As filed with the Securities and Exchange Commission on February 23, 2016

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
Form 20-F
(Mark one)

[ ] REGISTRATION STATEMENT PURSUANT TO SECTION 12(b)
OR (g) OF THE SECURITIES EXCHANGE ACT OF 1934
OR
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
[ x ] OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2015
OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
[ ] OF THE SECURITIES EXCHANGE ACT OF 1934
OR
SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d)
[ ] OF THE SECURITIES EXCHANGE ACT OF 1934

Commission file number 001-05146-01
KONINKLIJKE PHILIPS N.V.

(Exact name of Registrant as specified in charter)

ROYAL PHILIPS

(Translation of Registrant’s name into English)

The Netherlands

(Jurisdiction of incorporation or organization)

Philips Center, Amstelplein 2, 1096 BC Amsterdam, The Netherlands
(Address of principal executive office)
Marnix van Ginneken, Chief Legal Officer & Secretary to the Board of Management
+31 20 59 77232, marnix.van.ginneken@philips.com, Philips Center, Amstelplein 2, 1096 BC Amsterdam, The Netherlands
(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:
Title of each class Name of each exchange on which registered

Common Shares - par value New York Stock Exchange
Euro (EUR) 0.20 per share

Securtities registered or to be registered putsuant to Section 12(g) of the Act:
None
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:
None
(Title of class)

Indicate the number of outstanding shares of each of the issuet’s classes of capital or common stock as of the close of the period covered by
the annual report:

Class Outstanding at December 31,2015
Koninklijke Philips N.V. 931,130,387 shares, including
Common Shares par value EUR 0.20 per share 14,026,801 treasury shares

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. & I:l
Yes No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to section 13 or
15(d) of the Securities Exchange Act of 1934.
I:l Yes E No

Note-Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934 from their obligations under those Sections.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.

Xl Yes D No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T' (§232.405 of this chapter) during the preceding 12 months
(or for such shorter period that the registrant was required to submit and post such files).

I:l Yes I:l No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
“accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer & Accelerated filer | Non-accelerated filer O

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP | International Financial Reporting Standards as issued by Other
by the International Accounting Standards Board g

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has

clected to follow.
0 Item17 [ 1tem 18
If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

|:| Yes & No




IFRS basis of presentation

The financial information included in this document is based on IFRS, as
explained in note 1, Significant accounting policies, of this report, unless
otherwise indicated.

Dutch Financial Markets Supervision Act
This document comprises regulated information within the meaning of the
Dutch Financial Markets Supervision Act (Wet op het Financieel Toezicht).

Statutory financial statements and management report

The chapters Group financial statements and Company financial
statements contain the statutory financial statements of the Company. The
introduction to the chapter Group financial statements sets out which parts
of this Annual Report form the Management report within the meaning of
Section 2:391 of the Dutch Civil Code (and related Decrees).

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 opportunities respectively. We have established a stand-alone
structure for Philips Lighting within the Philips Group effective February 1,
2016. We expect to be able to announce the separation of the Lighting
business in the first half of 2016, subject to market conditions and other
relevant circumstances. As previously stated, we are reviewing all strategic
options for Philips Lighting, including an initial public offering and a private
sale.

It should however be noted that the completion of the separation could
take more time than originally planned or anticipated and that there is no
certainty as to the method or timing of the separation of the Lighting
business, which may expose Philips to risks of additional cost and other
adverse consequences. For further information on specific risks involved in
the separation please refer to chapter 7, Risk management, of this report.

The separation impacts all businesses and markets as well as all supporting
functions and all assets and liabilities of the Group. With effect from Q1
2016 onwards Philips plans to report and discuss its financial performance
on the basis of different reportable segments than the sectors currently
presented and discussed in this Annual Report. For more details on the
new segment reporting in 2016 and onwards, please refer to the
introduction of chapter 6, Sector performance, of this report.

As announced on January 22, 2016, the agreement pursuant to which the
consortium led by GO Scale Capital would acquire an 80.1% interest in the
combined businesses of Lumileds and Automotive, has been terminated.
Philips is now actively engaging with other parties that have expressed an
interest in the businesses and will continue to report the Lumileds and
Automotive businesses as discontinued operations (see note 3,
Discontinued operations and other assets classified as held for sale).

Further updates will be provided in the course of 2016.

\‘& Philips ArenaVision LED is the world’s first LED pitch

_} lighting to meet the stringent requirements of
international television broadcasters and sports
federations, ensuring a fantastic match experience, both
for the fans in the stadium and those watching at home.

¥ Increasingly, Philips is teaming up with hospital and
health systems to understand their needs, provide
integrated solutions, and engage in multi-year
cooperation to drive improvements in terms of patient
outcomes, quality of care delivery and cost productivity.
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INntroduction

This document contains information required for the
Annual Report on Form 20-F for the year ended
December 31, 2015 of Koninklijke Philips N.V. (the 2015
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 2015 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, 2015 and 2014, and for each of the years
in the three-year period ended December 31, 2015,
included in the 2015 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
2015 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.

Introduction

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 2015 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 2015 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 public reference rooms and their
copy charges. Philips SEC filings are also publicly
available through the SEC’s website at www.sec.gov.

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

Annual Report 2015 5


http://www.sec.gov

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 5 “Operating and financial review
and prospects” with regards to trends in results of
operations, margins overall market trends, risk
management, exchange rates, the statements in ltem 8
“Financial Information” relating to legal proceedings
and goodwill 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, changesin exchange andinterest 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 and the state of international capital
markets as they may affect the timing and nature of the
disposition by Philips of its interests in the Lighting
business and the Lumileds and Automotive business.

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
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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
(changesin 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 2015 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:

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

Introduction

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 (NOCQ), 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.
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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 2015 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 2015 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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Form 20-F cross reference table

Item Form 20-F caption Location in this document Page
Part 1
1 Identity of directors, senior Not applicable
management and advisors
2 Offer statistics and expected Not applicable
timetable
3 Key information
A Selected financial data 16.1. Five-year overview (condensed) 253
17.1. Key financials and dividend - Proposed distribution 255
17.1. Key financials and dividend - Information for investors in New York Registry shares 255
program
B Capitalization and Not applicable
indebtedness
C Reason for the offer and use Not applicable
of proceeds
D Risk factors 7.2. Risk categories and factors - Second paragraph 89
7.3. Strategic risks 90
7.4. Operational risks 91
7.5. Compliance risks 93
7.6. Financial risks 94
7.7. Separation risk 95
4 Information on the Company
A History and development of 2
the company Contents - Significant developments
5.1.6. Restructuring and impairment charges 40
5.1.11. Discontinued operations 43
5.1.13. Acquisitions and divestments 43
5.115. Cash flows provided by continuing operations 45
6. Sector performance - Our structure in 2015 & 2016 and beyond 66
11. Corporate governance - Corporate governance of the Philips Group - Introduction 12
11.5. Investor Relations - Corporate seat and head office 124
Note 3 Discontinued operations and other assets classified as held for sale 152
Note 4 Acquisitions and divestments 153
Note 32 Subsequent events 197
17.6. Investor contact - How to reach us 262
B Business Overview Introduction - Third-party market share data 5
5.1. Financial performance- from 5.1.1to 5.1.2 and from 5.1.4 to 5114 33
5.1.24. Procurement 51
5.210. Addressing issues deeper in the supply chain 57
6. Sector performance - Our structure in 2015 66
6.1.2. About Healthcare in 2015 68
6.1.4. 2015 financial performance 69
6.2.2. About Consumer Lifestyle in 2015 73
6.2.4. 2015 financial performance 74
6.3.2. About Lighting in 2015 77
6.3.4. 2015 financial performance 78
6.4.1. About Innovation, Group & Services in 2015 82
6.4.2. 2015 financial performance 85
7.1. Our approach to risk management and business control 87
7.3. Strategic risks- Last paragraph 90
7.4. Operational risks - Third & fourth paragraph 91
7.5. Compliance risks 93
11. Corporate governance- Corporate governance of the Philips Group - Introduction 12
Note 2 Information by sector and main country 150
14.2.8. Supplier indicators - Responsible Sourcing of Minerals: Addressing issues deeper in the 223
supply chain
18. Definitions and abbreviations 268
C Organizational structure 6. Sector performance - Our structure in 2015 66
Note 2 Information by sector and main country 150
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Form 20-F cross reference table

Item Form 20-F caption Location in this document Page
Note 5 Interests in entities 154
19.9. Exhibit 8 List of subsidiaries 303
D Property, plant and Note 2 Information by sector and main country 150
equipment
Note 10 Property, plant and equipment 162
Note 19 Provisions - Environmental provisions 171
Note 25 Contractual obligations 180
Note 26 Contingent assets and liabilities - Contingent liabilities - Environmental remediation 181
4A Unresolved staff comments Not applicable
5 Operating and financial review
and prospects
A Operating results Use of non-GAAP information 7
5.1. Financial performance- Management summary 33
5.1. Financial performance - from 5.1.1to 5.1.2 and from 5.1.4 to 5.1.14 33
6.1.2. About Healthcare in 2015 - Regulatory requirements 68
6.1.4. 2015 financial performance 69
6.2.2. About Consumer Lifestyle in 2015 - Regulatory requirements 73
6.2.4. 2015 financial performance 74
6.3.2. About Lighting in 2015 - Regulatory requirements 77
6.3.4. 2015 financial performance 78
6.4.2. 2015 financial performance 85
5.6. Critical accounting policies 64
Note 3 Discontinued operations and other assets classified as held for sale 152
Note 4 Acquisitions and divestments 153
Note 6 Income from operations 155
Note 7 Financial income and expenses 157
Note 11 Goodwill 163
Note 12 Intangible assets excluding goodwill 165
Note 31 Details of treasury / other financial risks 193
7.3. Strategic risks 90
7.4. Operational risks 91
7.5. Compliance risks 93
7.6. Financial risks 94
7.7. Separation risk 95
15. Reconciliation of non-GAAP information 247
B Liquidity and capital 5.1. Financial performance - from 5115 to 5.1.23 33
resources
Note 17 Equity 167
Note 18 Debt 170
Note 25 Contractual obligations 180
Note 31 Details of treasury / other financial risks 193
C Research and development, 5.1.4. Research and development 39
patents and licenses, etc.
6.4.1. About Innovation, Group & Services in 2015 82
D Trend information 5.5. Outlook 63
E Off-balance sheet 5.1.23. Cash obligations 50
arrangements
Note 25 Contractual obligations 180
Note 26 Contingent assets and liabilities 181
Note 31 Details of treasury / other financial risks 193
F Tabular disclosure of 5.1.23. Cash obligations 50
contractual obligations
Note 25 Contractual obligations 180
G Safe Harbor Forward-looking statements 6

Annual Report 2015



Form 20-F cross reference table

Item Form 20-F caption Location in this document Page
6 Directors, senior management
and employees
A Directors and senior 8. Management 97
management
9. Supervisory Board 99
11.1. Board of Management - Introduction n2
11.1. Board of Management - (Term of) Appointment and conflicts of interest n2
11.2. Supervisory Board - (Term of) Appointment, individual data and conflicts of interests e
B Compensation Note 20 Post-employment benefits 174
Note 28 Share-based compensation 184
Note 29 Information on remuneration 187
10.2. Report of the Remuneration Committee 105
C Board practices 8. Management 97
9. Supervisory Board 99
10. Supervisory Board report 101
11.1. Board of Management 12
11.2. Supervisory Board 16
11.4. Meeting logistics and other information - Internal controls and disclosure policies 121
11.4. Meeting logistics and other information - Auditor information 121
D Employees 5.2.4. Employment 54
Note 6 Income from operations - Employees 155
E Share ownership 11.1. Board of Management- Amount and composition of the remuneration of the Board of n2
Management
Note 17 Equity 167
Note 28 Share-based compensation 184
Note 29 Information on remuneration 187
7 Major shareholders and related
party transactions
A Major shareholders 11.5. Investor Relations - Major shareholders and other information for shareholders 124
11.6. Additional information - Articles of association 125
17.2. Share information 257
B Related party transactions 11.1. Board of Management 12
Note 5 Interests in entities 154
Note 27 Related-party transactions 184
C Interests of experts and Not applicable
counsel
8 Financial information
A Consolidated statements and  12. Group financial statements - from 12.4 to 12.9 129
other financial information
17.1. Key financials and dividend - Dividend policy 255
B Significant changes Note 32 Subsequent events 197
9 The offer and listing
A Offer and listing details 17.4. Performance in relation to market indices 259
B Plan of distribution Not applicable
C Markets 17.4. Performance in relation to market indices 259
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Not applicable
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Item Form 20-F caption Location in this document Page
E Dilution Not applicable
F Expense of the issue Not applicable
10 Additional information
A Share capital Not applicable
B Memorandum and articles of  11.1. Board of Management - (Term of) Appointment and conflicts of interest 12
association
11.2. Supervisory Board - (Term of) Appointment, individual data and conflicts of interest 16
11.3. General Meeting of Shareholders - Main powers of the General Meeting of Shareholders 120
11.4. Meeting logistics and other information 121
11.6. Additional information - Articles of association 125
19.1. Index of exhibits - Exhibit 1 270
C Material contracts 10.2.2. Contracts for the provision of services 105
19.1. Index of exhibits - Exhibit 4 (a), (b) and (c) 270
D Exchange controls 11.6. Additional information- Exchange controls 125
E Taxation 17.7. Taxation 264
F Dividends and paying agents  Not applicable
G Statements by experts Not applicable
H Documents on display Introduction - Documents on display 5
| Subsidiary information Not applicable
1n Quantitative and qualitative
disclosure about market risk
A Quantitative information Note 31 Details of treasury / other financial risks 193
about market risk
B Qualitative information about  Note 31 Details of treasury / other financial risks 193
market risk
C Interim periods Not applicable
D Safe harbor Note 31 Details of treasury / other financial risks 193
Forward-looking statements 6
E Small business issuers Not applicable
12 Description of securities other
than equity securities
A Debt securities Not applicable
B Warranty and rights Not applicable
C Other securities Not applicable
D American depository shares 17.8. New York Registry Shares 267
Part
2
13 Defaults, dividend arrearages Not applicable

and delinquencies

Annual Report 2015



Form 20-F cross reference table
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15 Controls and procedures
A Disclosure controls and 12.1.1. Disclosure controls and procedures 130
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B Management Annual Report 12.1. Management’s report on internal control 130
on internal control over
financial reporting
C Attestation report of the 12.3.2. Independent auditors’ report on internal control over financial reporting 132
registered public accounting
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D Changes in internal control 12.1.2. Changes in internal control over financial reporting 130
over financial reporting
16A  Audit Committee Financial 11.2. Supervisory Board - The Audit Committee ne
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16B Code of Ethics 7.1. Our approach to risk management and business control - Financial Code of Ethics 87
16C  Principal Accountant Fees and 10.3. Report of the Audit Committee 10
Services
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16D Exemptions from the Listing Not applicable
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16E  Purchases of Equity Securities  11.3. General Meeting of Shareholders - Repurchase and issue of (rights to) own shares 120
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Purchasers
17.2. Share information - Share repurchase programs for capital reduction purposes 257
16F Change in Registrant’s 11.6. Additional information - Change in Registrant’s Certifying Accountant 125
Certifying Accountant
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11.6. Additional information - General 125
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11.6. Additional information - Equity compensation plans
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16H Mine Safety Disclosure Not applicable
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3
17 Financial statements Not applicable
18 Financial statements 12. Group financial statements - from 12.4 to 12.9 129
19 Exhibits 19.1. Index of exhibits 270
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1 Performance highlights

Philips Group

Key data in millions of EUR unless otherwise stated Philips Group

Lives improved in billions

2014 - 2015
2014 2015
Sales 21,391 24,244
Comparable sales growth % 2% o . 3
Adjusted IFO 821 1,372 by Philips
as a % of sales 3.8% 57% well-being
IFO 486 992 products
as a % of sales 23% 4.1%
Net income 41 659 1 .7
Net income attributable to shareholders by Philips
per common share in EUR: Green Products
basic 0.45 0.70 0.88
diluted 0.45 0.70 by Philips
Net operating capital 8,838 1,096 EIEENEE
Free cash flow 497 325
Shareholders’ equity 10,867 11,662
Employees at December 31 13,678 112,959 Total: 2.0 billion (double counts eliminated)
continuing operations 105,365 104,204 % Double counts
discontinued operations 8,313 8,755 Conceptual drawing, areas do not reflect actual proportions

Performance in millions of EUR unless otherwise stated

2014 - 2015
Group Healthcare Consumer Lifestyle Lighting

2014 2015 2014 2015 2014 2015 2014 2015
Sales 21,391 24,244 13% A 9,186 10,912 19% A 4,731 5,347 13% A 6,869 7,41 8% A
Green Product
sales 11,065 13,014 18% A 3,508 4,580 31% A 2,605 3,091 19% A 4,952 5,343 8% A
Sales in mature
geographies” 14,004 15,836 13% A 6,890 8,207 19% A 2,508 2,784 1% A 4182 4,425 6% A
Sales in growth
geographies” 7,387 8,408 14% A 2,296 2,705 18% A 2,223 2,563 15% A 2,687 2,986 1% A
Adjusted IFO 821 1,372 67% A 616 1,024 66% A 573 673 17% A 293 594  103% A
Net operating
capital 8,838 11,096 26% V¥ 7,565 9,212 2%V 1,353 1,453 7%V 3,638 3,813 5%V

" For a definition of mature and growth geographies see chapter 18, Definitions and abbreviations, of this report

Philips Group Philips Group
Free cash flow in millions of EUR Comparable sales growth by geographic cluster” in %
2011 - 2015 2013 - 2015
1645 89 ;
Free cash flow :
35
Operating cash flows ' 27
' 22
15 :
0 :
©03) f -
(663) (830) (806) Net capital expenditures (13) f ©9
1.3 14 ‘15 13 ‘14 ‘15 : 1.3 14 ‘15
qn 1,2 .3 ‘14 ‘15 mature geographies growth geographies : Philips Group

" For a reconciliation to the most directly comparable GAAP measures,
see chapter 15, Reconciliation of non-GAAP information, of this report
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Philips Group
IFO and Adjusted IFO" in millions of EUR

201 - 2015
. 10.4% )
6.7% 45% 38% 57% Adjusted IFO as a % of sales
2,276
1334

Adjusted IFO in value

IFOin value

Amortization and impairment
invalue

n 12 13 14 ‘15

" For areconciliation to the most directly comparable GAAP measures,
see chapter 15, Reconciliation of non-GAAP information, of this report

Philips Group
Green Product sales per sector in millions of EUR
2011 - 2015

50.0% 51.7% 53.7%  Asa% of sales

46.3%
38.8%
13,014
10,997 11,065
10,285 -
Lighting
7719 5037 4952
5,056
3955 Consumer Lifestyle
LCd - .
101
Healthcare

n 12 13 14 ‘5

Philips Group
Brand value” in billions of USD
2011 - 2015

109

n 12 13 14 ‘15

" As measured by Interbrand

Performance highlights

Philips Group
Research and development expenses in millions of EUR
2011 - 2015

1

77% 78% 76% 79%  Asa%of sales
! N 6%
75% 1027 Research and development

expenses

1724
1543 1659 1635 Green Innovation

453 405 463

Other Innovation

Philips Group
Operational carbon footprint in kilotonnes CO,-equivalent
2011 - 2015

2,022
1898
50 1807
220 1,697
167 1,600
627 176

183 Discontinued operations

Manufacturing

Non-industrial operations
Business travel

Logistics

Philips Group
New patents filed in number of patents
2011 - 2015

1,750

Annual Report 2015



Message from the CEO 2

2 Message from the CEO
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l

“ After separating, Philips will focus on driving higher growth
and higher value from its core activities in the field of health
technology, and Lighting will have a great future as a stand-
alone company.” Frans van Houten, CEO Royal Philips

Dear stakeholder,

2015 was a crucial year for Philips as we restored growth
and improved productivity. We also took the decisive
next stepin our Accelerate! transformation — separating
out our Lighting business and moving away from a
diversified holding structure to create two stand-alone
companies, each with their own clearly defined
strategic direction and focus. We believe this is the best
way to create lasting value for our customers and
shareholders and a bright future for our employees.

Given the major challenges the world faces, forinstance
in terms of population health management, energy
resource constraints and climate change, we see
significant opportunities for the two companies — both
leveraging the trusted Philips brand — to apply their
innovative competencies and capture higher growth in
attractive end-markets, which are very much in a state
of transition.
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Two companies with a bright future

Philips will focus on the exciting opportunities in the
area of health technology, delivering meaningful
innovation to improve people’s lives across the health
continuum — through new, more integrated forms of
care delivery.

With an expanding and aging population, the rise of
chronic diseases, and global resource constraints,
health systems all over the world are under tremendous
pressure. At the same time, more and more people are
keen to take an active role in managing their own health.
And digital technology, whilst bringing vast new
opportunities, is shifting value from devices to software
and services. All of this is driving the convergence of
professional healthcare and consumer end-markets.

By leveraging our advanced technology, deep clinical
and consumer insights, long-standing customer
relationships, our new HealthSuite digital cloud
platform, and integrated solutions portfolio, we can
improve people’s health and enable better outcomes at
lower cost across the health continuum.



In the field of lighting, the industry is undergoing a
radical transformation. Population growth and
urbanization are increasing demand for light,
specifically energy-efficient light. At the same time, the
rapid rise of LED and the mass adoption of digital
technology are driving a shift towards connected
lighting. With connected lighting, the lighting fixtures
not only provide high-quality illumination, but are also
fitted with sensors and connected to the building’s IT
network infrastructure, forming an ‘information
pathway’. This is opening up new applications where
we can deliver extraordinary value beyond illumination,
also via new service-based business models.

As a more agile, stand-alone company with direct
access to capital markets, we believe that our Lighting
business will be better able to strengthen its position as
the world leader in lighting solutions, boost scale and
capture growth.

2015 a year of solid progress

Amidst all this transformation, it was vital that we
improved our performance in 2015, giving our
customers the product and service innovation they
expect.

Overall, 2015 was a solid year for Philips, in which we
recorded consistent performance improvements in the
face of challenging economic conditions. Sales were up
2% on a comparable basis, driven by 4.5% growth in our
HealthTech portfolio. Profitability also increased thanks
to the improved operational performance, overhead
cost savings, a reduction in cost of goods sold and
process optimization, partly offset by the significant
impact of currency headwinds, higher investments in
R&D, settlement costs for pension de-risking, and
ongoing investments to improve our quality
management systems.

We reinvigorated our Healthcare business in North
America and gained momentum in winning large-scale
multi-year healthcare enterprise deals, e.g. with
Westchester Medical Center (USA) and Mackenzie
Health (Canada). And at our Imaging Systems facility in
Cleveland we saw a gradual ramp-up of production in
the course of the year. In February 2015 we completed
the acquisition of Volcano, improving our position in the
growing image-guided therapy market and
strengthening our ability to deliver the benefits of
minimally invasive therapies, such as faster recovery
and shorter hospital stays. Post-merger integration is
making good progress.

We also continued to deliver impressive growth and
strong earnings across the majority of our Consumer
Lifestyle portfolio. Our Health & Wellness and Personal
Care businesses performed very well, delivering
another year of high growth and margin expansion.
Expanding our offering to help consumers make
healthier choices, we launched the first in a series of
personal health apps at the IFA trade fair in Berlin. Built
on our Philips HealthSuite digital platform, these
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personal health programs represent a new era in
connected care, as healthcare continues to move
outside the hospital and into our homes and everyday
lives.

Lighting had another year of excellent operational
improvements, recording double-digit growth and
margin expansion in LED, the key segment in the
industry, while continuing to actively manage the
decline of the conventional lighting market. Further
improvement in profitability was mainly driven by cost
productivity and procurement savings.

The power of our connected lighting propositions,
based on loT (Internet of Things) technology, was
underscored by the opening of the world’s most
sustainable office building, The Edge in Amsterdam,
which features Philips’ smart connected lighting
solution, with Power over Ethernet. In the US, Los
Angeles remotely manages more than 100,000 street
lights with our CityTouch lighting management system
to create a more livable and safe city. And in the home,
our Hue connected lighting platform continues to be a
resounding success. Towards the end of the year, we
teamed up with Cisco and SAP to address the
opportunities in the office and street lighting markets
respectively.

The termination of the planned sale of Lumileds to a
consortium led by GO Scale Capital was of course a
disappointing outcome, but we are actively engaging
with other parties that have expressed an interest in the
Lumileds business.

Accelerate! driving performance improvement

In 2015, our multi-year Accelerate! program again
helped us to step up growth and increase margins,
despite deteriorating macro-economic conditions in a
number of markets. Through Accelerate! and the
implementation of the Philips Business System (PBS)
we continue to drive improvements across the
organization. The PBS is helping us to further tighten
our focus on quality and excellence and enhance
productivity through continuous improvement
methodologies, while embedding new capabilities and
making us more agile, entrepreneurial and customer-
centric, with a culture of higher performance. This is
evidenced by the many large-scale multi-year hospital
deals we won in 2015 and our improving growth and
margins despite the difficult economic times.

The PBS is also helping to reduce time-to-market for
our innovations through Lean transformations of our
customer value chains. And it is supporting our drive to
become a digital company, both in how we work and in
what we offer to the market, e.g. our Philips HealthSuite
digital platform and connected LED lighting. Last but
not least, it is driving overhead cost and productivity
savings, offsetting headwinds and enabling us to
improve our operating results over the year,
notwithstanding an increase in our Research &
Development expenses to 7.9% of sales.
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Innovating for a healthier, more sustainable world

In 2015, our innovative solutions and services improved
the lives of 2 billion people around the world.
Underlining our strength in the creation and protection
of intellectual property we filed 1,750 new patents
during the year and were named the world’s second-
largest patent applicant for patents filed at the
European Patent Office.

We also entered into a five-year research alliance with
Massachusetts Institute of Technology (MIT) to develop
breakthrough innovations in health technology and
connected lighting. And our North American research
organization moved to the Cambridge, Mass. area to
facilitate collaboration with MIT, academic hospitals,
and business partners.

In 2015, we again delivered on our sustainability
commitments, with Green Products accounting for 54%
of total sales. Philips was recognized as a world leader
for corporate action on climate change, achieving a
perfect score (100A) in the Carbon Disclosure Project
(CDP) Climate Change survey for the 3rd year in a row,
and being named Leader in the Industrial
Conglomerates category in the Dow Jones
Sustainability Index. Keeping up the momentum, we
committed to making Philips’ operations carbon-
neutral by 2020 at the 2015 Paris climate conference.

Underlining the importance we attach to ‘doing good
while doing well’, the Philips Foundation entered into
global innovation partnerships with the Red Cross and
UNICEF, as well as supporting a host of innovation
projects designed to make a difference in the
communities and lives of those most in need.

Strategic priorities for 2016

In light of the global trends and opportunities outlined
above and the innovative competencies we can bring
to bear, both our health technology and lighting
businesses are well placed to thrive as markets drive
greater demand for our solutions and services.

Both companies are deeply committed to delivering on
their strategic opportunities. For Philips, serving the
health technology markets, this means building strong
consultative customer relationships, selling value-
added solutions and winning more large-scale, multi-
year projects with healthcare providers. It also means
delivering growth from innovation investments,
establishing the Philips HealthSuite digital platform as
a leading cloud-based enabling solution, and boosting
scale in its existing businesses.

For Lighting, as a stand-alone company, it means:
optimizing returns from conventional products to fund
innovation in LED, to outpace the market; leading the
shift to LED systems, building the largest loT connected
installed base; capturing adjacent value through new
Services business models; and being its customers’ best
business partner locally, leveraging its global scale.
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Both companies will remain strongly committed to
improve performance and capture higher growth,
focusing ever more closely on customers’ needs, driving
new ways to innovate and leveraging partnerships,
embracing digital technology in their ways of working,
and relentlessly driving a mindset of continuous
improvement and operational excellence.

It is my deepest conviction that both Philips and
Lighting stand to benefit from the separation, as it will
enable greater focus on their respective attractive
markets and allow them to capture higher growth and
deliver higher profitability.

In conclusion

For 2016, we continue to expect modest comparable
sales growth and we will build on our 2015 operational
performance improvement. Taking into account
ongoing macro-economic headwinds and the phasing
of costs and sales, we expect improvements in the year
to be back-end loaded.

We are proposing to the upcoming Annual General
Meeting of Shareholders to maintain this year’s
distribution at EUR 0.80 per share, in cash or shares.

Philips Group
Dividend per common share in EUR
2010-2016

‘10 n 12 13 ‘14 15 16"

" Subject to approval by the 2016 Annual General Meeting of
Shareholders

| would like to thank our customers, shareholders and
other stakeholders for their continued support. | also
want to thank all our employees for their dedication and
effort this past year.

In 2016, Philips celebrates 125 years in business. That’s
a tremendous feat for an innovation company,
especially in such a fast-changing world. And I'm
convinced that there is much more to come, as we
continue to improve people’s lives through meaningful
innovation.

Frans van Houten
Chief Executive Officer
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3 Philips in 2015 at a glance

S Philips
Z Foundation

January 21

Philips Foundation announces
global innovation partnerships
with the Red Cross and UNICEF

April 8

Los Angeles to control its street
lighting through mobile and
cloud-based technologies from
Philips

WMC Westchester
Health Medical Center

Westchester Medical Center Health Network

June 16

Multi-year partnership with
Westchester Medical Center
Health Network to transform
patient care

September 8

Leading global health
institutions digitize pathology
workflows with Philips to
enhance diagnoses

1
M Mackenzie

t‘ Health

November 10

Philips and Canada’s Mackenzie
Health announce 18-year
strategic partnership

"YWOLCANO

PRECISION GUIDED THERAPY

February 17
Philips completes acquisition of
Volcano

W

April 16
Philips provides Light as a
Service to Schiphol Airport

THF
«£DGE

June 25

Philips connected lighting a key
feature of sustainable office
building The Edge in Amsterdam

Dow Jones _
Sustainability Indices

In Collaboration with RobecoSAM «

September 10
Philips industry leader in 2015
Dow Jones Sustainability Index

I

TOUS ENSEMBLE
cop21.gouv.fr #cop2t

December 7

Philips commits to making its
operations carbon-neutral by
2020 at COP21 Paris climate
conference

European
Patent
Office

9

February 26

Philips becomes second-largest
patent applicant at the
European Patent Office

May 7
AGM approves separation of
Lighting business from Royal
Philips

(YL}
s’o
-
=

July 6

Philips opens GrowWise City
Farming research center in
Eindhoven to develop light
growth recipes

catharina
ziekenhuis

September 14

Technology agreement with
Catharina Hospital for largest
cardiovascular center in the
Netherlands

I
CISCO.

December 9

Philips and Cisco form global
strategic alliance to address EUR
1 billion office lighting market

DESIGN
AWARD

2015

March 2

A record-breaking number of 52
winners at the iF DESIGN
AWARD 2015

I I I ]
May 19
Philips signs five-year research

alliance with Massachusetts
Institute of Technology

EElFA

CONSUMER ELECTRONICS UNLIMITED

September 3
Philips introduces personal
health programs at IFA in Berlin

Celebrating
years of design
at Philips

October 9
Philips celebrates 90 years of
design

TOP100

GLOBAL INNOVATORS

December 14

Philips wins a Thomson Reuters
2015 Top 100 Global Innovator
Award

Annual Report 2015 19



41

20

Our strategic focus 4

Our strategic focus

Addressing global challenges

Guided by our passion to improve people’s lives, Philips has been a leader in building
and shaping markets with meaningful innovations for 125 years. With the world facing
the challenge of tackling climate change and energy constraints, as well as providing
effective and affordable healthcare to a growing global population, we see compelling
opportunities in the health technology and lighting markets.

Determined to win in both, we are separating out our Lighting activities as a stand-alone company. This will create more
focus, giving Lighting the opportunity to grow and capture the vast opportunities in energy-efficient, digital lighting
products, systems and services, and Philips the enhanced focus to expand its core business to address the opportunities
in the health technology market.

We see a growing need for better health and better care at lower cost

Global resource constraints on health systems are driving a shift to value-based healthcare to reduce cost, increase
access and improve outcomes. At the same time, aging populations across the globe and the rise of chronic conditions
are driving a shift of care to lower-cost settings and the home.

In parallel, more and more people are looking for new ways to proactively monitor and manage their health. And the
digitalization of healthcare is shifting value from devices to software and services.

These challenges can only be met through new, more integrated forms of care delivery across the health continuum,
with a shift away from today’s focus on acute care and late-stage interventions.

In an increasingly connected world, the convergence of Philips’ consumer technologies that facilitate healthy living,
medical technologies that help clinicians to deliver better diagnosis and treatment, and cloud-based technologies that
enable data sharing and analysis, will be a key enabler of more effective, lower-cost integrated health solutions. This
fits very well with our core strengths in professional healthcare and in consumer health and well-being.

AW A" EEE W | I S 1 B N W A | §o i

Help people to live Enable people to Provide first time right Enable more Support recovery

a healthy life in a manage their own diagnosis with effective therapies, and chronic care at
healthy home health personalized and faster recovery and home
environment adaptive care pathways better outcomes

Connected care and health informatics

Improve population health outcomes and efficiency through optimized care coordination,
real-time analytics and value-added services
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Our strategic focus 4.1

In a total addressable market estimated at over EUR 140 billion, we are well positioned to leverage advanced technology
and our deep clinical and consumer insights to deliver integrated solutions that improve people’s health and enable
better outcomes across the health continuum.

Healthy living and Prevention Diagnosis and Treatment Home care

We have defined five priority areas: personal health, definitive diagnosis, minimally invasive guided therapy, population
health management, and connected care delivery. And our focus on cardiology, oncology, respiratory care, and fertility,
pregnancy and parenting already gives us a broad-based opportunity to expand our integrated solutions capabilities.

More and more, we are teaming up with hospital and health systems to understand their needs, provide integrated
solutions, and engage in multi-year cooperation to drive improvements in terms of patient outcomes, quality of care
delivery and cost productivity.

Going forward, we will further drive the benefits of scale in our current businesses while delivering additional growth
from continuing investments in innovation. And establishing the Philips HealthSuite digital platform as a leading cloud
solution to connect consumers, patients and providers will allow us to introduce value propositions with recurring
revenue streams.

We see increasing demand for energy-efficient and connected digital lighting
The lighting industry is undergoing a radical transformation, driven by the market’s transition to LED and digital
technology. Three mega-trends present a huge opportunity.

More light More energy-efficient light Digital light

The rapid rise in the world’s population and in new lighting applications is driving up global demand for light. At the
same time, with lighting accounting for 19% of global electricity consumption, the world needs that light to be energy-
efficient. And with the integration of LED technology, lighting controls and software opening up new functionality and
services, the world will benefit from the compelling new applications that connected digital lighting can offer, delivering
value beyond illumination.

As a stand-alone company, our Lighting business is well positioned to capture the value that is shifting from individual

products to connected LED lighting systems and services, more than offsetting the decline of conventional lighting. Its
total addressable market is estimated at over EUR 65 billion.
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| =

Home Government Cities Offices Industry Stadiums Retail
Reducing Empowering a Creating brighter Helping Improving Enhancing the Helping
electricity sustainable safer streets, business to efficiency and experience for  retailers drive

bills and environment reducing costs reduce energy, safety and fans with sales and
redefining and carbon work differently reducing flexible build

the space we footprint and provide maintenance lighting customer
live in new costs loyalty

experiences

Optimizing returns from its conventional products to fund growth, Philips Lighting is committed to innovate in LED to
outpace the market. It will continue to lead the shift to Systems, building the industry’s largest connected installed base
and capturing value through new Services business models with recurring revenue streams, e.g. Light as a Service. And,
leveraging its global scale, it will continue to strive to be its customers’ best business partner locally.

How we create value

Understanding and meeting people’s needs

Building upon our long history of innovation, we take a systematic approach to value creation. Our starting point is
always to understand the specific challenges local people face — whether they be a doctor, a real estate developer, a
hospital director, a city planner, a consumer, etc.

Having gained these deep insights, we then apply our innovative competencies, strong brand, global footprint and
talented, engaged people — often in value-adding partnerships — to deliver solutions that meet these needs. Making
the world healthier and more sustainable.

To measure the impact our solutions are having around the world, we have developed our independently verified Lives
Improved model. We take a two-dimensional approach — social and ecological — to improving people’s lives. Products
and solutions that directly support the curative (care) or preventive (well-being) side of people’s health, determine the
contribution to the social dimension. The contribution to the ecological dimension is determined by means of our Green
Product portfolio, such as our energy-efficient lighting.

Our business system

With its four interlocking elements, the Philips Business System (PBS) is designed to help us deliver on our mission and
vision — and to ensure that success is repeatable. As we execute our strategy and invest in the best opportunities,
leverage our unigue strengths and become operationally excellent, we will be able to consistently deliver value to our
customers, consumers and other stakeholders.

- Group strategy: We manage our portfolio with clearly - Excellence: We are a learning organization that
defined strategies and allocate resources to applies common operating principles and practices
maximize value creation. to deliver to our customers with excellence.

- CAPs: We strengthen and leverage our core - Path to Value: We define and execute business plans
Capabilities, Assets and Positions — our deep that deliver sustainable results along a credible Path
customer insights, technological innovation, global to Value.

footprint, our people, and the trusted Philips brand —
as they create differential value.

The ‘Creating value for our stakeholders’ diagram, based on the International Integrated Reporting Council framework,

shows how — with the Philips Business System at the heart of our endeavors — we use six different forms of capital to
drive value in the short, medium and long term.
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Capital input Creating value for our stakeholders

Y

660

L

.

Human

We employ diverse
and talented people
and give them the
skills and training
they need to ensure
their effectiveness
and their personal
development and
employability.

+ Employees 104,204, 35% female
« Training spend EUR 50 million on
450,000 courses, over 1 million
hours through Philips University
+ 48,092 employees in growth

geographies

Intellectual

+ Invested in R&D EUR 1.9 billion
(Green Innovation
EUR 495 million)

+ Employees in R&D 11,462 in 60
R&D centers across the globe
including growth markets

Financial

- Debt EUR 5.8 billion

+ Equity EUR 11.8 billion

+ Market capitalization
EUR 21.6 billion

Manufacturing

+ Manufacturing sites 95, cost of
materials used EUR 8,446 million
- Total assets EUR 31.0 billion
- Capital expenditure
EUR 522 million

Natural

+ Energy used in manufacturing
9,702 terajoules

+ Water used 2.7 million m?

- Recycled content in
our products 13.5 kilotonnes

Social

« Philips Foundation
- Stakeholder engagement

Intellectual

We apply our
innovation and
design expertise to
create new products
and solutions that
meet local customer
needs.

Financial

We raise the funds we
need from
shareholders and
other capital
providers. We allocate
this capital to the
businesses and
markets we think offer
the best prospects for
growth and returns.

Manufacturing

We apply Lean
techniques to our
manufacturing
processes to
produce high-
quality products. We
manage our supply
chainina
responsible way.

Capabilities, Assets
and Positions
Our unique strengths

Philips

Strategy

Where
we invest

Business

Excellence

How we
operate

System

Path to Value

What we deliver

Natural

We are a responsible
company and aim to
minimize the
environmental
impact of our supply
chain, our
operations, and also
our products and
solutions.

Social

We contribute to our
customers and
society through our
products and
solutions, our tax
payments, the
products and
services we buy, and
our investments in
local communities.

+ Employee Engagement Index
71% positive
- Sales per employee EUR 232,659
+ Employee benefit expenses
EUR 7,107 million

Intellectual

- New patent filings 1,750 and IP
Royalties Adjusted IFO EUR 284
million

+ 54% Green Product sales

Financial

« Comparable sales growth 2.2%
+ Adjusted IFO as % of sales 5.7%
+ Free cash flow EUR 325 million
+ Dividend EUR 730 million
- Corporate taxes paid

EUR 280 million

Manufacturing

+ EUR 24 billion products and
solutions sold, corresponding to
2.0 billion lives improved

+ CO, emissions 1,417 kilotonnes

- 13,800 kilotonnes (estimated)
products put on market

- 68.5 kilotonnes waste, of which
83% recycled

+ Brand value USD 10.9 billion and
47th Best Global Green Brand

+ Partnerships with UNICEF and
Red Cross
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Our strategic focus 4.2

4.3 Accelerate! journey continues
In 2011 we set out on our Accelerate! journey of change and performance improvement. Designed to transform Philips
into an agile and entrepreneurial company, Accelerate! is all about delivering meaningful innovation to our customers
in local markets — and doing so in a fast and efficient way.
The program has three main thrusts:
- transform to address underperformance
- expand global leadership positions
- initiate new growth engines
We are now in the fifth year of this transformation process, and our Path to Value is clearly mapped out:

Accelerate! roadmap

Initiate new growth engines
+ Invest in adjacencies
- Seed emerging business areas

Expand global leadership positions
- Invest to strengthen our core businesses
)' - Resource allocation to right businesses and geographies
Transform to address underperformance

+ Turnaround or exit underperforming businesses

- Productivity and margin improvements

Accelerate! + Rebuild culture, processes, systems and capabilities

- Implement the Philips Business System

2011 2016

For 2016, we continue to expect modest comparable sales growth and we will build on our 2015 operational performance
improvement. Taking into account ongoing macro-economic headwinds and the phasing of costs and sales, we expect
improvements in the year to be back-end loaded.
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44 Lives improved

Our strategic focus 4.4

Markets

© O N DU A WwN =

Africa

ASEAN

Benelux

Central & East Europe
Germany, Austria & Switzerland
France

Greater China

Iberia

Indian Subcontinent

10. Italy, Israel and Greece

Japan
. Latin America
. Middle East & Turkey

14. Nordics

. North America

16. Russia and Central Asia

Ul
2)
3)

UK & Ireland

Source: Philips, double counts eliminated

Lives improved (million)"

56
227
28
87
92
59
375
45
203
52
34
172
108
26
345
86
50

Source: IMF, The World Bank, CIA Factbook & Wikipedia

Source: IMF, CIA Factbook & Wikipedia

4.5 Global presence

Sales in millions of

Regions EUR
Asia & Pacific 6,990
EMEA 7,948
Latin America 121
North America 8,095

Number of
employees

32,533
39,903
8,154
23,614

Employees
female

32%
34%
46%
36%

Population (million)?

1,152
935
29
125
99
65
1,406
57
1,503
82
127
626
338
27
357
287
70

Employees

male R&D centers

68% 9
66% 28
54% 3
64% 20

Manufacturing
sites

20
35

n
29

GDP (USD billion)®
1,959
5,634
1,267
1376
4424
2,454

12,263
1424
2,488
2,341
4116
5185
2,824
1,425
19,541
1,810
3108

Tangible and intangible
assets in millions of EUR

2,023
2,959

136
9,420
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4.6 Our strategy in action
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Training tomorrow’s lifesavers

At Philips, we build relationships to ensure that our products and
solutions are addressing people’s needs in the right way. And that means
supplying help as well as hardware.

In atechnologically advanced world, it's no good simply
investing in pioneering products such as high-tech
radiology devices, MRI scanners and other medical
imaging tools: doctors need to know how to use them
to improve patient care. Which is where Philips comes
in, not only providing the technology, but expert
developmental medical training too, by partnering with
key stakeholders.

At the American University of Beirut, students and
professionals from all over the Middle East join
colleagues from Lebanon — along with private
companies such as Philips — to develop essential life-
saving skills that they can take back to their home
countries, and to learn how they can make a difference
through digital innovations. The medical training is a
collaboration that not only teaches new skills, but is
spreading the finest medical care through some of the
world’s most vulnerable populations.
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Addressing the ommum’ty’s
orimary health needs

In Africa, we are partnering with local governments to develop
Community Life Centers with the aim of not only improving primary
healthcare but also promoting community development.

In most countries in Sub-Saharan Africa, healthcare
systems are having to contend with serious challenges.
Primary health facilities in particular are facing
difficulties in offering quality basic services to local
communities and playing the role of gatekeeper to the
rest of the healthcare system.

At Philips we believe that the strengthening of health
systems has to start at the primary level. That’s why, in
partnership with local government, we have installed a
Community Life Center at Langata in Kiambu County,
Kenya. Community Life Centers are a total solution for
primary healthcare facilities, combining an integrated
set of appropriate technologies with design,
implementation and support services.

Since the opening of the Langata Community Life
Center the number of children treated has doubled and
Ante Natal Care visits have increased 12-fold,
supporting our commitment to the UN’s ‘Every Woman,
Every Child’ initiative.
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Change your health for life

In 2015, Philips announced the first in a series of personal health
programs — including connected health measurement devices, app-
based personalized programs and cloud-based data analysis — to help
consumers take greater control of their health.

Philips personal health programs represent a new era
in connected care for consumers, patients and health
providers, as healthcare continues to move outside the
hospital, and into our homes and everyday lives. They
are built on the Philips HealthSuite digital platform, an
open and secure, cloud-based platform that collects
and analyzes health and other data from multiple
devices and sources.

Annual Report 2015

“ Consumers are increasingly engaged in their personal

health and they want solutions that empower them to
stay healthy and preventillness,” says Pieter Nota (CEO
Philips Consumer Lifestyle in 2015). “Philips personal
health programs will help consumers develop healthier
habits for life.”

Leveraging Philips’ deep healthcare and consumer
expertise, the personal health programs enable
individuals to measure vital signs to understand how
lifestyle choices affect their body, to set goals and
monitor their progress, and to stay motivated with
intelligent programs, developed with leading doctors
and psychologists, that respond to individual progress
and make personalized recommendations.

The Philips personal health programs and health measurement devices are
not currently available for sale in the USA.
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Offering new parents peace of
mina

Our strategic focus 4.6

We believe that every baby deserves the best possible start in life. With
the Philips Avent uGrow digital platform, parents can track progress,
relish milestones and learn about their baby’s development and needs.

Philips Avent uGrow is an innovative digital parenting
platform in the form of a mobile application, plus
connected digital products, which provides new
parents with personalized advice and insights to help
them understand and support each stage of their
baby’s development.

Based on professional guidance and pertinent
localized content, and with a timeline that incorporates
data ranging fromm how much baby has eaten to sleep
patterns, uGrow gives new parents peace of mind in
their baby’s development. Interactive photos and
virtual stickers can be used to mark occasions and

celebrate milestones on baby’s timeline. And the app
remembers key dates in order to provide bespoke
guidance, e.g. on baby’s developing weight, or on
weaning as baby grows.

“ Being a parent is a life-changing experience, during

which we often rely on our intuition,” says Aliette van
der Wal, Business Leader Mother & Childcare, Health &
Wellness. “At Philips Avent we’re harnessing the power
of connected technology to empower parents with
additional information, tailored to individual needs,
which will help them make the best decisions for their
baby.”
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Cormected lighting delivering

value beyond illumination

With Philips CityTouch, Los Angeles remotely manages more than
100,000 street lights to create a more livable city.

In 2015, Los Angeles became the first city in the world
to controlits street lighting through an advanced Philips
management system that uses mobile and cloud-
based technologies.

With Philips CityTouch, the LA Bureau of Street Lighting
can remotely control street lighting fixtures, as well as
monitor energy use and the status of each light. Using
mobile chip technology embedded into each fixture,
the street lights are able to identify themselves and
network instantly.

This smart plug-and-play approach not only reduces
the cost of programming each fixture, it also reduces the
time required for commissioning from days to minutes
and eliminates on-site commissioning completely.
Furthermore, CityTouch offers system managers a real-
time, map-based view of all connected light points via
any standard web browser.
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“ | callit priceless,” says Ed Ebrahimian, Director of the LA

Bureau of Street Lighting, “because if we can save one
life by finding out if a light is out and fixing it right away,
we’ve done our job.”
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Creating a sustainable office

environment

Opened in 2015, innovative office building The Edge in Amsterdam
received the highest-ever BREEAM score — the leading assessment
method for sustainable buildings. A key aspect of the design is a

connected lighting system from Philips.

The Edge’s connected lighting system uses nearly
6,500 LED luminaires over the building’s 15 stories.
These fixtures are connected to the building’s IT
network by Power over Ethernet (PoE) technology. With
PoE, Ethernet cables transmit both power and data,
eliminating the need for separate power cabling and
creating a sort of ‘information pathway’.

With integrated sensors in 3,000 of these luminaires,
the connected lighting system captures anonymous
data on room occupancy. The LED fixtures interface
with other building systems such as heating and
ventilation to provide facility managers with an
integrated view of a building’s occupancy patterns and
energy usage. This enables more informed decision
making, with unprecedented levels of energy and
operational efficiency.

Supporting workplace productivity, employees at The
Edge are also able to set the lighting and temperature
to suit their personal preferences via an app on their
smartphone.
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Lighting the steel heart

@&

Innovative lighting can help improve health and safety at work. Nowhere
is this more apparent than in Ostrava, where Philips has helped to
transform ArcelorMittal’s steel plant with a new lighting system.

A steel plant can be a hazardous workplace. When
employees work with molten steel, with loads
exceeding 350 tons in weight and temperatures
exceeding 1,500 degrees, it is important to have good
lighting. At its steel plant in Ostrava, the steel heart of
the Czech Republic, ArcelorMittal needed a lighting
partner who understood their needs, could offer a
suitable solution, and, of course, deliver that solution
with a minimum of disruption.

With the steel plant in full operation, Philips
implemented a complete modernization of the lighting.
It was a complex project but ArcelorMittal and Philips
worked closely together for the duration of the
renovation. “There has been a substantial improvement
in health, safety, as well as productivity and energy
benefits,” says Anoop Nair, Chief Operating Officer,
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ArcelorMittal, Ostrava. “This gave kind of an explosive
or meteoric effect to the employees. And | think it was
thanks to Philips.”




Group performance 5

5 Group performance

“2015 saw Philips returning to growth and improving
profitability in challenging macro-economic conditions as
our Accelerate! program continued to deliver results.”

Abhijit Bhattacharya, CFO Royal Philips

Financial performance
Management summary

The year 2015

- Comparable sales rose 4.5% in our HealthTech
portfolio, which combines our Healthcare and
Consumer Lifestyle businesses. This illustrates the
progress we are making in capturing opportunities in
this large and growing market. Overall, comparable
sales for the Group increased by 2% to EUR 24.2
billion.

- Our Healthcare business recorded 4% growth. More
significantly, our order intake was up 5% for the year.
This performance was supported by strong growth in
North America and Western Europe — and a
substantial rebound in China in Q4.

+ Our Consumer Lifestyle business achieved a
comparable sales increase of 6% year-on-year,
driven by double-digit growth at Health & Wellness
and high-single-digit growth at Personal Care.

- Lighting recorded another year of operational

improvements, resulting in a substantial increase in
profitability. We strongly improved the performance
of our LED business, which grew by 25% on a
comparable basis and significantly improved
profitability. On a full-year basis LED now accounts
for 43% of total Lighting sales. In the conventional
lamps business we continued to gain market share in
a declining market and improved profitability
combined with a solid cash flow. The expected
decline in conventional lighting led to a comparable
sales decrease of 3% for our Lighting business overall.

+ In line with our mission to improve people’s lives, we

have embedded sustainability at the heart of our
business processes, and Green Product sales
increased to 54% of total revenues in 2015. In
recognition of our sustainability achievements,
Philips was named industry leader in the Industrial
Conglomerates category in the 2015 Dow Jones
Sustainability Index.
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- Adjusted IFO totaled EUR 1.4 billion, compared to
EUR 821 million a year earlier. Our three cost savings
programs all delivered ahead of plan in 2015. We
achieved EUR 290 million of gross savings in
overhead costs, EUR 379 million of gross savings in
procurement, and our End2End process
improvement program delivered productivity savings
of EUR 187 million.

+ Net income amounted to EUR 659 million, a 60%
increase from EUR 411 million in 2014.

- Free cash flow amounted to EUR 325 million in 2015,
which was EUR 172 million lower than in 2014, mainly
due to CRT litigation claims, higher outflows related
to pension de-risking settlements, and net capital
expenditures, partly offset by higher earnings.

+ By the end of the year we had also completed 74% of
the EUR 1.5 billion- share buy-back program.

Philips Group
Key data in millions of EUR unless otherwise stated
2013 - 2015

2013 2014 2015
Condensed statement of
income
Sales 21,990 21,391 24,244
Adjusted IFO " 2,276 821 1,372
as a % of sales 10.4% 3.8% 57%
IFO 1,855 486 992
as a % of sales 84% 2.3% 4.1%
Financial income and expenses (330) (301) (369)
Income tax expense (466) (26) (239)
Results of investments in
associates (25) 62 30
Income from continuing
operations 1,034 221 1414
Income from discontinued
operations - net of income tax 138 190 245
Net income 1,172 4an 659
Other indicators
Net income attributable to
shareholders per common share
in EUR:
basic 1.28 0.45 0.70
diluted 127 0.45 0.70
Net operating capital (NOC)" 10,238 8,838 11,096
Free cash flow" 82 497 325
Employees (FTEs) 116,082 113,678 112,959
continuing operations 105,637 105,365 104,204
discontinued operations 10,445 8,313 8,755

" For a reconciliation to the most directly comparable GAAP measures,
see chapter 15, Reconciliation of non-GAAP information, of this report
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T

he year 2014
In 2014, we continued to improve operational
performance in most businesses, yet saw significant
headwinds - ranging from geo-political crises and
exchange rate fluctuations, to legal matters and the
voluntary suspension of production at the Cleveland
facility. In 2014, the voluntary suspension of
production at our Cleveland facility and the jury
verdict in the Masimo litigation strongly impacted our
2014 performance.
At our Healthcare facility in Cleveland, Ohio, certain
issues in the general area of manufacturing process
controls were identified during an ongoing US Food
and Drug Administration (FDA) inspection. To
address these issues, on January 10, 2014 we started
a voluntary, temporary suspension of new
production at the facility, primarily to strengthen
manufacturing process controls. The suspension
negatively impacted Healthcare’s sales and Adjusted
IFO in 2014.
On October 3, 2014 Philips announced that it is
appealing the jury verdict in the patent infringement
lawsuit by Masimo Corporation (Masimo), in which
Masimo was awarded compensation of USD 467
million (EUR 366 million). The jury verdict is part of
extensive litigation, which started in 2009, between
Masimo and Philips involving several claims and
counterclaims related to a large number of patents.

- Netincome for the year amounted to EUR 411 million,

as lower operational earnings were partly offset by
lower income tax expense and higher results from
investments in associates and discontinued
operations.

+ Sales amounted to EUR 21,391 million, a 3% nominal

decline for the year. Excluding unfavorable currency
effects, comparable sales were 1% below the level of
2013, due to Healthcare and Lighting. Healthcare
comparable sales declined by 2%, mainly due to
Imaging Systems. Lighting comparable sales were 3%
below the level of 2013, as declines at Light Sources
& Electronics and Consumer Luminaires were
tempered by growth at Professional Lighting
Solutions. Comparable sales at Consumer Lifestyle
were 6% above the level of 2013, mainly driven by
double-digit growth at Health & Wellness.

- Comparable sales in growth geographies were in line

with 2013, while mature geographies declined by 1%
as a result of the overall macroeconomic
developments. In 2014, growth geographies
accounted for 35% of total sales.

- in 2014, IFO amounted to EUR 486 million, or 2.3% of

sales, compared to EUR 1,855 million, or 8.4% of sales,
in 2013. IFO declines at Healthcare, Lighting and IG&S
were partly offset by an improvement at Consumer
Lifestyle.

- Operating activities generated cash flows of EUR

1,303 million, which was EUR 391 million higher than
in 2013. The increase was mainly due to higher cash
inflows and working capital reductions in 2014, as
well as the payment of the European Commission
fine in 2013. Cash flows before financing activities
were EUR 269 million higher than in 2013, as an



increase in cash flows from operating activities was
partly offset by higher outflows related to
acquisitions of new businesses.

- By the end of 2014, Philips had completed 41% of the
EUR 1.5 billion share buy-back program.

511 Sales

The year 2015
The composition of sales growth in percentage termsin
2015, compared to 2014, is presented in the table below.

Philips Group
Sales growth composition in %
2015 versus 2014

com- consoli-

parable currency dation nominal

growth effects changes growth
Healthcare 3.8 1.7 33 18.8
Consumer
Lifestyle 5.8 72 0.0 13.0
Lighting (2.8) 85 22 7.9
Innovation, Group
& Services 5.4 17 (12.2) (5.1)
Philips Group 22 94 17 13.3

Group sales amounted to EUR 24,244 million in 2015,
which represents 13% nominal growth compared to 2014.

Adjusted for a 9% positive currency effect and 2%
consolidationimpact, comparable sales were 2% above
2014.

Healthcare sales amounted to EUR 10,912 million,
which was EUR 1,726 million higher than in 2014 or 4%
higher on a comparable basis. Imaging Systems
achieved high-single-digit growth, Healthcare
Informatics, Solutions & Services posted mid-single-
digit growth, Customer Services reported low-single-
digit growth, while Patient Care & Monitoring Solutions
was in line with 2014. From a geographical perspective,
comparable sales in growth geographies showed high-
single-digit growth, and mature geographies recorded
low-single-digit growth.

Consumer Lifestyle reported sales of EUR 5,347 million,
which was EUR 616 million higher than in 2014, or 6%
higher on a comparable basis. Health & Wellness
achieved double-digit growth, Personal Care reported
high-single-digit growth, while Domestic Appliances
was in line with 2014. From a geographical perspective,
growth geographies achieved high-single-digit growth
and mature geographies registered low-single-digit
growth.

Lighting sales amounted to EUR 7,411 million, which was
EUR 542 million higher than in 2014 and 3% lower on a
comparable basis. Both Light Sources & Electronics and
Consumer Luminaires recorded a mid-single-digit
decline, while Professional Lighting Solutions remained
flat year-on-year. From a geographical perspective,
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comparable sales showed a mid-single-digit decline in
growth geographies and a low-single-digit decline in
mature geographies.

IG&S reported sales of EUR 574 million, which was EUR
31 million lower than in 2014. A decline in revenues as a
result of the OEM remote controls divestment, was
partly offset by higher sales from emerging business
areas.

The year 2014
The composition of sales growth in percentage termsin
2014, compared to 2013, is presented in the table below.

Philips Group
Sales growth composition in %
2014 versus 2013

com- consoli-
parable currency dation nominal
growth effects changes growth

Healthcare (2.0) (1.6) (0.5) 47
Consumer
Lifestyle 58 37 0.0 27
Lighting (2.6) 23) 1.0 3.9)
Innovation, Group
&Services (11.8) (0.1) 29 (9.0)
Philips Group (0.9) (2.0) 0.2 (2.7)

Group sales amounted to EUR 21,391 million in 2014,
which represents a 3% nominal decline compared to
2013.

Adjusted for a 2% negative currency effect, comparable
sales were 1% below the level of 2013. Comparable sales
were up 6% at Consumer Lifestyle. Healthcare and
Lighting saw comparable sales decline by 2% and 3%
respectively.

Healthcare sales amounted to EUR 9,186 million, which
was EUR 389 million lower than in 2013. Mid-single-
digit growth at Customer Services and low-single-digit
growth at Patient Care & Monitoring Solutions were
offset by a double-digit decline at Imaging Systems.
Healthcare Informatics, Solutions & Services sales were
in line with 2013. Mature geographies recorded a low-
single-digit decline, mainly due to North America and
Western Europe. Growth geographies also recorded a
low-single-digit decline, with solid growth in Latin
America and Middle East & Turkey offset by a double-
digit decline in China.

Consumer Lifestyle reported sales of EUR 4,731 million,
which was EUR 126 million higher than in 2013, or 6%
higher on a comparable basis. Health & Wellness
achieved double-digit growth and Domestic
Appliances high-single-digit growth, while Personal
Care recorded low-single-digit growth. Growth
geographies achieved high-single-digit growth, driven
by strong growth in China, India and Middle East &
Turkey. Mature geographies recorded low-single-digit
growth, with mid-single-digit growth in Western Europe
and other mature geographies and low-single-digit
growth in North America.
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Lighting sales amounted to EUR 6,869 million, which
was EUR 276 million lower than in 2013, or 3% lower on
a comparable basis. A high-single-digit decline at
Consumer Luminaires and mid-single-digit decline at
Light Sources & Electronics were tempered by low-
single-digit growth at Professional Lighting Solutions. A
low-single-digit decline was seen in mature
geographies, largely due to Western Europe and North
America. Growth geographies recorded a mid-single-
digit decline, mainly driven by China.

IG&S reported sales of EUR 605 million, which was EUR
60 million lower than in 2013, mainly due to lower
royalty income.

Earnings

The year 2015

In 2015, Philips’ gross margin was EUR 9,856 million, or
40.7% of sales, compared to EUR 8,206 million, or
38.4% of sales, in 2014. Gross margin in 2015 included
EUR 176 million of restructuring and acquisition-related
charges, whereas 2014 included EUR 249 million of
restructuring and acquisition-related charges. 2015 also
included charges of EUR 35 million related to the
devaluation of the Argentine peso, a EUR 28 million
currency revaluation of the provision for the Masimo
litigation and EUR 3 million related to the separation of
the Lighting business. Gross margin in 2014 included
charges of EUR 366 million related to the provision for
the Masimo litigation, EUR 68 million of impairment and
other charges related to industrial assets at Lighting,
EUR 46 million of mainly inventory write-downs related
to the voluntary suspension of production at the
Cleveland facility, and a past-service pension cost gain
of EUR 17 million. Excluding these items, gross margin
as a % of sales was broadly in line with 2014.

Selling expenses increased from EUR 5,124 million in
2014 to EUR 5,815 million in 2015. Selling expenses as a
% of total sales remained in line with 2014 at 24.0%. 2015
included EUR 62 million of restructuring and
acquisition-related charges, compared to EUR 128
million of restructuring charges in 2014. Selling
expenses in 2015 included charges of EUR 31 million
related to a legal provision and EUR 69 million related
to the separation of the Lighting business, while 2014
included a past-service pension cost gain of EUR 20
million. Excluding these items, selling expenses as a %
of sales were in line with 2014.

Research and development costs increased from EUR
1,635 million in 2014 to EUR 1,927 million in 2015.
Research and development costs in 2015 included EUR
16 million of restructuring and acquisition-related
charges, compared to EUR 34 million in 2014. Research
and development costs 2014 also included a past-
service pension gain of EUR 22 million and charges of
EUR 3 million of mainly write-downs related to the
voluntary suspension of production at the Cleveland
facility. The year-on-year increase was mainly due to
currency impact and higher spend at Healthcare and
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IG&S. As a percentage of sales, research and
development costs increased from 7.6% in 2014 to 7.9%
in 2015.

General and administrative expenses amounted to EUR
1,209 million, or 5.0% of sales, in 2015, compared to EUR
747 million, or 3.5% of sales, in 2014. 2015 included EUR
30 million of restructuring and acquisition related-
charges, compared to EUR 23 million in 2014. 2015 also
included charges of EUR 345 million mainly related to
settlements for pension de-risking and EUR 111 million
related to the separation of the Lighting business, while
2014 included a past-service pension cost gain of EUR
8 million. Excluding these items, the year-on-year
decrease was driven by reductions in all operating
sectors.

The overview below shows sales, IFO and Adjusted IFO
according to the 2015 sector classifications.

Philips Group
Sales, IFO and Adjusted IFO
in millions of EUR unless otherwise stated

2014 - 2015
Adjus-

Sales IFO % ted IFO" %
2015
Healthcare 10,912 819 7.5% 1,024 9.4%
Consumer
Lifestyle 5,347 621 11.6% 673 12.6%
Lighting 7,41 486 6.6% 594 8.0%
Innovation, Group
& Services 574 (934) - (919) -
Philips Group 24,244 992 4.1% 1,372 57%
2014
Healthcare 9,186 456  50% 616  6.7%
Consumer
Lifestyle 4731 520 11.0% 573  121%
Lighting 6,869 185 2.7% 293 43%
Innovation, Group
& Services 605 (675) - (661) -
Philips Group 21,391 486 2.3% 821 3.8%

Y For a reconciliation to the most directly comparable GAAP measures, see
chapter 15, Reconciliation of non-GAAP information, of this report

In 2015, IFO increased by EUR 506 million year-on-year
to EUR 992 million, or 4.1% of sales. Restructuring and
acquisition-related charges amounted to EUR 283
million, which included the Volcano acquisition,
compared to EUR 434 million in 2014. 2015 IFO also
included charges of EUR 345 million mainly related to
settlements for pension de-risking, EUR 183 million
relating to the separation of the Lighting business, EUR
35 million related to the devaluation of the Argentine
peso, EUR 31 million relating to legal provisions, EUR 28
million related to the currency revaluation of the
provision for the Masimo litigation, and a EUR 37 million
gain related to the sale of real estate assets. IFO in 2014
included charges of EUR 366 million related to the
provision for the Masimo litigation, EUR 244 million
related to the CRT antitrust litigation, EUR 68 million of
impairment and other charges related to industrial



assets at Lighting, EUR 49 million of mainly inventory
write-downs related to the Cleveland facility,and a EUR
67 million past-service pension cost gain.

Amortization and impairment of intangibles, excluding
software and capitalized product development costs,
amounted to EUR 380 millionin 2015, compared to EUR
332 million in 2014. In 2015, goodwill impairment
charges amounted to nil, while 2014 included charges
of EUR 3 million consisting of impairments on divested
businesses in Healthcare and Lighting, see note 11,
Goodwill.

Adjusted IFO increased from EUR 821 million, or 3.8% of
sales, in 2014 to EUR 1,372 million, or 5.7% of sales, in
2015. Adjusted IFO showed a year-on-year increase at
all sectors except IG&S.

Healthcare

Adjusted IFO amounted to EUR 1,024 million, or 9.4% of
sales, compared to EUR 616 million, or 6.7% of sales, in
2014. Adjusted IFO in 2015 included restructuring and
acquisition-related charges of EUR 168 million, which
included the Volcano acquisition, compared to EUR 70
millionin 2014. 2015 Adjusted IFO also included charges
of EUR 28 million related to the currency revaluation of
the provision for the Masimo litigation, EUR 8 million
related to the devaluation of the Argentine peso, and a
EUR 31 million legal provision. Adjusted IFO in 2014
included charges of EUR 366 million related to the
provision for the Masimo litigation, charges of EUR 49
million of mainly inventory write-downs related to
Cleveland, and a EUR 16 million past-service pension
cost gain. Excluding these items, the increase was
largely driven by higher volumes, partly offset by an
increase in Quality & Regulatory spend and higher
planned expenditure for growth initiatives.

Consumer Lifestyle

Adjusted IFO amounted to EUR 673 million, or 12.6% of
sales, a year-on-year increase of EUR 100 million. 2015
Adjusted IFO included restructuring and acquisition-
related charges of EUR 36 million and charges related
to the devaluation of the Argentine peso of EUR 13
million. 2014 Adjusted IFO included restructuring and
acquisition- related charges of EUR 9 millionand a EUR
11 million past-service pension cost gain. The year-on-
year increase was largely driven by cost productivity,
higher volumes, and product mix, partly offset by higher
restructuring and acquisition-related charges.

Lighting

Adjusted IFO amounted to EUR 594 million, or 8.0% of
sales, a year-on-year increase of EUR 301 million. 2015
Adjusted IFO included EUR 99 million of restructuring
and acquisition-related charges and EUR 14 million of
charges related to the devaluation of the Argentine
peso. 2014 Adjusted IFO included EUR 245 million of
restructuring and acquisition-related charges, EUR 68
million of impairment and other charges related to
industrial assets, and a EUR 13 million past-service
pension cost gain. The increase in Adjusted IFO was
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largely driven by cost productivity, improved LED
margins and lower restructuring and acquisition-
related charges.

Innovation, Group & Services

Adjusted IFO amounted to a net cost of EUR 919 million,
compared to EUR 661 million in 2014. Adjusted IFO in
2015 included a EUR 20 million net release of
restructuring charges, compared to EUR 113 million
restructuring charges in 2014. Adjusted IFO in 2015 also
included charges of EUR 183 million related to the
separation of the Lighting business, EUR 345 million
mainly related to settlements for pension de-risking,
and a EUR 37 million gain related to the sale of real
estate assets. Adjusted IFO in Q4 2014 also included
EUR 244 million of charges related to the CRT antitrust
litigation and a EUR 27 million past-service pension
cost gain. Excluding these items, the decrease in
Adjusted IFO was largely driven by higher Group and
Regional Costs, mainly related to information security
and Quality & Regulatory spend, investments in
emerging business areas, and lower licensing revenue
in IP Royalties.

The year 2014

In 2014, Philips’ gross margin was EUR 8,206 million, or
38.4% of sales, compared to EUR 9,337 million, or 42.5%
of sales, in 2013. Gross margin in 2014 included EUR 249
million of restructuring and acquisition-related charges,
whereas 2013 included EUR 48 million of restructuring
and acquisition-related charges. 2014 also included
charges of EUR 366 million related to the jury verdict in
the Masimo litigation, EUR 68 million of impairment and
other charges, EUR 46 million of mainly inventory
write-downs related to the voluntary suspension of
production at the Cleveland facility and a past service
pension cost gain of EUR 17 million. 2013 also included
a past service pension cost gain of EUR 38 million.
Excluding these items, the year-on-year decline was
mainly driven by operational decline at Healthcare and
Lighting as well as negative currency impacts.

Selling expenses increased from EUR 5,057 million in
2013 to EUR 5,124 million in 2014. 2014 included EUR 128
million of restructuring and acquisition-related charges,
and a past service pension cost gain of EUR 20 million,
while 2013 included EUR 45 million of restructuring
charges and a past service pension cost gain of EUR 28
million. The year-on-year increase was mainly
attributable to higher restructuring activities. Selling
expenses increased from 23.0% of sales to 24.0%.

Research and development costs decreased from EUR
1,659 million in 2013 to EUR 1,635 million in 2014.
Research and development costs in 2014 included EUR
34 million of restructuring and acquisition-related
charges, EUR 3 million of charges related to mainly
inventory write-downs at the Cleveland facility, and a
EUR 22 million past-service pension cost gain,
compared to EUR 2 million of restructuring and
acquisition-related charges and a EUR 11 million past-
service pension cost gain in 2013. The year-on-year
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decrease was mainly due to lower spend at IG&S, partly
offset by higher restructuring costs in all sectors. As a
percentage of sales, research and development costs
increased from 7.5% in 2013 to 7.6% in 2014.

General and administrative expenses amounted to EUR
747 million in 2014, compared to EUR 825 million in
2013. As a percentage of sales, costs decreased from
3.8% in 2013 to 3.5% in 2014. 2014 included EUR 23
million of restructuring and acquisition related-charges,
compared to EUR 5 million in 2013. 2014 also included
a EUR 8 million net past-service pension cost gain in
the Netherlands, while 2013 included a pension
settlement loss of EUR 30 million.

The overview below shows sales, IFO and Adjusted
IFO according to the 2014 sector classifications.

Philips Group
Sales, IFO and Adjusted IFO in millions of EUR
2013

Adjusted

Sales IFO % IFO" %
Healthcare 9,575 1,315 13.7% 1,512 15.8%
Consumer
Lifestyle 4,605 429  93% 483 10.5%
Lighting 7145 413 58% 580 8.1%
1G&S 665 (302) 0.0% (299) 0.0%
Philips Group 21,990 1,855 8.4% 2,276 10.4%

" For reconciliation to the most directly comparable GAAP measures, see
chapter 15, Reconciliation of non-GAAP information, of this report.

In 2014, IFO decreased by EUR 1,369 million year-on-
year to EUR 486 million, or 2.3% of sales. 2014 included
EUR 434 million of restructuring and acquisition-
related charges, compared to EUR 100 million in 2013.
2014 included EUR 366 million related to the jury verdict
in the Masimo litigation, EUR 49 million mainly related
to inventory write-downs in the Cleveland facility,
charges of EUR 244 million related to legal matters, EUR
68 million of impairment and other charges related to
industrial assets at Lighting, and a EUR 67 million past-
service pension cost gain in the Netherlands.

2013 IFO was also impacted by a net gain of EUR 47
million from a past-service pension cost gain and
related settlement loss in the US, as well as a EUR 21
million gain on the sale of a business in Healthcare.

Amortization and impairment of intangibles, excluding
software and capitalized product development costs,
amounted to EUR 332 million in 2014, compared to EUR
393 million in 2013. In 2014, goodwill impairment
charges amount to EUR 3 million consisting of
impairments on divested businesses in Healthcare and
Lighting. In 2013, goodwill impairment charges
amounted to EUR 28 million, including EUR 26 million
as aresult of reduced growth expectationsin Consumer
Luminaires, see Goodwill.
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Adjusted IFO declined from EUR 2,276 million, or 10.4%
of sales, in 2013 to EUR 821 million, or 3.8% of sales, in
2014. Adjusted IFO showed a year-on-year decrease at
all sectors except Consumer Lifestyle.

Healthcare

Adjusted IFO decreased from EUR 1,512 million, or 15.8%
of sales, in 2013 to EUR 616 million, or 6.7% of sales, in
2014. Restructuring and acquisition-related charges in
2013 were close to zero, compared to EUR 70 million in
2014. 2014 included EUR 366 million related to the jury
verdict in the Masimo litigation, EUR 49 million mainly
related to inventory write-downs in the Cleveland
facility, and a EUR 16 million past-service pension cost
gain in the Netherlands. 2013 included a past-service
pension cost gain of EUR 61 million and a gain on the
sale of a business of EUR 21 million. The decline

in Adjusted IFO was largely due to operational losses
related to the voluntary suspension of production at the
Cleveland facility and negative currency impacts.

Consumer Lifestyle

Adjusted IFO improved from EUR 483 million, or 10.5%
of sales, in 2013 to EUR 573 million, or 12.1% of sales, in
2014. 2014 included restructuring and acquisition-
related charges of EUR 9 million and a EUR 11 million
past-service pension cost gain in the Netherlands. 2013
included restructuring and acquisition-related charges
of EUR 14 million and a past-service pension cost gain
of EUR 1 million in the US. The increase was largely
driven by higher sales and operational improvements.

Lighting

Adjusted IFO declined from EUR 580 million, or 8.1% of
sales, in 2013 to EUR 293 million, or 4.3% of sales, in
2014. Restructuring and acquisition-related charges
amounted to EUR 245 millionin 2014, compared to EUR
83 million in 2013. 2014 Adjusted IFO included EUR 68
million of impairment and other charges related to
industrial assets and a EUR 13 million past-service
pension cost gain in the Netherlands, while

2013 Adjusted IFO included a past-service pension cost
gain of EUR 10 million in the US. The decrease

in Adjusted IFO was largely driven by higher
restructuring charges and lower sales volume.

Innovation, Group & Services

Adjusted IFO declined from a loss of EUR 299 million in
2013 to a loss of EUR 661 million in 2014. 2014 Adjusted
IFO included restructuring and acquisition-related
charges of EUR 113 million, provisions of EUR 244
million related to legal matters and a EUR 27 million
gain from a past-service pension cost gain in the
Netherlands. 2013 included restructuring and
acquisition-related charges of EUR 3 million and a
pension settlement loss of EUR 25 million. Excluding
these items, the year-on-year Adjusted IFO decline
was mainly driven by higher investments in emerging
business areas and lower IP income.
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The year 2015

Philips’ total advertising and promotion expenses were
EUR 1,000 millionin 2015, an increase of 10% compared
to 2014. The increase was mainly due to investments in
key growth geographies, such as China and India, and
mature geographies such as the United States and
Japan. The total advertising and promotion investment
as a percentage of sales was 4.1% in 2015, compared to
4.3% in 2014.

Philips brand value increased by 6% to over USD 10.9
billion in the 2015 ranking of the world’s 100 most
valuable brands, as measured by Interbrand. In the 2015
listing, Philips is ranked the 47th most valuable brand in
the world.

Philips Group
Advertising and promotion expenses in millions of EUR
2011 - 2015

4.3% 43%

40% 41% As a % of sales

3.7%

Advertising and promotion
expenses

1,000

The year 2014

Philips’ total advertising and promotion expenses were
EUR 913 million in 2014, an increase of 5% compared to
2013. The increase was mainly due to investments in
mature markets, such as the Netherlands, Germany and
United States. The advertising and promotion spend in
key growth geographies decreased by 5% compared to
2013, largely due to lower spend in China. The total
advertising and promotion investment as a percentage
of sales was 4.3% in 2014, compared to 4.0% in 2013.

Philips increased its brand value by 5% to over USD 10.3
billion in the 2014 ranking of the world’s 100 most
valuable brands, as measured by Interbrand. In the 2014
listing, Philips is now ranked the 42nd most valuable
brand in the world.

Research and development

The year 2015

Research and development costs increased from EUR
1,635 million in 2014 to EUR 1,927 million in 2015. 2015
included EUR 16 million of restructuring and
acquisition-related charges, compared to EUR 34
million in 2014. 2014 also included a past-service
pension gain of EUR 22 million and charges of EUR 3
million of mainly inventory write-downs related to
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Cleveland. The year-on-year increase was mainly due
to currency impact and higher spend at Healthcare and
IG&S. As a percentage of sales, research and

development costs increased from 7.6% in 2014 to 7.9%.

Philips Group
Research and development expenses in millions of EUR
201 - 2015

77% 78% 79% As a % of sales

5% 16%

1927

Research and development
expenses

1,659 1635

1543

Philips Group
Research and development expenses in millions of EUR
2013 - 2015

2013 2014 2015

Healthcare 810 822 1,073

Consumer Lifestyle 268 263 301

Lighting 313 330 315

Innovation, Group & Services 268 220 238

Philips Group 1,659 1,635 1,927
The year 2014

Research and development costs decreased from EUR
1,659 million in 2013 to EUR 1,635 million in 2014. 2014
included EUR 34 million of restructuring and
acquisition-related charges, compared to EUR 2 million
in 2013. 2014 also included a past-service pension gain
of EUR 22 million and charges of EUR 3 million of mainly
inventory write-downs related to Cleveland, compared
to a past-service pension gain of EUR 11 million
reported in 2013. The year-on-year decrease was
driven by IG&S, partly offset by increases at Healthcare
and Lighting. As a percentage of sales, research and
development costs increased from 7.5% in 2013 to 7.6%.

Pensions

The year 2015

In 2015, the total costs of post-employment benefits
amounted to EUR 559 million for defined benefit plans
and EUR 293 million for defined contribution plans,
compared to EUR 241 million and EUR 144 million
respectively in 2014. Excluding 2015 pension de-risking
cost and the 2014 past service cost gain, defined benefit
costs decreased by EUR 92 million compared to 2014.
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The above costs are reported in Operating expenses
except for the net interest cost component which is
reported in Financial income and expense. The net
interest cost for defined benefit plans was EUR 72
million in 2015 (2014: EUR 59 million).

2015 included settlement costs of EUR 329 million
mainly related to the settlement of the UK plan, results
of other de-risking actions in the UK prior to the
settlement and the settlement of parts of the US
pension plan. Past-service costs of EUR 14 million were
recognized related to de-risking actions taken in the UK
prior to the settlement of the plan, including a past-
service cost for GMP Equalization in the same UK plan.
Some smaller plan changes in other countries resulted
in a small past service cost gain. Due to the above, and
the change to defined contribution accounting for the
Dutch pension plan, which is explained in the pension
note, the Company’s Defined Benefit Obligation in 2015
decreased from EUR 27 billion to EUR 4.5 billion at the
end of 2015.

2014 included past-service cost gains in the
Netherlands of EUR 67 million, which were mainly
related to the mandatory plan change in the
Netherlands, where a salary cap of EUR 100,000 must
be applied to the pension salary with effect from
January 1, 2015. This change lowers the Company’s
Defined Benefit Obligation, which is recognized as a
past-service cost gain. Compensatory measures are
given in wages for employees impacted.

The overall funded status in 2015 decreased as the
surpluses of the Netherlands and the UK plan are no
longer included due to their settlements in 2015. The
pension deficits recognized in our balance sheet
decreased mainly due to the above mentioned de-
risking actions in the US. The surpluses of the
Netherlands and the UK plan were not recognized in the
balance sheet due to the asset ceiling test and therefore
their settlement does not impact the pension balances
as per the Company’s accounting policy.

For further information, refer to note 20, Post-
employment benefits.

The year 2014

In 2014, the total costs of post-employment benefits
amounted to EUR 241 million for defined-benefit plans
and EUR 144 million for defined-contribution plans,
compared to EUR 291 million and EUR 134 million
respectively in 2013.

The above costs are reported in Operating expenses
except for the net interest cost component which is
reported in Financial income and expense. The net
interest cost for defined-benefit plans was EUR 59
million in 2014 (2013: EUR 71 million).

2014 included past-service cost gains in the

Netherlands of EUR 67 million, which were mainly
related to the mandatory plan change in the
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Netherlands, where a salary cap of EUR 100,000 must
be applied to the pension salary with effect from
January 1, 2015. This change lowers the Company’s
Defined Benefit Obligation which is recognized as a
past-service cost gain. Compensatory measures are
given in wages for employees impacted.

2013 included past-service cost gains of EUR 81 million,
which included EUR 78 million related to the
announced freeze of accrual after December 31, 2015
for salaried workers in the Company’s US defined-
benefit pension plan. In the same US plan a settlement
loss of EUR 31 million was recognized in 2013 following
a lump-sum offering to terminated vested employees.

This offering resulted in settling the pension obligations
towards these employees. The past-service cost gain is
allocated to the respective sectors of the US employees
involved, whereas the settlement loss is allocated fully
to Pensions in IG&S as it related to inactive employees.

The overall funded status of our defined-benefit
pension plansin 2014 decreased compared to 2013 due
to a decrease in discount rates used to measure the
defined benefit obligation. The deficits recognized on
our balance sheet increased by approximately EUR 393
million due to lower discount rates in the US and
Germany and a new adopted mortality table in the US.

In 2014, further progress was made in managing the
financial exposure to defined-benefit plans by two
further buy-ins in the UK plan.

For further information, refer to note 20, Post-
employment benefits.

Restructuring and impairment charges

The year 2015

In 2015, IFO included net charges totaling EUR 171
million for restructuring. In addition to the annual
goodwill-impairment tests for Philips, trigger-based
impairment tests were performed during the year,
resulting in a goodwill impairment of nil.

2014 included EUR 414 million of restructuring charges
and a goodwill impairment of EUR 2 million at Lighting
and EUR 1 million at Healthcare.

For further information on sensitivity analysis, please
refer to note 11, Goodwiill.

In 2015, the most significant restructuring projects
related to Lighting and Healthcare and were driven by
industrial footprint rationalization and the overhead
cost reduction program. Restructuring projects at
Lighting centered on the declining conventional lamps
industry and Professional Lighting Solutions, the largest
of which took place in France and Indonesia.
Restructuring projects at Healthcare mainly took place
in the US and France. Consumer Lifestyle restructuring
projects were mainly related to ltaly.



In 2014, the most significant restructuring projects
related to Lighting and IG&S and were driven by
industrial footprint rationalization and the Accelerate!
transformation program. Restructuring projects at
Lighting centered on Light Sources & Electronics and
Professional Lighting Solutions, the largest of which
took place in Belgium, the Netherlands and France.
Innovation, Group & Services restructuring projects
were mainly related to IT and group and country
overheads and centered primarily on the Netherlands,
the US and Belgium. Restructuring projects at
Healthcare mainly took place in the US and the
Netherlands. Consumer Lifestyle restructuring projects
were mainly in the Netherlands.

For furtherinformation on restructuring, refer to note 19,
Provisions.

Philips Group
Restructuring and related charges in millions of EUR
2013 - 2015

2013 2014 2015
Restructuring and related charges per
sector:
Healthcare (6) 68 61
Consumer Lifestyle 10 8 37
Lighting 77 225 93
Innovation, Group & Services 3 n3 (20)
Continuing operations 84 414 7m
Discontinued operations 33 18 5
Cost breakdown of restructuring and
related charges:
Personnel lay-off costs 95 354 194
Release of provision (62) (36) (88)
Restructuring-related asset
impairment 25 57 46
Other restructuring-related costs 26 39 19
Continuing operations 84 414 7m
Discontinued operations 33 18 5

The year 2014

In 2014, IFO included net charges totaling EUR 414
million for restructuring. In addition to the annual
goodwill-impairment tests for Philips, trigger-based
impairment tests were performed during the year,
resulting in a goodwill impairment of EUR 1 million at
Healthcare and EUR 2 million at Lighting.

2013 included EUR 84 million of restructuring charges
and a goodwill impairment of EUR 2 million at
Healthcare and EUR 26 million at Consumer
Luminaires, mainly as a consequence of reduced
growth rates resulting from a slower-than-anticipated
recovery of certain markets, as well as delays in the
introduction of new product ranges.

For further information on sensitivity analysis, please
refer to note 11, Goodwill.

In 2014, the most significant restructuring projects
related to Lighting and IG&S and were driven by
industrial footprint rationalization and the Accelerate!
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transformation program. Restructuring projects at
Lighting centered on Light Sources & Electronics and
Professional Lighting Solutions, the largest of which
took place in the Belgium, Netherlands and France.
Innovation, Group & Services restructuring projects
mainly were related to IT and group and country
overheads and centered primarily on the Netherlands,
US and Belgium. Restructuring projects at Healthcare
mainly took place in the US and the Netherlands.
Consumer Lifestyle restructuring projects were mainly
in the Netherlands.

In 2013, the more significant restructuring projects were
related to industrial footprint rationalization at Lighting.
The largest projects were centered at Consumer
Luminaires and Light Sources & Electronics, mainly in
the Unites States, France and Belgium. Innovation
Group & Services restructuring projects were largely
focused on the Financial Operations Service Units,
primarily in Italy, France and the United States.
Restructuring projects at Consumer Lifestyle were
mainly seen at Personal Care in the Netherlands and
Austria and Coffee in Italy.

For further information on restructuring, refer to note 19,
Provisions.

Financial income and expenses

The year 2015
A breakdown of Financial income and expenses is
presented in the table below.

Philips Group
Financial income and expenses in millions of EUR
2013 - 2015

2013 2014 2015
Interest expense (net) (269) (251) (302)
Sale of securities - 60 20
Impairments (10) 17) (46)
Other (51) (93) (47)
Financial income and expenses (330) (301) (369)

Net interest expense in 2015 was EUR 51 million higher
than in 2014, mainly due to a weaker euro against the
US dollarinrelation to interest expenses on USD bonds.

The gain from the sale of stakes in 2015 amounted to
EUR 20 million, mainly from Assembléon Technologies
B.V, Silicon & Software Systems and other equity
interest.

Impairments amounted to EUR 46 million mainly due
to valuation allowances.

Other financial expense amounted to EUR 41 million in
2015, primarily consisting of interest expense related to
the jury verdict in the Masimo litigation, and accretion
expense associated with other discounted provisions.

For further information, refer to note 7, Financialincome
and expenses.
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The year 2014

The net interest expense in 2014 was EUR 18 million
lower than in 2013, mainly as a result of lower average
outstanding debt and interest related to pensions in
2014.

The gain from the sale of stakes in 2014 amounted to
EUR 60 million, mainly from Neusoft, Chimei Innolux,
Gilde Ill and Sapiens.

Other financial income was a EUR 93 million in 2014,
primarily consisting of interest expense related to the
jury verdict in the Masimo litigation, and accretion
expense associated with other discounted provisions
and uncertain tax positions.

Other financialincome was a EUR 51 million loss in 2013,
primarily consisting of a EUR 25 million accretion
expense (mainly associated with discounted
provisions) and EUR 24 million of other financing
charges.

For furtherinformation, refer to note 7, Financialincome
and expenses.

Income taxes

The year 2015

Income taxes amounted to EUR 239 million, compared
to EUR 26 million in 2014. The effective income tax rate
in 2015 was 38.4%, compared to 14.1% in 2014. The
increase was mainly due to a significant change in the
geographical mix of actual profits and the absence of
various items that reduced the charge in the prior year,
in particular favorable tax regulations relating to R&D
investments in 2014.

For 2016, we expect our effective tax rate to be in the
30% to 35% range. However, the actual rate will depend
on the geographical mix of actual profits.

For further information, refer to note 8, Income taxes.

The year 2014

Income taxes amounted to EUR 26 million, compared
to EUR 466 millionin 2013. The effective income tax rate
was 14.1%. The decrease in 2014 was mainly due to
lower income before tax and application of favorable
tax regulations relating to R&D investments. The
comparable effective income tax rate for 2013 was
30.6%.
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Results of investments in associates

The year 2015

Philips Group
Results of investments in associates in millions of EUR
2013 - 2015

2013 2014 2015
Company’s participation in income 5 30 10
Investment impairment and other items (30) - 19
Dilution gain - 32 1
Results of Investments in associates (25) 62 30

Results related to investments in associates decreased
from a gain of EUR 62 million in 2014 to a gain of EUR

30 millionin 2015. 2015 included proceeds from the sale
of Assembléon Technologies B.V., while 2014 included

a EUR 32 million dilution gain related to Philips’ stake

in Corindus Vascular Robotics.

The Company'’s participation in income decreased from
EUR 30 million in 2014 to EUR 10 million in 2015. The
gain in 2015 was mainly attributable to the results of
Philips Medical Capital.

For further information, refer to note 5, Interests in
entities.

The year 2014

The results related to investments in associates
improved from a loss of EUR 25 million in 2013 to a gain
of EUR 62 million in 2014. 2014 included a EUR 32
million dilution gain related to Philips’ stake in Corindus
Vascular Robotics, while 2013 included a provision for
the net impact of expected payments related to the
agreed transfer of the remaining 30% stake in the TP
Vision joint venture.

The Company’s participation in income increased from
EUR 5 million in 2013 to a gain of EUR 30 million in 2014.
The gain in 2013 was mainly attributable to the results
of Philips Medical Capital.

For further information, refer to note 5, Interests in
entities.

Non-controlling interests

The year 2015

Net income attributable to non-controlling interests
amounted to a gain of EUR 14 million in 2015, compared
to a loss of EUR 4 million in 2014.

The year 2014

Net income attributable to non-controlling interests
amounted to a loss of EUR 4 million in 2014, compared
to a gain of EUR 3 million in 2013.
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The year 2015

Discontinued operations consist primarily of the
combined businesses of Lumileds and Automotive, the
Audio, Video, Multimedia & Accessories business, and
the Television business. The results related to these
businesses are reported under Discontinued
operations in the Consolidated statements of income
and Consolidated statements of cash flows.

In 2014, Philips announced the start of the process to
combine the Lumileds and Automotive Lighting
businesses into a stand-alone company and explore
strategic options to attract capital from third-party
investors for this combined business.

As announced on January 22, 2016, Philips and GO
Scale Capital have withdrawn their filing with the
Committee of Foreign Investment in the United States
(CFIUS) and terminated the agreement pursuant to
which the consortium led by GO Scale Capital would
acquire an 80.1% interest in the combined businesses
of Lumileds and Automotive. Despite the parties’
extensive efforts to mitigate CFIUS’ concern, regulatory
clearance has not been granted for this particular
transaction. Philips is actively discussing the sale of the
business with potential buyers and expects a
transaction to be completed in the year 2016.

Income from discontinued operations increased by
EUR 55 million to EUR 245 million in 2015. The year-on-
year increase was mainly due to the positive impact
from the treatment of depreciation and amortization of
assets held for sale. Income from discontinued
operations mainly consisted of net income of EUR 246
million related to the combined businesses of Lumileds
and Automotive and a net loss of EUR 1 million, mainly
related to the Audio, Video, Multimedia & Accessories
and Television business.

For further information, refer to note 3, Discontinued
operations and other assets classified as held for sale.

The year 2014

Discontinued operations consist primarily of the
combined businesses of Lumileds and Automotive, the
Audio, Video, Multimedia and Accessories (AVM&A)
business, and the Television business. The results
related to these businesses are reported under
Discontinued operations in the Consolidated
statements of income and Consolidated statements of
cash flows.

On June 30, 2014, Philips announced the start of the
process to combine the Lumileds and Automotive
Lighting businesses into a stand-alone company and
explore strategic options to attract capital from third-
party investors for this combined business.
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The AVM&A business, also known as WooX Innovations,
was divested to Gibson Brands Inc. in June 2014. The
Television business was divested as part of a strategic
partnership agreement with TPV Technology Ltd (TPV)
that was signed on April 1, 2012. Philips retained a 30%
interest in TP Vision Holdings BV (TP Vision venture)
and on May 29, 2014 transferred the remaining 30%
stake in TP Vision to TPV. After completion, TPV fully
owns TP Vision, which will enable further integration
with TPV’s TV business.

Income from discontinued operations increased by
EUR 52 million to EUR 190 million in 2014. The year-on-
year increase was mainly due to a net gain related to
the divestment of our Television business. Income from
discontinued operations mainly consisted of net
income of EUR 141 million related to the combined
businesses of Lumileds and Automotive, EUR 18 million
related to AVM&A, and EUR 31 million mainly related to
other dicontinued operations mainly netincome on the
Television business, partly offset by the European
Commission’s Smartcard fine.

For further information, refer to note 3, Discontinued
operations and other assets classified as held for sale.

Net income

The year 2015

Net income increased from EUR 411 million in 2014 to
EUR 659 million in 2015. The increase was largely due
to higher IFO of EUR 506 million and net income from
discontinued operations of EUR 55 million, partly offset
by higher income tax charges of EUR 213 million and
lower results from investments in associates of EUR 32
million.

Basic earnings per common share from net income
attributable to shareholders increased from EUR 0.45
per common share in 2014 to EUR 0.70 per common
share in 2015.

The year 2014

Net income decreased from EUR 1,172 million in 2013 to
EUR 411 million in 2014. The decrease was largely due
to lower IFO of EUR 1,369 million, partly offset by lower
income tax charges of EUR 440 million and higher
results from investment in associates of EUR 87 million.

Basic earnings per common share from net income
attributable to shareholders decreased from EUR 1.28
per common share in 2013 to EUR 0.45 per common
share in 2014.

Acquisitions and divestments

Acquisitions

In 2015, Philips completed four acquisitions, the largest
were Volcano Corporation, an image-guided therapy
company based in the United States, and Blue Jay
Consulting, a leading provider of hospital emergency

Annual Report 2015 43



5114

44

Group performance 5113

room consulting services. Acquisitions in 2015 and prior
years led to post-merger integration charges of EUR 107
million in Healthcare and EUR 5 million in Lighting.

In 2014, Philips acquired Unisensor, a Danish healthcare
company, and a 51% interest in General Lighting
Company (GLC) based in the Kingdom of Saudi Arabia.
Philips also purchased some minor magnetic
resonance imaging (MRI) activities from Hologic, a US
healthcare company. Acquisitions in 2014 and prior
years led to post-merger integration charges of EUR 1
million in Healthcare, EUR 1 million in Consumer
Lifestyle and EUR 19 million in Lighting.

In 2013, there were four minor acquisitions. Acquisitions
in 2013 and prior years led to post-merger integration
charges of EUR 6 million in Healthcare, EUR 4 million in
Consumer Lifestyle EUR, and 6 million in Lighting.

Divestments

In 2015, Philips completed seven divestments, which
include, the sale of Assembléon Holding BV., OEM
Remote Controls, Axsun Technologies LLC, and several
small businesses within Healthcare and Lighting.

In 2014, Philips completed the divestment of its
Lifestyle Entertainment activities to Gibson Brands Inc.
Philips also completed two other divestments of
business activities which related to Healthcare and
Lighting activities.

In 2013, Philips completed several divestments of
business activities, mainly related to certain Healthcare
activities.

For details, please refer to note 4, Acquisitions and
divestments.

Performance by geographic cluster

The year 2015

In 2015, sales increased 13% nominally, largely due to
favorable foreign exchange impacts, and 2% on a
comparable basis, driven by Healthcare and Consumer
Lifestyle.

Sales in mature geographies were EUR 1,832 million
higher thanin 2014, or 1% higher on a comparable basis.
Sales in Western Europe were 1% higher than in 2014,
with growth at Healthcare and Consumer Lifestyle
partly offset by a decline at Lighting. Sales in North
America increased by EUR 1,417 million, or 1% on a
comparable basis. Comparable sales in other mature
geographies showed a 3% increase, with growth at
Healthcare and Consumer Lifestyle, while Lighting was
in line with 2014.

In growth geographies, sales increased by EUR 1,021
million, or 4% on a comparable basis, with high-single-
digit growth at Consumer Lifestyle and Healthcare,
partly offset by a mid-single digit decline at Lighting.
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Double-digit growth in Central & Eastern Europe and
high-single-digit growth in Asia Pacific and India were
partly offset by flat growth year-on-year in China.

Philips Group
Comparable sales growth by geographic cluster” in %
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" For areconciliation to the most directly comparable GAAP measures,
see chapter 15, Reconciliation of non-GAAP information, of this report

Philips Group
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The year 2014

In 2014, sales declined 1% on a comparable basis (-3%
nominally largely due to unfavorable foreign exchange
impacts) mainly driven by Healthcare and Lighting.

Salesin mature geographies were EUR 318 million lower
than in 2013, or 1% lower on a comparable basis. Sales
in Western Europe were 1% lower than in 2013, with
declines at Healthcare and Lighting partly offset by
growth at Consumer Lifestyle. Sales in North America
declined by EUR 205 million, or 2% on a comparable
basis. Comparable sales in other mature geographies
showed a 1% decline, with growth at Healthcare and
Consumer Lifestyle offset by a decline at Lighting and
IG&S.

In growth geographies, sales declined by EUR 281
million mainly due to unfavorable foreign exchange
impacts and were flat on a comparable basis, with high-
single-digit growth at Consumer Lifestyle offset by a
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decline at Healthcare and Lighting. Strong growth was
achieved in India and Middle East & Turkey, while
decline was seen in China and Russia & Central Asia.

Cash flows provided by continuing
operations

The year 2015

Cash flows from operating activities

Net cash flows from operating activities amounted to
EUR 1,167 million in 2015, which was EUR 136 million
lower than in 2014, mainly due to pension settlement
costs and CRT litigation claims, partly offset by higher
earnings.

Philips Group
Cash flows from operating activities and net capital
expenditures in millions of EUR

201 - 2015
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Condensed consolidated statements of cash flows for
the years ended December 31, 2013, 2014 and 2015 are
presented below:

Philips Group

Condensed consolidated cash flow statements”
in millions of EUR

2013 - 2015

2013 2014 2015
Net income 1,172 an 659

Adjustments to reconcile net income
to net cash provided by operating

activities (260) 892 508
Net cash provided by operating
activities 912 1,303 1,167

Net cash used for investing activities (862) (984) (1,941)
Cash flows before financing

activities? 50 319 (774)
Net cash used for financing activities  (1,241) (1189) 508
Cash used for continuing

operations (1191) (870) (266)
Net cash (used for) provided by

discontinued operations (15) 193 79
Effect of changes in exchange rates

on cash and cash equivalents (63) 85 80

Total change in cash and cash

equivalents (1,369) (592) (107)
Cash and cash equivalents at the
beginning of year 3,834 2,465 1,873
Cash and cash equivalents at the
end of year 2,465 1,873 1,766

7 Please refer to section 12.7, Consolidated statements of cash flows, of
this report
Please refer to chapter 15, Reconciliation of non-GAAP information, of
this report

2

Cash flows from investing activities

In 2015, cash flows from investing activities resulted in
a net outflow of EUR 1,941 million. This was attributable
to EUR 1,137 million used for acquisitions of businesses
and non-current financial assets, EUR 842 million cash
used for net capital expenditures, and EUR 72 million
used for derivatives and current financial assets, partly
offset by EUR 110 million of net proceeds from non-
current financial assets and divestments.

In 2014, cash flows from investing activities resulted in
a net outflow of EUR 984 million. This was attributable
to EUR 806 million cash used for net capital
expenditures, EUR 258 million used for acquisitions of
businesses and non-current financial assets, and EUR
7 million used for derivatives and current financial
assets, partly offset by EUR 87 million of net proceeds
from non-current financial assets and divestments.

Net capital expenditures

Net capital expenditures amounted to a cash outflow
of EUR 842 million, compared to an outflow of EUR 806
million in 2014. The year-on-year increase was mainly
due to higher investments at Healthcare and Lighting.
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Philips Group

Cash flows from acquisitions and financial assets,
divestments and derivatives in millions of EUR
2011 - 2015
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Acquisitions and non-current financial assets
The net cash impact of acquisitions of businesses and
non-current financial assets in 2015 was a total of EUR
1,137 million. There was a EUR 1,116 million outflow for
acquisitions of businesses, mainly related to the
acquisition of Volcano and a EUR 21 million outflow for
non-current financial assets.

The net cash impact of acquisitions of businesses and
non-current financial assets in 2014, was a total of EUR
258 million. There was a EUR 177 million outflow for
acquisitions of businesses mainly related to the
acquisition of a 51% interest in the General Lighting
Company (GLC) in the Kingdom of Saudi Arabia, and a
EUR 81 million outflow for non-current financial assets,
mainly in the form of a EUR 60 million loan to TPV
Technology Limited.

Divestments, derivatives and current financial
assets

Cash proceeds of EUR 110 million were received, mainly
from the divestment of the Assembléon Holding BV,
the OEM remote control business and Axsun
Technologies LLC. Cash flows from derivatives and
current financial assets led to a net cash outflow of EUR
72 million.

In 2014, cash proceeds of EUR 87 million were received,
mainly from the divestment of the Shakespeare
business and the sale of shares in Neusoft. Cash flows
from derivatives and current financial assets led to a net
cash outflow of EUR 7 million.

Cash flows from financing activities

Net cash provided by financing activities in 2015 was
EUR 508 million. Philips’ shareholders were given EUR
730 million in the form of a dividend, of which the cash
portion of the dividend amounted to EUR 298 million.
The net impact of changes in debt was an increase of
EUR 1,231 million. Additionally, net cash outflows for
share buy-back and share delivery totaled EUR 425
million.

Annual Report 2015

Net cash used for financing activities in 2014 was EUR
1,189 million. Philips’ shareholders were given EUR 729
million in the form of a dividend, of which the cash
portion of the dividend amounted to EUR 292 million.
The net impact of changes in debt was a decrease of
EUR 301 million. Additionally, net cash outflows for
share buy-back and share delivery totaled EUR 596
million.

The year 2014

Cash flows from operating activities

Net cash flow from operating activities amounted to
EUR 1,303 million in 2014, which was EUR 391 million
higher than in 2013, mainly due to higher inflows from
working capital reductions.

Cash flows from investing activities

In 2014, cash flow from investing activities resulted in a
net outflow of EUR 984 million. This was attributable to
EUR 806 million cash used for net capital expenditures,
EUR 258 million used for acquisitions of businesses and
non-current financial assets, and EUR 7 million used for
derivatives and current financial assets, partly offset by
EUR 87 million of net proceeds from non-current
financial assets and divestments.

In 2013, cash flows from investing activities resulted in
a net outflow of EUR 862 million. This was attributable
to EUR 830 million cash used for net capital
expenditures, EUR 101 million cash used for derivatives
and current financial assets, as well as a EUR 24 million
used for acquisitions of businesses and non-current
financial assets, partly offset by EUR 93 million of net
proceeds from divestment.

Net capital expenditures

Net capital expenditures amounted to a cash outflow
of EUR 806 million, compared to an outflow of EUR 830
million in 2013. The year-on-year decrease was mainly
due to lower investments at Healthcare and Lighting.

Acquisitions and non-current financial assets
The net cash impact of acquisitions of businesses and
non-current financial assets in 2014 was a total of EUR
258 million. There was a EUR 177 million outflow for
acquisitions of businesses, mainly related to the
acquisition of a 51% interest in the General Lighting
Company (GLC) in The Kingdom of Saudi Arabia (KSA),
and a EUR 81 million outflow for non-current financial
assets, mainly in the form of a EUR 60 million loan to
TPV Technology Limited.

The net cash impact of acquisitions of businesses and
non-current financial assets in 2013 was a total of EUR
24 million. There was a EUR 11 million outflow for
acquisitions of businesses and a EUR 13 million outflow
for non-current financial assets.
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Divestments, derivatives and current financial
assets

Cash proceeds of EUR 87 million were received from
divestment of the Shakespeare business and the sale
of shares in Neusoft. Cash flows from derivatives and
current financial assets led to a net cash outflow of EUR
7 million.

In 2013, cash proceeds of EUR 93 million were received
from divestments, mainly of non-strategic businesses
within Healthcare. Cash flows from derivatives and
current financial assets led to a net cash outflow of EUR
101 million.

Cash flows from financing activities

Net cash used for financing activities in 2014 was EUR
1,189 million. Philips’ shareholders were given EUR 729
million in the form of a dividend, of which the cash
portion of the dividend amounted to EUR 292 million.
The net impact of changes in debt was a decrease of
EUR 301 million. Additionally, net cash outflows for
share buy-back and share delivery totaled EUR 596
million.

Net cash used for financing activities in 2013 was EUR
1,241 million. Philips’ shareholders were given EUR 678
million in the form of a dividend, of which the cash
portion of the dividend amounted to EUR 272 million.
The net impact of changes in debt was a decrease of
EUR 407 million, including the redemption of a USD 143
million bond. Additionally, net cash outflows for share
buy-back and share delivery totaled EUR 562 million.

Cash flows from discontinued operations

The year 2015

In 2015, cash inflow from discontinued operations as
reported within operating activities amounted to EUR
79 million, mainly attributable to a cash inflow of EUR
115 million from the Automotive and Lumileds
businesses, offset by a cash outflow from the Audio,
Video, Multimedia & Accessories business of EUR 37
million.

In 2014, cash inflow from discontinued operations
amounted to EUR 193 million. Cash flows from the
businesses reported in operating activities amounted to
a EUR 105 million cash inflow, mainly attributable to a
cash inflow from the Automotive and Lumileds
businesses of EUR 240 million, offset by cash outflow
from the Audio, Video, Multimedia & Accessories
business of EUR 107 million. The cash consideration
received for the sale of Audio, Video, Multimedia &
Accessories business amounted to EUR 88 million and
was reported as cash flow from investing activities.

The year 2014

In 2014, cash from discontinued operations amounted
to an inflow of EUR 193 million. The combined
Automotive and Lumileds businesses had a cash inflow
of EUR 240 million attributable to operating activities.
The Television business used net cash of EUR 8,
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attributable to operating activities. The Audio, Video
Multimedia and Accessories business used net cash of
EUR 19 million, with cash outflows from operating
activities of EUR 107 million, partly offset by EUR 88
million of cash inflows from investing activities.

In 2013, cash from discontinued operations amounted
to an outflow of EUR 115 million. Cash flows from the
businesses reported in operating activities caused by a
cash outflow of EUR 68 million, mainly due to cash
outflows of the Television business of EUR 91 million,
and of the Audio, Video, Multimedia and Accessories
business of EUR 72 million offset by a cash inflow of the
Automotive and Lumileds businesses of EUR 94 million.
A cash outflow of EUR 47 million related to the
divestment of the Television business reported in cash
flow from investing activities.

Financing

The year 2015
Condensed consolidated balance sheets for the years
2013, 2014 and 2015 are presented below:

Philips Group
Condensed consolidated balance sheet? in millions of EUR
2013 - 2015

2013 2014 2015

Intangible assets 9,766 10,526 12,216

Property, plant and equipment 2,780 2,095 2,322

Inventories 3,240 3,314 3,463

Receivables 4,892 5,040 5,287

Assets held for sale 507 1,613 1,809

Other assets 2,909 3,891 413

Payables (5,435) (5,293) (5,652)
Provisions (2,554) (3,445) (3,225)
Liabilities directly associated with

assets held for sale (348) (349) (407)
Other liabilities (3,094) (4,193) (4,152)
Net asset employed 12,663 13,199 15,774

Cash and cash equivalents 2,465 1,873 1,766

Debt (3,901) (4104)  (5,760)
Net debt (1,436) (2,231) (3,994)
Non-controlling interests (13) (101) M8)
Shareholders’ equity (M,214) (10,867) (11,662)
Financing (12,663) (13199) (15,774)

U Please refer to section 12.6, Consolidated balance sheets, of this report

Philips expects the financing in 2016 to be broadly in
line with 2015.

Cash and cash equivalents

The year 2015

In 2015, cash and cash equivalents decreased by EUR
107 million to EUR 1,766 million at year-end. The
decrease was mainly attributable to an outflow of EUR
1,137 on acquisitions mainly related to Volcano, cash
outflows for treasury share transactions of EUR 425
million, and a cash dividend payout of EUR 298 million.
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This was partly offset by EUR 1,231 million from
increases in debt, EUR 325 million free cash flow and
EUR 110 million related to divestments.

Philips Group
Cash balance movements in millions of EUR
2015
2014 [ 1873
Divestments o
Free cash flow M 325
Other +8”
Debt I 1231
Acquisitions -137 [
Treasury share transaction -425 -
Dividend -298 H
Discontinued operations |79
2015 [ 1766
-107 4

Y Please refer to chapter 15, Reconciliation of non-GAAP information, of
this report
2 Includes cash flow for derivatives and currency effect

The year 2014

In 2014, cash and cash equivalents decreased by EUR
592 million to EUR 1,873 million at year-end. The
decrease was mainly attributable to an outflow on cash
outflows for treasury share transactions of EUR 596
million, cash dividend payout of EUR 292 million, EUR
301 million from decreases in debt and a EUR 258
million outflow related to acquisitions. This was partly
offset by a EUR 497 million free cash flow.

In 2013, cash and cash equivalents decreased by EUR
1,369 million to EUR 2,465 million at year-end. The
decrease was mainly attributable to an outflow on net
capital expenditures of EUR 830 million, cash outflow
for treasury share transactions of EUR 562 million, cash
dividend payout of EUR 272 million, EUR 407 million
from decreases in debt and a EUR 115 million outflow
related to discontinued operations. This was partly
offset by a EUR 912 million inflow from operations.

Debt position

The year 2015

Total debt outstanding at the end of 2015 was EUR
5,760 million, compared with EUR 4,104 million at
the end of 2014.

Philips Group

Changes in debt in millions of EUR

2013 - 2015

2013 2014 2015

New borrowings (64) (69) (1,335)
Repayments 471 370 104
Currency effects and consolidation
changes 226 (504) (425)
Changes in debt 633 (203) (1,656)
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In 2015, total debt increased by EUR 1,656 million. New
borrowings of EUR 1,335 million were mainly due to a
short-term bridging loan with low interest rate used for
the Volcano acquisition, while repayments amounted
to EUR 104 million. Other changes resulting from
consolidation and currency effects led to an increase of
EUR 425 million.

In 2014, total debt increased by EUR 203 million. New
borrowings of EUR 69 million consisted mainly of
replacements to lease contracts. Repayment of EUR
370 million included a EUR 250 million repayment of a
five-year loan. Other changes resulting from
consolidation and currency effects led to an increase of
EUR 504 million.

At the end of 2015, long-term debt as a proportion of

the total debt stood at 71% with an average remaining
term of 10.7 years, compared to 90% and 11.6 years at
the end of 2014.

For further information, please refer to note 18, Debt.

The year 2014

Total debt outstanding at the end of 2014 was EUR 4,104
million, compared with EUR 3,901 million at the end of
2013.

In 2014, total debt increased by EUR 203 million. New
borrowings of EUR 69 million consisted mainly of
replacements to lease contracts. Repayment of EUR
370 million included a EUR 250 million repayment of a
five year loan. Other changes resulting from
consolidation and currency effects led to an increase of
EUR 504 million.

In 2013, total debt decreased by EUR 633 million. New
borrowings of EUR 64 million consisted mainly of
replacements to lease contracts. Repayment of EUR 471
million included a USD 143 million redemption on USD
bonds as well as payments on short-term debt. Other
changes resulting from consolidation and currency
effects led to a decrease of EUR 226 million.

Long-term debt as a proportion of the total debt stood
at 90% at the end of 2014 with an average remaining
term of 11.6 years, compared to 85% and 12.8 years at
the end of 2013.

For further information, please refer to note 18, Debt.
Shareholders’ equity

The year 2015

Shareholders’ equity increased by EUR 795 million in
2015 to EUR 11,662 million at December 31, 2015. The
increase was mainly a result of EUR 645 million net
income and EUR 791 million of other comprehensive
income, partially offset by EUR 507 million related to
the purchase of shares for the share buy-back program.
The dividend payment to shareholders in 2015 reduced
equity by EUR 298 million including tax and service
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charges, while the delivery of treasury shares increased
equity by EUR 82 million and net share-based
compensation plans increased equity by EUR 82
million.

The number of outstanding common shares of Royal
Philips at December 31, 2015 was 917 million (2014: 914
million). At the end of 2015, the Company held 11.8
million shares in treasury to cover the future delivery of
shares (2014: 17.1 million shares). This was in connection
with the 39.1 million rights outstanding at the end of
2015 (2014: 40.8 million rights) under the Company’s
long-term incentive plans. At the end of 2015, the
Company held 2.2 million shares for cancellation (2014:
3.3 million shares).

The year 2014

Shareholders’ equity decreased by EUR 347 million in
2014 to EUR 10,867 million at December 31, 2014. The
decrease was mainly a result of EUR 714 million related
to purchase shares for the share buy-back program and
coverage for the LTI program, partially offset by EUR 415
million net income and EUR 50 million of other
comprehensive income. The dividend payment to
shareholdersin 2014 reduced equity by EUR 293 million
including tax and service charges, while the delivery of
treasury shares increased equity by EUR 116 million and
share-based compensation plans increased equity by
EUR 88 million.

Shareholders’ equity increased by EUR 63 million in
2013 to EUR 11,214 million at December 31, 2013. The
increase was mainly a result of EUR 1,169 million net
income, partially offset by EUR 476 million of currency
translation losses and a EUR 669 million related to the
purchase of treasury shares. The dividend payment to
shareholdersin 2013 reduced equity by EUR 272 million,
while the delivery of treasury shares increased equity
by EUR 118 million and share-based compensation
plans increased equity by EUR 105 million.

The number of outstanding common shares of Royal
Philips at December 31, 2014 was 914 million (2013: 913
million).

At the end of 2014, the Company held 17.1 million shares
in treasury to cover the future delivery of shares (2013:
20.7 million shares). This was in connection with the
40.8 million rights outstanding at the end of 2014 (2013:
44.3 million rights) under the Company’s long-term
incentive plans. At the end of 2014, the Company held
3.3 million shares for cancellation (2013: 3.9 million
shares).

Net debt to group equity

The year 2015

Philips ended 2015 in a net debt position (total debt less
cash and cash equivalents) of EUR 3,994 million,
compared to a net debt position of EUR 2,231 million at
the end of 2014.

5.1.22
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Philips Group
Net debt to group equity” in billions of EUR
2011 - 2015
124 1.8 Group equity”
12 12 10 S broupequity
40 Net debt (cash)
22
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5:95 6:94 11:89 17:83 25:75 ratio

" For a reconciliation to the most directly comparable GAAP measures,
see chapter 15, Reconciliation of non-GAAP information, of this report
2 Shareholders” equity and non-controlling interests

The year 2014

Philips ended 2014 in a net debt position (total debt less
cash and cash equivalents) of EUR 2,231 million,
compared to a net debt position of EUR 1,436 million at
the end of 2013.

Liquidity position

The year 2015

Including the Company’s cash position (cash and cash
equivalents), as well as its EUR 1.8 billion committed
revolving credit facility, the Company had access to
available liquidity of EUR 3,566 million vs. Gross Debt
(including short and long-term) of EUR 5,760 million as
of December 31, 2015.

Including the Company’s cash position (cash and cash
equivalents), as well as its EUR 1.8 billion committed
revolving credit facility, the Company had access to
available liquidity of EUR 3,673 million vs. Gross Debt
(including short and long-term) of EUR 4,104 million as
of December 31, 2014.

Philips Group
Liquidity position in millions of EUR
2013 - 2015
2013 2014 2015
Cash and cash equivalents 2,465 1,873 1,766
Committed revolving credit
facility/CP program/Bilateral loan 1,800 1,800 1,800
Liquidity 4,265 3,673 3,566
Available-for-sale financial assets
at fair value 65 75 75
Short-term debt (592) (392)  (1,665)
Long-term debt (3,309) (3,712)  (4,095)
Net available liquidity resources 429 (356) (2119)

Philips has a EUR 1.8 billion committed revolving credit
facility that can be used for general group purposes and
as a backstop of its commercial paper program and will
mature in February 2018. The commercial paper
program amounts to USD 2.5 billion, under which
Philips can issue commercial paper up to 364 days in
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tenor, both in the US and in Europe, in any major freely
convertible currency. There is a panel of banks, in
Europe and in the US, which service the program. The
interest is at market rates prevailing at the time of
issuance of the commercial paper. There is no collateral
requirement in the commercial paper program. Also,
there are no limitations on Philips’ use of funds from the
program. As at December 31, 2015, Philips did not have
any loans outstanding under these facilities.

Philips’ existing long-term debt is rated Baal (with
stable outlook) by Moody’s and BBB+ (with stable
outlook) by Standard & Poor’s. Our net debt position is
managed in such a way that we expect to retain astrong
investment grade credit rating. Furthermore, the
Group’s aim when managing the net debt position is
dividend stability and a pay-out ratio of 40% to 50% of
continuing net income. Following the intended
separation of the Lighting business, the dividend pay-
out ratio with respect to future years could be subject
to change. The Company’s outstanding long-term debt
and credit facilities do not contain financial covenants
or cross-acceleration provisions that are based on
adverse changes in ratings or on material adverse
change.

As at December 31, 2015, Philips had total cash and cash
equivalents of EUR 1,766 million. Philips pools cash
from subsidiaries to the extent legally and
economically feasible. Cash not pooled remains
available for local operational or investment needs.

Philips believes its current liquidity and direct access to
capital markets is sufficient to meet its present working
capital requirements.

The year 2014

Including the Company’s cash position (cash and cash
equivalents), as well as its EUR 1.8 billion committed
revolving credit facility, the Company had access to
available liquid resources of EUR 3,673 million vs Gross
Debt (including short and long term) of EUR 4,104
million as of December 31, 2014.

Cash obligations
Contractual cash obligations
Presented below is a summary of the Group’s

contractual cash obligations and commitments at
December 31, 2015.
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Philips Group
Contractual cash obligations? in millions of EUR
2015

Payments due by period

less
than1 1-3 3-5 after5

total year years years years
Long-term
debt? 4,034 84 1,152 1 2,797
Finance lease
obligations 242 72 92 36 42
Short-term
debt 1,515 1,515 - - -
Operating
leases 952 243 280 162 267
Derivative
liabilities 995 253 383 156 203
Interest on
debt? 2,767 221 438 334 1,774
Purchase
obligations® 175 68 69 30 8
Trade and other
payables 2,673 2,673 - - -
Contractual
cash
obligations 13,353 5,129 2,414 719 5,091

» Obligations in this table are undiscounted

Long-term debt includes short-term portion of long-term debt and
excludes finance lease obligations

Approximately 32% of the debt bears interest at a floating rate. The
majority of the interest payments on variable interest rate loans in the
table above reflect market forward interest rates at the period end and
these amounts may change as the market interest rate changes
Philips has commitments related to the ordinary course of business
which in general relate to contracts and purchase order commitments
for less than 12 months. In the table, only the commitments for multiple
years are presented, including their short-term portion

Philips has no material commitments for capital
expenditures.

Additionally, Philips has a number of commercial
agreements, such as supply agreements, which provide
that certain penalties may be charged to the Company
if it does not fulfill its commitments.

Certain Philips suppliers factor their trade receivables
from Philips with third parties through supplier finance
arrangements. At December 31, 2015 approximately
EUR 395 million of the Philips accounts payable were
known to have been sold onward under such
arrangements whereby Philips confirms invoices.
Philips continues to recognize these liabilities as trade
payables and will settle the liabilities in line with the
original payment terms of the related invoices.

Other cash commitments

The Company and its subsidiaries sponsor post-
employment benefit plans in many countries in
accordance with legal requirements, customs and the
local situation in the countries involved. For a
discussion of the plans and expected cash outflows,
please refer to note 20, Post-employment benefits.

The Company had EUR 297 million restructuring-
related provisions by the end of 2015, of which EUR 228
million is expected to result in cash outflows in 2016.
Refer to note 19, Provisions for details of restructuring
provisions.
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A proposal will be submitted to the upcoming Annual
General Meeting of Shareholders to declare a dividend
of EUR 0.80 per common share (up to EUR 740 million),
in cash or shares at the option of the shareholder,
against the net income for 2015 and retained earnings.
Further details will be given in the agenda for the
Annual General Meeting of Shareholders, to be held on
May 12, 2016.

Guarantees

Philips’ policy is to provide guarantees and other letters
of support only in writing. Philips does not provide other
forms of support. At the end of 2015, the total fair value
of guarantees recognized on the balance sheet
amounted to EUR nil million (December 31, 2014: EUR
nil million). Remaining off-balance-sheet business and
credit-related guarantees provided on behalf of third
parties and associates increased by EUR 16 million
during 2015 to EUR 37 million (December 31, 2014: EUR
21 million).

Procurement

The year 2015

Global growth remained moderate during 2015. While
the advanced economies showed a modest recovery,
the emerging markets showed further declines in their
growth rates. Main themes in 2015 were further signs of
weakening economic growth in emerging markets,
especially in China, strongly declining oil prices,
commodity prices trending down slightly, and currency
volatility.

Growth within the US, Europe and Japan was
supported by declining oil and material prices,
monetary policies and, in the case of Europe, the euro
currency depreciation — the euro fell approximately
15% against the US dollar. The emerging market
currencies more generally saw sharp depreciation and
volatility during 2015, and the Chinese renminbi
devalued as well.

Commodity prices continued to weaken in 2015. After
increasing in the spring from their January lows, oil
prices declined sharply, reflecting a combination of
weaker global demand and steady supply growth, both
from conventional oil fields as well as from shale
production. The supply outlook was even larger
following the nuclear deal with the Republic of Iran,
resulting in additional supply from Iran on the global
market.

Metal prices also fell on weaker global demand,
especially due to the slowdown in manufacturing
activity in China, but also because of increases in
inventories and supply following the past mining
investments.

Market prices for steel continued to fall. Current price
levels are in some cases below levels seen during the
lows of 2009. No change is foreseen in the short-term
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as demand remains steady but weak, supply remains
excessive and the cost of the raw materials iron ore and
coking coal are low.

The lower commodity market prices created a tailwind
for Philips Procurement in 2015. Depending on
economic conditions this may remain so in 2016. On the
other hand, the current low level of raw material and
energy prices also creates the risk of new headwind
once the supply/demand situation reverses.

Concerning shortages, neon gas supply was tight
globally, leading to a price peak in the course of 2015.
This situation has normalized in the meantime. The
helium tightness is not over yet, but supply continuity
is not at risk for Philips.

The rapid progress of the Procurement transformation
has led to a continued improvement in overall
Procurement results. This has had a major positive and
structural impact on overall cost levels in all Philips
businesses.

The year 2014

Throughout 2014, market prices for energy and raw
materials showed diverse trends. These commodities
represent approximately 15% of our direct and indirect
spend. Within the metals commodity group, copper
prices declined in the course of the year, whereas
others, e.g. aluminum, showed an upward trend. Also,
in steel and resins, differences were seen between
grades and regions. In general, annual average market
prices were around 2013 levels. The global slowdown in
the economy, and more specifically slow growth in
China, did not yet lead to lower commodity market
prices in the first quarters of 2014. From Q4, prices for
raw materials, and especially oil, started to significantly
decline as a consequence of the continuing macro-
economic weakness, resulting in oversupplied markets.

Rare earth element prices continued to slide, and this
contributed to higher savings levels in 2014.
Contingency measures are in place to delay and
mitigate the impact of a possible new hike in the price
of rare earths in the future. The tight availability of
xenon for halogen lamps has relaxed, and also the price
level has started to come down. This is partly caused by
lower demand for halogen lamps in end-markets. The
availability and price of helium continues to be a
concern, but measures have been taken to mitigate the
impact.

Social performance

Our businesses provide innovative solutions that
address major trends affecting the world — the demand
for affordable healthcare, the need for greater energy
efficiency, resource scarcity, and the desire for personal
well-being.
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Philips further strengthened its focus on sustainability
in 2015 through a number of initiatives described in the
Social and Environmental performance sections,
including the introduction of new products and
solutions and partnerships with the Red Cross and
UNICEF through the Philips Foundation.

Our people

At Philips, a key element of our vision is to offer the best
place to work for people who share our passion. Our
people are one of our unique strengths, and each one
of our employees is instrumental to Philips’ success.
Our strategy is based on the belief that every employee
at Philips has talent and can grow and contribute with
increasing impact, so we support all individuals in
driving their development. We believe that the best
place to work is an inclusive place to work, and we
celebrate and foster an inclusive culture where
everyone feels valued, respected, and where all of our
people can thrive.

Our company people strategy is directly linked to our
business strategy. In 2015, we continued on our path to
creating two winning stand-alone companies, including
ensuring the timely allocation of our employees to
either Royal Philips or to Philips Lighting. We also
continued to drive our Accelerate! transformation
through our growth and performance culture, where we
take ownership, we are eager to win, we team up to
excel, and we always act with integrity. Alongside these
behaviors, we focus on nurturing six competences
which accelerate our transformation, and we offer
related learning and development opportunities to all
employees through our Philips University.

““Philips people share a passion for improving
people’s lives through meaningful innovation, and
this passion has kept us all working together
towards our common mission and vision during the
past year. Throughout 2015, our people have
demonstrated that we are one Philips family, even if
we know that we will ultimately be part of Royal
Philips or of Philips Lighting. As CHRO, | am proud to
belong to Philips, and proud to be one of our Philips
people.”

Denise Haylor
Chief Human Resources Officer

Improving people’s lives

At Philips, we strive to make the world healthier and
more sustainable through innovation. Our goal is to
improve the lives of 3 billion people a year by 2025. To
guide our efforts and measure our progress, we take a
two-d