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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 30, 2008
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 000-26137

drugstore.com, inc.

(Exact name of registrant as specified in its chaetr)

Delaware 04-341625¢
(State or other jurisdiction (IRS Employer
of 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 registranth@g filed all reports required to be filed by Sewtl3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 modh$or such shorter period that the registrans wejuired to file such reports), and
(2) has been subject to such filing requirementdte past 90 days. YeKI No O

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

Large accelerated filel]] Accelerated filerx] Non-accelerated fileE]

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

As of May 2, 2008, the registrant had 96,478,578 eh of common stock outstanding.
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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements
DRUGSTORE.COM, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share data)
(unaudited)
Three Months Ended
March 30, April 1,
2008 2007
Net sales $ 120,63 $ 109,76!
Costs and expense
Cost of sale: 91,72: 85,06:
Fulfillment and order processir 12,15( 10,97«
Marketing and sale 8,88¢ 8,08¢
Technology and conte 5,20z 4,71F
General and administrati\ 5,39¢ 4,70¢
Amortization of intangible asse 24E 444
Total costs and expens 123,60: 113,99:
Operating los! (2,969 (4,22¢)
Interest income, ne 27¢ 45C
Net loss $  (2,68Y) $ (3,779
Basic and diluted net loss per sh $ (0.0%) $ (0.09)
Weighted average shares outstanding used to corbpsie and diluted net loss per sh 96,392,73 94,500,12

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

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

Assets
Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivable, net of allowanc
Inventories
Prepaid marketing expens
Other current asse
Total current asse
Fixed assets, ni
Other intangible assets, r
Goodwiill
Prepaid marketing expenses and o
Total asset

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payabl

Accrued compensatic

Accrued marketing expens

Other current liabilitie:

Current portion of lon-term debt obligation

Total current liabilities

Long-term debt obligations, less current port
Deferred income taxe
Other lon¢-term liabilities
Commitments and contingenci
Stockholder equity:

Preferred stock, $.0001 par value, 10,000,000 sterthorized, no shares issued and outstar
Common stock, $.0001 par value, stated at amowtsip: 250,000,000 shares authorized, 96,478,5d3 a

96,296,687 shares issued and outstan
Accumulated other comprehensive inco
Accumulated defici

Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to consolidated finanassients.

2

December 3C

March 30,

2008 2007

(Unaudited)
$ 20,64¢ $ 18,57:
14,06¢ 17,67
38,85¢ 38,06:
30,021 31,501
2,321 2,321
3,41( 3,60%
109,32! 111,74¢
28,69¢ 25,501
4,35¢ 4,59¢
32,20: 32,20z
794 1,36:
$ 175,37: $ 175,40¢
$ 59,79¢ $ 61,41«
3,43¢ 4,657
4,03¢ 3,98¢
3,971 4,31z
2,93t 3,17¢
74,17¢ 77,55(
4,571 1,221
94¢ 947
1,45¢ 1,322
858,70( 856,19¢
60 27
(764,53) (761,857
94,22t 94,36¢
$ 175,37: $ 175,40¢
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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 activiti¢
Depreciatior
Amortization of marketing and sales agreem:
Amortization of intangible asse
Stoclk-based compensatic
Other
Changes in
Accounts receivabl
Inventories
Prepaid marketing expenses and other current &
Accounts payable, accrued expenses, and othelitleh
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 emplsy@ck purchase plé
Borrowings on line of cred
Principal payments on capital leases and term dddigations
Net cash provided by financing activiti
Net increase (decrease) in cash and cash equis
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

See accompanying notes to consolidated finanassients.

3

Three Months Ended

March 30, April 1,

2008 2007
$ (2,685 $(3,77¢)
2,07¢ 1,891
57:¢ 572
24t 444
2,08 2,431

(6) —
(792) (322)
1,47¢ 64¢
201 (56€)
(3,009 (1,829
167 (50E)
(14,78 (7,146
18,43¢ 7,77
(5,187 (2,176
(1,526 (1,547
428 663
3,50( 30C
(48€) (677)
3,431 28€
2,07¢ (1,766
18,57 13,39:
$20,64¢ $11,62%
$ 92 $ 27¢
$ 11¢ $§ 11g
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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 provideheélth, beauty, vision, and pharmacy productsoffér health, beauty, sexual well-
being, household, and other non-prescription pridad prescription medications through our webeitated atvww.drugstore.come also
offer prestige beauty products through our wellsitated atvww.beauty.corfwhich is also accessible through the drugstore weivsite);
contact lenses through our wholly owned subsidiésyon Direct Inc. (Vision Direct), through websitéocated atvww.visiondirect.com
www.lensmart.comgndwww.lensquest.coffwhich are also accessible through the drugstomewebsite); and customized nutritional
supplement programs through our wholly owned sudsidCustom Nutrition Services, Inc. (CNS). Ouogbucts are also available toll-free by
telephone at 1-800-DRUGSTORE and 1-800-VISIONDIREGider the terms of an agreement with Rite Aidgoeation, or Rite Aid,
customers are also able to order refill prescrtifor pickup at any Rite Aid store. We managehusiness in four segments: over-the-counter
(OTC), vision, mail-order pharmacy, and local pigkpharmacy.

2. Basis of Presentation and Principles of Consolidain

We have prepared the accompanying consolidateddiabstatements in conformity with U.S. generalbcepted accounting principles
(GAAP) and the rules and regulations of the Selesriitnd Exchange Commission for interim finandglarting. These consolidated financial
statements are unaudited but, in our opinion, okelall adjustments, consisting of normal recuradgustments and accruals, necessary for a
fair presentation of the consolidated balance shettements of operations, and statements offlcagh for the periods presented. Operating
results for the periods presented are not necésgaticative of future results for the fiscal yeamding December 28, 2008 or any other interim
period, due to seasonal and other factors. We texieed the consolidated balance sheet as of Deseih 2007 from audited financial
statements as of that date, but we have excludéaircenformation and footnotes required by GAAP domplete financial statements. You
should read these consolidated financial statenmemsnjunction with the audited consolidated fio@h statements and accompanying notes
included in our annual report on Form 10-K for fiseal year ended December 30, 2007.

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

We operate using a 52/53-week retail calendar yettn,each of the fiscal quarters in a 52-weekdigear representing a 18ek perioc
Fiscal years 2008 and 2007 are 52-week years.

3.  Significant Accounting Policies
Estimates and Assumptions

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions that affect the
amounts of assets and liabilities, revenues andresgs, and disclosure of contingent assets antitigebat the date of the financial statements.
These estimates include, but are not limited teemee recognition, inventories, goodwill and intidnhgy assets, stock-based compensation,
deferred taxes, and commitments and contingengisal results could differ from our estimates, dinelse differences could be material.

Recent Accounting Pronouncements

In February 2007, the FASB issued Statement ofrféilah Accounting Standards No. 15%e Fair Value Option for Financial Assets ¢
Liabilities (SFAS 159). SFAS 159 will become effective as eflbeginning of the first fiscal year beginning aft®vember 15, 2007. SFAS
159 provides companies with an option to reportcteld financial assets and liabilities at fair eafloat are not currently required to be
measured at fair value. Accordingly, companies wdhén be required to report unrealized gains asskls on these items in earnings at each
subsequent reporting date. The objective is to @avpfinancial reporting by providing companies witle opportunity to mitigate volatility in
reported earnings caused by measuring relatedsemsétiabilities differently. SFAS 159 also estsiis presentation and disclosure
requirements designed to facilitate comparisoneéeh companies that choose different measuremteibiuées for similar types of assets and
liabilities. The adoption of SFAS 159 in our fifitcal quarter of 2008 did not have an impact onammsolidated financial statements. We did
not elect the fair value measurement option un@&159 for any of our financial assets or liakakt

4
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In December 2007, the FASB issued SFAS No. 141ER3iness Combinationsand SFAS No. 16 oncontrolling Interests in
Consolidated Financial Statemen&:-AS No. 141 (R) requires an acquirer to measwgédintifiable assets acquired, the liabilitiesuassd
and any noncontrolling interest in the acquirethair fair values on the acquisition date, with daidll being the excess value over the net
identifiable assets acquired. SFAS No. 160 claziffeat a noncontrolling interest in a subsidiargudti be reported as equity in the consolidated
financial statements. The calculation of earningisghare will continue to be based on income ansoaittibutable to the parent. SFAS No.
(R) and SFAS No. 160 are effective for financiatsments issued for fiscal years beginning afterebder 15, 2008. Early adoption is
prohibited. We do not anticipate that the adoptb&FAS No. 141 (R) or SFAS No. 160 will curreniigzve any material impact on our
consolidated financial statements but will impaty &usiness combinations expected to be consumnbatgidning in 2009.

Adoption of FASB Statement No. 157

In September 2006, the FASB issued SFAS No. E&if,Value Measuremen{SFAS 157). SFAS 157 defines fair value, estabtishe
framework for measuring fair value under GAAP, axgands disclosures about fair value measurem®R&S 157 emphasizes that fair value
is a market-based measurement, not an entity-$peeifasurement, and states that a fair value measint should be determined based on the
assumptions that market participants would useiging the asset or liability. In February 2008 tRASB issued FASB Staff Position No. F
157-2,Effective Date of FASB Statement No. (SFAS 157-2), which amends SFAS 157 by delayingffisctive date by one year for non-
financial assets and non-financial liabilities, eptcfor items that are recognized or disclosedas/élue in the financial statements on a
recurring basis. Therefore, beginning on the fiest of fiscal year 2008, this standard appliespeotvely to fair value measurements of
financial instruments and recurring fair value meaments of non-financial assets and non-finarieiilities. Beginning on the first day of
fiscal year 2009, the standard will also applylt@ther fair value measurements. We do not ardigighat the adoption of SFAS 157-2 will
have a material impact on our consolidated findrate&ements.

We adopted SFAS 157 on December 31, 2007, thedfinsof our fiscal year 2008. SFAS 157 definesvalue as the price that would be
received to sell an asset or paid to transfertdiliain an orderly transaction between markettiggrants at the measurement date (exit price).
The standard outlines a valuation framework andtesea fair value hierarchy in order to increasesistency and comparability of fair value
measurements and the related disclosures. UnderfGAdstain assets and liabilities must be measatréadr value, and SFAS 157 details the
disclosures that are required for measured fairerdlVe have certain financial assets including monarket funds and marketable securities
that are measured at the new fair value standaedcWrently do not have non-financial assets amdfimancial liabilities that are required to
be measured at fair value on a recurring basis fidaincial assets and liabilities are measuredgusiputs from the three levels of the fair va
hierarchy. The three levels are as follows:

Level 1  Inputs are unadjusted quoted prices in active nmaffiee identical assets or liabilities that we héve ability to
access at the measurement d

Level 2  Inputs include unadjusted quoted prices in actieekets for similar assets or liabilities, or unadgd quotet
prices for identical or similar assets or liabd#iin markets that are not active, or inputs ctiie@n quoted prices
that are observable for the asset or liabi

Level 3  Unobservable inputs for the asset or liability tfedtect our assumptions that market participardsial use in pricing tr
asset or liability

We make an effort to utilize the best availabl®infation in measuring fair value. Our money mafiatls, which are considered cash
and cash equivalents, and our marketable secyrittesh are considered available-for-sale, arendm at fair value based on quoted market
prices. We regularly monitor and evaluate the radlie value of our marketable securities. Whensassg marketable securities for other-than-
temporary declines in value, we consider such faads, among other things, how significant theidedh value is as a percentage of the
original cost, how long the market value of theegstiment has been less than its original cost,eéhfeqmnance of the issuer’s stock price in
relation to the stock price of its competitors witthe industry and the market in general, analygsbmmendations, any news that has been
released specific to the issuer, and the outlookhi® overall industry in which the issuer operatesvents and circumstances indicate that a
decline in the value of these assets has occungédsaother than temporary, we record a chargenagaét earnings. Financial assets are
classified in their entirety based on the lowesgel®f input that is significant to the fair valaeasurement. We have determined that our
money market funds are Level 1 and our marketadstarities are Level 2 in the fair value hierarchige following table sets forth our financial
assets that were accounted for at fair value @tarring basis as of March 30, 2008 (in thousands):

Fair Value
Measurements Using
Total Level 1 Level 2 Level 2

Assets
Money market funds (1 $15,93! $1593! $§ — $—
U.S. government agency obligations 9,607 — 9,607 —
Corporate notes and bonds 4,457 — 4,457 —

Total asset $29,997 $15,93! $14,060 $—

(1) Included in cash and cash equivalents in the cateted balance sheets. Quoted market prices imeaetarkets were used to determ
fair values.

(2) Included in marketable securities in the coitstéd balance sheets. Observable market pridessractive markets or quoted market



prices for similar instruments were used to deteenfair values
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4. Net Loss Per Share

Net loss per share is computed using the weightethge number of shares of common stock outstan8imares associated with stock
options, warrants, and our employee stock purchlseare not included in the calculation of dilutext loss per share as their effects are
antidilutive.

As of March 30, 2008 and April 1, 2007, there w#8644,107 and 18,127,107 shares, respectivelgrmfmon stock subject to
outstanding stock options and 850,000 and 615,08fes, respectively, of common stock subject taavds in each period, all of which we
excluded from the computation of diluted net loss ghare, as their effect was antidilutive. If veel meported net income, the calculation of
these per share amounts would have included théwdileffect of these common stock equivalentsgitiire treasury stock method.

5. Stock-Based Compensatior
Stock-Based Benefit Plans

1998 Stock Plar Under the terms of our 1998 Stock Plan, as ank (@98 Stock Plan), our board of directors maygiacentive and
nonqualified stock options to employees, officelisectors, agents, consultants, and independertteaztors of drugstore.com. Options under
this plan generally vest over four years, as folo20% of the shares vest after six months, andetimaining 80% vest quarterly over the
subsequent 42 months. Option grants generally 8ggecise prices equal to the fair market valugnefdommon stock on the date of grant and
expire ten years from the date of grant. Our badudirectors has delegated to the stock option @uingittee of the compensation committee of
the board the authority to grant options within tobapproved guidelines to certain recipients. Iditoh, our board of directors has authorized
our chief executive officer to grant certain optdn connection with offers of employment or cotisgl engagements, of which certain grants
are subject to the board’s subsequent ratification.

2008 Equity Incentive PlanOur current 1998 Stock Plan is set to expireuiy 2008. The board of directors has approved 0G82
Equity Incentive Plan (2008 Equity Plan), subjecapproval from our stockholders at the 2008 Antieéting to be held in June 2008. If the
stockholders approve the 2008 Equity Plan, it miilace our 1998 Stock Plan and we will make nth&rawards under the 1998 Stock
Plan. The 1998 Stock Plan, however, will continugavern awards previously granted under that pfahe stockholders do not approve the
2008 Equity Plan, the 1998 Stock Plan will remairffect through the remainder of its term. Undher terms of the 2008 Equity Plan, our
board of directors may grant stock options, stqmbraciation rights, restricted stock, restricteztktunits, performance shares and performance
units, and other stock or cash awards to employiesstors and consultants who provide servicefrtigstore.com. The board of directors has
reserved 8,000,000 shares of our common stocls$oiance under the 2008 Equity Plan, plus up tddD5)00 shares subject to stock optior
similar awards granted under the 1998 Stock Planetkpire or otherwise terminate without havingrberercised in full and shares issued
pursuant to awards granted under the 1998 StocktRéd are forfeited to or that we repurchase. Siteres may be authorized, but unissued, or
reacquired common stock. As of March 30, 2008,wards have been granted under the 2008 Equity Plan.

Under the 2008 Equity Plan, options will generaidst over four years, as follows: 20% of the shaess after six months, and the
remaining 80% vest quarterly over the subsequemd2hs. The exercise price of options granted utide2008 Equity Plan must be at least
equal to the fair market value of our common stockhe date of grant. In addition, the exercisegdf an incentive stock option granted to
any participant who owns more than 10% of the tedding power of all classes of our outstandingktmust be at least 110% of the fair
market value of the common stock on the grant ddte.term of an option may not exceed ten yearssthat, with respect to any participant
who owns 10% of the voting power of all classeswf outstanding capital stock, the term of an itigerstock option may not exceed five
years.
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Under the 2008 Equity Plan, stock appreciationtagihich are the rights to receive the appreaiaitiofair market value of common
stock between the exercise date and the date of, dracome exercisable at the times and on thestestablished by the plan
administrator. The plan administrator has compiiteretion to determine the terms and conditionsteék appreciation rights granted under
the 2008 Equity Plan; provided, however, that tkereise price may not be less than 100% of thenfairket value of a share on the date of
grant. The term of a stock appreciation right matexceed ten years. Under the 2008 Equity Planpléin administrator may issue awards of
restricted stock, restricted stock units and pemorce units and performance shares at its soleetist.

1999 Employee Stock Purchase Playder the terms of our 1999 Employee Stock Pigelilan, as amended (1999 ESPP), eligible
employees may purchase common stock for a purgraseequal to 85% of the fair market value of common stock on the first or last day,
whichever is less, of the applicable six-month pase period, which periods end in January andafudach year. During the three-month
period ended March 30, 2008, employees purchas®@¥8Shares of our common stock under the 1999 ESERchange for approximately
$87,000, and during the threeenth period ended April 1, 2007, employees pureti&s,193 shares of our common stock under the ESFF
in exchange for approximately $130,000.

Warrants

In March 2008, we issued two fully vested warraotpurchase 50,000 shares (in total, 100,000 shaf@air common stock at $2.53 per
share, expiring in March 2018, in conjunction watlsonsulting agreement. The fair value of the was;adetermined using the Black-Scholes
option pricing model, totaled $163,000 and was réded in general and administrative expenses idhsolidated statements of operation.

In February 2008, an outstanding warrant to purelid$,000 shares of our common stock was exeroisexthange for $271,400.

Stock-Based Compensation Expense

We account for the 1998 Stock Plan, 2008 Equity Pdad the 1999 ESPP under the recognition anduresagnt principles of FASB
Statement No. 123 (revised 2008jare-Based Paymef8FAS 123R), which requires measurement of compiemseost for all stock-based
awards at fair value on the date of grant and neitiog of compensation over the service perioddwards expected to vest. We determine the
fair value of stock-based awards using the Bladke&s option pricing model using the single optoevard approach. This fair value is then
amortized on a straight-line basis over the retpiservice periods of the awards, which is geneth# vesting period. As required by SFAS
123R, management made an estimate of expectedttioefe and we are recognizing compensation codysfor those equity awards expected
to vest. The estimation of stock awards that wilmately vest requires judgment, and to the extetitial results or updated estimates differ
from our current estimates, we will record such ants retrospectively as an increase or decreast®dk-based compensation in the period in
which we revise the estimates. We consider mangfaevhen estimating expected forfeitures, inclgdiistorical voluntary termination
behavior and actual option forfeitures. Actual tsswand future changes in estimates, may diffesgantially from our current estimates.

7
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The following table summarizes stock-based compemsly operating function recorded in the Statetsef Operations:

Three Months Ended

March 30,

April 1,

2008 2007
Fulfillment and order processit $ 18t $ 27¢
Marketing and sale 31t 414
Technology and conte 35¢€ 35¢
General and administrati\ 1,22¢ 1,38¢
Total $ 2,084 $ 2,431

Stock Option Activity
The following table summarizes activity under 088& Stock Plan:

Qutstanding Options
Weighted- Weighted-

Average

Average Remaining

Shares Exercise Contractual
Available Number of Price per

for Grant Shares Share Term

Outstanding at December 30, 2( 9,423,87. 16,742,35 $ 3.4¢
Options grante: (2,514,440 2,514,441 $ 2.6¢
Options exercise — (30,90 $ 2.0¢
Options forfeitec 581,78: (581,78) $ 6.9C
Outstanding at March 30, 201 7,491,21. 18,644,10 $ 3.2i

Vested and expected to vest at March 30, ? 12,546,49 $ 3.3¢ 7.37

Exercisable at March 30, 20! 8,085,34! $ 3.62 6.8(

6. Line of Credit and Debt Obligations

In March 2008, we entered into an amended andtegeskaan and security agreement with our existiaigkb This agreement includes a
revolving line of credit allowing for borrowings of to $10.0 million, which accrue interest at piene rate. The revolving line of credit
matures in March 2009. The agreement allows foctrversion of up to $5.0 million of the outstargibalance into a term loan within 60 d
of maturity. As of March 30, 2008, borrowings untiee existing line of credit totaling $5.0 milli@nd existing term loans totaling $972,222
were converted into one term loan totaling $6.0iomlunder the amended and restated loan and seegreement. The term loan will be paid
in 36 monthly installments and accrues intereghaiprime rate plus .50% (5.75% at March 30, 2008).

7. Commitments and Contingencie:
Legal Proceeding:

1-800 Contacts LitigationOn February 26, 2008, 1-800 Contacts, Inc. (1-8060tacts) filed an action in the U.S. District @dor the
District of Utah, Central Division against us and gubsidiary Vision Direct alleging direct and tritbutory trademark infringement and
dilution under federal and state law, unfair coritjwet, intentional interference with economic rédats, and unjust enrichment. One day later,
on February 27, 2008, 1-800 Contacts filed a sépaetion in the U.S. District Court for the South®istrict of New York against Vision
Direct alleging breach of a 2004 settlement agregetween Vision Direct and 1-800 Contacts. Irtaattions, 1-800 Contacts seeks
monetary damages as well as injunctive reliefhinWtah action, we filed a motion to dismiss fopnoper venue or, in the alternative, to
transfer the case to the U.S. District Court f&r 8outhern District of New York. We expect this iaotto be fully briefed by mid-June. In the
New York action, we filed an answer denying th-800 Contacts is entitled to the relief requested @unterclaims asserting, among other
things, that 1-800 Contacts’ pursuit of the Utaticacconstitutes a violation of the settlement agnent’s forum selection clause. We are
presently awaiting 1-800 Contacts’ response tocounterclaims. We believe 1-800 Contacts’ clainesvaithout merit and intend to defend
against them vigorously.
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Due to the inherent uncertainties of litigation, @@not accurately predict the ultimate outcomthe$e matters. We are unable to
estimate the potential damages that might be awldfadee were found liable. Because our liabilitiyany, cannot be reasonably estimated, no
amounts have been accrued for these matters. Aersgloutcome in these matters could have a maselvelrse effect on our financial position
and results of operations.

Fair Credit Reporting Act Class Action LitigatiorOn February 26, 2008, Aaron Burgess and Johnsl@adand filed a class action
lawsuit against us in the U.S. District Court foe Western District of Washington at Seattle atigdireach of a provision of the Fair Credit
Reporting Act related to the printing of credit@aeceipts. The lawsuit seeks statutory and puniismages. We were served with the
complaint on March 7, 2008 and filed our answeApnil 17, 2008. We will vigorously contest and defleagainst the allegations in this action.

Due to the inherent uncertainties of litigation, @@not accurately predict the ultimate outcomthizf matter. We are unable to estimate
the potential damages that might be awarded if eeeviound liable. Because our liability, if anynoat be reasonably estimated, nho amounts
have been accrued for this matter. An adverse mgda this matter could have a material adversecefin our financial position and results of
operations.

State Sales Tax Claimén early 2002, we received an arbitrary assessnmite from the state of New Jersey for pastsstg due from
fiscal years 2000 and 2001, based on its best aiof sales revenue numbers during those pefliod¥¥cember 2002, we received a revised
assessment from the state of New Jersey for 200@@n1 in the aggregate amount of $221,626 inghws penalties in the amount of $11,081
and interest that continues to accrue. In MarctB820@ filed an appeal of the revised assessmehttiét Tax Court of New Jersey, based on
the fact that the state of New Jersey is pursusiglaim specifically against one of our consokdhsubsidiaries that is not a retailing entity in
that state. On February 19, 2008, we were inforofeéte decision by the Tax Court of New Jersey rgjails in the case of drugstore.com, inc.
vs. Director, Division of Taxation (the NJ Tax Cas&/e did not believe that it was required to attileales taxes on sales made to customers ir
New Jersey based on applicable law. In its decisf@nTax Court of New Jersey ruled otherwise. Rddhis ruling we had not collected sa
tax in New Jersey. We filed our Notice of Appeattod Tax Court’s decision on March 31, 2008 anchaveeconsidering our other legal
options. A briefing schedule with the Superior GafrNew Jersey, Appellate Division, has been @eadt, we anticipate the appeal will be fully
briefed by mid-July. Effective March 2008, we arewncollecting and remitting sales tax on taxablevNlersey sales. Pursuant to the decision,
we have recorded a liability of $2.5 million fortiesated taxes and interest in general and admatigér expenses in the consolidated statement
of operations for the year ended December 30, ZDI0& liability is an estimate of the New Jerseyaakgation for the 2000 and 2001
assessment that gave rise to the NJ Tax Case llesswier all subsequent years through 2007. Fettlihee months ended March 30, 2008, we
have recorded an additional $161,000 of estimatedliected taxes related to 2008 and interest.

Class Action Laddering LitigationA Consolidated Amended Complaint, which is now ¢iperative complaint, was filed on April 19,
2002 in the United States District Court for thei®ern District of New York (the Court). It namesigstore.com as a defendant, along witt
underwriters and certain of our present and forofiécers and directors (the Individual Defendanis)connection with our July 27, 1999 init
public offering and March 15, 2000 secondary offgrftogether, the Offerings). The suit purportbeca class action filed on behalf of
purchasers of our common stock during the peridg 28, 1999 to December 6, 2000.

In general, the complaint alleges that the progpmes through which we conducted the Offerings weaterially false and misleading
because they failed to disclose, among other thithgs (i) the underwriters of the Offerings alldbyehad solicited and received excessive and
undisclosed commissions from certain investorsxohange for which the underwriters allocated tasthimvestors material portions of the
restricted number of shares issued in connectitin the 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 tlee-afarket at predetermined prices. The complaisers violations of various sections of the
Securities Act of 1933, as amended, and the Sexukixchange Act of 1934, as amended. The actiekssgamages in an unspecified amount
and other relief. The action is being coordinatéith wpproximately 300 other nearly identical actidited against other companies or their
present and former officers and directors.

On October 9, 2002, the Court dismissed the Indafiddefendants from the case without prejudice Denember 5, 2006, the Second
Circuit vacated a decision by the district cougrging class certification in six of the coordirteases, which are intended to serve as test, or
“focus,” cases. The plaintiffs selected these aises, which do not include us. On April 6, 200@, $econd Circuit denied a petition for
rehearing filed by plaintiffs, but noted that plgfiis could ask the district court to certify manarrow classes than those that were rejected.
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On August 14, 2007, the plaintiffs filed amendedhptaints in the six focus cases. The amended contplmclude a number of changes,
such as changes to the definition of the purpactass of investors, and the elimination of the widlial defendants as defendants. The six f
case issuers and the underwriters named as detsriddhe focus cases filed motions to dismissatimended complaints against them on
November 14, 2007. On September 27, 2007, thetfffaifiled a motion for class certification in theex focus cases. On March 26, 2008,
District Court dismissed the Securities Act claiofishose members of the putative classes in thesfoases who sold their securities for a
in excess of the initial offering price and thoseoswpurchased outside the previously certified geessd. With respect to all other claims, the
motions to dismiss were denied. We are awaitingasibn from the Court on the class certificatiootion.

Due to the inherent uncertainties of litigation, @@not accurately predict the ultimate outcomthisf matter. We cannot predict whether
we will be able to renegotiate a settlement thatges with the Second Circuit’'s mandate, nor canpredict the amount of any such
settlement and whether that amount would be gréladerour insurance coverage. We are unable tmatgtithe potential damages that migt
awarded if we were found liable, there arose a riztémitation with respect to our insurance coage, or the amount awarded were to exceed
our insurance coverage. Because our liabilitynif,aannot be reasonably estimated, no amountstieam accrued for this matter. An adverse
outcome in this matter could have a material agvefgect on our financial position and results péations.

Other. From time to time, we are subject to other legakpedings and claims in the ordinary course ofrlass. We are not currently
aware of any such legal proceedings or claimswabelieve will have, individually or in the aggetg, a material adverse effect on our
business prospects, financial condition, or opegatésults, other than those listed above.
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8. Segment Information

We have four reporting segments: OTC, vision, rmailer pharmacy, and local pick-up pharmacy. The G&@ment is comprised of the
sales and related costs of selling all non-presorigroducts through our websites, including dshiip arrangements with our vendors,
customized nutritional supplement programs throGgts, and net sales of consignment products. Oiorvisegment is comprised of sales and
the related costs of selling contact lenses thratiglon Direct. The mail-order pharmacy segmerttamprised of sales and the related costs of
selling pharmaceuticals through the drugstore.cahsite for mail-order delivery. The local pick-upgomacy segment is comprised of sales
and the related costs of selling pharmaceuticatsitih the drugstore.com website and the RiteAid.e@hsite for pick-up at a local Rite Aid
store. We operate and evaluate our business segimesed on contribution margin results. We defordrébution margin as net sales
attributable to a segment, less the direct coitese sales and the incremental (variable) codtdfifing, processing, and delivering the order
(labor, packaging supplies, credit card fees, awdlty costs that are variable based on sales v@lum

The information presented below for these segnisritdormation used by our chief operating decisiaaker in evaluating operating
performance.

Three Months Ended

March 30, April 1,
2008 2007

Ovel-the-Counter (OTC):
Net sales $ 64,85 $ 56,26
Cost of sale: 45,01 39,65!
Variable order costs (i 5,96¢ 5,36¢
Contribution margin (b $ 13,87 $ 11,24
Vision:
Net sales $ 15,43¢  $ 13,55:
Cost of sale 12,02¢ 10,49¢
Variable order costs (i 743 64¢
Contribution margin (b $ 2,665 $ 2,40¢
Mail -Order Pharmacy:
Net sales $ 12,287  $ 13,47¢
Cost of sale: 10,14: 11,31
Variable order costs (i 92¢ 1,12(
Contribution margin (b $ 1,21C $ 1,04¢
Local Pick-Up Pharmacy:
Net sales (c $ 28,06¢ $ 26,47
Cost of sale: 24.54( 23,60:
Variable order costs (i 1,15( 1,08¢
Contribution margin (b $ 237¢ $ 1,78
Consolidated:
Net sales $120,63°  $109,76!
Cost of sale: 91,72 85,06:
Variable order costs (i 8,78 8,224
Consolidated contribution margin ( $ 20,127  $ 16,47¢
Less:
Fixed fulfilment and order processing | $ 3,39« $ 2,76
Marketing and sales (i 8,85¢ 8,072
Technology and conte 5,20z 4,71F
General and administrati\ 5,39/ 4,70¢
Amortization of intangible asse 24E 444
Operating los: $ (2,969 $ (4,22

(@) These amounts include all variable costs of fuifdht and order processing, including labor, paci@agupplies, credit card fees, ¢
those royalty costs that are variable based ors saleime. These amounts exclude depreciation, siaskd compensation, and fixed
overhead cost:
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(b)

(€)

(d)
()

Contribution margin represents a measure of howeeelh segment is contributing to our operatinggd&’e calculate it as net sales |
the direct cost of goods sold, the incrementalif@lde) fulfillment and order processing costs ofvding orders to our customers, and
variable royalty cost:

Net sales in our local pi-up pharmacy segment include co-payments totaléng Sillion and $5.9 million for the three-monthrjpels
ended March 30, 2008 and April 1, 2007, respecti

These amounts include all fixed costs of fulfillh@nd order processing that are not discernablaubiness segmer

These amounts exclude royalty expenses of $31,00&H7,000 for the thr-month periods ended March 30, 2008 and April 1,72
respectively
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition drikResults of Operation

You should read the following discussion and arialysconjunction with the financial statements @edompanying notes included
elsewhere in this quarterly report and in our ahreort on Form 10-K for the fiscal year ended &aber 30, 2007.

Special Note Regarding Forward-Looking Statements

This quarterly report on Form 10-Q includes forwhrdking statements within the meaning of the RE@ecurities Litigation Reform
Act of 1995. All statements made in this quartedport other than statements of historical faaluiding statements regarding our future
financial and operational performance, sourcegoidity and future liquidity needs, are forwardlong. Words such as “expects,” “believes,”
“targets,” “may,” “will,” “outlook,” “continue,” “remain,” “could,” “would,” “should,” and similar expssions or any variation of such
expressions, are intended to identify forward-logkstatements. Forward-looking statements are b@sedrrent expectations, and are not
guarantees of future performance and involve assany risks, and uncertainties. Actual performameg differ materially from those
contained or implied in such forward-looking stagns. Risks and uncertainties that could lead ¢b slifferences could include, among other
things: effects of changes in the economy, chaimgesnsumer spending, fluctuations in the stockketarchanges affecting the Internet, online
retailing and advertising, difficulties establisgiaur brand and building a critical mass of custanthe unpredictability of future revenues and
expenses and potential fluctuations in revenuesogedating results, risks related to business coatinins and strategic alliances, possible tax
liabilities relating to the collection of sales ta@onsumer trends, the level of competition, seali#gnthe timing and success of expansion
efforts, changes in senior management, risks klatsystems interruptions, possible governmeegllation, and the ability to manage a
growing business. These factors described in tiiagraph and other risks and uncertainties thdtla@ause our actual results to differ
significantly from management’s expectations aseased in the sections entitl&®Isk Factors” in Part I, Item 1A of this quarterly report
and Part |, Item 1A of our annual report on ForreKLfdr the fiscal year ended December 30, 2007. Stoould not rely on a forward-looking
statement as representing our views as of anyadlaée than the date on which we made the stateémexpressly disclaim any intent or
obligation to update any forward-looking statemegitér the date on which we make it.

” ou " u ” o ”ou ”ou ” o ”u

Overview

drugstore.com, inc. is a leading online provideheélth, beauty, vision and pharmacy products. @liewe that we offer a better way for
consumers to shop for these products through obrstares, including those located on the Interhetvav.drugstore.com, www.beauty.com,
www.visiondirect.com, www.lensmart.camdwww.lensquest.com

Business Segments; Growth Strategi@e.operate our business in four business segnmres:ithe-counter, or OTC, vision, mail-order
pharmacy, local pick-up pharmacy.

. Over-the-counter (OTC)Our OTC segment includes all non-prescriptiordpads sold online through our web stores at
www.drugstore.com, www.beauty.comww.visiondirect.com, www.lensmart.camdwww.lensquest.coror over the telephone
1-800-DRUGSTORE, including nutritional supplemesiéd through our subsidiary Custom Nutrition Seegicinc., or CNS. We
source our OTC products from various manufactusadsdistributors. We also sell advertising on aimpry OTC site
www.drugstore.comWe believe that continued growth in this segnvetitdepend on our ability to offer customers a stpr
shopping experience and service, including progdirbroad selection of basic necessity items ardHoafind specialty items,
which encourages customers to return to our webaitd make repeat, replenishment, and impulse aseshin 2008, we anticip:
growth in our OTC segment, specifically our prestigpauty business, as we attract new brands amhéxqur marketing channels.
We will also continue our diversification — drivirmgir free search results and adding several newet@aces and accelerating our
margin improvements with targeted shipping, sogand pricing initiatives

. Vision. The vision segment includes contact lenses sotigh our wholly owned subsidiary Vision DirectlifVision Direct),
through websites located watvw.visiondirect.com, www.lensmart.candwww.lensquest.copor over the telephone at 1-800-
VISIONDIRECT. We purchase our contact lens invepttirectly from various manufacturers and othetrilisitors. In 2008, we
anticipate high single digit growth in our visioagsnent for the year as we continue to focus omisalg customer acquisition with
net margin in order to maximize our profi

. Mail-Order Pharmacy. Our mai-order pharmacy segment includes prescription danglssupplies, other than prescription con
lenses, sold online through the pharmacy sectigheotirugstore.com web store or over the teleplaodedelivered to customers
through our mail-order facility. We procure our gedption inventory through Rite Aid Corporationart of our ongoing
relationship. We market to both c-paying and insuran-covered
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individuals, and we also serve as a t-party provider of ma-order prescription fulfilment services for pharmgdienefit managet
or PBMs. We sell over 5,000 prescription drugsludimg many specialty drugs for the treatment abalic conditions such as
cancer, HIV, and multiple sclerosis, which are centried by brick-and-mortar pharmacies and reggpecial handling or service. In
this segment, we focus our marketing efforts diyeat consumers online and through doctors to medrgrowth in our cash
prescription and specialty pharmacy business. tlitiad to the sale of prescription drugs, we sdilextising on our website, to
monetize the more than one million unique visijpes month researching drugs and other healthcartewbprovided on the site.
We anticipate growth in our m-order pharmacy segment in the second half of 2808ealaunch new marketing prograr

. Local Pick-Up Pharmacy. Our local picl-up pharmacy business segment includes prescripgfdls sold online through th
drugstore.com web store or the Rite Aid web storevaw.RiteAid.confwhich is powered by the drugstore.com web storeyver
the telephone and picked up by customers at Rilesfires. In this segment, Rite Aid acts as odillfuaent partner. Our success in
this segment depends on our ability to leverage@ationship with Rite Aid through its marketingedia, including Rite Aid store
receipts, weekly Rite Aid advertising circularsdasmail refill reminders. In 2008, we anticipatssistent year-over-year growth
in net sales in the local pi-up pharmacy segment, as we focus the majority ofrarketing efforts on our other segmei

RevenuesWe generate revenue primarily from product sate$ shipping fees. For the three-month period eidh 30, 2008, we
reported consolidated total net sales of $120.8anjlwhich reflected a $10.9 million, or 10%, ieasse over the three-month period ended
April 1, 2007. Our net sales growth was driven hy8&o year-over-year increase in our total ordeun, to 1.6 million orders, and by a year-
over-year increase in average net sales per avdi@ compared to $74. Our revenues benefited &toomg growth in our OTC, vision and
local pick-up pharmacy segments, which grew by 15485 and 6%, respectively, over the first quarfe2G®7. These increases were partially
offset by a year-over-year decrease in our maikoptharmacy segment revenue of 9%.

Expenses Our operating expenses, including cost of gootls, slecreased as a percentage of net sales to ib0B# three-month period
ended March 30, 2008 from 104% in the three-moetiod ended April 1, 2007. The decrease is theltrefa 17% year-over-year increase in
gross profit dollars resulting from both a favoeabhift in our sales mix to higher margin OTC rades, and to a lesser extent, vision net sales,
as well as improved margins in our OTC, mail-ondlearmacy and local pick-up pharmacy segments. ddisease was partially offset by an
increase in general and administrative expensB%atof net sales in the first quarter of 2008 coragdp 4% in the first quarter of 2007,
resulting from increases in professional fees prilmeelated to consulting services assisting im profitability initiatives. As a percentage of
net sales, our fulfillment, marketing and salesl tathnology and content expenses all remainetivelyaconsistent year-over-year at 10%,
7%, and 4%, respectively.

Net Loss; Cash PositionOur net loss for the thrementh period ended March 30, 2008 decreased by 88%d,.1 million, to $2.7 millio
compared to $3.8 million for the three-month pemodled April 1, 2007. We ended the first quarte2@d8 with $34.7 million in cash, cash
equivalents and marketable securities compare8&®nillion at December 30, 2007, and $38.2 millad April 1, 2007. This balance reflects
the use in the first quarter of 2008 of $5.2 millifor capital expenditures and $486,000 to repdot dbligations, offset by $3.5 million of
borrowings under our line of credit, proceeds d23%800 from the exercise of employee stock optams purchases under our employee stock
purchase plan, and $167,000 of cash generateddpamating activities.

Results of Operations

Net Sales
Three Months Ended

March 30, April 1,

2008 % Change 2007

(in thousands, except per order data)
Total net sale $120,63° 9.9%  $109,76!
Total customer orders shipp 1,58¢ 7.5% 1,47
Average net sales per orc $ 76 22% $ 74

Net sales include gross revenues from sales ofuptahd related shipping fees, net of discountspaiadision for sales returns, and other
allowances. Net sales also include consignmentcgefees earned from our arrangement with GNC dheraonsignment vendors, under
which we do not take title to the inventory andmatrestablish pricing. We record on a net basis
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consignment service fees, which constitute apprateéty 1% of total net sales in each period presemée bill orders to the customer’s credit
card or, in the case of prescriptions covered byriance, we bill the co-payment to the customegdit card and the remainder of the
prescription price to insurance. We record salgshaimaceutical products covered by insuranceesun of the amounts received from the
customer and the third party.

The year-over-year increase in total net salethi®ffirst quarter of 2008 resulted from an increéaserder volume and average net sales
per order. Order volume increased to 1.6 milliothens in the first quarter of 2008 compared to 1lilian orders in the first quarter of 2007,
primarily driven by growth in our OTC segment, aod lesser extent, growth in our local pick-uprnpiecy segment, offset by a decline in
orders from our mail-order pharmacy segment. Irfitise quarter of 2008, our average net sales pdgrancreased to $76 compared to $74 in
the first quarter of 2007, primarily driven by ieases in average net sales per order in our OT®igioth segments, and to a lesser extent,
increases in net sales per order in our local pigkend mail-order pharmacy segments. Comparecetérgt quarter of 2007, net sales in our
OTC segment increased by $8.6 million, or 15% sadgs in our vision segment increased by $1.9anillor 14%, net sales in our local picg-
pharmacy segment increased by $1.6 million, or géftially offset by a decrease in net sales inmail-order pharmacy segment of $1.2
million, or 9%. In the first quarter of 2008, rewess from repeat customers remained consistentatc®mpared to the first quarter of 2007.

OTC Net Sales

Three Months Ended

March 30,
April 1,
2008 % Change 2007
(in thousands, except per order data)
OTC net sale $64,85! 15.2% $56,26:
Segmented net sales informatis
% of total net sales from OT 53.€% 51.2%
Average net sales per orc $ 58 4.2% $ 56

The year-over-year increase in net sales in our @d@nent for the first quarter of 2008 resultednftan increase in order volume and
average net sales per order. The number of ordexsriOTC segment grew by 11% to 1.1 million in fingt quarter of 2008 compared to
1.0 million in the first quarter of 2007, primaritiriven by increased orders from both new and repestomers resulting from our increasing
active customer base and our continued effortttach new customers and improve our customer tieteand conversion. The average net
sales per order increased in the first quartel06B8Zompared to 2007, as a result of a shift imlpco mix to higher-priced products, while the
number of items per order declined slightly yeaermyear.

Vision Net Sales

Three Months Ended

March 30,
April 1,
2008 % Change 2007
(in thousands, except per order data
Vision net sale: $15,43¢ 13.€% $13,55:
Segmented net sales informatis
% of total net sales from visic 12.8% 12.2%
Average net sales per orc $ 10¢€ 12.5% $ 96

The year-ovesrear increase in net sales in our vision segmerthifirst quarter of 2008 resulted from an inse2n average net sales
order and to a lesser extent, increased order \@l{ime increase in the average net sales per watedriven primarily from a shift in product
mix to higher-priced contact lenses and an incrgatiee average number of items per order, asudtresincreased promotional offers to
encourage customers to purchase annual supplyitiggnthe number of orders in this segment inadade 143,000 in the first quarter of 2(
compared to 141,000 in the first quarter of 20@7a aesult of an increase in orders from new custem
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Mail-Order Pharmacy Net Sales

Three Months Ended

March 30,
April 1,
2008 % Change 2007
(in thousands, except per order data
Mail-order pharmacy net sal $12,28! -8.9%  $13,47¢
Segmented net sales informatis
% of total net sales from m-order pharmac 10.2% 12.2%
Average net sales per orc $ 164 21% $ 161

The year-over-year decrease in net sales in ourarder pharmacy segment for the first quarter@&resulted from a decrease in order
volume, partially offset by an increase in the agernet sales per order. The number of orderdsrséiyment decreased to 75,000 in the first
quarter of 2008 compared to 84,000 in the firstrggranf 2007, resulting from a decrease in ordessfboth new and repeat customers.
Included in net sales of our mail-order pharmagynsent in the first quarter of 2008 were wholesatiecs to one party totaling $963,000,
which increased our average net sales per ord$®yand included in net sales in the first quasfe2007 were wholesale orders to one party
totaling $614,000, which increased our averagesalets per order by $7. Excluding the wholesalergrdeverage net sales per order decreased
by $2 year-over-year, as a result of a decreapeescription sales of higher-priced brand name singgnpared to lower-priced generic
prescription drugs.

Local Pick-up Pharmacy Net Sales

Three Months Ended

March 30,
April 1,
2008 % Change 2007
(in thousands, except per order data
Local pick-up pharmacy net sali $28,06¢ 6.C%  $26,47:
Segmented net sales informatis
% of total net sales from local p-up pharmac 23.2% 24.1%
Average net sales per orc $ 10€ 0% $ 10t

The year-over-year increase in net sales in ol lpick-up pharmacy segment for the first quarfe2@08 resulted from an increase in
order volume and average net sales per order. imber of orders in this segment increased to 2@4if®the first quarter of 2008 comparec
251,000 in the first quarter of 2007, as a resiustroincrease in new and repeat customer ordeder®in this segment are driven by Rite Aid
through its marketing media, including Rite Aidrgtoeceipts, weekly Rite Aid advertising circularsd email refill reminders, and by Rite A
adding additional stores. The average net salesrger increased as a result of an increase ipribe per prescription paid for brand name
drugs, partially offset by selling a higher propamtof generic drugs, which have a lower per pilipton price.

Customer Data

Approximately 374,000 new customers placed ordarmd the first quarter of 2008, increasing ouatatustomer base to approximately
10.2 million customers since inception. Orders fi@meat customers as a percentage of total oreeraimed consistent at 76% in the first
guarter of 2008 and 2007, as a result of an inergaeur trailing 12-month active customer baseseifby a decline in orders from repeat
customers in our mail-order pharmacy segment. Adtivstomer base includes those customers who hawkgsed at least once within the last
12 months. Both the active customer base (a tepdlRrmonth number) and average annual spend fee actstomer exclude net sales and
orders generated by our CNS fulfillment relatiopshith Weil, and reflect only the activity of custers making purchases through the web
sites of drugstore.com and its subsidiaries.
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Cost of Sales and Gross Margin

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Cost of sale: $91,72: 7.8% $85,06:
Gross margin dollar $28,91¢ 17.(% $24,70:
Gross margin percenta 24.(% 22.5%

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

The year-over-year increase in cost of sales inlatesdollars in the first quarter of 2008 compat@the first quarter of 2007 resulted
from growth in order volume and net sales. Totakgrmargin percentage increased year-over-yeaittingsfrom both a favorable shift in our
product mix to higher margin OTC net sales, and kesser extent, vision net sales, and improvedimain our OTC, maibrder pharmacy at
local pick-up pharmacy segments.

Shipping
Three Months Ended
March 30,
April 1,
2008 % Change 2007
($ in thousands)
Shipping activity:
Shipping revenu $ 3,94( 4.5% $3,77(
Shipping cost: ($6,67¢ 15.2% (%5,787)
Net shipping los: ($2,739 35.1% (%$2,019)
Percentage of net sal¢
Shipping revenu 3.3% 3.4%
Shipping cost: -5.5% -5.2%
Net shipping los: -2.2% -1.8%

Our net shipping loss increased in absolute dolatsas a percentage of net sales in the firstejuair 2008 compared to the first quarter
of 2007, as a result of a higher mix of OTC ordeussich have a higher net shipping loss than orthecsir other business segments. In late
2007, we renegotiated lower contractual rates fooimlargest shipping carrier and in early 2008,implemented our zone shipping program,
which we anticipate will have a favorable impactaur net shipping loss in 2008. We include in ra¢s our revenues from shipping charge
customers and we include in cost of sales outbahipbing costs. We expect to continue to subsidipertion of customers’ shipping costs for
the foreseeable future, through certain free shippiptions, as a strategy to attract and retaitomeys.
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OTC Cost of Sales and Gross Margin

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)

OTC cost of sale $45,01: 13.5% $39,65!
Segmented cost of sales informati
OTC gross margin dolla $19,83¢ 19.2% $16,61:
OTC gross margin percenta 30.€% 29.5%

The year-over-year increase in cost of sales ifMUE segment in absolute dollars for the first tgranf 2008 resulted from increased
order volume and net sales. The year-over-yeae&ser in gross margin percentage for the first guaft2008 compared to the first quarter of
2007, resulted from improvements in product mar@irs majority of our product categories as a tesubur ongoing pricing and sourcing
profitability initiatives, and to a lesser exteatshift in product mix to higher margin productegries.

Vision Cost of Sales and Gross Margin

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Vision cost of sale $12,02¢ 14.¢% $10,49¢
Segmented cost of sales informati
Vision cost gross margin dolla $ 3,40¢ 11.5% $ 3,05¢
Vision cost gross margin percente 22.1% 22.6%

The year-over-year increase in cost of sales invisimn segment in absolute dollars for the finsader of 2008 resulted primarily from a
shift in product mix to sales of higher-cost contaases and a slight increase in order volume.yBag-over-year decrease in gross margin
percentage for the first quarter of 2008 compaodthé first quarter of 2007, resulted from increbdiscounts from promotional offers and
pricing decreases for certain products, none otkiiere material.

Mail-Order Pharmacy Cost of Sales and Gross Margin

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Mail-order pharmacy cost of sal $10,14: -10.2% $11,31¢
Segmented cost of sales informati
Mail-order pharmacy gross margin doll $ 2,13¢ -1.2% $ 2,16¢
Mail-order pharmacy gross margin percent 17.%% 16.1%

The year-over-year decrease in cost of sales imailrorder pharmacy segment in absolute dollarshe first quarter of 2008 resulted
from a decrease in order volume and net salesy@aeover-year increase in gross margin percerftagée first quarter of 2008 compared to
the first quarter of 2007, resulted from a shifsé&les mix to higher margin generic drugs compssddwer margin brand name drugs, and our
ongoing review of pricing and profitability of plmaceutical products.
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Local Pick-up Pharmacy Cost of Sales and Gross Marg

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Local pick-up pharmacy cost of sal $24,54( 4.C% $23,60:
Segmented cost of sales informati
Local pick-up gross margin dollai $ 3,62¢ 22.%% $ 2,871
Local pick-up gross margin percenta 12.€% 10.8%

The year-over-year increase in cost of sales idamal pick-up pharmacy segment in absolute doilatke first quarter of 2008 resulted
from an increase in order volume and net salesy&he-over-year increase in gross margin percerftag@e first quarter of 2008 compared to
the first quarter of 2007, resulted from sellingigher proportion of higher margin generic drugmpared to lower margin brand name drugs.

Fulfillment and Order Processing Expenses

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Fulfilment and order processing expen $12,15( 10.7% $10,97¢
Percentage of net sal 10.1% 10.(%
Fixed and variable cost informatio
Variable costt $ 8,781 6.8% $ 8,22¢
Fixed costs $ 3,36: 22.2% $ 2,75(C

Fulfilment and order processing expenses incluaggl and related expenses for personnel engagpdrchasing, fulfillment,
distribution, and customer care activities (inchglivarehouse personnel and pharmacists engageesiription verification activities),
distribution center equipment and packaging suppper-unit fulfillment fees charged by Rite Aid farescriptions ordered through the
drugstore.com website and picked up at a Rite &Aices drop-ship processing fees, credit card pgingdees, and bad debt expenses. These
expenses also include rent and depreciation retatequipment and fixtures in our distribution egrand call center facilities. Variable
fulfilment costs represent the incremental (vaeqloosts of fulfilling, processing, and deliveritige order that are variable based on sales
volume.

Variable fulfillment and order processing expenseseased by $563,000 in the first quarter of 260 pared to the first quarter of 20!
primarily as a result of an 11% increase in orddume in our OTC segment. Fixed fulfillment and@rgrocessing expenses increased by
$613,000 in the first quarter of 2008 comparedofirst quarter of 2007, primarily as a resultrafreased facility related costs of $443,000
to the addition of our inventory storage facilitythe second half of 2007, and increased consuktieg of $175,000 related to process
improvements and projects in our primary distribotfacility. Fulfillment and order processing expes as a percentage of net sales remained
consistent at 10% in the first quarter of 2008 carefd to the first quarter of 2007.
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Marketing and Sales Expenses

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Marketing and sales expen: $ 8,88¢ 9.9% $8,08¢
Percentage of net sal 7.4% 7.4%

Marketing and sales expenses include advertisipgreses, promotional expenditures, and payroll ateded expenses for personnel
engaged in marketing and merchandising activifielvertising expenses include our obligations unaggious advertising contracts.
Advertising and promotional costs were $6.3 millamd $5.5 million the first quarters of 2008 an@20respectively.

Marketing and sales expenses increased in absilitas but remained consistent as a percentagetafales in the first quarter of 2008
compared to the first quarter of 2007. The incréasbsolute dollars was due to an increase of B®0lprimarily in paid search, affiliate and
portal costs, resulting from a higher mix of paiders compared to free orders and an increaserioost per order, and public relations
expense increased by $126,000, as a result ofasedeactivities related to our prestige beautyrtessi. Marketing and sales expense per new
customer remained flat at $24 in the first quanfe2008 compared to the first quarter of 2007.

Technology and Content Expenses

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
Technology and content expen: $ 5,20z 10.2% $4,71°F
Percentage of net sal 4.2% 4.2%

Technology and content expenses consist primafihagroll and related expenses for personnel erdyagdeveloping, maintaining, and
making routine upgrades and enhancements to owsit@sbTechnology and content expenses also indhidmet access and hosting charges,
depreciation on hardware and IT structures, w8itand website content and design expenses.

Technology and content expenses increased in absidllars but remained consistent as a percemtfiget sales in the first quarter of
2008 compared to the first quarter of 2007. Theeiase in absolute dollars was primarily due togases in employee related costs of
$272,000, resulting from increased headcount, acieéases in depreciation expense of $182,000 tirggflom the completion of internally
developed software projects and the acquisitiosoftivare and computer equipment to enhance ouritestend IT infrastructure.

General and Administrative Expenses

Three Months Ended

March 30,
April 1,
2008 % Change 2007
($ in thousands)
General and administrative expen $ 5,394 14.5% $4,70¢
Percentage of net sal 4.5% 4.2%

General and administrative expenses consist ofoflaamd related expenses for executive and admétige personnel, corporate facility
expenses, professional service expenses, andgsheral corporate expenses.
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General and administrative expenses increasedtinaiisolute dollars and as a percentage of net satbe first quarter of 2008
compared to the first quarter of 2007. The increasere primarily due to an increase in professiféeaé of $905,000, related to consulting
projects focused on our profitability initiativean increase of $161,000 related to estimated weatellil sales taxes and interest incurred prior to
the unfavorable ruling on our NJ sales tax caddanch 2008, partially offset by a $300,000 decreasamployee related expenses including
stock-based compensation, which includes a reduatigosts from a non-recurring charge from thst fijuarter of 2007 of $190,000 related to
the departure of our chief financial officer and #earch for his replacement, and a reductionperese for certain stock awards being fully
amortized in the prior year.

Amortization of Intangible Assets

Three Months Ended

March 30, April 1,
2008 % Change 2007
($ in thousands)
Amortization of intangible asse $ 24t -44.€% $ 444

Amortization of intangible assets includes the daimation expense associated with assets acquirednnection with our acquisitions of
CNS and Acumins, Inc., and assets acquired in aiimmewith our agreements with Rite Aid and GNCd ather intangible assets, including a
technology license agreement, domain names, addnrarks.

The year-over-year decrease in amortization expfamdae first quarter of 2008 resulted from cartaitangible assets being fully
amortized in 2007.

Interest Income and Expense

Three Months Ended

March 30, April 1,
2008 % Change 2007
($ in thousands)
Interest income, ne $ 27¢ -38.(% $ 45C

Interest income consists of earnings on our casdh) equivalents and marketable securities, anteBitexpense consists primarily of
interest associated with capital lease and deligatibns. The year-over-year decrease in net isténeome for the first quarter of 2008 was a
result of receiving lower returns on cash, cashvedents and marketable securities balances cordgarthe first quarter of 2007.

Income Taxes

There was no provision or benefit for income tafcgghe three-month periods ended March 30, 20@BAgril 1, 2007 due to our
ongoing operating losses.

Significant Accounting Judgments

The preparation of financial statements in conftymiith U.S. generally accepted accounting priresplor GAAP, requires estimates
assumptions that affect the reported amounts eftassd liabilities, revenues and expenses, aateretlisclosures of contingent assets and
liabilities in the consolidated financial statengeahd accompanying notes. The Securities and Egeh@ommission, or SEC, has defined a
company’s critical accounting policies as the dive$ are most important to the portrayal of the pany’s financial condition and results of
operations and that require the company to makmadtst difficult and subjective judgments, oftereagsult of the need to make estimates of
matters that are inherently uncertain. Signifi@ettounting policies are included in Note 1 of comsolidated financial statements included in
Part | of our annual report on Form 10-K for thecéil year ended December 30, 2007. Although we\relihat our estimates, assumptions, and
judgments are reasonable, they are based on infiorm@aesently available. Actual results may diffegnificantly from these estimates uni
different assumptions, judgments, or conditionsaaddition, any significant unanticipated changearig of our assumptions could have a
material adverse effect on our business, finar@atlition, and results of operations.
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Off-Balance Sheet Transactions
We have not entered into any off-balance shees#@tions.

Liquidity and Capital Resources

We have incurred net losses of $764.5 million sinception. To date, we have not been profitalie, \ee may never achieve
profitability on a full-year or consistent basiseWxpect to continue to incur net losses in thersgcuarter of 2008, and possibly longer. As a
result, our stock price may decline and stockhalaeay lose all or a part of their investment in coimmon stock. From our inception through
March 30, 2008, we have financed our operationaguily through the sale of equity securities, imthg common and preferred stock, yield
net cash proceeds of $421.1 million.

Discussion of Cash Flows
The following table provides information regardiogr cash flows for the three-month periods endedchl&0, 2008 and April 1, 2007.

Three Months Ended

March 30,
April 1,
2008 $ Change 2007
(in thousands)

Cash provided by (used in) operating activi $ 167 $ 67z $ (508
Cash (used in) investing activiti $(1,52¢) $ 19 $(1,54%
Cash provided by financing activiti $ 3437 $3,151 $ 28€
Net increase (decrease) in cash and cash equis $ 2,07¢  $3,84z (1,766

Net cash provided by operating activities for theeé-month period ended March 30, 2008 was $167 &ibreflected a net loss of $2.7
million, offset by adjustments for non-cash expesnsensisting of depreciation and amortization aB3$8illion and stock-based compensation
of $2.1 million. In addition, inventories decreasd5 million, accounts receivable increased $732 #hd accounts payable, accrued expenses
and other liabilities decreased $3.0 million. Theserces and uses of cash are primarily due tarttieg of cash receipts and payments. Net
cash used in operating activities for the three-im@eriod ended April 1, 2007 was $505,000, anktcefd a net loss of $3.8 million, offset by
adjustments for non-cash expenses consisting sédigpion and amortization of $2.9 million and &dmsed compensation of $2.4 million. In
addition, inventories decreased $649,000, prepaidketing expenses and other current assets incregs568,000, accounts receivable
increased $322,000 and accounts payable, accrpethses and other liabilities decreased $1.8 millltrese sources and uses of cash are
primarily due to the timing of cash receipts angrpants.

Net cash used in investing activities for the thmeenth periods ended March 30, 2008 and April D728re primarily attributable to the
purchase of marketable securities and the aconsiti fixed assets, offset by the sales and maarif marketable securities. Cash used in
investing activities decreased slightly year-oveatyas a result of an increase in the acquisitidixed assets of $3.0 million and purchases of
marketable securities of $7.6 million offset by #ades and maturities of marketable securitiesl6f Bmillion

Net cash provided by financing activities for theeie-month period ended March 30, 2008 was ataietto borrowings under our
revolving bank line of credit of $3.5 million andogeeds received from exercises of employee stptkrs and purchases under our employee
stock purchase plan of $0.4 million, partially eff®y the repayment of debt obligations of $0.9iaril Net cash provided by financing
activities for the three-month period ended AprieQ07 was attributable to proceeds received freanases of employee stock options and
purchases under our employee stock purchase ptd. dimillion and borrowings under our revolvinghkdine of credit of $0.3 million,
partially offset by the repayment of debt obligagmf $0.7 million. Cash provided by financing wities increased year-over-year primarily as
a result of increased borrowings under our revgh\biank line of credit.

Until required for other purposes, our cash andh eaglivalents are maintained in deposit accounksginly liquid investments with
remaining maturities of 90 days or less at the tihpurchase. Our marketable securities, whichuishelcommercial paper, corporate notes, and
government and private placement bonds, are carsidort-term as they are available to fund ctimeerations.
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Liquidity Sources, Requirements and Contractual ®aRequirements and Commitments

Our principal sources of liquidity are our cashsltaquivalents, and marketable securities. Histblyicour principal liquidity
requirements have been to meet our working capitdlcapital 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 flEowsubject to substantial uncertainty for thsoea discussed in the sections entitlé&isk
Factors” in Part Il, Item 1A of this quarterly report afért I, Item 1A of our annual report on Form 10eK the year ended December 30,
2007.

In March 2008, we entered into an amended andteestoan and security agreement with our existiaugkb This agreement includes a
revolving line of credit allowing for borrowings of to $10.0 million, which accrue interest at phene rate. The revolving line of credit
matures in March 2009. The agreement allows foctrversion of up to $5.0 million of the outstargilmalance into a term loan within 60 d
of maturity. As of March 30, 2008, borrowings untleg existing line of credit totaling $5.0 milli@nd existing term loans totaling $972,222
were converted into a one term loan totaling $6il0an under the amended and restated loan andisgagreement. The term loan will be
paid in 36 monthly installments and accrues integiethe prime rate plus .50% (5.75% at March 308).

As of March 30, 2008 we did not have any futureariat noncancelable commitments to purchase gopdsrweices.

We believe that our cash and marketable secudtidgand plus our sources of cash will be sufficterfund our operations and
anticipated capital expenditures. However, anyqmtipns about our future cash needs and cash #ioevsubject to substantial uncertainty. /
result, we may need to raise additional moniesita four operating activities or for strategic flakty (if, for example, we decide to pursue
business or technology acquisitions) or if our etgiéons regarding our operations and anticipasgytal expenditures change. We have
assessed in the past, and will continue to assppsytunities for raising additional funds by sajliequity, equity-related or debt securities,
obtaining additional credit facilities, or obtaigiother means of financing for strategic reasorts durther strengthen our financial position.
We cannot be certain that additional financing Wélavailable to us on acceptable terms when redjuar at all. Furthermore, if we were to
raise additional funds through the issuance ofrétes; such securities may have rights, preferengeprivileges senior to those of the right
our common stock and our stockholders may expegiadditional dilution.

Management Outlook

For the second quarter of fiscal year 2008, weangeting net sales in the range of $118.0 miltm$122.0 million and a net loss in the
range of $2.0 million to $3.0 million.

Item 3. Quantitative and Qualitative Disclosures About MazkRisk

We have assessed our vulnerability to certain maisles, including interest rate risk associatethwmarketable securities, accounts
receivable, accounts payable, capital lease odiggtand cash and cash equivalents. Due to thétsnm nature of these investments and our
investment policies and procedures, we have deteahthat the risk associated with interest ratetdlations related to these financial
instruments is not material to us.

We have interest rate exposure arising from owarfaing facilities, which have variable rates. Thesgable interest rates are affected by
changes in short-term interest rates. We managatarest rate exposure by maintaining a consemyatébt-toequity ratio. We believe that t
effect, if any, of reasonably possible near-termnges in interest rates on our financial positiesults of operations and cash flows will not be
material. Our financing facilities expose our natréngs to changes in short-term interest rateausecinterest rates on the underlying
obligations are variable. Borrowings outstandindenthe variable interest-bearing financing faieittotaled $6.0 million at March 30, 2008,
and the highest interest rate attributable todhistanding balance was 5.75% at March 30, 20Gshakge in net earnings resulting from a
hypothetical 10% increase or decrease in intea¢gswould not be material.

We have investment risk exposure arising from ouestments in marketable securities. As of March?808, we had $14.1 million of
securities classified as “marketable securitieseé’ igularly review the carrying value of our inveshts and identify and record losses when
events and circumstances indicate that declindeifiair value of such assets below our accourtasjs are other-than-temporary.
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Iltem 4. Controls and Procedure

Under the supervision of and with the participatidrour management, including our chief executiffecer and chief financial officer, w
performed an evaluation of the effectiveness ofdisclosure controls and procedures (as defin€&lies 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended, dExichange Act). Based on that evaluation, our mamesgt, including our chief executive
officer and chief financial officer, concluded thas of March 30, 2008, our disclosure controls pratedures were effective to provide
reasonable assurance that all material informagquired to be disclosed in reports filed or subediby us under the Exchange Act is made
known to management in a timely fashion.

During the quarter ended March 30, 2008, there werehanges in our internal controls over finangglorting that have materially
affected, or are reasonably likely to materiallieaf, our internal controls over financial repogtin

The certifications required by Section 302 of tleelfanes-Oxley Act of 2002 are filed as exhibitsl3nd 31.2, respectively, in this Form
10-Q.

Changes in Internal Controls

On May 5, 2008, Thére du Pont, our Senior Vice iBezd of Operations and Chief Financial Officerigegd effective May 29, 2008, a
the Company promoted Tracy Wright to Chief Fina@défcer and Robert Potter to Chief Accounting Oéfico fill Mr. du Pont’s role as CFO.
Management has taken and is taking the necessgry &t monitor and maintain the appropriate let@ternal controls during this transition
period, and does not believe that there have begmaterial adverse impacts to our internal costoser financial reporting.
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PART Il—OTHER INFORMATION

ltem 1. Legal Proceedings

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

Item 1A.  Risk Factors
The risk factor disclosure included under Item ¥Awr Annual Report on Form 10-K for the fiscal yead December 30, 2007, filed
with the Securities and Exchange Commission on Ma#; 2008 (the “Form 10-K”) has not materially nbad other than as set forth below.
We have a history of generating significant lossasd may never be profitable.

We have incurred net losses of $764.5 million tgfoMarch 30, 2008. To date, we have not becometabté, and we may never
achieve profitability on a full-year or consistérasis. We expect to continue to incur net lossésdrsecond quarter of 2008, and possibly
longer. As a result, our stock price may decling stockholders may lose all or a part of their stagent in our common stock.

Changes in our senior management may have an adee&fect on our ability to execute our businessaségy.

Our success depends largely on the efforts andiebibf our senior management to execute our lesgsiplan. Changes in our senior
management have been, and future changes, such mspending change of chief financial officer, mas;, disruptive to our business and may
adversely affect our operations. For example, ceamy senior management positions could adverstdgtaur ability to execute our existing
business strategies or plans or cause us to agkgpslccessful business strategies or plans thanewsrirrently pursuing. Our business could
suffer as a result.

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

Item 2. Unregistered Sales of Equity Securities and UseéPobceeds

On March 10, 2008, we issued to certain consultavasfully vested warrants to purchase 50,000 shaf@ur common stock (in total,
100,000 shares) at $2.53 per share, expiring ircMa018, in conjunction with the performance of/gzrs under a consulting agreement. The
issuance of these warrants was exempt from retissirander the Securities Act of 1933, as amends@, private offering under Section 4(2
the Securities Act.

Item 3. Defaults Upon Senior Securitie:
None.

Item 4. Submission of Matters to a Vote of Security Holde
None.

Iltem 5. Other Information.
None.
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Iltem 6.

Exhibit No.

3.1

3.1a

3.2

10.1
311

31.2

32.1

32.2

Exhibits

Exhibit Description

Amended and Restated Certificate of Incorporatiodrogstore.com, inc. (incorporated by referencEshibit 3.2 to
drugstore.com, in’s Registration Statement on Fori-1 filed February 9, 2000 (Registration No. -96441)).

Certificate of Designation of Series 1 Preferredc&tof drugstore.com, inc. (incorporated by refegeto Exhibit 3.1a to
drugstore.com, in’s Quarterly Report on Form -Q for the Quarter Ended July 2, 2000 (SEC File 00£-26137)).

Amended and Restated Bylaws of drugstore.comdiaied January 7, 2005 (incorporated by referené&siibit 3.2 to
drugstore.com in’s Annual Report on Form -K for the Fiscal Year Ended January 1, 2006 (SHE 0. 00(-26137)).

Amendment to the Main agreement between drugstore.mc. and Rite Aid Corporation dated April 3003.

Certification of Dawn G. Lepore, Chairman of BoaPdesident and Chief Executive Officer of drugstoen, inc., pursuar
to Section 302 of the Sarba-Oxley Act of 2002

Certification of Eleuthére I. du Pont, Sr. Vice §ldent of Operations and Chief Financial Officedaligstore.com, inc
pursuant to Section 302 of the Sarbi-Oxley Act of 2002

Certification of Dawn G. Lepore, Chairman of Bodrdesident and Chief Executive Officer of drugstwen, inc., pursuant
to 18 U.S.C. Section 1350, as adopted pursuarédtid® 906 of the Sarbar-Oxley Act of 2002

Certification of Eleuthére I. du Pont, Sr. Vice §ldent of Operations and Chief Financial Officedaligstore.com, inc.,
pursuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbe-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
the undersigned thereunto duly authorized.

DRUGSTORE.COM, INC
(Registrant,

By: /s/ Eleuthére I. du Pol
Sr. Vice President of Operations and Chief Findr
Officer

May 9, 2008
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Exhibit 10.1
April 30, 2008

Mr. James J. Comitale

Rite Aid Corporation

30 Hunter Lane

Camp Hill, Pennsylvania 17011

Re: Rite Aid / Drugstore.com Agreement Amendment
Dear Mr. Comitale:

| am writing with regard to amending Section 15f5h@ Main Agreement between Rite Aid CorporatitRite Aid”) and drugstore.com
(“drugstore.com”) dated June 17, 1999 (the “Agreetf)eSection 15.5 provides that the Agreement atltomatically be extended for
successive one year periods unless either pargsdhe other party written notice not later tioae year and 30 days prior to the expiration of
the Term of the Agreement.

As we have previously discussed, both Rite Aid dndjstore.com wish to defer the deadline for wmittetification of nonrenewal under
section 15.5 by two months. Accordingly, by signithg acknowledgement below on Rite Aid’s behalé, plarties will agree to amend only
section 15.5 of the Agreement to read as follows:

15.5 Unless either party gives the other partyteminotice not later than eleven (11) months gadhe expiration of the initial ten year
Term that it does wish to extend the Term, the Terlinautomatically be extended for successive pear periods. Any additional one
year term will automatically be extended for susogsone year periods. Any additional one year tefthautomatically be renewed
unless either party gives the other party writtetiae to the contrary not later than thirty (30yslgrior to the expiration of the then
current term.

Neither party intends this amendment of sectio® b5the Agreement to in any way modify any othent of the Agreement or the Pharmi
Supply and Services Agreement between Rite Aiddrngstore.com, also dated June 17, 1999. If thegfiing meets with your approval,
please countersign this letter agreement belowetudn an original to me.

Sincerely,

/s/Yukio Morikubo
Yukio Morikubo
drugstore.com, inc

Agreed and accepte
RITE AID CORPORATION
/s/James J. Comita

Name James J. Comita
Title: Vice President & Assistal Date April 30, 2008




Exhibit 31.1
CERTIFICATION

I, Dawn G. Lepore, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of drugstore.com, inc

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter that has materiallycéf@, or is reasonably likely to materially affebte registrans internal control ove
financial reporting; an

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimrernal control over financial

reporting, to the registre’s auditors and the audit committee of the regi¢'s board of director:

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

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

/s/ Dawn G. Lepor
President, Chief Executive Officer, a
Chairman of the Boar

May 9, 2008



Exhibit 31.2
CERTIFICATIONS

[, Eleuthére I. du Pont, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of drugstore.com, inc

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter that has materiallycéf@, or is reasonably likely to materially affebte registrans internal control ove
financial reporting; an

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimrernal control over financial

reporting, to the registre’s auditors and the audit committee of the regi¢'s board of director:

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

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

/sl Eleuthére |. du Poi
Sr. Vice President of Operations and Chief Findncia
Officer

May 9, 2008



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 endingrgh 30, 2008, as filed with the
Securities and Exchange Commission on the dat®hg@he “Report”),|, Dawn G. Lepore, President, Chief Executive Gffiand Chairman
the Board of the Company, certify, pursuant to 18.0. 8 1350, as adopted pursuant to §906 of tHeaBas-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

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

/s/ Dawn G. Lepor
President, Chief Executive Officer, and Chairmathef
Board

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

May 9, 2008



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 endingrgh 30, 2008, as filed with the
Securities and Exchange Commission on the datehg@he “Report”), |, Eleuthére I. du Pont, Senitice President of Operations and Chief
Financial Officer, certify, pursuant to 18 U.S.C1350, as adopted pursuant to 8906 of the Sarb@ries Act of 2002, that:

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

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

/sl Eleuthére |. du Poi
Sr. Vice President of Operations and Chief Findncia
Officer

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

May 9, 200¢



