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CAUTIONARY NOTICE REGARDING FORWARD-LOOKING INFORMATION
The terms the "Company," "Bel," "we," "us," and "our" as used in this Annual Report on Form 10-K ("Form 10-K")
refer to Bel Fuse Inc. and its consolidated subsidiaries unless otherwise specified.

The Company's consolidated operating results are affected by a wide variety of factors that could materially and
adversely affect revenues and profitability, including the risk factors described in Item 1A of this Form 10-K. As a
result of these and other factors, the Company may experience material fluctuations in future operating results on a
quarterly or annual basis, which could materially and adversely affect its business, consolidated financial condition,
operating results, and common stock prices. Furthermore, this document and other documents filed by the Company
with the Securities and Exchange Commission ("SEC") contain certain forward-looking statements under the Private
Securities Litigation Reform Act of 1995 ("Forward-Looking Statements") with respect to the business of the
Company. Forward-Looking Statements are necessarily subject to risks and uncertainties, many of which are outside
our control, that could cause actual results to differ materially from these statements. Forward-Looking Statements can
be identified by such words as "anticipates," "believes," "plans to," "assumes," "could," "should," "estimates,"
"expects," "intends," "potential," "seek," "predict," "may," "will" and similar expressions. These Forward-Looking
Statements are subject to certain risks and uncertainties, including those detailed in Item 1A. of this Form 10-K, which
could cause actual results to differ materially from these Forward-Looking Statements. The Company undertakes no
obligation to publicly release the results of any revisions to these Forward-Looking Statements which may be
necessary to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.
Any Forward-Looking Statement made by the Company is based only on information currently available to us and
speaks only as of the date on which it is made.
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PART 1
Item 1. Business

Bel Fuse Inc. designs, manufactures and markets a broad array of products that power, protect and connect electronic
circuits. These products are primarily used in the networking, telecommunications, computing, military, aerospace,
transportation and broadcasting industries. Bel's portfolio of products also finds application in the automotive,
medical and consumer electronics markets.

With over 65 years in operation, Bel has reliably demonstrated the ability to succeed in a variety of product areas
across a global platform. The Company has a strong track record of technical innovation working with the
engineering teams of market leaders. Bel has consistently proven itself a valuable supplier to the foremost companies
in its chosen industries by developing cost-effective solutions for the challenges of new product development. By
combining our strength in product design with our own specially-designed manufacturing facilities, Bel has
established itself as a formidable competitor on a global basis.

The Company, which is organized under New Jersey law, operates in one industry with three reportable operating
segments, North America, Asia and Europe (representing 50%, 34% and 16% of the Company's 2017 sales,
respectively). Bel's principal executive offices are located at 206 Van Vorst Street, Jersey City, New Jersey 07302;
(201) 432-0463. The Company operates facilities in North America, Europe and Asia and trades on the NASDAQ
Global Select Market (BELFA and BELFB). For information regarding Bel's three geographic operating segments,
see Note 12, "Segments", of the notes to consolidated financial statements. Hereinafter, all references to "Note" will
refer to the notes to consolidated financial statements included in Part 11, Item 8. "Financial Statements and
Supplementary Data" of this Annual Report on Form 10-K.

Acquisitions have played a critical role in the growth of Bel and the expansion of both our product portfolio and our
customer base and continue to be a key element in our growth strategy. We may, from time to time, purchase equity
positions in companies that are potential merger candidates. We frequently evaluate possible merger candidates that
would provide an expanded product and technology base that will allow us to expand the breadth of our product
offerings to our strategic customers and/or provide an opportunity to reduce overall operating expense as a percentage
of revenue. We also consider whether the merger candidates are positioned to take advantage of our lower cost
offshore manufacturing facilities, and whether a cultural fit will allow the acquired company to be integrated smoothly
and efficiently.

On June 19, 2014, we completed the acquisition of 100% of the issued and outstanding capital stock of the Power-One
Power Solutions business ("Power Solutions") of ABB Ltd. On July 25, 2014, we completed the acquisition of 100%
of the issued and outstanding capital stock of the U.S. and U.K. Connectivity Solutions businesses from Emerson
Electric Co. ("Emerson"). On August 29, 2014, we completed the acquisition of the Connectivity Solutions business
in China from Emerson (collectively with the U.S. and U.K. portion of the transaction, "Connectivity Solutions").

The acquisitions of Power Solutions and Connectivity Solutions may hereafter be referred to collectively as either the
"2014 Acquisitions" or the "2014 Acquired Companies".

Products

Bel's three reportable operating segments, North America, Asia and Europe, sell, or participate in the sale of, the
following products:

Magnetic Solutions



Edgar Filing: BEL FUSE INC /NJ - Form 10-K

Bel's Magnetics offers industry leading products. The Company's ICM products integrate RJ45 connectors with
discrete magnetic components to provide a more robust part that allows customers to substantially reduce board space
and inventory requirements. Power Transformers include standard and custom designs for use in industrial
instrumentation, alarm and security systems, motion control, elevators, and medical products. All Power
Transformers are designed to comply with international safety standards governing transformers. Bel's SMD Power
Inductors include a selection of over 3,000 parts utilized in power supplies, DC-DC converters, LED lighting and
other electronic applications. Discrete Components are magnetic devices that condition, filter and isolate the signal as
it travels through network equipment, ensuring accurate data/voice/video transmission.
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. . L Brands Sold
Product Line Function Applications Under
Condition, filter, and isolate the Network switches, routers, hubs,
electronic signal to ensure and PCs used in multi-speed Bel, TRP
Integrated Connector . . N ®
Modules (ICMs) accurate data/voice/video Gigabit Ethernet, Power over Connector®,
transmission and provide RJ45 Ethernet (PoE), PoE Plus and ~ MagJack®
and USB connectivity. home networking applications.
Power supplies, alarm, fire
detection, and security systems,
Power Transformers Safety isolation and distribution. HVAC’ lighting and medical Signal
. equipment. Class 2, three phase,
Magnetic .
. chassis mount, and PC mount
Solutions . .
designs available.
A passive component that stores Switchmode power supplies,
SMD Power Inductors & energy in a magnetic field. DC-DC converters, LED Sional
SMPS Transformers Widely used in analog electroniclighting, automotive and £
circuitry. consumer electronics.
Condition, filter, and isolate the Network switches, routers, hubs,
Discrete electronic signal to ensure and PCs used in multi-speed
Components-Telecom  accurate data/voice/video Gigabit Ethernet and Power over
transmission. Ethernet (PoE).

Power Solutions & Protection

Bel's power conversion products include AC-DC power supplies, DC-DC converters and battery charging solutions.
The DC-DC product offering consists of standard and custom isolated and non-isolated DC-DC converters designed
specifically to power low voltage silicon devices or provide regulated mid-bus voltages. The need for converting one
DC voltage to another is growing rapidly as developers of integrated circuits commonly adjust the supply voltage as a
means of optimizing device performance. The DC-DC converters are used in data networking equipment, distributed
power architecture, and telecommunication devices, as well as data storage systems, computers and peripherals.
Opportunities for the DC-DC products also extend into industrial applications.

With the acquisition of the Power Solutions business from ABB in 2014, Bel's power solutions product portfolio,
R&D capabilities and customer base were significantly expanded. Already a leader in DC/DC board mount products,
since 2014 Bel has offered a sizeable portfolio of AC/DC products with industry leading efficiency and power
density. The acquisition of Power Solutions also added considerable presence in the railway market and broader
industrial markets with Melcher™ branded products. The Melcher brand is well known for reliability and
performance in demanding applications.

Bel circuit protection products include board level fuses (miniature, micro and surface mount), and Polymeric PTC
(Positive Temperature Coefficient) devices, designed for the global electronic and telecommunication markets. Fuses
and PTC devices prevent currents in an electrical circuit from exceeding certain predetermined levels, acting as a
safety valve to protect expensive components from damage by cutting off high currents before they can generate
enough heat to cause smoke or fire. Additionally, PTC devices are resettable and do not have to be replaced before
normal operation of the end product can resume.

Product Line Function Applications
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Under
Provides the primary point of
isolation between AC main
Front-End . . Bel Power
line (input) and the Servers, telecommunication, network and )
Power . . Solutions,
. low-voltage DC output that is data storage equipment
Supplies . Power-One
used to power all electronics
downstream
These are designed to be
mounted on a circuit board. . . Bel Power
Board-Mount . Telecom (central office switches), .
These converters take input ) . . . Solutions,
Power . . networking and a broad range of industrial
Products voltage and provide localized apolications Power-One,
on-board power to pp Melcher™
low-voltage electronics.
Power . . . . . Bel Power
. Industrial Converts between AC main  Rail, transportation, automation, test and .
Solutions & L. ) . ) o Solutions,
. wer line inputs and a wide variety measurement, medical, military and
Protection Products of DC output voltages aerospace applications Power-One,
p £es. p pp ’ Melcher™
Broadband equipment, home networking,
Condition, filter, and isolate set top boxes, and telecom equipment
Module the electronic signal to ensure supporting ISDN, T1/E1 and DSL
accurate data/voice/video technologies. Industrial applications Bel
Products .. e . . .
transmission within a highly include Smart Meters, Smart Grid
integrated, reduced footprint. communication platforms, vehicle
communications and traffic management.
Protects devices by preventin .
L . Y PreVeNtEp  wer supplies, cell phone chargers,
Circuit current in an electrical circuit .
. . consumer electronics, and battery Bel
Protection from exceeding acceptable .
protection.

levels.
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Connectivity Solutions

Bel offers a comprehensive line of high speed and harsh environment copper and optical fiber connectors and
integrated assemblies, which provide connectivity for a wide range of applications across multiple industries including
commercial aerospace, military communications, network infrastructure, structured building cabling and several
industrial applications. Bel's Stewart Connector business designs and deploys modular connector systems primarily
used in high speed Telecom/Datacom applications. In January 2010, Bel completed the acquisition of Cinch
Connectors. Cinch products are designed and manufactured for high reliablity/harsh enviroment applications. Cinch
also possesses various enabling technologies and expertise with which to provide custom solutions and products. In
2012, the acquistions of Fiberco and GigaCom further enhanced the Cinch product offering with the addition of fiber
optic connector and cable products optomized for harsh envirment applications. In 2013, the acquisition of Array (a
manufacturer of aerospace and military connector products) further broadened the copper based product portfolio and
expanded sales within the aerospace market. The acquisition of Connectivity Solutions in 2014 brought additional
products and has strengthened our position with strategic OEM customers in the military, aerospace and networking
segments as well as with key distribution partners. Connectivity Solutions is a leading innovator and producer of RF
coaxial connectors and cables, harsh environment optical active and passive devices, and microwave components.

. . . Brands Sold
Product Line Function Applications Under
Expanded Beam Fiber Optic

Harsh-environment
Connectors, Cable ’

high-reliability, flight-grade Military/aerospace, oil and gas

Assemblies and Active ) . well monitoring and Stratos®,

. . optical connectivity for . . ®
Optical Devices hieh-speed exploration, broadcast, Fibreco
(transceivers and media co%n mﬁnications communications, RADAR

converters)

Commercial aerospace,

avionics, smart munitions,
communications, navigations Cinch®
and various industrial

Harsh-environment,
Copper-based Connectors / high-reliability connectivity
Cable Assemblies-FQIS and fuel quantity

.. monitoring (FQIS). .
Connectivity g (FQIS) equipment
Solutions Connectors and cable Johnson
u RF Connectors, Cable . ) . ’
. ; assemblies designed to Military/aerospace, test and ~ Trompeter,
Assemblies, Microwave . .. . . .
. provide connectivity within measurement, high-frequency Midwest
Devices and Low Loss . . L. . ™
Cable radio frequency (RF) and wireless communications MicrowavelM,
applications. Semflex®

Largely Ethernet applications

RJ45 and RJ11 connectivity including network routers,

RJ Connectors and Cable ) ) hubs, switches, and patch Stewart
. for data/voice/video .
Assemblies . panels; and emerging Connector
transmission. . .
internet-of-things (IoT)
applications

Sales and Marketing

We sell our products to customers throughout North America, Europe and Asia. Sales are made through one of three
channels: direct strategic account managers, regional sales managers working with independent sales representative
organizations or authorized distributors. Bel's strategic account managers are assigned to handle major accounts
requiring global coordination.

12
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Independent sales representatives and authorized distributors are overseen by the Company's sales management
personnel located throughout the world. As of December 31, 2017, we had a sales and support staff of 196 persons
that supported a network of sales representative organizations and non-exclusive distributors. We have written
agreements with all of our sales representative organizations and most of our major distributors. These written
agreements, terminable on short notice by either party, are standard in the industry.

Sales support functions have also been established and located in our international facilities to provide timely,
efficient support for customers. This supplemental level of service, in addition to first-line sales support, enables us to
be more responsive to customers' needs on a global level. Our marketing capabilities include product management
which drives new product development, application engineering for technical support and marketing communications.

For information regarding customer concentrations, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations — Critical Accounting Policies and Other Matters — Revenue Recognition."
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Research and Development ("R&D")

Our engineering groups are strategically located around the world to facilitate communication with and access to
customers' engineering personnel. This collaborative approach enables partnerships with customers for technical
development efforts. On occasion, we execute non-disclosure agreements with customers to help develop proprietary,
next generation products destined for rapid deployment.

We also sponsor membership in technical organizations that allow our engineers to participate in developing standards
for emerging technologies. It is management's opinion that this participation is critical in establishing credibility and a
reputable level of expertise in the marketplace, as well as positioning the Company as an industry leader in new
product development.

R&D costs are expensed as incurred and are included in cost of sales on the consolidated statements of operations.
Generally, R&D is performed internally for the benefit of the Company. R&D costs include salaries, building
maintenance and utilities, rents, materials, administrative costs and miscellaneous other items. R&D expenses for the
years ended December 31, 2017, 2016 and 2015 amounted to $28.8 million, $26.7 million and $27.7 million,
respectively.

Competition

We operate in a variety of markets, all of which are highly competitive. There are numerous independent companies
and divisions of major companies that manufacture products that are competitive with one or more of our products.

Our ability to compete is dependent upon several factors including product performance, quality, reliability, depth of
product line, customer service, technological innovation, design, delivery time and price. Overall financial stability
and global presence also give us a favorable position in relation to many of our competitors. Management intends to
maintain a strong competitive posture in the markets we serve by continued expansion of our product lines and
ongoing investment in research, development and manufacturing resources.

Associates

As of December 31, 2017, we employed 7,491 full-time associates, a decrease of 203 full-time associates from
December 31, 2016. At December 31, 2017, we employed 1,488 people at our North American facilities, 5,125 people
at our Asian facilities and 878 people at our European facilities, excluding approximately 916 workers supplied by
independent contractors. Our manufacturing facility in New York is represented by a labor union and all factory
workers in the PRC, Worksop, England and Reynosa, Mexico are represented by unions. While the majority of our
manufacturing associates are members of workers unions, approximately 464 associates worldwide are covered by
collective bargaining agreements expiring within one year. We believe that our relations with our associates are
satisfactory.

Raw Materials and Sourcing

We have multiple suppliers for most of the raw materials that we purchase. Where possible, we have contractual
agreements with suppliers to assure a continuing supply of critical components.

With respect to those items which are purchased from single sources, we believe that comparable items would be
available in the event that there was a termination of our existing business relationships with any such supplier. While
such a termination could produce a disruption in production, we believe that the termination of business with any one
of our suppliers would not have a material adverse effect on our long-term operations. Actual experience could differ

14
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materially from this belief as a result of a number of factors, including the time required to locate an alternative
supplier, and the nature of the demand for our products. In the past, we have experienced shortages in certain raw
materials, such as capacitors, ferrites and integrated circuits ("IC's"), when these materials were in great demand.
Even though we may have more than one supplier for certain materials, it is possible that these materials may not be
available to us in sufficient quantities or at the times desired by us. In the event that the current economic conditions
have a negative impact on the financial condition of our suppliers, this may impact the availability and cost of our raw
materials.

Backlo

We typically manufacture products against firm orders and projected usage by customers. Cancellation and return
arrangements are either negotiated by us on a transactional basis or contractually determined. We estimate the value
of the backlog of orders as of February 28, 2018 to be approximately $168.6 million as compared with a backlog of
$137.6 million as of February 28, 2017. Management expects that approximately 89% of the Company's backlog as
of February 28, 2018 will be shipped by December 31, 2018. Factors that could cause the Company to fail to ship all
such orders by year-end include unanticipated supply difficulties, changes in customer demand and new customer
designs. Due to these factors, backlog may not be a reliable indicator of the timing of future sales. See Item 1A of
this Annual Report - "Risk Factors - Our backlog figures may not be reliable indicators."

5
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Intellectual Property

We have acquired or been granted a number of patents in the U.S., Europe and Asia and have additional patent
applications pending relating to our products. While we believe that the issued patents are defendable and that the
pending patent applications relate to patentable inventions, there can be no assurance that a patent will be obtained
from the applications or that our existing patents can be successfully defended. It is management's opinion that the
successful continuation and operation of our business does not depend upon the ownership of patents or the granting
of pending patent applications, but upon the innovative skills, technical competence and marketing and managerial
abilities of our personnel. Our U.S. design patents have a life of 14 years and our U.S. utility patents have a life of 17
years from the date of issue or 20 years from filing of patent applications. Our existing patents expire on various dates
from April 2018 to June 2035.

We utilize registered trademarks in the U.S., Europe and Asia to identify various products that we manufacture. The
trademarks survive as long as they are in use and the registrations of these trademarks are renewed.

Available Information

We maintain a website at www.belfuse.com where we make available the proxy statements, press releases,
registration statements and reports on Forms 3, 4, 8-K, 10-K and 10-Q that we and our insiders file with the SEC.
These forms are made available as soon as reasonably practicable after such material is electronically filed with or
furnished to the SEC. Press releases are also issued via electronic transmission to provide access to our financial and
product news, and we provide notification of and access to voice and internet broadcasts of our quarterly and annual
results. Our website also includes investor presentations and corporate governance materials.

Item 1A. Risk Factors

The risks described below should be carefully considered before making an investment decision. These are the risk
factors that we consider to be the most significant risk factors, but they are not the only risk factors that should be
considered in making an investment decision. This Form 10-K also contains Forward-Looking Statements that involve
risks and uncertainties. See the "Cautionary Notice Regarding Forward-Looking Information," above. Our business,
consolidated financial condition and results of operations could be materially adversely affected by any of the risk
factors described below, under "Cautionary Notice Regarding Forward-Looking Information" or with respect to
specific Forward-Looking Statements presented herein. The trading price of our securities could decline due to any of
these risks, and investors in our securities may lose all or part of their investment. Additional risks and uncertainties
not presently known to us or that we currently believe to be immaterial may also materially adversely affect our
business in the future.

We conduct business in a highly competitive industry.

Our business is largely in a highly competitive worldwide industry, with relatively low barriers to competitive entry.
We compete principally on the basis of product performance, quality, reliability, depth of product line, customer
service, technological innovation, design, delivery time and price. The industry in which we operate has become
increasingly concentrated and globalized in recent years and our major competitors, some of which are larger than
Bel, have significant financial resources and technological capabilities.

We may not be able to generate sufficient cash to service all of our indebtedness and may be forced to take other
actions to satisfy our obligations under our indebtedness, which may not be successful.

Our ability to make scheduled payments on or refinance our debt obligations depends on our financial condition and
operating performance, which are subject to prevailing economic and competitive conditions and to certain financial,
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business, legislative, regulatory and other factors beyond our control. We may be unable to maintain a level of cash
flows from operating activities sufficient to permit us to pay the principal, premium, if any, and interest on our
indebtedness.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we could face substantial
liquidity problems and could be forced to reduce or delay investments and capital expenditures or to dispose of
material assets or operations, seek additional debt or equity capital or restructure or refinance our indebtedness. We
may not be able to effect any such alternative measures on commercially reasonable terms or at all and, even if
successful, those alternative actions may not allow us to meet our scheduled debt service obligations. Our credit
agreement restricts our ability to dispose of assets and use the proceeds from those dispositions and may also restrict
our ability to raise debt or equity capital to be used to repay other indebtedness when it becomes due. We may not be
able to consummate those dispositions or to obtain proceeds in an amount sufficient to meet any debt service
obligations then due.

In addition, we conduct a substantial portion of our operations through our subsidiaries, certain of which are not
guarantors of our indebtedness. Accordingly, repayment of our indebtedness is dependent on the generation of cash
flow by our subsidiaries and their ability to make such cash available to us, by dividend, debt repayment or otherwise.
Unless they are guarantors of our indebtedness, our subsidiaries do not have any obligation to pay amounts due on
indebtedness or to make funds available for that purpose. Our subsidiaries may not be able to, or may not be permitted
to, make distributions to enable us to make payments in respect of our indebtedness. Each subsidiary is a distinct legal
entity, and, under certain circumstances, legal and contractual restrictions may limit our ability to obtain cash from our
subsidiaries. In the event that we do not receive distributions from our subsidiaries, we may be unable to make
required principal and interest payments on our indebtedness.

6
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Our inability to generate sufficient cash flows to satisfy our debt obligations, or to refinance our indebtedness on
commercially reasonable terms or at all, would materially and adversely affect our consolidated financial position and
results of operations.

If we cannot make scheduled payments on our debt, we will be in default, the lenders under the credit agreement could
terminate their commitments to loan money, the lenders could foreclose against the assets securing their borrowings
and we could be forced into bankruptcy or liquidation.

Our variable rate indebtedness subjects us to interest rate risk, which could cause our debt service obligations to
increase significantly.

Borrowings under our credit facility are at variable rates of interest and expose us to interest rate risk. If interest rates
increase, our debt service obligations on the variable rate indebtedness will increase even though the amount borrowed
remained the same, and our net earnings and cash flows, including cash available for servicing our indebtedness, will
correspondingly decrease. As of December 31, 2017, we had $125.0 million of borrowings under our credit facility at
a variable interest rate. A 1% increase or decrease in the assumed interest rates on the senior secured credit facilities
would result in a $1.2 million increase or decrease in annual interest expense.

Our high level of indebtedness could negatively impact our access to the capital markets and our ability to satisfy
financial covenants under our existing credit agreement.

We incurred substantial amounts of indebtedness to fund the acquisitions of Power Solutions and Connectivity
Solutions in 2014, and we may need to incur additional indebtedness to finance operations or for other general
corporate purposes. Our consolidated principal amount of outstanding indebtedness was $125.0 million at December
31, 2017, resulting in a leverage ratio of 2.46x adjusted EBITDA, as calculated in accordance with our credit
agreement. Accordingly, our U.S. debt service requirements are significant in relation to our U.S. net sales and cash
flow. This leverage exposes us to risk in the event of downturns in our business, in our industry or in the economy
generally, and may impair our operating flexibility and our ability to compete effectively. Our current credit
agreement requires us to maintain a certain covenant leverage ratio, and the ratio becomes more restrictive at specific
dates during the term. If we do not continue to satisfy this required ratio or receive waivers from our lenders, we will
be in default under the credit agreement, which could result in an accelerated maturity of our debt obligations.

Our backlog figures may not be reliable indicators.

Many of the orders that comprise our backlog may be delayed, accelerated or canceled by customers without penalty.
Customers may on occasion double order from multiple sources to ensure timely delivery when lead times are
particularly long. Customers often cancel orders when business is weak and inventories are excessive. Therefore, we
cannot be certain that the amount of our backlog equals or exceeds the level of orders that will ultimately be delivered.
Our results of operations could be adversely impacted if customers cancel a material portion of orders in our backlog.

There are several factors which can cause us to lower our prices or otherwise cause our margins to suffer.

Our prices and/or margins could be substantially impacted by the following factors:

a) The average selling prices for our products tend to decrease over their life cycles, and customers put pressure on
suppliers to lower prices even when production costs are increasing. Our profits suffer if we are not able to reduce our

costs of production, introduce technological innovations as sales prices decline, or pass through cost increases to
customers.

b) Any drop in demand for our products or increase in supply of competitive products could cause a dramatic drop in

our average sales prices which in turn could result in a decrease in our gross margins. A shift in product mix could
also have an unfavorable or favorable impact on our gross margins, depending upon the underlying raw material
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content and labor requirements of the associated products.

¢) Increased competition from low cost suppliers around the world has put further pressures on pricing.

We continually strive to lower our costs, negotiate better pricing for components and raw materials and improve our
operating efficiencies. Profit margins will be materially and adversely impacted if we are not able to reduce our costs
of production or introduce technological innovations when sales prices decline.

7
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Our annual effective income tax rate can change materially as a result of changes in our mix of U.S. and foreign
earnings and other factors, including changes in tax laws and changes made by regulatory authorities.

Our overall effective income tax rate is equal to our total tax expense as a percentage of total earnings before tax.
However, income tax expense and benefits are not recognized on a global basis but rather on a jurisdictional or legal
entity basis. Losses in one jurisdiction may not be used to offset profits in other jurisdictions and may cause an
increase in our tax rate. Changes in statutory tax rates and laws, as well as ongoing audits by domestic and
international authorities, could affect the amount of income taxes and other taxes paid by us. Also, changes in the mix
of earnings (or losses) between jurisdictions and assumptions used in the calculation of income taxes, among other
factors, could have a significant effect on our overall effective income tax rate. In addition, our effective tax rate
would increase if we were unable to generate sufficient future taxable income in certain jurisdictions, or if we were
otherwise required to increase our valuation allowances against our deferred tax assets.

We are subject to taxation in multiple jurisdictions. As a result, any adverse development in the tax laws of any of
these jurisdictions or any disagreement with our tax positions could have a material adverse effect on our business,
consolidated financial condition or results of operations.

We are subject to taxation in, and to the tax laws and regulations of, multiple jurisdictions as a result of the
international scope of our operations and our corporate and financing structure. We are also subject to transfer pricing
laws with respect to our intercompany transactions, including those relating to the flow of funds among our
companies. Adverse developments in these laws or regulations, or any change in position regarding the application,
administration or interpretation thereof, in any applicable jurisdiction, could have a material adverse effect on our
business, consolidated financial condition or results of our operations. In addition, the tax authorities in any applicable
jurisdiction, including the United States, may disagree with the positions we have taken or intend to take regarding the
tax treatment or characterization of any of our transactions. If any applicable tax authorities, including U.S. tax
authorities, were to successfully challenge the tax treatment or characterization of any of our transactions, it could
have a material adverse effect on our business, consolidated financial condition or consolidated results of our
operations.

Our business may be materially affected by changes to fiscal and tax policies. Negative or unexpected tax
consequences could materially adversely affect our results of operations.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax
Cuts and Jobs Act (the "Tax Act") which includes significant changes to the U.S. corporate income tax system. The
effect of the international provisions of the Tax Act resulted in a one-time deemed repatriation tax on unremitted
foreign earnings and profits (a "transition tax"). The Company's estimate of the transition tax was calculated using
currently available information; however, the Company is continuing to evaluate the underlying documentation and
revisions to the current calculation may occur.

In the PRC, we are challenged to match availability of workers and maintain lead times in line with customer demand
for certain of our products, which demand has been highly volatile in recent years. This volatility can materially
adversely affect Bel's results.

In the PRC, the availability of labor is cyclical and is significantly affected by the migration of workers in relation to
the annual Lunar New Year holiday as well as economic conditions in the PRC. In addition, we have little visibility
into the ordering habits of our customers and can be subjected to large and unpredictable variations in demand for our
products. Accordingly, we must continually recruit and train new workers to replace those lost to attrition each year
and to address peaks in demand that may occur from time to time. These recruiting and training efforts and related
inefficiencies, as well as overtime required in order to meet demand, can add volatility to the costs incurred by the
Company for labor in the PRC.

Increases in minimum wage rates in the PRC will have an unfavorable impact on our profit margins.
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Approximately one-third of our total sales are generated from labor intensive magnetic products, which are primarily
manufactured in the PRC. Wage rates in the PRC, which are mandated by the government, now have higher
minimum wage and overtime requirements. Effective February 1, 2018, the PRC issued a 30% increase to the
minimum wage in a region where one of Bel's factories is located. We anticipate this increase in minimum wage to
translate into 19-20% higher labor costs (or an increase of approximately $1.0 million - $1.4 million per year) at this
facility going forward. This and any future increases in minimum wage rates will have an unfavorable impact on our
profit margins.

We are dependent on our ability to develop new products.
Our future operating results are dependent, in part, on our ability to develop, produce and market new and more
technologically advanced products. There are numerous risks inherent in this process, including the risks that we will

be unable to anticipate the direction of technological change or that we will be unable to timely develop and bring to
market new products and applications to meet customers' changing needs.

8
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Our insurance policies may not cover all operating risks and a casualty loss beyond the limits of our coverage could
adversely impact our business.

Our business is subject to operating hazards and risks relating to handling, storing, transporting and use of the
products we sell. We maintain insurance policies in amounts and with coverage and deductibles that we believe are
reasonable and prudent. Nevertheless, our insurance coverage may not be adequate to protect us from all liabilities and
expenses that may arise from claims for personal injury or death or property damage arising in the ordinary course of
business, and our current levels of insurance may not be maintained or available in the future at economical prices. If a
significant liability claim is brought against us that is not adequately covered by insurance, we may have to pay the
claim with our own funds, which could have a material adverse effect on our business, consolidated financial
condition or results of operations.

Our acquisitions may not produce the anticipated results.

A significant portion of our growth has been attributable to acquisitions. We cannot assure that we will identify or
successfully complete transactions with suitable acquisition candidates in the future. If an acquired business fails to
operate as anticipated or cannot be successfully integrated with our other businesses, our results of operations,
enterprise value, market value and prospects could all be materially and adversely affected. Integration of new
acquisitions into our consolidated operations may result in lower average operating results for the group as a whole,
and may divert management's focus from the ongoing operations of the Company during the integration period.

Our strategy also focuses on the reduction of selling, general and administrative expenses through the integration or
elimination of redundant sales facilities and administrative functions at acquired companies. If we are unable to
achieve our expectations with respect to our acquisitions, such inability could have a material and adverse effect on
our results of operations. In connection with the 2014 Acquisitions, we recorded $105.4 million of goodwill and
$73.2 million of other intangible assets. During the first half of 2016, due to a decline in general market conditions,
which lowered the Company's forecasted revenues and EBITDA growth rates for each of its reporting units, we
recognized impairment charges of $101.7 million related to goodwill and $4.3 million related to indefinite-lived
intangible assets. If the acquisitions fail to perform up to our expectations, or if there is further weakening of
economic conditions, we could be required to record additional impairment charges.

We may not achieve all of the expected benefits from our restructuring programs.

We have implemented a number of restructuring programs in recent years and we may continue to restructure or
rationalize our operations in future periods. These programs include various cost savings, the consolidation of certain
facilities and the reduction of headcount. We make certain assumptions in estimating the anticipated savings we
expect to achieve under such programs, which include the estimated savings from the elimination of certain headcount
and the consolidation of facilities. These assumptions may turn out to be incorrect due to a variety of factors. In
addition, our ability to realize the expected benefits from these programs is subject to significant business, economic
and competitive uncertainties and contingencies, many of which are beyond our control. If we are unsuccessful in
implementing these programs or if we do not achieve our expected results, our results of operations and cash flows
could be adversely affected or our business operations could be disrupted.

The global nature of our operations exposes us to numerous risks that could materially adversely affect our
consolidated financial condition and results of operations.

We operate in 15 countries, and our products are distributed in those countries as well as in other parts of the world. A
large portion of our manufacturing operations are located outside of the United States and a large portion of our sales
are generated outside of the United States. Operations outside of the United States, particularly operations in
developing regions, are subject to various risks that may not be present or as significant for our U.S. operations.
Economic uncertainty in some of the geographic regions in which we operate, including developing regions, could
result in the disruption of commerce and negatively impact cash flows from our operations in those areas.
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Risks inherent in our international operations include:

foreign currency exchange controls and tax rates;

foreign currency exchange rate fluctuations, including devaluations;

*the potential for changes in regional and local economic conditions, including local inflationary pressures;

Jrestrictive governmental actions such as those on transfer or repatriation of funds and trade protection matters,
including antidumping duties, tariffs, embargoes and prohibitions or restrictions on acquisitions or joint ventures;

9
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,changes in laws and regulations, including the laws and policies of the United States affecting trade and foreign
investment;

+the difficulty of enforcing agreements and collecting receivables through certain foreign legal systems;

evariations in protection of intellectual property and other legal rights;

*more expansive legal rights of foreign unions or works councils;

echanges in labor conditions and difficulties in staffing and managing international operations;

* inability or regulatory limitations on our ability to move goods across borders;

* social plans that prohibit or increase the cost of certain restructuring actions;

*the potential for nationalization of enterprises or facilities; and

eunsettled political conditions and possible terrorist attacks against U.S. or other interests.

As a multi-national company, we are faced with increased complexities due to recent changes to the U.S. corporate tax

code relating to our unremitted foreign earnings, potential revisions to international tax law treaties, and renegotiated

trade deals, including potential changes to the North America Free Trade Agreement (NAFTA). In addition, other

events, such as the United Kingdom's continued efforts to exit the European Union, also create a level of uncertainty.

If we are unable to anticipate and effectively manage these and other risks, it could have a material and adverse effect

on our business and our results of operations and financial condition.

The loss of certain substantial customers could materially and adversely affect us.

During the year ended December 31, 2017, sales to one direct customer exceeded 10% of our consolidated net sales.

Hon Hai Precision Industry Company Ltd., a contract manufacturer utilized by various end customers, represented

11.7% of our 2017 consolidated net sales. We believe that the loss of this customer could have a material adverse

effect on our consolidated financial position and consolidated results of operations. We have experienced significant

concentrations in prior years. See Note 12, "Segments" for additional disclosures related to our significant customers.

We may experience labor unrest.

As we implement transfers of certain of our operations, we may experience strikes or other types of labor unrest as a

result of lay-offs or termination of employees in higher labor cost countries. Our manufacturing facilities in New

York State, the United Kingdom and Mexico are represented by labor unions and substantially all of our factory

workers in the PRC are represented by government-sponsored unions.

We may experience labor shortages.

Government, economic, social and labor policies in the PRC may cause shortages of factory labor in areas where we

have some of our products manufactured. If we are required to manufacture more of these products outside of the

PRC as a result of such shortages, our margins will likely be materially adversely affected.

There are risks related to the implementation of our new global enterprise resource planning system.
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We are currently engaged in a multi-year process of conforming the majority of our operations onto one global
enterprise resource planning system ("ERP"). The ERP is designed to improve the efficiency of our supply chain and
financial transaction processes, accurately maintain our books and records, and provide information important to the
operation of the business to our management team. The implementation of the ERP will continue to require significant
investment of human and financial resources, and we may experience significant delays, increased costs and other
difficulties as a result. Any significant disruption or deficiency in the design and implementation of the ERP could
have a material adverse effect on our ability to fulfill and invoice customer orders, apply cash receipts, place purchase
orders with suppliers, and make cash disbursements, and could negatively impact data processing and electronic
communications among business locations, which may have a material adverse effect on our business, consolidated
financial condition or results of operations. We also face the challenge of supporting our older systems and
implementing necessary upgrades to those systems while we implement the new ERP system. While we have invested
significant resources in planning and project management, significant implementation issues may arise.

Expanding and evolving data privacy laws and regulations could impact our business and expose us to increased
liability.

The General Data Protection Regulation ("GDPR"), which will become effective in the European Union in May 2018,
imposes significant new requirements on how we collect, process and transfer personal data, as well as significant
financial penalties for non-compliance. Any inability to adequately address privacy concerns, even if unfounded, or to
comply with the more complex privacy or data protection laws, regulations and privacy standards, could lead to
significant financial penalties, which may result in a material and adverse effect on our results of operations.

10
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Our results of operations may be materially and adversely impacted by environmental and other regulations.

Our manufacturing operations, products and/or product packaging are subject to environmental laws and regulations
governing air emissions; wastewater discharges; the handling, disposal and remediation of hazardous substances,
wastes and certain chemicals used or generated in our manufacturing processes; employee health and safety labeling
or other notifications with respect to the content or other aspects of our processes, products or packaging; restrictions
on the use of certain materials in or on design aspects of our products or product packaging; and, responsibility for
disposal of products or product packaging. More stringent environmental regulations may be enacted in the future, and
we cannot presently determine the modifications, if any, in our operations that any such future regulations might
require, or the cost of compliance with these regulations.

We may face risks relating to climate change that could have an adverse impact on our business.

Greenhouse gas ("GHG") emissions have increasingly become the subject of substantial international, national,
regional, state and local attention. GHG emission regulations have been promulgated in certain of the jurisdictions in
which we operate, and additional GHG requirements are in various stages of development. Such measures could
require us to modify existing or obtain new permits, implement additional pollution control technology, curtail
operations or increase our operating costs. Any additional regulation of GHG emissions, including a cap-and-trade
system, technology mandate, emissions tax, reporting requirement or other program, could materially adversely affect
our business.

Regulations related to conflict minerals will cause the Company to incur additional expenses and may have other
adverse consequences.

The SEC has adopted inquiry, diligence and additional disclosure requirements related to certain minerals sourced
from the Democratic Republic of the Congo and surrounding countries, or "conflict minerals”, that are necessary to
the functionality of a product manufactured, or contracted to be manufactured, by an SEC reporting company. The
minerals that the rules cover are commonly referred to as "3TG" and include tin, tantalum, tungsten and gold. As a
public company, Bel was required to make its first annual filing under these new rules on May 31, 2014. In such
annual filings, Bel describes the due diligence it has undertaken of its suppliers in an effort to determine the source of
any conflict minerals used in its products or components. These due diligence requirements are ongoing, and Bel will
continue to incur additional costs, which could be substantial, related to its due diligence and compliance process. In
addition, the Company's supply chain is complex, and if it is not able to determine with certainty the source and chain
of custody for all conflict minerals used in its products that are sourced from the Democratic Republic of the Congo
and surrounding countries, then the Company may face reputational challenges with customers, investors or others.
As there may be only a limited number of suppliers offering "conflict free" minerals, if the Company chooses to use
only conflict minerals that are "conflict free" in its products and components, the Company cannot be sure that it will
be able to obtain necessary materials from such suppliers in sufficient quantities or at competitive prices.

Our results may vary substantially from period to period.

Our revenues and expenses may vary significantly from one accounting period to another accounting period due to a
variety of factors, including customers' buying decisions, our product mix, the volatility of raw material costs, the
impact of competition, the impact of the Chinese New Year and general market and economic conditions. Such
variations could significantly impact our stock price.

A shortage of availability or an increase in the cost of high-quality raw materials, components and other resources

may adversely impact our ability to procure these items at cost effective prices and thus may negatively impact profit
margins.
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Our results of operations may be materially adversely impacted by difficulties in obtaining raw materials, supplies,
power, labor, natural resources and any other items needed for the production of our products, as well as by the effects
of quality deviations in raw materials and the effects of significant fluctuations in the prices of existing inventories
and purchase commitments for these materials. Many of these materials and components are produced by a limited
number of suppliers and their availability to us may be constrained by supplier capacity. See "Key Factors Affecting
our Business" in Item 7. of this Annual Report on Form 10-K for a discussion of how pricing and availability of
materials is currently impacting our business.

As product life cycles shorten and during periods of market slowdowns, the risk of materials obsolescence increases
and this may materially and adversely impact our financial results.

Rapid shifts in demand for various products may cause some of our inventory of raw materials, components or
finished goods to become obsolete.

11
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The life cycles and demand for our products are directly linked to the life cycles and demand for the end products into
which they are designed. Rapid shifts in the life cycles or demand for these end products due to technological shifts,
economic conditions or other market trends may result in material amounts of either raw materials or finished goods
inventory becoming obsolete. While the Company works diligently to manage inventory levels, rapid shifts in
demand may result in obsolete or excess inventory and materially adversely impact financial results.

A loss of the services of the Company's executive officers or other skilled associates could negatively impact our
operations and results.

The success of the Company's operations is largely dependent upon the performance of its executive officers,
managers, engineers and sales people. Many of these individuals have a significant number of years of experience
within the Company and/or the industry in which we compete and would be extremely difficult to replace. The loss of
the services of any of these associates may materially and adversely impact our results of operations if we are unable
to replace them in a timely manner.

Our stock price, like that of many technology companies, has been and may continue to be volatile.

The market price of our common stock may fluctuate as a result of variations in our quarterly operating results and
other factors beyond our control. These fluctuations may be exaggerated if the trading volume of our common stock
is low. The market price of our common stock may rise and fall in response to a variety of other factors, including:

-announcements of technological or competitive developments;

-general market or economic conditions;

-market or economic conditions specific to particular geographical areas in which we operate;

-acquisitions or strategic alliances by us or our competitors;

-the gain or loss of a significant customer or order; or

changes in estimates of our financial performance or changes in recommendations by securities analysts regarding us
“or our industry

In addition, equity securities of many technology companies have experienced significant price and volume
fluctuations even in periods when the capital markets generally are not distressed. These price and volume
fluctuations often have been unrelated to the operating performance of the affected companies.

Our intellectual property rights may not be adequately protected under the current state of the law.

Our efforts to protect our intellectual property rights through patent, copyright, trademark and trade secret laws in the
United States and in other countries may not prevent misappropriation, and our failure to protect our proprietary rights
could materially adversely affect our business, financial condition, operating results and future prospects. A third
party could, without authorization, copy or otherwise appropriate our proprietary information. Our agreements with
employees and others who participate in development activities could be breached, we may not have adequate
remedies for any breach, and our trade secrets may otherwise become known or independently developed by
competitors.

We may be sued by third parties for alleged infringement of their proprietary rights and we may incur defense costs
and possibly royalty obligations or lose the right to use technology important to our business.

From time to time, we receive claims by third parties asserting that our products violate their intellectual property
rights. Any intellectual property claims, with or without merit, could be time consuming and expensive to litigate or
settle and could divert management attention from administering our business. A third party asserting infringement
claims against us or our customers with respect to our current or future products may materially and adversely affect
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us by, for example, causing us to enter into costly royalty arrangements or forcing us to incur settlement or litigation
costs.

As a result of protective provisions in the Company's certificate of incorporation, the voting power of certain officers,
directors and principal shareholders may be increased at future meetings of the Company's shareholders.

The Company's certificate of incorporation provides that if a shareholder, other than shareholders subject to specific
exceptions, acquires (after the date of the Company's 1998 recapitalization) 10% or more of the outstanding Class A
common stock and does not own an equal or greater percentage of all then outstanding shares of both Class A and
Class B common stock (all of which common stock must have been acquired after the date of the 1998
recapitalization), such shareholder must, within 90 days of the trigger date, purchase Class B common shares, in an
amount and at a price determined in accordance with a formula described in the Company's certificate of
incorporation, or forfeit its right to vote its Class A common shares. As of February 28, 2018, to the Company's
knowledge, there was one shareholder of the Company's common stock with ownership in excess of 10% of Class A
outstanding shares with no ownership of the Company's Class B common stock and with no basis for exception from
the operation of the above-mentioned provisions. In order to vote its shares at Bel's next shareholders' meeting, this
shareholder must either purchase the required number of Class B common shares or sell or otherwise transfer Class A
common shares until its Class A holdings are under 10%. As of February 28, 2018, to the Company's knowledge, this
shareholder owned 23.2% of the Company's Class A common stock and had not taken steps to either purchase the
required number of Class B common shares or sell or otherwise transfer Class A common shares until its Class A
holdings fall below 10%. Unless and until this situation is satisfied in a manner permitted by the Company's Restated
Certificate of Incorporation, the subject shareholder will not be permitted to vote its shares of common stock.
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To the extent that the voting rights of particular holders of Class A common stock are suspended as of times when the
Company's shareholders vote due to the above-mentioned provisions, such suspension will have the effect of
increasing the voting power of those holders of Class A common shares whose voting rights are not suspended. As of
February 28, 2018, Daniel Bernstein, the Company's chief executive officer, beneficially owned 353,631 Class A
common shares (or 21.1%) of the outstanding Class A common shares whose voting rights were not suspended, and
all directors and current executive officers as a group (which includes Daniel Bernstein) beneficially owned 357,987
Class A common shares (or 21.4%) of the outstanding Class A common shares whose voting rights were not
suspended.

Cyber risk and the failure to maintain the integrity of our operational or security systems or infrastructure, or those of
third parties with which we do business, could have a material adverse effect on our business, consolidated financial
condition and results of operations.

We are subject to an increasing number of various types of information technology vulnerabilities, threats and targeted
computer crimes which pose a risk to the security of our systems and networks and the confidentiality, availability and
integrity of our data. Disruptions or failures in the physical infrastructure or operating systems that support our
businesses and customers, or cyber-attacks or security breaches of our networks or systems, could result in the loss of
customers and business opportunities, legal liability, regulatory fines, penalties or intervention, reputational damage,
reimbursement or other compensatory costs, and additional compliance costs, any of which could materially adversely
affect our business, financial condition and results of operations. While we attempt to mitigate these risks, our
systems, networks, products, solutions and services remain potentially vulnerable to advanced and persistent threats.
We also maintain and have access to sensitive, confidential or personal data or information in certain of our businesses
that is subject to privacy and security laws, regulations and customer controls. Despite our efforts to protect such
sensitive, confidential or personal data or information, our facilities and systems and those of our customers and
third-party service providers may be vulnerable to security breaches, theft, misplaced or lost data, programming
and/or human errors that could lead to the compromising of sensitive, confidential or personal data or information,
improper use of our systems, software solutions or networks, unauthorized access, use, disclosure, modification or
destruction of information, defective products, production downtimes and operational disruptions, which in turn could
adversely affect our consolidated financial condition and results of operations.

As a U.S. Government contractor, we are subject to a number of procurement rules and regulations.

We must comply with and are affected by laws and regulations relating to the award, administration, and performance
of U.S. Government contracts. Government contract laws and regulations affect how we do business with our
customers and, in some instances, impose added costs on our business. A violation of specific laws and regulations
could result in the imposition of fines and penalties or the termination of our contracts or debarment from bidding on
contracts. These fines and penalties could be imposed for failing to follow procurement integrity and bidding rules,
employing improper billing practices or otherwise failing to follow cost accounting standards, receiving or paying
kickbacks, or filing false claims. We have been, and expect to continue to be, subjected to audits and investigations by
government agencies. The failure to comply with the terms of our government contracts could harm our business
reputation. It could also result in our progress payments being withheld.

In some instances, these laws and regulations impose terms or rights that are more favorable to the government than
those typically available to commercial parties in negotiated transactions. For example, the U.S. Government may
terminate any of our government contracts and, in general, subcontracts, at its convenience as well as for default based
on performance. Upon termination for convenience of a fixed-price type contract, we normally are entitled to receive
the purchase price for delivered items, reimbursement for allowable costs for work-in-process, and an allowance for
profit on work actually completed on the contract or adjustment for loss if completion of performance would have

30



Edgar Filing: BEL FUSE INC /NJ - Form 10-K

resulted in a loss. Upon termination for convenience of a Federal Government cost reimbursement contract, we
normally are entitled to reimbursement of allowable costs plus a portion of the fee. Such allowable costs would
normally include our cost to terminate agreements with our suppliers and subcontractors. The amount of the fee
recovered, if any, is related to the portion of the work accomplished prior to termination and is determined by
negotiation.

Item 1B. Unresolved Staff Comments
None.
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Item 2. Properties

The Company is headquartered in Jersey City, New Jersey, where it currently owns 19,000 square feet of office and

warehouse space. In addition to its facilities in Jersey City, New Jersey, the Company leases 163,000 square feet in 16
facilities and owns properties of 155,000 square feet which are used primarily for management, financial accounting,
engineering, sales and administrative support.

The Company also operated 20 manufacturing facilities in 7 countries as of December 31, 2017. Approximately 19%

of the 2.6 million square feet the Company occupies is owned while the remainder is leased. See Note 16,
"Commitments and Contingencies", for additional information pertaining to leases.

The following is a list of the locations of the Company's principal manufacturing facilities at December 31, 2017:

Of the space described above, 323,000 square feet is used for engineering, warehousing, sales and administrative
support functions at various locations and 470,000 square feet is designated for dormitories, canteen and other

Location

Dongguan, People's Republic of China
Pingguo, People's Republic of China
Shenzhen, People's Republic of China
Zhongshan, People's Republic of China
Zhongshan, People's Republic of China
Zhongshan, People's Republic of China

Louny, Czech Republic
Dubnica nad Vahom, Slovakia
Dubnica nad Vahom, Slovakia
Worksop, United Kingdom
Chelmsford, United Kingdom
Dominican Republic

Cananea, Mexico

Reynosa, Mexico

Inwood, New York

Glen Rock, Pennsylvania
Waseca, Minnesota

McAllen, Texas

Melbourne, Florida

Tempe, Arizona

employee related facilities in the PRC.

650,000
256,000
227,000
315,000
118,000
78,000
11,000
35,000
70,000
52,000
21,000
41,000
42,000
77,000
39,000
74,000
124,000
40,000
18,000
8,000

2,296,000

Leased
Leased
Leased
Leased
Owned
Owned
Owned
Owned
Leased
Leased
Leased
Leased
Leased
Leased
Owned
Owned
Leased
Leased
Leased
Leased

Percentage
Approximate Owned/ Used for
Square Feet Leased Manufacturing

28
69
100
86
100
100
75
100
100
28
60
85
60
56
40
60
83
56
64
100

The Territory of Hong Kong became a Special Administrative Region ("SAR") of the PRC during 1997. The territory
of Macao became a SAR of the PRC at the end of 1999. Management cannot presently predict what future impact, if
any, this will have on the Company or how the political climate in the PRC will affect its contractual arrangements in

the PRC. A significant portion of the Company's manufacturing operations and approximately 36.9% of its

identifiable assets are located in Asia.
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Item 3. Legal Proceedings

The information called for by this Item is incorporated herein by reference to the caption "Legal Proceedings" in Note
16, "Commitments and Contingencies."

Item 4. Mine Safety Disclosures
Not applicable.
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PART II

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters and Issuer Purchases of Equity
Securities

(a) Market Information

The Company's voting Class A Common Stock, par value $0.10 per share, and non-voting Class B Common Stock,
par value $0.10 per share ("Class A" and "Class B," respectively), are traded on the NASDAQ Global Select Market
under the symbols BELFA and BELFB. The following table sets forth the high and low sales price range (as reported
by The Nasdaq Stock Market Inc.) for the Common Stock on NASDAQ for each quarter during the past two years.

Class A Class B
High Low  High Low
Year Ended December 31, 2017

First Quarter $26.54 $19.37 $33.00 $21.65
Second Quarter 2340 18.80 26.55 21.85
Third Quarter 28.12  20.00 32.00 24.40
Fourth Quarter 2990 19.25 3345 23.80
Year Ended December 31, 2016

First Quarter $15.87 $9.69 $19.15 $13.33
Second Quarter 17.16 12.80 19.35 13.31
Third Quarter 2047 15.00 2443 1698
Fourth Quarter 26.97 18.27 33.60 23.00

(b) Holders

As of February 28, 2018, there were 47 registered shareholders of the Company's Class A Common Stock and 378
registered shareholders of the Company's Class B Common Stock. As of February 28, 2018, the Company estimates
that there were 568 beneficial shareholders of the Company's Class A Common Stock and 2,258 beneficial
shareholders of the Company's Class B Common Stock. At February 28, 2018, to the Company's knowledge, there
was one shareholder of the Company's Class A common stock whose voting rights were suspended. This shareholder
owned 23.2% of the Company's outstanding shares of Class A common stock. For additional discussion, see Item 1A —
"Risk Factors — As a result of protective provisions in the Company's certificate of incorporation, the voting power of
certain officers, directors and principal shareholders may be increased at future meetings of the Company's
shareholders".

(c) Dividends

During the years ended December 31, 2017, 2016 and 2015, the Company declared dividends on a quarterly basis at a
rate of $0.06 per Class A share of common stock and $0.07 per Class B share of common stock totaling $3.3 million
in 2017 and $3.2 million during each of 2016 and 2015. There are no contractual restrictions on the Company's ability
to pay dividends provided the Company is not in default under its credit agreements immediately before such payment
and after giving effect to such payment. On February 1, 2018, the Company paid a dividend to all shareholders of
record at January 15, 2018 of Class A and Class B Common Stock in the total amount of $0.1 million ($0.06 per
share) and $0.7 million ($0.07 per share), respectively. On February 21, 2018, Bel's Board of Directors declared a
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dividend in the amount of $0.06 per Class A common share and $0.07 per Class B common share which is scheduled
to be paid on May 1, 2018 to all shareholders of record at April 13, 2018. The Company currently anticipates paying
dividends quarterly in the future.
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(d)Common Stock Performance Comparisons

The following graph shows, for the five years ended December 31, 2017, the cumulative total return on an investment
of $100 assumed to have been made on December 31, 2012 in our common stock. The graph compares this return
("Bel") with that of comparable investments assumed to have been made on the same date in: (a) the NASDAQ Stock
Market (U.S. Companies) and (b) a group of companies within our industry. Total return for each assumed
investment assumes the reinvestment of all dividends on December 31 of the year in which the dividends were paid.

(e)Issuer Purchases of Equity Securities

The following table sets forth certain information regarding the Company's purchase of shares of its Class A Common
Stock during each calendar month in the quarter ended December 31, 2017:

Total
Number of  Approximate
Shares Dollar Value

Purchased  of
as Part of Shares that

Total Average Publicly May Yet Be
Number of Price Announced Purchased
Shares Paid per Plans or Under the
Period Purchased Share  Programs Plan
October 1 - October 31, 2017 10,188 $2832 10,188 $ 260,029
November 1 - November 30, 2017 4,966 22.96 4,966 146,026
December 1 - December 31, 2017 6,435 22.49 6,435 -
Total 21,589 $2535 21,589 $-

Pursuant to the Bel Fuse Inc. Employees' Savings Plan (the "Employees' Savings Plan"), the Company

makes matching contributions of pre-tax elective deferral contributions made by associates. Effective for matching
contributions made for years after 2016, the Employees' Savings Plan provides for matching contributions to be
invested in shares of the Company's Class A Common Stock. The trustees of the Employees' Savings Plan adopted a
"10b5-1 Plan," in accordance with guidelines specified by Rule 10b5-1 under the Securities Exchange Act of 1934, as
amended, to make open market purchases of shares of Class A Common Stock with such matching contributions. The
purchases in the table above were made under the 10b5-1 Plan. The maximum dollar amount for cumulative purchases
under the 10b5-1 Plan during the plan period (September 14, 2017 to February 15, 2018) will not exceed $650,000.

At December 31, 2017, there were no further shares available for purchase under the 10b5-1 Plan, as the maximum
dollar amount for cumulative purchases had been met.
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Item 6. Selected Financial Data

The following tables set forth selected consolidated financial data as of the dates and for the periods presented. The
selected consolidated balance sheet data as of December 31, 2017 and 2016 and the selected consolidated statement of
operations data for the years ended December 31, 2017, 2016 and 2015 have been derived from our audited
consolidated financial statements and related notes that we have included elsewhere in this Form 10-K. The selected
financial data below includes the results of acquired companies from their respective acquisition dates. The selected
consolidated balance sheet data as of December 31, 2015, 2014 and 2013 and the selected consolidated statement of
operations data for the years ended December 31, 2014 and 2013 have been derived from audited consolidated
financial statements that are not presented in this Form 10-K. The selected consolidated balance sheet data for years
presented prior to 2016 have been revised to reflect the retrospective application of accounting pronouncements that
the Company adopted effective January 1, 2016. See Note 1 for further information. The selected consolidated
balance sheet data as of December 31, 2014 and the selected consolidated statement of operations data for the years
ended December 31, 2014 and 2013 have been revised to reflect measurement period adjustments related to the 2013

and 2014 Acquisitions.

Selected Consolidated Statements of Operations
Data: (a)

Net sales

Cost of sales

Selling, general and administrative expenses
Impairment of goodwill and other intangible assets
(b)

Loss (gain) on sale of property, plant and equipment
©

Stock-based compensation

Restructuring charges (d)

Earnings (loss) before income taxes

Net (loss) earnings

Reconciliation of net earnings to EBITDA (e):
Net (loss) earnings

Depreciation and amortization (f)

Interest expense

Income tax provision (benefit) (g)

EBITDA (e)

Net (loss) earnings per share:
Class A common share - basic and diluted
Class B common share - basic and diluted

Cash dividends declared per share:
Class A common share
Class B common share

Years Ended December 31,

2017

2016

2015

2014

(In thousands of dollars, except per share data)

$491,611  $500,153
389,601 400,245
85,067 71,005
- 105,972
297 (2,644 )
3,030 2,817
308 2,087
9,643 (82,552)
$(11,897 ) $(64,834)
$(11,897 ) $(64,834)
20,718 21,778
6,802 6,662
21,540 (17,718)
$37,163  $(54,112)
$0.97 ) $5.25 )
$0.99 ) $(5.48 )
$0.24 $0.24
$0.28 $0.28
As of December 31,

$567,080

458,253
77,952

161
2,815
2,114
25,732
$19,197

$19,197
23,008
7,588
6,535

$56,328

$1.53
$1.64

$0.24
$0.28

$487,076
399,721
72,061

(10
2,717
1,832
9,770
$8,603

$8,603
20,367
3,978
1,167

$34,115

$0.69
$0.75

$0.24
$0.28

)

2013

$349,189
286,952
45,872

© )
1,879
1,387
15,165
$15,908

$15,908
12,382
156
(743 )
$27,703

$1.32
$1.41

$0.24
$0.28
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Selected Consolidated Balance Sheet Data and

Ratios:

Cash and cash equivalents

Working capital (h)

Goodwill

Total assets (h)

Total debt (h)

Stockholders' equity

Return on average total assets (h)(i)
Return on average stockholders' equity (i)

17

2017

2016

2015

2014

(In thousands of dollars, except percentages)

$69,354
178,799
20,177
431,265
122,694
157,960
-2.8 %
12 %

$73,411
163,115
17,951
426,740
141,245
158,434
-139 %
386 %

$85,040
158,619
121,634
578,505
183,548
233,122
3.0 %
8.2 %

$77,138

183,459
118,369
630,372
227,576
224,273
1.8

3.8

2013

$62,123
134,179
18,490
308,141
228,702
54 %
7.3 %
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See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations," for a
(a)discussion of the factors that contributed to our consolidated operating results and our consolidated cash flows for
the three years ended December 31, 2017.

(b)During 2016, the Company recorded an impairment charge related to its goodwill and other intangible assets of
$106.0 million. See Note 4, "Goodwill and Other Intangible Assets," for further information.
In connection with the sale of certain of its properties in Hong Kong and San Diego, the Company recorded a gain
©)on sale of $2.6 million during 2016

. g .
See Note 3, "Restructuring Activities," for further information on restructuring charges incurred during the three
years ended December 31, 2017. During 2014, the Company incurred severance costs associated with
(d)restructuring of management and sales teams following the acquisitions of Power Solutions and Connectivity
Solutions. The restructuring charges in 2013 related to the relocation of the Cinch North American manufacturing
facility from Vinita, Oklahoma to McAllen, Texas, which began in late-2012.

EBITDA is anon U.S. GAAP measure that is not a measure of performance under accounting principles generally
accepted in the United States of America ("U.S. GAAP"). EBITDA has limitations as an analytical tool and should
not be considered in isolation from or as a substitute for U.S. GAAP information. It does not purport to represent
any similarly titled U.S. GAAP information and is not an indicator of our performance under U.S. GAAP. EBITDA
may not be comparable with similarly titled measures used by others. Investors are cautioned against placing undue
reliance on this non-GAAP measure. Our management may assess our financial results both on a U.S. GAAP basis
and on a non-U.S. GAAP basis. Non-U.S. GAAP financial measures provide management with additional means to
understand and evaluate the core operating results and trends in our ongoing business.

(e)

Depreciation and amortization is included in both cost of sales and selling, general and administrative expenses on
® the consolidated statements of operations.

During 2017, the Company recorded $18.1 million of incremental tax related to the enactment of the U.S. Tax Cuts
and Jobs Act of 2017. This amount consisted of a transition tax on our foreign earnings of $16.0 million and $2.1
(g)million related to the revaluation of our deferred tax assets. The tax benefit in 2016 included a net benefit related
to the resolution of certain liabilities for uncertain tax positions of $13.0 million and a net benefit related to the
impairment of goodwill and other intangible assets of $4.4 million.

The Company adopted accounting standards effective January 1, 2016 related to deferred tax assets and liabilities,
and deferred financing costs. Both standards were applied retrospectively and impacted the presentation of these
items on the balance sheet. For the December 31, 2015 and 2014 information presented, working capital, total
assets and total debt have been revised to reflect the reclassification of deferred tax assets and liabilities from
current to noncurrent, as well as the reclassification of deferred financing costs from other assets to being presented
as a reduction of long-term debt. For the December 31, 2013 information presented, working capital was adjusted
to reflect the change in accounting principle related to the reclassification of deferred tax assets and liabilities from
current to noncurrent.

(h)

Returns on average total assets and stockholders' equity are computed for each year by dividing net earnings for
(i)such year by the average balances of total assets or stockholders' equity, as applicable, on the last day of each
quarter during such year and on the last day of the immediately preceding year.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The information in this MD&A should be read in conjunction with the Company's consolidated financial statements
and the notes related thereto. The discussion of results, causes and trends should not be construed to imply any
conclusion that such results, causes or trends will necessarily continue in the future. See "Cautionary Notice
Regarding Forward-Looking Information" above for further information. Also, when we cross reference to a "Note,"
we are referring to our "Notes to Consolidated Financial Statements," unless the context indicates otherwise. All
amounts and percentages are approximate due to rounding.

Overview
Our Company

We design, manufacture and market a broad array of products that power, protect and connect electronic circuits.
These products are primarily used in the networking, telecommunications, computing, military, aerospace,
transportation and broadcasting industries. Bel's portfolio of products also finds application in the automotive,
medical and consumer electronics markets.

We operate through three geographic segments: North America, Asia and Europe. In 2017, 50% of the Company's
revenues were derived from North America, 34% from Asia and 16% from its Europe operating segment. By product
group, 35% of 2017 sales related to the Company's connectivity solutions products, 33% in magnetic solutions
products and 32% in power solutions and protection products.

Our operating expenses are driven principally by the cost of labor where the factories that Bel uses are located, the
cost of the materials that we use and our ability to effectively and efficiently manage overhead costs. As labor and
material costs vary by product line and region, any significant shift in product mix can have an associated impact on
our costs of sales. Costs are recorded as incurred for all products manufactured. Such amounts are determined based
upon the estimated stage of production and include labor cost and fringes and related allocations of factory overhead.
Our products are manufactured at various facilities in the U.S., Mexico, Dominican Republic, England, Czech
Republic, Slovakia and the PRC.

We have little visibility into the ordering habits of our customers and we can be subjected to large and unpredictable
variations in demand for our products. Accordingly, we must continually recruit and train new workers to replace
those lost to attrition and be able to address peaks in demand that may occur from time to time. These recruiting and
training efforts and related inefficiencies, and overtime required in order to meet any increase in demand, can add
volatility to the labor costs incurred by us.

Key Factors Affecting our Business

The Company believes the key factors affecting Bel's 2017 and/or future results include the following:

Revenues —~The Company's revenues declined by $8.5 million (or 1.7%) in 2017 as compared to 2016. The
_year-over-year decline in sales was primarily due to $10.1 million of lower sales related to the previously-divested
NPS business within the Power Solutions group. This was offset in part by increased sales of connector products to
our military customers and higher demand for our integrated connector modules (ICMs) during 2017.

-Product Mix — Material and labor costs vary by product line and any significant shift in product mix between higher-

and lower-margin product lines will have a corresponding impact on the Company's gross margin percentage. In
general, our connectivity products have the highest contribution margins, our magnetic products are more labor
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intensive and are therefore less profitable than the connectivity products and our power products are on the lower end
of our profit margin range, due to their high material content. Fluctuations in sales volume among our product
groups will have a corresponding impact on Bel's profit margins.

Pricing and Availability of Materials — There have been recent supply constraints related to components that constitute
raw materials in our manufacturing processes, particularly with resistors, capacitors and discrete semiconductors.
-Lead times have been extended and the reduction in supply has also caused an increase in prices for certain of these
components. While we currently anticipate this impact on pricing and availability to be temporary during the first
half of 2018, any increase in material pricing will have an unfavorable impact on Bel's profit margins.

Labor Costs — Labor costs in 2017 increased slightly both in dollar amount and as a percentage of sales, in spite of
decreased sales in comparison to 2016. Approximately one-third of Bel's total sales are generated from labor
intensive magnetic products, which are primarily manufactured in the PRC. Wage rates in the PRC, which are
mandated by the government, now have higher minimum wage and overtime requirements. Effective February 1,
'2018, the PRC issued an increase to the minimum wage in a region where one of Bel's factories is located. We
anticipate this increase in minimum wage to result in higher labor costs of approximately $1.0 million - $1.4 million
per year at this facility going forward. This and any future increases in minimum wage rates will have an
unfavorable impact on Bel's profit margins.
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Restructuring — The Company continues to implement restructuring programs to increase operational efficiencies. The
Company incurred $0.3 million of restructuring charges during 2017, primarily related to the closure of its
manufacturing facility in Shanghai, PRC and transition of those operations to other existing Bel facilities which
began in late 2016. Additional restructuring efforts are expected to continue throughout 2018 as we realign our R&D
-resources dedicated to our power solutions and protection group. We are also in the process of transitioning our
BCM product line from a third party factory in Malaysia to an existing Bel facility in the PRC. We anticipate
completing these two initiatives by the end of the third quarter of 2018, with minimal restructuring costs incurred.
Annual savings of approximately $1.4 million are expected from these initiatives once fully implemented (primarily
within cost of sales).

Impact of Foreign Currency — During 2017, the Company incurred foreign exchange losses of $2.8 million. Since we
are a U.S. domiciled company, we translate our foreign currency-denominated financial results into U.S. dollars.
Due to the changes in the value of foreign currencies relative to the U.S. dollar, translating our financial results and
-the revaluation of certain intercompany as well as third-party transactions to and from foreign currencies to U.S.
dollars may result in a favorable or unfavorable impact to our consolidated statements of operations and cash flows.
The Company monitors changes in foreign currencies and may implement pricing actions to help mitigate the impact
that changes in foreign currencies may have on its consolidated operating results.

Effective Tax Rate — The Company's effective tax rate will fluctuate based on the geographic segment in which our
pretax profits are earned. Of the geographic segments in which we operate, the U.S. has the highest tax rates;
"Europe's tax rates are generally lower than U.S. tax rates; and Asia has the lowest tax rates of the Company's three
geographical segments. See Note 9, "Income Taxes" and the "Tax Reform" discussion below.

Refinancing of Credit Facility - We successfully refinanced our credit facility during the fourth quarter of 2017 with
several changes that will benefit the Company in the near and long term. The new agreement provides more
-favorable pricing from an interest rate perspective; it reduces mandatory payments over the next four years, giving us
flexibility in how we choose to utilize our U.S. cash; and it includes additional borrowing capacity under the revolver
which can be used for future acquisitions.

Our top priority for 2018 is growing the Company's top line. Overall, the Company's backlog increased to $146.5
million at December 31, 2017, which represents a 29% increase from its level at December 31, 2016. While we are
unable to predict the effect that this increase will ultimately have on 2018 sales, it is a good barometer that we are well
positioned for organic growth in future periods. In addition, our new credit facility, coupled with availability of
foreign earnings provided for with the transition tax, will enable future acquisitions to be a key component of our
growth strategy should appropriate opportunities arise. The preceding discussions represent Forward-Looking
Statements. See "Cautionary Notice Regarding Forward-Looking Statements."

Summary by Operating Segment

Net sales to external customers by reportable operating segment for the years ended December 31, 2017, 2016 and
2015 were as follows (dollars in thousands):

2017 2016 2015
North America $245,834 50 % $256,760 51 % $304,328 54 %
Asia 167,680 34 % 168,458 34 % 188,146 33 %
Europe 78,097 16 % 74935 15 % 74,606 13 %

$491,611 100% $500,153 100% $567,080 100%
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Net sales and income (loss) from operations by operating segment for the years ended December 31, 2017, 2016 and
2015 were as set forth in the following table (dollars in thousands). Segment net sales are attributed to individual
segments based on the geographic source of the billing for such customer sales.
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2017 2016 2015
Total segment sales:
North America $257,541 $268,935 $329,304
Asia 249,506 256,202 295,751
Europe 89,765 86,750 148,735
Total segment sales 596,812 611,887 773,790

Reconciling item:

Intersegment sales (105,201) (111,734) (206,710)

Net sales $491,611 $500,153 $567,080
Income (loss) from operations:
North America $5,147 $(35,722 ) $11,012
Asia 8,964 (24,360 ) 8,175
Europe 2,227 (16,430 ) 9,413
$16,338 $(76,512 ) $28,600

The decline in North America sales in 2017 was primarily attributable to a $13.7 million reduction in sales of power
solutions and protection products, of which $10.1 million related to lower sales from the previously-divested NPS
product line. North America segment sales were also impacted by a decline in sales of our modular plugs and cable
assemblies within our Stewart Connector business where two major customers merged and in-sourced much of these
products. This resulted in lower sales of $5.1 million during 2017 compared to 2016. These declines were partially
offset by higher sales of our connectivity solutions products, driven by increased demand from our U.S. military
customers and stronger sales through our distribution channels. The decrease in Asia sales from 2016 to 2017 was
primarily due to declines in sales within our power solutions and protection group (custom modules, DC-DC
converters and Power Solutions products), largely offset by an increase in sales of our integrated connector modules
within our Magnetic Solutions group. The year-over-year sales growth in our Europe segment was led by our Bel
Power Europe group in Italy, which we acquired in 2012, as they have been successful in penetrating the marine and
industrial markets in Europe with their AC-DC power products.

Sales in North America declined during 2016 compared to 2015 primarily due to reductions in power solutions and
protection sales of $43.1 million. See Net Sales, Power Solutions and Protection, below. North America sales were
also impacted by lower military spending for our connectivity solutions products and reduced sales through
distributors. The decline in Asia segment sales in 2016 noted in the table above resulted from a reduction in customer
demand for our integrated connector module (ICM) and TRP products in 2016 (producing a $10.6 million reduction in
sales), as well as a $6.1 million decrease in sales of our DC/DC products.

Net Sales

The Company's net sales by major product line for the years ended December 31, 2017, 2016 and 2015 were as
follows (dollars in thousands):

Years Ended

December 31,

2017 2016 2015
Connectivity solutions $170,337 35 % $168,845 34 % $181,697 32 %
Magnetic solutions 161,011 33 % 155,232 31 % 166,182 29 %
Power solutions and protection 160,263 32 % 176,076 35 % 219,201 39 %

$491,611 100% $500,153 100% $567,080 100%
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2017 as Compared to 2016

Connectivity Solutions:

Our connectivity solutions products showed an overall improvement in sales of $1.5 million in 2017. Sales within our
Cinch businesses were strong in 2017, up $7.1 million from 2016, led by increased activity within key
military-aerospace programs and higher sales through our distribution channels. These gains in 2017 were largely
offset by lower demand for plugs and structured cabling within our Stewart Connector business where two of our
major customers merged and in-sourced much of these products.

Magnetic Solutions:

Demand for our ICM/TRP products remained strong throughout 2017 for both our established 1-gig and 10-gig ICMs
as well as our recently released multi-gig variants. During the second and third quarters of 2017, we benefited from a
majority of the share of a new product introduction at one of our large OEM customers, which accounted for the
majority of the year-over-year increase noted above for 2017.

21

46



Edgar Filing: BEL FUSE INC /NJ - Form 10-K

Return to Index
Power Solutions and Protection:

The decline in power solutions and protection products during 2017 as compared to 2016 was primarily attributable to
a $15.8 million reduction in Power Solutions sales. The year-over-year sales comparisons within the Power Solutions
business continues to be impacted by the phase-out of revenue associated with its NPS product line (sold in 2015), as
we transition off of a 2-year manufacturing services agreement. This accounted to $10.1 million of the decline in sales
from 2016. Following nine consecutive quarters of year-over-year declines, fourth quarter sales within our Power
Solutions business were 6% higher compared to the same quarter of 2016, excluding the effects of the NPS
divestiture. The year-over-year decline from Power Solutions was partially offset by a $3.1 million increase in sales
of our AC/DC converter products at our Bel Power Europe group in Italy (acquired in 2012) and higher circuit
protection product sales of $1.2 million in 2017 as compared to 2016.

2016 as Compared to 2015

Connectivity Solutions:

Sales declined as a result of general weakness in the military and industrial sectors as well as RF Connector sales
through distribution where weakness in broadline distribution offset increases in sales to our value-added distributors.
These declines were offset in part by sales into the commercial aerospace sector, which remained solid throughout
2016.

Magnetic Solutions:

We experienced reduced customer demand for our ICM/TRP products due to the continued weakness in the macro
environment during 2016. This resulted in a decrease of $10.6 million in sales related to these products as compared to
2015 volumes.

Power Solutions and Protection:

The decline in power solutions and protection products during 2016 as compared to 2015 was primarily attributable to
a $34.4 million reduction in Power Solutions product sales and lower DC/DC converter product sales of $6.1 million.
The power solutions and protection product group was impacted by the general market softness which continued
through the fourth quarter of 2016. The Power Solutions business had year over year declines as we worked through
the new design cycles, which we were able to enter again in mid-2016 after quality issues had been resolved.

Cost of Sales
Cost of sales as a percentage of net sales for the three years ended December 31, 2017 consisted of the following:
Years Ended

December 31,
2017 2016 2015

Material costs 402% 41.6% 43.6%
Labor costs 10.8% 103% 10.7%
Research and development expenses 59 % 53 % 49 %
Other expenses 223% 22.8% 21.6%

Total cost of sales 79.2% 80.0% 80.8%

2017 as Compared to 2016
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Material costs as a percentage of sales were lower during 2017 as compared to 2016, primarily due to the decline in
sales within our power solutions and protection group, as those products carry a higher material content than our other
product lines.

Labor costs as a percentage of sales increased during 2017 as compared to 2016 primarily due to the increase in sales
of our labor-intensive ICM/TRP products within our magnetic solutions group.

2016 as Compared to 2015

Material costs as a percentage of sales were lower during 2016 as compared 2015 primarily due to the decline in sales
within our power solutions and protection group, as those products carry a higher material content than our other
product groups. Other contributing factors of the decline in material costs as a percentage of sales included a $2.1
million reduction in warranty claims incurred in 2016 as compared to 2015, and lower material costs in the PRC due
to the depreciation of the renminbi against the U.S. dollar in 2016. See "Inflation and Foreign Currency Exchange"
below for further information.
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Labor costs as a percentage of sales declined during 2016 as compared to 2015 primarily due to the reduction in sales
volume of our labor-intensive magnetic products discussed above. The depreciation of the peso and renminbi versus
the U.S. dollar also contributed to the reduction in local labor costs in Mexico and the PRC during 2016.

Research and Development ("R&D)

Included in cost of sales are R&D expenses of $28.8 million, $26.7 million and $27.7 million for the years ended
December 31, 2017, 2016 and 2015, respectively. The increase in R&D expense in 2017 related to an increase in
design work from our power solutions and protection group and a full year of cost of our R&D center in Taiwan
which opened in August 2016. The reduction in R&D expense from 2015 to 2016 was primarily due to lower fixed
costs resulting from R&D facility consolidations.

Selling, General and Administrative Expenses ("SG&A")

2017 as Compared to 2016

SG&A expenses increased by $14.1 million in 2017 as compared to 2016, primarily due to foreign currency exchange
fluctuations, incremental costs from our ERP implementation, and non-recurring benefits in the 2016 period. Foreign
exchange losses of $2.8 million in 2017 compared with foreign exchange gains of $3.1 million in 2016 resulted in an
unfavorable year-over-year variance of $5.9 million. The Company's ERP implementation was ongoing throughout
the full year of 2017, and as a result, consulting costs were $2.2 million higher than 2016. During 2016, SG&A
benefited from a reversal of certain value-added and business tax items recorded in connection with the acquisition of
Power Solutions of $5.2 million.

2016 as Compared to 2015

SG&A expenses declined by $6.9 million in 2016 as compared to 2015. During 2016, SG&A benefited from a
reversal of certain value-added and business tax items recorded in connection with the acquisition of Power Solutions
of $5.2 million. SG&A in 2016 also benefited from cost savings initiatives in North America and Europe implemented
during the latter part of 2015 and earlier part of 2016, and lower sales commissions of $1.2 million due to the decline
in sales. These factors were offset in part by a decrease in net foreign currency exchange gains of $2.0 million and an
increase in incentive compensation in 2016 of $1.2 million as compared with 2015.

Restructuring Charges

The Company recorded restructuring charges of $0.3 million in 2017, $2.1 million in 2016 and $2.1 million in 2015 in
connection with its restructuring programs. See Note 3, "Restructuring Activities" for a discussion of restructuring
charges incurred in 2016 and 2017. In 2015, the Company incurred severance costs associated with headcount
reductions as well as the consolidation and relocation of certain facilities and offices in North America, Asia and
Europe following the 2014 Acquisitions.

Interest Expense

The Company incurred interest expense of $6.8 million in 2017, $6.7 million in 2016 and $7.6 million in 2015
primarily due to our outstanding borrowings under the Company's credit and security agreement used to fund the 2014
Acquisitions. The increase in interest expense during 2017 related to the acceleration of $1.0 million of deferred
financing costs in connection with the refinancing of our credit facility in the fourth quarter of 2017, partially offset by
a reduction in interest expense due to a lower debt balance throughout 2017 as compared to 2016. The decline in
interest expense in 2016 compared to 2015 was due to mandatory and voluntary repayments made in 2016. See
"Liquidity and Capital Resources" and Note 10, "Debt," for further information on the Company's outstanding debt.
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Income Taxes

The Company's effective tax rate will fluctuate based on the geographic segment in which the pretax profits are
earned. Of the geographic segments in which the Company operates, the U.S. has the highest tax rates; Europe's tax
rates are generally lower than U.S. tax rates; and Asia has the lowest tax rates of the Company's three geographical
segments. See Note 9, "Income Taxes" and the "Tax Reform" discussion below.

Tax Reform

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax
Cuts and Jobs Act (the "Tax Act"). The Tax Act significantly revises the U.S. corporate income tax law by, among
other things, lowering the corporate income tax rate from 35% to 21% and imposing a one-time deemed repatriation
tax on untaxed accumulated foreign earnings.
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The one-time deemed repatriation imposes a U.S. tax liability on untaxed accumulated foreign earnings ("Transition
Tax"). The Company has done a preliminary calculation of the Transition Tax which resulted in approximately $17.5
million of U.S. incremental tax expense for the year ended December 31, 2017, of which approximately $16.0 million
is payable after tax credits. This is based on preliminary calculations which estimate the post 1986 untaxed
accumulated earnings at $199.9 million which is subject to U.S. income tax of 8% on illiquid assets and 15.5% on
liquid assets. The Company will elect to pay the transition tax, interest free, over 8 years, which is payable at 8% for
each of the first 5 years, 15% in year 6, 20% in year 7 and 25% in year 8.

The Tax Act reduces the corporate tax rate to 21% effective January 1, 2018. Consequently, the Company has
recorded a decrease related to deferred tax assets and deferred tax liabilities of $6.3 million and $4.2 million,
respectively, with a corresponding net adjustment to deferred income tax expense of $2.1 million for the year ended
December 31, 2017.

The Company's estimates of the Tax Act were calculated using currently available information; however, the
Company is continuing to evaluate the underlying documentation and revisions to the current calculations may occur.

2017 as Compared to 2016

The provision (benefit) for income taxes for the year ended December 31, 2017 and 2016 was $21.5 million and
($17.7) million, respectively. The Company's loss before benefit for income taxes for the year ended December 31,
2016, was primarily attributable to the $106.0 million impairment of goodwill and intangible assets recognized in the
first half of 2016. The Company's effective tax rate was 223.4% and 21.5% for the year ended December 31, 2017
and 2016, respectively. The income tax provision in 2017 included an estimated transition tax on post 1986 untaxed
accumulated foreign earnings of approximately $16.0 million and an additional $2.1 million related to the revaluation
of the Company's deferred tax assets, both recorded in connection with the new tax bill enacted in December 2017.
The income tax benefit in 2016 included a net benefit related to the resolution of certain liabilities for uncertain tax
positions of $13.0 million and a net benefit related to the goodwill and other intangible assets impairment of $4.4
million. See Note 9, "Income Taxes."

2016 as Compared to 2015

The (benefit) provision for income taxes for the year ended December 31, 2016 and 2015 was ($17.7) million and
$6.5 million, respectively. The Company's loss before benefit for income taxes for the year ended December 31,
2016, was primarily attributable to the $106.0 million impairment of goodwill and intangible assets recognized in the
first half of 2016. The Company's effective tax rate was 21.5% and 25.4% for the year ended December 31, 2016 and
2015, respectively. The change in the effective tax rate during the year ended December 31, 2016 as compared to
2015, was primarily attributable to the tax effect related to the settlement of liabilities for uncertain tax positions and,
to a lesser extent, the impairment of the goodwill and intangible assets. See Note 9, "Income Taxes."

Other Tax Matters

The Company has a portion of its products manufactured on the mainland of the PRC where Bel is not subject to
corporate income tax on manufacturing services provided by third parties. Hong Kong has a territorial tax system
which imposes corporate income tax at a rate of 16.5% on income from activities solely conducted in Hong Kong.

The Company holds an offshore business license from the government of Macao. With this license, a Macao offshore
company named Bel Fuse (Macao Commercial Offshore) Limited has been established to handle the Company's sales
to third-party customers in Asia. Sales by this company primarily consist of products manufactured in the PRC. This
company is not subject to Macao corporate profit taxes which are imposed at a tax rate of 12%. Additionally, the
Company established TRP International, a China Business Trust ("CBT"), when it acquired the TRP group, as
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previously discussed. Sales by the CBT consists of products manufactured in the PRC and sold to third-party
customers inside and outside of Asia. The CBT is not subject to PRC income taxes, which are generally imposed at a
tax rate of 25%.

It is the Company's intention to repatriate substantially all net income from its wholly owned PRC subsidiary,
Dongguan Transpower Electric Products Co., Ltd, a Chinese Limited Liability Company, to its direct Hong Kong
parent Transpower Technologies (Hong Kong) Ltd. Applicable income and dividend withholding taxes have been
reflected in the accompanying consolidated statements of operations for the year ended December 31, 2017.
However, U.S. deferred taxes need not be provided on these or the majority of the remaining earnings of foreign
subsidiaries as we are currently analyzing our global working capital and cash requirements and the potential tax
liabilities attributable to a repatriation, including calculating any excess of the amount for financial reporting over the
tax basis in our foreign subsidiaries, and have yet to determine whether we plan to repatriate earnings and profits in
the future.
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Inflation and Foreign Currency Exchange

During the past three years, we do not believe the effect of inflation on our consolidated financial position and results
of operations was material to our consolidated financial position or our consolidated results of operations. We are
exposed to market risk from changes in foreign currency exchange rates. Fluctuations of the U.S. dollar against other
major currencies have not significantly affected our foreign operations as most sales continue to be denominated in
U.S. dollars or currencies directly or indirectly linked to the U.S. dollar. Most significant expenses, including raw
materials, labor and manufacturing expenses, are incurred primarily in U.S. dollars or the Chinese renminbi, and to a
lesser extent in British pounds and Mexican pesos. The Chinese renminbi depreciated by approximately 2% in 2017
as compared to 2016 and the Mexican peso depreciated by 1% in 2017 as compared to 2016 . To the extent the
renminbi or peso appreciate in future periods, it could result in the Company's incurring higher costs for most
expenses incurred in the PRC and Mexico. The Company's European entities, whose functional currencies are euros,
British pounds and Czech korunas, enter into transactions which include sales that are denominated principally in
euros, British pounds and various other European currencies, and purchases that are denominated principally in U.S.
dollars and British pounds. Such transactions, as well as those related to our multi-currency intercompany payable
and receivable transactions, resulted in net realized and unrealized currency exchange (losses) gains of ($2.8) million,
$3.1 million and $5.1 million for the years ended December 31, 2017, 2016 and 2015, respectively, which were
included in SG&A expenses on the consolidated statements of operations. The currency exchange losses recorded in
2017 were primarily related to a U.S. denominated intercompany receivable balance on our Swiss entity's books. The
currency exchange gains recorded in 2016 were primarily due to the favorable impact of the depreciation of the
Chinese renminbi and euro against the U.S. dollar. The currency exchange gains recorded in 2015 were primarily due
to the favorable impact of the depreciation of the euro against the U.S. dollar on a $34 million multi-currency
intercompany loan. This loan was settled by the end of 2015. Translation of subsidiaries' foreign currency financial
statements into U.S. dollars resulted in translation adjustments, net of taxes, of $12.4 million, ($9.7) million and
($10.0) million for the years ended December 31, 2017, 2016 and 2015, respectively, which are included in
accumulated other comprehensive income (loss) on the consolidated balance sheets.

Liquidity and Capital Resources

Our primary sources of cash are the collection of trade receivables generated from the sales of our products and
services to our customers and amounts available under our existing lines of credit, including our credit facility. Our
primary uses of cash are payments for operating expenses, investments in working capital, capital expenditures,
interest, taxes, dividends, debt obligations and other long-term liabilities. We believe that our current liquidity position
and future cash flows from operations will enable us to fund our operations, including all of the items mentioned
above in the next twelve months.

At December 31, 2017 and 2016, $50.5 million and $61.1 million, respectively (or 73% and 83%, respectively), of
cash and cash equivalents was held by foreign subsidiaries of the Company. Management is currently analyzing our
global working capital and cash requirements and the potential tax liabilities attributable to repatriation, and we have
yet to determine whether we plan to repatriate these funds outside the U.S. to fund the Company's U.S. operations in
the future. In the event these funds were needed for Bel's U.S. operations, the Company would be required to accrue
and pay U.S. state taxes and any applicable foreign withholding taxes to repatriate these funds. See "Income Taxes"
above for further details.

In June 2014, the Company entered into a senior Credit and Security Agreement, which was subsequently amended in
March 2016, and further amended and refinanced in December 2017 (see Note 10, "Debt," for additional details). The
Credit and Security Agreement contains customary representations and warranties, covenants and events of default

and financial covenants that measure (i) the ratio of the Company's total funded indebtedness, on a consolidated basis,
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to the amount of the Company's consolidated EBITDA, as defined ("Leverage Ratio"), and (ii) the ratio of the amount
of the Company's consolidated EBITDA to the Company's consolidated fixed charges ("Fixed Charge Coverage
Ratio"). If an event of default occurs, the lenders under the Credit and Security Agreement would be entitled to take
various actions, including the acceleration of amounts due thereunder and all actions permitted to be taken by a
secured creditor. At December 31, 2017, the Company was in compliance with its debt covenants, including its most
restrictive covenant, the Leverage Ratio. The unused credit available under the credit facility at December 31, 2017
was $75.0 million, of which we had the ability to borrow $34.1 million without violating our Leverage Ratio covenant
based on the Company's existing consolidated EBITDA.

At December 31, 2017, the Company had $125.0 million outstanding under its credit agreement. Scheduled principal
payments of the long-term debt outstanding are included in "Contractual Obligations" below and in Note 10, "Debt."
For information regarding further commitments under the Company's operating leases, see Note 16, "Commitments
and Contingencies."

We are currently engaged in a multi-year process of conforming the majority of our operations onto one global ERP.
The ERP is designed to improve the efficiency of our supply chain and financial transaction processes, accurately
maintain our books and records, and provide information important to the operation of the business to our
management team. The implementation of the ERP is being conducted by business unit on a three phase approach
through 2019. We currently estimate total costs over the course of this project to be between $4 million to $5 million.
We have incurred $2.6 million in connection with this implementation during the year ended December 31, 2017.
These costs are included in SG&A on the consolidated financial statements. Upon completion of the implementation
of the new ERP, we anticipate lower maintenance and lower external information and technology support fees
resulting in annual savings of approximately $2 million. The preceding sentence represents a Forward-Looking
Statement. See "Cautionary Notice Regarding Forward-Looking Statements."
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Cash Flows

During the year ended December 31, 2017, the Company's cash and cash equivalents decreased by $4.1 million. This
decline was primarily due to repayments of long-term debt of $18.8 million, the purchase of property, plant and
equipment of $6.4 million, $3.3 million for payments of dividends and payments of $2.0 million for deferred
financing costs related to the refinancing of our credit facility during 2017. These cash outflows were partially offset
by cash provided by operations of $24.1 million. Cash provided by operations decreased by $14.5 million in 2017 as
compared to 2016, primarily due to higher year-end inventory levels and accounts receivable balances in 2017.

During the year ended December 31, 2016, the Company's cash and cash equivalents decreased by $11.6 million.

This decrease was primarily due to repayments of long-term debt of $43.4 million, the purchase of property, plant and
equipment of $8.2 million and $3.2 million for payments of dividends. These cash outflows were partially offset by
net cash provided by operations of $38.6 million and cash proceeds received from the sale of properties in Hong Kong
and San Diego of $5.8 million. Cash provided by operating activities decreased by $27.2 million in 2016 as compared
to 2015, primarily due to lower earnings on the reduced sales volume in 2016 and an increase in year-end inventory
levels in 2016.

During the year ended December 31, 2015, the Company's cash and cash equivalents increased by $7.9 million. This
resulted primarily from $65.8 million of cash provided by operating activities, including the impact of the changes in
accounts receivable and inventories described below, proceeds of $9.0 million received from the NPS sale and related
transactions and $4.2 million received for an acquisition-related settlement payment during 2015. This increase was
partially offset by $23.0 million of net repayments under the revolving credit line, $22.4 million of repayments of
long-term debt, $9.9 million paid for the purchase of property, plant and equipment and $3.2 million for payments of
dividends. As compared to 2014, cash provided by operating activities increased by $43.3 million, partially due to a
$10.1 increase in net earnings and a $2.6 increase in depreciation and amortization as 2016 contained a full year of
expense for the 2014 Acquired Companies. Reductions in accounts receivable and inventory balances at December
31, 2015 as compared to December 31, 2014 were also contributing factors to the increase in cash provided by
operating activities during 2015.

Cash and cash equivalents, marketable securities and accounts receivable comprised approximately 34.4% and 34.6%
of the Company's total assets at December 31, 2017 and December 31, 2016, respectively. The Company's current
ratio (i.e., the ratio of current assets to current liabilities) was 3.0 to 1 and 2.8 to 1 at December 31, 2017 and
December 31, 2016, respectively.

During the year ended December 31, 2017, accounts receivable increased $2.9 million primarily due to higher sales
volume in the fourth quarter of 2017 as compared to the fourth quarter of 2016. Days sales outstanding (DSO) also
increased to 60 days at December 31, 2017 from 54 days at December 31, 2016. Inventories increased by $8.8 million
from the December 31, 2016 level as raw material and finished goods volumes are at higher levels to accommodate an
increase in customer demand for our products. Inventory turns decreased to 3.6 times per year at December 31, 2017
from 3.8 times per year at December 31, 2016, as year-end inventory levels were high in relation to the 2017 sales
volume.

Contractual Obligations

The following table sets forth at December 31, 2017 the amounts of payments due under specific types of contractual
obligations, aggregated by category of contractual obligation, for the time periods described below.

Payments due by period (dollars in thousands)

Contractual Obligations 1-3 3-5 More
Total years years than
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Less 5

than 1 years

year
Long-term debt obligations() $125,000 $3,125 $9,375 $112,500 $-
Interest payments due on long-term debt(® 19,156 4,179 8,012 6,965 -
Capital expenditure obligations 2,975 2,975 - - -
Operating leases® 18,647 5,819 7,911 4,469 448
Raw material purchase obligations 45,361 45,306 55 - -
First quarter 2018 quarterly cash dividend declared 830 830 - - -
Total $211,969 $62,234 $25,353 $123,934 $448

(1)Represents the principal amount of the debt required to be repaid in each period.

Includes interest payments required under our CSA related to our term loans and revolver balance. The interest
(2)rate in place under our CSA on December 31, 2017 was utilized and this calculation assumes obligations are repaid
when due.

(3)Represents estimated future minimum annual rental commitments primarily under non-cancelable real and personal

property leases as of December 31, 2017.
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At December 31, 2017, we had liabilities for unrecognized tax benefits and related interest and penalties of $27.9
million, most of which is included in other liabilities and the remaining balance of which is included as a reduction to
deferred tax assets on our Consolidated Balance Sheet. At December 31, 2017, we cannot reasonably estimate the
future period or periods of cash settlement of these liabilities. See Note 9, "Income Taxes," of the Notes to
Consolidated Financial Statements for further discussion.

The Company is required to pay SERP obligations at the occurrence of certain events. As of December 31, 2017,
$19.1 million is included in long-term liabilities as an unfunded pension obligation on the Company's consolidated
balance sheet. Included in other assets at December 31, 2017 is the cash surrender value of company-owned life
insurance and marketable securities held in a rabbi trust with an aggregate value of $14.0 million, which has been
designated by the Company to be utilized to fund the Company's SERP obligations.

Critical Accounting Policies and Other Matters

The Company's consolidated financial statements include certain amounts that are based on management's best
estimates and judgments. Estimates are used when accounting for amounts recorded in connection with mergers and
acquisitions, including determination of the fair value of assets and liabilities. Additionally, estimates are used in
determining such items as current fair values of goodwill and other intangible assets, as well as provisions related to
product returns, bad debts, inventories, intangible assets, investments, SERP expense, income taxes and contingencies
and litigation. The Company bases its estimates on historical experience and on various other assumptions, including
in some cases future projections, that are believed to be reasonable under the circumstances, the results of which form
the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under different assumptions or conditions. The
following accounting policies require accounting estimates that have the potential for significantly impacting Bel's
financial statements.

Allowance for Doubtful Accounts

In the normal course of business, we extend credit to our customers if they satisfy pre-defined credit criteria. We
maintain an accounts receivable allowance for estimated losses resulting from the likelihood of failure of our
customers to make required payments. An additional allowance may be required if the financial condition of our
customers deteriorates. The allowance for doubtful accounts is maintained at a level that management assesses to be
appropriate to absorb estimated losses in the accounts receivable portfolio. The allowance for doubtful accounts is
reviewed at a minimum quarterly, and changes to the allowance are made through the provision for bad debts, which
is included in SG&A expenses on our consolidated statements of operations. These changes may reflect changes in
economic, business and market conditions. The allowance is increased by the provision for bad debts and decreased
by the amount of charge-offs, net of recoveries.

The provision for bad debts charged against operating results is based on several factors including, but not limited to,
a regular assessment of the collectability of specific customer balances, the length of time a receivable is past due and
our historical experience with our customers. In circumstances where a specific customer's inability to meet its
financial obligations is known, we record a specific provision for bad debt against amounts due, thereby reducing the
receivable to the amount we reasonably assess will be collected. If circumstances change, such as higher than
expected defaults or an unexpected material adverse change in a major customer's ability to pay, our estimates of
recoverability could be reduced by a material amount. At December 31, 2017 and 2016, the Company had allowance
for doubtful accounts of $1.7 million and $1.8 million, respectively.

Inventory

The Company makes purchasing and manufacturing decisions principally based upon firm sales orders from
customers, projected customer requirements and the availability and pricing of raw materials. Future events that could
adversely affect these decisions and result in significant charges to the Company's operations include miscalculating
customer requirements, technology changes which render certain raw materials and finished goods obsolete, loss of
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customers and/or cancellation of sales orders, stock rotation with distributors and termination of distribution
agreements. The Company reduces the carrying value of its inventory for estimated obsolescence or unmarketable
inventory by an amount equal to the difference between the cost of inventory and the estimated market value based on
the aforementioned assumptions. When such inventory is subsequently used in the manufacturing process, the lower
adjusted cost of the material is charged to cost of sales and the improved gross profit is recognized at the time the
completed product is shipped and the sale is recorded. As of December 31, 2017 and 2016, the Company had reserves
for excess or obsolete inventory of $8.3 million and $6.3 million, respectively. If actual market conditions are less
favorable than those projected by management, additional inventory write-downs may be required.
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Goodwill and Indefinite-Lived Intangible Assets

Goodwill is reviewed for possible impairment at least annually on a reporting unit level during the fourth quarter of
each year. A review of goodwill may be initiated before or after conducting the annual analysis if events or changes in
circumstances indicate the carrying value of goodwill may no longer be recoverable.

A reporting unit is the operating segment unless, at businesses one level below that operating segment — the
"component” level — discrete financial information is prepared and regularly reviewed by management, and the
component has economic characteristics that are different from the economic characteristics of the other components
of the operating segment, in which case the component is the reporting unit.

While we are permitted to conduct a qualitative assessment to determine whether it is necessary to perform a two-step
quantitative goodwill impairment test, for our annual goodwill impairment tests in the fourth quarter of 2017, 2016
and 2015, we performed quantitative tests for all of our reporting units that have goodwill allocated.

The goodwill impairment test involves a two-step process. In step one, we compare the fair value of each of our
reporting units with goodwill to its carrying value, including the goodwill allocated to the reporting unit. If the fair
value of the reporting unit exceeds its carrying value, there is no indication of impairment and no further testing is
required. If the fair value of the reporting unit is less than the carrying value, we must perform step two of the
impairment test to measure the amount of impairment loss, if any. In step two, the reporting unit's fair value is
allocated to all of the assets and liabilities of the reporting unit, including any unrecognized intangible assets, in a
hypothetical analysis that calculates the implied fair value of goodwill in the same manner as if the reporting unit were
being acquired in a business combination. If the implied fair value of the reporting unit's goodwill is less than the
carrying value, the difference is recorded as an impairment loss.

We use a fair value approach to test goodwill for impairment. We must recognize a non-cash impairment charge for
the amount, if any, by which the carrying amount of goodwill exceeds its implied fair value. We derive an estimate of
fair values for each of our reporting units using a combination of an income approach and an appropriate market
approach, each based on an applicable weighting. We assess the applicable weighting based on such factors as current
market conditions and the quality and reliability of the data. Absent an indication of fair value from a potential buyer
or similar specific transactions, we believe that the use of these methods provides a reasonable estimate of a reporting
unit's fair value.

Fair value computed by these methods is arrived at using a number of factors, including projected future operating
results, anticipated future cash flows, effective income tax rates, comparable marketplace data within a consistent
industry grouping, and the cost of capital. There are inherent uncertainties, however, related to these factors and to our
judgment in applying them to this analysis. Nonetheless, we believe that the combination of these methods provides a
reasonable approach to estimate the fair value of our reporting units. Assumptions for sales, net earnings and cash
flows for each reporting unit were consistent among these methods.

Income Approach Used to Determine Fair Values

The income approach is based upon the present value of expected cash flows. Expected cash flows are converted to
present value using factors that consider the timing and risk of the future cash flows. The estimate of cash flows used
is prepared on an unleveraged debt-free basis. We use a discount rate that reflects a market-derived weighted average
cost of capital. We believe that this approach is appropriate because it provides a fair value estimate based upon the
reporting unit's expected long-term operating and cash flow performance. The projections are based upon our best
estimates of projected economic and market conditions over the related period including growth rates, estimates of
future expected changes in operating margins and cash expenditures. Other significant estimates and assumptions
include terminal value long-term growth rates, provisions for income taxes, future capital expenditures and changes in
future cashless, debt-free working capital.
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2017 Annual Goodwill Impairment Test

Critical assumptions that the Company used in performing the income approach for its reporting units included the
following:

- Applying a compounded annual growth rate for forecasted sales in our projected cash flows through 2022.

Compounded
Annual
Reporting Unit Growth Rate
North America 2.0 %
Europe 2.0 %
Applying a terminal value growth rate of 2% for our reporting units to reflect our estimate of stable and perpetual
“growth.
28
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Determining an appropriate discount rate to apply to our projected cash flow results. This discount rate reflects,
-among other things, certain risks due to the uncertainties of achieving the cash flow results and the growth rates
assigned. The discount rates applied were as follows:

Reporting Unit Discount Rate
North America 12.5%
Europe 13.5%
- A weighting of the results of the income approach of 75% of our overall fair value calculation for each reporting unit.

Changes in any of these assumptions could materially impact the estimated fair value of our reporting units. Our
forecasts take into account the near and long-term expected business performance, considering the long-term market
conditions and business trends within the reporting units. For further discussion of the factors that could result in a
change in our assumptions, see "Risk Factors" in thi