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Corporate governance of the Philips Group

General

Koninklijke Philips Electronics N.V,,a company organized under Dutch
law (the ‘Company’), is the parent company of the Philips Group
(‘Philips’ or the ‘Group’). The Company, which started as a limited
partnership with the name Philips & Co in 1891, was converted into
the company with limited liability N.V. Philips’ Gloeilampenfabrieken
on September 11,1912. On May 6, 1994 the name was changed to
Philips Electronics N.V,, and on April 1,1998 the name was changed
to Koninklijke Philips Electronics N.V. Its shares have been listed on
the Amsterdam Stock Exchange Euronext Amsterdam since 1913.
The shares have been traded in the United States since 1962 and
have been listed on the New York Stock Exchange since 1987.

Over the last decades the Company has pursued a consistent policy
to enhance and improve its corporate governance in line with US,
Dutch and international (codes of) best practices. The Company has
incorporated a fair disclosure practice in its investor relations policy,
has strengthened the accountability of its executive management and
its independent supervisory directors, and has increased the rights
and powers of shareholders and the communication with investors.
The Company is required to comply with, inter alia, Dutch Corporate
Governance rules, the US Sarbanes-Oxley Act, New York Stock
Exchange rules and related regulations, insofar as applicable to the
Company. A summary of significant differences between the Company’s
corporate governance structure and the New York Stock Exchange
corporate governance standards is published on the Company’s
website (www.philips.com/investor).

In this report, the Company addresses its overall corporate governance
structure and states to what extent it applies the provisions of the
Dutch Corporate Governance Code of December 9,2003 (the ‘Dutch
Corporate Governance Code’). The Supervisory Board and the Board
of Management, which are responsible for the corporate governance
structure of the Company, are of the opinion that the vast majority
of the principles and best practice provisions of the Dutch Corporate
Governance Code that are addressed to the Board of Management
and the Supervisory Board, interpreted and implemented in line with
the best practices followed by the Company, are being applied. Some
recommendations are not (fully) applied, and the reasons for these
deviations are set out hereinafter. Deviations from aspects of the
corporate governance structure of the Company that are described in
this report, when deemed necessary in the interests of the Company,
will be disclosed in the Annual Report. Substantial changes in the
Company’s corporate governance structure - including substantial
amendments to the Rules of Procedure of the Supervisory Board

and the Board of Management respectively - and in the Company’s
compliance with the Dutch Corporate Governance Code shall be
submitted to the General Meeting of Shareholders for discussion
under a separate agenda item.

Also in connection with the implementation of the Dutch Corporate
Governance Code and new Dutch legislation, the 2005 General Meeting
of Shareholders resolved to amend the articles of association of the
Company. Pursuant to the amendment of the articles of association,
the Company’s priority shares have been withdrawn and the thresholds
for overruling the binding recommendation for appointments of
members of the Board of Management and the Supervisory Board
have been changed. Furthermore the articles of association now also
contain detailed provisions on dealing with conflicts of interests of
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members of the Board of Management and stipulate that resolutions
that are so far-reaching that they would significantly change the identity
or nature of the Company or the enterprise shall be subject to the
approval of the General Meeting of Shareholders.

Board of Management

General

The executive management of Philips is entrusted to its Board of
Management under the chairmanship of the President/Chief Executive
Officer and consists of at least three members (currently six). The
members of the Board of Management have collective powers and
responsibilities. They share responsibility for the management of

the Company, the deployment of its strategy and policies, and the
achievement of its objectives and results. The Board of Management
has, for practical purposes, adopted a division of responsibilities
indicating the functional and business areas monitored and reviewed
by the individual members. According to the Company’s corporate
objectives and Dutch law, the Board of Management is guided by

the interests of the Company and its affiliated enterprises within

the Group, taking into consideration the interests of the Company’s
stakeholders, and is accountable for the performance of its assignment
to the Supervisory Board and the General Meeting of Shareholders.
The Board of Management follows its own Rules of Procedure, which
set forth procedures for meetings, resolutions, minutes and (vice)
chairmanship. These Rules of Procedure are published on the
Company’s website.

(Term of) Appointment, individual data and conflicts

of interests

Members of the Board of Management and the President/CEO

are elected by the General Meeting of Shareholders upon a binding
recommendation drawn up by the Supervisory Board after consultation
with the President/CEO. This binding recommendation may be
overruled by a resolution of the General Meeting of Shareholders
adopted by a simple majority of the votes cast and representing

at least one-third of the issued share capital. If a simple majority of
the votes cast is in favor of the resolution to overrule the binding
recommendation, but such majority does not represent at least one-
third of the issued share capital,a new meeting may be convened at
which the resolution may be passed by a simple majority of the votes
cast, regardless of the portion of the issued share capital represented
by such majority.

Members of the Board of Management and the President/CEO are
appointed for a maximum term of four years, it being understood
that this maximum term expires at the end of the General Meeting
of Shareholders to be held in the fourth year after the year of their
appointment. Reappointment is possible for consecutive maximum
terms of four years or, if applicable, until a later retirement date or
other contractual termination date in the fourth year, unless the
General Meeting of Shareholders resolves otherwise. Members may
be suspended by the Supervisory Board and the General Meeting
of Shareholders and dismissed by the latter.

Individual data on the members of the Board of Management are
published in the chapter Our leadership of this Annual Report,

and updated on the Company’s website. The acceptance by a member
of the Board of Management of membership of the supervisory board



224 Reconciliation of

226 Corporate governance
non-US GAAP information

of another company requires the approval of the Supervisory Board.
The Supervisory Board is required to be notified of other important
positions (to be) held by a member of the Board of Management. No
member of the Board of Management holds more than two supervisory
board memberships of listed companies, or is a chairman of such
supervisory board, other than of a Group company.

The Company has formalized its rules to avoid conflicts of interests
between the Company and members of the Board of Management.
The articles of association state that in the event of a legal act or

a lawsuit between the Company and a member of the Board of
Management, certain of such member’s relatives, or certain (legal)
entities in which a member of the Board of Management has an interest,
and insofar as the legal act is of material significance to the Company
and/or to the respective member of the Board of Management, the
respective member of the Board of Management shall not take part
in the decision-making in respect of the lawsuit or the legal act.
Resolutions concerning such legal acts or lawsuits require the
approval of the Supervisory Board.

Legal acts as referred to above shall be mentioned in the Annual
Report for the financial year in question. The Rules of Procedure
of the Board of Management establish further rules on the reporting
of (potential) conflicts of interests. No legal acts as referred to above
have occurred during the financial year 2006.

Relationship between Board of Management

and Supervisory Board

The Board of Management is supervised by the Supervisory Board
and provides the latter with all information the Supervisory Board
needs to fulfill its own responsibilities. Major decisions of the Board
of Management require the approval of the Supervisory Board;
these include decisions concerning (a) the operational and financial
objectives of the Company, (b) the strategy designed to achieve the
objectives, and, if necessary, (c) the parameters to be applied in
relation to the strategy.

Risk management approach

The Board of Management is responsible for ensuring that the
Company complies with all relevant legislation and regulations. It is
responsible for proper financing of the Company and the management
of the risks that the Company is facing. It reports on and accounts for
internal risk management and control systems to the Supervisory
Board and its Audit Committee. Risk factors and the risk management
approach - including the internal risk management and control system
and the certification thereof by the Board of Management, as well as
the sensitivity of the Company’s results to external factors and variables -
are described in more detail in the Annual Report. Within Philips, risk
management forms an integral part of business management. The
Company’s risk and control policy is designed to provide reasonable
assurance that strategic objectives are met by creating focus, by
integrating management control over the Company’s operations,

by ensuring compliance with legal requirements and by safeguarding
the reliability of the financial reporting and its disclosures. The
Company’s risk management approach is embedded in the periodic
business planning and review cycle. With respect to financial reporting
a structured self-assessment and monitoring process is used company-
wide to assess, document, review and monitor compliance with internal
control over financial reporting. On the basis of risk assessments,
operating division and business management determines the risks
related to the achievement of business objectives and appropriate
risk responses in relation to business processes and objectives.

The Board of Management is responsible for internal control in

the Company and has implemented a risk management and control
system that is designed to ensure that significant risks are identified
and to monitor the realization of operational and financial objectives
of the Company. Furthermore the system is designed to ensure
compliance with relevant laws and regulations. The Company has
designed its internal control system in accordance with the
recommendations of the Committee of Sponsoring Organizations
of the Treadway Commission (COSO), which recommendations

are aimed at providing a reasonable level of assurance.
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The Company’s risk management and internal control system

is designed to determine risks in relation to the achievement of
operational and financial business objectives and appropriate risk
responses. The most important risks identified, as well as the structure
of the aforesaid risk management and internal control system, are
discussed in the chapter Risk management of this Annual Report.
Significant changes and improvements in the Company’s risk management
and internal control system are disclosed in that chapter and have
been discussed with the Supervisory Board’s Audit Committee and
the external auditor.

Internal representations received from management, regular management
reviews, reviews of the design and implementation of the Company’s
risk management approach and reviews in business and functional
audit committees are integral parts of the Company’s risk management
approach. On the basis thereof, the Board of Management confirms
that internal controls over financial reporting provide a reasonable
level of assurance that the financial reporting does not contain any
material inaccuracies, and confirms that these controls have properly
functioned in 2006 and that there are no indications that they will
not continue to do so. The financial statements fairly represent the
financial condition and result of operations of the Company and
provide the required disclosures.

It should be noted that the above does not imply that these systems
and procedures provide certainty as to the realization of operational
and financial business objectives, nor can they prevent all misstatements,
inaccuracies, errors, fraud and noncompliances with rules and regulations.

In view of all of the above the Board of Management believes that

it is in compliance with the requirements of recommendation I1.1.4.
of the Dutch Corporate Governance Code, taking into account the
recommendation of the Corporate Governance Code Monitoring
Committee in its 2005-report on the application thereof. This statement
cannot be construed as a statement in accordance with the requirements
of section 404 of the US Sarbanes-Oxley Act. Such statement is set
forth in the section Management's report on internal control over
financial reporting of this Annual Report.

Philips has a financial code of ethics which applies to certain senior
officers, including the CEO and CFO, and to employees performing
an accounting or financial function (the financial code of ethics

has been published on the Company’s website). The Company,
through the Supervisory Board’s Audit Committee, also has
appropriate procedures in place for the receipt, retention and
treatment of complaints received by the Company regarding
accounting, internal accounting controls or auditing matters and
the confidential, anonymous submission by employees of concerns
regarding questionable accounting or auditing matters. Internal
‘whistleblowers’ have the opportunity, without jeopardizing their
position, to report on irregularities of a general, operational or
financial nature and to report complaints about members of the
Board of Management to the Chairman of the Supervisory Board.

In view of the requirements under the US Securities Exchange Act,
procedures are in place to enable the CEO and the CFO to provide
certifications with respect to the Annual Report on Form 20-F
(which incorporates major parts of the Annual Report).

A Disclosure Committee is in place, which advises the various
officers and departments involved, including the CEO and the CFO,
on the timely review, publication and filing of periodic and current
(financial) reports. Apart from the certification by the CEO and CFO
under US law, each individual member of the Supervisory Board and
the Board of Management must under Dutch law, sign the financial
statements being disclosed and submitted to the General Meeting
of Shareholders for adoption. If one or more of their signatures

is missing, this shall be stated, and the reasons given for this.

Amount and composition of the remuneration of the
Board of Management

The remuneration of the individual members of the Board of
Management is determined by the Supervisory Board on the proposal
of the Remuneration Committee of the Supervisory Board, and is
consistent with the policies thereon as adopted by the General
Meeting of Shareholders. The remuneration policy applicable to
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the Board of Management was adopted by the 2004 General Meeting
of Shareholders, and lastly amended by the 2006 General Meeting of
Shareholders and is published on the Company’s website. A full and
detailed description of the composition of the remuneration of the
individual members of the Board of Management is included in the
chapter Report of the Supervisory Board of this Annual Report

and other parts of this Annual Report.

The remuneration structure, including severance pay, is such that it
promotes the interests of the Company in the medium and long-term,
does not encourage members of the Board of Management to act

in their own interests and neglect the interests of the Company, and
does not reward failing members of the Board of Management upon
termination of their employment. The level and structure of remuneration
shall be determined in the light of factors such as the results, the share
price performance and other developments relevant to the Company.

The main elements of the contract of employment of a new member
of the Board of Management - including the amount of the (fixed) base
salary, the structure and amount of the variable remuneration component,
any severance plan, pension arrangements and the general performance
criteria - shall be made public no later than at the time of issuance of
the notice convening the General Meeting of Shareholders in which

a proposal for appointment of that member of the Board of Management
has been placed on the agenda. From August 1,2003 onwards, for new
members of the Board of Management the term of their contract of
employment is set at a maximum period of four years, and in case of
termination, severance payment is limited to a maximum of one year’s
base salary subject to mandatory Dutch law, to the extent applicable;
if the maximum of one-year’s salary would be manifestly unreasonable
for a member of the Board of Management who is dismissed during
his first term of office, the member of the Board of Management shall
be eligible for a severance payment not exceeding twice the annual
salary. The Company does not grant personal loans, guarantees or the
like to members of the Board of Management, and no such (remissions
of) loans and guarantees were granted to such members in 2006, nor
are outstanding as per December 31, 2006.

In 2003, Philips adopted a Long-Term Incentive Plan (‘LTIP’ or the
‘Plan’) consisting of a mix of restricted shares and stock options

for members of the Board of Management, the Group Management
Committee, Philips executives and other key employees. This Plan
was approved by the 2003 General Meeting of Shareholders. Future
substantial changes to the Plan applicable to members of the Board
of Management will be submitted to the General Meeting of
Shareholders for approval. As from 2002, the Company grants fixed
stock options that expire after ten years to members of the Board of
Management (and other grantees). The options vest after three years
and may not be exercised in the first three years after they have been
granted. Options are granted at fair market value, based on the closing
price of Euronext Amsterdam on the date of grant, and neither the
exercise price nor the other conditions regarding the granted options
can be modified during the term of the options, except in certain
exceptional circumstances in accordance with established market
practice. The value of the options granted to members of the Board
of Management and other personnel and the method followed in
calculating this value are stated in the notes to the annual accounts.
Philips is one of the first companies to have introduced restricted
shares as part of the LTIP. A grantee will receive the restricted shares
in three equal installments in three successive years, provided he/she
is still with Philips on the respective delivery dates. If the grantee still
holds the shares after three years from the delivery date, Philips will
grant 20% additional (premium) shares, provided he/she is still with
Philips. The Plan is designed to stimulate long-term investment in
Philips shares. To further align the interests of members of the Board
of Management and shareholders, restricted shares granted to these
members of the Board of Management shall be retained for a period
of at least five years, instead for a period of three years, or until

at least the end of employment, if this period is shorter.

The actual number of long-term incentives (both stock options

and restricted shares) that are to be granted to the members of the
Board of Management will be determined by the Supervisory Board
and depends on the achievement of the set team targets in the areas
of responsibility monitored by the individual members of the Board
of Management and on the share performance of Philips. The share
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performance of Philips is measured on the basis of the Philips Total
Shareholder Return (TSR) compared to the TSR of a peer group of
24 leading multinational electronics/electrical equipment companies
over a three-year period; the composition of this group is described in
the chapter Report of the Supervisory Board of this Annual Report. The
TSR performance of Philips and the companies in the peer group is divided
into quintiles. Based on this relative TSR position at the end of December,
the Supervisory Board establishes a multiplier which varies from 0.8 to
1.2 and depends on the quintile in which the Philips TSR result falls.
Every individual grant, the size of which depends on the positions and
performance of the individuals, will be multiplied by the multiplier.

Members of the Board of Management hold shares in the Company
for the purpose of long-term investment and are required to refrain
from short-term transactions in Philips securities. According to the
Philips’ Rules of Conduct on Inside Information, members of the Board
of Management are only allowed to trade in Philips securities (including
the exercise of stock options) during ‘windows’ of ten business days
following the publication of annual and quarterly results (provided the
person involved has no ‘inside information’ regarding Philips at that
time) unless an exemption is available. Furthermore, the Rules of
Procedure of the Board of Management contain provisions concerning
ownership of and transactions in non-Philips securities by members
of the Board of Management and the annual notification to the Philips
Compliance Officer of any changes in a member’s holdings of securities
related to Dutch listed companies. In order to avoid the impression
that the Company should or could take corrective action in respect
of a certain transaction in securities in another company by a member
of the Board of Management and the unnecessary administrative burden,
the Supervisory Board and the Board of Management consider this
annual notification to be in line with best practices and sufficient to reach
an adequate level of transparency; however, it does not fully comply
with the Dutch Corporate Governance Code recommendation 11.2.6
which requires notification on a quarterly basis. Members of the Board
of Management are prohibited from trading, directly or indirectly, in
securities in any of the companies belonging to the above mentioned
peer group of 24 leading multinational electronics / electrical companies.

Indemnification of members of the Board of Management
and Supervisory Board

Unless the law provides otherwise, the members of the Board of
Management and of the Supervisory Board shall be reimbursed by
the Company for various costs and expenses, such as the reasonable
costs of defending claims, as formalized in the articles of association.
Under certain circumstances, described in the articles of association,
such as an act or failure to act by a member of the Board of Management
or a member of the Supervisory Board that can be characterized as
intentional (“opzettelijk”), intentionally reckless (‘“bewust roekeloos”)
or seriously culpable (“ernstig verwijtbaar”), there will be no entitlement
to this reimbursement. The Company has also taken out liability insurance
(D&O - Directors & Officers) for the persons concerned.

Supervisory Board

General

The Supervisory Board supervises the policies of the Board of
Management and the general course of affairs of Philips and advises
the executive management thereon. The Supervisory Board, in the
two-tier corporate structure under Dutch law, is a separate body that
is independent of the Board of Management. Its independent character
is also reflected in the requirement that members of the Supervisory
Board can be neither a member of the Board of Management nor an
employee of the Company. The Supervisory Board considers all its
members to be independent under the applicable US Securities and
Exchange Commission standards and pursuant to the Dutch
Corporate Governance Code.

The Supervisory Board, acting in the interests of the Company and the
Group and taking into account the relevant interest of the Company’s
stakeholders, supervises and advises the Board of Management in
performing its management tasks and setting the direction of the Group’s
business, including (a) achievement of the Company’s objectives, (b)
corporate strategy and the risks inherent in the business activities, (c)
the structure and operation of the internal risk management and control
systems, (d) the financial reporting process, and (e) compliance with
legislation and regulations. Major management decisions and the Group’s
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strategy are discussed with and approved by the Supervisory Board. In
its report, the Supervisory Board describes its activities in the financial
year, the number of committee meetings and the main items discussed.

Rules of Procedure of the Supervisory Board

The Supervisory Board’s Rules of Procedure set forth its own
governance rules (including meetings, items to be discussed,
resolutions, appointment and re-election, committees, conflicts

of interests, trading in securities, profile of the Supervisory Board).

Its composition follows the profile, which aims for an appropriate
combination of knowledge and experience among its members
encompassing marketing, technological, manufacturing, financial,
economic, social and legal aspects of international business and
government and public administration in relation to the global and
multi-product character of the Group’s businesses. The Supervisory
Board further aims to have available appropriate experience within
Philips by having one former Philips executive as a member. In line
with US and Dutch best practices, the Chairman of the Supervisory
Board should be independent under the applicable US standards and
pursuant to the Dutch Corporate Governance Code; because this
provision does not exclude a former Philips executive from being
Chairman of the Supervisory Board, but only if he or she meets

these standards, it is not fully in line with recommendation 111.4.2 of
the Dutch Corporate Governance Code. Under certain circumstances
and in view of the position and responsibilities of the Chairman of the
Supervisory Board it could be in the best interests of the Company
that a member of the Board of Management, who resigned such position
more than five years ago, be Chairman of the Supervisory Board.

The Rules of Procedure of the Supervisory Board are published on
the Company’s website. They include the charters of its committees,
to which the plenary Supervisory Board, while retaining overall
responsibility, has assigned certain tasks: the Corporate Governance
and Nomination & Selection Committee, the Audit Committee and
the Remuneration Committee. A maximum of one member of each
committee need not be independent as defined by the Dutch Corporate
Governance Code. Each committee reports, and submits its minutes
for information, to the Supervisory Board.

The Supervisory Board is assisted by the General Secretary of the
Company. The General Secretary sees to it that correct procedures
are followed and that the Supervisory Board acts in accordance with
its statutory obligations and its obligations under the articles of
association. Furthermore the General Secretary assists the Chairman
of the Supervisory Board in the actual organization of the affairs of
the Supervisory Board (information, agenda, evaluation, introductory
program) and is the contact person for interested parties who want
to make concerns known to the Supervisory Board. The General
Secretary shall, either on the recommendation of the Supervisory
Board or otherwise, be appointed by the Board of Management and
may be dismissed by the Board of Management, after the approval
of the Supervisory Board has been obtained.

(Term of) Appointment, individual data and

conflicts of interests

The Supervisory Board consists of at least three members (currently
ten), including a Chairman, Vice-Chairman and Secretary. The so-called
Dutch ‘structure regime’ does not apply to the Company itself. Members
are currently elected by the General Meeting of Shareholders for
fixed terms of four years, upon a binding recommendation from the
Supervisory Board. According to the Company'’s articles of association,
this binding recommendation may be overruled by a resolution of the
General Meeting of Shareholders adopted by a simple majority of the
votes cast and representing at least one-third of the issued share capital.
If a simple majority of the votes cast is in favor of the resolution to
overrule the binding recommendation, but such majority does not
represent at least one-third of the issued share capital, a new meeting
may be convened at which the resolution may be passed by a simple
majority of the votes cast, regardless of the portion of the issued
share capital represented by such majority.

Members may be suspended by the Supervisory Board and the General
Meeting of Shareholders and dismissed by the latter. In the event of
inadequate performance, structural incompatibility of interests, and

in other instances in which resignation is deemed necessary in the
opinion of the Supervisory Board, the Supervisory Board shall submit
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to the General Meeting of Shareholders a proposal to dismiss the
respective member of the Supervisory Board. There is no age limit
applicable,and members may be re-elected twice. The date of expiration
of the terms of Supervisory Board members is put on the Company’s
website. Individual data on the members of the Supervisory Board are
published in the Annual Report, and updated on the Company’s website.

After their appointment, all members of the Supervisory Board shall
follow an introductory program, which covers general financial and
legal affairs, financial reporting by the Company, any specific aspects
that are unique to the Company and its business activities, and the
responsibilities of a Supervisory Board member. Any need for further
training or education of members will be reviewed annually, also

on the basis of an annual evaluation survey.

In accordance with policies adopted by the Supervisory Board,
no member of the Supervisory Board shall hold more than five
supervisory board memberships of Dutch listed companies,
the chairmanship of a supervisory board counting as two
regular memberships.

In compliance with the Dutch Corporate Governance Code, the
Company has formalized strict rules to avoid conflicts of interests
between the Company and members of the Supervisory Board; all
information about a conflict of interests situation is to be provided
to the Chairman of the Supervisory Board. No decisions to enter
into material transactions in which there are conflicts of interest
with members of the Supervisory Board have occurred during

the financial year 2006.

Meetings of the Supervisory Board

The Supervisory Board meets at least six times per year, including

a meeting on strategy. The Supervisory Board, on the advice of its
Audit Committee, also discusses, in any event at least once a year, the
risks of the business, and the result of the assessment by the Board

of Management of the structure and operation of the internal risk
management and control systems, as well as any significant changes
thereto. The members of the Board of Management attend meetings
of the Supervisory Board except in matters such as the desired profile,
composition and competence of the Supervisory Board, the Board
of Management and the Group Management Committee, as well as
the remuneration and performance of individual members of the
Board of Management and the Group Management Committee and
the conclusions that must be drawn on the basis thereof. In addition
to these items, the Supervisory Board, being responsible for the quality
of its own performance, discusses, at least once a year on its own,
without the members of the Board of Management being present,
both its own functioning and that of the individual members, and the
conclusions that must be drawn on the basis thereof. The President/
CEO and other members of the Board of Management have regular
contacts with the Chairman and other members of the Supervisory
Board. The Board of Management is required to keep the Supervisory
Board informed of all facts and developments concerning Philips that
the Supervisory Board may need in order to function as required and
to properly carry out its duties, to consult it on important matters
and to submit certain important decisions to it for its prior approval.
The Supervisory Board and its individual members each have their
own responsibility to request from the Board of Management and
the external auditor all information that the Supervisory Board needs
in order to be able to carry out its duties properly as a supervisory
body. If the Supervisory Board considers it necessary, it may obtain
information from officers and external advisers of the Company.

The Company provides the necessary means for this purpose. The
Supervisory Board may also require that certain officers and external
advisers attend its meetings.

The Chairman of the Supervisory Board

The Supervisory Board’s Chairman will see to it that: (a) the members
of the Supervisory Board follow their introductory program, (b) the
members of the Supervisory Board receive in good time all information
which is necessary for the proper performance of their duties, (c)

there is sufficient time for consultation and decision-making by the
Supervisory Board, (d) the committees of the Supervisory Board
function properly, (e) the performance of the Board of Management
members and Supervisory Board members is assessed at least once

a year,and (f) the Supervisory Board elects a Vice-Chairman.
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Remuneration of the Supervisory Board and share ownership
The remuneration of the individual members of the Supervisory Board,
as well as the additional remuneration for its Chairman and the
members of its committees is determined by the General Meeting

of Shareholders. The remuneration of a Supervisory Board member

is not dependent on the results of the Company. Further details are
published in the chapter Report of the Supervisory Board of this
Annual Report. The Company shall not grant its Supervisory Board
members any personal loans, guarantees or similar arrangements.

No such (remissions of) loans and guarantees were granted to such
members in 2006, nor were any outstanding as per December 31,2006.

Shares or rights to shares shall not be granted to a Supervisory
Board member. In accordance with the Rules of Procedure of the
Supervisory Board, any shares in the Company held by a Supervisory
Board member are long-term investments. The Supervisory Board has
adopted a policy on ownership (and notification) of transactions in
non-Philips securities by members of the Supervisory Board. This
policy is included in the Rules of Procedure of the Supervisory Board.
In order to avoid the impression that the Company should or could
take corrective action in respect of a certain transaction in securities
in another company by a member of the Supervisory Board and the
unnecessary administrative burden, the Supervisory Board considers
an annual notification of changes in a member’s holdings of securities
related to Dutch listed companies to the Philips Compliance Officer
to be in line with best practices and sufficient to reach an adequate
level of transparency; however, it is not fully in compliance with the
Dutch Corporate Governance Code, recommendation I11.7.3, which
requires notification on a quarterly basis.

The Corporate Governance and

Nomination & Selection Committee

The Corporate Governance and Nomination & Selection Committee
consists of at least the Chairman and Vice-Chairman of the Supervisory
Board. The Committee reviews the corporate governance principles
applicable to the Company at least once a year, and advises the
Supervisory Board on any changes to these principles as it deems
appropriate. It also (a) draws up selection criteria and appointment
procedures for members of the Supervisory Board, the Board of
Management and the Group Management Committee; (b) periodically
assesses the size and composition of the Supervisory Board, the Board
of Management and the Group Management Committee, and makes
the proposals for a composition profile of the Supervisory Board,

if appropriate; (c) periodically assesses the functioning of individual
members of the Supervisory Board, the Board of Management and the
Group Management Committee, and reports on this to the Supervisory
Board. The Committee also consults with the President/CEO and the
Board of Management on candidates to fill vacancies on the Supervisory
Board, the Board of Management and the Group Management
Committee, and advises the Supervisory Board on the candidates

for appointment. It further supervises the policy of the Board of
Management on the selection criteria and appointment procedures
for Philips Executives.

The Remuneration Committee

The Remuneration Committee meets at least twice a year and is
responsible for preparing decisions of the Supervisory Board on the
remuneration of individual members of the Board of Management
and the Group Management Committee. It drafts the proposal for
the remuneration policy to be adopted by the Supervisory Board
for the remuneration of the members of the Board of Management
and the Group Management Committee.

The Remuneration Committee prepares an annual remuneration
report. The remuneration report contains an account of the manner
in which the remuneration policy has been implemented in the past
financial year, as well as an overview of the implementation of the
remuneration policy planned by the Supervisory Board for the next
years. The Supervisory Board aims to have appropriate experience
available within the Remuneration Committee. Although currently
these functions are not combined, the Supervisory Board is of the
opinion that, considering the functions and tasks of the Chairman

of the Remuneration Committee and the position and responsibilities
of the Chairman of the Supervisory Board, it could be desirable that
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these functions may be combined in view of the role of the Chairman
of the Remuneration Committee towards the President/CEO and
other members of the Board of Management in the procedures

for determining the remuneration policy and the remuneration of
the individual members of the Board of Management. No more than
one member of the Remuneration Committee shall be an executive
board member of another Dutch listed company.

In performing its duties and responsibilities the Remuneration
Comnmittee is assisted by a remuneration expert acting on the basis
of a protocol ensuring that the expert acts on the instructions of the
Remuneration Committee and on an independent basis in which
conflicts of interests are avoided.

The Audit Committee

The Audit Committee meets at least four times a year, before the
publication of the annual and quarterly results. At least one of the
members of the Audit Committee, which currently consists of four
members of the Supervisory Board, is a financial expert as set out

in the Dutch Corporate Governance Code and each member is
financially literate. In accordance with this code, a financial expert
has relevant knowledge and experience of financial administration
and accounting at the company in question. The Supervisory Board
considers the fact of being compliant with the Dutch Corporate
Governance Code, in combination with the knowledge and experience
available in the Audit Committee as well as the possibility to take advice
from internal and external experts and advisors, to be sufficient for
the fulfillment of the tasks and responsibilities of the Audit Committee.
The Supervisory Board has determined that none of the members of
the Audit Committee is designated as an Audit Committee financial
expert as defined under the regulations of the US Securities and
Exchange Commission. The Audit Committee may not be chaired

by the Chairman of the Supervisory Board or by a (former) member
of the Board of Management.

The tasks and functions of the Audit Committee, as described in its
charter, which is published on the Company’s website as part of the
Rules of Procedure of the Supervisory Board, include the duties
recommended in the Dutch Corporate Governance Code. More
specifically, the Audit Committee assists the Supervisory Board in
fulfilling its oversight responsibilities for the integrity of the Company’s
financial statements, the financial reporting process, the system of
internal business controls and risk management, the internal and
external audit process, the internal and external auditor’s qualifications,
its independence and its performance, as well as the Company’s
process for monitoring compliance with laws and regulations and
the General Business Principles (GBP). It reviews the Company’s
annual and interim financial statements, including non-financial
information, prior to publication and advises the Supervisory Board
on the adequacy and appropriateness of internal control policies
and internal audit programs and their findings.

In reviewing the Company’s annual and interim statements, including
non-financial information, and advising the Supervisory Board on internal
control policies and internal audit programs, the Audit Committee
reviews matters relating to accounting policies and compliance with
accounting standards, compliance with statutory and legal requirements
and regulations, particularly in the financial domain. Important findings
and identified risks are examined thoroughly by the Audit Committee
in order to allow appropriate measures to be taken. With regard

to the internal audit, the Audit Committee, in cooperation with the
external auditor, reviews the internal audit charter, audit plan, audit
scope and its coverage in relation to the scope of the external audit,
staffing, independence and organizational structure of the internal
audit function.

With regard to the external audit, the Audit Committee reviews
the proposed audit scope, approach and fees, the independence of
the external auditor, its performance and its (re-)appointment, audit
and permitted non-audit services provided by the external auditor in
conformity with the Philips Policy on Auditor Independence, as well
as any changes to this policy. The Audit Committee also considers
the report of the external auditor and its report with respect to the
annual financial statements. According to the procedures, the Audit
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Committee acts as the principal contact for the external auditor if the
auditor discovers irregularities in the content of the financial reports.
It also advises on the Supervisory Board’s statement to shareholders
in the annual accounts. The Audit Committee periodically discusses
the Company’s policy on business controls, the GBP including the
deployment thereof, overviews on tax, IT, litigation, environmental
exposures, financial exposures in the area of treasury, real estate,
pensions, and the Company’s major areas of risk. The Company’s
external auditor attends all Committee meetings and the Audit
Committee meets separately at least on a quarterly basis with

each of the President/CEO, the CFO, the internal auditor and

the external auditor.

Group Management Committee

The Group Management Committee consists of the members of

the Board of Management and certain key officers. Members other
than members of the Board of Management are appointed by the
Supervisory Board. The task of the Group Management Committee,
the highest consultative body within Philips, is to ensure that business
issues and practices are shared across Philips and to implement
common policies.

General Meeting of Shareholders

General

A General Meeting of Shareholders is held at least once a year

to discuss the Annual Report, including the report of the Board of
Management, the annual financial statements with explanation and
appendices, and the Report of the Supervisory Board, any proposal
concerning dividends or other distributions, the appointment of
members of the Board of Management and Supervisory Board (if any),
important management decisions as required by Dutch law, and any
other matters proposed by the Supervisory Board, the Board of
Management or shareholders in accordance with the provisions

of the Company’s articles of association. As a separate agenda item
and in application of Dutch law, the General Meeting of Shareholders
discusses the discharge of the members of the Board of Management
and the Supervisory Board from responsibility for the performance
of their respective duties in the preceding financial year. However,
this discharge only covers matters that are known to the Company
and the shareholders when the resolution is adopted. The General
Meeting of Shareholders is held in Eindhoven, Amsterdam,
Rotterdam or The Hague no later than six months after the

end of the financial year.

Meetings are convened by public notice and by letter, or, insofar as
permitted by law, by the use of electronic means of communication,
to registered shareholders. Extraordinary General Meetings of
Shareholders may be convened by the Supervisory Board or the
Board of Management if deemed necessary and must be held if
shareholders jointly representing at least 10% of the outstanding
share capital make a written request to that effect to the Supervisory
Board and the Board of Management, specifying in detail the business
to be dealt with. The agenda of the General Meeting of Shareholders
shall contain such business as may be placed thereon by the Board

of Management or the Supervisory Board, and agenda items will be
explained where necessary in writing. In accordance with the articles
of association and Dutch law, requests from shareholders for items to
be included on the agenda will generally be honored, subject to the
Company’s rights to refuse to include the requested agenda item
under Dutch law, provided that such requests are made in writing at
least 60 days before a General Meeting of Shareholders to the Board
of Management and the Supervisory Board by shareholders representing
at least 1% of the Company’s outstanding capital or, according to the
official price list of Euronext Amsterdam N.V,, representing a value
of at least 50 million euros.

Main powers of the General Meeting of Shareholders

All outstanding shares carry voting rights. The main powers of the
General Meeting of Shareholders are to appoint, suspend and dismiss
members of the Board of Management and of the Supervisory Board,
to adopt the annual accounts, declare dividends and to discharge the
Board of Management and the Supervisory Board from responsibility
for the performance of their respective duties for the previous financial
year, to appoint the external auditor as required by Dutch law, to adopt
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amendments to the articles of association and proposals to dissolve or
liquidate the Company, to issue shares or rights to shares, to restrict
or exclude pre-emptive rights of shareholders and to repurchase

or cancel outstanding shares. Following common corporate practice
in the Netherlands, the Company each year requests limited
authorization to issue (rights to) shares, to restrict or exclude pre-
emptive rights and to repurchase shares. The General Meeting of
Shareholders has resolved to authorize the Board of Management
subject to the approval of the Supervisory Board to (i) acquire shares
in the Company within the limits of the Articles of Association and
within a certain price range until April 26,2008, and (ii) issue shares
or grant rights to acquire shares in the Company as well as to restrict
or exclude the pre-emption right accruing to shareholders until
September 30,2007. The latter authorization is limited to a maximum
of 10% of the number of shares issued plus 10% of the issued capital
in connection with or on the occasion of mergers and acquisitions.

In compliance with Dutch law, decisions of the Board of Management
that are so far-reaching that they would greatly change the identity

or nature of the Company or the business require the approval of
the General Meeting of Shareholders. This concerns resolutions to (a)
transfer the business of the Company, or almost the entire business of
the Company, to a third party (b) enter into or discontinue long-term
cooperation by the Company or a subsidiary with another legal entity
or company or as a fully liable partner in a limited partnership or
ordinary partnership, if this cooperation or its discontinuation is of
material significance to the Company or (c) acquire or dispose of a
participating interest in the capital of a company to the value of at
least one third of the amount of the assets according to the balance
sheet and notes thereto or, if the Company prepares a consolidated
balance sheet, according to the consolidated balance sheet and

notes thereto as published in the last adopted annual accounts of

the Company, by the Company or one of its subsidiaries. Thus the
Company puts principle IV.1 of the Dutch Corporate Governance
Code into practice within the framework of the articles of association
and Dutch law and in the manner as described in this corporate
governance report.

The Board of Management and Supervisory Board are also
accountable, at the Annual General Meeting of Shareholders, for

the policy on the additions to reserves and dividends (the level and
purpose of the additions to reserves, the amount of the dividend and
the type of dividend). This subject shall be dealt with and explained as
a separate agenda item at the General Meeting of Shareholders. Philips
aims for a sustainable and stable dividend distribution to shareholders
in the long term. A resolution to pay a dividend shall be dealt with as
a separate agenda item at the General Meeting of Shareholders.

The Board of Management and the Supervisory Board are required
to provide the General Meeting of Shareholders with all requested
information, unless this would be prejudicial to an overriding interest
of the Company. If the Board of Management and the Supervisory
Board invoke an overriding interest, reasons must be given. If a serious
private bid is made for a business unit or a participating interest and
the value of the bid exceeds a certain threshold (currently one third
of the amount of the assets according to the balance sheet and notes
thereto or, if the Company prepares a consolidated balance sheet,
according to the consolidated balance sheet and notes thereto as
published in the last adopted annual accounts of the Company), and
such bid is made public, the Board of Management shall, at its earliest
convenience, make public its position on the bid and the reasons for
this position.

Logistics of the General Meeting of Shareholders
and provision of information

General

The Company may set a registration date for the exercise of

the voting rights and the rights relating to General Meetings

of Shareholders. Shareholders registered at such date are entitled

to attend the meeting and to exercise the other shareholder rights
(in the meeting in question) notwithstanding subsequent sale of their
shares thereafter. This date will be published in advance of every
General Meeting of Shareholders. Shareholders who are entitled

to attend a General Meeting of Shareholders may be represented
by proxies.
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Information which is required to be published or deposited pursuant
to the provisions of company law and securities law applicable to

the Company, is placed and updated on the Company’s website, or
hyperlinks are established. The Board of Management and Supervisory
Board shall ensure that the General Meeting of Shareholders is informed
by means of a ‘shareholders circular’ published on the Company’s
website of facts and circumstances relevant to the proposed resolutions.

Resolutions adopted at a General Meeting of Shareholders shall be
recorded by a civil law notary and co-signed by the chairman of the
meeting; such resolutions shall also be published on the Company’s
website within one day after the meeting. A summary of the discussions
during the General Meeting of Shareholders, in the language of the
meeting, is made available to shareholders, on request, no later than
three months after the meeting. Shareholders shall have the opportunity
to react to this summary in the following three months, after which

a final summary is adopted by the chairman of the meeting in question.
Such summary shall be made available on the Company’s website.

Proxy voting and the Shareholders Communication Channel
Philips was one of the key companies in the establishment of the
Shareholders Communication Channel, a project of Euronext
Amsterdam, banks in the Netherlands and several major Dutch
companies to simplify contacts between a participating company
and shareholders that hold their shares through a Dutch securities
account with a participating bank. The Company uses the Shareholders
Communication Channel to distribute a voting instruction form for
the Annual General Meeting of Shareholders. By returning this form,
shareholders grant power to an independent proxy holder who will
vote according to the instructions expressly given on the voting
instruction form. The Shareholders Communication Channel can
also be used, under certain conditions, by participating Philips
shareholders to distribute - either by mail or by placing it on the
Company’s or Shareholders Communication Channel’s website -
information directly related to the agenda of the General Meeting

of Shareholders to other participating Philips shareholders.

Preference shares and the Stichting Preferente

Aandelen Philips

As a means to protect the Company and its stakeholders against an
unsolicited attempt to obtain (de facto) control of the Company, the
General Meeting of Shareholders in 1989 adopted amendments to the
Company’s articles of association that allow the Board of Management
and the Supervisory Board to issue (rights to) preference shares to

a third party. As then anticipated and disclosed, the Stichting Preferente
Aandelen Philips (the ‘Foundation’) was created, which was granted
the right to acquire preference shares in the Company. The mere
notification that the Foundation wishes to exercise its rights, should
a third party ever seem likely in the judgment of the Foundation to
gain a controlling interest in the Company, will result in the preference
shares being effectively issued. The Foundation may exercise this right
for as many preference shares as there are ordinary shares in the
Company outstanding at that time.

The object of the Foundation is to represent the interests of the
Company, the enterprises maintained by the Company and its affiliated
companies within the Group, in such a way that the interests of Philips,
those enterprises and all parties involved with them are safeguarded
as effectively as possible, and that they are afforded maximum protection
against influences which, in conflict with those interests, may undermine
the autonomy and identity of Philips and those enterprises, and also
to do anything related to the above ends or conducive to them. In the
event of (an attempt at) a hostile takeover this arrangement will allow
the Company and its Board of Management and Supervisory Board

to determine its position in relation to the bidder and its plans, seek
alternatives and defend Philips’ interests and those of its stakeholders
from a position of strength.

The members of the self-electing Board of the Foundation are Messrs
S.D. de Bree, FJ.G.M. Cremers, M.W. den Boogert, W. de Kleuver and
G Kleisterlee. As Chairman of the Supervisory Board and the Board
of Management respectively, Messrs De Kleuver and Kleisterlee are
members of the Board ex officio. Messrs De Kleuver and Kleisterlee
are not entitled to vote.
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The Board of Management of the Company and the Board of

the Foundation declare that they are jointly of the opinion that the
Foundation is independent of the Company as required by the
Listing Requirements of Euronext Amsterdam N.V’s stock market.

The Company does not have any other anti-takeover measures in
the sense of other measures which exclusively or almost exclusively
have the purpose of frustrating future public bids for the shares in
the capital of the Company in case no agreement is reached with the
Board of Management on such public bid. Furthermore the Company
does not have measures which specifically have the purpose of preventing
a bidder who has acquired 75% of the shares in the capital of the
Company from appointing or dismissing members of the Board of
Management and subsequently amending the articles of association
of the Company. It should be noted that also in the event of (an
attempt at) a hostile takeover, the Board of Management and the
Supervisory Board are authorized to exercise in the interests of
Philips all powers attributed to them.

Audit of the financial reporting and the position of

the external auditor

The annual financial statements, observing Dutch law and applying

US GAARP are prepared by the Board of Management and reviewed
by the Supervisory Board upon the advice of its Audit Committee
and the external auditor. Upon approval by the Supervisory Board, the
accounts are signed by all members of both the Board of Management
and the Supervisory Board and are published together with the final
opinion of the external auditor. The Board of Management is responsible,
under the supervision of the Supervisory Board, for the quality and
completeness of such publicly disclosed financial reports. The annual
financial statements are presented for discussion and adoption to the
Annual General Meeting of Shareholders, to be convened subsequently.
Philips, under US securities regulations, separately files its Annual Report
on Form 20-F, incorporating major parts of the Annual Report as
prepared under the requirements of Dutch law.

Internal controls and disclosure policies

Comprehensive internal procedures, compliance with which is supervised
by the Supervisory Board, are in place for the preparation and publication
of the Annual Report, the annual accounts, the quarterly figures and ad
hoc financial information. As from 2003, the internal assurance process
for business risk assessment has been strengthened and the review
frequency has been upgraded to a quarterly review cycle, in line

with emerging best practices in this area.

As part of these procedures, a Disclosure Committee has been
appointed by the Board of Management to oversee the Company’s
disclosure activities and to assist the Board of Management in fulfilling
its responsibilities in this respect. The Committee’s purpose is to
ensure that the Company implements and maintains internal procedures
for the timely collection, evaluation and disclosure, as appropriate,

of information potentially subject to public disclosure under the legal,
regulatory and stock exchange requirements to which the Company
is subject. Such procedures are designed to capture information that
is relevant to an assessment of the need to disclose developments
and risks that pertain to the Company’s various businesses, and their
effectiveness for this purpose will be reviewed periodically.

Auditor information

In accordance with the procedures laid down in the Philips Policy on
Auditor Independence and as mandatorily required by Dutch law, the
external auditor of the Company is appointed by the General Meeting
of Shareholders on the proposal of the Supervisory Board, after the
latter has been advised by the Audit Committee and the Board of
Management. Under this Auditor Policy, once every three years the
Supervisory Board and the Audit Committee conduct a thorough
assessment of the functioning of the external auditor. The main
conclusions of this assessment shall be communicated to the General
Meeting of Shareholders for the purposes of assessing the nomination
for the appointment of the external auditor. The current auditor of
the Company, KPMG Accountants N.V.,, was appointed by the 1995
General Meeting of Shareholders. In 2002, when the Auditor Policy
was adopted, the appointment of KPMG Accountants N.V. was confirmed
by the Supervisory Board for an additional three years. The 2005
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General Meeting of Shareholders has resolved to re-appoint KPMG
Accountants N.V.as auditor. Mr A.M. van Drunen Littel is the current
partner of KPMG Accountants N.V.in charge of the audit duties for
Philips. In accordance with the rotation schedule determined in
accordance with the Auditor Policy, he will be replaced by another
partner of the auditing firm ultimately in 2011. The external auditor
shall attend the Annual General Meeting of Shareholders. Questions
may be put to him at the meeting about his report. The Board of
Management and the Audit Committee of the Supervisory Board shall
report on their dealings with the external auditor to the Supervisory
Board on an annual basis, particularly with regard to the auditor’s
independence. The Supervisory Board shall take this into account when
deciding upon its nomination for the appointment of an external auditor.

The external auditor attends, in principle, all meetings of the Audit
Committee. The findings of the external auditor, the audit approach
and the risk analysis are also discussed at these meetings. The external
auditor attends the meeting of the Supervisory Board at which the
report of the external auditor with respect to the audit of the annual
accounts is discussed, and at which the annual accounts are approved.
In its audit report on the annual accounts to the Board of Management
and the Supervisory Board, the external auditor refers to the financial
reporting risks and issues that were identified during the audit, internal
control matters, and any other matters, as appropriate, requiring
communication under the auditing standards generally accepted

in the Netherlands and the US.

Auditor policy

The Company maintains a policy of auditor independence, and this
policy restricts the use of its auditing firm for non-audit services, in line
with US Securities and Exchange Commission rules under which the
appointed external auditor must be independent of the Company both
in fact and appearance. The policy is laid down in the comprehensive
policy on auditor independence published on the Company’s website.

Investor Relations

General

The Company is continually striving to improve relations with its
shareholders. In addition to communication with its shareholders

at the Annual General Meeting of Shareholders, Philips elaborates

its financial results during (public) conference calls, which are broadly
accessible. It publishes informative annual and quarterly reports

and press releases, and informs investors via its extensive website.
The Company is strict in its compliance with applicable rules and
regulations on fair and non-selective disclosure and equal treatment
of shareholders. Each year the Company organizes major Philips
divisional analysts days and participates in several broker conferences,
announced in advance on the Company’s website and by means of
press releases. Shareholders can follow in real time, by means of
webcasting or telephone lines, the meetings and presentations organized
by the Company. It is Philips’ policy to post presentations to analysts
and shareholders on the Company’s website. These meetings and
presentations will not take place shortly before the publication of annual
and quarterly financial information. While strictly complying with the
rules and regulations on fair and non-selective disclosure and equal
treatment of shareholders, in view of the number of meetings with
analysts and presentations to analysts or investors, not all of these
meetings and presentations are announced in advance by means of a
press release and on the Company’s website or can be followed in real
time. For this reason the Company cannot fully apply the literal text
of recommendation IV.3.1. of the Dutch Corporate Governance Code.

The Company shall not, in advance, assess, comment upon or correct,
other than factually, any analyst’s reports and valuations. No fee(s) will
be paid by the Company to parties for the carrying-out of research
for analysts’ reports or for the production or publication of analysts’
reports, with the exception of credit-rating agencies.

Major shareholders and other information for shareholders
As per December 31,2006, no person is known to the Company to
be the owner of more than 5% of its common shares. The common
shares are held by shareholders worldwide in bearer and registered
form. Outside the United States, common shares are held primarily
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in bearer form. As per December 31,2006, approximately 87% of

the common shares were held in bearer form. In the United States
shares are held primarily in the form of registered shares of New York
Registry (Shares of New York Registry) for which Citibank, N.A., 111
Wall Street, New York, New York 10043 is the transfer agent and
registrar. As per December 31,2006, approximately 13% of the total
number of outstanding common shares were represented by shares of
New York Registry issued in the name of approximately 1,553 holders
of record, including Cede & Co, acting as nominee for the Depository
Trust Company holding the shares (indirectly) for individual investors
as beneficiaries.

Only bearer shares are traded on the stock market of Euronext
Amsterdam. Only shares of New York Registry are traded on the
New York Stock Exchange. Bearer shares and registered shares may
be exchanged for each other. Since certain shares are held by brokers
and other nominees, these numbers may not be representative of
the actual number of United States beneficial holders or the number
of Shares of New York Registry beneficially held by US residents.

Corporate seat and head office

The statutory seat of the Company is Eindhoven, Netherlands, and
the statutory list of all subsidiaries and affiliated companies, prepared
in accordance with the relevant legal requirements (Dutch Civil
Code, Book 2, Sections 379 and 414), forms part of the notes to the
consolidated financial statements and is deposited at the office of the
Commercial Register in Eindhoven, Netherlands (file no. 17001910).

The executive offices of the Company are located at the Breitner
Center, Amstelplein 2, 1096 BC Amsterdam, Netherlands, telephone
+31(0)20 59 77 777.

Compliance with the Dutch Corporate Governance Code
In accordance with the Dutch Order of Council of December 23,2004,
the Company fully complies with the Dutch Corporate Governance
Code by applying its principles and best practice provisions that are
addressed to the Board of Management and the Supervisory Board
or by explaining why it deviates therefrom. The Company fully applies
such principles and best practice provisions, with the exception of
the following four recommendations that are not fully applied for
the reasons set out above:

* recommendation I1.2.6 and I1.7.3: with effect from January 1,2005
the Company requires a notification to the Philips Compliance
Officer of transactions in securities in Dutch listed companies by
members of the Supervisory Board and the Board of Management
on a yearly basis (instead of on a quarterly basis as the Dutch
Corporate Governance Code recommends);

* recommendation l.4.2: the Company requires the Chairman of
the Supervisory Board to be independent under the applicable US
standards and pursuant to the Dutch Corporate Governance Code,
but does not exclude that a former member of the Board of
Management who left the Company more then five years ago may
be Chairman of the Supervisory Board (as the Dutch Corporate
Governance Code does);

* recommendation I11.5.11: the Company does not exclude that the
function of Chairman of the Supervisory Board may be combined
with the function of Chairman of the Remuneration Committee
although this is currently not the case; and

* recommendation IV.3.1: while strictly complying with the rules and
regulations on fair and non-selective disclosure and equal treatment
of shareholders, in view of the number of meetings with analysts
and presentations to analysts or investors, not all of these meetings
and presentations are announced in advance by means of a press
release and on the Company’s website or can be followed in real time.
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