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Exchange Act.

Large accelerated filer £ Accelerated filer S
Non-accelerated filer £ Smaller reporting company £
(Do not check if smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes
£ No S

The aggregate market value of the common stock held by non-affiliates of the registrant as of September 30, 2007, the
last business day of the registrant�s most recently completed second fiscal quarter, was $342,876,000 based on the
closing sales price for the registrant�s Common Stock on that date, as reported on the NASDAQ Global Select Market.

The number of shares of the registrant�s Common Stock outstanding as of June 2, 2008 was 23,721,956.

DOCUMENTS INCORPORATED BY REFERENCE

Information to be set forth in our Proxy Statement relating to our 2008 Annual Meeting of Stockholders to be
held on August 1, 2008 is incorporated by reference in Items 10, 11, 12, 13, and 14 of Part III of this report.
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PART I

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

Certain information in this Annual Report on Form 10-K includes forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.  You can identify
these forward-looking statements by the words "believes," "intends," "expects," "may," "will," "should," "plan,"
"projects," "contemplates," "intends," "budgets," "predicts," "estimates," "anticipates," or similar expressions.  These
statements are based on our beliefs, as well as assumptions we have used based upon information currently available
to us.  Because these statements reflect our current views concerning future events, these statements involve risks,
uncertainties and assumptions.  Actual future results may differ significantly from the results discussed in the
forward-looking statements.  A reader, whether investing in our common stock or not, should not place undue reliance
on these forward-looking statements, which apply only as of the date of this Annual Report.

When used in this Annual Report on Form 10-K, "PetMed Express," "1-800-PetMeds," "PetMed," "PetMed
Express.com," "the Company,"  "we," "our," and "us" refer to PetMed Express, Inc. and our subsidiaries.

ITEM 1. BUSINESS

General

PetMed Express, Inc. and subsidiaries, d/b/a 1-800-PetMeds, is a leading nationwide pet pharmacy.  The Company
markets prescription and non-prescription pet medications, and other health products for dogs, cats, and horses direct
to the consumer.  The Company offers consumers an attractive alternative for obtaining pet medications in terms of
convenience, price, and speed of delivery.

The Company markets its products through national television, online, and direct mail/print advertising campaigns,
which aim to increase the recognition of the �1-800-PetMeds� brand name, increase traffic on its website at
www.1800petmeds.com, acquire new customers, and maximize repeat purchases.  Our fiscal year end is March 31, our
executive offices are located at 1441 S.W. 29th Avenue, Pompano Beach, Florida 33069, and our telephone number is
(954) 979-5995.  
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Our Products

We offer a broad selection of products for dogs, cats, and horses.  Our current product line contains approximately 750
skus.  These products include a majority of the well-known brands of medication, such as Frontline Plus®, K9
Advantix®, Advantage®, Heartgard Plus®, Sentinel®, Interceptor®, Program®, Revolution®, Deramaxx®, and
Rimadyl®.  Generally, our prices are competitive with the prices for medications charged by veterinarians and
retailers.

We research new products, and regularly select new products or the latest generation of existing products to become
part of our product selection.  In addition, we also refine our current products to respond to changing
consumer-purchasing habits.  Our website is designed to give us the flexibility to change featured products or
promotions.  Our product line provides customers with a wide variety of selections across the most popular health
categories for dogs, cats, and horses.  Our current products include:

Non-Prescription Medications (OTC): Flea and tick control products, bone and joint care products, vitamins and
nutritional supplements, and hygiene products.

Prescription Medications (Rx): Heartworm preventatives, thyroid and arthritis medications, antibiotics, and other
specialty medications, as well as generic substitutes.

1
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Sales

The following table provides a breakdown of the percentage of our total sales by each category during the indicated
periods:

Year Ended March 31,
2008 2007 2006

Non-prescription medications 69% 70% 70%
Prescription medications 30% 29% 29%
Shipping and handling charges and other 1% 1% 1%
Total 100% 100% 100%

We offer our products through three main sales channels: Internet through our website, telephone contact center
through our toll-free number, and direct mail/print through 1-800-PetMeds catalogs, brochures, and postcards.  We
have designed both our catalogs and website to provide a convenient, cost-effective and informative shopping
experience that encourages consumers to purchase products important for a pet�s health and quality of life.  We believe
that these multiple channels allow us to increase the visibility of our brand name and provide customers with
increased shopping flexibility and service.

Internet

We seek to combine our product selection and pet health information with the shopping ease of the Internet to deliver
a convenient and personalized shopping experience.  Our website offers health and nutritional product selections for
dogs, cats, and horses, and relevant editorial and easily obtainable or retrievable resource information.  From our
home page, customers can search our website for products and access resources on a variety of information on dogs,
cats, and horses.  Customers can shop at our website by category, product line, or individual product.  We attracted
approximately 17 million visitors to our website during fiscal 2008, approximately 10% of those visitors placed an
order, and our website generated approximately 65% of our total sales for the same time period.

In February 2006, we began sponsorship of a new website called "PetHealth101" which is located at
www.PetHealth101.com. In PetHealth101, pet owners have access to health information covering pets� behavior and
illnesses, and natural and pharmaceutical remedies specifically for a pet�s problems. PetHealth101 is continually
updated with the latest research for pet owners.  

Edgar Filing: PETMED EXPRESS INC - Form 10-K

8



Telephone Contact Center

Our customer care representatives receive and process inbound customer calls, facilitate our outbound campaigns
around maximizing customers� reorders, facilitate our live web chat, and process customer e-mails.  Our telephone
system is equipped with certain features including pop-up screens and call blending capabilities that give us the ability
to efficiently utilize our customer care representatives� time, providing excellent customer care, service, and support.
 Our customer care representatives receive a base salary and are rewarded with commissions for sales, and bonuses
and other awards for achieving certain goals.

Direct Mail/Print

The 1-800-PetMeds catalog is a full-color catalog that features our most popular products.  The catalog is produced by
a combination of in-house writers, production artists, and independent contractors.  We mail catalogs, brochures, and
postcards in response to requests generated from our advertising and as part of direct mail campaigns to our
customers.

Our Customers

Approximately 2,200,000 customers have purchased from us within the last two years.  We attracted approximately
710,000 and 681,000 new customers in fiscal 2008 and 2007, respectively.  Our customers are located throughout the
United States, with approximately 50% of customers residing in California, Florida, Texas, New York, Pennsylvania,
Georgia, Virginia, and New Jersey.  While our primary focus has been on retail customers, we have also sold various
non-prescription medications wholesale to a variety of businesses, including pet stores, groomers, and traditional
retailers in the United States.  For the fiscal year ended March 31, 2008, the majority of our sales were made to retail
customers with less than 1% of our sales made to wholesale customers.  The average retail purchase was
approximately $80 for fiscal 2008 compared to $79 for fiscal 2007.

2
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Marketing

The goal of our marketing strategy is to build brand recognition, increase customer traffic, add new customers, build
strong customer loyalty, maximize reorders, and develop incremental revenue opportunities.  We have an integrated
marketing campaign that includes television advertising, direct mail/print and e-mail, and online marketing.

Television Advertising

Our television advertising is designed to build brand equity, create brand awareness, and generate initial purchases of
products via the telephone and the Internet.  We have used :30 and :15 second television commercials to attract new
customer orders.  Our television commercials typically focus on our ability to rapidly deliver to customers the same
medications offered by veterinarians, but at reduced prices.  We generally purchase advertising on national cable
channels to target our key demographic groups � women, ages 30 to 65.  We believe that television advertising is
particularly effective and instrumental in building brand awareness.  Our most current television commercial, airing
nationally, speaks to pet owners about the savings and convenience of purchasing the same exact pet medications
from 1-800-PetMeds, compared to purchasing the medications from a veterinarian.   

Direct Mail/Print and E-mail

We use direct mail/print and e-mail to acquire new customers and to remind our existing customers to reorder.   

Online Marketing

We supplement our traditional advertising with online advertising and marketing efforts.  We make our brand
available to internet consumers by purchasing targeted keywords and achieving prominent placement on the top
search engines and search engine networks, including Google, Microsoft Network, and Yahoo.  We utilize Internet
banner advertisements and we are also members of the LinkShare Network, which is an affiliate program with
merchant clients and affiliate websites.  This network is designed to develop and build a long-term, branded affiliate
program in order to increase online sales and establish an Internet presence.  The LinkShare Network enables us to
establish link arrangements with other websites, as well as with portals and search engines.
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Operations

Purchasing

We purchase our products from a variety of sources, including certain manufacturers, domestic distributors, and
wholesalers.  We have multiple suppliers for each of our products to obtain the lowest cost.  We purchase the majority
of our health and nutritional supplements directly from manufacturers.  We believe having strong relationships with
product manufacturers will ensure the availability of an adequate volume of products ordered by our customers, and
will enable us to provide more and better product information.  Historically, substantially all the major manufacturers
of prescription and non-prescription medications have declined to sell these products to direct marketing companies,
such as our Company.  (See Risk Factors.)  Part of our growth strategy includes developing direct relationships with
the leading pharmaceutical manufacturers of the more popular prescription and non-prescription medications.

Order Processing

We provide our customers with toll-free telephone access to our customer care representatives.  Our call center
generally operates from 8:00 AM to 11:00 PM Monday through Thursday, 8:00 AM to 9:00 PM on Friday, 9:00 AM
to 6:00 PM on Saturday, and 10:00 AM to 5:00 PM on Sunday, Eastern Time.  The process of customers purchasing
products from 1-800-PetMeds consists of a few simple steps.  A customer first places a call to our toll-free telephone
number or visits our website.  The following information is needed to process prescription orders: general pet
information, prescription information, and the veterinarian�s name and phone number.  This information is entered into
our computer system.  Then our pharmacists and pharmacy technicians verify all prescriptions.  The order process
system checks for the verification for prescription medication orders and a valid payment method for all orders.  An
invoice is generated and printed in our fulfillment center, where items are picked for shipping.  The product(s) in the
customer�s order are then selected from the Company's inventory and shipped via United States Postal Service, United
Parcel Service, or Federal Express.  

3
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Our customers enjoy the convenience of rapid home delivery, with approximately 72% of all orders being shipped
within 24 hours of ordering.  Our website allows customers to easily browse and purchase substantially all of our
products online.  Our website is designed to be fast, secure, and easy to use with order and shipping confirmations,
and with online order tracking capabilities.

Warehousing and Shipping

We inventory our products and fill all customer orders from our corporate headquarters in Pompano Beach, Florida.
 We have an in-house fulfillment and distribution operation, which is used to manage the entire supply chain,
beginning with the placement of the order, continuing through order processing, and then fulfilling and shipping of the
product to the customer.  We offer a variety of shipping options, including next day delivery.  We ship to anywhere in
the United States served by the United States Postal Service, United Parcel Service, or Federal Express.  Priority
orders are expedited in our fulfillment process.  Our goal is to ship the products the same day that the order is
received.  For prescription medications, our goal is to ship the product immediately after the prescription has been
authorized by the customer�s veterinarian.

Customer Service and Support

We believe that a high level of customer service and support is critical in retaining and expanding our customer base.
 Customer care representatives participate in ongoing training programs under the supervision of our training
managers.  These training sessions include a variety of topics such as product knowledge, computer usage, customer
service tips, and the relationship between our Company and veterinarians.  Our customer care representatives respond
to customers� e-mails and calls that are related to products, order status, prices, and shipping.  Our customer care
representatives also respond to customers through our live web chat.  If our customer care representatives are unable
to respond to a customer�s inquiry at the time of a call, we strive to provide an answer within 24 hours.  We believe our
customer care representatives are a valuable source of feedback regarding customer satisfaction.  Our customer returns
and credits average approximately 1.5 % of total sales.

Technology

We utilize integrated technologies in call center, e-commerce, order entry, and inventory control/fulfillment
operations.  Our systems are custom configured by the Company to optimize our computer telephone integration and
mail-order processing.  The systems are designed to maintain a large database of specialized information and process a
large volume of orders efficiently and effectively.  Our systems provide our customer care representatives and our
customers, on our website, with real time product availability information and updated customer information to
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enhance our customer service.  We also have an integrated direct connection for processing credit cards to ensure that
a valid credit card number and authorization have been received at the same time our customer care representatives are
on the phone with the customer or when a customer submits an order on our website.  Our information systems
provide our customer care representatives with records of all prior contact with a customer, including the customer�s
address, phone number, e-mail address, fax number, prescription information, order history, payment history, and
notes.

Competition

The pet medications market is competitive and highly fragmented.  Our competitors consist of veterinarians,
traditional retailers, and other mail-order and online retailers of pet medications and other health products.  We believe
that the following are the principal competitive factors in our market:

·

Product selection and availability, including the availability of prescription and non-prescription medications;

·

Brand recognition;

·

Reliability and speed of delivery;

·

Personalized service and convenience;

·

Price; and

·

Quality of website content.

We compete with veterinarians in the sale of prescription and non-prescription pet medications and other health
products.  Many pet owners may prefer the convenience of purchasing their pet medications or other health products
at the time of a veterinarian visit, or may be hesitant to offend their veterinarian by not purchasing these products from
the veterinarian.  In order to effectively compete with veterinarians, we must continue to educate pet owners about the
service, convenience, and savings offered by our Company.
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According to the American Pet Products Manufacturers Association, pet spending in the United States increased 7.3%
to $41.2 billion in 2007.  Pet supplies and medications represented $9.8 billion, or 24% of the total spending on pets in
the United States.  The pet medication market that we participate in is estimated to be approximately $3.4 billion, with
veterinarians having the majority of the market share.  The dog and cat population is approximately 163 million, with
approximately 63% of all households owning a pet.

We believe that the following are the main competitive strengths that differentiate 1-800-PetMeds from the
competition:

·

�1-800-PetMeds� brand name;

·

Exceptional customer service and support;

·

Consumer benefit structure of savings and convenience;

·

Licensed pharmacy to conduct business in 50 states; and

·

Multiple sources of supply of pet medications.

Intellectual Property

We conduct our business under the trade name �1-800-PetMeds.�  We believe this name, which is also our toll-free
telephone number, has added significant value and is an important factor in the marketing of our products.  We have
also obtained the r ight  to  the Internet  addresses www.1800petmeds.com, www.1888petmeds.com,
www.petmedexpress.com, and www.petmeds.com.   As with phone numbers, we do not have and cannot acquire any
property rights in an Internet address.  We do not expect to lose the ability to use the Internet addresses; however,
there can be no assurance in this regard and the loss of these addresses may have a material adverse effect on our
financial position and results of operations.  We are the exclusive owners of United States Trademark Registrations
for �PetMed Express®,� �1888PetMeds®,� �1-800-PetMeds®,� and �PetMeds®.�
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Government Regulation

Dispensing prescription medications is governed at the state level by the Board of Pharmacy, or similar regulatory
agencies, of each state where prescription medications are dispensed.  We are subject to regulation by the State of
Florida and are licensed as a community pharmacy by the Florida Board of Pharmacy.  Our current license is valid
until February 28, 2009, and prior to that date a renewal application will be submitted to the Board of Pharmacy.  Our
pharmacy practice is also licensed and/or regulated by 49 other state pharmacy boards and, with respect to our
products, by other regulatory authorities including, but not necessarily limited to, the United States Food and Drug
Administration (�FDA�) and the United States Environmental Protection Agency.  As a licensed pharmacy in the State
of Florida, we are subject to the Florida Pharmacy Act and regulations promulgated thereunder.  To the extent that we
are unable to maintain our license as a community pharmacy with the Florida Board of Pharmacy, or if we do not
maintain the licenses granted by other state pharmacy boards, or if we become subject to actions by the FDA, or other
enforcement regulators, our distribution of prescription medications to pet owners could cease, which could have a
material adverse effect on our financial condition and results of operations.

Employees

We currently have 256 full time employees, including: 146 in customer care and marketing; 30 in fulfillment and
purchasing; 68 in our pharmacy; 3 in information technology; 4 in administrative positions; and 5 in management.
 None of our employees are represented by a labor union, or governed by any collective bargaining agreements.  We
consider relations with our employees to be satisfactory.

Available Information

We file annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission ("SEC").  Our SEC filings, including our annual report on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to Section
13(a) of the Exchange Act are available to the public free of charge over the internet at our website at
www.1800petmeds.com or at the SEC's web site at www.sec.gov.  Our SEC filings will be available through our
website as soon as reasonably practicable after we have electronically filed or furnished them to the SEC. Information
contained on our website is not incorporated by reference into this annual report on Form 10-K.  You may also read
and copy any materials we file with the SEC at the SEC's Public Reference Room at 100 F Street, NE, Room 1580,
Washington D.C. 20549.  You may obtain information on the operation of the Public Reference
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Room by calling the SEC at 1-800-SEC-0330 or on the internet at www.sec.gov/info/edgar/prrrules.htm..  The
Company�s Code of Business Conduct and Ethics and the charters for each of our committees of the Board of Directors
may be found in our 2004 Proxy which was filed on June 30, 2004.  You may also obtain a copy of our Code of
Business Conduct and Ethics and the charters for each of our committees of the Board of Directors free of charge by
contacting investor relations at 1-800-738-6337.

ITEM 1A. RISK FACTORS

You should carefully consider the risks and uncertainties described below, and all the other information included in
this Annual Report before you decide to invest in our common stock.  Any of the following risks could materially
adversely affect our business, financial condition, or operating results and could result in a loss of your investment.

We may inadvertently fail to comply with various state regulations covering the dispensing of prescription pet
medications. We could be subject to reprimands, sanctions, probations, fines, suspensions, or the loss of one or more
of our pharmacy licenses.

The sale and delivery of prescription pet medications is generally governed by state laws and state regulations.  Since
our pharmacy is located in the State of Florida, the Company is governed by the laws and regulations of the State of
Florida.  Each prescription pet medication sale we make is likely also to be covered by the laws of the state where the
customer is located.  The laws and regulations relating to the sale and delivery of prescription pet medications vary
from state to state, but generally require that prescription pet medications be dispensed with the authorization from a
prescribing veterinarian.  To the extent that we are unable to maintain our license as a community pharmacy with the
Florida Board of Pharmacy, or if we do not maintain the licenses granted by other state boards, or if we become
subject to actions by the FDA, or other enforcement regulators, our distribution of prescription medications to pet
owners could cease, which could have a material adverse effect on our operations.

While we make every effort to fully comply with all applicable state rules, laws, and regulations, from time to time we
have been the subject of administrative complaints regarding the authorization of prescriptions prior to shipment.  We
cannot assure you that we will not continue to be the subject of administrative complaints in the future.  We cannot
guarantee you that we will not be subject to reprimands, sanctions, probations, or fines, or that one or more of our
pharmacy licenses will not be suspended or revoked.  If we were unable to maintain our license as a community
pharmacy in the State of Florida, or if we are not granted licensure in a state that begins to require licensure, or if one
or more of the licenses granted by other state boards should be suspended or revoked, our ability to continue to sell
prescription medications and to continue our business as it is presently conducted could be in jeopardy.
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We currently purchase a portion of our prescription and non-prescription medications from third party distributors
and we are not an authorized distributor of these products.  We do not have any guaranteed supply of medications at
any pre-established prices.

The majority of our sales were attributable to sales of prescription and non-prescription medications.  Historically,
substantially all the major pharmaceutical manufacturers have declined to sell prescription and non-prescription pet
medications directly to us.  In order to assure a supply of these products, we purchase medications from various
secondary sources, including a variety of domestic distributors.  Our business strategy includes seeking to establish
direct purchasing arrangements with major pet pharmaceutical manufacturing companies.  If we are not successful in
achieving this goal, we will continue to rely upon secondary sources.

We cannot guarantee that if we continue to purchase prescription and non-prescription pet medications from
secondary sources that we will be able to purchase an adequate supply to meet our customers� demands, or that we will
be able to purchase these products at competitive prices.  As these products represent a significant portion of our sales,
our failure to fill customer orders for these products could adversely impact our sales.  If we are forced to pay higher
prices for these products to ensure an adequate supply, we cannot guarantee that we will be able to pass along to our
customers any increases in the prices we pay for these medications.  This inability to pass along increased prices could
materially adversely affect our financial condition and results of operations.

6
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Our failure to properly manage our inventory may result in excessive inventory carrying costs, which could materially
adversely affect our financial condition and results of operations.

Our current product line contains approximately 750 SKUs.  A significant portion of our sales is attributable to
products representing approximately 90 SKUs.  We need to properly manage our inventory to provide an adequate
supply of these products and avoid excessive inventory of the products representing the balance of the SKUs.  We
generally place orders for products with our suppliers based upon our internal estimates of the amounts of inventory
we will need to fill future orders.  These estimates may be significantly different from the actual orders we receive.  

In the event that subsequent orders fall short of original estimates, we may be left with excess inventory.  Significant
excess inventory could result in price discounts and increased inventory carrying costs.  Similarly, if we fail to have an
adequate supply of some SKUs, we may lose sales opportunities.  We cannot guarantee that we will maintain
appropriate inventory levels.  Any failure on our part to maintain appropriate inventory levels may have a material
adverse effect on our financial condition and results of operations.

Resistance from veterinarians to authorize prescriptions, or attempts/efforts on their part to discourage pet owners to
purchase from internet mail-order pharmacies could cause our sales to decrease and could materially adversely affect
our financial condition and results of operations.

Since we began our operations some veterinarians have resisted providing our customers with a copy of their pet�s
prescription or authorizing the prescription to our pharmacy staff, thereby effectively preventing us from filling such
prescriptions under state law.  We have also been informed by customers and others that veterinarians have also tried
to discourage pet owners from purchasing from internet mail-order pharmacies.  Sales of prescription medications
represented approximately 30% of our sales for the fiscal year.  Although veterinarians in some states are required by
law to provide a pet owner with this prescription information, if the number of veterinarians who refuse to authorize
prescriptions should increase, or if veterinarians are successful in discouraging pet owners from purchasing from
internet mail-order pharmacies, our sales could decrease and our financial condition and results of operations may be
materially adversely affected.

Significant portions of our sales are made to residents of seven states.  If we should lose our pharmacy license in one
or more of these states, our financial condition and results of operations would be materially adversely affected.

While we ship pet medications to customers in all 50 states, approximately 50% of our sales for the fiscal year ended
March 31, 2008 were made to customers located in the states of California, Florida, Texas, New York, Pennsylvania,
Georgia, Virginia, and New Jersey.  If for any reason our license to operate a pharmacy in one or more of those states
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should be suspended or revoked, or if it is not granted or renewed, our ability to sell prescription medications to
residents of those states would cease and our financial condition and results of operations in future periods would be
materially adversely affected.  

We face significant competition from veterinarians and online and traditional retailers and may not be able to
compete profitably with them.

We compete directly and indirectly with veterinarians for the sale of pet medications and other health products.
 Veterinarians hold a competitive advantage over us because many pet owners may find it more convenient or
preferable to purchase these products directly from their veterinarians at the time of an office visit.  We also compete
directly and indirectly with both online and traditional retailers of pet medications and health and nutritional
supplements.  Both online and traditional retailers may hold a competitive advantage over us because of longer
operating histories, established brand names, greater resources, and/or an established customer base.  Online retailers
may have a competitive advantage over us because of established affiliate relationships to drive traffic to their
website.  Traditional retailers may hold a competitive advantage over us because pet owners may prefer to purchase
these products from a store instead of online or through catalog or telephone methods.  In order to effectively compete
in the future, we may be required to offer promotions and other incentives, which may result in lower operating
margins or adversely affect the results of operations.

We also face a significant challenge from our competitors forming alliances with each other, such as those between
online and traditional retailers. These relationships may enable both their retail and online stores to negotiate better
pricing and better terms from suppliers by aggregating the demand for products and negotiating volume discounts
which could be a competitive disadvantage to us.
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The content of our website could expose us to various kinds of liability, which, if prosecuted successfully, could
negatively impact our business.

Because we post product information and other content on our website, we face potential liability for negligence,
copyright infringement, patent infringement, trademark infringement, defamation, and/or other claims based on the
nature and content of the materials we post.  Various claims have been brought, and sometimes successfully
prosecuted, against Internet content distributors.  We could be exposed to liability with respect to the unauthorized
duplication of content or unauthorized use of other parties� proprietary technology.

Although we maintain general liability insurance, our insurance may not cover potential claims of this type, or may
not be adequate to indemnify us for all liability that may be imposed.  Any imposition of liability that is not covered
by insurance, or is in excess of insurance coverage, could materially adversely affect our financial condition and
results of operations.

We may not be able to protect our intellectual property rights, and/or we may be found to infringe on the proprietary
rights of others.

We rely on a combination of trademarks, trade secrets, copyright laws, and contractual restrictions to protect our
intellectual property rights.  These afford only limited protection. Despite our efforts to protect our proprietary rights,
unauthorized parties may attempt to copy our non-prescription private label generic equivalents, when and if
developed, as well as aspects of our sales formats, or to obtain and use information that we regard as proprietary,
including the technology used to operate our website and our content, and our trademarks.  Litigation or proceedings
before the United States Patent and Trademark Office or other bodies may be necessary in the future to enforce our
intellectual property rights, to protect our trade secrets and domain names, and to determine the validity and scope of
the proprietary rights of others.  Any litigation or adverse proceeding could result in substantial costs and diversion of
resources, and could seriously harm our business and operating results.

 Third parties may also claim infringement by us with respect to past, current, or future technologies.  We expect that
participants in our market will be increasingly involved in infringement claims as the number of services and
competitors in our industry segment grows.  Any claim, whether meritorious or not, could be time-consuming, result
in costly litigation, cause service upgrade delays, or require us to enter into royalty or licensing agreements.  These
royalty or licensing agreements might not be available on terms acceptable to us or at all.  

If we are unable to protect our Internet addresses or to prevent others from using Internet addresses that are
confusingly similar, our business may be adversely impacted.
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Our Internet addresses, www.1800petmeds.com, www.1888petmeds.com, www.petmedexpress.com, and
www.petmeds.com are critical to our brand recognition and our overall success.  If we are unable to protect these
Internet addresses, our competitors could capitalize on our brand recognition.  We are aware of substantially similar
Internet addresses used by competitors.  Governmental agencies and their designees generally regulate the acquisition
and maintenance of Internet addresses.  The regulation of Internet addresses in the United States and in foreign
countries has changed, and may undergo further change in the near future.  Furthermore, the relationship between
regulations governing Internet addresses and laws protecting trademarks and similar proprietary rights is unclear.
 Therefore, we may not be able to protect our own Internet addresses, or prevent third parties from acquiring Internet
addresses that are confusingly similar to, infringe upon, or otherwise decrease the value of our Internet addresses.

Since all of our operations are housed in a single location, we are more susceptible to business interruption in the
event of damage to or disruptions in our facility.

Our headquarters and distribution center are located in the same building in South Florida, and all of our shipments of
products to our customers are made from this sole distribution center.  We have no present plans to establish any
additional distribution centers or offices.  Because we consolidate our operations in one location, we are more
susceptible to power and equipment failures, and business interruptions in the event of fires, floods, and other natural
disasters than if we had additional locations.  Furthermore, because we are located in South Florida, which is a
hurricane-sensitive area, we are particularly susceptible to the risk of damage to, or total destruction of, our
headquarters and distribution center and surrounding transportation infrastructure caused by a hurricane.  We cannot
assure you that we are adequately insured to cover the amount of any losses relating to any of these potential events,
business interruptions resulting from damage to or destruction of our headquarters and distribution center, or power
and equipment failures relating to our call center or websites, or interruptions or disruptions to major transportation
infrastructure, or other events that do not occur on our premises.  The
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occurrence of one or more of these events could adversely impact our ability to generate revenues in future periods.

A portion of our sales are seasonal and our operating results are difficult to predict and may fluctuate.

Because our operating results are difficult to predict, we believe that quarter-to-quarter comparisons of our operating
results are not a good indication of our future performance.  The majority of our product sales are affected by the
seasons, due to the seasonality of mainly heartworm, and flea and tick medications.  For the quarters ended June 30,
2007, September 30, 2007, December 31, 2007, and March 31, 2008, Company sales were 31%, 27%, 20%, and 22%,
respectively.  In addition to the seasonality of our sales, our annual and quarterly operating results have fluctuated in
the past and may fluctuate significantly in the future due to a variety of factors, many of which are out of our control.
 Factors that may cause our operating results to fluctuate include:

·

Our ability to obtain new customers at a reasonable cost, retain existing customers, or encourage reorders;

·

Our ability to increase the number of visitors to our website, or our ability to convert visitors to our website into
customers;

·

The mix of medications and other pet products sold by us;

·

Our ability to manage inventory levels or obtain an adequate supply of products;

·

Our ability to adequately maintain, upgrade and develop our website, the systems that we use to process customers�
orders and payments, or our computer network;

·

Increased competition within our market niche;

·

Price competition;
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·

Increases in the cost of advertising;

·

The amount and timing of operating costs and capital expenditures relating to expansion of our product line or
operations; and

·

Disruption of our toll-free telephone service, technical difficulties, systems and Internet outages, or slowdowns.

Any change in one or more of these factors could materially adversely affect our financial condition and results of
operations in future periods.

Our stock price fluctuates from time to time and may fall below expectations of securities analysts and investors, and
could subject us to litigation, which may result in you suffering a loss on your investment.

The market price of our common stock may fluctuate significantly in response to a number of factors, some of which
are beyond our control.  These factors include: quarterly variations in operating results; changes in accounting
treatments or principles; announcements by us or our competitors of new products and services offerings, significant
contracts, acquisitions, or strategic relationships; additions or departures of key personnel; any future sales of our
common stock or other securities; stock market price and volume fluctuations of publicly-traded companies; and
general political, economic, and market conditions.

In some future quarter our operating results may fall below the expectations of securities analysts and investors, which
could result in a decrease in the trading price of our common stock.  In the past, securities class action litigation has
often been brought against a company following periods of volatility in the market price of its securities.  We may be
the targets of similar litigation in the future.  Securities litigation could result in substantial costs and divert
management's attention and resources, which could seriously harm our business and operating results.

We may issue additional shares of preferred stock that could defer a change of control or dilute the interests of our
common stockholders.  Our charter documents could defer a takeover effort which could inhibit your ability to receive
an acquisition premium for your shares.

Our charter permits our Board of Directors to issue up to 5,000,000 shares of preferred stock without stockholder
approval.  Currently there are 2,500 shares of our Convertible Preferred Stock issued and outstanding.  This leaves
4,997,500 shares of preferred stock available for issuance at the discretion of our Board of Directors.  These shares, if
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issued, could contain dividend, liquidation, conversion, voting, or other rights which could adversely affect the rights
of our common stockholders and which could also be utilized, under some circumstances, as a method of
discouraging, delaying or preventing a change in control.  Provisions of our articles of incorporation, bylaws and
Florida law could make it more difficult for a third party to acquire us, even if many of our stockholders believe it is
in their best interest.
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Our investments in auction rate securities are subject to risks which may adversely affect our liquidity.

At March 31, 2008, we had approximately $4,780,000 in temporary investments and approximately $24,740,000 in
long term investments, both consisting of auction rate securities (�ARS�).  At May 31, 2008, we were successful in
liquidating all of our temporary investments and a small portion of our long term investments, and we still had
approximately $21,125,000 in long term investments.  Liquidity for our ARS historically has been provided by an
auction process which has allowed us the opportunity to sell the securities at each auction date, and for those securities
not sold, resets the applicable interest rate every 7 or 28 days.  Although auctions have been successful for periods
immediately subsequent to February 2008, recently auctions for our ARS have failed which therefore have eliminated
our ability to sell these securities through the standard auction process. Currently there is no liquid market for these
securities. There is no assurance that future auctions in our ARS will succeed.  

An auction failure means that the parties wishing to sell their securities could not be matched with an adequate volume
of buyers. In the event that there is a failed auction the indenture governing the security requires the issuer to pay
interest at a contractually defined rate which may or may not correspond to market rates for other types of similar
short-term instruments. Our securities for which auctions have failed will continue to accrue interest at the contractual
rate and be subject to the auction process every 7 or 28 days until the auction succeeds, the issuer redeems the
securities, or the security matures. As a result, our ability to liquidate our investment in these securities and use the
cash proceeds in the near term may be limited. Our ability to fully recover the carrying value of our investment in
these securities may also be limited. The majority of our investments in ARS are classified as long term investments
in our financial statements for the fiscal year ended March 31, 2008.  Our ARS investments are not mortgage-backed
based but are municipal based, and banks are still valuing the bonds at 100% of par.  These ARS are currently rated
AAA, the highest rating available by a rating agency.  We currently believe the market values of our ARS are not
impaired.  However, it could take until the final maturity or issuer refinancing of the underlying debt for us to realize
the recorded value of our investments in these securities. If the issuers of our ARS are unable to successfully close
future auctions or redeem or refinance the securities and their credit ratings deteriorate, we may in the future be
required to record an impairment charge on these investments, and may need to sell these securities on a secondary
market. Although we believe we will be able to liquidate our investments in these securities without any significant
loss, the timing and financial impact of such an outcome is uncertain. Based on our expected cash expenditures, our
cash and cash equivalents balance and other potential sources of cash, we do not anticipate that the potential lack of
liquidity of these investments in the near term will adversely affect our ability to execute our current business plan.

ITEM 1B.  UNRESOLVED STAFF COMMENTS

None

ITEM 2.  PROPERTIES
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Our facilities, including our principal executive offices, are located at 1441 S.W. 29th Avenue, Pompano Beach,
Florida 33069.  The Company leases its 50,000 square foot executive offices and warehouse facility under a
non-cancelable operating lease, through May 31, 2012.  On February 29, 2008, the Company signed a fifth addendum
to its existing lease adding an additional 15,300 square feet and extending the lease to May 31, 2012, effective July 1,
2008.  The Company is responsible for certain maintenance costs, taxes, and insurance under this lease.  The future
minimum annual lease payments are as follows: $641,000 for fiscal 2009, $702,000 for fiscal 2010, $723,000 for
fiscal 2011, $745,000 for fiscal 2012, and $125,000 for fiscal 2013.

ITEM 3.  LEGAL PROCEEDINGS

The Company is a party to routine litigation and administrative complaints incidental to its business.  Management
does not believe that the resolution of any or all of such routine litigation and administrative complaints is likely to
have a material adverse effect on the Company�s financial condition or results of operations.  The Company has settled
complaints that had been filed with various states� pharmacy boards in the past.  There can be no assurances made that
other states will not attempt to take similar actions against the Company in the future.  Legal costs related to the above
matters are expensed as incurred.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of our stockholders during the fourth quarter of the fiscal year ended March 31,
2008.
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PART II

ITEM 5.

MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

      The Company�s common shares are traded on the NASDAQ Global Select Market (�NASDAQ�) under the symbol
�PETS.�  The prices set forth below reflect the range of high and low closing sale prices per share in each of the quarters
of fiscal 2008 and 2007 as reported by the NASDAQ.  These prices represent quotations among dealers without
adjustments for retail mark-ups, markdowns or commissions, and may not represent actual transactions.

Fiscal 2008: High Low
First Quarter $13.60 $10.78
Second Quarter $15.98 $12.88
Third Quarter $15.07 $11.99
Fourth Quarter $13.47 $10.45

Fiscal 2007: High Low
First Quarter $17.72 $10.97
Second Quarter $13.08 $ 9.44
Third Quarter $14.19 $10.13
Fourth Quarter $14.17 $11.74

There were 86 holders of record of our common stock at May 30, 2008, and we estimate there were approximately
11,000 beneficial stockholders on that date.

Dividend Policy
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The Company has never paid cash dividends on its common stock.  We presently intend to retain future earnings to
finance the expansion of our business.  Our future dividend policy will depend on our earnings, capital requirements,
expansion plans, financial condition, and other relevant factors.

Securities Authorized for Issuance under Equity Compensation Plans

The following table sets forth securities authorized for issuance under equity compensation plans, including individual
compensation arrangements, by us under our 1998 Stock Option Plan, 2006 Employee Equity Compensation
Restricted Stock Plan, and 2006 Outside Director Equity Compensation Restricted Stock Plan as of March 31, 2008:

EQUITY COMPENSATION PLAN INFORMATION

 Number of securities

 to be issued upon
 Weighted

average
 exercise of

outstanding   exercise price of
 Number of
securities

 options, warrants
 outstanding

options,
 remaining
available

 Plan category  and rights
 warrants and

rights  for future issuance
 (a)  (b)  (c)

1998 Stock Option
Plan                  372,660 $7.96                  810,068 

2006 Employee Restricted
Stock Plan                  193,942 -                  806,058 

2006 Director Restricted
Stock Plan                    44,000 -                  156,000 

Total                  610,602              1,772,126 
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Share Repurchase Plan

On November 8, 2006, the Company's Board of Directors approved a share repurchase plan of up to $20.0 million.
 This plan is intended to be implemented through purchases made from time to time in either the open market or
through private transactions at the Company's discretion, subject to market conditions and other factors, in accordance
with Securities and Exchange Commission requirements.  There can be no assurances as to the precise number of
shares that will be repurchased under the share repurchase plan, and the Company may discontinue the share
repurchase plan at any time subject to compliance with applicable regulatory requirements.  Shares purchased
pursuant to the share repurchase plan will either be cancelled or held in the Company's treasury.  Any share
repurchase would reduce our available cash.  During fiscal 2008 we repurchased approximately 952,000 shares of our
outstanding common stock for approximately $11.6 million, pursuant to the Company�s $20.0 million stock buy back
plan, averaging approximately $12.19 per share.   

This table provides information with respect to purchases by the Company of shares of common stock during the three
months ended March 31, 2008:

Month / Year

Total Number
of Shares

Purchased (1)

Average
Price Paid
Per Share

Total Number of
Shares Purchased
as Part of Publicly

Announced
Program (1)

Approximate
Dollar Value of

Shares That May
Yet Be Purchased

Under the
Program (1)

January 2008
  (January 1, 2008
  to January 31, 2008) 114,155 $       11.50 114,155 $       13,818,706 

February 2008
  (February 1, 2008 to
  February 29, 2008) 235,291 $       11.92 235,291 $       11,014,491 

March 2008
  (March 1, 2008 to
  March 31, 2008) 233,137 $       11.22 233,137 $         8,399,279 
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(1)

In November 2006, the Company announced that the Board of Directors authorized the repurchase of up to $20.0
million of the Company�s common stock from time to time through negotiated or open market transactions.  The
repurchase program does not have an expiration date and the program did not expire, nor did the Company terminate
the program, during the period covered by the table.

Since the inception of the share repurchase plan, approximately 1,000,000 shares have been repurchased under the
plan and approximately $7.9 million of the original $20.0 million authorization remains available for repurchase, as of
May 31, 2008.
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Performance Graph

Set forth below is a graph comparing the cumulative performance of our Common Stock with the Standard & Poor�s
Composite-500 Stock Index (the �S&P 500�), the Nasdaq Composite, and the Russell 2000, from March 31, 2003 to
March 31, 2008.  The graph assumes that $100 was invested on March 31, 2003 in each of our Common Stock, the
S&P 500, the Nasdaq Composite, and the Russell 2000 and that all dividends were reinvested.

Performance graph data:

Edgar Filing: PETMED EXPRESS INC - Form 10-K

34



Fiscal Year Ended March 31,
2003 2004 2005 2006 2007 2008

Nasdaq Composite 100.00 148.69 149.07 174.46 
� the trustee

has not
started such
proceeding
within
60 days after
receiving the
request; and

� no direction
inconsistent
with such
written
request has
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been given
to the trustee
under the
indenture.

However, the holder of any debt security will have an absolute right to receive payment of principal of and interest on
the debt security when due and to institute suit to enforce this payment.

Satisfaction and Discharge; Defeasance

Satisfaction and Discharge of Indenture.  Unless otherwise indicated in the applicable prospectus supplement, if at
any time,

� we have paid the principal of and interest on all the debt securities of any series, except for debt securities
which have been destroyed, lost or stolen and which have been replaced or paid in accordance with the
indenture, as and when the same shall have become due and payable, or

� we have delivered to the trustee for cancellation all debt securities of any series theretofore authenticated,
except for debt securities of such series which have been destroyed, lost or stolen and which have been
replaced or paid as provided in the indenture, or

� all the debt securities of such series not theretofore delivered to the trustee for cancellation have become due
and payable, or are by their terms are to become due and payable within one year or are to be called for
redemption within one year, and we have deposited with the trustee, in trust, sufficient money or government
obligations, or a combination thereof, to pay the principal, any interest and any other sums due on the debt
securities, on the dates the payments are due or become due under the indenture and the terms of the debt
securities,

11

Edgar Filing: PETMED EXPRESS INC - Form 10-K

36



Table of Contents

then the indenture shall cease to be of further effect with respect to the debt securities of such series, except for
(a) rights of registration of transfer and exchange, and our right of optional redemption, (b) substitution of mutilated,
defaced, destroyed, lost or stolen debt securities, (c) rights of holders to receive payments of principal thereof and
interest thereon upon the original stated due dates therefor (but not upon acceleration) and remaining rights of the
holders to receive mandatory sinking fund payments, if any, (d) the rights, obligations and immunities of the trustee
under the indenture, and (e) the rights of the holders of such series of debt securities as beneficiaries thereof with
respect to the property so deposited with the trustee payable to all or any of them.

Defeasance and Covenant Defeasance.  Unless otherwise indicated in the applicable prospectus supplement, we may
elect with respect to any debt securities of any series either:

� to defease and be discharged from all of our obligations with respect to such debt securities (�defeasance�), with
certain exceptions described below; or

� to be released from our obligations with respect to such debt securities under such covenants as may be
specified in the applicable prospectus supplement, and any omission to comply with those obligations will not
constitute a default or an event of default with respect to such debt securities (�covenant defeasance�).

We must comply with the following conditions before the defeasance or covenant defeasance can be effected:

� we must irrevocably deposit with the indenture trustee or other qualifying trustee, under the terms of an
irrevocable trust agreement in form and substance satisfactory to the trustee, trust funds in trust solely for the
benefit of the holders of such debt securities, sufficient money or government obligations, or a combination
thereof, to pay the principal, any interest and any other sums on the due dates for those payments; and

� we must deliver to the trustee an opinion of counsel to the effect that the holders of such debt securities will not
recognize income, gain or loss for federal income tax purposes as a result of defeasance or covenant
defeasance, as the case may be, to be effected with respect to such debt securities and will be subject to federal
income tax on the same amount, in the same manner and at the same times as would be the case if such
defeasance or covenant defeasance, as the case may be, had not occurred.

In connection with defeasance, any irrevocable trust agreement contemplated by the indenture must include, among
other things, provision for (a) payment of the principal of and interest on such debt securities, if any, appertaining
thereto when due (by redemption, sinking fund payments or otherwise), (b) the payment of the expenses of the trustee
incurred or to be incurred in connection with carrying out such trust provisions, (c) rights of registration, transfer,
substitution and exchange of such debt securities in accordance with the terms stated in the indenture, and
(d) continuation of the rights, obligations and immunities of the trustee as against the holders of such debt securities as
stated in the indenture.

The accompanying prospectus supplement may further describe any provisions permitting or restricting defeasance or
covenant defeasance with respect to the debt securities of a particular series.

Global Securities

Unless otherwise indicated in the applicable prospectus supplement, each debt security offered by this prospectus will
be issued in the form of one or more global debt securities representing all or part of that series of debt securities. This
means that we will not issue certificates for that series of debt securities to the holders. Instead, a global debt security
representing that series will be deposited with, or on behalf of, a securities depositary and registered in the name of the
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depositary or a nominee of the depositary. Any such depositary must be a clearing agency registered under the
Exchange Act. We will describe the specific terms of the depositary arrangement with respect to a series of debt
securities to be represented by a global security in the applicable prospectus supplement.

Notices

We will give notices to holders of the debt securities by mail at the addresses listed in the security register. In the case
of notice in respect of unregistered securities or coupon securities, we may give notice by publication in a newspaper
of general circulation in New York, New York.
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Governing Law

The indenture and the debt securities will be governed by, and construed in accordance with, the laws of the State of
New York, except to the extent the Trust Indenture Act is applicable.

Regarding the Trustee

From time to time, we may maintain deposit accounts and conduct other banking transactions with the trustee to be
appointed under the indenture or its affiliates in the ordinary course of business.

Outstanding Indebtedness

On August 8, 2007, we, including our consolidated subsidiaries, entered into a second amended and restated credit
agreement, effective August 8, 2007, with a syndicate of bank lenders and U.S. Bank National Association, as LC
bank and lead arranger and as agent for the lenders, for a $200 million senior secured credit facility comprised of a
term loan facility in an initial aggregate amount of $50 million due and payable in quarterly installments with a final
maturity date of August 8, 2014 and a revolving credit facility in an aggregate amount of up to $150 million with a
final maturity date of August 8, 2012. At any time the outstanding principal balance of revolving loans under the
revolving credit facility exceeds $25 million, such revolving loans will convert to an amortizing term loan, in an
amount that we designate if we give notice, due and payable in quarterly installments with a final maturity date of
August 8, 2014. As of January 15, 2010, we had $143.5 million outstanding under our term loan, and $13.0 million
outstanding balance under our revolving variable-rate credit facility and available capacity of approximately
$27.0 million, after taking into account the senior leverage ratio requirements under the credit agreement.

Our obligations under the credit agreement are the joint and several liabilities of us and our consolidated subsidiaries
and are secured by liens on substantially all of the assets of such entities, including pledges of equity interests in the
consolidated subsidiaries. Our credit agreement prohibits redemptions and provides that in the event we issue any
additional equity securities, 50% of the cash proceeds of the issuance must be paid to our lenders in satisfaction of any
outstanding indebtedness. Our credit agreement also contains a number of negative covenants that limit us from,
among other things and with certain thresholds and exceptions, merging, consolidating or entering into a
reorganization or similar transaction with another person, incurring indebtedness (including guarantee obligations) or
liens, paying dividends, redeeming or repurchasing shares or making other payments in respect of capital stock. As of
the date of this prospectus, we are in compliance with these covenants.

DESCRIPTION OF WARRANTS

We may offer to sell warrants from time to time. If we do so, we will describe the specific terms of the warrants in a
prospectus supplement. In particular, we may issue warrants for the purchase of common stock, preferred stock and/or
debt securities in one or more series. We may also issue warrants independently or together with other securities and
the warrants may be attached to or separate from those securities.

We will evidence each series of warrants by warrant certificates that we will issue under a separate agreement. We
will enter into the warrant agreement with a warrant agent. We will indicate the name and address of the warrant agent
in the applicable prospectus supplement relating to a particular series of warrants.

We will describe in the applicable prospectus supplement the terms of the series of warrants, including:

� the offering price and aggregate number of warrants offered;
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� the currency for which the warrants may be purchased;

� if applicable, the designation and terms of the securities with which the warrants are issued and the number of
warrants issued with each such security or each principal amount of such security;

� if applicable, the date on and after which the warrants and the related securities will be separately transferable;
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� in the case of warrants to purchase debt securities, the principal amount of debt securities purchasable upon
exercise of one warrant and the price at, and currency in which, this principal amount of debt securities may be
purchased upon such exercise;

� in the case of warrants to purchase common stock or preferred stock, the number of shares of common stock or
preferred stock, as the case may be, purchasable upon the exercise of one warrant and the price at which these
shares may be purchased upon such exercise;

� the effect of any merger, consolidation, sale or other disposition of our business on the warrant agreement and
the warrants;

� the terms of any rights to redeem or call the warrants;

� any provisions for changes to or adjustments in the exercise price or number of securities issuable upon
exercise of the warrants;

� the dates on which the right to exercise the warrants will commence and expire;

� the manner in which the warrant agreement and warrants may be modified;

� certain United States federal income tax consequences of holding or exercising the warrants;

� the terms of the securities issuable upon exercise of the warrants; and

� any other specific material terms, preferences, rights or limitations of or restrictions on the warrants.

You may exercise the warrants by delivering the warrant certificate representing the warrants to be exercised together
with other requested information, and paying the required amount to the warrant agent in immediately available funds,
as provided in the applicable prospectus supplement. We will set forth in the applicable prospectus supplement the
information that the holder of the warrant will be required to deliver to the warrant agent.

Upon receipt of the required payment and the warrant certificate properly completed and duly executed at the office of
the warrant agent or any other office indicated in the applicable prospectus supplement, we will issue and deliver the
securities purchasable upon such exercise. If you exercise fewer than all of the warrants represented by the warrant
certificate, then we will issue you a new warrant certificate for the remaining amount of warrants.

You will not have any of the rights of the holders of the securities purchasable upon the exercise of warrants until you
exercise them. Accordingly, you will not be entitled to, among other things, vote or receive dividend payments or
similar distributions on the securities you can purchase upon exercise of the warrants.

The information provided above is only a summary of the terms under which we may offer warrants for sale.
Accordingly, please carefully review the applicable warrant agreement for more information about the specific terms
and conditions of these warrants before investing in us. In addition, please carefully review the information provided
in the applicable prospectus supplement, which contains additional information that is important for you to consider in
evaluating an investment in our securities.

PLAN OF DISTRIBUTION
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We may sell the securities covered by this prospectus from time to time at market prices prevailing at the time of sale,
at prices related to such prevailing market prices at the time of sale, at negotiated prices or at fixed prices, which may
change from time to time. We may sell the securities directly to one or more purchasers; through agents; to dealers;
through underwriters, brokers or dealers; or through a combination of any of these sales methods. We reserve the right
to accept or reject, in whole or in part, any proposed purchase of securities, whether the purchase is to be made
directly or through agents.

Each time that we use this prospectus to sell our securities, we will also provide a prospectus supplement that contains
the specific terms of the offering, including:

� the name or names of the underwriters, dealers or agents, if any, and the types and amounts of securities
underwritten or purchased by each of them;
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� the public offering price of the securities and the proceeds we will receive from the sale;

� any over-allotment options under which underwriters may purchase additional securities from us;

� any agency fees or underwriting discounts or other items constituting agents� or underwriters� compensation;

� any discounts, commissions or concessions allowed or reallowed or paid to dealers; and

� any securities exchange or market on which the securities may be listed.

Only underwriters that we have named in the prospectus supplement will be underwriters of the securities offered by
that prospectus supplement. This prospectus may not be used to consummate a sale of securities unless it is
accompanied by a prospectus supplement.

If underwriters are used in the sale, they will acquire the securities for their own account and may resell the securities
from time to time in one or more transactions at a fixed public offering price or at varying prices determined at the
time of sale. The obligations of the underwriters to purchase the securities will be subject to the conditions set forth in
the applicable underwriting agreement. We may offer the securities to the public through underwriting syndicates
represented by managing underwriters or by underwriters without a syndicate. Subject to certain conditions, the
underwriters will be obligated to purchase all of the securities offered by the prospectus supplement, other than
securities covered by any over-allotment option. Any public offering price and any discounts or concessions allowed
or reallowed or paid to dealers may change from time to time. We may use underwriters with whom we have a
material relationship. We will describe in the prospectus supplement, naming the underwriter, the nature of any such
relationship.

We may sell securities directly or through agents we designate from time to time. We will name any agent involved in
the offering and sale of securities and we will describe any commissions we will pay the agent in the prospectus
supplement. Unless the prospectus supplement states otherwise, our agent will act on a best-efforts basis for the period
of its appointment.

We may authorize agents or underwriters to solicit offers by certain types of institutional investors to purchase
securities from us at the public offering price set forth in the prospectus supplement pursuant to delayed delivery
contracts providing for payment and delivery on a specified date in the future. We will describe the conditions to these
contracts and the commissions we must pay for solicitation of these contracts in the prospectus supplement.

We may provide agents and underwriters with indemnification against civil liabilities, including liabilities under the
Securities Act, or contribution with respect to payments that the agents or underwriters may make with respect to
these liabilities. Agents and underwriters may engage in transactions with, or perform services for, us in the ordinary
course of business.

All securities we may offer, other than common stock, will be new issues of securities with no established trading
market. Any underwriters may make a market in these securities, but will not be obligated to do so and may
discontinue any market making at any time without notice. We cannot guarantee the liquidity of the trading markets
for any securities.

Any underwriter may engage in over-allotment, stabilizing transactions, short-covering transactions and penalty bids
in accordance with Regulation M under the Exchange Act. Over-allotment involves sales in excess of the offering
size, which create a short position. Stabilizing transactions permit bids to purchase the underlying security so long as
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the stabilizing bids do not exceed a specified maximum price. Syndicate-covering or other short-covering transactions
involve purchases of the securities, either through exercise of the over-allotment option or in the open market after the
distribution is completed, to cover short positions. Penalty bids permit the underwriters to reclaim a selling concession
from a dealer when the securities originally sold by the dealer are purchased in a stabilizing or covering transaction to
cover short positions. Those activities may cause the price of the securities to be higher than it would otherwise be. If
commenced, the underwriters may discontinue any of the activities at any time.

Under the securities laws of some states, to the extent applicable, the securities may be sold in such states only
through registered or licensed brokers or dealers. In addition, in some states the securities may not be sold unless such
securities have been registered or qualified for sale in such state or an exemption from registration or qualification is
available and is complied with.
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LEGAL MATTERS

The validity of the issuance of the securities that are covered by this prospectus will be passed upon for us by Katten
Muchin Rosenman LLP, Chicago, Illinois. Further, to the extent that we use any underwriters or agents in connection
with any offering of the securities, we expect that the counsel for such underwriters and/or agents will pass upon the
validity of the securities as well.

EXPERTS

McGladrey & Pullen, LLP, an independent registered accounting firm, has audited (1) the consolidated financial
statements of Dolan Media Company and its subsidiaries as of December, 31, 2007 and 2008 and for the years ended
December 31, 2006, 2007, and 2008; (2) the consolidated financial statements of National Default Exchange
Holdings, LP (and Predecessor) as of December 31, 2006 and 2007 and for the years ended December 31, 2005, 2006
and 2007; (3) the consolidated financial statements of The Detroit Legal News Publishing, LLC for the year ended
December 31, 2006; and (4) the internal control over financial reporting of Dolan Media Company and its subsidiaries
as of December 31, 2008, all incorporated by reference in this prospectus. These financial statements are so
incorporated by reference in reliance upon McGladrey & Pullen�s reports dated December 18, 2009 (which report
expresses an unqualified opinion and includes an explanatory paragraph referring to the retrospective adoption of
Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in Consolidated Financial Statements �
an amendment of Accounting Research Bulletin No. 51), September 2, 2008, April 25, 2007, and March 11, 2009, and
upon the authority of such firm as experts in accounting and auditing. The financial statements of The Detroit Legal
News Publishing, LLC for the years ended December 31, 2007 and 2008, incorporated by reference in this prospectus,
have been audited by Baker Tilly Virchow Krause, LLP (f/k/a Virchow, Krause & Company, LLP), an independent
registered public accounting firm, and are so incorporated by reference in reliance upon its report and upon the
authority of such firm as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, proxy statements and other information with the SEC. You may read,
without charge, and copy the documents we file at the SEC�s public reference room in Washington, D.C., at
100 F Street, N.E., Washington, D.C. 20549. You can request copies of these documents by writing to the SEC and
paying a fee for the copying cost. Please call the SEC at 1-800-SEC-0330 for further information on the public
reference room. Our SEC filings are also available to the public at no cost from the SEC�s web site at
http://www.sec.gov. Our shares of common stock are listed on the New York Stock Exchange and you can inspect our
reports, proxy statements and other information at the offices of the New York Stock Exchange, 20 Broad Street, New
York, New York 10005.

We have filed with the SEC a registration statement on Form S-3 under the Securities Act for the securities being
offered by us. This prospectus does not contain all of the information in the registration statement and the exhibits and
schedules that were filed with the registration statement. For further information with respect to us and our securities,
we refer you to the registration statement and the exhibits that were filed with the registration statement. Statements
contained or incorporated by reference in this prospectus about the contents of any contract or any other document that
is filed as an exhibit to the registration statement are not necessarily complete, and we refer you to the full text of the
contract or other document filed as an exhibit to the registration statement. Anyone may obtain the registration
statement and its exhibits and schedules from the SEC.

DOCUMENTS INCORPORATED BY REFERENCE
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The SEC allows us to �incorporate by reference� information into this prospectus, which means that we can disclose
important information to you by referring you to another document that we filed separately with the SEC. Information
in this prospectus updates, and in some cases supersedes, information incorporated by reference from documents we
have filed with the SEC prior to the date of this prospectus, while information that we file later with the SEC will
automatically update and, in some cases, supersede the information contained or incorporated by reference in this
prospectus.
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The following documents that we have previously filed with the SEC are incorporated by reference into this
prospectus:

� our Annual Report on Form 10-K for the fiscal year ended December 31, 2008;

� our Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2009, June 30, 2009, and
September 30, 2009;

� the portions of our Definitive Proxy Statement on Schedule 14A for the 2009 annual meeting of stockholders
that are incorporated by reference in our Annual Report on Form 10-K for the fiscal year ended December 31,
2008;

� our Current Reports on Form 8-K filed with the SEC on September 16, 2008, February 3, 2009, July 28, 2009,
August 4, 2009, October 5, 2009, December 18, 2009, January 5, 2010, and January 19, 2010;

� the description of our common stock contained in our Registration Statement on Form 8-A filed with the SEC
on July 17, 2007 and any amendments thereto filed to update the description; and

� the description of our preferred stock purchase rights contained in our Registration Statement on Form 8-A
filed with the SEC on February 3, 2009 and any amendments thereto filed to update that description.

In addition, all documents filed by us under Section 13(a), 13(c), 14, or 15(d) of the Exchange Act after the date of
this prospectus and prior to the sale of all of the securities covered by this prospectus are incorporated by reference
into, and deemed a part of, this prospectus from the date of filing of those documents.

Copies of these filings are available free of charge on our web site, www.dolanmedia.com. In addition, if you request,
either orally or in writing, we will provide you with a copy of any or all documents that are incorporated by reference.
These documents will be provided to you free of charge, but will not contain any exhibits, unless those exhibits are
specifically incorporated by reference into a document. You should direct any requests for documents to Dolan Media
Company, Attention: Corporate Secretary, 222 South Ninth Street, Suite 2300, Minneapolis, Minnesota 55402,
telephone: (612) 317-9420.
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PART II

INFORMATION NOT REQUIRED IN THE PROSPECTUS

ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION.

The following table sets forth the expenses, all of which are to be paid by us, in connection with the registration,
issuance and distribution of the securities being registered by this registration statement. Other than the SEC
registration fee, which was calculated in accordance with Rule 457(o), all amounts shown are estimates.

SEC registration fee $ 11,160
New York Stock Exchange listing fee *
Transfer agent fees and expenses *
Trustee fees and expenses *
Legal fees and expenses *
Accounting fees and expenses *
Printing expenses *
Miscellaneous expenses *

Total *

* These fees are not presently known and cannot be estimated at this time as they are based upon the amount and
type of security being offered as well as the number of offerings.

ITEM 15. INDEMNIFICATION OF DIRECTORS AND OFFICERS.

Section 145 of the Delaware General Corporation Law provides that a corporation may indemnify directors and
officers as well as other employees and individuals against expenses (including attorneys� fees), judgments, fines and
amounts paid in settlement actually and reasonably incurred by such person in connection with any threatened,
pending or completed actions, suits or proceedings in which such person is made a party by reason of such person
being or having been a director, officer, employee or agent to the corporation. The Delaware General Corporation Law
provides that Section 145 is not exclusive of other rights to which those seeking indemnification may be entitled under
any bylaw, agreement, vote of stockholders or disinterested directors or otherwise. The registrant�s amended and
restated certificate of incorporation provides for indemnification by the registrant of its directors and officers to the
fullest extent permitted by the Delaware General Corporation Law. The registrant has entered into indemnification
agreements with each of its directors and officers. These agreements require the registrant, among other things, to
indemnify such directors or officers against certain liabilities that may arise by reason of their status or service as
directors or officers, to advance expenses to them as they are incurred (provided that they undertake to repay the
amount advanced if it is ultimately determined that such director or officer is not entitled to indemnification), and to
obtain directors� and officers� liability insurance whether or not the registrant would have the power to indemnify such
director or officer under the applicable provisions of the registrant�s amended and restated certificate of incorporation
or bylaws.

In addition, the registrant�s amended and restated certificate of incorporation provides that the personal liability of
directors of the registrant is eliminated to the fullest extent permitted by the Delaware General Corporation Law.
Section 102(b)(7) of the Delaware General Corporation Law permits a corporation to provide in its certificate of
incorporation that a director of the corporation shall not be personally liable to the corporation or its stockholders for
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monetary damages for breach of his or her fiduciary duty as a director, except for liability (1) for any breach of the
director�s duty of loyalty to the registrant or its stockholders, (2) for acts or omissions not in good faith or which
involve intentional misconduct or a knowing violation of law, (3) for willful or negligent conduct in paying dividends
or repurchasing stock out of other than lawfully available funds, or (4) for any transaction from which the director
derives an improper personal benefit.

The registrant maintains standard policies of insurance under which coverage is provided (a) to its directors and
officers against loss rising from claims made by reason of breach of duty or other wrongful act, and (b) to the
registrant with respect to payments which may be made by the registrant to such officers and directors pursuant to the
above indemnification provision or otherwise as a matter of law.
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ITEM 16. EXHIBITS

Exhibit
Number Description

1.1* Form of underwriting agreement for equity and/or debt.
1.2* Form of placement agent agreement for equity and/or debt.
4.1 Amended and Restated Articles of Incorporation (incorporated by reference to Exhibit 3.1 of our quarterly

report on Form 10-Q filed with the SEC on September 14, 2007).
4.2 Second Amended and Restated Bylaws, as amended (incorporated by reference to Exhibit 3.2 of our

current report on Form 8-K filed with the SEC on December 18, 2008).
4.3 Certificate of Designation of Series A Junior Participating Preferred Stock of Dolan Media Company

(incorporated by reference to Exhibit 3.1 of our current report on Form 8-K filed with the SEC on
February 3, 2009).

4.4 Specimen stock certificate representing the Registrant�s common stock (incorporated by reference to
Exhibit 4 of our amendment to registration statement on Form S-1/A filed with the SEC on July 16, 2007
(Registration No. 333-142372)).

4.5 Rights Agreement, dated as of January 29, 2009, by and between Dolan Media Company and Mellon
Investor Services LLC, as Rights Agents (incorporated by reference to Exhibit 4.1 of our current report on
Form 8-K filed with the SEC on February 3, 2009).

4.6* Form of certificate of designation for preferred stock.
4.7** Form of indenture.
4.8* Form of senior note.
4.9* Form of subordinated note.
4.10* Form of warrant agreement.
4.11* Form of warrant certificates to issued under the warrant agreement.
5 Opinion of Katten Muchin Rosenman LLP as to the legality of the securities being registered (including

consent).
12** Calculation of ratio of earnings to fixed charges and ratio of combined fixed charges and preference

dividends to earnings.
23.1 Consent of McGladrey & Pullen, LLP.
23.2 Consent of McGladrey & Pullen, LLP.
23.3 Consent of Baker Tilly Virchow Krause, LLP.
23.4 Consent of Katten Muchin Rosenman LLP (included in Exhibit 5).
24.1** Power of Attorney (included on the signature page of the initial filing hereof).
24.2 Power of Attorney of Gary H. Stern
25+ Statement of Eligibility and Qualification on Form T-1 under the Trust Indenture Act of 1939, as

amended, of the Trustee for the Indenture.

* To be filed, if applicable, subsequent to the effectiveness of this registration statement as an exhibit to an
amendment to the registration statement or pursuant to a current report on Form 8-K that is incorporated by
reference herein in connection with the offering of the securities.

** Filed with the SEC on December 18, 2009, as part of our registration statement on Form S-3.

+ To be filed in accordance with Section 305(b)(2) of the Trust Indenture Act of 1939, as amended.
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ITEM 17. UNDERTAKINGS.

(a) The undersigned registrant hereby undertakes:

(1) to file, during any period in which offers or sales are being made, a post-effective amendment to this registration
statement:

(i) To include any prospectus required by Section 10(a)(3) of the Securities Act of 1933.

II-2
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(ii) To reflect in the prospectus any facts or events arising after the effective date of the registration statement (or the
most recent post-effective amendment thereof) which, individually or in the aggregate, represent a fundamental
change in the information set forth in the registration statement. Notwithstanding the foregoing, any increase or
decrease in volume of securities offered (if the total dollar value of securities offered would not exceed that which was
registered) and any deviation from the low or high end of the estimated maximum offering range may be reflected in
the form of prospectus filed with the Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume
and price represent no more than 20 percent change in the maximum aggregate offering price set forth in the
�Calculation of Registration Fee� table in the effective registration statement; and

(iii) To include any material information with respect to the plan of distribution not previously disclosed in the
registration statement or any material change to such information in the registration statement;

provided, however , that paragraphs (1)(i), (1)(ii) and (1)(iii) do not apply if the information required to be included in
a post-effective amendment by those paragraphs is contained in reports filed with or furnished to the SEC by the
registrant pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 that are incorporated by reference in
the registration statement, or is contained in a form of prospectus filed pursuant to Rule 424(b) that is part of the
registration statement.

(2) That, for the purpose of determining any liability under the Securities Act of 1933, each such post-effective
amendment shall be deemed to be a new registration statement relating to the securities offered therein, and the
offering of such securities at that time shall be deemed to be the initial bona fide offering thereof.

(3) To remove from registration by means of a post-effective amendment any of the securities being registered which
remain unsold at the termination of the offering.

(4) That, for the purpose of determining liability under the Securities Act of 1933 to any purchaser:

(i) Each prospectus filed by the registrant pursuant to Rule 424(b)(3) shall be deemed to be part of the registration
statement as of the date the filed prospectus was deemed part of and included in the registration statement; and

(ii) Each prospectus required to be filed pursuant to Rule 424(b)(2), (b)(5), or (b)(7) as part of a registration statement
in reliance on Rule 430B relating to an offering made pursuant to Rule 415(a)(1)(i), (vii), or (x) for the purpose of
providing the information required by section 10(a) of the Securities Act of 1933 shall be deemed to be part of and
included in the registration statement as of the earlier of the date such form of prospectus is first used after
effectiveness or the date of the first contract of sale of securities in the offering described in the prospectus. As
provided in Rule 430B, for liability purposes of the issuer and any person that is at that date an underwriter, such date
shall be deemed to be a new effective date of the registration statement relating to the securities in the registration
statement to which that prospectus relates, and the offering of such securities at that time shall be deemed to be the
initial bona fide offering thereof. Provided, however, that no statement made in a registration statement or prospectus
that is part of the registration statement or made in a document incorporated or deemed incorporated by reference into
the registration statement or prospectus that is part of the registration statement will, as to a purchaser with a time of
contract of sale prior to such effective date, supersede or modify any statement that was made in the registration
statement or prospectus that was part of the registration statement or made in any such document immediately prior to
such effective date.

(5) That, for purposes of determining any liability under the Securities Act of 1933, each filing of the registrant�s
annual report pursuant to Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934 (and, where
applicable, each filing of an employee benefit plan�s annual report pursuant to section 15(d) of the Securities Exchange
Act of 1934) that is incorporated by reference in the registration statement shall be deemed to be a new registration
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be the initial bona fide offering thereof.
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(6) That, for the purpose of determining liability of the registrant under the Securities Act of 1933 to any purchase in
the initial distribution of the securities:

The undersigned registrant undertakes that in a primary offering of securities of the undersigned registrant pursuant to
this registration statement, regardless of the underwriting method used to sell the securities to the purchaser, if the
securities are offered or sold to such purchaser by means of any of the following communications, the undersigned
registrant will be a seller to the purchaser and will be considered to offer or sell such securities to the purchaser:
(i) any preliminary prospectus or prospectus of the undersigned registrant relating to the offering required to be filed
pursuant to Rule 424; (ii) any free writing prospectus relating to the offering prepared by or on behalf of the
undersigned registrant or used or referred to by the undersigned registrant; (iii) the portion of any other free writing
prospectus relating to the offering containing material information about the undersigned registrant or its securities
provided by or on behalf of the undersigned registrant; and (iv) any other communication that is an offer in the
offering made by the undersigned registrant to the purchaser.

(b) Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors,
officers and controlling persons of the registrant pursuant to the foregoing provisions, or otherwise, the registrant has
been advised that in the opinion of the SEC such indemnification is against public policy as expressed in the Securities
Act and is, therefore, unenforceable. In the event that a claim for indemnification against such liability (other than a
payment by the registrant of expenses incurred or paid by a director, officer or controlling person of the registrant in
the successful defense of any action, suit or proceedings) is asserted by such director, officer or controlling person in
connection with the securities being registered, the registrant will, unless in the opinion of its counsel the matter has
been settled by controlling precedent, submit to a court of appropriate jurisdiction the question whether such
indemnification by it is against public policy as expressed in the Securities Act and will be governed by the final
adjudication of such issue.

(c) The undersigned registrant hereby undertakes to file an application for the purpose of determining the eligibility of
the trustee to act under subsection (a) of Section 310 of the Trust Indenture Act in accordance with the rules and
regulations prescribed by the SEC under Section 305(b)(2) of the Act.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant certifies that it has reasonable grounds to
believe that it meets all of the requirements for filing on Form S-3 and has duly caused this Registration Statement to
be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Minneapolis, and State of
Minnesota on the 22nd day of January, 2010.

DOLAN MEDIA COMPANY

/s/  JAMES P. DOLAN
James P. Dolan
Chairman, Chief Executive Officer and President

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been signed by the
following persons in the capacities and on the dates indicated.

Signature Title Date

/s/  JAMES P. DOLAN

James P. Dolan

Chairman, Chief Executive Officer,
President and Director

(Principal Executive Officer)

January 22, 2010

/s/  VICKI J. DUNCOMB

Vicki J. Duncomb

Vice President and Chief
Financial Officer

(Principal Financial Officer and
Principal Accounting Officer)

January 22, 2010

*

John C. Bergstrom

Director January 22, 2010

*

Anton J. Christianson

Director January 22, 2010

*

Arthur F. Kingsbury

Director January 22, 2010

*

Jacques Massicotte

Director January 22, 2010

*

Lauren Rich Fine

Director January 22, 2010
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*

George Rossi

Director January 22, 2010

/s/  GARY H. STERN

Gary H. Stern

Director January 22, 2010

*By: /s/  JAMES P. DOLAN
James P. Dolan
as Attorney-in-Fact
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EXHIBIT INDEX

Exhibit
Number Description

5 Opinion of Katten Muchin Rosenman LLP as to the legality of the securities being registered.
23.1 Consent of McGladrey & Pullen, LLP.
23.2 Consent of McGladrey & Pullen, LLP.
23.3 Consent of Baker Tilly Virchow Krause, LLP.
24.2 Power of Attorney of Gary H. Stern.
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