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Significant developments

In September 2014 Philips announced its plan to sharpen its strategic focus by establishing two stand-alone companies focused on the
HealthTech and Lighting Solutions opportunities.

To achieve this transformation, from January 1, 2015, Philips started to integrate the sectors Consumer Lifestyle and Healthcare into one
operating company focused on our HealthTech businesses. At the same time Philips is taking the next step in the implementation of its new
operating model which will give the company a dedicated, focused and lean management structure, as a result of the planned integration of the
relevant sector and group layers.

The establishment of the two stand-alone companies will also involve the split and allocation of the current Innovation, Group & Services sector
to each company in 2015. This means that in the course of 2015 the IG&S sector as currently described in this Annual Report will disappear and
no longer be presented as a separate segment for reporting purposes.

Philips also started the process to carve out its Lighting business into a separate legal structure and will consider various options for ownership
structures for this company with direct access to capital markets. The proposed separation of the Lighting business impacts all businesses and
markets as well as all supporting functions and all assets and liabilities of the Group and may require complex and time consuming
disentanglement efforts. Philips expects the separation will take approximately 12-18 months and currently estimates separation costs to be in
the range of EUR 300-400 million in 2015. However, the separation could take more time than originally planned or anticipated, which may
expose Philips to risks of additional cost and other adverse consequences. It should be noted that there is no certainty as to the method or timing
of the separation of the Lighting business. For further information on specific risks involved in the separation please refer to chapter 7, Risk
management, of this report.

Finally, Philips is in discussion with external investors for the combined Lumileds and Automotive Lighting businesses and expects to complete
a transaction in the first half of 2015. Therefore, the combined businesses of Lumileds and Automotive are reported as discontinued operations
in the Consolidated statements of income and cash flows. As a result, Lumileds and Automotive sales and Adjusted IFO are no longer included
in the Lighting and Group results of continuing operations. Prior-period financial information presented and discussed in this Annual Report
have been restated for the treatment of the combined businesses of Lumileds and Automotive as discontinued operations (see note 3,
Discontinued operations and other assets classified as held for sale). The applicable assets and liabilities of these combined businesses are
reported under Assets and Liabilities classified as held for sale in the consolidated balance sheets as of December 31, 2014.

These developments will have a significant impact on Philips and its organization in many respects. From an external financial reporting
perspective, it should be noted that the planned organizational changes will require Philips to transition to a new reporting structure in the course
of 2015. At that stage, and in view of applicable IFRS requirements, Philips will report and discuss its financial performance on the basis of
different reportable segments than the sectors currently presented and discussed in this Annual Report.

Further updates will be provided in the course of 2015.
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Introduction

Introduction

This document contains information required for the Annual Report on Form 20-F for the year ended December 31, 2014 of Koninklijke Philips
N.V. (the 2014 Form 20-F). Reference is made to the Form 20-F cross reference table herein. Only (i) the information in this document that is
referenced in the Form 20-F cross reference table, (ii) this introduction, the cautionary statement �forward-looking statements� and explanation on
�use of non-GAAP information� on the next three pages and (iii) the Exhibits shall be deemed to be filed with the Securities and Exchange
Commission for any purpose. Any additional information in this document which is not referenced in the Form 20-F cross reference table, or the
Exhibits themselves, shall not be deemed to be so incorporated by reference, shall not be part of the 2014 Form 20-F and is furnished to the
Securities and Exchange Commission for information only.

The terms �Philips�, the �Company�, �Group�, �we�, �our� and �us� refer to Koninklijke (Royal) Philips N.V. and as applicable to its subsidiaries and/or its
interest in joint ventures and associates.

IFRS based information

The audited consolidated financial statements as of December 31, 2014 and 2013, and for each of the years in the three-year period ended
December 31, 2014, included in the 2014 Form 20-F have been prepared in accordance with International Financial Reporting Standards (IFRS)
as endorsed by the European Union (EU). All standards and interpretations issued by the International Accounting Standards Board (IASB) and
the IFRS Interpretations Committee effective year-end 2014 have been endorsed by the EU, except that the EU did not adopt certain paragraphs
of IAS 39 applicable to certain hedge transactions. Philips has no hedge transactions to which these paragraphs are applicable. Consequently, the
accounting policies applied by Philips also comply with IFRS as issued by the IASB.

Non-GAAP information

In presenting and discussing the Philips Group�s financial position, operating results and cash flows, management uses certain non-GAAP
financial measures such as: comparable growth; adjusted income from operations; net operating capital; net debt; cash flow before financing
activities; net capital expenditures and free cash flow. These non-GAAP financial measures should not be viewed in isolation as alternatives to
the equivalent IFRS measure and should be used in conjunction with the most directly comparable IFRS measure(s). Reference is made to the
section titled �Use of non-GAAP information� for further information.

Third-party market share data

Statements regarding market share, contained in this document, including those regarding Philips� competitive position, are based on outside
sources such as specialized research institutes, industry and dealer panels in combination with management estimates. Where full year
information regarding 2014 is not yet available to Philips, market share statements may also be based on estimates and projections prepared by
outside sources or management. Rankings are based on sales unless otherwise stated.

Fair value information

In presenting the Philips Group�s financial position, fair values are used for the measurement of various items in accordance with the applicable
accounting standards. These fair values are based on market prices, where available, and are obtained from sources that are deemed to be
reliable. Readers are cautioned that these values are subject to changes over time and are only valid at the balance sheet date. When quoted
prices or observable market values do not exist, fair values are estimated using valuation models, which we believe are appropriate for their
purpose. They require management to make significant assumptions with respect to future developments which are inherently uncertain and may
therefore deviate from actual developments. Critical assumptions used are disclosed in the financial statements. In certain cases, independent
valuations are obtained to support management�s determination of fair values.

Documents on display

It is possible to read and copy documents referred to in the 2014 Form 20-F that have been filed with the SEC at the SEC�s public reference room
located at 100 F Street, N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the
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public reference rooms and their copy charges. Philips SEC filings are also publicly available through the SEC�s website atwww.sec.gov.

For definitions and abbreviations reference is made to chapter 18, Definitions and abbreviations, of this report.
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Introduction

Forward-looking statements

Pursuant to provisions of the United States Private Securities Litigation Reform Act of 1995, Philips is providing the following cautionary
statement.

This document, including the information referred to in the Form 20-F cross reference table, contains certain forward-looking statements with
respect to the financial condition, results of operations and business of Philips and certain of the plans and objectives of Philips with respect to
these items, in particular, among other statements, certain statements in Item 4 �Information on the Company� with regard to management
objectives, market trends, market standing, product volumes, business risks, the implementation of our Accelerate! program, the statements in
Item 8 �Financial Information� relating to legal proceedings and goodwill, the statements in Item 5 �Operating and financial review and prospects�
with regard to trends in results of operations, margins, overall market trends, risk management, exchange rates and statements in Item 11
�Quantitative and qualitative disclosures about market risks� relating to risk caused by derivative positions, interest rate fluctuations and other
financial exposure are forward- looking in nature. Forward-looking statements can be identified generally as those containing words such as
�anticipates�, �assumes�, �believes�, �estimates�, �expects�, �should�, �will�, �will likely result�, �forecast�, �outlook�, �projects�, �may� or similar expressions. By their
nature, forward-looking statements involve risk and uncertainty, because they relate to events that depend on circumstances that will occur in the
future. There are a number of factors that could cause actual results and developments to differ materially from those expressed or implied by
these forward-looking statements.

These factors include, but are not limited to, domestic and global economic and business conditions, developments within the euro zone, the
successful implementation of our strategy and our ability to realize the benefits of this strategy, our ability to develop and market new products,
changes in legislation, legal claims, changes in exchange and interest rates, changes in tax rates, pension costs and actuarial assumptions, raw
materials and employee costs, our ability to identify and complete successful acquisitions and to integrate those acquisitions into our business,
our ability to successfully exit certain businesses or restructure our operations, the rate of technological changes, political, economic and other
developments in countries where Philips operates, industry consolidation and competition.

As a result, Philips� actual future results may differ materially from the plans, goals and expectations set forth in such forward-looking
statements. For a discussion of factors that could cause future results to differ from such forward-looking statements, reference is made to the
information in Item 3D �Risk Factors�.

Use of non-GAAP information

Koninklijke Philips N.V. believes that an understanding of sales performance is enhanced when the effects of currency movements and
acquisitions and divestments (changes in consolidation) are excluded. Accordingly, in addition to presenting �nominal sales growth�, �comparable
sales growth� is provided.

Comparable sales exclude the effects of currency movements and changes in consolidation. As indicated in the note 1, Significant accounting
policies, sales and income are translated from foreign currencies into the Company�s reporting currency, the euro, at the exchange rate on
transaction dates during the respective years. As a result of significant currency movements during the years presented, the effects of translating
foreign currency sales amounts into euros could have a material impact. Therefore, these impacts have been excluded in arriving at the
comparable sales in euros. Currency effects have been calculated by translating previous years� foreign currency sales amounts into euros at the
following year�s exchange rates in comparison with the sales in euros as historically reported. The years under review were characterized by a
number of acquisitions and divestments, as a result of which activities were consolidated or deconsolidated. The effect of consolidation changes
has also been excluded in arriving at the comparable sales. For the purpose of calculating comparable sales, when a previously consolidated
entity is sold or contributed to a venture that is not consolidated by the Company, relevant sales are excluded from impacted prior-year periods.
Similarly, when an entity is acquired, relevant sales are excluded from impacted periods.

Philips discusses �adjusted income from operations� in the 2014 Form 20-F. Adjusted income from operations represents income from operations
before amortization and impairment of intangible assets generated in acquisitions (excluding software and capitalized development expenses).

The Company uses the term �adjusted income from operations� to evaluate the performance of the Philips Group and its sectors. Referencing
�adjusted income from operations� is considered appropriate in light of the following:
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Philips has announced that one of its strategic drivers is to increase profitability through re-allocation of its resources towards opportunities
offering more consistent and higher returns. Moreover, Philips intends to redeploy capital through value-creating acquisitions. Since 2006,
management has used the �adjusted income from operations� measurement internally to monitor performance of the businesses on a comparable
basis. As of 2007, Philips has also set external performance targets based on this
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measurement as it will not be distorted by the unpredictable effects of future, unidentified acquisitions.

Philips believes that an understanding of the Group�s financial condition is enhanced by the disclosure of net operating capital (NOC), as this
figure is used by Philips� management to evaluate the capital efficiency of the Philips Group and its operating sectors. NOC is defined as: total
assets excluding assets classified as held for sale less: (a) cash and cash equivalents, (b) deferred tax assets, (c) other non-current financial assets
and current financial assets, (d) investments in associates, and after deduction of: (e) provisions, (f) accounts and notes payable, (g) accrued
liabilities, (h) other non-current liabilities and other current liabilities.

Net debt is defined as the sum of long- and short-term debt minus cash and cash equivalents. The net debt position as a percentage of the sum of
group equity (shareholders� equity and non-controlling interests) and net debt is presented to express the financial strength of the Company. This
measure is widely used by management and investment analysts and is therefore included in the disclosure.

Cash flows before financing activities, being the sum total of net cash from operating activities and net cash from investing activities, and free
cash flow, being net cash from operating activities minus net capital expenditures, are presented separately to facilitate the reader�s understanding
of the Company�s funding requirements.

Net capital expenditures comprise of purchase of intangible assets, proceeds from sale of intangible assets, expenditures on development assets,
capital expenditures on property, plant and equipment and proceeds from disposals of property, plant and equipment. This measure is widely
used by management to calculate free cash flow.

Annual Report 2014      7
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Form 20-F cross reference table

Form 20-F cross reference table

Only (i) the information in this document that is referenced in the Form 20-F cross reference table, (ii) the Introduction, the cautionary
statements concerning Forward-looking statements and explanation on use of non-GAAP information, of this report on pages 5-7, and (iii) the
Exhibits shall be deemed to be filed with the Securities and Exchange Commission for any purpose. The content of Philips� websites and other
websites referenced herein should not be considered to be a part of or incorporated into the 2014 Form 20-F. Any additional information which
is not referenced in the Form 20-F cross reference table or the Exhibits themselves shall not be deemed to be so incorporated by reference, shall
not be part of the 2014 Form 20-F and is furnished to the Securities and Exchange Commission for information only.

The table below sets out the location in this document of the information required by SEC Form 20-F. The exact location is included in the
column �Location in this document�. The column �Page� includes the starting page of the section/ paragraph for reference only.
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