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Introduction

[bookmark: _Purpose][bookmark: _Toc308509424]Purpose
The purpose of this manual is to communicate the accounting policies that govern and support the business practices, operations and transactions of Bioventus Inc. and its subsidiaries (Bioventus or the Company). The Company’s consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of America (U.S. GAAP) and regulations of the United States Securities Exchange Commission (SEC). Accordingly, the accounting policies contained in this manual are in accordance with U.S. GAAP and SEC regulations.

Scope
The Manual applies to all finance personnel responsible for recording financial transactions and reporting the financial results of Bioventus.
[bookmark: _Toc308509425]
Issuance and Effect
The Manual is issued by the Chief Accounting Officer (CAO) and approved by the Chief Finance Officer (CFO) of Bioventus.  Each new revision has immediate effect.  This Manual is meant to be continuously updated and improved upon, as new accounting guidance is issued and/or modified. Your support and contribution in providing constant feedback will be a vital part of this process. Any comments should be sent to the Director, Technical Accounting (Dir, TA).  The Manual will be maintained and is available worldwide on the Company’s BIONET. As the Manual will be regularly updated, BIONET should be consulted for the most up to date version.

[bookmark: _Toc308509427]Interpretation and Exemptions
Questions on interpretation, query, exemption or where circumstances dictate differences from this Manual, should be sent to the Dir, TA..
[bookmark: _Toc308509428]
Confidentiality
This Manual is a confidential document and remains the property of Bioventus and should not be copied or circulated outside the Company. It is intended for internal use only, the sole exception to this rule being the auditors of Bioventus.

[bookmark: _Toc308509429][bookmark: _Toc307993690]Company Formation and Background 
Bioventus Inc. was formed as a Delaware corporation on December 22, 2015, for the purpose of facilitating an initial public offering (IPO) to carry on the business of Bioventus LLC and its subsidiaries (BV LLC). Bioventus Inc. functions as a holding company with no direct operations, material assets or liabilities other than the equity interest in BV LLC.  BV LLC, formerly a spin off from Smith & Nephew’s biologic and clinical therapies division, is a limited liability company that was formed under the laws of the state of Delaware on November 23, 2011, and operates as a partnership. BV LLC commenced operations on May 4, 2012. The Company is headquartered in Durham, North Carolina, USA.

On February 16, 2021, Bioventus completed an initial public offering and is listed on NASDAQ under the trading symbol “BVS”. The IPO was conducted through what is commonly referred to as an umbrella partnership C corporation (UP-C) structure. Bioventus Inc has a majority economic interest, the sole voting interest in, and controls the management of, BV LLC. As a result, Bioventus, Inc. consolidates the financial results of BV LLC and reports a non-controlling interest representing the LLC Interests held by Smith & Nephew, Inc.

On March 30, 2021, the Company acquired 100% of the capital stock of Bioness, Inc. (Bioness) for cash and future contingent payments. Bioness is a global leader in neuromodulation and advanced rehabilitation medical devices through its innovative peripheral nerve stimulation therapy and premium advanced rehabilitation solutions.

On October 29, 2021, in order to broaden its portfolio, the Company acquired 100% of the capital stock of Misonix, Inc. (Misonix) in a cash-and-stock transaction. Misonix manufactures minimally invasive surgical ultrasonic medical devices used for precise bone sculpting, removal of soft and hard tumors and tissue debridement, primarily in the areas of neurosurgery, orthopedic surgery, plastic surgery, wound care and maxillofacial surgery. Misonix also exclusively distributes skin allografts and wound care products used to support healing of wounds.

On May 22, 2023, the Company sold certain assets within its Wound business, including the TheraSkin and TheraGenesis products. The Wound business was purchased as part of the Misonix acquisition in October 2021.

On December 31, 2024, the Company sold its Bioness Neuromodulation Ltd, a subsidiary of Bioness, that contained the Company’s Rehab business.

Policy and Procedure Change Management
These policies and procedures are developed and maintained by the technical accounting team, who will track edits and updates to the manual, and ensure that recently issued accounting standards issued by the FASB are reviewed and included in this manual as applicable to the Company. The technical accounting team will gain input and agreement from relevant department leaders and approval by the CAO and CFO prior to any updates to the Manual.  

[bookmark: _Toc308509430][bookmark: _Toc217460893]
5

   22
Version: 4.0		Confidential
Accounting Policies

1 [bookmark: _General][bookmark: _Toc308509432]General
The principal accounting policies and practices of Bioventus are ultimately controlled by the CFO.  The CFO approves changes to the Company’s accounting policies. Significant changes to the Company’s accounting policies require the approval of the Audit Committee (AC) on the recommendation of the CAO and CFO. The AC approves annually the appropriateness of the Company’s critical accounting policies through its approval of the annual financial statements.

The CAO is responsible for ensuring compliance with the Company’s accounting policies.  All subsidiaries are required to maintain local books and records in accordance with U.S. GAAP and SEC regulations for reporting to Corporate Finance for consolidation, and more particularly the accounting policies contained in this manual. 

If subsidiary reporting requirements differ from local law, a separate ledger should be maintained in their local generally accepted accounting principles with a clear audit trail of differences to the Company reporting under U.S. GAAP and SEC regulations.

The Company’s internal accounting timetable consists of four equal quarters of 13 weeks duration.  Each quarter comprises three periods; the first period is between four to five weeks long and the second and third periods are four weeks long.  Period 12 should always end on December 31st with the length of Period 1 adjusted accordingly and Period 6 should always end on the nearest Saturday to June 30th.  Each year the Accounting team confirms the period ends in time for the budget year ahead.

Each period, all accounts requiring reconciliation are reviewed and signed-off on by the designated reviewer in Blackline.  Designated accounts are reconciled to an acceptable threshold, as defined by Blackline settings. Review is evidenced by certification via Blackline and is completed in advance of the subsequent month end.

Journal entry authorization requirements are as follows:
· Only authorized positions should review and post journal entries. Authorization of journal entries is generally limited to an accounting department representative who is at least one level higher in the organization than the preparer.
· The evidence of journal entry reviews should be maintained. 
· Journal entries should be reviewed for completeness and accuracy to ensure that they account for the proper amounts and are recorded in the proper periods.  
· SAP should not allow a journal entry that is not in balance to be posted to the G/L.
· Journal entries should not be prepared and approved by the same person.
· After the review of the journal entry, the approver should post it to the G/L.
· Approved journal entries should be recorded on a timely basis, generally on the same business day they are approved.


[bookmark: _Hlk27132220]*NOTE:  Reclassification Journal Entry Threshold*

Bioventus has adopted a threshold minimum of $1,000 for reclassification of journal entries between cost centers within the same expense account.  This threshold also applies for reclassifications between general ledger expense accounts, unless the cumulative impact of the correction is material to the financial statement.  

*NOTE:  Out of Period Adjustments*

Bioventus has adopted a threshold minimum of $20,000 for reporting out of period journal entries to the Dir, TA.  The Dir, TA accumulates out of period adjustments by quarter and segment for all quarters presented in public filings.  Quarterly the Dir of TA, CAO, and Dir of Accountingreview the out of period adjustments and determine if adjustments are required. Proposed adjustments are presented to the CFO for approval.  

2 [bookmark: _Consolidation][bookmark: _Toc217460894][bookmark: _Toc308509433]Consolidation
Consolidation involves currency translation, combination of Bioventus, its subsidiaries and controlled investments and elimination of intra-company transactions and balances as well as unrealized profits. The results of non-U.S. dollar subsidiaries operations are translated into U.S. dollars at the transaction date.  The assets and liabilities of such companies are translated at the period-end rates.  Exchange differences on opening net assets and results are tracked separately on an entity basis.  The translation gains (losses) are accumulated within accumulated other comprehensive income (loss) as a separate component of equity.

Where an entity is classified as a wholly owned subsidiary of Bioventus or investments in which the Company has control, the Company will consolidate its assets and liabilities and results as if they were its own.  Amounts pertaining to the non-controlling ownership interests held by third parties in the operating results and financial position of the Company’s controlled subsidiaries are reported as non-controlling interests. 

Variable Interest Entity (VIE)
The technical accounting team reviews each investment and collaboration agreement to determine if the Company has a variable interest in the entity. If there is a variable interest, we then determine if the Company is the primary beneficiary based on the following factors, including: 
· Which party has the power to direct the activities that most significantly affect the VIE’s economic performance, 
· The parties’ contractual rights and responsibilities pursuant to the collaboration agreement, and 
· Which party has the obligation to absorb losses of or the right to receive benefits from the VIE that could be significant to the VIE. 

If we are the primary beneficiary of a VIE at the onset of the collaboration, the collaboration is treated as a business combination, and we consolidate the VIE. On a quarterly basis, we evaluate whether we continue to be the primary beneficiary. If we are no longer the primary beneficiary, the VIE is deconsolidated in the period the determination is made.

Deconsolidation and discontinued operations
Record a gain or loss on deconsolidation based on the difference on the deconsolidation date between: 
1) Aggregate of (a) the fair value of any consideration received, (b) the fair value of any retained noncontrolling investment in the former subsidiary, and (c) the carrying amount of any noncontrolling interest in the subsidiary being deconsolidated, less 
2) Carrying amount of the former subsidiary’s assets and liabilities.

Assess whether a deconsolidation is required to be presented as discontinued operations on the deconsolidation date. This assessment is based on if the deconsolidation represents a strategic shift that has or will have a major effect on operations or financial results. If the deconsolidation requires presentation as a discontinued operation on the deconsolidation date, or at any point during the one-year period following such date, present the former entity or business as a discontinued operation in current and comparative period financial statements.

3 [bookmark: _Financial_Statement_Presentation]Financial Statement Presentation 

[bookmark: CashFlow]3.1 Gross Presentation for Statements of Cash Flows
The Company uses the indirect method of cash flow presentation.  This requires a reconciliation of net income to net cash flows from operating activities, which removes the effects of both of the following:
· All deferrals of past operating cash receipts and payments, and all accruals of expected future operating cash receipts and payments. For example, changes during the period in receivables and payables pertaining to operating activities
· All items included in net income that do not affect operating cash receipts and payments. For example, all items for which cash effects are related to investing or financing activities (e.g., depreciation, amortization, and gains or losses on dispositions of long-lived assets)

Adjustments for noncash items in the reconciliation of net income to net cash flows from operating activities may include items such as:
· Depreciation and amortization relating to fixed assets, definite-lived intangible assets, finance leases, premiums, or discounts on debt (including debt issuance costs)
· Provisions for bad debts and inventory
· Stock-based incentive compensation
· Deferred income taxes
· Impairment losses
· Foreign currency transaction gains or losses
· Gains or losses from the sale of long-lived assets or businesses
· Gains or losses from the settlement of asset retirement obligations
· Gains or losses from the extinguishment of debt
· Contingent consideration in excess of original estimates

Additionally, amounts of interest paid (net of amounts capitalized) and income taxes paid during the period must be disclosed.  The Company presents these amounts within the “Supplemental disclosure of cash flow information”, presented on the face of the statement of cash flows.  

Also required is the separate disclosure of all investing or financing activities that do not result in cash flows.  Examples of the Company’s noncash financing activities, presented in the “Supplemental disclosure of noncash financing activities”, presented on the face of the statement of cash flows, are as follows:
· Notes payable, contingent consideration and other accrued liabilities for business acquisitions
· Finance lease obligations for purchase of property and equipment
· Accounts payable for purchase of property and equipment and contingent consideration
· Accrued distribution rights

[bookmark: IncomeStmt]3.2 Presentation of Statements of Comprehensive Income and the Statement of Stockholders’ Equity
Comprehensive income/loss (shortened hereafter as income) includes net income and Other Comprehensive Income (OCI). OCI refers to revenues, expenses, gains, and losses that under U.S. GAAP are recorded as an element of members’ equity and are excluded from net income.  Examples of the Company’s OCI components are as follows:
· Change in prior service cost and unrecognized gain or loss for defined benefit plan adjustment
· Change in foreign currency translation adjustments

The Statement of stockholders’ equity is prepared quarterly and illustrates a rollforward of equity activity such as:
· Class A common stock issued from awards (number of shares and dollar value)
· Class B common stock (no activity since IPO)
· Additional paid-in capital (issuance of equity-based compensation awards, the corresponding compensation expense and tax withholdings on awards)
· Noncontrolling interest (income/loss, equity-based compensation, foreign currency translation adjustments allocated to NCI, other activity impact the NCI balance)
· Accumulated other comprehensive income impacted by the allocation of foreign currency translation to the Company
· Retained earnings (net income/loss)

[bookmark: Disclosures]3.3 Consolidated Financial Statement Disclosures
The Company’s financial statement disclosures are prepared in accordance with U.S. GAAP and SEC reporting requirements.  Disclosures should assist financial statement users in assessing both the Company’s historical performance and cash flow prospects. They should amplify information reported on the face of the financial statements, and focus users’ attention on matters that are most relevant to understanding those financial statement areas.  To that end, the Company’s footnote disclosures are structured to provide clarity about relevant policies and significant transactions, and are organized in a manner that eases financial statement navigation and understanding. 

For each section within Management’s Discussion and Analysis, and for the financial statements, the preparer will prepare the “Disclosure Checklist”, a checklist of procedures designed to ensure the accuracy of each financial statement disclosure. The preparer will sign the checklist stating that to the best of his/her knowledge the disclosure is materially complete and accurate, nothing has been knowingly omitted and all controversial matters have been discussed and resolved with management.

[bookmark: CreditRisk]3.4 Concentration of Credit Risk
The following concentrations should be disclosed, including known group concentrations (a number of counterparties or items that have similar economic characteristics collectively expose the reporting entity to a particular kind of risk): 
· Revenue from particular products or services, or fund-raising events > 10% of total revenue. 
· Sources of supply of materials, labor, or services, or of licenses or other rights used in operations that contribute to > 10% of total revenue. 
· Market or geographic area in which operations are conducted > 10% of the total Company. 
· Financial instruments, and other concentrations not described above. 
· Labor subject to collective bargaining agreements, (percentage of the labor force covered and separately those that will expire within one year). 
· The carrying amounts of net assets and the geographic areas outside of the U.S. in which they are located > 10% of the total Company.
[bookmark: NonGAAP]
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 final approval.

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”.

Refer to the separate Bioventus Non-GAAP Measures Policy on Bionet for further details.

3.6 Related Party Transactions
All material transactions with related parties require the prior approval of the CFO. In considering the approval of a related party transaction, details of the proposed transaction should include:
· The identification of the related party and the affiliation to Bioventus
· The nature of the proposed transaction and the amount of the transaction
· Supporting evidence to support the arm's length nature of the proposed transaction including the terms and manner of settlement had the parties not been related
· The anticipated impact on financial statement and disclosure

For the purposes of this policy, a related party is an employee, an affiliate, a principal owner, members of the immediate family of an employee or principal owner, a trust for the benefit of employees, an entity for which investments are accounted for by the equity method, another party may also be considered a related party if it can significantly influence the management and operating policies.

Disclose material transactions other than compensation arrangements, expense allowances, and other similar items in the ordinary course of business or eliminated transactions as indicated in the disclosure checklist. 

Item 404(a) requires disclosure of any transaction since the beginning of the last fiscal year with any 5 percent shareholder where the amount involved exceeds $120,000 and the 5 percent shareholder has a direct or indirect material interest in the transaction. 

3.7 Subsequent Events
Events or transactions sometimes occur subsequent to the balance-sheet date that have a material effect on the financial statements and, therefore, require adjustment or disclosure.  The period from the balance sheet date to the date the financial statements are either issued (SEC filer) or available to be issued (non-SEC filer) is referred to as the subsequent events measurement period. 

There are two types of subsequent events:
· The first type (Type 1 Events) consists of events or transactions that provide additional evidence about conditions that existed at the date of the balance sheet, including the estimates inherent in the process of preparing financial statements (that is, recognized subsequent events).
· The second type (Type 2 Events) consists of events that provide evidence about conditions that did not exist at the date of the balance sheet but arose subsequent to that date (that is, nonrecognized subsequent events).

Recognized subsequent events are reflected in the financial statements. The Company will also evaluate the events for additional disclosures.  Examples may include the following:
· Settlements of litigation related to events giving rise to a claim that took place before the balance sheet date.  
· Subsequent events affecting the realization of assets, such as receivables and inventories or the settlement of estimated liabilities, should be recognized in the financial statements when those events represent the culmination of conditions that existed over a relatively long period of time. For example, a loss on an uncollectible trade account receivable as a result of a customer’s deteriorating financial condition leading to bankruptcy after the balance sheet date but before the financial statements are issued or are available to be issued ordinarily will be indicative of conditions existing at the balance sheet date. Thus, the effects of the customer’s bankruptcy filing shall be considered in determining the amount of uncollectible trade accounts receivable recognized in the financial statements at balance sheet date.
· Other events such as a change in capital structure (stock dividends, splits, or reverse splits), certain postemployment benefit costs, covenant violations occurring or anticipated after the balance sheet date and refinancing short-term borrowings to long-term may be considered recognized subsequent events depending on the circumstances. Technical accounting should be consulted for such events.

For non-recognized subsequent events, there are two criteria that must both be met for a subsequent event to be disclosed:
· The event should have a determinable significant effect on the balance sheet at the time of occurrence or on the future operations of the reporting entity.
· Without disclosure of it, the financial statements would be misleading.  
· Examples of non-recognized subsequent events include:
a. Sale of a bond or capital stock issued after the balance sheet date but before financial statements are issued or are available to be issued.
b. A business combination that occurs after the balance sheet date but before financial statements are issued or are available to be issued.
c. Settlement of litigation when the event giving rise to the claim took place after the balance sheet date but before financial statements are issued or are available to be issued.
d. Loss of plant or inventories as a result of fire or natural disaster that occurred after the balance sheet date but before financial statements are issued or are available to be issued
e. Losses on receivables resulting from conditions (such as a customer’s major casualty) arising after the balance sheet date but before financial statements are issued or are available to be issued
f. Changes in the fair value of assets or liabilities (financial or nonfinancial) or foreign exchange rates after the balance sheet date but before financial statements are issued or are available to be issued
g. Entering into significant commitments or contingent liabilities, for example, by issuing significant guarantees after the balance sheet date but before financial statements are issued or are available to be issued.

If it is determined that disclosure is necessary, the Company will include: 
· Nature of the event, and
· Estimate of the impact on the financial statements or an assertion that an estimate cannot be made.

4 [bookmark: _Segment_Reporting]Segment Reporting                                                                                                                                             
The Company identifies a business as an operating segment if: i) it engages in business activities from which it may earn revenues and incur expenses; ii) its operating results are regularly reviewed by the Chief Operating Decision Maker ( CODM), to make decisions about resources to be allocated to the segment and assess its performance; and iii) it has available discrete financial information. The Company’s CODM is its Chief Executive Officer. The CODM reviews financial information at the operating segment level to allocate resources and to assess the operating results and financial performance for each operating segment. Segment adjusted EBITDA is the segment profitability metric reported to the Company’s CODM for purposes of decisions about allocation of resources to, and assessing performance of, each reportable segment.

The Company has two reportable segments - U.S. and International. U.S. and International products are primarily sold to orthopedists, musculoskeletal and sports medicine physicians, podiatrists, neurosurgeons, and orthopedic spine surgeons as well as directly to their patients. 

5 [bookmark: _Use_of_Estimates/Sensitive]Use of Estimates/Sensitive Estimates
In preparing the consolidated financial statements, estimates and assumptions should be based on management’s best knowledge of current events and actions (including but not limited to experience/history, comparables, and change in current market price).  Revisions to estimates should be recognized prospectively.

Corporate Accounting must ensure the accuracy of all estimates, and in particular those that are sensitive and complex in nature, including contractual allowances and sales incentives, allowance for credit losses (estimates of future cash flows), inventory reserves, goodwill and intangible assets impairment, useful lives of long lived assets, noncontrolling interest, fair value measurements, litigation and contingent liabilities, income taxes, and stock-based compensation. All significant estimates/sensitive estimates along with supporting evidence must be approved by the CAO and CFO, as required and reviewed with the CFO or designee.
  
6 [bookmark: _Cash_and_Cash]Cash, Cash Equivalents and Restricted Cash
Cash and cash equivalents consist of highly liquid investments with an original maturity of three months or less at date of purchase.  Cash and cash equivalents should be recorded net of any outstanding checks or deposits in transit.  If the summation of the net balances of any individual banking institution is a credit balance, then this credit balance should be reclassified to the bank overdrafts liability account.

Restricted cash (legally restricted balances) shall be recorded in a unique general ledger account so that it may be presented in a separate line on the consolidated balance sheet.  If the restricted cash is classified as noncurrent based on terms of borrowing arrangements and/or the classification of any related borrowings, another unique general ledger account should be utilized indicating it is noncurrent. Cash restricted for use in acquisition or construction of a fixed asset may also need to be presented as a noncurrent asset.

7 [bookmark: _Accounts_Receivables_and]Accounts Receivable
Accounts receivable are amounts due from customers recorded at amortized cost adjusted for write-offs and net of allowance for credit losses for product sold in the ordinary course of business. The Company applies the practical expedient allowed under ASC 606-10-32-18 and does not adjust the amount of consideration due from customers for the effects of a significant financing component due to the Company’s expectation that the period between the time the product is provided to the customer and the time that the customer pays for the product will be one year or less. See Bioventus Global Revenue Recognition Policy on Bionet for further guidance.

The Company applies the credit loss guidance contained in ASC 326-20, Financial Instruments – Credit losses measured at Amortized Cost to estimate its allowances for credit losses, which represent an estimate of expected losses over the remaining contractual life of its accounts receivables considering current market conditions and estimates for supportable forecasts when appropriate. The estimate is a result of the company’s ongoing assessments and evaluations of collectability, historical loss experience, and future expectations in estimating credit losses in each of its pools.  The Company uses historical loss experience rates by pool and applies them to a related aging analysis while also considering customer and/or economic risk where appropriate. 

The allowances take into consideration numerous quantitative and qualitative factors that include customer type, historical loss experience, customer concentrations, customer solvency, geographic trends, changes in customer payment terms and practices, current economic conditions, estimates for supportable forecasts, when appropriate, and credit risk characteristics.

Changes to the allowance for credit losses should be recorded as bad debt expense, excluding estimated losses from Exogen patient owed balances that are deemed implicit price concessions as discussed below. See Bioventus Global Allowance for Expected Credit Loss Policy on Bionet for further guidance on estimating the allowance for credit losses. 

US Exogen Patient owed amounts: The Company does not perform a credit assessment on patient-owed amounts and its historical collection experience with this customer class indicates that it is not probable that the Company will collect substantially all of the billed amount.  Since the Company has a customary business practice of not performing a credit assessment on patient-owed amounts and its historical experience indicates that it is not probable that it will collect substantially all of the billed amount, the Company determined that the patient amounts not probable of collection constitute implicit price concessions (variable consideration) vs. impairment losses (bad debt expense). The amount of the implicit price concession should be estimated at the time the sales transaction with the patient is recorded (Dr: Revenue; Cr: Contra A/R Reserve). Subsequent changes to the estimated amount should be adjusted through income as a revenue adjustment, except patient specific information that suggests the patient no longer has ability to pay (e.g., has filed for bankruptcy), and therefore, the adjustment should be recorded to bad debt expense. Although a credit loss is possible on the patient owed amounts (after adjustment for implicit price concessions), any loss would be a trivial amount so no allowance for credit losses is recorded.

Contractual allowances for Exogen third-party payer adjustments to settle patient reimbursement claims are considered variable consideration and should be estimated in determining the transaction price for the Exogen product provided to the patient. Any changes to the allowance account should be recorded as an adjustment to revenue in the period of change. See Bioventus Global Revenue Recognition Policy on Bionet for further guidance.

Other reserves established for estimated variable consideration resulting from discounts, rebates, returns, chargebacks and certain distribution and administration fees offered in our customer contracts and indirect customer contracts relating to the sale of our products should be estimated and recorded as an adjustment to revenue as discussed in the Bioventus Global Revenue Recognition Policy on Bionet. 
  
8 [bookmark: _Credit_Limits][bookmark: _Toc308509452][bookmark: _Toc217460910]Credit Limits
Refer to the Company’s “Bioventus Global Policy, Credit” document on Bionet. 

9 [bookmark: _Inventories]Inventories

9.1 General
Inventories comprise of:  
· Raw materials and supplies; 
· Work in progress; and
· Finished goods for sale, including unsold goods located with sales representatives or on other third parties premises. 

All inventories must be physically counted and reconciled with accounting records at least once a year, although not necessarily all at once.  Cycle counting is permitted as part of a predetermined plan to cover all inventories once a year.  Fast-moving, high-value lines should be subject to more frequent cycle counts.

Inventories shall be valued at the lower of cost or net realizable value utilizing the First in, First out (FIFO) costing method.  The term net realizable value is defined as the estimated selling prices in the ordinary course of business, less reasonably predictable costs of completion, disposal and transportation. 

Cost is based on full standard cost adjusted to actual.  Price, efficiency and usage variances should be capitalized to inventory and released or expended over the period of inventory turn.  Abnormal variances are not eligible inventory costs and should be written off immediately.

Intracompany sales should be based on cost plus a predetermined margin appropriate for that region.  The purchasing entity records this sales price as its cost. Goods in transit must be treated as the inventory of the purchasing entity at reporting period ends.  At each reporting period end the intercompany profit is eliminated until the inventory is sold to a third party.

[bookmark: _9.2_Standard_Costing][bookmark: _Toc217460908][bookmark: _Toc308509450]9.2 Standard Costing
Standard costing system for manufactured and bought in goods are to be utilized. Standard costs represent the expected per unit cost of direct material, direct labor, and manufacturing overhead for each product based on forecasts.  Standard costs should be reviewed at least once a year with new standards effective January 1 of each year.  

New products whose production process is not yet perfected should not have their standards distorted for start-up inefficiencies.  Standards for such products should be based on estimated long-run norms (i.e., normal capacity is the production expected to be achieved on average over a number of periods or seasons under normal circumstances, taking into account the loss of capacity resulting from planned maintenance).  Start-up variances are treated as an expense of the total business.

Manufacturing overhead includes indirect labor, supervision, maintenance, engineering and process development, costs of packaging, inspection, factory warehousing and normal handling costs.  

Administrative overhead and selling costs that do not contribute to bringing inventories to their present location and condition such as general management, distribution, sales, marketing, research and development (R&D) costs, central charges and management charges should not be included in manufacturing standards. Distribution warehousing costs, unless those costs are necessary in the production process before a further production stage, should also be excluded.

Actual costs will always differ, resulting in inventory variances (favorable or unfavorable). At each reporting date, variances between standard and actual costs produced by the standard costing system should be investigated and evaluated as to whether the inventory balances stated at standard costs need to be adjusted to reflect the variances.  When costs are required to be included in inventory that are not captured by the standard costing system, but are added during the closing process, consideration should be given to adjusted inventory costs.  

As with any “normal” variance, purchase price variances arising from movements in foreign currency relative to the standard cost of the purchase should be capitalized to inventory and released or expended over the period of inventory turn, recognizing that inventory turns can vary significantly by major product.

[bookmark: _9.3_Capitalized_Depreciation]9.3 Capitalized Depreciation and Amortization
The Company should include depreciation and amortization related to the manufacturing of the products as well as the acquisition of product specific intangible assets in COS. Depreciation should only be for assets directly used in the manufacturing of the product.  Generally amortization should only be for the product IP and distribution rights.  Depreciation and amortization costs should initially be recorded to inventory, using G/L account 136008. These costs should be subsequently amortized on a monthly basis from inventory to COS based on expected inventory turnover for that product, using COS G/L account 500004. 

[bookmark: _9.4_Amortization_Threshold]9.4 Amortization Threshold Amount
The purpose of this policy is to minimize the number of small (immaterial) amounts subjected to amortization in an effort to effectively manage and control waterfall schedules.

The policy is limited to inventory adjustments, production variances, purchase price variances, and inbound freight amortization impacting the following balance sheet GL accounts.
· Inventory adjustment, BS GL account - 130000
· Production variance, BS GL account - 136002
· Purchase price variance, BS GL account - 136003
Under this new policy, any inventory adjustments, production variance, purchase price variance, and freight-inbound debit or credit in aggregate amount of $20,000 or less per profit center will be expensed to Cost of Goods Sold (COGS). However, any debit or credit in aggregate amount greater than $20,000 will be amortized over the approved inventory turns by profit center.
P&L impact to COGS on items with aggregate amount of $20,000 and lower per profit center will be reclassed from the respective balance sheet accounts referenced above to the P&L accounts referenced below. Freight inbound amounts within the same threshold will be left in the freight-inbound P&L account 530100.  Freight inbound amounts in aggregate greater than $20,000 per profit center per period will be reclassed to inventory adjustment account then amortized based on inventory turns. 
· Inventory adjustment, P&L GL account - 500003
· Production variance, P&L GL account - 500013
· Purchase price variance, P&L GL account - 500012
· Freight-inbound, P&L GL account - 530100
It's important for the company to ensure proper documentation and compliance with accounting standards when implementing this policy change to accurately reflect financial transactions and maintain transparency in reporting. Regular monitoring and review of the impact of this policy will also be crucial to assess its effectiveness in achieving the desired objectives.
Note: Amounts of $20,000 or lower that are currently in waterfall schedule as of December 31, 2024 will continue to be amortized consistently until they clear off the balance sheet accounts.  
This policy will be effective starting from Period Q1 of 2025. This means that in the first quarter of 2025, any applicable transactions falling under the specified threshold will be directly expensed to COGS as referenced above, while those exceeding $20,000 per profit center will be subject to amortization (Waterfall).
[bookmark: _9.4_Inventory_Reserves][bookmark: _Toc308509449]9.5 Inventory Reserves
Inventories should initially be valued at cost with a separate reserve to reduce excess, obsolete and slow-moving inventories to net realizable value (E&O reserve G/L account 136006; COS G/L account 500003).  Reviews for excess, obsolete and slow-moving inventory should be performed monthly.  Monthly inventory reserve reviews should be held in conjunction with the Operations team. A full reserve should be held against all inventory products where development expenditures are still being incurred.  

Obsolete inventories are those no longer saleable or usable due to technological advancement, short remaining shelf life, physical deterioration or elimination of market demand.  This applies to all types of inventories. All such inventories must be reserved in full (less any salvage value if appropriate).  Inventories for which there is no foreseeable market should be segregated from normal inventories and physically destroyed within 180 days of being identified as obsolete. 

Finished goods inventories are considered excess if all of the following are met:
· Inventories have received all regulatory approvals. 
· Inventories have been on the market for a minimum of 24 months. 
· Inventory on hand is greater than 24 months of sales (excluding certain products that have a longer shelf-life such as Nexus generators and surgical needles).  
· For established products this should be calculated on the forward looking demand forecast.  
· For declining products or new products also consider the forecasted next 12 months’ sales/usage.
· Inventory is not expected to be used prior to its expiration date.

Field inventories shrink reserve should include the following:
· Inventory held by terminated sales representatives not yet reconciled.  Reserved at 100% of cost.
· Inventory in the field (such as Exogen trunk stock) for more the 120 days (Outliers).   Reserved at 100% of cost.
· AHT Field Inventory is cycle counted continuously throughout the year. Any missing inventory is scrapped or moved into a reconciliation account when identified as such in the cycle count. All other AHT field inventory is reserved as outlined above.
· Surgical Inventory held by Hospitals and Distributors is cycle counted throughout the year. The reserve for these inventories is updated for all Surgical Field Inventories based on the extrapolated results of the ongoing cycle counting program. 

General inventory reserves for shrink should include the following:
· All product inventories, exclusive of specifically identified product are generally reserved at 1.0% to 5.0% of cost based on product type.
· Raw Material inventory reserves for shrink and obsolescence are produced by reviewing raw materials to determine if a specific part or parts are nearing obsolescence, or if their respective finished good is declining or soon to be obsolescent. Reviews are conducted in conjunction with the Operations team and the Material Review Board.  
· Slow moving inventories include any inventory with no movement in over 2 years and should be reserved at 100% of cost. 
· Changes in inventory reserves should be recorded in other the inventory reserves specific account, 500011. 

[bookmark: _9.5_Product_Samples]9.6 Product Samples and Free Product
In limited circumstances inventory is provided at no charge to a customer. Depending on the scenario, the cost of the unbilled product may be recorded to COS or SG&A.  Below is a recap of the proper expense classification by scenario: 

	
Scenario
	Description
	Expense Classification

	Scenario 1- Free product for demonstration or evaluation 
	Provided to physician or clinic for demonstration (e.g., HA product not injected in patient) or evaluation (e.g., HA product injected in patient but patient and/or third-party payor cannot be billed) purposes only.
	SG&A*
(G/L account 650005- Unbilled unit expense)

	Scenario 2- Free product included in a revenue transaction
	Provided as a part of a multiple-unit sales transaction (e.g., clinic purchases 10 units and receives 2 units at no charge).
	COS*

	Scenario 3- Free product provided under Patient Assistance Program (PAP units) or Exogen PASS units
	Provided to doctor, clinic or patient at no charge under the Company’s patient assistance program (PAP) and not associated with any specific sale transaction; Also includes Exogen units provided at no charge to patients (aka "PASS" units) that do not qualify under PAP program (subject to Director of Sales approval and limited use).
	COS*


 *Net of any reimbursement expected from the supplier to Bioventus.

9.7 Inventory Write-off and Physical Count Adjustments Approval Limits

Below are the approval limits for an inventory write-off or an adjustment resulting from a Physical Count.




Note: Both Adjustment through IDOC and IDOC exception require approvals per the approval Matrix and all parties must be copied when approvals are requested.

A. Require IDOC Adjustment Process (MI01, MI04, MI06, MI07)

1. Wall to Wall Physical Inventory Discrepancies: Adjustments based on physical counts that reveal discrepancies due to clerical errors or system inaccuracies. 
2. Zone Physical Inventory Discrepancies: Adjustments based on physical counts that reveal discrepancies due to clerical errors or system inaccuracies. 
3. Cycle Count Discrepancies: Adjustments based on cycle counts that reveal discrepancies due to clerical errors or system inaccuracies. 
4. Miscounts from Previous Counts: Adjustments made to correct discrepancies found from prior inventory counts. 
Cycle count adjustments will be on a weekly basis. 
Physical Inventory is once a year.

B. Exceptions to IDOC Adjustment Process

1. Damaged Goods: Adjustments for inventory items that have been damaged and can no longer be sold. 
2. Expired Products: For perishable goods, adjustments for items that have passed their expiration date. 
3. Theft or Loss: Adjustments made to account for inventory losses due to theft, fraud, or misplacement.
4. Spoilage/Contaminated: Similar to expired products, adjustments for inventory that has spoiled and cannot be sold. 
5. Obsolescence: Adjustments for items that are no longer sellable due to being outdated or out of fashion.
6. Returns and Allowances: Adjustments for returned merchandise that impacts inventory levels. 
7. Inventory Write-offs: Adjustments to write off inventory that is deemed unsellable or worthless. 
8. Transfer Between Locations: Adjustments related to moving inventory from one location to another, which may require re-evaluation of stock levels.  
9. Supplier Errors: Adjustments for discrepancies due to incorrect shipments from suppliers, such as over-shipments or short-shipments. 
10. Product Recalls: Adjustments for inventory that must be removed from sale due to safety or quality concerns. 
11. Consignment consumption: Adjustment for consumed consignment inventory at Vendor location.
Note: These adjustments are documented thoroughly to maintain accurate financial records and inventory levels.

Note from Inventory Controls: For now, until proper training has been given - ONLY Inventory Analyst, Supervisors and/or Manager are allowed to make adjustments in SAP. Inventory Coordinator will be restricted to transfers only.

9.8 Vendor held inventory confirmations

Below are the approval limits for an inventory write-off or adjustment as a result of confirmations.

Review Vendor Managed Inventory (VMI) to Perpetual Inventory in SAP monthly to ensure accurate and timely reconciliation of consignment balances provided by vendors against the perpetual inventory in SAP, and to make necessary adjustments. Also record all monthly credit memos for purchased and consumption of consignment inventory.

1. Obtain & reconcile vendor held monthly Inventory ending balances purchased and/or consignment. 
2. Request monthly credit memo if necessary. . 
3. Book Quarterly accrual to true-up SAP balances to vendor confirmed balances
4. Transactional inventory adjustments on consumption and balance true-up to be performed by inventory management on a monthly basis. There will be a one-month lag due to timing between the closing of the subledger and the balance confirmation receipt. Adjustment for previous month will be made in the current month.

10 [bookmark: _Prepaid_and_Other]Prepaid, Deferred Charges and Other Current Assets
A prepaid asset should be recorded when we pay $20,000 or more for a good or service in advance.  If it is for a good, the prepayment would be decreased and recognized as an expense when the good is received.  If it is for a service, the prepayment would be decreased and recognized as an expense as the service is provided. Other current assets should be recorded if they are reasonably expected to be realized in cash or consumed during the normal operating cycle of the business.

11 [bookmark: _Fixed_Assets]Fixed Assets

11.1 Acquisitions and Capitalization
A fixed asset is a long-lived productive asset that provides future benefit to the Company. Costs incurred to bring the asset to the condition and location necessary for its intended use, net of any discounts and rebates, should be capitalized.  Any fixed assets acquired exceeding a unit value of $5,000 (or its currency equivalent) should be capitalized and written off over its intended useful life. Like items that are purchased in bulk totaling $50,000 or more, although per unit price does not exceed the $5,000 capitalization level, should be capitalized

Purchases used to construct another asset or used together to implement a single project in which the aggregate exceeds the $5,000 capitalization level are initially considered capital-in-process (CIP) until completed and properly capitalized as one asset.  CIP should be reviewed monthly and transferred into fixed assets on a timely basis when brought into use and depreciated thereafter.

Expenditures eligible for capitalization include expenditures on new items, extensions and improvements.  Costs that should be capitalized include: stamp duty; import duties and non-refundable purchase taxes; site preparation and clearance; initial delivery and handling costs; installation and commissioning costs and process engineering and design and direct project management. Start-up costs may only be capitalized if the asset cannot operate at normal levels without the start-up or commissioning period.  Start-up costs should be directly attributable to the asset.  Capitalization ends when substantially all the activities necessary to prepare the qualifying asset for its intended use or sale are complete.

Certain costs related to the development of internal-use software are capitalized, as discussed in section 11.3 below.  A portion of the salaries of full-time employees (“FTE’s”) may be capitalized to the extent that they have performed activities that directly meet the criteria for capitalization.  RTEs inherently spend some of their time involved in Company administrative or other activities; therefore, it is expected that the amount of an FTE’s salary that is capitalized will be less than 100% of their salary.  Judgment shall be used to determine the appropriate amount of salary to capitalize.  Administration and general overhead costs are not eligible to be capitalized.

Borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset should be capitalized.  A qualifying asset is any asset that takes a substantial period of time to get ready for its intended use. A substantial period is defined as being any period in excess of 1 year (i.e., 12 months).  Any intended capitalization of interest should first be agreed in writing with the Dir, TA. Costs should be capitalized from the moment each of the following are met:
· expenditures for the asset are incurred;
· borrowing costs are incurred; and
· activities that are necessary to prepare the asset for its intended use are undertaken.

Borrowing costs of loans specifically required to fund capital projects should be capitalized.  All capital projects are expected to be funded by the Company’s treasury function. In these instances the amount of borrowing costs eligible for capitalization shall be determined by applying a capitalization rate to the expenditures on that asset. This capitalization rate should be based on the Company’s weighted average cost of borrowings, which should be obtained from the Treasurer.

Expenditure on renewals or replacements should be capitalized and the historic cost and accumulated depreciation of the item replaced should be written off as a disposal.  Major project expenditure to enhance existing fixed assets may be capitalized providing that any previous capital expenditure which is redundant is written off.  Expenditures on the repairs and maintenance of fixed assets should be expensed as incurred.  Where repairs and maintenance cannot be differentiated from renewals and replacements, their cost should normally be written off.

[bookmark: Deprecitation]11.2 Depreciation
The fixed asset should be depreciated on a straight-line basis over the shorter of the asset’s estimated useful life, or the lease term if related to the leased property. Depreciation commences in the month the asset is placed ‘in service’. The economic life and residual value of fixed assets should be kept under review (these should be reviewed at least on an annual basis) and any impairment provided for as determined necessary.  Depreciation rates should be accelerated if a change in expectations could have a material impact from the original estimate. If the Company commits to a plan take an asset(s) out of service (abandon) before the end of its previously estimated useful life, depreciation expense should be accelerated to reflect the use of the asset(s) over its shortened useful life.  

Below are suggested useful lives (unless the useful life is inappropriate, based on the circumstances of the purchased asset).

	Asset
	
	Depreciation

	Computer Software
	
	3 years

	Computer Hardware
	
	5 years

	Furniture and Fixtures
	
	7 years

	Machinery and Equipment
	
	7 years

	Leasehold Improvements
	
	7 years, or remaining term of lease if shorter*

	Assets not yet in service
	
	N/A



*Leasehold improvements (LHI) should be amortized over the shorter of their estimated useful life or the remaining lease term, including any reasonably assured renewal periods, The estimated useful life of the LHI is should be determined based on the nature of the improvement and its expected longevity, which is generally up to 7 years based on most LHI installed by the Company, However, if the leasehold improvement is expected to have a useful life less than the remaining term of the associated lease, the asset should be depreciated over the remaining useful life. (E.g., if carpeting is installed that is expected to last 7 years, but the least term is 10 years, then the depreciation period should be only 7 years). Alternatively, if the leasehold improvement is expected to have a useful life that is equal to or greater than the term of the lease, then depreciate the asset over the remaining lease term. 


[bookmark: SWDevIntUse]11.3 Software Developed for Internal Use 
Certain expenses involved in developing internal software may be capitalized.  The development of internal-use software is divided into three stages: (a) preliminary project stage, (b) application development stage and (c) post-implementation/operation stage.  Examples of the activities that are performed during each stage are included in the table below. 
	Preliminary
Project Stage
	Application
Development Stage
	Post-Implementation/
Operation Stage

	Conceptual formulation of idea and alternatives
	Design of chosen path, including software configuration and interfaces
	Training 

	Evaluation of alternatives
	Coding
	Application maintenance 

	Determination of existence of needed technology
	Installation of hardware
	

	Final selection of alternatives
	Testing, including parallel processing
	








  








Preliminary project stage: Internal and external costs incurred during the preliminary project stage should be expensed as incurred. 

Application development stage: Certain activities of developing and obtaining internal-use software that occur during the application development stage should be capitalized as part of the internal-use software. The following types of costs incurred during this stage should be capitalized: 
· external direct costs of materials and services consumed in developing or obtaining internal-use software
· payroll and payroll-related costs for employees who are directly associated with and who devote time to the internal-use software project (to the extent of the time spent directly on the project)
· interest costs incurred in developing software for internal use
· cost to develop or obtain software that allows for access or conversion of old data by new systems. 

However, any training costs incurred during the application development stage, those costs should be expensed as incurred. Also, data conversion costs, except for costs to develop or obtain software that allows for access or conversion of old data by new systems should be expensed as incurred. U.S. GAAP indicates that computer software is ready for its intended use after all substantial testing is completed.

Post-implementation/ operation stage: In the post-implementation/operation stage, all internal and external training and maintenance costs should be expensed as incurred. In addition, maintenance costs incurred solely to extend the useful life of existing internal-use software should be expensed as incurred.  

Upgrades and enhancements are defined in ASC 350-40-25-7 as modifications to existing internal-use software that result in additional functionality. That is, modifications to enable the software to perform tasks that it was previously incapable of performing. Upgrades and enhancements normally require new software specifications and may require a change to all or part of the existing software specifications. In order for costs to specified upgrades and enhancements to internal-use software to be capitalized, it must be probable that those expenditures will result in additional functionality. If costs from upgrades and enhancements cannot be reasonably separated from the costs of maintenance, the costs of those upgrades and enhancements should be expensed as incurred 9ASC 350-40--25-10), 
 
Business process and reengineering/information technology transformation projects: Costs incurred as part of a business process reengineering/information technology transformation project, whether done internally or by third parties, should be expensed as incurred (ASC 720-45-25-1). Those costs typically include preparation of request for proposal, current state assessment, process reengineering and restructuring the work force.  Costs typically associated with the acquisition, or the construction of property and equipment phase of a business process reengineering project shall be accounted for in accordance with the Company’s fixed assets and software developed or purchased for internal use as discussed herein.  

Below is a recap of costs (list not an all-inclusive list) that should be capitalized or expensed by Project stage and activity type. Technical accounting should be consulted if questions. 



	Project Stage
	Activities
	Accounting Treatment

	Business process reengineering/ information technology transformation
	· Preparation of request for proposal
· Current state assessment
· Process reengineering
· Restructuring work force
	Expense

	Preliminary Project Stage
	· Conceptual formulation of idea and alternatives
· Evaluation of alternatives
· Final section of alternatives
	Expense

	Application  Development Stage
	· Design of chosen path, including software configuration and interfaces
· Coding
· Installation to hardware
· Testing, including parallel processing
· Process engineering and design
· External direct costs of materials and services consumed in developing or obtaining intern-use software
· Payroll and payroll-related costs for employees who are directly associated with and who devote time to the internal-use software project (to the extent of the time spent directly on the project). 
· Interest costs incurred in developing software for internal use
· Costs to develop or obtain software that allows for access or conversion of old data by new systems
	Capitalize

	
	· Data conversion costs
· Training 
· Project management (IMM)
	Expense

	Post-Implementation/ Operation Stage

	· Training 
· Application maintenance costs (or minor updates and enhancements costs that cannot be reasonably separated from maintenance costs). See below
· Ongoing support
	Expense

	
	Upgrades and enhancements that result in additional functionality (i.e., enable the software to perform tasks that it was previously incapable of performing). 
· Apply the same accounting model/project stage as other internal-use software costs (i.e., qualifying costs are capitalized during the application development stage), provided it is probable that the expenditures will result in additional functionality 
· If you cannot reasonably separate costs of relatively minor upgrades and enhancements from costs of maintenance, the cost of those minor upgrades and enhancements should be expensed as incurred, as noted in application maintenance costs above.
	Capitalize



[bookmark: SWPurchIntUse]11.4 Software Purchased for Internal Use
Certain expenses involved in purchasing software for internal use may be capitalized.  The purchase price of internal-use software may include multiple elements, such as training for the software, maintenance fees for routine maintenance work to be performed by the third party, data conversion costs, process reengineering costs, and rights to future upgrades and enhancements. The contract must be reviewed, and costs allocated among all the individual elements following the relative allocation method based on objective evidence of fair value of the elements of the contract, not necessarily separate prices stated within the contract or vendor invoices for each element. The individual elements identified in the contract should be accounted for (capitalized or expensed) based on the stage of development of the purchased software and type of activity as described under subsection “Software Developed for Internal Use”.



[bookmark: SAAS]11.5 Software Licensed through a Software as a Service (SaaS) Contract
Bioventus licenses certain internal-use software from third parties.  For a cloud computing contract (or ‘hosting arrangement’, such as Software as a Service, or SaaS) that includes a license to software, the fee attributable to the software license portion of the arrangement should be capitalized when the criteria for capitalization of internal-use software are met. A SaaS contract includes a software license if it meets both of the following criteria: 
· Bioventus has the contractual right to take possession of the software at any time during the hosting period without significant penalty (i.e., Bioventus has the ability to take delivery without incurring significant cost, and the ability to use the software separately without significant reduction in utility or value). 
· It is feasible for Bioventus to run the software on its own hardware or contract with another unrelated party to host the software.

A SaaS contract that meets the above criteria are considered multiple-element arrangements to purchase both a software license and a service of hosting the software. In such arrangements, the consideration should be allocated between the license and the hosting elements, using the relative fair value of each element. The consideration allocated to the hosting element is the service fee that should be expensed as the services are incurred. The consideration allocated to the software license element is the purchased license and the internal-use software guidance discussed above applies.  Deferred implementation costs are expensed on a straight-line basis over the term of the hosting arrangement (fixed, noncancelable term of the hosting arrangement, plus any reasonably certain renewal periods) for each module or component of the related hosting arrangement when it is ready for its intended use.  The Company will reassess the each reporting period the estimated term of the hosting arrangement over which deferred implementation costs are recognized.

For capitalized implementation costs related to cloud computing arrangements we will present them as follows in the Company’s financial statements:
· Income Statement:  Amortization expense presented in the same line item as the fees associated with the hosting element of the arrangement (SG&A)
· Balance Sheet:  Capitalized implementation costs in the same line item that a prepayment of the fees for the associated hosting arrangement would be presented (Investments and Other Assets). 
· Statement of Cash Flows:  Classify payments for capitalized implementation costs consistent with payments made for fees associated with a hosting arrangement (Operating).  

A SaaS contract that does not meet the above criteria, and therefore, does not qualify as a software license, the contract will be accounted for as a service contract and the fees should be expensed as the services are received. 

[bookmark: WebsiteDesign]11.6 Website Development and Content Costs 
Costs to develop a website are capitalized or expensed based on the purpose of the activity and the stage of development of the website. Website development is categorized into the following five stages:
1. Planning Stage 
2. Application and Infrastructure Development Stage 
3. Graphics Development Stage 
4. Content Development Stage 
5. Operating Stage 

Within each of these stages are a number of sub-tasks that are outlined in the table below as to whether the costs should be capitalized or expensed (list not an all-inclusive list). Technical accounting should be consulted if questions. 




	Website Development Stage
	Activities
	Accounting Treatment

	Planning
	· Developing the business/project plan
· Determining functionalities
· Identifying hardware (e.g., the server) and web applications/software
· Conceptualizing and formatting graphics and content
· Selecting vendors
	Expense

	Application & Infrastructure Development 

	· Acquiring or developing hardware and software needed to operate the website
· Obtaining a domain name (registration fees for a new domain name or purchasing one that has already been registered)
· Developing or acquiring the software for website operations, database, and applications
· Purchasing the hardware
· Installing the hardware/software
· Testing the hardware/software
	Capitalize

	Graphics Development
	Overall design of web pages (design, layout, color, images)
	Capitalize

	Content Development
	Data entry and data conversion of content
	Expense

	
	Software used to integrate a database with the website
	Capitalize

	Operating
	Costs to administer or operate the website or register with search engines
	Expense

	
	Upgrades or enhancements that add functionality to website
	Capitalize

	
	Graphics modification – if maintenance activity
	Expense

	
	Graphics modification – if enhancement
	Capitalize



[bookmark: DisposalSale]11.7 Disposals and Sales
When taken out of use permanently due to retirement or sale, the net book value of a fixed asset should be expensed by writing off original cost and accumulated depreciation.  If an asset is sold and cash is received, a gain or loss on the sale should be calculated and recognized.  Otherwise, any net difference should be recorded as depreciation.  Any disposals with a net book value of $50,000 or more require approval by the CAO.

[bookmark: FATransfer]11.8 Transfer of Assets
Intracompany transfers shall be made at net book value, with depreciation provided up to the date of transfer.  Cost and accumulated depreciation shall be eliminated by the transferor and assumed by the transferee with the transferee depreciating thereafter on original cost.  Costs of uplifting, removal, overhauling and reconditioning should be expensed by the transferee.  Reinstallation costs may be capitalized if they are significant to the net book value of the transfer provided the original installation cost is written off.

[bookmark: FinPhyCtrl]11.9 Financial and Physical Control
[bookmark: _Toc217460904][bookmark: _Toc308509445]On an annual basis (or more frequent basis as needed), Accounting will furnish each department with a report showing a listing of the assets assigned to that department.  Any discrepancies noted by the department should be communicated as soon as possible. Shrinkage will be written off to the appropriate account and after management approval. See also Disposals and Sales section.  

11.10 Impairment of long-lived assets held and used
Unlike goodwill and indefinite-lived intangible assets, which are required to be tested for impairment annually, impairment testing for long-lived assets held and used (that is, fixed assets, leases capitalized under ASC 842, and other intangible assets) are not required to be tested annually. Instead, a long-lived asset (asset group) that is held and used should be tested for recoverability when events occur that indicate that the carrying amount of the asset group may not be recoverable.  Impairment indicators (triggering events) include (list not all inclusive):
· A significant decrease in the market price of a long-lived asset (asset group)
· A significant adverse change in the event or manner in which a long-lived asset (asset group) is being used or in its physical condition
· A current expectation that, more likely than not, a long-lived asset (asset group) will be sold or otherwise disposed of significantly before the end of its previously estimated useful life. The term more likely than not refers to a level of likelihood that is more than 50 percent 

If an impairment indicator is identified for an individual asset that is included in a broader asset group, the significance of the asset should be considered in relation to the overall asset group and the facts and circumstances surrounding the impairment indicator. If it is determined that the individual asset is insignificant to the broader asset group, it may be concluded that an impairment indicator does not exist for the asset group, and thus no impairment testing would be necessary. Alternatively, if it is determined that the individual asset is significant in relation to the larger asset group, or the impairment indicators impacting the individual asset more broadly impact the overall asset group, impairment testing at the asset group level may be required. 

Technical accounting should be consulted in making the final determination and performing the recoverability test. 

Impairment losses incurred in the current period will be disclosed as its own caption as a component of operating income/loss on the consolidated statements of operations.

12 Leased Assets

12.1 General
Nearly all leases will be recorded on the balance sheet regardless of whether the lease is classified as an operating or finance lease (previously referred to as capital leases). A lease liability and a corresponding right-of-use (ROU) asset is recognized and are initially recorded at the present value of the lease payments for both operating and finance leases that arise from lease arrangements. For leases with a term of 12 months or less, the Company has made an accounting policy election not to recognize lease assets and lease liabilities. Technical accounting should be consulted in making the final determination.  

Finance leases and operating leases require different recognition and presentation in the financial statements.  Accounting for finance leases is generally consistent with previous guidance for capital leases, where interest expense is recognized on the lease liability and amortization expense is recognized on the ROU asset. For operating leases, however, there is no interest expense or amortization expense recorded separately. Rather, a single lease expense (which includes both interest and amortization) is recognized over the lease term on a generally straight-line basis. 

12.2 Recap of Lessee Recognition and Presentation Requirements for the Company (as lessee)

	
	FINANCE LEASES
	OPERATING LEASES

	Balance Sheet

	Recognize a right-of-use (ROU) asset and a lease liability, initially measured at the present value of the lease payments.

ROU assets - Presented in separate line item, or within another line item, separate from where operating lease ROU assets are presented.

Lease liabilities – Presented in separate line item, or within another line item, separate from where operating lease liabilities are presented.
	Recognize a right-of-use (ROU) asset and a lease liability, initially measured at the present value of the lease payments.

ROU assets - Presented in separate line item, or within another line item, separate from where finance lease ROU assets are presented.

Lease liabilities – Presented in separate line item, or within another line item, separate from where finance lease liabilities are presented.

	Income
Statement
	Recognize the interest expense on the lease liability and amortization of the right-of-use asset. 

These amounts are not required to be presented as separate line items and should be presented in a manner consistent with how the entity presents other interest expense and depreciation or amortization of similar assets, respectively.
	Recognize a single lease cost, calculated so that
the cost of the lease is allocated over the lease
term on a generally straight-line basis. This lease expense is reported in the lessee’s income
from continuing operations.

	Statement of
Cash Flows
	Classify repayments of the principal portion of the lease liability within financing activities 

Classify payments of interest on the lease liability and variable lease payments within operating activities.
	Classify all cash payments within operating
activities.




12.3 Impairment of ROU assets
Accounting for impairment of ROU assets is governed by ASC 360-10 (Property, Plant and Equipment) Refer to subsection 11.10 Impairment of long-lived assets held and used for further discussion. 

Refer to the separate Bioventus Global Lease Accounting Policy on Bionet for further details.

13 [bookmark: p123][bookmark: pwc-arm4650.123][bookmark: _Goodwill]Goodwill
Goodwill is initially recorded as indicated in the Business Combination section.  The Dir, TA is responsible for ensuring that goodwill is tested for impairment at the reporting unit level annually as of October 31st or more frequently if indicators of impairment exist. The Company reviews goodwill for impairment by applying a quantitative impairment analysis where the fair value of the reporting unit is compared with the carrying value (including goodwill). The Company engages a third-party valuation firm to assist in determining the fair value of each reporting unit based on an income approach. The value of each reporting unit is determined on a stand-alone basis from the perspective of a market participant and represents the price estimated to be received in a sale of the reporting unit in an orderly transaction between market participants at the measurement date. If the fair value of the reporting unit is less than its carrying value, the Company will recognize the difference as an impairment loss, which is limited to the amount of goodwill allocated to the reporting unit. Impairment losses incurred in the current period will be disclosed as its own caption as a component of operating income/loss on the consolidated statements of operations.

14 [bookmark: _Intangible_Assets,_other][bookmark: _Toc308509446][bookmark: _Toc217460905]Intangible Assets, other than Goodwill 
Intangible assets acquired from a third party should be capitalized at cost and amortized over the shorter of its useful economic life and the remaining term of the purchased right.  This will not exceed 20 years, except with the express approval of the CFO. 

Cost is defined as the amount of cash or cash equivalents paid or the fair value of consideration given to acquire the intangible asset at the time of its acquisition, which generally includes the transaction costs of the asset acquisition. No gain or loss is recognized unless the fair value of noncash assets given as consideration differs from the assets’ carrying amounts.  

The useful life of an intangible asset is the period over which the asset is expected to contribute directly or indirectly to future cash flows.  The useful life is not the period of time that it would take to internally develop an intangible asset that would provide similar benefits.  If no legal, regulatory, contractual, competitive, economic, or other factors limit the useful life, the useful life of the asset shall be considered to be indefinite.  The useful life of an intangible asset shall be based on an analysis of all of the following pertinent factors:
· [bookmark: p35-3-a][bookmark: p35-3-b]The expected use of the asset. 
· [bookmark: p35-3-c]The expected useful life of another asset or a group to which the useful life of the intangible asset may relate. 
· Any legal, regulatory, or contractual provisions that may limit the useful life. The useful lives cannot extend beyond the length of their legal rights and may be shorter.
· [bookmark: p35-3-d]The Company’s historical experience in renewing or extending similar arrangements, consistent with the intended use of the asset by the entity, regardless of whether those arrangements have explicit renewal or extension provisions. 
· [bookmark: p35-3-e]The effects of obsolescence, demand, competition, and other economic factors.
· [bookmark: p35-3-f]The level of maintenance expenditures required to obtain the expected future cash flows from the asset. 

The method of amortization shall reflect the pattern in which the economic benefits of the intangible asset are consumed or otherwise used up. If that pattern cannot be reliably determined, a straight-line amortization method shall be used.

Intangible assets acquired through a business combination should be accounted for as discussed under the Business Combination section.  Intangible assets acquired in a business combination that are used in R&D activities (regardless of whether they have an alternative future use) shall be considered indefinite lived until the completion or abandonment of the associated R&D efforts. Once the R&D efforts are completed or abandoned, the Company will determine the useful life of the assets.

The costs of intangible assets that are purchased from others for use in R&D activities and that have alternative future uses (in R&D projects or otherwise) shall be recorded as an intangible asset and the amortization is recorded as a R&D cost. However, if there is no alternative future use, it is expensed at the time the costs are incurred. R&D cost may only be capitalized if reviewed and approved by Dir, TA.  Although future benefits from a particular R&D project may be foreseen, they generally cannot be measured with a reasonable degree of certainty. As a result, all R&D costs are typically expensed as incurred.

Annually, in Q2, Bioventus will assess all fully amortized intangibles, and intangible assets set to fully amortize in the current year, to ensure the assets are still providing benefit to the business.  If the fully amortized intangible asset is no longer providing benefit, the asset and accumulated depreciation will be written off.  The assets will also be reassessed if there are any significant changes to the business including acquisitions, divestitures, or other relevant significant transactions.

In addition the following costs should be written off as incurred as they are indistinguishable from the costs of developing the business as a whole:
· Start-up costs, unless specifically included as the initial cost of property and equipment;
· Training costs of employees;
· Advertising and promotion costs;
· Relocation expenses; and
· Re-organization costs.

Impairment: Indefinite-lived intangible assets are tested annually for impairment, or more frequently if indicators of impairment exist. Other intangible assets (asset group) are tested for impairment pursuant to ASC 360-10 (Property, Plant and Equipment) if indicators of impairment exist. Refer to subsection 11.10 Impairment of long-lived assets held and used for further discussion. The Dir, TA is responsible for ensuring impairment testing is conducted as required for intangible assets.

Impairment losses incurred in the current period will be disclosed as its own caption as a component of operating income/loss on the consolidated statements of operations.

15 [bookmark: _Equity_Investments][bookmark: _Toc217460906][bookmark: _Toc308509447]Equity Investments
Investments are comprised of the following:
· Wholly owned subsidiaries, which are initially stated at cost (as an approximation of fair value at time of acquisition).  Capital contributions and dividends are recorded by the parent as an increase or decrease in investment in subsidiary, respectively. The subsidiary would record an increase or decrease in intercompany capital, respectively.
· Controlled Investments for which we generally record consistent with business combination policies. For example, when the Company consolidates a Variable Interest Entity (“VIE”) when it is the primary beneficiary of the VIE (i.e., holds a controlling financial interest). See further discussion in the Consolidation subsection.
· Equity method investments in which the Company can exercise significant influence but does not hold a controlling financial interest in the investee. Under the equity method of accounting, the Company records its proportionate share of the investee’s net income or losses in other (income) loss. If the fair value of the investment falls below its carrying amount, this may indicate a loss in value of the investment. If the decrease in value of the investment is other than temporary, then an impairment loss should be recorded (as the excess of the carrying value of the investment over its fair value). Any impairment loss recognized is not reversed in subsequent periods. 
· All other investments (i.e., business combination and equity method accounting does not apply) for which we record at fair value which is typically the cost of the investment. The fair value of these investments is to be assessed quarterly.  For those that do not have a readily determinable fair value, use the measurement alternative, which is to record the investment at cost, less any impairment, plus or minus any changes resulting from observable price changes in orderly transactions for an identical or similar investment of the same issuer.

16 [bookmark: _Accounts_Payable]Accounts Payable
[bookmark: _Toc308509456][bookmark: _Toc217460911]The Accounts Payable (AP) team is responsible for ensuring all funds are disbursed and recorded in accordance with Company policy.  In addition, AP is responsible for auditing and processing all invoices for payments.  

Employees are responsible for ensuring invoices reach the AP department in a timely manner with sufficient information including:
· Cost Center
· General Ledger Account
· Profit Center
· Internal Order Number (if applicable)
· Signature and Job Title for appropriate level of approval
· Date
· Purchase Order (PO) Number*

*Required for all inventory purchases and all other general purchases and indirect materials > $10,000.

All vendor invoices should be submitted electronically to the AP department using the mailboxes, BioventusAP@bioventusglobal.com (US only) or accounts.payable@bioventusglobal.com (International only).   The invoice and all vendor communication is scanned and attached to the vendor payable entry in SAP.  If the proper information is not provided to AP to process the invoice, the invoice will be returned to the approving employee with notification to provide the missing information.

	All vendors must exist in the Company’s ERP system, SAP, before POs can be created or invoices processed.  The business purpose determines the process.  AP obtains new vendor information from Procurement, for indirect spend, or the Quality Operations Engineer, for direct spend. When the new vendor is finalized in SAP, the AP Manager will review, approve and notify the party awaiting the new vendor number.  The completed IRS form W-9 or W-8, Request for Taxpayer Identification, is included in new vendor creation process to ensure proper tax reporting occurs at year end (1099s).

All invoices submitted to AP must have approval from the proper level of authority.  The limits are approved by the AC and below are the current spending approval limits:  

	Approver
	Expense Items
	Capital Expenditures

	Manager
	Up to $5,000
	Up to $5,000

	Director/Controller
	Up to $50,000
	Up to $50,000

	Vice President
	Up to $250,000
	Up to $250,000

	Senior Vice President or Vice President – Accounting or Vice President – Finance
	Up to $1,000,000
	Up to $1,000,000

	Chief Financial Officer
	Up to $5,000,000
	Up to $5,000,000

	Chief Executive Officer
	Up to $10,000,000
	Up to $10,000,000

	Board of Directors
	over $10,000,000
	over $10,000,000



The limits above for capital expenditures relate to items within the approved capital expenditure budget.  Capital expenditures for any CER in excess of the annual capital budget must be approved by the Chief Financial Officer.  Capital expenditures more than 15% over the annual capital expenditure budget must be approved by the Board of Directors.

All inventory purchases must be purchased on a Purchase Order/Request form.  All other general purchases and indirect materials in excess of $10,000 must be purchased on a Purchase Order/Request.  When a PO is required, the employee will notify Procurement to begin the process.  In the event the person with the required authority level in unavailable, the next highest level of authority must approve. In the event that this authority level in unavailable, the next level down may approve, but this action must be subsequently approved upon return of the appropriate authority. The responsibility for obtaining signatures is that of the requester, not Accounts Payable.

Payments are not made on invoices requiring a supporting PO if the PO has not been approved.  AP does not process the invoice for payment until the PO has been approved at which time AP will process the invoice against the PO.  Outstanding checks are reviewed monthly to ensure timely clearing and vendors are contacted if a check has not cleared in a timely manner.

17 [bookmark: _Accrued_Expenses]Accrued Expenses
Accruals are to be recorded when the Company has incurred an obligation.  If an invoice has been received for services performed or goods provided but the invoice has not been entered into the AP system, an accrual should be recorded.  If services have been performed on the Company’s behalf and an invoice has not been received, an estimate of the expense should be made, and an accrual recorded.  If employee compensation and all other related benefits have been earned but not yet paid, an estimate of the expense should be made and an accrual recorded.  If cash has been obtained for which the Company must remit to a third party on behalf of an employee or another third party a liability should be recorded.
`
18 [bookmark: _Debt_Modification_and]Debt, Modifications and Extinguishments
Generally, the Company’s debt agreements do not include terms that require special classifications. The long-term obligation is ordinarily presented as noncurrent and the short-term obligation (either by its original terms or because of a nonwaived covenant violation), is generally presented as current. The Company may modify the terms of its outstanding debt by restructuring its terms or by exchanging one debt instrument for another. Depending on the extent of the changes, a debt modification may be accounted for as (1) the extinguishment of the existing debt and the issuance of new debt, or (2) a modification of the existing debt. 

18.1 Term Loan Modification or Extinguishment
A term loan modification must first be reviewed to determine if it is a trouble debt restructuring (TDR). A debt modification is considered a TDR if (1) Bioventus is experiencing financial difficulty, and (2) the lender grants a concession that it would not otherwise consider. The following factors should be considered and are indicators that the Bioventus is experiencing financial difficulties: 
· Currently in default on any of its debt.
· Has declared or is in the process of declaring bankruptcy.
· [There is significant doubt as to whether Bioventus will continue to be a going concern.
· Currently has securities that have been delisted, are in the process of being delisted, or are under threat of being delisted from an exchange.
· [Based on estimates and projections that only encompass the current business capabilities, Bioventus forecasts that cash flows will be insufficient to service the debt (both interest and principal) in accordance with the contractual terms of the existing agreement through maturity.
· Absent the current modification, Bioventus cannot obtain funds from sources other than the existing creditors at an effective interest rate equal to the current market interest rate for similar debt for a non-troubled debtor.

The accounting treatment for a restructured term loan that is not a TDR is determined by whether the lender remains the same in the new debt facility and if so, whether the change in the debt terms for that lender are considered substantial. 
· If the lender(s) remain the same, the new debt transaction is accounted for as a modification, as long as the terms of the debt are not substantially different, such that the cash flow effect on a present value basis is less than 10% impact (10% cash flow test).
· If the lender(s) differ, and/or the cash flow impact is greater than 10% (as noted above), the debt associated with the original lender(s) is accounted for as an extinguishment and any unamortized debt issuance costs and debt discount (or premium) should be written off. 

If the debt arrangement includes multiple lenders that are members of a loan syndicate, the 10% test should be performed on each lender in the syndicate. The lender fees to be paid by Bioventus affect the term loans’ cash flows and should be included in the cash flow analysis; however, third-party fees should not be included in the cash flow analysis. 
If the restructured loan is determined to be a loan modification (i.e., modification accounting applies), the lender fees should be capitalized as debt issuance costs and amortized over the term of the new loan. The third-party fees, such as legal costs and an arrangement fee charged by a third party to arrange the debt modification, should be expensed. 
If a lender is also being compensated to perform services that could be performed by a third party (e.g., an investment bank may be one of the lenders in the syndicate as well as the third-party arranger of the modification), the fee should generally be accounted for as a third-party cost. 
If the lender(s) under the restructured term loan differ and/or the 10% cash flow test is met (as discussed above), the debt associated with the original lender(s) is accounted for as an extinguishment and any unamortized debt issuance costs (i.e., third party fees) and debt discount (or premium) should be written off. 
[bookmark: RevolvingDebt]18.2 Revolving-debt Modification or Extinguishment
When there is modification or exchange of line-of-credit or revolving-debt arrangement, the borrower must compare the borrowing capacity of the old arrangement to the new arrangement to determine the appropriate accounting treatment.   
· If the borrowing capacity is greater than or equal to the borrowing capacity of the old arrangement, then any unamortized deferred costs, and any fees paid to creditors and third parties should be associated with the new arrangement, and accordingly, deferred and amortized over the terms of the new arrangement. 
· If the borrowing capacity of the new arrangement is less than the old arrangement, then any unamortized deferred costs related to the old arrangement should be written off in proportion to the decrease in borrowing capacity of the old arrangement and the remaining unamortized portion should be amortized over the term of the new arrangement.  Any fees paid to the creditor and any third-party costs incurred should be associated with the new arrangement, and accordingly, deferred and amortized over the term of the new arrangement.

[bookmark: FinCostDebt]18.3 Financing Costs- Presentation
Financing Costs – Includes direct and incremental costs related to the issuance of term debt, such as issuer’s legal fees, printing costs and underwriters’ fees, among others, paid to parties other than creditors and should be capitalized and reported in the balance sheet as a direct reduction from the face amount of the associated debt (except for costs associated with debt modifications which are expensed, as discussed above). In the case of an available revolver where there is no balance, the fees should be capitalized and reported in the balance sheet as a noncurrent asset. The deferred costs should be amortized into interest expense using the effective interest method over the life of the loan, or on a straight-line basis if it approximates the effective interest method.

Original issue discount (OID) - Fees paid to lenders under a term debt are considered OID and is not an asset separable from the loan. The OID should be reported in the balance sheet as an adjustment to the carrying amount of the debt. The discount should be amortized into interest expense using the effective interest method over the life of the loan, or on a straight-line basis if it approximates the effective interest method.

Debt extinguishment gains or losses should be identified as a separate item. Acceptable approaches include either reporting as a separate line item on the income statement or report as interest expense and separately disclose in the footnotes to the financials. Either method should be consistently applied. The Company records such gains or losses in interest expense and separately discloses the gain or loss in the footnotes. 
19 [bookmark: _Loss_Contingencies][bookmark: _Toc217460896][bookmark: _Toc308509435][bookmark: _Toc308509457]Commitment and Contingencies
Loss contingencies must be accrued if it is probable that a loss has been incurred at the date of the financial statements; and the amount of the loss can be reasonably estimated.  There are two major categories of loss contingencies as follows:
· Asserted claims or claims that have been filed with or against the company. 
· Unasserted claims or incidents that have not yet resulted in a claim but may lead to a claim in the future. Unasserted claims can be subdivided into two categories:
· Reported incidents or incidents that the Company has determined are events that might result in a claim. 
· Unreported incidents or incidents that occurred before the reporting period ended but that have yet to be specifically identified by the Company.

Discounting the accrued liability: Accrued liabilities for contingencies are generally not discounted. However, as discussed in ASC 835-30-15-2, discounting a contingent liability is acceptable when the aggregate amount of the liability and the timing of cash payments for the liability are fixed or reliably determinable, and the payment terms exceed one year. The Company’s accounting policy is to discount only when both the timing and the amounts of future cash flows are fixed or reliably determinable based on the basis of objective and verifiable information, the payment terms exceed one year, and the effect of the time value of money is material.. The discount rate used should produce an amount at which the liability could be settled in an arm’s length transaction with a third party and should not exceed the interest rate on monetary assets that are essentially risk-free and have maturities comparable to that of the liability (ASC 450-20-S99-1). Contact the Dir, TA to obtain and discuss the appropriate rate.

As it relates to insurance claims and potential recognition of recoveries, the net book value of physically lost assets, including cash, should be written off to expense. An assessment of the minimum value of the insurance claim should be performed to determine whether recovery is considered probable. If the claim is subject to dispute or litigation, a rebuttable presumption exists that recoverability of the claim is not probable. If recovery is probable, then an insurance claim receivable should be recorded offsetting the expense from the write off.

With respect to unasserted claims for risks in a large population, such as self-insured medical claims, it is probable that historical data will indicate and that you should determine the liability related to incidents that have occurred but have not yet been reported. Estimates should be reassessed at each reporting period.

Regarding uninsured, litigation and product liability claims (within the uninsured deductible), when a loss is probable, and the amount of the loss can be reasonably estimated you should accrue the ultimate total cost of asserted and unasserted claims for all incidents that occurred during the reporting period. If it is probable that a loss has occurred, and if available information indicates that the loss is within a range of specified amounts, you should accrue the most likely amount of loss that falls within the range. If some amount within a range of loss appears at the time to be a better estimate than any other amount within the range, that amount should be accrued.  If no amount within the range represents a better estimate than any other amount, you should accrue the minimum amount in the range even if it is $0.  Recorded losses should be reviewed and re-estimated, if necessary, at each reporting date, and any changes in the liability should be expensed immediately.

Standard assurance-type warranties: A standard assurance-type warranty is a warranty that the customer does not have the option to purchase separately and only provides assurance that a product will function as expected and in accordance with certain specifications (i.e.,, the warranty is intended to safeguard the customer against existing defects and does not provide any incremental service to the customer). All of the Company’s product offerings include an express written assurance-type warranty (i.e., limited to repair or replacement of the product, or its nonconforming parts, within a reasonable period of time). This standard warranty is accounted for as a cost accrual under product warranties in accordance with ASC 460 (Guarantees) and ASC 450-20 (Loss Contingencies). The warranty accrual (liability) should be recorded at the time of sale with the offset to warranty expense- cost of goods sold (COGS). The accrual amount is generally based on a percentage of sales, determined by historical warranty claim data, adjusted as needed for current product reliability data, changes in warranty terms, and other relevant factors that might affect future warranty claims. Rates and assumptions are reviewed regularly (generally quarterly) and adjustments made based on actual warranty claim experience, changes in product mix, and other relevant factors.  

Service-type warranties and optional purchase standard assurance-type warranties: 
· A service-type warranty that provides the customer with a service (e.g., such as protecting against wear and tear for a period of time after sale or against certain types of damage) in addition to assuring that the product complies with agreed-upon specifications, should be accounted for as a separate performance obligation under ASC 606 (Revenue) as opposed to a warranty cost accrual as discussed above under standard assurance-type warranties. Revenue allocated to this type of warranty is recognized over the warranty period.  
· A optional purchase standard assurance-type warranty that the customer can purchase separately from the related product or service (that is, priced or negotiated separately) is accounted for as a separate performance obligation under ASC 606 (Revenue) as opposed to a warranty cost accrual. Revenue allocated to this type of warranty is recognized over the warranty period.  

Refer to the separate Bioventus Global Revenue Recognition Policy on Bionet for factors to consider in determining the type of warranty and further revenue recognition considerations. 

Contingent gains should not be recognized prior to the gain being realized or realizable even if realization is considered probable. 
· A realized gain is one where cash (or other assets such as claims to cash) have already been received without expectation of repayment or refund. In situations where there is a claim to cash, there must be sufficient evidence to support that the company has a right to the cash to support that it is realized. 
· A gain is realizable when related assets received or held are readily convertible to known amounts of cash or claims to cash.
· The assessment of whether a gain not yet realized is realizable requires significant judgment and should include the evaluation of the following factors, among others:
· Whether there is a signed agreement or legally enforceable contract that stipulates the terms of the gain or settlement, and whether the settlement is subject to any pending or expected appeal.
· Whether the counterparty has the ability or wherewithal to pay the amount.
· Whether the right to receive the proceeds results in a probable future economic benefit.
· No remaining legislative or regulatory approval is needed.  
· Amount to be received is (1) nonrefundable and (2) no subject to any other type of clawback arrangement
· Realization is not contingent on the Company’s future performance requirement or on future events outside of the Company’s control

20 [bookmark: _Fair_Value]Fair Value 
Fair value is defined as the price that would be received from selling an asset or paid to transfer a liability in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants at the measurement date. 

The three levels of inputs used to measure fair value are as follows: 
· Level 1—Quoted prices in active markets for identical assets or liabilities; 
· Level 2—Observable inputs other than quoted prices included within Level 1, such as quoted prices for similar assets and liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets that are not active; or other inputs that are observable or can be corroborated by observable market data; and 
· Level 3—Unobservable inputs that are supported by little or no market data. This includes certain pricing models, discounted cash flow methodologies and similar techniques that use significant unobservable inputs.

Below are sample liabilities and assets that are required to be recorded at fair value and how to determine the value on a quarterly basis: 
· Contingent consideration- The value should be determined using a weighted probability calculation of potential payment scenarios discounted at rates reflective of the risks associated with the expected future cash flows. Key assumptions used should include revenue and operating forecasts and the probability of achieving the specific targets. The revaluation for this liability is recognized in its own unique expense account.
· Interest rate swaps- The value should be determined by discounting cash flows of the swap. Forward curves and volatility levels should be used to estimate future cash flows that are not certain. These are determined using observable market inputs when available and on the basis of estimates when not available. The revaluation for an interest rate swap is recognized in interest expense.
· Liability-classified awards and grant date (only) fair value for equity-classified awards except for awards under the Company’s employee stock purchase plan (ESPP) — The Company may use a Black-Scholes-Merton or Monte Carlo valuation model to determine an award’s fair value. Key assumptions used in a valuation model include the following:
· Expected term is the amount of time the award is expected to be outstanding before it is exercised or settled. Several factors are considered when determining the expected term which includes but is not limited to the award’s vesting period and contractual term, and historical exercise experience.
· Expected stock price volatility based on a peer group’s historical volatility of over a period of time equal to the expected term due. The peer group is comprised of publicly traded companies which are in the same industry as the Company and are similar in size, stage of life cycle and financial leverage. Once the Company has sufficient historical experience, it will use its own volatility.
· Risk-free interest rate based on the implied yield on U.S. Treasury zero-coupon issues with a remaining term equal to the expected term of the award.
· Dividend yield is zero because the Company neither currently pays dividends nor intends to do so during the expected term.
· Stock price used in the valuation model is the closing price of the Company’s stock on the date of grant.
· Exercise price is the stated price in the award agreement.
· [bookmark: _Hlk155177186]ESPP - The ESPP has a look-back feature which permits the purchase of shares to be based on the lower of the fair market value of the Company’s Class A common stock on (1) the first day of the offering period or (2) the last day of the offering period. The ESPP also permits the employee to purchase as many shares as the full amount of their withholdings (variable share feature) subject to certain purchase limitations[footnoteRef:2]. As a result, the grant date fair value of the awards under the ESPP is the sum of three separate components in accordance with ASC 718-50-55-10 through 55-25 as follows: [2:  Maximum number of shares which can be purchased each 6-month offering period is 4,000 (maximum 8,000 per year). ] 

· 15% of a share of non-vested stock – Calculated as 15% of the grant date stock price.
· 85% of a 6-month[footnoteRef:3] call option (as the ESPP has a 6-month Offering Period). The Company uses a Black-Scholes valuation model to determine an award’s fair value. Key assumptions used in a valuation will include the following: [3:  The ESPP offering period was changed from a 3-month to a 6-month offering period beginning December 1, 2023. The structure of the ESPP is otherwise unchanged.] 

· Exercise price – stock price on the date of grant
· Stock price – stock price on the date of grant
· Expected term – the length of the Offering Period 
· Expected volatility –The Company uses its own historical experience.
· Risk-free interest rate – the implied yield currently available on U.S. Treasury zero-coupon issues with a remaining term equal to the expected term.
· Expected dividends – the dividend assumption will be zero as the Company does not intend to declare dividends.
· 15% of a 6-month put option. This is to value the variable shares feature of the ESPP award and will be valued using the same assumptions used in the valuation of the call option discussed above.

Changes in either or both a valuation approach and a valuation technique are considered changes in estimates and should be made on a prospective basis. If material, changes should be disclosed in the financial statements and the reason(s) for making it.

See subsection on “Equity-Based Compensation” for further guidance on the recognition of equity-based compensation cost.

21 [bookmark: _Revenue]Revenue

Refer to the separate Bioventus Global Revenue Recognition Policy on Bionet

22 [bookmark: _Cost_of_Sales]Cost of Sales

22.1 General
Cost of sales (COS) comprises cost of products sold to third parties and cost of products sold to intracompany entities.  COS for products sold directly to healthcare institutions, patients, distributors and dealers as well as indirectly through insurance companies is recognized when the corresponding sales revenue is recognized, generally when title and risk of loss of the product passes to the purchaser.  Certain inventory available for sale to healthcare institutions is shipped to sales agents so that products are available when needed for procedures. COS is not recognized since inventory is not relieved at this point.
[bookmark: OtherCOS]22.2 Other Cost of Sales
Actual costs will always differ, resulting in inventory variances (favorable or unfavorable). At each reporting date, variances between standard and actual costs should be produced by the standard costing system and investigated appropriately.  Standard costing variances capitalized to inventory should be amortized in accordance with inventory turn.  The reduction or increase in inventory is offset in other COS.  Manufacturing costs should be spread across the accounting year for such items as:
· holiday pay, where applicable
· plant shut down and associated maintenance
· overhead attributed to varying levels of inventory
· defined benefit pension and other benefits costs

[bookmark: RoyaltyEXP]22.3 Royalty Expense
Royalty expense results from being granted the right to use another entity’s assets such as licensing intellectual property. The expense should be recognized as a COS in accordance with the terms of the relevant agreement, unless having reviewed the agreement it is more appropriate to recognize cost of sales on some other systematic basis. Any upfront payment should be recognized over the course of the agreement.
· Subsidiaries that sell product for which they do not own the intellectual property are required to pay the owning subsidiary a brand royalty of a specified percentage of third-party sales.
· Brand royalties are payable quarterly in arrears on the Company netting settlement day following the end of each calendar quarter.  Brand royalties are assessed and payable in the local currency of the manufacturer.

23 [bookmark: _Selling,_General_and]Selling, General and Administrative Expenses

23.1 General
Monthly expenses should be accounted for/accrued by month as follows:
· Sales-based expenses in relation to sales.
· Time-related expenses relative to the number of weeks in a period.
· Annual expenses spread over the year (e.g. insurances) should be time-apportioned.  
· One-off costs or income should be charged or credited in the period as incurred.
· Costs of industry exhibitions, sales conferences, etc., should be expensed in the period incurred.

[bookmark: Comp]23.2 Compensation
Salaries/Wages, vacation and related payroll tax expenses are time-related expenses and are recognized relative to the number of weeks in a reporting period. Overtime wages are recognized in the period earned.  Certain countries have additional pay periods at times during the year in addition to the typical monthly expense.  These estimated payments and related expenses should be accrued for evenly over the year.

Vacation that has been earned but unpaid (not taken) should be accrued for and recognized as an expense in the period earned.  At year end the accrual should be at its lowest as the policy does not allow for carryover.  There are some states and countries that do not allow this policy to be enforced, and accordingly, the Company does allow carryover in those jurisdictions.

Commission expenses are sales-based expenses and are recognized in relation to sales in a reporting period.

Severance expense is recognized at the date the plan of termination meets certain criteria (contact the Dir, TA for details) and has been communicated to employees (the communication date).  The timing and amount of liability recognition is dependent on whether employees are required to render future service in order to receive the termination benefits. If employees are required to render service until they are terminated the liability/expense should be recognized ratably over the future service period, even if the benefit formula used to calculate the termination benefit is based on past service.

Annual incentive plan expenses are accrued each period on a straight-line basis at 100% until data becomes available that supports the payout at something more or less than 100%. The estimated employer portion of the payroll tax (in the pay-out year) as well as the estimated 401(k) employer contribution should also be accrued.  Upon determining that the pay-out will be more or less than 100% or any other change in the estimate, thereafter, should be recorded in the period of the revised estimate.

All other bonuses, related payroll tax, and employer defined contribution plan contribution expenses are recognized in the period earned.  

Sign on and retention bonuses that must be 100% repaid to the Company if employment is termination (100% repayment clause)

Sign on and retention bonuses that must be 100% repaid to the Company if employment is terminated prior to a specified date are expensed over the applicable service period. The service period starts on the hire date (or the date the retention bonus was granted) through the specific date in the agreement. If employment is terminated prior to the end of the service period HR, payroll, and the legal departments, as needed, will work with the employee to obtain return of the funds.  Amounts already expensed will not be reversed until cash is received (gain contingency). Any remaining asset balance that had not yet been expensed will be evaluated for collectability and accounted for accordingly.  If collectability is probable, the asset will remain on the balance sheet; otherwise it will be expensed as soon as it is deemed to not be probable of collection.

[bookmark: EmpBenefits]23.3 Employee Benefits
Health and other insurances are provided to employees and the premiums and administrative fees should be expensed in the Health and other Employee Insurance G/L account (610820), in the period incurred.  In the U.S., the employee health insurance is self-funded. Claims are to be expensed in the month paid.  In addition, a liability is recorded for the estimated incurred but not reported claims.  Premiums collected from employees are recorded as a reduction to the expense.  Stop-loss coverage premiums are recorded in the period incurred, offset by claims to be refunded as a result of the coverage.

Short-term employee benefits that are accumulating and can be carried forward and used within the next 12 months (if the current period’s entitlement is not used in full) should be accrued in full at the year end.

Employee travel and other related costs should be expensed as incurred. Expenses charged as personal should be recorded as a receivable until withheld from employee payroll. 

[bookmark: PostRetire]23.4 Post Retirement Benefits
If defined benefit pension schemes exist, they should be revalued for accounting purposes every year.  Changes to actuarial assumptions as used for the accounting valuations should be approved by the CAO. The employer’s portion of past and current service cost is charged to Payroll Pension/401K expense (610790), with the interest cost net of expected return on assets reported as interest expense (700100).  All actuarial gains (losses) are recognized directly in equity as a component of accumulated other comprehensive income (333999).

Where defined contribution plans operate, the employer matching contributions to these plans as well as any profit sharing contributions are charged to Payroll Pension/401K expense (610790) as they are earned, which is in conjunction with when the taxable compensation is earned.  

[bookmark: EquityComp]23.5 Equity-Based Compensation
The Company operates equity-based compensation plans that allows for the issuance of stock options (incentive and non-qualified), restricted stock, restricted stock units (RSUs), and other stock-based awards. 

The Company measures equity-based compensation cost for equity classified awards at the grant date based on the fair value of the award and recognizes this cost as compensation expense over the required or estimated service period that awards are expected to vest.  Liability-classified awards are re-measured to fair value quarterly. Equity-based compensation expense is recorded in G/L account 610760 for equity-classified awards and 610761 for liability-classified awards using the graded vesting (accelerated) approach over the requisite service (vesting) period of the award. The Company accounts for forfeitures of awards when they occur.

An award may be classified as a liability if any of the following attributes are present:
· Certain instruments that would be classified as liabilities under ASC 480 
· Awards that are required to be settled in cash or other assets, including instances when the award is puttable by the grantee to the Company based on a contingent event that is within the control of the grantee 
· Awards that require cash settlement on the occurrence of a contingent event that is not within the control of the grantee and is considered probable
· Awards to acquire liability-classified shares
· Awards that include share repurchase features, and the grantee is not expected to be subject to the normal risks and rewards of share ownership 
· Awards that include conditions other than service, performance or market conditions that affect their fair value, exercisability or vesting
· Awards that can be settled in cash or shares at the option of the grantee (e.g., tandem options)
· Awards that are equity in form but the Company either has a past practice or an intention of cash-settling the instruments
· Awards for which the Company can choose cash or share settlement but cannot control delivery of shares
· Awards where the aggregate fair value of the shares withheld (or that may be withheld at the employee’s election) to cover the employer’s statutory tax withholding requirements exceeds the employee’s maximum statutory rate
· Awards that may be settled partially in cash
· Awards of profits interest and similar interests that are liabilities in substance
· Awards for which the fair value differs from the formula price

When an award is classified as a liability, a reporting entity should determine whether it is a current or
noncurrent liability. A liability-classified award is generally classified as current if a vested award is payable upon demand or will be payable upon demand due to vesting expected to occur within one year. All other liability awards are classified as noncurrent. 

Awards with underlying shares that are redeemable at the employee’s discretion after a six-month holding period or based on contingent events may be classified as temporary equity. Technical accounting should be consulted.

[bookmark: _Hlk155175167]The Company also operates an Employee Stock Purchas Plan (ESPP) that provides for the issuance of shares of the Company’s common stock to eligible employees that elect to participate in the plan and purchase shares of common stock through payroll deductions. During each enrollment period, eligible employees may designate between 1% and 15% of their compensation to be deducted for the purchase of common stock under the plan. The purchase price of the shares is equal to 85% of the fair market value on the first day of the offering period or, if lower, on the last day of the offering period. 

The ESPP is an equity-classified plan with the fair value of the awards based on the enrollment date (grant date). Equity-based compensation expense will be recognized over the offering period. Forfeitures will be recognized as incurred. Forfeitures are only recognized for awards in which the requisite service period is not met (i.e., the employee is no longer an employee of the Company as of the Purchase Date). Reductions and withdrawals by an employee do not impact the equity-based compensation expense recognized as long as the employee remains employed by the Company. Amounts withheld from the employee’s payroll under the ESPP are recorded as a current liability until the purchase of the shares is made. When the purchase is made, the amount used for the purchase of shares is reclassified from the current liability to Class A common stock and additional paid in capital.

[bookmark: RentEXP]23.6 Rent Expense
Rent shall be charged to expense on a straight-line basis unless another basis is more representative of the time pattern in which space or asset is in use. Refer to the separate Bioventus Global Lease Accounting Policy on Bionet for further details.

[bookmark: OperTaxes]23.7 Operating Taxes
Operating taxes are those that are not income or payroll related taxes and are reported as SG&A.  These taxes are to be expensed in the reporting period incurred and include the following:
· Medical Device Excise Tax (if reinstated), Franchise and local (non-income based) tax (G/L account 655600)
· Property tax (should be estimated and accrued monthly using G/L account 655800)
· Sales and Use tax (G/L account 631001)
· Other operating taxes that will not be reimbursed (G/L account 655600)

[bookmark: Advertising]23.8 Advertising Costs
The costs of advertising must be expensed in the reporting period incurred (G/L account 655025 or 655030).

24 [bookmark: _Research_and_Development]Research and Development
Internal R&D costs are expensed as incurred.   R&D costs incurred by third parties are expensed as the contracted work is performed. Depreciation of capitalized equipment or facilities that are acquired or constructed for R&D activities should be considered research and development costs.  Impairment of IPR&D costs initially capitalized as part of a business combination should also be classified in the R&D expense line.

Regarding reimbursements of R&D from another party and whether those reimbursements should be treated as revenue or an offset to expense the SEC staff has acknowledged that, in some cases, a reporting entity may be able to support more than one conclusion. Technical accounting should be consulted to evaluate the facts and circumstances of each arrangement and determine the appropriate conclusion.

25 [bookmark: _Business_Combinations]Business Combinations and Acquisitions
When the acquisition of a business or asset is considered probable, the Dir, TA should be consulted to determine if the transaction or other event qualifies as a business combination.

The transaction is evaluated throughout the acquisition process by evaluating the Purchase and Sale Agreement (PSA) and any related agreements for elements that could have accounting implications. An acquisition technical accounting memo is prepared for each transaction, including analysis of accounting treatment for any acquisition-related costs.

When determining if a business has been acquired, you must first evaluate whether substantially all the fair value of the gross assets acquired is concentrated in a single identifiable asset or a group of similar identifiable assets. If this is true, the set is not a business. If it is not true, then you assess the set of activities and assets to determine if it is a business.  To be a business, it must consist of inputs and processes applied to those inputs that can contribute to the creation of outputs. Although businesses usually have outputs, outputs are not required for an integrated set to qualify as a business.

For business combinations, acquisition-related costs are expensed as incurred.  Acquisition-related costs include finder’s fees; advisory, legal, accounting, valuation, and other professional or consulting fees; general administrative costs, including the costs of maintaining an internal acquisitions department; and costs of registering and issuing debt and equity securities.  

A valuation is required to apportion the excess purchase consideration between intangible assets and goodwill, determine useful lives over which to amortize the intangible assets, and establish the model against which impairment testing of intangibles should subsequently be applied. Contingent consideration would also be valued. For minor acquisitions these valuations may be performed in-house based on experience arising in prior transactions. Third party valuations by professional valuation experts are required for significant transactions and are appointed through the CFO, CAO or VP Accounting.

Bioventus capitalizes goodwill as of the acquisition date, measured as the excess of the aggregate of the following and the net of the acquisition date amounts of the identifiable assets acquired and the liabilities assumed measured at fair value:
· The consideration transferred, including contingent consideration, which generally requires acquisition-date fair value.
· The fair value of any non-controlling interest in the acquiree. 
· In a business combination achieved in stages, the acquisition-date fair value of the acquirer’s previously held equity interest in the acquiree. 

Goodwill is not amortized but is tested for impairment annually in the fourth quarter or earlier if there are indicators of impairment. Refer to Section 13, Goodwill for further discussion.  

During the measurement period, which may be up to one year from the acquisition date, the Company may record adjustments to the assets acquired and liabilities assumed with a corresponding offset to goodwill (in accordance with Purchase Accounting Memo issued by Dir, TA) only when new information is obtained about facts and circumstances that existed as of the acquisition date that, if known, would have affected the measurement of the amounts initially recognized or would have resulted in additional assets or liabilities. New information that gives rise to a measurement period adjustment should relate to events or circumstances existing at the acquisition date. Factors to consider in determining whether new information obtained gives rise to a measurement period adjustment includes the timing of the receipt of new information and whether the Company can identify a reason for the measurement period adjustment. Examples of fair value adjustments include among others: 
· bringing the acquiree’s accounting policies in line with Bioventus’ policies;
· judgmental recognition of liabilities for legal disputes or uninsured claims;
· inventory valued at selling price less costs to sell;
· onerous contracts; and
· adjusting estimated value recorded at inception to reflect independent appraised value. 

Measurement period adjustments should be recognized in the reporting period in which the adjustment amount is determined. All changes that do not qualify as measurement period adjustments are included in current period earnings.  Upon the conclusion of the measurement period or final determination of the values of assets acquired or liabilities assumed, whichever comes first, any subsequent adjustments are recorded to the statements of operations. 

Adjustments to asset values which arise from management’s post-acquisition exit or disposal (includes but not limited to restructuring) intentions are not fair value adjustments and should be expensed as incurred.  Provisions for acquisition integration costs should be expensed as incurred.

If after evaluation, it is determined that the assets acquired are not a business, account for the transaction or other event as an asset acquisition.  The table below summarizes the differences in accounting for a Business Combination vs an Asset Purchase:

	Item
	Business Combination
	Asset Purchase

	Transaction costs 
	Expense as incurred 
	Capitalize as a component of the cost of assets acquired 

	In-process research and development (IPR&D) assets 
	Capitalize as indefinite-lived intangible asset, regardless of whether the IPR&D asset has an alternative future use 
	Expense unless IPR&D has an alternative future use 

	Purchase price allocation 
	Allocate to assets acquired and liabilities assumed based on their fair values 
	Allocate on a relative fair value basis to non-current, non-financial assets 

	Goodwill 
	Recognize to extent that purchase price exceeds assets and liabilities assumed 
	Do not recognize in an asset purchase. Any excess consideration transferred over the fair value of the net assets acquired is allocated on a relative fair value basis to the identifiable net assets (other than “non-qualifying” assets). 

	Contingent Consideration 
	Recognize at its acquisition-date fair value as part of the consideration transferred 
	Generally recognize when the contingency is resolved (i.e., when the contingent consideration is paid or becomes payable) 



26 [bookmark: _Exit_or_Disposal]Exit or Disposal Cost, including Restructuring Cost
Where the sale or termination of an operation is considered probable, the Dir, TA should be consulted to determine the appropriate accounting.  Identifying and calculating the cost to exit these operations requires certain assumptions to be made, the most significant of which are anticipated future liabilities. Significant judgment is required, and these estimates and assumptions may change as additional information becomes available and facts or circumstances change. Restructuring costs are recorded at estimated fair value. Key assumptions in determining the restructuring costs include negotiated terms and payments to terminate certain contractual obligations.

An exit activity includes but is not limited to a restructuring, such as the sale or termination of a line of business, the closure of business activities in a particular location, the relocation of business activities from one location to another, changes in management structure, and a fundamental reorganization that affects the nature and focus of operations.  Commitment to a plan of disposal, by itself, is not sufficient to recognize a liability because it merely reflects an intended future action not a present obligation.  An obligation becomes a present obligation when there is little or no discretion to avoid the future obligation.  Exit and disposal costs include, but are not limited to, the following: 
· Involuntary employee termination benefits pursuant to a one-time benefit arrangement that, in substance, is not an ongoing benefit arrangement or an individual deferred compensation contract. 
· Costs to terminate a contract that is not a lease. 
· Other associated costs, including costs to consolidate or close facilities and relocate employees. 

A liability for a cost associated with an exit or disposal activity shall be measured only initially at its fair value in the period in which the liability is incurred, except for a liability for one-time termination benefits that is incurred over time, utilizing the most appropriate valuation technique. Where the effect of the time value of money is material (i.e., for periods longer than 1 year), the amount recognized should be the present value of the expenditure expected to settle the obligation.  Contact the Dir, TA to obtain and discuss the appropriate rate.  Include the accretion expense in the income statement line item originally used to record the expense associated with the exit or disposal activity.

A one-time termination benefit arrangement is deemed to exist at the date the plan of termination meets certain criteria (contact the Dir, TA for details) and has been communicated to employees (the communication date). Further, the timing and amount of liability recognition is dependent on whether employees are required to render future service in order to receive the termination benefits. If employees are required to render service until they are terminated the liability (expense) should be recognized ratably over the future service period, even if the benefit formula used to calculate the termination benefit is based on past service. Benefits provided under a one-time benefit arrangement include, but are not limited to, severance payments, outplacement job training, counseling, and other services.

Contract termination costs include costs to terminate a contract before the end of its term and costs that will continue to be incurred under the contract for the remaining term without economic benefit to the entity. Liabilities for these costs are to be recognized and measured at fair value when the contract is terminated or Bioventus ceases to use the rights conveyed under the contract (Cease-use Date).  

Other associated costs to consolidate or close a facility should be recognized and measured at fair value in the period in which the liability is incurred which is generally upon receipt of the goods or services.  Other costs associated with an exit or disposal activity may include moving costs, security costs for a closed facility and employee relocation costs. Possible goods or services received in connection with such other costs could include consulting services, relocation services or new computer software.

The gain or loss associated with a disposal activity will be disaggregated on the consolidated statements of operations as its own caption if material. The item will be disclosed as a component of operating income/loss.

Seller contingent consideration- for a business sold by the Company in a transaction that includes contingent consideration, the Company has made an accounting policy election to record the contingent consideration portion of the arrangement when the consideration is determined to be realizable (i.e., accounted for as a gain contingency under ASC 450). That is, the contingent consideration will be recognized after the contingency is resolved and should be classified as ‘other Income”. 

27 [bookmark: _Discontinued_Operations][bookmark: _Toc217460899][bookmark: _Toc308509440]Discontinued Operations
Discontinued operations can only arise in exceptional circumstances.  No component of the Company shall be treated as a discontinued operation without the prior approval of the CFO, and evaluated in an accounting memo prepared by Dir, TA.. A component is defined as comprising of operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the Company. A component may be a reportable segment or an operating segment, a reporting unit, a subsidiary, or an asset group. The disposal of a component of an entity or group of components of an entity should be reported in discontinued operations if the disposal represents a strategic shift that has (or will have) a major effect on an entity’s operations and financial results when any of the following occurs.

28 [bookmark: _Interest_Expense]Interest Expense
Interest expense includes interest charged on items falling within the definition of debt which includes bank or other borrowings and finance leases as well as other sources.  Following are possible types of interest at Bioventus:
· Debt, including unused commitment fee charges (G/L account 700100)
· Finance leases (G/L account 700104)
· Deferred loan fees and discount amortization (G/L account 700101)
· Change in the fair value of interest rate swaps (G/L account 700100)
· Change in the fair value of EPR liability (G/L account 700102)

Interest on overdue operating account items and bank charges should be expensed to G/L account 630080.

29 [bookmark: _Income_Tax][bookmark: _Toc308509458]Income Tax
Bioventus Inc. is the sole managing member of BV LLC, which is treated as a partnership for U.S. federal and most applicable state and local income tax purposes. As a partnership, BV LLC is not subject to U.S. federal and certain state and local income taxes. Any taxable income or loss generated by BV LLC is passed through to and included in the taxable income or loss of its members, including the Company, on a pro rata basis. Bioventus Inc. is subject to U.S. federal income taxes, in addition to state and local income taxes with respect to its allocable share of any taxable income of BV LLC. The Company has other U.S. and foreign corporate subsidiaries that are also subject to tax.

Quarterly, an estimated tax payment workbook is prepared and reviewed by third party accountants and until the cash is paid, a tax distribution liability (G/L account 216417) is maintained for the amount due to the partners with the offset to equity (G/L account 333998).  All cash payments even if they are over the required distributions result in an offset to equity.

The income tax provision for interim periods is determined using an estimate of the Company's annual effective tax rate, adjusted for discrete items, if any, that arise during the period. Each quarter, the Company updates its estimate of its annual effective tax rate, and if the estimated annual effective tax rate changes, the Company makes a cumulative adjustment in such period. The quarterly tax provision, and estimate of the Company's annual effective tax rate, are subject to variation due to several factors, including variability in pre-tax income (or loss), the mix of jurisdictions to which such income relates, changes in how the Company conducts business, and tax law developments. The Company does not adjust its deferred tax asset/liability balance during interim periods.

For purposes of the yearend tax provision, the Company will determine its actual worldwide effective tax rate to be applied to pre-tax book income. Items impacting the tax rate, such as the non-controlling interest, non-deductible stock compensation and any credits will be computed at that time. Income tax expense includes U.S. federal, state, local and international income taxes and is recorded in G/L account 750020. In addition, the income tax receivable/payable accounts will be analyzed and appropriately adjusted based on the estimate of full year cash taxes to be paid. 

Certain items of income and expense are not reported in income tax returns and financial statements in the same year. The income tax effects of these differences are to be reported as deferred income taxes. The deferrals are all classified as non-current assets or liabilities (G/L accounts 194500 or 218050).  Only deferred assets and liabilities for the same tax jurisdiction may be netted.  Changes in deferred tax assets and liabilities are recorded as deferred tax expense (G/L account 750030) in the statement of operations.

Valuation allowances are provided to reduce the related deferred income tax assets to an amount which will, more likely than not, be realized (based on the technical merits, that the position will be sustained upon examination including the resolution of the related appeals or litigation processes). The term more likely than not means a likelihood of more than 50%. The Company assesses the need for an adjustment to the valuation allowance on a quarterly basis. The assessment is based on estimates of future sources of taxable income for the jurisdictions in which the Company operates and the periods over which deferred tax assets will be realizable. In the event the Company determines that it will be able to realize all or part of its net deferred tax assets in the future, all or part of the valuation allowance will be reversed in the period in which the Company makes such determination. The release of all or part of the valuation allowance against deferred tax assets may cause greater volatility in the effective tax rate in the periods in which it is reversed.

The Company recognizes a tax benefit from any uncertain tax positions only if they are more likely than not to be sustained upon examination based on the technical merits of the position. The amount of the accrual for which an exposure exists is measured as the largest amount of benefit determined on a cumulative probability basis that the Company believes is more likely than not to be realized upon ultimate settlement of the position. Components of the reserve are classified as either a current or long-term liability based on when the Company expects each of the items to be settled. Interest and penalties related to unrecognized tax benefits are recognized as a component of income tax expense.

We consider the earnings of certain non-U.S. subsidiaries to be indefinitely invested outside the United States on the basis of estimates that future domestic cash generation will be sufficient to meet future domestic cash needs and our specific plans for reinvestment of those subsidiary earnings. We have not recorded a deferred tax liability related to the U.S. federal and state income taxes and foreign withholding taxes on any undistributed earnings of foreign subsidiaries indefinitely invested outside the United States. If we decide to repatriate the foreign earnings, we would need to adjust our income tax provision in the period we determined that the earnings will no longer be indefinitely invested outside the United States.

Tax Receivable Agreement - On February 16, 2021, the Company entered into a tax receivable agreement (TRA) with the Continuing LLC Owner that provides for the payment by the Company to the Continuing LLC Owner of 85% of the amount of tax benefits, if any, that the Company actually realizes as a result of (i) increases in the tax basis of assets of BV LLC resulting from any redemptions or exchanges of LLC Interests or any prior sales of interests in BV LLC and (ii) certain other tax benefits related to our making payments under the TRA.

The Company expects to obtain an increase in the share of the tax basis of the assets of BV LLC when LLC Interests are redeemed or exchanged by the Continuing LLC Owner and other qualifying transactions. This increase in tax basis may have the effect of reducing the amounts that the Company would otherwise pay in the future to various tax authorities. The increase in tax basis may also decrease gains (or increase losses) on future dispositions of certain capital assets to the extent tax basis is allocated to those capital assets.

The Company will maintain a full valuation allowance against deferred tax assets related to the tax attributes generated as a result of redemptions of LLC Interests or exchanges described above until it is determined that the benefits are more-likely-than-not to be realized. 

30 [bookmark: _Other_Comprehensive_Income]Other Comprehensive Income (Loss)
Other comprehensive income (OCI) refers to gains and losses that are recorded as an element of equity (G/L account 333999) and are excluded from the statement of operations. The Company’s OCI has historically consisted of foreign currency translation adjustments from those subsidiaries where functional currency is not U.S. dollars as well as the German defined benefit plan adjustments 

31 [bookmark: _Derivatives][bookmark: _Toc308509459]Derivatives
From time to time, the Company may enter into financial instruments in order to hedge a particular risk.  These instruments are not to be used without prior approval of the CFO.  These instruments are likely to include currency and interest rate options, swaps, etc.  A derivative as a financial instrument or other contract with all of the following characteristics:
· The contract contains an underlying variable, such as an interest rate index, foreign exchange rate, or other variable (including the occurrence or nonoccurrence of a specified event, such as a scheduled contractual payment). The contract also contains a notional amount or a payment provision, or both, such as a fixed number of currency or other units specified in the contract. The underlying and the notional amount determine the amount of settlement, and in some cases, whether or not a settlement is required.
· The contract requires no initial net investment, or it is smaller than would be required for other types of contracts that would be expected to have a similar response to changes in market factors. 
· The contract requires or permits net settlement.

[bookmark: a-p-topic-815-10-25-subsect-01-113951__d][bookmark: p25-2]All derivative instruments shall be carried at fair value as either assets or liabilities depending on the rights or obligations under the contracts. If the derivative instrument is designated as effectively hedged, the gain or loss is recorded in accumulated OCI (AOCI). If not effectively hedged, the gain or loss is recorded in the statement of operations.
· Derivatives may be “embedded” within commercial contracts.  All contracts which may contain embedded derivatives require authorization by the CFO. 
· The accounting for embedded derivatives may be complex and to ensure all contracts are acceptable prior to signature all contracts are to be reviewed by an appropriate manager (familiar with the basic principles of U.S. GAAP) before signature.  Contracts which contain “embedded derivatives” should be avoided where commercially possible.
· Embedded derivatives are derivatives within contracts that are not a derivative but contain an element which behaves in the same fashion as a commercially available derivative.  Embedded derivatives must be bifurcated (separated) from the host instrument and accounted for as derivatives when the economic characteristics and risks are not “clearly and closely” related to the economic characteristics and risks of the host contract. 
· The clearly and closely related evaluation generally refers to a comparison of the nature of the underlying in the embedded derivative to the host instrument. The underlying, which causes the value of the derivative to fluctuate, must be related to the inherent economic nature of the host instrument.
· An example of an embedded derivative is a debt instrument that has interest payments that fluctuate with the changes in LIBOR or the Standard and Poor’s (S&P) 500 index. The underlying is LIBOR or the S&P 500 index.  Changes in LIBOR are closely related to the interest rate-based economic characteristics of debt and would not have to be bifurcated.  The S&P 500 index is not clearly and closely related to the interest rate-based economic characteristics of debt and as a result would be bifurcated.
· If there is any doubt as to whether a contract contains an embedded derivative, the details should be referred to the Dir, TA for evaluation.

32 [bookmark: _Management_Charges][bookmark: _Toc308509461]Management Charges
Costs of corporate headquarters are recovered from the International segment through a management charge.  Other monthly charges may include payroll and other cost items as incurred. Other cross charges such as royalties, changes in transfer pricing, etc., should not be made without specific approval of the CAO, CFO and Dir, Tax.

33 [bookmark: _Toc233530061][bookmark: _Foreign_Currency][bookmark: _Toc308509465]Foreign Currency 
The assets, liabilities, and operations of a foreign entity shall be measured using the functional currency of that entity. An entity’s functional currency is the currency of the primary economic environment in which the entity operates, primarily generates and expends cash.  The functional currency of an intermediate holding company is most often the same functional currency as its parent. In a scenario where a company is not functioning in any role in which its parent itself could not function, it is considered to be an extension of the U.S. parent’s operations and the functional currency would be the same as that of its parent.  If an entity’s books of record are not maintained in its functional currency, remeasurement into the functional currency is required before translation into the reporting currency.

Monetary assets and liabilities should be remeasured each reporting period because they represent changes in the amount of the functional currency cash flows necessary to settle the transaction.  The gains (losses) recognized in the statement of operations as unrealized gains (losses) (G/L account 700420).  When the transaction is settled with a cash transaction, the difference between the original receivable/payable at the date of the original transaction and the revised receivable/payable at the date of settlement results in a realized gain/loss on the income statement. Accounting guidance defines monetary assets as money or claim to receive a sum of money the amount of which is fixed or determinable without reference to future prices of specific goods or services.

Transaction gains (losses) are generally recognized in the statement of operations as realized gains/losses (G/L account 700400) in the period in which the transaction is settled.   Translation is the process used for reporting the financial results of a foreign subsidiary in the parent entity’s consolidated financial statements when the functional currency is different from the parent’s.  Translation adjustments resulting from translating the entity’s financial statements into the reporting currency are reported in AOCI.  All elements of financial statements shall be translated by using a current exchange rate as follows:
· For assets and liabilities, the exchange rate at the balance sheet date shall be used.
· For revenues, expenses, gains, and losses, the exchange rate at the dates on which those elements are recognized shall be used.

Capital accounts in equity such as common stock or paid-in capital should be translated at historical rates. This is necessary to accomplish the elimination of the parent’s investment and the subsidiary’s capital accounts when consolidating. Capital transactions such as dividends and investments should be translated at exchange rates on the date they are recognized by both the parent and subsidiary, which presumably would be the same date. Retained earnings represents accumulated net income (loss) and is translated as an accumulation of historic (daily rate) exchange rate for each transaction for the period.  

Although the financial statements should not be adjusted for a rate change that occurs after the report date, significant effects on unsettled foreign currency transactions of a rate change should be disclosed.
[bookmark: _Toc217460912]
34 [bookmark: _Earnings_(Loss)_Per]Earnings (Loss) Per Share
Basic earnings (loss) per common unit is determined by dividing the net income (loss) available to common stockholders by the weighted average number of shares of Class A common stock outstanding during the periods presented. Diluted earnings (loss) per share is computed by dividing the net income (loss) available to common stockholders by the weighted average number of Class A common stock  outstanding and, when dilutive, the weighted average share equivalents that would arise from the assumed conversion of convertible instruments. The assumed conversion is calculated using an “if converted” basis for the Class B shares and a “treasury stock” method for other stock awards outstanding (options, restricted stock units, etc). 

35 [bookmark: _Recently_Issued_Accounting]Recently Issued Accounting Standards
Recently issued accounting standards by the FASB should be reviewed and understood by the technical accounting team to determine the expected impact of adopting the new standard. Documentation of this review should be maintained and discussed with management. 
Both quantitative and qualitative information about the expected impact of adoption should also be considered and disclosed as required by SAB 74.  
If the implementation of a new standard or policy is complex, a project implementation team led by the technical accounting team should be formed to study the standard or policy and develop a plan of implementation. The plan should include the following:  
· The project team responsible for the implementation should read and understand the new standard, assess what is needed to respond to the project or implement the new standard or policy, and assess the implications of the project, standard, or policy to the Company.  
· A summary of the project, standard, or policy and its effect on the Company should be developed and communicated to various levels of management and affected areas, such as the financial reporting and general ledger accounting teams. 
· A technical accounting memo should be written about the implementation of the standard or policy, and corroborated with the company’s external auditors, along with any required supporting documentation.
· Education and/or training sessions should be held with various departments and levels of management to educate and inform about the effects of any project, standard, or policy, both before and after implementation.
· Working with the financial reporting and general ledger teams, technical accounting should advise in developing implementation journal entries, related disclosures, and the continuous on-going accounting process. These journal entries, disclosures, and process should generally be corroborated with the company’s external auditors prior to implementation.
36 [bookmark: _Quantifying_Errors_and]Quantifying Errors and Determining Materiality
[bookmark: d3e30361-122693__SL6369724-122693]FASB has stated the essence of the concept of materiality as follows: The omission or misstatement of an item in a financial report is material if, in the light of surrounding circumstances, the magnitude of the item is such that it is probable that the judgment of a reasonable person relying upon the report would have been changed or influenced by the inclusion or correction of the item. 

The Company follows both SEC Staff Accounting Bulletin No. 99 (SAB 99), Materiality, as well as SEC Staff Accounting Bulletin No. 108 (SAB 108), Considering the Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements:

SAB 99 provides guidance in applying materiality thresholds in the preparation of financial statements.  As the preparation of financial statements is the responsibility of management, it is management's responsibility to evaluate the effects of misstatements on reported amounts and disclosures.  The evaluation must consider both quantitative and qualitative factors in determining whether prior period financial statements require restatement.  

Qualitative factors to be considered include: 
· Whether the misstatement arises from an item capable of precise measurement or whether it arises from an estimate and, if so, the degree of imprecision inherent in the estimate.
· Whether the misstatement masks a change in earnings or other trends.
· Whether the misstatement hides a failure to meet analysts' consensus expectations for the enterprise.
· Whether the misstatement changes a loss into income or vice versa. 
· Whether the misstatement concerns a segment or other portion of the registrant's business that has been identified as playing a significant role in the registrant's operations or profitability.
· Whether the misstatement affects the registrant's compliance with regulatory requirements.
· Whether the misstatement affects the registrant's compliance with loan covenants or other contractual requirements.
· Whether the misstatement has the effect of increasing management's compensation - for example, by satisfying requirements for the award of bonuses or other forms of incentive compensation.
· Whether the misstatement involves concealment of an unlawful transaction.
SAB 108 provides guidance to consider when quantifying errors. Errors should be evaluated under both the “rollover’ method (quantifying a misstatement based on an error’s impact to the current year income statement) and the “iron curtain” method (quantifying a misstatement based on the effects of the error’s impact to the current year balance sheet).  Additionally, the Company must quantify the impact of correcting misstatements, including both the carryover and reversing effects of prior year misstatements, on the current year financial statements and disclosures. 

This evaluation should be documented by the Dir, TA and approved by the CFO.

37 [bookmark: _Unusual_Transactions]Unusual Transactions
Proper accounting treatment for any transaction that falls outside the Company’s normal course of business must be addressed by the Company’s technical accounting team, to ensure accuracy and to address whether there are related disclosure requirements.  For such transactions deemed by management to be significant, the technical accounting team will prepare a memo, to be reviewed and approved by the VP Accounting, CAO and/or CFO, to include the business rationale of such transactions and related accounting treatment.  This memo will serve as audit support to mitigate any potential concerns for transactions that fall outside the Company’s normal course of business, or otherwise appear unusual due to their timing, size, or nature. 

38 [bookmark: _Gains_and_Losses][bookmark: _Policy_and_Procedure][bookmark: _Grants_and_Donations]Grants and Donations
For grants and donations paid by the Company to charitable organizations, healthcare organizations, professional societies or similar organizations for charitable, educational or research purposes and such activities must be approved through the Company’s Grants Committee. 

Contributions made (or promises to pay) that are unconditional result in immediate expense recognition. Contributions that are conditional generally result in deferred expense recognition.  An agreement that contains both of the following is a conditional contribution: (1) a barrier or hurdle that the recipient must overcome to be entitled, and (2) releases the Company from its obligation to transfer resources (or if assets are involved, right to demand their return) if the barrier or hurdle is not achieved.  As a policy, the Company does not make contributions conditional. See further discussion below.

As required under the Company’s Grants and Donations Policy, all grants and donations are provided with charitable or humanitarian intent, and therefore, must always be made without any material benefit received by the Company in return for that support. Such contributions should be expensed to the grants or donations-Non HCP expense account, as appropriate at the earlier of when incurred (when paid) or when the unconditional promise to give cash is made (e.g., when the grant or donation is awarded by the Company to the recipient organization or entity)

For government grants received by the Company (e.g., monies received from the US Coronavirus Aid, Relief and Economic Security Acct (“CARES Act”), the Company applies the guidance in IAS 20 to account such grants and other similar government assistance as there is no specific US GAAP for businesses that receive grants. Under IAS 20, government grants are recognized when there is reasonable assurance (i.e., probable, or likely to occur) that the grant will be received and the Company will comply with any conditions attached to the grant.  

Once the recognition threshold is met, the government grant is recognized in the income statement on a “systematic basis over the periods in which the entity recognizes as expenses the related costs for which the grants are intended to compensate.”  For example, grants and subsidies intended to reimburse expenses incurred or to supplement sales proceeds are credited in the period in which the expenses or sales are recorded. To meet this objective, IAS 20 provides guidance on two broad classes or types of government grants: 
· Grants related to long-lived assets (capital grants) 
· Grants related to income (income grants). 

A capital grant is a grant with conditions tied to the acquisition or construction of long-lived assets (e.g., grant provided to construct temporary medical facilities). The Company has not historically received capital grants. A capital grant should be initially recorded as deferred revenue and subsequently recognized in the income statement over the useful life of the depreciable asset it is associated with (e.g., as an offset against depreciation expense). An income grant is a grant that is not related to a long-lived asset, and is recognized in the income statement beginning in the period that the recognition criteria are met. The Company records income grants in “other income”.
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APPROVAL LIMITS - Inventory write-off and write-on 

Level Required

Manager Up to 5,000 $                          

Director Up to 50,000 $                        

Vice President Up to 250,000 $                     

Sr Vice President or Chief Accounting Officer, 

or Vice President Accounting/Finance Up to 1,000,000 $                  

Chief Financial Officer Up to 5,000,000 $                  

Chief Executive Officer Up to 10,000,000 $                

Board of Managers Over 10,000,000 $                

**Finance  Over  10,000 $                  

** Finance is required to review all inventory adjustments greater than $10,000

Approval Limits
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