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3.5 Non-GAAP Measures
The SEC defines non-GAAP measures as a numerical measure of a registrant’s historical or future financial performance, financial position or cash flows that excludes/includes amounts (or is subject to adjustments that have the effect of excluding/including amounts) that are included/excluded from the most directly comparable GAAP measure.  

SEC rules for the presentation of non-GAAP financial information require additional disclosures including reconciliations and may limit or prohibit the presentation of certain non-GAAP financial measures such as liquidity per share.  

Approval of Changes to Non-GAAP Measures
Prior to use, the CAO and the CFO will review and approve any new non-GAAP measures, or changes to existing non-GAAP measures.  Changes and additions to non-GAAP measures will then be presented to the disclosure committee for approval. The Audit Committee will then provide final approval for any changes to the non-GAAP measures policy.

Upon adding or removing a new adjustment, changing the nature of the adjustments, or changing the presentation of the non-GAAP measure, prior period measures need to be conformed to the current presentation if the impact in prior years is greater than our established materiality threshold, or if it has a significant impact to the comparability of the measure (e.g. a change from income to loss or vice versa, or other qualitative reasons).

Annual Review of Non-GAAP Measures Policy
The Company will review its non-GAAP measures policy on an annual basis.  Changes to the policy (or a lack thereof) will be reviewed and approved based on the above guidelines for “approval of changes to non-GAAP measures”, which includes final approval by the Audit Committee.

Non-GAAP Measures Policy
In accordance with SEC rules, regulations, and guidelines the Company will adhere to the following policy for non-GAAP financial measures:

We will present non-GAAP measures as follows:
· Not on the face of the U.S. GAAP financial statements or in the accompanying notes or on the face of any pro forma financial statements, except for: 
· Segment Adjusted EBITDA, which is presented in the notes to the financial statements in compliance with account guidance in ASC 280[footnoteRef:1] [1:  According to the SEC’s C&DI’s on Non-GAAP Financial Measures, question 104.01, “segment information that is presented in conformity with Accounting Standards Codification 280, pursuant to which a company may determine segment profitability on a basis that differs from the amounts in the consolidated financial statements determined in accordance with GAAP”, is not considered to be a non-GAAP financial measure under Regulation G and Item 10€ of Regulation S-K. “Non-GAAP financial measures do not include financial measures that are required to be disclosed by GAAP. Exchange Act Release No. 47226 lists "measures of profit or loss and total assets for each segment required to be disclosed in accordance with GAAP" as examples of such measures.”] 

· With no greater prominence than the U.S. GAAP measure, including:
· No bolding
· No larger font
· No italics 
· Not included in press release headlines, unless the most comparable GAAP measure is included first
· Clearly labeled as non-GAAP with titles or descriptions that are not the same as, or confusingly like, titles or descriptions used for U.S. GAAP financial measures
· Reconciled to the most directly comparable U.S. GAAP measure beginning with the GAAP number
· With disclosures that explain why the measures are useful to the users/investors and any additional ways management uses the measure, if material
· With the appropriate definitions and descriptions of the non-GAAP measure and the corresponding reconciling items to the U.S. GAAP measure
· Any discussion of operating performance around a non-GAAP measure will follow the disclosure of the U.S. GAAP measure in the same area
· The non-GAAP measure will be balanced, meaning that it will be adjusted for both nonrecurring expenses AND gains as well as consistently prepared from period to period
· Depending on the nature of the non-GAAP measure, the income tax effects should be provided. For a liquidity measure that includes income taxes, GAAP taxes should be adjusted to show taxes paid in cash. For a performance measure, current and deferred income tax expense should be included commensurate with the non-GAAP measure of profitability. Adjustments to arrive at a non-GAAP measure “net of tax” should be shown as a separate adjustment and clearly explained.
 
We will not present non-GAAP measures in any of the prohibited or misleading ways as listed below: 
· The inclusion of material misstatements or omissions that would be misleading
· The presentation of per-share measures of liquidity
· The exclusion of charges or liabilities that require, or will require, cash settlement, or would have required cash settlement in the absence of an ability to settle in another matter, from liquidity measures (not applicable to EBIT or EBITDA if they are presented as liquidity measures)
· Characterizing or naming an adjustment to a non-GAAP measure as “non-recurring” when the nature of the charge or gain is such that it is reasonably likely to recur within two years or there was a similar charge or gain within the prior two years
· Present a full income statement of non-GAAP measures or present a full non-GAAP income statement when reconciling non-GAAP measures to the most directly comparable GAAP measures
· Omit comparable GAAP measures from an earnings release headline or caption that includes non-GAAP measures
· Present a non-GAAP measure using a style of presentation (e.g., bold, larger font) that emphasizes the non-GAAP measure
· Present a non-GAAP measure that precedes the most directly comparable GAAP measure (including in an earnings release headline or caption)
· Describe a non-GAAP measure as, for example, “record performance” or “exceptional” without at least an equally prominent descriptive characterization of the comparable GAAP measure
· Exclude a quantitative reconciliation with respect to a forward-looking non-GAAP measure in reliance on the “unreasonable efforts” exception in Item 10(e)(1)(i)(B) without disclosing that fact and identifying the information that is unavailable and its probable significance in a location of equal or greater prominence
· Provide discussion and analysis of a non-GAAP measure without a similar discussion and analysis of the comparable GAAP measure in a location with equal or greater prominence
· Exclude normal, recurring cash operating expenses necessary for business operation
· Adjust an item in the current reporting period but do not adjust for a similar item in the prior period
· Exclude certain nonrecurring charges but do not exclude nonrecurring gains
· Based on individually tailored accounting principles, including certain adjusted revenue measures
· Adjust to accelerate revenue recognized ratably over time under GAAP as though it was earned when customers are billed

Company Approved non-GAAP Measures

The following non-GAAP measures and adjustments to non-GAAP measures have been previously approved by Company management:

Organic Revenue Growth
The Company defines the term “organic revenue” as revenue in the stated period excluding the impact from business acquisitions and divestitures. The Company uses the related term “organic revenue growth” or "organic growth" to refer to the financial performance metric of comparing the stated period's organic revenue with the comparable reported revenue of the corresponding period in the prior year. The Company believes that these non-GAAP financial measures, when taken together with GAAP financial measures, allow the Company and its investors to better measure the Company’s performance and evaluate long-term performance trends. Organic revenue growth also facilitates easier comparisons of the Company’s performance with prior and future periods and relative comparisons to its peers. The Company excludes the effect of acquisitions and divestitures because these activities can have a significant impact on the Company's reported results, which the Company believes makes comparisons of long-term performance trends difficult for management and investors.

Adjusted EBITDA, Adjusted EBITDA Margin, Non-GAAP Gross Profit, Non-GAAP Gross Margin, Non-GAAP Operating Income, Non-GAAP Operating Expenses, Non-GAAP R&D, Non-GAAP Operating Margin, Non-GAAP Net Income, Non-GAAP Earnings per share of Class A Common Stock
We present Adjusted EBITDA, Adjusted EBITDA Margin, Non-GAAP Gross Profit, Non-GAAP (or Adjusted) Gross Margin, Non-GAAP Operating Income, Non-GAAP Operating Expenses, Non-GAAP R&D, Non-GAAP Operating Margin, Non-GAAP Net Income, and Non-GAAP Earnings per share of Class A common stock, all non-GAAP financial measures, to supplement our GAAP financial reporting because we believe these measures are useful indicators of our operating performance.

Our management uses Non-GAAP Gross Profit, Non-GAAP Gross Margin, Non-GAAP Operating Income, Non-GAAP Operating Expense, Non-GAAP Operating Margin and Non-GAAP Net Income principally as measures of our operating performance and believes that these non-GAAP financial measures are useful to better understand the long term performance of our core business and to facilitate comparison of our results to those of peer companies. Our management also uses these non-GAAP financial measures for planning purposes, including the preparation of our annual operating budget and financial projections.  

These measures are calculated as follows:

Adjusted EBITDA
We define Adjusted EBITDA as net income (loss) before depreciation and amortization, provision of income taxes and interest expense, net, adjusted for the impact of certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include acquisition and divestiture related costs, certain shareholder litigation costs, impairment of assets, restructuring costs, equity-based compensation expense, debt refinancing, loss on extinguishment of debt and other items. We define Adjusted EBITDA Margin as Adjusted EBITDA as a percent of net sales. Our management uses Adjusted EBITDA principally as a measure of our operating performance and believes that Adjusted EBITDA is useful to our investors because it is frequently used by securities analysts, investors and other interested parties in their evaluation of the operating performance of companies in industries similar to ours. Our management also uses Adjusted EBITDA for planning purposes, including the preparation of our annual operating budget and financial projections.

Non-GAAP Gross Profit
We define Non-GAAP Gross Profit as gross profit, adjusted for the impact of certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization included in the cost of goods sold and acquisition and divestiture related costs in the cost of goods sold. 

Non-GAAP Gross Margin
We define Non-GAAP Gross Margin as the calculated ratio of Non-GAAP Gross Profit to net sales. 

Non-GAAP Operating Income
We define Non-GAAP Operating Income as operating income, adjusted for the impact of certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization, acquisition and divestiture related costs, certain shareholder litigation costs, impairment of assets, restructuring costs, debt refinancing and other items. 

Non-GAAP Operating Expenses
We define Non-GAAP Operating Expenses as operating expenses, adjusted to exclude certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization, acquisition and divestiture related costs, certain shareholder litigation costs, impairment of assets, restructuring costs, debt refinancing and other items.

Non-GAAP Operating Margin
Non-GAAP Operating Margin is defined as defined as Non-GAAP Operating Income divided by net sales. 

Non-GAAP R&D
We define Non-GAAP R&D as research and development, adjusted to exclude certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization, acquisition and divestiture related costs, restructuring costs, and other items.

Non-GAAP Net Income
We define Non-GAAP Net Income as Net Income, adjusted for the impact of certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization, acquisition and divestiture related costs, certain shareholder litigation costs, restructuring costs, impairment of assets, debt refinancing, loss on extinguishment of debt, other items, the tax effect of adjusting items, and discrete tax items. Discrete tax items include the tax impact related to significant transactions that are not part of our ongoing operating performance, and current and deferred income tax expense commensurate with Non-GAAP Net Income.

Non-GAAP Earnings per Share
We define Non-GAAP Earnings per Class A share as Earnings per Class A share, adjusted for the impact of certain cash, non-cash and other items that we do not consider in our evaluation of ongoing operating performance. These items include depreciation and amortization, acquisition and divestiture related costs, certain shareholder litigation costs, restructuring costs, impairment of assets, debt refinancing, loss on extinguishment of debt, other items, and the tax effect of adjusting items divided by weighted average number of shares of Class A common stock outstanding during the period. We modify adjusted EPS for discrete tax items as discussed above. These discrete tax items are recorded at the Bioventus Inc. parent company level and therefore are not adjusted to remove the impact of non-controlling interest.

Net Sales, International Net Sales Growth and Constant Currency Basis
Net Sales, International Net Sales Growth and Constant Currency Basis are non-GAAP measures, which are calculated by translating current and prior year results at the same foreign currency exchange rate. Constant currency can be presented for numerous GAAP measures, but is most commonly used by management to facilitate the comparison of sales in foreign currencies to prior periods and analyze net sales performance without the impact of changes in foreign currency exchange rates.

Adjustments to non-GAAP Measures

Materiality
Adjustments to non-GAAP measures shall only be made if the expected aggregate cost or income from the item being adjusted for is expected to be greater than $500,000.

Approved Adjustments
This section includes a list and description of Company approved adjustments to non-GAAP measures:

· Non-cash equity compensation
· Restructuring costs
· Acquisition and divestiture related costs
· Certain shareholder litigation costs
· Impairments
· Debt refinancing
· Loss on extinguishment of debt
· Loss on disposal of a business
· Other costs
· Discrete tax items

Non-cash Equity Compensation
Includes compensation expense from the Company’s equity-based compensation plans.

Restructuring Costs
Includes expenses associated with a plan to stop selling a product or other qualifying plan recognized as restructuring under U.S. GAAP (includes severance). 

Includes incremental expenses related to succession/transition charges of the Executive Leadership Team (“ELT”) that is part of a restructuring event (e.g., workforce reduction, facility closures or relocations, corporate restructuring, other cost reduction initiatives).  The “ELT” is the CEO and its direct reports.

Acquisition and Divestiture Related Costs
Includes acquisition and integration costs related to completed acquisitions and changes in fair value of contingent consideration.

Certain Shareholder Litigation Costs

Costs incurred as a result of certain shareholder litigation unrelated to our ongoing operations.

Impairment
Includes losses on impairments of intangible assets, goodwill, and other assets.

Debt Refinancing
Includes advisory fees and debt amendment related costs, and third-party fees

Loss on Extinguishment of Debt

Losses recognized in connection with the refinancing of long-term debt.

Loss on disposal of a business
Represents loss on disposals of businesses (example: Wound divestiture, Advanced Rehabilitation Business).

Other costs
Includes expenses associated with events that are outside the Company’s core operations.  Inclusion of items to this category should be reviewed and approved by the CAO, the CFO, and the disclosure committee.  Examples of items that have previously been included are:
· Expenses associated with preparing to become a public company (primarily accounting and legal fees)
· Expenses related to potential or completed strategic transactions, such as potential (but not yet consummated) acquisitions
· Transformative project to redesign systems and information processing

Other characteristics to consider in including an item in this category are:
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