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Corporate Governance

Basic Concept of Corporate Governance

Matsushita employs a corporate auditors system in
which the Board of Directors, Corporate Auditors
and the Board of Corporate Auditors monitor and
audit management activities performed by
Directors. Matsushita has established the following
management system based on the implementation
of autonomous management in each business
domain and the Company’s corporate governance
system.

Corporate Governance Structure

The Board of Directors and Executive Officer System
Matsushita’s Board of Directors is composed of 17 directors, two of
whom are Outside Directors, as of June 28, 2006. In accordance with
the Company Law of Japan and relevant laws and ordinances (collec-
tively, the “Company Law”), the Board of Directors has ultimate
responsibilities for administration of the Company’s affairs and moni-
toring of the execution of business by Directors. Under its basic phi-
losophy of contributing to society as a public entity, Matsushita has
long been committed to enhancing corporate governance, and was
one of the first Japanese companies to invite Outside Directors to
serve on its Board of Directors.

In fiscal 2004, Matsushita implemented reforms to establish an opti-
mum management and governance structure tailored to the Group’s
business domain-based organizational structure. Under this structure,
Matsushita has empowered each of its business domain companies
through delegation of authority. At the same time, the Company
employs an Executive Officer System to provide for the execution of
business at various domestic and overseas Matsushita Group compa-
nies. This system facilitates the development of optimum corporate
strategies that integrate the Group’s comprehensive strengths.

In addition, Matsushita realigned the role and structure of the Board
of Directors to ensure swift and strategic decision-making, as well as
the optimum monitoring of Groupwide matters. Specifically, the Board
of Directors concentrates on corporate strategies and the supervision
of business domain companies, while Executive Officers handle
responsibilities relating to day-to-day operations. Taking into consider-
ation the diversified scope of its business operations, Matsushita has
opted to maintain a system where Executive Officers, who are most
familiar with the specifics of their respective operations, take an active
part in the Board of Directors. Furthermore, to clarify the responsibili-
ties of Directors and create a more dynamic organization, the
Company has limited the term of each Director to one year.

Corporate Auditors and the Board of Corporate Auditors
Pursuant to the Company Law, Matsushita has established a Board
of Corporate Auditors, which monitors the status of corporate gover-
nance and keeps abreast of the day-to-day activities of management,
including the Board of Directors. Corporate Auditors participate in
shareholder meetings and Board of Directors meetings, and have
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legal authority to receive reports from Directors, employees and
accounting auditors. Full-time Senior Auditors also attend important
management meetings and conduct checks in order to ensure effec-
tive monitoring. To augment internal auditing functions in business
domain companies, Matsushita has assigned Full-time Auditors at
each internal divisional company to assist in audits by Corporate
Auditors. The Company also inaugurated regular Group Auditor
Meetings chaired by the Chairman of the Board of Corporate Auditors
of Matsushita Electric Industrial Co., Ltd. to enhance collaboration
between the Company’s Corporate Auditors, Full-time Auditors of
internal divisional companies and Corporate Auditors of the
Company'’s subsidiaries. In addition, through timely reporting and
other cooperative activities with Corporate Auditors, the Internal Audit
Group makes continuous efforts to enhance the overall effectiveness
of audits.

Internal Control Systems

Compliance

In 1992, Matsushita formulated its Code of Conduct, a set of guide-
lines explaining the Company’s business philosophy in an easy-to-
understand manner. After a revision in 1998, the code was again
amended to the Code of Conduct of the Matsushita Group in January
2005, making it more applicable to global and Groupwide operations
from the standpoint of corporate social responsibility (CSR). The code
now applies to all Directors, Executive Officers and employees of the
Matsushita Group. Moreover, Directors and Executive Officers in
charge of ensuring observance of the code were appointed at each
Group company. In February 2004, the Company established a Code
of Ethics for Directors and Executive Officers. Matsushita also set up a
Global Corporate Business Ethics Hotline, enabling all employees to
receive advice on work-related and other matters, as well as guidance
on work-related laws and questions about violations of corporate
ethics. In July 2005, the Company also established a system whereby
the Board of Corporate Auditors can directly receive concerns from
employees in regards to accounting or auditing irregularities.

In March 2003, the Company established a Corporate Compliance
Committee chaired by the President and composed of Directors,
Executive Officers and Corporate Auditors. Matsushita also compiled
an in-house handbook called the Corporate Compliance Guide, a
concise guidebook explaining relevant rules and regulations to
employees. Matsushita is thus making concerted efforts to increase
awareness about rules and regulations through the handbook and via
the Company intranet.

Risk Management

In addition to centralized collection and analysis of information,
Matsushita maintains a management cycle that links risk management
activities with other business management initiatives. In April 2005,
Matsushita established the Global and Group (G&G) Risk Management
Committee, consisting of Directors and Executive Officers from various
departments of the Corporate Headquarters. Matsushita also estab-
lished similar functional committees at business domain companies
and subsidiaries to formulate appropriate countermeasures on a global
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and group basis. Specifically, all business domain companies and sub-
sidiaries of the Matsushita Group assess risks once a year, coinciding
with the creation of annual business plans. The G&G Risk
Management Committee then evaluates risks according to priority,
and directs each business domain company on appropriate counter-
measures. Matsushita will make comprehensive efforts in risk manage-
ment to recognize business risks through the above-mentioned
process and take countermeasures that protect the interests of all
stakeholders, while helping the Company achieve its business goals.

Information Security

With respect to information security, in January 2004, Matsushita
established the Corporate Information Security Division to effectively
manage and control confidential corporate and private individual infor-
mation and promote compliance across the Group’s global network.

Internal Controls over Financial Reporting

Matsushita has documented its internal control system, designed to
ensure reliability in financial reporting, ranging from the control infra-
structure to actual internal control activities. In fiscal 2005, the
Company reinforced its internal controls by implementing self-checks
and self-assessment programs, in addition to regular internal auditing
at each business domain company. Matsushita has also appointed an
Internal Auditing Manager at each business domain company who
audits the compliance status and effectiveness of internal controls.
The Corporate Internal Auditing Group supervises these activities in
order to ensure the reliability of each company’s financial reporting.

Information Disclosure Structure and Execution of
Accountability

To enhance transparency and ensure accountability, the Company
established the Disclosure Committee, consisting of general or
executive managers from departments that handle relevant information.
The Committee checks the propriety of statements and descriptions
in the Company’s annual securities report submitted to the Japanese
regulatory authorities and the annual reports including Form 20-F,
while confirming the appropriateness and effectiveness of disclosure
controls and procedures.
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Note: Certain Directors concurrently serve as Executive Officers.

Shareholder-oriented Management Initiatives

With the aim of maximizing shareholder value, on April 28, 2006, the
Board of Directors decided to continue the Company’s policy to
proactively provide returns to shareholders and implement a policy
toward large-scale purchases of its shares, in line with a policy of
shareholder-oriented management.

For fiscal 2007, ending March 31, 2007, the Company plans to
increase total dividends per share to ¥30, compared with ¥20 in fiscal
2006. Regarding share repurchases, the Company plans to repur-
chase its own shares up to 50 million shares for a maximum of ¥100
billion, to enhance shareholder value per share.

Under the basic philosophy that shareholders should make final
decisions regarding large-scale purchases of Matsushita shares, suffi-
cient information should be provided through the Board of Directors
to shareholders if a large-scale purchase is to be conducted. Under
the above-mentioned basic philosophy, the Board of Directors previ-
ously adopted a rule applicable to large-scale purchasers who intend
to acquire 20% or more of all voting rights of the Company. This rule
requires that (i) a large-scale purchaser provide sufficient information
to the Board of Directors before a large-scale purchase is to be con-
ducted and (ii) after all required information is provided, the Board of
Directors should be allowed a sufficient period of time during which it
will assess, examine, negotiate, form an opinion and seek alternatives
for the sake of shareholders. In the event of non-compliance with
such rules by a prospective large-scale purchaser, the Board of
Directors may take countermeasures to protect the interest of all
shareholders, by referring to advice from outside professionals, such
as lawyers and financial advisors, and fully respecting the opinions of
outside directors and corporate auditors.

The Company announced the details of this policy on April 28,
2006 as the policy toward large-scale purchases of Matsushita
shares (Enhancement of Shareholder Value [ESV] plan).

For more information, please visit the Company’s Web site:
http://panasonic.co.jp/corp/news/official.data/data.dir/en060428-
6/en060428-6.html.
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Significant Differences in Corporate Governance Practices between Matsushita

and U.S. Companies Listed on the NYSE

Companies listed on the NYSE must comply with certain standards regarding corporate governance under Section 303A of the NYSE Listed
Company Manual. However, listed companies that are foreign private issuers, such as Matsushita, are permitted to follow home country practice

in lieu of certain provisions of Section 303A.

The following table shows the significant differences between the corporate governance practices followed by U.S. listed companies under
Section 303A of the NYSE Listed Company Manual and those followed by Matsushita.

Corporate Governance Practices
Followed by NYSE-listed U.S.
Companies

Corporate Governance Practices Followed by Matsushita

A NYSE-listed U.S. company must have
a majority of directors meeting the
independence requirements under
Section 303A of the NYSE Listed
Company Manual.

The Company Law does not require Japanese joint stock corporations with corporate auditors
such as Matsushita to have any independent directors on its board of directors. The Company
Law has provisions for an “outside director,” whose definition is similar to, but not the same as, an
independent director under the NYSE Listed Company Manual. An “outside director” is defined as
a director of the company who does not engage or has not engaged in the execution of business
of the company or its subsidiaries as a director of any of these corporations, and who does not
serve or has not served as an executive officer, manager or in any other capacity as an employee
of the company or its subsidiaries. A Japanese joint stock corporation with corporate auditors,
such as Matsushita, is not obliged under the Company Law to have any outside directors on its
board of directors, and is required only to disclose whether each director is an outside director or
not and certain other matters concerning the outside director. Matsushita had two (2) outside
directors as of June 28, 2006.

The tasks of supervising the administration of the company’s affairs are assigned not only to the
board of directors but also to corporate auditors, as more fully described below.

A NYSE-listed U.S. company must have
an audit committee with responsibili-
ties described under Section 303A of
the NYSE Listed Company Manual,
including those imposed by Rule 10A-
3 under the U.S. Securities Exchange
Act of 1934. The audit committee must
be composed entirely of independent
directors, and the audit committee
must have at least three members and
satisfy the requirements of Rule 10A-3
under the U.S. Securities Exchange Act
of 1934.

A Japanese joint stock corporation is not required to have any of audit, nominating and compensa-
tion committees, except for a “joint stock corporation with specified committees,” which is a corpo-
rate governance system that started in April 2003 and which may be adopted by Japanese joint
stock corporations meeting certain criteria.

Most Japanese joint stock corporations, including Matsushita, employ a corporate governance
system based on corporate auditors, where the tasks of supervising the administration of the
company’s affairs are assigned not only to the board of directors but also to corporate auditors who
are appointed at a general meeting of shareholders, and who are separate and independent from
the board of directors. Each of the corporate auditors sitting on the board of corporate auditors
has a statutory duty to supervise the administration of the company’s affairs by directors.

Under the Company Law, at least half of Matsushita’s corporate auditors are required to be
“outside corporate auditors” who must meet additional independence requirements. An “outside
corporate auditor” is defined as a corporate auditor who does not serve or has not served as a
director, accounting counselor, executive officer, manager or in any other capacity as an employee
of the company or any of its subsidiaries prior to the appointment.

Under the Company Law, Matsushita is required to have at least three (3) Corporate Auditors.
Currently, Matsushita has five (5) corporate auditors, of which three (3) are outside corporate audi-
tors as of June 28, 2006. Each Corporate Auditor of Matsushita has a four-year term. In contrast,
the term of each Director of Matsushita is one year.

Corporate auditors are obliged to attend the meetings of the board of directors and express
their opinion at the meetings if necessary. A corporate auditor has a statutory duty to supervise
the administration of the company’s affairs by directors. The board of corporate auditors and each
corporate auditor are required to prepare respectively their audit report of Matsushita each fiscal
year. Copies of the audit reports are included in the appendix to the convocation notice of the
ordinary general meeting of shareholders.

A corporate auditor also has a statutory duty to examine the financial statements of Matsushita
and the board of corporate auditors receives auditors’ reports from an accounting auditor (a certi-
fied public accountant or an accounting firm). The board of corporate auditors has the right to
request that Matsushita’s directors submit a proposal for dismissal of an accounting auditor to a
general meeting of shareholders. The board of corporate auditors also has the right to directly dis-
miss an accounting auditor under certain conditions. Matsushita’s directors must obtain the con-
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Corporate Governance Practices
Followed by NYSE-listed U.S.
Companies

Corporate Governance Practices Followed by Matsushita

sent of its board of corporate auditors in order to submit a proposal for election, dismissal and/or
non-reelection of an accounting auditor to a general meeting of shareholders.

With respect to the requirements of Rule 10A-3 under the U.S. Securities Exchange Act of
1934 relating to listed company audit committees, Matsushita relies on an exemption under that
rule which is available to foreign private issuers with a board of corporate auditors meeting
certain requirements.

A NYSE-listed U.S. company must have
a nominating/corporate governance
committee with responsibilities
described under Section 303A of the
NYSE Listed Company Manual. The
nominating/corporate governance
committee must be composed entirely
of independent directors.

Under the Company Law, Matsushita’s directors must be elected and/or dismissed at a general
meeting of shareholders. The board of directors nominates and submits a proposal for election
of directors to a general meeting of shareholders. The board of directors does not have the power
to fill vacancies thereon.

Matsushita’s corporate auditors must also be elected and/or dismissed at a general meeting of
shareholders. Matsushita’s directors must obtain the consent of the board of corporate auditors in
order to submit a proposal for election and/or dismissal of a corporate auditor to a general meeting
of shareholders. Each of the corporate auditors has the right to state his/her opinion concerning the
election, dismissal and/or resignation of any corporate auditor, including himself/herself, at a general
meeting of shareholders. The Board of corporate auditors is also empowered to adopt a resolution
requesting that Matsushita’s directors submit a proposal for election of specific person as a corpo-
rate auditor to a general meeting of shareholders.

A NYSE-listed U.S. company must have
a compensation committee with
responsibilities described under
Section 303A of the NYSE Listed
Company Manual. The compensation
committee must be composed entirely
of independent directors.

Under the Company Law, the maximum amounts of remunerations, including equity compensation
such as stock options, bonuses, and other financial benefits given in consideration of performance
of duties (the “remunerations, etc.”) of directors and corporate auditors of Japanese joint stock cor-
porations, except for a “joint stock corporation with specified committees,” must be approved at a
general meeting of shareholders. Matsushita must also obtain the approval at a general meeting of
shareholders to change such maximum amounts. Therefore, the remunerations, etc. of the directors
and corporate auditors are subject to the approval of shareholders.

The maximum total amounts of remunerations for Directors and Corporate Auditors of
Matsushita is therefore determined by a resolution at a general meeting of shareholders, and thus
remunerations of the Directors and Corporate Auditors of Matsushita are under the oversight of
shareholders. The remuneration amount for each Director is determined by Matsushita’s
Representative Directors who are delegated to make such determination by the Board of Directors,
and the amount of remuneration for each Corporate Auditor is determined upon discussions
amongst the Corporate Auditors. The total amounts of bonuses of the Directors and Corporate
Auditors are approved at a general meeting of shareholders.™ Retirement allowances must also be
approved at a general meeting of shareholders when given to retiring Directors and/or Corporate
Auditors of Matsushita within a specified range according to Matsushita’s prescribed standard.™

From the fiscal year ended March 31, 2004, the amounts of the remunerations and bonuses of
Directors reflect each individual’s performance based on CCM (Capital Cost Management) and cash
flows, within the range of the approved total referred to above. This new remuneration system is
intended to promote continuous growth and enhance profitability on a long-term basis for the
Matsushita group as a whole, while ultimately increasing shareholder value.

*1 Under provisions of the former Commercial Code, approval at a general meeting of shareholders was obtained for a proposal relating to the
appropriation of profit.

*2 At the general meeting of shareholders held on June 28, 2008, the retirement allowance system for Directors and Corporate Auditors was
abolished by a resolution thereof.

A NYSE-listed U.S. company must gen-
erally obtain shareholder approval
with respect to any equity compensa-
tion plan.

Pursuant to the Company Law, if a Japanese joint stock corporation, such as Matsushita, desires
to adopt an equity compensation plan under which stock acquisition rights are granted on special-
ly favorable conditions (except where such rights are granted to all shareholders on a pro rata
basis), such plan must be approved by a “special resolution” of a general meeting of shareholders
that satisfies the prescribed quorum. (In the case of Matsushita, such quorum is one-third of the
total number of voting rights and the approval of at least two-thirds of the voting rights represented
at the meeting is required as provided by Matsushita’s Articles of Incorporation pursuant to the
Company Law.)
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