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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended July 1, 2007

or

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

For the transition period from to

Commission File Number 000-26137

drugstore.com, inc.

(Exact name of registrant as specified in its chaetr)

Delaware 04-341625E
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

411 108" Avenue NE, Suite 1400, Bellevue, Washington 98004

(Address of principal executive offices including ip code)

(425) 372-3200

(Registrant’s telephone number, including area code

Indicate by check mark whether the registranthés filed all reports required to be filed by Sewti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye&l No O

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

Large accelerated fileld Accelerated filer Non-accelerated filerd

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

As of August 1, 2007, the registrant had 95, 658 &Yares of common stock outstanding.
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PART I—FINANCIAL INFORMATION

ltem 1. Financial Statements
DRUGSTORE.COM, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share data)
(unaudited)
Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 2006 2007 2006
Net sales $ 110,41 $ 102,43 $ 220,17 $ 206,54!
Costs and expense
Cost of sale: 85,31% 79,94¢ 170,37¢ 161,83:
Fulfillment and order processit 10,65¢ 10,23¢ 21,63( 20,41¢
Marketing and sale 7,872 6,322 15,96: 15,29¢
Technology and conte! 4,47¢ 4,00z 9,19( 7,94t
General and administratiy 5,157 4,02t 9,86¢ 8,31¢
Amortization of intangible asse 30€ 531 75C 1,061
Total costs and expens 113,78: 105,06! 227,77¢ 214,87
Operating los! (3,37 (2,629 (7,599 (8,329
Interest income, ne 35€ 43€ 80¢€ 842
Net loss $ (3,01) $ (2,199 % (6,799 % (7,48¢6)
Basic and diluted net loss per sh $ (0.03) $ (0.02) % 0.0 % (0.0¢)
Weighted average shares outstanding used to corbpsie and dilute
net loss per sha 95,006,51 93,136,20 94,753,32 93,052,92

See accompanying notes to consolidated finanassients.
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DRUGSTORE.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

July 1, December 31
2007 2006
(Unaudited) (Note 2)
Assets
Current asset:
Cash and cash equivalel $ 11,057 $ 13,39
Marketable securitie 27,86¢ 27,24¢
Accounts receivable, net of allowanc 36,26: 36,68¢
Inventories 25,42¢ 26,46¢
Prepaid marketing expens 2,29( 2,29(
Other current asse 2,84( 2,61F
Total current asse 105,74 108,70:
Fixed assets, ni 19,90:¢ 18,29:¢
Other intangible assets, r 4,62¢ 5,37¢
Goodwill 32,20: 32,20:
Prepaid marketing expenses and o 2,60¢ 3,75(
Total asset $ 165,07¢ $ 168,32.
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 55,92¢ $ 57,507
Accrued compensatic 4,632 4,841
Accrued marketing expens 3,16( 3,661
Other current liabilitie: 1,21z 1,292
Current portion of lon-term debt obligation 3,04( 3,94¢
Total current liabilities 67,97: 71,25(
Long-term debt obligations, less current port 1,93t 1,83¢
Deferred income taxe 94t 94t
Other lon¢-term liabilities 1,46¢€ 1,61(
Commitments and contingenci
Stockholder' equity:
Preferred stock, $.0001 par value, 10,000,000 stearthorized, no shares issued and outstal — —
Common stock, $.0001 par value, stated at amouwidisip: 250,000,000 shares authorized, 95,327,445 a
94,335,027 shares issued and outstan 849,92¢ 843,02¢
Accumulated other comprehensive | (30 (7)
Accumulated defici (757,139 (750,34)
Total stockholder equity 92,76: 92,67¢
Total liabilities and stockholde’ equity $ 165,07¢ $ 168,32.

See accompanying notes to consolidated financgsients.
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DRUGSTORE.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Operating Activities:
Net loss

Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie

Depreciatior
Amortization of marketing and sales agreem:
Amortization of intangible asse
Stocl-based compensatic
Other
Changes in
Accounts receivabl
Inventories
Prepaid marketing expenses and other current ¢
Accounts payable, accrued expenses, and othelitlesh
Net cash provided by (used in) operating activi
Investing Activities:
Purchases of marketable securi
Sales and maturities of marketable secur
Purchases of fixed asst
Net cash used in investing activiti
Financing Activities:
Proceeds from exercise of stock options and emplsyeck purchase pl:
Borrowings on line of cred
Principal payments on capital leases and term dddigations
Net cash provided by (used in) financing activi

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

Cash and cash equivalents at end of pe

Supplemental Cash Flow Information:
Equipment acquired in capital lease agreem

Cash paid during the period for inter

Three Months Ended

Six Months Ended

July 1,
2007

July 2,
2006

July 1,
2007

July 2,
2006

$ (3,015 $(2,199) $ (6,799 $ (7,480

1,911 1,54 3,80z 3,00¢
572 572 1,14F 1,14¢
30€ 531 75C 1,061
2,53 1,55¢ 4,967 3,25¢
(6) 9 (6) 13
748 (1,859 426 (2,779
391 (469  1,04C 3,31z
342 17¢ (225) 364
(690) 97 (2519 (4,789
3,097 (34  259: (2,890
(11,959 (2,039 (19,109 (12,906
10,69C  1,82F  1846f  15,30(
(2,959 (1,979 (5130 _ (3,326
(4,219 (2,189 _ (5,766 (932)
1,27¢ 36€ 1,93¢ 617
— — 30C —
(71¢) (589 (1,399 (1,179
552 (229) 83¢ (557)
(570 (2,440 (2,33 (4,379
11,627 18,35. 13,39 _ 20,29
$11,05. $1591: $11,05 $ 1591
$ 4 $ — $ 282 $ 236
$ 134 $ 101 $ 252 $ 19¢€

See accompanying notes to consolidated financitdsients.
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DRUGSTORE.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Description of the Busines:

drugstore.com, inc. is a leading online providehedlth, beauty, vision, and pharmacy products offér health, beauty, sexual well-
being, household, and other non-prescription prtsdaicd prescription medications through our websitated atvww.drugstore.comie
also offer prestige beauty products through oursitelbocated atvww.beauty.confwhich is also accessible through the drugstore.com
website); contact lenses through our wholly owndukgliary International Vision Direct Corp. andsisbsidiaries, collectively referred to as
Vision Direct, through websites locatedwatw.visiondirect.comwww.lensmart.comgndwww.lensquest.cofwhich are also accessible
through the drugstore.com website); and customizsidtional supplement programs through our whollyned subsidiary, Custom Nutrition
Services, Inc. (CNS). Our products are also avigladll-free by telephone at 1-800-DRUGSTORE ar8D0-VISIONDIRECT. Under the
terms of an agreement with Rite Aid CorporationRdae Aid, customers are also able to order rpfiiscriptions for pickup at any Rite Aid
store. We manage our business in four segments:tbgecounter (OTC), vision, mail-order pharmaayg docal pick-up pharmacy.

2. Basis of Presentation and Principles of Consokdion

We have prepared the accompanying consolidateddiabstatements in conformity with U.S. generalfcepted accounting principles
(GAAP) and the rules and regulations of the Seiegriatnd Exchange Commission (SEC) for interim foi@reporting. These consolidated
financial statements are unaudited but, in ouriopininclude all adjustments, consisting of normealurring adjustments and accruals,
necessary for a fair presentation of the consdaitiéalance sheets, statements of operations, atedngnts of cash flows for the periods
presented. Operating results for the periods ptedeare not necessarily indicative of future resfdt the fiscal year ending December 30,
2007 or any other interim period, due to seasonélaher factors. We have derived the consolidat¢dnce sheet as of December 31, 2006
from audited financial statements as of that dawewe have excluded certain information and fotaaeequired by GAAP for complete
financial statements. You should read these catesteldl financial statements in conjunction with dlidited consolidated financial statements
and accompanying notes included in our annual tepoForm 10-K for the fiscal year ended Decemligr2806.

The accompanying consolidated financial statemiectade those of drugstore.com, inc. and our sudses. We have eliminated all
material intercompany transactions and balances.

We operate using a 52/53-week retail calendar yeittr,each of the fiscal quarters in a 52-weekdis®@ar representing a 13-week
period. Fiscal years 2007 and 2006 are 52-weelsyear

3. Significant Accounting Policies
Estimates and Assumptions

The preparation of financial statements in confoymiith GAAP requires management to make estimatesassumptions that affect
amounts of assets and liabilities, revenues andresgs, and disclosure of contingent assets antitiggbat the date of the financial
statements. These estimates include, but aremibédl to, revenue recognition, inventories, goobavild intangible assets, stock-based
compensation, deferred taxes, and commitments @mithgencies. Actual results could differ from @stimates, and these differences could
be material.

Recent Accounting Pronouncements

In February 2007, the Financial Accounting Standd@dard (FASB) issued Statement of Financial ActiogrStandards (SFAS)
No. 159,The Fair Value Option for Financial Assets and Liiles (SFAS 159). SFAS 159 will become effective as eflteginning of the
first fiscal year beginning after November 15, 208FAS 159 provides companies with an option toregelected financial assets and
liabilities at fair value that are not currenthygrered to be measured at fair value. Accordingynpanies would then be required to report
unrealized gains and losses on these items innggriait each subsequent reporting date. The olgdstio improve financial reporting by
providing companies with the opportunity to mitigablatility in reported earnings caused by meagurelated assets and liabilities
differently. SFAS 159 also establishes presentatimhdisclosure requirements designed to faciltateparisons between companies that
choose different measurement attributes for sintylpes of assets and liabilities. We are curreintihe process of evaluating the effects o
adoption of SFAS 159, but do not expect it to hawveaterial impact on our consolidated financiatesteents.
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In September 2006, the FASB issued SFAS No. E&if,Value Measuremen{SFAS 157). SFAS 157 defines fair value, establishe
framework for measuring fair value under GAAP, axgands disclosures about fair value measurem®h#sS 157 emphasizes that fair
value is a market-based measurement, not an espiigific measurement, and states that a fair vakesurement should be determined b
on the assumptions that market participants wosddin pricing the asset or liability. SFAS 157 viicome effective for fiscal years
beginning after November 15, 2007, and interimqmsiwithin those fiscal years. We are currentlylgating the impact of adopting SFAS
157 on our consolidated financial statements, butat expect it to have a material impact on oursotidated financial statements.

In June 2006, the FASB issued Financial AccounBtandards Interpretation (FIN) No. 4&counting for Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109 (SE@® (FIN 48), which prescribes a recognition threshold and messeant attribute for
the financial statement recognition and measurewieatax position taken or expected to be takemtiaix return. FIN 48 also provides
guidance on de-recognition, classification, inteeggl penalties, accounting in interim periodsgldsure, and transition. FIN 48 became
effective beginning in the first quarter of 2007e\Wid not have any unrecognized tax benefits befoedter the adoption of FIN 48. Our
policy is to recognize interest and penalties eeldb the underpayment of income taxes as a compof@écome tax expense. To date, we
have not incurred charges for interest or penaittieslation to the underpayment of income taxdwe fax years 1998 through the present
remain open to examination by the major taxingspligtions to which we are subject.

4. Net Loss Per Share

We compute net loss per share using the weightehge number of shares of common stock outstandiiegexclude shares associated
with stock options, warrants, and our employeelsfpachase plan from the calculation of dilutedlnss per share, as their effects are anti-
dilutive.

The following table sets forth the computation asiz and diluted net loss per share for the peiiudisated:

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 2006 2007 2006
(in thousands, except share and (in thousands, except share and
per share data) per share data)
Numerator:
Net loss $ (3,01%) $ (2,197 $ (6,797 $ (7,48¢6)
Denominator:
Weighted average shares outstanding used in cotign
of basic and diluted net loss per sh 95,006,51 93,136,20 94,753,32 93,052,92
Basic and diluted net loss per sh $ (0.09) $ (0.02) $ (0.09) $ (0.0¢)

As of July 1, 2007 and July 2, 2006, there wer®48,740 and 17,355,583 shares, respectively, ofmmmstock subject to outstanding
stock options and 815,000 and 615,000 shares,atbagg, of common stock subject to warrants, &ibich we excluded from the
computation of diluted net loss per share, as #fé@ct was anti-dilutive. If we had reported n&ame, the calculation of these per share
amounts would have included the dilutive effecthefse common stock equivalents using the treasock snethod.

5.  Stockholders' Equity
Stock-Based Benefit Plans

1998 Stock Plar—Under the terms of our 1998 Stock Plan, as ame(&2B Stock Plan), our board of directors may giracentive
and nonqualified stock options to employees, officdirectors, agents, consultants, and indeperwbenitactors of

5
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drugstore.com. Options under this plan generalit wger four years, as follows: 20% of the shaesst after six months, and the remaining
80% vest quarterly over the subsequent 42 montpo®grants generally have exercise prices equtd fair market value of the common
stock on the date of grant and expire ten years fie date of grant. Our board of directors haegigkd to the stock option subcommittee of
the compensation committee of the board the authtarigrant options within board-approved guidedine certain recipients. In addition, our
board of directors has authorized our chief exgeutificer to grant certain options in connectioithvoffers of employment or consulting
engagements, certain of which grants are subjdabetboard’s subsequent ratification.

1999 Employee Stock Purchase Plakinder the terms of our 1999 Employee Stock PukciPdan, as amended (1999 ESPP), eligible
employees may purchase common stock for a purghraseequal to 85% of the fair market value of common stock on the first or last d
whichever is less, of the applicable six-month pase period, which periods end in January andafubach year. During the six-month
period ended July 1, 2007, employees purchase®35Hares of our common stock under the 1999 ESBRchange for approximately
$130,000, and during the six-month period endeg 2uP006, employees purchased 51,420 shares ahoonstock under the 1999 ESPP in
exchange for approximately $141,000. No shares warehased during the three-month periods endgdl]@007 and July 2, 2006,
respectively.

Warrants

In June 2007, we issued to certain of our finareidisors a fully vested warrant to purchase 2@gtares of our common stock at
$2.50 per share, which expires in June 2017. Tineddue of the warrant, determined using the Bi&ckoles option pricing model, totaled
$408,000 and is included in general and adminis&axpenses.

Stock-Based Compensation Expense

We account for the 1998 Stock Plan and the 199%HS8#ler the recognition and measurement princgflEASB Statement No. 123
(revised 2004)Share-Based Paymef8FAS 123R), which requires measurement of compiemseost for all stocksased awards at fair val
on the date of grant and recognition of compensaiir the service period for awards expected $b. W¥e determine the fair value of stock-
based awards using the Black-Scholes option pricindel using the single option award approach. Taiisvalue is then amortized on a
straight-line basis over the requisite servicequsiof the awards, which is generally the vestiagaoal. As required by SFAS 123R,
management made an estimate of expected forfejtameswe are recognizing compensation costs omlihfise equity awards expected to
vest. The estimation of stock awards that willmétely vest requires judgment, and to the extetulhcesults or updated estimates differ f
our current estimates, we will record such amotgtt®spectively as an increase or decrease in4$tas&d compensation in the period in
which we revise the estimates. We consider manpfsievhen estimating expected forfeitures, inclgdimstorical voluntary termination
behavior and actual option forfeitures. Actual fesswand future changes in estimates, may diffestantially from our current estimates.

The following table summarizes stock-based comp@nrshy operating function recorded in the Stateroé©perations:

Three Months Ended Six Months Ended

July 1, July 2, July 1, July 2,

2007 2006 2007 2006
Fulfillment and order processit $ 18 $ 154 $ 461 $ 37E
Marketing and sale 372 257 78€ 581
Technology and contel 28t 262 643 534
General and administratiy 1,69: 88( 3,07 1,76¢€
Total $ 253 $ 155 $4.967 @ $3,25¢
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Stock Option Activity
The following table summarizes activity under 0@8& Stock Plan:

Outstanding Options

Weighted-
Average Weighted-Average
Exercise Remaining
Shares Available Number of Price per Contractual
for Grant Shares Share Term
Outstanding at December 31, 2006 4,493,56. 18,841,84 $ 3.5
Additional shares authorize 4,700,00! — —
Options grante: (1,024,301 1,024,301 $ 292
Options exercise — (248,02) $ 2.1¢
Options forfeitec 1,491,01. (1,491,01) $ 3.74
Outstanding at April 1, 200 9,660,27! 18,127,10 $ 3.4¢€
Options grante: (1,326,301 1,326,30! $ 2.5¢
Options exercise — (689,204 $ 1.84
Options forfeitec 705,46: (705,46 $ 3.7¢
Outstanding at July 1, 20( 9,039,43! 18,058,74 $ 3.4t
Vested and expected to vest at July 1, 2 13,498,22 $ 3.5¢ 7.64
Exercisable at July 1, 20( 7,401,95 $ 3.9 6.8¢

(1) The balance as of December 31, 2006 has been edijiost153,982 shares forfeited during 2006 novipresly reported

6. Line of Credit

In April 2007, we entered into an amended and tedtian and security agreement with our existiagkb This agreement includes a
revolving line of credit allowing for borrowings op to $10.0 million, which accrue interest at piniene rate. The revolving line of credit
matures in March 2008. The agreement allows foctmersion of up to $2.5 million of the outstargllralance into a term loan within 60
days of maturity. For the six months ended JulQD)7, borrowings under the existing line of cradialed $1.3 million, of which $1.0 millic
was converted into a term loan in April 2007 an@CB800 remains outstanding as of July 1, 2007 uthdeamended and restated loan and
security agreement. The term loan will be paidém®nthly installments and accrues interest aptirae rate plus 0.50%.

7. Commitments and Contingencies
Legal Proceeding:

State Sales Tax Claimsn early 2002, we received an arbitrary assessnmite from the state of New Jersey for pastsstlr due
from fiscal years 2000 and 2001, based on itsdmghate of sales revenue numbers during thosedserin December 2002, we received a
revised assessment from the state of New Jerse&06# and 2001 in the amount of $221,626 in taxs penalties in the amount of $11,081
and interest that continues to accrue. We do noéently collect and do not believe that we are meglito collect New Jersey sales tax. In
March 2003, we filed an appeal of the revised asseat with the Tax Court of New Jersey, based eriabt that the state of New Jersey is
pursuing its claim specifically against one of oansolidated subsidiaries that is not a retailingty in that state. The appeal is pending, and
trial was held on November 30, and December 1, 2B@i6fing is complete, and we expect to have argument on the legal issues on
August 14, 2007. Due to the uncertainty of the appee have not recorded any amounts in the accoyipg financial statements with
respect to the sales tax alleged to be due. Ifre@asuccessful in our appeal, the state of Neseyerould probably expand its assessment to
include other years for which we did not colledesaax. That additional assessment, along witmdtnt interest and penalties, could be
material. We have not accrued any amounts fomtiaiger, as it is not reasonably possible to estroat liability, if any. However, the
ultimate outcome of this matter could result instahtial tax liabilities for our past sales andédavmaterial adverse affect on our financial
position and results of operations.

Class Action Laddering LitigationOn and after July 6, 2001, eight stockholderskgion lawsuits were filed in the United States
District Court for the Southern District of New Yofthe “Court”) naming drugstore.com as a defendaloing with the underwriters and
certain of our present and former officers andaoes (the “Individual Defendants”), in connectiwith our
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July 27, 1999 initial public offering and March I%)00 secondary offering (together, the “Offeringdhe complaints against drugstore.com
have been consolidated into a single action, a@dresolidated Amended Complaint, which is now therafive complaint, was filed on

April 19, 2002. The suit purports to be a classoadiled on behalf of purchasers of our commorcktduring the period July 28, 1999 to
December 6, 2000.

In general, the complaint alleges that the progfsest through which we conducted the Offerings weaterially false and misleading
because they failed to disclose, among other thihgs (i) the underwriters of the Offerings alldbehad solicited and received excessive and
undisclosed commissions from certain investorscchange for which the underwriters allocated tasthmvestors material portions of the
restricted number of shares issued in connectitim thé Offerings and (ii) the underwriters allegeehtered into agreements with customers
whereby the underwriters agreed to allocate drugstom shares to customers in the Offerings in @xgh for which customers agreed to
purchase additional drugstore.com shares in tlee4afirket at predetermined prices. The complaint &ssalations of various sections of
Securities Act of 1933, as amended, and the SesiEixchange Act of 1934, as amended. The actisksstamages in an unspecified amc
and other relief. The action is being coordinatéith @pproximately 300 other nearly identical actidited against other companies or their
former officers and directors.

On July 15, 2002, the Company moved to dismisslailins against us and the Individual DefendantsO@tober 9, 2002, the Court
dismissed the Individual Defendants from the caigkout prejudice based on stipulations of dismiditadl by the plaintiffs and the Individu
Defendants. On February 19, 2003, the Court dethieanotion to dismiss the complaint against drugstom. On October 13, 2004, the
Court certified a class in six of the approximat@d0 other nearly identical actions (the “focusesdsand noted that the decision is intended
to provide strong guidance to all parties regardilags certification in the remaining cases. Thaemwriter defendants appealed the decision,
and the Second Circuit vacated the district ceul€cision granting class certification in thosecsises on December 5, 2006. Plaintiffs file
petition for rehearing. On April 6, 2007, the Sed@@ircuit denied the petition, but noted that piiffis could ask the District Court to certify
more narrow classes than those that the CourttegiePlaintiffs have not yet moved to certify asslén the case involving drugstore.com.

Prior to the Second Circuit's December 5, 2007gjlidrugstore.com, the plaintiff class, and the waejority of the other issuer
defendants, or, in the case of bankrupt issuees, directors and officers, submitted a settlenmagreement to the Court for approval. In light
of the Second Circuit opinion, the parties agréed the settlement could no longer be approvedusecte defined settlement class, like the
litigation class, cannot be certified. On JuneZ&)7, the Court approved a stipulation filed by phagntiffs and the issuers which terminated
the proposed settlement. The plaintiffs now plarefead their complaints and move for class deatifon again

Due to the inherent uncertainties of litigation, @anot accurately predict the ultimate outcomthisf matter. We cannot predict
whether we will be able to renegotiate a settlentieait complies with the Second Circsithandate, nor can we predict the amount of anly
settlement and whether that amount would be grélader our insurance coverage. We are unable tma&ithe potential damages that might
be awarded if we were found liable, there arosaterial limitation with respect to our insuranceemge, or the amount awarded were to
exceed our insurance coverage. Because our lighiflany, cannot be reasonably estimated, no amsduawve been accrued for this matter. An
adverse outcome in this matter could have a matatigerse affect on our financial position and hssof operations.

Other.From time to time, we are subject to other legatpedings and claims in the ordinary course offtass. We are not currently
aware of any such legal proceedings or claimswieatbelieve will have, individually or in the aggetg, a material adverse effect on our
business prospects, financial condition or opegatasults.

8. Segment Information

We have four reporting segments: OTC, vision, roader pharmacy, and local picle pharmacy. The OTC segment is comprised ¢
sales and related costs of selling all poascription products through our websites, custethinutritional supplement programs through C
and net sales of consignment products. Our vissgment is comprised of sales and the related obstdlling contact lenses through Vision
Direct. The mail-order pharmacy segment is compridfesales and the related costs of selling phagntézals through the drugstore.com
website for mail-order delivery. The local pick-pparmacy segment is comprised of sales and thiedetasts of selling pharmaceuticals
through the drugstore.com website and the RiteAid.website for pick-up at a local Rite Aid storee \&perate and evaluate our business
segments based on contribution margin results. ¥fleel contribution margin as net sales attributable segment, less the direct cost of t
sales and the incremental (variable) costs oflfinlfi, processing, and delivering the order (lagackaging supplies, credit card fees, and
royalty costs that are variable based on salesnwe)ju
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The information presented below for these segnisntgormation our management uses in evaluatirgyating performance.

Three Months Ended Six Months Ended

July 1, July 2, July 1, July 2,

2007 2006 2007 2006
Over-the-Counter (OTC):
Net sales $ 57,527 $ 47,25¢ $113,78¢ $ 96,26(
Cost of sale: 40,81( 32,63 80,46 67,29¢
Variable order costs (i 5,18( 4,38¢ 10,54¢ 8,71:
Contribution margin (b $ 11537 $ 10,23¢ $ 22,78( $ 20,25!
Vision:
Net sales $ 13,79F $ 12,44¢ $ 27,347 $ 25,03¢
Cost of sale: 10,47 9,62 20,97: 19,41¢
Variable order costs (i 651 64¢ 1,29¢ 1,30¢
Contribution margin (b $ 266¢ $ 2177 $ 507t $ 4,31
Mail-Order Pharmacy:
Net sales $ 12,451 $ 17,40f $ 25,92¢ $ 35,70¢
Cost of sale: 10,46¢ 14,96¢ 21,77¢ 30,81:
Variable order costs ( 952 1,58¢ 2,07 3,19(
Contribution margin (b $ 103 $ 84¢ $ 207i $ 1,702
Local Pick-Up Pharmacy:
Net sales (c $ 26,63¢ $ 25,32¢ $ 53,110 $ 49,54:
Cost of sale: 23,56¢ 22,72 47,16¢ 44,30¢
Variable order costs ( 1,101 1,03¢ 2,18¢ 2,03(
Contribution margin (b $ 1972 $ 157C $ 3,758 $ 3,20%
Consolidated:
Net sales $110,41: $102,43t $220,17° $206,54!
Cost of sale: 85,311 79,94¢ 170,37¢ 161,83:
Variable order costs (i 7,884 7,65¢ 16,10¢ 15,24:
Consolidated contribution margin ( $ 17,217 $ 14,83. $ 33,69( $ 29,46¢
Less:
Fixed fulfillment and order processing | $ 2,794 $ 2581 $ 5561 $ 5,19/
Marketing and sales (i 7,85( 6,321 15,92: 15,27¢
Technology and contel 4,47¢ 4,00z 9,19( 7,94t
General and administratiy 5,157 4,02t 9,86¢ 8,31¢
Amortization of intangible asse 30€ 531 75C 1,061
Operating los: $ (337) $ (2,629 $ (7,599 $ (8,329

(&) These amounts include all variable costs dillfukent and order processing, including labor, gging supplies, credit card fees, and
those royalty costs that are variable based ors saleme. These amounts exclude depreciation, diaskd compensation, and fixed
overhead cost:

(b) Contribution margin represents a measure of weleach segment is contributing to our operatjngls. We calculate it as net sales
less the direct cost of goods sold, the incremdrgaiable) fulfilment and order processing castglelivering orders to our customers,
and variable royalty cost

(c) Netsales in our local pi-up pharmacy segment include co-payments totalhg illion and $5.6 million for the three-monthripels
ended July 1, 2007, and July 2, 2006, respectiagig,$11.7 million and $11.1 million for the six-nib periods ended July 1, 2007 and
July 2, 2006, respectivel

(d) These amounts include all fixed costs of fulfillmand order processing that are not discernablaulsiness segmer

(e) These amounts exclude variable royalty expeof$22,000 and $1,000 for the three-month perauied July 1, 2007, and July 2,
2006, respectively, and $39,000 and $20,000 fosit-month periods ended July 1, 2007 and July 2, 2@3pectively
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Item 2. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

You should read the following discussion and arialiysconjunction with the financial statements aedompanying notes included
elsewhere in this quarterly report and in our ahmefgort on Form 10-K for the fiscal year ended &maber 31, 2006.

Special Note Regarding Forward-Looking Statements

This quarterly report on Form 10-Q includes forwblrdking statements within the meaning of the ReV@ecurities Litigation Reform
Act of 1995. All statements made in this quartedgort other than statements of historical faatiuding statements regarding our future
financial and operational performance, sourcegjafdity and future liquidity needs, are forwardslong. Words such as “expects,”
“believes,” “targets,” “may,” “will,” “plan,” “outlook,” “continue,” “remain,” “could,” “would,” “shold,” and similar expressions or any
variation of such expressions, are intended totifyeforward-looking statements. Forward-lookingtgments are based on current
expectations, and are not guarantees of futur@pesince and involve assumptions, risks, and urinégs. Actual performance may differ
materially from those contained or implied in stietward-looking statements. Risks and uncertairities could lead to such differences
could include, among other things: effects of cleanigp the economy, changes in consumer spendugju#itions in the stock market, chan
affecting the Internet, online retailing and adiséng, difficulties establishing our brand and klinly a critical mass of customers, the
unpredictability of future revenues and expensespariential fluctuations in revenues and operatésults, risks related to business
combinations and strategic alliances, possibldiddnities relating to the collection of sales taonsumer trends, the level of competition,
seasonality, the timing and success of expansiontgfchanges in senior management, risks retategistems interruptions, possible
governmental regulation, and the ability to managgowing business. These factors described imptriagraph and other risks and
uncertainties that could cause our actual reswiltifter significantly from management’s expectasare discussed in the sections entitled
“Risk Factors” in Part Il, Item 1A of this quarterly report aiart I, Item 1A of our annual report on Form 10eK the fiscal year ended
December 31, 2006. You should not rely on a foralaoking statement as representing our views agfdate other than the date on which
we made the statement. We expressly disclaim aewptior obligation to update any forward-lookingtetment after the date on which we
make it.

Overview

drugstore.com, inc. is a leading online provideheélth, beauty, vision, and pharmacy products béleve that we offer a better way
for consumers to shop for these products througiweb stores, including those located on the Ireatwww.drugstore.com,
www.beauty.com, www.visiondirect.com, www.lensie@rt,andwww.lensquest.com

Business Segments; Growth Stratedi®e.operate our business in four business segnmresithe-counter, or OTC, vision, mail-order
pharmacy, local pick-up pharmacy.

. Over-the-counter (OTC)Our OTC segment includes all non-prescriptiordpiats sold online through our web stores at
www.drugstore.com, www.beauty.comww.visiondirect.com, www.lensmart.camdwww.lensquest.comor over the telephone,
including nutritional supplements sold through subsidiary Custom Nutrition Services, Inc., or CN& source our OTC products
from various manufacturers and distributors. Weelvel that continued growth in this segment will elegh on our ability to offer
customers a superior shopping experience and seimiduding providing a broad selection of bascessity items and hard-to-find
specialty items, which encourages customers torrétuour websites and make repeat, replenishraaedtjimpulse purchases. In
2007, we will continue to focus on improving oustamers’ shopping experience by enhancing ourniatexearch technology and
website conversion, expanding our category offeritgough the introduction of our drop ship programd making key investments
in our prestige Beauty.com websi

. Vision. Thevision segment includes contact lenses sold thrawghlwvholly owned subsidiary International Visiolirét Corp. and it
subsidiaries, collectively referred to as Visiondat, through websites locatedvat/w.visiondirect.com, www.lensmart.caand
www.lensquest.coror over the telephone at 1-800-VISIONDIRECT. Wraghase our contact lens inventory directly fromoas
manufacturers and other distributors. In 2007, veef@cusing on a strategy of balancing customeuiadtpn with net margin in ord:
to maximize our profits, rather than focusing esalely on revenue growtl

. Mail-Order Pharmacy Our mail-order pharmacy segment includes preserigirugs and supplies, other than prescriptiantact
lenses, sold online through the pharmacy sectidhefirugstore.com web store or over the teleplaonedelivered to customers
through our mail-order facility. We procure our geaption inventory through Rite Aid Corporationgest of our ongoing
relationship. We market to both cash-paying andrausce-covered individuals, and we also servetasdrparty provider of mail-
order prescription fulfillment services for pharrgde=nefit managers, or PBMs. We sell over 5,008gipgtion drugs, including
many specialty drugs for the treatment of chrowieditions such as cancer, HIV, and multiple sclistaghich are not carried by
brick-and-mortar pharmacies and require speciatilragnor service. In this segment, we focus ourketing efforts directly on
consumers online and through doctors to maximip&/tr in our cash prescriptic

10



Table of Contents

and specialty pharmacy business. In addition te#he of prescription drugs, we sell advertisingpanwebsite, to monetize the mq
than one million unique visitors per month reseeglidrugs and other healthcare content providethersite. We anticipate that
continued growth in this segment in 2007 will salnsially depend on our ability to grow prescriptiasiumes through these efforts.
We anticipate that our decision not to participatthe low-margin Medicare Part D prescription dhenefit program offered by the
U.S. government will continue to have a negativpast on our growth but a favorable impact on oasgmargin

. Local Picl-Up Pharmacy. Our local pick-up pharmacy business segment dedprescription refills sold online through the
drugstore.com web store or the Rite Aid web storevav.RiteAid.confwhich is powered by the drugstore.com web stor@yer the
telephone and picked up by customers at Rite Aitkst In this segment, Rite Aid acts as our fuffédht partner. Our success in this
segment depends on our ability to leverage outioalship with Rite Aid through its marketing mediacluding Rite Aid store
receipts, weekly Rite Aid advertising circularsdatmail refill reminders. In 2007, we anticipatattnet sales in the local pick-up
pharmacy segment will not be a significant sourfcgrowth, as we continue to focus the majority of marketing efforts on our
OTC segment

RevenuesWe generate revenue primarily from product safed shipping fees. For the three-month period eddgdl, 2007, we
reported consolidated total net sales of $110.4amjlwhich reflected an $8.0 million, or 8%, inese over the three-month period ended
July 2, 2006. For the six-month period ended Julg0D7, we reported consolidated net sales of $2#dlion, which reflected a $13.6
million, or 7%, increase over the six-month pergaled July 2, 2006. Our net sales growth was diiyes 12% year-over-year increase in
our total order volume for the second quarter df22@o 1.5 million orders, and an 11% year-overryeerease in total order volume for the
six-month period ended July 1, 2007, to 3.0 milladers. Our average net sales per order declifgtlg to $75 for the three- and siwonth
periods ended July 1, 2007, from $77 for the theewt six-month periods ended July 2, 2006. Ourmege benefited from strong growth in
our OTC segment, in which net sales grew by 22%189d, respectively, year-over-year for the threwl six-month periods ended July 1,
2007. Our revenues also benefited from year-ovar-geowth of 11% and 9%, respectively, for the ¢hr@nd six-month periods ended July 1,
2007 in our vision segment and 5% and 7%, respalgtiin our local pick-up pharmacy segment. Thesedases were partially offset by a
yearover-year decrease in mail-order pharmacy nets#Hl28% for the second quarter of 2007 and 27%h®six-month period ended
July 1, 2007.

Expenses Our operating expenses, including cost of gootts, semained consistent as a percentage of net aall03% during the
three-month period ended July 1, 2007, when congparéhe three-month period ended July 2, 2006 veasi 103% of net sales for the six-
month period ended July 1, 2007, compared to 104fetsales for the six-month period ended Jul6. During the three- and six-month
periods ended July 1, 2007 our overall cost of gsmld as a percentage of net sales year-overdgeagased 70 basis points and 100 basis
points, respectively, due to a favorable shiftim product mix to higher margin OTC sales, as wslimprovement in pharmaceutical and
vision margins. Our improved gross margins werseifby increased marketing expenses resulting iincneased order volumes and search
advertising costs, increased technology and coetgrenses as a result of ongoing enhancements t@ mfrastructure, and increased
general and administrative expenses primarily duagher stock based compensation expenses diméngetond quarter of 2007 and the six-
month period ended July 1, 2007. We recognized $883and $1.7 million, or 1% of net sales, of add#l stock-based compensation in the
three- and six-month periods ended July 1, 2007peoed to the same periods in 2006.

Net Loss; Cash PositionOur net loss for the three-month period endeg TuR007 increased by 37%, or $822,000 to $3.0anjl
compared to $2.2 million for the three-month peodied July 2, 2006, however decreased by 9%,38,860, to $6.8 million, compared to
$7.5 million for the six-month period ended July2R06. We ended the second quarter of 2007 witheh3dlion in cash, cash equivalents
and marketable securities, compared to $40.6 milioDecember 31, 2006, and $39.7 million at JuRA®6. This balance reflects cash
generated from operating activities in the six-rhamériod ended July 1, 2007 of $2.6 million, $5.lliam for capital expenditures, and $1.4
million to repay debt obligations, offset by prode®f $1.9 million from the exercise of employeecktoptions and purchases under our
employee stock purchase plan and $300,000 of bargsaunder our line of credit.

Significant Accounting Judgments

The preparation of financial statements in conftymiith U.S. generally accepted accounting priresplor GAAP, requires estimates
and assumptions that affect the reported amourdassats and liabilities, revenues and expensegghatdd disclosures of contingent assets
and liabilities in the consolidated financial statnts and accompanying notes. The Securities aclkafge Commission, or SEC, has def
a company’s critical accounting policies as thesothat are most important to the portrayal of theagany’s financial condition and results of
operations and that require the company to makadtst difficult and subjective judgments, ofterea®sult of the need to make estimates of
matters that are inherently uncertain. Based andéfinition, we have identified the significantaanting policies and judgments addressed
below. We also have other key accounting polidies involve
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the use of estimates, judgments, and assumptiahsuté significant to understanding our resultdifidnal information about our significant
accounting policies is included in Note 1 of ounsolidated financial statements included in Paftdur annual report on Form 10-K for the
fiscal year ended December 31, 2006. Although Wiewsethat our estimates, assumptions, and judgsremetreasonable, they are based on
information presently available. Actual results naéffer significantly from these estimates unddfatent assumptions, judgments, or
conditions. In addition, any significant unantidigé changes in any of our assumptions could hamatarial adverse effect on our business,
financial condition and results of operations.

Revenue Recognition
We recognize revenues in accordance with SEC Atafdunting Bulletin No. 104Revenue Recognition.

We record revenues from sales of OTC (other thait-Wkated CNS sales, as described below), visam, mail-order pharmacy, net of
promotional discounts, cancellations, rebates,rahdns allowances. We recognize revenue wherolteing revenue recognition criteria
are met: (1) persuasive evidence of an arrangeexésis; (2) delivery has occurred or services Hsen rendered; (3) the selling price or fee
earned is fixed or determinable; and (4) collectibthe resulting receivable is reasonably assuféglgenerally require payment by credit
card at the point of sale. We estimate return aloves, which reduce product sales by our estinfaep®cted product returns, based on our
historical experience. Historically, product retsifrave not been significant and have not differgaificantly from our estimates.

We recognize revenues from sales of customizedhisita sold through our fulfillment agreement with MWehen products are shipped
and title passes to the customer. In accordandeBmiterging Issues Task Force Issue No. 9REporting Revenue Gross as a Principal
Versus Net as an Agent; EITF 99-19, we record revenues generated bymbi agreement in our OTC segment on a net bastause we
act as an agent, based on the fact that we e&achdollar amount per customer transaction regasdbf the amount billed to the customer,
and we do not bear general inventory risk assatiatth these sales. We recognize non-Weil custodhvz&amin sales on a gross basis, net of
promotional discounts, cancellations, rebates,rahdns allowances. Net sales in our OTC segmsntiatiude consignment service fees
earned under our agreement with General NutritiorpGration, or GNC, and agreements with other gmmient vendors, which we also
record on a net basis, because we do not takedittee inventory and do not establish pricing.

We recognize revenues from sales of prescriptiodywsts ordered online or by telephone through thgstore.com web store or the
RiteAid.com web store (which is powered by the dtoge.com web store) for pick-up at a Rite Aid stancluding co-payments that Rite Aid
receives and collects on our behalf when the custqricks up the product. In these circumstancegjseeRite Aid as our fulfilment partner.
In accordance with EITF 99-19, we record revenaesur local pick-up pharmacy segment on a grosis bascause we act as a principal,
based on the fact that, among other things, we thathrinventory risk and credit and collection regsociated with these sales.

For insured prescriptions in both our local pickarma mail-order segments, the co-payment and thedance reimbursement (which
together make up the amount due to drugstore.constitute the full value of the prescription drades and we receive this entire amount as
cash. We therefore recognize the entire amourg\senue when we ship the order to the customemn{&l order prescriptions) or when the
customer picks up the order (for local pick-up prggions).

From time to time, we provide incentive offers tor gustomers to encourage purchases. Such off@glmdiscounts on specific curr
purchases, or future rebates based on a percesttége current purchase, as well as other offers.ti&at discounts, when our customers
accept them, as a reduction in the sales prickeofdlated transaction and we present them asamint in net sales. We treat rebates as a
reduction in the sales price based on estimatezhrption rates. We estimate redemption rates usingpistorical experience for similar
offers. Historically, our redemption rates have differed materially from our estimates, which wijuest quarterly.
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Inventories

We value our inventories at the lower of cost (gdime weighted-average cost method) or the cugstithated market value. We
regularly review inventory quantities on hand adjlst our inventories for shrinkage and slow-moyidgmaged, and expired inventory,
which we record as the difference between the afotte inventory and the estimated market valuethan management’s assumptions about
future demand for the products we offer and macketitions. We use a variety of methods to redheeguantity of slow-moving inventory,
including reducing sales prices on our websitegptiating returns to vendors, and liquidating inwen through third parties. If our estimates
of future product demand or our assumptions abauket conditions are inaccurate, we could understabverstate the provision required
for excess and obsolete inventory. Historicallygintory reserves have not differed materially froun estimates.

Goodwill and Other Intangible Assets

In accordance with Statement of Financial Accoup@tandards No. 142ccounting for Goodwill and Other Intangibleer SFAS 14:
we test for impairment of goodwill at the beginnimfthe fourth quarter and whenever indicatoraygfairment occur. The first phase of the
test screens for impairment. If we determine impaint, the second phase measures the amount ofrimgrdiby comparing the fair value of
the applicable reporting unit to its carrying valMge determine fair value using either a discoutesh flow methodology or methodology
based on comparable market prices.

We review our indefinitdived intangible assets for impairment when indicatof impairment occur and annually at the begigruf the
fourth quarter. We compare the carrying value efahset to its estimated fair value and recorargrairment charge when the carrying value
of the asset exceeds the estimated fair value.

In accordance with Statement of Financial Accountandards No. 144ccounting for the Impairment or Disposal of Lonigdd
Assets, or SFAS 144, we review the carrying values of amortized long-lived assets, including definiteetl intangible assets, whenever an
indicator of impairment occurs. When facts anduwinstances indicate that the carrying values of-loregl assets may be impaired, we
perform an evaluation of recoverability. We deterenvhether impairment exists based on any excetbe afarrying value over the expected
future cash flows, as estimated through undiscalicésh flows, excluding interest charges. We mesany resulting impairment charge
based on the difference between the carrying valltlee asset and its fair value, as estimated tir@xpected future discounted cash flows,
discounted at a rate of return for an alternatestment.

If our estimates of revenue growth or future cdstvé$ prove to be inaccurate, we may have a fumagairment of goodwill, other
intangible assets, or long-lived assets.

Stock-Based Compensation

We account for our stock-based awards under thagioas of SFAS 123R, which requires measuremenbofpensation cost for all
stock-based awards at fair value on the date aftgnad recognition of compensation over the serpé&@d for awards expected to vest. We
calculate the fair value of our stock options geartio employees using the Black-Scholes optionngimodel using the single-option
approach. This fair value is then amortized orra@gitt-line basis over the requisite service peyiofithe awards, which is generally the
vesting period. We base our computation of expeetdatility on our historical volatility, adjustefdr changes in capital structure and
corporate changes, information available that majcate future volatility, and observable mean reioa tendencies of historical volatility.
We compute expected life using the simplified mdtbatlined by SEC Staff Accounting Bulletin No. 1Ghare-Based Paymenor SAB
107. Under this method, our expected term is egutile sum of the weighted average vesting terra thle original contractual term divided
by two, which results in a six-year expected teWe. base the risk-free interest rate on the impfietti currently available on U.S. Treasury
zero-coupon issues with an equivalent remaining t8vhere the expected term of our stock-based andods not correspond with the terms
for which interest rates are quoted, we averagedtes quoted for the closest available term mi@sriA dividend yield of 0% is considered
appropriate as we have not issued and do not patecissuing any dividends in the near future. Westimating forfeitures, we consider
historical voluntary termination behavior in additito actual option forfeitures. In conjunction lwihis analysis, we identified distinct
subgroups: non-management employees, managemelaye®® our chief executive officer, board membensi other non-employees. We
apply an estimated forfeiture rate of approximag3%o6 to non-management and management employeeosipisg based on the weighted
average termination behavior of those subgroupsajyty a forfeiture rate of 0% to our chief exeeeatofficer, board members, and non-
employees. If our estimated forfeiture rate changesretrospectively increase or decrease stockebasmpensation in the period of change.
Any such revisions to the estimates we use to Glethe fair value of our stock-based awards cbale a material impact on our results of
operations and financial position. See Note 5 ofamnsolidated financial statemen®pckholders’ Equityincluded in Part I, of Item 1 of
this quarterly report.
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Legal Proceedings

We are currently involved in various claims andalggroceedings. Periodically, we review the statusach significant matter and
assess our potential financial exposure. If themtm! loss from any claim or legal proceedingassidered probable and the amount can be
estimated, we accrue a liability for the estimdt=ss. Because of uncertainties related to thestersaticcruals are based only on the best
information available at the time. As additiongbirmation becomes available, we reassess the paltbability related to our pending claims
and legal proceedings and may revise our estimatgssuch revisions in the estimates of the po&ifibilities could have a material impact
on our future results of operations and financaifion. For a description of our material legadgedings, see Note 7 of our consolidated
financial statement€ommitments and Contingencigacluded in Part I, of ltem 1 of this quartergport.

Results of Operations

Net Sales
Three Months Ended Six Months Ended

July 1, July 2, July 1, July 2,

2007 % Change 2006 2007 % Change 2006

(in thousands, except per order data) (in thousands, except per order data)
Total net sale $110,41. 7.8% $102,43t $220,17° 6.6% $206,54!
Total customer orders shipp 1,47 11.7% 1,322 2,95¢ 10.€% 2,67(
Average net sales per orc $ 75 2.6% $ 77 $ 75 2.6% $ 77

Net sales include gross revenues from sales ofugta@hd related shipping fees, net of discountspaindision for sales returns, and
other allowances. Net sales also include consighsmmice fees earned from our arrangement with @GN&€other consignment vendors,
under which we do not take title to the inventong @annot establish pricing. We record on a neslmsisignment service fees, which
constitute approximately 1% of total net salesdnleperiod presented. We bill orders to the custaneeedit card or, in the case of
prescriptions covered by insurance, we bill thgpagment to the customer’s credit card and the nedeaiof the prescription price to
insurance. We record sales of pharmaceutical pteduwwered by insurance as the sum of the amoeogésved from the customer and the
third party.

Total net sales increased year-over-year primasly result of a 20% increase in order volumeherttiree-month period ended July 1,
2007, and an 18% increase in order volume for ithen®nth period ended July 1, 2007, in our OTC segnieewenues from repeat custorr
increased to 83% of net sales in the second qua0&f and for the six-month period ended July D72@ompared to 82% for the same
periods of 2006. The year-over-year decrease irageenet sales per order for the three- and sixtimoeriods ended July 1, 2007 resulted
from a higher mix of OTC orders, which have loweemge net sales per order. Compared to the separter and the six-month period
ended July 1, 2006, net sales in our OTC segmergased by $10.3 million and $17.5 million, netesah our local pick-up pharmacy
segment increased by $1.3 million and $3.6 millamg net sales in our vision segment increased.t8/Million and $2.3 million,
respectively, all of which were partially offset bydecrease in net sales in our mail-order pharreaggnent of $5.0 million and $9.8 million,
respectively.
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OTC Net Sales

OTC net sale

Segmented net sales informati
% of total net sales from OT
Average net sales per orc

Three Months Ended

Six Months Ended

July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(in thousands, except per order data) (in thousands, except per order data)
$57,521 21.7% $47,25¢ $113,78¢ 18.2% $96,26(
52.1% 46.1% 51.71% 46.6%
$ 57 18 $ 56 $ 57 18 $ 56

Net sales in our OTC segment increased year-oar{ge the three-month period ended July 1, 2084 eesult of an increase in order
volume. The number of orders in our OTC segmenkgrear-over-year by 20% to 1.0 million for the sedauarter of 2007, compared to
842,000 for the second quarter of 2006 with theaye net sales per order for the second quar20@f increasing year-over-year to $57
from $56. During the six-month period ended Jul2dQ7 the number of OTC orders grew year-over bgai8% to 2.0 million compared to
1.7 million in the same period of 2006, and therage net sales per order also increased to $57$E6nThe number of customer orders
includes new and repeat orders made through thgstime.com website and websites of our subsidianesorders generated through our
fulfillment agreement with Weil. The increase in ©®rder volumes in 2007 as compared to 2006 wasmiy increased orders from both
new and repeat customers as a result of our inogeastive customer base and our continued efforisiprove customer retention and

conversion resulting from our ongoing website emeaments.

Vision Net Sales

Vision net sale:
Segmented net sales informati

% of total net sales from visic
Average net sales per orc

Three Months Ended

Six Months Ended

July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(in thousands, except per order data) (in thousands, except per order data)
$13,79¢ 10.8% $12,44¢ $27,347 9.2% $25,03¢
12.5% 12.2% 12.4% 12.1%
$ 99 10.% $ aC $ 97 10.2% % 88

Net sales in our vision segment increased year-gear in the three- and six-month periods endeg DuP007 as a result of an increase
in average net sales per order driven primarilgélling a greater proportion of higher-priced, neteehnology contact lenses, and to a lesser
extent, an increase in the average number of ifmserder and price increases for certain SKUséradrwhich were individually material).

Net sales per order increased to $99 for the -month period ended July 1, 2007 compared to $8¢hfothree-month period ended July 2,
2006 and increased to $97 for the six-month pegiwdied July 1, 2007 compared to $88 for the six-mpetiod ended July 2, 2006. The
number of orders in this segment increased sligbtli40,000 for the three-month period ended JuB0D7, compared to 138,000 for the
three-month period ended July 2, 2006, and decatesgeroximately 1% to 281,000 for the six-monthigetended July 1, 2007, compared to

283,000 for the six-month period ended July 2, 2006

Mail-Order Pharmacy Net Sales

Mail-order pharmacy net sal
Segmented net sales informati

% of total net sales from m-order pharmac

Average net sales per orc

Three Months Ended

Six Months Ended

July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(in thousands, except per order data) (in thousands, except per order data)
$12,45: -28.5%  $17,40¢ $25,92¢ -27.2%  $35,70¢
11.2% 17.(% 11.&8% 17.2%
$ 16C -0.6% $ 161 $ 16C 1.3% $ 15¢
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Net sales in our mail-order pharmacy segment deetkegear-over-year for the three- and six-montiogsrended July 1, 2007 as a
result of decreases in order volume. Included irsakes of our mail-order pharmacy segment fothinee- and six-month periods ended
July 1, 2007 were wholesale orders to one part$d36,000 and $950,000, respectively, which in@damir average net sales per order t
and $6 for the three- and six-month periods endgd1] 2007. The number of orders in this segmetebsed 28% year-over-year to 78,000
for the three-month period ended July 1, 2007, amegbto 108,000 for the same period in 2006, acdedsed 29% year-ovgear to 162,00
for the six-month period ended July 1, 2007, coragdo 226,000 for the same period in 2006, aswdtresdecreases in new and repeat
orders.

Local Pick-up Pharmacy Net Sales

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(in thousands, except per order data) (in thousands, except per order data)
Local pick-up pharmacy net sal $26,63¢ 5.2% $25,32¢ $53,11: 7.2% $49,54:
Segmented net sales informati
% of total net sales from local p-up pharmac 24.1% 24. 1% 24.1% 24.(%
Average net sales per or¢ $ 10t 1<% ¢ 10: $ 10t -1.9% $ 107

The increase in net sales in our local pick-up pleay segment for the three-month period ended1JUd07 reflects a 3% year-over-
year increase in the number of orders in this segne 253,000, compared to 245,000 for the secpadter of 2006, as a result of an incrt
in orders from repeat customers. In addition, ggngent experienced a slight increase in the averagsales per order to $105 per order
during the three-month period ended July 1, 200@pared to $103 per order for the three-month pegrated July 2, 2006 primarily due to a
3% increase in the average number of prescripfited per order. The increase in net sales forditemonth period ended July 1, 2007
reflects a 9% year-over-year increase in the nuraberders in this segment, to 504,000 for thersbath period ended July 1, 2007
compared to 462,000 for the six-month period enligg 2, 2006, as a result of increases in orders flepeat customer§he decrease in
average net sales per order resulted primarily faot®o decline year-ovaear in the average number of prescriptions filed order and, to
lesser extent, a lower number of higher-priced ttmaamme prescriptions filled compared to lower-pdigeneric prescriptions filled. Orders in
this segment are driven by Rite Aid through its keting media, including Rite Aid store receiptsekly Rite Aid advertising circulars, and
e-mail refill reminders.

Customer Data

Approximately 341,000 and 679,000 new customerseaalarders during the three- and sivnth periods ended July 1, 2007, increa
our total customer base to approximately 9.1 nmilkoistomers since inception. Orders from repedbmess as a percentage of total orders
remained consistent year-over-year at 77% for ¢leersd quarter of 2007, compared to the same perie@d06, and increased year-over-year
for the six-month period ended July 1, 2007 to E&apared to 76% for the same period in 2006, asatrof an increase in our trailing 12-
month active customer base. Active customer badedas those customers who have purchased abieestwithin the last 12 months. Both
the active customer base (a trailing 12-month nujrdoed average annual spend per active customérdexnet sales and orders generated by
our CNS fulfillment relationship with Weil, and te€t only the activity of customers making purctsagegough the web sites of drugstore.c
and its subsidiaries.
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Cost of Sales and Gross Margin

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(% in thousands) (% in thousands)
Cost of sale: $85,311 6.7% $79,94t $170,37¢ 5.3% $161,83:
Gross margin dollar $25,09¢ 11.6% $22,49. $ 49,79¢ 11.4% $ 44,71
Gross margin percenta 22. % 22.(% 22.% 21.€%

Cost of sales consists primarily of the cost ofdoiats sold to our customers, including allowanceshrinkage and damaged, slow-
moving, and expired inventory, outbound and inbosimigping costs, and expenses related to promatioventory included in shipments to
customers. Payments that we receive from vendagsrinection with volume purchase or rebate allowarand payment discount terms are
netted against cost of sales.

Total cost of sales increased in absolute doltateé three- and six-month periods ended July @7 26ompared to the three- and six-
month periods ended July 2, 2006, as a resultaftrin order volume and net sales. Total grosggngrercentage increased year-over-year
for the three- and six-month periods ended JuR0D,7, primarily as a result of a larger proportaddmet sales in our OTC segment, which is
our highest-margin segment, and improved gross imang our mail-order and local pick-up pharmacgrasents and vision segment.

We include in net sales our revenues from shipphayges to customers, which were $4.0 million a&&@ #illion in the three-month
periods ended July 1, 2007, and July 2, 2006, ctisedy, and were $7.7 million and $6.7 milliontime six-month periods ended July 1, 2007
and July 2, 2006, respectively. We include in @dstales outbound shipping costs, which were $6liBomand $5.0 million in the three-
month periods ended July 1, 2007 and July 2, 2@8&fectively, and were $12.1 million and $10.5ionillin the six-month periods ended
July 1, 2007 and July 2, 2006, respectively. Weeekpo continue to subsidize a portion of custofrehipping costs for the foreseeable
future, through certain free shipping options, asrategy to attract and retain customers.

OTC Cost of Sales and Gross Margin

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
(% in thousands) ($ in thousands)
OTC cost of sale $40,81( 25.1% $32,63! $80,46: 19.6% $67,29¢
Segmented cost of sales informati
OTC gross margin dollal $16,717 $14,62.  $33,32¢ $28,96¢
OTC gross margin percenta 29.1% 30.% 29.2% 30.1%

The year-over-year increase in cost of sales in®MUEC segment in absolute dollars for the three-saxianonth periods ended July 1,
2007 resulted from increased order volume andalessThe year-over-year decrease in gross maegaeptage for the three- and six-month
periods ended July 1, 2007 was primarily a reduftigher per-order net shipping costs.

Vision Cost of Sales and Gross Margin

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) (% in thousands)
Vision cost of sale $10,47¢ 8.9% $9,62: $20,97: 8.C% $19,41¢
Segmented cost of sales informati
Vision cost gross margin dolla $ 3,32 $2,82¢ $ 6,37¢ $ 5,622
Vision cost gross margin percente 24.1% 22. ™% 23.2% 22.5%

The year-overear increase in cost of sales in our vision sedteth in absolute dollars and in terms of grossgimapercentage for tt
three- and six-month periods ended July 1, 2007psiasarily as a result of a shift in product mixgales of higher cost, newer technology
contact lenses, and higher per order net shipgngnues, partially offset by increased promoti@udilvity in both the three- and six-month
periods and a slight decline in order volume ingixemonth period.
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Mail-Order Pharmacy Cost of Sales and Gross Margin

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) ($ in thousands)
Mail-order pharmacy cost of sal $10,46¢ -30.1% $14,96¢  $21,77¢ -29.2% $30,81:
Segmented cost of sales informati
Mail-order pharmacy gross margin doll; $ 1,98t $ 2,437 $ 4,15C $ 4,892
Mail-order pharmacy gross margin percent 15.% 14.(% 16.(% 13.7%

The year-over-year decrease in cost of sales imailrorder pharmacy segment in absolute dollarste three- and six-month periods
ended July 1, 2007 resulted from a decrease irr @aeme and net sales. The year-over-year incrieagss margin percentage in this
segment for three- and six-month periods ended JUA07 resulted from improved margins from exgjtimprofitable partnerships with
certain PBMs and our review of pricing and profiliépof pharmaceutical products.

Local Pick-up Pharmacy Cost of Sales and Gross Marg

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) ($ in thousands)
Local pick-up pharmacy cost of sal $23,56¢ 3.7% $22,721 $47,16¢ 6.5% $44,30¢
Segmented cost of sales informati
Local pick-up gross margin dollal $ 3,07¢ $ 2,60¢ $ 5,94/ $ 5,23t
Local pick-up gross margin percentac 11.5% 10.2% 11.2% 10.€%

The year-over-year increase in cost of sales ifanal pick-up pharmacy segment in absolute dollathe three- and simonth period:
ended July 1, 2007 resulted from an increase iarordlume and net sale3he year-over-year increase in gross margin peagenn this
segment for the three- and six-month periods eddfdl, 2007 was primarily a result of selling gher proportion of higher-margin generic
drugs, compared to lower-margin branded drugs,edisas higher product margins on sales of brandegsd

Fulfillment and Order Processing Expenses

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) (% in thousands)
Fulfillment and order processing expen $10,65¢ 4.1% $10,23¢ $21,63( 5.9% $20,41¢
Percentage of net sal 9.7% 10.(% 9.8% 9.€%

Fulfillment and order processing expenses inclumeqil and related expenses for personnel engagpdrichasing, fulfillment,
distribution, and customer care activities (inchglivarehouse personnel and pharmacists engageesicription verification activities),
distribution center equipment and packaging suppper-unit fulfilment fees charged by Rite Aid farescriptions ordered through the
drugstore.com website and picked up at a Rite ficescredit card processing fees, and bad delatresgs. These expenses also include rent
and depreciation related to equipment and fixtiresur distribution center and call center faci#ti Variable fulfilment costs represent the
incremental (variable) costs of fulfilling, process and delivering the order that are variablesbaen sales volume.

Fulfillment and order processing expenses for liheet- and six-month periods ended July 1, 200Tded $7.9 million of variable costs
and $2.8 million of fixed costs, and $16.1 milliohvariable costs and $5.5 million of fixed costspectively compared to $7.6 million of
variable costs and $2.6 million of fixed costs &i&.2 million of variable costs and $5.2 millionfofed costs for the three- and six-month
periods ended July 2, 2006. Variable fulfilmentander processing expenses increased year-ovefegrehe three-month period ended
July 1, 2007 compared to the three-month perioegeéddly 2, 2006 due to increases in order
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volume in our OTC segment, partially offset by aréase in order volume in our mail-order pharmagnsent. Fixed fulfilment and order
processing expenses increased as a result of sectgeersonnel costs of $171,000, increased depoecand stock-based compensation
expense of $105,000, partially offset by a decr@as¢her operating costs of $75,000 for the threeith period ended July 1, 2007 compared
to the three-month period ended July 2, 2006. Fiu#dlment and order processing expenses incréasea result of increased depreciation
expense of $140,000, increased stock-based contmeneapense of $86,000, and increased personsed 0b6$135,000, partially offset by a
decrease in other operational costs for the sixtmpariod ended July 1, 2007 compared to the sirtmperiod ended July 2, 2006.
Fulfillment and order processing expenses as a&ptage of net sales decreased in both the thréesimmonth periods ended July 1, 2007
greater order volumes resulted in improved util@abf our primary distribution center.

Marketing and Sales Expenses

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) ($ in thousands)
Marketing and sales expen:s $7,87: 24.5% $6,32- $15,96 4.3% $15,29¢
Percentage of net sal 7.1% 6.2% 7.2% 7.4%

Marketing and sales expenses include advertisipgreses, promotional expenditures, and payroll atedad expenses for personnel
engaged in marketing and merchandising activi\elvertising expenses include our obligations undgious advertising contracts.
Advertising and promotional costs were $5.6 millard $11.1 million for the three- and six-monthipés ended July 1, 2007, respectively,
and were $4.1 million and $10.8 million for thea@rand six-month periods ended July 2, 2006, ré¢ispbe

The year-over-year increase in marketing and sadpenses in absolute dollars for both the thred-sarmonth periods ended July 1,
2007 and as a percentage of net sales for the tioa¢h period ended July 1, 2007 was primarily guecreased search advertising and
promotional costs, and to a lesser extent an isergmastock-based compensation expense of $115/008eting and sales expenses
decreased year-over-year as a percentage of mstfsalthe six-month period ended July 1, 2007narily due to $1.8 million in final costs
related to our brand advertising campaign thatnearired in the first quarter of 2006. Marketing aades dollars per new customer increased
in the second quarter of 2007 to $23, compare@1oi$the second quarter of 2006, but declinethénsixmonth period ended July 1, 2007
$24, from $25 for the same period in 2006.

Technology and Content Expenses

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) (% in thousands)
Technology and content expen: $4,47¢ 11.8% $4,000  $9,19( 15.% $7,94¢
Percentage of net sal 4.1% 3.£% 4.2% 3.8%

Technology and content expenses consist primafibagroll and related expenses for personnel erdjagdeveloping, maintaining, a
making routine upgrades and enhancements to owit@sbTechnology and content expenses also in¢hidmet access and hosting char
depreciation on hardware and IT structures, w#itand website content and design expenses.

The year-over-year increase in technology and combepenses both in absolute dollars and as angage of net sales for the thresn
six-month periods ended July 1, 2007 resulted priméndlyn increased depreciation expense of $298,00(5668,000, respectively, resulti
from the acquisition of software and computer emépt related to enhancements to our IT infrastreciu2006, and increased maintenance
costs related to acquired software tools, andlésser extent, increased other operational cossgport our growth in our IT infrastructure

General and Administrative Expenses

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) ($ in thousands)
General and administrative expen $5,157 28.1% $4,028  $9,86¢ 18.6% $8,31¢
Percentage of net sal 4.7% 3.£% 4.5% 4.C%
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General and administrative expenses consist obfiand related expenses for executive and admartigeé personnel, corporate facil
expenses, professional service expenses, andg#heral corporate expenses.

The year-over-year increase in general and admatii® expenses both in absolute dollars and &saeptage of net sales for the three-
and six-month periods ended July 1, 2007 resultedapily from an increase in stock-based compensaif $813,000 and $1.3 million,
respectively, as a result of increased option grant related option fair values, warrants issaagbnnection with an advisory agreement, as
well as increased consulting expenses related poowed operational efficiencies.

Amortization of Intangible Assets

Three Months Ended Six Months Ended
July 1, July 2,  July 1,
July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) ($ in thousands)
Amortization of intangible asse $30¢€ -42.4% $531 $75C -29.2% $1,061

Amortization of intangible assets includes the dipation expense associated with assets acquiredninection with our acquisitions
CNS and Acumins, Inc., and assets acquired in adimmewith our agreements with Rite Aid and GNCd ather intangible assets, including
a technology license agreement, domain names rademarks.

The year-over-year decrease in amortization expfmsbree- and six-month periods ended July 1,72@8ulted from certain intangible
assets being fully amortized in 2006 and the timeeth period ended July 1, 2007.

Interest Income and Expense

Three Months Ended Six Months Ended
July 1, July 2, July 1, July 2,
2007 % Change 2006 2007 % Change 2006
($ in thousands) (% in thousands)
Interest income, ne $35¢€ -18.3%  $43€  $80€ -4.4%  $84:

Interest income consists of earnings on our caath equivalents, and marketable securities, ardeisit expense consists primarily of
interest associated with capital lease and deligatidns. The year-over-year decrease in net isténeome for the three- and six-month
periods ended July 1, 2007 was a result of loweragye invested balances in cash and cash equivgbemtially offset by increased average
invested balances in marketable securities.

Income Taxes

There was no provision or benefit for income tafaeghe three- and six-month periods ended JuB0D,7 and July 2, 2006 due to our
ongoing operating losses.

Off-Balance Sheet Transactions
We have not entered into any off-balance sheesagtions.

Liquidity and Capital Resources

We have incurred net losses of $757.1 million sinception. We believe that we will continue tounaet losses for at least the next
year, and possibly longer. From our inception thfoduly 1, 2007, we have financed our operatiomaaily through the sale of equi
securities, including common and preferred sto@dding net cash proceeds of $418.3 million.

Discussion of Cash Flows
The following table provides information regardiogr cash flows for the six-month periods ended 1ul007 and July 2, 2006.

Six Months Ended

July 1, July 2,
2007 $ Change 2006
(in thousands)
Cash provided by (used in) operating activi $259: $548. $(2,890
Cash used in investing activiti $(5,76€) $(4,839) $ (932
Cash provided by (used in) financing activit $ 83¢ $1,39%¢ $ (557)
Net decrease in cash and cash equiva $(2,336) $2,041 $(4,379
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Net cash provided by operating activities for thersonth period ended July 1, 2007 primarily reftea net loss of $6.8 million and the
use of $1.3 million in cash for operating assets labilities, offset by non-cash expenses relatedepreciation and amortization of $5.7
million and stock based compensation expense 6f®ilion. Net cash used in operating activitiestfte six-month period ended July 2,
2006 primarily reflects a net loss of $7.5 milliand the use of $3.9 million in cash for operatingets and liabilities, partially offset by $8.5
million of non-cash activities. The year-over-ygaprovement in cash provided by operating actisitieas primarily driven by a $0.7 million
decrease in our net loss, a $2.2 million increag®n-cash activities, primarily stock based conspéinon expense, and a $2.6 million change
related to operating assets and liabilities.

Net cash used in investing activities for the siarAth period ended July 1, 2007 is primarily atttihle to the purchase of marketable
securities and the acquisition of fixed assetsetfby the sales and maturities of marketable gemuMNet cash provided by investing
activities for the six-month period ended July @0@ is primarily attributable to sales and matestof marketable securities, offset by
purchases of marketable securities and the acdguigif fixed assets. The year-over-year increageetrcash used in investing activities was
primarily as a result of decreased sales and ntignf marketable securities, partially offsetébglecrease in purchases of marketable
securities.

Net cash provided by financing activities for titemonth period ended July 1, 2007 was primarilyilatitable to proceeds received
from exercises of employee stock options and pwehander our employee stock purchase plan andviogs under our revolving bank li
of credit, partially offset by the repayment of tlebligations. Net cash used in financing actigtier the sixmonth period ended July 2, 2C
was attributable to payments on our debt obligatigartially offset by proceeds received from eis& of employee stock options and
purchases under our employee stock purchase plan.

Until required for other purposes, our cash anth eagiivalents are maintained in deposit accountsggitly liquid investments with
remaining maturities of 90 days or less at the tirhpurchase. Our marketable securities, whichuishelcommercial paper, auction rate
securities, corporate notes, and government bamds;onsidered short-term as they are availatfienth current operations.

Liquidity Sources, Requirements and Contractual @aRequirements and Commitments

Our principal sources of liquidity are our cashsltaquivalents, and marketable securities. Hisablyicour principal liquidity
requirements have been to meet our working cagitdlcapital expenditure needs.

Our primary source of cash is sales made throughvebsites, for which we collect cash from creditccsettlements or insurance
reimbursements. Our primary uses of cash are pseshaf inventory, salaries, marketing expensespaathead and fixed costs. Any
projections of our future cash needs and cash fln@subject to substantial uncertainty for theswoea discussed in the sections entitl&isk
Factors” in Part Il, Item 1A of this quarterly report afrt |, ltem 1A of our annual report on Form 106K the year ended December 31,
2006.

In April 2007, we entered into an amended and tedtian and security agreement with our existiagkb This agreement includes a
revolving line of credit allowing for borrowings ap to $10.0 million, which accrue interest at finene rate. The revolving line of credit
matures in March 2008. The agreement allows foctmeversion of up to $2.5 million of the outstargllvalance into a term loan within 60
days of maturity. For the six months ended Jul007, borrowings under the existing line of credialed $1.3 million, of which $1.0 millic
was converted into a term loan in April 2007 an@CB800 remains outstanding as of July 1, 2007 uthdeamended and restated loan and
security agreement. The term loan will be paichinty-six monthly installments and accrues inteaghe prime rate plus 0.50%.

As of July 1, 2007, we did not have any future mateon-cancelable commitments to purchase goodsmwices.

We believe that our cash and marketable secuatidsand plus our sources of cash will be sufficterfund our operations and
anticipated capital expenditures. However, anyqmtipns about our future cash needs and cash Hiosvsubject to substantial uncertainty.
a result, we may need to raise additional monidarid our operating activities or for strategic«tality (if, for example, we decide to pursue
business or technology acquisitions) or if our e&xgions regarding our operations and anticipasgiital expenditures change. We have
assessed in the past, and will continue to assppsytunities for raising additional funds by sadliequity, equity-related or debt securities,
obtaining additional credit facilities, or obtaigiother means of financing for strategic
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reasons or to further strengthen our financialtpmsi We cannot be certain that additional finagawill be available to us on acceptable te
when required, or at all. Furthermore, if we weredise additional funds through the issuance adfisiges, such securities may have rights,
preferences, or privileges senior to those of ifjiets of our common stock and our stockholders experience additional dilution.

Management Outlook

For the third quarter of fiscal year 2007, we argéting net sales in the range of $109.0 millm$111.0 million and a net loss in the
range of $3.0 million to $3.5 million.

ltem 3. Quantitative and Qualitative Disclosures about MarkRisk

We have assessed our vulnerability to certain nmiaisles, including interest rate risk associatethwmarketable securities, accounts
receivable, accounts payable, capital lease oiggtbank line of credit, and cash and cash etpnt® Due to the short-term nature of these
investments and our investment policies and pragejuwe have determined that the risk associatddimterest rate fluctuations related to
these financial instruments is not material to us.

We have interest rate exposure arising from owrfoing facilities, which have variable rates. Theséable interest rates are affected
by changes in short-term interest rates. We maaagterest rate exposure by maintaining a corgmer debt-to-equity ratio. We believe
that the effect, if any, of reasonably possiblersieem changes in interest rates on our finanasitfon, results of operations, and cash flows
will not be material. Our financing facilities exg@our net earnings to changes in short-term isitea¢es because interest rates on the
underlying obligations are variable. Borrowingsstahding under the variable interest-bearing fimanéacilities totaled $1.9 million at
July 1, 2007, and the highest interest rate atiife to this outstanding balance was 8.75% at JUAP07. A change in net earnings resulting
from a hypothetical 10% increase or decrease @rést rates would not be material.

We have investment risk exposure arising from ouestments in marketable securities. As of JuB0D7, we had $27.9 million of
securities classified as “marketable securitiesé’ Mgularly review the carrying value of our invaents and identify and record losses when
events and circumstances indicate that declindeifiair value of such assets below our accouriia®is are other-than-temporary.

Item 4. Controls and Procedure

We have performed an evaluation under the superviesind with the participation of our managemerduiding our chief executive
officer, chief financial officer, and chief accoant of the effectiveness of our disclosure contamid procedures (as defined in Rules 13a-15
(e) and 15d-15(e) under the Securities Exchang®f\t®34, as amended, or the Exchange Act). Basebat evaluation, our management,
including our chief executive officer, chief findakofficer, and chief accountant concluded thatp&July 1, 2007, our disclosure controls
procedures were effective in ensuring that all matenformation required to be disclosed in repdited or submitted by us under the
Exchange Act is made known to them in a timely i@sh

During the quarter ended July 1, 2007, there werehanges in our internal controls over finanaggarting that have materially
affected, or are reasonably likely to materiallfeaf, our internal controls over financial repogtin
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PART II—OTHER INFORMATION

Item 1. Legal Proceeding:

See Note 7 of our consolidated financial statemér@®mmitments and Contingencies—Legal Proceedinigsluded in Part I, Item 1
of this quarterly report, for a discussion of thaterial legal proceedings to which we are a party.

ltem 1A. Risk Factors

The risk factor disclosure included under Item ¥Aar annual report on Form 10-K for the fiscal yead December 31, 20086,
filed with the Securities and Exchange CommissioMarch 16, 2007 (the “Form 10-K”) has not matdyighanged other than as set forth
below.

We have a history of generating significant lossasd may never be profitable.

We have incurred net losses of $757.1 million tigroduly 1, 2007. To date, we have not become pliét and we may never
achieve profitability. We expect to continue tounaet losses for at least the next year, and plgdsinger. As a result, our stock price may
decline and investors may lose all or a part oif tinwestment in our common stock.

The information above updates and should be readrijunction with the discussion of our risk fastaontained in Item 1A of tt
Form 10-K.

ltem 2. Unregistered Sales of Equity Securities and UséPobceeds

On June 19, 2007, in connection with the performeasfcservices, we issued to certain of our findraiwisors a fully vested
warrant to purchase 200,000 shares of our comnumk st $2.50 per share, which expires in June 20&.issuance of this warrant was
exempt from registration under the Securities Ad383, as amended, as a private offering undetid®ed(2) of the Securities Act.

Item 3. Defaults Upon Senior Securitie!
None.
Item 4. Submission of Matters to a Vote of Security Holde

We held our annual meeting of stockholders on 82907, where our stockholders voted on the fallgwnatters:

Proposal 1: Our stockholders elected the follovdirgctors:

Nominee Votes For Votes Withheld
Richard W. Bennet II 84,106,87 1,294,374
Geoffrey R. Entres 84,082,91 1,318,33¢
Jeffrey M. Killeen 83,128,78 2,272,46¢
Dawn G. Lepore 84,070,56 1,330,687
William D. Savoy 82,685,87 2,715,38:
Gregory S. Stange 83,642,37 1,758,877

Proposal 2: Our stockholders ratified the appoimtineé Ernst & Young LLP to serve as our independeqgtstered public accounting
firm for fiscal year 2007, with 83,278,291 votes, 8,033,953 against and 89,010 abstentions.

Item 5. Other Information.

(@) On April 4, 2007, the compensation committeewfboard of directors adopted an incentive bagnas under which certain of our
employees, including our chief executive officdrief financial officer, and other executive offisemay receive semi-annual cash bonuses
based on the individual's performance and our aemeent in fiscal year 2007 of specified targetatesl to net revenue and adjusted
EBITDA.
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Adjusted EBITDA is a non-GAAP measure defined asiegs before interest, taxes, depreciation, andrépation of intangible assets
and non-cash marketing expenses, adjusted to exthedmpact of stock-based compensation expenaradement believes that adjusted
EBITDA, as defined, provides useful informatiortih@ company and to investors by excluding certaims that may not be indicative of the
company’s core operating results. Net income (lisst)e closest GAAP financial measure in termsahparability to adjusted EBITDA.

The executive officer’s target bonus level is &daof his or her position and responsibilities n@gally, the executive officers are
eligible to receive an aggregate target bonusyif af 25% of his or her annual salary. Dawn Leporeg chief executive officer and chairman
of the board, is eligible for an aggregate targetus ranging from 50% to 150% of her annual salBimgre du Pont, our senior vice president,
operations and chief financial officer, who joirnthé company earlier this year, is eligible for @&t bonus of 60% of his salary earned in
2007.

Under the plan, if we achieve specific graduatadevenue and adjusted EBITDA thresholds, eachwikecofficer could be eligible to
receive anywhere from 0% of his or her target bamsunt, if we fail to meet the thresholds, to 20@P#he target amount, if we vastly
exceed our expected performance for the year.ditiad, an executive officer could be eligible exeive up to an additional 50% of his or
her target bonus amount, based on his or her astient of individual performance objectives.

The bonus is payable in two payments. First, onust@, 2007, we paid bonuses to our executiveafiequal to five percent of such
officer’'s year-to-date salary earned as of June280y7, based on our achievement of specific, gtaduaid-year net revenue and adjusted
EBITDA thresholds established by the compensatamnittee. Under this plan, we paid bonuses of iDi{6 Ms. Lepore, $5,356 to Luke
Friang, our vice president and chief informatiofiaefr, and $6,644 to Robert Barton, our former \peesident, finance and operations and
chief financial officer, who resigned earlier tlyisar. Then, in February 2008, we will pay the beéaof any bonus amount earned if we
achieve specific graduated full-year net revenukadjusted EBITDA thresholds, plus any additiomabant based on the executive officer’s
achievement of his or her individual performandee Tompensation committee implemented the middyeaus payment in order to align
employees’ incentives more closely with our qudytas well as full-year results.
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Item 6. Exhibits
Exhibit No. Exhibit Description
3.1 Amended and Restated Certificate of Incorporatiodrogstore.com, inc. (incorporated by referencExbibit 3.2 to
drugstore.com, in’s registration statement on Fort-1 filed February 9, 2000 (Registration No. -96441)).
3.1a Certificate of Designation of Series 1 Preferreac&tof drugstore.com, inc. (incorporated by refeseto Exhibit 3.1a to
drugstore.com, in’s quarterly report on Form -Q for the Quarter Ended July 2, 2000 (SEC File 00£-26137)).
3.2 Amended and Restated Bylaws of drugstore.comdated January 7, 2005 (incorporated by referen&xiibit 3.2 to
drugstore.com in’s annual report on Form -K for the Fiscal Year Ended January 1, 2006 (SHE Wo. 00(-26137)).
4.1 Form of Warrant issued June 19, 20
10.1 Offer Letter to There du Pont dated May 15, 200¢drporated by reference to Exhibit 10.1 to drugstmm, inc.’s current
report on Form -K dated May 21, 2007 (SEC File No. (-26137)).
10.2 Change of Control Agreement between drugstore.aenand Thére du Pont date May 21, 2007 (incotedray reference to
Exhibit 10.2 to drugstore.com, ir's current report on Forn-K dated May 21, 2007 (SEC File No. (-26137))
31.1 Certification of Dawn G. Lepore, President, ChigkEutive Officer and Chairman of the Board of dtogs.com, inc., pursuant
to Section 302 of the Sarba-Oxley Act of 2002
31.2 Certification of Eleuthére I. du Pont, Senior VReesident of Operations and Chief Financial Offimedrugstore.com, inc.,
pursuant to Section 302 of the Sarbi-Oxley Act of 2002
32.1 Certification of Dawn G. Lepore, President, ChigkEutive Officer and Chairman of the Board of dtogs.com, inc., pursuant
to 18 U.S.C. Section 1350, as adopted pursuargéd¢tidn 906 of the Sarbar-Oxley Act of 2002
32.2 Certification of Eleuthére I. du Pont, Senior VRReesident of Operations and Chief Financial Offizledrugstore.com, inc.,

pursuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbz-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf

by the undersigned thereunto duly authorized.

Date: August 8, 2007
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Senior Vice President of Operations and Chief
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Exhibit 4.1

THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER THEECURITIES ACT OF 1933 OR THE LAWS OF ANY
STATE. THEY MAY NOT BE SOLD OR OTHERWISE TRANSFERRBJNLESS THEY ARE REGISTERED UNDER SUC
ACT AND APPLICABLE STATE SECURITIES LAWS OR AN EXEMTION FROM REGISTRATION IS AVAILABLE.

Warrants
drugstore.com, inc.
WARRANT CERTIFICATE
Warrant No. W-_
This warrant certificate (“Warrant Certificate”)rtifies that for value received or registered assigns (the “Holder”)

is the owner of the number of warrants (“Warransgcified above, each of which entitles the Hottlereof to purchase, at any time on or
before the Expiration Date (hereinafter defined® @rlly paid and non-assessable share of Commark S$0.0001 par value (“Common
Stock”), of drugstore.com, inc., a Delaware corfiora(the “Company”), at a purchase price of $2080 share of Common Stock in lawful
money of the United States of America in cash ocdaified or cashier’s check or a combination a$tt and certified or cashier’s check,
subject to adjustment as hereinafter provided.

1 Warrant; Purchase Pri

Each Warrant shall entitle the Holder to purchase share of Common Stock of the Company and thehpse price payable up
exercise of the Warrants shall initially be $2.%0 ghare of Common Stock, subject to adjustmeheesnafter provided (the “Purchase
Price”). The Purchase Price and number of shar€oonfmon Stock issuable upon exercise of each Waararsubject to adjustment as
provided in Article 6.

2 Exercise; Expiration Dat

2.1 The Warrants are exercisable, at the optidgheHolder, at any time after issuance and on forbehe Expiration Date, upon
surrender of this Warrant Certificate to the Comptgether with a duly completed Notice of Exercisethe form attached hereto as Exhibit
A, and payment of an amount equal to the Purchase tfmes the number of Warrants to be exercibethe case of exercise of less than all
the Warrants represented by this Warrant Cert#icdite Company shall cancel the Warrant Certificgien the surrender thereof and shall
execute and deliver a new Warrant Certificate lierttalance of such Warrants.
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2.2 The term “Expiration Date” shall mean 5:00 pNew York time on June 5, 2017 or if such datelshahe State of New York
be a holiday or a day on which banks are authotiaedbse, then 5:00 p.m. New York time the neXbfeing date that in the State of New
York is not a holiday or a day on which banks artharized to close.

3 Registration and Transfer on Company Bo

3.1 The Company shall maintain books for the regfisin and transfer of the Warrants and the regisin and transfer of the
shares of Common Stock issued upon exercise didreants.

3.2 Prior to due presentment for registration afgfer of this Warrant Certificate, or the shafe€@@mmon Stock issued upon
exercise of the Warrants, the Company may deentraatithe registered Holder as the absolute owrazeodf.

3.3 Neither this Warrant nor the shares of CommtogiSissuable upon exercise hereof have been eegistinder the Securities
Act of 1933, as amended (the “Act”). The Holderlwibt transfer this Warrant or issue or transfershares of Common Stock issuable upon
exercise hereof unless (i) there is an effectigésteation covering such Warrant or such sharethesase may be, under the Act and
applicable states securities laws, (ii) it firste®ves a letter from an attorney, acceptable tdChvmpany’s board of directors or its agents,
stating that in the opinion of the attorney thepmsed issue or transfer is exempt from registratiwter the Act and under all applicable state
securities laws, or (i) the transfer is made parg to Rule 144 under the Act. Subject to thedonag, this Warrant Certificate, the Warrants
represented hereby, and the shares of Common Bwokd upon exercise of the Warrants, may be astdgned or otherwise transferred
voluntarily by the Holder to officers or directasfthe Holder, to members of such persons’ immediailies, or to the Holder’s parent or
subsidiary corporations. The Company shall regigpen its books any permitted transfer of a War€entttificate, upon surrender of same to
the Company with a written instrument of transfelydexecuted by the registered Holder or by a duithorized attorney. Upon any such
registration of transfer, new Warrant Certificajexisall be issued to the transferee(s) and thesdered Warrant Certificate shall be canceled
by the Company. A Warrant Certificate may also kehanged, at the option of the Holder, for new \WatCertificates representing in the
aggregate the number of Warrants evidenced by theamt Certificate surrendered.

3.4 The Warrant and the Common Stock issuable egercise of the Warrant will be acquired for invesint and not with a view
to the sale or distribution of any part thereof] #me Holder has no present intention of sellingrmgaging in any public distribution of the
same except pursuant to a registration or exemptiosuant to the 1933 Act.

3.5 The Holder has such knowledge and experienfirdancial and business matters as to be capatdeadfiating the merits and
risks of its investment, and has the ability torlitba economic risks of its investment.
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3.6 Holder is an ‘accredited investot within the meaning of Rule 501 of Regulation Dden the 1933 Act, as presently in effect.

4 Reservation of Share

The Company covenants that it will at all timeserege and keep available out of its authorized Com®imck, solely for the
purpose of issuance upon exercise of the Warrant$, number of shares of Common Stock as shalllibéssuable upon the exercise of all
outstanding Warrants. The Company covenants thahates of Common Stock that shall be issuable epercise of the Warrants shall be
duly and validly issued and, upon payment for sstidres as set forth herein, fully paid and nonsssdde and free from all taxes, liens and
charges with respect to the issue thereof, andubat issuance such shares shall be listed onreditimal securities exchange, if any, on
which the other shares of outstanding Common Stbtkhe Company are then listed.

5 Loss or Mutilation

Upon receipt by the Company of reasonable evidentieze ownership of and the loss, theft, destructiomutilation of any
Warrant Certificate and, in the case of loss, theflestruction, of indemnity reasonably satisfacto the Company, or, in the case of
mutilation, upon surrender and cancellation ofrthdilated Warrant Certificate, the Company shadl@ie and deliver in lieu thereof a new
Warrant Certificate representing an equal numbé&¥afrants.

6 Adjustment of Purchase Price and Number of Shasdisdyable

6.1 The number of shares of Common Stock purchasgdain the exercise of each Warrant (such shaneg keferred to in this
Section 6 as the “Warrant Shares”) and the PurcRese with respect to the Warrant Shares shadiuigect to adjustment as follows:

(@) In case the Company shall (i) declare a dividenmake a distribution on its Common Stock pagablshares of its capital
stock, (ii) subdivide its outstanding shares of @mn Stock through stock split or otherwise, (ibnhhine its outstanding shares of Common
Stock into a smaller number of shares of CommoulStor (iv) issue by reclassification of its Comn®iock (including any such
reclassification in connection with a consolidatarmerger in which the Company is the continuingooration) other securities of the
Company, the number and/or nature of Warrant Shamehasable upon exercise of each Warrant immeagdiptior thereto shall be adjusted
so that the Holder shall be entitled to receiveking and number of Warrant Shares or other seesritf the Company which he would have
owned or have been entitled to receive after tippéaing of any of the events described above, held W/arrant been exercised immediately
prior to the happening of such event or any redart@ with respect thereto. An adjustment made jputsio this paragraph (a) shall become
effective retroactively as of the record date affsavent.

(b) In case the Company shall issue rights, opt@nsarrants or securities convertible into Comrtock to the holders of its
shares of Common Stock generally, entitling

-3-



them (for a period expiring within forty-five (48lpys after the record date referred below in tarsgraph (b)) to subscribe for or purchase
shares of Common Stock at a price per share whagiether with the value of the consideration, ¥ ,gmaid for such rights, options, warrants
or convertible securities) is lower on the recoatedreferred to below than the then Market PriaceSPare of Common Stock (as determined
pursuant to Section 9.2) the number of Warrant &htirereafter purchasable upon the exercise ofWactant shall be determined by
multiplying the number of Warrant Shares immediatberetofore purchasable upon exercise of eachrdiaby a fraction, of which the
numerator shall be the number of shares of Comntack®utstanding on such record date plus the nuwfedditional shares of Common
Stock offered for subscription or purchase, andloith the denominator shall be the number of shaf€ommon Stock outstanding on such
record date plus the number of shares which thesgate offering price of the total number of shareS€ommon Stock so offered would
purchase at the then Market Price Per Share of Gon8tock. Such adjustment shall be made whenewérraghts, options, warrants or
convertible securities are issued, and shall beceffeetive retroactively as of the record datetf@ determination of shareholders entitled to
receive such rights, options, warrants or convierlecurities.

(c) In case the Company shall distribute to altled$ of its shares of Common Stock, or all hol@ééiSommon Stock shall
otherwise become entitled to receive, shares afalaiock of the Company (other than dividendslistributions on its Common Stock
referred to in paragraph (a) above), evidencetsdhdebtedness or rights, options, warrants ovexible securities providing the right to
subscribe for or purchase any shares of the Compaapital stock or evidences of its indebtednefe(dhan any rights, options, warrant:
convertible securities referred to in paragraphefive), then in each case the number of WarraareStihereafter purchasable upon the
exercise of each Warrant shall be determined byipityihg the number of Warrant Shares theretofarechasable upon the exercise of each
Warrant, by a fraction, of which the numerator Ebalthe then Market Price Per Share of CommonkSgae determined pursuant to
Section 9.2) on the record date mentioned belathignparagraph (c), and of which the denominatail ¢e the then Market Price Per Share
of Common Stock on such record date, less theftiemalue per share (as determined by the Boaiiafctors of the Company, in good
faith) of the portion of the shares of the Comparodpital stock other than Common Stock, eviden€Easlebtedness, or of such rights,
options, warrants or convertible securities, disttable with respect to each share of Common Sfagkh adjustment shall be made when
any such distribution is made, and shall becomectffe retroactively as of the record date fordegermination of shareholders entitled to
receive such distribution.

(d) In the event of any capital reorganizationy eeclassification of the capital stock of the Qmmy or in case of the
consolidation or merger of the Company with anottwgporation (other than a consolidation or mermgavhich the outstanding shares of the
Company’s Common Stock are not converted into charged for other rights or interests), or in thsecof any sale, transfer or other
disposition to another corporation of all or substdlly all the properties and assets of the Corgp#re Holder of each Warrant shall
thereafter be entitled to purchase (and it shall bendition to the consummation of any such reumgdion, reclassification, consolidation,
merger, sale, transfer or other disposition thatapriate
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provisions shall be made so that such Holder shatkafter be entitled to purchase) the kind anduarhof shares of stock and other secur
and property (including cash) which the Holder vablodve been entitled to receive had such Warraa#e bxercised immediately prior to the
effective date of such reorganization, reclassifice consolidation, merger, sale, transfer or ptligposition; and in any such case approp
adjustments shall be made in the application optiogisions of this Article 6 with respect to rigtdand interest thereafter of the Holder of the
Warrants to the end that the provisions of thischet6 shall thereafter be applicable, as neaeasanably may be, in relation to any shares or
other property thereafter purchasable upon theceseeof the Warrants. The provisions of this Secédl(d) shall similarly apply to success
reorganizations, reclassifications, consolidationstgers, sales, transfers or other dispositions.

(e) Whenever the number of Warrant Shares purclasgbn the exercise of each Warrant is adjuste@ravided in this
Section 6.1, the Purchase Price with respect tt’\tagant Shares shall be adjusted by multiplyincthdBurchase Price immediately prior to
such adjustment by a fraction, of which the nunwerahall be the number of Warrant Shares purchasgign the exercise of each Warrant
immediately prior to such adjustment, and of witlel denominator shall be the number of Warrant&hso purchasable immediately
thereafter.

6.2 In the event the Company shall declare a didder make a distribution to the holders of its@aon Stock generally,
whether in cash, property or assets of any kintluiting any dividend payable in stock or securitéany other issuer owned by the
Company (excluding regularly payable cash dividetetdared from time to time by the Company’s Baair@irectors or any dividend or
distribution referred to in Section 6.1(a) or (bpae), the Purchase Price of each Warrant shaldheced, without any further action by the
parties hereto, by the Per Share Value (as heteimdéfined) of the dividend. For purposes of Beéstion 6.2, the “Per Share Valuzf"a cast
dividend or other distribution shall be the dolianount of the distribution on each share of Com®tmtk and the “Per Share Value” of any
dividend or distribution other than cash shall aad to the fair market value of such non-cashrithistion on each share of Common Stock as
determined in good faith by the Board of Directofthe Company.

6.3 In case the Company shall at any time or friome to time after issuance issue any shares of GonBtock or rights to acqui
Common Stock (other than shares issued in anyactinas covered by paragraph (a) of Section 6.&dfgrfor a consideration per share less
than the Purchase Price with respect to the Wa8hates in effect on the date of such issue, foehwith upon such issue, the Purchase
Price with respect to the Warrant Shares shalebacaed to a price determined by dividing (a) tha s (i) the number of shares of Common
Stock of the Company outstanding immediately pigosuch issue multiplied by the Purchase Prick@Marrant Shares in effect
immediately prior to such issue, plus (ii) the ddesation, if any, received by the Company uporhsssue, by (b) the number of shares of
Common Stock of the Company outstanding immediatfBr such issue. In addition to such adjustmethé Purchase Price, the number of
Warrant Shares purchasable under each Warranttghadtreased to a number determined by dividinghe number of Warrant Shares
purchasable under such Warrant immediately prisuth issue, multiplied by the Purchase Pricefecefmmediately
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prior to such issuance, by (y) the Purchase PritkeoWarrant Shares in effect immediately after fitregoing adjustment. For the purpose of
the above determination, the follow provisions Ehalapplicable:

(@) In case the Company shall in any manner issye@ptions, warrants or other rights to subscridreof to purchase shares of
Common Stock, then, for the purposes of this Sed@i8, (i) all shares which the holders of suchtsgshall be entitled thereby to subscribe
for or purchase shall be deemed to be issued the afate of issue of such rights, and (ii) the mimin aggregate consideration payable
pursuant to such rights for the shares covereellyeplus the consideration, if any, received ly@ompany for such rights, shall be deemed
to be the consideration actually received by then@any (as of the date of the issue of such rigbtsthe issue of the total number of shares
underlying such rights.

(b) In case the Company shall in any manner isayesacurities or obligations directly or indirectignvertible into or
exchangeable for shares of Common Stock, therthépurposes of this Section 6.3, (i) all sharesh@h holders of such securities or
obligations shall thereby be entitled upon conwersir exchange shall be deemed to be issued aes dbte of issue of such securities or
obligations, and (ii) the aggregate amount recetwettceivable by the Company in consideratiortlierissue of such securities or
obligations, plus the minimum aggregate amoundoiitioonal consideration, if any, payable upon casign or exchange of such securities or
obligations, shall be deemed to be the consideratitually received (as of the date of the issusuoh securities or obligations) for the issue
of the total number of shares issuable upon coirem exchange of such securities or obligations.

(c) The consideration received by the Company figrshares of Common Stock, or rights to acquire @om Stock, shall be
deemed to be the proceeds received for such sbarights, excluding cash received on account ofwed interest or accrued dividends and
after deducting therefrom any and all commissiors expenses paid or incurred by the Company foruamaerwriting of, or otherwise in
connection with, the issue of such shares or rights

(d) No adjustment of the Purchase Price of the Whirhares shall be made as a result of or in @tionawith the issuance of
(i) any shares of Common Stock issuable upon tleecese or conversion of any options, convertibleusigies or other rights outstanding on
the date of original issuance of this Warrant @iegte or (ii) any shares of Common Stock or opgitm purchase Common Stock hereafter
issued in connection with any duly authorized emestock option plan, stock purchase plan oriotstr stock award plan of the Company.

(e) For the purposes of this Section 6.3, (i) #rent“issue” of shares or securities by the Comsdrall be deemed to include any
issuance, sale or other disposition of sharesaurgies of the Company, including shares helchmtreasury of the Company, (ii) the term
“Common Stock” shall include any capital stock leé {Company other than preferred stock with a fikad on dividends and a fixed amount
payable in the event of any liquidation, and {iino event shall the Purchase Price with respetttd Warrant Shares be increased, or the
number of Warrant Shares purchasable under anyadse decreased, as a result of the provisiottiSection 6.3.
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6.4 No adjustment in the number of Warrant Shaveshasable under the Warrants, or in the Purchase With respect to the
Warrant Shares, shall be required unless suchtatas would require an increase or decrease @efat 1% in the number of Warrant Shares
issuable upon the exercise of such Warrant, drérPurchase Price thereof; provided, however ahgtadjustments which by reason of this
Section 6.4 are not required to be made shall éedaforward and taken into account in any subsagadjustment. All final results of
adjustments to the number of Warrant Shares anBuhehase Price thereof shall be rounded to theesiane thousandth of a share or the
nearest cent, as the case may be. Anything irSision 6 to the contrary notwithstanding, the Canypshall be entitled, but shall not be
required, to make such changes in the number ofafeShares purchasable upon the exercise of eactali¥, or in the Purchase Price
thereof, in addition to those required by such i®achs it in its discretion shall determine toduwisable in order that any dividend or
distribution in shares of Common Stock, subdivisi@tlassification or combination of shares of Camnrfstock, issuance of rights, warrants
or options to purchase Common Stock, or distributbshares of stock other than Common Stock, edele of indebtedness or assets (other
than distributions of cash out of retained earnimgsconvertible or exchangeable securities hegeaflade by the Company to the holders of
its Common Stock shall not result in any tax tohib&lers of its Common Stock or securities conbéatinto Common Stock.

6.5 Whenever the number of Warrant Shares purcleasgbn the exercise of each Warrant or the PuecRase of such Warrant
Shares is adjusted, as herein provided, the Comglzallymail to the Holder, at the address of thédeloshown on the books of the Company,
a notice of such adjustment or adjustments, prejpand signed by the Chief Financial Officer or &ty of the Company, which sets forth
the number of Warrant Shares purchasable uporxéreise of each Warrant and the Purchase Priceabf W/arrant Shares after such
adjustment, a brief statement of the facts reqgisinch adjustment and the computation by which sd@istment was made.

6.6 In the event that at any time prior to the eagon of the Warrants and prior to their exercise:

(a) the Company shall declare any distribution€othan a cash dividend or a dividend payable ¢ursies of the Company with
respect to the Common Stock); or

(b) the Company shall offer for subscription to tméders of the Common Stock any additional shafesock of any class or any
other securities convertible into Common Stockror aghts to subscribe thereto; or

(c) the Company shall declare any stock split,kstticidend, subdivision, combination, or similastlibution with respect to the
Common Stock, regardless of the effect of any swemnt on the outstanding number of shares of Confatock; or
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(d) the Company shall declare a dividend, othen thdividend payable in shares of the Company’s @ammon Stock; or
(e) there shall be any capital change in the Comparset forth in Section 6.1(d); or

(f) there shall be a voluntary or involuntary dissimn, liquidation, or winding up of the Compamgtifer than in connection with a
consolidation, merger, or sale of all or substdigtall of its property, assets and business asrity);

(each such event hereinafter being referred to“B#fication Event”), the Company shall causeb® mailed to the Holder, not less than
twenty (20) days prior to the record date, if anygonnection with such Notification Event (provitijdowever, that if there is no record date,
or if twenty (20) days prior notice is impracticabhs soon as practicable) written notice spedififie nature of such event and the effective
date of, or the date on which the books of the Comgshall close or a record shall be taken witheesto, such event. Such notice shall also
set forth facts indicating the effect of such attfto the extent such effect may be known at thie dhsuch notice) on the Purchase Price and
the kind and amount of the shares of stock or atheurities or property deliverable upon exercish® Warrants. For purposes here of, a
business day shall mean any day other than a $gtusdinday or any other day in which commerciakbare authorized by law to be closed
in New York, New York.

6.7 The form of Warrant Certificate need not bengsal because of any change in the Purchase Rrécaymber of Warrant
Shares issuable upon the exercise of a Warraheanumber of Warrants outstanding pursuant toShigion 6, and Warrant Certificates
issued before or after such change may state the Barchase Price, the same number of Warrantsharghme number of Warrant Shares
issuable upon exercise of Warrants as are statim iWarrant Certificates theretofore issued purst@this Agreement. The Company may,
however, at any time, in its sole discretion, makg change in the form of Warrant Certificate ithatay deem appropriate and that does not
affect the substance thereof, and any Warrantfi¢atéés thereafter issued or countersigned, whéthexchange or substitution for an
outstanding Warrant Certificate or otherwise, mayrbthe form as so changed.

7 Conversion Right

7.1 In lieu of exercise of any portion of the Waitsaas provided in Section 2.1 hereof, the Warraapsesented by this Warrant
Certificate (or any portion thereof) may, at thection of the Holder, be converted into the neamndstle number of shares of Common Stock
equal to: (1) the product of (a) the number of \l@ats to be so converted, (b) the number of shdr€emmon Stock then issuable upon the
exercise of each Warrant and (c) the excess, ifafnfy) the Market Price Per Share (as determp@duant to Section 9.2) with respect to the
date of conversion over (ii) the Purchase Priceffiect on the business day next preceding theafatenversion, divided by (2) the Market
Price Per Share with respect to the date of coiorers
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7.2 The conversion rights provided under this ®&cti may be exercised in whole or in part and gtteme and from time to time
while any Warrants remain outstanding. In ordegxercise the conversion privilege, the Holder sbadtender to the Company, at its offices,
this Warrant Certificate accompanied by a duly clatgal Notice of Conversion in the form attacheceh®as Exhibit B. The Warrants (or so
much thereof as shall have been surrendered faecsion) shall be deemed to have been converteadiately prior to the close of business
on the day of surrender of such Warrant Certifiéateconversion in accordance with the foregoingvisions. As promptly as practicable on
or after the conversion date, the Company shalkissd shall deliver to the Holder (i) a certifecat certificates representing the number of
shares of Common Stock to which the Holder sha#iiéled as a result of the conversion, and ()@ Warrant Certificate is being
converted in part only, a new certificate in prpaliamount equal to the unconverted portion oMlegrant Certificate.

8 Voluntary Adjustment by the Compal

The Company may, at its option, at any time duth@term of the Warrants, reduce the then currantfase Price to any amount
deemed appropriate by the Board of Directors ofGbmpany and/or extend the date of the expiratidghe@Warrants.

9 Fractional Shares and Warrants; Determination afkietaPrice Per Shal

9.1 Anything contained herein to the contrary nttatianding, the Company shall not be requiredsioasany fraction of a share
Common Stock in connection with the exercise of iatis. Warrants may not be exercised in such nuamemould result (except for the
provisions of this paragraph) in the issuance fodetion of a share of Common Stock unless the etailsl exercising all Warrants then owned
by the Holder. In such event, the Company shabnughe exercise of all of such Warrants, issuééoHolder the largest aggregate whole
number of shares of Common Stock called for thergin receipt of the Purchase Price for all of sddarrants and pay a sum in cash equal
to the remaining fraction of a share of Common Ktoaultiplied by its Market Price Per Share (asd®ined pursuant to Section 9.2 below)
as of the last business day preceding the datehichwhe Warrants are presented for exercise.

9.2 As used herein, the “Market Price Per Sharéti véspect to any date shall mean the closing péceshare of Company’s
Common Stock for the trading day immediately préegduch date. The closing price for each suchsthayl be the last sale price regular
or, in case no such sale takes place on suchluagverage of the closing bid and asked pricedaegay, in either case on the principal
securities exchange on which the shares of Comntack $f the Company are listed or admitted to mgdthe last sale price, or in case no
sale takes place on such day, the average ofdkanglbid and asked prices of the Common Stock A8DNAQ or any comparable system, or
if the Common Stock is not reported on NASDAQ, @oanparable system, the average of the closingiidasked prices as furnished by
members of the National Association of Securitieslers, Inc. selected from time to time by the Canypfor that purpose. If such bid and
asked prices are not available, then “Market FPieeShare” shall be equal to the fair market vafulae Company’s Common Stock as
determined in good faith by the Board of Directofthe Company.
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10 Regqistration Right

10.1 No sale, transfer, assignment, hypothecatiather disposition of the Warrant Shares shalinagle unless any such transfer,
assignment or other disposition will comply witle ttules and statutes administered by the Secusitid€Exchange Commission and (i) a
registration statement under the Act, includinghssitares is currently in effect, or (ii) in the mipih of counsel satisfactory to the Company a
current registration statement is not requiredstarh disposition of the shares.

10.2 The Company agrees that the Holder shall treevene-time right, beginning on the date whicsixsmonths following the
Company’s initial public offering under the Act,arpwritten notice to the Company, to require that€Company prepare and promptly file a
registration statement, as may be required undeAth, in connection with the public offering, onime-totime basis or otherwise, of not I
than 50% of the then outstanding Warrant Sharesohmection therewith, the Company shall be obdigab prepare and file such registration
statement within 45 days of receipt of any suctiahnotice and shall be further obligated to useeasonable best efforts, including the filing
of any amendments or supplements thereto, to hawswch registration statement declared effectindeuthe Act and the rules and
regulations promulgated thereunder as soon asigahte after the filing date thereof. The Compahallsalso use its reasonable best effor
keep any such registration statement, and the guaoying prospectus, effective and current undeAttteat its expense for such period of
time as is not otherwise burdensome to the Compamg event to be less than 90 days. Notwithstemdnything to the contrary in this
Warrant Certificate, the Company shall not be regflito register any Warrant Shares pursuant tquest under Section 10 hereof if within
twenty (20) days after its receipt of a requesteafar, counsel for the Company delivers an opirimthe requesting Holder, in form and
substance reasonably satisfactory to counsel fir blolder, that the proposed sale of Warrant Shaasested to be so registered may be
effected in its entirety within a ninety (90) dalléwing such request without registration and withany further holding period pursuant to
SEC Rules 144 or 145(d) (if available).

10.3 In addition to the rights of the Holder punsii@ Section 10.2, the Company agrees that, atiarg/or times hereafter, as and
when it intends to register any of its securitiagder the Act other than pursuant to a registratémuested pursuant to Section 10.2 hereof,
whether for its own account and/or on behalf ofirsglstockholders (except in connection with aredffg on Form S-8 or an offering solely
related to an acquisition or exchange on a FormoBahy subsequent similar form) the Company velify the Holder of such intention (a
“Registration Notice”) and, upon request from thaldér, will use its reasonable best efforts to eahe Warrant Shares designated by the
Holder to be registered under the Act. The numb&varrant Shares to be included in such offeriny @ reduced if and to the extent that
the underwriter of securities included in the ragison statement and offered by the Company dfeatif the opinion that such inclusion
would adversely affect the marketing of the se@msito be sold by the Company therein; providesyéhar, that the
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percentage of the reduction of such Warrant Shetrel be no greater than the percentage reductisecurities of other selling stockholders,
as such percentage reductions are determined gotte faith judgment of the Company. The Compariugk its reasonable best efforts to
keep each such registration statement currenufdr period of time as is not otherwise burdensanrteé Company, in no event to be less
than 90 days.

10.4 Any registration statement referred to in saghien 10.2 or 10.3 hereof shall be prepared aodgssed in accordance with the
following terms and conditions:

(i) the Holder will cooperate in furnishing promptb the Company in writing any information requesby the Company in
connection with the preparation, filing and pro@eg®of such registration statement.

(il) To the extent requested by an underwriteregisities included in a registration statementrrefito in Subsection 10.3 hereof
and offered by the Company, the Holder will defex sale of Warrant Shares for a period commeneiegty (20) days prior and terminating
one hundred twenty (120) days after the effectate @f the registration statement, provided thgt@mcipal shareholders of the Company
who also have shares included in the registratiatesient will also defer their sales for a simpariod.

(iii) The Company will furnish to the Holder suchmber of prospectuses or other documents incidesiich registration as may
from time to time be reasonably requested, andeciisishares to be qualified under the blue-sklafithose states reasonably requested by
the Holder.

(iv) The Company will indemnify the Holder (and aofficer, director or controlling person of the tdel) and any underwriters
acting on behalf of the Holder against all claiinsses, expenses, damages and liabilities (orreciiorespect thereof) to which they may
become subject under the Act or otherwise, arisintgof or based upon any untrue or alleged untiaterment of any material facts contained
in any registration statement filed pursuant heret@ny document relating thereto, including allemdments and supplements, or arising out
of or based upon the omission or alleged omissiaiate therein a material fact required to bedtfierein or necessary to make the
statements therein contained not misleading, afideiinburse the Holder (or such other aforemerdtparties) or such underwriters for any
legal and all other expenses reasonably incurredéordance with investigating or defending anynstlaim, loss, damage, liability or action;
provided, however, that the Company will not bélgawhere the untrue or alleged untrue statemeaigsion or alleged omission is based
upon information furnished in writing to the Compgaéby the Holder or any underwriter obtained by lwdder expressly for use therein, or as
a result of the Holder’s or any such underwritéaiture to furnish to the Company information dugguested in writing by counsel for the
Company specifically for use therein. This indemaiggreement shall be in addition to any other lighihe Company may have. The
indemnity agreement of the Company contained m paragraph (iv) shall remain operative and influite and effect regardless of any
investigation made by or on behalf of any indenadifparty and shall survive the delivery of and pegtfor the Warrant Shares.
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(v) The Holder will indemnify the Company (and asf§icer, director or controlling person of the Coamy) and any underwriters
acting on behalf of the Company against all clailosses, expenses, damages and liabilities (arecin respect thereof) to which they may
become subject under the Act or otherwise, arisintgof or based upon any untrue or alleged untiaterment filed pursuant hereto, or any
document relating thereto, including all amendmestsl supplements, or arising out of or based dipermmission or alleged omission to
state therein a material fact required to be sttiterkin or necessary to make the statements thevatained not misleading, and, will
reimburse the Company (or such other aforementipaeties) or such underwriters for any legal arfigeoexpenses reasonably incurred in
connection with investigating or defending any saletim, loss, damage, liability, or action; providéowever, that the Holder will be liable
as aforesaid only to the extent that such untrusleged untrue statement or omission or allegegsion is based upon information furnisi
in writing to the Company by the Holder or any unddéter obtained by the Holder expressly for userd¢iin, or as a result of its or such
underwriter’s failure to furnish the Company wittiarmation duly requested in writing by counsel ioe Company specifically for use
therein. This indemnity agreement contained in pisagraph (v) shall remain operative and in fulté and effect regardless of any
investigation made by or on behalf of any indenadifparty and shall survive the delivery of and pegtfor the Warrant Shares.

(vi) Promptly after receipt by an indemnified pantyder this subsection 10.4 of notice of the contaerent of any action, such
indemnified party will, if a claim in respect thefds to be made against the indemnifying partpnmotly notify the indemnifying party of the
commencement thereof, but the omission so to ntt#indemnifying party will not relieve it from wiiability which it may have to any
indemnified party otherwise than under this subeact0.4. In case any such action is brought agaimg indemnified party, and it notifies
the indemnifying party of the commencement therttwd ,indemnifying party will be entitled to parpeite in, and, to the extent that it may
wish jointly with any other indemnifying party silaily notified, to assume the defense thereof, wiithnsel reasonably satisfactory to such
indemnified party, and after notice from the inddfiying party of its election so to assume the deéethereof, the indemnifying party will n
be liable to such indemnified party under this satisn 10.4 for any legal or other expenses sulesgtyuincurred by such indemnified party
in connection with the defense thereof, other tle@sonable costs of investigation or out-of-poelkgtenses or losses or cost incurred in
collaborating in the defense.

(vii) Except as set forth in subsection 10.4(viije Company shall bear all costs and expensedentto any registration pursuant
to this Section 10.

(viii) The Holder shall pay any and all underwrifediscounts, commissions, brokerage fees andfgatexes incident to the sale
of any securities sold by such Holder pursuanhi® $ection 10, and shall pay the fees and expearises/ attorneys or accountants or other
advisors retained by it.

10.5 Notwithstanding the foregoing, with respecaby demand made pursuant to Section 10.2, if tmagany shall furnish to the
Holder requesting to exercise the demand
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right set forth in Section 10.2 above a certificsitpned by the president of the Company statingithhe good faith judgment of the Board of
Directors it would be seriously detrimental to tbempany and its stockholders for such registragtatement to be filed at the date filing
would be required, and it is therefore essentiaeiay the filing of such registration statemehg €ompany shall have an additional period of
not more than ninety (90) days within which to Slech registration statement; provided, howevet, ttthe Company may exercise its delay
right under this paragraph no more than one (1&.tim

11 No Voting or Dividend Rights; Limitation of Liabtly

Nothing contained in this Warrant shall be consiras conferring on the Holder hereof the rightdteyto consent or to receive
notice as a stockholder of the Company or any atiaters or any rights whatsoever as a stockhalfitre Company. No dividends or
interest shall be payable or accrued in respetttisfWarrant or the interest represented herelijeoshares purchasable hereunder until, and
only to the extent that, this Warrant is exerciéd provisions hereof, in the absence of affirmatetion by the Holder to purchase shares of
Common Stock, and no mere enumeration herein afighés or privileges of the Holder, shall giveeai® any liability of such Holder for the
Exercise Price or as a stockholder of the Compahgther such liability is asserted by the Companlyyoits creditors.

12 Governing Law
This Warrant Certificate shall be governed by aoistrued in accordance with the laws of the Stazetaware.
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IN WITNESS WHEREOF, the Company has caused thisr&aCertificate to be duly executed by its offcérereunto duly
authorized and its corporate seal to be affixeéteras of this day of June, 2007.

drugstore.com, inc.

By:
Name:
Title:

[SEAL]

Attest:

Name:

Title:
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EXHIBIT A
NOTICE OF EXERCISE

The undersigned hereby irrevocably elects to ezeygursuant to Section 2 of the Warrant Certéi@gatcompanying this Notice
Exercise Warrants of the total number of Warrants ownedhgyundersigned pursuant to the accompanying Wat@rantificate,
and herewith makes payment of the Purchase Priseatf shares in full.

Name of Holdel

Signature

Address:
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EXHIBIT B
NOTICE OF CONVERSION

The undersigned hereby irrevocably elects to cdnpersuant to Section 7 of the Warrant Certifiateompanying this Notice of
Conversion Warrants of the total number of Warrants ownedhgyundersigned pursuant to the accompanying Warrant
Certificate into shares of the Common Stock ofG@loenpany (the “Shares”).

The number of Shares to be received by the underdighall be calculated in accordance with theipiavs of Section 7.1 of the
accompanying Warrant Certificate.

Name of Holdel

Signature

Address:
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Exhibit 31.1

CERTIFICATIONS

I, Dawn G. Lepore, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of the registrant, drugstore.com, ir

Based on my knowledge, this report does notatoriny untrue statement of a material fact or donéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
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 pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affetie registrant’s internal control
over financial reporting; an

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrée’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weakses in the design or operation of internal cortver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

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

August 8, 2007

/sl Dawn G. Lepore
President, Chief Executive Officer and
Chairman of the Boar




Exhibit 31.2

CERTIFICATIONS

[, Eleuthére I. du Pont, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of the registrant, drugstore.com, ir

Based on my knowledge, this report does notatoriny untrue statement of a material fact or donéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
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 pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affetie registrant’s internal control
over financial reporting; an

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrée’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weakses in the design or operation of internal cortver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

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

August 8, 2007

/s/ Eleuthére |. du Pont
Sr. Vice President of Operations and Chief Findncia
Officer




Exhibit 32.1

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

In connection with the Quarterly Report of drugstoom, inc. (the “Company”) for the period endindyJL, 2007, as filed with the
Securities and Exchange Commission on the dat@h@he “Report”), I, Dawn G. Lepore, President,i€hexecutive Officer and Chairman
of the Board of the Company, certify, pursuant@dLS.C. § 1350, as adopted pursuant to §906 db#inbanes-Oxley Act of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Company.

/sl Dawn G. Lepore
President, Chief Executive Officer and Chairmaithef
Board

August 8, 2007

A signed original of this written statement reqdil®y Section 906 has been provided to drugstore.gmmand will be retained by
drugstore.com, inc. and furnished to the Securities Exchange Commission or its staff upon request.



Exhibit 32.2

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

In connection with the Quarterly Report of drugstoom, inc. (the “Company”) for the period endindyJL, 2007, as filed with the
Securities and Exchange Commission on the date@h@he “Report”), I, Eleuthére I. du Pont, Sr. ¥iPresident of Operations and Chief
Financial Officer, of the Company, certify, purstitm18 U.S.C. § 1350, as adopted pursuant to 88@te Sarbanes-Oxley Act of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Company.

/sl Eleuthére I. du Pont
Sr. Vice President of Operations and Chief Findncia
Officer

August 8, 2007

A signed original of this written statement reqdil®y Section 906 has been provided to drugstore.gmmand will be retained by
drugstore.com, inc. and furnished to the Securities Exchange Commission or its staff upon req;



