions BAS No. 157. The Company adopted SFAS No. 159 oy 26a 2008, but has not elected the
fair value measurement provisions for any eligiilancial instruments or other items.

Business Combinatior

The FASB issued SFAS No. 141R (revise@i720" Business Combination$which significantly changes the financial accting and
reporting for business combination transaction®ASKNo. 141R requires the acquiring entity in a hass combination to recognize all (and
only) the assets acquired and liabilities assumete transaction and establishes the acquisitide fir value as the measurement objectiv
all assets acquired and liabilities assumed insinless combination. Certain provisions of this dgad will, among other things, impact the
determination of acquisition-date fair value of sioieration paid in a business combination (inclgdinntingent consideration); exclude
transaction costs from acquisition accounting; emahge accounting practices for acquired continigenacquisition-related restructuring
costs, in-process research and development, indieatiin assets,
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and tax benefits. For the Company, SFAS No. 141dfestive for business combinations occurringraffay 31, 2009. The Company is
currently evaluating the future impacts and disates of this standard.

Noncontrolling Interest

In December 2007, the FASB issued Stat¢mfeFinancial Accounting Standards (“SFAS”) Né01 “ Noncontrolling Interests in
Consolidated Financial StatementsSFAS No. 160 amends Accounting Research BullgtdRB”) No. 51, “ Consolidated Financial
Statement$ and establishes accounting and reporting stasdarthe noncontrolling interest (minority intetleis a subsidiary. This statement
requires the reporting of noncontrolling interestsa separate component of stockholdegsiity, the reporting of consolidated net inconosg)
as the amount attributable to both the parent badhoncontrolling interests and the separate disctoof net income (loss) attributable to the
parent and to the noncontrolling interests. Chaimyasparent’s ownership interest while the paretdins its controlling interest will be
accounted for as equity transactions and any edamoncontrolling equity investment upon the deotidation of a subsidiary will be initially
measured at fair value. Other than the reportingirements described above which require retrosgeapplication, the provisions of SFAS
No. 160 are to be applied prospectively in the firsnual reporting period beginning on or after &aber 15, 2008. The Company is curre
in the process of determining the impact and d&ale of this standard and expects it will result ireclassification of income from the
noncontrolling interest (minority interest) in Ap@ooling, L.P., in which Apio is the general partméth a 60% ownership position. Upon
adoption, all noncontrolling interest will be indied as a component of stockholders’ equity andmthte statement of operations. The
Company is currently evaluating the impact of 8tendard on its consolidated financial statements.

Collaborative Arrangements

In December 2007, the FASB ratified th€Feconsensus on EITF Issue No. 07-Actounting for Collaborative Arrangemeritthat
discusses how parties to a collaborative arrange@adrich does not establish a legal entity withilcls arrangement) should account for
various activities. The consensus indicates thstisdocurred and revenues generated from transaotvih third parties (i.e. parties outside of
the collaborative arrangement) should be reponetth® collaborators on the respective line itemtheir income statements pursuant to EITF
Issue No. 99-19, Reporting Revenue Gross as a Principal Versus BlanaAgent” Additionally, the consensus provides that income
statement characterization of payments betweepdheipants in a collaborative arrangement shbeldased upon existing authoritative
pronouncements; analogy to such pronouncements ikithin their scope; or a reasonable, rationadl @onsistently applied accounting policy
election. For the Company, EITF Issue No. 07-ffiscéive beginning June 1, 2009 and is to be apgpiétrospectively to all periods presented
for collaborative arrangements existing as of thte @f adoption. The Company is currently evalgatire impact of this standard on its
consolidated financial statements.

Variable Interest Entities

In June 2009, the FASB issued Statementlld7, “Amendments to FASB Interpretation No. 46{Rjtatement 167 amends the
evaluation criteria to identify the primary benéity of a variable interest entity provided by FA8Berpretation No. 46(R);onsolidation of
Variable Interest Entities—An Interpretation of ARB. 51. Additionally, Statement 167 requires ongoing seasments of whether an
enterprise is the primary beneficiary of the vaeahterest entity. The Company will adopt Statetri@v in fiscal year 2011 and is currently
evaluating the impact of its pending adoption an¢hnsolidated financial statements.

Subsequent Events

In May 2009, the FASB issued StatementMb, “Subsequent EventsStatement 165 establishes general standardscotating for
and disclosure of events that occur after the lsalaheet date but before the financial statemeeatssued or are available to be issued. The
Company will adopt Statement 165 in the first qeiadf fiscal year 2010 and does not believe it vault in significant changes to reporting of
subsequent events either through recognition atafisre.
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Fair Value Disclosures in Interim Repol

In April 2009, the FASB issued FASB Staffsition No. FAS 107-1 and APB 28iaterim Disclosures about Fair Value of Financial
InstrumentsThis Staff Position amends FASB Statement No. Di§¢losures about Fair Value of Financial Instruntemo require disclosure
about fair value of financial instruments at interieporting periods. This Staff Position is effeetfor interim reporting periods ending after
June 15, 2009, with early adoption permitted faiquis ending after March 15, 2009 provided FSPN&S 115-2 and FAS 124-2 (described
above) are also early adopted. The Company wilpaB8P No. FAS 107-1 in the first quarter of fis2@ILO and do not believe it will have a
material impact on the consolidated financial stegsts.

Fair Value Measurements

The Company adopted SFAS No. 157 on MB)y2R08 for financial assets and liabilities. Thenipany also adopted SFAS No. 159 in
which entities are permitted to choose to measumyrnfinancial instruments and certain other itetrfaia value. The Company did not elect
the fair value option for any of its eligible fingial assets or liabilities under SFAS No. 159.

SFAS No. 157 established a three-tieranahy for fair value measurements, which priogsizhe inputs used in measuring fair value as
follows:

. Level 1 — observable inputs such as quoted primesléntical instruments in active markets.

. Level 2 — inputs other than quoted prices in aathagkets that are observable either directly oir@utly through corroboration
with observable market dat

. Level 3— unobservable inputs in which there is little ormarket data, which would require the Company tcetlgyits own
assumptions

As of May 31, 2009, the Company heldaiarassets that are required to be measured atafiaie on a recurring basis. These included
the Company’s cash equivalents and marketable iesuor which the fair value is determined basedbservable inputs that are readily
available in public markets or can be derived fiaoformation available in publicly quoted marketfiefefore, the Company has categorized its
cash equivalents and marketable securities as levidle Company has no other financial assetsbilities for which fair value measurement
has been adopted.
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Results of Operations
Fiscal Year Ended May 31, 2009 Compared to Fisegr\Ended May 25, 20(

Revenueqin thousands):

Fiscal Year ende( Fiscal Year ende(
May 31, 200¢ May 25, 200t Change
Apio Value Addec $ 165,64¢ $ 167,81 D)%
Apio Packagin¢ 2,60¢ 3,37 (23)%
Food Technolog 168,25t 171,19« (2%
Apio Trading 60,44: 60,41+ 0%
Total Apio 228,70: 231,60¢ )%
Technology Licensin 7,23 6,91¢ 5%
Total Revenue $ 235,93t $ 238,52 D)%

Apio Value Added

Apio’s value-added revenues consist eéneles generated from the sale of specialty padkirgsh-cut and whole valuedded process:
vegetable products that are washed and packagrd proprietary packaging and sold under ApiBat Smart brand and various private lat
In addition, value-added revenues include the reesmenerated from Apio Cooling, LP, a vegetabt#ig operation in which Apio is the
general partner with a 60% ownership position.

The decrease in Apio’s value-added reesriar the fiscal year ended May 31, 2009 compardéde same period last year is primarily
due to a decrease in value-added unit sales volofrk%.

Apio Packaging

Apio packaging revenues consist of Apjeeskaging technology business using its Breatheltvaybrane technology. The first
commercial application included in Apio packagisgur banana packaging technology.

The decrease in Apio packaging revenoethk fiscal year ended May 31, 2009 comparetigcsaime period last year was primarily due
to the decrease in the minimum payments receivad £hiquita as a result of the amended Chiquienbe agreement (see Note 3 to the
Consolidated Financial Statements).

Apio Trading

Apio trading revenues consist of revergerserated from the purchase and sale of primatilgle commodity fruit and vegetable
products to Asia through Apio’s export company,-Ealand from the purchase and sale of whole comiypdiit and vegetable products
domestically. The export portion of trading revemimr fiscal year 2009 was $55.3 million or 91%athl trading revenues.

The increase in revenues in Apio’s trgdinsiness for the fiscal year ended May 31, 2@08pared to the same period last year was not
significant.

Technology Licensing
Technology licensing revenues consisegénues generated from the licensing agreemetttdwdnsanto, Air Products and Nitta.

The increase in technology licensing rewes for the fiscal year ended May 31, 2009 contptréhe same period last year was not
significant to consolidated Landec revenues.
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Gross Profit (in thousands):

Fiscal Year ende( Fiscal Year ende(
May 31, 200¢ May 25, 200t Change
Apio Value Addec $ 21,02 % 24,61¢ (15)%
Apio Packaging 2,36¢ 3,24¢ 2N%
Food Technolog 23,38t 27,86( (16)%
Apio Trading 3,651 3,44¢ 6%
Total Apio 27,04 31,30¢ (19%
Technology Licensini 7,23 6,91¢ 5%
Total Gross Profi $ 34,28( % 38,22¢ (10)%

General

There are numerous factors that canenfte gross profit including product mix, customex,rmanufacturing costs, volume, sale
discounts and charges for excess or obsolete iomerib name a few. Many of these factors influeocare interrelated with other factors.
Therefore, it is difficult to precisely quantifyghimpact of each item individually. The Companylides in cost of sales all of the costs related
to the sale of products in accordance with U.Segaly accepted accounting principles. These dostade the following: raw materials
(including produce, seeds and packaging), dirdxrleoverhead (including indirect labor, depreciatiand facility related costs) and shipping
and shipping related costs. The following discussiorrounding gross profit includes managements estimates of the reasons for the
changes for the fiscal year ended May 31, 2009 emetpto the same period of the prior fiscal yeavuthned in the table above.

Apio Value-Added

The decrease in gross profit for Apic&ue-added specialty packaged vegetable businesiseféiscal year ended May 31, 2009
compared to the same period last year was duecteaked revenues coupled with increased raw mlatests, primarily the cost of produce
during fiscal year 2009 compared to fiscal year&0the gross margin for Apio’s value-added busifiesfiscal year 2009 was 12.7%
compared to a gross margin of 14.7% for fiscal yZ&48.

Apio Packaging

The decrease in gross profit for Apiokaaging for the fiscal year ended May 31, 2009 campo the same period last year was
primarily due to the decrease in minimum paymeeteived from Chiquita as a result of the amendeduita license agreement.

Apio Trading

Apio’s trading business is a buy/sellibass that realizes a commission-based margireis 6% range. The increase in gross profit
during the fiscal year ended May 31, 2009 compéwabe prior fiscal year was primarily due to protmix changes to higher margin
vegetable products from lower margin fruit produotsur export business which resulted in a higitess margin during fiscal year 2009 of
6.1% compared to a gross margin of 5.7% in fisealry2008.

Technology Licensing

The increase in technology licensing gnofit for the fiscal year ended May 31, 2009 paned to the same period of the prior year
not significant to consolidated Landec gross profit
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Operating Expenses(in thousands):

Fiscal Year ende( Fiscal Year ende(
May 31, 200¢ May 25, 200¢ Change

Research and Developmer
Apio $ 1,321 % 1,257 6%
Technology Licensing 2,34¢ 2,00( 17%

Total R&D $ 3,66t $ 3,251 13%
Selling, General and Administrative
Apio $ 12,70¢ % 13,83: (8)%
Corporate 5,30¢ 5,97( (11)%

Total S,G&A $ 18,017 $ 19,80: (9)%

Research and Development

Landec’s research and development exgetesist primarily of expenses involved in prodietelopment and commercialization
initiatives. Research and development efforts dbpe focused on the Company'’s proprietary BréAtine membranes used for packaging
produce, with recent focus on extending the slifelfof bananas and other shelf-life sensitive valglets and fruit. In the Technology Licensing
business, the research and development efforfeeused on uses for the proprietary Intelimer paysroutside of food.

The increase in research and developmqrenses for the fiscal year ended May 31, 2009e0ed to the same period last year was
primarily due to increased headcount and increasadulting fees surrounding development work inteahnology licensing area.

Selling, General and Administrative

Selling, general and administrative exgesnconsist primarily of sales and marketing exgeassociated with Landec’s product sales anc
services, business development expenses and sthffidministrative expenses.

The decrease in selling, general and adtnative expenses for the fiscal year ended Mgy2809 compared to the same period last yeat
was primarily due to a decrease in sales and magkekpenses at Apio due to the decreases in \added revenues and from decreases in
general and administrative expenses at Apio prignas a result of not accruing bonuses this figealr whereas for the same period last year
bonuses were accrued. The decreases in sellingrajemd administrative expenses at Corporate pramerily due to a decrease in auditing
and tax fees coupled with the fact that in fisedy2008 the Company amended its agreement witRglucts resulting in a non recurring
charge of $600,000. These decreases were padifdigt by legal fees associated with the Compapytsuit of merger and acquisition
activities.

Other (in thousands):

Fiscal Year ende( Fiscal Year ende(
May 31, 200¢ May 25, 200¢ Change
Interest Income $ 1,30¢ $ 2,21¢ (41)%
Interest Expense $ (8) (22) (64)%
Minority Interest Expense $ (555) 477) 16%
Income Taxes $ (5,61)) (3,359 67%
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Interest Income

The decrease in interest income for ibeaf year ended May 31, 2009 compared to the geamed last year was due to lower yields on
investments, driven by both declines in interestg@and a shift in our investment portfolio to loweelding investment vehicles.

Interest Expense
The decrease in interest expense duhiadiscal year ended May 31, 2009 compared to tioe year was not significant.
Minority Interest Expense

The minority interest expense consisthefminority interest associated with the limitedtners’ equity interest in the net income of
Apio Cooling, LP.

The increase in the minority interestenge in fiscal year 2009 compared to fiscal ye@828as not significant.
Income Taxes

The increase in the income tax expensisdal year 2009 compared to fiscal year 2008uis  the Company utilizing all of its net
operating loss carry forwards and tax credits dyfiscal year 2008 for book income tax expense @sep which resulted in the estimated
effective tax rate for fiscal year 2009 for fedeaat state income taxes increasing to 42% from RB%year, partially offset by a 21% decrease
in pre-tax net income.

Fiscal Year Ended May 25, 2008 Compaceliscal Year Ended May 27, 2007

Revenueqin thousands):

Fiscal Year ende( Fiscal Year ende(
May 25, 200¢ May 27, 200" Change
Apio Value Addec $ 167,817 $ 154,74 8%
Apio Packaging 3,371 1,73(C 95%
Food Technolog' 171,19 156,47: 9%
Apio Trading 60,41/ 49,70¢ 22%
Total Apio 231,60¢ 206,18( 12%
Technology Licensini 6,91¢ 4,31¢ 60%
Total Revenue $ 238,527 $ 210,49¢ 13%

Apio Value Added

Apio’s value-added revenues consist eéneles generated from the sale of specialty packiigsh-cut and whole valwedded process:
vegetable products that are washed and packagrd proprietary packaging and sold under ApiBat Smart brand and various private lat
In addition, value-added revenues include the reegsgenerated from Apio Cooling, LP.

The increase in Apio’s value-added reesnior the fiscal year ended May 25, 2008 comptrdékde same period last year was due to
increased product offerings, new customers aneaserd sales to existing customers. Overall valdegadales volume increased 14% during
the fiscal year ended May 25, 2008 compared teénee period last year. The increase in value-addied volumes was higher than the
increase in revenues due primarily to the introidumcof several new value-added products duringafigear 2008 that had average sales prices
per unit that were lower than the average saleggmper unit for other value-added products.
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Apio Packaging

Apio packaging revenues consist of Apjeeskaging technology business using its Breatheltvaybrane technology. The first
commercial application included in Apio packagis@iur banana packaging technology.

The increase in Apio packaging revenoesife fiscal year ended May 25, 2008 comparetiésame period last year was primarily due
to the increase in the minimum payments receivenh f€hiquita as a result of the amended Chiquitnke agreement.

Apio Trading

Apio trading revenues consist of revergerserated from the purchase and sale of primatilgle commodity fruit and vegetable
products to Asia through Apio’s export company,-E&land from the purchase and sale of whole comiynddiit and vegetable products
domestically. The export portion of trading revemimr fiscal year 2008 was $56.2 million or 93%athl trading revenues.

The increase in revenues in Apio’s trgdiusiness for the fiscal year ended May 25, 2@®8pared to the same period last year was
primarily due to a 16% increase in trading busirezdes volumes.

Technology Licensing

Technology licensing revenues consisegénues generated from the licensing agreemetttdwdnsanto, Air Products and Nitta.

The increase in technology licensing neaes for the fiscal year ended May 25, 2008 contparéhe same period last year was prim
due to the licensing revenues from the Monsanenbe agreement.

Gross Profit (in thousands):

Fiscal Year ende( Fiscal Year ende(
May 25, 200¢ May 27, 200° Change
Apio Value Addec $ 2461 $ 23,42¢ 5%
Apio Packaging 3,24¢ 1,63¢ 98%
Food Technolog 27,86( 25,06" 11%
Apio Trading 3,44¢ 3,187 8%
Total Apio 31,30¢ 28,25: 11%
Technology Licensini 6,91¢ 4,13¢ 67%
Total Gross Profi $ 38,22¢ $ 32,38¢ 18%

General

There are numerous factors that canénfte gross profit including product mix, customéx,mmanufacturing costs, volume, sale
discounts and charges for excess or obsolete iomerib name a few. Many of these factors influeocare interrelated with other factors.
Therefore, it is difficult to precisely quantifygimpact of each item individually. The Companyludes in cost of sales all of the costs related
to the sale of products in accordance with U.Segaly accepted accounting principles. These dostade the following: raw materials
(including produce, seeds and packaging), dirdmirleoverhead (including indirect labor, depreciafiand facility related costs) and shipping
and shipping related costs. The following discussiorrounding gross profit includes managements estimates of the reasons for the
changes for the fiscal year ended May 25, 2008 emetpto the prior fiscal year as outlined in tHadabove.
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Apio Value-Added

The increase in gross profit for Apioswe-added specialty packaged vegetable businesisefiscal year ended May 25, 2008
compared to the prior fiscal year was due to irsgdaevenues, partially offset by increased raweratcosts, primarily the cost of produce
during fiscal year 2008 compared to fiscal year7200

Apio Packaging

The increase in gross profit for Apio kaging for the fiscal year ended May 25, 2008 camgao the prior fiscal year was primarily ¢
to the increase in minimum payments received frdrigdta as a result of the amended Chiquita licemgeement.

Apio Trading

Apio’s trading business is a buy/sellibass that realizes a commission-based margireis 6% range. The increase in gross profit
during the fiscal year ended May 25, 2008 compévahe prior fiscal year was not material to thesalidated Landec gross profit.

Technology Licensing

The increase in technology licensing gnoofit for the fiscal year ended May 25, 2008 paned to the same period of the prior year
primarily due to an increase in gross profit frdre Monsanto license agreement.

Operating Expenseqin thousands):

Fiscal Year ende( Fiscal Year ende(
May 25, 200¢ May 27, 2007 Change

Research and Developmer
Apio $ 1,251 % 1,16¢ 7%
Technology Licensing 2,00( 1,90¢ 5%

Total R&D $ 3,251 % 3,07¢ 6%
Selling, General and Administrative
Apio $ 13,83. % 12,667 9%
Corporate 5,97( 8,94¢ (33%)

Total S,G&A $ 19,80 $ 21,61¢ (8%)

Research and Development

Landec’s research and development exgetesist primarily of expenses involved in prodietelopment and commercialization
initiatives. Research and development efforts db/pe focused on the Company'’s proprietary BréAtine membranes used for packaging
produce, with recent focus on extending the slifelfof bananas and other shelf-life sensitive valglets and fruit. In the Technology Licensing
business, the research and development efforfeeused on uses for the proprietary Intelimer paysroutside of food.

The increase in research and developmgrenses for the fiscal year ended May 25, 200&eoed to the prior fiscal year was not
significant.

Selling, General and Administrative

Selling, general and administrative exggsnconsist primarily of sales and marketing exgeassociated with Landec’s product sales anc
services, business development expenses and sthffcaninistrative expenses.
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The decrease in selling, general and adtnative expenses for the fiscal year ended May2R08 compared to the prior fiscal year was
primarily due to the fact that selling, general addninistrative expenses for Corporate for theafigear ended May 27, 2007 included $3.9
million of net non-recurring expenses, of which4siillion were from expenses incurred by Landeotsrfer direct marketing and sales seed
business that was sold to Monsanto in December,3i¥0@ally offset by the recording of net proceef$1.5 million from an insurance
settlement during fiscal year 2007. This decreaseiling, general and administrative expenses wargally offset by increased sales and
marketing expenses at Apio and increased genedah@ministrative expenses at Corporate primarilgteel to accounting fees and tax
consulting fees.

Other (in thousands):

Fiscal Year ende( Fiscal Year ende(

May 25, 200¢ May 27, 2007 Change
Interest Income $ 2,21¢ $ 1,94 14%
Interest Expenst $ 22 % (25)) (91%)
Minority Interest Expense $ 477 3 (414) 15%
Income Taxes $ (3,359 % (2,45€) 37%

Interest Income

The increase in interest income for feed year ended May 25, 2008 compared to the fisoal year was due to the increase in cash
available for investing as a result of the casleiresd from the sale of FCD in December 2006.

Interest Expense

The decrease in interest expense duhiadiscal year ended May 25, 2008 compared to tioe year was due to the Company’s
reduction of debt that was assumed by Monsantodrséle of FCD to Monsanto on December 1, 2006.

Minority Interest Expense

The minority interest expense consistefminority interest associated with the limigdtners’ equity interest in the net income of
Apio Cooling, LP.

The increase in the minority interestenge in fiscal year 2008 compared to fiscal ye@i720as not significant to consolidated Landec
net income.

Other Expenses
Other expenses consist of non-operatingme and expenses.
Income Taxes

The increase in the income tax expendisdal year 2008 compared to fiscal year 2007 eeaesto an increase in the Compangffective
tax rate from 8% in fiscal year 2007 to 20% in dilsgear 2008 due to the decrease in the defercenlria tax valuation allowance and fully
utilizing the Company’s net operating loss carryfards and tax credits during fiscal year 2008.

Liquidity and Capital Resources

As of May 31, 2009, the Company had st cash equivalents of $43.5 million, a net desed $937,000 from $44.4 million at May
25, 2008.
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Cash Flow from Operating Activities

Landec generated $9.4 million of caskwffoom operating activities during the fiscal yegaded May 31, 2009 compared to generating
$17.5 million from operating activities during tfiecal year ended May 25, 2008. The primary soucdessh from operating activities during
fiscal year 2009 were from generating $7.7 millddmet income and from non-cash related expens&4.6fmillion, partially offset by a net
decrease of $2.8 million in working capital. Thénpary changes in working capital were (1) a $4.0iom decrease in accounts receivable due
to May 2009 revenues being lower than May 2008maes, (2) a $1.5 million decrease in inventories wulower projected sales volumes
during the first quarter of fiscal year 2010 congahto the first quarter of 2009, (3) a $5.9 milldecrease in accounts payable due to the ti
of payments and the decrease in cost of salesodday 2009 cost of sales being lower than May 26 of sales, (4) a $1.1 million decrease
in accrued compensation primarily due to $308,008corued bonuses at Apio as of May 31, 2009 coathtr $1.3 million in accrued bonus
at Apio as of May 25, 2008, (5) a $1.1 million dease in other accrued liabilities primarily atttédoie to: (a) a $664,000 decrease in the
accrual for auditing and tax fees as a result afiiring higher audit fees in fiscal year 2008 duehanging our public accounting firm which
resulted in incurring audit fees from two accougtiitms in fiscal year 2008 and accruing fees faresal special tax related projects at the end
of fiscal year 2008, (b) a $95,000 decrease iratleeual for legal and consulting fees, (c) a $208 @ecrease in deferred directors’
compensation which was paid during fiscal year 2808 (d) a $161,000 net decrease in numerous faseels accruals and (6) a $2.2 mil
decrease in deferred revenue primarily due to neieoyg $2.0 million of revenue associated with defd revenue from the Monsanto licensing
agreement during fiscal year 2009.

Cash Flow from Investing Activities

Net cash used in investing activitiestfar fiscal year ended May 31, 2009 was $12.3oniliompared to net cash used in investing
activities of $20.2 million for the same periodtlgsar. The primary uses of cash from investingvéigs during fiscal year 2009 were from the
purchase of $4.6 million of property and equipmeninarily for the growth of Apio’s valuedded vegetable business and from the net pur
of $7.9 million of marketable securities.

Cash Flow from Financing Activities

Net cash provided by financing activittesthe fiscal year ended May 31, 2009 was $2l0anicompared to net cash used in financing
activities of $15.5 million for the same periodtlgsar. The primary source of cash from financiotivities during fiscal year 2009 was the tax
benefit from stock-based compensation of $1.9 anilli

Capital Expenditures

During the fiscal year ended May 31, 2d0#ndec purchased property and equipment to stufipogrowth of Apio’s value added
vegetable business. These expenditures represiaetedjority of the $4.6 million of capital expetdes. In addition, we expect to incur
increased capital expenditures in fiscal year 20d®to a 40,000 square foot expansion of Apio’'sieadded vegetable processing plant to
meet projected increased capacity requirementseifiuture. We anticipate that our capital expemdgun the year ending May 30, 2010 will
approximately $6.0 million to $6.5 million.

Debt

In May 2009, Apio terminated its $7.0 lioih revolving line of credit with Wells Fargo BamkA. Apio had been in compliance with all
loan covenants during fiscal year 2009 throughdédtte of termination.
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Contractual Obligations

The Company’s material contractual otilyzs for the next five years and thereafter aslay 31, 2009, are as follows (in thousands):

Due in Fiscal Year Ended May

Obligation Total 2010 2011 2012 2013 2014 Thereafter
Income taxe: $ — 3 — 3 — 3 — 3 — 3 — 3 —
Operating Lease 84¢ 54¢ 287 13 — — —
Licensing Obligatior 30C 10C 10C 10C — = =
Purchase Commitmen 3,43¢ 3,43¢ — — — — —
Total $ 458 $ 408 $ 387 $ 11z $ — % — 3 —

The income tax amounts above excludelili@s under FASB Interpretation No. 48ccounting for Uncertainty in Income Taxes’as
we are unable to reasonably estimate the ultinrateuat or timing of settlement. See Note 11 in tlueed to Consolidated Financial Statem
for further discussion.

Landec is not a party to any agreemeitts, @wr commitments to, any special purpose estitiet would constitute material off-balance
sheet financing other than the operating lease domants listed above.

Landec’s future capital requirements wépend on numerous factors, including the progségs research and development programs;
the continued development of marketing, sales astdltlition capabilities; the ability of Landecéstablish and maintain new collaborative
licensing arrangements; any decision to pursuetiaddi acquisition opportunities; weather condiidhat can affect the supply and price of
produce, the timing and amount, if any, of paymeeteived under licensing and research and deveanpagreements; the costs involved in
preparing, filing, prosecuting, defending and eaiftg intellectual property rights; the ability toraply with regulatory requirements; the
emergence of competitive technology and markeefgrthe effectiveness of product commercializatictivities and arrangements; and other
factors. If Landec’s currently available funds, atiger with the internally generated cash flow froperations are not sufficient to satisfy its
capital needs, Landec would be required to seekiadal funding through other arrangements witHatwbrative partners, additional bank
borrowings and public or private sales of its siéi@s. There can be no assurance that additiomalsfuf required, will be available to Landec
on favorable terms if at all.

Landec believes that its cash from opanat along with existing cash, cash equivalentsraarketable securities will be sufficient to
finance its operational and capital requirementsafdeast the next twelve months.

I tem 7A. Quantitative and Qualitative Disclosures about MarkRisk
Not significant.

I tem 8. Financial Statements and Supplementary Data
See Item 15 of Part IV of this report.

Item 9. Changes in and Disagreements with Accountants orcéwnting and Financial Disclosure
Not applicable.
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Item 9A. Controls and Procedure
Evaluation of Disclosure Controls and Procedures

Our management evaluated, with partiaymedf our Chief Executive Officer and our Chiehkncial Officer, the effectiveness of our
disclosure controls and procedures as of the ettwegberiod covered by this Annual Report on Fof¥K1 Based on this evaluation, our Chief
Executive Officer and our Chief Financial OfficeaMe concluded that our disclosure controls andgaioes are effective in ensuring that
information required to be disclosed in reportsdilinder the Securities Exchange Act of 1934, anded, is recorded, processed, summa
and reported within the time periods specified iy $ecurities and Exchange Commission, and aretigfdn providing reasonable assurance
that information required to be disclosed by thenpany in such reports is accumulated and commuddatthe Company’s management,
including its Chief Executive Officer and Chief Bimcial Officer, as appropriate to allow timely dgons regarding required disclosure.

Changes in Internal Controls over Financial Reponrti

There were no changes in our internatrotsover financial reporting during the quartaded May 31, 2009 that have materially
affected, or are reasonably likely to materiallieaf, our internal controls over financial repogtin

Management’'s Report on Internal Control over Finarad Reporting

Our management is responsible for esthinlg and maintaining adequate internal control éiwancial reporting (as defined in Rule 13a-
15(f) under the Securities Exchange Act of 1934raended). Our management assessed the effecsvainegr internal control over financial
reporting as of May 31, 2009. In making this assesd, our management used the criteria set fortinéyCommittee of Sponsoring
Organizations of the Treadway Commission (“COS@”")nternal Control - Integrated Framework. Our ngeraent has concluded that, as of
May 31, 2009, our internal control over financigporting was effective to provide reasonable asgmeracgarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. Our
independent registered public accounting firm, E€&¥oung LLP, have issued an audit report on agegsment of our internal control over
financial reporting, which is included herein.

Our management, including our Chief ExmeuOfficer and Chief Financial Officer, does moipect that our disclosure controls and
procedures or our internal control over financegarting will prevent all error and all fraud. Ardool system, no matter how well conceived
and operated, can provide only reasonable, nof@lesassurance that the objectives of the cosyrsiem are met. Further, the design of a
control system must reflect the fact that thereraseurce constraints, and the benefits of contmist be considered relative to their costs.
Because of the inherent limitations in all consgstems, no evaluation of controls can provide las@ssurance that all control issues and
instances of fraud, if any, within the Company hbeen detected.

Ernst & Young LLP, the Company’s indepentregistered public accounting firm has issuedftfiowing attestation report on the
effectiveness of the Company’s internal controlrdireancial reporting.

REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of LandegpGration

We have audited Landec Corporation’sriveecontrol over financial reporting as of May 2009, based on criteria established in
Internal Control—Integrated Framework issued byGloenmittee of Sponsoring Organizations of the TweadCommission (the COSO
criteria). Landec Corporation’s management is rasjiide for maintaining effective internal contrales financial reporting, and for its
assessment of the effectiveness of internal cootret financial reporting included in the accomgagyManagement’s Report on Internal
Control over Financial Reporting. Our responsipiit to express an opinion on the comparigternal control over financial reporting basex
our audit.
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We conducted our audit in accordance wighstandards of the Public Company Accountingr€lght Board (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigienternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on the
assessed risk, and performing such other procedsreg considered necessary in the circumstanceseliéve that our audit provides a
reasonable basis for our opinion.

A company'’s internal control over finaglaieporting is a process designed to provide resde assurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thaté€ttain to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, intd control over financial reporting may not prater detect misstatements. Also, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, Landec Corporation maiiméal, in all material respects, effective interoahtrol over financial reporting as of May 31,
2009, based on the COSO criteria.

We also have audited, in accordance thighstandards of the Public Company Accounting Slght Board (United States), the
consolidated balance sheets of Landec Corporatidrsabsidiaries as of May 31, 2009 and May 25, 28086 the related consolidated
statements of income, stockholders’ equity, andh €iasvs for each of the three years in the periodesl May 31, 2009 of Landec Corporation
and our report dated July 31, 2009 expressed amalifigd opinion thereon.

/sl ERNST & YOUNG LLFP

San Francisco, California
July 31, 200¢

Item 9B. Other Information
None
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P ART Il

| tem 10.

| tem 11.

| tem 12.

| tem 13.

| tem 14.

Directors and Executive Officers of the Registre

This information required by this item will be cairted in the Registrant’s definitive proxy statetehich the Registrant will
file with the Commission no later than SeptemberZZ®9 (120 days after the Registrarftscal year end covered by this Rep
and is incorporated herein by referer

Executive Compensatio

This information required by this item will be cairted in the Registrant’s definitive proxy statetn@hich the Registrant will
file with the Commission no later than SeptemberZZ®9 (120 days after the Registrarftscal year end covered by this Rep
and is incorporated herein by referer

Security Ownership of Certain Beneficial Owners anagemen

This information required by this item will be cairted in the Registrant’s definitive proxy statetehich the Registrant will
file with the Commission no later than SeptemberZZ®9 (120 days after the Registrarftscal year end covered by this Rep
and is incorporated herein by referer

Certain Relationships and Related Transactions aDatector Independenct

This information required by this item will be cairted in the Registre’s definitive proxy statement which the Registraiik
file with the Commission no later than SeptemberZZ®9 (120 days after the Registrarftscal year end covered by this Rep
and is incorporated herein by referer

Principal Accountant Fees and Servici

This information required by this item will be cairted in the Registrg’s definitive proxy statement which the Registraiik
file with the Commission no later than SeptemberZZ®9 (120 days after the Registrarftscal year end covered by this Rep
and is incorporated herein by referer
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P ART IV

| tem 15. Exhibits and Financial Statement Schedul

€) 1 Consolidated Financial Statements of Landec Cotjuor.

Page
Report of Ernst & Young LLP, Independent RegistepPetlic Accounting Firn 45
Consolidated Balance Sheets at May 31, 2009 and28a200¢ 46
Consolidated Statements of Income for the YearseBmday 31, 2009, May 25, 2008 and May 27, 2007 47
Consolidated Statements of Changes in Stockh¢ Equity for the Years Ended May 31, 2009, May 29)&and Ma
27,2007 48
Consolidated Statements of Cash Flows for the YEeaded May 31, 2009, May 25, 2008 and May 27, 2007 49
Notes to Consolidated Financial Stateme 50
2. All schedules provided for in the applicable acdmg regulations of the Securities and Exchange @@sion hav
been omitted since they pertain to items which dbappear in the financial statements of Landegp@mtion and it
subsidiaries or to items which are not significantto items as to which the required disclosuregehldeen mac
elsewhere in the financial statements and supplanenotes and such schedul
3. Index of Exhibits 75

The exhibits listed in the accompanying Index ohibits are filed or incorporated by reference as phthis report.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of Landec Cmafion

We have audited the accompanying conatg@iibalance sheets of Landec Corporation anddiabiss as of May 31, 2009 and May 25,
2008, and the related consolidated statementscofiie, stockholders’ equity, and cash flows for eafdine three years in the period ended
May 31, 2009. These financial statements are thgoresibility of the Company’s management. Our rasgility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordanch thi¢ standards of the Public Company Accountingr€ight Board (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statemeraterred to above present fairly, in all materedpects, the consolidated financial position of
Landec Corporation and subsidiaries at May 31, 23a9May 25, 2008, and the consolidated resulteif operations and their cash flows for
each of the fiscal years in the period ended Mgy2809, in conformity with U.S. generally accepsstounting principles.

As discussed in the Notes to the conatéid financial statements, on May 28, 2007, the fizom adopted the provisions of SFAS
Interpretation No. 48Accounting for Uncertainty in Income Taxes, antptetation of FASB Statement No. 1@8d changed its method of
recognizing uncertain tax positions.

We also have audited, in accordance thighstandards of the Public Company Accounting €lgat Board (United States), Landec
Corporation’s internal control over financial refiog as of May 31, 2009, based on criteria estabtisn Internal Control-Integrated
Framework issued by the Committee of Sponsoringa@imations of the Treadway Commission and our tegetted July 31, 2009 expressec
unqualified opinion thereon.

/sl ERNST & YOUNG LLP

San Francisco, Californ
July 31, 200¢
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Current assett
Cash and cash equivalel
Marketable securitie

Accounts receivable, less allowance for doubtfaoants of $165 and $169 at May 31, 2009 and M

25, 2008, respective

Accounts receivable, related pa

Inventories, ne

Notes and advances receiva

Deferred taxe

Prepaid expenses and other current a

Total current asse

Property and equipment, r
Goodwill, net
Trademarks, ne

Other asset

Total Assets

LANDEC CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

ASSETS

LIABILITIES AND STOCKHOLDERS ’ EQUITY

Current liabilities:
Accounts payabl
Related party payable
Accrued compensatic
Income tax payabl
Other accrued liabilitie
Deferred revenu

Total current liabilities
Deferred revenu
Deferred taxe

Minority interest

Total liabilities

Commitments and contingencies (Note

Stockholder equity:

Common stock, $0.001 par value; 50,000,000 shartt®azed; 26,326,889 and 26,156,323 shares

issued and outstanding at May 31, 2009 and Mayp@38, respectivel

Additional paic-in capital
Retained earning

Total stockholder equity

Total Liabilities and Stockholde’ Equity

See accompanying not

May 31, 2009 May 25, 2008
$ 43,45¢ $ 44,39¢
22,49¢ 14,64:
15,27: 19,46(
632 411
5,82¢ 7,32¢
18¢€ 501
2,161 2,18(
1,29¢ 1,11¢
91,33¢ 90,03¢
22,74 21,30¢
27,36 27,35¢
8,22¢ 8,22¢
3,83 3,03t
$ 153,49¢ $ 149,95°
$ 12,43( $ 18,35¢
29¢ 273
1,112 2,197
107 —
1,80¢ 2,93(
3,43( 3,61:
19,18: 27,37:
3,00( 5,00(
4,11¢ 1,56¢
1,79( 1,55(
28,09: 35,49!
26 26
116,15¢ 112,94¢
9,22 1,492
125,40¢ 114,46¢
$ 153,49¢ $ 149,95°
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LANDEC CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)

Statement of Operations Data:
Revenues
Product sale
Services revenue, related pa
License fee:
Research, development and royalty rever
Royalty revenues, related pa
Total revenue
Cost of revenue
Cost of product sale
Cost of product sales, related pe
Cost of services reveni
Total cost of revenu
Gross profil
Operating costs and expens
Research and developmt
Selling, general and administrati

Income from sale of FCD (Note

Total operating costs and expen

Operating incomi
Interest incomt
Interest expens

Minority interest expens

Net income before taxe
Income tax expens

Net income

Basic net income per she

Diluted net income per sha

Shares used in per share computat
Basic

Diluted

Year Ended Year Ended Year Ended
May 31, May 25, May 27,
2009 2008 2007
$ 224,40 $ 227,55( $ 201,89:
4,14¢ 3,64( 3,563¢
6,00( 6,231 4,013
1,38¢ 1,07t 80t
— 31 24¢
235,93t 238,52 210,49¢
195,18( 194,86¢ 172,25:
3,18¢ 2,42( 3,001
3,28¢ 3,011 2,86(
201,65¢ 200,29¢ 178,11:
34,28( 38,22¢ 32,38¢
3,66¢ 3,251 3,07¢
18,017 19,80: 21,61¢
— — (22,669
21,68 23,052 2,021
12,59¢ 15,17¢ 30,36¢
1,30¢ 2,21¢ 1,94¢
(8) (22 (252)
(555) (477 (414)
13,34: 16,89¢ 31,64¢
(5,619 (3,359 (2,456
$ 7,73( $ 13,54: $ 29,18¢
$ 03C $ 052 $ 1.1¢€
$ 0.2¢ $ 0.5C $ 1.07
26,20: 26,06¢ 25,26(
26,75 26,93¢ 26,55¢



See accompanying notes.
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LANDEC CORPORATION
C ONSOLIDATED STATEMENTS OF CHANGES IN

STOCKHOLDERS' EQUITY

(in thousands, except share and per share amounts)

Balance at May 28, 20(

Issuance of common stock at $1.66 to $8.86 peke:
Stoclk-based compensatic

Repurchase of subsidiary common stock and op
Net income and comprehensive inco

Balance at May 27, 20(

Reclassify repurchase of subsidiary common stock
options

Issuance of common stock at $1.89 to $7.53 peke:

Issuance of common stock for vested restrictedkstiodts

Stock based compensati

Tax benefit from stoc-based compensation expel

Repurchase of subsidiary common stock and optidoge(5

Net income and comprehensive inco

Balance at May 25, 20(

Issuance of common stock at $2.82 to $5.34 pek:
Issuance of common stock for vested restrictedksiodts
Stoclk-based compensatic

Tax benefit from stoc-based compensation expel

Net income and comprehensive inco

Balance at May 31, 20(

See accompanying notes

Common Stock

Shares Amount
24,917,29 $ 25
973,87( 1
25,891,16 26
255,15: —
10,00z —
26,156,32 26
160,57( —
9,99¢ —
26,326,88 $ 26

-48 -

Additional

Retained

Total

Paid-in Earnings Stockholders’
Capital (Deficit) Equity

$ 126260 $ (41,239 $  85,04¢

2,65¢€ — 2,657

61°% — 615

— (7,282 (7,282)

— 29,18¢ 29,18¢

129,53 (19,33) 110,22¢

(2,502) 7,282 4,78(

1,12 — 1,12

871 — 871

3,42: — 3,42:

(19,49¢) — (19,499

— 13,54: 13,54:

112,94¢ 1,492 114,46t

37¢ — 37¢

93z — 93¢

1,89¢ — 1,89¢

— 7,73( 7,73(

$ 116,15¢ % 9,22: $ 125,40t



LANDEC CORPORATION
C ONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activitie
Net income

Adjustments to reconcile net income to net cashigesl by (used in) operating

activities:
Depreciation and amortizatic
Stock-based compensation expel
Deferred taxe
Minority interest
Increase in lon-term receivabl
Tax benefit from stock based compensa
Income from sale of FCD (Note
Net loss on disposal of property and equipn
Investment in unconsolidated busin
Changes in assets and liabilities, net of effecnfacquisitions
Accounts receivable, n
Accounts receivable, related pa
Inventories, ne
Issuance of notes and advances receiv
Collection of notes and advances receivi
Prepaid expenses and other current a
Accounts payabl
Related party accounts paya
Income taxes payab
Accrued compensatic
Other accrued liabilitie
Deferred revenu

Net cash provided by (used in) operating activi

Cash flows from investing activitie

Purchases of property and equipm

Net proceeds from sale of FCD (Note
Acquisition related earnout payme

Issuance of notes and advances receiv
Collection of notes and advances receivi
Purchase of marketable securii

Proceeds from maturities of marketable secur

Net cash (used in) provided by investing activi

Cash flows from financing activitie

Proceeds from sale of common st

Proceeds from the exercise of subsidiary opt
Repurchase of subsidiary optic

Tax benefit from stoc-based compensation expel
Net change in other assi

Borrowings on lines of cred

Payments on long term de

Payments to minority intere

Net cash provided by (used in) financing activi

Year Ended Year Ended Year Ended
May 31, May 25, May 27,
2009 2008 2007

$ 7,73C % 1354: $ 29,18¢
3,13¢ 3,204 3,26(
93: 871 61t
2,56¢ (611) —
55E 477 412
(800) (800) (400)
(1,899 (3,429 -
— — (24,58Y)

— — 43
— — (481)
4,18¢ (1,829 (277)
(221) 14z 7
1,50( (529) (8,739
(3,055) (2,657) (2,186
3,26¢ 2,42¢ 2,22¢
(184) 20z (26€)
(5,929 4,19¢ (2,967
26 98 (35€)
2,00t 3,42: —
(1,08 (929) 95
(1,125 1,59( (65€)
(2,187 (1,87¢) 2,60(
9,43¢ 17,52( (2,462)
(4,57¢) (4,240) (6,782)
— — 49,44

7) (1,437 (1,320

@ (12 (37

10¢ 11¢€ 63¢€
(45,80%) (14,649 —
37,95 — —
(12,33) (20,217 41,94(
37¢ 1,12( 2,651

— — 66

— (19,49¢) (7,285
1,89¢ 3,42 —

3 @) 72

— — 9,33¢

- - (1,990
(315) (511) (302)
1,96¢ (15,499) 2,55¢



Net (decrease) increase in cash and cash equis (937) (18,160 42,03"
Cash and cash equivalents at beginning of yealu¢img FCD) 44,39¢ 62,55¢ 20,51¢
Cash and cash equivalents at end of " $  43,45¢ $  44,39¢ 62,55¢
Supplemental disclosure of cash flows informat
Cash paid during the period for inter $ 8 $ 8 17¢
Cash paid during the period for income ta $ 1,138 $ 85( 1,19¢
Supplemental schedule of noncash operating andtimgeactivities:
Long-term receivable from Monsan $ 80C $ 80C 40C
Preferred stock received from investment in uncbaated busines $ — 3 — 481

See accompanying notes.
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LANDEC CORPORATION
N OTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization, Basis of Presentation, and Summary dbignificant Accounting Policies
Organization

Landec Corporation and its subsidiariearfdec” or the “Company”) design, develop, mantfiae, and sell temperature-activated and
other specialty polymer products for a varietyadd products, agricultural products, and licensadner applications. The Company sells
Intellicoat® coated seed products through its Landig LLC (“Landec Ag”) subsidiary and specialty gaged fresh-cut vegetables and whole
produce to retailers and club stores, primarilthie United States and Asia through its Apio, IH&p{o”) subsidiary.

Basis of Presentation
Basis of Consolidation

The consolidated financial statementspaesented on the accrual basis of accountingdardence with U.S. generally accepted
accounting principles and include the accountsasfdec Corporation and its subsidiaries, Apio amidea Ag. All material inter-company
transactions and balances have been eliminated.

The Company follows FASB Interpretation.M6R, “Consolidation of Variable Interest Entitieg“FIN 46R”), which addresses the
consolidation of variable interest entities (“VIEsUnder FIN 46R, arrangements that are not cdetidghrough voting or similar rights are
accounted for as VIEs. An enterprise is requiredatosolidate a VIE if it is the primary beneficiarf/the VIE.

Under FIN 46R, a VIE is created wherth{§) equity investment at risk is not sufficienprmit the entity to finance its activities without
additional subordinated financial support from otparties, or (ii) the entity’s equity holders agraup either: (a) lack direct or indirect ability
to make decisions about the entity through votingimilar rights, (b) are not obligated to absoxpexted losses of the entity if they occur, or
(c) do not have the right to receive expected tegiceturns of the entity if they occur. If an énis deemed to be a VIE pursuant to FIN 46R,
the enterprise that is deemed to absorb a majofritye expected losses or receive a majority oketenl residual returns of the VIE is
considered the primary beneficiary and must codatdi the VIE.

Based on the provisions of FIN 46R, tleenPany has concluded that as a result of the licand supply agreement between Landec anc
Monsanto Company (see Note 2), Monsanto has ablaiiaterest in the Company’s Intellicoat coatingpsidiary, Landec Ag, and therefore
Landec Ag has been determined to be a VIE. The @ompas also determined that it is the primary fieiaey of Landec Ag and therefore t
accounts of Landec Ag are consolidated with th@awts of the Company.

Landec Ag exists solely to administerlibense and supply agreement between Landec amd&nto Company. At May 31, 2009 and
May 25, 2008, Landec Ag had total tangible assképproximately $300,000 and $400,000, respectively

None of Landec’s assets serve as cadlater the obligations of Landec Ag, and thereasrestriction on the recourse of creditors or
beneficial interest holders of Landec Ag to theegahcredit of Landec.

Reclassifications
Certain reclassifications have been ntageior year financial statements to conform te tlirrent year presentation.
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1. Organization, Basis of Presentation, and Summary dbignificant Accounting Policies (continued
Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statementsanformity with U.S. generally accepted accoupfininciples requires management to make
certain estimates and judgments that affect theuatsaeported in the financial statements and apamying notes. The accounting estimates
that require management’s most significant, diffiecnd subjective judgments include revenue redagnisales returns and allowances;
recognition and measurement of current and defén@ane tax assets and liabilities; the assessofeetoverability of long-lived assets; the
valuation of intangible assets and inventory; tAkigtion and nature of impairments of investmeauts} the valuation and recognition of stock-
based compensation.

These estimates involve the consideraifasomplex factors and require management to makgments. The analysis of historical and
future trends, can require extended periods of tomesolve, and are subject to change from pedgekriod. The actual results may differ fr
management’s estimates.

Concentrations of Risk

Cash and cash equivalents, marketablerities, trade accounts receivable, grower advaandsotes receivable are financial
instruments that potentially subject the Compangaiacentrations of credit risk. Corporate polieyits, among other things, the amount of
credit exposure to any one issuer and to any queedy investment, other than securities issuecuaranteed by the U.S. government. The
Company routinely assesses the financial strenigthisiomers and growers and, as a consequenceydé&glihat trade receivables, grower
advances and notes receivable credit risk expastiraited. Credit losses for bad debt are provitdn the consolidated financial statements
through a charge to operations. A valuation allowesis provided for known and anticipated credis&ss The recorded amounts for these
financial instruments approximate their fair value.

Several of the raw materials used to rfesture the Company’s products are currently piseddrom a single source, including some
monomers used to synthesize Intelimgrdymers and substrate materials for the produaifdntelimer packaging used on a multitude of A
value-added products.

During the fiscal year ended May 31, 208fes to the Company’s top five customers aceulfar approximately 46% of total revenue,
with the top customer, Costco Wholesale Corpordtiom the Food Products Technology segment, acaugifiir approximately 21% of total
revenues. In addition, approximately 30% of the @any’s total revenues were derived from produassd international customers, none of
whom individually accounted for more than 5% obtoevenues. As of May 31, 2009, Costco Wholesalg@ration represented
approximately 21% of total accounts receivable.

During the fiscal year ended May 25, 20€8es to the Company’s top five customers aceulfar approximately 47% of total revenue,
with the top customer, Costco Wholesale Corpordtiom the Food Products Technology segment, acauyfdr approximately 20% of total
revenues. In addition, approximately 30% of the @any’s total revenues were derived from produasséd international customers, none of
whom individually accounted for more than 5% obtoevenues. As of May 25, 2008, Costco Wholesalg@ration represented
approximately 19% of total accounts receivable.
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1. Organization, Basis of Presentation, and Summary dbignificant Accounting Policies (continued
Impairment of Long-Lived Assets

Long-lived assets are reviewed for immp&int whenever events or changes in circumstandésate that their carrying amounts may not
be recoverable. Recoverability of assets is meddayeomparison of the carrying amount of the ass#te net undiscounted future cash flow
expected to be generated from the asset. If thedutndiscounted cash flows are not sufficienetmwer the carrying value of the assets, the
assets’ carrying value is adjusted to fair value.

The Company regularly evaluates its ltwgd assets for indicators of possible impairméiatdate, no impairment has been recorded.
Financial Instruments

The Company'’s financial instruments aiienprily composed of marketable debt securitiemeercial-term trade payables and grower
advances, and notes receivable, as well as longfietes receivables and debt instruments. For-$&omt instruments, the historical carrying
amount is a reasonable estimate of fair value.\Faires for long-term financial instruments notdigamarketable are estimated based upon
discounted future cash flows at prevailing markétiiest rates. Based on these assumptions, manapeefieves the fair market values of the
Company’s financial instruments are not materidlfferent from their recorded amounts as of May Z109.

Allowance for Doubtful Accounts

The Company maintains allowances for dimilaccounts for estimated losses resulting frominability of its customers to make
required payments and sales discounts. The allosviam@oubtful accounts is based on review of therall condition of accounts receivable
balances and review of significant past due ac&oudrite allowance for doubtful accounts is basedpatific identification of past due amou
and a general reserve for accounts over 90-daysipasThe changes in the Compangllowances for doubtful accounts are summarizete
following table (in thousands).

Additions
Balance at beginning charged to costs Balance at end of
of period and expenses Deductions period

Year ended May 27, 20(
Allowance for doubtful accounts receivable and sote
receivable $ 22C % 64 $ (78 $ 20€
Year ended May 25, 20(
Allowance for doubtful accounts receivable and s
receivable $ 206 % — % B % 16¢
Year ended May 31, 20(

Allowance for doubtful accounts receivable and sote
receivable $ 16 % — % 4 3 16&



1. Organization, Basis of Presentation, and Summary dbignificant Accounting Policies (continued
Revenue Recognition

Revenue from product sales is recognizieen there is persuasive evidence that an arrangesmists, delivery has occurred, title has
transferred, the price is fixed and determinabhel, eollectibility is reasonably assured. Allowanees established for estimated uncollectible
amounts, product returns, and discounts basedewifigpidentification and historical losses.

The Company takes title to all produdeaties and/or packages, and therefore, recorésueg and cost of sales at gross amounts in the
consolidated statements of income in accordande Eviterging Issues Task Force No. 99R8porting Revenue Gross as a Principal versus
Net as an Agen

Licensing revenue is recognized in acaonog with Staff Accounting Bulletin No. 10Revenue Recognition (a replacement of SAB 101)
(SAB 104). Initial license fees are deferred anadired to revenue over the period of the agreemdien a contract exists, the fee is fixed
determinable, and collectibility is reasonably asduNoncancellable, nonrefundable license feesem@gnized over the period of the
agreement, including those governing research amdldpment activities and any related supply agesgrantered into concurrently with the
license when the risk associated with commercitineof a product is non-substantive at the outééihe arrangement.

Contract revenue for research and dewedmp (R&D) is recorded as earned, based on thenpeahce requirements of the contract. Non-
refundable contract fees for which no further perfance obligations exist, and there is no contiguvolvement by the Company, are
recognized on the earlier of when the paymentsexr@ived or when collection is assured.

Other Accounting Policies and Disclosures
Cash, Cash Equivalents and Marketable Securities

The Company records all highly liquid settes with three months or less from date of pase to maturity as cash equivalents and
consists mainly of certificate of deposits, monegrket funds and U.S. Treasuries. Short-term mabketgecurities consist of certificates of
deposit (CDs) that are FDIC insured and municijpedds with original maturities of more than threemtis at the date of purchase regardle
the maturity date as the Company views its avaldibt-sale portfolio as available for use in itsremt operations. The aggregate amount of
CDs included in marketable securities at May 3D%28and May 25, 2008 was $2.1 million and $14.6iomll respectively. The Company
classifies all debt securities with readily detered market values as “available for sale” in acano@ with SFAS No. 11%\ccounting for
Certain Investments in Debt and Equity Securifiégese investments are classified as marketableiseswn the consolidated balance she
of May 31, 2009 and May 25, 2008 and are carriddiamarket value. Unrealized gains and lossesegerted as a component of
stockholders’ equity and were not significant schil years 2009 and 2008. The cost of debt sexsiitiadjusted for amortization of premiums
and discounts to maturity. This amortization isoregled to interest income. Realized gains and lossdke sale of available-for-sale securities
are also recorded to interest income and wereigoifisant in fiscal years 2009 and 2008. The afstecurities sold is based on the specific
identification method.

Inventories

Inventories are stated at the lower &t §osing the first-in, first-out method) or markas of May 31, 2009 and May 25, 2008
inventories consisted of (in thousands):

May 31, May 25,
2009 2008
Finished good $ 2,106 % 2,94¢
Raw materials 3,721 4,38(
Inventories, ne $ 582¢ $ 7,32¢
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If the cost of the inventories exceedsrtexpected market value, provisions are recootdecently for the difference between the cost
the market value. These provisions are determiasédon specific identification for unusable ineeptand an additional reserve, based on
historical losses, for inventory considered to beable.

Advertising Expense

Advertising expenditures for the Company expensed as incurred. Advertising expensénéo€Cobmpany for fiscal years 2009, 2008
2007 was $475,000, $474,000 and $205,000, respéctiv

Notes and Advances Receivable

Apio has made advances to produce grofeexsop and harvesting costs. Notes and advamoesvable related to operating activities
are for the sourcing of crops for Apio’s businesd aotes and advances receivable related to imgeatitivities are for financing transactions
with third parties. Typically operating advances paid off within the growing season (less than yeer) from harvested crops. Advances not
fully paid during the current growing season arevested to interest bearing obligations, evidenmgdontracts and notes receivable. These
notes and advances receivable are secured by fegHi&ens on land and/or crops and have termg#mage from six to twelve months. Notes
receivable are periodically reviewed (at least tprgr) for collectibility. A reserve is establishéal any note or advance deemed to not be fully
collectible based upon an estimate of the cropevahuthe fair value of the security for the noteadvance.

Related Party Transactions

Apio provides cooling and distributing\gees for farms in which the Chairman of Apio (thgpio Chairman”) has a financial interest
and purchases produce from those farms. Apio alsthpses produce from Beachside Produce LLC fertsahird parties. Beachside Produce
is owned by a group of entities and persons thagplgyproduce to Apio including the Apio ChairmarevRnues and the resulting accounts
receivable and cost of product sales and the iegudtcounts payable are classified as relateg giarhs in the accompanying financial
statements as of May 31, 2009 and May 25, 2008anrttie three years ended May 31, 2009.

Apio leases, for approximately $316,000accurrent annual basis, agricultural land thatieed by the Apio Chairman. Apio, in turn,
subleases that land at cost to growers who argaiblil to deliver product from that land to Apio ¥atue added products. There is generally no
net statement of income impact to Apio as a redutiese leasing activities but Apio creates a guoiged source of supply for the value added
business. Apio has loss exposure on the leasingtadd the extent that it is unable to subledse land. For the years ended May 31, 2009,
May 25, 2008 and May 27, 2007, the Company subtea®f the land leased from the Apio Chairman eskived sublease income of
$316,000, $344,000 and $504,000, respectively, misisubstantially equal to the amount the Compaaigl to lease that land for such periods.

Apio’s domestic commodity vegetable besmwas sold to Beachside Produce, effective Jun20®3. The Apio Chairman is a 12.5%
owner in Beachside Produce. During fiscal year€92@008 and 2007, the Company recognized reverfugk ® million, $1.6 million and
$83,000, respectively, from the sale of productBéachside Produce and royalty revenues of $00$81and $249,000, respectively, from the
use by Beachside Produce of Apio’s trademarks.rélated accounts receivable from Beachside Prodieelassified as related party in the
accompanying Consolidated Balance Sheets as of3#a2009 and May 25, 2008.

At May 27, 2007, the Apio Chairman hel6i% ownership interest in Apio Cooling LP (“Apio @ling”), a limited partnership in which
Apio is the general partner and majority owner veiti0% ownership interest. During the first quadtefiscal year 2008, the Apio Chairman
withdrew from Apio Cooling. The $227,000 owed te thpio Chairman as of May 27, 2007, which was ideldiin the minority interest
liability at May 27, 2007, was paid in full duririgcal year 2008.
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All related party transactions are momtbquarterly by the Company and approved by théitACommittee of the Board of Directors.
Property and Equipment

Property and equipment are stated at Eogtenditures for major improvements are capiaiwhile repairs and maintenance are che
to expense. Depreciation is expensed on a stréighbasis over the estimated useful lives of gspective assets, generally three to thirty
years for buildings and leasehold improvementstarek to seven years for furniture and fixturesnpoters, capitalized software, machine
equipment and autos. Leasehold improvements aretiaetover the lesser of the economic life ofitherovement or the life of the lease on a
straight-line basis.

The Company capitalizes software develpneosts for internal use in accordance with 8tate of Position 98-1, Accounting for
Costs of Computer Software Developed or Obtainethternal Use” (“SOP 98-1").Capitalization of software development costs begirthe
application development stage and ends when tle izgslaced into service. The Company amortizeb sosts using the straight-line basis
over estimated useful lives of three to seven yé&idre Company did not capitalize any software dgwelent costs during fiscal years 2009 or
2008.

Intangible Assets

The Company’s intangible assets are caagmprimarily of goodwill and other intangible atswith indefinite lives (collectively,
“intangible assets”), which the Company recogniredccordance with the guidelines in SFAS No. Blsiness Combinations{*SFAS
141" (i) upon the acquisition, in December 199Balbthe assets of Apio, which consists of the F@woducts Technology and Commodity
Trading reporting units and (ii) from the repurchas all minority interests in the common stock.ahdec Ag, a subsidiary of the Company, in
December 2006. SFAS 141 defines goodwill as “theees of the cost of an acquired entity over theoh#te estimated fair values of the assets
acquired and the liabilities assumed at date ofiiaitepn.” All intangible assets, including goodlyihssociated with the Apio acquisition were
allocated to the Food Products Technology repouimig pursuant to SFAS 141 based upon the allocati@assets and liabilities acquired and
consideration paid for the Food Products Technotegyrting unit. The consideration paid for the @oodity Trading reporting unit
approximated its fair market value at the time @afuasition, and therefore no intangible assets wecerded in connection with the Company’s
acquisition of this reporting unit. Goodwill assateid with the Technology Licensing reporting umitsists entirely of goodwill resulting from
the repurchase of the Landec Ag minority interests.

The Company tests its intangible assatgripairment at least annually, in accordance Withprovisions of SFAS No. 14&oodwill
and Other Intangible AssefsSFAS 142"). When evaluating indefinite-lived imigible assets for impairment, SFAS 142 requireibpany
to compare the fair value of the asset to its @agryalue to determine if there is an impairmessloNhen evaluating goodwill for impairment,
SFAS 142 requires the Company to first compardahesalue of the reporting unit to its carryinglva to determine if there is an impairment
loss. If the fair value of the reporting unit exdséts carrying value, goodwill is not consideregpaired; thus application of the second step of
the two-step approach in SFAS 142 is not requitgxblication of the intangible assets impairmentgesquires significant judgment by
management, including identification of reportingts, assignment of assets and liabilities to répgrunits, assignment of intangible assets to
reporting units, and the determination of the Yailue of each indefinite-lived intangible asset aggbrting unit based upon projections of
future net cash flows, discount rates and marketiphes, which judgments and projections are inhdyeuncertain.

The Company tested its intangible aseetenpairment as of July 26, 2009 and determired ho adjustments to the carrying values of
the intangible assets were necessary as of that@ata quarterly basis, the Company considersdbd to update its most recent annual tests
for possible impairment of its intangible assetssdirl on management’s assessment of changes usiteds and other economic factors since
the most recent annual evaluation. Such changsigrifficant or material, could indicate a needipalate the most recent annual
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tests for impairment of the intangible assets dutire current period. The results of these teat&ddead to write-downs of the carrying values
of the intangible assets in the current period.

The Company uses the discounted cash(fib@F") approach to develop an estimate of failuea The DCF approach recognizes that
current value is premised on the expected recéifufore economic benefits. Indications of value developed by discounting projected future
net cash flows to their present value at a rateréifects both the current return requirementthefmarket and the risks inherent in the specific
investment. The market approach was not used teevhke Food Products Technology and Technologynisiog reporting units (the
“Reporting Units”) because insufficient market cargibles exist to enable the Company to developsorable fair value of its intangible
assets due to the unigue nature of each of the @oygoReporting Units.

The DCF approach requires the Compamxéscise judgment in determining future busineskfarancial forecasts and the related
estimates of future net cash flows. Future net das¥s depend primarily on future product salesjolubare inherently difficult to predict. The
net cash flows are discounted at a rate that teflaath the current return requirements of the etaatkd the risks inherent in the specific
investment.

The DCF associated with the Technologyehsing reporting unit is based on the Compangénke agreement with Monsanto (the
“Agreement”). Under the Agreement, Monsanto hagagito pay Landec Ag a license fee of $2.6 millionash per year for five years
beginning in December 2006, and a fee of $4.0 omilif Monsanto elects to terminate the Agreemen$1®.0 million if Monsanto elects to
purchase Landec Ag. If the purchase option is ésetldbefore the fifth anniversary of the Agreementf Monsanto elects to terminate the
Agreement, all annual license fees that have nent Ipaid to Landec Ag will become due upon the pasetor termination. As of May 31, 20
the fair value of the Technology Licensing repagtimit, as determined by the DCF approach, is rtiee double its book value, and therefi
no intangible asset impairment was deemed to elis.discount rate utilized approximates the risle finterest rate as the cash flow stream is
guaranteed under the terms of the Agreement. Art¥gase in the discount rate would not have afsignt impact on the excess of fair value
over book value.

The DCF associated with the Food Produiethnology reporting unit is based on manageméntsyear projection of revenues, gross
profits and operating profits by fiscal year anduases a 40% effective tax rate for each year. Mamagt takes into account the historical
trends of Apio and the industry categories in whiqho operates along with inflationary factors, e economic conditions, new product
introductions, cost of sales, operating expensgstal requirements and other relevant data whegldping its projection. As of May 31,
2009, the fair value of the Food Products Technplegorting unit, as determined by the DCF approaas approximately double its book
value, and therefore, no intangible asset impaitm&s deemed to exist. A 1% increase in the disc@ata would not have a significant impact
on the excess of fair value over book value.

Investment in Non-Public Company

The Company’s investment of $1.8 milliora non-public company is carried at cost and tdjlifor impairment losses, if any. Since
there is no readily available market value infolioratthe Company periodically reviews this investint® determine if any other than
temporary declines in value have occurred basatdefinancial stability and viability of the comparThe company is currently in discussions
with several parties to sell the rights to cergaioprietary assets, and potential deal terms withenthan one party are in latéage negotiation
The companys goal is to close the sale in calendar 2009. Lahds evaluated its cost method investment for imgant, utilizing a discounte
cash flow analysis of the preliminary terms undgetage discussions with one of the parties. Basddepxpectation that the rights to cer
proprietary assets of the company will be sold toi@ party, the Company has determined ther@ ignpairment of its investment as of May
31, 2009. However, if the currently proposed orikindeal does not close, Landec will need to rahgate impairment, with maximum
exposure equal to its cost investment.
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Deferred Revenue

Cash received in advance of serviceopad (principally revenues related to upfrontiise fees) are recorded as deferred revenue. At
May 31, 2009, $6.3 million has been recognized lgbdity for deferred license fee revenues an8Ch000 for advances from customers and
on ground lease payments from growers. At May 2882 $8.3 million has been recognized as a lighitit deferred license fee revenues and
$313,000 for advances from customers and on griease payments from growers.

Minority Interest

In connection with the acquisition of ApLandec acquired Apio’s 60% general partner @gein Apio Cooling, a California limited
partnership. Apio Cooling is included in the comdaled financial statements of Landec for all pgsipresented. The minority interest balance
of $1.8 million and $1.6 million at May 31, 2009daay 25, 2008, respectively, is comprised of iheted partners’ interest in Apio Cooling.

Income Taxes

The Company accounts for income taxesgusie liability method. Under this method, defdrtax assets and liabilities are determined
based on differences between financial reportirdgtar bases of assets and liabilities and are mea@sising enacted tax rates and laws that
will be in effect when the differences are expedteteverse. In evaluating the Company’s abilityeoover its deferred tax assets, managemen
considered all available positive and negative @vig: including the Company’s past results of opmratand its forecast of future taxable
income in the jurisdictions in which Landec hasragiens. The Company records a valuation allowdoceduce deferred tax assets to the
amount that is expected to be realized on a mietylthan-not basis. A deferred tax expense reéuta the change in the net deferred tax
asset or liability between periods.

Effective May 28, 2007, the Company adddASB Interpretation No. 48,Accounting for Uncertainty in Income Taxedh
accordance with FIN 48, paragraph 19, the Compasydecided to classify interest and penaltiesaéltt uncertain tax positions as a
component of its provision for income taxes.

The Company is subject to routine auojt$ederal and state tax authorities that may tésuldditional tax liabilities. Several factors
drive the calculation of the Company’s tax lialgg including, (i) the expiration of various stasibf limitations, (ii) changes in tax law and
regulations, (iii) issuance of tax rulings, and @ettlements with tax authorities. Changes inafrtyese factors may result in adjustments ir
Company’s liabilities, which would impact the Comp& reported financial results.

Per Share Information

Financial Accounting Standards Boardéss8tatement No. 128 Farnings Per Sharé (SFAS 128) requires the presentation of basic
and diluted earnings per share. Basic earningstpme excludes any dilutive effects of options,rauais and convertible securities and is
computed using the weighted average number of camshare outstanding. Diluted earnings per shatectsfthe potential dilution if
securities or other contracts to issue common siaale exercised or converted into common stockutBid common equivalent shares consist
of stock options using the treasury stock method.
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The following table sets forth the computation bfittd net income per share (in thousands, excepsipare amounts):

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
May 31, 2009 May 25, 2008 May 27, 2007
Numerator:
Net income $ 7,73C % 1354: $ 29,18¢
Less: Minority interest in income of subsidit — — (77€)
Net income for diluted net income per sh $ 7,73C % 13,54: $ 28,41
Denominator
Weighted average shares for basic net income pee 26,20: 26,06¢ 25,26(
Effect of dilutive securities
Stock options 54¢ 86¢€ 1,29¢
Weighted average shares for diluted net incomesipaire 26,75 26,93¢ 26,55¢
Diluted net income per sha $ 02¢ % 05C % 1.0%

Options to purchase 357,514, 96,300 dn@3® shares of Common Stock at a weighted averegreise price of $9.72, $13.32 and $¢
per share were outstanding during fiscal years@Mkiey 31, 2009, May 25, 2008 and May 27, 2007, eetpely, but were not included in the
computation of diluted net income per share bectheseptions’ exercise price were greater tharatreage market price of the Common
Stock and, therefore, the effect would be antidikit

Cost of Sales

The Company includes in cost of saleshallcosts related to the sale of products in azrare with generally accepted accounting
principles. These costs include the following: naaterials (including produce, seeds and packagdigct labor, overhead (including indirect
labor, depreciation, and facility related costs) ahipping and shipping related costs.

Research and Development Expenses

Costs related to both research conte@utisCompany-funded research is included in researdtdevelopment expenses. Costs to fulfill
research contracts generally approximate the quoreting revenue. Research and development cosgsiararily comprised of salaries and
related benefits, supplies, travel expenses ambcate allocations.

Accounting for Stock-Based Compensation

On May 29, 2006, the Company adopted SE23R, which is a revision of SFAS No. 123¢counting for Stock-Based Compensation
" (“SFAS 123"), and supersedes APB No. 2B c¢counting for Stock Issued to Employe€#9\PB 25”). Among other items, SFAS 123R
requires companies to record compensation expenstdckbased awards issued to employees and directoxelirarge for services provide
The amount of the compensation expense is bas#tbastimated fair value of the awards on theingdates and is recognized over the
required service periods. The Company’s stock-baseatds include stock option grants and restristedk unit awards (RSUSs).
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Prior to the adoption of SFAS 123R, ttmrpany applied the intrinsic value method set fartAPB 25 to calculate the compensation
expense for stock-based awards. The Company hasitédly set the exercise price for its stock opt equal to the market value on the grant
date. As a result, the options had no intrinsicigain their grant dates, and therefore the Comgahmgot record any compensation expense
unless the terms of the stock options were subsglgumodified. For RSUs, the calculation of compaitn expense under APB 25 and SFAS
123R is similar except for the accounting treatnfenforfeitures as discussed below.

The Company adopted SFAS 123R using thaified prospective transition method, which regaithe application of the accounting
standard to (i) all stock-based awards issued @&fter May 29, 2006 and (ii) any outstanding stbelsed awards that were issued but not
vested as of May 29, 2006. During the fiscal yewteel May 31, 2009, the Company recognized shizded compensation expense of $933
which included $308,000 for restricted stock umiads and $625,000 for stock option grants. Dutiregfiscal year ended May 25, 2008, the
Company recognized stodlased compensation expense of $871,000 which iedI$806,000 for restricted stock unit awards argbH0 foi
stock option grants. During the fiscal year endead/M7, 2007, the Company recognized stock-basegensation expense of $615,000 which
included $160,000 for restricted stock unit awaadd $455,000 for stock option grants.

The following table summarizes the stbelsed compensation by income statement line item:

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
May 31, 2009 May 25, 2008 May 27, 2007
Research and developm: $ 171,000 $ 148,000 $  82,00(
Sales, general and administrat 762,00( 723,00( 533,00(
Total stocl-based compensation expel $ 933,000 $ 871,000 $ 615,00(

The estimated fair value for stock opgiowhich determines the Company’s calculation @figensation expense, is based on the Black-
Scholes option pricing model. Upon the adoptioSBAS 123R, the Company changed its method of alogl and recognizing the fair value
of stock-based compensation arrangements to thiglstiline, single-option method. Compensation esgefor all stock option and restricted
stock awards granted prior to May 29, 2006 willthaure to be recognized using the straight-line,tipl@-option method. In addition, SFAS
123R requires the estimation of the expected fnfes of stock-based awards at the time of grasita fesult, the Company uses historical data
to estimate pre-vesting forfeitures and recordsksttased compensation expense only for those avlaatiare expected to vest and revises
those estimates in subsequent periods if the afdtfaitures differ from the prior estimates.

Valuation Assumptions

As of May 31, 2009, May 25, 2008 and N2gy 2007, the fair value of stock option grants estimated using the Black-Scholes option
pricing model. The following weighted average asgtioms were used:

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
May 31, 2009 May 25, 2008 May 27, 2007

Expected life (in years 3.7¢ 4.4C 4.27
Risk-free interest rat 2.35% 5.02% 5.08%
Volatility 0.52 0.4€ 0.51
Dividend yield 0% 0% 0%

The Black-Scholes option pricing modejuiees the input of highly subjective assumptiansluding the expected stock price volatility.
The change in the volatility in the fiscal yearsied May 31, 2009, May 25, 2008 and May 27, 20G¥ rissult of basing the volatility on
Landec’s stock price.
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The weighted average estimated fair vafueandec employee stock options granted at gfateé market prices during the fiscal years
ended May 31, 2009, May 25, 2008 and May 27, 2083 $2.74, $5.74 and $4.15 per share, respectiNelgtock options were granted above
or below grant date market prices during the figears ended May 31, 2009, May 25, 2008 and MayQ@7y.

Recent Accounting Pronouncements
Fair Value Measuremen

In September 2006, FASB issued SFAS 8@, 1Fair Value Measurement’s SFAS No. 157 defines fair value, establishes a émaark
for measuring fair value and expands disclosureitfair value measurements. SFAS No. 157 doesatptire new fair value measurements
provides guidance on how to measure fair valuerbyigding a fair value hierarchy used to classifg Hource of information. SFAS No. 157 is
effective for fiscal years beginning after Novemt&r 2007. However, on February 12, 2008, the FASBed FASB Staff Position (“FSP”)
FAS No. 157-2 which delays the effective date fbnan-financial assets and liabilities except #hdisat are recognized or disclosed at fair
value in the financial statements on a recurrirgi$at least annually). FSP 157- 2 defers thect¥ie date of SFAS No. 157 to fiscal years
beginning after November 15, 2008, and interimgugiwithin the fiscal years for items within the@ge of this FSP. The Company adopted
SFAS No. 157 on May 26, 2008 for financial asset$ financial liabilities. It did not have any imgam the Company results of operations
financial position for the year ended May 31, 20D8e Company will adopt SFAS No. 157 for non-finahassets and liabilities during its
fiscal year ending May 30, 2010. The Company isently evaluating the future impacts and discloswkthis standard.

In February 2007, the FASB issued SFASN®, “The Fair Value Option for Financial Assets and Fingl Liabilities— Including an
amendment of FASB Statement No. 2IH-AS No. 159 permits entities to choose to measuany financial instruments and certain other
items at fair value that are not currently requitethe measured at fair value. Subsequent adjussnethe fair value of the financial
instruments and liabilities an entity elects torgat fair value will be recognized in earnings AAFNo. 159 also establishes additional
disclosure requirements. SFAS No. 159 is effedtivdiscal years beginning after November 15, 200ith early adoption permitted provided
the entity also elects to apply the provisions BAS No. 157. The Company adopted SFAS No. 159 oy 2622008, but has not elected the
fair value measurement provisions for any eligiilancial instruments or other items.

Business Combinatior

The FASB issued SFAS No. 141R (revise@i720" Business Combinatiorisvhich significantly changes the financial accangtand
reporting for business combination transactionASNo. 141R requires the acquiring entity in a hass combination to recognize all (and
only) the assets acquired and liabilities assumede transaction and establishes the acquisitita fair value as the measurement objectiv
all assets acquired and liabilities assumed insinless combination. Certain provisions of this dgad will, among other things, impact the
determination of acquisition-date fair value of sleration paid in a business combination (inclgdiontingent consideration); exclude
transaction costs from acquisition accounting; emahge accounting practices for acquired continigenacquisition-related restructuring
costs, in-process research and development, indieation assets, and tax benefits. For the Comp&RAS No. 141R is effective for business
combinations occurring after May 31, 2009. The Camyis currently evaluating the future impacts distlosures of this standard.

Noncontrolling Interest

In December 2007, the FASB issued Stat¢mfeFinancial Accounting Standards (“SFAS”) Né01 “ Noncontrolling Interests in
Consolidated Financial StatementsSFAS No. 160 amends Accounting Research BullgtRB”) No. 51, “ Consolidated Financial
Statement$ and establishes accounting and reporting stasdardthe noncontrolling interest (minority inteteis a subsidiary. This statement
requires the reporting of all
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noncontrolling interests as a separate componestbokholders’ equity, the reporting of consolidhtet income (loss) as the amount
attributable to both the parent and the noncomtigiinterests and the separate disclosure of wenie (loss) attributable to the parent and ti
noncontrolling interests. Changes in a parent’'saraiip interest while the parent retains its cdlmginterest will be accounted for as equity
transactions and any retained noncontrolling eguaitgstment upon the deconsolidation of a subsidialt be initially measured at fair value.
Other than the reporting requirements describedealdnich require retrospective application, thevisions of SFAS No. 160 are to be applied
prospectively. For the Company, SFAS No. 160 isctife beginning June 1, 2009. The Company is otlyrén the process of determining the
impact and disclosure of this standard and expewatd result in a reclassification of income frothe noncontrolling interest (minority intere

in Apio Cooling, L.P., in which Apio is the genegartner with a 60% ownership position. Upon adwoptall noncontrolling interest will be
included as a component of stockholders’ equity rmotdn the statement of operations. The Compaweyiigently evaluating the impact of this
standard on its consolidated financial statements.

Collaborative Arrangements

In December 2007, the FASB ratified th€Feconsensus on EITF Issue No. 07-Actounting for Collaborative Arrangemeritthat
discusses how parties to a collaborative arrange@adrich does not establish a legal entity withiicls arrangement) should account for
various activities. The consensus indicates thstisdacurred and revenues generated from transaotvih third parties (i.e. parties outside of
the collaborative arrangement) should be reponetth® collaborators on the respective line itemtheir income statements pursuant to EITF
Issue No. 99-19, Reporting Revenue Gross as a Principal Versus BlanaAgent” Additionally, the consensus provides that income
statement characterization of payments betweepdheipants in a collaborative arrangement shbeldased upon existing authoritative
pronouncements; analogy to such pronouncements ikithin their scope; or a reasonable, rationadl @onsistently applied accounting policy
election. For the Company, EITF Issue No. 07-ffiscéive beginning June 1, 2009 and is to be apgpiétrospectively to all periods presented
for collaborative arrangements existing as of thte @f adoption. The Company is currently evalgatire impact of this standard on its
consolidated financial statements.

Variable Interest Entities

In June 2009, the FASB issued Statementlld7, “Amendments to FASB Interpretation No. 46{Rjtatement 167 amends the
evaluation criteria to identify the primary benédiy of a variable interest entity provided by FABBerpretation No. 46(R};onsolidation of
Variable Interest Entities—An Interpretation of ARB. 51. Additionally, Statement 167 requires ongoing seasments of whether an
enterprise is the primary beneficiary of the vaeahterest entity. The Company will adopt Stateti@V in fiscal 2011 and is currently
evaluating the impact of its pending adoption an¢hnsolidated financial statements.

Subsequent Events

In May 2009, the FASB issued StatementD®, “Subsequent EventsStatement 165 establishes general standardscofiating for
and disclosure of events that occur after the lalaheet date but before the financial statemeatissued or are available to be issued. The
Company will adopt Statement 165 in the first qeladf fiscal 2010 and does not believe it will fégu significant changes to reporting of
subsequent events either through recognition atafisre.

Fair Value Disclosures in Interim Repol

In April 2009, the FASB issued FASB Staffsition No. FAS 107-1 and APB 281aterim Disclosures about Fair Value of Financial
InstrumentsThis Staff Position amends FASB Statement No. Di§¢losures about Fair Value of Financial Instruntemo require disclosure
about fair value of financial instruments at interi
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reporting periods. This Staff Position is effectfee interim reporting periods ending after June 2809, with early adoption permitted for
periods ending after March 15, 2009 provided FSPMS 115-2 and FAS 124-2 (described above) areedsly adopted. The Company will
adopt FSP No. FAS 107-1 in the first quarter afdl2010 and do not believe it will have a matdrigbact on the consolidated financial
statements.

Fair Value Measurements

The Company adopted Statement No. 15Viay 26, 2008 for financial assets and liabiliti€ee Company also adopted Statement 159
in which entities are permitted to choose to measuany financial instruments and certain other $etnfair value. The Company did not elect
the fair value option for any of its eligible fingial assets or liabilities under SFAS 159.

SFAS No. 157 established a three-tieranahy for fair value measurements, which prioésizhe inputs used in measuring fair value as
follows:

Level 1- observable inputs such as quoted prices for id@ntistruments in active marke

. Level 2 — inputs other than quoted prices in aathagkets that are observable either directly oir@udly through corroboration
with observable market dat

. Level 3— unobservable inputs in which there is little ormarket data, which would require the Company tcetlgyits own
assumptions

As of May 31, 2009, the Company heldaiaerassets that are required to be measured atalaie on a recurring basis. These included
the Company’s cash equivalents and marketable iesuor which the fair value is determined basedbservable inputs that are readily
available in public markets or can be derived fioformation available in publicly quoted marketfiefefore, the Company has categorized its
cash equivalents and marketable securities as llevidie Company has no other financial assetsbilities for which fair value measurement
has been adopted.

2. Sale of Fielde’s Choice Direct and License Agreemer

On December 1, 2006, Landec sold itsctlimearketing and sales seed company FCD, whichidied the Fielder's Choice DireBtand
Heartland Hybrid® brands, to American Seeds, Inc., a wholly ownedisligry of Monsanto Company. The acquisition pfmeFCD was $50
million in cash paid at the close. During the fisgear 2007, Landec recorded income from the sadeof direct expenses and bonuses, of §
million. The income that was recorded is equah®difference between the fair value of FCD of $#lion and its net book value, less direct
selling expenses and bonuses. In accordance wigraky accepted accounting principles, the portibthe $50 million of proceeds in excess
of the fair value of FCD, or $10 million, will bdlecated to the technology license agreement desdelow and will be recognized as
revenue ratably over the five year term of therlseagreement or $2 million per year beginning Ddxer 1, 2006. The fair value was
determined by management.

The following summarizes sales proceeds allocaiele technology license agreement and the netriadoom the sale of FCD (in thousanc

-62 -
Cash received at clo: $  50,00(
Fair market value of FCI 40,00(
Proceeds allocated to technology license agreefip $ 10,00(
Fair market value of FCI $  40,00(
Less: Cost basis of assets sold net of liabilaigsume (24,85¢)
Less: Direct expenses of si (557)
Net gain from sale of FCI 24,58

Less: Bonuses paid to employees as a result cfale (1,919

Income from sale of FCI $ 22,66¢



(1) Represents a deferred gain at closing whichbeirecognized as revenue over 5 years as deddriédew.

As a result of the sale of FCD, the Comypigecorded an income tax expense of $2.5 milliofisical year 2007 for state income taxes and
federal AMT.

In December 2006, Landec also entereddrftve-year co-exclusive technology license aolgmer supply agreement (“the Agreemegnt”
with Monsanto for the use of Landec’s Intellicoatymer seed coating technology. Under the ternth®fAgreement, Monsanto has agreed to
pay Landec Ag $2.6 million per year in exchange(igra co-exclusive right to use Landec’s Intelfittemperature activated seed coating
technology worldwide during the license period, tt®) right to be the exclusive global sales andketarg agent for the Intellicoat seed coating
technology, and (3) the right to purchase the teldgy any time during the five year term of the &gment. Monsanto has also agreed to fund
all operating costs, including all Intellicoat raseh and development, product development and eplagcement capital costs during the five
year agreement period. For each of the fiscal yeaded May 31, 2009 and May 25, 2008 Landec reeedr$5.4 million in revenues a
income from the Agreement and for the fiscal yeatesl May 27, 2007 Landec recognized $2.7 milliorewenues and income from the
Agreement.

The Agreement also provides for a feeapdy/to Landec Ag of $4 million if Monsanto eletdsgerminate the agreement or $10 million,
amended from $8 million in May 2009, if Monsanteab to purchase Landec Ag. If the purchase ofisienercised before the fifth
anniversary of the Agreement, or if Monsanto eléztierminate the Agreement, all annual license fe®l supply payments that have not been
paid to Landec Ag will become due upon the purchdiddonsanto does not exercise its purchase oftiothe fifth anniversary of the
Intellicoat agreement, Landec Ag will receive teetination fee and all rights to the Intellicoa¢deoating technology will revert to Landec.
Accordingly, Landec will receive minimum guarantgeyments of $17 million for license fees and padyrsupply payments over five years
$23 million in maximum payments if Monsanto electpurchase Landec Ag. The minimum guaranteed patgrand the deferred gain of $2
million per year described above will result in dae recognizing revenue and operating income ¢f llion per year for fiscal years 2008
through 2011 and $2.7 million per year for fiscahys 2007 and 2012. The incremental $6 millionetadzeived in the event Monsanto
exercises the purchase option has been deferredilife: recognized upon the exercise of the pusehaption. The fair value of the purchase
option was determined by management to be lessttigaamount of the deferred revenue.

If Monsanto elects to purchase Landecagain or loss on the sale of Landec Ag will bebgmized at the time of purchase. If Monsanto
exercises its purchase option, Landec expectst&y &ro a new long-term supply agreement with More pursuant to which Landec would
continue to be the exclusive supplier of Intellicpalymer materials to Monsanto.

In conjunction with the sale of FCD, Laedurchased all of the outstanding common stodkoptions of Landec Ag not owned by
Landec at the fair market value of each share al$ @ptions had been exercised as of Decembeddg.2lhe fair market value was $7.4 mill
which was funded with proceeds from the sale of FEfer the purchase, Landec Ag became a whollyexhsubsidiary of Landec. In
accordance with SFAS 123R, this purchase did rsaflrén additional compensation expense to the Gomas all of the options purchased
were fully vested at the time of the purchase &edconsideration paid was equal to the fair valuéhe date of the purchase. The repurcha
Landec Ag’s outstanding common stock and options rgaorded to retained earnings as the

- 63 -




2. Sale of Fielde's Choice Direct and License Agreement (continuet

repurchase occurred after the sale of FCD to Mdosa#i May 25, 2008, $4.8 million of the $7.4 milli repurchase was reclassified from
retained earnings to goodwill in accordance witthSRA.41 to reflect the amount of the repurchasedonmon stock that was subsequently
determined to be a repurchase of minority interest.

Excluding the $2.7 million in revenuesrir the Agreement, Landec Ag revenues for the figeat 2007 was $131,000. The net opere
losses for Landec Ag, excluding the income fromghle of FCD and the $2.7 million in license feresf the Agreement, for fiscal year 2007
was $5.8 million.

3. License Agreements

On December 23, 2005, Landec enteredantexclusive licensing agreement with Aesthetie/®mes Corporation (“Aesthetic
Sciences”), a medical device company. Aesthetier®@s paid Landec an upfront license fee of $2B0@0the exclusive rights to use
Landec’s Intelimer® materials technology for therelepment of dermal fillers worldwide. Landec walso receive royalties on the sale of
products incorporating Landec’s technology. In &ddj the Company received shares of preferreckstatued at $1.3 million which
represented a 19.9% ownership interest in Aestiseliences as of December 23, 2005.

As part of the original agreement withsBeetic Sciences, Landec was to receive additisimales upon the completion of a specific
milestone. On November 22, 2006, that milestonemeaisand as a result Landec received an additRO@®O00 shares of preferred stock
valued at $481,000. The receipt of the additiof¥4l,800 preferred shares did not change Landec@d 8wnership interest in Aesthetic
Sciences. The $481,000 is included in other agséf® accompanying Consolidated Balance Sheetassdecorded as licensing revenue
during fiscal year 2007 in the accompanying Conlstéd Statements of Operations since Landec hagther obligations under this
agreement. During fiscal year 2009, Aesthetic Smercompleted a second preferred stock offeringhich Landec did not participate and as a
result Landec’s ownership interest in AestheticeBces as of May 31, 2009 was reduced to 17.3%.

On March 14, 2006, Landec entered intexaiusive license and research and developmeaeagnt with Air Products and Chemicals,
Inc. Landec will provide research and developmeppsrt to Air Products for three years with a mutyation for two additional years. The
license fees are being recognized as license revever a three year period beginning March 200@dgdition, in accordance with the
agreement, Landec will receive 40% of the groséitpgenerated from the sale of products by Air Rratd occurring after April 1, 2007, that
incorporate Landec’s Intelimer materials. In 2088 amendment was entered into by the Company wiheggtain technology applications
were re-acquired as well as the elimination of dsteng contract claim in order to refine the eixigtrelationship. As a result, the Company
recorded a $600,000 expense to selling, generahdmihistrative expense during the year ended M&aypQ08. The Company recognized
$600,000 in license revenues under this agreemdiscial year 2009 and $800,000 in license revenmeésr this agreement during both fiscal
year 2008 and 2007. During fiscal years 2009, 2082007 the Company recognized $1.1 million, $3@8.and $20,000, respectively, for
share of the gross profits realized from the sélatelimer-based products by Air Products.

On September 19, 2007, the Company antkitslécensing and supply agreement with ChigBitands International, Inc. (“Chiquita”).
Under the terms of the amendment, the licensednabas was expanded to include additional excldiglds using Landec’s BreatheWay®
packaging technology, and a new exclusive licerselieen added for the sale and marketing of aveaaging Landec’s BreatheWay
packaging technology. In exchange for expandingeftwusive fields for bananas and adding a newusiet field for avocados, the minimum
gross profits to be received by Landec from the s&BreatheWay packaging to Chiquita for banamasaaocados was increased to $2.2
million in fiscal year 2009 and to $2.9 millionfiscal year 2008. In addition, the minimum grossfits the Company is to receive are
calculated and payable on a calendar quarter pasithe terms of the amended agreement. Accorditfgdyminimum amounts under the
amended agreement will be calculated each calepdater and thus will be due at the end of Marahg) September and December of each
year. During fiscal years 2009, 2008 and 2007 Qbmpany recognized $2.2 million, $2.9 million arid@®million, respectively, of gros
profits from the Chiquita licensing and supply agnent.
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4, Insurance Settlement

On August 25, 2006, the Company receavedsh payment of $1.6 million from the settlenwnhsurance claims associated with a fire
that occurred at its Dock Resins facility in Felsyui2000. The settlement resulted in the Compangroiag a reduction to selling, general and
administrative expenses of $1.3 million, net of exges, during the Company’s first quarter of figesr 2007. In addition, $381,000 had been
placed in escrow pending the outcome of certaipulex professional fees. In September 2006, thepaagnresolved the fee dispute and paid
professional fees of $227,000 from the escrow aodived the balance of $154,000 which the Compaogrded as a reduction to selling,
general and administrative expenses during thenskgoarter of fiscal year 2007.

5. Repurchase of Subsidiary Common Stock and Option

On August 7, 2007, Landec repurchasedfdlie outstanding common stock and options obAmit owned by Landec at the fair market
value of each share as if all options had beerncesest on that date. The fair market value repurelpaige for all of Apio’s common stock and
options not owned by Landec was $20.8 million. Aftee repurchase, Apio became a wholly owned sidrgiedf Landec. In accordance with
SFAS 123R, this repurchase did not result in aolditi compensation expense to the Company as tieadptions repurchased were fully
vested at the time of the repurchase and the oaradidn paid was equal to the fair value. The rejpase of Apio options for $19.7 million was
recorded as a reduction to equity and the repuecbBApio’s common stock not owned by Landec forl$iillion was recorded to goodwill in
accordance with SFAS 141.

6. Notes and Advances Receivab

Notes and advances receivable at May 31, 2009 ayd24, 2008 consisted of the following (in thousgn

May 31, May 25,
2009 2008

Note receivable due from buyer of fruit processtggipment in annual installments of $98

interest at prime rate plus 1.0%, with final paytdue October 20, 2008, secured by purchased

assets (2 $ — 3 101
Advances to grower of $1 per acre to be recoveyedithholding proceeds derived from cro|

Additional advances of $81 on January 1, 2009 @&tddh July 1, 2009 to be recovered via we

deductions of $3 from proceeds. Agreement ends g, 2009 (1 68 27C
Advances to a grower under agricultural subleasagimi-annual installments of $155, to be repaid

at $12 per week by withholding proceeds from craipced on this property. Leases expire

October 31, 2009 (1 11¢ 13C

Gross notes and advances receiv: 18¢€ 501
Less allowance for doubtful not — —

Net notes and advances receive 18¢€ 501
Less current portion of notes and advances recke (18€) (507)
Non-current portion of notes and advances receiv $ — 3 —

(1) Represents notes and advances receivable assbuiith operating activitie
(2) Represents notes and advances receivable atesbuiith investing activitie:

Interest income from interest bearingesakeceivable for the fiscal years ended May 3092May 25, 2008 and May 27, 2007 was
$6,000, $15,000 and $52,000, respectively.
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7. Property and Equipment

Property and equipment consists of ttievieng (in thousands):

Years of
Useful Life May 31, 2009 May 25, 2008
Land and building 15-30 $ 18,228  $ 18,18:
Leasehold improvemen 3-20 952 77t
Computer, capitalized software, machinery, equipraed autc 3-7 24,16: 21,97:
Furniture and fixture 5-7 34¢ 301
Construction in proces 1,81¢ 217
Gross property and equipme 45,50¢ 41,44
Less accumulated depreciation and amortize (22,769 (20,145
Net property and equipme $ 22,747 $ 21,30¢

Depreciation and amortization expensetferfiscal years ended May 31, 2009, May 25, 20@8May 27, 2007 was $3.1 million, $3.2
million and $3.3 million, respectively. Equipmentder capital leases, which is the security forrtiated lease obligation, at May 31, 2009 and
May 25, 2008 was $0 and $104,000, respectively.rélzed accumulated amortization for equipmenieurdpital leases at May 31, 2009 and
May 25, 2008 was $0 and $99,000, respectively. Aization related to capitalized software was $1@6,(400,000 and $666,000,
respectively, for fiscal years ended May 31, 2008y 25, 2008 and May 27, 2007. The unamortized adersoftware costs at May 31, 2009
and May 25, 2008 were $103,000 and $278,000, rasphkc

8. Intangible Assets

Changes in the carrying amount of goodiail the fiscal years ended May 31, 2009, MayZH)8 and May 27, 2007 by reportable
segment, are as follows (in thousands):

Food
Products Technology
Technology Licensing Total
Balance as of May 28, 20( 21,23 i3 21,24¢
Goodwill acquired during the peric 16¢ 1,05( 1,21¢
Goodwill sold during the peria — (1,065 (1,065
Balance as of May 27, 20( 21,40: — 21,40:
Goodwill acquired/reclassified during the per 1,172 4,78( 5,952
Balance as of May 25, 20( 22,57« 4,78( 27,35¢
Goodwill acquirec 7 — 7
Balance as of May 31, 20( $ 22,58. % 478 % 27,36!

Information regarding Landec’s other mgible assets is as follows (in thousands):

Trademarks Other Total
Balance as of May 28, 20( 8,22¢ — 8,22¢
Amortization expens — — —
Balance as of May 27, 20( 8,22¢ — 8,22¢

Amortization expens — — —

Balance as of May 25, 20( 8,22¢ — 8,22¢



Amortization expens — — -

Balance as of May 31, 20( $ 8,226 % — 3 8,22¢

Accumulated amortization as of May 31020May 25, 2008 and May 27, 2007 was $3.4 million.
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9. Stockholders’ Equity

On November 6, 2008, the Company reinm@ied from California to Delaware. As a resultho$ reincorporation, the Company has
established an additional paid-in capital accoumut r@classified as of May 25, 2008, $112.9 millimm Common Stock to additional paid-in
capital.

Holders of Common Stock are entitled te wote per share.

Convertible Preferred Stock

The Company has authorized two millioarsis of preferred stock, and as of May 31, 200basutstanding preferred stock.
Common Stock, Stock Purchase Plans and Stock Optidflans

At May 31, 2009, the Company had 2.2iorllcommon shares reserved for future issuancerlratelec equity incentive plans.

On October 14, 2005, following stockhaldproval at the Annual Meeting of Stockholderdshef Company, the 2005 Stock Incentive
Plan (the “Plan”) became effective. The Plan repdihie Company’s four then existing equity pland ma shares remain available for grant
under those plans. Employees (including officesghisultants and directors of the Company and hsidiaries and affiliates are eligible to
participate in the Plan.

The Plan provides for the grant of stopkons (both nonstatutory and incentive stockans), stock grants, stock units and stock
appreciation rights. Awards under the Plan willelv&enced by an agreement with the Plan participamder the Plan, 861,038 shares of the
Company’s Common Stock (“Shares”) were initiallya#&ble for awards, and as of May 31, 2009, 75&tles were available for awards.
Under the Plan no recipient may be awarded anleofdllowing during any fiscal year: (i) stock apts covering in excess of 500,000 Shares;
(ii) stock grants and stock units covering in esces250,000 Shares in the aggregate; or (iii)lstqapreciation rights covering more than
500,000 Shares. In addition, awards to non-empldyreetors are discretionary. However, a non-emgdoglirector may not be granted awards
covering in excess of 30,000 Shares in the aggeetjaing any fiscal year.

The 1995 Directors’ Stock Option Plare(tDirectors’ Plan”) provided that each person vileezame a non-employee director of the
Company, who had not received a previous grangraéeted a nonstatutory stock option to purchased®0shares of Common Stock on the
date on which the optionee first became a non-eyaglalirector of the Company. Thereafter, on the dadeach annual meeting of the
stockholders each non-employee director was grameatiditional option to purchase 10,000 shar€xoofimon Stock if, on such date, he or
she had served on the Company’s Board of Diredtorat least six months prior to the date of suchual meeting. The exercise price of the
options was the fair market value of the Compa@dsnmon Stock on the date the options were gra@ptons granted under this plan were
exercisable and vested upon grant.

The 1996 Non-Executive Stock Option Rdathorized the Board of Directors to grant non-fjigal stock options to employees,
including executive officers, and outside consulaf the Company. The exercise price of the ogtiwas equal to the fair market value of the
Company’s Common Stock on the date the options geneted. Options were generally exercisable ugstivg and generally vested ratably
over four years and were subject to repurchaseeifcésed before being vested.

The 1996 Stock Option Plan authorizedBbard of Directors to grant stock purchase rigimtsentive stock options or non-statutory
stock options to Landec executives. The exercige f the stock purchase rights, incentive stqukoms and norstatutory stock options cot
be no less than 100% of the fair market value ofdex’s Common Stock on the date the options wexetgd. Options generally were
exercisable upon vesting, generally vested ratabdy four years and were subject to repurchaseeifoised before being vested.
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9. Stockholders’ Equity (continued)

The New Executive Stock Option Plan atittenl the Board of Directors to grant non-statutstigck options to officers of Landec or
officers of Apio or Landec Ag whose employment wéiich of those companies began after October B0, Zhe exercise price of the non-
statutory stock options could be no less than 166#:85%, for named executives and non-named exesutiespectively, of the fair market
value of Landec’s Common Stock on the date theoaptivere granted. Options generally were exera@sabn vesting, generally vested
ratably over four years and were subject to repasetif exercised before being vested.

Activity under all Landec equity incentive plansass follows:

Stock-Based Compensation Activity

Restricted Stock Outstanding Stock Options Outstanding
Weighted

RSU’s and Number Weighted Average

Options of Average Number of Exercise

Available Restricted Grant Date Stock Price

for Grant Shares Fair Value Options (Fair Value)
Balance at May 28, 20( 857,70! 83: % 7.5¢% 3,117,511 $ 4.8t
Granteo (153,33Y) 38,33 $ 8.8¢ 115,00 $ 8.8¢
Exercisec — — — (1,163,23) $ 4.72
Forfeited 8,77¢ (839 $ 7.5¢ (7,945 % 4.9z
Plan shares expire (6,417) — — —
Balance at May 27, 20( 706,73: 38,33t % 8.8¢ 2,061,333 $ 5.1
Granted (139,33Y) 34,83 % 13.32 104,500 $ 13.32
Awarded/Exercise: — (10,0079 $ 8.8¢ (267,149 $ 4.57
Forfeited — — — 2,739 $ 3.8C
Balance at May 25, 20( 567,39t 63,16¢ % 11.32 1,896,951 $ 5.6¢
Granted (506,25:) 127,50: $ 6.62 378,75( $ 6.62
Awarded/Exercise: — (10,009 $ 13.3:2 (331,950 $ 3.6¢€
Forfeited 14,87¢ (3,666 $ 7.4E (11,209 $ 8.5¢
Plan shares expire (209) — — — —
Balance at May 31, 20( 75,80¢ 177,00 $ 7.9C 193254 $ 6.1¢

Included in exercises for fiscal year®212008 and 2007 are 171,380, 11,995 and 207 gti@ns, respectively, that were exercised
through a net share settlement transaction (ng ¢agiay for the exercise price of the options Hrarelated taxes due on the exercise.

The following table summarizes informatimoncerning stock options outstanding and exetdsa May 31, 2009:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Aggregate Number of Average Aggregate
Exercise Number of Shares Contractual Exercise Intrinsic Shares Exercise Intrinsic
Prices Outstanding Life Price Value Exercisable Price Value
(in years)
$1.660- $3.375 370,55¢ 2.17 $ 3.1¢ $ 1,345,11 370,55¢ $ 3.1t $ 1,345,11
$3.470- $6.125 230,73t 2.24 $ 4.6% $ 491,46¢ 230,52¢ $ 4.6t $  491,02(
$6.130- $6.130 262,00( 2.97 $ 6.1 $ 170,30( 262,00( $ 6.1 $ 170,30(
$6.220- $6.220 293,75( 6.97 $ 6.22 $ 164,50( 35,00( $ 6.2z $ 19,60(
$6.563- $6.720 195,00( 4.17 $ 6.64 $ 27,30( 186,38t $ 6.64 $ 26,09«
$6.750- $6.850 217,00( 2.8€ $ 6.7¢ $ — 217,00( $ 6.7¢ $ —
$7.500- $8.860 260,00( 4.9¢ $ 8.2t $ — 235,97( $ 8.2¢ $ —
$ 13.32 $ — 65,19: $ 13.32 $ —

$13.32- $13.32 103,50( 5.0¢




$1.660- $13.32 1,932,54. 38 % 6.1¢ $ 2,198,68 1,602,63: $ 5.9¢ $ 2,052,13

- 68 -



9. Stockholders’ Equity (continued)
The weighted average remaining contradifeaof options exercisable as of May 31, 200%8a25 years.

At May 31, 2009 and May 25, 2008 optitmpurchase 1,602,633 and 1,761,778 shares of cam@emmon Stock were vested,
respectively. No options have been exercised poibeing vested.

The aggregate intrinsic value in theg¢eddbove represents the total pretax intrinsic yvdlased on the Company’s closing stock price of
$6.78 on May 29, 2009, which would have been reszklwy holders of stock options had all holderstotls options exercised their stock
options that were in-the-money as of that date. toted number of in-the-money stock options exeois as of May 31, 2009, was
approximately 1.2 million shares. The aggregatensit value of stock options exercised duringfteeal year 2009 was $933,000.

Shares Subject to Vesting

The following table summarizes the atyivelating to unvested stock option grants and R8UWing the fiscal year ended May 31, 2009:

Stock Options Restricted Stock
Weighted Weighted
Average Fair Average Fair
Shares Value Shares Value
Unvested at May 25, 20( 135,17 $ 4.7¢ 63,16¢ $ 11.32
Granted 378,75( % 2.74 127,50: $ 6.62
Vested/Awardet (172,809 $ 3.61 (10,00 $ 13.32
Forfeited (11,209 $ 3.6€ (3,666 $ 7.4E
Unvested at May 31, 20( 329,90¢ $ 2,72 177,00 $ 7.9C

As of May 31, 2009, there was $1.7 millif total unrecognized compensation expense retatenvested equity compensation awards
granted under the Company’s incentive stock plantal expense is expected to be recognized ovendightedaverage period of 2.7 years
stock options and 1.9 years for restricted stocarde:

As of May 31, 2009 the Company had resgr®.2 million shares of common stock for futumience under its current and former stock
plans.

10. Debt

In May 2009 Apio terminated its $7.0 moill revolving line of credit with Wells Fargo BahkA. Apio had been in compliance with all
loan covenants during fiscal year 2009 throughdidte of termination.

11. Income Taxes

The provision for income taxes consisithe following (in thousands):

Year ended Year ended Year ended
May 31, 2009 May 25, 2008 May 27, 2007
Current:
Federal $ 2217 % 1557 $ 625
State 88¢ 2,40¢ 1,83¢
Total 3,10( 3,96¢ 2,45¢
Deferred:
Federal 2,06( 232 —
State 451 (844) -
Total 2,511 (611) —

Income tax expens $ 5611 $ 335¢ % 2,45¢
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11. Income Taxes (continued

The actual provision for income taxesedd from the statutory U.S. federal income tae i follows (in thousands):

Year Ended Year Ended Year Ended
May 31, 2009 May 25, 2008 May 27, 2007
Provision at U.S. statutory rate | $ 4,66¢ % 591« % 11,07¢
State income taxes, net of federal ber 1,02z 1,152 1,81¢
Change in valuation allowan — (3,647) (20,02¢)
Tax-exempt interes (19¢) — —
Tax credit carryforward (159 (510 (78)
Other 274 44~ (339
Total $ 5611 % 335 §$ 2,45¢

(1) Statutory rate was 35% for fiscal years 2Q@#H8 and 2007

The increase in the income tax expensisdal year 2009 compared to fiscal years 2008204 is due to an increase in the Company’s
effective tax rate to 42% in fiscal year 2009 umir20% in fiscal year 2008 and 8% in fiscal yeadd2@8ue to the decrease in the deferred
income tax valuation allowance and fully utilizitge Company’s net operating loss carryforwardstardredits during fiscal year 2008.

Significant components of deferred taseds and liabilities consisted of the following {firousands):

May 31, 2009 May 25, 2008
Deferred tax asset
Research and AMT credit carryforwal $ 64 $ 62C
Accruals and reserves, not currently deductibledsi 2,161 3,912
Stoclk-based compensatic 54z 361
Other 234 19¢€
Deferred tax asse 3,581 5,08¢
Deferred tax liabilities
Depreciation and amortizatic (25%) (53
Goodwill and other indefinite life intangibl (5,28¢) (4,42%)
Deferred tax liabilitie: (5,539 (4,47¢
Net deferred tax (liabilities) asse $ (2,95¢) $ 611

Valuation allowances are reviewed eaciodeon a tax jurisdiction by jurisdiction basisdnalyze whether there is sufficient positive or
negative evidence to support a change in judgmaoitahe realizability of the related deferred é@sets. Based on this analysis and
considering all positive and negative evidencedermined that the deferred tax assets as of Mlag2@9 were more likely than not to be
realized.

As of May 31, 2009, the Company had fatland state net operating loss carryforwards pf@pmately $18.0 million and $5.2 million,
respectively. These losses expire in differentquirithrough 2028, if not utilized. Such net opa@tbsses consist of excess tax benefits from
employee stock options exercises and have notteeended in the Company’s deferred tax assetsdardance with FAS 123(R). The
Company will record a credit to additional paiccapital as and when such excess tax benefits tmeately realized.

The Company also had federal and state researctieargtbpment tax credits carryforwards of approxetya$1.9 million and $1.2 million,
respectively. The research and development taxitaadyforwards expire in different periods thréug029 for federal purposes and have an
unlimited carryforward period for state purposes.
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11. Income Taxes (continued

Furthermore, the Company has federal alternativeirmim tax credits of approximately $0.6 million tltan be carried forward indefinite
Certain tax credit carryovers are attributable xoess tax benefits from employee stock option égescand have not been recorded ir

Companys deferred tax assets in accordance with FAS 123{®) Company will record a credit to additionaldpia capital as and when st
excess tax benefits are ultimately realized.

In June 2006, the Financial Accountingr8iards Board (FASB) issued Interpretation No48;counting for Uncertainty in Income
Taxes’ (“FIN 48”). FIN 48 clarifies the accounting fomgertainty in income taxes recognized in an eniseg{® financial statements in
accordance with Statement of Financial Accountiten&ards No. 109, “Accounting for Income Taxes’A$109"). This interpretation
prescribes a recognition threshold and measureatgiftute for the financial statement recognitiond aneasurement of a tax position taken or
expected to be taken in a tax return. FIN 48 aftswigdes guidance on derecognition of tax benefisssification on the balance sheet, interest
and penalties, accounting in interim periods, disgfe, and transition.

A reconciliation of the beginning and ergdamount of unrecognized tax benefits is as ¥adlgin thousands):

Balance at May 25, 20( $ 67¢
Additions based on tax positions related to therprear 16
Subtractions based on tax positions related t@tioe year (51)
Additions based on tax positions related to theeniryeal 14
Settlement: (39
Balance at May 31, 20( $ 61¢

As of May 31, 2009, the total amount et nnrecognized tax benefits is $619,000, of wh§549,000, if recognized, would affect
effective tax rate. The Company accrues interedtpamnalties related to unrecognized tax benefilsiprovision for income taxes. The t
amount of penalties and interest is not materiabfaMay 31, 2009. Additionally, the Company doed egpect a material changes in
unrecognized tax benefits within the next 12 months

Due to tax attribute carryforwards, then@pany is subject to examination for tax years If@@&ard for U.S. tax purposes. The Comp
was also subject to examination in various staisdictions for tax years 1996 forward, none of ethwere individually material.

12.  Commitments and Contingencie:

Operating Leases

Landec leases facilities and equipmexeumperating lease agreements with various tentganditions, which expire at various dates

through 2012. The approximate future minimum lgzegments under these operating leases, excluditlgéases, at May 31, 2009 are as
follows (in thousands):

Amount
FY2010 $ 54¢
FY2011 287
FY2012 13
FY2013 —
FY2014 —
$ 84¢

Rent expense for operating leases, imttuchonth to month arrangements was $1.6 milliartlie fiscal year ended May 31, 2009, $1.5
million for the fiscal year ended May 25, 2008 &1d4 million for the fiscal year ended May 27, 2007
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12.  Commitments and Contingencies (continued
Land Leases

Landec, through its Apio subsidiary, disases farmland under various non-cancelabledeagaring through October 2009. Landec
subleases substantially all of the farmland to gn@won an annual basis. The subleases are germewallgancelable and expire through October
2009. The approximate future minimum leases anteagb amounts receivable under farmland leasesat3¥, 2009 are $0 through fiscal
year 2010

Rent income for land leases net of sigdeants, including month to month arrangements$@asr both the fiscal year ended May 31,
2009 and May 25, 2008.

Employment Agreements

Landec has entered into employment agee&siwith certain key employees. These agreemeotide for these employees to receive
incentive bonuses based on the financial performahcertain divisions in addition to their annbake salaries. The accrued incentive bor
amounted to $308,000 at May 31, 2009 and $259,00Maw 25, 2008.

Licensing Agreement

In fiscal year 2001, the Company entenéal an agreement for the exclusive worldwide régiot market grapes under certain brand
names. Under the terms of the amended agreemean@sd in fiscal year 2004), the Company is obligéabemake annual payments of
$100,000 for fiscal years 2010 through 2012.

Purchase Commitments

At May 31, 2009, the Company was commdittepurchase $3.4 million of produce during fispadr 2010 in accordance with contrac
terms. Payments of $3.8 million were made in fiser 2009 under these arrangements.

13. Employee Savings and Investment Plar
The Company sponsors a 401(k) plan wisi@vailable to substantially all of the Compangtsployees.

Landec’s Corporate Plan, which is avdddb all Landec employees (“Landec Plan”), allguesticipants to contribute from 1% to 50%
of their salaries, up to the Internal Revenue Ser(iRS) limitation into designated investment fanBeginning in fiscal year 2001, the
Company amended the plan so that it contributesmaount equal to 50% of the participants’ contribatiup to 3% of the participantsalary. Ir
May 2003, the Company again amended the plan terekCompany’s matching contribution to the plarbehalf of participants voluntary,
and to make employees participation in the planvary. In June 2006, the Company again amendeplaineto increase the company match
from 50% on the first 6% contributed by an employ@&7% on the first 6% contributed. Participamts a all times fully vested in their
contributions. The Company'’s contribution vestsravéour-year period at a rate of 25% per year. Chmpany retains the right, by action of
the Board of Directors, to amend, modify, or teratéthe plan. For the fiscal years ended May 3@92May 25, 2008 and May 27, 2007, the
Company contributed $341,000, $352,000 and $401 @8pectively, to the Landec Plan.
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14. Business Segment Reportin

Landec operates in three business segiméetFood Products Technology segment, the Corityribihding segment and the
Technology Licensing segment. The Food Productsifi@ogy segment markets and packs specialty padkapele and fresh-cut vegetables
that incorporate the BreatheWay specialty packafyinghe retail grocery, club store and food sezsimdustry. In addition, the Food Products
Technology segment sells BreatheWay packagingrnngra for non-vegetable products. The Commaodigdirrg segment consists of revenues
generated from the purchase and sale of primatilglevcommodity fruit and vegetable products to Asid domestically to Wal-Mart. The
Technology Licensing segment licenses Landec’snpadelntellicoat seed coatings to the farming iniduand licenses the Company’s
Intelimer polymers for personal care products ameoindustrial products. Corporate includes caapogeneral and administrative expenses,
non Food Products Technology interest income amigamywide income tax expenses. All of the assets ofXbmpany are located within t
United States of America. Prior to fiscal year 2008ndec’s operating segments were Food Produatsribdogy and Agricultural Seed
Technology. At fiscal year end 2008, the Compamxamined its segment reporting. As a result, then@my has eliminated the Agricultural
Seed Technology segment and has established thenGdity Trading and the Technology Licensing segmefs a result, the segment
information for fiscal year 2007 has been reclasdifo conform with the current year classificatibrcluded in the Technology Licensing
segment for fiscal year 2007 is the results of leantlg which includes FCD. In addition, the licergsarctivity for non food and Ag
collaborations is included in the Technology Lidegssegment whereas in fiscal year 2007 it wasuphedl in Corporate. Corporate amounts
include corporate general and administrative exggnson Food Products Technology interest incordeCampany-wide income taxes. The
Company'’s international sales are primarily to Gepda aiwan, Indonesia, and Japan. Operations amdifidble assets by business segment
consisted of the following (in thousands):

Food Products Technology

Fiscal Year Ended May 31, 200! Technology Trading Licensing Corporate TOTAL

Net sales $ 168,25¢ $ 60,44¢ $ 7,230 $ — $ 235,93t
International sale $ 14,39 % 55,267 $ —  $ — 3 69,66(
Gross profil $ 23,38¢ $ 3,657 $ 7,230 $ — $ 34,28(
Net income (loss $ 11,27¢ % 155 % 489 $ (9,997 $ 7,73(
Identifiable asset $ 75,46¢ $ 14,32¢  $ 12,27¢ $ 51,428 $ 153,49¢
Depreciation and amortizatic $ 2947 % 14 $ 17¢  $ —  $ 3,13¢
Capital expenditure $ 4361 $ — 3 20¢ % — 3 4,57¢
Interest incom $ 38t % —  $ — 3 921 $ 1,30¢
Interest expens $ 8 $ — 3 — 3 — 3 8
Income tax expens $ — 3 — 3 —  $ 5611 $ 5,611
Fiscal Year Ended May 25, 200:

Net sales $ 171,19 $ 60,41 $ 6,91¢ $ — $ 238,527
International sale $ 15,70 % 56,19 $ —  $ — 3 71,89
Gross profil $ 27,86C $ 344¢ $ 6,91¢ $ —  $ 38,22¢
Net income (loss $ 14,84 % 1,40¢ % 491¢ $ (7,627 $ 13,54
Identifiable asset $ 81,94 $ 16,12¢ $ 11,01: $ 40,87 % 149,95
Depreciation and amortizatic $ 297C % 20 % 214 % — 3 3,20«
Capital expenditure $ 4,051 $ — 3 18¢ $ — 3 4,24(
Interest incom $ 522 % —  $ — 3 1697 $ 2,21¢
Interest expens $ 22 % — 3 —  $ — 3 22
Income tax expens $ — 3 — 3 —  $ 335¢ $ 3,35¢
Fiscal Year Ended May 27, 2007

Net sales $ 156,47 $ 49,70¢ $ 4,31¢ $ — $ 210,49¢
International sale $ 12,40¢ $ 46,40¢ $ —  $ — 3 58,81:
Gross profil $ 25,06t $ 3187 $ 413  $ —  $ 32,38¢
Net income (loss $ 13,15¢ % 1,518 % 19,25« % 4,749 % 29,18¢
Identifiable asset $ 81,76¢ $ 12,21¢ $ 3,77¢ % 43,607 $ 141,36¢
Depreciation and amortizatic $ 2,665 % 19 $ 57¢ $ — 3 3,26(
Capital expenditure $ 6,25¢ % 18 $ 50t $ — 3 6,782
Interest incom $ 751 % —  $ — 3 1,19¢ % 1,94¢
Interest expens $ 80 $ —  $ 171 $ —  $ 251
Income tax expens $ — 3 — 3 —  $ 2456  $ 2,45¢
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15.  Quarterly Consolidated Financial Information (unaudited)

The following is a summary of the unaaditjuarterly results of operations for fiscal ye2089, 2008 and 2007 (in thousands, except for
per share amounts):

FY 2009 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter FY 2009
Revenue! $ 71,75¢ % 58,03¢ $ 53,91 $ 52,23¢  $ 235,93¢
Gross profil $ 10,12:  $ 7551 $ 7591 $ 9,00¢ $ 34,28(
Net income $ 283 $ 1,49¢  $ 154C % 185: $ 7,73(
Net income per basic she $ 011 $ 0.06 $ 0.06 $ 007 $ 0.3C
Net income per diluted sha $ 011 $ 0.06 $ 0.06 $ 0.07 $ 0.2¢

FY 2008 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter FY 2008
Revenue! $ 62,65¢ $ 58,96 $ 59,607 $ 57,30C $ 238,52
Gross profil $ 8,97/ $ 88571 $ 10,74¢  $ 9,651 $ 38,22¢
Net income $ 3077 $ 3,12t $ 3966 $ 3374  $ 13,54:
Net income per basic she $ 01z $ 01z $ 0.1t $ 01 $ 0.5z
Net income per diluted sha $ 011 $ 01z $ 0.1t $ 0.1z $ 0.5C

FY 2007 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter FY 2007
Revenue! $ 51,147 $ 55,19: $ 52,95¢ $ 51,20  $ 210,49¢
Gross profil $ 555¢ $ 8,27¢  $ 9,091 $ 9,46 $ 32,38¢
Net income $ 14  $ 10e $ 24.64: % 4,427  $ 29,18¢
Net income per basic she $ 00C $ 00C $ 097 $ 017 $ 1.1€
Net income per diluted sha $ 00C $ 0.0C $ 09z $ 0.1¢ $ 1.07
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(b) Index of Exhibits.

Exhibit
Number: Exhibit Title
3.1 Certificate of Incorporation of Registrant, incorated herein by reference to Exhibit 3.1 to theiRegnt’s Current Report
on Form K dated November 7, 200
3.2 Amended and Restated Bylaws of Registrant, incedrherein by reference to Exhibit 3.2 to the Regi’s Current
Report on Form -K dated December 16, 20C
10.1 Form of Indemnification Agreement, incorporateddiety reference to Exhibit 10.1 to the Registrathnual Report on
Form 1(-K for the fiscal year ended May 29, 20!
10.2* Form of Option Agreement for 1995 Directors’ St@@ktion Plan, incorporated herein by reference thiltik10.4 to the
Registrar’s Annual Report on Form -K for the fiscal year ended October 31, 1€
10.z Industrial Real Estate Lease dated March 1, 1988dmn the Registrant and Wayne R. Brown & Bibbitsvih, Trustees ¢
the Wayne R. Brown & Bibbits Brown Living Trust @at December 30, 1987, incorporated by referen&xiibit 10.6 to
the Registrars Registration Statement on Fori-1 (File No. 3:-80723) declared effective on February 12, 1¢
10.4 Form of Option Agreement for the 1996 MExecutive Stock Option Plan, as amended, incorpdragrein by reference
Exhibit 10.16 to the Registre's Annual Report on Form -K for the fiscal year ended October 31, 1€
10.2* 1996 Amended and Restated Stock Option Plan, incatgd herein by reference to Exhibit 10.17 toRkegistrant’s
Quarterly Report on Form -Q for the fiscal quarter ended April 29, 20
10.€* Form of Option Agreement for 1996 Amended and Redt&tock Option Plan, incorporated herein by esfee to Exhibit
10.17 to the Registre’s Quarterly Report on Form -Q for the fiscal quarter ended April 30, 19
10.7 New Executive Stock Option Plan, incorporated hebsi reference to Exhibit 10.30 to the Regist's Annual Report o
Form 1(-K for the fiscal year ended October 29, 2C
10.&* 1996 Non-Executive Stock Option Plan, as amendwdyporated herein by reference to Exhibit 10.3th&Registrant’s
Annual Report on Form -K for the fiscal year ended October 28, 2C
10.¢* Employment Agreement between the Registrant ang Gabteele effective as of January 1, 2009, inoafed herein b
reference to Exhibit 99.1 to the Regist’'s Current Report on Forn-K dated December 16, 20!
10.1¢ Supply Agreement between the Registrant and Apgsti-tLC and the Growers listed therein, dated awlyf3, 2003,
incorporated herein by reference to Exhibit 2.8 Registrar's Current Report on Forn-K dated July 3, 200:
10.1 1995 Directors’ Stock Option Plan, as amended,rpm@ted herein by reference to Exhibit 10.53 ®Registrant’s Annual
Report on Form 1-Q for the fiscal quarter ended May 25, 20
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Exhibit
Number: Exhibit Title
10.12 Amended and Restated Credit Agreement by and arpitg Inc. as Borrower, and Wells Fargo Bank, Nadib
Association, dated as of November 1, 2005, incatgar herein by reference to Exhibit 10.57 to thgi®eant’'s Quarterly
Report on Form 1-Q for the fiscal quarter ended November 27, 2!
10.1%# License and research and development agreementédretive Registrant and Air Products and Chemibaisdated March
14, 2006, incorporated herein by reference to Exfhilh63 to the Registrant’s Annual Report on FA@K for the fiscal
year ended May 28, 200
10.14 2005 Stock Incentive Plan, incorporated hereindfgrence to Exhibit 99.1 to the Regist’s Current Report on Forn-K
dated October 14, 200
10.1% Form of Stock Grant Agreement for 2005 Stock InsenPlan, incorporated herein by reference to Ex9i®.2 to the



10.1¢€*

10.1%*

10.1&*

10.1¢

10.2¢*

10.21

10.22

10.2:

Registrant’s Current Report on Form 8-K dated Oetdi!, 2005.

Form of Notice of Stock Option Grant and Stock @ptAgreement for 2005 Stock Incentive Plan, incoafexd herein by
reference to Exhibit 10.66 to the Regist’s Annual Report on Form -K for the fiscal year ended May 28, 20!

Form of Stock Unit Agreement for 2005 Stock InceatPlan, incorporated herein by reference to Exiibi67 to the
Registrar’s Annual Report on Form -K for the fiscal year ended May 28, 20!

Form of Stock Appreciation Right Agreement for 2@&6ck Incentive Plan, incorporated herein by mfee to Exhibit 99.5
to the Registra’'s Current Report on Forn-K dated October 14, 200

License, Supply and R&D Agreement dated as of Déesrh, 2006 by and among the Registrant, LandearsigMonsant:
Company, incorporated herein by reference to EkAibi71 to the Registrant’s Current Report on F8rkKidated December
6, 2006.

2010 Cash Bonus Plan, incorporated herein by neferéo the Registrant’'s Current Report on Form @aked May 27, 2009

Amendment No. 1 to the Amended and Restated CAgpléement between Apio, Inc. and Wells Fargo B&hR,., dated a:
of September 1, 2007 incorporated herein by reterém Exhibit 10.73 to the Registrant’s QuarterpBrt on Form 1@ for
the fiscal quarter ended November 25, 2(

Amendment No. 2 to the Amended and Restated CAgpléement between Apio, Inc. and Wells Fargo B&hR,., dated a:
of November 4, 2008 incorporated herein by refeeandExhibit 10.26 to the Registrant’s QuarterlypBe on Form 109 for
the fiscal quarter ended November 30, 2(

Amendment No. 1 to the License, Supply and R&D Agrent dated May 29, 2009 by and among the Registrandec Ag
and Monsanto Company, incorporated herein by reteréo Exhibit 10.26 to the Registrant’s Currenp&¢&on Form 8-K
dated June 1, 200
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Exhibit

Number: Exhibit Title
10.2¢ Agreement and Plan of Merger between Landec Cotiparaa California corporation, and the Registralatted as ¢
November 6, 2008, incorporated herein by refereéadexhibit 2.1 to the Registre’'s Current Report on Form 8-K dated
November 7, 200¢
16.1 Letter from McGladrey & Pullen, LLP, dated June 2808 regarding change in independent registerbticpaccounting firm
incorporated herein by reference to Exhibit 16.thewRegistrar’s Current Report on Forn-K/A dated June 25, 200
21.1 Subsidiaries of the Registre State of Incorporatio
Landec Ag, LLC Delaware
Apio, Inc. Delaware
23.1+ Consent of Independent Registered Public Accouriing
241+ Power of Attorney — See page 78
31.1+ CEO Certification pursuant to section 302 of theb&ae-Oxley Act of 200z
31.z+ CFO Certification pursuant to section 302 of theb&aes-Oxley Act of 2002
32.1+ CEO Certification pursuant to section 906 of theb8aes-Oxley Act of 2002
322+ CFO Certification pursuant to section 906 of theb&ae-Oxley Act of 2002

* Represents a management contract or compensasryphrrangement required to be filed as an extalihis report pursuant to Ite
15(b) of Form 1-K.

+ Filed herewith

#  Confidential treatment requested as to certain@ust The tern”confidential treatme” and the marl**” as used throughout tl
indicated Exhibit means that material has beentech
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SIGNATURES

Pursuant to the requirements of sect®r115(d) of the Securities Exchange Act of 1384, Registrant has duly caused this Repa
Form 10K to be signed on its behalf by the undersigneerehnto duly authorized, in the City of Menlo PeBkate of California, on August
2009.

LANDEC CORPORATION
By: /s/ Gregory S. Skinner
Gregory S. Skinne

Vice President of Finance and Administration
and Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, thateach person whose signature appears below herebynstitutes anc
appoints Gary T. Steele and Gregory S. Skinner, andach of them, as his attorney-irfact, with full power of substitution, for him in any
and all capacities, to sign any and all amendments this Report on Form 10K, and to file the same, with exhibits thereto andther
documents in connection therewith, with the Securiés and Exchange Commission, hereby ratifying andoofirming our signatures as
they may be signed by our said attorney to any andll amendments to said Report on Form 10-K.

Pursuant to the requirements of the Secities Exchange Act of 1934, this Report on Form 18-has been signed by the followin
persons in the capacities and on the dates indicate

Signature Title Date

/s! Gary T. Steel

Gary T. Steels President and Chief Executive Officer and Dire¢Rrincipal August 4, 200¢
Executive Officer;

/sl Gregory S. Skinng

Gregory S. Skinner Vice President of Finance and Administration anée€Rinancial August 4, 200¢
Officer (Principal Financial and Accounting Offige

/s/ Nicholas Tompkin
Nicholas Tompkin: Chairman of the Board of Apio, Inc. and Direc August 4, 200¢
/s/ Robert Tobir
Robert Tobir Director August 4, 200¢
/s/ Duke K. Bristow, Ph.[
Duke K. Bristow, Ph.L Director August 4, 200¢
/sl Frederick Fran
Frederick Franl Director August 4, 200¢
/sl Stephen E. Halpri
Stephen E. Halpri Director August 4, 200¢

/s/ Richard S. Schneider, Ph



Richard S. Schneider, Ph Director August 4, 200¢

/sl Steven Goldb

Steven Goldb Director August 4, 200¢
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Exhibit

Number

23.1

24.1

311

31.2

32.1

32.2

EXHIBIT INDEX

Exhibit Title
Consent of Independent Registered Public Accouriim
Power of Attorney. See page *
CEO Certification pursuant to section 302 of theb8ae-Oxley Act of 2002
CFO Certification pursuant to section 302 of theb&ae-Oxley Act of 2002
CEO Certification pursuant to section 906 of theb8ae-Oxley Act of 2002
CFO Certification pursuant to section 906 of theb&ae-Oxley Act of 2002
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Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inrRbgistration Statement (Form S-8 Nos. 333-109889,;89368, 333-62866, 333-06163,
333-29103, 333-80313, 333-52339, 333-129895) penigito the Non-Plan Stock Option, 1996 Stock Qpftdan, New Executive Stock
Option Plan, 1995 Employee Stock Purchase Plarg D&@ctors' Stock Option Plan, 1996 Stock OptitenP1996 Non-Executive Stock
Option Plan, 1988 Incentive Stock Option Plan, 2865 Stock Incentive Plan of our reports dated 3aly2009, with respect to the
consolidated financial statements of Landec Cottpraand the effectiveness of internal control dirggincial reporting of Landec Corporatic
included in this Annual Report (Form 10-K) for thear ended May 31, 2009.

/sl ERNST & YOUNG LLP

San Fransciso, California
July, 31, 2009



Exhibit 31.1
CERTIFICATIONS

I, Gary T. Steele, certify that:
1. | have reviewed this annual report on Form 16fKandec Corporation;

2. Based on my knowledge, this report does notaiortny untrue statement of a material fact or dondtate a material fact necessary to
make the statements made, in light of the circuntgtsi.under which such statements were made, ntetamisg with respect to the period
covered by this report;

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

4. The registrant’s other certifying officer(s) angre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

(b) Designed such internal control over financial réipgy;, or caused such internal control over finahaaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atanaece with generally accepted accounting princjy

(c) Evaluated the effectiveness of the registrantelasire controls and procedures and presentedsimeghort our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in the regidtsanternal control over financial reporting thratcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo# ttas materially affected, or is
reasonably likely to materially affect, the redgist’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anldlave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
function):

(a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpuahcial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant’s
internal control over financial reportin

Date: August 4, 2009

/sl Gary T. Steel
Gary T. Steele

President and Chief Executive Offic



Exhibit 31.2

I, Gregory S. Skinner, certify that:
1. I have reviewed this annual report on Form 16fKandec Corporation;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or anditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nkeadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financial réipgr; or caused such internal control over finahegorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registrantslassire controls and procedures and presentedsimethort our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrant’s board of directfwspersons performing the equivalent
function):

(a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reportin

Date: August 4, 2009

/sl Gregory S. Skinng

Gregory S. Skinne

Vice President of Finance and Administration ande€Rinancial
Officer




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 Annual Report of Landec Quogtion (the “Company”) on Form 10-K for the periedding May 31, 2009 as
filed with the Securities and Exchange Commissiornhe date hereof (the “Reportl),Gary T. Steele, Chief Executive Officer and Riest of
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to 8§ 906 of the Sarbanes-@xiegf 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

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

Date: August 4, 2009

s/ Gary T. Steel
Gary T. Steel
Chief Executive Officer and President(Principal Extve Officer)

* The foregoing certification is being furnished $plpursuant to Section 906 of the Sarbafedey Act of 2002 (subsections |
and (b) of Section 1350, Chapter 63 of Title 18jtethStates Code) and is not being filed as patti®f-orm 10-K or as a
separate disclosure docume



Exhibit 32.Z

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

In connection with the Annual Report of Landec Quogtion (the “Company”) on Form 10-K for the periedding May 31, 2009 as
filed with the Securities and Exchange Commissinnhe date hereof (the “Report”), |, Gregory S.ribler, Vice President and Chief Financial
Officer of the Company, certify, pursuant to 18 IC.S§ 1350, as adopted pursuant to § 906 of thea®as-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

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

Date: August 4, 2009

s/ Gregory S. Skinng
Gregory S. Skinne
Vice President and Chief Financial Offic@?rincipal Accounting Officer

* The foregoing certification is being furnished $plpursuant to Section 906 of the Sarbafedey Act of 2002 (subsections |
and (b) of Section 1350, Chapter 63 of Title 18jtethStates Code) and is not being filed as patti®f-orm 10-K or as a
separate disclosure docume



