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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 27, 2009

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 chaer)

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

411 108" Avenue NE, Suite 1400, Bellevue, Washingt®8004

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

Indicate by check mark whether the registrant lsnstted electronically and posted on its corpo¥&b site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of thiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such file¥es O No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See the definition of “largeaderated filer,” “accelerated filer” and “smalleaporting company” in Rule 12b-2 of the
Exchange Act. (Check one):

Large Accelerated file O Accelerated filel

Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar [

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

As of October 30, 2009, the registrant had 100,Z22Bshares 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 Nine Months Ended
September 27, September 28, September 27, September 28,
2009 2008 2009 2008

Net sales $ 96,81f $ 87,82 $ 29547: $ 272,63
Costs and expense

Cost of sale: 68,40¢ 62,70¢ 210,72. 196,57

Fulfillment and order processit 11,07¢ 10,96¢ 32,97¢ 32,91«

Marketing and sale 8,85¢ 7,92¢ 27,424 24,49

Technology and conte! 6,242 6,00¢ 18,231 16,94¢

General and administrati 3,82¢ 4,86: 11,40: 15,15¢

Amortization of intangible asse 28 20€ 44¢ 661

Total costs and expens 98,43( 92,68: 301,20 286,74(

Operating los! (1,615 (4,859 (5,739 (14,109
Interest income (expense), | (19 137 38 51€
Loss from continuing operatiol (1,639 (4,722 (5,700 (13,585
Gain from discontinued operations, net of — 1,10:% 5,94¢ 5,00¢
Net income (loss $ (1,639 $ (3,619 $ 24€ $ (8,57¢)
Basic and diluted loss from continuing operatioas share $ (0.02) $ (0.0) $ (0.0€) $ (0.19
Basic and diluted gain from discontinued operatipeisshart $ 0.0C $ 0.01 $ 0.0¢ $ 0.0t
Basic and diluted net income (loss) per st $ (0.02) $ (0.09) $ 0.0C $ (0.09)
Weighted average shares outstant 96,932,74 96,515,73 99,000,72 96,462,25

See accompanying notes to consolidated financitdsients.

1
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DRUGSTORE.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

September 27
December 2€

2009
(unaudited) 2008
Assets
Current asset:
Cash and cash equivalel $ 21,34¢ $ 25,19
Marketable securitie 16,01 12,997
Accounts receivable, net of allowanc 10,92: 9,10¢
Inventories 32,46% 32,70«
Other current asse 2,78: 2,12¢
Assets of discontinued operatic — 5,95¢
Total current asse 83,53! 88,08¢
Fixed assets, ni 24,81( 28,30¢
Other intangible assets, r 3,42¢ 3,731
Goodwill 32,20: 32,20:
Other lon¢-term asset 21¢ 222
Total asset $ 144,18t $ 152,54¢
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 31,05¢ $ 31,20¢
Accrued compensatic 4,20: 4,41¢
Accrued marketing expens 4,49 4,63(
Other current liabilitie: 1,427 4,56(
Current portion of lon-term debt obligation 431 2,99¢
Liabilities of discontinued operatiol — 5,94¢
Total current liabilities 41,60" 53,75¢
Long-term debt obligations, less current port 3,021 2,567
Deferred income taxe 95¢ 952
Other lon¢-term liabilities 1,15¢ 1,071
Commitments and contingenci
Stockholder' equity:
Preferred stock, $.0001 par value, 10,000,000 steuthorized, no shares issued and outstal — —
Common stock, $.0001 par value, stated at amowidisip: 250,000,000 shares authorized, 99,993,377
and 96,547,079 shares issued, 99,887,958 and 96/@utstandin 867,26( 864,28
Treasury stock, 105,419 and no shares issued dsathnding (151) —
Accumulated other comprehensive income (li (53 57
Accumulated defici (769,609 (770,139
Total stockholder equity 97,44¢ 94,20(
Total liabilities and stockholde’ equity $ 144,18t $ 152,54

See accompanying notes to consolidated financgdsients.

2



Table of Contents

DRUGSTORE.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Operating Activities:
Net income (loss
Less gain from discontinued operatic

Loss from continuing operatiol

Adjustments to reconcile net income (loss) to reshcprovided by

operating activities

Depreciatior

Amortization of intangible asse

Stocl-based compensatic

Other
Changes in
Accounts receivabl
Inventories
Other asset
Accounts payable, accrued expenses and otheritied
Net cash provided by (used in) continuing operat
Net cash provided by discontinued operati
Net cash provided by operating activit
Investing Activities:
Purchases of marketable securi
Sales and maturities of marketable secur
Purchases of fixed asst
Proceeds from the sale of discontinued opera
Purchase of intangible ass
Net cash used in (provided by) investing activi
Financing Activities:
Proceeds from exercise of stock options and emplsy@ck

purchase pla

Proceeds from line of crec
Purchase of treasury sto
Principal payments on capital leases and term dddigations
Net cash (used in) provided by financing activi
Net (decrease) increase 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

Three Months Ended

Nine Months Ended

September 27

2009
$ (1,639

(1,63

3,211
28
1,41z
37

(142)
(2,167)
284

(24¢)
782

788

(1,98%)
1,40(
(2,119

(2,709

3
2,98¢

(3,755
(766)
(2,687)
24,03

$ 21,34

$ 73
$ 55

September 2€ September 27 September 2€
2008 2009 2008

$ (3,619 $ 24¢€ $ (8,576
1,102 5,94¢ 5,00¢
(4,722 (5,700 (13,58
3,04: 9,487 7,89¢
20€ 44¢ 661
1,84¢ 3,501 5,77¢
(28) (15) (43
96 (1,819 1y
107 237 49¢
(337) (65E5) 45¢
(970) (3,887) (2,919
(759) 1,60: (1,262)
2,66¢ — 7,56¢
1,907 1,60: 6,307
(7,777 (13,139 (43,116
15,60¢ 10,04¢ 49,70¢
(2,947) (5,817 (11,069

— 5,94¢ —

— (145) —
4,887 (3,100) (4,475
10z 97 52k
1,50( 2,98¢ 5,00(

— (151) —
(2,339 (5,286) (3,557)
(737) (2,354 1,96¢
6,057 (3,85)) 3,80(
16,31¢ 25,197 18,57:
$ 22,37 $  21,34¢ $ 22,37
$ 89 $ 187 $ 471
$ 98 $ 192 $ 38¢

See accompanying notes to consolidated financgdsients.

3
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DRUGSTORE.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Description of the Business

drugstore.com, inc. (drugstore.com) is a leadinmermprovider of health, beauty, vision, and phatynproducts. We offer health,
beauty, household, and other non-prescription prsdand prescription medications through our wekedbcated atvww.drugstore.comie
also offer prestige beauty products through our steke located atww.beauty.confwhich is also accessible through the drugstore.com
website); contact lenses through our wholly owndakgliary Vision Direct Inc. (Vision Direct), thrgh web stores located at
www.visiondirect.comwww.lensmart.com, wwwensworld.com andwww.lensquest.coffvhich are also accessible through the
drugstore.com website); customized nutritional $eiment programs through our wholly owned subsidi@ystom Nutrition Services, Inc.
(CNS); and sexual well-being products through oabwtore located atww.sexualwellbeing.comNe also offer health and beauty products
throughwww.riteaidonlinestore.comand non-prescription products offered through dtedealth Solutions, Inc.’s (Medco) web store
located atvww.medcohealthstore.can®ur products are also available toll-free byphblene at 1-800-DRUGSTORE and 1-800-
VISIONDIRECT. On September 3, 2008, we entered ant@mended and restated main agreement with Rit€@érporation and certain of
its affiliates (Rite Aid) whereby we transferredRae Aid the rights to our local pickp pharmacy business, which includes prescriptdils
sold online through the drugstore.com web stoth@mRite Aid online store and picked up by custaarRite Aid stores. As a result of this
agreement, our local pick-up pharmacy segmenfpisrted as discontinued operations in the cons@dlfihancial statements for all periods
presented. Accordingly, we now manage our busimegsee segments: over-the-counter (OTC), visamt mail-order pharmacy. See Note 5
for additional information.

2. Basis of Presentation and Principles of Consolidion

We have prepared the accompanying consolidateddiabstatements in conformity with U.S. generaltcepted accounting principles
(GAAP) and the rules and regulations of the Seiegriatnd Exchange Commission for interim finanaéglarting. These consolidated financial
statements are unaudited but, in our opinion, ohelall adjustments, consisting of normal recuradgistments and accruals, necessary for a
fair presentation of the consolidated balance shet&dtements of operations, and statements offlcagh for the periods presented. Operating
results for the periods presented are not necéssaticative of future results for the 2009 fisgadar ending January 3, 2010 or any other
interim period, due to seasonal and other facWieshave derived the consolidated balance shedtlsog@mber 28, 2008 from audited
financial statements as of that date, but we hagkided certain information and footnotes requitgdSAAP for complete financial
statements. You should read these consolidateddialbstatements in conjunction with the auditedsmiidated financial statements and
accompanying notes included in our annual repoftanm 10-K for the fiscal year ended December 2882

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

We operate using a 52/53-week retail calendar yeittr,each of the fiscal quarters in a 52-weekdis@ar representing a 13-week
period. Fiscal year 2009 is a 53-week year, withfturth quarter of 2009 representing a 14-weelogeand fiscal years 2008 and 2007 were
52-week years.

3. Significant Accounting Policies
Estimates and Assumptions

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

Fair Value of Financial Instruments

GAAP has established a fair value hierarchy thatripizes the inputs used to measure fair values filerarchy gives the highest priority
to unadjusted quoted prices in active marketsdentical assets or liabilities (Level 1 measuremant the lowest priority to unobservable
inputs (Level 3 measurement). This hierarchy regguantities to maximize the use of observable sxpot minimize the use of unobservable
inputs. The three levels of inputs used to meafairealue are as follows:

Level 1 Inputs are unadjusted quoted prices in active nisufoe identical assets or liabilities that we héwe ability to access at
the measurement da

Level Z Inputs include unadjusted quoted prices in actiaekets for similar assets or liabilities, unadjdstgioted prices for
identical or similar assets or liabilities in matk¢hat are not active, or inputs other than quetézks that are observable
for the asset or liability

Level Z Inputs for the asset or liability are unobservdhiereflect our assumptions that market participavtuld use in pricing
the asset or liability

The carrying value approximates the fair valueaibfinancial instruments that we do not measuraiatvalue on the balance sheet,
including accounts receivable and debt, due tskoet-maturities of the instruments. See Note Gfeummary of our assets that we measure
at fair value.

Treasury Stock
We account for treasury stock under the cost mestmadinclude treasury stock as a component of btidkrs’ equity.

Subsequent Events

We have evaluated subsequent events and transafiopotential recognition or disclosure in theafincial statements through
November 6, 2009, the day the financial stateme&pte issued

Recently Issued Accounting Standards

From time to time, new accounting pronouncemeregssaued by the Financial Accounting Standards @@&ASB) or other standard
setting bodies that are adopted by us as of thefsggkeffective date. Unless otherwise discussed management believes that the impact of
recently issued standards that are not yet effeetill not have a material impact on our consokddfinancial statements upon adoption.

In October 2009, the FASB issued Accounting Stassl&ipdate, 2009-13, Revenue Recognition (Topic:@@8)tiple Deliverable
Revenue Arrangemer— A Consensus of the FASB Emerging Issues Taslk Hdris update provides application guidance on wrethe
multiple deliverables exist, how the deliverableedd be separated and how the consideration st@uidlocated to one or more units of
accounting. This update establishes a selling fieerchy for determining the selling price ofaiderable. The selling price used for each
deliverable will be based on vendor-specific objecevidence, if available, third-party evidenceehdor-specific objective evidence is not
available, or estimated selling price if neithender-specific or third-party evidence is availafiibis guidance will be effective prospectively
for revenue arrangements entered into or matemadiglified in fiscal years beginning on or after durdb, 2010; however, earlier applicatiol
permitted. We do not anticipate that this updatéwive a material impact on our consolidated foiahstatements.

Recently Adopted New Accounting Standards

In June 2009, the FASB issued Accounting Standdpttate No. 2009-1, Topic 105—Generally AccepteddArting Principles—
amendments based on—Statement of Financial Acaguftiandards No. 168-Fhe FASB Accounting Standards Codificafidn  and the
Hierarchy of Generally Accepted Accounting Prineg, which establishes the FASB Standards Codificai@dification) as the source of
authorative GAAP recognized by the FASB to be agabby nongovernment entities. On the effective dathis reporting standard, the
Codification supersedes all then-existing non-SE€banting and reporting standards. This statensegtféctive for financial statements
issued for interim and annual periods ending &egstember 15, 2009. The adoption of the Codificatiiol not have any material impact on
our consolidated financial statements, but didciffiee disclosure of accounting literature refeemnevhich were conformed to the
Codification.

In April 2009, the FASB issued new guidance to megdisclosures about the fair value of finanamdtiuments for interim reporting
periods. We adopted the provisions of this guiddoc¢he quarter ended June 28, 2009. The adoptisuited in increased disclosures related
to the fair value of our debt obligations.



Table of Contents

DRUGSTORE.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

In April 2009, the FASB issued additional guidamcedetermining the fair value when the volume anetl of activity for the asset or
liability has significantly decreased. We adopteel provisions of this guidance for the quarter enilene 28, 2009. The adoption did not h
a material effect on our consolidated financialesteents

In April 2009, the FASB issued new guidance onregnition of other-than-temporary impairmentsnwestments in debt securities,
as well as financial statement presentation antadisre requirements for other-than-temporary impants of investments in debt and equity
securities. We adopted the provisions of this guigafor the quarter ended June 28, 2009. The adogid not have a material effect on our
consolidated financial statements.

In May 2009, the FASB issued new guidance on suleggevents, which establishes general standarascolinting for the disclosure
of events that occur after the balance sheet ddtbdore financial statements are issued. We adapie provisions of this guidance for the
guarter ended June 28, 2009. The adoption didanat b material effect on our consolidated finansialements.

In June 2008, the FASB issued new guidance thefiekthe determination of whether an instrumamtgn embedded feature) is
indexed to an entity’s own stock, which would gfyatis a scope exception under guidance relatedrtain contracts involving an entity’s
own equity. We adopted the provisions of this gnaaon the first day of our fiscal year 2009 andrupdoption, we reclassified $285,000
from stockholders’ equity to a long-term liabiligdditionally, we adjust the fair value of the wants subject to this guidance to fair market
value at the end of each reporting period. Fotlihee-and nine-month periods ended September 2B, 2& recorded additional stock
compensation of $74,000 and $213,000, respectivelgted to the increase in the fair value of theaeants.

In June 2008, the FASB issued new guidance whatflesthat unvested share-based payment awardmtitatn nonforfeitable rights to
dividends or dividend equivalents (whether paidigpaid) are participating securities and shalliztuded in the computation of basic
earnings per share (EPS) pursuant to the two-otetisod. All prior-period EPS data presented shatdjusted retrospectively (including
interim financial statements, summaries of earniagd selected financial data) to conform to thevjsions of this guidance. We adopted the
provisions of this guidance on the first day of Gscal year 2009, which affects our basic EPSuat®ons beginning in the first quarter of
2009, but does not affect prior period financiakeinents, as no restricted stock awards were adistaprior to our fiscal year 2009.

4. Net Income (Loss) Per Share

We compute net income (loss) per share using tbectass method. We compute basic net income (fmms$hare by dividing net
income (loss) by the weighted-average number afeshautstanding during the applicable period, idiclg outstanding participating
securities. Participating securities include regtd stock awards as holders of these securitiesrditled to receive non-forfeitable dividends
prior to vesting at the same rate as holders otoarmon stock. Because we had a net loss for tke-filmonth period ended September 27,
2009, none of the loss was allocated to the ppeiitig securities. We compute diluted earningsspare using the weighted-average number
of shares determined for the basic net income)(je=isshare computation plus the dilutive effect@imon stock equivalents using the
treasury stock method.

The following table sets forth the weighted averslgares outstanding:

Three Months Ended Nine Months Ended
September 27 September 28 September 27 September 28
2009 2008 2009 2008
Common stocl 96,932,74 96,515,73 96,886,18 96,462,25
Non-vested restricted stoc — — 2,114,53! —

96,932,74 96,515,73 99,000,72 96,462,25

We excluded the following shares from the calcolatf diluted net income (loss) per share becausie inclusion would have been
anti-dilutive:

Three Months Ended Nine Months Ended
September 27 September 28 September 27 September 28

2009 2008 2009 2008
Stock Option: 17,856,78 17,836,69 17,856,78 17,836,69
Warrants 400,00( 900,00( 400,00( 900,00(
Non-Vested Restricted Stoc 2,114,53! — — —

20,371,32 18,736,69 18,256,78 18,736,69
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DRUGSTORE.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

5. Discontinued Operations

On September 3, 2008, we entered into an amenderkeatated main agreement with Rite Aid wherebytrarsferred to Rite Aid the
rights to our local pick-up pharmacy business (LRAdich includes prescription refills sold onliredugh the drugstore.com web store or the
Rite Aid online store and picked up by customemRit Aid stores, in exchange for $9.9 million,gai ten monthly installments beginning
September 2008. We recorded the purchase pricelefeaed gain that we recognized over the ten-moahtractual payment period ending
in June 2009. Additionally, Rite Aid pays drugstomam ongoing marketing service fees for the comtihmarketing of Rite Aid’s LPU
offering on the drugstore.com site during the tefrthe agreement, which continues for two yeargsskextended for another year by either
party. We consider the marketing service fees tmélieect cash inflows of our discontinued LPU segty as the fees earned are not a
significant source of ongoing future revenue.

The gain from the sale of the discontinued openatiwas $9.9 million, $4.0 million of which we recozed in fiscal 2008. During the
three-and nine-month periods ended September 2B, 2 recognized $0 and $5.9 million, respectivefithe gain from the sale of the
discontinued operations. We have classified theltesf operations of our LPU segment as discoetihoperations in the accompanying
consolidated statements of operations for all grjgresented.

Following is the results of operations of our LRégisent that we have classified as discontinuedatipes.

Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 2¢
2009 2008 2009 2008

Net sales $ — $ 22,31 $ — $ 80,92
Cost of sale: — 19,28¢ — 70,45¢
Fulfillment and order processit — 897 — 3,28t
Marketing and sale — 382 — 1,52
Income from discontinued operatia — 1,744 — 5,65(

Gain (loss) from sale of discontinued operati — (641 5,94¢ (6417)
Gain from discontinued operatio $ = $  1,10% $  5,94¢€ $  5,00¢
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DRUGSTORE.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)
6. Cash, Cash Equivalents and Marketable Securities

As of September 27, 2009 and December 28, 2008&;aslr, cash equivalents, and marketable secugiti@srily consisted of cash,
money market funds, commercial paper, governmegn@gsecurities, and corporate notes and bondsad#ament determines the appropi
classification of marketable securities at the tohpurchase and reevaluates such designationeecbfbalance sheet date. The evaluation
includes our view that our investments in debt g&es are available to support current operatamd therefore classified as a current asset.
We determine cost of securities sold using theifpedentification method.

The following table summarizes, by major securjye, our cash, cash equivalents, and marketableiges (in thousands):

September 27, 2009

Gross
Unrealized
Gross

Unrealized Holding
Amortized Cost Holding Gains Losses(1) Fair Value
Cash and money market fun $  21,34¢ $ — $ — $21,34¢
Cash and cash equivalel 21,34¢ — — 21,34¢
U.S. government agency obligatic 10,69¢ 55 — 10,74¢
Corporate notes and bonds 1,661 3 — 1,66/
Commercial pape 3,60( — — 3,60(
Marketable securities (¢ 15,95¢ 58 — 16,01:
Total cash, cash equivalents and marketable sies $ 37,30 $ 58 $ — $37,35¢

(1) As of September 27, 2009, there were no investsnwhere the cost and fair value had loss paositid/e evaluated the nature of our
investments, credit worthiness of the issuer, Aedduration of any impairments to determine if #recthan-temporary decline in fair
value had occurres

(2) Corporate notes and bonds include investmentsriporate institutions. No single issuer represarsignificant portion of the total
corporate notes and bonds portfo

(3) We consider marketable securities to be avigifdr-sale, and they have contractual maturiteddhat are within one year of
September 27, 200

December 28, 2008

Gross
Unrealized
Gross

Unrealized Holding
Amortized Cost Holding Gains Losses Fair Value
Cash and money market fun $ 21,60 $ — $ — $21,60:
Commercial pape 3,59¢ 1 — 3,59¢
Cash and cash equivalel 25,19¢ 1 — 25,197
U.S. government agency obligatic 9,46: 11¢€ — 9,58(
Corporate notes and bon 2,50¢ 12 — 2,517
Commercial pape 89¢ 2 — 90C
Marketable securitie 12,86¢ 132 — 12,99°
Total cash, cash equivalents and marketable sies $ 38,06 $ 132 $ — $38,19¢
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DRUGSTORE.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

The following tables summarizes, by major secusipe, our assets that we measure at fair valuerenuaring basis and categorize
using the fair value hierarchy (in thousands):

September 27, 2009

Level 1 Level 2 Level 3 Total
Estimated Estimated Estimated Estimated
Cash Fair Value Fair Value Fair Value Fair Value
Cash $12,84¢ $ — $ — $ — $12,84¢
Money market funds (1 — 8,50( — — 8,50(
Commercial paper (¢ — — 3,60( — 3,60(
U.S. government agency obligations — — 10,74¢ — 10,74¢
Corporate notes and bonds — — 1,66/ — 1,66/
$12,84¢ $ 8,50C $16,011 $ — $37,35¢

December 28, 2008
Level 1 Level 2 Level 3 Total

Estimated Estimated Estimated Estimated

Cash Fair Value Fair Value Fair Value Fair Value

Cash $18,80° $ — $ — $ — $18,80"
Money market funds (1 — 2,79¢ — — 2,792
Commercial paper (% — — 4,49¢ — 4,49¢
U.S. government agency obligations — — 9,58( — 9,58(
Corporate notes and bonds — — 2,517 — 2,517
$18,80° $ 2,794 $16,590 $ — $38,19¢

(1) Included in cash and cash equivalents in the cateteld balance sheets. We determined fair valusscban quoted market price

(2) Included in marketable securities in the coigstéd balance sheets. We determined fair valuedbas observable market prices in less
active markets or quoted market prices for sinmilatruments

(3) Included in cash and cash equivalents in tmsalidated balance sheets if the investment haatarity of three months or less from the
date of purchase or included in marketable seesrifithe investment has a maturity in excess mfettmonths from the date of purche
We determined fair values based on observable marioes in less active markets or quoted markieeprfor similar instrument:

7. Stockholders’ Equity
1999 Employee Stock Purchase Plan

Under the terms of our 1999 Employee Stock PurcR#se as amended (1999 ESPP), eligible employadd purchase common stc
for a purchase price equal to 85% of the fair miavladuie of our common stock on the first or last,dahichever is less, of the applicable six-
month purchase period, which periods end in JanaiadyJuly of each year, except in 2009, when thieggended in June upon the expiration
of the 1999 ESPP. During the nine-month period drifigptember 27, 2009, employees purchased 10678@8ssof our common stock under
the 1999 ESPP in exchange for approximately $94,D0€ing the ninenonth period ended September 28, 2008, employeebamed 92,04
shares of our common stock under the 1999 ESPichmage for approximately $189,000. We did not vettee 1999 Employee Stock
Purchase Plan when it expired.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

Stock Option Activity

Compensation cost for all stock-based awards isuared at fair value on date of grant and recogmitibcompensation over the service
period for awards expected to vest. The fair valugtock options is based on the estimated graetfda value method using the Black-
Scholes valuation model. The fair value of restdicstock is determined based on the number of sigaamted and the quoted price of our
common stock. Such value is recognized as experesetite service period, net of estimated forfeguresing the straight-line method. The
estimation of stock awards that will ultimately vesquires judgment, and to the extent actual tesulupdated estimates differ from our
current estimates, we will record such amounts @asaulative adjustment in the period estimatesewised. We consider many factors when
estimating expected forfeitures, including typeswards, employee class, and historical experiehctal results and future estimates may
differ substantially from our current estimates.

The following table summarizes our stock option\atgt

Qutstanding Options

Weighted- Weighted-
Average Average
Exercise Remaining
Number of Price per Contractual
Shares Share Term

Outstanding at December 28, 2( 16,706,54 $ 3.2¢
Options grante 1,645,05! $ 1.4¢
Options exercise (2,159 $ 1.4¢
Options forfeitec (492,667 $ 5.3t
Outstanding at September 27, 2( 17,856,78 $ 3.07

Vested and expected to vest at September 27, 15,005,55 $ 3.1¢ 6.2¢

Exercisable at September 27, 2( 13,638,28 $ 3.2t 6.05

On October 2, 2009, we granted approximately 2IBamishares of stock appreciation rights to empkgyat a weighted average
exercise price of $2.28.

Restricted Stock Activity
The following table summarizes our restricted stactivity:

Grant Date
Number of

Shares Fair Value

Outstanding at December 28, 2( — $ —
Awards grantel 3,339,14! $ 0.87
Awards release (442,000) $ 0.7¢€
Awards forfeitec (1,500 $ 1.4:
Outstanding at September 27, 2( 2,895,64! $ 0.8¢

On October 2, 2009, we granted approximately 31®d@res of restricted stock to employees at & degte fair value of $2.28.

Stock-Based Compensation Expense

The following table summarizes stock-based comp@rshy operating function recorded in the Statetmef Operations (in
thousands):

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2€
2009 2008 2009 2008

Fulfillment and order processir $ 134 $ 152 $ 34¢ $ 44C
Marketing and sale 38¢ 41€ 1,03¢ 1,14¢
Technology and contel 292 32¢ 75€ 93C
General and administrati\ 603 952 1,35¢ 3,26(
Total $ 1,412 $ 1,84¢ $ 3,501 $ 5,77¢
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

8. Line of Credit and Debt Obligations

In March 2009, we entered into a loan and secagrgement with our existing bank. This agreemesitides a revolving two-year line
of credit allowing for borrowings up to $25.0 milli, which accrue interest at the higher of prime pus 0.50% (3.75% at September 27,
2009), or 4.50% for general corporate purposedydtg short-term working capital needs, and tafice certain potential acquisitions,
should we elect to pursue any in the future. Theement allows for the conversion of up to $15.0ioni of the outstanding balance into a
term loan, payable in 36 monthly installments dfgipal and interest at a rate equal to the greztéa) the prime rate plus 0.50% or
(b) 4.50%. Advances available under the revolving bf credit are limited, based on eligible invayt accounts receivable, and cash and
investment balances, and balances outstanding vodexisting term loan. In the third quarter 0D20we paid off the existing term loan and
borrowed approximately $3.0 million on the revolyiime of credit under this facility, which was standing as of September 27, 2009. In
addition, availability under the line of credit wasluced by a $541,000 letter of credit we provittedur landlord. Accordingly, the available
borrowings under the line of credit were approxieha$21.5 million at September 27, 2009. The agesdroontains certain covenants that
customary in transactions of this nature, includirgrohibition on other debt and liens, requirerseagarding the payment of taxes, and
certain restrictions on mergers and acquisitiamggstments, and transactions with our affiliatesyall as certain financial covenants related
to our cash and cash equivalents and our freeflmghwhich we were in compliance with as of Seplbem27, 2009. The agreement identi
certain events of default that are customary famgactions of this nature and subject to materipfibvisions and grace periods where
appropriate, including failure to pay any principalinterest under this facility or other instrurteewvhen due, the occurrence of a material
adverse change, violations of any covenants, ariabteoss-default to our other debt, or a charnfgepatrol. As of September 27, 2009, none
of these events had occurred.

Our current and long-term debt obligations tota335 million and $5.6 million as of September 2009 and December 28, 2008,
respectively, are stated at fair value based owcuhent rate offered for similar instruments.

9. Commitments and Contingencies
Legal Proceedings

Class Action Laddering LitigationA consolidated amended complaint, which is nogvdahperative complaint, was filed on April 19,
2002 in the U.S. District Court for the Southerrstiict of New York. It names drugstore.com as a&ddént, along with the underwriters and
certain of our present and former officers andaoes (the Individual Defendants), in connectiothvaur July 27, 1999 initial public offering
and March 15, 2000 secondary offering (together Qffferings). The suit purports to be a class adiled on behalf of purchasers of our
common stock during the period July 28, 1999 todbaer 6, 2000.

In general, the complaint alleges that the prospast through which we conducted the Offerings weaterially false and misleading
because they failed to disclose, among other thihgs (i) the underwriters of the Offerings alldbehad solicited and received excessive and
undisclosed commissions from certain investorscxehange for which the underwriters allocated tesehimvestors material portions of the
restricted number of shares issued in connectidim tive Offerings and (ii) the underwriters allegedhtered into agreements with customers
whereby the underwriters agreed to allocate drugsiom 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 complaint ess@rations of various sections of
Securities Act of 1933, as amended, and the SasuEixchange Act of 1934, as amended. The actieksstamages in an unspecified amc
and other relief. The action is being coordinatéith @pproximately 300 other nearly identical actidired against other companies or their
present and former officers and directors.

On October 9, 2002, the District Court dismissealitidividual Defendants from the case without piaja. On December 5, 2006, the
U.S. Court of Appeals for the Second Circuit vadaalecision by the District Court granting clasgitication in six of the coordinated cas
which are intended to serve as test, or “focussésaThe plaintiffs selected these six cases, wdachot include us. On April 6, 2007, the
Second Circuit denied a petition for rehearingdfibey plaintiffs, but noted that plaintiffs couldkathe District Court to certify more narrow
classes than those that were rejected.

The parties in the approximately 300 coordinatesksaincluding drugstore.com, the underwriter dddats in its class action lawsuit,
and the plaintiff class in its class action lawstgached a settlement. The insurers for the isdefendants in the coordinated cases will make
the settlement payment on behalf of the issuectding drugstore.com. The thirty day deadlinepgpeal the final approval order will start to
run when the judgment is filed. The judgment hasyeb been filed. A group of three objectors héedfia petition to the Second Circuit
seeking permission to appeal the District Couitialfapproval order on the basis that the settlérolass is broader than the class previously
rejected by the Second Circuit in its Decemberd®62order vacating the District Court’s order dgitig classes in the focus cases. Plaintiffs
have filed an opposition to the petition. Two netiof appeal to the Second Circuit have been fijedifferent groups of objectors.

Due to the inherent uncertainties of litigation, eanot accurately predict the ultimate outcomthisf matter. We are unable to estirr
the potential damages that might be awarded idgpeal is successful and we were found liableethevse a material limitation with respect
to our insurance coverage, or the amount awardee teeexceed our insurance coverage. Becauseatuilitl, if any, cannot be reasonably
estimated, no amounts have been accrued for thitemAn adverse outcome in this matter could reweaterial adverse effect on ¢



financial position and results of operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
(unaudited)

1-800 Contacts LitigationOn February 26, 2008, 1-800 Contacts, Inc. (1-860tacts) filed an action against us and our slidosi
Vision Direct alleging direct and contributory teadark infringement and dilution under federal atadeslaw, unfair competition, intentional
interference with economic relations, and unjustoliment. One day later, on February 27, 2008, @ B0ntacts filed a separate action
against Vision Direct alleging breach of a 2004lsatent agreement between Vision Direct and 1-806t&xts. In both actions, 1-800
Contacts was seeking monetary damages as weljuasiive relief. We agreed to mediate the disputé 4800 Contacts and on May 8,
2009, we reached an agreement with 1-800 Contaatptovides, without admission of wrongdoing abllity, for a one-time payment of
$475,000 from Vision Direct, Inc. to 1-800 Contaatsl mutual releases of all claims that have beeowdd have been brought. The
settlement was included in the statement of operatin the first quarter of 2009.

State Sales Tax Claimg$n 2002, we received an arbitrary assessmenta@om the state of New Jersey for past saleduaxfrom
fiscal years 2000 and 2001, based on its best atiof sales revenue numbers during those petiodidarch 2003, we filed an appeal with
the Tax Court of New Jersey, based on the factttieastate of New Jersey was pursuing its claincifipally against one of our consolidated
subsidiaries that was not a retailing entity irt §tate. On February 19, 2008, we were informeith@fdecision by the Tax Court of New
Jersey against us. On April 23, 2009, we reachedaution with the State of New Jersey, regardialgs and use taxes owed by us for the
years 2000 to 2008. We paid an aggregate of appedgly $1.7 million based on two assessments fes smd use tax, interest, and pena
for 2000 through February 22, 2008, in full satisian of our obligations for use taxes for thosarnge We had previously accrued $2.9 mil
for this liability, of which $1.2 million was reveed and recognized in the statement of operatiotigifirst quarter of 2009.

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

10. Segment Information

We have three reporting segments: over-the-co(@&e€c€), vision, and maibrder pharmacy. The OTC segment is comprised ofakhe
and related costs of selling all non-prescriptiealth, beauty, personal care, household, and ptieeucts. Our vision segment is comprised
of sales and the related costs of selling contattds and other contact lens supplies throughVBitect. The mail-order pharmacy segment
is comprised of sales and the related costs ahggirescription drugs and supplies through thgstore.com web store for mail-order
delivery. On September 3, 2008, we entered intaraended and restated main agreement with Rite Awteby we transferred to Rite Aid
the rights to our LPU business, which includes @ripson refills sold online through the drugst@@n web store or the Rite Aid online store
and picked up by customers at Rite Aid stores. Aesalt of this agreement, we have excluded our EBPgiment from the following segment
information and reported it as discontinued operetiin the consolidated financial statements flopatiods presented. We operate and
evaluate our business segments based on contrimiogin results. We define contribution margimassales attributable to a segment, less
the direct cost of these sales and the increméraahble) costs of fulfilling, processing, andigieting the order (labor, packaging supplies,
credit card fees, and royalty costs that are viriabsed on sales volume).

The information presented below for these segnisnigormation our chief operating decision makase to manage our business,
make operating decisions, and evaluate operatirfgrpgance.

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2€
2009 2008 2009 2008
(in thousands)

OTC:
Net sales $  71,34¢ $ 61,22 $ 214,73 $ 190,98!
Cost of sale: 48,70z 41,85¢ 147,31¢ 131,97(
Variable order costs (i 6,541 5,67 19,36 17,51°
Contribution margin (b $ 16,10¢ $ 13,68¢ $ 48,05¢ $ 41,50«
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DRUGSTORE.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

(unaudited)
Three Months Ended Nine Months Ended
September 27 September 28 September 27 September 2€
2009 2008 2009 2008
(in thousands)

Vision:
Net sales $ 17,227 $ 15,57¢ $ 52,24¢ $ 46,86
Cost of sale: 13,23t 11,88¢ 40,18 36,15¢
Variable order costs (i 78E 74E 2,34¢ 2,23¢
Contribution margin (b $ 3,207 $  2,94¢€ $ 9,714 $  8,4r¢
Mail-Order Pharmacy:
Net sales $ 8,23¢ $ 11,02: $ 28,48 $ 34,78¢
Cost of sale: 6,471 8,96: 23,21¢ 28,44¢
Variable order costs ( 681 904 2,05¢€ 2,731
Contribution margin (b $ 1,08 $ 115¢ $ 3,21 $  3,60¢
Consolidated:
Net sales $ 96,81t $ 87,82! $ 295,47 $ 272,63
Cost of sale: 68,40¢ 62,70¢ 210,72. 196,57
Variable order costs ( 8,007 7,32¢€ 23,76 22,48
Consolidated contribution margin ( $ 20,40( $ 17,78¢ $ 60,98/ $ 53,58t¢
Less:
Fixed fulfillment and order processing | $ 3,241 $ 3,661 $  9,59( $ 10,50¢
Marketing and sales (t 8,68( 7,91( 27,04t 24,41¢
Technology and contel 6,24z 6,00¢ 18,23 16,94¢
General and administratiy 3,82¢ 4,862 11,401 15,15¢
Amortization of intangible asse 28 20€ 44¢ 661
Operating los: $ (1,61 $ (4,859 $ (5,739 $ (14,10)

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

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

(c) These amounts include all fixed costs of fulfillmand order processing that are not discernableusiness segmet

(d) These amounts exclude variable partnershige@loyalty expenses of $174,000 and $19,000 fothtee-month periods ended
September 27, 2009 and September 28, 2008, resggctind $379,000 and $75,000 for the nine-moetipds ended September 27,
2009 and September 28, 2008, respecti\
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

You should read the following discussion and arialiysconjunction with the financial statements aedompanying notes included
elsewhere in this quarterly report and in our ahmefgort on Form 10-K for the fiscal year ended &maber 28, 2008.

Special Note Regarding Forward-Looking Statements

This quarterly report on Form 10-Q includes forwblrdking statements within the meaning of the ReV@ecurities Litigation Reform
Act of 1995 based on our expectations, estimatdparjections as of the date of this filing. Actuasults may differ materially from those
expressed in forward-looking statements. All staets made in this quarterly report other than states of historical fact, including
statements regarding our future financial and dperal performance, sources of liquidity and futligeidity needs, are forward-looking.
Words such as “anticipates,” “believes,” “continfi¢sould,” “expects,” “focus,” “intends,” “may,” butlook,” “plan,” “project,” “remains,”
“should,” “targets,” “will,” “would,” and similar &pressions or any variation of such expressioresirdended to identify forward-looking
statements. Forward-looking statements are basedroant expectations, and are not guaranteesuffperformance and involve
assumptions, risks, and uncertainties. Actual perdmce may differ materially from those containedplied in such forward-looking
statements. Risks and uncertainties that couldteadch differences could include, among othergsi effects of changes in the economy;
changes in consumer spending and consumer trdadidtions in the stock market; changes affedtirginternet, online retailing, and
advertising; difficulties establishing our brandddsuilding a critical mass of customers; the unjmtadbility of future revenues, expenses, and
potential fluctuations in revenues and operatirsylts; risks related to business combinations #nadiegjic alliances; possible tax liabilities
relating to the collection of sales tax; the lesketompetition; seasonality; the timing and sucadssxpansion efforts; changes in senior
management; risks related to systems interruptimalsdisruptions in service by shipping carrierssille changes in governmental
regulation; changes in price of fuel used in tl@s$portation of packaging or other energy prodyxctsjarily natural gas and electricity; and
the ability to manage a growing business. Thesmifadescribed in this paragraph and other riskisuatertainties that could cause our actual
results to differ significantly from managementgectations are discussed in the sections entiResk Factors* in Part Il, ltem 1A of this
quarterly report and Part I, Item 1A of our anmegdort on Form 10-K for the fiscal year ended Delsen®8, 2008. You should not rely on a
forward4ooking statement as representing our views asipidate other than the date on which we made #iersent. We expressly discla
any intent or obligation to update any forward-lmakstatement after the date on which we make it.

Overview

drugstore.com, inc. is a leading online provideheélth, beauty, vision, and pharmacy productsbélieve that we offer a better way
for consumers to shop for these products througtweb stores, including those located on the Irteatwww.drugstore.com,
www.beauty.com, www.sexualwellbeing.com, www.dtgdinestore.com, www.medcohealthstore.com, wwandgect.com,
www.lensmart.com, www.lensworld.camdwww.lensquest.com

Business Segments; Growth Stratedi®¥e.operate our business in three business segnosmetsthe-counter (OTC); vision; and mail-
order pharmacy.

. OTC. Our OTC segment includes all non-prescriptiordpads sold online through our web storesratv.drugstore.com,
www.beauty.comwww.sexualwellbeing.copwww.riteaidonlinestore.comwww.medcohealthstore.com, www.visiondirect.com,
www.lensmart.com, www.lensworld.camdwww.lensquest.coror over the telephone at 1-800-DRUGSTORE or 1-800-
VISIONDIRECT, including nutritional supplements ddhrough our subsidiary Custom Nutrition Servidas,, or CNS. In
addition, through our subsidiary CNS, we are thdwesive online distributor of nutritional supplentgmograms for Dr. Barry
Sears atvww.ZoneDiet.corand The Pritikin Longevity Center & Spawaivw. Pritikin.com. In addition, we act as the exclusive
fulfillment provider for customized nutritional splgments sold throughww.DrWeilVitaminAdvisor.com, www.DrWeil.coamd
other Dr. Weilrelated websites. We source our OTC products frarious manufacturers and distributors. We alsoasblertising
on our primary OTC sitesww.drugstore.comOur business strategy is to offer our customeavia selection of health, beauty,
personal care, household, and other products gpetiine prices and a superior online shopping erpee. We are able to offel
significantly broader assortment of products, wgthater depth in each product category, than tamak-mortar drugstores, and
provide a broad array of interactive tools andiinfation on our websites to help consumers makerirgd purchasing decisions.
We believe leveraging our strong capabilities itetnet marketing, merchandising, fulfillment, andtomer care in the health,
beauty, and wellness arena will be a key growthedrior our OTC segment. In the fourth quarter @2, to accelerate our OTC
growth, we are focusing on the continued develogrotaur partnerships with Medco Health Solutioing, and Rite Aid
Corporation, launching microsites, suchnasw.sexualwellbeing.corrthat allow us to better target specific custonvéth tailored
marketing programs, by offering a larger assortnoémiche specific SKUs and product content, ardrimational market
expansion
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. Vision. The vision segment includes contact lenses $otdigh our wholly owned subsidiary Vision DirectlfVision Direct),
through web stores locatedvavw.visiondirect.com, www.lensmart.com, www.lentvoom, andwww.lensquest.comor over
the telephone at 1-800-VISIONDIRECT. We purchasecomtact lens inventory directly from various meaaturers and other
distributors. In the fourth quarter of 2009, welwintinue to focus on balancing customer acquoisitiith net margin in order to
maximize our profits

. Mail-Order Pharmacy Our mail-order pharmacy segment includes preserigirugs and supplies, other than prescriptiantat
lenses, sold online through the pharmacy sectighefirugstore.com web store or over the teleplaoedelivered to customers
through our mail-order facility. We procure our geaption inventory through Rite Aid Corporationgast of our ongoing
relationship. We market to both cash-paying andrausce-covered individuals, and we also servetasdrparty provider of mail-
order prescription fulfillment services for pharmdmenefit managers, or PBMs. We sell over 5,508giption drugs, including
many specialty drugs for the treatment of chrowieditions such as cancer, HIV, and multiple sclisrashich are not carried by
brick-and-mortar pharmacies and require speciatiliragor service. In this segment, we focus ourkating efforts directly on
consumers online and through doctors to maximipgtr in our cash prescription and specialty phagniassiness. In addition to
the sale of prescription drugs, we sell advertisingur website to monetize the large volume ofjueivisitors per month
researching drugs and other healthcare contenidqadwn the site. In the fourth quarter of 2009,amécipate that our mail-order
pharmacy segment revenues will decline due todbe ¢f one of our PBM customers as a result @dtgiisition in late 2008, but
anticipate our ye-over-year contribution margin as a percentage of revevilleontinue to improve

Discontinued Operation®n September 3, 2008, we entered into an amenderkatated main agreement with Rite Aid whereby we
transferred to Rite Aid the rights to our localkpigp pharmacy business (LPU), which includes pipson refills sold online through the
drugstore.com web store or the Rite Aid onlineestond picked up by customers at Rite Aid storesxaghange for $9.9 million, paid in ten
monthly installments beginning in September 2008. "torded the purchase price as a deferred gatinvihrecognized over the ten-month
contractual payment period ending in June 2009.thdtally, Rite Aid pays drugstore.com ongoing netilg service fees for the continued
marketing of Rite Aid’s LPU offering on the drugstacom site during the term of the agreement, wbaritinues for two years unless
extended for another year by either party. We amrghe marketing service fees to be indirect aafédws of our discontinued LPU segme
as the fees earned are not a significant souroegging future revenue. We have classified theltesfioperations of our LPU segment as
discontinued operations in the consolidated finalrgtiatements and Management’s Discussion and 8isady Financial Condition and
Results of Operations for all periods presented.

RevenuesWe generate revenue primarily from product safeb shipping fees. For the third quarter of 2008 r@ported consolidated
total net sales of $96.8 million, which reflecte30 million, or 10%, increase over the third deeof 2008. For the nine-month period
ended September 27, 2009, we reported consolideteshles of $295.5 million, which reflected a $2aillion, or 8%, increase over the
nine-month period ended September 28, 2008. Ousates growth was driven by a 15% year-over-yeaease in our total order volume for
the third quarter of 2009, to 1.5 million ordersda 11% year-over-year increase in total ordeumel for the nine-month period ended
September 27, 2009, to 4.4 million orders. Our agemet sales per order decreased to $67 for itdeqgiharter of 2009, compared to $69 in
the third quarter of 2008, and decreased to $6&®nine-month period ended September 27, 2009ared to $69 for the nine-month
period ended September 28, 2008, primarily dueltevar mix of mail-order pharmacy net sales antdginsdecrease in our OTC segment
average net sales per order. Our revenues ben#fit@dstrong growth in our OTC segment, which gs@ar-over-year net sales by 17% for
the third quarter of 2009 and 12% for the nine-rhgrgriod ended September 27, 2009, and benefibad year-over-year growth in our
vision segment of 11% for the third quarter of 26@@ 12% for the nine-month period ended Septe@be2009. Our net sales in our mail-
order pharmacy segment decreased year-over-yezb%yand 18%, respectively, in the third quarter trednine-month period ended
September 27, 2009, primarily resulting from theslof one of our PBM partners in the fourth quanfe2008.

Expenses Our operating expenses, including cost of gootts, slecreased as a percentage of net sales to ibO@fs third quarter and
nine-month period ended September 27, 2009, frodf4lid the third quarter of 2008 and 105% in theeaironth period ended September
2008. During the third quarter and nine-month pgeaded September 27, 2009 our overall cost of geoltl as a percentage of net sales
decreased year-over-year by 70 and 80 basis poasisectively, primarily due to a favorable shiftiigher margin OTC sales, as well as
improved margins in our OTC segment. For the thirdrter and nine-month period ended September@B, Ddur year-over-year fulfillment
and order processing expenses as a percentagesslas were lower by 110 and 90 basis pointsgtsely, resulting from a reduction in
our per order labor fulfilment cost as a resulbaf increased efficiencies in our primary disttibn facility, and to a lesser extent, reduced
consulting expenses related to process improveprejects. General and administrative expensespascentage of net sales were also lower
yearover-year by 160 basis points for the third quaofe2009 and 170 basis points for the nine-momttiqal ended September 27, 2009
primarily resulting from costs spread over a higlemenue base, a reduction in stdi@sed compensation, a net benefit of $725,00Qzezhin
the first quarter of 2009 from legal settlements] a reduction in professional fees related prilp&oi consulting projects focused on our
profitability initiatives in the prior year, partig offset by increases in certain employee relaepenses. Technology and content expenses
were lower year-over- year by 40 basis points psraentage of net sales in the third quarter oB2@6ad were flat year-over-year as a
percentage of
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net sales in the nine-month period ended Septe&hHer009 driven by costs spread over a higher tevdase, partially offset by an increase
in depreciation expense resulting from the compitetif internally developed software projects areldbquisition of software and computer
equipment to enhance our websites and IT infratracThese decreases were offset by a year-owriyerease in marketing and sales
expense as a percentage of net sales for thegqihénder and nine-month period ended SeptemberQDB &sulting primarily from increased
order volume.

Net Income (Loss); Cash Positio@ur net loss for the third quarter of 2009 deseeidby 55% or $2.0 million to $1.6 million, compdgre
to $3.6 million in the third quarter of 2008, arat the nine-month period ended September 27, 26682dsed 103% to net income of
$246,000 compared to a net loss of $8.6 milliotheanine-month period ended September 28, 2008Mled the third quarter of 2009 with
$37.4 million in cash, cash equivalents, and maitietsecurities, compared to $38.2 million at Ddoen28, 2008, and $33.4 million at
September 28, 2008. This balance primarily refleath proceeds of $5.9 million from the sale ofaliginued operations, cash provided by
operating activities from continuing operations amtontinued operations of $1.6 million, procefrdm borrowings on our line of credit of
$3.0 million, partially offset by cash used for tapexpenditures of $5.8 million, and $5.3 milliamrepay debt obligations.

Results of Operations
Customer Data

We shipped approximately 412,000 and 1.2 milliow egestomer orders, inclusive of our strategic penthips, during the third quarter
and the nine-months ended September 27, 2009 asiageour total customer base to approximately ddillion customers since inception.
The number of active customers in the nine-montfodeended September 27, 2009 increased to appabeiyn2.9 million, an increase of
14% from approximately 2.5 million active customershe nine-month period ended September 28, 208@ers from repeat customers as a
percentage of total orders decreased year-overiyehe third quarter and nine-month period endegt&nber 27, 2009 to 71% from 73% in
the third quarter of 2008 and nine-month periodeeh8eptember 28, 2008, primarily as a result gfaeahse in repeat orders in our nuadel
pharmacy segment due to the loss of one of our BBithers in the fourth quarter of 2008. Active oustér base includes those customers
who have purchased at least once within the lashd2ths and the number of customer orders inclondesand repeat orders made through
the drugstore.com web store and the web storesrafubsidiaries, orders generated through the/&R@eand Medco online stores, orders
generated through the Beauty.com Amazon marketptamborders generated through our fulfillment agrent with Weil.

Net Sales
Three Months Ended Nine Months Ended
September 27 September 26 September 27 September 2€
2009 % Change 2008 2009 % Change 2008
(in thousands, except per order data) (in thousands, except per order data)

Total net sale $ 96,81t 10.2% $ 87,820 $ 29547: 84% $ 272,63
Total customer orders shipp 1,45¢€ 14.€% 1,27(C 4,37: 11.2% 3,93
Average net sales per orc $ 67 2% 3 69 $ 68 -14% 3 69

Net sales include gross revenues from sales ofugtpdhipping fees, service fees, and advertistngnmues, net of discounts and
provision for sales returns, and other allowanbks.sales also include consignment service fegwddrom our arrangements with certain
partners, under which we do not take title to theentory and do not establish pricing. We recor@g ot basis consignment service fees,
which constitute approximately 1% of total net sdleeach period presented. We bill orders to thstamer’s credit card or, in the case of
prescriptions covered by insurance, we bill thgpagment to the customer’s credit card and the nedeaiof the prescription price to
insurance. We record sales of pharmaceutical pteduwwered by insurance as the sum of the amoeogésved from the customer and the
third party insurer.

Total net sales increased year-over-year for tind uarter and the nine-month period ended Septe@b, 2009 as a result of an
increase in order volume, partially offset by ardase in the average net sales per order. Ordemeoincreased year-over-year for the third
quarter and nine-month period ended September@B @rimarily from an 18% and 14% increase in agderour OTC segment,
respectively, and to a lesser extent, a 6% increaselers in our vision segment. These order emes were partially offset by a 25% and
24% year-over-year decrease in orders in our mdiéropharmacy segment for the third quarter and-nionth period ended September 27,
2009, respectively. The average net sales per detgeased year-over-year in the third quartemamelmonth period ended September 27,
2009 resulting primarily from a lower mix of maiteer pharmacy orders and a decrease in the aveedgales per order in our OTC
segment, partially offset by an increase in theaye net sales per order in our vision segmenteRes from repeat customers decreased
yearover-year to 77% of net sales for the third quaated ninemonth period ended September 27, 2009, comparé@%oin the third quarte
and nine-month period ended September 28, 2008r@sult of a year-over-year decrease in the aearagsales per order from repeat
customers and a decrease in the percentage ot @pleas to new orders.
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OTC Net Sales

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
(in thousands, except per order data) (in thousands, except per order data)
OTC net sale $ 71,34¢ 16.5% $ 61,22! $ 214,73 12.4% $ 190,98!
Percentage of total net sales from C 73.71% 69.7% 72.1% 70.(%
Average net sales per orc $ 57 7% % 58 $ 57 1.7% % 58

Net sales in our OTC segment increased year-owar{ge the third quarter and nine-months endedeepér 27, 2009 as a result of an
increase in order volume, partially offset by ardase in average net sales per order. The numtoederfs in our OTC segment grew by 18%
to 1.3 million in the third quarter of 2009, comedito 1.1 million in the third quarter of 2008, agréw by 14% to 3.8 million in the nine-
months ended September 27, 2009, compared to 8i@min the nine-months ended September 28, 2688lting from increased orders
from both new and repeat customers as a resulirahoreasing active customer base, orders gemettateugh our partnerships with Medco
and Rite Aid, and our continued efforts to imprewstomer retention and conversion. The year-ovar-glecrease in the average net sales pe
order in our OTC segment in the third quarter aingimonths ended September 27, 2009 resulted frdeti@ease in shipping revenue as
customers are taking advantage of free shippirgy®#nd not choosing expedited shipping methodssased discounts driven by
promotional activity, and a slight decrease inrthenber of units per order, partially offset by #tsh product mix to higher priced items.

Vision Net Sales

Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 28
2009 % Change 2008 2009 % Change 2008
(in thousands, except per order data) (in thousands, except per order data)
Vision net sale: $ 17,22 10.6% $ 15,57¢ $ 52,24¢ 11.5% $ 46,86¢
Percentage of total net sales from vis 17.8% 17.7% 17.7% 17.2%
Average net sales per orc $ 11¢ 3% $ 114 $ 117 54 $ 111

Net sales in our vision segment increased year-pear for the third quarter and nine-months endeat&nber 27, 2009 as a result of
increases in both order volume and average net pateorder. The number of orders in our visiomsay grew by 7% to 146,000 in the third
quarter of 2009, compared to 137,000 in the thirdrter of 2008, and grew by 6% to 448,000 in tmefnhonths ended September 27, 2009,
compared to 423,000 in the nine-months ended Séyate8, 2008, resulting from increased orders fomtth new and repeat customers
driven primarily by increased promotional offerfi€Tyear-over-year increase in average net salesrger was driven primarily by customers
making larger quantity purchases, price increasesdrtain SKUs (none of which were individually texéal), and selling highepriced newe
technology contact lenses, partially offset by éased use of discount and promotional offers bycastomers.

Mail-Order Pharmacy Net Sales

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
(in thousands, except per order data) (in thousands, except per order data)
Mail-order pharmacy net sal $ 8,23¢ -25.2% $ 11,02 $ 28,48 -18.1% $ 34,78¢
Percentage of total net sales from
mail-order pharmac 8.5% 12.€% 9.€6% 12.€%

Average net sales per orc $ 162 1.2%  $ 161 $ 174 7% % 162

Net sales in our mail-order pharmacy segment deetkgear-over-year in the third quarter and the-nionths ended September 27,
2009 as a result of a decrease in order voluméapwioffset by an increase in average net satgopder. Included in net sales of our mail-
order pharmacy segment for the third quarter o®208re wholesale orders to two different parti¢aliog $471,000, which increased our
average net sales per order by $11, and for thet djiarter of 2008 there were wholesale orders/tofarties totaling $216,000, which
increased our average net sales per order by &Rded in net sales of our mail-order pharmacy ssgrfor the nine-month period ended
September 27, 2009 were wholesale orders to thifeeeht parties totaling $4.0 million, which in@®ed our average net sales per order by
$25, and for the nine-month period ended Septe@2®e2008 were wholesale orders to three differantigs totaling $1.5 million, which
increased our average net sales per order by $tudirng the wholesale orders, the year-over-yearane net sales per order for the third
guarter and nine-month period ended September@@B @ecreased
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by $7, as a result of the loss of one of our PBMras in the fourth quarter of 2008, which hadghér average net sales per order, a
decrease in the number of prescriptions per oed&t,an increase in customers purchasing a 30-gyscompared to a 90-day supply. The
number of orders in this segment decreased 25%oyearyear to 51,000 for the third quarter of 20€@npared to 68,000 for the third
quarter of 2008, and also decreased 24% year-aartp 164,000 for the nine-month period endedeeper 27, 2009, compared to 215,000
for the nine-month period ended September 28, 2808 result of a decrease in orders from new grehteustomers due to our declining
active customer base and the loss of the PBM pairirte fourth quarter of 2008.

Cost of Sales and Gross Margin

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) (% in thousands)
Cost of sale: $ 68,40¢ 9.1% $ 62,70¢ $ 210,72: 72% $ 196,57(
Gross profit dollar: $ 28,407 13.1% $ 25,11t $ 84,74¢ 11.4% $ 76,06¢
Gross margin percenta 29.2% 28.6% 28.1% 27.%

Cost of sales consists primarily of the cost ofdoiats sold to our customers, including allowanceshrinkage and damaged, slow-
moving, and expired inventory, outbound and inbosimigping costs, and expenses related to promatioventory included in shipments to
customers. We net against cost of sales paymeattsvthreceive from vendors in connection with vadupurchases or rebate allowances and
payment discount terms.

Total cost of sales increased year-over-year iolatesdollars for the third quarter and nimenth period ended September 27, 2009
result of growth in order volume and net salesalfgtoss margin percentage increased year-overfgedre third quarter and nine-month
period ended September 27, 2009 primarily as dtreSa larger proportion of net sales in our OT&gment, which is our highest-margin
segment, and improved gross margins in our OTCRdhail segments.

Shipping
Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Shipping activity:
Shipping revenu $ 3,43 -31%  $ 3,54 $ 10,47¢ -85% $ 11,44
Shipping cost: $ (6,769 4.2% $ (6,499 $ (20,646 4.2% $ (19,810
Net shipping los: $ (3,33) 12.9% $ (2,959 $ (10,170 21.5% $ (8,369
Percentage of net sal
Shipping revenu 3.5% 4.(% 3.5% 4.2%
Shipping cost: -7.C% -7.4% -7.C% -7.3%
Net shipping los: -3.4% -3.4% -3.4% -3.1%

We include in net sales our revenues from shipphayges to customers, and we include in cost essalitbound shipping costs. Our
net shipping loss increased year-over-year in absalollars but remained consistent as a percefaget sales in the third quarter of 2009,
and increased year-over-year in both absolute adiad as a percentage of net sales in the nin¢hrpeniod ended September 27, 2009, as a
result of a decrease in shipping revenue resultorg an increase in the number of customers usewy $hipping offers, a reduced number of
customers choosing expedited shipping methods&r brders, and the elimination of surchargesAIBO/FPO and Alaska and Hawaii
orders, combined with an increase in shipping cestslting from a greater proportion of OTC ordevkjch have a higher shipping cost than
orders in our other business segments, partialebby a decrease in our cost per order resuitorg a decrease in fuel surcharges from our
largest shipping carrier and technology improvememade at our primary distribution center. We expecontinue to subsidize a portion of
customers’ shipping costs for the foreseeable éytilirough certain free shipping options, as degjsato attract and retain customers.
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OTC Cost of Sales and Gross Margin

Three Months Ended

Nine Months Ended

September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) (% in thousands)
OTC cost of sale $ 48,70 16.4% $ 41,85¢ $ 147,31¢ 11.6% $ 131,97(
OTC gross profit dollar $ 22,64 165% $ 19,36¢ $ 67,41¢ 142% $ 59,01¢
OTC gross margin percenta 31.7% 31.€% 31.4% 30.%

Cost of sales in our OTC segment increased yearymar in absolute dollars for the third quarted ame-month period ended
September 27, 2009 as a result of increased oddieme and net sales. The year-oyeatr increase in gross margin percentage in tigisent
for the third quarter and nine-month period endept&mber 27, 2009 resulted primarily from improvateén product margins in a majority
of our product categories as a result of our ongpiicing and sourcing initiatives and better téegepromotional efforts, partially offset by

higher customer use of discount offers.

Vision Cost of Sales and Gross Margin

Three Months Ended

Nine Months Ended

September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Vision cost of sale $ 13,23t 11.% $ 11,88¢ $ 40,18’ 11.2% $ 36,15¢
Vision gross profit dollar $ 3,99 82% $ 3,691 $ 12,06 126% $ 10,71
Vision gross margin percenta 23.2% 23.1% 23.1% 22.%%

Cost of sales in our vision segment increased gear-year in absolute dollars for the third quaged nine-month period ended
September 27, 2009 as a result of increased oddieme and net sales. The year-oyear decrease in gross margin percentage in these
for the third quarter of 2009 resulted primarilgrir increased promotional offers to drive largerrdity orders and attract new customers,
partially offset by improvements in product margassa result of pricing and sourcing changes (mdrehich were individually material), ai
the year-over-year increase in gross margin peaigenn this segment for the nine-month period erg@kgutember 27, 2009 resulted primarily

from improvements in product margins, partiallyseff by increased promotional offers.

Mail-Order Pharmacy Cost of Sales and Gross Margin

Three Months Ended

Nine Months Ended

September 27 September 28

September 27 September 28

2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Mail-order pharmacy cost of sal $ 6,471 27.8% $ 8,967 $ 23,21¢ -18.4% $  28,44¢
Mail-order pharmacy gross profit dolle $ 1,76¢ -141%  $ 2,05¢ $  5,26¢ -16.5% $ 6,34
Mail-order pharmacy gross margin percent 21.5% 18.7% 18.5% 18.2%

Cost of sales in our mail-order pharmacy segmecitedesed year-over-year in absolute dollars fothihvd quarter and nine-month
period ended September 27, 2009, primarily aswtresdecrease in order volume and net sales.yEhe-over-year increase in gross margin

percentage in this segment in the third quart@080 resulted primarily from services with no asatal cost of sales provided to a wholesale

customer and improved margins as a result of ogoing review of pricing and profitability, and tlgear-over-year increase in the nine-
month period ended September 27, 2009 resultecaptinimproved margins as a result of our ongoiegew of pricing and profitability of

pharmaceutical products, partially offset by loweargin wholesale order



Fulfillment and Order Processing Expenses

Three Months Ended Nine Months Ended
September 27 September 28 September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)

Fulfillment and order processing expen $ 11,07« 1.(% $ 10,96¢ $ 32,97¢ 0.2% $ 32,91«
Percentage of net sal 11.4% 12.5% 11.2% 12.1%
Fixed and variable cost informatiol
Variable cost: $ 7,83 72% $ 7,307 $ 23,38¢ 44% $ 22,40¢
Fixed costs $ 3,241 -115% $ 3,661 $ 9,59( -8.7% $ 10,50¢
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Fulfillment and order processing expenses inclumeqil and related expenses for personnel engagpdrichasing, fulfillment,
distribution, and customer care activities (inchglivarehouse personnel and pharmacists engageesioription verification activities),
distribution center equipment and packaging supptieedit card processing fees, and bad debt egpefibese expenses also include rent anc
depreciation related to equipment and fixturesundistribution centers and call center facilityariéble fulfillment costs represent the
incremental (variable) costs of fulfilling, process and delivering the order that are variablesbaen sales volume.

Variable fulfillment and order processing expeniseseased year-over-year in absolute dollars irthird quarter and nineronth periot
ended September 27, 2009 primarily as a resulh d886 and 14% increase in order volume in our Od@rent, respectively. Fixed
fulfillment and order processing expenses decregsadover-year in the third quarter of 2009 priiiyeas a result of a decrease in consulting
fees of approximately $300,000 related to procegsavement projects and a decrease in facilittedlaosts of approximately $90,000.
Fixed fulfillment and order processing expenseseised year-over-year in the nine-month period ésdgtember 27, 2009 primarily as a
result of a decrease in consulting fees of appratety $940,000 related to process improvement pigja decrease in facility related
operating costs of $175,000, and a decrease ik-S@wed compensation of $92,000, partially offseincreased depreciation expense of
$328,000 related to equipment and software pursh&ssfillment and order processing expenses as@ptage of net sales improved year-
over-year by 110 basis points in the third quasfe2009 and 90 basis points in the nine-month geeiaded September 27, 2009, primarily
driven by a reduction in our labor fulfillment cqstr order as a result of our increased efficienitieour primary distribution facility, and to a
lesser extent, reduced consulting expenses.

Marketing and Sales Expenses

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Marketing and sales expen: $ 8,85 11.7% $  7,92¢ $ 27,42« 12.(% $ 24,49
Percentage of net sal 9.1% 9.C% 9.2% 9.C%

Marketing and sales expenses include advertisipgreses, promotional expenditures, web analyticstowtb design, and payroll and
related expenses for personnel engaged in markatidgnerchandising activities. Advertising expensekide our obligations under various
advertising contracts. In addition, marketing aals expense include royalty expenses relatedrtaitc®f our partnerships of $174,000 and
$379,000 for the third quarter and nine-month pkanded September 27, 2009, respectively, and @0%0d $75,000 for the third quarter
and nine-month period ended September 28, 2008 ctgely. Advertising and promotional costs foe third quarter and nine-month period
ended September 27, 2009 were $6.3 million and5%t@llion, respectively, and advertising and proimaél costs for the third quarter and
nine-month period ended September 28, 2008 weferfillion and $16.6 million, respectively.

Marketing and sales expenses increased year-oeemp¢h in absolute dollars and as a percentagetafales in the third quarter and
nine-month period ended September 27, 2009 priyndtié to an increase in paid search, affiliate, @ortal costs, resulting from an increase
in order volume and growth in new customer ordamnsl, increased royalty payments generated from atngrships. Marketing and sales
expense per new customer decreased in the thirtequé 2009 to $21.50 compared to $24 in the thirdrter of 2008 and decreased to $:
the nine-month period ended September 27, 2009 amddo $24 in the nine-month period ended Septe@$)e2008 as a result of an
increase in new customers primarily driven by cantperships with Medco Health Solutions, Inc. ariig Rid Corporation.

Technology and Content Expenses

Three Months Ended Nine Months Ended
September 27 September 28 September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Technology and content expen: $ 6,24: 3% $ 6,00¢ $ 18,23 7€% $ 16,94¢
Percentage of net sal 6.4% 6.8% 6.2% 6.2%

Technology and content expenses consist primafibagroll and related expenses for personnel erdjagdeveloping, maintaining, a
making routine upgrades and improvements to oussiteh Technology and content expenses also indhidmet access and hosting
charges, depreciation on hardware and IT structutdiies, and website content and design expgnse

Technology and content expenses increasadgver-year in absolute dollars but declined psraentage of net sales in the third quarter
of 2009, and increased year-over-year in absoloftard but remained consistent as a percentagetfates in the nine-month period ended
September 27, 2009 primarily resulting from an é&ase in depreciation expense related to the coimplet internally developed software
projects and the acquisition of software and competiuipment to enhance our websites and IT imfretstre.
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General and Administrative Expenses

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 28
2009 % Change 2008 2009 % Change 2008
($ in thousands) (% in thousands)
General and administrative expen $ 3,824 -21.%% $ 4,86 $ 11,40: -24.&% $ 15,15¢
Percentage of net sal 3.2% 5.5% 3.2% 5.6%

General and administrative expenses consist offlaymd related expenses for executive and admatigé personnel, corporate facil
expenses, professional service expenses, andggtheral corporate expenses.

General and administrative expenses decreasedyealear in absolute dollars and as a percenthgetsales in the third quarter of
2009 resulting from a reduction in professionakfe€$517,000, a reduction in stock-based compmmseaf $349,000, a reduction in
insurance and tax expense of $235,000 and a dedreasrporate expenses of approximately $65,080igy offset by increases in certain
employee related costs. General and administrakipenses decreased ye&er year in absolute dollars and as a percenthget@ales in th
nine-month period ended September 27, 2009 regditim a reduction in stock-based compensationmesgef $1.9 million, a reduction in
professional fees of $1.2 million, a net benefi$@25,000 realized in the first quarter of 2009vfrihe resolution of our New Jersey sales tax
case and settlement with 1-800 Contacts, a deche@ssurance expense of $246,000, and a decreaxber corporate expenses of
approximately $354,000, partially offset by certaiareases in employee-related expenses.

Amortization of Intangible Assets

Three Months Ended Nine Months Ended
September 27 September 2€ September 2€
September 27,
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Amortization of intangible asse $ 28 -86.4% $ 206 % 44¢ -32.1% % 661

Amortization of intangible assets includes the dipation expense associated with assets acquiredninection with our acquisitions
CNS and Acumins, Inc., and assets acquired in adimmewith our agreement with GNC, and other infhlegassets, including a technology
license agreement, domain names, and trademark®e first half of 2009, we acquired $75,000 otaier intellectual property, trademarks,
and other intangibles associated with a custonmittdusiness, $59,000 of trademarks and other gitténassets related to a vision compi
and $11,000 of certain intangibles associated authprivate label de~luxe ™ brand of natural, spality personal care products.

Amortization expense for the third quarter and simenth period ended September 27, 2009 has dedrgaae-over-year as a result of
assets becoming fully amortized in the current ypartially offset by expense related to newly ampliassets.

Interest Income and Expense

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2€
2009 % Change 2008 2009 % Change 2008
(% in thousands) ($ in thousands)
Interest income (expense), | $ 29 -113.9% $ 137 $ 38 -92.6% $ 51€

Interest income consists of earnings on our caath equivalents, and marketable securities, ardeisit expense consists primarily of
interest associated with capital lease and deligatidns. The year-over-year decrease in net isténeome (expense) in the third quarter and
the nine-month period ended September 27, 200Pvimsirily a result of receiving lower returns orsbacash equivalents, and marketable
securities balances despite a year-over-year iseneathe average balance of cash, cash equivapdtmarketable securities in the third
quarter and nineaonth period ended September 27, 2009, partialgebby a decrease in interest expense as we deocveia outstanding de
obligations.
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Gain from Discontinued Operations

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2€
2009 % Change 2008 2009 % Change 2008
($ in thousands) ($ in thousands)
Gain from discontinued operatio $ — -100.(% $ 1,108 $  5,94¢ 18.7% $ 5,00¢

The gain from discontinued operations in the nirenth period ended September 27, 2009 representhip@ayments made by Rite
Aid for the sale of the LPU business, which conelilith the second quarter of 2009. This comparésetgains of $1.1 million in the third
quarter of 2008 and $5.0 million in the nine-mop#riod ended September 28, 2008 generated by disaed operations prior to the sale of
the LPU business to Rite Aid in September 2008.

Income Taxes

There was no provision or benefit for income tafoeghe third quarter or nine-month period endegtSmber 27, 2009 due to our
ongoing operating losses.

Significant Accounting Judgments

The preparation of financial statements in confoymiith U.S. generally accepted accounting priresplor GAAP, requires estimates
and assumptions that affect the reported amourdassats and liabilities, revenues and expensegghatdd disclosures of contingent assets
and liabilities in the consolidated financial stants and accompanying notes. The Securities adldaBge Commission, or SEC, has def
a company’s critical accounting policies as thesahat are most important to the portrayal of thiagany’s financial condition and results of
operations and that require the company to makadtst difficult and subjective judgments, ofterea®sult of the need to make estimates of
matters that are inherently uncertain. SignifiGadounting policies are included in Note 1 of comsolidated financial statements includel
Part | of our annual report on Form 10-K for thecil year ended December 28, 2008. Although werelihat our estimates, assumptions,
and judgments are reasonable, they are baseda@miation presently available. Actual results mdfedisignificantly from these estimates
under different assumptions, judgments, or conaition addition, any significant unanticipated af@sin any of our assumptions could have
a material adverse effect on our business, findnoradition, and results of operations.

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

Liquidity and Capital Resources

We have an accumulated deficit of $769.6 milliorotlgh September 27, 2009. To date, we have hadtlordg profitable quarters, and
we may never achieve profitability on a full-yearconsistent basis. We expect to continue to itasses on a full-year basis in 2009, and
possibly longer. As a result, our stock price maglithe and stockholders may lose all or a parheirtinvestment in our common stock. From
our inception through September 27, 2009, we hanam€ed our operations primarily through the sélequity securities, including common
and preferred stock, yielding net cash proceedgldi.4 million.

Our primary source of cash is from sales made titramur websites, for which we collect cash fronddreard settlements, or insurance
reimbursements. Our primary uses of cash are pseshaf inventory, payments of salaries, marketienses, and overhead and fixed costs.
Any projections of our future cash needs and chstisfare subject to substantial uncertainty forrfesons discussed in this section and i
sections entitled Risk Factors' in Part Il, Item 1A of this quarterly report airt I, Item 1A of our annual report on FormHK®er the fisca
year ended December 28, 20

Our principal sources of liquidity are our cashsltaquivalents, and marketable securities. Hisalyicour principal liquidity
requirements have been to meet our working cagitdlcapital expenditure needs. Until required theopurposes, our cash and cash
equivalents are maintained in deposit accountsgimliquid investments with remaining maturitieE90 days or less at the time of purch
Our marketable securities, which include commena#gder, U.S. government agency obligations andocate notes and bonds are consid:
short-term as they are available to fund curreetrations. In addition, we have a revolving two-yiae of credit allowing for borrowings of
up to $25.0 million in the aggregate through Ma2éii 1, which is available to fund operations, cdgtgenditures, or finance acquisitions
needed. As of September 27, 2009, the aggregailalatecborrowings under the line of credit were apmately $21.5 million.
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Discussion of Cash Flows

The following table provides information regardiogr cash flows for the nine-month periods endedéeber 27, 2009 and
September 28, 2008.

Nine Months Ended
September 27 September 2€

2009 $ Change 2008
(in thousands)

Net cash provided by (used |

Continuing operating activitie $ 1,60¢ $ 2,86¢ $ (1,26
Discontinued operating activitit $ — $(7,56¢) $  7,56¢
Investing activities $ (3,100 $1,37¢ $ (4,479
Financing activitie: $ (2,359 $(4,327) $  1,96¢
Net (decrease) increase in cash and cash equis $ (3,85) $(7,657) $  3,80(

Cash provided by (used in) operating activiti€3ur operating cash flows result primarily fronslkaeceived from our customers,
fulfillment partners, and advertising and othewngss revenue, offset by cash payments we makerfatyzts and services, employee
compensation, payment processing and related ttosaosts, and interest payments on our long-gihit obligations. Cash received from
customers and other activities generally correspanaur net sales, and because our customersrpyimse credit cards to buy from us, our
receivables from customers settle quickly. Workdagital at any specific point in time is subjectiany variables, including seasonality,
inventory management and category expansion, tiiadiof cash receipts and payments, vendor payteems, and valuation of cash
equivalents and marketable securities.

In the nine-month period ended September 27, 20819%cash provided by continuing operations reflacts-cash expenses of $13.4
million, partially offset by a loss from continuirgperations of $5.7 million, and uses of workingita of $6.1 million primarily due to the
timing of payments and increased receivables.démthe-month period ended September 28, 2008 asét used in continuing operations
reflects a loss from continuing operations of $18ibion, uses of working capital of $2.0 millioprimarily due to the timing of payments,
partially offset by non-cash expenses of $14.3iomlINet cash provided by continuing operationth#nine-month period ended
September 27, 2009 increased $2.9 million comptrdide nine-month period ended September 28, 20@8arily from a $7.9 million
decrease in the loss from continuing operationgigtly offset by an increase of $4.1 million instaused for working capital purposes and
lower non-cash expenses. Net cash provided by mlise®d operations in the nine-month period endete8nber 27, 2009 decreased $7.6
million compared to the nine-month period endedt&aper 28, 2008 as a result of the settlements#tasnd liabilities of our discontinued
LPU business prior to the sale to Rite Aid.

Cash provided by (used in) investing activiti€ur net cash flows from investing activities umbé the purchase of marketable secur
and the acquisition of fixed assets and intangalskets, partially offset by the net proceeds reckirom the sales and maturities of
marketable securities and proceeds from the salésobntinued operations.

In the nine-month period ended September 27, 28819%cash used in investing activities reflectsphrchase of marketable securities of
$13.1 million and the purchase of fixed assetsiatahgible assets of $6.0 million, partially offéstthe $5.9 million of cash proceeds
received from the sale of the LPU business andd®d@llion from sales and maturities of marketat#ergities. In the nine-month period
ended September 28, 2008, net cash used in ingettivities reflects the purchase of marketabteigtes of $43.1 million and the purchase
of fixed assets of $11.1 million, partially offdst the sales and maturities of marketable secsrities49.7 million.

Cash provided by (used in) financing activiti®air net cash flows from financing activities remiscash provided from borrowings
under our revolving bank line of credit and asswricings to fund capital expenditures and opematiand the exercise of options and
warrants, and shares purchased under our empltyalemurchase plan, partially offset by payment®ondebt obligations.

In the nine-month period ended September 27, 26819cash used in financing activities represent3 gbllion used to pay debt
obligations, $151,000 used to purchase treasuckspartially offset by proceeds of $3.0 milliorfin borrowings on the line of credit and
proceeds of $97,000 received from the exerciséookptions and the employee stock purchase piathe nine-month period ended
September 28, 2008, cash provided by financinyiies represents proceeds of $5.0 million receivech the line of credit and $525,000
received from the exercise of stock options ancethployee stock purchase plan, partially offse$8y6 million used to pay debt obligations.
Net cash used in financing activities in the rmonth period ended September 27, 2009 increas@&hdiflion compared to the nine-month
period ended September 28, 2008 primarily fromnaneiase of $1.7 million used to pay debt obligatj@ndecrease of $2.0 million from
proceeds received on the line of credit, and aedeser of $428,000 in proceeds received from theceseeof stock options and employee stock
purchase plan.
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Until required for other purposes, our cash anth eagiivalents are maintained in deposit accounksggitly liquid investments with
remaining maturities of 90 days or less at the tifhpurchase. Our marketable securities, whichuiselcommercial paper, corporate notes
bonds and U.S. government agency obligations,@rsidered short-term as they are available to fumcent operations.

Contractual Cash Requirements and Commitments

In March 2009, we entered into a loan and secagdtgement with our existing bank. This agreemeaitides a revolving two-year line
of credit allowing for borrowings up to $25.0 milli, which accrue interest at the higher of prime pus 0.50% (3.75% at September 27,
2009), or 4.50% for general corporate purposedydntg short-term working capital needs, and tafice certain potential acquisitions,
should we elect to pursue any in the future. Theemgent allows for the conversion of up to $15.0ioni of the outstanding balance into a
term loan, payable in 36 monthly installments ofgipal and interest at a rate equal to the greztéa) the prime rate plus 0.50% or
(b) 4.50%. Advances available under the revolving bf credit are limited, based on eligible invayt accounts receivable, and cash and
investment balances, and balances outstanding vodexisting term loan. In the third quarter 0020we paid off the existing term loan and
borrowed approximately $3.0 million on the revolyiime of credit under this facility, which was standing as of September 27, 2009. In
addition, availability under the line of credit wasluced by a $541,000 letter of credit we provittedur landlord. Accordingly, the available
borrowings under the line of credit were approxieha$21.5 million at September 27, 2009. The agezgmontains certain covenants thai
customary in transactions of this nature, includirgrohibition on other debt and liens, requiremmeagarding the payment of taxes, and
certain restrictions on mergers and acquisitiamggstments, and transactions with our affiliatesyall as certain financial covenants related
to our cash and cash equivalents and our freeflmghwhich we were in compliance with as of Seplbem27, 2009. The agreement identi
certain events of default that are customary famgactions of this nature and subject to materiptibvisions and grace periods where
appropriate, including failure to pay any principalinterest under this facility or other instrurtewhen due, the occurrence of a material
adverse change, violations of any covenants, ariabteoss-default to our other debt, or a charnfgepatrol. As of September 27, 2009, none
of these events had occurred.

As of September 27, 2009, we did not have any éutoaterial noncancelable commitments to purchasdgjor services.

We believe that our cash and marketable secuatidsand plus our sources of cash will be sufficterfund our operations and
anticipated capital expenditures. However, anyqmtigns about our future cash needs and cash #iosvsubject to substantial uncertainty.
a result, we may need to raise additional monidard our operating activities or for strategicxtality (if, for example, we decide to pursue
business or technology acquisitions) or if our exgions regarding our operations and anticipaggiital expenditures change. We have
assessed in the past, and will continue to assppsytunities for raising additional funds by sadliequity, equity-related or debt securities,
obtaining additional credit facilities, or obtaigiother means of financing for strategic reasorts durther strengthen our financial position.
We cannot be certain that additional financing Wwélavailable to us on acceptable terms when redjuar at all. Furthermore, if we were to
raise additional funds through the issuance of rities, such securities may have rights, preferenoeprivileges that are senior to those of
the rights of our common stock, and our stockhalaeay experience additional dilution.

Management Outlook

For the fourth quarter of fiscal year 2009, wetargeting net sales in the range of $107.0 miltw$110.0 million and a net loss in the
range of $1.8 million to $2.8 million. Fiscal ye2009 is a 53-week year, with the fourth quarte2@d9 representing a 14-week period.
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ltem 3. Quantitative and Qualitative Disclosures about Marlet Risk

We have assessed our vulnerability to certain maidles, including interest rate risk associatethvmarketable securities, accounts
receivable, accounts payable, capital lease omigsitand cash and cash equivalents. Due to thé-telm nature of these investments anc
investment policies and procedures, we have detedrthat the risk associated with interest ratetdiations related to these financial
instruments is not material to us.

Our financing facilities expose our net earningstianges in short-term interest rates becauseesitstes on the underlying obligations
are variable. Borrowings outstanding under thealde interest-bearing financing facilities tota10 million at September 27, 2009, and the
highest interest rate attributable to this outsiagtbalance was 4.5% at September 27, 2009. A ehaniget earnings resulting from a
hypothetical 10% increase or decrease in inteagsswould not be material.

We have investment risk exposure arising from ouestments in marketable securities due to vahatili the bond market in general,
company-specific circumstances, and changes inrge@eonomic conditions. As of September 27, 2089had $16.0 million of securities
classified as “marketable securitie¥ve regularly review the carrying value of our intveents and identify and record losses when evert
circumstances indicate that declines in the faue®f such assets below our accounting basistasz-than-temporary.

Item 4. Controls and Procedures

Under the supervision of and with the participatidrour management, including our chief executiffecer, chief accounting officer,
and general counsel, we performed an evaluatidheoéffectiveness of our disclosure controls amat@dures (as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange At®8#, as amended, or the Exchange Act). Basedabewaluation, our management,
including our chief executive officer, chief acctung officer, and general counsel, concluded thstpf September 27, 2009, our disclosure
controls and procedures were effective to providsonable assurance that all material informagquaired to be disclosed in reports filed or
submitted by us under the Exchange Act is made krtownanagement in a timely fashion.

During the quarter ended September 27, 2009, there no changes in our internal control over finan@eporting that have materially
affected, or are likely to materially affect, oaternal controls over financial reporting.

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

PART II—OTHER INFORMATION

Item 1. Legal Proceedings

See Note 9 of our consolidated financial statemér@®@mmitments and Contingencies—Legal Proceedinigsluded in Part I, Item 1
of this quarterly report, for a discussion of thaterial legal proceedings to which we are a party.

ltem 1A. Risk Factors

The risk factor disclosure included under Item ¥Awr Annual Report on Form 10-K for the fiscal yead December 28, 2008, filed
with the Securities and Exchange Commission on Ma®&; 2009 has not materially changed other thasetforth below.

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

We have incurred net losses of $769.6 million tgfoGeptember 27, 2009. To date, we have had ordg fhrofitable quarters, and we
may never achieve profitability on a full-year @nsistent basis. We expect to continue to incutasstes on a full-year basis in 2009, and
possibly longer. As a result, our stock price maglithe and stockholders may lose all or a parheirtinvestment in our common stock.
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Healthcare reform measures and related changes ppbcable federal and state laws could adverselfeef our business.

The efforts of governmental and third-party paytersontain or reduce the costs of healthcare magradly affect our business,
operating results, and financial condition. Regertiere have been, and we expect that there arillicue to be, a number of legislative and
regulatory proposals aimed at changing the heakhgygstem, including for example, restructuringtdrebenefits available through flexible
spending accounts and/or health savings accourggdiyding non-prescription products, introduciegulation of prescription drug pricing
or limiting enforcement of laws prohibiting drugpartation from Canada. Under current law, impootaif drugs into the United States is
generally not permitted unless the drugs are agaravthe United States and the entity that hdids approval consents to the importation.
Various proposals have been advanced to permitrtpertation of drugs from other countries to pravidwer cost alternatives to the prodi
available in the United States. If the laws or ftegions are changed to permit more widespread itafion of drugs into the United States
than is currently permitted, such a change coule e adverse effect on our business by reducirentees and eroding our margins.

All of our fulfilment operations and inventory aréocated in our distribution facilities, and any gnificant disruption of these
centers’ operations would hurt our ability to makanely delivery of our products.

We conduct all of our fulfillment operations fromradistribution facilities in Swedesboro, New Jgraed Ferndale, Washington. Our
primary distribution center in Swedesboro and ouentory storage facility in Logan Township, News#y house our entire product
inventory except for our vision products, which hoeised at our Washington facility. However, in ftverth quarter of 2009, we plan to close
our Washington facility and transfer our vision@émory to our distribution facility in Swedesbolew Jersey. A natural disaster or other
catastrophic event, such as an earthquake, fored flsevere storm, break-in, server or systemgréiterrorist attack, or other comparable
event at our New Jersey facilities would causerinfgions or delays in our business and loss daérimery and could render us unable to
process or fulfill customer orders in a timely manror at all. This could also result in interrgpi$, delays or cessations in service to
customers of our partners’ e-commerce businesskadwrersely impact our partners’ e-commerce busesesOur partners might seek
significant compensation from us for their los¢egen if unsuccessful, this type of claim likely vidie time consuming and costly for us to
address and damaging to our reputation.

Our primary data center is located at the facditié a third-party hosting company. We do not aairttre security, maintenance or
operation of these facilities, which are also sptbke to similar disasters and problems. Furtherhave no formal disaster recovery plan,
and our insurance policies may not cover us fadegelated to these events, and even if theyhdg,may not adequately compensate us for
any losses that we or our partners’ may incur. 8ystem failure that causes an interruption of treglability of our partners’ e-commerce
businesses could reduce the attractiveness ofastmgys’ e-commerce businesses to consumers antireseduced revenues, which could
materially and adversely affect our business, tesifloperations and financial condition.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds.
None.

Item 3. Defaults Upon Senior Securities
None.
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Iltem 4.
None.

Item 5.
None.

Item 6.
Exhibit
No.

3.1

3.2

10.1

10.2
31.1

31.2

32.1

32.2

Submission of Matters to a Vote of Security Holders

Other Information.

Exhibits

Exhibit Description

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

Amended and Restated Bylaws of drugstore.comdated January 26, 2009 (incorporated by referemé&shibit 3.1 to
drugstore.com inc.’s Current Report on Form 8-Kdilanuary 30, 2009 (SEC File No.
00C-26137)).

Form of Stoc-Settled Stock Appreciation Right Agreem
Form of Stoc-Settled Stock Appreciation Right Agreement betwisenCompany and Dawn Lepc

Certification of Dawn G. Lepore, Chairman of Boadpdesident and Chief Executive Officer of drugstmwen, inc., pursuant to
Section 302 of the Sarbal-Oxley Act of 2002

Certification of Robert P. Potter, Vice Presidemd &hief Accounting Officer of drugstore.com, inaursuant to Section 302 of
the Sarban«Oxley Act of 2002

Certification of Dawn G. Lepore, Chairman of Bodpdesident and Chief Executive Officer of drugsimwen, inc., pursuant to
18 U.S.C. Section 1350, as adopted pursuant tadBe@d6 of the Sarban-Oxley Act of 2002

Certification of Robert P. Potter, Vice Presidemtl &hief Accounting Officer of drugstore.com, inaursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@Gdbarban-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
by the undersigned thereunto duly authorized.

DRUGSTORE.COM, INC
(Registrant’

By: /s/  ROBERTP. POTTER
Robert P. Potter
Vice President and Chief Accounting Officer

Date: November 6, 2009
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Exhibit 10.1
DRUGSTORE.COM, INC.
2008 EQUITY INCENTIVE PLAN
STOCK APPRECIATION RIGHT AWARD AGREEMENT

1. Grant. drugstore.com, inc., a Delaware corporation {@@mpany”) hereby grants to the Participant (“Raptnt”) named in the
Notice of Grant of Stock Appreciation Right and Ad#greement (th“Notice of Grant”) accompanying this Stock Apprdma Right
Award Agreement (together, the “Award Agreement8tack appreciation right (the “Stock AppreciatiRight”) to acquire Shares in
accordance with the formula set forth in Sectidi @f{the Plan and Section 4 below based on thebsuraf Shares set forth in the Notice of
Grant, at the exercise price per Share set fortharNotice of Grant (the “Exercise Price”), sulbjercall of the terms and conditions in this
Award Agreement and the 2008 Equity Incentive Rtha “Plan”),which is incorporated herein by reference. Unlébemwvise defined herei
the terms defined in the Plan will have the sanfimmdd meanings in this Award Agreement. Subje@éation 19(c) of the Plan, in the event
of a conflict between the terms and conditionshefPlan and the terms and conditions of this Awfageteement, the terms and conditions of
the Plan will prevail.

2. Vesting ScheduleExcept as provided in Section 3, the Stock Apptean Right awarded by this Award Agreement witlst in
accordance with the vesting provisions set fortth@Notice of Grant. Shares scheduled to vestaertain date or upon the occurrence of a
certain condition will not vest in Participant inc@rdance with any of the provisions of this Awagleement, unless Participant will have
been continuously a Service Provider from the B&Brant until the date such vesting occurs.

3. Administrator Discretion The Administrator, in its discretion, may accaterthe vesting of the balance, or some lesseiopast the
balance, of the unvested Stock Appreciation Ri¢jlaing time, subject to the terms of the Plan. lascelerated, such Stock Appreciation R
will be considered as having vested as of the sla¢eified by the Administrator.

4. Exercise of Stock Appreciation Right

(a) Right to ExerciseThis Stock Appreciation Right may be exercisely avithin the term set out in the Notice of Graatd may
be exercised during such term only in accordantle thie Plan and the terms of this Award Agreement.

(b) Method of Exercise This Stock Appreciation Right is exercisable bijdwing such procedures as the Administrator shall
determine, which may include, but is not limitedddelephonic or online election through the Conysmauthorized broker or by execution
and delivery of an exercise notice, in the form arahner pursuant to such procedures as the Admaittisshall determine. This Stock
Appreciation Right shall be deemed to be exercigezh receipt by the Company or its designee of slettion notice accompanied by the
Exercise Price together with any applicable tahididing.

Upon exercising the Stock Appreciation Right, tlaetieipant shall receive from the Company, for eSblare exercised, an amo
(payable in whole Shares) equal to (i) the



Share Fair Market Value as of the date of suchats&rminus (ii) the per Share Exercise Priceath fin the Notice of Grant. The Compasy’
obligation arising upon the exercise of this Stéglpreciation Right shall be paid one hundred pear¢E®0%) in Shares, subject to
Participant’s satisfaction of any tax withholdingligations arising upon exercise of the Stock Apjaon Right. Any stock withheld to
satisfy withholding obligations shall also be valwa its Fair Market Value on the date of exercisgy fractional share due to Participant
upon exercise shall be rounded down to the neatsdsie Share.

No Shares will be issued pursuant to the exerdiseSiock Appreciation Right unless such issuamcesaich exercise comply w
all relevant provisions of Applicable Law and tleguirements of any stock exchange on which theeShaay then be listed. Assuming such
compliance, for income tax purposes, the Shardslshaonsidered transferred to Participant onddie on which the Stock Appreciation
Right is exercised with respect to such Shares.

5. Termination Period This Stock Appreciation Right will be exercisabide three (3) months after Participant ceasesta Bervice
Provider, unless such termination is due to Paditi's death or Disability, in which case this &té@preciation Right will be exercisable for
twelve (12) months after Participant ceases to Beraice Provider. Notwithstanding the foregoimgno event may this Stock Appreciation
Right be exercised after the Expiration date statetde Notice of Grant and may be subject to eatBrmination as provided in Section 14 of
the Plan.

6. Tax Obligations

(a) Tax Withholding Notwithstanding any contrary provision of this &l Agreement, no certificate representing the &heill
be issued to Participant, unless and until satisfgarrangements (as determined by the Administrdtave been made by Participant with
respect to the payment of income, employment aherdaxes that the Company determines must be e@lhhith respect to such Shares. To
the extent determined appropriate by the Compaiitg idiscretion, it will have the right (but notetlobligation) to satisfy any tax withholding
obligations by reducing the number of Shares otlsrdeliverable to Participant. Participant agtegsay the Company and/or authorizes the
Company and/or a Parent or Subsidiary to withhtldplicable withholding taxes from Participantigiges if the Company in its discretion
determines that such method of withholding is appete. If Participant fails to make satisfactoryagagements for the payment of any
required tax withholding obligations hereunderat time of the Option exercise, Participant ackmealgkes and agrees that the Company may
refuse to honor the exercise and refuse to delheBhares unless and until the tax withholdinggaltions of the Company and/or any Parent
or Subsidiary are satisfied.

(a) Code Section 409AUnder Code Section 409A, a stock appreciationt tigat vests after December 31, 2004 (or thaedesh
or prior to such date but was materially modifiégaOctober 3, 2004) and was granted with a par&hxercise price that is determined by
the Internal Revenue Service (the “IRS”) to be kbss the Fair Market Value of a Share on the datgant (a “Discount Stock Appreciation
Right”) may be considered “deferred compensatiédnDiscount Stock Appreciation Right may resultiniicome recognition by Participant
prior to the exercise of the award, (ii) an additibtwenty percent
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(20%) federal income tax, and (iii) potential papand interest charges. The Discount Stock Apptixi Right may also result in additional
state income, penalty amterest tax to the Participant. Participant ackieolges that the Company cannot and has not guarhtitat the IR!
will agree that the per Share exercise price &f $tock Appreciation Right equals or exceeds theNarket Value of a Share on the Date of
Grant in a later examination. Participant agreasiftthe IRS determines that the Stock ApprecrafRight was granted with a per Share
exercise price that was less than the Fair Marleti®/ of a Share on the date of grant, Participalhbe solely responsible for Participant’s
costs related to such a determination.

7. Rights as StockholdeNeither Participant nor any person claiming unatethrough Participant will have any of the rigbts
privileges of a stockholder of the Company withpexs to any Shares deliverable hereunder unlessraiictertificates representing such
Shares will have been issued, recorded on thedsa@irthe Company or its transfer agents or registiand delivered to Participant. Such
issuance, recordation and delivery may be accohgaiswithout limitation, via appropriate entry dretCompany’s books or those of our
transfer agents and/or electronically. After siggduance, recordation and delivery, Participanthlle all the rights of a stockholder of the
Company with respect to voting such Shares andptestdividends and distributions on such Shares.

8. No Guarantee of Continued Servid@ARTICIPANT ACKNOWLEDGES AND AGREES THAT THE VESWNG OF SHARES
PURSUANT TO THE VESTING SCHEDULE HEREOF IS EARNEINOQY BY CONTINUING AS A SERVICE PROVIDER AT THE
WILL OF THE COMPANY (OR THE PARENT OR SUBSIDIARY EFMLOYING OR RETAINING PARTICIPANT) AND NOT
THROUGH THE ACT OF BEING HIRED, BEING GRANTED THISTOCK APPRECIATION RIGHT OR ACQUIRING SHARES
HEREUNDER. PARTICIPANT FURTHER ACKNOWLEDGES AND AGEES THAT THIS AWARD AGREEMENT, THE
TRANSACTIONS CONTEMPLATED HEREUNDER AND THE VESTINGCHEDULE SET FORTH HEREIN DO NOT CONSTITUTE
AN EXPRESS OR IMPLIED PROMISE OF CONTINUED ENGAGEME AS A SERVICE PROVIDER FOR THE VESTING PERIOD,
FOR ANY PERIOD, OR AT ALL, AND WILL NOT INTERFEREN ANY WAY WITH PARTICIPANT’'S RIGHT OR THE RIGHT OF
THE COMPANY (OR THE PARENT OR SUBSIDIARY EMPLOYIN®R RETAINING PARTICIPANT) TO TERMINATE
PARTICIPANT'S RELATIONSHIP AS A SERVICE PROVIDER ARNY TIME, WITH OR WITHOUT CAUSE.

9. Address for NoticesAny notice to be given to the Company under &mmns of this Award Agreement will be addressed® t
Company, in care of its General Counsel at drugstom, inc., 411 108 Avenue, Suite 1400, BelleWashington 98004, or at such other
address as the Company may hereafter designatetiimgy

10. NonTransferability of Award This Stock Appreciation Right may not be transfdrin any manner otherwise than by will or by the
laws of descent or distribution and may be exedcthering the lifetime of Participant only by Paipiant. Upon any attempt to transfer, ass
pledge, hypothecate or otherwise dispose of tluskSAppreciation Right, or any right or privilegerderred hereby, or upon any attempted
sale under any execution, attachment or similacgss, this grant and the rights and privilegesamed hereby immediately will become null
and void.
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11. Binding AgreementSubject to the limitation on the transferabilitiythis Stock Appreciation Right contained her¢ims Award
Agreement shall be binding on and inure to the fieokthe heirs, legatees, legal representatisascessors and assigns of the parties hereto

12. Additional Conditions to Issuance of Stodkat any time the Company determines, in it€iison, that the listing, registration or
qualification of the Shares on any securities ergleaor under any state or federal law, or the aurseapproval of any governmental
regulatory authority is necessary or desirable @snaition to the issuance of Shares to Particifanhis or her estate), such issuance will not
occur unless and until such listing, registratigualification, consent or approval has been eftkoteobtained free of any conditions not
acceptable to the Company. The Company will makeeatonable efforts to meet the requirements pfsach state or federal law or
securities exchange and to obtain any such cowsapproval of any such governmental authority.uhsisig such compliance, for income
purposes the Exercised Shares will be consideaedferred to Participant on the date the Stock égiption Right is exercised with respec
such Exercised Shares.

13. Plan GovernsThis Award Agreement is subject to all terms pnavisions of the Plan. In the event of a conftietween one or
more provisions of this Award Agreement and oneore provisions of the Plan, the provisions of tten will govern. Capitalized terms
used and not defined in this Award Agreement waléa the meaning set forth in the Plan.

14. Administrator Authority The Administrator will have the power to interptige Plan and this Award Agreement and to adogit su
rules for the administration, interpretation anglagation of the Plan as are consistent therewiith ta interpret or revoke any such rules
(including, but not limited to, the determinatiohwvehether or not any Shares subject to the Stoghrdgiation Right have vested). All actions
taken and all interpretations and determinationderizy the Administrator in good faith will be finahd binding on Participant, the Company
and all other interested persons. No member oAtrinistrator will be personally liable for any awt, determination or interpretation made
in good faith with respect to the Plan or this Awv&greement.

15. Electronic Delivery The Company may, in its sole discretion, decidddliver any documents related to Stock AppremmaRights
awarded under the Plan or future Stock AppreciaRights that may be awarded under the Plan byrelgictmeans or request Participant’s
consent to participate in the Plan by electronianse Participant hereby consents to receive suchndents by electronic delivery and agrees
to participate in the Plan through any online ectlbnic system established and maintained by trepgany or another third party designated
by the Company.

16. Heading Headings provided herein are for convenience anty are not to serve as a basis for interpretati@onstruction of this
Award Agreement.

17. Agreement Severablén the event that any provision in this Award agment shall be held invalid or unenforceable, swokision
shall be severable from, and such invalidity ornfaeceability shall not be construed to have arigatfon, the remaining provisions of this
Award Agreement.
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18. Moadifications to the Agreementhis Award Agreement constitutes the entire usiderding of the parties on the subjects covered.
Participant expressly warrants that he or she i@ocepting this Award Agreement in reliance on promises, representations, or
inducements other than those contained herein. fidations to this Award Agreement or the Plan camiade only in an express written
contract executed by a duly authorized officethaf Company. Notwithstanding anything to the cogtmarthe Plan or this Award Agreement,
the Company reserves the right to revise this Awagteement as it deems necessary or advisablis sole discretion and without the
consent of Participant, to comply with Code Sec#68A or to otherwise avoid imposition of any aulial tax or income recognition under
Section 409A of the Code in connection to this Btappreciation Right.

19. Amendment, Suspension or Termination of tha PRy accepting this Award, Participant expresslyramts that he or she has
received a Stock Appreciation Right under the Pdaudl has received, read and understood a desaorigitithe Plan. Participant understands
that the Plan is discretionary in nature and magrbended, suspended or terminated by the Compamydime.

20. Governing Law This Award Agreement will be governed by the lafishe State of Washington, without giving effexthe
conflict of law principles thereof. For purposeditifjating any dispute that arises under this 8tAppreciation Right or this Award
Agreement, the parties hereby submit to and corteahe jurisdiction of the State of Washingtand agree that such litigation will be
conducted in the courts of King County, Washingtmrthe federal courts for the United States fer\Western District of Washington, and no
other courts, where this Stock Appreciation Rightiade and/or to be performed.
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Exhibit 10.2
DRUGSTORE.COM, INC.
2008 EQUITY INCENTIVE PLAN
STOCK APPRECIATION RIGHT AWARD AGREEMENT

1. Grant. drugstore.com, inc., a Delaware corporation {@@mpany”) hereby grants to the Participant (“Raptnt”) named in the
Notice of Grant of Stock Appreciation Right and Ad#greement (th“Notice of Grant”) accompanying this Stock Apprdma Right
Award Agreement (together, the “Award Agreement8tack appreciation right (the “Stock AppreciatiRight”) to acquire Shares in
accordance with the formula set forth in Sectidi @f{the Plan and Section 4 below based on thebsuraf Shares set forth in the Notice of
Grant, at the exercise price per Share set fortharNotice of Grant (the “Exercise Price”), sulbjercall of the terms and conditions in this
Award Agreement and the 2008 Equity Incentive Rtha “Plan”),which is incorporated herein by reference. Unlébemwvise defined herei
the terms defined in the Plan will have the sanfimmdd meanings in this Award Agreement. Subje@éation 19(c) of the Plan, in the event
of a conflict between the terms and conditionshefPlan and the terms and conditions of this Awfageteement, the terms and conditions of
the Plan will prevail.

2. Vesting ScheduleExcept as provided in Section 3, the Stock Apptean Right awarded by this Award Agreement witlst in
accordance with the vesting provisions set fortth@Notice of Grant. Shares scheduled to vestaertain date or upon the occurrence of a
certain condition will not vest in Participant inc@rdance with any of the provisions of this Awagleement, unless Participant will have
been continuously a Service Provider from the B&Brant until the date such vesting occurs.

Notwithstanding the foregoing or anything in tharPbr this Agreement to the contrary, if there @hange in Control, one hundred
percent (100%) of the Stock Appreciation Right wilimediately become vested and exercisable.

3. Administrator Discretion The Administrator, in its discretion, may accaterthe vesting of the balance, or some lesseiopaot the
balance, of the unvested Stock Appreciation Righing time, subject to the terms of the Plan. lasoelerated, such Stock Appreciation R
will be considered as having vested as of the slag¢eified by the Administrator.

4. Exercise of Stock Appreciation Right

(a) Right to ExerciseThis Stock Appreciation Right may be exercisely avithin the term set out in the Notice of Graatd may
be exercised during such term only in accordantle thie Plan and the terms of this Award Agreement.

(b) Method of Exercise This Stock Appreciation Right is exercisable biyjdwing such procedures as the Administrator shall
determine, which may include, but is not limitedddelephonic or online election through the Cony’'s authorized broker or t




execution and delivery of an exercise notice, eafdrm and manner pursuant to such proceduresasdministrator shall determine. This
Stock Appreciation Right shall be deemed to be@sed upon receipt by the Company or its desigfieeach election notice accompanied by
the Exercise Price together with any applicablewt@ikholding.

Upon exercising the Stock Appreciation Right, tlaetieipant shall receive from the Company, for eSblare exercised, an amo
(payable in whole Shares) equal to (i) the per Skair Market Value as of the date of such exeramspus (ii) the per Share Exercise Price
set forth in the Notice of Grant. The Compangbligation arising upon the exercise of this 8tappreciation Right shall be paid one hunc
percent (100%) in Shares, subject to Participaatisfaction of any tax withholding obligationssamg upon exercise of the Stock
Appreciation Right. Any stock withheld to satisfytholding obligations shall also be valued afH&r Market Value on the date of exercise.
Any fractional share due to Participant upon exerahall be rounded down to the nearest whole Share

No Shares will be issued pursuant to the exerdiseSiock Appreciation Right unless such issuamcesaich exercise comply w
all relevant provisions of Applicable Law and tleguirements of any stock exchange on which theeShaay then be listed. Assuming such
compliance, for income tax purposes, the Shardslshaonsidered transferred to Participant onddie on which the Stock Appreciation
Right is exercised with respect to such Shares.

5. Termination Period This Stock Appreciation Right will be exercisabide three (3) months after Participant ceasesta Bervice
Provider, unless such termination is due to Paditi's death or Disability, in which case this &tégpreciation Right will be exercisable for
twelve (12) months after Participant ceases to Beraice Provider. Notwithstanding the foregoimgno event may this Stock Appreciation
Right be exercised after the Expiration date statetde Notice of Grant and may be subject to eatBrmination as provided in Section 14 of
the Plan.

6. Tax Obligations

(a) Tax Withholding Notwithstanding any contrary provision of this &kl Agreement, no certificate representing the &heuill
be issued to Participant, unless and until satisfgarrangements (as determined by the Administrdtave been made by Participant with
respect to the payment of income, employment anerdaixes that the Company determines must be elihhith respect to such Shares. To
the extent determined appropriate by the Compaiitg idiscretion, it will have the right (but notetlobligation) to satisfy any tax withholding
obligations by reducing the number of Shares otlsrdeliverable to Participant. Participant agtegsay the Company and/or authorizes the
Company and/or a Parent or Subsidiary to withhtldpplicable withholding taxes from Participantigges if the Company in its discretion
determines that such method of withholding is appeate. If Participant fails to make satisfactorygagements for the payment of any
required tax withholding obligations hereunderat time of the Option exercise, Participant ackmealgkes and agrees that the Company may
refuse to honor the exercise and refuse to delheBhares unless and until the tax withholdinggaltions of the Company and/or any Parent
or Subsidiary are satisfied.
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(a) Code Section 409AUnder Code Section 409A, a stock appreciationt tigat vests after December 31, 2004 (or thaedesh
or prior to such date but was materially modifiégaOctober 3, 2004) and was granted with a par&hxercise price that is determined by
the Internal Revenue Service (the “IRS”) to be kbss the Fair Market Value of a Share on the datgant (a “Discount Stock Appreciation
Right”) may be considered “deferred compensatiénDiscount Stock Appreciation Right may resultiniicome recognition by Participant
prior to the exercise of the award, (ii) an additibtwenty percent (20%) federal income tax, aiijdgotential penalty and interest charges.
The Discount Stock Appreciation Right may also leisuadditional state income, penalty and intetastto the Participant. Participant
acknowledges that the Company cannot and has acagieed that the IRS will agree that the per Sheeecise price of this Stock
Appreciation Right equals or exceeds the Fair Mavidue of a Share on the Date of Grant in a lat@mination. Participant agrees that if
IRS determines that the Stock Appreciation Right yeanted with a per Share exercise price thatesasthan the Fair Market Value of a
Share on the date of grant, Participant will belyalesponsible for Participant’s costs relatediutoh a determination.

7. Rights as StockholdeNeither Participant nor any person claiming uratethrough Participant will have any of the rigbts
privileges of a stockholder of the Company withpexs to any Shares deliverable hereunder unlessraiiatertificates representing such
Shares will have been issued, recorded on thedsadrthe Company or its transfer agents or registiand delivered to Participant. Such
issuance, recordation and delivery may be accohgaiswithout limitation, via appropriate entry dretCompany’s books or those of our
transfer agents and/or electronically. After siggduance, recordation and delivery, Participanthlle all the rights of a stockholder of the
Company with respect to voting such Shares andpiestdividends and distributions on such Shares.

8. No Guarantee of Continued Servid@ARTICIPANT ACKNOWLEDGES AND AGREES THAT THE VESWNG OF SHARES
PURSUANT TO THE VESTING SCHEDULE HEREOF IS EARNEINQY BY CONTINUING AS A SERVICE PROVIDER AT THE
WILL OF THE COMPANY (OR THE PARENT OR SUBSIDIARY EFLOYING OR RETAINING PARTICIPANT) AND NOT
THROUGH THE ACT OF BEING HIRED, BEING GRANTED THISTOCK APPRECIATION RIGHT OR ACQUIRING SHARES
HEREUNDER. PARTICIPANT FURTHER ACKNOWLEDGES AND AGEES THAT THIS AWARD AGREEMENT, THE
TRANSACTIONS CONTEMPLATED HEREUNDER AND THE VESTINGCHEDULE SET FORTH HEREIN DO NOT CONSTITUTE
AN EXPRESS OR IMPLIED PROMISE OF CONTINUED ENGAGEME AS A SERVICE PROVIDER FOR THE VESTING PERIOD,
FOR ANY PERIOD, OR AT ALL, AND WILL NOT INTERFEREN ANY WAY WITH PARTICIPANT'S RIGHT OR THE RIGHT OF
THE COMPANY (OR THE PARENT OR SUBSIDIARY EMPLOYIN@R RETAINING PARTICIPANT) TO TERMINATE
PARTICIPANT’'S RELATIONSHIP AS A SERVICE PROVIDER ARNY TIME, WITH OR WITHOUT CAUSE.

9. Address for NoticesAny naotice to be given to the Company under gmmns of this Award Agreement will be addressedo t
Company, in care of its General Counsel at drugstom, inc., 411 108 Avenue, Suite 1400, BelleWashington 98004, or at such other
address as the Company may hereafter designatetiimgy
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10. NonTransferability of Award This Stock Appreciation Right may not be trangfdrin any manner otherwise than by will or by the
laws of descent or distribution and may be exedcthering the lifetime of Participant only by Paipiant. Upon any attempt to transfer, ass
pledge, hypothecate or otherwise dispose of tluskSAppreciation Right, or any right or privilegerderred hereby, or upon any attempted
sale under any execution, attachment or similacgss, this grant and the rights and privilegeseamed hereby immediately will become null
and void.

11. Binding AgreementSubject to the limitation on the transferabilitiythis Stock Appreciation Right contained her¢ims Award
Agreement shall be binding on and inure to the fieokthe heirs, legatees, legal representatisascessors and assigns of the parties hereto

12. Additional Conditions to Issuance of Stodkat any time the Company determines, in itgidison, that the listing, registration or
qualification of the Shares on any securities ergleaor under any state or federal law, or the attmseapproval of any governmental
regulatory authority is necessary or desirable @snaition to the issuance of Shares to Particifanhis or her estate), such issuance will not
occur unless and until such listing, registratigualification, consent or approval has been eftkoteobtained free of any conditions not
acceptable to the Company. The Company will makesasonable efforts to meet the requirements pfsaich state or federal law or
securities exchange and to obtain any such cowseapproval of any such governmental authority.uhsisig such compliance, for income
purposes the Exercised Shares will be consideaedferred to Participant on the date the Stock égiption Right is exercised with respec
such Exercised Shares.

13. Plan GovernsThis Award Agreement is subject to all terms pralisions of the Plan. In the event of a conttietween one or
more provisions of this Award Agreement and oneore provisions of the Plan, the provisions of tten will govern. Capitalized terms
used and not defined in this Award Agreement waléa the meaning set forth in the Plan.

14. Administrator Authority The Administrator will have the power to interpttee Plan and this Award Agreement and to adogt su
rules for the administration, interpretation anglagation of the Plan as are consistent therewiith ta interpret or revoke any such rules
(including, but not limited to, the determinatiohwvehether or not any Shares subject to the Stoghrdgiation Right have vested). All actions
taken and all interpretations and determinationdaray the Administrator in good faith will be finahd binding on Participant, the Company
and all other interested persons. No member ofAthministrator will be personally liable for any amt, determination or interpretation made
in good faith with respect to the Plan or this Awv&greement.

15. Electronic Delivery The Company may, in its sole discretion, decidddliver any documents related to Stock AppremmaRights
awarded under the Plan or future Stock Apprecidfiahts that may be awarded under the Plan byrelgictmeans or request Participant’s
consent to participate in the Plan by electronianse Participant hereby consents to receive suchndents by electronic delivery and agrees
to participate in the Plan through any online ectlbnic system established and maintained by trepgany or another third party designated
by the Company.
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16. Heading Headings provided herein are for convenience antyare not to serve as a basis for interpretatia@onstruction of this
Award Agreement.

17. Agreement Severablén the event that any provision in this Award agment shall be held invalid or unenforceable, swokision
shall be severable from, and such invalidity ornfaeceability shall not be construed to have arigatfon, the remaining provisions of this
Award Agreement.

18. Modifications to the Agreementhis Award Agreement constitutes the entire usiderding of the parties on the subjects covered.
Participant expressly warrants that he or she igocepting this Award Agreement in reliance on prgmises, representations, or
inducements other than those contained herein. fidations to this Award Agreement or the Plan camiade only in an express written
contract executed by a duly authorized officethaf Company. Notwithstanding anything to the cogtmarthe Plan or this Award Agreement,
the Company reserves the right to revise this Awagteement as it deems necessary or advisables, sole discretion and without the
consent of Participant, to comply with Code Sec68A or to otherwise avoid imposition of any additl tax or income recognition under
Section 409A of the Code in connection to this Btappreciation Right.

19. Amendment, Suspension or Termination of the PRy accepting this Award, Participant expresslyramts that he or she has
received a Stock Appreciation Right under the Pdaudl has received, read and understood a desarigtithe Plan. Participant understands
that the Plan is discretionary in nature and magrbended, suspended or terminated by the Compamydime.

20. Governing Law This Award Agreement will be governed by the lafishe State of Washington, without giving effexthe
conflict of law principles thereof. For purposeditifjating any dispute that arises under this 8tappreciation Right or this Award
Agreement, the parties hereby submit to and corieehe jurisdiction of the State of Washingtand agree that such litigation will be
conducted in the courts of King County, Washingtmrthe federal courts for the United States fer\Western District of Washington, and no
other courts, where this Stock Appreciation Rigihtiade and/or to be performed.
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Exhibit 31.1

CERTIFICATIONS

I, Dawn G. Lepore, certify that:

1.
2.

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

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

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

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules

13e&15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

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

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

November 6, 200

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




Exhibit 31.2

CERTIFICATIONS

I, Robert P. Potter, certify that:

1.
2.

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

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

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

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules

13e&15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

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

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

November 6, 200

/sl __Robert P. Potter
Vice President and Chief Accounting Offic




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 endirgp&mber 27, 2009, as filed with
the Securities and Exchange Commission on thelgatof (the “Report”), I, Dawn G. Lepore, Presidé&hief Executive Officer and
Chairman of the Board of the Company, certify, parg to 18 U.S.C. § 1350, as adopted pursuant@6 §0the Sarbanes-Oxley Act of 2002,
that:

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

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

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

November 6, 200

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



Exhibit 32.2

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

In connection with the Quarterly Report of drugstoom, inc. (the “Company”) for the period endirgp&mber 27, 2009, as filed with
the Securities and Exchange Commission on thelgatof (the “Report”), |, Robert P. Potter, Vicesldent and Chief Accounting Officer,
of the Company, certify, pursuant to 18 U.S.C. §0,3s adopted pursuant to 8906 of the Sarbanest@uxit of 2002, that:

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

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

/s Robert P. Potter
Vice President and Chief Accounting Offic

November 6, 200

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



