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PART1
Item 1. Business

This report contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934. Words such
as “projected,” “expects,” “believes,” “intends” and “assumes” and similar expressions are used to identify forward-looking statements. These statements
are made based upon current expectations and projections about our business and assumptions made by our management and are not guarantees
of future performance, nor do we assume any obligation to update such forward-looking statements after the date this report is filed. Our actual
results could differ materially from those projected in the forward-looking statements for many reasons, including the risk factors listed in Item

1A. “Risk Factors” and the factors discussed below.
General

Landec Corporation and its subsidiaries (“Landec” or the “Company”’) design, develop, manufacture and sell temperature-activated and other
specialty polymer products for a variety of food products, agricultural products, and licensed partner applications. The Company’s proprietary
polymer technology is the foundation, and a key differentiating advantage, upon which Landec has built its business.

In 2006, Landec sold its direct marketing and sales seed company, Fielder’s Choice Direct (“FCD”), which included the Fielder’s Choice
Direct® and Heartland Hybrid® brands, to American Seeds, Inc., a wholly owned subsidiary of Monsanto Company (“Monsanto”). Subsequent to
the sale of FCD, Landec now has three core businesses — Food Products Technology, Commodity Trading and Technology Licensing, each of
which is described below. Financial information concerning the industry segments for which the Company reported its operations during fiscal
years 2007, 2008 and 2009 is summarized in Note 14 to the Consolidated Financial Statements.

Our Food Products Technology business is operated through a subsidiary, Apio, Inc. (“Apio”), and combines our proprietary food packaging
technology with the capabilities of a large national food supplier and value-added produce processor. Value-added processing uses Landec’s
proprietary BreatheWay® packaging technology to package produce that is processed by washing, and in some cases cutting and mixing,
resulting in packaged produce that achieves increased shelf life and reduced shrink (waste) and eliminates the need for ice during the distribution
cycle.

Our Commodity Trading business is operated through Apio and combines Apio’s export company, Cal Ex Trading Company (“Cal-Ex”),
with Apio’s domestic buy-sell commodity business that purchases and sells whole fruit and vegetable products to Asia and domestically to
Wal-Mart.

Our Technology Licensing business includes our proprietary Intellicoat® seed coating technology which we have licensed to Monsanto
and our Intelimer® polymer business that licenses and/or supplies products outside of our Food Products Technology and our Commodity
Trading businesses to companies such as Air Products and Chemicals, Inc. (“Air Products”) and Nitta Corporation (“Nitta”).

Our core polymer products are based on its patented proprietary Intelimer polymers, which differ from other polymers in that they can be
customized to abruptly change their physical characteristics when heated or cooled through a pre-set temperature switch. For instance, Intelimer
polymers can change within the range of one or two degrees Celsius from a non-adhesive state to a highly tacky, adhesive state; from an
impermeable state to a highly permeable state; or from a solid state to a viscous liquid state. These abrupt changes are repeatedly reversible and
can be tailored by Landec to occur at specific temperatures, thereby offering substantial competitive advantages in the Company’s target markets.

We were incorporated in California on October 31, 1986 and reincorporated as a Delaware corporation on November 6, 2008. Our
common stock is listed on The NASDAQ Global Select Market under the symbol “LNDC”.
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Technology Overview

Polymers are important and versatile materials found in many of the products of modern life. Certain polymers, such as cellulose and
natural rubber, occur in nature. Man-made or synthetic polymers include nylon fibers used in carpeting and clothing, coatings used in paints and
finishes, plastics such as polyethylene, and elastomers used in automobile tires and latex gloves. Historically, synthetic polymers have been
designed and developed primarily for improved mechanical and thermal properties, such as strength and the ability to withstand high
temperatures. Improvements in these and other properties and the ease of manufacturing synthetic polymers have allowed these materials to
replace wood, metal and natural fibers in many applications over the last 50 years. More recently, scientists have focused their efforts on
identifying and developing sophisticated polymers with novel properties for a variety of commercial applications.

Landec’s Intelimer polymers are a proprietary class of synthetic polymeric materials that respond to temperature changes in a controllable,
predictable way. Typically, polymers gradually change in adhesion, permeability and viscosity over broad temperature ranges. Landec’s Intelimer
materials, in contrast, can be designed to exhibit abrupt changes in permeability, adhesion and/or viscosity over temperature ranges as narrow as
1°C to 2°C. These changes can be designed to occur at relatively low temperatures (0°C to 100°C) that are relatively easy to maintain in
industrial and commercial environments. Figure I illustrates the effect of temperature on Intelimer materials as compared to typical polymers.

Landec’s proprietary polymer technology is based on the structure and phase behavior of Intelimer materials. The abrupt thermal
transitions of specific Intelimer materials are achieved through the controlled use of hydrocarbon side chains that are attached to a polymer
backbone. Below a pre-determined switch temperature, the polymer’s side chains align through weak hydrophobic interactions resulting in a
crystalline structure. When this side chain crystallizable polymer is heated to, or above, this switch temperature, these interactions are disrupted
and the polymer is transformed into an amorphous, viscous state. Because this transformation involves a physical and not a chemical change,
this process is repeatedly reversible. Landec can set the polymer switch temperature anywhere between 0°C to 100°C by varying the length of
the side chains. The reversible transitions between crystalline and amorphous states are illustrated in Figure 2 below.
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Side chain crystallizable polymers were first discovered by academic researchers in the mid-1950’s. These polymers were initially
considered to be merely of scientific curiosity from a polymer physics perspective, and, to the Company’s knowledge, no significant commercial
applications were pursued. In the mid-1980’s, Dr. Ray Stewart, the Company’s founder, became interested in the idea of using the
temperature-activated permeability properties of these polymers to deliver various materials such as catalysts and pesticides. After forming
Landec in 1986, Dr. Stewart subsequently discovered broader utility for these polymers. After several years of basic research, commercial
development efforts began in the early 1990’s, resulting in initial products in mid-1994.

Landec’s Intelimer materials are generally synthesized from long side-chain acrylic monomers that are derived primarily from natural
materials such as coconut and palm oils that are highly purified and designed to be manufactured economically through known synthetic
processes. These acrylic-monomer raw materials are then polymerized by Landec leading to many different side-chain crystallizable polymers
whose properties vary depending upon the initial materials and the synthetic process. Intelimer materials can be made into many different forms,
including films, coatings, microcapsules and discrete forms.

Trademarks

Intelimer®, Apio®, Eat Smart®, BreatheWay®, Intellicoat®, Early Plant®, Pollinator Plus®, and Relay™ Cropping are the trademarks or
registered trademarks of the Company in the United States and other countries. This Annual Report on Form 10-K also refers to the trademarks
of other companies.

Description of Core Business

Landec participates in three core business segments— Food Products Technology, Commodity Trading and Technology Licensing.
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Food Products Technology Business

The Company began marketing its proprietary Intelimer-based BreatheWay membranes in 1996 for use in the fresh-cut produce packaging
market, one of the fastest growing segments in the produce industry. Landec’s proprietary BreatheWay packaging technology when combined
with fresh-cut or whole produce results in packaged produce with increased shelf life and reduced shrink (waste) without the need for ice during
the distribution cycle. The resulting products are referred to as “value-added” products. In 1999, the Company acquired Apio, its then largest
customer in the Food Products Technology business and one of the nation’s leading marketers and packers of produce and specialty packaged
fresh-cut vegetables. Apio utilizes state-of-the-art fresh-cut produce processing technology and year-round access to specialty packaged produce
products which Apio distributes to the top U.S. retail grocery chains, major club stores and the foodservice industry. The Company’s proprietary
BreatheWay packaging business has been combined with Apio into a subsidiary that retains the Apio name. This vertical integration within the
Food Products Technology business gives Landec direct access to the large and growing fresh-cut and whole produce market.

The Technology and Market Opportunity: Proprietary BreatheWay Packaging Technology

Certain types of fresh-cut and whole produce can spoil or discolor rapidly when packaged in conventional packaging materials and are
therefore limited in their ability to be distributed broadly to markets. The Company’s proprietary BreatheWay packaging technology extends the
shelf life and quality of fresh-cut and whole produce.

Fresh-cut produce is pre-washed, cut and packaged in a form that is ready to use by the consumer and is thus typically sold at premium
price levels compared to unpackaged produce. The total U.S. fresh produce market is estimated to be $100 billion to $120 billion. Of this, U.S.
retail sales of fresh-cut produce is estimated to comprise 10% of the fresh produce market. The Company believes that the growth of this market
has been driven by consumer demand and the willingness to pay for convenience, freshness, uniform quality, safety and nutritious produce
delivered to the point of sale.

Although fresh-cut produce companies have had success in the salad market, the industry has been slow to diversify into other fresh-cut
vegetables or fruits due primarily to limitations in film and plastic tray materials used to package fresh-cut produce. After harvesting, vegetables
and fruit continue to respire, consuming oxygen and releasing carbon dioxide. Too much or too little oxygen can result in premature spoilage
and decay and, in some cases, promote the growth of microorganisms that jeopardize inherent food safety. Conventional packaging films used
today, such as polyethylene and polypropylene, can be made with modest permeability to oxygen and carbon dioxide, but often do not provide
the optimal atmosphere for the produce packaged. Shortcomings of conventional packaging materials have not significantly hindered the growth
in the fresh-cut salad market because lettuce, unlike many vegetables and fruit, has low respiration requirements.

The respiration rate of produce varies from vegetable-to-vegetable and from fruit-to-fruit. The challenge facing the industry is to develop
packaging for the high respiring, high value and shelf life sensitive vegetable and fruit markets. The Company believes that today’s conventional
packaging films face numerous challenges in adapting to meet the diversification of pre-cut vegetables and fruit evolving in the industry without
compromising shelf life and produce quality. To mirror the growth experienced in the fresh-cut salad market, the markets for high respiring
vegetables and fruit such as broccoli, cauliflower, asparagus, papayas, bananas and berries requires a more versatile and sophisticated packaging
solution for which the Company’s BreatheWay packaging technology was developed.

The respiration rate of produce also varies with temperature. As temperature increases, produce generally respires at a higher rate, which
accelerates the aging process, resulting in shortened shelf life and increased potential for decay, spoilage, and loss of texture and dehydration. As
produce is transported from the processing plant to the refrigerated distribution chain to foodservice locations, retail grocery stores and club
stores, and finally to the ultimate consumer, temperatures can fluctuate significantly. Therefore, temperature control is a constant challenge in
preserving the quality of fresh-cut and whole produce — a challenge for which few current packaging films can compensate. The Company
believes that its temperature-responsive BreatheWay packaging technology is well suited to the challenges of the produce distribution process.
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Using its Intelimer polymer technology, Landec has developed packaging technology that it believes addresses many of the shortcomings
of conventional packaging materials. A membrane is applied over a small cutout section or an aperture of a flexible film bag or plastic tray. This
highly permeable “window” acts as the mechanism to provide the majority of the gas transmission requirements for the entire package. These
membranes are designed to provide three principal benefits:

* High Permeability. Landec’s BreatheWay packaging technology is designed to permit transmission of oxygen and carbon dioxide at 300
times the rate of conventional packaging films. The Company believes that these higher permeability levels will facilitate the packaging
diversity required to market many types of fresh-cut and whole produce.

e Ability to Adjust Oxygen and Carbon Dioxide Permeability. BreatheWay packaging can be tailored with carbon dioxide to oxygen
transfer ratios ranging from 1.0 to 12.0 and selectively transmit oxygen and carbon dioxide at optimum rates to sustain the quality and
shelf life of packaged produce.

e Temperature Responsiveness. Landec has developed breathable membranes that can be designed to increase or decrease permeability in
response to environmental temperature changes. The Company has developed packaging that responds to higher oxygen requirements at
elevated temperatures but is also reversible, and returns to its original state as temperatures decline. The temperature responsiveness of
these membranes allows ice to be removed from the distribution system which results in numerous benefits. These benefits include (1) a
substantial decrease in freight cost, (2) reduced risk of contaminated produce because ice can be a carrier of micro organisms, (3) the
elimination of expensive waxed cartons that cannot be recycled, and (4) the potential decrease in work related accidents due to melted
ice.

Landec believes that growth of the overall produce market will be driven by the increasing demand for the convenience of fresh-cut
produce. This demand will in turn require packaging that facilitates the quality and shelf life of produce transported to fresh-cut distributors in
bulk and pallet quantities. The Company believes that in the future its BreatheWay packaging technology will be useful for packaging a diverse
variety of fresh-cut and whole produce products. Potential opportunities for using Landec’s technology outside of the produce market exist in cut
flowers and in other food products.

Landec is working with leaders in the club store, retail grocery chain and foodservice markets. The Company believes it will have growth
opportunities for the next several years through new customers and products in the United States, expansion of its existing customer
relationships, and through export and shipments of specialty packaged produce.

Landec manufactures its BreatheWay packaging through selected qualified contract manufacturers. In addition to using BreatheWay
packaging for its value-added produce business, the Company markets and sells BreatheWay packaging directly to food distributors.

The Business: Food Products Technology

Our Food Products Technology business, operated through our Apio subsidiary, had revenues of approximately $168 million for the fiscal
year ended May 31, 2009, $171 million for the fiscal year ended May 25, 2008 and $156 million for the fiscal year ended May 27, 2007.

Based in Guadalupe, California, Apio’s primary business related to specialty packaged fresh-cut and whole value-added processed products
that are washed and packaged in our proprietary BreatheWay packaging. The fresh-cut value-added processed products business markets a
variety of fresh-cut and whole vegetables to the top retail grocery chains, club stores and foodservice suppliers. During the fiscal year ended
May 31, 2009, Apio shipped nearly sixteen million cartons of produce to leading supermarket retailers, wholesalers, food service suppliers and
club stores throughout North America, primarily in the United States.
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There are four major distinguishing characteristics of Apio that provide competitive advantages in the Food Products Technology market:

¢ Value-Added Supplier: Apio has structured its business as a marketer and seller of fresh-cut and whole value-added produce. It is
focused on selling products under its Eat Smart® brand and other brands for its fresh-cut and whole value-added products. As retail
grocery and club store chains consolidate, Apio is well positioned as a single source of a broad range of products.

¢ Reduced Farming Risks: Apio reduces its farming risk by not taking ownership of farmland, and instead, contracts with growers for
produce. The year-round sourcing of produce is a key component to the fresh-cut and whole value-added processing business.

¢ Lower Cost Structure: Apio has strategically invested in the rapidly growing fresh-cut and whole value-added business. Apio’s 96,000
square foot value-added processing plant is automated with state-of-the-art vegetable processing equipment. Virtually all of Apio’s
value-added products utilize Apio’s proprietary BreatheWay packaging technology. Apio’s strategy is to operate one large central
processing facility in one of California’s largest, lowest cost growing regions (Santa Maria Valley) and use packaging technology to allow
for the nationwide delivery of fresh produce products.

¢ Expanded Product Line Using Technology: Apio, through the use of its BreatheWay packaging technologys, is introducing on average
fifteen new value-added products each year. These new product offerings range from various sizes of fresh-cut bagged products, to
vegetable trays, to whole produce, to vegetable salads and snack packs. During the last twelve months, Apio has introduced 13 new
products.
Apio established its Apio Packaging division in 2005 to advance the sales of BreatheWay packaging technology for shelf-life sensitive
vegetables and fruit.

Apio Packaging’s first program has concentrated on bananas and was formally consummated when Apio entered into an agreement to
supply Chiquita Brands International, Inc. (“Chiquita”) with its proprietary banana packaging technology on a worldwide basis for the ripening,
conservation and shelf-life extension of bananas for most applications on an exclusive basis and for other applications on a non-exclusive basis.
In addition, Apio provides Chiquita with ongoing research and development and process technology support for the BreatheWay membranes and
bags, and technical service support throughout the customer chain in order to assist in the development and market acceptance of the technology.

For its part, Chiquita provides marketing, distribution and retail sales support for Chiquita® bananas sold worldwide in BreatheWay
packaging. To maintain the exclusive license, Chiquita must meet quarterly minimum purchase thresholds of BreatheWay banana packages.

The initial market focus for the BreatheWay banana packaging technology using Chiquita bananas has been commercial outlets that
normally do not sell bananas because of their short shelf-life — outlets such as quick serve restaurants, convenience stores and coffee chain outlets.

In fiscal year 2008, the Company expanded the use of its BreatheWay technology to avocados under an expanded licensing agreement
with Chiquita. Commercial sales of avocados packaged in Landec’s BreatheWay packaging into the food service industry began late in fiscal
year 2008 and market trials are currently underway for retail applications.

The Company’s specialty packaging for case liner products reduces freight expense up to 50% for certain produce commodities by
eliminating the weight and space consumed by ice. In addition to reducing the cost of freight, the removal of ice from the distribution system
offers additional benefits as outlined above under the subheading “Temperature Responsiveness”.

Product enhancements in the fresh-cut vegetable line include fresh-cut vegetable trays designed to look like they were freshly made in the
retail grocery store or at home. The rectangular tray design is convenient for storage in consumers’ refrigerators and expands the Company’s
wide-ranging vegetable tray line.
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In May 2007, Apio entered into an 18-month research and development agreement with Natick Soldier Research, Development &
Engineering Center, a branch of the U.S. Military, to develop commercial uses for Landec’s BreatheWay packaging technology within the U.S.
Military by significantly increasing the shelf life of produce for overseas shipments. Apio is now an approved vendor for its BreatheWay
packaging technology to the U.S. Military.

In June 2008, Apio entered into a collaboration agreement with Seminis Vegetable Seeds, Inc., a wholly-owned subsidiary of Monsanto,
to develop novel broccoli and cauliflower products for the exclusive sale by Apio in the North American market. These novel products will be
packaged in Landec’s proprietary BreatheWay packaging and will be sold to retail grocery chains, club stores and the food service industry. Field
trials for the initial target varieties began in the Fall of 2008.

In addition, the Company has commercialized new lines of fresh cut vegetable side dishes, vegetable salads and vegetable snacks.
Commodity Trading Business

Commodity Trading revenues consist of revenues generated from the purchase and sale of primarily whole commodity fruit and vegetable
products to Asia through Apio’s export company, Cal-Ex, and from the purchase and sale of whole commodity fruit and vegetable products
domestically to Wal-Mart. The Commodity Trading business is a buy/sell business that realizes a commission-based margin in the 5-6% range.

The Business: Commodity Trading

Commodity Trading had revenues of approximately $61 million for the fiscal year ended May 31, 2009, $60 million for the fiscal year
ended May 25, 2008 and $50 million for the fiscal year ended May 27, 2007.

Apio is uniquely positioned to benefit from the growth in export sales to Asia and other parts of the world over the next decade with
Cal-Ex. Through Cal-Ex, Apio is currently one of the largest U.S. exporters of broccoli to Asia.

Technology Licensing Business
Seeds Business — Intellicoat Seed Coatings and Landec Ag

Our Technology Licensing Business includes our seed coating subsidiary Landec Ag LLC (“Landec Ag”) which had revenues of $5.4
million for each of the fiscal years ended May 31, 2009 and May 25, 2008, and $2.8 million for the fiscal year ended May 27, 2007.

Following the sale of FCD, Landec Ag’s strategy has been to work closely with Monsanto to further develop our patented, functional
polymer coating technology for sale and/or licensing to the seed industry. In accordance with its license, supply and R&D agreement with
Monsanto, Landec Ag is currently focused on commercializing products for the seed corn market and then plans to broaden the technology to
other seed crop applications.

The Technology and Market Opportunity: Intellicoat Seed Coatings

Landec’s Intellicoat seed coating applications are designed to control seed germination timing, increase crop yields, reduce risks and
extend crop-planting windows. These coatings are currently available on hybrid corn, soybeans and male inbred corn used for seed production.
In fiscal year 2000, Landec Ag launched its first commercial product, Pollinator Plus® coatings, which is a coating application used by seed
companies as a method for spreading pollination to increase yields and reduce risk in the production of hybrid seed corn. There are
approximately 650,000 acres of seed production in the United States and in 2009 Pollinator Plus was used by 18 seed companies on
approximately 22% of the seed corn production acres in the U.S.
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Monsanto announced last year that it formed a new business called the Seed Treatment Business which will allow Monsanto to develop its
seed treatment requirements internally. The concept of seed treatments is to place an insecticide or fungicide directly onto the seed surface in
order to protect the seed and the seedling as it emerges. Landec’s Intellicoat seed coating technology could be an integral and proprietary part of
Monsanto’s commitment to building a major position in seed treatments worldwide by using Landec’s seed coatings as a “carrier” of
insecticides/fungicides which can be dispensed at the appropriate time based on time or soil temperature. During fiscal year 2009 we have
focused on validating the use of Landec’s coating technology for these applications.

Landec Ag — Sale of FCD

Landec received $50 million in cash paid at the close for its sale of FCD in December 2006. During fiscal year 2007, Landec recorded
income from the sale, net of direct expenses and bonuses, of $22.7 million. The income that was recorded was equal to the difference between
the fair value of FCD of $40 million and its net book value, less direct selling expenses and bonuses. In accordance with generally accepted
accounting principles, the portion of the $50 million of proceeds in excess of the fair value of FCD, or $10 million, is being allocated to the
technology license agreement described below and recognized as revenue ratably over the five year term of the technology license agreement or
$2 million per year beginning December 2006. The fair value of FCD was determined by management.

In December 2006, Landec also entered into a five-year co-exclusive techno