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Bioventus Global Allowance for Expected Credit Loss Policy

1.0 Purpose:

The Company’s consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of America (US GAAP) and regulations of the United States Securities and Exchange Commission (SEC). Accordingly, the Company applies the credit loss guidance contained in ASC 326-20, Financial Instruments – Credit Losses- Measured at Amortized Cost to estimate current expected credit losses on financial assets carried at amortized cost (“CECL”). 

Refer to Bioventus Global Accounting Policies Manual on Bionet for guidance on all other accounting policies that govern and support the business practices, operations and transactions of Bioventus LLC and its subsidiaries

2.0 Scope and Background:

The scope of CECL is broad and applies to financial assets and net investment in leases that are not accounted for at fair value through net income. That is, it effects nearly any financial asset measured at amortized cost, including:
· Financing receivables (loans)
· Held-to-maturity debt securities
· Accounts receivable and contract assets that result from revenue transactions or other income
· Loans to officers and employees

Other instruments within its scope include: net investments in leases recognized by a lessor, off-balance sheet credit exposures, and reinsurance receivables. 

The Company’s financial assets subject to CECL are generally limited to accounts receivable and contracts assets that result from revenue transactions and other income, as it generally does not hold other instruments as listed above. Accordingly, while this policy applies to all financial assets within the scope of CECL, it is focused mainly on estimating expected credit losses for the Company’s accounts receivable and contract assets. 

Bioventus provides credit to its customers in the normal course of its business.  Accounts receivable are amounts due from customers recorded at net realizable value for product sold in the ordinary course of business without adjustment for any significant financing as the customer invoice is generally paid within 90 days. Bioventus also does not require collateral or other securities to support customer receivables. See Bioventus Global Revenue Recognition Policy for further guidance.
 
3.0 Estimating the Allowance for Expected Credit Losses

The Company maintains an allowance for credit losses for its accounts receivable and contract assets. An aging method is used to estimate the allowance, where the receivables are pooled based on the levels of delinquency (e.g., current, 1- 30 days past due, 31-60 days past due, 61-90 days past due, etc.) and applying historical loss rates, adjusted for current conditions and reasonable and supportable forecasts, to each pool. The estimate covers the receivable’s entire contractual term from the date of initial recognition of the receivable (i.e., credit losses are estimated for receivables that are current as well as delinquent balances). 

The adequacy of the allowance is reassessed at each reporting period and the period-to period change in the allowance is recorded as either an increase in or reversal of credit loss expense in the current period income statement. 

The process steps for estimating the allowance include: 
a. Pooling receivables with similar risk characteristics
b. Updating historical loss rate data – update at least quarterly the 12-month roll rate analysis that is maintained by customer pool and used to calculate the historical loss rates.
c. Adjusting historical loss rates for asset-specific risk characteristics - consider whether historical loss rates calculated in the 12-month roll rate analysis need to be adjusted for differences between the assets existing at the current period and assets including in the historical loss information being used (e.g., change in receivable  contractual terms, portfolio mix, or credit lending practices).
d. Adjusting historical loss rates for current conditions – consider whether the historical loss rates should be adjusted for external economic factors at the reporting date that did not exist during the period the historical loss date being used (i.e., are the current economic conditions stronger or weaker than the historical data implies).
e. Adjusting for reasonable and supportable forecasts – consider whether the historical loss rates should be adjusted for external economic factors that are expected to be different in future periods and are not already reflected in the historical loss information being used. However, revert to historical loss rates for future periods beyond those that can be reasonably forecast. 
f. Applying revised loss rates to the accounts receivable balance to calculate the allowance.

Pooling receivables:  

Accounts receivable that share similar risk characteristics (e.g., risk rating, type, size, term, geographical location, etc.) should be evaluated on a collective (pool) basis. In establishing the pools consideration should be given to customer credit scores and risk ratings, financial asset type, size and age of customer delinquency, geographic location, customer historical loss patterns and other supportable forecasts. The Company uses a combination of risk characteristics to pools its receivables, which is generally by geography market (US and International) and then by product and customer or payer type within those markets. This pooling is predominantly driven by historical loss patterns within those markets. 

Accounts receivable that do not have similar risk characteristics should be removed from the pool and evaluated individually (i.e., individual customers, aka “specific reserves”). Those specific reserves are typically due to a deterioration in credit quality, such as the customer has filed for bankruptcy or experiencing cash flow difficulties (i.e., slipping payment experience). 

Adjustments for reasonable and supportable forecasts:

Due to the short-term nature of most of the Company receivables (generally paid within 90 days), changes to economic condition are generally not expected to have a material effect on its allowance for credit losses unless the changes are significant (e.g., severe downturn in the economy).  Certain economic changes and business drivers that such could have an impact depending on the severity should be reviewed and documented as to how this information was considered as part of the allowance for credit losses calculation. Examples of economic and business drivers to consider should include: health care regulation changes, general insurance coverage changes, financial stability of foreign governments and significant and widespread unemployment rates.




Remote risk of credit loss: 

An allowance for credit losses should be recognized even when the risk of loss is considered remote. The reason being is that even when a highly rated customer defaults, a loss will generally occur. However, for customer receivable pools where the historical loss rate and short-term contract life of the receivables indicate that the estimated expected credit loss would be nominal for that pool individually and collectively with other customer pools with similar conditions, recording an allowance may not be necessary. 

For receivables in which non-payment is expected to be zero even if the borrower defaults no allowance would be required under the zero loss expectation exception. This exception is limited to securities issue by or guaranteed by a government entity, or financial assets secured by collateral provided by the borrower, and since the Company has not historically held those types of financial assets, applying this exception would be rare. Technical Accounting should be consulted when this exception is being considered. 

Credit Risk vs. Variable Consideration:

The Company maintains reserves for estimating variable consideration included in its customer contracts. Common types of variable consideration include: discounts, rebates, returns, price concessions (pertains mostly to our Exogen patient owned balances), payers’ contractual allowances, distributor chargebacks and third-party payer settlements (applies to US Exogen reimbursement orders, only). The amount of variable consideration should be estimated and the reserve adjusted (with offset to revenue), prior to estimating the allowance for credit losses. Refer to the Bioventus Global Revenue Recognition Policy for further information.
 
US Exogen patient receivables: 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. As such, 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 is 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 are 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). In those circumstances, the adjustment (write-off) is recorded to bad debt expense. The Company does not record an allowance for credit losses in addition to the reserve for implicit price concessions since this pool of receivables has historically not been significant.  

4.0 Write-offs and Recoveries

A write-off should be recorded to the allowance account by debiting (decreasing) the allowance account when all or a portion of the receivable balance is no longer deemed collectable, which is generally when all efforts to collect have been exhausted. Factors considered when assessing whether the receivable is deemed uncollectible include: 
· the customer is insolvency or has filed for bankruptcy 
· receivable balance is 12 months or more past due with no response from the customer and after multiple contact attempts
· the customer has indicated no intention to pay  

See Bioventus Global Customer Credit Policy for additional details on write-off procedures and approval thresholds.

Recoveries of amounts previously written-off should be recorded to the allowance account by crediting (increasing) the allowance account. Recoveries should also be included in the historical credit loss data used to determine expected credit losses.
5.0 Presentation

The allowance for credit losses is a valuation account that is deducted from the asset’s amortized cost (i.e., accounts receivable, net of the allowance). The amount necessary to adjust the allowance for the current estimate of expected credit losses is reported in the income statement as credit loss expense (SG&A expense line). 
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