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PART I
ITEM 1. BUSINESS

This Annual Report on Form 10-K contains forward-looking statements. The forward-looking statements are contained principally in the
sections entitled "Business," "Risk Factors," and "Management's Discussion and Analysis of Financial Condition and Results of Operations."
These statements involve known and unknown risks, uncertainties and other factors which may cause our actual results, performance or
achievements to be materially different from any future results, performances or achievements expressed or implied by the forward-looking
statements. Forward-looking statements include, but are not limited to, statements about:

the extent and timing of future revenues, including the amounts of our current backlog, which represents firm orders that
have not completed installation and therefore have not been recognized as revenue;

the size or growth of our market or market-share;

the opportunity presented by new products or emerging markets;

our expectations regarding our future backlog levels;

our ability to align our cost structure and headcount with our current business expectations;
the operating margins or earnings per share goals we may set;

our ability to protect our intellectual property and operate our business without infringing upon the intellectual property
rights of others; and

our ability to generate cash from operations and our estimates regarding the sufficiency of our cash resources.

"o

In some cases, you can identify forward-looking statements by terms such as "anticipates,” "believes," "could," "estimates," "expects,”
"intends," "may," "plans," "potential," "predicts," "projects,” "should,” "will," "would" and similar expressions intended to identify
forward-looking statements. Forward-looking statements reflect our current views with respect to future events, are based on assumptions and
are subject to risks and uncertainties. We discuss many of these risks in this Annual Report on Form 10-K in greater detail in the section entitled
"Risk Factors" under Part I, Item 1A below. Given these uncertainties, you should not place undue reliance on these forward-looking
statements. Also, forward-looking statements represent our estimates and assumptions only as of the date of this Annual Report on Form 10-K.
You should read this Annual Report on Form 10-K and the documents that we reference in this Annual Report on Form 10-K and have filed as
exhibits, completely and with the understanding that our actual future results may be materially different from what we expect. All references in
this report to "Omnicell, Inc.," "Omnicell," "our," "us," "we," or the "Company" collectively refer to Omnicell, Inc., a Delaware corporation,
and its subsidiaries.

Except as required by law, we assume no obligation to update any forward-looking statements publicly, or to update the reasons actual
results could differ materially from those anticipated in any forward-looking statements, even if new information becomes available in the
future.

We own various trademarks, copyrights and trade names used in our business, including the following: Omnicell®, the Omnicell logo,
OmniRx®, OmniCenter®, OmniSupplier®, OmniBuyer®, SafetyStock®, WorkflowRx , OmniLinkRx , SecureVault , SafetyMed®, Optiflex , vSuite ,
SinglePointe , AnywhereRN , Anesthesia Workstation and Executive Advisor . This report also includes other trademarks, service marks and trade
names of other companies. All other trade names used in this report are trademarks of their respective holders.
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Overview

We are a leading provider of automated solutions for hospital medication and supply management. Our healthcare automation solutions are
designed to enable healthcare facilities to acquire, manage, dispense and administer medications and medical-surgical supplies, and are intended
to enhance patient safety, reduce medication errors, improve workflow and increase operational efficiency. When used in combination, our
products and services provide healthcare facilities with a comprehensive solution designed to enhance patient safety and improve operational
efficiency. Approximately 1,600 hospitals in the United States have installed our automated hardware/software solutions for controlling,
dispensing, acquiring, verifying and tracking medications and medical and surgical supplies.

The medical industry has become increasingly aware that the human element of patient care inevitably creates the risk of medication
administration errors. In 2006, the Institute of Medicine, a non-profit, non-governmental arm of the National Academies, estimated that
1.5 million medication errors are made each year in the United States. Acute care facilities are facing increasing medication regulatory controls
that we believe manual tracking systems cannot adequately support. Nursing shortages add an additional challenge to acute care facilities to
meet regulatory controls and improve patient safety while still providing adequate patient care. We provide solutions to help hospitals address
these problems. Our systems provide a comprehensive medication control and dispensing solution starting from the point of entry into the
hospital, through the central pharmacy, to the nursing station and, ultimately, to the patient's bedside. Our solutions utilize advanced,
software-based medication control and tracking algorithms that interact with hardware security features, resulting in a system that provides both
the pharmacist and the nurse real-time safety controls. Our solutions also go a step further by providing medication barcode verification at every
step of the medication administration process, from entry to the hospital through to administration to a patient.

Similar to our medication solutions, our medical and surgical supply systems provide acute care hospitals control over consumable supplies
critical to providing quality healthcare. This solution provides inventory control software that is designed to ensure critical supplies are always
stocked in the right locations. At the same time, usage tracking helps hospital administrators to ensure that money is not wasted on excessive
stores of supplies and helps optimize reimbursement by improving charge capture. We have recently introduced additional product features that
allow implantable tissue grafts to be monitored and tracked for additional patient safety and regulatory compliance.

Business Strategy

Our strategy is to provide comprehensive patient safety solutions for the medication and medical and surgical supply needs of our
customers. We have developed innovative solutions that are designed to meet the needs of the clinicians who use them on a day-to-day basis.
We are continually working to enhance our product and service offerings, and we maintain flexibility in system design and the installation
process to meet our customers' evolving needs. To meet these needs, we strive to provide proprietary, innovative solutions that help our
customers stay focused on their goal of providing quality healthcare. Our solutions are designed to provide everything the customer requires to
install and maintain medication and medical and surgical supply control. We believe superior solutions include proactively anticipating and
meeting customer needs, listening carefully to our customers' prospective issues and meeting and exceeding their installation and maintenance
support expectations.

Our goal of improving healthcare for everyone has led us to take certain steps in the development of our business and our long term
approach to our market, such as:

Innovating products to address patient safety and cost-containment pressures facing healthcare facilities while improving
clinician workflow and overall operating efficiency;
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Incorporating a broad range of clinical input into our product solution development to accommodate needs ranging from
those of stand-alone community hospitals to multi-hospital entities and Integrated Delivery Networks, or IDNs;

Developing new solutions to enhance our customers' existing systems and protect our customers' investments by preserving,
leveraging and upgrading their existing information systems, as well as striving to provide integration of our products with

the other healthcare information systems our customers use; and

Providing a full service, positive experience for our hospital customers in the solution sales process, the timing and
implementation of our product installation and the responsiveness of our support services.

We have developed or acquired numerous technologies that provide long-term solutions for our customers. Our own product development
activities have brought a number of innovative and proprietary products to the market. Our most recently announced solutions include
SinglePoint™, a software product that allows up to 100% of the medications used by a hospital to be controlled through our systems and
AnywhereRN™, a software solution that enables the operation of our medication dispensing cabinets from remote workstations, both of which
save time, improve workflow efficiency for both pharmacy and nursing departments, and can significantly improve the safety of the medication
administration process. Additionally, we have developed new solutions to allow hospitals to track and monitor various tissue grafts used in
surgery. These solutions are integrated with our overall medical and surgical supply chain inventory management and charge capture systems.

In addition to our own development, we have acquired products that extend patient safety controls to a wider range of applications and
departments in the hospital. These include products for the central pharmacy, the operating room, the catheterization lab, the nursing areas and
the patient point of care. We believe the breadth of our portfolio of automation products makes our solutions more valuable to our customers,
allowing hospital clinicians to automate and control more of the medication and medical and surgical supply distribution processes. Looking
forward, we expect to offer products with an even greater ability to improve patient safety for our customers, both through internal development
and through acquisitions.

Industry Background

The acute care market in the United States, where most of our sales occur, is comprised of approximately 6,400 hospitals and facilities with
a total capacity of approximately 940,000 acute care beds. Our customers include single location community hospitals, government hospitals and
regional and national entities.

The delivery of healthcare in the United States still relies on a significant number of manual and paper-based processes. Most hospitals
have deployed at least some automation solutions, but few have deployed them throughout the institution. The use of manual and paper-based
systems in many hospital departments today results in highly complex and inefficient processes for tracking and delivering medications and
supplies. Over the past two decades, healthcare facilities have made relatively small proportional investments in information technology. In
addition, many existing healthcare information systems are unable to support the modernization of healthcare delivery processes and address
mandated patient safety initiatives. These factors have contributed to medical errors and unnecessary process costs across the healthcare sector.

Healthcare providers and facilities are also affected by significant economic pressures. Demand for healthcare services continues to
increase, driving shortages in the United States labor market for healthcare professionals, particularly nurses and pharmacists. Rising costs of
labor, prescription drugs and new medical technology all contribute to increased spending. Governmental pressures surrounding
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healthcare reform have led to increased scrutiny of the cost and efficiency with which healthcare providers deliver their services. These factors,
combined with the continuing consolidation in the healthcare industry, have significantly increased the need to improve the efficiency of
healthcare professionals and to control costs.

Outside the United States, certain healthcare providers also are becoming increasingly aware of the benefits of automation. Many
governmental and private entities look to the progress made over the last several years in the United States and are starting to invest significantly
in information technology and automation. International growth in our industry is therefore expected to become significant over the next several
years.

Key Industry Events and Reports

Reports by the Institute of Medicine, or IOM, the Food and Drug Administration, or FDA, and the Joint Commission for the Accreditation
of Healthcare Organizations, also known as The Joint Commission, or JCAHO, have increased public and healthcare industry awareness of the
dangers caused by medication errors. Regulatory standards and industry guidelines, such as those published by the Institute for Safe Medication
Practices, or ISMP, as well as the desire of healthcare organizations to provide premium quality service and avoid liability, have driven acute
care facilities to prioritize investment in capital equipment to improve patient safety. Such reports and regulatory standards include:

In November 1999, the IOM issued a report that highlighted the prevalence of medical errors based on the results of more
than 30 independent studies. The report indicated that medical errors are among the top ten causes of death in the United

States and that medication errors specifically were responsible for more than an estimated 7,000 deaths in 1993.

In February 2001, the IOM issued a follow-up report that recommended increased investment in information technology as a
means of reducing medical errors and improving the overall quality of patient care.

In January 2003, the IOM released a report urging private and public organizations to focus on quality-improvement efforts
in 20 priority areas, including medication management.

On February 25, 2004, the FDA published a rule that requires linear barcodes on most prescription drugs. Drug
manufacturers, re-packagers, re-labelers and private label distributors are subject to the rule. The FDA estimated that the
barcode rule, once implemented, would result in a 50% reduction in medication errors, 500,000 fewer adverse drug events

over the subsequent 20 years, $93 billion in cost savings and other economic benefits.

In 2004, The Joint Commission set medication management standard 2.20, which requires that "medications are properly
and safely stored throughout the hospital." The Joint Commission audits all healthcare facilities seeking accreditation for

proper medication handling control and reviews all exceptions to control procedures.

In June 2006, the IOM issued a report which augmented a series of reports issued between 1999 and 2005 and indicated that
an estimated 1.5 million medication errors occur annually in the United States.

In 2008, and updated in 2009, the ISMP published guidelines for the Interdisciplinary Safe Use of Automated Dispensing
Cabinets.

These reports, and the general awareness of patient safety in the medical field, have created a heightened desire to implement solutions that
mitigate risks and improve the quality of healthcare. Automated medication distribution systems have become the standard of care and hospitals
throughout the country are seeking to implement the most robust medication safety solutions available. Top
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teaching hospitals are among the early adopters of our new technologies and our customers include 14 of the top 21 hospitals in the United
States, as rated by US News and World Reports.

Our Products and Services

We provide solutions that are designed to enable healthcare professionals to reduce medication errors and improve administrative controls,
while simultaneously improving workflow and increasing a healthcare facility's operational efficiency. Our products are designed to enable our
customers to enhance and improve the effectiveness of the medication-use process, the efficiency of the medical-surgical supply chain, overall
patient care and clinical and financial outcomes of healthcare facilities. From the point at which a medication arrives at the receiving dock to the
time it is administered, our systems are capable of storing, packaging, bar coding, ordering and issuing the medication, as well as providing
information and controls on its use and reorder. Our medication-use product line includes systems for medication dispensing in acute care
nursing departments, central pharmacy automation, physician order management, and nursing workflow automation at the bedside. Our supply
product lines provide healthcare facilities with cost data which enables detailed quantification of charges for payer reimbursement, inventory
management, implant monitoring and timely reorder of supplies. These products range from industrial-grade software-driven carousels for
managing large amounts of inventory in the central pharmacy to high-security closed-cabinet systems and software to open-shelf and
combination solutions in the nursing unit, catheterization lab and operating room. Our combination medication-use and supply products allow
the operating departments to store, track and dispense medications and supplies through a single system while optimizing the workflows for each
type of medication or supply managed. We also provide services including customer education and training to help customers to optimize their
use of our technology.

Medication Use Products

Our medication-use product line includes our OmniRx, SinglePointe, AnywhereRN, Anesthesia Workstation, WorkflowRx, SecureVault,
OmniLinkRx, Mobile Carts and SafetyMed products. To provide our customers with end-to-end medication control, our product line
incorporates barcode technology throughout. Our solutions incorporate third generation technology, which we believe is the most advanced on
the market today. Medication control technology has evolved over the past thirty years. First generation technology provided secure electronic
storage and dispensing of medications in distributed locations in the hospital but was only economically viable to deploy with the most
frequently used drugs and controlled substances. Second generation technology added the ability to track medication dispensing to a patient, but
still was limited as to the number and type of medications that could be tracked. Third generation technology, through our SinglePointe solution
is able to track medication dispensing and dynamically manage up to 100% of medications specific to individual patients. Used in combination
with the rest of our suite of medication use solutions, SinglePointe provides the highest level of medication management automation available
and is unmatched in the
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market today. Each of the products in our medication-use solution suite is summarized in the table below.

Product
OmniRx

SinglePointe

AnywhereRN

Anesthesia Workstation

WorkflowRx

SecureVault
OmniLinkRx

Mobile Carts

SafetyMed

Nursing Floor Solutions

Use in Hospital
Any nursing area in a hospital
department that administers
medications
Any nursing area in a hospital
department that administers
medications
Any nursing area in a hospital
department that administers
medications
Operating room

Hospital central pharmacy
Hospital central pharmacy
Hospital central pharmacy

Any nursing area in a hospital
department that administers
medications

Patient's bedside

Description
Secure dispensing system which automates the management and
dispensing of medications at the point of use.

Software product for use in conjunction with the OmniRx product
which controls medications on a patient-specific basis, allowing
automated control of up to 100% of the medications used in a hospital.
Software which allows nurses to remotely operate automated
dispensing cabinets from virtually any workstation in the hospital.

Secure dispensing system for the management of anesthesia supplies
and medications.

Automated pharmacy storage, retrieval and packaging systems.
Controlled substance barcode inventory management system.
Prescription routing system that allows nurses and doctors to scan
handwritten prescription orders for electronic delivery to pharmacists
for approval and filling.

A mobile wireless computer and dispensing system that provides a
mobile platform for hospital information systems and a convenient and
secure method for nurses to move medication and supplies.

Nursing workflow automation and barcode medication administration
system.

The OmniRx solution is the core of our medication control solutions. The OmniRx solution is a dispensing cabinet that automates the
management and dispensing of medications at the point of use, featuring biometric fingerprint identification, advanced single-dose dispensing,
barcode confirmation and a wide range of drawer modules enabling the establishment of various security levels. Software features of the
OmniRx include patient profiling, notification of medications due, a variety of security features, waste management, clinical pharmacology, and
integration with an Internet browser for clinical reference information.

The SinglePointe solution is a software extension to the OmniRx solution that allows pharmacists to automate the distribution of specially
handled medications, enabling control of up to 100% of all medications through the automated dispensing system. The SinglePointe solution
allows for patient-specific medication control which extends the benefits of automated medication distribution, including increased patient
safety, consistency in tracking and inventory control, simplification of procedures and improved monitoring of controlled substances, to a

broader range of the medication distribution process in the hospital.
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The AnywhereRN solution is a software solution that allows nurses to operate the automated dispensing cabinets from virtually any remote
workstation within the hospital. This software enables enhanced workflow for nurses such that they are no longer limited to being directly in
front of the cabinet to perform certain medication administration functions. Anywhere RN is intended to reduce nurse distractions in the
medication administration process as cabinet operations can be done in private or quieter areas. It is also intended to eliminate congestion at the
cabinet by minimizing nurse queuing to withdraw medications.

The SafetyMed solution is a nursing workflow automation and barcode medication administration system. When integrated with our
OmniRx medication dispensing systems, and the OmniCenter server, the SafetyMed solution verifies and documents patient identity, time of
drug administration, the caregiver, the medication administered and the dosage, helping to reduce medication errors.

The Mobile Cart solution provides a mobile workstation for nurses, equipped with locking drawers for secure transportation of
medications and patient supply items.

Central Pharmacy Solutions

The OmniLinkRx solution is a physician order software product that automates communication between nurses and the pharmacy. Used in
the central pharmacy, the OmniLinkRx solution simplifies the communication of handwritten physician orders from remote nursing stations to
the pharmacy.

The WorkflowRx solution is an automated storage, retrieval, inventory management and repackaging solution for the central pharmacy. It
is designed to help pharmacists ensure that the right medications are stored in and retrieved from proper locations, both in the central pharmacy
and in automated dispensing cabinets. The WorkflowRx solution is deployed on a storage and retrieval carousel, on a repackaging system or on
both. Barcode administration through the WorkflowRx solution is designed to help ensure that medications are stocked correctly from their point
of entry into the healthcare facility. Labeling medications with barcodes, utilizing a repackaging system enables bedside medication
administration solutions, such as the SafetyMed solution, to perform barcode checking at the patient bedside.

The SecureVault solution is a controlled substance barcode inventory management system. The SecureVault software, coupled with our
automated dispensing technology, enables healthcare facilities to track, monitor and control the movement of controlled substances from the
point of initial receipt from the wholesaler throughout internal distribution. The SecureVault solution maintains a perpetual item inventory and
complete audit using integrated barcode technology with both fixed and portable scanners. Barcoded forms and labels may also be generated
directly from the SecureVault system.

Operating Room Solutions

The Anesthesia Workstation solution is a system for the management of anesthesia supplies and medications. The system is tailored for

the workflow of the clinician working in the operating room. The Anesthesia TT solution is a fixed-position tabletop unit designed as a
medication-only system.

Medical and Surgical Supply Products

Our medical and surgical supply products provide acute care hospitals control over consumable supplies critical to providing quality
healthcare. These solutions provide inventory control software that is designed to ensure that critical supplies are always stocked in the right
locations. At the same time, usage tracking helps hospital administrators to ensure that money is not wasted on excessive stores of supplies and
helps optimize reimbursement by improving charge capture.

We have recently introduced additional product features that allow implantable tissue and bone grafts to be monitored and tracked for
additional patient safety and regulatory compliance. The bone
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and tissue features are integrated with our overall medical and surgical supply chain inventory management and charge capture systems. These
solutions are designed for use in the materials management department, the nursing unit and specialty areas such as the catheterization lab and
the operating room. They integrate with other information management systems and utilize barcode technology extensively.

Our supply product line includes the Omnicell Supply Cabinet, Supply/Rx Combination Cabinet, Omnicell Tissue Center, OptiFlex SS,

OptiFlex CL, and OptiFlex MS. Each of the supply-line products is summarized in the table below.

Product
Omnicell Supply Solution

Supply/Rx Combination
Solution

Omnicell Tissue Center
OptiFlex SS

OptiFlex CL

OptiFlex MS

Use in Hospital
Any nursing area in a hospital
department that uses patient care
supplies
Any nursing area in a hospital
department that uses patient care
supplies and administers
medications

Perioperative areas of the hospital
Perioperative areas of the hospital
Procedure areas in the hospital
including the Cardiac
Catheterization Lab

Any nursing area in a hospital
department that administers
supplies

Description

Secure dispensing systems which automate the management and
dispensing of medical and surgical supplies at the point of use.

Secure dispensing systems which manage both supplies and
medications from the same cabinets, using the same user interface
screens, in medical and surgical units and specialty areas.

Manages the chain of custody for bone and tissue specimens from the
donor to the patient in the operating room.

Specialty modules for the Perioperative areas.

Specialty modules for the Cardiac Catheterization Lab and other
procedure areas.

System for the management of medical and surgical supplies that
provides the flexibility of utilizing barcode control in an open shelf
environment.

The Omnicell Supply Solution is a secure dispensing system which dispenses and tracks medical and surgical supplies at the point of use.
Specialty modules are available for a variety of solutions to manage implants and medications used across the hospital as described below.

Supply/Rx Combination Solution is designed to manage medications and supplies in one versatile cabinet or group of

cabinets. This solution allows each department to manage supplies and medications independently, while tracking

transaction data, inventory, expenses and treatment costs through a single system.

Omnicell Tissue Center allows the operating room staff to manage the chain of custody for bone and tissue specimens from
the donor to the patient in the operating room. This solution enables compliance with The Joint Commission, or JCAHO,

requirements and Association of Operating Room Nurses guidelines regarding the handling of tissue specimens.

OptiFlex SS manages supplies and preference cards in the perioperative areas whether the supplies are stored on open
shelves or in automated dispensing cabinets. The preference-list system creates a unique bar code for each surgical case,
based on physician, procedure, and patient and provides information on the case for data analysis, reporting and charge
capture. The Suture Module is designed to be integrated into the Omnicell Supply Solution to secure, dispense and
automatically track suture usage.

10
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OptiFlex CL manages supplies and creates cases in the cardiac catheterization lab, interventional radiology, and other
procedure areas. This solution allows real-time point of use data collection and accurate supply tracking regardless of
whether supplies are stored on open shelves or in automated dispensing cabinets. It also improves cost management through

automated charge capture and case profiling by physician. The Catheter Module is designed to be integrated into the
Omnicell supply cabinet and allows hospitals to secure, dispense and electronically track accurate catheter usage. The

Implant Tracking Module records expiration date, lot and serial number information to enable compliance with Joint
Commission and FDA requirements regarding surgical implants in the event of a recall.

OptiFlex MS solution provides control over general medical and surgical supplies stored in open shelves or in automated
dispensing cabinets.

Other Products and Services

Services. We provide services that include customer education and training and maintenance and support services, all provided on a
time-and-material basis. We also provide fixed period service contracts to our customers for post-installation technical support with phone
support, on-site service, parts and access to software upgrades. On-site service is provided by our field service operations team.

Omnicell Interface Software. Our interface software provides interface and integration between our medication-use products or our
supply products and a healthcare facility's in-house information management systems. Interface software is designed to provide integration and
communication of patient data, logistical data, inventory information, charge capture and billing information and other healthcare database
information.

Omnicell professional services. Omnicell professional services products include Executive Advisor, a dashboard which offers advanced

reporting features available on a subscription basis, Medical Surveillance, an electronic tracking system that identifies potential drug diversions
and other professional services.

Sales and Distribution

We sell our medication dispensing and supply automation systems primarily in the United States and Canada. Approximately 94% of our
product revenue is generated in those markets. Our sales force is organized by geographic region in the United States and Canada. Our combined
direct, corporate and international distribution sales teams consist of approximately 83 staff members. Nearly all of our direct sales team
members have pharmacy management or hospital supply management experience. Individual sales representatives focus on either our
medication control or medical and surgical supply product lines. Our corporate sales team focuses on large Integrated Delivery Networks, or
IDNs, Group Purchasing Organizations, or GPOs, and the U.S. government.

The sales cycle for our automation systems is long and can take in excess of twelve months. This is due in part to the cost of our systems
and the number of people within each healthcare facility involved in the purchasing decision. To initiate the selling process, the sales
representative generally targets the director of pharmacy, the director of materials management or other decision makers and is responsible for
educating each group within the healthcare facility about the benefits of automation. We have contracts with several GPOs that enable us to sell
our automation systems to GPO-member healthcare facilities. The primary advantage to customers who buy our products pursuant to a GPO
agreement is that they benefit from pre-negotiated contract terms and pricing. The benefit to the GPO is the fee earned as a percentage of sales,
which is paid by us. These GPO contracts are typically for multiple years with options to renew or extend for up to two years and some of which
can be terminated by either party at any time. Our current GPO contracts include AmeriNet, Inc., Broadlane Inc., First Choice Management,
HealthTrust Purchasing Group, L.P., MAGNET Group, MedAssets Supply Chain
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Systems, Novation, LLC, Premier, Inc., Resources Optimization & Innovation, Carolinas Shared Services, LLC and U.S. General Services
Administration.

We offer multi-year, non-cancelable lease payment terms to assist hospitals in purchasing our systems by reducing their cash flow
requirements. We sell the majority of our multi-year lease receivables to third-party leasing finance companies, but we also maintain a certain
portion of our leases in-house.

Our field operations representatives support our sales force by providing operational and clinical expertise prior to the close of a sale and
during installation of our automation systems. This group assists the customer with the technical implementation of our automation systems,
including configuring our systems to address the specific needs of each individual customer. After the systems are installed, on-site support is
provided by our field service team and technical support group.

We offer technical support through our technical support center in Illinois, with some flow-through and specific product support provided
by our subsidiary in India. The support center is staffed 24 hours a day, 365 days a year. We have found that approximately two-thirds of our
customers' service issues can be addressed either over the phone or by our support center personnel utilizing their on-hand remote diagnostics
tools. In addition, we utilize remote dial-in software that monitors customer conditions on a daily basis. We offer a suite of remote monitoring
features, our vSuite service programs, which proactively monitor system status and alert service personnel to potential problems before they lead
to system failure.

In addition, our international sales team handles sales, installation and service through distribution partners in Asia, Australia, Europe, the
Middle East and South America. Omnicell has been involved in a growing number of new installations in international markets and expects to
continue growing its business in light of the expected increase in global demand for hospital automation solutions.

We have not sold and have no future plans to sell our products either directly or indirectly to customers located in countries that are
identified as state sponsors of terrorism by the U.S. Department of State, or those subject to economic sanctions and export controls.

Manufacturing and Inventory

Our manufacturing process allows us to configure hardware and software in unique combinations to meet a wide variety of individual
customer requirements. Our manufacturing process consists primarily of the final assembly of components and of subassemblies which are
assembled by third-party single source manufacturers. We and our partners test subassemblies and perform a comprehensive inspection to assure
the quality and reliability of our products. While many components of our systems are standardized and available from multiple sources, certain
components or subsystems are fabricated according to our specifications and timing requirements.

Our arrangements with our contract manufacturers generally set forth quality, cost and delivery requirements, as well as manufacturing
process terms, such as continuity of supply, inventory management, capacity flexibility, quality and cost management, oversight of
manufacturing and conditions for the use of our intellectual property. We have entered into a long-term contract with one of our suppliers. This
arrangement does not commit us to purchase any particular amount and we may terminate our agreement without cause at any time with between
four and six months notice, depending upon the circumstances of the termination.

Our manufacturing organization procures components and schedules production based on the backlog of customer orders. Installation
typically occurs between two weeks and nine months after the initial order is received, depending upon the customer's particular needs. We
deploy a key operational strategy of operating with backlog levels that approximate the average installation cycle of our
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customers, which allows us to more efficiently manage our installation teams, improve production efficiencies, reduce inventory scrap and lower
shipping costs.

Competition

The medication management and supply chain solutions market is intensely competitive. We compete directly with a number of companies
and are affected by evolving and new technologies, changes in industry standards and dynamic customer requirements.

Our current direct competitors in the medication management and supply chain solutions market include CareFusion Corporation (a spinoff
from Cardinal Health, Inc., which includes Pyxis Corporation), McKesson Automation Inc. (a business unit of McKesson Corporation),
AmerisourceBergen Corporation (through its acquisition of MedSelect, Inc. and Automed), Talyst, Inc., Cerner Corporation, Emerson
Electronic Co. (through its acquisitions of Flo Healthcare LLC, Lionville Systems, Inc. and medDispense), Stinger Medical, InfoLogix, Inc.
Ergotron, Inc., Capso Solutions (through its acquisition of Artromick International, Inc.), Rubbermaid Medical Solutions (a business unit of
Newell Rubbermaid Inc), WaveMark Inc., ParExcellence Systems, Inc. and Lawson Software, Inc.

We believe our products and services compare favorably with the offerings of our competitors, particularly with respect to proprietary
technological advancements, system performance, system reliability, installation, applications training, service response time and service repair
quality.

Intellectual Property and Proprietary Technology

We rely on a combination of patents, trademarks, copyright and trade secret laws, confidentiality procedures and licensing arrangements to
protect our intellectual property rights.

We pursue patent protection in the United States and foreign jurisdictions for technology that we believe to be proprietary and that offers a
potential competitive advantage for our products. Our issued patents relate to our "See & Touch" methodology used in our medication
dispensing and supply automation systems, the use of locking and sensing lids with pharmacy drawers and the methods of restocking these
drawers, and the use of guiding lights in the open matrix, locking lid and sensing lid pharmacy drawers. These patents also apply to our
unit-dose mechanism and methods, the single-dose dispensing mechanism, the methods for restocking the single-dose drawers using exchange
liners, certain methods for loading and unloading mobile carts, the method of use of scanners with a mobile cart, and certain methods for using
radio frequency tags with storage items. Our patents expire at various times between 2013 and 2027.

All of our product system software is copyrighted and subject to the protection of applicable copyright laws. We intend to seek additional
international and U.S. patents on our technology and to seek registration of our trademarks. We have obtained registration of Omnicell, the
Omnicell logo, OmniRx, OmniCenter, OmniSupplier, OmniBuyer, SafetyMed, and SafetyStock, and trademarks through the U.S. Patent and
Trademark Office. Trade secrets and other confidential information are also important to our business. We protect our trade secrets through a
combination of contractual restrictions and confidentiality and licensing agreements.

Research and Development

We utilize industry standard operating systems and databases, but generally develop our own application and interface software in our
research and development facilities. New product development projects are prioritized based on customer input. During 2009, we announced a
new version of our central pharmacy solution software, WorkflowRx 6, a new version of our supply product
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line software, OptiFlex 10 and a new version of our main medication dispensing automation system, Omnicell 14.
Employees

As of December 31, 2009, we had a total of 753 employees, including 76 in manufacturing, 121 in research and development, 119 in sales,
of which 83 comprise our combined direct, corporate and inside sales teams, 10 in sales administration and 26 in field operations who perform
pre-sales activity, 172 in customer service, 136 in field operations, 24 in marketing and 105 in general and administration positions. In January,
2009, we announced a worldwide reduction in regular full-time employees of approximately 100 positions affecting all operating areas. Since
that time, we have rebalanced our staff as needed, at times eliminating some functional positions and at other times adding new
functional-specific positions to meet the evolving needs of our marketplace. None of our employees is represented by a collective bargaining
agreement, nor have we experienced any work stoppage. We believe that our employee relations are good.

Business Under Government Contracts

A number of our U.S. government owned or government-run hospital customers sign five-year non-cancelable leases, with payment terms
that are subject to one-year government budget funding cycles. Failure of any of our U.S. government customers to receive their annual funding
could impair our ability to sell to these customers, or to collect payments on our existing unsold leases. For additional information regarding
these leases, see Item 1A, "Risk Factors."

Financing Practices Relating to Working Capital

We assist healthcare facilities in financing their cash outlay requirements for the purchase of our systems by offering multi-year,
non-cancelable sales contracts. For additional information regarding these financing activities, see Note 1 of "Notes to the Consolidated
Financial Statements" included in this Annual Report on Form 10-K.

Product Backlog

Product backlog is the dollar amount of medication and supply dispensing systems for which we have purchase orders from our customers
and for which we believe we will install, bill and gain customer acceptance within one year. Due to industry practice that allows customers to
change order configurations with limited advance notice prior to shipment and occasional customer changes in installation schedules, we do not
believe that backlog as of any particular date is necessarily indicative of future sales. However, we do believe that backlog is an indication of a
customer's willingness to install our solutions. As of December 31, 2009 and 2008, our backlog was $113.6 million and $109.6 million,
respectively.

Company Information

We were incorporated in California in 1992 under the name of Omnicell Technologies, Inc. and reincorporated in Delaware in 2001 as
Omnicell, Inc.

Available Information

We file reports and other information with the Securities and Exchange Commission, or SEC, including annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K and proxy or information statements. Those reports and statements as well as all
amendments to those documents filed or furnished pursuant to Section 13(a) or 15(d) of the Securities and Exchange Act (1) are available at the
SEC's Public Reference Room at 100 F Street, N.E., Room 1580, Washington,
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DC 20549, (2) are available at the SEC's internet site (www.sec.gov), which contains reports, proxy and information statements and other
information regarding issuers that file electronically with the SEC and (3) are available free of charge through our website as soon as reasonably
practicable after electronic filing with, or furnishing to, the SEC. You may obtain information on the operation of the Public Reference Room by

calling the SEC at 1-800-SEC-0330. Our website address is www.omnicell.com. Information on our website is not incorporated by reference nor
otherwise included in this report.

Executive Officers

The following table sets forth certain information as of February 17, 2010 about our executive officers:

Name Age Position

Randall A. Lipps 52 President, Chief Executive Officer, and Chairman of the Board
of Directors

J. Christopher Drew 44  Senior Vice President, Field Operations

Robin G. Seim 50 Chief Financial Officer and Vice President Finance,
Administration and Manufacturing

Dan S. Johnston 46 Vice President and General Counsel

Nhat H. Ngo 37 Vice President, Strategy and Business Development

Marga Ortigas-Wedekind 48 Vice President, Global Marketing and Product Development

Randall A. Lipps was named Chief Executive Officer and President of Omnicell in October 2002. Mr. Lipps has served as Chairman of the
Board and a Director of Omnicell since founding Omnicell in September 1992. Mr. Lipps received both a B.S. in economics and a B.B.A. from
Southern Methodist University.

J. Christopher Drew joined Omnicell in April 1994 and was named Senior Vice President, Operations in January 2005. In January 2009,
Mr. Drew was named Senior Vice President, Field Operations. From April 1994 to January 2005, Mr. Drew served in various management
positions with Omnicell, including Vice President of Branded Solutions and Director of Corporate Development. Mr. Drew received a B.A. in
economics from Ambherst College and an M.B.A. from the Stanford Graduate School of Business.

Robin G. Seim joined Omnicell in February 2006 as Vice President and was named Chief Financial Officer in March 2006. In January
2009, Mr. Seim was named Chief Financial Officer and Vice President of Finance, Administration and Manufacturing. From March 2005 to
December 2005, Mr. Seim served as Chief Financial Officer of Mirra, Inc., a developer of digital content protection products. From July 2001 to
December 2004, Mr. Seim served as Chief Financial Officer of Candera, Inc., a maker of network-based storage controllers. From September
1999 to April 2001, Mr. Seim served as Chief Financial Officer of Villa Montage Systems, Inc., a provider of residential broadband access
management systems. Prior to 1999, Mr. Seim held a number of management positions with Nortel Networks, Bay Networks, and IBM.

Mr. Seim received a B.S. in accounting from California State University, Sacramento.

Dan S. Johnston joined Omnicell in November 2003 as Vice President and General Counsel. From April 1999 to November 2003,
Mr. Johnston was Vice President and General Counsel at Be, Inc., a software company. From September 1994 to March 1999, Mr. Johnston was
an attorney with the law firm Cooley Godward Kronish LLP. Mr. Johnston received a B.S. in computer information systems from Humboldt
State University and a J.D. from the Santa Clara University School of Law.
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Nhat H. Ngo joined Omnicell in November 2008 as Vice President of Strategy and Business Development. From January 2007 to October
2008, Mr. Ngo served as Vice President of Business Development and Licensing for a business unit of Covidien, a global healthcare products
company. From June 1999 to April 2006, Mr. Ngo worked at BriteSmile, Inc., a direct-to-consumer aesthetic technology company and served in
a variety of senior leadership positions in marketing, sales, operations, strategic planning and corporate development. From September 1997 to
June 1999, Mr. Ngo practiced corporate law at Shaw Pittman. Mr. Ngo received a B.S. in commerce, with a concentration in finance, from the
University of Virginia McIntire School of Commerce and a J.D. from the University of Virginia School of Law.

Marga Ortigas-Wedekind joined Omnicell in January of 2009 as Vice President, Marketing. In May 2009, she was named Vice President,
Global Marketing and Product Development. From February 2002 to October 2008, Ms. Ortigas-Wedekind was the Senior Vice President
Marketing, Development, and Clinical Affairs of Xoft, Inc., a medical device company. From February 2000 to December 2001, she served as
Vice President of Sales and Marketing for ProDuct Health, (purchased By Cytyc, Inc.) a company involved in early breast cancer diagnosis and
risk stratification. From January 1990 to February 2000, she worked at Guidant Vascular Intervention, a medical device company, in various
functions covering international and worldwide sales and marketing, culminating in the role of Director, Market Development. She received a
B.A. in political economics from Wellesley College and an M.B.A. from the Stanford Graduate School of Business.
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ITEM 1A. RISKFACTORS

We have identified the following risks and uncertainties that may have a material adverse effect on our business, financial condition or
results of operations. Our business faces significant risks and the risks described below may not be the only risks we face. Additional risks not
presently known to us or that we currently believe are immaterial may also significantly impair our business operations. If any of these risks
occur, our business, results of operations or financial condition could suffer and the market price of our common stock could decline.

Unfavorable economic and market conditions, a decreased demand in the capital equipment and information system markets and
uncertainty regarding government legislation in the healthcare industry could adversely affect our operating results.

Our operating results have been and may continue to be adversely affected by unfavorable global economic and market conditions as well
as a lessening demand in the capital equipment and information system markets. Customer demand for our products is significantly linked to the
strength of the economy. If demand for capital equipment and information systems caused by weak economic conditions and decreased
corporate and government spending, deferrals or delays of capital equipment and information system projects, longer time frames for capital
equipment and information system purchasing decisions and generally reduced expenditures for capital and information systems solutions
continues, we will experience decreased revenues and lower revenue growth rates and our operating results could be materially and adversely
affected.

Additionally, as the U.S. Federal government continues to propose legislation designed to reduce the overall cost of healthcare, these
proposals and ongoing discussions taking place at the Federal level with regard to healthcare reform may have an impact on our business.
Healthcare facilities may decide to postpone or scale back spending until the implications of any healthcare reform legislation are more clearly
understood, which may affect the demand for our products and harm our business.

The medication management and supply chain solutions market is highly competitive and we may be unable to compete successfully against
new entrants and established companies with greater resources.

The medication management and supply chain solutions market is intensely competitive. We expect continued and increased competition
from current and future competitors, many of which have significantly greater financial, technical, marketing and other resources than we do.
Our current direct competitors in the medication management and supply chain solutions market include CareFusion Corporation (a spinoff from
Cardinal Health, Inc., which includes Pyxis Corporation), McKesson Automation Inc. (a business unit of McKesson Corporation),
AmerisourceBergen Corporation (through its acquisition of MedSelect, Inc. and Automed), Talyst, Inc., Cerner Corporation, Emerson
Electronic Co. (through its acquisitions of Flo Healthcare LLC, Lionville Systems, Inc. and medDispense), Stinger Medical, InfoL.ogix, Inc.
Ergotron, Inc., Capso Solutions, (through their acquisition of Artromick International, Inc.), Rubbermaid Medical Solutions (a business unit of
Newell Rubbermaid Inc), WaveMark Inc., ParExcellence Systems, Inc., and Lawson Software, Inc.

The competitive challenges we face in the medication management and supply chain solutions market include, but are not limited to, the

following:

our competitors may develop, license or incorporate new or emerging technologies or devote greater resources to the
development, promotion and sale of their products and services;

certain competitors have greater brand name recognition and a more extensive installed base of medication and supply
dispensing systems or other products and services than we do, and such advantages could be used to increase their market
share;
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other established or emerging companies may enter the medication management and supply chain solutions market;

certain competitors may develop new features or capabilities for their products not previously offered that could complete
directly with our products;

current and potential competitors may make strategic acquisitions or establish cooperative relationships among themselves
or with third parties, including larger, more established healthcare supply companies, thereby increasing their ability to

develop and offer products and services to address the needs of our prospective customers; and

our competitors may secure products and services from suppliers on more favorable terms or secure exclusive arrangements
with suppliers or buyers that may impede the sales of our products and services.

Competitive pressures could result in increased price competition for our products and services, fewer customer orders and reduced gross
margins, any of which could harm our business.

Our current and potential customers may have other business relationships with our competitors and consider those relationships when
deciding between our products and services and those of our competitors.

Many of our competitors are large companies that sell a variety of products and services into the healthcare market to our current and
potential customers and may be better positioned to sell products with similar functionality. As a result, if a potential customer is a customer of
one of these competitors, the customer may be motivated to purchase medication and supply dispensing systems or other automation solutions
from our competitor in order to maintain or enhance their business relationship with that competitor, regardless of the products' performance or
capabilities.

Any reduction in the demand for or adoption of our medication and supply dispensing systems and related services would reduce our
revenues.

Our medication and supply dispensing systems represent only one approach to managing the distribution of pharmaceuticals and supplies at
healthcare facilities. A significant portion of domestic and international healthcare facilities still use traditional approacheinland, France,
Germany, Hong Kong, Ireland, Israel, Italy, Japan, The Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland,
and the United Kingdom. The Underlying Index is comprised of companies in both the Large Cap Index and Mid Cap Index, as discussed in the
section “—Defining Market Capitalization Size Segments for Each Market” below. The Underlying Index is part of the MSCI Regional Equity
Indices series and is an MSCI Global Investable Market Index, which is a family within the MSCI International Equity Indices.

General — MSCI Indices

MSCI provides global equity indices intended to measure equity performance in international markets and the MSCI
International Equity Indices are designed to serve as global equity performance benchmarks. In constructing these
indices, MSCI applies its index construction and maintenance methodology across developed, emerging, and frontier
markets.

MSCI enhanced the methodology used in its MSCI International Equity Indices. The MSCI Standard and MSCI Small
Cap Indices, along with the other MSCI equity indices based on them, transitioned to the global investable market
indices methodology described below. The transition was completed at the end of May 2008. The Enhanced MSCI
Standard Indices are composed of the MSCI Large Cap and Mid Cap Indices. The MSCI Global Small Cap Index
transitioned to the MSCI Small Cap Index resulting from the Global Investable Market Indices methodology and
contains no overlap with constituents of the transitioned MSCI Standard Indices. Together, the relevant MSCI Large
Cap, Mid Cap, and Small Cap Indices will make up the MSCI investable market index for each country, composite,
sector, and style index that MSCI offers.

P-10 RBC Capital Markets, LLC
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Constructing the MSCI Global Investable Market Indices. MSCI undertakes an index construction process, which

involves:

-defining the equity universe;

-determining the market investable equity universe for each market;

-determining market capitalization size segments for each market;

-applying index continuity rules for the MSCI Standard Index;

creating style segments within each size segment within each
market; and

-classifying securities under the Global Industry Classification Standard (the “GICS”).

Defining the Equity Universe. The equity universe is defined by:

Identifying Eligible Equity Securities: the equity universe initially looks at securities listed in any of the countries in
the MSCI Global Index Series, which will be classified as either Developed Markets (“DM”) or Emerging Markets

-(“EM”). All listed equity securities, including Real Estate Investment Trusts, are eligible for inclusion in the equity
universe. Conversely, mutual funds, ETFs, equity derivatives and most investment trusts are not eligible for inclusion
in the equity universe.

Classitying Eligible Securities into the Appropriate Country: each company and its securities (i.e., share classes) are

“classified in only one country.

Effective with the November 2015 semi-annual index review, companies traded outside of their country of

classification (i.e., “foreign listed companies”) became eligible for inclusion in the MSCI Country Investable Market

Indexes along with the applicable MSCI Global Index. In order for a MSCI Country Investable Market Index to be

eligible to include foreign listed companies, it must meet the Foreign Listing Materiality Requirement. To meet the

Foreign Listing Materiality Requirement, the aggregate market capitalization of all securities represented by foreign

listings should represent at least (i) 5% of the free float-adjusted market capitalization of the relevant MSCI Country

Investable Market Index and (ii) 0.05% of the free-float adjusted market capitalization of the MSCI ACWI Investable

Market Index.

Determining the Market Investable Equity Universes. A market investable equity universe for a market is derived by

applying investability screens to individual companies and securities in the equity universe that are classified in that

market. A market is equivalent to a single country, except in DM Europe, where all DM countries in Europe are
aggregated into a single market for index construction purposes. Subsequently, individual DM Europe country indices
within the MSCI Europe Index are derived from the constituents of the MSCI Europe Index under the global
investable market indices methodology.

The investability screens used to determine the investable equity universe in each market are as follows:

Equity Universe Minimum Size Requirement: this investability screen is applied at the company level. In order to be

-included in a market investable equity universe, a company must have the required minimum full market
capitalization.

Equity Universe Minimum Free Float—Adjusted Market Capitalization Requirement: this investability screen is
applied at the individual security level. To be eligible for inclusion in a market investable equity universe, a security

“must have a free float—adjusted market capitalization equal to or higher than 50% of the equity universe minimum
size requirement.

-DM and EM Minimum Liquidity Requirement: this investability screen is applied at the individual security level. To
be eligible for inclusion in a market investable equity universe, a security must have adequate liquidity. The
twelve-month and three-month Annual Traded Value Ratio (“ATVR”), a measure that screens out extreme daily trading
volumes and takes into account the free float—adjusted market capitalization size of securities, together with the
three-month frequency of trading are used to measure liquidity. A minimum liquidity level of 20% of three- and
twelve-month ATVR and 90% of three-month frequency of trading over the last four consecutive quarters are
required for inclusion of a security in a market investable equity universe of a DM, and a minimum liquidity level of
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15% of three- and twelve-month ATVR and 80% of three-month frequency of trading over the last four consecutive
quarters are required for inclusion of a security in a market investable equity universe of an EM.

Global Minimum Foreign Inclusion Factor Requirement: this investability screen is applied at the individual security
level. To be eligible for inclusion in a market investable equity universe, a security’s Foreign Inclusion Factor (“FIF”)
must reach a certain threshold. The FIF of a security is defined as the proportion of shares outstanding that is
-available for purchase in the public equity markets by international investors. This proportion accounts for the
available free float of and/or the foreign ownership limits applicable to a specific security (or company). In general, a
security must have an FIF equal to or larger than 0.15 to be eligible for inclusion in a market investable equity
universe.

P-11 RBC Capital Markets, LLC

23



Edgar Filing: OMNICELL, Inc - Form 10-K

Buffered Enhanced Return Notes
Linked to the iShares® MSCI EAFE ETF

Minimum Length of Trading Requirement: this investability screen is applied at the individual security level. For an
initial public offering (“IPO”) to be eligible for inclusion in a market investable equity universe, the new issue must
have started trading at least three months before the implementation of a semi—annual index review (as described
“below). This requirement is applicable to small new issues in all markets. Large IPOs are not subject to the minimum
length of trading requirement and may be included in a market investable equity universe and the Standard Index
outside of a Quarterly or Semi—Annual Index Review.
Minimum Foreign Room Requirement: this investability screen is applied at the individual security level. For a
security that is subject to a foreign ownership limit to be eligible for inclusion in a market investable equity universe,
“the proportion of shares still available to foreign investors relative to the maximum allowed (referred to as “foreign
room”) must be at least 15%.

Defining Market Capitalization Size Segments for Each Market. Once a market investable equity universe is defined,

it is segmented into the following size—based indices:

-Investable Market Index (Large + Mid + Small);

-Standard Index (Large + Mid);

-Large Cap Index;

-Mid Cap Index; or

-Small Cap Index.

Creating the size segment indices in each market involves the following steps:

-defining the market coverage target range for each size segment;

-determining the global minimum size range for each size segment;

-determining the market size segment cutoffs and associated segment number of companies;

-assigning companies to the size segments; and

-applying final size—segment investability requirements.

Index Continuity Rules for the Standard Indices. In order to achieve index continuity, as well as to provide some basic

level of diversification within a market index, and notwithstanding the effect of other index construction rules

described in this section, a minimum number of five constituents will be maintained for a DM Standard Index and a

minimum number of three constituents will be maintained for an EM Standard Index.

Creating Style Indices within Each Size Segment. All securities in the investable equity universe are classified into

value or growth segments using the MSCI Global Value and Growth methodology.

Classifying Securities under the Global Industry Classification Standard. All securities in the global investable equity

universe are assigned to the industry that best describes their business activities. To this end, MSCI has designed, in

conjunction with S&P Dow Jones Indexes, the GICS. Under the GICS, each company is assigned to one sub—industry

according to its principal business activity. Therefore, a company can belong to only one industry grouping at each of

the four levels of the GICS.

Index Maintenance

The MSCI Global Investable Market Indices are maintained with the objective of reflecting the evolution of the

underlying equity markets and segments on a timely basis, while seeking to achieve index continuity, continuous

investability of constituents and replicability of the indices, index stability and low index turnover. In particular, index

maintenance involves:

Q) Semi—Annual Index Reviews (“SAIRs”) in May and November of the Size Segment and Global Value and Growth

Indices which include:
-updating the indices on the basis of a fully refreshed equity universe;
-taking buffer rules into consideration for migration of securities across size and style segments; and

-updating FIFs and Number of Shares (“NOS”).
(i1) Quarterly Index Reviews in February and August of the Size Segment Indices aimed at:
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-including significant new eligible securities (such as IPOs that were not eligible for earlier inclusion) in the index;

P-12 RBC Capital Markets, LL.C
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_allowing for significant moves of companies within the Size Segment Indices, using wider buffers than in the SAIR;
and

-reflecting the impact of significant market events on FIFs and updating NOS.

(iii)) Ongoing Event—Related Changes: changes of this type are generally implemented in the indices as they occur.
Significantly large IPOs are included in the indices after the close of the company’s tenth day of trading.

None of us, RBCCM or any of our other affiliates accepts any responsibility for the calculation, maintenance, or
publication of, or for any error, omission, or disruption in, the index or any successor to the index.

P-13 RBC Capital Markets, LLC
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Historical Information

The graph below sets forth the information relating to the historical performance of the Reference Asset for the period
from January 1, 2009 through February 7, 2019.

We obtained the information regarding the historical performance of the Reference Asset in the graph below from
Bloomberg Financial Markets.

We have not independently verified the accuracy or completeness of the information obtained from Bloomberg
Financial Markets. The historical performance of the Reference Asset should not be taken as an indication of its future
performance, and no assurance can be given as to the Final Level of the Reference Asset. We cannot give you
assurance that the performance of the Reference Asset will result in any positive return on your initial investment.
iShares® MSCI EAFE ETF (“EFA”)

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

P-14 RBC Capital Markets, LLC
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SUPPLEMENTAL DISCUSSION OF

U.S. FEDERAL INCOME TAX CONSEQUENCES

The following disclosure supplements, and to the extent inconsistent supersedes, the discussion in the product
prospectus supplement dated September 11, 2018 under “Supplemental Discussion of U.S. Federal Income Tax
Consequences.”

Under Section 871(m) of the Code, a “dividend equivalent” payment is treated as a dividend from sources within the
United States. Such payments generally would be subject to a 30% U.S. withholding tax if paid to a non-U.S. holder.
Under U.S. Treasury Department regulations, payments (including deemed payments) with respect to equity-linked
instruments (“ELIs”) that are “specified ELIs” may be treated as dividend equivalents if such specified ELIs reference an
interest in an “underlying security,” which is generally any interest in an entity taxable as a corporation for U.S. federal
income tax purposes if a payment with respect to such interest could give rise to a U.S. source dividend. However, the
IRS has issued guidance that states that the U.S. Treasury Department and the IRS intend to amend the effective dates
of the U.S. Treasury Department regulations to provide that withholding on dividend equivalent payments will not
apply to specified ELIs that are not delta-one instruments and that are issued before January 1, 2021. Based on our
determination that the Notes are not delta-one instruments, non-U.S. holders should not be subject to withholding on
dividend equivalent payments, if any, under the Notes. However, it is possible that the Notes could be treated as
deemed reissued for U.S. federal income tax purposes upon the occurrence of certain events affecting the Reference
Asset or the Notes, and following such occurrence the Notes could be treated as subject to withholding on dividend
equivalent payments. Non-U.S. holders that enter, or have entered, into other transactions in respect of the Reference
Asset or the Notes should consult their tax advisors as to the application of the dividend equivalent withholding tax in
the context of the Notes and their other transactions. If any payments are treated as dividend equivalents subject to
withholding, we (or the applicable withholding agent) would be entitled to withhold taxes without being required to
pay any additional amounts with respect to amounts so withheld.

The accompanying product prospectus supplement notes that FATCA withholding on payments of gross proceeds
from a sale or redemption of Notes will only apply to payments made after December 31, 2018. That discussion is
modified to reflect regulations proposed by the U.S. Treasury Department in December 2018 indicating an intent to
eliminate the requirement under FATCA of withholding on gross proceeds of the disposition of financial instruments.
The U.S. Treasury Department has indicated that taxpayers may rely on these proposed regulations pending their
finalization. Prospective investors are urged to consult with their own tax advisors regarding the possible implications
of FATCA on their investment in the Notes.

SUPPLEMENTAL PLAN OF DISTRIBUTION (CONFLICTS OF INTEREST)

We expect that delivery of the Notes will be made against payment for the Notes on or about February 28, 2019,
which is the third (3rd) business day following the Trade Date (this settlement cycle being referred to as “T+3”). See
“Plan of Distribution” in the prospectus dated September 11, 2018. For additional information as to the relationship
between us and RBCCM, please see the section “Plan of Distribution—Conflicts of Interest” in the prospectus dated
September 7, 2018.

We expect to deliver the Notes on a date that is greater than two business days following the Trade Date. Under Rule
15¢6-1 of the Exchange Act, trades in the secondary market generally are required to settle in two business days,
unless the parties to any such trade expressly agree otherwise. Accordingly, purchasers who wish to trade the Notes
more than two business days prior to the original Issue Date will be required to specify alternative settlement
arrangements to prevent a failed settlement.

The value of the Notes shown on your account statement may be based on RBCCM'’s estimate of the value of the
Notes if RBCCM or another of our affiliates were to make a market in the Notes (which it is not obligated to do). That
estimate will be based upon the price that RBCCM may pay for the Notes in light of then prevailing market
conditions, our creditworthiness and transaction costs. For a period of approximately three months after the issue date
of the Notes, the value of the Notes that may be shown on your account statement may be higher than RBCCM’s
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estimated value of the Notes at that time. This is because the estimated value of the Notes will not include our hedging
costs and profits; however, the value of the Notes shown on your account statement during that period may initially be
a higher amount, reflecting the addition of our estimated costs and profits from hedging the Notes. This excess is
expected to decrease over time until the end of this period. After this period, if RBCCM repurchases your Notes, it
expects to do so at prices that reflect their estimated value.

We may use this terms supplement in the initial sale of the Notes. In addition, RBCCM or another of our affiliates
may use this terms supplement in a market-making transaction in the Notes after their initial sale. Unless we or our
agent informs the purchaser otherwise in the confirmation of sale, this terms supplement is being used in a
market-making transaction.

P-15 RBC Capital Markets, LLC
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Buffered Enhanced Return Notes
Linked to the iShares® MSCI EAFE ETF

STRUCTURING THE NOTES

The Notes are our debt securities, the return on which is linked to the performance of the Reference Asset. As is the
case for all of our debt securities, including our structured notes, the economic terms of the Notes reflect our actual or
perceived creditworthiness at the time of pricing. In addition, because structured notes result in increased operational,
funding and liability management costs to us, we typically borrow the funds under these Notes at a rate that is more
favorable to us than the rate that we might pay for a conventional fixed or floating rate debt security of comparable
maturity. Using this relatively lower implied borrowing rate rather than the secondary market rate, is a factor that is
likely to reduce the initial estimated value of the Notes at the time their terms are set. Unlike the estimated value
included in this terms supplement or in the final pricing supplement, any value of the Notes determined for purposes
of a secondary market transaction may be based on a different funding rate, which may result in a lower value for the
Notes than if our initial internal funding rate were used.

In order to satisfy our payment obligations under the Notes, we may choose to enter into certain hedging arrangements
(which may include call options, put options or other derivatives) on the issue date with RBCCM or one of our other
subsidiaries. The terms of these hedging arrangements take into account a number of factors, including our
creditworthiness, interest rate movements, the volatility of the Reference Asset, and the tenor of the Notes. The
economic terms of the Notes and their initial estimated value depend in part on the terms of these hedging
arrangements.

The lower implied borrowing rate is a factor that reduces the economic terms of the Notes to you. The initial offering
price of the Notes also reflects our estimated hedging costs. These factors result in the initial estimated value for the
Notes on the Trade Date being less than their public offering price. See “Selected Risk Considerations—The Initial
Estimated Value of the Notes Will Be Less than the Price to the Public” above.

P-16 RBC Capital Markets, LLC
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