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We made significant progress in 2017 as we continued to 
transform Knowles from an acoustic component supplier 
to a leading audio solutions provider. During the year, we 
doubled microphone sales into our IoT and headset markets, 
and introduced a full line of open DSP-based solutions. In 
addition, we delivered strong cash generation in the back half 
of the year, and exited our lower margin timing business which 
enabled us to strengthen our balance sheet by paying down 
debt to the lowest levels since we became a public company. 

MOBILE
In our mobile end market, we faced headwinds from weaker 
demand from Chinese handset OEMs during the year. As 
growth in the mobile handset market moderates, we are 
increasingly focused on growing our audio content per 
device. The common thread across our customers in this 
space is that they are adopting higher value solutions that 
enable new features and better performance. Machine 
learning (ML) and artificial intelligence (AI) are emerging as 
important capabilities that are leading to vastly improved user 
experiences, particularly with voice interactions. Through the 
use of more Knowles microphones leveraging our intelligent 
audio processing and algorithms, the most advanced mobile 
handsets will not only hear better what a person is saying 
but also be able to better understand what they mean. This 
is achieved through sophisticated approaches to eliminate 
distractors, focus on a desired source and by learning the 

context of the command or question. Overall, we are seeing 
adoption of higher value solutions accelerating through multi 
microphone platforms, new advanced digital mics, DSP-based 
mics, and our open multicore processors. We expect that this 
trend will drive revenue growth and improve ASPs and margins.

EAR
In the Ear market, 2017 finished strongly as we doubled sales 
into the headset market from the prior year, and we see great 
potential for it to become a large market for Knowles. The 
move toward powered headsets, both wired and wireless, is 
a very important and positive trend for us. Powered headsets 
open the door to more edge computing and more audio 
features like noise suppression, active noise cancellation as well 
as improved voice input. All of these features drive the need for 
a greater number of high performance MEMS microphones. It 
is also leading to discussions around how our intelligent audio 
DSPs can be used to enable voice wake, keyword detection, 
simple commands, and other features. Smart microphone 
design activity in the Bluetooth headset market has been 
strong across many customers as voice is embraced as the 
best method for controlling ear worn devices versus tapping or 
pressing a button. Our core capabilities in acoustics combined 
with our open, intelligent audio platforms allow OEMs to  
enable features they deem most important and run them  
all simultaneously. 

loT
Many of the new IoT products announced in 2017 - including 
TVs, toys, kitchen appliances, or smart displays - contain a 
voice interface. Smart speakers are now one of the fastest-
growing consumer products. With all of this activity, 2017 
was clearly a breakout year for microphone design wins 
within the IoT market. Although Amazon maintained its 
position as the leading provider, there are now more than 
a dozen models of smart speakers shipping. We continue 
to demonstrate our new DSP-based solutions targeting 
a variety of different IoT form factors and applications.  
Customers want the same sophisticated ML/AI features of 
a phone with the power efficiency of a headset. IoT devices 
are often shared, so having the ability to quickly identify the 
person speaking is important. Since these devices are always 
“listening,” privacy becomes a greater concern. These trends 
are moving audio processing to the edge of the network, 
from the cloud to the device and as close to the microphone 
as possible. Embedding more intelligence into the device 
and moving it closer to the user and their environment, the 
system becomes smarter about the source and context of 
the audio, reduces unnatural pauses, and keeps more of the 
user’s sounds local, thus enhancing privacy. We are seeing 
large, sophisticated audio teams interested in our multicore 
DSP product given its capabilities to enable multiple 
features through its open, quad-core processor, designed 
specifically for audio applications. Growth in the IoT market 

is accelerating and voice is critical to many of these devices. 
With our leading position in microphones, coupled with our 
intelligent audio offerings, we expect significant growth from 
this end market in the years to come.

2018 & BEYOND
As we enter 2018, I anticipate rapid growth in microphone 
sales into the IoT and headset markets, together with strong 
growth in Precision Devices, to drive favorable results. In 
addition, intelligent audio solutions are gaining traction across 
our mobile, ear, and IoT markets. I believe that the number and 
quality of engagements we are seeing serves as confirmation 
of our intelligent audio strategy and the broader vision to 
become an audio solutions provider. We remain uniquely 
positioned across our end markets to deliver best-in-class 
audio input solutions for our customers that leverage our 
leading edge acoustics with digital signal processing  
and algorithms.

Sincerely,

Jeffrey Niew
President and CEO



F O R W A R D  L O O K I N G  S T A T E M E N T S

This Annual Report contains “forward-looking statements” within the meaning 

of the safe harbor provisions of the United States Private Securities Litigation 

Reform Act of 1995. Forward looking statements include all statements other 

than those of historical fact or statements that pertain to future financial and 

business performance and conditions and other financial and business matters. 

These statements are based on management’s current estimates, projections, 

assumptions and expectations and are subject to numerous risks, uncertainties 

and other unpredictable or uncontrollable factors which may cause actual 

results or performance to differ materially from the Company’s expectations. 

Some of the risks, uncertainties and other factors that could cause actual results 

to differ materially from those expressed in the forward-looking statements are 

detailed in the “Risk Factors” section of, and elsewhere in, our accompanying 

2017 Annual Report on Form 10-K  and in our other filings with the SEC. 

Knowles Corporation undertakes no obligation to update any such statements.
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We depend on the mobile handset market for a significant portion of our revenues, and any downturn or slower than expected 
growth in this market could significantly reduce our revenues and adversely impact our operating results.

We derive the majority of our Audio revenues from MEMS microphones sold to the mobile handset market and a significant 
reduction in our sales of MEMS microphones could significantly reduce our revenues and adversely impact our operating 
results.



Our largest segment, Audio, derives a significant portion of its revenues from a limited number of OEM customers. If revenues 
derived from these customers decrease or the timing of such revenues fluctuates, our operating results could be negatively 
affected.

Average selling prices in our Audio segment have generally been decreasing, which may reduce our gross margins or revenues.

We rely on highly specialized suppliers for a variety of highly engineered or specialized components, and other inputs which 
we may not be able to readily identify alternatives or substitutes in the event of a business or supply disruption or capacity 
constraint at or by any of these suppliers, which could have a material adverse impact on our results of operations. 

Global markets for our products are highly competitive and subject to rapid technological change. If we are unable to develop 
new products and compete effectively in these markets, our financial condition and operating results could be materially 
adversely affected.



We operate in the highly competitive mobile handset industry, which requires us to invest significant capital in developing, 
qualifying, and ramping production of new products without any assurance of product sales which could negatively impact 
our operating results and profits.

Our foreign operations, supply chain, and footprint optimization strategies are each subject to various risks that could adversely 
impact our results of operations and financial position.

Our success depends on our ability to attract and retain key employees, and if we are unable to attract and retain such qualified 
employees, our business and our ability to execute our business strategies may be impaired.



Our revenues, operating profits, and cash flows could be adversely affected if we are unable to protect or obtain patent and 
other intellectual property rights or if intellectual property litigation is successful against us.

We have invested and continue to invest in strategic acquisitions and make strategic investments that, if not successful, could 
adversely affect our financial results or fail to create or sustain stockholder value.



Our stock price has been and may continue to be volatile and may fluctuate significantly which may adversely impact investor 
confidence and increase the likelihood of securities class action litigation.

Our credit agreement requires us to comply with certain financial covenants and our failure to comply could have a material 
adverse effect on our financial condition.

We are subject to counterparty risk with respect to the convertible note hedge transactions.

Our effective tax rate may fluctuate which will impact our future financial results.



We are subject to potentially material liability for breaches of confidentiality agreements with certain of our top customers.

Our business and operations could suffer in the event of security breaches or other unauthorized disclosures.



Our net exposure to exchange rate fluctuations could negatively impact our results of operations.

Our products are complex and could contain defects, which could result in material costs to us and harm our business.



Our goodwill, other intangible assets, or long-lived assets may become impaired, which could result in a significant charge to 
earnings.

There are risks associated with our indebtedness, which could adversely affect our financial condition.

Risks Related to Our Spin-Off From Our Former Parent

We have certain indemnification obligations to our Former Parent pursuant to the Separation and Distribution Agreement 
which, if triggered, could materially and adversely affect our business, financial condition, results of operations, and cash 
flows.



We are subject to continuing contingent tax liabilities of our Former Parent following the Separation.

If the Distribution (as defined below), together with certain related transactions, does not qualify as a transaction that is tax-
free for U.S. federal income tax purposes, we, our Former Parent, and our stockholders could be subject to a significant tax 
liability and, in certain circumstances, we could be required to indemnify our Former Parent for material taxes pursuant to 
indemnification obligations under the Tax Matters Agreement.

Risks Related to Our Corporate Governance

Our business could be negatively affected as a result of the actions of activist or hostile stockholders.



Certain provisions in our certificate of incorporation, by-laws, and Delaware law may prevent or delay an acquisition of the 
Company, which could decrease the trading price of our common stock.











This performance graph does not constitute soliciting material, is not deemed filed with the SEC, and is not incorporated by 
reference in any of our filings under the Securities Act or the Exchange Act, whether made before or after the date of this Annual 
Report on Form 10-K and irrespective of any general incorporation language in any such filing, except to the extent we specifically 
incorporate this performance graph by reference therein.



Statement of Earnings Data (1)

(in millions, except share and per share amounts)

Balance Sheet Data
(in millions)

Other Data (1)

(in millions)









(in millions, except per share amounts)

Revenues

2017 Versus 2016

2016 Versus 2015



Cost of Goods Sold

2017 Versus 2016

2016 Versus 2015

Impairment Charges

Restructuring Charges

2017

2016

2015



Gross Profit and Non-GAAP Gross Profit

2017 Versus 2016

2016 Versus 2015

Research and Development Expenses

2017 Versus 2016

2016 Versus 2015



Selling and Administrative Expenses

2017 Versus 2016

2016 Versus 2015

Earnings and Adjusted Earnings from Continuing Operations Before Interest and Income Taxes

2017 Versus 2016

2016 Versus 2015



Interest Expense, net

2017 Versus 2016

2016 Versus 2015

Provision for Income Taxes and Non-GAAP Provision for Income Taxes

2017 Versus 2016

2016 Versus 2015



Earnings (loss) from Discontinued Operations, net

2017 Versus 2016

2016 Versus 2015

Diluted Earnings per Share from Continuing Operations and Non-GAAP Diluted Earnings per Share from Continuing 
Operations

2017 Versus 2016

2016 Versus 2015



(in millions, except share and per share amounts)





(in millions)

Revenues

2017 Versus 2016

2016 Versus 2015



Earnings and Adjusted Earnings from Continuing Operations Before Interest and Income Taxes

2017 Versus 2016

2016 Versus 2015



(in millions)

Revenues

2017 Versus 2016

2016 Versus 2015

Earnings and Adjusted Earnings from Continuing Operations Before Interest and Income Taxes

2017 Versus 2016



2016 Versus 2015



(in millions)

Operating Activities

Investing Activities



Capital spending. 

Sales of business, acquisitions, and investments.

Financing Activities

Free Cash Flow

 (in millions)



(in millions)





Foreign Currency Exposure

Dependence on Key Customers; Concentration of Credit

Commodity Pricing



Interest Rates

Revenue Recognition:

Inventories: 



Goodwill and Indefinite-Lived Assets:

Other Intangible and Long-Lived Assets: 



Income Taxes and Deferred Tax Balances:



Accruals and Reserves: 

Stock-Based Compensation: 







Opinions on the Financial Statements and Internal Control over Financial Reporting

Internal Control - Integrated Framework

Internal Control - Integrated Framework

Basis for Opinions

Definition and Limitations of Internal Control over Financial Reporting















Background

Financial Statement Presentation -

Use of Estimates

Cash and Cash Equivalents



Allowance for Doubtful Accounts

Inventories

Prepaid and Other Current Assets

Property, Plant, and Equipment

Derivative Instruments

Goodwill and Indefinite-Lived Intangible Assets



Other Intangible and Long-Lived Assets -

Foreign Currency

Revenue Recognition



Stock-Based Compensation

Income Taxes



Research and Development Costs –

Non-cash Investing Activities

Reclassifications - 

Recently Issued Accounting Standards 



Recently Adopted Accounting Standards





(in millions)



(in millions)

(in millions)



(in millions, except per share amounts)

Impact of Audience Acquisition and Pro-forma Summary



(in millions, except share and per share amounts)



 (in millions)

 (in millions)

 (in millions)



(in millions)

(in millions)



 (in millions)

 (in millions)

Warranty Accruals

 (in millions)



(in millions)

(in millions)



(in millions)

Cash Flow Hedging

Economic (Non-Designated) Hedging



Fair Value Measurements

(in millions)

(in millions)



(in millions)

(in millions)

(in millions)

3.25% Convertible Senior Notes Due November 1, 2021



(in millions)

(in millions)



Note Hedges

Warrants

Term Loan and Revolving Credit Facility

 (in millions)





 (in millions)

(in millions)

(in millions)





(in millions)



Unrecognized Tax Benefits



(in millions)



Stock Option

(in millions, except share and per share amounts)



(in millions)
SSARs

Stock Options

RSUs

PSUs



Intellectual Property Infringement Claims

Lease Commitments

(in millions)





Obligations and Funded Status

(in millions)



 (in millions)

Net Periodic Benefit Cost (Income)

(in millions)

Assumptions



Plan Assets

Fair Value Measurements



(in millions)

Future Estimates

Benefit Payments

(in millions)

Contributions



(in millions)

(in millions)

(in millions)

(in millions)



(in millions)

(in millions)



(in millions)



(in millions)

(in millions)



(in millions, except share and per share amounts)

(in millions, except per share amounts)



(in millions)

 (in millions)



Internal Control - Integrated 
Framework 

Internal Control - Integrated Framework 















President and Chief Executive Officer
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Knowles Corporation
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Itasca, IL 60143

Phone: 1.630.250.5100

communications@knowles.com

INDEPENDENT REGISTERED  

PUBLIC ACCOUNTING FIRM

PricewaterhouseCoopers LLP

Chicago, IL

STOCK LISTING

Knowles Corporation is traded on

The New York Stock Exchange

NYSE Symbol: KN

TRANSFER AGENT

Mail correspondence to:

Computershare Stockholder Services

P.O. Box 30170

College Station, TX 77842-3170

Online inquiries:

www.computershare.com/investor

Tel: 1.800.331.9508

INVESTOR CONTACT

Knowles Corporation

Investor Relations

1151 Maplewood Drive

Itasca, IL 60143

Tel: 1.630.250.5100

CORPORATE WEBSITE

Additional information can  

be found at knowles.com

Knowles and the logo are trademarks of Knowles Electronics, LLC. 






