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TRANSCRIPT OF FEBRUARY 19, 2004 CONFERENCE CALL
PRESENTATION

--------------------------------------------------------------------------------
OPERATOR

Good morning, Ladies and gentlemen. And welcome to the Duane Reade Incorporated
fourth quarter conference call. During the presentation, all participants will
be in listen-only mode. Afterwards, you will be invited to participate in a
question-and-answer session. And at that time, if you have a question, you will
need to press the star followed by the 1 on your push-button phone. Finally, any
reproduction of this call on whole or in part is not permitted without prior
express written authorization of Duane Reade. And, as a reminder, ladies and
gentlemen, this conference is being recorded.

I would now like to introduce your host for today's conference, Miss Cara
O'Brien of Financial Dynamics. Please go ahead ma'am.

--------------------------------------------------------------------------------
CARA O'BRIEN  - FINANCIAL DYNAMICS - HOST

Thank you, operator. Good morning everyone. Thank you for joining us for this
discussion of Duane Reade's fourth quarter results. By now you should have
received a copy of the press release. But if you have not, please call my office
at 212-850-5600 and we'll get one out to you immediately.

Before introducing Duane Reade's management team, I need to take a few minutes
to read some language. In connection with the acquisition of the company by Oak
Hill, Duane Reade intends to file relevant materials with the SEC including a
proxy statement and acquiring entities will file other relevant documents with
the SEC. Because those documents will contain important information, holders of
Duane Reade common stock are urged to read them if and when they become
available.

When filed with the SEC, they will be available for free along with any other
documents and reports filed by Duane Reade with the SEC at the SEC's web site,
www.sec.gov and Duane Reade stockholders will receive information at an
appropriate time on how to obtain transaction-related documents for free from
Duane Reade. Such documents are not currently available.

Duane Reade LLC, Duane Reade Holdings Inc., and Duane Reade Acquisition Corp.
were formed as the acquiring entities at the direction of the equity sponsors
which currently include Oak Hill Capital Partners L.P., Oak Hill Capital
Management Partners L.P., and certain members of Duane Reade's management.

Andrew J. Nathanson and Tyler J. Wolfram are the initial directors of each
newly-formed Delaware corporation. These entities and their directors and
officers may be deemed to be participants in the solicitation of proxies in
connection with the proposed transaction.

As of the date of this communication, Mr. Nathanson has an indirect interest,
though his participation in investment -- excuse me, through his participation
in an investment partnership of less than 1% in the outstanding shares of the
common stock of Duane Reade and none of the other foregoing participants has any
direct or indirect interest by security holdings or otherwise in Duane Reade.
Duane Reade and its directors and executive officers may be deemed to be
participants in the solicitation of proxies from its stockholders in connection
with the proposed transaction.
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Certain information regarding the participants and their interest in the
solicitation is set forth in proxy statement for Duane Reade's 2003 annual
meeting of stockholders filed with the SEC on April 10, 2003, and the form 4s
filed by Duane Reade's directors and executive officers since April 10, 2003.
Stockholders may obtain additional information regarding the interest of such
participants by reading the proxy statement relating to the proposed transaction
when it becomes available.

Except for historical information contained herein, and statements relating to
the acquisition of the company by Oak Hill, the statements in this earnings call
are forward-looking and are made pursuant to the safe harbor provisions of the
Private Securities Litigations Reform act of 1995.

In addition, this document may contain -- pardon me, this call may contain
statements, estimates or projections relating to, among other things, the
acquisition by -- of the company by Oak Hill that constitute forward-looking
statements as defined under U.S. federal securities laws. Forward-looking
statements involve known and unknown risks and uncertainties, which may cause
the company's actual results and future periods to differ materially from
forecasted or expected results.

Those risks include among other things the competitive environment in the drug
store industry in general and in the company's specific market area, inflation,
changes in costs-of-goods sold and services and economic conditions in general,
and in the company's specific market area. Those and other risks are more fully
described in Duane Reade's reports filed with the SEC from time to time
including its annual reports on form 10-K, quarterly reports on form 10-Q and
the current reports on form 8-K.

You should not place undue reliance on forward-looking statements which speak
only as of the date they are made. Except to the extent otherwise required by
federal securities laws, we do not undertake to publicly update or revise any
forward-looking statements.

I would now like to introduce Tony Cuti, Chairman of the Board and CEO, and John
Henry, Senior Vice President and CFO. Tony will make some opening comments about
the quarter and then they will take your questions. Tony, please go ahead.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Thank you Cara, and good morning everyone.

The fourth quarter release is out, I think the numbers are available to
everyone. So, I won't just reread the figures. The key results we want to focus
on were the same-store sales, front-end and pharmacy respectively.

The pharmacy at 7% continues to run at less than what we would have anticipated
to be our comp store rate there. We think the sluggishness in pharmacy which we
and the industry continue to see is a product of first the comping against less
impactful numbers of the prior year as a result of some of the OTC moves we had,
but also very much a reduction in prescription, prescription issued as a result
of the long and persistent unemployment which persists not only in this area,
but nationally.

We think at the same time, we think as economic conditions improve, hopefully
that 7% pharmacy same-store sales should become a higher number as those
prescription counts go up for employed and insured parties. On the front-end
sector in the fourth quarter, we had a positive 1/10 of a percent increase in
front end of same-store sales. I think it's important to point out that that has
two very important elements in it.
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One is a stronger, much stronger than anticipated response in the
over-the-counter cough/cold sector, which drove that group strongly positive in
the fourth quarter and offsetting those gains was a disappointing seasonal
business, which had less-than-anticipated sell-through, and I must say our
targets for Christmas were modest and having full insured from those were a
greater disappointment. We had a little bit of weather, but I think it's a
continued weakness in the economy that is prompting the seasonal showings we're
seeing.
In any case, the seasonal business being seasonal downfall being offset by the
cough/cold sector gain, neutralizes the sales line, however, it's an unfavorable
impact of what our expected gross profit would have been.

Moving along, we did move to try to bolster sales by extending store operating
hours and expanding our holiday hours trying to capture as much of the holiday
season as we could and try to maximize the return on stores whose performance at
near opening and closing show promise as to bringing some more volume in. We did
get an increase as we reported in our release, unfortunately, much of that
increase and the benefits of it on the gross profit line were offset by the
operating costs of expanding, but we do believe it was a worthwhile move because
we needed to garner more sales and more marketshare in view of the flattish
results we have had historically.

I am going to turn this over to John and have him go through the financials and
give as much time to Q&A in view of the pending transaction. I will tell you
that with regard to the transaction before I turn it over to John, we are in the
throws of a paperwork nightmare, but we are thankfully in the last throws of it
and should be filing a proxy shortly, we're days away, not months away from
filing a proxy, and the information should be forthcoming for all investors to
review, you know, the fact that we made the announcement on December 22 was a
difficult time to start filing and proxy preparation.

Not only is it the holidays which virtually put everybody out of reach for about
10 days, but in addition to that, we had our normal responsibilities for filing
financial reports closing the year, which has burdened our financial group and
our counsel immensely, but, nevertheless, we're in the final throws, as I said,
and should be filing a proxy shortly.

Let me turn this over to John.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

Thanks Tony.

I would like to speak a little bit about net income. For the quarter overall, it
was 2.8 million, 12 cents per diluted share, that is in line with our most
recent updated earnings guidance and compares to 9.5 million or 39 cents per
diluted share last year. The current year's fourth quarter earnings also include
a 600,000 charge or about 2 cents per diluted share or transaction-related costs
associated with the planned acquisition of the company by an affiliate of Oak
Hill Capital as we have been discussing, and the prior year's fourth quarter
earnings include debt extinguishment income of 2.1 million or a nickel per share
related to the repurchase of our portion of convertible notes last year. As Tony

                                       2

mentioned, sales for the quarter came in at $356.4 million, that is an increase
of 7.7% over last year. With pharmacy sales up a shade less that 12% and front
end sales up 4.6%.
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Same-store sales increased 3% in the quarter in total with pharmacy same-store
sales up by 7%, and front-end same-store sales increasing by .1. Tony gave a lot
of discussion on that, but front-end sales were favorably impacted by about .5%
due to the increase in the number of 24-hour stores and the expanded holiday
hours. Third party prescription sales as a percentage of pharmacy sales in the
fourth quarter was 91.7%. Last year, it was 90.4% and in the third quarter, it
was 91.4.

At the end of the quarter, we operated 241 stores, including 17 stores we have
opened from the beginning of the year, and three during the fourth quarter.,
partially offset by four stores closed since the beginning of the year and one
store that we closed in the fourth quarter. Last year in the same period, the
company opened 32 new stores with 8 in the fourth quarter and closed four
stores, including one in the fourth quarter. The reduced number of store
openings is consistent with the reduced store expansion program that we
commenced in the fourth quarter of 2002.

Gross margin for the quarter was 21.7% of sales compared to 22.9% last year and
included a $100,000 LIFO credit, compared to a 1.3 million LIFO credit last
year. The decline in gross margin was also due to an increased proportion of
lower-margin pharmacy sales and lower overall pharmacy margins due to the
reductions in the New York Medicaid prescription reimbursements that became
effective in July of 2003.

It was also effected by lower margins on generic prescriptions and maximum
allowable cost limitations in pharmacy and higher occupancy costs as a percent
of sales due to a lower rate of sales growth. As well as the increases in real
estate tax rates that went into effect in January.

Front-end margins were higher than the prior-year, primarily due to lower
inventory shrink losses and favorable selling margins, which partially offset
lower vendor allowances. Selling general and administrative expenses as a
percent of sales was 17.1%, compared to 16.1% last year. The increase was due to
lower-than-usual sales growth, higher legal/litigation related expenses,
partially attributable to the September 11th business interruption insurance
claim that we have been litigating over.

We had increased costs as Tony mentioned, to support the additional 24-hour
stores and the expanded holiday hours and we also had higher promotional and
advertising expenses during the quarter. Small preopening expenses amounted to
$264,000 compared to $477,000 last year.

We had a lower tax provision in the fourth quarter of about 22%. That was
primarily attributable to the impact of favorable employment tax credit against
lower taxable income.

Turning to the balance sheet, our total working capital at the end of December
was 227.6 million compared to 216.1 million at December 28, 2002. The full-year
increase of 11.5 million is attributable inventory purchases to support 13 net
new stores and the timing of merchandise receipts and related payments.

Cash flow from operations for the full year amounted to 47.4 million or 3.4% of
sales compared to 42.5 million or 3.3% last year. The timing of merchandise
receipts and related payments did cause our operating cash flow to benefit by
about $8 million, that will wind up flipping negatively into 2004. But overall,
considering the earnings performance for the year, cash flow from operations
held up rather well.

Goodwill at December 27th was $161.3 million, it was unchanged from the third
quarter. Our total debt including current portion, and capitalized leases at the
end of the year amounted to 272.9 million compared to 269.7 million at the
beginning of the year.
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There was overall an increase of 3.2 million for the year, or another way of
looking at it is we are 3.2 million shy of free cash flow. We did invest about
$54 million of investment capital spending in the year, the largest portion of
which was directed to support new and relocated stores and pharmacy file buys.

With that said, I will turn it over for question and answer. Operator?

                                       3

QUESTION AND ANSWER

--------------------------------------------------------------------------------
OPERATOR

Thank you, at this time, if you would like to ask a question, please press the
star and 1 on your touch-tone phone. If your question has been answered, you can
withdraw your question by pressing the pound key. So once again, to ask a
question, please press the star and 1 on your touch-tone phone.

Our first question comes from John Heinbockel of Goldman Sachs. Please go ahead.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Hey, Tony. A couple of things. Let me start with the kind of New York macro. It
looks anecdotally, when you look at some of the things the mayor said, the
surplus, which is building back on the New York City budget, some of the
restoration of real estate taxes, employment. Looks like, you know, we're
starting to see a little bit of a pick up, you know, in the local macro here.
What is your take on that, and have you yet seen that in your sales and when do
you think you will, you know, if you indeed, think that the macro is getting
somewhat better.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well, I think we're all hopeful there is going to be some turnaround and,
although there are some signs of turnaround in reports from fiscal authorities,
the facts are that we still do not see the kind of movement at the front end or
the pharmacy that has suggested that we're in a rebound. I think that we have,
you know, frankly an increase. A negative trend, unfortunately, in unemployment
in this area recently, and I don't think that that's a sign that we're going
back into the negative long-term slide, but it certainly doesn't warm my heart
to hear -- see reports that in December unemployment increased in New York City,
which is what happened.

We have the president nationally pulling back on the, you know, job expansion
look. The way I understand it, I'm by no means an expert economist, but the
break-even point for our national economy is something like 150,000 jobs must be
added each month, otherwise unemployment rises, and we're well below that.
Numbers in the 90 to 110 range, so, you know, all of the national and local
forces that are talking about a turnaround have yet to cause it. Now, that -- I
think the mayor, the governor and the president are all working feverishly on
this, and you got to believe that it's going to start yielding results, so I'm
pro looking forward positively, but I would be wrong to tell you that we're
seeing anything right now.

January results to date are at best, at best equal to the fourth quarter if you
normalize the weather out of them. If you keep the weather in it is
significantly below the run rate we were experiencing in the fourth quarter,.
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So, I just tell you that I have not seen the impetus take hold yet. I am still
very bullish that down the road the economy should start to get some of the
benefits of downtown's recovery investment and should, you know, our local
economy, and should start to see some of the benefits of the preparation for the
Olympics, which should commence early next year.

So, you know, longer-term, I think that the fodder for, you know, rebound is
there, but right now, I just -- I would be wrong to tell you that I see it.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

You still think there is a bull case for New York to be made when you look out
two or three years?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yeah, I do because I have always said, that you know, it's tough to read when
the fiscal authorities are going to actually let go of this money that is
supposed to be invested in downtown. I have been waiting for it like a very
patient -- all of us in New York are waiting for this investment, but I have got
to believe that that investment begins in '04, and continues through '05, '06,
we are talking about five or six years at least, if not more construction down
there, and billions of dollars being spent, that has to be a significant
adrenaline shot, and we should start to feel some benefit from it and at a very
minimum will go to offset the severe downturn we have seen to date. So,
longer-term, I am still a believer that that's a positive thing to look forward
to.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

John, just as a statistic, the unemployment rate for New York City, in
December, was 7.9%.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Yup.

                                       4

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

And it compared to 5.7 nationally. So it's like 2.2% higher.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Right.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

December employment figures kicked down a little bit from November, although we
have seen higher unemployment rates in New York City earlier this year. We were
well in excess of 8% at one point.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO
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The other issue, you understand that, is one of the things we watch carefully is
the office occupancy rates.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Yup.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

And if you notice the reports are showing 14 to 17% vacancy, and that is not
improved over the last year and that's another indicator of how many people are
in our turf, so, you know, again, it hasn't gotten worse, but it hasn't gotten
better yet, John. I do agree with you in saying that the political system seemed
to be signaling they're moving to turn this around but it hasn't turned yet.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

All right, secondly you guys have not come out and said anything with regard to
mandatory mail like some of your peers have. Where are you on that and how is
that going to play out, you up know, in this whole PBM battle? At what point do
we start to get mandatory mail reversing and going the opposite direction and
being killed in some of these plans?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well just to put that in perspective, first of all, we absolutely support CVS,
Walgreens, Rite-Aid, whoever else came out. I think most of the majors did. I
would be surprised if we all don't step in line. Because, every chain supports
denying participation in a program that mandates mail for 90 day script.

So, we support that and we haven't come out with any supportive statement
formally only because we're a small regional player and we think it's important
that the big 4 come out and step in line on that because that carries the bulk
of the weight, but we absolutely stand behind them in that, and we have already
stood firm on that with very large plans. I won't be specific on the plans, but
we have gone just recently last month, we have turned down an extremely large
plan and insisted that they either change the plan or that we're not going to
participate on a mandatory basis. So, we support that.

Now keep this in mind, John, that that's step one for the industry to make. Step
two, which is a much bigger step is getting legislation that precludes our
competing mail programs sponsored by chains that don't have the advantage of
formulary rebates that PBMs are sponsoring for their mail-order programs. So,
you know, that step needs to be made because we have a number of PBMs who bid
their mail order 90 day programs at below cost. And that is a move which is a
necessary second step. And that second step still has not been appropriately
dealt with by -- by the congress in this Medicare bill.

So, I would keep your eye out for the second step. Because that is far more
important than all of us saying we want a competitive bid. Because once the
playing field is flat, what good does that do us? Okay.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

The plan that you guys said you were not participating, how has that been
resolved or has it?
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--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

It has been resolved. They came back and said they would not mandate mail
order.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Okay, and then finally, the pharmacy alliance and express scripts, how good,
you know, how good is that for the industry? Is it, you know, -- my concern is
maybe it's not what it seems and, you know, it's not the answer here. I'm still
not sure that that resolves the conflict between the two parties, the two
channels of trade. How important is that in this whole process?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

In my eyes, I think it's a very big and important step. It may in two years
when we look back on it, it might be a watershed event. It's too early to tell
now, but it's certainly a major move by the industry.

                                       5

National association of chain drugs and its members met long and hard on this
subject. I was at the meeting and I got to tell you that of all the meetings I
have been to in all the years, there was never more time and effort spent on one
single subject than this, and it's a major move for the industry, it is a
partnership which tries to align the industry and the PBM for the first time in
quite awhile, and it, I think, it's certainly going to be a compelling alliance
for the next year and a half to two years before the Medicare program is in full
force because it effectively introduces a discount card which will be unique in
the nation, will be the only single card that is accepted by all chains or
members of any CDS, and you know, you have a choice as an elderly citizen, you
know, walk around with a pocket full of plastic trying to figure out what
manufacturers card or retail card you're going to use for medication or just
carry one and be assured that no matter where you are, you walk in and it will
be honored.

That's a huge advantage express scripts has and a huge advantage anybody
associated with this has, and I think it's going to create a lot of back
pressure on competing PBMs and indemnity programs to try to introduce a card
that positions itself against it. So, with that entree, it's going to create a
strength in the industry and its participation in Medicare, which is formidable,
and I think it's a great step so that we're all positioned in the industry to
take the lions share of the Medicare program, and when it is introduce in '06.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

There shouldn't be any concern they're using the industry, any CDS to learn the
Medicare market ahead '06, and then in 06, the alliance doesn't hold up.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well, there is that concern and that concern is something that we bantered about
quite a bit. We have an understanding in our program, in our alliance with
express scripts on how information sharing is going to be handled, and you know,
all of those specifics so that reasonable safeguards have been taken. There is
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always the exposure that that could happen down the road, but it's -- it just
seems to us that it's going to be too positive for express scripts in '06 not to
want to continue to play ball and -- and help us develop a formidable program to
support Medicare effectively and efficiently rather than to become, once again,
juxtaposed to us and juxtaposed to all the other indemnities PBMs that they're
competing against.

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

so --

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I --

--------------------------------------------------------------------------------
JOHN HEINBOCKEL  - GOLDMAN SACHS & COMPANY - ANALYST

Okay.

--------------------------------------------------------------------------------
OPERATOR

Thank you, our next question comes from Bob Summers of Bank of America. Please
go ahead.

--------------------------------------------------------------------------------
WES  - BANK OF AMERICA - ANALYST

This is Wes [inaudible] for Bob Summers. I have a question on the litigation
expense. Do you guys intend to break out the amount of litigation expense. I
guess this relates to the excess that you had in the fourth quarter and could
you characterize why the expense increased this quarter above your original
plan.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

Well, in terms of breaking it out, we don't break out litigation expense
separate from SG&A. I will tell you that a very large portion of the litigation
expense is related to the fact that we are continuing to pursue our claim
against the carrier on the world trade center business interruption. From a
standpoint of that litigation, that was appealed by Saint Paul. There was a
trial in September. It was appealed. We have had to respond to that appeal.
There's been a whole effort undertaken to bring it to an appraisal, and there
has been a lot of costs involved in that whole process. So, a substantial amount
did go into that particular claim. That's really the primary aspect of that
bearing.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Keep in mind, that you know, the -- trying to anticipate that when you have a
victory in court, whether the insurer is going to appeal or not, is a difficult
thing, and we were trying to guess, you know, at which point the insurer is just
going concede the finding and let the process go to a appraisal and final
settlement rather than continuing to appeal every legal aspect of the claim as
it's found by a court.

                                       6
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Saint Paul continues to be frustratingly aggressive in posing forth appeal
arguments to every finding that every judge makes in this case and that has
caused delays in the case settlement and significant increases in our litigation
expense because we have to defend their arguments on appeal. So, you know, we
perhaps were more bullish that we could get, you know, this thing closer to
resolution as, you know, we had finding after finding to our favor in court but
Saint Paul continues to seek out, you know, a basis for appeal and extends the
time for settlement as well as the cost of supporting this case, you know, out
into the future.

--------------------------------------------------------------------------------
WES  - BANK OF AMERICA - ANALYST

All right. And one additional question is the number of 24-hour stores that you
have open now and whether that was a temporary measure for the holiday or
whether you intend to extend that on a permanent basis.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

Increased it by 10 stores and we have something north of just 40 stores or so
that are 24-hour. We also expanded hours in the week prior to the holiday, to
the Christmas holiday just prior to the holiday we expanded. We opened, I think,
200 stores stayed open until very late at night in that week prior to Christmas.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

So the latter move is a seasonal move, whereas the former, that is the 24-hour
store is a permanent move.

--------------------------------------------------------------------------------
WES  - BANK OF AMERICA - ANALYST

Alright. Thank you.

--------------------------------------------------------------------------------
OPERATOR

Thank you, our next question comes from Monica Aggarwal with Merrill Lynch.
Please go ahead.

--------------------------------------------------------------------------------
MONICA AGGARWAL  - MERRILL LYNCH GLOBAL SECURITIES - ANALYST

Good morning. As you gear to go private, are you changing your strategy in terms
of Cap Ex and how you deal with the rebuilding process? Any thoughts on '04
right now? Thanks.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Monica as far as the private plans in capital structure spending levels and
what we're doing there, that will all be part of the proxy that we issue. You
know obviously, the proxy is going to reflect the plans and desires of the
private company as compared to what we would have done as a public company for
our investors in a public environment, so they may very well be different as
they're expressed in the proxy versus what our longer-term plans would have been
as a public company.

--------------------------------------------------------------------------------
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MONICA AGGARWAL  - MERRILL LYNCH GLOBAL SECURITIES - ANALYST

Okay. Thanks.

--------------------------------------------------------------------------------
OPERATOR

Once again, if you have any more questions, please press the star and 1 on your
touch-tone phone. Our next question comes from Steven Miller with SEM Capital.
Please go ahead.

--------------------------------------------------------------------------------
STEVEN MILLER  - SEM CAPITAL - ANALYST

Hello, Anthony?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yes.

--------------------------------------------------------------------------------
STEVEN MILLER  - SEM CAPITAL - ANALYST

Hi Anthony, I'm a very large shareholder of Duane Reade, and have been for quite
sometime. Seems that the only thing here that has been good out of Duane Reade
has been your salesmanship. You sold some bill of goods, in my opinion, to your
friend over there, Nathanson at Oak Hill Partners. This company has gone public,
what, at $16 around there? This is a company that now is being sold for $17 a
share, so in all of those years, nothing has happened except, of course, I guess
you're using Duane Reade for your personal piggy bank, reaping millions of
dollars. The only question here I have is: Why -- why weren't you sold? Why
weren't the board of directors more proactive in looking for another CEO and
instead of blaming it on the economy and everything else that you don't seem to
have control over, but the things do you seem to have control over, which is the
poor merchandising, the terrible checkout that goes on in the Duane Reade stores
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that we experience all the time and, yet at the same time, your competitors, the
Walgreens of the world continue to come into this market, continue to try and
take the marketshare.

But you don't seem to talk about that. You seem to talk about the unemployment
rates and so on and so forth. But yet if you look back at the history of New
York and you'll see that during the great depression many of the retailers grew
their businesses in those terrible times and continued to take marketshare, but
yet the Walgreens and CVS come into New York continue to grow and I mean can it
be said that they're also taking marketshare? They obviously see an opportunity
here. Why do they continue to grow here? Thank you.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Will you repeat your question, please?

--------------------------------------------------------------------------------
STEVEN MILLER  - SEM CAPITAL - ANALYST

Can I repeat my question?
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--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yeah, I'm not sure what it was.

--------------------------------------------------------------------------------
STEVEN MILLER  - SEM CAPITAL - ANALYST

Okay, my question is how come we have never heard you take the blame for the
poor operation and the horrible deteriorating situation that continues to happen
here. I mean the gross margins continue to fall down. The 10 quarters in a row,
10 quarters in a row of misguidance. I mean at some point don't you think you
should have taken the blame? That's my question. And also, is there some sort of
a conflict here? I mean this guy Nathanson is a fellow that was once, I believe,
on the board, wasn't he? Thank you.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think the proxy will be filed shortly and hopefully when you read it you will
understand more about the background of the merger. With regard to historical
performance, I think the company's stock and its trends were affected by a lot
of issues, not the least of which were the economy.

I think if you compare us to the other companies in the industry and how their
stocks have performed since we went public, you will be surprised to learn that
Duane Reade at $17 versus public offering price of $16 in 1998 is one of the few
issues that is actually up over that period of time. Not that we're proud of the
results, we always hope for better, but I think if you're talking about versus
the industry and the trends, we're -- we think we have held our own rather well,
particularly in the fact we're regionally a New York-based company and the 9/11
events was particularly harsh on our region. With regard to personal
performance, I can tell you that the board did its duty very carefully,
consistently reviewed myself and management, and I feel that they have a good
grasp of what has gone on and have made the appropriate decisions in that sector
as well.

Next question.

--------------------------------------------------------------------------------
OPERATOR

Thank you, our next question comes from Karen Short of Lehman Brothers. Please
go ahead.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST

Hi, this is actually a fairly basic question on pharmacy. I wanted to find out
if you saw any increases in copays for the beginning of January '04, and I also
wanted to talk to you a little bit about what you think the generic outlook is
for pharmacy for this fiscal year and next. Thanks.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

When you say increase in copays, you're talking about not state or federal,
you're talking about indemnity plan programs.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST
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Yeah, third party.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think we're starting to see a little bit of reaching back into the cookie jar
attempts by a number of third-party plans. I don't know whether it's going to be
systemic or not, but we're seeing a number of plans when all is relatively quiet
for a couple of years. Trying to come back at us to see whether there is more
there, type of thing. We are resistant because, you know, we have the industry
pretty well strapped, there's not much left in the prescription business and
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certainly not enough to start, you know, sharpening even further the
reimbursement rates.

Now in the increases in copays, there are programs that increase the copays for
nongeneric product when generic is available. There are increases in copays for
nonformuly product that we're part of and I think to that extent those are not
margin-infringing issues. They're simply issues to help manage the program for
the benefit of an efficient formulary, and, yes, we have seen that over time.
With regard to generics, generics, two things are happening there. There's a
little bit of flattishness in the generics which I think can be supported by two
events. One is, there are troughs and valleys that you go through from time to
time in the off patent periods, and we happen to be in a lighter period now. As
soon as you get a flurry of off patent activity, you get a flurry of generic
activity particularly in the six months of off patent. So, there is a little bit
of that going on.

Perhaps more importantly is that I think the PBMs and many of the indemnity
programs have found a favor with pushing formularies toward higher-cost branded
products and away from generics. That is that they rationalize many and many
cases in my opinion that branded products are a better way to go in the
formulary than a generic, and when they do that, they do that, I believe,
because of the economics that's favorable to them and not necessarily because of
the convincing and overwhelming medical data, and in doing so, that sponsors
higher-cost medication and sponsors less generics out there, so there's a little
bit of both going on, and I think that you have seen flattishness in growth in
the generic sector as a result of those two.

I think longer-term, the generic sector will continue to climb. I think
regulatory pressures against those kinds of trends and formulary control are
going to be significant. There is a number of litigations going on that are
going to drive formularies back toward reason and back toward generics, and
state programs are going to get wise. They haven't yet but eventually they will
to start sponsoring more generic substitutions rather than chasing pharmacies
for less reimbursement. So, I think the opportunities for generic are still
significant out there, and in the longer-term, generics should continue to rise.
But right now, we're in a little bit of a trough.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST

Okay, I just have one other question. Have you guys looked into whether or not
can you fill 90-day prescriptions at retail? Have you been testing that at all?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

No, we absolutely can sell 90-day prescriptions at retail. That's not an issue
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at all. The question, of course, becomes the mail order structure for 90-day
script is one fee and that's where the challenge is that, you know, to do the
economics at the pharmacy where a 90-day script for one dispensing makes sense,
and we believe on a level playing field versus a mail-order program, the both --
both the industry mail order and the industry filled 90-day script in store can
be competitive. What we've battling both Duane Reade and the industry is
mail-order programs that are bidding below cost and sponsoring and subsidizing
those losses with formulary rebates by pushing medication toward the high-end
and getting rebates for it.

So, that's the separation, so to speak, of church and state we're looking for
for PBMs and we need legislation to support that. But setting that aside for the
level playing field, we can fill 90-day scripts and mail-order scripts
competitively with anyone else.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST

Actually in existing contracts you have with PBMs that will allow you? Your
contracts allow you to today to fill 90-day.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

If a patient comes in and the contract allows the patient to get a 90-day
script, some contracts don't allow the patient to do that. Some contracts say
you must fill 30 days. But we have no contracts where the patient is mandated to
mail order.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST

Okay.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

90 days.

--------------------------------------------------------------------------------
KAREN SHORT  - LEHMAN BROTHERS - ANALYST

Okay. Thanks.

--------------------------------------------------------------------------------
OPERATOR

Thank you, our next question comes from [inaudible] of Glenview Capital. Please
go ahead.
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--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

I have a few quick questions. First, did you actually give the cost of
litigation out for the quarter?

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

No, we didn't.
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--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Would you please.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

We're not providing the specific detail on that. I indicated that a big portion
of the SG&A variance had to do with litigation.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Okay, just we're trying to figure out what the normalized SG&A increase is.
That's all.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

Right --

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Without that can you give us some sense for what the SG&A would have done?

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

The litigation cost in terms of how much higher they were than we expected were
in the neighborhood of about $1 million.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

All right, could you repeat that in.

--------------------------------------------------------------------------------
JOHN HENRY  - DUANE READE INCORPORATED - CFO, SENIOR VP, AND ASSISTANT SECRETARY

In the neighborhood of about a million dollars.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Million dollars cost during the quarter.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

No, what John said to you was the extraordinary level of costs in the quarter
in litigation was a million more than we expected so if you took a million out
of your number, you would have a quarter with expected litigation costs rather
than the unexpected.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Okay. Then I still don't understand why you can't give the exact number, but
that's fine. The second question is: There was a question asked before about
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'04. And you chose not to comment. Could you please comment partly just some
sense for sales trends and what, like there are so many one-time items in the
expenses, some sense for what the break-even comp would be.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I'm sorry, with regard to '04 or '03?

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

'04.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

We made a comment with regard to expenses for '04? I don't recall doing that.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

No, I'm asking you the question, which is somebody asked the question before,
would you take a stab at '04. I'm repeating the question to you.
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--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I didn't hear that but it's okay. We'll comment on '04.

As I indicated, we're submitting a proxy shortly and there are pro formas in
there which would include look-forward data like '04, so we're, you know, we're
right on advice of counsel saying to wait for the issuance of proxy. Because
trying to leak out portions of that proxy right now is not appropriate in view
of the filing we're under. I would tell you this, though, that the '04 look that
you would see is not surprising. I mean it's in keeping with the assumptions we
have been talking about through the fourth quarter in this phone call, which is
that we're hopeful of return latter part of this year. You're, you know, earlier
this year, we were continuing to project flattish results. We think pharmacy
might benefit a little bit from cycling, statistically, it's OTC shifts and it's
hormone therapy depletion effects of '02, but other than that, the cycling,
we're not projecting any surge of prescription counts as unemployment continues
to harass us in this market. So, I think, generally speaking there are no volume
or expense surprises, you know, from what many of you were probably looking out
of Duane Reade in '04. But I want to leave the specifics to the proxy.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

That's fair.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Okay.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL
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The next question is: Have you ever commented on, you know, as a private
company, are you going to make efforts to turn sales around and get expenses in
line and all of those types of things that you talked about on the call, I
think, on the 23rd. Have you ever talked about publicly what the cost of some of
those programs would be? How long would it take, just so that all public
shareholders working with similar facts that the -- some of the private equity
guys may have?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well, I think in that phone call what I made reference to was the numerous
phone calls we have had as a company with our shareholders in the preceding
quarters regarding those types of programs. I made reference to, going all the
way back to the summer of '02 when we went out and spent a substantial amount of
money on a new promotional merchandising program and the shareholders reacted
violently anti that move, literally six weeks after we invested in it, so there
was no patience on that event, and then we invested a significant amount of
money in digital one-hour photo, which, by the way is probably one of our best
categories right now, and the costs and impact of profits were also very
negatively received by the shareholder group, but we stayed with that program
because we thought it was in the best interest of the company longer-term. You
know there are a number of other items like that, investments we are making in
technology and the kiosks are running negatives, but we think it's in the
long-term interest of the company, the central fill investment, which was
substantial, was in the long-term interest of the company, and the pharmacy
trends down the road, but they continue to hammer away at the EBITDA and pretax,
or earnings per share numbers that we released and shareholders kept negatively
responding.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Would some of those details for going forward programs be in the proxy as well?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

What do you mean by details for going forward, I'm not sure what you mean.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

These efforts that you're making on a going forward basis --

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yes.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Would you care to detail them on the proxy as well, just so that we know --how
much expenses we are talking about.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I'm not sure what you mean as far as detailing these efforts going forward.
What I'm suggesting is this: That the proxy details the go-forward estimate in
sales and go-forward estimates of major items in the P&L and balance sheet.
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The think the point I'm making is that you made reference to the turnaround
issues and as I indicated in my previous phone call, there are a number of
turnaround issues that we started in years gone by, and continue to embark on
and there are more we're planning, obviously, they're competitive issues and to
preannounce the exact nature of a program on a public phone call is not
competitively smart.

We generally announced all the issues I just discussed after they were in effect
and have been seen in the marketplace and got their competitive advantage. We
have similar programs like that, but they're not public announcements because of
the competitive advantage, but we feel that since historically the five or six
ventures we did make were ill-received because of the burden they placed on the
shareholder, we felt that the programs to come would probably receive the same
reception. There is no guarantee, that's just speculation.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

That part I understand. That's fine.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yeah.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Last question is $55 million of Cap Ex or $54 million of Cap Ex, is that a
normalized amount or broken out Cap Ex of 54 into different categories. Could
you do that?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

That's 54 million comprised of what we call, you see on our cash flow
statement, about 41 million of what we'll call Cap Ex. That would be dollars
that we invest for new stores, maintenance, PLS equipment, dollars we put into
our distribution center. All of the traditional-type capital expenditure
spending.

There is also about 13 million, 12.7 million or so of what we call
acquisition-related investments. These would be lease acquisition costs,
pharmacy file-buys, and those type of acquisition-related spending. File-buys,
we buy a number of pharmacy files, integrate them into our existing store base.
It's one of the best capital investments that we make.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

And is that recurring at that 13 million or so?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Yeah --

--------------------------------------------------------------------------------
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ANALYST  - GLENVIEW CAPITAL

Or is there a one-time element in that.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

No, there is no one-time real element in that. That's in line with what we have
been spending on a cash basis.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Okay.

So if your capital plan comes out drastically different than the proxy, then the
55 we have been spending and you kind of mentioned that private company may
spend differently than public, is my assumption correct that they may be
drastically different or --

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think you have to wait for the proxy to review that. I think you're, kind of,
trying to characterize where it was drastic or different. I think that the proxy
speaks for itself, you will read it. As I said, I don't find anything in there
surprising, but I think it's for the investor to read and come to a conclusion
themselves.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

That's fair.
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The last question: which is would you consider holding a call after the proxy is
filed just so that everybody can get their questions answered in a public forum?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

You know, I don't know about that. We have to stand on the advice of counsel on
something like that. I think we have certainly made ourselves available to all
the principal shareholders who have wanted to have a discussion regarding, you
know, what was discussed and, you know, we don't release anything we haven't
openly released anyway, but for the purpose of clarifying what we have said we
certainly have left an open door to principal shareholders who wanted to discuss
that.

--------------------------------------------------------------------------------
ANALYST  - GLENVIEW CAPITAL

Great, thank you for your time.

--------------------------------------------------------------------------------
OPERATOR

Thank you, our next question comes from Paul Smith, Smith Capital. Please go
ahead.

--------------------------------------------------------------------------------
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PAUL SMITH  - SMITH CAPITAL - ANALYST

Hi, how are you doing?

I just want to know why the shareholders are not being adequately compensated
for the litigation settlement, which is going to amount to over a dollar a share
you're going to receive for the World Trade Center or the litigation
settlement/insurance proceeds. I mean how is that fair that, you know, three,
six, nine months down the road the buyout group is going to be netting this
windfall and the shareholders, which have been paying the litigation expenses,
are not going to be compensated at all?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think we have covered that topic in our previous special when we made this
announcement.

Just to reiterate, the World Trade Center estimated claim costs were combined
with a number of other legal items and that net positive was included in the
consideration of the offer. So, it was not ignored as part of the math that got
us to the $17.

--------------------------------------------------------------------------------
PAUL SMITH  - SMITH CAPITAL - ANALYST

All right, well let me just state on the record, you know, just as a standard
shareholder, I think I speak for the majority of shareholders, where I think
this whole thing is a joke, and I think you're going to be surprised at the
result of the shareholder vote.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

You know, I respect your opinion. We've gotten -- I want to tell you since you
want to be on the record, we've gotten, I believe, overwhelming support for the
transaction as being fair at the north end of what have we believe to be
fairness. We have received, since we made the announcement, not a single level
of interest in topping the bid, and it's been out there for at least two months.
So, you know, I think that --

--------------------------------------------------------------------------------
PAUL SMITH  - SMITH CAPITAL - ANALYST

Alright, I'm not sure I buy, that but we'll see. We'll see what happens at the
vote.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Next question.

--------------------------------------------------------------------------------
OPERATOR

Thank you, we have time for one more question. Our next last question comes
from Dave Gordon of Cap Capital. Please go ahead.

--------------------------------------------------------------------------------
DAVE GORDON  - CAP CAPITAL - ANALYST

Thank you. Mr. Cuti, I have a question in regards to an article that was in
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"Business Week" on Friday, and I just wanted to get clarity on a specific issue.
It mentioned that Mr. Nathanson was a former board of directors and it mentioned
another individual named Mr. Jaffe. Is it true that Mr. Jaffe is still on the
board and there is also another individual named Mr. Pradelli or Pradula that is
on the board. If so, these three individuals had all worked together, at, I take
it DLJ, were these two individuals involved in the vote process or were they
precluded from the vote? Thank you.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think you must not have a very good background on the company, so let me help
you out a little bit.
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--------------------------------------------------------------------------------
DAVE GORDON  - CAP CAPITAL - ANALYST

I appreciate it.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

All right.

The company was originally owned by Donaldson, Lufkin & Jenrette, alright and
when Donaldson, Lufkin & Jenrette was here as owner, it had a majority of the
members of the board. As DLJ became a minority and a small holder, it --
disinterested parties left the board. At some time, DLJ was acquired by CSFB,
during that entire process various and sundry, people at DLJ left and went their
merry way. David Jaffe for quite awhile, has not been associated with DLJ, but
is a managing director of Center Partners. Andrew Nathanson left DLJ went to a
group called Oak Hill. Carl Pradelli is running a company called Advanced Health
Solutions and that's also been happening for quite sometime.

No three parties are or have been associated with Donaldson, Lufkin & Jenrette
for quite sometime. Two of the parties remained on our board, Jaffe and Pradelli
as directors, getting the formidable well-entrenched directors is difficult, but
they remained on our board and served us quite well and they have financial
backgrounds. So, obviously, when the board of directors which has a number of
notables on it, wanted guidance, they, you know, counted on Pradelli and Jaffe
to feed and guide the process because they're the most astute in the process and
then the Nathanson, who was part of Oak Hill, I think, you will find when you
read the proxy, was a late-comer to the process of getting a private equity deal
going.

We had solicitations from a number of parties and Oak Hill jumped in actually
toward the end of the process and became a competitive bidder and, obviously,
the parties who are most knowledgeable like Mr. Nathanson who were out there are
going to come in here and see value. So, now there's quite a few other parties
at other investment banks, by the way, who were ex-DLJ people who also had the
same opportunity and did not bid as aggressively as Oak Hill.

I would tell you right now it's difficult to find a significant investment bank
in the nation that doesn't have ex- Donaldson, Lufkin & Jenrette people working
for them. So, you know, the fact that you have a private equity party with DLJ
person bidding, I will tell you we were speaking to at least two other
institutions who were bidding, who also had people at Mr. Nathanson's level who
previously worked at DLJ. So I don't know if that means anything.

What it does means is that people who have a knowledge of the company are going
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to be more confident and bid higher than people who, perhaps, have a lesser
knowledge, and I think it's in the best interest of the shareholders to get the
highest possible price. So, it was no surprise to me to find that for someone
who has some knowledge and has faith and confidence in the company to be the
most aggressive bidder. But I don't know that's a negative, I think it's a
positive.

--------------------------------------------------------------------------------
DAVE GORDON  - CAP CAPITAL - ANALYST

But it's safe to say that these three individuals did serve on the board
together at some point in time.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well, it's not only safe to say, it's a matter of record and has been a matter
of record for seven years. It's only new news to someone who just became aware
of the background of Duane Reade. But it's certainly been out there, published,
it's been in the annual report. It is not a surprise.

--------------------------------------------------------------------------------
DAVE GORDON  - CAP CAPITAL - ANALYST

I appreciate you clarifying that. Just one last question. If the board is truly
independent, why at some point in time didn't they try and bring in new
management? Obviously you had trouble getting it right, why not replace you?

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

Well, it depends --

--------------------------------------------------------------------------------
DAVE GORDON  - CAP CAPITAL - ANALYST

What else --
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--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

I think it depends whether the conclusion is that what's going on is a product
of the management issue or whether what is going on is a product of other
forces. And, I think if you take a look at all the forces that are here and the
influence they're having, the conclusion that outside forces are causing the
bulk of our problems is not wrong.

So, you know, the question becomes: Is everyone stepping in line in that
direction or not? I would tell you that the bulk of people feel that Duane Reade
has been plagued by a New York City economy and a significant change in pharmacy
industry trends. A few people, and there are a few out there, believe that they
can point to management and there is somebody who can walk in and overwhelm the
pharmacy industry trends and the New York City economic trends, but our board
did not believe that to be the case.

--------------------------------------------------------------------------------
OPERATOR

Thank you, there are no further questions, gentlemen. Please continue with any
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closing comments.

--------------------------------------------------------------------------------
TONY CUTI  - DUANE READE INCORPORATED - CHAIRMAN, PRESIDENT, AND CEO

All right, well, thank you very much for your participation. As I indicated to
all of you, I think there is obviously, you know, going to be interest in
reviewing our proxy. I would encourage shareholders as the opening comments
says, to read it thoroughly and we keep an open dialogue as we always have with
shareholders on appropriate and pertinent questions, we're here to answer them.
I want to continue to indicate to you that we keep our ear out there listening
for every opportunity in a way to bring more value as I indicated earlier in the
call, to one of the questions.

We have yet to receive a single level of interest offer for consideration by
Bear Stearns that would bring any significant, any value, whatsoever, greater
than the value offered to date. But we keep our ear closely attuned to that
opportunity. Once again, thank you and stay tuned for hopefully what will be a
smooth and productive closing in the second quarter.

--------------------------------------------------------------------------------
OPERATOR

Ladies and gentlemen, that does conclude our conference call for today. You may
all disconnect and thank you for participating.

                                       15

ly:times;text-align:justify">Dr. Joseph N. Forkey, son of Richard E. Forkey, has been Executive Vice President and Chief Scientific
Officer of the Company since April 2006 and was Chief Scientist of the Company from September 2003 to April 2006. Since joining the
Company, he has been involved in general technical and management activities of the Company, as well as investigations of opportunities that
leverage the Company's newly developed technologies. Dr. Forkey holds B.A. degrees in Mathematics and Physics from Cornell University, and
a Ph.D. in Mechanical and Aerospace Engineering from Princeton University. Prior to joining the Company, Dr. Forkey spent seven years at the
University of Pennsylvania Medical School as a postdoctoral fellow and research staff member.

Mr. Pieniazek has served as Vice President, Chief Financial Officer and Clerk of the Company since September 2006 until his resignation
effective as of August 15, 2008. From January 2006 to November 2006, Mr. Pieniazek was President and Chief Financial Officer of MIP
Solutions, Inc. From September 2001 to December 2005, Mr. Pieniazek was President and Chief Financial Officer of Uromedical
Diagnostic, Inc.

 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The Company has an arrangement with Joel R. Pitlor, a company wholly-owned by Mr. Joel R. Pitlor, a director of the Company, under which
Mr. Pitlor provides consulting services to the Company for a fee currently not to exceed $5,000 a month. These consulting services consist
primarily of advice regarding marketing, strategic planning and other general business issues. Either party may terminate this arrangement at
will. The Company paid or accrued to Joel R. Pitlor for consulting services aggregate fees of $60,000, or $5,000 per month, for each of the fiscal
years 2008 and 2007.
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The Company leases its facility in Gardner, Massachusetts from Equity Assets, Inc., a company wholly-owned by Mr. Richard E. Forkey, the
Company's President, Chief Executive Officer, Treasurer and director. The Company is currently a tenant-at-will, paying rent of $9,000 per
month, or an aggregate of $108,000 per year, for each of fiscal years 2008 and 2007.

In February 2007, the Company completed a private placement with institutional and other accredited investors pursuant to which it sold an
aggregate of 10,000,000 shares of common stock, at a price of $0.25

11
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per share and warrants to purchase an aggregate of 10,000,000 shares of common stock at an exercise price of $0.32 per share. One of the
Company's directors, Mr. Joel R. Pitlor, participated in the private placement, which closed on February 1, 2007. Mr. Pitlor acquired 1,000,000
shares of common stock and a warrant to purchase 1,000,000 shares of common stock in exchange for $250,000. As a result of certain
anti-dilution provisions being triggered on June 25, 2008, the number of common shares underlying Mr. Pitlor's warrant increased to 1,455,157
and the exercise price decreased from $0.32 per share to $0.22 per share.

 SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires the Company's directors, executive officers and persons who own more than 10%
of a registered class of the Company's securities to file with the Securities Exchange Commission, or SEC, reports of ownership and changes in
ownership of common stock and other equity securities of the Company. Officers, directors and greater than 10% beneficial owners are required
by SEC regulations to furnish the Company with copies of all Section 16(a) forms they file.

To the Company's knowledge, based solely upon a review of Forms 3 and 4 and amendments thereto furnished to the Company during the fiscal
year ended June 30, 2008 and Forms 5 and amendments thereto furnished to the Company with respect to such fiscal year, no person required to
file reports under Section 16(a) of the Securities Exchange Act of 1934 failed to file such reports on a timely basis during such fiscal year.

 EXECUTIVE AND DIRECTOR COMPENSATION

Summary Compensation

The following table sets forth all compensation for the last two completed fiscal years ended June 30, 2008 and 2007 awarded to, earned by, or
paid to the Company's Principal Executive Officer, Vice President and Chief Scientific Officer and one of the Company's employees, referred to
herein as the "Named Executive Officers." No other executive officer or employee earned over $100,000 in the last completed fiscal year.

Summary Compensation Table for the Fiscal Years Ended June 30, 2008 and 2007

Name and
principal
position
(a)

Year
June 30,

(b)

Salary
($)
(c)

Bonus
($)
(d)

Stock
awards

($)
(e)

Option
awards

($)
(f)

Non-equity
incentive

plan
compensation

($)
(g)

Non-qualified
deferred

compensation
earnings

($)
(h)

All other
compensation

($)
(i)

Total
($)
(j)

Richard E. Forkey
President, Principal
Executive
Officer &
Treasurer

2008
2007

$195,000
$195,000(4)

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

$23,984
$27,224

(1)(2)

(1)(2)

$218,984
$222.224

Joseph N. Forkey
Executive Vice
President and
Chief Scientific
Officer

2008
2007

$120,000
$120,000(4)

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

$1,200
$2,400

(3)

(3)

$121,200
$122,400

Richard G. Cyr
Optical Shop
Manager

2008
2007

$117,027
$117,430

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

-0-
-0-

$1,236
$2,348

(3)

(3)

$118,263
$119,778

(1)
Includes car expense of $2,100 for 2008 and $2,100 for 2007.

(2)
Includes premiums for a life insurance policy and a disability insurance policy of $18,579 for 2008 and $20,394 for 2007.

(3)
Represents the Company's matching contribution to the Profit Sharing & 401(k) Plan.

(4)
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Based on new compensation arrangements approved by the Board of Directors on April 15, 2008 for the President and for the Chief Scientific Officer,
$66,883 and $923, respectively, of these amounts were deferred, and will be paid in the form of restricted stock that will be subject to future
performance based vesting.

12
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Narrative to Summary Compensation Table

Employment Contracts and Termination of Employment Arrangements

The Company has no employment contracts in place with any Named Executive Officer. The Company has no compensatory plan or
arrangement with respect to any Named Executive Officer where such plan or arrangement will result in payments to such Named Executive
Officer upon or following his resignation, or other termination of employment with the Company and its subsidiaries, or as a result of a
change-in-control of the Company or a change in the Named Executive Officers' responsibilities following a change-in-control.

Outstanding Equity Awards At Fiscal Year-End

The following table shows grants of options outstanding on June 30, 2008, the last day of the Company's fiscal year, to each of the Named
Executive Officers named in the Summary Compensation Table.

Outstanding Equity Awards at Fiscal Year-End Table for the Fiscal Year Ended June 30, 2008
Option awards

Name
(a)

Number of
securities

underlying
unexercised

options
(#)

exercisable
(b)

Number of
securities

underlying
unexercised

options
(#)

unexercisable
(c)

Option
exercise

price
($)
(e)

Option
expiration

date
(f)

Richard E. Forkey 280,200 93,400 (1) $ 0.55 5/9/2016
373,600 -0- $ 0.55 6/13/2015

Joseph N. Forkey 15,000 -0-
$ 0.55 9/25/2013

210,150 70,050 (1) $ 0.55 5/9/2016
560,400 -0- $ 0.55 6/13/2015

Richard G. Cyr 155,000 100,000 (2)

$ 0.55 5/9/2016

(1)
These options will become exercisable on May 9, 2009.

(2)
These options will become exercisable in equal installments on May 9, 2009, May 9, 2010 and May 9, 2011.

Narrative to Outstanding Equity Award Table

Option Grants in Last Fiscal Year

There were no individual grants of stock options made by the Company during the fiscal year ended June 30, 2008 to its Named Executive
Officers.

Long Term Incentive Plans; Awards in Last Fiscal Year

The Company made no awards under any long-term incentive plan in the fiscal year ended June 30, 2008.

13
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Profit Sharing and 401(k) Plan

The Company has a defined contribution 401(k) profit sharing plan. Employer profit sharing and matching contributions to the plan are
discretionary. No employer profit sharing contributions were made to the plan in fiscal years 2008 and 2007. Employer matching contributions
to the plan amounted to $17,473 and $42,325 for fiscal years 2008 and 2007, respectively.

Director Compensation

The following table sets forth all compensation paid to non-executive and non-employee directors during the fiscal year ended June 30, 2008:

Director Compensation Table for the Fiscal Year Ended June 30, 2008

Name
(a)

Fees
earned
or paid

in
cash
($)
(b)

Stock
awards

($)
(c)

Option
awards

($)
(d)

Non-equity
incentive plan
compensation

($)
(e)

Non-qualified
deferred

compensation
earnings

($)
(f)

All other
compensation

($)
(g)

Total
($)
(h)

Joel R. Pitlor $4,500(1) -0- $2,852(3)(5) -0- -0- $60,000(4) $67,352
Donald A. Major $11,750(1)(2) -0- $2,852(3)(6) -0- -0- -0- $14,602
Richard B. Miles $4,750(1) -0- $2,852(3)(7) -0- -0- -0- $7,602

(1)
The Company pays each director who is not also an employee of the Company $250 per Board or committee meeting that the director attends and
reimburses the director for travel expenses.

(2)
For his service to the Company, in his capacity as Chair of the Audit Committee, Mr. Major receives compensation of $500 per month, which is in
addition to the standard compensation received by all members of the Board of Directors for their services.

(3)
Each of Messrs. Major, Miles and Pitlor, were issued 10,000 stock options of the Company's Common Stock at the Company's annual meeting in
November 2007, immediately exercisable at a price per share of $0.31, which was the closing price of the Company's Common Stock on the OTCBB
on the date of grant. These options will remain exercisable following a director's departure from service and expire on November 27, 2017. The
amounts shown reflect the dollar amounts computed for financial statement reporting purposes for fiscal 2008 in accordance with the requirements of
SFAS 123(R), excluding an estimate of forfeitures. Refer to Note 4, "Stockholders' Equity�Stock Options," in the Notes to the Consolidated Financial
Statements included in the Company's Annual Report on Form 10-K filed on September 26, 2008 for the relevant assumptions used to determine the
valuation of option awards.

(4)
Mr. Pitlor is paid $60,000 per year, or $5,000 per month, for his services as a consultant to the Company. $25,000 of this amount has been deferred, and
Mr. Pitlor has agreed that such fees may be paid in the form of the Company's restricted stock.

(5)
As of June 30, 2008, Mr. Pitlor held a total of 39,378 options to purchase the Company's Common Stock.

(6)
As of June 30, 2008, Mr. Major held a total of 40,000 options to purchase the Company's Common Stock.

(7)
As of June 30, 2008, Mr. Miles held a total of 30,000 options to purchase the Company's Common Stock.

2006 Equity Incentive Plan

On November 28, 2006, the stockholders of the Company approved the Company's 2006 Equity Incentive Plan, referred to as the 2006 Incentive
Plan, which succeeds the Company's Amended and Restated 1997 Equity Incentive Plan, referred to as the 1997 Incentive Plan. No further
awards have been or will be granted under the 1997 Incentive Plan. The Company's Board of Directors had previously approved the 2006
Incentive Plan, subject to the approval of the stockholders. The 2006 Incentive Plan allows for the grant of stock options to selected employees,
directors and other persons who provide services to the Company or its affiliates.

14
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 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information regarding the Company's Common Stock owned as of the close of business on October 1, 2008 by the
following persons: (i) each person who is known by the Company to own beneficially more than 5% of the Company's Common Stock, (ii) each
of the Company's directors and nominees for director who beneficially owns the Company's or its subsidiaries' Common Stock, (iii) each of the
Company's Named Executive Officers who beneficially own the Company's or its subsidiaries' Common Stock and (iv) all executive officers
and directors, as a group, who beneficially own the Company's or its subsidiaries' Common Stock. The information on beneficial ownership in
the table and footnotes thereto is based upon data furnished to the Company by, or on behalf of, the persons listed in the table.

Name and Address of Beneficial Owner

Amount and
Nature of
Beneficial

Ownership(1)
Percent of

Class(2)

AIGH Investment Partners, LLC
6006 Berkeley Avenue, Baltimore, MD 21209 4,755,200(3) 18.7%

Austin W. Marxe and David M. Greenhouse
c/o Special Situations Funds
527 Madison Avenue, Suite 2600, New York, NY
10022 21,528,149(4) 58.0%

Arnold Schumsky
145 East 27th Street
New York, New York 10016 1,800,490(5) 6.8%

Directors and Named Executive Officers
Joseph N. Forkey*
c/o Precision Optics Corporation, Inc.
22 East Broadway, Gardner, MA 01440 1,190,020(6) 4.5%

Richard E. Forkey*
c/o Precision Optics Corporation, Inc.
22 East Broadway, Gardner, MA 01440 1,230,698(7) 4.7%

Donald A. Major*
c/o Precision Optics Corporation, Inc.
22 East Broadway, Gardner, MA 01440 140,000(8) **

Richard Miles*
c/o Precision Optics Corporation, Inc.
22 East Broadway, Gardner, MA 01440 130,000(9) **

Joel R. Pitlor*
237 Moody Street, Waltham, MA 02453 4,708,954(10) 17.5%

Richard G. Cyr
c/o Precision Optics Corporation, Inc.
22 East Broadway, Gardner, MA 01440 155,000(11) **

All executive officers and directors as a group,
including those named above (6 persons) 7,414,229(12) 25.5%

*
Director

**
The percentage of shares beneficially owned by such person does not exceed one percent of the Company's Common Stock.
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(1)
Represents shares with respect to which each beneficial owner listed has or will have, upon acquisition of such shares upon exercise or
conversion of options, warrants, conversion privileges or other rights exercisable within sixty days, sole voting and investment power.

(2)
As of October 1, 2008, the Company had 25,458,212 shares of its Common Stock issued and outstanding. Percentages are calculated
on the basis of the amount of issued and outstanding Common Stock plus, for each person or group, any securities that such person or
group has the right to acquire within sixty days pursuant to options, warrants, conversion privileges or other rights.

(3)
Holdings as of April 13, 2006, as reported on Schedule 13D filed with the SEC on May 3, 2006 by Orin Hirschman.

(4)
Holdings as of February 28, 2007 as reported on Schedule 13D filed with the SEC on March 12, 2007 by Messrs. Marxe and
Greenhouse. Represents (i) 27,415 shares of Common Stock owned of record by Special Situations Cayman Fund, L.P. ("SSCF"),
(ii) 104,522 shares of Common Stock owned of record by Special Situations Fund III, L.P. ("SSF III"), (iii) 5,192,456 shares of
Common Stock owned of record by Special Situations Fund III QP, L.P. ("SSF III QP"), (iv) 5,820,631 shares that may be acquired
under an outstanding warrant held by SSF III QP, which is immediately exercisable, (v) 4,000,000 shares of Common Stock owned of
record by Special Situations Private Equity Fund, L.P. ("SSPEF"), (vi) 5,820,631 shares that may be acquired under an outstanding
warrant held by SSPEF, which is immediately exercisable, and (vii) 557,490 shares of Common Stock owned by Special Situations
Technology Fund II, L.P. ("SSTF II"). SSCF, SSF III, SSF III QP, SSPEF and SSTF II are affiliated funds. MGP is the general partner
of the SSF III QP and the general partner of and investment adviser to SSF III. AWM is the general partner of MGP, the general
partner of and investment adviser to SSFCF and the investment adviser to SSF III QP, SSCF, SSFTF II and SSPEF. Messrs. Marxe
and Greenhouse are the principal owners of MGP and AWM. Through their control of MGP and AWM, Messrs. Marxe and
Greenhouse share voting and investment control over the portfolio securities of each of the funds listed above. Also includes 5,004
shares that may be acquired by Mr. Marxe within sixty days upon the exercise of outstanding stock options.

(5)
Includes 873,095 shares that may be acquired upon exercise of an outstanding warrant, which is immediately exercisable.

(6)
Represents 1,177,830 shares which may be acquired within sixty days upon the exercise of outstanding stock options and 12,190
shares owned by Dr. Forkey and his wife, Heather C. Forkey, with whom he shares voting and investment power.

(7)
Includes 915,320 shares which may be acquired within sixty days upon the exercise of outstanding stock options.

(8)
Includes 40,000 shares which may be acquired within sixty days upon the exercise of outstanding stock options.

(9)
Includes 30,000 shares which may be acquired within sixty days upon the exercise of outstanding stock options.

(10)
Includes 39,378 shares which may be acquired within sixty days upon the exercise of outstanding stock options, and 1,455,157 shares
that may be acquired upon exercise of an outstanding warrant, which is immediately exercisable.

(11)
Represents 155,000 shares which may be acquired within sixty days upon the exercise of outstanding stock options.

(12)
Includes 2,202,528 shares which may be acquired within sixty days upon the exercise of outstanding stock options and 1,455,157
shares that may be acquired upon exercise of an outstanding warrant, which is immediately exercisable.
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 INDEPENDENT PUBLIC ACCOUNTANTS

Dismissal of Vitale, Caturano & Company, Ltd. and appointment of Stowe and Degan

On April 15, 2008, and pursuant to a recommendation from its Audit Committee, the Company's Board of Directors dismissed Vitale,
Caturano & Company, Ltd., referred to herein as Vitale, as the independent registered public accountants for the Company.

The audit reports of Vitale on the Company's consolidated financial statements as of and for the years ended June 30, 2006 and 2007 contained
no adverse opinion or disclaimer of opinion, nor were such reports modified as to uncertainty, audit scope, or accounting principles except for a
modification for a going concern uncertainty.

In connection with the audits of the two fiscal years ended June 30, 2007, and the subsequent interim periods through April 15, 2008, there were
no disagreements with Vitale on any matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure,
which disagreements, if not resolved to the satisfaction of Vitale, would have caused Vitale to make reference to the subject matter of the
disagreements in their opinions. There were no "reportable events" during the fiscal years ended June 30, 2006 and 2007 or the subsequent
interim periods through April 15, 2008, except for a material weakness in internal control over the Company's accounting for stock-based
compensation identified by Vitale, which the Company initially reported in "Item 3. Controls and Procedures," of its Quarterly Report on
Form 10-QSB for the quarter ended September 30, 2006. The Audit Committee discussed such material weakness with Vitale. The Company
has authorized Vitale Caturano to respond fully to any inquiries by its newly-appointed independent registered public accountant, Stowe &
Degon, referred to herein as Stowe, regarding such material weakness.

On April 15, 2008, the Audit Committee recommended and the Board of Directors approved the engagement of Stowe as the Company's
independent accountants for the quarter ended March 31, 2008 and for the fiscal year ending June 30, 2008, effective upon the final execution of
an engagement letter. The Company's management and the members of the Audit Committee of the Company's Board of Directors believed that
the engagement of Stowe would permit the Company to obtain similar audit services at a lower cost to the Company.

During the two most recent fiscal years and through April 15, 2008, the Company did not consult with Stowe regarding the application of
accounting principles to a specific completed or contemplated transaction, or the type of audit opinion that might be rendered on the Company's
financial statements, or any other matter that was either the subject of disagreement or identified in response to Item 304(a)(1)(iv) of
Regulation S-K, including the material weakness identified above.

Independent Registered Public Accounting Firm Fees

Our principal and only independent registered public accountant for the fiscal year ending June 30, 2009 is Stowe. The following table presents
fees for professional audit services and other services rendered by
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Stowe and Vitale for the fiscal year ended June 30, 2008 and by Vitale for the fiscal year ended June 30, 2007:

2008 2007
Audit Fees(1) $88,265 $111,288
Audit-Related Fees(2) � �

Total Audit and Audit-Related Fees 88,265 111,288
Tax Fees(3) 7,500 9,500
All Other Fees(4) � �

Total Fees $95,765 $120,788

(1)
Audit fees for fiscal 2007 are comprised of: (i) fees for professional services performed by Vitale for the audit of the Company's
annual financial statements and review of the Company's quarterly financial statements of $96,288, including direct out-of-pocket
expenses in the amount of $2,658 and (ii) fees for attestation services performed by Vitale in connection with the filing of the
Company's registration statement on Form SB-2 of $15,000.

Audit fees for fiscal 2008 are comprised of fees for professional services performed for the audit of the Company's annual financial
statements (Stowe) and review of the Company's quarterly financial statements (Stowe and Vitale) of $88,265, including direct
out-of-pocket expenses in the amount of $1,078.

(2)
Audit-related fees are comprised of fees for assurance and related attestation services that are reasonably related to the performance of
the audit of the Company's annual financial statements or the review thereof and fees for due diligence services.

(3)
Tax fees for fiscal 2008 and 2007 by Stowe and Vitale, respectively, are comprised of fees for professional services performed with
respect to corporate tax compliance, tax planning and tax advice.

(4)
The Company did not incur any other fees during fiscal 2008 or 2007 for products and services provided by Stowe or Vitale other than
those disclosed above.

Annual Meeting

We expect that representatives from Stowe will be present at the 2008 Annual Meeting of Stockholders and will be available to respond to
appropriate questions and have the opportunity to make a statement if they desire.

Audit Committee Pre-Approval Policies

The Audit Committee has established pre-approval policies and procedures that would prohibit engagement of accountants to render audit or
non-audit services without prior approval of the Audit Committee. As a result, all engagements of the independent auditors to render any
services, whether they would be deemed audit or non-audit services, require pre-approval of the Audit Committee. No audit, review or attest
services were approved in accordance with Section 2-01(c)(7)(i)(C) of Regulation S-X during the fiscal year ended June 30, 2008.
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 AUDIT COMMITTEE REPORT

The Audit Committee is composed of Messrs. Major and Miles, each of whom is "independent" as defined in Rule 4200(a)(15) of the Nasdaq
Marketplace Rules. The Board of Directors has adopted a written charter for the Audit Committee, which was filed with the Company's proxy
statement on Schedule 14A for the 2006 Annual Meeting of Stockholders.

The Audit Committee has submitted the following report:

The Audit Committee has reviewed and discussed with management the audited consolidated financial statements for the fiscal year ended
June 30, 2008, and has discussed with the Company's independent auditors the matters required to be discussed by Statement on Auditing
Standards No. 61 (SAS 61). SAS 61 requires independent auditors to communicate to the Audit Committee various matters, including, if
applicable: (1) methods used to account for certain unusual transactions; (2) the effect of certain accounting policies in controversial or emerging
areas for which there is a lack of authoritative guidance or consensus; (3) the process used by management in formulating certain accounting
estimates and the basis for the auditor's conclusions regarding the reasonableness of those estimates and (4) disagreements with management
over the application of accounting principles and certain other matters. The Audit Committee has received the written disclosures and the letter
from the Company's independent accountants required by Independence Standards Board Standard No. 1 (requiring auditors to make written
disclosures to, and to discuss with, the Audit Committee, various matters relating to the auditor's independence), has discussed with the
accountants their independence and has considered whether the provision of non-audit services by the accountants is compatible with
maintaining that independence. Based on the foregoing and further review and discussion, the Audit Committee recommended to the Board of
Directors that the audited financial statements be included in the Company's Annual Report on Form 10-K for the fiscal year ended June 30,
2008 for filing with the Securities and Exchange Commission.

Donald A. Major
Richard Miles

October 2008
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 CORPORATE CODE OF ETHICS AND CONDUCT

The Company's Board of Directors has adopted a Corporate Code of Ethics and Conduct applicable to all of its employees, officers and
directors. The Code was filed as an exhibit to the Company's Annual Report on Form 10-K for the year ended June 30, 2008.

 STOCKHOLDER COMMUNICATIONS

Stockholders may send communications to the Board of Directors or to specified directors by mailing such communications to the Clerk of the
Company at 22 East Broadway, Gardner, Massachusetts 01440. All such correspondence should identify the author as a stockholder and clearly
state whether the intended recipients are all members of the Board or only specified directors. Any stockholder communication sent to the Board
of Directors will be forwarded to the Board without screening.

 STOCKHOLDER PROPOSALS

Stockholders may present proposals for inclusion in the 2009 proxy statement and form of proxy relating to that meeting provided they are
received by the Clerk of the Company no later than July 8, 2009 and are otherwise in compliance with applicable Securities and Exchange
Commission regulations.

If a stockholder who wishes to present a proposal at the Company's 2009 annual meeting that will not be included in the Company's proxy
statement for such annual meeting fails to notify the Company of his or her desire to do so by September 21, 2009, then the proxies that the
Board of Directors solicits for the 2009 annual meeting will include discretionary authority to vote on the stockholder's proposal, if such
proposal is properly brought before the meeting.
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 APPENDIX A

FORM OF REVERSE STOCK SPLIT AMENDMENT

That, the Corporation's Articles of Organization, as amended, be further amended by inserting the following in Article III:

"Upon the filing of these Articles of Amendment with the Massachusetts Secretary of the Commonwealth (the "Effective Time"), each
                         (                        ) issued and outstanding shares of authorized Common Stock of the Corporation, $0.01 par value per share, shall
be reclassified and combined into one (1) share of Common Stock. There shall be no fractional shares issued. Each resulting fractional share
shall be rounded up to a whole share. The total number of authorized shares of Common Stock immediately after the Effective Time shall
continue to be 50,000,000."

A-1
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EXHIBIT A

PRECISION OPTICS CORPORATION, INC.

22 EAST BROADWAY
GARDNER, MA 01440-3338

VOTE BY MAIL

Mark, sign and date your proxy card and return it in the postage-paid envelope we have provided or return it to Vote Processing,
c/o Broadridge, 51 Mercedes Way, Edgewood, NY 11717.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS: PROPT1 KEEP THIS PORTION FOR YOUR
RECORDS

DETACH AND RETURN THIS PORTION ONLY

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

PRECISION OPTICS CORPORATION, INC.

Vote on Directors

Election of two Class III Directors. The nominees for the Board of
Directors to serve for a three-year term as Class III Directors:

For
All

Withhold
All

For All
Except

To withhold authority to vote for any
individual nominee(s), mark �For
All Except� and write the number of the
nominee on the line below.

Nominees: 1) Joseph N. Forkey o o o

2) Richard Miles

Vote on Proposal Number 1 For Against Abstain
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To consider and approve an amendment to the Company�s Articles of Organization, as amended,
to be filed at the discretion of the Board of Directors, to effect a reverse stock split, as more fully
described in the Proxy Statement.

o o o

For address changes and/or comments, please check this box and write them on the back
where indicated. o

Please sign this proxy exactly as name appears hereon. When shares are held by joint tenants, both should sign. When signing as attorney,
administrator, trustee or guardian, please give full title as such.

Signature [PLEASE SIGN WITHIN BOX] Date Signature (Joint Owners) Date
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PRECISION OPTICS CORPORATION, INC.

Dear Stockholder,

Please take note of the important information enclosed with this proxy card. The proposals which are discussed in detail in the enclosed proxy
materials require your immediate attention.

Your vote counts, and you are strongly encouraged to exercise your right to vote your shares.

Please mark the boxes on this proxy card to indicate how your shares should be voted. Then sign the card, detach it and return your proxy vote in
the enclosed postage-paid envelope.

Your vote must be received prior to the Annual Meeting of Stockholders on November 25, 2008.

Thank you in advance for your prompt consideration of these matters.

Very truly yours,

Precision Optics Corporation, Inc.
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PRECISION OPTICS CORPORATION, INC.

COMMON STOCK PROXY

The undersigned, revoking any previous instructions, hereby acknowledges receipt of the Notice and Proxy Statement dated October 31, 2008.
In connection with the Annual Meeting mentioned below, the undersigned hereby appoints Richard E. Forkey and Jack P. Dreimiller as
attorneys of the undersigned each with power to act alone and with full power of substitution, to act and to vote all shares of stock which the
undersigned is entitled to vote at the Annual Meeting of Stockholders of Precision Optics Corporation, Inc. to be held on November 25, 2008 at
10:00 A.M. at the Colonial Hotel, 625 Betty Spring Road, Gardner, Massachusetts, 01440, and at any adjournments or postponements thereof,
upon the matters set forth in the proxy statement for such Annual Meeting. The foregoing attorneys are authorized to vote, in their discretion,
upon such other business as may properly come before the meeting or any adjournments or postponements thereof.

This proxy is solicited by the Board of Directors. When this proxy is properly executed, the shares represented hereby will be voted as
specified by the Stockholder(s). If no direction is given, the shares will be voted FOR the amendment to the Articles of Organization
described in Proposal Number 1 and FOR the election of the Class III director nominees as described in Proposal Number 2.

PLEASE VOTE, DATE AND SIGN ON REVERSE AND RETURN PROMPTLY IN THE ENCLOSED ENVELOPE.

Please sign exactly as your name appears on the books of Precision Optics Corporation, Inc. Joint owners should each sign personally. Trustees
and other fiduciaries should indicate the capacity in which they sign, and where more than one name appears, a majority must sign. If a
corporation, this signature should be that of an authorized officer who should state his or her title.

Address
Changes/Comments:

(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)

QuickLinks

NOTICE OF 2008 ANNUAL MEETING OF STOCKHOLDERS
PROXY STATEMENT
INFORMATION CONCERNING SOLICITATION AND VOTING
PROPOSAL 1: REVERSE STOCK SPLIT

Edgar Filing: DUANE READE INC - Form DEFA14A

42



PROPOSAL NUMBER 2: ELECTION OF DIRECTORS
EXECUTIVE OFFICERS AND SIGNIFICANT EMPLOYEES
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE
EXECUTIVE AND DIRECTOR COMPENSATION
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
INDEPENDENT PUBLIC ACCOUNTANTS
AUDIT COMMITTEE REPORT
CORPORATE CODE OF ETHICS AND CONDUCT
STOCKHOLDER COMMUNICATIONS
STOCKHOLDER PROPOSALS
APPENDIX A FORM OF REVERSE STOCK SPLIT AMENDMENT
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