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The choice at the end of ASHP

On December 12, 2024, Omnicell's leadership team was closing out the American Society of
Health-System Pharmacists (ASHP) Midyear Clinical Meeting in New Orleans. Three days earlier,
the company had announced OmniSphere, a cloud-native workflow engine and data platform
intended to connect its automation and medication-management products. At the meeting, the
company was presenting the platform alongside new XT Amplify offerings.

For the leadership team, the public announcement was the beginning of a commercial and
operating challenge. How quickly should Omnicell move customers toward a connected
platform? A broad push might make the portfolio more valuable as an integrated system and
advance the company's cloud strategy. But customers would have to accept migration,
integration, security review and workflow change. Omnicell would have to coordinate product
development, sales, installation and ongoing support while continuing to serve its existing base.

The team had three plausible paths for 2025. It could lead with an enterprise-wide OmniSphere
proposition. It could sequence adoption through XT Amplify and selected modules, using
existing customer relationships to build proof in stages. Or it could constrain the near-term
effort to pilots and customer validation while prioritizing existing products, central-pharmacy
automation and services. Each path made a different bet about customer readiness, operating
capacity and where Omnicell could create and capture value.

The choice was not whether to announce OmniSphere: that had already happened. It was how
to allocate scarce commercial, engineering and implementation capacity after the
announcement. Public information offered a strategic direction and a financial baseline, but no
platform price, committed customer deployments, adoption target, incremental investment
budget or customer-level return estimate. The leadership team would have to decide what
evidence to seek and what should trigger a broader rollout.
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A business built around medication workflows

Omnicell sold automated medication dispensing systems, central-pharmacy robotics, software,
consumables and services to health systems and other customers. Its products touched several
points in medication management: pharmacy inventory and preparation, distribution to care
units, storage and dispensing, and related data and service workflows. Omnicell described its
long-term aspiration as an “Autonomous Pharmacy.” That was a strategic vision, not an
established customer outcome.

The business combined equipment sales with recurring revenue. In its Q3 2024 Form 10-Q,
Omnicell classified connected devices, software licenses and other items as nonrecurring
product revenue; consumables as recurring product revenue; and technical and Advanced
Services as recurring service revenue. Advanced Services included a varied collection of
software and service offerings, including central pharmacy and IV services, inventory
optimization and specialty pharmacy. The categories did not isolate a software-as-a-service
business.

Bookings were another operating indicator. They were not GAAP revenue, backlog or annual
recurring revenue. Omnicell reported 2023 bookings of $854 million, down 19% from $1.054
billion in 2022, and attributed the decline primarily to lower-than-expected Advanced Services
orders, especially technology-enabled services. The company excluded technical services from
bookings and included Advanced Services subject to a minimum-commitment qualifier.
Contracts often bundled products and services, making simple comparisons between
“hardware” and “software” incomplete.

Customers faced their own constraints. Omnicell reported that capital budgets, staffing
shortages, longer purchasing decisions and staggered adoption affected demand. Complex
Central Pharmacy implementations commonly took 12-24 months from order. A customer could
value more automation yet lack the staff or schedule to install it quickly. For Omnicell, a sale did
not automatically mean a timely deployment, a successful workflow change or a profitable
service relationship.

A difficult operating year

Omnicell entered the OmniSphere announcement with mixed recent results. In the first nine
months of 2024, revenue was $805.4 million, down 9.3% from $888.3 million a year earlier.
Product revenue declined 20.4%, while service revenue increased 9.8%. Management
attributed product weakness primarily to lower automated-dispensing volume, customer
conditions and XT lifecycle timing. It said the prior XT replacement cycle was largely complete.
These were management explanations; the public consolidated figures did not identify the
performance of each product, cohort or customer.

Service revenue's rise offered one sign of mix change, but it did not resolve the strategy
question. In Q3 2024, service revenue was 43.9% of total revenue, compared with 36.8% in Q3
2023. That measure combined technical and Advanced Services; it did not represent
OmniSphere revenue, software subscriptions alone or the service-intensity measure used in
academic studies. For the first nine months, GAAP gross margin was 40.9%, compared with
44.1% in 2023. The product gross margin calculation was affected by restructuring and a $5.4
million inventory write-down associated with the Medimat Robotic Dispensing System
wind-down.

At September 30, Omnicell reported $570.6 million of cash and equivalents and $572.0 million
of convertible notes at carrying value, net of unamortized issuance costs. It had a $350 million
revolving credit facility available with no balance drawn. The reported current ratio was 1.1,
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with current classification of the convertible notes affecting working capital. These figures
provide context for investment capacity, but they do not establish a discretionary budget or a
forecast of cash available for OmniSphere.

Exhibit 1. Selected reported performance

USD millions except percentages. Source: Omnicell Q3 2024 Form 10-Q, filed November 8,
2024. Growth rates and shares are calculations from reported values.

Measure Q3 2024 Q3 2023 Q3 change First 9M First 9M 9M change
2024 2023

Total revenue 282.420 298.663 -5.4% 805.359 888.265 -9.3%

Product revenue 158.361 188.755 -16.1% 448.236 562.906 —20.4%

Service revenue 124.059 109.908 +12.9% 357.123 325.359 +9.8%

Service share of total revenue = 43.9% 36.8% - 44.3% 36.6% -

GAAP gross profit 122.268 137.486 - 329.242 391.436 -

GAAP gross margin 43.3% 46.0% - 40.9% 44.1% -

Reported figures are company consolidated categories, not standalone product or platform
economics. Growth and margin calculations are derived from reported USD-thousand values
and rounded to one decimal point. Service share is not equivalent to SaaS or contracted
recurring revenue.

Three routes into the portfolio

The installed base offered a route to adoption. In April 2024, Omnicell announced XT Amplify, a
multiyear program for current XT Automated Dispensing System customers. Named offerings
included XTExtend, MedChill, SupplyXpert, ServerScale and CarePlus. In December, Omnicell
described MedChill and XTExtend as OmniSphere-ready. These announcements established a
product direction; they did not show how many customers were eligible, what they would pay,
when the products would be generally available, or how quickly customers would adopt them.

OmniSphere was presented as a cloud-native layer intended to connect robotics and smart
devices across care settings. The company described one access point for cloud-connected
automation, enterprise inventory visibility and utilization, analytics, security, and streamlined
upgrades. It said the platform was designed to make the portfolio more connected and easier to
update. “Ready” offerings and stated capabilities were not evidence of completed deployments,
interoperability certification, platform-specific security assessment or realized customer
savings. The announcement did not disclose pricing, subscription terms, migration costs,
incremental R&D, service staffing, launch dates or customer commitments.

A second route focused on central pharmacy. In August 2024, Omnicell announced Central Med
Automation Service, a subscription-based bundle combining central-pharmacy robotics,
software, inventory optimization and expert or on-site support. The company described
hub-and-spoke, warehouse and hybrid operating configurations, and positioned the bundle as a
response to customer capital, staffing and expertise constraints. The offer could shift some
customer expenditure from equipment purchase to a service arrangement, but public
information did not establish contract economics, delivery capacity, adoption or customer
return.
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A third route was to slow the scope of new commercialization and gather evidence in pilots. A
staged approach could limit exposure while Omnicell and customers learned how migration and
workflows performed. Yet pilots could consume the same scarce specialists needed for sales
and deployments, delay broader learning, and leave customers operating disconnected systems
for longer. Protecting the installed business could be prudent; it could also defer the capabilities
needed for an integrated offer.

Competition and proof of value

Omnicell faced a broad set of alternatives, including Becton, Dickinson and Company's Pyxis
products, other medication-management suppliers, customer-built processes and continued use
of existing systems. BD's FY2024 filing described a Medication Management Solutions portfolio
covering medication dispensing, inventory optimization and tracking, informatics and analytics,
among other products. That business unit generated $3.297 billion of revenue in BD's fiscal
2024, but included a much broader set of offerings than Pyxis and was not directly comparable
with Omnicell's consolidated revenue.

BD also disclosed that it received an FDA warning letter in November 2024 related to the
CareFusion 303 dispensing quality system and BD Pyxis products. BD described the issues, its
response and possible consequences in its filing. This disclosure put quality and regulatory
execution into the competitive context, but it did not establish a final regulatory finding,
quantify customer switching, or prove that Omnicell's products were safer or better.

The customer value proposition itself required care. Published research on pharmacy
automation reported potential reductions in errors, time savings and inventory or labor benefits,
but results varied by site and technology. One Omnicell dispensing study included in a
systematic review reported 35 pharmacy labor hours saved weekly and estimated annual labor
savings of $64,300 at that site. It was one example, not an average and not evidence about
OmniSphere. A separate systematic review of controlled-medication technologies found a small,
mixed evidence base and noted implementation failures and new error pathways as well as
possible benefits.

Research on manufacturer service transitions offered no simple answer. One study of U.S.
manufacturers found that service-relatedness and available resources shaped the association
between service intensity and firm value. Another study of French manufacturers estimated a
much smaller profitability association under its preferred model than in a simple comparison; its
larger instrumental-variable sensitivity estimate depended on a contestable assumption.
Neither study examined Omnicell or hospital cloud platforms. Research on IT investment also
suggested that technology can depend on complementary skills and work-practice changes,
while cautioning that estimates are imprecise and difficult to interpret causally.

Taken together, this evidence supplied mechanisms to test rather than an answer to import.
Connected software could strengthen the usefulness of automation and services. Alternatively,
customer workflow changes, integration and support demands could delay benefits or dilute
focus. Omnicell's leadership would need to define evidence that could distinguish these
explanations.
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The December decision

As the ASHP meeting ended, Omnicell's hypothetical portfolio leadership team had to
recommend a 2025 commercialization sequence. What should be the first customer segment
and use case? How should the team divide attention among OmniSphere, the XT installed base
and central-pharmacy services? What proof would justify moving from a limited launch to
broader investment? What would cause the company to pause or change course?

The team could not answer those questions from a public adoption curve or platform unit
economics: none had been disclosed. It could, however, design a decision process around
customer readiness, deployment time, renewal and attach behavior, support capacity, security
and integration requirements, and independently verifiable operating outcomes. It would also
have to distinguish labor hours released from cash costs removed, operational safety measures
from customer economics, and company-level revenue mix from platform-specific recurring
revenue.

The task for the team was to make a recommendation with explicit assumptions, credible
alternatives and measurable gates. The ambition was to connect the pharmacy. The immediate
strategic question was how much to commit before customers and the company had evidence
that the connection worked.

Strategy & Finance | S&F-STR-418



Discussion questions

1. What is the strategic decision Omnicell faces at the December 2024 cutoff? Which choices
are genuinely mutually exclusive, and which can be sequenced?

2. Compare an enterprise-wide OmniSphere push, an installed-base/module-led rollout, and a
limited pilot-and-validation strategy. What capabilities and risks distinguish each?

3. What does the 2024 financial baseline say about Omnicell's strategic position? What does it
not say about the economics of OmniSphere?

4. Which customer outcomes and company operating measures should determine whether
Omnicell expands, changes or pauses the rollout? How would you avoid mistaking activity
metrics for value?

5. Recommend a 2025 sequence. State the assumptions your recommendation depends on and
identify evidence that would cause you to revise it.

Sources and cutoff

This case uses information public by December 12, 2024. Core company sources include
Omnicell's FY2023 Form 10-K; Q3 2024 Form 10-Q and results release; April 2024 XT Amplify,
August 2024 Central Med Automation Service and December 9 OmniSphere announcements;
and BD's FY2024 Form 10-K. Research sources include Fang, Palmatier and Steenkamp (2008);
Crozet and Milet (2017); Bresnahan, Brynjolfsson and Hitt (2002); Batson et al. (2021); and
Zheng et al. (2021). Full citations, access depth, exact locators, calculations and source
limitations are in the research source register and evidence extraction.

All strategic alternatives, the December 12 decision meeting and the internal leadership-team
deliberation are constructed for teaching. No later outcomes are included.
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