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DEAR FELLOW SHARE OWNERS

For fiscal year 2017 our commitment has been to “Deliver
Results”. Our winning aspiration is “We Build Success”.
Fiscal 2017 was again an excellent year marked by many
milestones. Our 3,000 employees have tirelessly worked

on developing new and innovative products along with
implementing many process improvements aimed at serving
our customers better, faster and at a lower cost. | am very
proud of the teamwork and milestones reached during 2017:

1. Introduced 20 new products during fiscal year
2017. | noted in previous years that we are
“hitting the gas pedal” on investments in new
products, and that continued throughout 2017.

2. Increased sales of new products 23.2% over the
prior year. This is a key measure, and reflects our
commitment to continue investing in the development
of products that create a more effective working
environment for our customers. These new
products generally carry an improved margin
over our legacy products.

3. Improved operating income to 8.2% of Net
Sales, reaching our intermediate goal of 8%.
This is the best in almost two decades.

4. Reached a level of Return On Capital in
fiscal year 2017 that puts us higher than
any of our public competitors.

5. Generated strong operating cash flow of $64.8
million, a 31% increase over fiscal year 2016.

6. Completed the sale of our Post Falls, Idaho
facility, culminating the post-spin restructuring
of our manufacturing footprint. This single effort
is resulting in $5 million per year in cost savings.

In addition to these fiscal year 2017 milestones, we also were
honored to have several new products recognized for innovative
design. Our Kimball Theo lounge chair captured a highly
acclaimed #MetropolisLikes Award in New York City during
NYCXDESIGN in May. Metropolis Magazine editors select
design-savvy products from a city wide design fest as part of its
biannual award program. And KORE by Kimball was named a
Good Design Award Winner by the Chicago Athenaeum Museum
of Architecture and Design in cooperation with the European
Centre for Architecture, Art, Design and Urban Studies
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as one of the most innovative and cutting-edge industrial,
product, and graphic designs produced around the world.

This same product was also a winner of an EDspaces Innovation
Award in the furniture category. This annual competition,
sponsored by the International Interior Design Association,
recognizes excellence in design for learning environments.

Our National brand was recognized for three products with a
Seal of Endorsement from the Global Educator Institute, placing
them among the top teaching products available today. The
Essay seating collection, Fold flip/nest table, and Whimsy
impromptu seating all received this endorsement based on
real-world testing in classrooms in five school systems, in the
categories of: Educational Impact, Effectiveness, Design, Durability,
Functionality and Value. Additionally, National’s Farrah seating
won the prestigious Interiors and Sources Magazine Readers’
Choice Award in the “Best Furniture” category. Interiors and
Sources Magazine annually conducts this contest highlighting

the latest and most innovative products in categories ranging
from carpet and wall coverings to furniture and textiles.

And with respect to branding, both National and Kimball were
named as one of the top recognized brands within seven
categories of Contract Magazine’s 2016 Brand Report.

While the Hospitality industry does not lend itself to product
awards and recognitions due to its highly custom nature, it is very
satisfying for our team to know that we had record sales in fiscal
year 2017 of products going

into the most recognized hotels “
in the US and worldwide.

of physical activity, nutrition and culture. And lastly, Kimball
International was recognized as a Great Place To Work® for
the third consecutive year, reflecting our efforts and focus on
providing an engaging and respectful work environment where
employees can be their best in serving our customers.

It is great to see our team being recognized in so many ways

for the tremendous efforts they put forth every day to help build
success for our customers, our employees, our suppliers and the
communities in which we operate. Equally satisfying is seeing
that the individual activities of our 3,000 employees is resulting in
greater share owner value. We see it in our benchmarking relative
to our peer group, the S&P 500 and Nasdag Composite Index.

We will continue to take the fundamental actions and
focus that positions Kimball International to deliver long-
term success and share owner value. Thank you for your
belief in our Company and for your continued support.

Botelhrite-

Bob Schneider
Chairman and CEO

Our employees have tirelessly worked

on developing new and innovative
products along with implementing

A key Guiding Principle of Kimball
International emphasizes that our
employees ARE the company, and at a lower cost.
and accordingly, it is important

to support our employees in

many ways, including health and wellness. In January, Kimball

o= International was recognized as a Gold Level

Recipient of the American Heart Association’s

Fit-Friendly Worksites Recognition Program.
This program recognizes companies that

promote a wellness culture and have

CERTIFIED

ok implemented at least nine criteria as outlined

by the American Heart Association in the areas

many process improvements aimed
at serving our customers better, faster



FINANCIAL HIGHLIGHTS

AMOUNTS IN THOUSANDS, EXCEPT FOR PER SHARE DATA 2017 2016 % CHANGE
Net sales $669,934 $635,102 5% ;31‘7E|:{$:-CSA?.L|S|SARKET
Operating Income — Non-GAAP ' 54,831 40,825 34%
Operating Income % of Sales — Non-GAAP ' 8.2% 6.4% 28%
Net Income — Non-GAAP ' 36,387 25,659 42%
Cash Flow from Operations 64,844 49,352 31%
Earnings Per Share (Diluted) — Non-GAAP ' 0.96 0.68 41%
Dividends Declared Per Share 0.24 0.22 9%

Market Price Per Share

High 18.94 12.99
Low 10.99 9.22
Close 16.69 11.38

H Finance H Healthcare
equivalents of these figures are reconciled in the tables below. . Education . Government

Il Commercial [l Hospitality

(1) Non-GAAP measurements exclude Restructuring. The unadjusted GAAP

RECONCILIATION FROM GAAP TO NON-GAAP

OPERATING

2017 OPERATING (HCOGEL) NET EARNINGS
INCOME OF SALES INCOME PER SHARE WHO WE ARE
Unadjusted GAAP Measurement $56,663 8.5% $37,506 $0.99 Kimball International, Inc. creates design
driven, innovative furnishings sold through
Subtract: Restructuring Gain 2 (1,832 -0.3% (1,119) (0.03) . ) )
our family of brands: Kimball, National, and
Adjusted Non-GAAP Measurement $54,831 8.2% $36,387 $0.96 Kimball Hospitality. Our diverse portfolio
offers solutions for the workplace, learning,
OPERATING CPIF G NET EARNINGS . o .
2016 INCOME lg:gr&"g INCOME PER SHARE healing, and hospitality environments.
Dedicated to our Guiding Principles,
Unadjusted GAAP Measurement $33,497 5.3% $21,156 $0.56 our Va|ues and mtegnty are evidenced
by public recognition as a highly trusted
Add: Restructuring Charges 2 7,328 1.1% 4,503 0.12 yP 9 gnly
company and an employer of choice.
Adjusted Non-GAAP Measurement $40,825 6.4% $25,659 $0.68 “We Build Success” by establishing

long-term relationships with customers,
(2) GAAP measurements are adjusted to exclude Restructuring to enable investors to meaningfully trend, employees, Suppliers, share owners and

analyze, and benchmark the performance of our core operations.
the communities in which we operate.

To learn more about Kimball
International, Inc. (NASDAQ: KBAL),
visit kimballinternational.com.
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PART |
Forward-Looking Statements

This document contains certain forward-looking statements as defined in the Private Securities Litigation Reform Act of 1995,
Section 27A of the SecuritiesAct of 1933, as amended (the “ Securities Act”) and Section 21E of the Securities Exchange Act of
1934, as amended (the “ Exchange Act”). These are statements made by management, using their best business judgment based
upon facts known at the time of the statements or reasonable estimates, about future results, plans, or future performance and
business of the Company. Such statementsinvolve risk and uncertainty, and their ultimate validity is affected by a number of
factors, both specific and general. They should not be construed as a guarantee that such results or events will, in fact, occur or
be realized as actua results may differ materially from those expressed in these forward-looking statements. The statements
may be identified by the use of words such as “believes,” “anticipates,” “expects,” “i plans,” “projects,” “estimates,”

intends,
“forecasts,” “seeks,” “likely,” “future,” “may,” “might,” “should,” “would,” “will,” and similar expressions. It isnot possible
to foresee or identify all factorsthat could cause actual results to differ from expected or historical results. We make no
commitment to update these factors or to revise any forward-looking statements for events or circumstances occurring after the
statement isissued, except as required in current and quarterly periodic reports filed with the Securities and Exchange
Commission (“SEC") or otherwise by law. These forward-looking statements are subject to risks and uncertainties including,
but not limited to, the outcome of a governmental review of our subcontractor reporting practices, adverse changes in global
economic conditions, increased global competition, significant reduction in customer order patterns, loss of key customers or
suppliers, financial stability of key customers and suppliers, relationships with strategic customers and product distributors,
availability or cost of raw materials and components, increased competitive pricing pressures reflecting excess industry
capacities, changesin the regulatory environment, or similar unforeseen events. Additional risks and uncertainties discussed in
Item 1A - Risk Factors of this report could also cause our results to differ materially from those expressed in forward-looking
statements. There may be other risks and uncertainties that we are unable to predict at thistime or that we currently do not
expect to have amaterial adverse effect on our business. Any such risks could cause our results to differ materially from those
expressed in forward-looking statements.

At any time when we make forward-looking statements, we desire to take advantage of the “ safe harbor” which is afforded
such statements under the Private Securities Litigation Reform Act of 1995 where factors could cause actual resultsto differ
materially from forward-looking statements.

Item 1 - Business

Asused herein, the terms “Company,” “Kimball International,” “we,” “us,” or “our” refer to Kimball International, Inc., the
Registrant, and its subsidiaries. Reference to ayear relates to afiscal year, ended June 30 of the year indicated, rather than a
calendar year unless the context indicates otherwise. Additionally, references to the first, second, third, and fourth quarters
refer to those respective quarters of the fiscal year indicated.

Overview

Kimball International was incorporated in Indianain 1939. Our corporate headquartersislocated at 1600 Royal Street, Jasper,
Indiana.

We create design driven, innovative furnishings sold through our family of brands: Kimball (formerly referred to as Kimball
Office), National (formerly referred to as National Office Furniture), and Kimball Hospitality. Our diverse portfolio offers
solutions for the workplace, learning, healing, and hospitality environments. Dedicated to our Guiding Principles, our values
and integrity are evidenced by public recognition as a highly trusted company and employer of choice. “We Build Success’ by
establishing long-term relationships with customers, employees, suppliers, share owners and the communities in which we
operate.

We have been in the furniture business since 1950. Our core markets include furniture sold under the Kimball, National, and
Kimball Hospitality brand names. Through each of these brands, we offer awide range of possibilities for creating functional
environments that convey just the right image for each unique setting, as furniture solutions are tailored to the end user’s needs
and demands. The workplace model is evolving to optimize human interaction, and Kimball and National provide furniture
solutions which create spaces where people can connect. Our rich wood heritage and craftsmanship remain, while new
products and mixed materials integrate our product portfolio, satisfying the marketplace's need for multifunctional, open
accommodations throughout all industries. Our furniture solutions are used in collaborative and open work space areas,
conference and meeting/huddle rooms, training rooms, private offices, learning areas, classrooms, lobby/reception areas, and
dining/café areas with avast mix of wood, metal, laminate, paint, fabric, solid surface, and plastic options. In addition, we
offer several products designed specifically for the healthcare market such as patient room and lounge seating and casegoods.
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In the hospitality industry, Kimball Hospitality works with designers to create furniture which extends the unique ambiance of a
property into guest rooms and public spaces by providing furniture solutions for hotel properties and mixed use developments.
Hospitality productsinclude, but are not limited to, headboards, tables, seating, vanities, casegoods, and products that are
enhanced with technology features with a broad mix of wood, metal, stone, laminate, finish, and fabric options.

Production currently occurs in Company-owned or leased facilities located in the United States. We also engage with third-
party manufacturers within the U.S. aswell asinternationally to produce select finished goods and accessories for our brands.
In the United States, we have manufacturing facilities and showrooms in nine states and the District of Columbia. Financial
information by geographic areafor each of the three years in the period ended June 30, 2017 isincluded in Note 15 -
Geographic Information of Notesto Consolidated Financial Statements and isincorporated herein by reference.

Recent Business Changes
Spin-Off of Kimball Electronics reported as Discontinued Operations

On October 31, 2014 (“ Distribution Date”), we completed the spin-off of our Electronic Manufacturing Services (“EMS”)
segment by distributing the related shares of Kimball Electronics, Inc. (“Kimball Electronics”), on a pro rata basis, to our Share
Owners of record as of October 22, 2014. After the Distribution Date, we no longer beneficially own any Kimball Electronics
shares and Kimball Electronicsis an independent publicly traded company. Kimball International, Inc. trades on the Nasdaq
Stock Market LLC (“Nasdag”) under the ticker symbol “KBAL” and Kimball Electronics, Inc. trades on Nasdaq under the
ticker symbol “KE”. See Note 2 - Spin-Off Transaction of Notesto Consolidated Financial Statements for more information on
the spin-off of our EMS segment.

On Octaber 30, 2014, holders of a sufficient number of shares of Class A common stock converted such shares into Class B
common stock such that the number of outstanding shares of Class A common stock was, after such conversions, less than 15%
of the total number of issued and outstanding shares of both Class A common stock and Class B common stock. Pursuant to our
Amended and Restated Articles of Incorporation, when the number of shares of Class A common stock issued and outstanding
was reduced to less than 15% of the total number of issued and outstanding shares of both Class A common stock and Class B
common stock, then all of the rights, preferences, limitations and restrictions relating to Class B common stock became the
same as the rights, preferences, limitations and restrictions of ClassA common stock, without any further action of or by our
Share Owners. In addition, all distinctions between Class A common stock and Class B common stock were eliminated so that
all shares of Class B common stock are equal to shares of ClassA common stock with respect to all matters, including without
limitation, dividend payments and voting rights. The elimination of such distinctions, which occurred on October 30, 2014, is
referred to as the “ stock unification.” As aresult of the stock unification, Class A common stock and Class B common stock
now vote as asingle class (except as otherwise required by applicable law) on all matters submitted to a vote of our Share
Owners. We deregistered our shares of ClassA common stock under the Exchange Act effective in September 2015.
Deregistration did not affect the rights of Share Owners who chose to continue to hold their Class A shares.

The disclosures within this Part | describe the continuing operations of Kimball International, Inc. after the spin-off.

Capacity Utilization Restructuring Plan

In November 2014, we announced a capacity utilization restructuring plan which included the consolidation of our metal
fabrication production from an operation located in Post Falls, 1daho, into existing production facilitiesin Indiana, and the
reduction of our Company plane fleet from two jets to one.

The transfer of work from our Idaho facility involved the start-up of metal fabrication capabilitiesin an existing Company-
owned facility, along with the transfer of certain assembly operations into two additional existing Company-owned facilities, all
located in southern Indiana. All production was transferred out of the Idaho facility as of March 2016, after which work
continued in the Indiana facilities to train employees, ramp up production and eliminate the inefficiencies associated with the
start-up of production in these facilities. The improvement of customer delivery, supply chain dynamics, and reduction of
transportation costs were expected to generate pre-tax annual savings of approximately $5 million, and we achieved savings of
approximately $4.7 million in fiscal year 2017 as savings began to ramp-up in our first quarter. In addition, during the first
quarter of fiscal year 2017, we sold our Post Falls, Idaho facility and land. See Note 4 - Property and Equipment of Notes to
Consolidated Financial Statements for more information on the sale of the Idaho facility.

The reduction of our plane fleet from two jets to one reduced our cost structure while aligning the plane fleet size with our
needs following the spin-off of Kimball Electronics on October 31, 2014. Previously, one of our jets was used primarily for the
successful strategy of transporting customersto visit our showrooms, offices, research and development center, and
manufacturing locations, while the remaining jet was used primarily for management travel. The plane used primarily for
management travel was sold in the third quarter of fiscal year 2015, and as a result, we began realizing the expected annual pre-
tax savings of $0.8 million. We believe that our location in rural Jasper, Indiana and the location of our manufacturing
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locationsin small towns away from major metropolitan areas necessitates the need for the remaining jet to efficiently transport
customers.

Other Recent Business Changes

Production within our existing facilities expanded in fiscal years 2015 and 2013 to manufacture select hospitality furniture
products domestically, improving our ability to meet customer requests for shorter lead times.

Seasonality

The impact of seasonality on our revenue includes lower salesin the third quarter of our fiscal year due to the buying season of
the government, lower sales to educational institutions during our second and third fiscal quarters, and lower sales of
hospitality furniture during times of high hotel occupancy such as the summer months.

Locations

As of June 30, 2017, our products were primarily produced at ten plants: seven located in Indiana, two in Kentucky, and onein
Virginia. In addition, select finished goods are purchased from domestic and foreign sources. As described above, our facility
in ldaho was sold in fiscal year 2017. We continually assess manufacturing capacity and adjust such capacity as necessary.

A facility in Indiana which housed an education center for dealer and employee training, a research and development center,
and a product showroom was sold near the end of fiscal year 2017. We are leasing a portion of the facility back until December
2017 to facilitate the transition of those functions to other existing Indianalocations. Furniture showrooms are maintained in
eight additional citiesin the United States. Office spaceisleased in Dongguan, Guangdong, Chinaand Ho Chi Minh City,
Vietnam to facilitate sourcing of select finished goods and components from the Asia Pacific Region.

Marketing Channels

Our furniture is marketed by sales representatives to end users, office furniture dealers, wholesalers, brokers, designers,
purchasing companies, and catalog houses throughout North America and on an international basis. Customers can access our
products globally through a variety of distribution channels.

We categorize our sales by the following vertical markets:

Commercial - The largest portion of our businessisin the commercial market. We are afull-facility provider offering products
for avariety of commercial applications including: office, collaborative and open plan, lobby-lounge, conferencing and
meeting/huddle, training, dining/café, learning, lobby and reception, and other public spaces.

Education - Whether K-12, higher education, vocational training or any other learning institution, we understand that furniture
for education needs to enhance learning and social environments. We offer flexible, collaborative, and technology-driven
furnishings designed to make students and faculty more productive and comfortable.

Finance - Banking and financial offices require affordable, functional, and stylish environments. Our versatile and flexible
furnishings offer sophisticated styles for reception areas, employee work spaces, executive offices, and boardrooms.

Government - We supply office furniture including desks, tables, seating, bookcases and filing and storage units for federal,
state, and local government offices, as well as other government related entities. We hold two Federal Supply Service contracts
with the General Services Administration (“GSA”) that are subject to government subcontract reporting requirements. We also
partner with multiple general purchasing organizations which assist public agencies such as state and local governments with
furniture purchases. The U.S. government, as well as state and local governments, can typically terminate or modify their
contracts with us either at their discretion or if we default by failing to perform under the terms of the applicable contract,
which could expose us to liability and impede our ability to compete in the future for contracts and orders. During fiscal year
2017, salesrelated to our GSA contracts were approximately 8.8% of our consolidated sales, with one contract accounting for
approximately 6.1% of our consolidated sales and the other contract accounting for approximately 2.7% of our consolidated
sales.

Healthcare - We are focused on better outcomes for patients, their families, the staff that heals them, and the environments
surrounding them by offering products to value-conscious healthcare customers, including hospitals, clinics, physician office
buildings, long-term care facilities, and assisted living facilities throughout the country.

Hospitality - We offer a compl ete package of product and service support to the hospitality industry. We partner with the most
recognized hotel brands to meet their specific requirements for properties throughout the world by working with a worldwide
manufacturing base to offer the best solution to fulfill the project.

A table showing our net sales by end market vertical isincluded in Part I1, Item 7 - Management’s Discussion and Analysis of
Financial Condition and Results of Operations.



Major Competitive Factors

Our products are sold in the contract furniture and hospitality furniture industries. These industries have similar major
competitive factors which include price in relation to quality and appearance, the utility of the product, supplier lead time,
reliability of on-time delivery, sustainability, and the ability to respond to requests for special and non-standard products. We
offer payment terms similar to industry standards and in unique circumstances may grant alternate payment terms.

Certain industries are more price sensitive than others, but all expect on-time, damage-free delivery. In addition to the many
options available on our standard furniture products, custom furniture is produced to customer specifications and shipping
timelines on a project basis.

Competitors

There are numerous furniture manufacturers competing within the marketplace, with a significant number of competitors
offering similar products.

Our competition includes furniture manufacturers such as Steelcase Inc., Herman Miller, Inc., Knall, Inc., HNI Corporation,
and severa other privately-owned furniture manufacturers.

Working Capital

We do not believe that we, or the industry in general, have any special practices or special conditions affecting working capital
items that are significant for understanding our furniture business. We do receive advance payments from customers on select
furniture projects primarily in the hospitality industry.

Raw Material Availability

Certain components used in the production of furniture are manufactured internally and are generally readily available, asare
other raw materials used in the production of wood and non-wood furniture. Certain fabricated seating components, wood
frame assemblies as well as finished furniture products, electrical components, stone, fabrics, and fabricated metal components,
which are generally readily available, are sourced on aglobal scale in an effort to provide quality products at the lowest total
Ccost.

Order Backlog

The aggregate sales price of products pursuant to open orders, which may be canceled by the customer, was as follows:

June 30, June 30,
(Amounts in Millions) 2017 2016

Order Backlog . . ..ot $ 1316 $ 129.9

The open orders as of June 30, 2017 are expected to be filled within the next fiscal year. Open orders may not be indicative of
future sales trends.

Research and Development

Research and development activities include the development of manufacturing processes, engineering and testing procedures,
major process and technology improvements, new product development and product redesign, and information technology
initiatives.

Research and devel opment costs were approximately:

Year Ended June 30

(Amounts in Millions) 2017 2016 2015

Research and Development Costs of Continuing Operations. . ..........ccoveeeeeneen.... $7 $6 $7

Intellectual Property

In connection with our business operations, we hold both trademarks and patents in various countries and continuously have
additional pending trademarks and patents. The intellectual property which we believe to be the most significant to the
Company includes: Kimball, National, Fringe, Waveworks, Xsite, Narrate, Pairings, and Dock, which are al registered
trademarks. Our patents expire at various times depending on the patent’s date of issuance.
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Environment and Energy Matters

Our operations are subject to various federal, state, local, and foreign laws and regul ations with respect to environmental
matters. We believe that we are in substantial compliance with present laws and regulations and that there are no material
liabilities related to such items.

We are dedicated to excellence, leadership, and stewardship in matters of protecting the environment and communitiesin which
we have operations. Reinforcing our commitment to the environment, six of our showrooms and one non-manufacturing
location were designed under the guidelines of the U.S. Green Building Council’s LEED (Leadership in Energy and
Environmental Design) for Commercial Interiors program. One manufacturing facility was designed under the LEED
Operations and Maintenance program guidelines. We believe that continued compliance with foreign, federal, state, and local
laws and regulations which have been enacted relating to the protection of the environment will not have a material effect on
our capital expenditures, earnings, or competitive position. We believe capital expenditures for environmental control
equipment during the two fiscal years ending June 30, 2019, will not represent a material portion of total capital expenditures
during those years.

Our manufacturing operations require the use of natural gas and electricity. Federal and state regulations may control the
allocation of fuels available to us, but to date we have experienced no interruption of production due to such regulations. In our
wood furniture manufacturing plants, a portion of energy requirements are satisfied internally by the use of our own scrap wood
produced during the manufacturing of product.

Employees
June 30 June 30
2017 2016
UNItE0 SaES. . . . oottt ettt et e e e e e e e 3,024 3,015
FOraign COUNIII S . . . oottt et e e e e e e 65 66
Total EMPIOYEES. . . .ottt 3,089 3,081

Our U.S. operations and foreign sites are not subject to collective bargaining arrangements. We believe that our employee
relations are good.

Available Information

We make available free of charge through our website, http://www.ir.kimballinternational.com, our annual reports on Form 10-
K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements, and all amendments to those reports as soon
as reasonably practicable after such material is electronically filed with, or furnished to, the SEC. All reports we file with the
SEC are also available viathe SEC website, http://www.sec.gov, or may be read and copied at the SEC Public Reference Room
located at 100 F Street, N.E., Washington, D.C. 20549. Information on the operation of the Public Reference Room may be
obtained by calling the SEC at 1-800-SEC-0330. Our Internet website and the information contained on, or accessible through,
such website is not incorporated into this Annual Report on Form 10-K.

Item 1A - Risk Factors

The following important risk factors could affect future results and events, causing results and eventsto differ materially from
those expressed or implied in forward-looking statements made in this report and presented el sewhere by management from
timeto time. Such factors may have amaterial adverse effect on our business, financial condition, and results of operations and
should be carefully considered before deciding to invest in, or retain, shares of our common stock. Additional risks and
uncertainties that we do not currently know about, we currently believe are immaterial or we have not predicted may also affect
our business, financial condition, or results of operations. Because of these and other factors, past performance should not be
considered an indication of future performance.

Changes in U.S. fiscal and tax policies may adversely affect our business. The U.S. government may make substantial
changesto U.S. fiscal and tax policies, which could include comprehensive tax reform, that could impact our effective tax rate.
It is not currently possible to accurately determine or predict the impact of these potential changes, but these changes could
have a material impact on our business.



Uncertain macroeconomic and industry conditions could adversely impact demand for our products and adversely
affect operating results. Market demand for our products, which impacts revenues and gross profit, is influenced by avariety
of economic and industry factors such as:

e globa consumer confidence;

» volatility and the cyclical nature of worldwide economic conditions;

» weaknessin the global financial markets;

e genera corporate profitability of the end markets to which we sell;

o credit availability to the end markets to which we sell;

»  white-collar unemployment rates;

e commercia property vacancy rates,

*  new office construction and refurbishment rates;

» deficit status of many governmental entities which may result in declining purchases of office furniture;
e uncertainty surrounding potential replacement or reform of the Affordable Care Act; and
* new hotel and casino construction and refurbishment rates.

We must make decisions based on order volumes in order to achieve efficiency in manufacturing capacities. These decisions
include determining what level of additional business to accept, production schedules, component procurement commitments,
and personnel requirements, among various other considerations. We must constantly monitor the changing economic
landscape and may modify our strategic direction accordingly. 1f we do not react quickly enough to the changes in market or
economic conditions, it could result in lost customers, decreased market share, and increased operating costs.

Our sales to the U.S. government are subject to compliance with regulatory and contractual requirements and
noncompliance could expose us to liability or impede current or future business. The U.S. government, as well as state
and local governments, can typically terminate or modify their contracts with us either at their discretion or if we default by
failing to perform under the terms of the applicable contract, which could expose us to liability and impede our ability to
compete in the future for contracts and orders. The failure to comply with regulatory and contractual requirements could
subject usto investigations, fines, or other penalties, and violations of certain regulatory and contractual requirements could
also result in us being suspended or debarred from future government contracting.

In March 2016, in connection with arenewal of one of our contracts with the GSA, we became aware of noncompliance and
inaccuracies in our GSA subcontractor reporting. Accordingly, we retained outside legal counsel to assist in conducting an
internal review of our reporting practices, and we self-reported the matter and the results of the internal review to the GSA. We
have promptly responded to inquiries from the GSA since our initial reporting, have met with government officials as requested
on two occasions, and intend to cooperate fully with any further inquiries or investigations. While we are not able to
reasonably estimate the future financial impact, if any, of the possible sanctions at this time, any of them could, if imposed,
have a material adverse impact on our business, future financial position, results of operations, or cash flows. The timing of the
government’s review and determination of any outcome of these mattersis uncertain and, therefore, it is unclear as to when and
to what extent, if any, our previously issued financial targets might be impacted. We have incurred, and will continue to incur,
legal and related costs in connection with our internal review and the government’s response to this matter. During fiscal year
2017, salesrelated to our GSA contracts were approximately 8.8% of our consolidated sales, with one contract accounting for
approximately 6.1% of our consolidated sales and the other contract accounting for approximately 2.7% of our consolidated
sales.

Changes to government regulations may significantly increase our operating costs in the United States and abroad.
Legidlative and regulatory reforms by the U.S. federal and foreign governments could significantly impact our profitability by
burdening us with forced cost choices that cannot be recovered by increased pricing. For example:

*  Wedepend on suppliers globally to provide materials, parts, finished goods, and components for use in our products.
Importing these goods from foreign markets could be subject to new tariffsimposed by the U.S. federal government.
Changesin global trade agreements or in U.S. governmental import/export regulations could have an adverse impact
on our financial condition, results of operations, or cash flows.

*  Weimport a portion of our wooden furniture products and are thus subject to an anti-dumping tariff specifically on
wooden bedroom furniture supplied from China. The tariffs are subject to review and could result in retroactive and
prospective tariff rate increases which could have an adverse impact on our financial condition, results of operations,
or cash flows.

*  We conduct business with entitiesin Canada and Mexico therefore a modification or withdrawal from the North
American Free Trade Agreement by the U.S. federal government could have an adverse impact on our financial
condition, results of operations, or cash flows.



e Foreign regulations are increasing in many areas such as data privacy, hazardous waste disposal, labor relations and
employment practices. Compliance with these regulations could have an adverse impact on our financial condition,
results of operations, or cash flows.

If the distribution or certain internal transactions undertaken relating to the spin-off do not qualify as tax-free
transactions, the Company, our Share Owners as of the distribution date, and Kimball Electronics could be subject to
substantial tax liabilities. On October 10, 2014 we received a favorable written tax ruling from the Internal Revenue Service
(“IRS") that our stock unification in connection with the spin-off will not cause us to recognize income or gain as aresult of the
unification. In addition, we have also received an opinion of Squire Patton Boggs (US) LLPto the effect that the distribution
satisfies the requirements to qualify as a tax-free transaction (except for cash received in lieu of fractional shares) for U.S.
federal income tax purposes to the Company, our Share Owners and Kimball Electronics under Section 355 of the Internal
Revenue Code of 1986, as amended (the “Code”).

The tax ruling and the tax opinion rely on the accuracy of certain factual representations and assumptions provided by the
Company and Kimball Electronics in connection with obtaining the tax ruling and tax opinion, including with respect to post-
spin-off operations and conduct of the parties. If these factual representations and assumptions are inaccurate or incompletein
any material respect, we will not be able to rely on the tax ruling and/or the tax opinion.

Furthermore, the tax opinion will not be binding on the IRS or the courts. Accordingly, the IRS or the courts may reach
conclusions with respect to the spin-off that are different from the conclusions reached in the tax opinion. If, notwithstanding
our receipt of the tax opinion, the spin-off is determined to be taxable, then (i) we would be subject to tax asif we sold the
Kimball Electronics common stock in ataxable sale for its fair market value; and (ii) each Share Owner who received Kimball
Electronics common stock would be treated as receiving a distribution of property in an amount equal to the fair market value
of the Kimball Electronics common stock that would generally result in varied tax liabilities for each Share Owner depending
on the facts and circumstances.

Even if the spin-off does qualify as atax-free transaction for U.S. federal income tax purposes, the distribution will be taxable
to the Company (but not to our Share Owners) pursuant to Section 355(e) of the Code if there are one or more acquisitions
(including issuances) of the stock of either the Company or Kimball Electronics, representing 50% or more, measured by vote
or value, of the then-outstanding stock of either the Company or Kimball Electronics and the acquisition or acquisitions are
deemed to be part of aplan or series of related transactions that include the distribution. Any acquisition of our common stock
within two years before or after the distribution (with exceptions, including public trading by less-than-5% Share Owners and
certain compensatory stock issuances) generally will be presumed to be part of such a plan unless that presumption is rebutted.
The resulting tax liability may have a material adverse effect on our business, financial condition, results of operations and cash
flows.

We entered into a Tax Matters Agreement with Kimball Electronics that governs the respective rights, responsibilities and
obligations of usand Kimball Electronics after the spin-off with respect to tax liabilities and benefits, tax attributes, tax contests
and other tax sharing regarding U.S. federal, state, local and foreign income taxes, other tax matters and related tax returns.

The Tax Matters Agreement also provides special rulesfor allocating tax liabilities in the event that the spin-off or certain
internal transactions undertaken in anticipation of the spin-off do not qualify as tax-free transactions. Though valid as between
us and Kimball Electronics, the Tax Matters Agreement will not be binding on the IRS.

Pursuant to the Tax Matters Agreement, (i) we have agreed (@) not to enter into any transaction that could cause any portion of
the spin-off to be taxable to Kimball Electronics, including under Section 355(e) of the Code; (b) to indemnify Kimball
Electronics for any tax liabilities resulting from such transactions entered into by us; and (ii) Kimball Electronics has agreed to
indemnify us for any tax liabilities resulting from such transactions entered into by Kimball Electronics. In addition, under
U.S. Treasury regulations, each member of our consolidated group at the time of the spin-off (including Kimball Electronics)
would be jointly and severally liable for the resulting U.S. federal income tax liability if al or a portion of the spin-off does not
or certain internal transactions undertaken in anticipation of the spin-off do not qualify as tax-free transactions. These
obligations may discourage, delay or prevent a change of control of our Company.

If Kimball Electronics wereto default in its obligation to us to pay taxes under the Tax Matters Agreement, we could be legally
liable under applicable tax law for such liahilities and required to make additional tax payments. Accordingly, under certain
circumstances, we may be obligated to pay amountsin excess of our agreed-upon share of tax liabilities. To the extent we are
responsible for any liability under the Tax Matters Agreement, there could be a material adverse impact on our business,
financial condition, results of operations and cash flows.

We may be exposed to the credit risk of our customers who are adversely affected by weakness in market conditions.
Weakness in market conditions may drive an elevated risk of potential bankruptcy of our customers resulting in a greater risk of
uncollectible outstanding accounts receivable. Accordingly, we closely monitor our receivables and related credit risks. The
realization of these risks could have a negative impact on our profitability.



Reduction of purchases by or the loss of a significant number of customers could reduce revenues and profitability.
Significant declines in the level of purchases by customers or the loss of a significant number of customers could have a
material adverse effect on our business. A reduction of, or uncertainty surrounding, government spending could also have an
adverse impact on our sales levels. We can provide no assurance that we will be able to fully replace any lost sales, which
could have an adverse effect on our financial position, results of operations, or cash flows.

We operate in a highly competitive environment and may not be able to compete successfully. The office and hospitality
furniture industries are competitive due to numerous global manufacturers competing in the marketplace. In times of reduced
demand for office furniture, large competitors may apply more pressure to their aligned distribution to sell their products
exclusively which could lead to reduced opportunities for our products. While we work toward reducing costs to respond to
pricing pressures, if we cannot achieve the proportionate reductions in costs, profit margins may suffer.

We may be unable to purchase a sufficient amount of materials, parts, and components for use in our products at a
competitive price, in a timely manner, or at all. We depend on suppliers globally to provide timely delivery of materials,
parts, and components for use in our products. We monitor the financial stability of suppliers when feasible as the loss of a
significant supplier could have an adverse impact on our operations. Certain finished products and components we purchase
are primarily manufactured in select regions of the world and issues in those regions could cause manufacturing delays. In
addition, delays can occur related to the transport of products and components via container ships, which load and unload
through various U.S. ports which sometimes experience congestion. Price increases of commodity components could have an
adverse impact on our profitability if we cannot offset such increases with other cost reductions or by price increases to
customers. New tariffs or trade regulations which could be imposed by the U.S. federal government may adversely impact our
access, price, and delivery of finished products and components from foreign sources, and therefore adversely affect our
profitability. Materials we utilize are generally available, but future availability is unknown and could impact our ability to
meet customer order requirements. If suppliersfail to meet commitmentsto usin terms of price, delivery, or quality, it could
interrupt our operations and negatively impact our ability to meet commitments to customers.

Our operating results could be adversely affected by increases in the cost of fuel and other energy sources. The cost of
energy isacritical component of freight expense and the cost of operating manufacturing facilities. Increasesin the cost of
energy could reduce our profitability.

We are subject to manufacturing inefficiencies due to the transfer of production among our facilities and other factors.
At times we may experience labor or other manufacturing inefficiencies due to factors such as new product introductions,
transfers of production among our manufacturing facilities, a sudden decline in sales, a new operating system, or turnover in
personnel. Manufacturing inefficiencies could have an adverse impact on our financial position, results of operations, or cash
flows.

A change in our sales mix among various products could have a negative impact on our gross profit margin. Changesin
product sales mix could negatively impact our gross margin as margins of different products vary. We strive to improve the
margins of al products, but certain products have lower marginsin order to price the product competitively. Anincreasein the
proportion of sales of products with lower margins could have an adverse impact on our financial position, results of
operations, or cash flows.

We may pursue acquisitions that present risks and may not be successful. Our sales growth plans may occur through both
organic growth and acquisitions. Acquisitions involve many risks that could have an adverse effect on our business, financial
condition or results of operations, including:

« difficultiesin identifying suitable acquisition candidates and in negotiating and consummating acquisitions on terms
attractive to us,

» difficultiesin the assimilation of the operations of the acquired company;

» thediversion of resources, including diverting management’s attention from our current operations;

»  risksof entering new geographic or product markets in which we have limited or no direct prior experience;

e thepotential loss of key customers of the acquired company;

» thepotential loss of key employees of the acquired company;

» thepotential incurrence of indebtedness to fund the acquisition;

» thepotential issuance of common stock for some or al of the purchase price, which could dilute ownership interests of
our current Share Owners;

» theacquired business not achieving anticipated revenues, earnings, cash flow, or market share;

*  excess capacity;

* not achieving the expected synergies resulting from the acquisition;

» theassumption of undisclosed liabilities; and

e dilution of earnings.
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If efforts to introduce new products are not successful, this could limit sales growth or cause sales to decline. We
regularly introduce new products to keep pace with workplace trends and evolving regulatory and industry requirements,
including environmental, health, and safety standards such as sustainability and ergonomic considerations, and similar
standards for the workplace and for product performance. Shiftsin workforce demographics, working styles, and technology
may impact the quantity and types of furniture products purchased by our customers as commercial office spaces occupy
smaller footprints and collaborative, open-plan workstations gain popularity. The introduction of new products requires the
coordination of the design, manufacturing, and marketing of such products. The design and engineering required for certain
new products can take an extended period of time, and further time may be required to achieve customer acceptance.
Accordingly, the launch of any particular product may be delayed or may be less successful than we originally anticipated.
Difficulties or delaysin introducing new products or lack of customer acceptance of new products could limit sales growth or
cause sales to decline.

If customers do not perceive our products and services to be innovative and of high quality, our brand and name
recognition and reputation could suffer. We believe that establishing and maintaining good brand and name recognition and
agood reputation is critical to our business. Promotion and enhancement of our name and brands will depend on the
effectiveness of marketing and advertising efforts and on successfully providing design driven, innovative, and high quality
products and superior services. If customers do not perceive our products and services to be design driven, innovative, and of
high quality, our reputation, brand and name recognition could suffer, which could have a material adverse effect on our
business.

A loss of independent sales representatives, dealers, or other sales channels could lead to a decline in sales. Our office
furniture is marketed primarily through Company salespersons to end users, office furniture dealers, wholesalers, brokers,
designers, purchasing companies, and catalog houses. Our hospitality furniture is marketed to end users using independent
sales representatives. A significant loss within any of these sales channels could result in a sales decline and thus have an
adverse impact on our financial position, results of operations, or cash flows.

Failure to effectively manage working capital may adversely affect our cash flow from operations. We closely monitor
inventory and receivable efficiencies and continuously strive to improve these measures of working capital, but customer
financia difficulties, cancellation or delay of customer orders, transfers of production among our manufacturing facilities, or
manufacturing delays could adversely affect our cash flow from operations.

We may not be able to achieve maximum utilization of our manufacturing capacity. Fluctuations and deferrals of
customer orders may have a material adverse effect on our ability to utilize our fixed capacity and thus negatively impact our
operating margins.

We could incur losses due to asset impairment. As business conditions change, we must continually evaluate and work
toward the optimum asset base. It is possible that certain assets such as, but not limited to, facilities, equipment, or intangible
assets, could be impaired at some point in the future depending on changing business conditions. Such impairment could have
an adverse impact on our financial position and results of operations.

Fluctuations in our effective tax rate could have a significant impact on our financial position, results of operations, or
cash flows. We are subject to income taxes as well as non-income based taxes, mainly in the United States. Judgment is
required in determining the worldwide provision for income taxes, other tax liabilities, interest, and penalties. Future events
could change management’s assessment. We operate within multiple taxing jurisdictions and are subject to tax auditsin these
jurisdictions. These audits can involve complex issues, which may require an extended period of time to resolve. We have also
made assumptions about the realization of deferred tax assets. Changes in these assumptions could result in avaluation
allowance for these assets. Final determination of tax audits or tax disputes may be different from what is currently reflected
by our income tax provisions and accruals.

A failure to comply with the financial covenants under our $30 million credit facility could adversely impact us. Our
credit facility requires us to comply with certain financial covenants. We believe the most significant covenants under this
credit facility are the adjusted leverage ratio and the fixed charge coverage ratio. More detail on these financial covenantsis
discussed in Item 7 - Management's Discussion and Analysis of Financial Condition and Results of Operations of Part Il of this
Annual Report on Form 10-K. As of June 30, 2017, we had no borrowings under this credit facility and we had $1.2 million in
letters of credit outstanding which reduced our borrowing capacity on the credit facility. At June 30, 2017, our cash and cash
equivaents totaled $98.6 million. In the future, adefault on the financial covenants under our credit facility could cause an
increase in the borrowing rates or could make it more difficult for us to secure future financing which could adversely affect the
financial condition of the Company.

Our business depends on effective information technology systems which also are intended to minimize the risk of a
security breach or cybersecurity threat, including the misappropriation of assets or other sensitive information, or data
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corruption which could cause operational disruption. Information systems require an ongoing commitment of significant
resources to maintain and enhance existing systems and develop new systemsin order to keep pace with changesin information
processing technology and evolving industry standards. \We cannot guarantee that our security measures will effectively
prevent others from obtaining unauthorized access to our information and our customers' information. The techniques used to
obtain unauthorized access to systems change frequently and are not often recognized until after they have been launched. Any
breach of information technology systems could disrupt our operations, damage our reputation, or increase costs related to the
mitigation of, response to, or litigation arising from any such issue.

Additionally, states and the federal government are increasingly enacting laws and regulations to protect consumers against
identity theft. Also, asour business expands globally, we are subject to data privacy and other similar lawsin various foreign
jurisdictions. If we are the target of a cybersecurity attack resulting in unauthorized disclosure of our customer data, we may be
required to undertake costly notification procedures. Compliance with these laws will likely increase the costs of doing
business. If we fail to implement appropriate safeguards or to detect and provide prompt notice of unauthorized access as
required by some of these laws, we could be subject to potential claims for damages and other remedies, which could harm our
business.

Failure to protect our intellectual property could undermine our competitive position. We attempt to protect our
intellectual property rights, both in the United States and in foreign countries, through a combination of patent, trademark,
copyright, and trade secret laws, as well as licensing agreements and third-party non-disclosure and assignment agreements.
Because of the differencesin foreign laws concerning proprietary rights, our intellectual property rights do not generally
receive the same degree of protection in foreign countries as they do in the United States, and therefore in some parts of the
world, we have limited protections, if any, for our intellectual property. Competing effectively depends, to asignificant extent,
on maintaining the proprietary nature of our intellectual property. The degree of protection offered by our various patents and
trademarks may not be broad enough to provide significant proprietary protection or competitive advantages to the Company,
and patents or trademarks may not be issued on pending or contemplated applications. In addition, not all of our products are
covered by patents. It isalso possible that our patents and trademarks may be challenged, invalidated, canceled, narrowed, or
circumvented.

We may be sued by third parties for alleged infringement of their intellectual property rights and incur substantial
litigation or other costs. We could be notified of a claim regarding intellectual property rights which could lead us to spend
time and money to defend or address the claim. Even if the claim iswithout merit, it could result in substantial costs and
diversion of resources.

Our insurance may not adequately protect us from liabilities related to product defects. We maintain product liability and
other insurance coverage that we believe to be generally in accordance with industry practices, but our insurance coverage does
not extend to field visits to repair, retrofit or replace defective products, or to product recalls. Asaresult, our insurance
coverage may not be adequate to protect us fully against substantial claims and costs that may arise from liabilities related to
product defects, particularly if we have alarge number of defective products that we must repair, retrofit, replace, or recall.

Increases in the cost of providing employee healthcare benefits could reduce our profitability. There may continue to be
upward pressure on the cost of providing healthcare benefits to our employees. We are self-insured for healthcare benefits so
we incur the cost of claims, including catastrophic claims that may occasionally occur, with employees bearing only alimited
portion of healthcare costs through employee healthcare premium withholdings. There can be no assurance that we will
succeed in limiting cost increases, and continued upward pressure could reduce our profitability.

We are subject to extensive environmental regulation and significant potential environmental liabilities. Our past and
present operation and ownership of manufacturing plants and real property are subject to extensive and changing federal, state,
local, and foreign environmental laws and regulations, including those relating to discharges in air, water, and land, the
handling and disposal of solid and hazardous waste, and the remediation of contamination associated with releases of
hazardous substances. In addition, the increased prevalence of global climate issues may result in new regulations that may
negatively impact us. We cannot predict what environmental legislation or regulations will be enacted in the future, how
existing or future laws or regulations will be administered or interpreted or what environmental conditions may be found to
exist with respect to our facilities and real property. Compliance with more stringent laws or regulations, or stricter
interpretation of existing laws, may require additional expenditures, some of which could be material. In addition, any
investigations or remedial efforts relating to environmental matters could involve material costs or otherwise result in material
lighilities.

Our failure to retain the existing management team, maintain our engineering, technical, and manufacturing process
expertise, or continue to attract qualified personnel could adversely affect our business. We depend significantly on our
executive officers and other key personnel. Our success is also dependent on keeping pace with technological advancements
and adapting services to provide manufacturing capabilities which meet customers’ changing needs. To do that, we must retain
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our qualified engineering and technical personnel and successfully anticipate and respond to technological changesin a cost
effective and timely manner. Our culture and guiding principles focus on continuous training, motivating, and devel opment of
employees, and we strive to attract, motivate, and retain qualified personnel. Failure to retain our executive officers and retain
and attract other key personnel could adversely affect our business.

Turnover in personnel could cause manufacturing inefficiencies. The demand for manufacturing labor in certain
geographic areas makes retaining experienced production employees difficult. Turnover could result in lost time dueto
inefficiencies and additional training that could impact our operating results.

Natural disasters or other catastrophic events may impact our production schedules and, in turn, negatively impact
profitability. Natural disasters or other catastrophic events, including severe weather, terrorist attacks, power interruptions,
and fires, could disrupt operations and likewise our ability to produce or deliver products. Our manufacturing operations
require significant amounts of energy, including natural gas and oil, and governmental regulations may control the allocation of
such fuels. Employees are an integral part of our business and events such as a pandemic could reduce the availability of
employees reporting for work. In the event we experience atemporary or permanent interruption in our ability to produce or
deliver product, revenues could be reduced, and our business could be materially adversely affected. In addition, catastrophic
events, or the threat thereof, can adversely affect U.S. and world economies, and could result in delayed or lost sales of our
products. In addition, any continuing disruption in our computer system could adversely affect the ability to receive and
process customer orders, manufacture products, and ship products on atimely basis, and could adversely affect relations with
our customers, potentially resulting in reduction in orders from customers or loss of customers. We maintain insurance to help
protect us from costs relating to some of these matters, but such may not be sufficient or paid in atimely manner to usin the
event of such an interruption.

The value of our common stock may experience substantial fluctuations for reasons over which we may have little
control. The vaue of common stock could fluctuate substantially based on avariety of factors, including, anong others:

e actual or anticipated fluctuations in operating results;

e announcements concerning our Company, competitors, or industry;

e overdl volatility of the stock market;

» changesinthefinancia estimates of securities analysts or investors regarding our Company, the industry, or
competitors; and

e general market or economic conditions.

We a'so provide financial targets for our expected operating results for future periods. While the information is provided based
on current and projected data about the markets we deliver to and our operational capacity and capabilities, the financial targets
are subject to risks and uncertainties. |f our future results do not match our financial targets for a particular period, or if the
financial targets are reduced in future periods, the value of our common stock could decline.

Furthermore, stock prices for many companies fluctuate widely for reasons that may be unrelated to their operating results.
These fluctuations, coupled with changes in results of operations and general economic, political, and market conditions, may
adversely affect the value of our common stock.

Item 1B - Unresolved Staff Comments

None.
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Item 2 - Properties

The location and number of our major manufacturing, warehousing, and service facilities, including our executive and
administrative offices, as of June 30, 2017, are asfollows:

Number of
Facilities

North America

Indiana . .........cooo i 15

Kentucky. . ... 2

Virginia. . ... 1
Asia

China........ ... . 1

Vietham. . . ... 1
Total Facilities . ............ ... ... .. . 20

The listed facilities occupy approximately 3,167,000 square feet in aggregate, of which approximately 3,050,000 square feet
are owned and 117,000 square feet are leased.

During fiscal year 2017, afacility in Indiana which housed an education center for dealer and employee training, a research and
development center, and a product showroom was sold. We are leasing a portion of the facility back to facilitate the transition
of those functions to other existing Indianalocations. The lease expiresin fiscal year 2018.

Generally, properties are utilized at normal capacity levels on amultiple shift basis. At times, certain facilities utilize areduced
second or third shift. Dueto sales fluctuations, not al facilities were utilized at normal capacity during fiscal year 2017. We
continually assess our capacity needs and evaluate our operations to optimize our service levels by geographic region.

Significant loss of income resulting from afacility catastrophe would be partially offset by business interruption insurance
coverage.

Operating leases for al facilities and related land, including twelve leased office furniture showroom facilities which are not
included in the table above, total 334,000 square feet and expire from fiscal year 2018 to 2027 with many of the leases subject
to renewal options. The leased showroom facilities are in six states and the District of Columbia. See Note 5 - Commitments
and Contingent Liabilities of Notes to Consolidated Financial Statements for additional information concerning leases.

We own approximately 338 acres of land which includes land where various facilities reside, including approximately 123
acres of land in the Kimball Industrial Park, Jasper, Indiana.
Item 3 - Legal Proceedings

We and our subsidiaries are not parties to any pending legal proceedings, other than ordinary routine litigation incidental to the
business. The outcome of current routine pending litigation, individually and in the aggregate, is not expected to have a
material adverse impact.

Item 4 - Mine Safety Disclosures

Not applicable.
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Executive Officers of the Registrant
Our executive officers as of August 29, 2017 are as follows:
(Age as of August 29, 2017)

Executive Officer

Office and Since Calendar

Name Age Area of Responsibility Year
Robert F. Schneider. ....... 56 Chairman of the Board, Chief Executive Officer 1992
Donald W. Van Winkle. . . .. 56 President, Chief Operating Officer 2010
Michelle R. Schroeder. . . ... 52 Vice President, Chief Financial Officer 2003
KevinD.McCoy.......... 46 Vice President; President, National 2014
Michael S. Wagner ........ 45 Vice President; President, Kimball 2014
R. Gregory Kincer......... 59 Vice President, Corporate Development 2014

Vice President, Chief Ethics & Compliance Officer, General

JuliaE. Heitz Cassidy . . . . .. 52 Counsel and Secretary 2014
LonnieP. Nicholson . ... ... 53 Vice President, Chief Administrative Officer 2014
Kourtney L. Smith......... 47 Vice President; President, Kimball Hospitality 2015

Executive officers are elected annually by the Board of Directors.

Mr. Schneider was appointed Chairman of the Board, Chief Executive Officer in November 2014 and was appointed to our
Board of Directorsin February 2014. He led the Kimball Hospitality subsidiary in 2013 and 2014, and was Executive Vice
President, Chief Financial Officer (“CFO”) from July 1997 to November 2014. He has been with the Company for 29 yearsin
various financial and executive positions. Asleader of Kimball Hospitality, he oversaw the business as it returned to
profitability in fiscal year 2014. He was also responsible for strategic planning, SEC reporting, finance, capital structure,
insurance, tax, internal audit, and treasury services as CFO of the Company.

Mr. Van Winkle was appointed President, Chief Operating Officer in November 2014. He previously served as Executive Vice
President, President — Furniture Group from March 2014 to November 2014. He also served as Vice President, President —
Office Furniture Group from February 2010 until November 2013 when he was appointed Executive Vice President, President
— Office Furniture Group. He had previously served as Vice President, General Manager of National from October 2003 until
February 2010, and prior to that served as Vice President, Chief Finance and Administrative Officer for the Furniture Brands
Group as well as other key finance roles within our Furniture business since joining the Company in January 1991.

Ms. Schroeder was appointed Vice President, Chief Financial Officer in November 2014. She previously served as Vice
President and Chief Accounting Officer, a position she assumed in May 2009. She was appointed to Vice President in
December 2004, served as Corporate Controller from August 2002 until May 2009, and prior to that served as Assistant
Corporate Controller and Director of Financial Analysis. As CFO, Ms. Schroeder has responsibility for the accounting, internal
audit, investor relations, tax and treasury functions, as well as setting financial strategy and policies for the Company.

Mr. McCoy was appointed President, National in November 2014 and was also appointed as a Vice President of Kimball
International, Inc. in February 2015. Previously, he served as Vice President, General Manager of National, a position he
assumed in 2010. He joined the Company in 1996 and spent nine years with National and Kimball, building a solid
background in both front line and management sales experience. He became Vice President of Salesfor National in 2005 with
responsibility for the field sales organization, distribution strategy and execution, and the achievement of National’s profitable
growth goals.

Mr. Wagner was appointed President, Kimball in November 2014 and was also appointed as a Vice President of Kimball
International, Inc. in February 2015. Prior to that, he served as Vice President, General Manager of Kimball. Since joining the
Company in October 2013, Mr. Wagner has led the extensive sales growth and aggressive cost reductions at Kimball. Prior to
joining the Company, he most recently served as Senior Vice President of Sales and Marketing with OFS Brands, Inc. (an office
furniture manufacturing company) from 2004 until October 2013. His career spans over 20 years of experience in the office
furniture industry with leadership positions in sales, sales management, marketing, and strategic planning.

Mr. Kincer was appointed Vice President, Corporate Development in November 2014. Prior to that, he served as Vice
President, Business Development, Treasurer since 2006 with responsibility for global treasury operations managing Company-
wide liquidity, commercia banking relationships, corporate debt facilities, foreign exchange risk, and insurance programs as
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well as the evaluation of acquisition opportunities. He also served in various finance and leadership roles of progressing
responsibility since joining the Company in 1994.

Ms. Heitz Cassidy was appointed Vice President, General Counsel and Secretary in November 2014 and to the additional role
of Chief Compliance Officer in July 2016, which was adjusted to Chief Ethics and Compliance Officer in October 2016, where
she has the responsibility to provide and oversee the provision of legal advice and guidance as needed by the Company, oversee
compliance with laws, assist in instilling and maintaining an ethical corporate culture, and implement and maintain our
compliance policies and program. She provides strategic-thinking leadership, advice and counsel to our executive management
aswell as oversees our legal functions, and as Secretary, assists the Board of Directors. She previously served as Deputy
General Counsel since August 2009, with responsibility for handling all day-to-day legal activities of the Company and was
appointed to Vice President in October 2013. She joined the Company in 1996 as an associate corporate counsel and has held
positions of increasing responsibility within the legal department during her career.

Mr. Nicholson was appointed Vice President, Chief Administrative Officer in February 2015 with responsibility for the human
resources and information technology functions. He also served as Vice President, Chief Information Officer from January
2014 until March 2015. Throughout 2013 he served as Director, Business Analytics and then Vice President, Business
Analytics, with oversight of strategic application of dataanalysis, socia media and mobile computing in support of the growth
of our information management into more predictive analysisin order to build greater responsiveness to customer needs and
improvement of operational decision making. He also served as Director of Organizational Development from November 2011
until January 2013, and Director of Employee Engagement from November 2008 until November 2011 following other roles of
advancing responsibility in the areas of application development, systems analysis, process re-engineering, lean/continuous
improvement and enterprise resource planning since joining the Company in 1986.

Ms. Smith was appointed President, Kimball Hospitality in August 2015 and was also appointed as a Vice President of Kimball
International, Inc. in October 2015. Sheisresponsible for the strategic growth and direction of Kimball Hospitality.
Previously, she served as Vice President of Marketing for National, a position she assumed in 2010 where she led product
development, marketing, sustainability, vertical markets, and brand awareness in the architect and design community. Prior to
that, she held various other roles of increasing responsibility in marketing, product devel opment, sales and service. She has
over 25 years of experience in the office and hospitality industries.
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PART II

Item 5 - Market for Registrant’s Common Equity, Related Share Owner Matters and Issuer Purchases of Equity Securities
Market Prices

Our Class B common stock trades on the Global Select Market of The Nasdag Stock Market LL C under the symbol: KBAL.
High and low sales prices by quarter for the last two fiscal years as quoted by the Nasdaqg system were as follows:

2017 2016
High Low High Low
FIrst QUaEr . . oot e $ 1346 $ 10.99 $ 1278 $ 922
SecoNd QUAIEY. . . .ot $ 1800 $ 11.97 $ 1299 $ 937
ThirdQuarter ... ... $ 1798 $ 15.66 $ 1210 $ 945
Fourth Quarter . . ... ... i $ 1894 $ 1584 $ 118 $ 1069

Thereis no established public trading market for our Class A common stock. However, Class A shares are convertible on a one-
for-one basis to Class B shares.

Dividends

Dividends declared totaled $9.0 million and $8.3 million for fiscal years 2017 and 2016, respectively. Included in these figures
are dividends computed and accrued on unvested restricted share units. Dividends on these restricted share units accumulate
and, when the restricted share units vest, are paid in shares of our common stock, with the number of shares determined based
on the closing price of our common stock on the vesting date. Dividends per share declared by quarter for fiscal year 2017
compared to fiscal year 2016 were as follows:

2017 2016
FIrSt QUAME . . oo ettt e e $ 0.06 $ 0.055
SECONA QUAITEY. . . o o ettt et e e e e e e e e 0.06 0.055
Third QUAEN . . .ot 0.06 0.055
Fourth QUaIEr . . . . o 0.06 0.055

Total DIVIJENTS . . . . ot $ 0.24 $ 0220

Share Owners

OnAugust 28, 2017, our Class A common stock was owned by 113 Share Owners of record, and our Class B common stock
was owned by 1,285 Share Owners of record, of which 51 also owned Class A common stock.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by this item concerning securities authorized for issuance under equity compensation plansis
incorporated by reference to Item 12 - Security Ownership of Certain Beneficial Owners and Management and Related Share
Owner Matters of Part |11 of thisAnnual Report on Form 10-K.

Issuer Purchases of Equity Securities

A share repurchase program authorized by the Board of Directors was announced on October 16, 2007. The program allowed
for the repurchase of up to two million shares of common stock. During fiscal year 2017, we repurchased all remaining shares
originaly authorized. On August 11, 2015 an additional two million shares of common stock were authorized by the Board of
Directors for repurchase and will remain in effect until all shares authorized have been repurchased. At June 30, 2017, 1.8
million shares remained available under the repurchase program.
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During fiscal years 2017 and 2016, we repurchased 0.5 million and 0.7 million shares, respectively, of our common stock. The
following table presents a summary of our share repurchases during the fourth quarter of fiscal year 2017:

Total Total Number of Shares Maximum Number of
Number Average Purchased as Part of Shares that May Yet
of Shares  Price Paid Publicly Announced Be Purchased Under
Period Purchased per Share Plans or Programs the Plans or Programs
Month #1 (April 1 - April 30, 2017). .. ... — $ — — 1,765,546
Month #2 (May 1 - May 31, 2017)....... 8,286 $ 17.00 8,286 1,757,260
Month #3 (June 1 - June 30, 2017). ...... — % — — 1,757,260
Total ... 8,286 $ 17.00 8,286

Performance Graphs

The following performance graphs are not deemed to be “soliciting material” or to be “filed” with the SEC or subject to
Regulation 14A or 14C under the Exchange Act or to the liabilities of Section 18 of the Exchange Act and will not be deemed to
be incorporated by reference into any filing under the Securities Act or the Exchange Act, except to the extent we specifically
incorporate them by reference into such afiling.

The first graph below compares the cumulative total return to Share Owners of our common stock from June 30, 2012 through
June 30, 2017, the last business day in the respective fiscal years, to the cumulative total return of the Nasdag Stock Market
(U.S. and Foreign) and a peer group index for the same period of time.

The spin-off of Kimball Electronicsis reflected as an increase in the total cumulative return to Share Owners as aresult of each
Share Owner receiving a distribution of three shares of Kimball Electronics for every four shares of the Company. The increase
in the total cumulative return was cal culated based on the value of Kimball Electronics stock, using a 30-day volume weighted
average price calculation to eliminate the impact of stock price volatility immediately after the October 31, 2014 spin-off date.

Due to the diversity of our operations prior to the spin-off date, we are not aware of any public companies that are directly
comparable. Therefore, the peer group index is comprised of publicly traded companies in both the furniture industry and in
our former EM S segment, as follows:

Furniture peers: HNI Corporation, Knoll, Inc., Steelcase Inc., Herman Miller, Inc.
EMS peers (applicable through the October 31, 2014 spin-off): Benchmark Electronics, Inc., Jabil, Inc., Plexus Corp.

In order to reflect the segment allocation of Kimball International, Inc. prior to the October 31, 2014 spin-off date, a market
capitalization-weighted index was first computed for each peer group, then a composite peer group index was calcul ated based
on each segment’s proportion of net sales to total consolidated sales for fiscal years 2011 through 2014 and for fiscal year 2015
through the October 31, 2014 spin-off date. After the spin-off date, only the Furniture peer companies were used in the
capitalization-weighted peer group index. The public companies included in the peer groups have alarger revenue base than
our furniture business and our former EM S business.
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The graph assumes $100 is invested in our common stock and each of the two indexes at the closing market quotations on June
30, 2012 and that dividends and the Kimball Electronics spin-off stock distribution are reinvested in Kimball International, Inc.
The performances shown on the graph are not necessarily indicative of future price performance.

Comparison of Cumulative Five Year Total Return
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$400 -

$300 -
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$100

SU T I I ] ] |
2012 2013 2014 2015 2016 2017

—@— Kimball International, Inc. —&— Nasdaq Stock Market (U.S. & Foreign)

+ Peer Group Index

2012 2013 2014 2015 2016 2017
Kimball International, INC... ... ................ $ 10000 $ 12853 $ 22433 $ 29605 $ 28296 $ 421.37
Nasdag Stock Market (U.S. & Foreign). ... .. .. $ 10000 $ 11760 $ 15426 $ 17653 $ 17356 $ 222.67
Peer Group INGEX . . .o $ 10000 $ 12316 $ 14020 $ 157.20 $ 14614 $ 139.29
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The spin-off of Kimball Electronics, which represented more than half of our Company in sales and the majority of earnings,
makes comparable long-term stock price performance very difficult. Publicly available stock price analyses, such as three and
five-year stock price trends, are not representative of our performance as stock pricesin the pre-spin period are not comparable

to stock pricesin the post-spin period. To aid in trending our performance, below is a cumulative total return performance
graph from the spin-off date forward.

COMPARISON OF CUMULATIVE QUARTERLY TOTAL RETURN

$200
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$50
% > X N N S b ol e Q Q
\\5\ »{‘:S\ SO v{?}'\ SOOI »{b\ SO
— Kimball International === S&P 500 Index

o—— Nasdaq Composite Index
The graph assumes $100 is invested on November 3, 2014, which
was the first trading day after the spin-off of Electronics.
Peer Group includes HNI Corporation, Knoll, Inc., Steelcase Inc., Herman Miller, Inc.

* Used 30-day Volume Weighted Average Price (VWAP) for starting point to
normalize stock price volatility and heavy trading immediately after spin-off
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Item 6 - Selected Financial Data

This information should be read in conjunction with Item 7 - Management's Discussion and Analysis of Financial Condition
and Results of Operations and Item 8 - Financia Statements and Supplementary Data.

Year Ended June 30

(Amounts in Thousands, Except for Per Share Data) 2017 2016 2015 2014 2013
NetSales .........ccoviiiiiin i, $ 669934 $ 635102 $ 600,868 $ 543,817 $ 500,005
Income (Loss) from Continuing Operations ... $ 37,506 $ 21,156 $ 11,2143 $ 3419 $ (6,616)
Earnings (Loss) Per Share from Continuing Operations:
Basic: $ 100 $ 0.56
ClasSA oo $ 025 $ 007 $ (0.20)
ClasSB . oo $ 029 $ 009 $ (0.17)
Diluted: $ 099 $ 0.56
ClasSA oo $ 025 $ 007 $ (0.20)
ClasSB . oo $ 029 $ 009 $ (0.17)
Total Assets $ 313,747 $ 273570 $ 265279 $ 722,146 $ 644,519
Long-Term Debt, Less Current Maturities . ... $ 184 % 212 $ 241 $ 268 $ 294
Cash Dividends Per Share: $ 024 $ 0.22
ClassA. ... $ 0195 $ 018 $ 0.18
ClassB. ... $ 020 $ 020 $ 0.20

The preceding table excludes all income statement activity of the discontinued operations. The balance sheet datain the
preceding table includes the EM S segment for fiscal years prior to 2015.

Fiscal year 2017 income from continuing operations included $1.1 million ($0.03 per diluted share) of after-tax restructuring
gains driven by the sale of the Idaho facility.

Fiscal year 2016 income from continuing operations included $4.5 million ($0.12 per diluted share) of after-tax restructuring
eXpenses.

Fiscal year 2015 income from continuing operations included $3.2 million ($0.08 per diluted share) of after-tax restructuring
expenses and $3.2 million ($0.08 per diluted share) of after-tax expense related to the spin-off.

Fiscal year 2014 income from continuing operating included an after-tax gain of $1.1 million ($0.03 per diluted share) for the
sale of an idle Furniture segment manufacturing facility and land located in Jasper, Indiana, after-tax impairment of $0.7
million ($0.02 per diluted share) for an aircraft which was subsequently sold, and $1.4 million ($0.04 per diluted share) of
after-tax expense related to the spin-off.

Item 7 - Management’s Discussion and Analysis of Financial Condition and Results of Operations

Business Overview

Kimball International, Inc. (the “Company,” “Kimball International,” “we,” “us,” or “our”) creates design driven, innovative
furnishings sold through our family of brands: Kimball, National, and Kimball Hospitality. Our diverse portfolio offers
solutions for the workplace, learning, healing, and hospitality environments. Dedicated to our Guiding Principles, our values
and integrity are evidenced by public recognition as a highly trusted company and an employer of choice. ““We Build Success”
by establishing long-term relationships with customers, employees, suppliers, share owners and the communitiesin which we
operate.

We closely monitor key indicators for the markets in which we compete. Asreported by the Business and | nstitutional
Furniture Manufacturer Association (“BIFMA™), the forecast by IHS as of May 2017 for the North American commercial
furniture market, which they define as including office, education, and healthcare furniture products, projects a year-over-year
increase of 5.1% for calendar year 2017 and 5.0% for calendar year 2018. The forecast for two of the leading indicators for the
hospitality furniture market (May 2017 PwC Hospitality Directions U.S. report) include a projected increase in RevPAR
(Revenue Per Available Room) of 2.3% for calendar year 2017 and 2.0% for calendar year 2018, while the occupancy rate
forecast for calendar year 2017 isflat and for calendar year 2018 it shows a slight decline as occupancy levels hover at peak
levels.
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Management currently considers the following events, trends, and uncertainties to be most important to understanding our
financial condition and operating performance:

The U.S. government, as well as state and local governments, can typically terminate or modify their contracts with us
either at their discretion or if we default by failing to perform under the terms of the applicable contract, which could
expose us to liability and impede our ability to compete in the future for contracts and orders. The failure to comply with
regulatory and contractual requirements could subject us to investigations, fines, or other penalties, and violations of
certain regulatory and contractual requirements could also result in us being suspended or debarred from future
government contracting. In March 2016, in connection with arenewal of one of our two contracts with the General
ServicesAdministration (*GSA”), we became aware of noncompliance and inaccuracies in our GSA subcontractor
reporting. Accordingly, we retained outside legal counsel to assist in conducting an internal review of our reporting
practices, and we self-reported the matter and the results of the internal review to the GSA. We have promptly responded
to inquiries from the GSA since our initial reporting, have met with government officials as requested on two occasions,
and intend to cooperate fully with any further inquiries or investigations. We cannot reasonably predict the outcome of a
government investigation at thistime. During fiscal year 2017, sales related to our GSA contracts were approximately
8.8% of our consolidated sales, with one contract accounting for approximately 6.1% of our consolidated sales and the
other contract accounting for approximately 2.7% of our consolidated sales.

Due to the contract and project nature of furniture markets, fluctuation in the demand for our products and variation in the
gross margin on those projectsis inherent to our business which in turn impact our operating results. Effective
management of our manufacturing capacity isand will continue to be critical to our success. See below for further details
regarding current sales and open order trends.

We expect to continue to invest in capital expenditures prudently, including potential acquisitions, that would enhance our
capabilities and diversification while providing an opportunity for growth and improved profitability.

We have a strong focus on cost control and closely monitor market changes and our liquidity in order to proactively adjust
our operating costs, discretionary capital spending, and dividend levels as needed. Managing working capital in
conjunction with fluctuating demand levelsis likewise key. In addition, along-standing component of our Annual Cash
Incentive plan isthat it is linked to our Company-wide and business unit performance which is designed to adjust
compensation expense as profits change.

We continue to maintain a strong balance sheet. Our short-term liquidity available, represented as cash, cash equivalents,
and short-term investments plus the unused amount of our credit facility, was $127.4 million at June 30, 2017.

We continue to focus on mitigating the impact of select raw material commodity pricing pressures.

Globalization continues to reshape not only the markets in which we operate but also our key customers and competitors.
In addition, demand for shorter lead times on a portion of our hospitality orders allows usto utilize available
manufacturing capacity in the U.S., and we continue to reduce |lead times with the remainder of our supply base in order to
achieve our customers’ requests. We also continually evaluate the optimal location of production facilities and suppliers,
particularly for hospitality furniture, in order to provide products to our customers most efficiently and at the lowest cost.

Despite modest strengthening of the economic outlook, uncertainty in areas such as tax reform, trade agreements, and
tariffs, could pose a threat to our future growth if companies reduce capital spending in response to the uncertainty.

Employees throughout our business operations are an integral part of our ability to compete successfully, and the stability
of the management team is critical to long-term Share Owner value. Our career development and succession planning
processes help to maintain stability in management.
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Fiscal Year 2017 Results of Operations

At or for the
Year Ended
June 30

(Amounts in Millions) 2017 2016 % Change
NEE SalES . . ottt $ 6699 $ 6351 5%
GroSS Profit. . oo 223.3 203.8 10%
Selling and Administrative EXpense. . ... ..ottt 168.5 163.0 3%
Restructuring (Gain) EXPeNSe. . .. ..ot e (1.8) 7.3
OpeErating INCOME . . .. oottt e e e 56.7 335 69%
Operating INCOME Q0. . . . ..ottt e e e e e 8.5% 5.3%
Adjusted Operating INnCome ® . .. ... . $ 548 $ 408 34%
Adjusted Operating Income 2o * . .. ... . it 8.2% 6.4%
NetIncome™ ... .. . . . $ 375 $ 212 7%
Adjusted Net InCome ™ .. ... o 36.4 25.7 42%
Diluted Earnings Per Share. . . ....coovii i $ 099 $ 056
Adjusted Diluted EarningsPer Share™. . ..., $ 09% $ 068
OPEN OIAENS . . oo ettt e $ 1316 $ 1299 1%

* [temsindicated represent Non-GAAP measurements. See the “Non-GAAP Financial Measures’ section below.

T Net Income is equivalent to Income from Continuing Operationsin fiscal years 2017 and 2016.

Net Sales by End Market Vertical

Year Ended
June 30
(Amounts in Millions) 2017 2016 % Change
COMMEICIAl . . oot $ 2036 $ 2010 1%
BdUCatioN . ... .. 77.9 68.7 13%
FiNaNCE . . 68.0 59.6 14%
GOV NIMIBNE. . . ot ettt et e e e e e e e e 80.5 744 8%
Healthcare. . .. ... 86.1 83.5 3%
HOSPItAIIEY . . e e et e e e e e e e e 153.8 147.9 4%
Total N SalES . ..ot $ 669.9 $ 635.1 5%

Fiscal year 2017 consolidated net sales were $669.9 million compared to fiscal year 2016 net sales of $635.1 million, a’5%
increase. Increased volume across all verticals was the primary driver while the positive impact of price increases contributed
to alesser extent. Our education vertical market sales grew as we continued our focus on education products and distribution.
Our finance vertical market sales increase was driven by focus on strategic accounts and assisting financial institutions with
refreshing their image and adding collaborative spaces. Our salesin the government vertical market increased as we
experienced improved order activity on awarded blanket purchase agreements and had success with larger projects relative to
fiscal year 2016. The hospitality vertical market sales increase was primarily driven by increased non-custom business.
During fiscal year 2017, our new products specific to healthcare settings drove increased sales which were partially offset due
to uncertainty surrounding the potential replacement of the Affordable Care Act. Each of our vertical market saleslevels can
fluctuate depending on the mix of projectsin agiven period.

At the beginning of fiscal year 2017 we redefined our vertical market reporting to better reflect the end markets that we serve.
The largest shifts among vertical markets were sales to certain government-affiliated customers such as state universities, which
were previously classified in the government vertical market and are now classified in the education vertical market. Prior
period information was estimated to reflect the new vertical market definitions on a comparable basis.
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Open orders at June 30, 2017 increased 1% when compared to the open order level as of June 30, 2016 as demand for office
furniture increased and hospitality furniture open orders declined slightly. Open orders at a point in time may not be indicative
of future sales trends.

In fiscal year 2017 we recorded net income of $37.5 million, or $0.99 per diluted share, inclusive of a$1.1 million after-tax
restructuring gain, or $0.03 per diluted share, from the sale of the Idaho facility. Infiscal year 2016 we recorded net income of
$21.2 million, or $0.56 per diluted share, inclusive of $4.5 million, or $0.12 per diluted share, of after-tax restructuring
expense. Excluding these non-recurring gains or expenses, our adjusted net income for fiscal year 2017 improved to $36.4
million, or $0.96 per diluted share, compared to adjusted net income for fiscal year 2016 of $25.7 million, or $0.68 per diluted
share. Seethe“Non-GAAP Financial Measures’ section below.

Gross profit as a percent of net salesincreased 120 basis pointsin fiscal year 2017 compared to fiscal year 2016. The
improvement was driven by the favorable impact of price increases, the benefit of leverage gained on higher sales volumes, and
the benefits from our restructuring plan involving the transfer of metal fabrication production from Idaho into facilitiesin
Indiana. Higher employee benefit costs in fiscal year 2017, retirement expense in particular, partially offset the aforementioned
improvements.

Asapercent of net sales, selling and administrative expensesin fiscal year 2017 compared to fiscal year 2016 decreased 50
basis points due to the increased sales volumes. In absolute dollars selling and administrative spending increased 3% primarily
due to higher incentive compensation costs as a result of higher earnings levels and higher salary expense. We also had an
unfavorable variance within selling and administrative expenses of $1.2 million for fiscal year 2017 compared to fiscal year
2016 related to the normal revaluation to fair value of our Supplemental Employee Retirement Plan (“ SERP”) liability. The
impact from the change in the SERP liability that was recognized in selling and administrative expenses was offset with the
changein fair value of the SERP investments which was recorded in Other Income (Expense), and thus there was no effect on
net income. During fiscal year 2017 we also recognized $1.2 million of gains on the sale of land.

In November 2014, we announced a capacity utilization restructuring plan which included the consolidation of our metal
fabrication production from an operation located in Post Falls, Idaho, into existing production facilitiesin Indiana, and the
reduction of our Company plane fleet from two jetsto one. The jet was sold in the third quarter of fiscal year 2015, and as a
result of the aircraft fleet reduction, we began realizing the expected pre-tax annual savings of $0.8 million. The remaining jet
is primarily used for transporting customers to visit our showrooms, offices, research and development center, and
manufacturing locations. The consolidation of our metal fabrication production was substantially complete as of June 30, 2016.
The facility and land were sold during our first quarter of fiscal year 2017; therefore, fiscal year 2017 includes a pre-tax
restructuring gain of $1.8 million which included a gain on the sale of the facility and land of $2.1 million partially offset by
restructuring expense of $0.3 million. We recognized pre-tax restructuring expense of $7.3 million in fiscal year 2016. The
improvement of customer delivery, supply chain dynamics, and reduction of transportation costs were expected to generate
annual pre-tax savings of approximately $5 million per year, and we achieved savings of approximately $4.7 million in fiscal
year 2017 as savings began to ramp up during our first quarter. See Note 18 - Restructuring Expense of Notes to Consolidated
Financial Statements for further information on restructuring.

Other Income (Expense) consisted of the following:

Other Income (Expense) Year Ended
June 30

(Amounts in Thousands) 2017 2016
INEEIESt INCOM. . . v vttt ettt ettt e e e e e e e e e e e e e e $ 536 $ 275
IS EX PN . . . ottt ettt e e e e e (37) (22)
Foreign Currency Gain (LOSS) . . ..o oottt e e e e e e e e e 18 a7
Gain (Loss) on Supplemental Employee Retirement Plan Investments .. ........................ 1,215 (13)
OtNEr . . oo 377) (330)
Other INCOME (EXPENSE), MEL . . . . o\ttt e e e e e e e e e e e e e e e e e e e e $ 1355 $ (107)

Our fiscal year 2017 effective tax rate was 35.4% as higher taxable income generated a $1.2 million higher domestic
manufacturing deduction than fiscal year 2016. Our fiscal year 2016 effective tax rate was 36.6%, and did not include any
material unusual items.

Comparing the balance sheet as of June 30, 2017 to June 30, 2016, our short-term investments line increased during fiscal year
2017 as we began investing in available-for-sale securities, including municipal bonds, certificates of deposit purchased in the
secondary market, and government agency securities. The assets held for sale line declined as of June 30, 2017 aswe
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completed the sale of our Idaho facility during fiscal year 2017 and the decline was partially offset by the classification of our
fleet of over-the-road tractors and trailers as assets held for sale near the end of fiscal year 2017. Upon the sale of our fleet, that
function will be outsourced beginning in September 2017.

Spin-Off of Kimball Electronics reported as Discontinued Operations

On October 31, 2014 (“ Distribution Date”), we completed the spin-off of our Electronic Manufacturing Services (“EMS”")
segment by distributing the related shares of Kimball Electronics, Inc. (“Kimball Electronics’), on a pro rata basis, to the
Company’s Share Owners of record as of October 22, 2014. After the Distribution Date, the Company no longer beneficially
owns any Kimball Electronics shares and Kimball Electronicsis an independent publicly traded company.

The EM S business was reclassified to discontinued operations. Discontinued operations did not have an impact on the
financial results of fiscal year 2017 or 2016. Financial results of the discontinued operations through the spin-off date for fiscal
year 2015 were as follows:

Year Ended June 30

(Amounts in Thousands, Except Per Share Data) 2015

Net Sales of Discontinued Operations . .............covveen.... $ 275,551
Income from Discontinued Operations, Netof Tax . .............. $ 9,157
Income from Discontinued Operations per Class B Diluted Share. ... $ 0.23

As aresult of the October 30, 2014 stock unification as described in Note 10 - Common Stock of Notes to Consolidated
Financial Statements, all distinctions between Class A common stock and Class B common stock were eliminated so that all
shares of Class B common stock are equivalent to shares of ClassA common stock with respect to all matters, including
without limitation, dividend payments and voting rights. Therefore, beginning in fiscal year 2016 the earnings per share
calculation includes all common stock in asingle calculation. Unless the context otherwise indicates, reference to earnings per
share for periods prior to fiscal year 2016 reflects the earnings per Class B diluted share as has historically been reported.

Fiscal Year 2016 Results of Operations

The following discussion of operating results is based on income from continuing operations and therefore excludes all income
statement activity of the discontinued operations.

At or for the
Year Ended
June 30

(Amounts in Millions) 2016 2015 % Change
NEE SalES . . ottt $ 6351 $ 6009 6%
GroSS Profit. ..o 203.8 188.9 8%
Selling and Administrative EXPENSe. . . ...t e e 163.0 166.3 (2%)
RESITUCIUNNG EXPENSE . . oo e e e 7.3 5.3
Operating INCOME . . .. oot e e e e 335 17.3 93%
Operating INCOME Q0. . . ..ottt e e e e 5.3% 2.9%
Adjusted Operating INCoOmMe™ . . ... .. ...ttt $ 408 $ 258 58%
Adjusted Operating Income 2o * . .. ... ... 6.4% 4.3%
Income from Continuing Operations . ............ciiiiiineeeeiinnn. $ 212 $ 111 90%
Adjusted Income from Continuing Operations* . ............. ..., 25.7 17.6 46%
Diluted Earnings Per Share from Continuing Operations. . .................... $ 056 $ 029
Adjusted Diluted Earnings Per Share from Continuing Operations* ............ $ 068 $ 0.45
OPENOINAENS . . . oottt e e e $ 1299 $ 1119 16%

* [temsindicated represent Non-GA AP measurements. See the “Non-GAAP Financial Measures’ section below.
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Fiscal year 2016 net sales were $635.1 million compared to fiscal year 2015 net sales of $600.9 million, or a5.7% increase.
Both increased volume and to alesser extent the positive impact of price increases drove the net salesincrease. Our healthcare
vertical market sales benefited from strengthening rel ationships with purchasing organizations and product solutions specific to
healthcare settings. Our education vertical market sales increased as we are more aggressively pursuing opportunitiesin this
area. Improvement in the hospitality vertical market, despite the unusually large custom order received in fiscal year 2015, was
driven by increased non-custom business. Each of our vertical market sales levels can fluctuate depending on the mix of
projectsin agiven period.

Open orders at June 30, 2016 increased 16% when compared to the open order level as of June 30, 2015 as demand for both
office furniture and hospitality furniture products remained strong.

In fiscal year 2016 we recorded income from continuing operations of $21.2 million, or $0.56 per diluted share, inclusive of
$4.5 million, or $0.12 per diluted share, of after-tax restructuring charges. In fiscal year 2015 we recorded income from
continuing operations of $11.1 million, or $0.29 per diluted share, inclusive of $3.2 million, or $0.08 per diluted share, of after-
tax restructuring charges, and $3.2 million, or $0.08 per diluted share, of after-tax external costs related to the spin-off of our
EMS segment. Excluding these non-core costs, our adjusted income from continuing operations for fiscal year 2016 improved
to $25.7 million, or $0.68 per diluted share, compared to adjusted income from continuing operations for fiscal year 2015 of
$17.6 million, or $0.45 per diluted share. See the “Non-GAAP Financial Measures’ section below.

Gross profit as a percent of net salesincreased 70 basis pointsin fiscal year 2016 compared to fiscal year 2015. The favorable
impact of price increases and lower discounting, the benefit of leverage gained on higher sales volumes, and lower outbound
freight costs were partialy offset by labor inefficiencies related to the transfer of production from our Idaho manufacturing
facility to our other manufacturing facilities and higher employee healthcare expenses.

As apercent of net sales, selling and administrative expensesin fiscal year 2016 compared to fiscal year 2015 decreased 200
basis points, due to the increased sales volumes coupled with a 2.0% decrease in selling and administrative spending in
absolute dollars. The decline in selling and administrative expenses in absolute dollars was primarily due to spin-off expenses
of $3.2 million incurred in the prior year and due to the retirement of key executives as of the spin-off date which were partialy
offset by higher fiscal year 2016 commission expenses related to the increased sales volumes and increased healthcare expense.

We recognized pre-tax restructuring expense related to continuing operations of $7.3 million in fiscal year 2016 and $5.3
million in fiscal year 2015. See Note 18 - Restructuring Expense of Notes to Consolidated Financial Statements for further
information on restructuring.

Other Income (Expense) consisted of the following:

Other Income (Expense) Year Ended
June 30

(Amounts in Thousands) 2016 2015
INEEIESt INCOMI. . . v\ttt ettt et e et et e e e e e e e e e e e $ 2715 $ 213
INErESt EXPENSE . . . . oo (22 (24)
Foreign CurrenCy/DerivatiVe LOSS. . . . ..ottt e e e a7 (48)
Gain (Loss) on Supplemental Employee Retirement Plan Investments . ......................... (13) 603
L 13T (330) (387)
Other INCOME (EXPENSE), NEL .« o vttt et e e et et et et e e et e e e $ (w07 $ 37

Our fiscal year 2016 effective tax rate was 36.6% and did not include any material unusual items. Our fiscal year 2015
effective tax rate was 37.0%, as the favorable impact of a $0.9 million net reduction in our unrecognized tax benefit driven by
the expiration of statutes of limitations more than offset the $0.8 million unfavorable impact of nondeductible spin-off expenses
intheU.S.

Liquidity and Capital Resources

Our cash position, which is comprised of cash, cash equivalents, and short-term investments, increased to $98.6 million at
June 30, 2017 from $47.6 million at June 30, 2016, due to $64.8 million of cash flows from operations and proceeds from the
sale of assets net of selling expenses of $13.2 million which were partially offset by the return of capital to share ownersin the
form of stock repurchases and dividends totaling $15.4 million during fiscal year 2017.
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Working capital at June 30, 2017 was $82.5 million compared to working capital of $52.8 million at June 30, 2016. The
increase in working capital was driven by the $51.0 million increase in our cash and short-term investments position. The
current ratio was 1.7 at June 30, 2017 and 1.5 at June 30, 2016.

Our short-term liquidity available, represented as cash, cash equivalents, and short-term investments plus the unused amount of
our credit facility, totaled $127.4 million at June 30, 2017. At June 30, 2017, we had $1.2 million in letters of credit
outstanding, which reduced our borrowing capacity on the credit facility. We had no credit facility borrowings outstanding as
of June 30, 2017 or June 30, 2016.

During fiscal year 2017 we sold afacility in Indianawhich housed an education center for dealer and employee training, a
research and development center, and a product showroom for proceeds of $3.8 million. We are leasing a portion of the facility
back to facilitate the short-term transition of those functions to other existing Indianalocations. The sale of the facility does not
qualify for sale-leaseback accounting thus the book value of the building remains on the property and equipment line of our
Consolidated Balance Sheet as of June 30, 2017 and the related sale-leaseback financing obligation is a current liability on our
Consolidated Balance Sheet as of June 30, 2017.

Cash Flows

Cash management was centralized prior to the spin-off, thus cash flows prior to the October 31, 2014 spin-off date include
Kimball Electronics cash flows. Cash flows from discontinued operations are combined with cash flows from continuing
operations within each cash flow statement category on our Consolidated Statements of Cash Flows for fiscal year 2015.

The following table reflects the major categories of cash flows for fiscal years 2017, 2016, and 2015. Coinciding with the
implementation of a new accounting standard regarding employee share-based payment transactions, fiscal year 2016 and 2015
cash flows have been restated to present excess tax benefits in cash flows from operations rather than cash flows from
financing.

Year Ended
June 30
(Amounts in millions) 2017 2016 2015
Net cash provided by operating activities. . .............. $ 64,844 $ 49352 $ 15,000
Net cash used for investing activities . .................. $ (36,176) $ (16,883) $  (30,657)
Net cash used for financing activities. .................. $ (13,362) $ (19,554) $  (85,052)

Cash Flows from Operating Activities

For fiscal years 2017 and 2016, net cash provided by operating activities was $64.8 million and $49.4 million, respectively,
fueled by net income of $37.5 million and $21.2 million, respectively. Changesin working capital balances provided $10.1
million and $4.6 million of cash in fiscal years 2017 and 2016, respectively. Cash generated from operating activitiesin fiscal
year 2015 totaled $15.0 million, which was impacted by net income of $20.3 million, and favorable non-cash adjustments to
reconcile net income to net cash provided by operating activities of $27.9 million, which were partially offset by changesin
working capital balances which used $33.2 million of cash.

The $10.1 million of cash provided by changesin working capital balancesin fiscal year 2017 was primarily driven by a
combined $5.7 million increase in accrued annual cash incentive compensation and accrued retirement plan contributions.

The $4.6 million of cash provided by changes in working capital balances in fiscal year 2016 was primarily due to the $4.9
million source of cash driven by a decrease in our accounts receivable balance as the collection process was improved at a
select location.

The $33.2 million usage of cash from changes in working capital balancesin fiscal year 2015 was primarily driven by increases
in our inventory balance and accounts receivable balance. Slightly more than half of the $21.9 million usage of cash for
inventory was driven by increased inventory levelsin our furniture operations while the remainder was related to inventory
fluctuations of the discontinued EM S business prior to the spin date. The $15.3 million usage of cash for receivables was
primarily driven by increased receivables levelsin our furniture operations and to a lesser extent increased receivables levels of
the discontinued EM S business prior to the spin-off date.

Our measure of accounts receivable performance, also referred to as Days Sales Outstanding (“DSO”), for both fiscal years
ended June 30, 2017 and June 30, 2016 was 27.0 days. We define DSO as the average of monthly trade accounts and notes
receivable divided by an average day’s net sales. Our Production Days Supply on Hand (“PDSOH") of inventory measure for
the fiscal year ended June 30, 2017 decreased to 47.0 days from 51.0 days for the fiscal year ended June 30, 2016. The
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PDSOH decrease was driven by efforts focused on reduction of inventory levels and by the completion of the manufacturing
consolidation plan. We define PDSOH as the average of the monthly grossinventory divided by an average day’s cost of sales.

Cash Flows from Investing Activities

During fiscal year 2017 we invested $36.1 million in available-for-sale securities, net of maturities, including municipal bonds,
certificates of deposit purchased in the secondary market, and government agency securities. During fiscal year 2017 we also
received proceeds from the sale of assets net of selling expenses of $13.2 million, the majority of which related to the sale of
our Idaho facility. During fiscal years 2017, 2016, and 2015 we reinvested $12.7 million, $16.2 million, and $33.1 million,
respectively, into capital investments for the future. The capital investments during fiscal year 2017 were primarily for facility
improvements such as renovations to showrooms and the corporate headquarters, various manufacturing equipment, and
replacements of tractors and trailersin our fleet. The fiscal year 2016 capita investments were primarily for manufacturing
equipment such as an automated finish technology upgrade and equipment related to the transition of metal fabrication
capabilities and assembly operations to certain Indiana facilities and various facility and showroom improvements. The fiscal
year 2015 capital investments were primarily for improvements to a sales and marketing facility which showcases product in a
working environment, improvements to showrooms and manufacturing facilities, and manufacturing equipment in our
continuing furniture business and to alesser extent for manufacturing equipment in our discontinued EM S business prior to
spin-off.

Cash Flows from Financing Activities

We paid $8.8 million of dividendsin fiscal year 2017 compared to paying $8.1 million of dividendsin fiscal year 2016 and
$7.7 million of dividendsin fiscal year 2015. Consistent with our historical dividend policy, our Board of Directors evaluates
the appropriate dividend payment on a quarterly basis. We repurchased shares pursuant to a previously announced stock
repurchase program which drove cash outflow of $6.7 million in fiscal year 2017, $9.7 million in fiscal year 2016, and $10.3
million in fiscal year 2015. Infiscal year 2015, Kimball International transferred $63.0 million of cash to Kimball Electronics
in conjunction with the spin-off.

Credit Facility

We maintain a $30.0 million credit facility with a maturity date of October 2019 that allows for both issuances of letters of
credit and cash borrowings. Thisfacility provides an option to increase the amount available for borrowing to $55.0 million at
our request, subject to the consent of the participating banks. At June 30, 2017, we had $1.2 million in letters of credit
outstanding, which reduced our borrowing capacity on the credit facility. At both June 30, 2017 and June 30, 2016, we had no
borrowings outstanding.

The credit facility requires us to comply with certain debt covenants, the most significant of which are the adjusted leverage
ratio and the fixed charge coverage ratio. The adjusted leverage ratio is defined as (a) consolidated total indebtedness minus
unencumbered U.S. cash on hand in the U.S. in excess of $15,000,000 to (b) consolidated EBITDA, determined as of the end
of each of our fiscal quarters for the then most recently ended four fiscal quarters, and may not be greater than 3.0to 1.0. The
fixed charge coverage ratio is defined as (a) the sum of (i) consolidated EBITDA, minus (ii) 50% of depreciation expense,
minus (iii) taxes paid, minus (iv) dividends and distributions paid, to (b) the sum of (i) scheduled principa payments on
indebtedness due and/or paid, plus (ii) interest expense, calculated on a consolidated basis in accordance with U.S. Generally
Accepted Accounting Principles (“GAAP”), determined as of the end of each of our fiscal quarters for the trailing four fiscal
quarters then ending, and may not be less than 1.10 to 1.00. We were in compliance with all debt covenants of the credit facility
during fiscal year 2017.

The table below compares the adjusted leverage ratio and fixed charge coverage ratio with the limits specified in the credit
agreement.

At or For the
Period Ended Limit As Specified in

Covenant June 30, 2017 Credit Agreement Excess
Adjusted LeverageRatio . ..................... (0.60) 3.00 3.60
Fixed Charge CoverageRatio .................. 909.95 1.10 908.85

Future Liquidity

We believe our principal sources of liquidity from available funds on hand and short term investments, cash generated from
operations, and the availability of borrowing under our credit facility will be sufficient to fund future dividends and meet our
working capital and other operating needs for at least the next 12 months. During fiscal year 2018, we anticipate cash outflow
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of approximately $15.7 million for accrued cash incentive compensation related to our fiscal year 2017 performance. We will
continue to evaluate market conditions in determining future share repurchases. During fiscal year 2018 we expect to ramp up
investments in capital expenditures, particularly for projects such as our headquarters renovation, showroom renovations,
machinery and equipment upgrades and automation, and potential acquisitions, that would enhance our capabilities and
diversification while providing an opportunity for growth and improved profitability. During the first quarter of fiscal year
2018 we expect to collect cash of approximately $4.2 million related to the sale of our fleet of over-the-road tractors and
tralers.

Our ahility to generate cash from operations to meet our liquidity obligations could be adversely affected in the future by
factors such as general economic and market conditions, lack of availability of raw material componentsin the supply chain, a
decline in demand for our services, the impact of changesin tariffs, loss of key contract customers, including government
subcontract customers, or potential fines and penalties that may result from the government’s review of our GSA subcontractor
reporting, and other unforeseen circumstances. In particular, should demand for our products decrease significantly over the
next 12 months, the available cash provided by operations could be adversely impacted.
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Non-GAAP Financial Measures

This Management’s Discussion and Analysis (“MD&A”) contains non-GAAP financial measures. A non-GAAP financial
measure is a numerical measure of acompany’s financial performance that excludes or includes amounts so as to be different
than the most directly comparable measure calculated and presented in accordance with GAAP in the United Statesin the
statements of income, statements of comprehensive income, balance sheets, or statements of cash flows of the company. The
non-GAAP financial measures used within this MD& A include (1) operating income excluding spin-off expenses and
restructuring (gain) expense; (2) income from continuing operations and net income excluding spin-off expenses and
restructuring (gain) expense; and (3) diluted earnings per share from continuing operations and net income excluding spin-off
expenses and restructuring (gain) expense. Reconciliations of the reported GAAP numbers to these non-GAAP financial
measures are included in the table below. Management believesit is useful for investors to understand how its core operations
performed without spin-off expenses and gains or expenses incurred in executing its restructuring plans. Excluding these
amounts allows investors to meaningfully trend, analyze, and benchmark the performance of our core operations. Many of our
internal performance measures that management uses to make certain operating decisions exclude these gains/expenses to
enable meaningful trending of core operating metrics. These non-GAAP financial measures should not be viewed as an
aternative to the GAAP measures and are presented as supplemental information.

Reconciliation of Non-GAAP Financial Measures

(Amounts in Thousands, Except for Per Share Data)

Year Ended
June 30
2017 2016 2015

OpPerating INCOME . . ..ottt ettt et e e e e e e $ 56,663 $ 33497 $ 17,322

Pre-tax Spin-off EXpenses . . ... — — 3,219

Pre-tax Restructuring (Gain) Expense .. .........cooviiieinnnnn.n. (1,832 7,328 5,290
Adjusted Operating INCoOMe. . . . ...ttt $ 54831 $ 40825 $ 25,831
NEESAIES . . ..o '$669,934 $635102 $600,868
Adjusted Operating Income % .. ...t 8.2% 6.4% 4.3%
Income from Continuing Operations. . ..............coviieieaao.... $ 37506 $ 21,156 $ 11,143

Pre-tax Spin-off EXpenses . ... — — 3,219

Tax on Spin-Off EXPENSES. . . ..o v — — (26)
After-tax Spin-off EXpenses .. ... — — 3,193

Pre-tax Restructuring (Gain) Expense .. ..., (1,832 7,328 5,290

Tax on Restructuring (Gain) EXpense .. ... 713 (2,825) (2,055)
After-tax Restructuring (Gain) Expense . ..o, (1,119) 4,503 3,235
Adjusted Income from Continuing Operations. . ...................... $ 36387 $ 25659 $ 17,571
Income from Discontinued Operations, Netof Tax .................... $ — $ — $ 9157
Adjusted NEL INCOME. . ... .o $ 36387 $ 25659 $ 26,728
Diluted Earnings Per Share from Continuing Operations. ............... $ 099 $ 05 $ 029

Impact of Spin-off EXxpenses ............. .. .. i — — 0.08

Impact of Restructuring (Gain) Expense . .............ccovvvnian... (0.03) 0.12 0.08
Adjusted Diluted Earnings Per Share from Continuing Operations.. . . . .. .. $ 09% $ 068 $ 045
Earnings Per Share from Discontinued Operations. ... ................. $ — 3 — $ 023
Adjusted Diluted EarningsPer Share .. ..., $ 09% $ 068 $ 068

The open orders metric is a key performance indicator representing firm orders placed by our customers which have not yet
been fulfilled and are expected to be recognized as revenue during future quarters. The timing of shipments can vary, but
generally open orders are expected to ship within atwelve-month period.
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Fair Value

Financial assets classified aslevel 1 assets were valued using readily available market pricing. For commercial paper and
available-for-sale securities classified as level 2 assets, the fair values are determined based on market data which use evaluated
pricing models and incorporate available trade, bid, and other market information. We evaluated the inputs used to value the
instruments and validated the accuracy of the instrument fair values based on historical evidence. The investment in stock
warrants and non-marketable equity securities of a privately-held company are classified as level 3 financial assets. The stock
warrants are accounted for as a derivative instrument valued on a recurring basis considering the pricing of recent purchases or
sales of the investment as well as positive and negative qualitative evidence, while the non-marketable equity securities are
accounted for as a cost-method investment which carries the securities at cost, except in the event of impairment.

See Note 11 - Fair Value of Notes to Consolidated Financial Statements for more information.

Contractual Obligations

The following table summarizes our contractual obligations as of June 30, 2017.

Payments Due During Fiscal Years Ending June 30

(Amounts in Millions) Total 2018 2019-2020 2021-2022 Thereafter
Recorded Contractual Obligations: @
Long-Term Debt Obligations® .. ..................... $ 02 $ — $ — $ 01 $ 01
Other (Iacggge-)Term Liabilities Reflected on the Balance
Sheet ™ O 17.0 2.6 4.0 2.7 7.7
Unrecorded Contractual Obligations:
Operating Leases @ . ... ... ... . 24.9 3.7 6.8 6.4 8.0
Purchase Obligations® .. ........................... 49.6 37.0 6.4 6.2 —
Other ® . 0.1 — 0.1 — —
Total .. $ 918 $ 433 $ 173 $ 154 $ 158

(@  Asof June 30, 2017, we had had less than $0.1 million of Capital Lease Obligations.

(b) Refer to Note 6 - Long-Term Debt and Credit Facilities of Notes to Consolidated Financial Statements for more
information regarding Long-Term Debt Obligations. Accrued interest is also included on the Long-Term Debt
Obligationsline. Thefiscal year 2018 amount includes less than $0.1 million of long-term debt obligations due in fiscal
year 2018 which were recorded as a current liability. The estimated interest not yet accrued related to debt isincluded in
the Other line item within the Unrecorded Contractual Obligations.

(c)  Thetiming of payments of certain itemsincluded on the “Other Long-Term Liabilities Reflected on the Balance Sheet”
line above is estimated based on the following assumptions:

e Thetiming of SERP paymentsis estimated based on an assumed retirement age of 62 with payout based on the
prior distribution elections of participants. The fiscal year 2018 amount includes $1.3 million for SERP payments
recorded as current liabilities.

e Thetiming of severance plan paymentsis estimated based on the average remaining service life of employees.
Thefiscal year 2018 amount includes $0.6 million for severance payments recorded as a current liability.

e Thetiming of warranty payments is estimated based on historical data. The fiscal year 2018 amount includes
$0.7 million for short-term warranty payments recorded as a current liability.

(d)  Excludes $2.5 million of long-term unrecognized tax benefits and associated accrued interest and penalties along with
deferred tax liabilities and miscellaneous other long-term tax liabilities which are not tied to a contractual obligation and
for which we cannot make a reasonably reliable estimate of the period of future payments.

(e) Referto Note 5 - Commitments and Contingent Liabilities of Notes to Consolidated Financial Statements for more
information regarding Operating Leases and certain Other Long-Term Liabilities.

(f)  Purchase Obligations are defined as agreements to purchase goods or services that are enforceable and legally binding
and that specify al significant terms. The amounts listed above for purchase obligations include contractual
commitments for items such as raw materials, supplies, capital expenditures, services, and software acquisitions/license
commitments. Cancellable purchase obligations that we intend to fulfill are also included in the purchase obligations
amount listed above through fiscal year 2022.
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Off-Balance Sheet Arrangements

Our off-balance sheet arrangements are limited to standby letters of credit, one performance bond, and operating |eases entered
into in the normal course of business. These arrangements do not have a material current effect and are not reasonably likely to
have a material future effect on our financial condition, results of operations, liquidity, capital expenditures, or capital
resources. See Note 5 - Commitments and Contingent Liabilities of Notes to Consolidated Financia Statements for more
information on the standby letters of credit and the performance bond. We do not have material exposures to trading activities
of non-exchange traded contracts.

Critical Accounting Policies

Our consolidated financial statements have been prepared in accordance with U.S. GAAP. These principles require the use of
estimates and assumptions that affect amounts reported and disclosed in the consolidated financial statements and related notes.
Actual results could differ from these estimates and assumptions. Management uses its best judgment in the assumptions used
to value these estimates, which are based on current facts and circumstances, prior experience, and other assumptions that are
believed to be reasonable. Management believes the following critical accounting policies reflect the more significant
judgments and estimates used in preparation of our consolidated financial statements and are the policies that are most critical
in the portrayal of our financial position and results of operations. Management has discussed these critical accounting policies
and estimates with the Audit Committee of our Board of Directors and with our independent registered public accounting firm.

Revenue recognition - We recogni ze revenue when persuasive evidence of an arrangement exists, delivery has occurred, the
sales priceisfixed or determinable, and collectability is reasonably assured. Delivery isnot considered to have occurred until
thetitle and the risk of loss passes to the customer according to the terms of the contract. Title and risk of loss are transferred
upon shipment to or receipt at our customers' locations, or in limited circumstances, as determined by other specific sales terms
of the transaction. Shipping and handling fees hilled to customers are recorded as sales while the related shipping and handling
costs areincluded in cost of goods sold. We recognize sales net of applicable salestax. Based on estimated product returns and
price concessions, areserve for returns and allowances is recorded at the time of the sale, resulting in a reduction of revenue.

Self-insurance reserves - We are self-insured up to certain limits for auto and general liability, workers' compensation, and
certain employee health benefits such as medical, short-term disability, and dental with the related liabilities included in the
accompanying financial statements. Our policy isto estimate reserves based upon a number of factorsincluding known claims,
estimated incurred but not reported claims, and other analyses, which are based on historical information along with certain
assumptions about future events. Changes in assumptions for such matters as increased medical costs and changesin actual
experience could cause these estimates to change and reserve levels to be adjusted accordingly. At June 30, 2017 and June 30,
2016, our accrued liabilities for self-insurance exposure were $4.3 million and $3.7 million, respectively.

Taxes - Deferred income taxes are recognized for the estimated future tax consequences attributable to temporary differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. The deferred
taxes are measured using enacted tax rates expected to apply to taxable income in the years in which the temporary differences
are expected to reverse. We evaluate the recoverability of our deferred tax assets each quarter by assessing the likelihood of
future taxable income and available tax planning strategies that could be implemented to realize our deferred tax assets. |If
recovery is not likely, we provide a valuation allowance based on our best estimate of future taxable income in the various
taxing jurisdictions and the amount of deferred taxes ultimately realizable. Future events could change management’s
assessment.

We operate within multiple taxing jurisdictions and are subject to tax auditsin these jurisdictions. These audits can involve
complex issues, which may require an extended period of time to resolve. However, we believe we have made adequate
provision for income and other taxes for all years that are subject to audit. Astax positions are effectively settled, the tax
provision will be adjusted accordingly. The liability for uncertain income tax and other tax positions, including accrued interest
and penalties on those positions, was $2.8 million at June 30, 2017 and $3.0 million at June 30, 2016.

New Accounting Standards

See Note 1 - Summary of Significant Accounting Policies of Notes to Consolidated Financial Statements for information
regarding New Accounting Standards.
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Item 7A - Quantitative and Qualitative Disclosures About Market Risk

Interest Rate Risk: We hold an investment portfolio of available-for-sale securities, comprised of municipal bonds, certificates
of deposit purchased in the secondary market, and government agency securities. As of June 30, 2017, the fair value of the
investment portfolio was $35.7 million. Our investment policy dictates that municipal bonds and government agency securities
must be investment grade quality, and all certificates of deposit are FDIC insured. These securities are fixed income
instruments and will declinein value if market interest rates increase. A hypothetical 100 basis point increase in an annual
period in market interest rates from levels at June 30, 2017 would cause the fair value of these investments to decline by an
immaterial amount. Further information on investmentsis provided in Note 13 - Investments of Notes to Consolidated
Financia Statements.

We aso hold atotal investment of $2.0 million in a privately-held company, consisting of $0.5 million in non-marketable
equity securitiesinvested during fiscal year 2016, and $1.5 million in stock warrants invested during fiscal year 2017. The fair
value of the investment may fluctuate due to events and changes in circumstances, but we have incurred no impairment during
fiscal year 2017.

Commodity Risk: We are exposed to market risk with respect to commaodity price fluctuations for components used in the
manufacture of our products, primarily related to wood and wood-related components, steel, plastics, and aluminum. These
components are impacted by global pricing pressures and general economic conditions. We strive to offset increases in the cost
of these materials through global sourcing initiatives, product re-engineering and parts standardization, and price increases on
our products. We are also exposed to fluctuation in transportation costs which vary primarily based upon fuel prices. Fuel
prices are managed by optimizing logistics and supply chain planning, and increasing prices on our products.

Foreign Exchange Rate Risk: Our former EM S segment, classified as a discontinued operation, operated internationally and
was therefore exposed to potentially adverse movementsin foreign currency rate changes. Our risk management strategy
included the use of derivative financial instruments to hedge certain foreign currency exposures. Derivatives were used only to
manage underlying exposures and were not used in a specul ative manner. Further information on derivative financial
instrumentsis provided in Note 12 - Derivative Instruments of Notes to Consolidated Financial Statements. Our continuing
operations have minimal foreign currency risk and held no derivative instruments as of June 30, 2017 and 2016.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Kimball International, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting and for the preparation and integrity of the accompanying financial statements and other related information
in thisreport. The consolidated financial statements of the Company and its subsidiaries, including the footnotes, were
prepared in accordance with accounting principles generally accepted in the United States of America and include judgments
and estimates, which in the opinion of management are applied on an appropriately conservative basis. We maintain a system
of internal and disclosure controls intended to provide reasonable assurance that assets are safeguarded from loss or material
misuse, transactions are authorized and recorded properly, and that the accounting records may be relied upon for the
preparation of the financial statements. This system is tested and evaluated regularly for adherence and effectiveness by
employees who work within the internal control processes, by our staff of internal auditors, as well as by the independent
registered public accounting firm in connection with their annual audit.

The Audit Committee of the Board of Directors, which is comprised of directors who are not employees of the Company, meets
regularly with management, our internal auditors, and the independent registered public accounting firm to review our financia
policies and procedures, our internal control structure, the objectivity of our financial reporting, and the independence of the
independent registered public accounting firm. The internal auditors and the independent registered public accounting firm
have free and direct access to the Audit Committee, and they meet periodically, without management present, to discuss
appropriate matters.

Because of inherent limitations, a system of internal control over financial reporting may not prevent or detect misstatements
and even when determined to be effective, can only provide reasonable assurance with respect to financial statement
preparation and presentation.

These consolidated financial statements are subject to an evaluation of internal control over financial reporting conducted under
the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer.
Based on that evaluation, conducted under the criteria established in Internal Control — Integrated Framework (2013) issued
by the Committee of Sponsoring Organizations of the Treadway Commission, management concluded that our internal control
over financial reporting was effective as of June 30, 2017.

Deloitte & Touche LLP, our independent registered public accounting firm, has issued an audit report on our internal control
over financial reporting which isincluded herein.

/s ROBERT F. SCHNEIDER
Robert F. Schneider
Chairman of the Board,

Chief Executive Officer
August 29, 2017

/SSMICHELLE R. SCHROEDER
Michelle R. Schroeder

Vice President,

Chief Financial Officer

August 29, 2017
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Share Owners of Kimball International, Inc.
Jasper, Indiana

We have audited the accompanying consolidated balance sheets of Kimball International, Inc. and subsidiaries (the
“Company”) as of June 30, 2017 and 2016, and the related consolidated statements of income, comprehensive income, cash
flows, and share owners' equity for each of the three years in the period ended June 30, 2017. Our audits also included the
financial statement schedule listed in the Index at Item 15. We also have audited the Company’s internal control over financial
reporting as of June 30, 2017, based on criteria established in Internal Control — Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for these
financial statements and financial statement schedule, for maintaining effective internal control over financia reporting, and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s
Report on Internal Control over Financial Reporting. Our responsibility isto express an opinion on these financial statements
and financia statement schedule and an opinion on the Company’s internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial reporting was maintained in
al material respects. Our audits of the financial statements included examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, and testing and eval uating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide areasonable basis for our opinions.

A company’sinternal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financia officers, or persons performing similar functions, and effected by the company’s
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’sinternal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasonabl e assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have amaterial effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on a
timely basis. Also, projections of any evaluation of the effectiveness of theinternal control over financial reporting to future
periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in al material respects, the financial
position of Kimball International, Inc. and subsidiaries as of June 30, 2017 and 2016, and the results of their operations and
their cash flows for each of the three yearsin the period ended June 30, 2017, in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, such financial statement schedule, when considered
in relation to the basic consolidated financial statements taken as awhole, presents fairly, in all material respects, the
information set forth therein. Also, in our opinion, the Company maintained, in al materia respects, effective interna control
over financial reporting as of June 30, 2017, based on the criteria established in Internal Control — Integrated Framework
(2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/s/ Deloitte & Touche LLP
DELOITTE & TOUCHELLP
Indianapolis, Indiana

August 29, 2017
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KIMBALL INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS

(Amounts in Thousands, Except for Share and Per Share Data)

June 30, June 30,
2017 2016
ASSETS
Current Assets:
Cashandcashequivalents . .. ... .. $ 62,882 $ 47,576
Short-term INVESIMENTS. . . . .. oo e e 35,683 —
Receivables, net of allowances of $1,626 and $2,145, respectively. .. .................. 53,909 51,710
IV ENONT S . . . e 38,062 40,938
Prepaid expensesand other CUrrent assetS . . ..o oot 8,050 10,254
Assatsheldfor sale. . ... 4,223 9,164
TOtal CUMTENt @SSELS. . . . o o ettt et e e e e e e e 202,809 159,642
Property and Equipment, net of accumulated depreciation of $182,803 and $181,500,
FESPECHIVELY . . o 80,069 87,086
Intangible Assets, net of accumulated amortization of $35,148 and $35,147, respectively. . . . 2,932 3,021
Deferred TaX ASSELS . . . .ottt t et e e e e 14,487 12,790
OtNEr ASSELS . . o vttt et e 13,450 11,031
10 2= N £ $ 313,747 $ 273,570
LIABILITIES AND SHARE OWNERS’ EQUITY
Current Liabilities:
Current maturities of long-termdebt . ... ... $ 27 % 29
ACCOUNES PaY Al . . . oot 44,730 41,826
CUSLOMEY AEPOSITS. . .« o v ettt et e e e e e e 20,516 18,625
Sale-leaseback financing obligation. ....... ... 3,752 —
Dividendspayable . . ... 2,296 2,103
A CCTUBH BX NS . .« & o v vttt et ettt e e e 49,018 44,292
Total current liabilities. . . ... ... 120,339 106,875
Other Liabilities:
Long-term debt, lesscurrent maturities . .. ...t e 184 212
OHNEr . o 17,020 16,615
Total other liabilities . .. ... ... 17,204 16,827
Share Owners' Equity:
Common stock-par value $0.05 per share:
Class A - Shares authorized: 50,000,000
Shares issued: 280,000 and 292,000, respectively .................ooon... 14 14
Class B - Shares authorized: 100,000,000
Shares issued: 42,744,000 and 42,733,000, respectively ................... 2,137 2,137
Additional paid-incapital . .. ......... . 2,971 2,917
Retained EarNiNgS . . ... oottt 230,763 205,104
Accumulated other comprehensiveincome . .. ...t e 1,115 1,311
Less: Treasury stock, at cost, 5,726,000 shares and 5,512,000 shares, respectively .. ...... (60,796) (61,615)
Total Share OWNErs EQUITY . . ..ottt e et e 176,204 149,868
Total Liabilitiesand Share Owners Equity. . ...t $ 313,747 $ 273,570

See Notes to Consolidated Financial Statements
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KIMBALL INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF INCOME

(Amounts in Thousands, Except for Per Share Data)

Year Ended June 30

2017 2016 2015
NEE SAlES. . . oot $ 669,934 $ 635,102 $ 600,368
Cost Of SAlES. . oot 446,629 431,298 412,003
GrossProfit . ...oo 223,305 203,804 188,865
Selling and Administrative EXpenses. ... .....coo i 168,474 162,979 166,253
Restructuring (Gain) EXPeNSe ... ..o (1,832 7,328 5,290
Operating INCoME. . .. ..ot e 56,663 33,497 17,322
Other Income (Expense):
INtErest iNCOME. . . . ..o e 536 275 213
INterest BXPENnSE . . . oot (37 (22 (24)
NON-0pErating iNCOME. . . ..ottt e ettt e 1,276 79 709
NON-0PErating EXPENSE . . . oo vttt et et (420) (439) (541)
Other income (expense), Net . . . .. ... i e e 1,355 (107) 357
Income from Continuing Operations Before Taxeson Income. . .. .. .. 58,018 33,390 17,679
Provisionfor IncomeTaxes. . ...t 20,512 12,234 6,536
Income from Continuing Operations. . ..........c.ooiiiinenn... 37,506 21,156 11,143
Income from Discontinued Operations, Netof Tax. . ............... — — 9,157
NELINCOME. . . oo e $ 37,506 21,156 $ 20,300
Earnings Per Share of Common Stock:
Basic Earnings Per Share from Continuing Operations: $ 1.00 0.56
ClaSS A $ 0.25
ClasS B. . oot $ 0.29
Diluted Earnings Per Share from Continuing Operations: $ 0.99 0.56
ClaSS A e $ 0.25
ClasS B. . oot $ 0.29
Basic Earnings Per Share: $ 1.00 0.56
ClasS A $ 0.49
ClasS B. . oot $ 0.53
Diluted Earnings Per Share: $ 0.99 0.56
ClasS A $ 0.49
ClaSS B . oo $ 0.52
Average Number of Shares Outstanding:
Class A and B Common Stock:
BaSiC .\ 37,334 37,462 38,645
Diluted. . ... 37,833 37,852 38,971

See Notes to Consolidated Financial Statements
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KIMBALL INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in Thousands)

Year Ended June 30, 2017 Year Ended June 30, 2016 Year Ended June 30, 2015

Net of Net of Net of
Pre-tax Tax Tax Pre-tax Tax Tax Pre-tax Tax Tax
Netincome...............cooiiiiiinn.. $ 37,506 $ 21,156 $ 20,300
Other comprehensive income (10ss):
Available-for-sale securities . .. ........... 3 $ (2 $ — $ — 3 — 3 - $ — 3 —
Foreign currency translation adjustments. . . . — — — — — (6,070) — (6,070)
Postemployment severance actuarial change . (72) 114 576 (225) 351 895 (356) 539
Derivativegain ........................ — — — — — 2,513 (416) 2,097
Reclassification to (earnings) |oss:
Derivatives. ..............ccooiiiii. — — — — — (1,484) 291 (1,193)
Amortization of prior servicecosts . ... ... — — — — — 185 (73) 112
Amortization of actuarial change. ........ 184 (289) (441) 172 (269) (292) 117 (175)
Other comprehensive income (10ss). ... ...... 125 ¢ (196) $ 135 $ (53) $ 82 $ (4253) $ (437) $ (4,690)
Total comprehensiveincome............... $ 37,310 $ 21,238

See Notes to Consolidated Financia Statements
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Purchases of available-for-sale securities

Other, net

Repurchases of Common Stock
Repurchase of employee shares for tax withholding

Effect of Exchange Rate Change on Cash and Cash Equivalents
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivaents at Beginning of Year
Cash and Cash Equivalents at End of Year
See Notes to Consolidated Financial Statements

KIMBALL INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in Thousands)

Cash Flows From Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
(Gain) Lossonsalesof assetS. . ..o v v e
Restructuring and asset impairment charges

Change in operating assets and liabilities:
Receivables

VBN 0N BS . .« o .ttt e

Prepaid expenses and other current assets
Accounts payable

Customer deposits
ACCIUEH BXPENSES. . . v ittt ettt et e e
Net cash provided by operating activities,

Cash Flows From Investing Activities:
Capital expenditures
Proceeds from sales of assets
Purchases of capitalized software

Net cash used for investing activities

Cash Flows From Financing Activities:
Transfer of cash and cash equivalents to Kimball Electronics, Inc
Net change in capital leases and long-term debt
Proceeds from sale-leaseback financing obligation
Dividends paid to Share Owners

Net cash used for financing activities. . ............. ... ... ..

Year Ended June 30

2017 2016 2015
37506 $ 21,156 $ 20,300
15,553 14,996 20,114
(3,148) 181 912

241 153 953
(1,580) 2,523 (537)
6,303 5,558 6,414
(125) 201 38
(3,550) 4,874 (15,266)
2,876 (3,304) (21,934)
2,694 459 (4,870)
1,998 2,874 5,632
1,891 7 4,488
4,185 (326) (1,244)
64,844 49,352 15,000

(11,751) (15,028) (31,708)
13,200 290 2,524
(982) (1,138) (1,407)
(42,059) — —
5,941 — —
(525) (1,007) (66)
(36,176) (16,883) (30,657)

— — (63,006)
(30) (27) (29)
3,752 — —
(8,783) (8,079) (7,660)
(6,665) (9,665) (10,342)
(1,636) (1,784) (4,019)
(13,362) (19,554) (85,052)
— — (1,254)
15,306 12,915 (101,963)
47,576 34,661 136,624
62,882 $ 47576 $ 34,661




KIMBALL INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF SHARE OWNERS’ EQUITY

(Amounts in Thousands, Except for Share and Per Share Data)

AmountsatJune 30,2014 ... ... ..
Distribution to Kimball Electronics, Inc............................
NELINCOME. . . .o
Other comprehensiveinCome ... ......vviiii i
Issuance of non-restricted stock (29,000 shares). . . ..................

Conversion of Class A to Class B
common stock (10,826,000 ShAres) ... .....vvvvineeniinenns

Compensation expense related to stock incentive plans
Performance share issuance (407,000 Shares) . . . ......ovvvvvvennnnn
Restricted share unitsissuance (31,000 shares). . ....................
Repurchase of Common Stock (991,000 shares). .. ......oovvveennnn.
Dividends declared:
Class A ($0.195 per share)
Class B ($0.20 per share)
Amountsat June 30, 2015 .. ... ...
Adjustment of Kimball Electronics, Inc. distribution
NELINCOME. . . oo e

Other comprehensiveincome . ...,

Issuance of non-restricted stock (44,000 shares). . ...................

Conversion of Class A to Class B
common stock (94,000 shares)

Compensation expense related to stock incentive plans
Performance share issuance (235,000 shares)
Restricted share unitsissuance (56,000 shares). . ....................
Repurchase of Common Stock (736,000 shares). .. ..................
Dividends declared ($0.22 per share)
Amounts at June 30, 2016
NEtINCOME. . ... e

Other comprehensive income
Issuance of non-restricted stock (49,000 shares)

Conversion of Class A to Class B
common stock (11,000 shares)

Compensation expense related to stock incentive plans
Performance share issuance (192,000 shares)
Restricted share unitsissuance (61,000 shares). . . ...................
Repurchase of Common Stock (516,000 shares). . ...................
Dividends declared ($0.24 per share)
Amounts at June 30, 2017

See Notes to Consolidated Financial Statements

Accumulated Total
Common Stock Additional Other Share
_  Paid-In Retained Comprehensive  Treasury Owners’
ClassA  Class B Capital Earnings Income (Loss) Stock Equity
$ 560 $ 1591 $ 6,269 $ 487,040 $ 2,440 $ (56,367) $ 441,533
(508) (303,215) 3,479 (300,244)
20,300 20,300
(4,690) (4,690)
(605) 436 (169)
(541) 541 —
6,414 6,414
(7,452) (2,048) 7,002 (2,498)
(673) 558 (115)
(11,321) (11,321)
(536) (536)
(7,169) (7,169)
$ 19 $2132 % 3445 $ 194372 $ 1229 $ (59,692) $ 141,505
@ @
21,156 21,156
82 82
(1,058) 950 (108)
©) 5 —
5,558 5,558
(3,445) (2,132) 4,424 (1,153)
(1,583) 1,389 (194)
(8,686) (8,686)
(8,288) (8,288)
$ 14 $2137 % 2917 $ 205104 $ 1311 $ (61,615 $ 149,868
37,506 37,506
(196) (196)
(1,205) 1,204 (1)
6,303 6,303
(3,096) (2,823) 4,751 (1,168)
(1,948) 1,529 (419)
(6,665) (6,665)
(9,024) (9,024)
$ 14 $ 2137 % 2971 $ 230,763 $ 1115 $ (60,796) $ 176,204
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KIMBALL INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 Summary of Significant Accounting Policies

Principles of Consolidation: The consolidated financial statements include the accounts of all subsidiaries. All intercompany
balances and transactions have been eliminated in the consolidation.

Operating Segments: We sell a portfolio of furniture products and services under three brands: Kimball, National, and
Kimball Hospitality. We consider each of the three brands to be operating segments which aggregate into one reportable
segment. The brands operate within six market verticals, selling to similar types of customers. Our products and services are
similar in nature and utilize similar production and distribution processes. Our three brands share similar long-term economic
characteristics.

Use of Estimates: The preparation of financial statementsin conformity with accounting principles generally accepted in the
United States of America (“US GAAP”) requires management to make estimates and assumptions that affect the reported
amounts included in the consolidated financial statements and related note disclosures. While efforts are made to assure
estimates used are reasonably accurate based on management’s knowledge of current events, actual results could differ from
those estimates.

Revenue Recognition: We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the
sales priceis fixed or determinable, and collectability is reasonably assured. Delivery isnot considered to have occurred until
thetitle and the risk of loss passes to the customer according to the terms of the contract. Title and risk of loss are transferred
upon shipment to or receipt at our customers' locations, or in limited circumstances, as determined by other specific sales terms
of the transaction. Shipping and handling fees billed to customers are recorded as sales while the related shipping and handling
costs areincluded in cost of goods sold. We recognize sales net of applicable salestax. Based on estimated product returns and
price concessions, areserve for returns and allowances is recorded at the time of the sale, resulting in a reduction of revenue.

Cash and Cash Equivalents: Cash equivalents consist primarily of highly liquid investments with original maturities of three
months or less at the time of acquisition. Cash and cash equivalents consist of bank accounts, money market funds, and
commercia paper. Bank accounts are stated at cost, which approximates fair value, and money market funds and commercial
paper are stated at fair value.

Short-Term Investments: Short-term investments consist primarily of municipal bonds, certificates of deposit purchased in the
secondary market, and government agency securities. Municipa bonds include general obligation bonds and revenue bonds,
some of which are pre-refunded. Government agency securities represent callable debt securities of aU.S. government
sponsored agency. Our investment policy dictates that municipal bonds and government agency securities must be investment
grade quality. Our secondary market certificates of deposit are classified as investment securities, being purchased in the
secondary market through a broker and available to be sold in the secondary market. All certificates of deposit are FDIC
insured. All investments have maturities exceeding three months and are classified as available-for-sale securities which are
recorded at fair value. Unrealized |osses on available-for-sale securities are recognized in earnings when there is intent to sell
or itislikely to be required to sell before recovery of the loss, or when the avail able-for-sale securities have incurred a credit
loss. Otherwise, unrealized gains and losses are recorded net of the tax-related effect as a component of Share Owners' Equity.

Notes Receivable and Trade Accounts Receivable: Our notes receivable and trade accounts receivable are recorded per the
terms of the agreement or sale, and accrued interest is recognized when earned. We determine on a case-by-case basis the
cessation of accruing interest, the resumption of accruing interest, the method of recording payments received on nonaccrual
receivables, and the delinquency status for our limited number of notes receivable.

Our policy for estimating the allowance for credit losses on trade accounts receivable and notes receivable includes analysis of
such items as aging, credit worthiness, payment history, and historical bad debt experience. Management uses these specific
analysesin conjunction with an evaluation of the general economic and market conditions to determine the final allowance for
credit losses on the trade accounts receivable and notes receivable. Trade accounts receivable and notes receivable are written
off after exhaustive collection efforts occur and the receivable is deemed uncollectible. Our limited amount of notes receivable
allows management to monitor the risks, credit quality indicators, collectability, and probability of impairment on an individual
basis. Adjustments to the allowance for credit losses are recorded in selling and administrative expenses. Customary terms
require payment within 30 days, with terms beyond 30 days being considered extended.

Inventories: Inventories are stated at the lower of cost or market value. Cost includes material, 1abor, and applicable
manufacturing overhead. Costs associated with underutilization of capacity are expensed asincurred. Thelast-in, first-out
(“LIFO”) method was used for approximately 94% and 93% of consolidated inventories at June 30, 2017 and June 30, 2016,
respectively. The remaining inventories were valued using the first-in, first-out (“FIFO”) method. Inventories are adjusted for
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excess and obsolete inventory. Evaluation of excess inventory includes such factors as anticipated usage, inventory turnover,
inventory levels, and product demand levels. Factors considered when eval uating obsolescence include the age of on-hand
inventory and reduction in value due to damage, use as showroom samples, design changes, or cessation of product lines.

Property, Equipment, and Depreciation: Property and equipment are stated at cost |ess accumulated depreciation.
Depreciation is provided over the estimated useful life of the assets using the straight-line method for financia reporting
purposes. Leasehold improvements are amortized on a straight-line basis over the shorter of the useful life of the improvement
or the term of the lease. Mgjor maintenance activities and improvements are capitalized; other maintenance, repairs, and minor
renewals are expensed. Depreciation and expenses for maintenance, repairs and minor renewals are included in both the Cost
of Salesline and the Selling and Administrative Expense line of the Consolidated Statements of Income.

Impairment of Long-Lived Assets: We perform reviews for impairment of long-lived assets whenever events or changesin
circumstances indicate that the carrying value of an asset may not be recoverable. Impairment is recognized when estimated
future cash flows expected to result from the use of the asset and its eventual disposition are less than its carrying amount.
When an impairment is identified, the carrying amount of the asset is reduced to its estimated fair value. Assets to be disposed
of are recorded at the lower of net book value or fair market value less cost to sell at the date management commits to a plan of
disposal.

Intangible Assets: Other Intangible Assets reported on the Consolidated Balance Sheets consist of capitalized software and
product rights. Intangible assets are reviewed for impairment when events or circumstances indicate that the carrying value
may not be recoverable over the remaining lives of the assets. A summary of other intangible assets subject to amortization is
asfollows:

June 30, 2017 June 30, 2016

Accumulated Accumulated
(Amounts in Thousands) Cost Amortization  Net Value Cost Amortization  Net Value
Capitalized Software .............. $ 37918 $ 3498 $ 2932 $ 37,7% $ 34,775 $ 3,021
Product Rights . .................. 162 162 — 372 372 —
Other Intangible Assets. ......... $ 38,080 $ 35,148 $ 2932 $ 38168 $ 35147 $ 3,021

During fiscal years 2017, 2016, and 2015, amortization expense of other intangible assets from continuing operations was, in
thousands, $1,071, $786, and $898, respectively. Amortization expense in future periods is expected to be, in thousands,
$1,012, $741, $555, $348, and $183 in the five years ending June 30, 2022, and $93 thereafter. The estimated useful life of
internal-use software ranges from 2 to 10 years.

Internal-use software is stated at cost |ess accumulated amortization and is amortized using the straight-line method. During
the software application development stage, capitalized costs include external consulting costs, cost of software licenses, and
internal payroll and payroll-related costs for employees who are directly associated with a software project. Upgrades and
enhancements are capitalized if they result in added functionality which enable the software to perform tasks it was previously
incapable of performing. Software maintenance, training, data conversion, and business process reengineering costs are
expensed in the period in which they are incurred.

Product rights to produce and sell certain products are amortized on a straight-line basis over their estimated useful lives. We
have no intangible assets with indefinite useful lives which are not subject to amortization.

Research and Development: The costs of research and development are expensed as incurred. Research and devel opment
costs from continuing operations were approximately, in millions, $7, $6, and $7 in fiscal years 2017, 2016, and 2015,
respectively.

Advertising: Advertising costs are expensed asincurred. Advertising costs from continuing operations, included in selling and
administrative expenses were, in millions, $4.3, $4.0, and $4.0, in fiscal years 2017, 2016, and 2015, respectively.

Insurance and Self-insurance: We are self-insured for certain employee health benefits including medical, short-term
disability, and dental. Our self-insured reserves are estimated based upon a number of factors including known claims,
estimated incurred but not reported claims, and other analyses, which are based on historical information along with certain
assumptions about future events. Insurance benefits are not provided to retired employees.

We also participate, along with other companies, in a group captive insurance company (“Captive”). The Captive insures |osses
related to workman's compensation, motor vehicle liability, product liability, and general liability. The Captive reinsures
catastrophic losses for al participants, including Kimball International, in excess of predetermined amounts. We pay premiums
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to the Captive which accumulate as a prepaid deposit estimated for |osses related to the above coverage. We also maintain a
reserve for outstanding unpaid workers' compensation claims, including an estimate of incurred but not reported claims.

Additionally, we purchase insurance coverage for property insurance, director and officer liability insurance, umbrella
coverage, and other risks.

Income Taxes: Deferred income taxes are recognized for the estimated future tax consequences attributabl e to temporary
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
The deferred taxes are measured using enacted tax rates expected to apply to taxable income in the yearsin which the
temporary differences are expected to reverse. We evaluate the recoverability of deferred tax assets each quarter by assessing
the likelihood of future taxable income and available tax planning strategies that could be implemented to realize our deferred
tax assets. If recovery isnot likely, we provide a valuation allowance based on our best estimate of future taxable incomein the
various taxing jurisdictions and the amount of deferred taxes ultimately realizable. Future events could change management’s
assessment. We classify all deferred tax assets and liabilities as noncurrent in our consolidated balance sheets.

We operate within multiple taxing jurisdictions and are subject to tax audits in these jurisdictions. These audits can involve
complex uncertain tax positions, which may require an extended period of time to resolve. A tax benefit from an uncertain tax
position may be recognized only if it is more likely than not that the tax position will be sustained on examination by taxing
authorities, based on the technical merits of the position. We maintain aliability for uncertain income tax and other tax
positions, including accrued interest and penalties on those positions. Astax positions are effectively settled, the tax liability is
adjusted accordingly. We recognize interest and penalties related to unrecognized tax benefits in the Provision for Income
Taxes line of the Consolidated Statements of Income.

Concentrations of Credit Risk: Certain business and credit risks are inherent in our business. Additionally, we currently have
notes receivable from independent dealership financing and other miscellaneous notes receivable which are included on the
Receivables and Other Assets lines of the Consolidated Balance Sheets. At June 30, 2017 and 2016, $0.6 million and $1.9
million, respectively, were outstanding under the notes receivables. The credit risk associated with receivablesis disclosed in
Note 20 - Credit Quality and Allowance for Credit Losses of Notes Receivable of Notes to Consolidated Financial Statements.

Off-Balance Sheet Risk: Our off-balance sheet arrangements are limited to standby letters of credit, one performance bond,
and operating leases entered into in the normal course of business as described in Note 5 - Commitments and Contingent
Liabilities of Notes to Consolidated Financial Statements.

Non-operating Income and Expense: Non-operating income and expense include the impact of such items asfair value
adjustments on Supplemental Employee Retirement Plan (“ SERP”) investments, foreign currency rate movements, bank
charges, investment gain or loss, non-production rent income, and other miscellaneous non-operating income and expense
itemsthat are not directly related to operations. The gain or loss on SERP investments is offset by a change in the SERP
liability that is recognized in selling and administrative expenses.

Foreign Currency Translation: Our continuing foreign operation, a non-manufacturing office in China, uses the U.S. Dollar as
its functional currency. Foreign currency assets and liabilities are remeasured into functional currencies at end-of-period
exchange rates, except for nonmonetary assets and equity, which are remeasured at historical exchange rates. Revenue and
expenses are remeasured at the weighted average exchange rate during the fiscal year, except for expenses related to
nonmonetary assets, which are remeasured at historical exchange rates. Gains and losses from foreign currency remeasurement
are reported in the Non-operating income or expense line item on the Consolidated Statements of Income. Gains and losses
from foreign currency remeasurement into EUR and USD functional currencies related to our former EM S segment are
included in the Income from Discontinued Operations, Net of Tax line item of the Consolidated Statements of Income.

Derivative Instruments and Hedging Activities: We hold atotal investment of $2.0 million in a privately-held company,
including $1.5 million in stock warrants purchased during fiscal year 2017. The investment in stock warrants is accounted for
as aderivative instrument, and is included in the Other Assets line of the Consolidated Balance Sheets. See Note 12 -
Derivative Instruments of Notes to Consolidated Financial Statements for more information on derivative instruments and
hedging activities.

Stock-Based Compensation: Asdescribed in Note 8 - Stock Compensation Plans of Notes to Consolidated Financial
Statements, we maintain a stock-based compensation plan which allows for the issuance of restricted stock, restricted share
units, unrestricted share grants, incentive stock options, nonqualified stock options, performance shares, performance units, and
stock appreciation rights for grant to officers and other key employees and to members of the Board of Directors who are not
employees. We recognize the cost resulting from share-based payment transactions using a fair-value-based method. The
estimated fair value of outstanding performance shares and restricted share units is based on the stock price at the date of the
grant. For performance shares, the price is reduced by the present value of dividends normally paid over the vesting period
which are not payable on outstanding performance share awards. The estimated fair value of outstanding relative total
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shareholder return performance units (“RTSR”) is based on the grant date fair value of RTSR awards using a Monte Carlo
simulation which includes estimating the movement of stock prices and the effects of volatility, interest rates, and dividends.
Stock-based compensation expense is recognized for the portion of the awards that are ultimately expected to vest. In fiscal
year 2017, we early adopted new share-based compensation guidance that eliminates the requirement to estimate and apply a
forfeiture rate to reduce stock compensation expense during the vesting period, and instead, provides an aternative option to
account for forfeitures as they occur, which is the option we adopted. The adoption of this guidance did not have a material
effect on our consolidated financial statements.

Recent Accounting Pronouncements:

In May 2017, the FASB issued guidance that clarifies when changes to the terms or conditions of a share-based payment award
must be accounted for as modifications. The guidance is effective for our first quarter of fiscal year 2019 with early adoption
permitted and will be applied prospectively to an award modified on or after the adoption date. We do not expect the adoption
to have amaterial effect on our consolidated financial statements.

In March 2017, the FASB issued guidance that will shorten the amortization period for certain callable debt securities held at a
premium to the earliest call date. This guidance does not require an accounting change for securities held at adiscount. This
guidance isto be applied on a modified retrospective basis, with a cumulative-effect adjustment directly to retained earnings as
of the beginning of the period of adoption. The guidance is effective for our first quarter fiscal year 2020 with early adoption
permitted. We have not yet determined the effect of this guidance on our consolidated financial statements.

In March 2017, the FASB issued guidance that requires employers that present a measure of operating income in their
statement of income to include only the service cost component of net periodic benefit cost in operating expenses, which will
impact the presentation of our postemployment benefit plan. The guidance also alows only the service cost component to be
eligible for capitalization. Employers are required to present all other components of net benefit cost separate from the service
costs and disclose the line item in which the components of net benefit cost other than the service cost are included.
Retrospective application of the change in the statement of income presentation is required, while the change in capitalization
of the service cost isto be applied prospectively. The guidance is effective for our first quarter fiscal year 2019 with early
adoption permitted. We have not yet determined the effect of this guidance on our consolidated financial statements.

In February 2017, the FASB issued guidance that clarifies the scope of guidance on nonfinancial asset derecognition as well as
the accounting for partial sales of nonfinancial assets. This new guidance is meant to clarify the scope of the original guidance
that was issued in connection with the guidance relating to the recognition of revenue from contracts with customers, as defined
below, which addresses recognizing gains and losses from the transfer of nonfinancial assets in contracts with noncustomers.
The guidance is effective for our first quarter fiscal year 2019 with early adoption permitted, and we are required to adopt
concurrent with the adoption of the guidance on recognition of revenue from contracts with customers. We have not yet
determined the effect of this guidance on our consolidated financial statements.

In January 2017, the FASB issued guidance on simplifying the test for goodwill impairment by eliminating the requirement to
estimate the implied fair value of areporting unit from the goodwill impairment test. Under the guidance, an entity should
perform its annual, or interim, goodwill impairment test by comparing the fair value of areporting unit with its carrying
amount and should recognize an impairment charge for the amount by which the carrying amount exceeds the reporting unit’s
fair value. However, the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit. An
entity still has the option to perform the qualitative assessment for a reporting unit to determine if the quantitative impai rment
test is necessary. The guidance is effective prospectively for our first quarter of fiscal year 2021 financial statements with early
adoption permitted. We do not expect the adoption to have amaterial effect on our consolidated financial statements aswe
currently do not have any goodwill.

In January 2017, the FASB issued guidance which revises the definition of abusiness with the objective of adding guidance to
assist entities with evaluating whether transactions should be accounted for as acquisitions or disposals of assets or businesses.
The guidance is effective for our first quarter of fiscal year 2019 with early adoption permitted and the amendments can be
applied to transactions occurring before the guidance was issued as long as the applicable financial statements have not been
issued. We do not expect the adoption to have a material effect on our consolidated financial statements.

In November 2016, the FASB issued guidance which requires an entity to include in their cash and cash equivalent balancesin
the statement of cash flows those amounts that are deemed to be restricted cash and restricted cash equivalents. The guidanceis
effective for our first quarter of fiscal year 2019 with early adoption permitted, and is required to be applied using a
retrospective transition method to each prior reporting period. We do not expect the adoption to have amaterial effect on our
consolidated financial statements.

In June 2016, the FASB issued guidance on the measurement of credit losses on financial instruments. Under the guidance, an
entity recognizes as an alowance its estimate of expected credit losses, which the FASB believes will result in more timely
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recognition of such losses. The guidance is also intended to reduce the complexity by decreasing the number of credit
impairment models that entities use to account for debt instruments. The guidance is effective for our first quarter of fiscal year
2021 with early adoption in our fiscal year 2020 permitted. We have not yet determined the effect of this guidance on our
consolidated financia statements.

In March 2016, the FASB issued guidance on simplifying the accounting for employee share-based payment transactions,
including the accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as the classification
on the statement of cash flows. The guidance is effective for our first quarter of fiscal year 2018 with early adoption permitted.
We early adopted the guidance in the fourth quarter of our fiscal year ended June 30, 2017. Asaresult, during fiscal year 2017,
we recognized an excess tax benefit of $0.5 million as an income tax benefit on our consolidated statements of income, due to
applying the guidance applicable to excess tax benefits on a prospective basis during the current fiscal year. We opted to
retrospectively modify the consolidated statements of cash flows for fiscal years ended 2017, 2016, and 2015, to present excess
tax benefits in cash flows from operations rather than cash flows from financing. We adopted a policy to account for forfeitures
asthey occur rather than on an estimated basis, and applied this policy using a modified retrospective approach since the
beginning of fiscal year 2017. The impact of the forfeiture policy change was not material.

In February 2016, the FASB issued guidance that revises the accounting for leases. The guidance isintended to improve
financial reporting of leasing transactions by requiring lessees to record right-of-use assets and corresponding lease liabilities
on the balance sheet. Leases will continue to be classified as either operating or finance leases, with the classification affecting
the pattern of expense recognition in the statement of income. The guidance will also require additional disclosuresto help
investors and other financial statement users better understand the amount, timing, and uncertainty of cash flows arising from
leases. The guidance is effective for our first quarter of fiscal year 2020 with early adoption permitted, and is required to be
applied using a modified retrospective approach to each prior reporting period. We are currently evaluating the impact of this
guidance, but have not yet determined the effect on our consolidated financial statements.

In January 2016, the FASB issued guidance which isintended to improve the recognition and measurement of financial
instruments. The guidance revises an entity’s accounting related to the classification and measurement of investments in equity
securities and the presentation of certain fair value changes for financial liabilities measured at fair value. The guidance also
amends certain disclosure requirements associated with the fair value of financial instruments. The guidance is effective
prospectively for our first quarter of fiscal year 2019 financial statements with early adoption allowed on certain provisions. We
are currently evaluating the impact of this guidance, but have not yet determined the effect on our consolidated financial
statements.

In July 2015, the FASB issued guidance on simplifying the measurement of inventory which appliesto inventory that is
measured using first-in, first-out (“ FIFO”) or average cost. Inventory within the scope of this update is required to be measured
at the lower of cost or net realizable value, which is the estimated selling price in the ordinary course of business less
reasonably predictable costs of completion, disposal, and transportation. The guidance does not impact inventory measured on
alast-in, first-out (“LIFO") basis. The standards update is effective prospectively for our first quarter fiscal year 2018 financial
statements with early adoption permitted. We do not expect the adoption to have a material effect on our consolidated financial
statements.

In April 2015, the FASB issued guidance that requires debt issuance costs be presented in the balance sheet as adirect
deduction from the carrying amount of the related debt liability and further clarification guidance allows the cost of securing a
revolving line of credit to be recorded as a deferred asset regardless of whether a balance is outstanding. We adopted this
guidance for our first quarter of fiscal year 2017 financial statements. The adoption did not have a material effect on our
consolidated financial statements.

In April 2015, the FASB issued guidance on customer’s accounting for cloud computing fees and provided criteriafor
customersin a cloud computing arrangement to use to determine whether the arrangement includes alicense of software. The
guidance clarifies that a software license included in a cloud computing arrangement should be accounted for consistent with
the acquisition of other software licenses, whereas a cloud computing arrangement that does not include a software license
should be accounted for as a service contract. We adopted this guidance beginning in our first quarter of fiscal year 2017 using
the prospective transition method. The adoption did not have a material effect on our consolidated financial statements.

In June 2014, the FASB provided explicit guidance on how to account for share-based payments granted to employees in which
the terms of the award provide that a performance target that affects vesting could be achieved after the requisite service period.
The guidance was effective prospectively in our first quarter of fiscal year 2017. The adoption did not have a material effect on
our consolidated financia statements.

In May 2014, the FASB issued guidance on the recognition of revenue from contracts with customers. The core principle of the
guidance is that a company should recognize revenue to depict the transfer of promised goods or services to customersin an
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amount that reflects the consideration which the company expects to receive in exchange for those goods or services. To
achieve this core principle, the guidance provides afive-step analysis of transactions to determine when and how revenueis
recognized. The guidance addresses several areas including transfer of control, contracts with multiple performance
obligations, and costs to obtain and fulfill contracts. The guidance al so requires additional disclosure about the nature, amount,
timing and uncertainty of revenue and cash flows arising from customer contracts, including significant judgments and changes
in judgments and assets recognized from costs incurred to obtain or fulfill a contract. In July 2015, the FASB decided to defer
the effective date for this new revenue standard by one year, which will make the guidance effective for our first quarter fiscal
year 2019 financial statements using either of two acceptable adoption methods: (i) retrospective adoption to each prior
reporting period presented with the option to elect certain practical expedients; or (ii) adoption with the cumulative effect of
initially applying the guidance recognized at the date of initial application and providing certain additional disclosures. In
March 2016, the FASB issued additional guidance which further clarifies assessing whether an entity isa principal or an agent
in arevenue transaction, and impacts whether an entity reports revenue on a gross or net basis; in April 2016, the FASB issued
additional guidance that addresses identifying performance obligations and implementing licensing guidance; and in May 2016,
the FASB issued additional guidance that clarifies collectability, noncash consideration, and other transition issues. The
amendments have the same effective date and transition requirements as the new revenue standard. We are in the process of
evaluating the new guidance against our existing accounting policies and are identifying areas that will be impacted to
determine the effect the guidance will have on our consolidated financial statements, and which transition method will be
chosen for adoption.

Note 2 Spin-Off Transaction

On October 31, 2014 (“ Distribution Date”), we completed the spin-off of our Electronic Manufacturing Services (“EMS”)
segment by distributing the related shares of Kimball Electronics, Inc. (“Kimball Electronics”), on a pro rata basis, to our Share
Owners of record as of October 22, 2014. After the Distribution Date, we no longer beneficially own any Kimball Electronics
shares and Kimball Electronicsis an independent publicly traded company. Kimball International, Inc. trades on the Nasdaq
Stock Market LLC (“Nasdag”) under the ticker symbol “KBAL” and Kimball Electronics, Inc. trades on the Nasdag under the
ticker symbol “KE”".

The EM S segment was reclassified to discontinued operations in the Consolidated Statements of Income for all periods
presented. Discontinued operations did not have an impact on the financial results of fiscal years 2017 and 2016. Summarized
financial results of discontinued operations through the October 31, 2014 spin-off date, were as follows:

Fiscal Year Ended

(Amounts in Thousands, Except Per Share Data) June 30, 2015

NEL SalES . . ot $ 275,551
Income Before TaxesonIncome. . . ... 13,098
Provisionfor Income TaxXxes . . ...t e 3,941
Income from Discontinued Operations, Netof Tax . .................. $ 9,157
Income from Discontinued Operations per Class B Diluted Share. . ... ... $ 0.23

In connection with the spin-off of Kimball Electronics, we entered into several agreements with Kimball Electronics covering
administrative and tax matters to provide or obtain services on atransitiona basis, as needed, for varying periods after the spin-
off. The administrative agreements covered various services such as information technology, human resources, taxation, and
finance, and these services are substantially complete. Weretain all liabilities for U.S. federal, state, and local income taxes on
income prior to the spin-off, as well as certain non-income taxes attributable to Kimball Electronics' business. Kimball
Electronics generally will be liable for all other taxes attributable to its business.

Note 3 Inventories

Inventories are valued using the lower of last-in, first-out (“LIFO”) cost or market value for approximately 94% and 93% of
consolidated inventories at June 30, 2017 and June 30, 2016, respectively. The remaining inventories are valued using the lower
of first-in, first-out (*FIFO”) cost or market value.

Had the FIFO method been used for all inventories, income from continuing operations would have been $0.4 million higher in
fiscal year 2017, $1.0 million lower in fiscal year 2016, and $0.2 million higher in fiscal year 2015. Certain inventory quantity
reductions caused liquidations of LIFO inventory values, which increased income from continuing operations by an immaterial
amount in 2017, 2016 and 2015.
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Inventory components at June 30, 2017 were as follows:

(Amounts in Thousands) 2017 2016
Finished products . . .. ..ot $ 24537 $ 26,494
VO K- NP OCESS . & v v vt ettt e e e e e e e e e e 1,346 1,840
RAW MAErialS . . . .o 25,368 25,070
Total FIFO INVENIOIY . . . oo ettt e et e e e e e e $ 51,251 $ 53404
I O I == Y P (13,189) (12,466)
Total INVENOTY . . .ot e e $ 38062 $ 40,938

Note 4 Property and Equipment

Major classes of property and equipment at June 30 consist of the following:

(Amounts in Thousands) 2017 2016
AN oo $ 2431 $ 2,577
Buildings and improvements . . . ... ..ottt 109,374 110,536
Machinery and eqQUIPIMENt . .. ... ottt e e e 147,407 154,319
CoNSLrUCHION-IN-PrOGIESS . . . . ottt et et e e et e e e e e e e e e e e e 3,660 1,154
LI $ 262872 $ 268,586
Less: Accumulated depreCiation. . . ...ttt e (182,803) (181,500)
Property and eqUIPMENt, NEL. . . . .. .ottt $ 80069 $ 87,086

The useful lives used in computing depreciation are based on estimated service lives for classes of property, as follows:

Years
Buildings and improvements . . ...t e 5t0 40
Machinery and eqUIpmMENnt . .. ... ot 21020
Leasehold improvements . . ... ... Lesser of Useful Life or Term of Lease

Depreciation and amortization of property and equipment from continuing operations, including asset write-downs associated
with restructuring plans, totaled, in millions, $14.7 for fiscal year 2017, $14.3 for fiscal year 2016, and $13.1 for fiscal year
2015.

At June 30, 2017, our fleet of over-the-road tractors and trailers which will be outsourced and a small parcel of land located in
Jasper, Indianatotaling $4.2 million were classified as held for sale. At June 30, 2016, assets totaling $9.2 million were
classified as held for sale for afacility and land located in Post Falls, Idaho.

During fiscal year 2017, we sold our Post Falls, Idaho facility and land and recognized a pre-tax gain of $2.1 million as the
$12.0 million selling price exceeded the book value of the facility and land net of selling costs. The gain was recorded on the
Restructuring (Gain) Expense line of the Consolidated Statements of Income. We aso sold excess land for proceeds of $1.4
million and recognized a pre-tax gain of $1.2 million which isrecorded on the Selling and Administrative Expenses line of the
Consolidated Statement of Income. In addition, during fiscal year 2017 we recognized impairment of $0.2 million as the
carrying value of our fleet of over-the-road tractors and trailers exceeded the market value less selling costs.

During fiscal year 2017, we aso sold afacility in Indianawhich housed an education center for dealer and employee training, a
research and devel opment center, and a product showroom for proceeds of $3.8 million. In order to allow for transition of
those functions to our primary campus also located in Jasper, Indiana, we are leasing back a portion of the facility until
December 31, 2017 at afavorablerate. The below-market terms of the leaseback are considered aform of continuing
involvement that precludes sale treatment therefore we must defer the recognition of the sale for accounting purposes and as a
result, in the second quarter of fiscal year 2018 we expect to recognize approximately $1.7 million of pre-tax gain on the sale.

During fiscal year 2015, an aircraft which had been used primarily for management travel totaling $1.3 million was classified

as held for sale during the second quarter of fiscal year 2015, and subsequently sold during the third quarter of fiscal year 2015.
We recognized a pre-tax gain of $0.2 million related to the sale of the aircraft during the third quarter of fiscal year 2015 which
partially offset the pre-tax impairment charge recorded in the second quarter of fiscal year 2015 of $1.1 million, due to the book
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value of the aircraft exceeding fair market value estimates less selling costs. The impairment and gain were both recorded on
the Restructuring (Gain) Expense line of the Consolidated Statements of Income.

Note 5 Commitments and Contingent Liabilities

Leases:

Operating leases for certain offices, showrooms, a manufacturing facility, land, and equipment, which expire from fiscal year
2018 to 2027, contain provisions under which minimum annual lease payments are, in millions, $3.7, $3.5, $3.3, $3.3, and $3.1
for the five years ending June 30, 2022, respectively, and aggregate $8.0 million from fiscal year 2023 to the expiration of the
leasesin fiscal year 2027. We are obligated under certain real estate leases to maintain the properties and pay real estate taxes.
Certain leases include renewal options and escalation clauses. Total rental expense from continuing operations amounted to, in
millions, $6.0, $6.7, and $4.9 in fiscal years 2017, 2016, and 2015, respectively, including certain leases requiring contingent
lease payments based primarily on warehouse space utilized, which amounted to expense of, in millions, $1.5, $2.4, and $1.0in
fiscal years 2017, 2016, and 2015, respectively.

As of June 30, 2017 and 2016, capital |eases were not material.

During fiscal year 2017 we sold and leased back afacility in Indiana and the transaction did not qualify for sale-leaseback
accounting; therefore, it is accounted for as a financing transaction under U.S. GAAP. The proceeds of $3.8 million have been
recorded as a financing obligation and the assets related to the sold facility remain on our balance sheet and continue to be
depreciated. The gain on the sale is expected to be recognized on December 31, 2017 when the favorable |ease terms cease.

Guarantees:

Standby letters of credit were issued to lessors and insurance institutions and can only be drawn upon in the event of our failure
to pay our obligations to a beneficiary. We had a maximum financia exposure from unused standby letters of credit totaling
$1.2 million as of June 30, 2017 and $1.4 million as of June 30, 2016.

We are periodically required to provide performance bonds in order to conduct business with certain customers. The bonds are
required to provide assurances to customers that the products and services they have purchased will be installed and/or
provided properly and without damage to their facilities. We are ultimately liable for claims that may occur against the
performance bonds. We had a maximum financial exposure from performance bonds totaling $0.4 million as of June 30, 2017
and $1.5 million as of June 30, 2016.

We are not aware of circumstances that would require us to perform under any of these arrangements and believe that the
resolution of any claims that might arise in the future, either individually or in the aggregate, would not materially affect our
consolidated financial statements. Accordingly, no liability has been recorded as of June 30, 2017 and 2016 with respect to the
standby letters of credit or performance bonds. We also enter into commercial letters of credit to facilitate payments to vendors
and from customers.

Product Warranties:

We estimate product warranty liability at the time of sale based on historical repair or replacement cost trends in conjunction
with the length of the warranty offered. Management refines the warranty liability periodically based on changesin historical
cost trends and in certain cases where specific warranty issues become known.

Changes in the product warranty accrual during fiscal years 2017, 2016, and 2015 were as follows:

(Amounts in Thousands) 2017 2016 2015

Product Warranty Liability at thebeginningof theyear.......................... $ 2361 $ 2264 $ 3221
Additions to warranty accrual (including changesinestimates).................... 562 1,165 880
Settlementsmade (incashorinkind) ......... ... ... . i (921) (1,078) (927)
Distribution to Kimball Electronics, INC.. . ...t — — (910)
Product Warranty Liability attheendof theyear . .............................. $ 1992 $ 2351 $ 2,264

Other Contingency:

The U.S. government, as well as state and local governments, can typically terminate or modify their contracts with us either at

their discretion or if we default by failing to perform under the terms of the applicable contract, which could expose us to

liability. The failure to comply with regulatory and contractual requirements could subject us to investigations, fines, or other
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penalties, and violations of certain regulatory and contractual requirements could also result in us being suspended or debarred
from future government contracting.

In March 2016, in connection with arenewal of one of our contracts, we became aware of noncompliance and inaccuraciesin
our General Services Administration (“* GSA”) subcontractor reporting. Accordingly, we retained outside legal counsel to assist
in conducting an internal review of our reporting practices, and we self-reported the matter and the results of the internal review
to the GSA. We have promptly responded to inquiries from the GSA since our initial reporting, have met with government
officials as requested on two occasions, and intend to cooperate fully with any further inquiries or investigations. While we are
not able to reasonably estimate the future financial impact, if any, of the possible sanctions at this time, any of them could, if
imposed, have amaterial adverse impact on our business, future financial position, results of operations, or cash flows. The
timing of the government’s review and determination of any outcome of these mattersis uncertain and, therefore, it is unclear
asto when and to what extent, if any, our previously issued earnings guidance might be impacted. We have incurred, and will
continue to incur, legal and related costs in connection with our internal review and the government’s response to this matter.
During fiscal year 2017, sales related to our GSA contracts were approximately 8.8% of our consolidated sales, with one
contract accounting for approximately 6.1% of our consolidated sales and the other contract accounting for approximately 2.7%
of our consolidated sales.

Note 6 Long-Term Debt and Credit Facilities

Long-term debt, less current maturities as of June 30, 2017 and 2016, was, in thousands, $184 and $212, respectively, and
current maturities of long-term debt were, in thousands, $27 and $29, respectively. Long-term debt consists of along-term note
payable and capitalized leases. Interest rates range from 2.50% to 9.25% and maturities occur in fiscal years 2018 and 2025.
Aggregate maturities of long-term debt for the next five years are, in thousands, $27, $23, $25, $27, and $30, respectively, and
aggregate $79 thereafter.

We maintain a $30 million credit facility with amaturity date of October 31, 2019 that allows for both issuances of |etters of
credit and cash borrowings. Thisfacility provides an option to increase the amount available for borrowing to $55 million at
our request, subject to the consent of the participating banks. At June 30, 2017 and 2016, we had no borrowings outstanding
under the credit facility. At June 30, 2017, we had $1.2 million in letters of credit outstanding, which reduced our borrowing
capacity on the credit facility to $28.8 million.

The revolving loans under the Credit Agreement may consist of, at our election, advancesin U.S. dollars or advancesin any
other currency that is agreed to by the lenders. The proceeds of the revolving loans are to be used for general corporate
purposes, including acquisitions. A portion of the credit facility, not to exceed $10 million of the principal amount, will be
available for the issuance of letters of credit. The commitment fee is payable on the unused portion of the credit facility which
was immaterial to our operating results for fiscal years 2017 and 2016. The commitment fee on the unused portion of principal
amount of the credit facility is payable at arate that ranges from 20.0 to 25.0 basis points per annum as determined by our ratio
of consolidated total indebtedness to adjusted consolidated EBITDA.

Theinterest rate is dependent on the type of borrowings and will be one of the following two options:

» Theadjusted London Interbank Offered Rate (“Adjusted LIBO Rate” as defined in the Credit Agreement) in effect two
business days prior to the advance (adjusted upwards to reflect bank reserve costs) for such interest period, plus the
Eurocurrency Loans margin which can range from 125.0 to 175.0 basis points based on our ratio of consolidated total
indebtedness to adjusted consolidated EBITDA; or

e TheAlternate Base Rate, which is defined as the highest of the fluctuating rate per annum equal to the higher of
a JPMorgan's prime rate;
b. 1% per annum above the Adjusted LIBO rate; or
C. 0.5% per annum above the Federal funds rate;
plus the ABR Loans spread which can range from 25.0 to 75.0 basis points based on our ratio of consolidated total
indebtedness to adjusted consolidated EBITDA.

Our financia covenants under the Credit Agreement require:

* Anadjusted leverageratio of (a) consolidated total indebtedness minus unencumbered U.S. cash on hand inthe U.S. in
excess of $15,000,000 to (b) consolidated EBITDA, determined as of the end of each of itsfiscal quarters for the then
most recently ended four fiscal quarters, to not be greater than 3.0 to 1.0, and

e Afixed charge coverage ratio of (a) the sum of (i) consolidated EBITDA, minus (ii) 50% of depreciation expense,
minus (iii) taxes paid, minus (iv) dividends and distributions paid, to (b) the sum of (i) scheduled principal payments
on indebtedness due and/or paid, plus (ii) interest expense, calculated on a consolidated basis in accordance with
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GAAP, determined as of the end of each of itsfiscal quartersfor the trailing four fiscal quarters then ending, to not be
lessthan 1.10 to 1.00.

Cash payments for interest on borrowings were, in thousands, $37, $22, and $29, in fiscal years 2017, 2016, and 2015,
respectively.

Note 7 Employee Benefit Plans
Retirement Plans:

We have atrusteed defined contribution retirement plan in effect for substantially all domestic employees meeting the
eligibility requirements. Employer contributions to the trusteed plan have a five-year vesting schedule and are held for the sole
benefit of participants. We also maintain a supplemental employee retirement plan (“ SERP”) for executive employees which
enables them to defer cash compensation on a pre-tax basisin excess of IRS limitations. The SERP s structured as a rabbi
trust, and therefore assets in the SERP portfolio are subject to creditor claimsin the event of bankruptcy.

The discretionary employer contribution for domestic employees is determined annually by the Compensation and Governance
Committee of the Board of Directors. Tota expense from continuing operations related to employer contributions to the
domestic retirement plans was, in millions, $6.4, $4.3, and $4.3 for fiscal years 2017, 2016, and 2015, respectively.

Employees of certain foreign subsidiaries are covered by local pension or retirement plans. The expense from continuing
operations related to employer contributions to these foreign plans for fiscal years 2017, 2016, and 2015 was not material.

Severance Plans:

Our domestic employees participate in severance plans which provide severance benefits to eligible employees meeting the
plans qualifications, primarily for involuntary termination without cause.

There are no statutory requirements for us to contribute to the plans, nor do employees contribute to the plans. The plans hold
no assets. Benefits are paid using available cash on hand when €ligible employees meet plan qualifications for payment.
Benefits are based upon an employee’'s years of service and accumulate up to certain limits specified in the plans and include
both salary and an allowance for medical benefits. The components and changes in the Benefit Obligation, Accumulated Other
Comprehensive Income (Loss), and Net Periodic Benefit Cost are as follows:

June 30
(Amounts in Thousands) 2017 2016
Changes and Components of Benefit Obligation:
Benefit obligation at beginningof year ....... ... ... .. . $ 2815 $ 2855
SEIVICE COSE. . . v ittt ettt e e e e 482 490
INEErESt COSt. . . oot 65 74
Actuarial (gain) lossfortheperiod. .......... .. i (186) (576)
Benefitspaid. . .. ..o (93) (28)
Benefit obligationatendof year . ......... ... . $ 3083 $ 2815
Balancein current l1abilities . . ................coiuieieeeeeiiiieaann, $ 561 $ 494
Balancein noncurrent ligbilities . .......... ... . . 2,522 2,321
Total benefit obligation recognized in the Consolidated Balance Sheets. . ... ... .. $ 3083 $ 2815
June 30
(Amounts in Thousands) 2017 2016
Changes and Components in Accumulated Other Comprehensive Income (Loss) (before tax):
Accumulated Other Comprehensive Income (Loss) at beginningof year .............. $ (2,246) $ (2,011)
Net change in unrecognized actuarial (gain) 10SS. .. ...t 287 (135)
Accumulated Other Comprehensive Income (Loss) atendof year ................... $ (1,859) $ (2,146)
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(Amounts in Thousands) Year Ended June 30

Components of Net Periodic Benefit Cost (before tax): 2017 2016 2015
SBIVICE COSE. vttt et e e e e e e e e $ 482 $ 490 $ 645
INEErESE COSt. . . oot 65 74 96
Amortization Of Prior SErVICE COSt . ... oot — — 185
Amortization of actuarial (gain) 0SS . . ... .ot (473) (441) (292)

Net periodic benefit cost — Total CoSt. . ... ..o $ 74 $ 123 $ 634
Less: Discontinued Operations . . . .. ..ottt — — 81
Net periodic benefit cost — Continuing operations ..............ccovvieee..... $ 74 $ 123 $ 553

The benefit cost in the above table includes only normal recurring levels of severance activity, as estimated using an actuarial
method. Unusual or non-recurring severance actions, such as those disclosed in Note 18 - Restructuring Expense of Notes to
Consolidated Financial Statements, are not estimable using actuarial methods and are expensed in accordance with other
applicable U.S. GAAP.

Prior service cost was amortized on a straight-line basis over the average remaining service period of employees that were
active at the time of the plan initiation, and was fully amortized during fiscal year 2015. Actuarial (gain) lossisamortized on a
straight-line basis over the average remaining service period of employees expected to receive benefits under the plan.

The estimated actuarial net (gain) loss from continuing operations for the severance plans that will be amortized from
accumulated other comprehensive income into net periodic benefit cost (income) over the next fiscal year is, pre-tax in
thousands, $(142).

Assumptions used to determine fiscal year end benefit obligations are as follows:

2017 2016
DiSCOUNt RALE. . . . . oot e e e e e 2.8% 2.2%
Rate of Compensation INCrease. . .. .o oo i it et 3.0% 3.0%

Weighted average assumptions used to determine fiscal year net periodic benefit costs are as follows:

2017 2016 2015
DIiSCOUNt RELE . . . . .o oot e 2.4% 2.7% 2.6%
Rate of Compensation INCrease . .. ...ttt 3.0% 3.0% 3.0%

Note 8 Stock Compensation Plans

OnAugust 13, 2013, the Board of Directors adopted the Amended and Restated 2003 Stock Option and Incentive Plan (“the
2003 Plan™), which was approved by our Share Owners on October 15, 2013. Under the 2003 Plan, 5,000,000 shares of
Common Stock are reserved for issuance of hew awards and awards that had been issued under a former 2003 Stock Option
and Incentive Plan. The 2003 Plan allows for issuance of restricted stock, restricted share units, unrestricted share grants,
incentive stock options, nonqualified stock options, performance shares, performance units, and stock appreciation rights for
grant to officers and other key employees and to members of the Board of Directors who are not employees. The 2003 Plan
expires December 31, 2018.

The pre-tax compensation cost from continuing operations charged against income was $6.3 million in fiscal year 2017, and
$5.6 million in both fiscal years 2016 and 2015. The total income tax benefit from continuing operations for stock
compensation arrangements was $2.9 million in fiscal year 2017, which includes income tax benefit of $0.5 million from the
early adoption of new share-based compensation guidance, and $2.2 million in both fiscal years 2016 and 2015. We generally
use treasury shares for issuance of shares.

Performance Shares:

We award performance shares to officers and other key employees. Under these awards, a number of shares will be issued to
each participant based upon the attainment of the applicable performance conditions as applied to atotal potential share award
made and approved by the Compensation and Governance Committee. We currently have two types of performance share
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awards outstanding, an annual performance share award with a contractual life of one year and along-term performance share
award with a contractual life of five years. The performance conditions for both types of performance share awards are based
on annual performance measurement periods and are vested when issued as Common Stock shortly after the end of the fiscal
year in which each performance measurement period is complete. Therefore, the long-term performance share awards include
shares applicable to performance measurement periods in future fiscal years that will be measured at fair value when the
performance targets are established in future fiscal years. If aparticipant is not employed on the date shares are issued, the
performance share award is forfeited, except in the case of death, retirement at age 62 or older, total permanent disability, or
certain other circumstances described in our employment policy. To the extent performance conditions are not fully attained,
performance shares are forfeited.

A summary of performance share activity during fiscal year 2017 is presented below:

Weighted Average

Number Grant Date

of Shares (1) Fair Value
Performance Sharesoutstandingat July 1,2016 ...............cciiiieinnennn... 591,510 $12.12
GraNtEd . . oo 243,396 $11.26
BT =0 (294,086) $12.12
FOrfaited . .. (74,042) $12.10
Performance Sharesoutstanding at June 30, 2017 . . . ... ..o i e 466,778 $11.23

(1) The shares granted include the maximum number of shares that may vest under performance share awards; however, the actual number of
shares which vest is determined based on the satisfaction of performance conditions, and therefore may be significantly lower. The shares
vested include the earned number of shares to be issued based on performance conditions, while shares forfeited include shares that will not
be issued as aresult of not fully attaining the maximum performance conditions.

As of June 30, 2017, there was approximately $1.6 million of unrecognized compensation cost related to performance shares,
based on the latest estimated attainment of performance conditions. That cost is expected to be recognized over annual
performance periods ending July 2017 through July 2019, with aweighted average vesting period of lessthan oneyear. The
fair value of performance sharesis based on the stock price at the date of grant, reduced by the present value of dividends
normally paid over the vesting period which are not payable on outstanding performance share awards. The weighted average
grant date fair value was $11.26 and $12.12 for performance share awards granted in fiscal years 2017 and 2016, respectively.
There were no performance share awards granted in fiscal year 2015 because the awards applicable to the fiscal year 2015 were
actually granted shortly before the beginning of fiscal year 2015, in June 2014. During fiscal years 2017, 2016, and 2015,
respectively, 294,086; 352,924; and 649,524 performance shares vested at afair value of $3.6 million, $3.6 million, and $7.2
million. Thefair valueisequal to the closing price, less the present value of annual dividends, of shares of our Common Stock
on the date of the grant.

The performance shares vested represent the total number of shares vested prior to the reduction of shares withheld to satisfy
tax withholding obligations. The number of shares presented in the above table, the amounts of unrecognized compensation,
and the weighted average period include performance shares awarded that are applicable to future performance measurement
periods and will be measured at fair value when the performance targets are established in future fiscal years.

Relative Total Shareholder Return Performance Units:

We award relative total shareholder return performance units (“RTSR”) to key officers. Under these awards, a participant will
earn from 0% to 200% of the target award depending upon how the compound annual growth rate of Kimball International
common stock ranks within the peer group at the end of the performance period. RTSRs are vested at the end of the
performance period and are issued as common shares shortly after the performance measurement period is complete. The
contractual life of the RTSRsis generally three years. Thefirst issuance of RTSR’sin February 2015 was for a period of two
years, four months due to a transition of compensation levels shortly after the spin-off of Kimball Electronics. If a participant
is not employed on the date shares are vested, the RTSR award is forfeited, except in the case of death, retirement at age 62 or
older, total permanent disability, or certain other circumstances described in our employment policy. To the extent performance
conditions are not fully attained, RTSRs are forfeited.
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A summary of RTSR activity during fiscal year 2017 is presented below:

Weighted Average

Number Grant Date

of Shares (1) Fair Value
RTSRsoutstanding at July 1, 2016. . .. ... .ottt et i i 132,582 $13.45
Granted . . ... 78,306 $13.92
VBB . o o (57,375) $16.73
01 =1 (= (3,021) $11.48
RTSRsoutstanding at JUune 30, 2017 .. ...t e 150,492 $14.49

(1) The shares granted include the maximum number of shares that may vest under RTSR awards; however, the actual number of shares
which vest is determined based on the satisfaction of performance conditions, and therefore may be significantly lower. The shares vested
include the earned number of shares to be issued based on performance conditions, while shares forfeited include shares that will not be
issued as aresult of not fully attaining the maximum performance conditions.

As of June 30, 2017, assuming atarget of 100%, there was approximately $0.5 million of unrecognized compensation cost
related to RTSRs. That cost is expected to be recognized over the vesting periods ending June 2018 through June 2019, with a
weighted average vesting period of approximately one year. The grant date fair value of RTSR awards was calculated using a
Monte Carlo simulation. This valuation technique includes estimating the movement of stock prices and the effects of
volatility, interest rates, and dividends. The weighted average grant date fair value was $13.92, $15.10, and $11.48 for RTSR
awards granted in fiscal years 2017, 2016, and 2015, respectively. During fiscal year 2017, 57,375 RTSRs vested at afair value
of $1.0 million. The RTSR awards vested represent the total number of shares vested prior to the reduction of shares withheld
to satisfy tax withholding obligations. During fiscal years 2016 and 2015, no RT SRs vested.

Restricted Share Units:

Restricted Share Units (“RSUS") were granted to officers and key employees. Upon vesting, the outstanding number of RSUs
and the value of dividends accumulated over the vesting period are converted to shares of common stock. The contractual life
of the RSUs is generally three years, however certain awards have shorter or longer contractual livesin order to transition from
other types of compensation or to be used as along-term retention tool. |f the employment of a holder of an RSU terminates
before the RSU has vested for any reason other than death, retirement at age 62 or older, total permanent disability, or certain
other circumstances described in our employment policy, the RSU and accumulated dividends will be forfeited.

A summary of RSU activity during fiscal year 2017 is presented below:

Weighted Average

Number Grant Date

of Shares Fair Value
RSUsoutstandingat July 1, 2016. . ... ... oottt 159,977 $10.83
Granted . . ..o 122,755 $11.85
VB . .o (86,116) $9.60
FOrfEited . ... — $—
RSUsoutstanding at June 30, 2017 . ... ..ottt 196,616 $12.00

As of June 30, 2017, there was approximately $1.3 million of unrecognized compensation cost related to nonvested RSU
compensation arrangements. That cost is expected to be recognized over vesting periods ending June 2018 through June 2021,
with aweighted average vesting period of one year, eight months. The fair value of RSU awards is based on the stock price at
the date of award. The weighted average grant date fair value was $11.85, $12.19, and $9.15 for RSU awards granted in fiscal
years 2017, 2016, and 2015, respectively. During fiscal years 2017, 2016, 2015, respectively, 86,116, 79,461, and 45,009 RSUs
vested at afair value of $0.8 million, $0.7 million, and $0.4 million. Thefair value is equal to the closing price of shares of our
Common Stock on the date of the grant. The RSU awards vested represent the total number of shares vested prior to the
reduction of shares withheld to satisfy tax withholding obligations.

Unrestricted Share Grants:

Unrestricted shares may be granted to employees and non-employee members of the Board of Directors as consideration for
service to Kimball International. Unrestricted share grants do not have vesting periods, holding periods, restrictions on sale, or
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other restrictions. The fair value of unrestricted shares is based on the stock price at the date of the award. During fiscal years
2017 and 2016, respectively, we granted a total of 48,812 and 47,471 unrestricted shares of common stock at an average grant
date fair value of $14.12 and $11.21, for atotal fair value, in thousands, of $689 and $532. Prior to the spin-off, during fiscal
year 2015, we granted atotal of 17,335 unrestricted shares of Class B common stock at an average grant date fair value of
$16.01, for atotal fair value, in thousands, of $278. After the spin-off, during fiscal year 2015, we granted a total of 17,529
unrestricted shares of common stock at an average grant date fair value of $8.79, for atotal fair value, in thousands, of $154.
These shares are the total number of shares granted, prior to the reduction of shares withheld to satisfy tax withholding
obligations. Unrestricted shares were awarded to officers and other key employees, to non-employee members of the Board of
Directors as compensation for director’s fees and as aresult of directors’ elections to receive unrestricted sharesin lieu of cash
payment. Director’s fees are expensed over the period that directors earn the compensation.

Note 9 Income Taxes

Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for income tax purposes. Income tax benefits associated with net
operating losses of, in thousands, $2,256 expire from fiscal year 2017 to 2036. Income tax benefits associated with tax credit
carryforwards of, in thousands, $2,067, expire from fiscal year 2022 to 2028. A valuation allowance was provided as of

June 30, 2017 for deferred tax assets relating to state net operating losses of, in thousands, $643 that we currently believe are
more likely than not to remain unrealized in the future.

The components of the deferred tax assets and liabilities as of June 30, 2017 and 2016, were as follows:

(Amounts in Thousands) 2017 2016

Deferred Tax Assets:
RECEIVADIES . . ..o $ 1,152 $ 1,254
1817701 Y 819 384
Employeebenefits. . . ... 563 485
Deferred COMPensation . . ... ..ot e 13,254 11,348
Other current liabilities. .. ... ... . . 446 504
VA ANty TESEIV . . . ottt et e 775 915
Tax credit carryforwards. . ... e 1,982 2,492
Saleleasehack. . ... .o 1,507 —
RESITUCIUNING. .« o ot e 31 176
Net operating losscarryforward .. ... 2,256 2,630
MISCEIIANEOUS . . . ..ot 2,251 2,366

Valuation AlloWanCe . ... ..o (643) (687)
TOtal BSSEL . o v $ 24393 $ 21,867

Deferred Tax Liabilities: -
Property and eqQUIPMENt . .. ...ttt $ 9203 $ 8,483
Capitalized SOftWare . . . ... oo — 31
MISCEIIANEOUS . . . ..ot 703 563

Total liability . ... $ 9,906 $ 9,077

Net Deferred TaxX ASSELS . . ...t $ 14487 $ 12,790
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The provision for income taxes from continuing operations is composed of the following items:

Year Ended June 30

(Amounts in Thousands) 2017 2016 2015
Currently Payable:
Federal ... $ 19780 $ 7548 $ 4553
State. . o 2,318 1,184 885
Totalcurrent ................ ... ..., $ 22,098 $ 8732 $ 5438
Deferred Taxes:
Federal . . ..oooe e $ (1,761) $ 3081 $ 616
A, .. 175 421 482
Totaldeferred . ............... ... $ (1586 $ 3502 $ 1,098
Tota provision for income taxes from
continuing operations .. .................. $ 20512 $ 12234 $ 6536

A reconciliation of the statutory U.S. income tax rate from continuing operations to Kimball International’s effective income
tax rate follows:

Year Ended June 30

2017 2016 2015

(Amounts in Thousands) Amount % Amount % Amount %
Tax provision computed at U.S. federa statutory
TR . oo $ 20,306 35.0% $ 11,686 350% $ 6,188 35.0%
State income taxes, net of federal income tax
benefit ...... ... . 1,620 2.8 1,043 31 662 3.7
Domestic manufacturing deduction. . .......... (1,495) (2.6) (286) (0.9 (602) (34)
Researchcredit. . ............ ... ... ... (218) (0.4) (346) (1.0 (218) (1.2
Spin-offcosts. ......... ... — — — — 784 44
Unrecognized tax benefit.................... — — — — (851) (4.8)
Other-net ..., 299 0.6 137 0.4 573 33

Total provision for income taxes from

continuing operations . . ........... ... ..., $ 20,512 354% $ 12,234 36.6% $ 6,536 37.0%

Net cash payments for income taxes were, in thousands, $20,881, $7,963, and $13,306 in fiscal years 2017, 2016, and 2015,
respectively.
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Changes in the unrecognized tax benefit, excluding accrued interest and penalties, during fiscal years 2017, 2016, and 2015
were asfollows:

(Amounts in Thousands) 2017 2016 2015
Beginningbalance-July 1 ... ... . o i $ 2077 $ 1920 $ 2,692
Tax positions related to prior fiscal years:

AdAItioNS. . ..o 213 301 351

REAUCTIONS. . . . oo e (581) (43) —
Tax positions related to current fiscal year:

AdAItioNS. . ..o 391 — —

REUCLIONS. . . . oo e — — —
S EMENES . . .o — — —
Lapsesinstatute of limitations . ............. i (212) (101) (1,123)
Endingbalance-June30. . . ...t $ 1888 $ 2077 $ 1920
Portion that, if recognized, would reduce tax expense and effectivetax rate. ......... $ 1377 $ 1407 $ 1,307

We recognize interest and penalties related to unrecognized tax benefits in the Provision for Income Taxes line of the
Consolidated Statements of Income. Amounts accrued for interest and penalties were as follows:

As of June 30
(Amounts in Thousands) 2017 2016 2015
Accrued Interest and Penalties:
=== $ 84 $ 102 $ 104
PENaltieS . . ..o $ 102 $ 108 $ 105

Interest and penalties income (expense) recognized for fiscal years 2017, 2016, and 2015 were, in thousands, $23, $(1), and
$171, respectively.

Kimball International, or one of its wholly-owned subsidiaries, files U.S. federal income tax returns and income tax returnsin
various state and local jurisdictions. We are no longer subject to any significant U.S. federal tax examinations by tax
authorities for years before fiscal year 2014, and to various state and local income tax examinations by tax authorities for years
before 2007. We do not expect the change in the amount of unrecognized tax benefitsin the next 12 monthsto have a
significant impact on our results of operations or financia position.

Note 10 Common Stock

On October 30, 2014, holders of a sufficient number of shares of ClassA common stock converted such shares into Class B
common stock such that the number of outstanding shares of Class A common stock was, after such conversions, less than 15%
of the total number of issued and outstanding shares of both Class A common stock and Class B common stock. Pursuant to
our Amended and Restated Articles of Incorporation when the number of shares of Class A common stock issued and
outstanding was reduced to less than 15% of the total number of issued and outstanding shares of both Class A common stock
and Class B common stock, then all of the rights, preferences, limitations and restrictions relating to Class B common stock
shall become the same as the rights, preferences, limitations and restrictions of ClassA common stock, without any further
action of or by our Share Owners. In addition, all distinctions between Class A common stock and Class B common stock shall
be eliminated so that all shares of Class B common stock are equal to shares of ClassA common stock with respect to all
matters, including without limitation, dividend payments and voting rights. The elimination of such distinctions, which
occurred on October 30, 2014, isreferred to as the “ stock unification.” Asaresult of the stock unification, Class A common
stock and Class B common stock now vote as a single class (except as otherwise required by applicable law) on all matters
submitted to a vote of our Share Owners. We deregistered our shares of Class A common stock under the Exchange Act
effective in September 2015. Deregistration did not affect the rights of Share Owners who chose to continue to hold their Class
A shares.
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Note 11 Fair Value

We categorize assets and liabilities measured at fair value into three levels based upon the assumptions (inputs) used to price
the assets or liabilities. Level 1 providesthe most reliable measure of fair value, whereas level 3 generally requires significant
management judgment. The three levels are defined as follows:

* Level 1: Unadjusted quoted pricesin active markets for identical assets and liabilities.

e Level 2. Observableinputs other than those included in level 1. For example, quoted prices for similar assets or
liahilities in active markets or quoted prices for identical assets or liahilities in inactive markets.

* Level 3: Unobservable inputs reflecting management’s own assumptions about the inputs used in pricing the asset or
liability.
Our palicy isto recognize transfers between these levels as of the end of each quarterly reporting period. There were no
transfers between these levels during fiscal years 2017 and 2016.

We hold atotal investment of $2.0 million in a privately-held company, consisting of $0.5 million in non-marketable equity
securities invested during fiscal year 2016, and $1.5 million in stock warrants invested during fiscal year 2017. The investment
in non-marketable equity securitiesis classified as alevel 3 financial asset and is accounted for using the cost method, as
explained in the Financial Instruments Not Carried At Fair Value section below. The investment in stock warrantsis also
classified asalevel 3 financial asset and is accounted for as a derivative instrument valued on arecurring basis, as explained in
the Financial Instruments Recognized at Fair Value section below. See Note 13 - Investments of Notes to Consolidated
Financial Statements for further information regarding the investment in non-marketable equity securities, and Note 12 -
Derivative Instruments of Notes to Consolidated Financial Statements for further information regarding the investment in stock
warrants. No other purchases or sales of level 3 assets occurred during the fiscal years ended June 30, 2017 and 2016.

Financial Instruments Recognized at Fair Value:

The following methods and assumptions were used to measure fair value:

Financial Instrument Level Valuation Technique/Inputs Used

Cash Equivalents: Money market funds 1 Market - Quoted market prices

Cash Equivalents: Commercial Paper 2 Market - Based on market data which use evaluated pricing models
and incorporate available trade, bid, and other market information.

Available-for-sale securities. Secondary 2 Market - Based on market data which use evaluated pricing models

market certificates of deposit and incorporate available trade, bid, and other market information.

Available-for-sale securities: Municipal 2 Market - Based on market data which use evaluated pricing models

bonds and incorporate available trade, bid, and other market information.

Available-for-sale securities: Government 2 Market - Based on market data which use evaluated pricing models

agency securities and incorporate available trade, bid, and other market information.

Trading securities: Mutual funds held in 1 Market - Quoted market prices

nonqualified SERP

Derivative Assets: Stock warrants 3 Market - The privately-held company is currently in an early

stage of start-up. The pricing of recent purchases or sales of the
investment are considered, as well as positive and negative
qualitative evidence, in the assessment of fair value.

58



Recurring Fair Value Measurements:

As of June 30, 2017 and June 30, 2016, the fair values of financial assets and liabilities that are measured at fair value on a
recurring basis using the market approach are categorized as follows:

(Amounts in Thousands) June 30, 2017
Level 1 Level 2 Level 3 Total
Assets
Cash equivalents: Money market funds. . ........................ $ 30383 $ — 3 — $ 30,383
Cash equivalents. Commercial paper. . ........cooviieinnnen... — 29,102 — 29,102
Available-for-sale securities: Secondary market certificates of deposit. . — 10,336 — 10,336
Available-for-sale securities: Municipal bonds . . .................. — 22,154 — 22,154
Available-for-sale securities: Government agencies . . .............. — 3,193 — 3,193
Trading Securities: Mutual fundsin nonqualified SERP. ............ 11,194 — — 11,194
Derivatives: Stock WarrantS . . . ... ..o — — 1,500 1,500
Total assetsat fairvaue. . ...t $ 41577 $ 64785 $ 1500 $ 107,862
(Amounts in Thousands) June 30, 2016
Level 1 Level 2 Level 3 Total
Assets
Cash equivalents: Money market funds. . ........................ $ 45880 $ — $ — $ 45880
Trading Securities: Mutual fundsin nonqualified SERP. ............ 10,001 — — 10,001

Total assetsatfairvalue . ... $ 558381 $ — $ — $ 55881

The nonqualified supplemental employee retirement plan (* SERP”) assets consist primarily of equity funds, balanced funds, a
bond fund, and amoney market fund. The SERP investment assets are offset by a SERP liability which represents our
obligation to distribute SERP funds to participants. See Note 13 - Investments of Notes to Consolidated Financial Statements
for further information regarding the SERP.

Non-Recurring Fair Value Measurements:

Certain assets are measured at fair value on anon-recurring basis. These assets are not measured at fair value on an ongoing
basis, but are subject to fair value adjustments when events or circumstances indicate a significant adverse effect on the fair
value of the asset. Assetsthat are written down to fair value when impaired are not subsequently adjusted to fair value unless
further impairment occurs.

Non-recurring fair value adjustment Level Valuation Technique/Inputs Used
Impairment of assets held for sale (real 3 Market - Quoted market prices for similar assets sold, adjusted for
estate and property & equipment) features specific to the asset

During the fourth quarter of fiscal year 2017, we classified our fleet of over-the-road tractors and trailers as held for sale and
recognized impairment of $0.2 million as the book value exceeded the $4.2 million fair market value less selling costs. During
fiscal year 2015, we classified an aircraft as held for sale and recognized pre-tax impairment of $1.1 million due to the book
value of the aircraft exceeding current fair market value estimates less selling costs. The aircraft was sold later in fiscal year
2015 at a pre-tax gain of $0.2 million.
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Financial Instruments Not Carried At Fair Value:

Financial instruments that are not reflected in the Consolidated Balance Sheets at fair value that have carrying amounts which
approximate fair value include the following:

Financial Instrument Level Valuation Technique/Inputs Used

Notes receivable 2 Market - Price approximated based on the assumed collection of
receivables in the normal course of business, taking into account the
customer’ s non-performance risk

Non-marketable equity securities (cost- 3 Cost Method, with Impairment Recognized Using a Market-Based
method investments, which carry shares at Valuation Technique - See the explanation below the table
cost except in the event of impairment) regarding the method used to periodically estimate the fair value of

cost-method investments.

Long-term debt (carried at amortized cost) 3 Income - Price estimated using a discounted cash flow analysis
based on quoted long-term debt market rates, taking into account
Kimball Internationa’ s non-performance risk

The investment in non-marketable equity securitiesis accounted for using the cost method because we do not have the ability
to exercise significant influence over the operating and financial policies of the investee. On a periodic basis, but no less
frequently than quarterly, these investments are assessed for impairment when there are events or changes in circumstances that
may have a significant adverse effect on the fair value of the investment. If asignificant adverse effect on the fair value of the
investment were to occur and was deemed to be other-than-temporary, the fair value of the investment would be estimated, and
the amount by which the carrying value of the cost-method investment exceeds its fair value would be recorded as an
impairment loss.

The carrying value of our cash deposit accounts, trade accounts receivable, trade accounts payable, and dividends payable
approximates fair value due to the relatively short maturity and immaterial non-performance risk.

Note 12 Derivative Instruments
Stock Warrants:

We hold atotal investment of $2.0 million in a privately-held company, including $1.5 million in stock warrants purchased
during fiscal year 2017. Theinvestment in stock warrants is accounted for as a derivative instrument, and isincluded in the
Other Assets line of the Consolidated Balance Sheets. The stock warrants are convertible into equity shares of the privately-
held company upon achieving certain milestones. The value of the stock warrants will fluctuate primarily in relation to the
value of the privately-held company's underlying securities, either providing an appreciation in value or potentially expiring
with no value. During the year ended June 30, 2017, the change in fair value of the stock warrants was not significant.

See Note 11 - Fair Value of Notesto Consolidated Financial Statements for more information on the valuation of these
securities.

Foreign Exchange Contracts:

Our former EM S segment, classified as a discontinued operation, operated internationally and was therefore exposed to foreign
currency exchange rate fluctuations in the normal course of business. The primary means of managing this exposure was to
utilize natural hedges, such as aligning currencies used in the supply chain with the sale currency. To the extent natural hedging
techniques did not fully offset currency risk, derivative instruments were used with the objective of reducing the residual
exposure to certain foreign currency rate movements. Factors considered in the decision to hedge an underlying market
exposure included the materiality of the risk, the volatility of the market, the duration of the hedge, the degree to which the
underlying exposure was committed to, and the availability, effectiveness, and cost of derivative instruments. Derivative
instruments were only utilized for risk management purposes and were not used for speculative or trading purposes.

Forward contracts designated as cash flow hedges were used to protect against foreign currency exchange rate risks inherent in
forecasted transactions denominated in aforeign currency. Foreign exchange contracts were also used to hedge against foreign
currency exchange rate risks related to intercompany balances denominated in currencies other than the functional currencies.
In limited cases due to unexpected changes in forecasted transactions, cash flow hedges may have ceased to meet the criteriato
be designated as cash flow hedges. Depending on the type of exposure hedged, either a derivative contract in the opposite
position of the undesignated hedge may have been purchased or the hedge may have been retained until it matured if the hedge
had continued to provide an adequate offset in earnings against the currency revaluation impact of foreign currency
denominated liabilities.
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As of June 30, 2017 and June 30, 2016, after the spin-off of the EM S segment, we held no foreign exchange contract derivative
instruments. During fiscal year 2015, prior to the spin-off, for foreign exchange contracts that met the criteria of hedging
instruments under FASB guidance, the effective portions of the gain or loss on the derivative instrument were initially recorded
net of related tax effect in Accumulated Other Comprehensive Income, a component of Share Owners' Equity, and were
subsequently reclassified into earnings in the period or periods during which the hedged transaction was recognized in
earnings. The gain or loss associated with foreign exchange contracts that were not designated as hedging instruments or that
ceased to meet the criteriafor hedging under FASB guidance was recognized in earnings.

Information on the location and amounts of derivative fair valuesin the Consolidated Balance Sheets and derivative gains and
losses in the Consolidated Statements of Income are presented below.

Fair Values of Derivative Instruments on the Consolidated Balance Sheets
Asset Derivatives

Fair Value As of

June 30 June 30
(Amounts in Thousands) Balance Sheet Location 2017 2016
Derivatives not designated as hedging instruments:
SHOCK WaIrantS. . ...ttt Other Assets. . ................co.... $ 1500 $ —
Total deriVatiVES . . ..ottt $ 1500 $ —
The Effect of Derivative Instruments on Other Comprehensive Income (Loss)
June 30
(Amounts in Thousands) 2017 2016 2015

Amount of Pre-Tax Gain Recognized in Other Comprehensive Income (Loss) (OCI) on Derivatives (Effective Portion):
FOreign eXchange CoMtIaCtS . . . . .. ..ottt ettt et ettt e e e e e e $ — % — % 2,513

The Effect of Derivative Instruments on Consolidated Statements of Income

(Amounts in Thousands) Fiscal Year Ended June 30

Derivatives in Cash Flow Hedging Relationships Location of Gain or (Loss) 2017 2016 2015

Amount of Pre-Tax Gain Reclassified from Accumulated OCI into Income (Effective Portion):

Income from Discontinued Operations,
Foreign exchangecontracts .. ........................... Netof TaX .......ooeiiiinans. $ — % — 8 1,484

Derivatives Not Designated as Hedging Instruments

Amount of Pre-Tax Gain Recognized in Income on Derivatives:

Income from Discontinued Operations,
Foreign exchangecontracts . . ...............c.covenvnn.. Netof TaX ........ccovvivninnn. $ — 3 — 3 740

Total Derivative Pre-Tax Gain Recognized in Income . ............... ... .. . . . i ittt $ — % — % 2,224

Note 13 Investments

Investment Portfolio:

During the first quarter of fiscal year 2017 we began to invest available cash into an investment portfolio. Our investment
portfolio as of June 30, 2017 was comprised of municipal bonds, certificates of deposit purchased in the secondary market, and
government agency securities. Municipal bonds include general obligation bonds and revenue bonds, some of which are pre-
refunded. Government agency securities represent callable debt securities of a U.S. government sponsored agency. Our
investment policy dictates that municipal bonds and government agency securities must be investment grade quality. Our
secondary market certificates of deposit are classified as investment securities, being purchased in the secondary market
through a broker and available to be sold in the secondary market. All certificates of deposit are FDIC insured.

As of June 30, 2016, we held no investments.
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Our investment portfolio is available for use in current operations, therefore investments are recorded within Current Assetsin
the Consolidated Balance Sheets. The contractual maturities of our investment portfolio were as follows (maturity dates for
municipa bonds are based on pre-refunded dates and maturity dates for government agency securities are based on the first
available call date):

June 30, 2017

Certificates of Government
(Amounts in Thousands) Deposit Municipal Bonds  Agency Securities
Withinoneyear.................ccoiiiiiiin... $ 7,459 $ 13,354 $ 3,193
After oneyear throughtwoyears.................. 2,877 8,800 —
Tota FarVaue ............. ..., $ 10,336 $ 22,154 $ 3,193

All investments are classified as available-for-sale securities which are recorded at fair value. See Note 11 - Fair Value of
Notes to Consolidated Financial Statements for more information on the fair value of available-for-sale securities. The
amortized cost basis reflects the original purchase price, with discounts and premiums amortized over the life of the available-
for-sale securities. Unrealized losses on available-for-sale securities are recognized in earnings when thereis intent to sell or it
islikely to be required to sell before recovery of the loss, or when the available-for-sale securities have incurred a credit loss.
Otherwise, unrealized gains and losses are recorded net of the tax-related effect as a component of Share Owners' Equity.

June 30, 2017

Certificates of Government
(Amounts in Thousands) Deposit Municipal Bonds  Agency Securities
Amortizedcostbasis. ...........c i $ 10334 $ 22,183 $ 3,200
Unredlized holdinggains ........................ 2 — —
Unrealized holdinglosses. ....................... — (29) @)
FarValue...........c i $ 10,336 $ 22,154 % 3,193

No investments were in a continuous unrealized loss position for greater than 12 months as of June 30, 2017. There were no
realized gains or losses as aresult of sales during fiscal year 2017.

Supplemental Employee Retirement Plan Investments:

We maintain a self-directed supplemental employee retirement plan (“ SERP”) in which executive employees are eligible to
participate. The SERP utilizes arabbi trust, and therefore assets in the SERP portfolio are subject to creditor claimsin the
event of bankruptcy. We recognize SERP investment assets on the Consolidated Balance Sheets at current fair value. A SERP
liahility of the same amount is recorded on the Consolidated Balance Sheets representing an obligation to distribute SERP
funds to participants. The SERP investment assets are classified as trading, and accordingly, realized and unrealized gains and
losses are recognized in income in the Other Income (Expense) category. Adjustments made to revalue the SERP liability are
also recognized in income as selling and administrative expenses and offset valuation adjustments on SERP investment assets.
Net unrealized holding gains (losses) from continuing operations for securities held at June 30, 2017, 2016, and 2015 were, in
thousands, $223, $(484), and $(644), respectively. SERP asset and liability balances were as follows:

June 30
(Amounts in Thousands) 2017 2016
SERP iNVEStMENS - CUMTENE SSEL .+« .« o o oo e ettt et et et ettt $ 1259 $ 768
SERP investments - other long-term asset . . ...t 9,935 9,233
Total SERP INVESIMENES. & . . vttt ettt ettt ettt e e et e $ 11194 $ 10,001
SERP 0bligation - CUrrent Hability . . . ... ..o e e $ 1259 $ 768
SERP obligation - other long-term liability . ......... ... i 9,935 9,233
Total SERP OblIgation . . ..o ottt et e $ 11,194 $ 10,001
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Non-marketable equity securities:

We hold atotal investment of $2.0 million in a privately-held company, including $0.5 million in non-marketable equity
securities purchased during fiscal year 2016. The investment in non-marketable equity securitiesisincluded in the Other
Assets line of the Consolidated Balance Sheets. See Note 11 - Fair Value of Notes to Consolidated Financial Statements for
more information on the valuation of these securities. We do not hold a majority voting interest and are not the variable interest
primary beneficiary of the privately-held company, thus consolidation is not required.

Note 14 Accrued Expenses

Accrued expenses consisted of:

June 30

(Amounts in Thousands) 2017 2016
COMPENSALION . . . ettt e e e et e e e e e $ 22815 $ 20,190
SE NG, . oo 6,704 6,492
Employer retirement contribution. . . .. ... ... 6,196 4,102
LI - P 2,568 3,142
INSURANCE. .« . . ottt et e e e e e 4,382 3,726
RESIIUCTUNING. .« .\ oottt e e e e e e e e e e e e e 80 391
RENE. L o 2,944 2,698
Oy EXPENSES . . . o ittt et 3,329 3,551

Total aCCrUEd EXPENSES . . . . oottt e e e e e e $ 49018 $ 44,292

Note 15 Geographic Information
The following geographic area data includes net sales from continuing operations based on the location where title transfers.

Year Ended June 30

(Amounts in Thousands) 2017 2016 2015
Net Sales:
United StatesS. . . ..ot $ 658,474 $ 622,096 $ 578,551
Other Foreign ... ..ot 11,460 13,006 22,317
Total Net Sales. .. ..o $ 669,934 $ 635,102 $ 600,868

Substantially all long-lived assets of our continuing operations were located in the United States for each of the three fiscal
years ended June 30, 2017. Long-lived assets include property and equipment and other long-term assets such as software.

Note 16 Earnings Per Share

Asaresult of the October 30, 2014 stock unification, as further discussed in Note 10 - Common Stock of Notes to Consolidated
Financial Statements, all distinctions between Class A common stock and Class B common stock were eliminated so that all
shares of Class B common stock are equal to shares of Class A common stock with respect to al matters, including without
limitation, dividend payments and voting rights. Therefore, beginning in fiscal year 2016 the earnings per share calculation
includes all common stock in asingle calculation. Prior to fiscal year 2016, earnings per share were computed using the two-
class common stock method due to the dividend preference of Class B Common Stock which was in effect until the October 30,
2014 stock unification.

Basic earnings per share are based on the weighted average number of shares outstanding during the period. Diluted earnings
per share are based on the weighted average number of shares outstanding plus the assumed issuance of common shares and
related payment of assumed dividends for al potentially dilutive securities.
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EARNINGS PER SHARE FROM CONTINUING OPERATIONS

(Amounts in Thousands, Except for Per Share Data)
Basic Earnings Per Share from Continuing Operations:
DividendsDeclared. . ................. oL,

Undistributed Earnings . . .. ..o
Income from Continuing Operations. ..................

Average Basic SharesOutstanding. . ..................
Basic Earnings Per Share from Continuing Operations . . . .
Diluted Earnings Per Share from Continuing Operations:

Dividends Declared and Assumed Dividends on Dilutive
Shares ...

Undistributed Earnings . . ...
Income from Continuing Operations. . .................

Average Diluted SharesOutstanding. . .................
Diluted Earnings Per Share from Continuing Operations. . .

Reconciliation of Basic and Diluted EPS from Continuing
Operations Calculations:

Income from Continuing Operations
Used for Basic EPS Calculation . .....................

Assumed Dividends Payable on Dilutive Shares ... ......

Increase (Reduction) in Undistributed Earnings (Loss) -
allocated based on Class A and ClassB shares. ..........

Income from Continuing Operations
Used for Diluted EPS Calculation. . ...................

Average Shares Outstanding for Basic EPS Calculation. . . .
Dilutive Effect of Average Outstanding Stock Awards . . . .

Average Shares Outstanding for Diluted EPS Calculation . .

Year Ended June 30, 2017

Year Ended June 30, 2016

Year Ended June 30, 2015

$ 9,024

28,482
$37,506

37,334
$ 100

$ 9,144

28,362
$37,506

37,833
$ 0.99

$37,506
120

(120)
$37,506

37,334
499

37,833

EARNINGS PER SHARE FROM DISCONTINUED OPERATIONS

Basic EarningsPer Share.............................
Diluted EarningsPer Share .. .................coouun.

Year Ended June 30, 2017

$8,288

12,868
$1,156

37,462
$ 0.56

$8,374

12,782
$1,156

37,852
$ 056

$©1,156
86

(86)
©1,156

37,462
390

37,852

Year Ended June 30, 2016

Class A Class B Total

$

53 $ 7,169 $ 7,705

287 3,151 3,438

$

$

823 $10320 $11,143

3,231 35,414 38,645
025 $ 029

536 $ 7,234 $7,770

280 3,093 3,373

816 $ 10,327 $11,143

3,231 35,740 38,971
025 $ 029

823 $10320 $11,143
— 65 65
U (58) (65)

816 $ 10,327 $11,143

3,231 35414 38,645
— 326 326

3,231 35,740 38971

Year Ended June 30, 2015

$ 0.00
$ 0.00

Class A Class B
$ 024 $ 0.24
$ 024 $ 0.23



EARNINGS PER SHARE (INCLUDING DISCONTINUED OPERATIONS)
Year Ended June 30, 2017 Year Ended June 30, 2016 Year Ended June 30, 2015

(Amounts in Thousands, Except for Per Share Data) ClassA  Class B Total
Basic Earnings Per Share:
DividendsDeclared. . ..., $ 9,024 $8,288 $ 536 $ 7169 $ 7,705
Undistributed Earnings . . .. ....ooovii i 28,482 12,868 1,053 11,542 12,595
Netlncome ........ ... ... i $37,506 1,156 $ 1589 $ 18,711 $20,300
Average Basic SharesOutstanding................... 37,334 37,462 3,231 35414 38,645
Basic EarningsPer Share . ......................... $ 1.00 $ 056 $ 049 $ 053

Diluted Earnings Per Share:

Dividends Declared and Assumed Dividends on Dilutive

Shares ... ... $9,144 $8,374 $ 536 $ 7234 $7770
Undistributed Earnings . . .. ....oooviiii i 28,362 12,782 1,039 11,491 12,530
NetIncome . ... ... . $37,506 1,156 $ 1575 $ 18,725 $20,300
Average Diluted Shares Outstanding. . ................ 37,833 37,852 3,231 35,740 38,971
Diluted EarningsPer Share. ........................ $ 099 $ 0.56 $ 049 $ 052

Note 17 Accumulated Other Comprehensive Income

During fiscal year 2017 and 2016, the changes in the balances of each component of Accumulated Other Comprehensive
Income, net of tax, were as follows:

Postemployment Accumulated

Unrealized Benefits Net Other
Investment Gain  Actuarial Gain ~ Comprehensive

(Amounts in Thousands) (Loss) (Loss) Income
Balanceat June30,2015 . ....... ..o $ — $ 1,229 $ 1,229
Other comprehensive income (loss) before reclassifications. . . . . — 351 351
Reclassificationto (earnings) l0ss . ........................ — (269) (269)
Net current-period other comprehensiveincome (I0ss) . ........ — 82 82
Balanceat June 30,2016 . ...... ..o $ — $ 1311 $ 1,311
Other comprehensive income (loss) before reclassifications. . . . . (21) 114 93
Reclassificationto (earnings) l0ss . ........................ — (289) (289)
Net current-period other comprehensiveincome (I0ss) . ........ (21) (175) (196)
Balanceat June30,2017 . ... ...t $ 21) $ 1,136 $ 1,115
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The following reclassifications were made from Accumulated Other Comprehensive Income to the Consolidated Statements of
Income:

Reclassifications from Accumulated

Other Comprehensive Income Fiscal Year Ended
June 30, Affected Line Item in the
(Amounts in Thousands) 2017 2016 Consolidated Statements of Income
Postemployment Benefits
Amortization of Actuariadd Gain® .... $ 301 $ 283 Cost of Sdles
172 158 Selling and Administrative Expenses
(184) (172) Provision for Income Taxes

Total Reclassifications for the Period. .. $ 289 $ 269 Net Income

Amounts in parentheses indicate reductions to income.

(1) See Note 7 - Employee Benefit Plans of Notes to Consolidated Financial Statements for further information on postemployment benefit
plans.

Note 18 Restructuring Expense

We recognized a pre-tax restructuring gain related to continuing operations of $1.8 million in fiscal year 2017 and recognized a
pre-tax restructuring expense related to continuing operations, in millions, of $7.3 and $5.3 in fiscal years 2016 and 2015,
respectively. We utilize available market prices and management estimates to determine the fair value of impaired fixed assets.
Restructuring isincluded in the Restructuring (Gain) Expense line item on our Consolidated Statements of Income.

Capacity Utilization Restructuring Plan:

In November 2014, we announced a capacity utilization restructuring plan which included the consolidation of our metal
fabrication production from an operation located in Post Falls, 1daho, into existing production facilitiesin Indiana, and the
reduction of our Company plane fleet from two jets to one.

Thetransfer of work from our Idaho facility involved the start-up of metal fabrication capabilitiesin an existing Company-
owned facility, along with the transfer of certain assembly operations into two additional existing Company-owned facilities, all
located in southern Indiana. All production was transferred out of the Idaho facility as of March 2016, after which work
continued during fiscal year 2017 in the Indiana facilities to train employees, ramp up production and eliminate the
inefficiencies associated with the start-up of production in these facilities. The improvement of customer delivery, supply chain
dynamics, and reduction of transportation costs were expected to generate pre-tax annual savings of approximately $5 million,
and we achieved savings of approximately $4.7 million in fiscal year 2017 as savings began to ramp up during our first quarter.
In addition, during the first quarter of fiscal year 2017, we sold our Post Falls, Idaho facility and land which was classified as
held for sale. Therefore, fiscal year 2017 restructuring includes a pre-tax gain of $2.1 million as the $12.0 million selling price
net of selling costs exceeded the book value of the facility and land.

The reduction of our plane fleet from two jets to one reduced our cost structure while aligning the plane fleet size with our
needs following the spin-off of Kimball Electronics on October 31, 2014. The sale of the plane resulted in a$0.2 million pre-tax
gain in the third quarter of fiscal year 2015 which partially offset the impairment charge of $1.1 million recorded in the second
quarter of fiscal year 2015. Asaresult of the aircraft fleet reduction, our annual pre-tax savings are $0.8 million.

The restructuring plan is complete with pre-tax restructuring totaling $10.8 million. Excluding the pre-tax gain from the sale of
the Idaho facility of $2.1 million, the restructuring expense consisted of $4.9 million of transition, training, and other employee
costs, $6.9 million of plant closure and other exit costs, and $1.1 million of non-cash asset impairment. Approximately 91% of
the total restructuring expense was cash expense.
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Summary of Restructuring Plan:

Fiscal Year Ended June 30, 2017 Total Charges
Accrued  Amounts  Amounts  Amounts Accrued Incurred Since Total
) June 30, Charged  Charged  Utilized/ June 30, Plan Expected
(Amounts in Thousands) 2016 Cash Non-cash  Cash Paid 2017® Announcement  Plan Costs
Capacity Realignment and
Post Falls, Idaho Exit
Transition and Other
EmployeeCosts. .......... $ 44 3 (24) s — $ (340) $ 80 $ 4681 $ 4,681
Asset Write-downs. . ....... — — — — — 284 284
Plant Closure and Other Exit
CostS ... 7 273 — (280) — 6,857 6,857
Gain on Sale of Facility. . . . . — (2,081) — 2,081 — (2,081) (2,081)
Total.................. $ 451 $ (1,832 $ — % 1,461 $ 80 $ 9741 $ 9,741
Plane Fleet Reduction
Transition and Other
EmployeeCosts. . ......... $ — $ — 3 — $ — $ — $ 224 $ 224
Asset Write-downs. . . ...... — — — — — 822 822
Total ... $ — $ — 3 — $ — $ — $ 1,046 $ 1,046
Total Restructuring Plan . . . .. $ 451 $ (1,832 $ — $ 1,461 $ 80 $ 10,787 $ 10,787

(1) The accrued restructuring balance at June 30, 2017 isrecorded in current liabilities.

Note 19 Variable Interest Entities

Our involvement with variable interest entities (“VIES') are limited to situations in which we are not the primary beneficiary as
we lack the power to direct the activities that most significantly impact the VIE’s economic performance. Thus, consolidation
isnot required. Our involvement with VIES consists of an investment in a privately-held company consisting of non-
marketable equity securities and stock warrants, and notes receivable related to independent deal ership financing.

The non-marketable equity securities and stock warrants were valued at $0.5 million and $1.5 million, respectively, at June 30,
2017 and were included in the Other Assets line of the Consolidated Balance Sheets. As of June 30, 2016, the non-marketable
securities were valued at $0.5 million and were included in the Other Assets line of the Consolidated Balance Sheets. For more
information related to our investment in the privately-held company, see Note 11 - Fair Value of Notes to Consolidated
Financial Statements.

The carrying value of the notes receivable for independent deal ership financing were $0.4 million as of June 30, 2017 and were
included on the Receivables and Other Assets lines of our Consolidated Balance Sheets. As of June 30, 2016, the note
receivable for independent dealership financing was $0.3 million and was included on the Other Assets line of our Consolidated
Balance Sheets.

The note receivable from the sale of aformer manufacturing facility in Indianawas collected in full during fiscal year 2017. As
of June 30, 2016, the carrying value of the note receivable related to the sale of the Indiana manufacturing facility, net of a$0.5
million allowance, was $0.8 million and was included on the Receivables line of our Consolidated Balance Sheets.

We have no obligation to provide additional funding to the VIEs, and thus our exposure and risk of loss related to the VIEs is
limited to the carrying value of the investment and notes receivable. Financial support provided by Kimball International to the
VIEs was limited to the items discussed above during the fiscal year ended June 30, 2017.

Note 20 Credit Quality and Allowance for Credit Losses of Notes Receivable

We monitor credit quality and associated risks of notes receivable on an individual basis based on criteria such as financial
stability of the party and collection experience in conjunction with general economic and market conditions. The note
receivable from the sale of the former manufacturing facility in Indianawas collected in full during fiscal year 2017, and the
related allowance was reversed. Asof June 30, 2017 and 2016, we had no material past due outstanding notes receivable.
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As of June 30, 2017 As of June 30, 2016

Receivable Receivable
Unpaid Related Net of Unpaid Related Net of

(Amounts in Thousands) Balance Allowance Allowance Balance Allowance Allowance
Note Receivable from Sale of Indiana
Manufacturing Facility .................. $ — $ — $ — $ 1302 $ 489 $ 813
Independent Dealership Financing . ........ 433 — 433 250 — 250
Other NotesReceivable ................. 138 126 12 333 139 194
Total. ... $ 571 % 126 $ 45 $ 188 $ 628 $ 1,257

Note 21 Quarterly Financial Information (Unaudited)

Three Months Ended

(Amounts in Thousands, Except for Per Share Data) September 30  December 31 March 31 June 30

Fiscal Year 2017:
NetSalES. ..ot $ 174,996 $ 169,887 $ 153,068 $ 171,983
GrossProfit. ... 58,687 55,758 51,052 57,808
Restructuring (Gain) Expense. . ...........coovvun.n. (1,832 — — —
Netincome . ... ... e 10,998 8,717 7,231 10,560
BasicEarningsPerShare . ........................ $ 029 $ 023 $ 019 $ 0.28
Diluted EarningsPer Share. . ...................... $ 029 $ 023 $ 019 $ 0.28

Fiscal Year 2016:
NetSaleS. . ..o $ 156,569 $ 163,819 $ 150,038 $ 164,676
GrossProfit. ... 51,082 53,268 45,819 53,635
Restructuring EXpense . .........ccoviiiin.n. 1,186 2,014 2,761 1,367
Netincome . ... ... 5,622 6,502 2,757 6,275
Basic EarningsPer Share ......................... $ 015 $ 017 $ 007 $ 0.17
Diluted EarningsPer Share. . ...................... $ 015 $ 017 $ 007 $ 0.17

Item 9 - Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A - Controls and Procedures
(a) Evauation of disclosure controls and procedures.

We maintain controls and procedures designed to ensure that information required to be disclosed in the reports that
we file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized, and reported within
the time periods specified in the rules and forms of the Securities and Exchange Commission and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financia Officer, as appropriate, to alow timely decisions regarding required disclosure. Based upon their evaluation
of those controls and procedures performed as of June 30, 2017, our Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures were effective.

(b) Management’s report on internal control over financial reporting.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 and the rules and regul ations adopted pursuant thereto, we
included areport of management’s assessment of the effectiveness of our internal control over financial reporting as
part of thisreport. The effectiveness of our internal control over financial reporting as of June 30, 2017 has been
audited by our independent registered public accounting firm. Management’s report and the independent registered
public accounting firm's attestation report are included in our Consolidated Financial Statements under the captions
entitled “Management's Report on Internal Control Over Financial Reporting” and “Report of Independent Registered
Public Accounting Firm” and are incorporated herein by reference.
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(c) Changesininternal control over financial reporting.

There have been no changesin our internal control over financial reporting that occurred during the quarter ended
June 30, 2017 that have materially affected, or that are reasonably likely to materially affect, our internal control over
financial reporting.

Item 9B - Other Information

None.

PART 111

Item 10 - Directors, Executive Officers and Corporate Governance
Directors

The information required by this item with respect to Directors isincorporated by reference to the material contained in our
Proxy Statement for our annual meeting of Share Owners to be held October 31, 2017 under the captions “Proposal No. 1 -
Election of Directors’ and “Information Concerning the Board of Directors and Committees.”

Committees

The information required by thisitem with respect to the Audit Committee and its financial experts and with respect to the
Compensation and Governance Committee's responsibility for establishing procedures by which Share Owners may
recommend nominees to the Board of Directorsisincorporated by reference to the material contained in our Proxy Statement
for our annual meeting of Share Ownersto be held October 31, 2017 under the caption “ Information Concerning the Board of
Directors and Committees.”

Executive Officers of the Registrant

The information required by this item with respect to Executive Officers of the Registrant isincluded at the end of Part | of this
Annual Report on Form 10-K and isincorporated herein by reference.

Compliance with Section 16(a) of the Exchange Act

Theinformation required by this item with respect to compliance with Section 16(a) of the Securities Exchange Act of 1934 is
incorporated by reference to the material contained in our Proxy Statement for our annual meeting of Share Ownersto be held
October 31, 2017 under the caption “ Section 16(a) Beneficial Ownership Reporting Compliance.”

Code of Ethics

We have a code of ethics that appliesto all of our employees, including our Chief Executive Officer, our Chief Financial
Officer, and our Corporate Controller (functioning as Principal Accounting Officer). The code of ethicsis posted on our
website at www.ir.kimballinternational.com. It isour intention to disclose any amendments to the code of ethics on this
website. In addition, any waivers of the code of ethics for our directors or executive officers will be disclosed in a Current
Report on Form 8-K.

Item 11 - Executive Compensation

Theinformation required by thisitem isincorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Owners to be held October 31, 2017 under the captions “Information Concerning the Board of
Directors and Committees,” “ Compensation Discussion and Analysis,” “Compensation Committee Report,” “ Compensation
Related Risk Assessment,” and “ Executive Officer and Director Compensation.”

Item 12 - Security Ownership of Certain Beneficial Owners and Management and Related Share Owner Matters
Security Ownership

The information required by thisitem is incorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Ownersto be held October 31, 2017 under the caption “ Share Ownership Information.”
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Securities Authorized for Issuance Under Equity Compensation Plans

The information required by thisitem isincorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Ownersto be held October 31, 2017 under the caption “ Executive Officer and Director Compensation
— Securities Authorized for Issuance Under Equity Compensation Plans.”

Item 13 - Certain Relationships and Related Transactions, and Director Independence

Relationships and Related Transactions

The information required by thisitem isincorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Ownersto be held October 31, 2017 under the caption “Review and Approval of Transactions with
Related Persons.”

Director Independence

The information required by thisitem isincorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Ownersto be held October 31, 2017 under the caption “Information Concerning the Board of
Directors and Committees.”

Item 14 - Principal Accounting Fees and Services

The information required by thisitem isincorporated by reference to the material contained in our Proxy Statement for our
annual meeting of Share Ownersto be held October 31, 2017 under the caption “Proposal No. 5 - Ratification of the
Appointment of our Independent Registered Public Accounting Firm” and “Appendix B - Approval Process for Services
Performed by the Independent Registered Public Accounting Firm.”
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PART IV

Item 15 - Exhibits, Financial Statement Schedules

(@ Thefollowing documents are filed as part of this report:

(1) Financial Statements:

The following consolidated financial statements of the Company are found in Item 8 and incorporated herein.

Management's Report on Internal Control Over Financial Reporting. . ...t 35
Report of Independent Registered Public Accounting Firm .. .......... .. ... ... 36
Consolidated Balance Sheetsasof June 30, 2017 and 2016. . . ... ..o v e 37

Consolidated Statements of Income for Each of the Three Years in the Period Ended June 30, 2017 .. 38

Consolidated Statements of Comprehensive Income for Each of the Three Yearsin the Period Ended
JUNE 30, 2007 . . ettt 39

Consolidated Statements of Cash Flows for Each of the Three Years in the Period Ended June 30,
2007 40

Consolidated Statements of Share Owners' Equity for Each of the Three Yearsin the Period Ended
JUNE B0, 207 . e 41

Notesto Consolidated FinanCial Statements. . .. ... oo e e 42

(2) Financia Statement Schedules:

I1. Vauation and Qualifying Accounts for Each of the Three Years in the Period Ended June 30,
2007 o 74

Schedules other than those listed above are omitted because they are either not required or not applicable, or
the required information is presented in the Consolidated Financial Statements.

(3) Exhibits
See the Index of Exhibits on page 75 for alist of the exhibits filed or incorporated herein as a part of this report.

Item 16 - Form 10-K Summary

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KIMBALL INTERNATIONAL, INC.

By: /9 MICHELLE R. SCHROEDER

Michelle R. Schroeder
Vice President,

Chief Financial Officer
August 29, 2017

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated:

/s' ROBERT F. SCHNEIDER

Robert F. Schneider

Chairman of the Board, Director
Chief Executive Officer

August 29, 2017

/sl MICHELLE R. SCHROEDER

Michelle R. Schroeder
Vice President,

Chief Financial Officer
August 29, 2017

/s DARREN S. GRESS

Darren S. Gress

Corporate Controller

(functioning as Principal Accounting Officer)
August 29, 2017
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Signature Signature

THOMAS J. TISCHHAUSER * GEOFFREY L. STRINGER *
Thomas J. Tischhauser Geoffrey L. Stringer

Director Director

KIMBERLY K. RYAN * TIMOTHY J. JAHNKE *
Kimberly K. Ryan Timothy J. Jahnke

Director Director

PATRICK E. CONNOLLY * DR. SUSAN B. FRAMPTON *
Patrick E. Connolly Dr. Susan B. Frampton
Director Director

KRISTINE L. JUSTER *

Kristine L. Juster
Director

*  The undersigned does hereby sign this document on my behalf pursuant to powers of attorney duly executed and filed
with the Securities and Exchange Commission, all in the capacities as indicated:

Date
August 29, 2017 /s ROBERT F. SCHNEIDER

Robert F. Schneider

Chairman of the Board, Director, Chief Executive
Officer

Individually and as Attorney-In-Fact
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KIMBALL INTERNATIONAL, INC.

Schedule 11. - Valuation and Qualifying Accounts

Description
(Amounts in Thousands)
Y ear Ended June 30, 2017
Valuation Allowances:
Short-Term Receivables. .. . ...
Long-Term Notes Receivable . .
Deferred Tax Asset. . .........
Y ear Ended June 30, 2016
Valuation Allowances:
Short-Term Receivables. . . .. ..
Long-Term Notes Receivable . .
Deferred Tax Asset. . .........
Y ear Ended June 30, 2015
Valuation Allowances:
Short-Term Receivables. .. . ...
Long-Term Notes Receivable . .
Deferred Tax Asset. . .........

Balance

at Additions Adjustments  Write-offs  Impact  Balance at
Beginning  (Reductions) to Other and of Spin- End of
of Year to Expense Accounts Recoveries Off Year
$ 2145 % (206) $ 101 $ (414) $ — 3 1,626
$ 118 $ 9 $ — $ — — 3 109
$ 687 $ — — % 4 $ — 3 643
$ 1522 % 3714 $ 310 $ (61 $ — 3 2,145
$ 618 $ 1) % (489) % — $ — 8 118
$ 687 $ — % — $ — 3 — 3 687
$ 2345 3 198 $ (65 $ (604) $ (352 $ 1,522
$ 628 $ (100 % — % — 3 — 3 618
$ 787 % — 3 — % (100) $ — 3 687

A valuation allowance totaling $489 thousand transferred from long-term to short-term during the year ended June 30,
2016 and was a reduction to expense during the year ended June 30, 2017 as the entire receivable was collected.
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2(a)** Separation and Distribution Agreement, dated as of October 31, 2014 by and between Kimball International, Inc. and Kimball
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3(a) Amended and Restated Articles of Incorporation of the Company (Incorporated by reference to Exhibit 3(a) to the Company’s Form
10-K for the fiscal year ended June 30, 2012)

3(b) Restated By-laws of the Company (Incorporated by reference to Exhibit 3(b) to the Company’s Form 8-K filed February 10, 2017)

10(a)* Summary of Director and Named Executive Officer Compensation

10(b)* Discretionary Compensation

10(c)* Amended and Restated 2003 Stock Option and Incentive Plan (Incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K
filed October 21, 2013)

10(dy* Supplemental Employee Retirement Plan (2015 Revision) (Incorporated by reference to Exhibit 10(d) to the Company’s Form 10-K
for the fiscal year ended June 30, 2015)

10(e)*

(© 2016 Annua Cash Incentive Plan (Incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed October 27, 2016)

10(f)* Form of Fiscal Year 2018 Annua Performance Share Award Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s
Form 8-K filed July 11, 2017)

10(g)* Form of Fiscal Year 2017 Annua Performance Share Award Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s
Form 8-K filed July 8, 2016)

10(h)* Form of Amendment of Annual and/or Long-Term Performance Share Awards (Incorporated by reference to Exhibit 10(c) to the
Company’s Form 10-Q for the quarter ended December 31, 2014)

10(i)* Form of Long Term Performance Share Award Agreement (Incorporated by reference to Exhibit 10(h) to the Company’s Form 10-K
for the fiscal year ended June 30, 2014)

10(j)* Form of Fiscal Year 2018 Restricted Share Unit Award Agreement (Incorporated by reference to Exhibit 10.3 to the Company’s Form
8K filed July 11, 2017)

10(k)* Form of Restricted Share Unit Award Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed
December 19, 2014)

10(1)* Form of Fiscal Year 2018 Performance Unit Award Agreement (Incorporated by reference to Exhibit 10.2 to the Company’s Form 8-K
filed July 11, 2017)

10(m)* Form of Performance Unit Award Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed
February 19, 2015)

10(n)* Form of Change in Control Agreement, dated June 26, 2015 between the Company and each of Robert F. Schneider, Donald W. Van
Winkle, Michelle R. Schroeder, Lonnie P. Nicholson, Julia E. Heitz Cassidy, R. Gregory Kincer, Michael S. Wagner, and Kevin D.
McCoy; and dated August 17, 2015 between the Company and Kourtney L. Smith (Incorporated by reference to Exhibit 10.1 to the
Company’s Form 8-K filed June 29, 2015)

10(0)* Form of Executive Employment Agreement, dated June 26, 2015 between the Company and each of Robert F. Schneider, Donald W.
Van Winkle, Michelle R. Schroeder, and Lonnie P. Nicholson (Incorporated by reference to Exhibit 10.2 to the Company’s Form 8-K
filed June 29, 2015)

10(p)* Kimball International Severance Benefits Plan (Incorporated by reference to Exhibit 10(b) to the Company’s Form 10-Q for the
quarter ended September 30, 2015)

10(g)* Kimball International Severance Benefits Plan Supplement for Michael S. Wagner, Kevin D. McCoy, Julia E. Heitz Cassidy, R.
Gregory Kincer, and Kourtney L. Smith (Incorporated by reference to Exhibit 10(c) to the Company’s Form 10-Q for the quarter
ended September 30, 2015)

10(r) First Amendment to Credit Agreement, dated as of September 1, 2015 by and among Kimball International, Inc., and the Lenders
party hereto and JPMorgan Chase Bank, National Association, as administrative agent (Incorporated by reference to Exhibit 10.1 to
the Company's Form 8-K filed September 3, 2015)

10(s) Credit Agreement, dated as of October 31, 2014 among Kimball International, Inc., the Lenders party hereto and JPMorgan Chase
Bank, National Association, as administrative agent (Incorporated by reference to Exhibit 10.4 to the Company's Form 8-K filed
November 3, 2014)

10(t) Tax Matters Agreement, dated as of October 31, 2014 by and among Kimball International, Inc. and Kimball Electronics, Inc.
(Incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed November 3, 2014)

10(u) Employee Matters Agreement, dated as of October 31, 2014 by and between Kimball International, Inc. and Kimball Electronics, Inc.
(Incorporated by reference to Exhibit 10.2 to the Company’s Form 8-K filed November 3, 2014)

10(v) Transition Services Agreement, dated as of October 31, 2014 by and between Kimball International, Inc. and Kimball Electronics, Inc.
(Incorporated by reference to Exhibit 10.3 to the Company’s Form 8-K filed November 3, 2014)

11 Computation of Earnings Per Share (Incorporated by reference to Note 16 - Earnings Per Share of Notes to Consolidated Financial
Statements)

21 Subsidiaries of the Registrant

23 Consent of Independent Registered Public Accounting Firm

24 Power of Attorney

311 Certification filed by Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2 Certification filed by Chief Financia Officer pursuant to Rule 13a-14(a)/15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

321 Certification furnished by the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

322 Certification furnished by the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

101.INS  XBRL Instance Document
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Exhibit  Description

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document

*  Constitutes management contract or compensatory arrangement
** The Company agrees to furnish supplementally to the Securities and Exchange Commission a copy of any omitted schedule upon request.

76



Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert F. Schneider, certify that:
1. | havereviewed thisAnnua Report on Form 10-K of Kimball International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financia statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles,

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in thisreport any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’sinternal control over financial
reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have asignificant rolein
the registrant’s internal control over financial reporting.

Date: August 29, 2017
/sl ROBERT F. SCHNEIDER

ROBERT F. SCHNEIDER
Chief Executive Officer




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michelle R. Schroeder, certify that:
1. | havereviewed thisAnnua Report on Form 10-K of Kimball International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financia statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles,

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in thisreport any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’sinternal control over financial
reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have asignificant rolein
the registrant’s internal control over financial reporting.

Date: August 29, 2017
/' MICHELLE R. SCHROEDER

MICHELLE R. SCHROEDER
Vice President,
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Kimball International, Inc. (the “Company”) on Form 10-K for the period ending
June 30, 2017 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Robert F. Schneider,
Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) Theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: August 29, 2017
/s’ ROBERT F. SCHNEIDER

ROBERT F. SCHNEIDER
Chief Executive Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Kimball International, Inc. (the “Company”) on Form 10-K for the period ending
June 30, 2017 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Michelle R.
Schroeder, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) Theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: August 29, 2017
/sl MICHELLE R. SCHROEDER

MICHELLE R. SCHROEDER
Vice President,
Chief Financial Officer
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A copy of the Company’s annual report to the Securities and
Exchange Commission on Form 10-K is available, without charge,
upon written request directed to Michelle R. Schroeder, Vice
President, Chief Financial Officer, at our corporate headquarters
and is available on our website at kimballinternational.com
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