White & Case LLP
1155 Avenue of the Amaricas

Tel +1212819 8200
Fax + 1212 354 8113

New York, New York 10036-2787 www.whitecase.com

Direct Facsimile + 212-354-8113

SR

W

06017755 o

N W 7008

Direct Dial + 212-819-2583 jmolland@whitecase.com

October 23, 2006

BY HAND

The Office of International Corporate Finance \J\y\
Securities and Exchange Commission &
100 F Street, NE

Washington D.C. 20549 / SU P PL

Re: Lenovo Group Limited (Formerly known as Legend Group Limited); Information -
Fumnished Pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934

Ladies and Gentlemen:

On behalf of Lenovo Group Limited (the “Company™), File No. 82-3950, the enclosed
documents are submitted to you in order to maintain the Company’s exemption from the . PR
registraticn requirements of Section 12(g) of the Securities Exchange Act of 1934 (the I @CESSED
“Exchange Act™) pursuant to Rule 12g3-2(b) under the Exchange Act: ‘ _ OCT 3 g
1. The Company’s circular, dated October 19, 2006, regarding a letter from the Board of [ Oiis (2)556

Directors, a letter from the Compensation Committee, and a notice of a general meeting, FINANCIA;_V

each with respect to the approval of certain directors’ service contracts, and submitted to
(Q (

The Hong Kong Stock Exchange Limited on October 19, 2006.
150

2. The Company’s circular, dated October 19, 2006, regarding a letter from the Board of
Directors, a letter from the Independent Board Committee, a letter of advice from DBS
Asia Capital Limited, and a notice of a general meeting, each with respect to a Master
Services Agreement, entered into on September 22, 2006, with IBM in relation to the
provision of ITS Services worldwide by IBM and its affiliates (the “MSA”), and
submitted to The Hong Kong Stock Exchange Limited on October 19, 2006.

3. The Company’s notice of general meeting, dated October 19, 2006, regarding
resolutions with respect to the approval of certain directors’ service contracts, and
submitted to The Hong Kong Stock Exchange Limited on October 19, 2006.

4. The Company’s notice of general meeting, dated October 19, 2006, regarding
resolutions with respect to approyal of the MSA and the Amendment Agreements dated
September 22, 2006 entered into between the Company and IBM, and submitted to The
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Hong Kong Stock Exchange Limited on October 19, 2006.

Kindly acknowledge receipt of this letter and the submission of the document delivered
herewith by stamping the duplicate copy of this letter and returning it to our messenger.

Thank you for your attention to this matter.

Enclosures

cc: Lenovo Group Limited

NEWY(IRK 48106724 (2K)




THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you should
consult your hcensed secunities dealer, bank manager. solicitor, professional accoumant or other

professional adviser.

If you have sold or transferred all your shares in Lenove Group Limited, you should at once
Iand this circubar and the accompanying form of proxy to the purchaser or to the bank, licensed
sccuritics dealer or other agent through whoim the sule or transfer was effected for transmission w

the purchaser or transferec.

lenovo g
Lenovo Group Limited B EB SR T

tincerporared in flong Kong with Tinired Tiahilin

(Stock Code: 0992)

APPROVAL OF DIRECTORS’ SERVICE CONTRACTS

A detter from the Board is sct oul on pages 4 to 4 of this circular. A letter fram the Compensation

Commitiee 1s set out on page ) of this circular.

A notice convening the extraordinary general meeting to be held on Tuesday, November 7. 2006 at
3:00 p.m. at The Harbour Room. 3/F.. The Ritz-Carlton Hong Kong. 3 Connaught Road. Central.
Hong Kong is set oui on pages 11 o 13 of this circular. Whether or not you are able 1o attend the
extruordinary general meeting. please complete the enclosed form of proxy in accordance with the
instructions printed thereon and return it to the share registrar of the Company. Abacus Share
Registrurs Limited at 206/15, Tesbury Centre, 28 Queen’s Road East, Hong Kong as soon as possible
and in any event no less than 48 hours before the time appointed for the holding of the extraordinary
general meeting or any adjourned meeting thereot. Completion and return of the form of proxy will
not prechude you from anending and voting in person at the extraordinary general meeting or any
adjourncd mecting thereol and. i such event. the relevant form of proxy shall be deemed to be

revoked.

October 1Y, 2006
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DEFINITIONS

In this circular, the following cxpressions have the meanings set out below unless the

context otherwise I'(.’(I'IH:I'(‘.\'.'

“associate”

“Board™

“Cause”

“Company™

“Compensation Committee’

“Convertible Preferred
Share(s)”

“Directors™

“EGM™

-

has the meaning set out in the Listing Rules
the board of Directors of the Company

in respect of Mr. Yang's or Ms. Ma's Service Contract
means. broadly speaking: Mr. Yang's or Ms. Ma’s (as the
casc may he) (1) conviction of or admission to a felony or
any misdemeanour involving moral wrpitude: (i) wilful
misconduct,  wilful  or  gross  negligence,  traud.
misappropriation or embezzlement; (ii1) repeated tailure
to adhere to the Board's directions or the Company’s
policies: (iv) wilful and continued failure to substantially
perform duties assigned after written demand is served:
(v) matenal breach of the restrictive covenants of the
relevant Service Contract: or (vi) material breach of any

provision ol the Service Contract

Lenovo Group Limited, a company incorporatcd on
October 5. 1993 with limited liability under the laws of
Hong Kong. the Sharcs of which ure listed on the main

bourd of the Stock Exchange

the compensation committec of the Board comprising Mr,
William (3. Grabe, Mr. Wong Wui Ming and Professor
Woo Chia-Wei

Series A Cumulative Convertible Preferred Share(s)y of
nominal value of HK$9.175 cach in the share capital of
the Company which carry voting rights on an “as if”
converted basis. One Convertible Preferred  Share s

converlible into approximately 367 Shares
the dircctors of the Company
the cxtraordinary general mecting of the Company to be

held for the purpose of considering and, if thought fit,

approving. among other things. the Scrvice Contracts




DEFINITIONS

“Good Reason™

“Group”

“”K$”

“Hong Kong”

“Latest Practicable Date™

“Listing Rules”

“Non-voting Shares”

“Service Contract(s)”

“Shareholders™

“Shares”

in respect of Mr. Yang's Service Contract means, broadly
speaking: (i) material reduction in Mr. Yang's authority.
duties and responsibilities: (ii} reductton in his annual
salary: (111) the Company’s material and wilful breach of
such Service Contract: or (iv) the Company’s inability 1o
obtain the consent of i1s Sharcholders 10 such Service
Contract: and in respect of Ms. Ma's Service Contract
means. broadiy speuking: (i) material reduction in Ms.
Ma’s authority, duties and responsibilities: (i1} reduction
in her annual salary: (i) the Company’s material and
wilful brecach of such Service Contract: (iv) Ms, Ma's
removal from the Board or failure to be re-clected to the
Board: or (v} the Company’s inability to obtain the

consent of its Sharcholders to such Service Contract

the Company and its subsidianies

Hong Kong Dollar, the Tawful currency of Hong Kong

the Hong Kong Special Administrative Region of the

People’s Republic of China

October 16, 2006, being the latest praciicable date for

ascertaiming certain information contained i this circular

the Rules Governing the Listing of Sccuritics on the

Stock Exchange

ordinary unlisted shares of nominal value of HK$0.025
cuch in the ordinary share capital of the Company. which
have the same rights as the Shares save that the Non-
voting Shares do not carry any veting rights until they arc

converted into Shares

the service contracl(s) dated October 9, 2006 cntered into
by the Company with Mr. Yang Yuanging. an executive
Dircctor and Chairman of the Board and with Ms. Ma
Xuezheng, an executive Director, Chief Financial Officer

and Senmior Vice President of the Company, respectively

holders of the Shares and/or Convertible Preferred Shares

ordinary voting shares of nominal value of HK$0.025

cach in the share capital of the Company




DEFINITIONS

“Stock Exchange™ The Stock Exchange of Hong Kong Limited

“USs$” United States Dollar, the lawful currency of the United

States of America

This circular comtains transtations between HKS and USY aut HK$7.78 = US§1. The
transiation shall nor be raken as representation that the HKS amount could actually be

conmverted into USS ar that rate, or at all,




LETTER FROM THE BOARD
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L.enovo Group Limited K§185EE

{Incorporated in Hony Kong widh Bintieed fiabifiv

(Stock Code: 0992)

Executive Directors:

Mr,
Mr.
Ms,

Yang Yuanging
William J. Amclio
Ma Xuezheng

Non-executive Directors:

Mr.
M.
Mr.
Mr.,
Mr.
Mr.
Mr.
Mr.

Liiu Chuanzhi

Zhu Linan

James G. Coulter

William O. Grabe

Shan Weijian

Justin T. Chang (alternare Director 1o My James G. Coulier}
Vince Feng (alternate Director to Mr. Williant 0. Grabe)
Daniel A. Carroll (aliernate Director 1o Mro Shan Welijian)

Independent non-executive Directors:

Mr.

Wong Wai Ming

Professor Woo Chia-Wei

Mr.

Ting Lee Sen

Mr, John W, Barter 1

To the Shareholders and, for information only,

the holders of Non-voting Shares

Dear Sir or Madam,

BREATY

Registered office:

23rd Floor. Lincoln House
Taikoo Place

979 King's Road

Quarry Bay

Hong Kong

October 19, 2006

APPROVAL OF DIRECTORS’ SERVICE CONTRACTS

INTRODUCTION

Mr. Yang Yuanging was appointed as an ¢xecutive Director on December 16, 1997 and

Chairman of the Board on April 30, 2005. Ms. Ma Xuczheng was appointed as an executive

Director on May 15, 1997, Ms. Mu is also the Chiet Financial Officer and the Scntor Vice

President of the Company. On October 9. 2006, the Company cntered tnto the Service

Contracts with Mr. Yang und Ms. Mu. The Service Contracts will require the approval of the

Sharcholders at a general meeting pursuant to Rule 13.68 of the Listing Rules.

— 4




LETTER FROM THE BOARD

The Compensation Committee, comprising two independent non-executive Directors and
a non-cxccutive Director. has been appointed to advise the Shurcholders in respect of the
Service Contracts. The letter of advice from the Compensation Commitice o relation (o the

Service Contracts is set out on page 10 of this circular,

The purpose of this circular are (i) to provide the Sharcholders and the holders of
Non-voting Sharcs with information regarding the Service Contracts: (ib) o set out the
recommendation of the Compensation Committee 1o the Sharcholders in respect of the Service
Contracts; und (iii) to give notice of the EGM to the Sharcholders to consider. and if thought

fit. to approve. among other things, the Service Contracts.,

APPROVAL OF DIRECTORS’ SERVICE CONTRACTS

On October 9, 2006, the Company cntered into the Service Contracts with Mr. Yang. an
executive Director and Chatrman of the Board and with Ms. Ma, an excewtive Dirccter. Chicf
Financial Officer and Senior Vice President of the Company. respectively, The Service
Contracts will require the approval ot the Sharcholders at a general meeting {at which Mr. Yang
and Ms, Ma and their associates shall not vote on their own respective matter) pursuant to Rule

13.68 of the Listing Rules,

Term and termination

The term of the appointment of Mr. Yang pursuant to the Service Contract. subject to
Sharcholders™ approval according to Rute 13.68 of the Listing Rules. shall he for an unfixed
term commencing from October 9, 20006 (the “Unflixed Term™) and in accordance with the
Company's Articles of Assoctation and cannot be terminated by the Company (save tor Cause
or by voluntary resignation from Mr. Yang upon giving written notice of ar least 30 days o the
Company or by termination by Mr. Yang for Good Reason or for Mr. Yang's death or
disahility).

The term of the appointment of Ms. Ma pursuant to the Service Contract. subject to
Shitrcholders™ approval according to Rule 13.68 of the Listing Rules. shall also be for an

Unfixed Term commencing from October 9, 2006.

Base salary, bonus and other emoluments

Mr. Yang's annual base salary is US$584.503 (approximately HK$4.547.433) und his
annual target bonus is US3974.172 (approximately HK$7.579.058). Ms. Ma’s annual base
salary s US$328.434 (upproximately HK$2.555.217) and her annual target bonus s
USE433,533 (approximately MK$3,372 887y Mr. Yang's and Ms. Ma’s target annual bonuses
are only pavable it the performance targets tor the relevant financial year. as estahlished by the
Board or the Compensation Committee. have been met. Pursuant to Mr. Yang's Service

Contract. Mr. Yang is also entitled to receive an agreed-upon housing allowance.

—5-




LETTER FROM THE BOARD

In addition. Mr. Yang and Ms. Ma arc cach entitled to an annual long-term equity
incentive award with a target value of US$2.171.291 (approximately HKS$16,892.644) and
USER00.000 (approximately HK$6.224.000) respectively, which awards shull be subject to the
terms of such plans and applicable performance goals as have been or may be established hy
the Company for such awards. Each of Mr. Yang's and Ms. Ma's annual award shall vest ratably
over a four-year period from the date of grant (or such other penod as determined by the Board)
in accordance with the terms of such plan. Such cquity awards may be in the form of, but not
limited to, any combination of stock appreciation rights. resiricted stock units and other cquily
or cquity-based compensation or cash-based compensation as determined by the Board or the

Compensation Committee pursuant 10 the terms of the Company’s applicable plans.

Restrictive covenant

Pursuant to the Service Contracts, each of Mr. Yang and Ms. Mu is bound by a restrictive
covenant which provides that for 18 months following the date wpon which Mr. Yang or Ms.
Ma for any reason cease to be an employee of the Group. cach of Mr. Yang and Ms. Ma shalt
not, among other things and subject to certain exceptions, directly or indirectly engage in any
business primarily engaged in the development. manufacture, marketing and sale of computers
and related equipment and services {including any and all other business that after the date of
the Service Contract and from time Lo time during the term of the Service Contract. become
material with respect to the Group's then-overall business). anywhere that the Growp (including
the successors and assigns of the Company and its subsidiarics) engages in such business as at

the date of termination of the Service Contract.

Termination compensation

Certain provisions of the Service Contracts provide that upon termination of the Service
Contracts and subject to the Sharcholders™ approval pursvant to Rule 13.68 of the Listing
Rules, each of Mr. Yang and Ms. Ma may be entitled to compensation and other payments
(primarity consisting of a portion of the annual salary and annuzl target bonus, outstanding
unvested equity awards and other benefits carned and accrued under the respective Service
Contracts} cquivalent to more than one year's emoluments depending on a number of factors
including the length of service, the amount of the unvested cquity awards and the amount of
the annual bonus (the "Relevant Provisions™). The basis of calculating the compensation and
other payments pavable to Mr. Yang and Ms. Ma upon termination of the Service Contracis
depend largely on the circumstances surrounding the termination — whether the Service
Contracts have been terminated by the Company with or withour Cause or by Mr. Yang or Ms.

Ma with or without Good Reason or upon Mr. Yang’s or Ms. Ma's death or disubility.

[f the Service Contract is terminated wpon Mr. Yang's or Ms. Ma's death or disability.
cach of Mr. Yang and Ms. Ma will be entitled 1o: (1) reccive histher annual salary and other
benetits carned and accrued prior to the date of the termination: and (i) reimburscment for

expenses reasonably and actually incurred prior to the date of termination.

-6 -



LETTER FROM THE BOARD

H the Service Contract is terminated by the Company for Canse or by voluntary
resignation by Mr. Yang or Ms, Ma. each of Mr. Yang and Ms, Ma will be entitled to payments
cquivalent to the termination pavment payable vpon termination vpon his/her death or
disability as specified above except for any bonuses carned but not paid as ai the date of

terivination.,

If the Service Contract is terminated by the Company without Causc or for any recason (in
respect of Ms, Ma’s Service Contract only) or by Mr. Yang or Ms, Ma for Good Reason, Mr.
Yang and Ms. Ma shall cach be entitled to: {1} a certain portion of his/her then applicable
annual salary plus a certain portion of his/her target annual bonus for cach year he/she has been
cmployved by the Company: (ii) pro-rated annual target bonus for the year of such termination
(calculated based on the actual number of days clapsed trom the beginning of the financial year
through to the date of termination and a 3653-day year): (iii) other benefits carned and accerued
prior to the date of termination: and (iv) all other outstanding unvested equity awards shall be
credited with one year of additional vesting as of the date of termination (except for the
performance share units which shall be paid pro-rata based on actual months of service). Such
payments may exceed Mr, Yang's or Ms, Ma’s one year’s emoluments under the relevam

Service Contract,

The compensation and other payments payable to Mr. Yang and Ms. M upon termination
of the Service Contracts will be calcutated in accordance with the Relevant Provisions, 1o this
exrent. the amount will be sct according to objective criteria. However, certain components of
the compensation package will be subject to the recommendation of the Compensation

Committece and approval of the Board.

There will not be a cap on the compensation and other payments payable to Mr. Yang or
Ms. Ma upon termination of the respective Service Contract.

Approval at the EGM

The Service Contracts tncluding the Unfixed Term and the Relevant Provisions in the
relevant Service Contracts will require approval of the Sharcholders at a general meeting ol the
Company (at which Mr. Yang and Ms. Ma and their associates shall not vote on their own
respective matter) pursuant 1o Rule 13.68 of the Listing Rules. According to the register
maintained by the Company pursuant to Part XV of the Sccurities and Futures Ordinance. as
at the Latest Practicable Dute. Mr. Yang. together with his associates. bhad the following
interests in the Company, namcly, 10,200,000 Shares. 11.250.000 sharc options and 9,149,141
share awards while Ms. Ma. together with her associates. had the following interests in the
Company. namely, 23.074.000 Shares, 6,120.000 share options and 2.993.200 share awards.
respectively, In the event that the Service Contracts are not approved by the Sharcholders, ¢ach
of Mr. Yang's and Ms. Ma’s Service Contract will continue to be valid except that it will be
for a term of three (3) vears. The Unfixed Term and the Relevant Provisions in cach of Mr.
Yang's or Ms. Ma’'s Service Contract shall forthwith become null and void and any payments
which may be made to Mr. Yang or Ms. Ma upoen termination of cach of Mr. Yang's or Ms. Ma's
Service Contract will not excecd Mr. Yang's or Ms. Ma's one year's emoluments. Neverthefess,

the remaining provistons of the Service Contracts shall remain in effect.

i




LETTER FROM THE BOARD

The Compensation Committee will advise the Sharcholders as to whether the terms of the
Service Contracts are fair and reasonable and whether it is in the interest of the Company und

the Sharcholders as 2 whole amd advise the Sharcholders on how to vote.

EXPERT

Towers Perrin, who has given an opinton to the Compensation Committec dated October
19, 2006, is an international hwman resources consultancy finm. Such epinion was given for
incorporation into this circular. Towers Perrin has given and has not withdrown s written
conscnt to the issue of this circular with the references to its name included in this circular,
Towers Perrin does not have any sharcholding in any member of the Group or any right
{whether legally enforceable or not) to subscribe for or to nominate persons to subscribe for
sccurities in any member of the Group. Further. Towers Perrin does not have any direct or
indirect interest in any asscts which have been acquired or disposed of by or leased 10 any
member of the Group. or are proposed to be acquired or disposced of by or lcased to any member
of the Group. since March 31, 2006. being the date up 1o which the latest published audited

consolidated financial statements of the Group were made up.

THE COMPENSATION COMMITTEL

The Compensation Committee will advise the Sharcholders in respect of the Service
Contracts. The letter of advice from the Compensation Commitice in retation to the Service

Contracts is sct oul on page 10 of this circular.

EXTRAORDINARY GENERAL MEETING

A notice convening an EGM 1s set out on pages Ml to 13 of this circular. The EGM is
being convened for the purpose of considering and. if thought fit. passing ordinary resolutions

to approve, among other things. the Service Contracts.

A formy of proxy for use at the EGM is enclosed. Whether or not you are able to attend
the EGM. please complete the enclosed form of proxy in accordance with the instructions
printed thercon and return it to the share registrar of the Company. Abacus Share Registrars
Limited at 26/F.. Tesbury Centre. 28 Queen’s Road East, Hong Kong as soon as possible and
in any cvent no less than 48 hours before the time appointed for the holding of the EGM or any
adjourncd meeting thercot. Completion and return of the form of proxy will not preclude you
from attending and voting in person at the EGM or any adjourned meeting thercof and, in such

event. the relevant form of proxy shall be deemed 1o be revoked.




LETTER FROM THE BOARD

POLL PROCEDURE
Votcs taken at the EGM will be taken by poll.

Pursuant to Article 73 of the Articles of Association ot the Company, a poll may be

demanded by the Chairman or:

(a) by at least three Sharcholders present in person or by proxy for the time being

entitled to vote at the meeting:

{b) by any Sharcholder present in person or by proxy and representing no less than
one-tenth of the total voting rights of all the Sharcholders having the right to vote

at the meceting:

{¢) by any Sharcholder present in person or by proxy and holding shares in the
Compuny conlerring a right to vote at the meeting being shares on which an
aggregate sum has been paid up cqual to and not less than one-tenth of the total sum

paid up on all the Shares conferring that right: or
(d) as required by the applicable Listing Rules.
GENERAL
Copics of the Service Contracts are available for inspection during normal business hours

at Norton Rose at 38/F., Jardine House., | Connaught Place, Central. Hong Kong tor 14 days

from the date of this circular.

Your attention is drawn to the letier from the Compensation Committee sel out on page
10 of this circetar. The Sharcholders are advised to read the aforesaid letter before deciding as

1o how 10 vote on the ordinary resolutions approving the Service Contracts.
By order of the Board

Yang Yuanging

Cheairmean

g




LETTER FROM THE COMPENSATION COMMITTEE
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October 19, 2006

1o the Shareholders and, for informarion only,

the holders of Non-Voting Shares
Dear Sir or Madam,
APPROVAL OF DIRECTORS® SERVICE CONTRACTS

We refer to the cireular of the Company dated October 19, 2006 issucd to the
Sharcholders {1the “Circular™ of which this letter forms part. Capitalised terms used herein
shall have the sume meanings as defined in the Circular unless the context otherwise requires.

We, being members of the Compensation Committce. hereby write to advise the
Sharcholders as to whether, in our opinion. the terms of the Service Contracts are fair and
reasonable and the Scrvice Contracts are in the interests of the Company and the Shurcholders
as @ whole,

Having taken into account the recommendations of Towers Perrin. an international human
resources consultancy firm. we consider that the terms of the Service Contracts (including the
Unfixed Term and the Relevant Provisions) are fair and reasonable and the Service Contracts
arc in the mterest of the Company and the Sharcholders as o whole,

We have taken into account the (actors considered by Towers Pernin, for example. the
terms of the Service Contracts would be market competitive with respect to compensation
levels for simitar pesitions in the global technology or personal computer sector and the Hong
Kong mwrket: the terms would be consisient with the compensation arrangements for
individuals with background. experience and responstbilitics comparable 1o those of Mr. Yang
and Ms. Ma: the terms would also align with the Company’s business strategy and with

refercnee 1o market practice in respect of termination-related payments.

We therefore recommend the Sharcholders o vote in favour of the resolutions in relation
to the Service Contracts.,

Yours faithfully,
Compensation Conumitiee
Mr. William . Grabe
Mr. Wong Wai Ming
Professor Woo Chia-Wei

- 10 -




NOTICE OF EXTRAORDINARY GENERAL MEETING
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(Stock Code: 0992)

NOTICE IS HEREBY GIVEN that an extruordinary general mecting of Lenovao Group
Limited (the “Company”) will be held at The Harbour Room, 3/F., The Ritz-Carlton Hong
Kong, 3 Connaught Road. Central. Hong Kong on Tuesday. November 7. 2006 at 3:00 p.m. for

the purpose of considering and, if thought fit, passing with or without modification the

following resolutions as ordinary resolutions of the Company:

ORDINARY RESOLUTIONS

(1) THAT:

(a)

{b)

the Service Contract. including the Unfixed Term and the Relevant Provisions
(cach as defined in the Circular issued by the Company dated October 19,
2006}, dated October 9. 2006 entered into by and between the Company and
Mr. Yang Yuanging. an exceutive Director and Chairman of the Board (a copy
of which is tabled at the meeting and marked “A” and initialed by the
Chairman of the meeting for identification purposes), be and is hereby

approved, ratificd and confirmed: and

any one Director. or uny onc Dircctor and the Company Scerctary if the
affixation of the common seal is necessary, be and is/are hereby authorised for
and on behalf of the Company and/or its subsidiarics to exceute all such other
documents. instruments and agreements and to do all such acts or things
deemed by hinvthem to be incidental to, ancillary to or in connection with the

matters contemplated in the Scrvice Contract.

(2} THAT:

(a)

the Service Contract. including the Unfixed Term and the Relevant Provisions
{cach as defined tn the Circular issued by the Company dated October 19,
2006), dated October 9, 20006 entered into by and between the Company and
Ms. Ma Xuczheng. an exceutive Dircctor, Chief Financial Officer and Scnior
Vice President of the Company (a copy of which is tabled at the meeting and
marked B and initialed by the Chairman of the mecting for identification

purposes), be and is hereby approved. ratified and confirmed: and

— i1 =




NOTICE OF EXTRAORDINARY GENERAL MEETING

(b) any onc Dircctor. or any one Dircctor and the Company Sccretary if the
affixation of the common seal is necessary. be and isfare hereby authorised for
and on behalf of the Company and/or its subsidiaries to exccute all such other
documents. instruments and agreements and 1o do all such acts or things
decmed by him/them to be incidental to, ancillary to or in connection with the

maltters contemplated in the Service Contract.”

By order of the Board
Yang Yuanging

Cheairnan

Raleigh, October 19, 2006

Registered office:

23rd Floor, Lincoln House
Taikoo Place

979 King’s Road

Quurry Bay

Hong Kong

Execurive Directors:
Mr. Yang Yuanging
Mr. Wiltiam J. Amchio
Ms, Ma Xuezheng

Non-executive Directors:

Mr. Liu Chuanzhi

Mr. Zhu Linan

Mr. Jumes G. Coulter

Mr, William O, Grahe

Mr. Shan Weijian

Mr. Justin T. Chang (alternate Director to Mr. James G. Coulter})
Mr. Vince Feng (afternute Director to Mr. William O. Grabe)
Mr. Danicl A. Carroll (alternate Director to Mr. Shan Weijian)

Independent non-executive Dirvectors:
Mr. Wong Wai Ming

Professor Woo Chia-Wei

Mr. Ting Lee Sen

Mr. John W. Barter 11




NOTICE OF EXTRAORDINARY GENERAL MEETING

Notes:

14

A member entitled 1o attend ind vote at the extraordinary general meeting convencd by this natice is emitled

1o appaeint gne or more proxics 1o attend and vote in his stead. A proxy need not be o member of the Company.

To be ctfeciive. the instrument appointing a prexy together with the power ol attorney or other authority. il
any, under which s signed or o netarially certified copy of that power or authority. must be completed and
lodged at the share registrar of the Company. Abacus Share Repistrars Limited a 26/F. Tesbury Centre. 28
Queen's Road East, Hong Kong. not fess than 48 hours before the time for holding the exiraordinary general
meeting or any adjourmment thereof.

A Torm of proxy Tor use at the meeting is enclosed. Completion and return of the form of proxy will not
preclude you trom attending and voting in person ai the extraordinary general mecting or any adjournment

thereof and. in such event. the relevant form of proxy shall he deemncd (o be revoked.

Where there are juint registered holders, any one of such persons may vote at the extraordinary general

meeting, cither persanally or by proxy. in respect of such share as if he were solely entitled thereto; but il more

than onre of such jumnt registered holders be present at the extraordinary general mecting personally or by

proxy. then the registered holder so present whose name stands first on the register of members of the Company
in respect of such share willh alone be entitled to vote in respect thereof.

The wanslution into Chinese languwage of the notice is for reference only. Tn case of any discrepancies, the

English version shadl previel,

The vores 1o be taken i the extraordinary general meeting will be taken by way of poll.




THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action o be taken. vou should consull a
stockbroker or other registered dealer in securitics. bank manager. solicitor, prolessional accoumtant or other
prafessional adviser.

It you have sold or transferred all your shares in Lenovo Group Lunited. you should at once hand this circular and
the accompuanying form of proxy (o the purchaser or the transferee or to the bank. stockbroker or other agent through
whom the sale or transfer was effected for transmission 1o the purchuser or transieree,

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this ¢ircular, makes no
representition as o s accuracy or completeness and expressly disclaims any liability whatsoever for any loss
howsoever arising from or in reliance upon the whole or any part ot the contents of this circular.

This circular is tor information purposes only and does not constitute an invitation or offer to acquire. purchase or
subscribe for any securitics,
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CONTINUING CONNECTED TRANSACTIONS

Independent Financial Adviser to the Independent Board Committee

and the Independent Sharcholders

R_DB3S

A letter from the Board is set out on pages 510 23 of this circular. A letter from the Independent Board Comntittee
5 setoout on pages 24 to 25 of this circular. A leter from DBS Asia Capital Limited containing its advice 1o the
Independent Board Committee and the Independent Sharehobders is set out on pages 26 o 42 of this circular,

An ordinary resolution will be propased at the Extraordinary General Meeting of Lenovo Group Limited to be held
a1 The Harbour Room, 3/F.. The Ritz-Caclion Hong Kong. 3 Connaught Road. Cengral, Hong Kong on Tuesday.
Nevember 7, 2006 at 3:30 pon (or immediately after the conclusion of another extraordinary general meeting of the
Company convened and to be held at 3:00 pon. on the same date and at the same place) to approve the maders referred
1o in this circulur. The notice convening the Extraordinary General Mecting is set oul on pages 48 to 49 of this
circular. A form of proxy Tor use at the Extraordinary General Mceeting is enclosed with this circutar. Whether or not
you arc able w attend the meeting, you are requested o complete ghe enclosed form of proxy in accordance with the
instructions primted thereon and retarn it to Abacus Share Registrurs Limited, the Company’s share registruar in Hong
Kong, of 26/F, Tesbury Centre, 28 Queen’s Road East. Wanchai. Hong Kong not less than 48 hours before the time
appuinted for holding the Extraordinary General Mecting. Completion and rewurn of the accompanying form of proxy
will nok preclude you Trone attending and voting it the Extraordinary General Meeting should you so wish,

Ociober 19, 2000
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DEFINITIONS

In this circular, the following expressions shall have the meanings set out below unless

the context requires otherwise:

“alliliates™

"Amendment Agreements”

“Articles of Association”™

Cassociates”

“Board™

“Company”

“connected person”

“Continuing Connected
Transactions™

“Controlling Shareholder™

“Canvertible Preferred
Shareholders™

“DBS Asia”

with respect to any person. any other person who directly
or indirectly or who through one or more intermediarics,
controls or is controlled by or is under common control

with the person specified:

means the agreements amending the Transition Services
Agreement and Marketing Support Agreement entered
into between the Company and 1BM on September 22,
2006;

mcans the Articles of Association of the Company and all
supplementary, amended or substituted articles for the

time being in force:
has the meaming ascribed to it under the Listing Rules;
means the board of Directors;

means Lenovo Group Limited, a company incorporated
on October 5, 1993 with limited liability under the laws
of Hong Konyg, the shares of which are listed on the main

board of the Stock Exchange;
has the meaning set out in the Lisung Rules:

means the transactions underlying the Master Services
Agreement and the Amendment Agreements;

Legend Holdings Limited. the controlling sharcholder of
the Compuany holding approximately 49% of all of the
Shares as al the Latest Practicable date;

means the holders of Series A Cumulative Convertible
Preferred Shares of nominal value of HK$9.175 each and
stated value of HK$1.000 cach in the share capital of the
Company:

means DBS Asia Capital Limited. being appointed as the
independent financial adviser 1o the Independent Board
Committee and the Independent Shareholders in respect
of the Master Services Agreement. the Amendment
Agreements  and  the  transactions  contemplated

thereunder:




DEFINITIONS

“Dircctors”

“Effecuive Date”

“EGM™

*“Group™ or "“Lenovo”

"HKS$™

“Hong Kong™

“IBM”

“IBM Acquisition Circular”

“IBM Group™

“Independent Board Committee™

“Independent Sharcholders™

ST

means the directors ol the Company;

means the date on which the Master Services Agreement,
the Amendment Agreements and the transactions
contemplated thercunder have been approved by tLhe
shareholders of the Compuany and all other necessary
regulatory approvals and consents have been obtlained;

means the extraordinary general meeting of the Company
to be held. among other things. for the purpose of
considering and, il thought fit, approving the Master
Services Agreement and the Amendment Agreements and

the transactions contemplated thereunder:
means the Company and its subsidiaries;

means Hong Kong dollars. the Tawful currency of Hong
Kong:

means the Hong Kong Special Administrative Region of
the PRC;

means International Business Machines Corporation:

means the circular o shareholders of the Company dated
December 31, 2004 in respect of {among other things) the
very substantial acquisition relating to the personal
computer business of IBM and related continuing

connected transaclions:
means IBM and its affiliates:

means the independent committee ol the Board,
comprising Mr. Wong Wai Ming. Professor Woo Chia-
Wei, Mr. Ting Lee Sen and Mr. Joho W. Barter 111, being
the independent non-executive Directors. established to
advise the Independent Shareholders on the Master
Services Agreement. the Amendment Agreements and the

transactions contemplated thereunder;

means the Voting Shareholders other than those who are

required to abstain from voting at the EGM;

means information technology:




DEFINITIONS

“IT Services™

“Latest Practicable Date™

“Lenovo (Singapore)”

“Listing Rules™

“Mujor Country Agreements”

“Mirketing Support Agreement”

*Master Services Agreement”

“Non-voting Shares™

“PRC™

“Resolution™

"SFO™

“Sharcholders™

means the Interim Services. the New Transitional IT
Services and the New [T Infrastructure Services (as
defined in the “Letter from the Board™);

means October 16, 2006, being the latest practicable date
for ascertaining certain information contained in this

circular;

means  lenovo (Singapore) Pte. Lid.. a company
incorporated with limited lability under the laws of
Singapore and a wholly-owned subsidiary of the

Company;

means the Rules Governing the Listing of Securities on

the Stock Exchange in force for the time being;

means the Country Agreements (as defined in the "Leuer
from the Board™) in respect of the PRC. Hong Kong, the
UK and the USA;

means the Marketing Suppoert Agreement entered into
between the Company and IBM on December 7, 2004,

means  the agreement entered into between Lenovo
{Singapore) and IBM on September 22, 2006:

means the ordinary unlisted shares of nominal value
HK$6.025 cach in the ordinary share capital of the
Company, which carry the same rights as the Shares save
that the Non-voting Shares do not carry any voting rights

until they are converted into Shares;

means the People’s Republic of China;

means the ordinary resolution to approve the Master
Services Agreement, the Fee Cap and the Termination
Fee  Cap. the Amendment  Agreements  and  the

transactions contemplated thereunder at the EGM:

means the Securitics and Futures Ordinance (Chapter
571y

means holders of the Shares:




DEFINITIONS

“Shares™

“Stock Exchange™

“substantial sharcholder™

“Transition Services Agreement”

“USS”
“USA”
“UK™

“Voting Sharcholders™

=

means ordinary shares of par value HK$0.025 each in the
ordinary share capital of the Company which carry voting
rights:

means the Stock Exchange of Hong Kong Limited;

has the meaning set out in the Listing Rules;

means the Transition Services Agrecement entered into
between the Company and IBM on December 7, 2004;

means US dollars, the lawful currency of US;
means the United States ol America;
means the United Kingdom;

means the Convertible Preferred Shareholders and the
Shareholders: and

meadns per cent.

This circular contains transiation between HKS and USS a1t HKS7.8 = USSI. The

transtation shall nor be raken as representation thar the HKS amonnt could actually be

converted into USY at thar raie, for all.
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October 19, 2006

To the Voring Sharcholders and, for information only,
holders of other securities of the Company

(ether than the Voring Shareholders)
Dear Sir or Madam,

CONTINUING CONNECTED TRANSACTIONS

INTRODUCTION

Reference is made 10 the announcement of the Company dated September 28, 2006 in
relation 1o the Master Services Agreement entered into between Lenove (Singapore), its
wholly-owned subsidiary (for itsetf and on behalf of Lenovo) and IBM on Sceptember 22, 2006.
The Company had also on the same date entered into Amendment Agreements amending the

Transition Services Agreement and Marketing Support Agreement.,
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1 INFRODUCTION

IBM is currently providing the Existing IT Services (as defined below) to the Group under
the Transition Services Agreement and Marketing Support Agreement. the relevant portions of
which will expire on or before May 1. 2008. The Group had evaluated various alternatives for
the replacement of the Existing IT Services. including insourcing or outsourcing to other
third-party providers such replacement 1T services, but ultimatcly selected I1BM to provide
such IT services. The Directors note that. although other third parties could provide certain of
the IT Services, Lenovo is in a unique position with 1BM because the new contractual
arrangements permit Lenovo to purchase new IT Services from IBM using some US$148
million (HK$1.154.4 million) of expenditure previously contractually commitied 1o IBM under
the Transition Services Agreement and Marketing Support Agreement. and the Directors
believe this “credit™ makes the IBM proposal significantly more competitive than those which
other third-party providers would be able to offer.

By the announcement of the Company dated September 28, 2006. it was announced that
Lenovo (Singapore). its wholly-owned subsidiary. had on September 22, 2006 entered into a
Master Services Agreement with IBM in relation to the provision of 1T Services worldwide by
IBM and its affiliates to the Group. The Master Services Agreement provides the framework
for the transition to. and ongoing operation of. a new 1T infrastructure and architecture for
Lenovo. The new IT infrastructure and architecture will replace the current IT infrastructure
and architecture which is part of IBM’s legacy IT systems. The Company has also on the same
date entered into Amendment Agrecments amending the Transition Services Agreement and
Marketing Support Agreement entered into on December 7. 2004, pursuant to which IBM and
its affiliates have provided the Group transition services including. among others, information
technology services (the "Existing I'T Service(s)”). The Transition Services Agreement and the
Marketing Support Agreement are existing continuing connected transactions of the Company
which were approved by its shareholders at an extraordinary general meeting of the Company
held on January 27, 2005,

The Master Services Agreement sets out the terms for the provision of three categories of
IT Services: the Interim Services (as defined below), the New Transitional IT Services (as
defined below) and the New IT Infrastructure Services (as defined below). From the Effective
Date, the Interim Services will be provided under the terms set out in the Master Services
Agreement, and the Amendment Agreements provide that the Existing IT Services will cease
to be provided under the Transition Services Agreement and the Marketing Support Agreement.
The new arrangements permit Lenovo to apply a portion of the payments it was previously
required to make to IBM in respect of only the Existing IT Services to purchase the New
Transitional I'T Services (in addition to the Interim Services). The Interim Services and the
New Transitional IT Services. which both comprise IT Services relating to the transition o the
new [T infrastructure and architecture, will (subject to certain limited exemptions) be provided
under the terms set out in the Master Services Agreement [rom the Effective Date until April
3 2008 {(the “Transition Period™). In addition, the Master Services Agreement sets out the
terms for the provision of the New IT Infrastructure Services. which comprise IT Services for
the ongoing operation of the new IT infrastructure and architecture and which will (subject 10
certain limited exemptions) be provided from May 1. 2008 until the expiry or termination of
the Master Services Agreement.
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Pursuant 1o the Master Services Agreement, IBM will provide IT Services for a period not
exceeding seven (7) years commencing from the Effective Date and expiring on August 31,
2013, except that Lenovo (Singapore) may. at its option, extend the Master Services Agreement
for two additional periods of one year each after August 31, 2013, The Company will

re-comply with the Listing Rules in respect of any such renewal.

Since IBM is a substantial sharcholder of the Company and. thus. a connected person of
the Company, the entering into of the Master Services Agreement by the Company’s subsidiary
with IBM and the transactions contemplated thereunder constitute continuing connected
transactions of the Company. As the applicable percentage vatios (as defined in Rule 14.07 of
the Listing Rules) for each of the Fee Cap (as defined below} and the Termination Fee Cap (as
defined below) payable under the Master Services Agreement exceed 2.5%, the entering into
of the Master Services Agreement and the transactions contemplated thereunder. and in
particular the Fec Cap and the Termination Fee Cap (as defined below), are subject to
reporting, announcement and independent sharcholders’ approval requirement under the
Listing Rules. The Amendment Agreements constitute material amendments to the Transition
Services Agreement and Marketing Support Agreement, which is ilso subject to the reporting,
announcement  and independent  sharcholders™ approval requirements.  In addition,  the
Amendment Agreements resull in the termination of certain portions of the Transition Services
Agreement and the Marketing Support Agreement. which require new annual caps to be set for

thosce agreements,

An independent board commitice has been established to consider and advise the
Independent Shareholders in relation 1o the Master Services Agreement and the Amendment
Agreenents and the transactions contemplated thereunder. DBS Asia has been appointed as the
independent financial adviser to advise the Independent Board Committee and the Independent
Sharcholders in relation to the Master Services Agreement, the Amendment Agreements. and

the transactions contemplated thereunder.
The main purposes of this circular are:

(1) to provide you with turther information regarding the Master Services Agreememn,
the Amendment Agreements, and the transactions contemplated thereunder:

(i1} to set out the letter of advice from DBS Asia o the Independent Board Committee
and the Independent Sharcholders in respect of the Master Services Agreement. the

Amendment Agreements. and the transactions contemplated thereunder;

(1) to set out the recommendation and opinton of the Independent Board Commitiee as
advised by DBS Asia to the Independent Board Committee and the Independent
Sharcholders in respect of the Master Services Agreement, the Amendment

Agreements. and the transactions contemplated thercunder: and

(iv) to give you notice of the EGM 1o consider and, tf thought fit, approve the Master
Services Agreement. the Fee Cap and the Termination Fee Cap. the Amendment

Agreements and the transactions contemplated thereunder.
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2

MASTER SERVICES AGREEMENT

On Sepiember 22, 2006, the Master Services Agreement was entered nto between 1BM

and L.enovo (Singapore). a wholly-owned subsidiary of the Company, which set forth the

general terms and conditions governing the relationship between [BM and Lenovo (Singapore)

and the peneral terms applicable to the IT Services which IBM und ns affitiates will provide

to the Group on a worldwide basis.

It is contemplated under the Master Services Agreement that individual country

agreements (“Couwntry Apreements™). incorporating the terms of the Master Services

Agreement and describing in detatl the IT Services applicable to the relevant location, will be

entered into by the relevant local member of the IBM Group and the relevant local member of

the Group in ditferent countries. Details of the terms of the Master Service Agreement are as

follows:

Date

September 22, 2006
Parties

IBM and Lenovo (Singapore)
Terms

Pursuant to the Master Services Agrecment. IBM will provide 1T Services for a
period not exceeding seven (7) years commencing from the Effective Date and expiring
on August 31, 2013, except that Lenovo (Singapore) may. at its option, cxtend all of the
Mujor Country Agreements for two additional periods of one year each alter August 31,
2013, The Company will re-comply with the Listing Rules in respect of any such rencwal.
If the Major Country Agreements are so extended, the Master Services Agreement shail
be extended on the same basis, subject to the Company’s compliance with the Listing
Rules.

The seven-year term of the Master Services Agreement (together with the options to
extend the term for two additional periods of one year cach) secures better terms and
pricing for Lenovo, coupled with some certainty regarding the ability to procure key IT
services from a reputable supplier on favourable terms which helps 10 ensure continuity
of operation and smooth integration into Lenovo’s new [T infrastructure and architecture.
The seven-year term. broadly speaking. comprises of a vartation 1o the existing
arrangements in respect of the period up to April 30, 2008, and a five-year term thereafter
in respect of the New IT Infrastructure Services. Purswant to Rule 14A.35(1) of the
Listing Rules, the independent financial adviser has explained why a term of seven ycars
(together with the options to extend) is required and that it is normal business practice for
contracts of this type to be of such duration inits letter of advice to the Independent Board
Committee und the Independent Sharcholders which is set out on pages 20 10 42 of this

circular.
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Lenovo (Singapore) may reduce the IT Services or terminate the IT Services
altogether as further described below. In the event of any termination of the Master
Services Agreement, all the Country Agreements shall be deemed to have terminated on
the date of such termination. In the event of a termination of any or all of the Major

Country Agreements, Lenovo (Singapore) may terminate the Master Services Agreement.

In addition, at Lenovo (Singapore)’s request. IBM shall provide exit assistance to
Lenovo (Singapore), at IBM's then-current consulting rates for similar services, to
facilitate orderly transfer of services to Lenovo or another third party provider, which
should be completed prior to the termination or expiry of the Master Services Agreement.
However, if IBM fails to provide such exit assistance on a timely basis, Lenovo
(Singapore) may require IBM to continue to provide additional exit assistance until IBM

has fulfilled its obligations, subject 10 the Company’s compliance with the Listing Rules.
Guarantee

The Company has guaranteed o IBM the financial obligations of each Group
company under cach Country Agreement entered into under the Master Services
Agreement. Pursuant 1o the guarantee, it any such Group company fails to make payments
pursuant to the relevant Country Agreement. the Company will make such payments,

subjeet to all Timitations and defences available to the relevant Group company.
1T Services

Under the Master Services Agreement. IBM Group will provide the IT Services
(detailed below) 1o the Groap:

(a}  Interim Services

The Existing IT Scrvices previously provided under the Transition Services
Agreement and the Marketing Support Agreement will instead, as from the Effective
Date. be provided as Interim Services (“Interim Services™) under the terms set out
in the Master Services Agreement. The parties have a preference to bring all 1T
Services under i single agreement. The Interim Services betng provided will remain
unchanged Trom the Exasting IT Services and will continue 1o be provided by IBM
until the expiry date as previously set out in the Transition Services Agreement and
the Marketing Support Agreement for the relevant Existing 1T Service, which will
be at various different dates falling on or before the expiry of the Transition Period.
The charge rates set out in the Transition Services Agreement and the Marketing
Support Agreement remain unchanged. although the terms on which the Interim
Services will be provided under the Master Services Agreement include certain
additional protections  for Lenovo (such as fuller indemmnity and  warranty
provisions), Furthermore. the minimum amount which Lenovo is required to pay to
IBM for the purchase of Interim Services has been reduced (from that paid for the

Existing IT Services), as further explained below under “Consideration™. In the
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event that the new IT systems are not operational to replace the Interim Services as
they expire, Lenovo {Singapore) has the option to require 1BM to continue 1o
provide certain of the Interim Services on similar terms for periods of various
different lengths (not exceeding 8 months) following the date of expiry of the
Transition Services Agreemeant, provided that the aggregate cost of such extensions
does not exceed USSHIE.5 million in the year ending March 31, 2008 (approximately
HK$144.3 million) and US$82 million in the year ending March 31, 2009
(approximately HK$639.6 mitlion).

(H)  New Transitional IT Services

IBM will provide the New Transitional 1T Services ("New Transitional IT
Services™) under the 1erms set out in the Master Services Agreement during the
Transition Period. The New Transitional IT Services tnclude: consulting and
software development services to assist Lenovo in building and configuring its new
IT application architecture; data migration and data extraction services to assist in
the separation of duta from the current legacy IBM systems; interim system
enhancement work to support the continued operations during the Transition Period;
and infrastructure transition and operation services to transition Lenovo Lo the new
IT infrastructure. These are new I'T Services which have not been provided by IBM

to Lenovo prior o the Effective Date.
() New IT Infrastructire Servvices

[BM will provide the New IT Infrastructure Services ("New 1T Infrastructure
Services”) under the terms set out in the Master Services Agreement from May |
2008 until the expiry or termination ol the Master Services Agreement. The New [T
Infrastructure  Services comprise operationil  services {or Lenovo’s new 1T
architecture including in the following arcas: IT Helpdesk; End User Services,
Groupware Services, Sceurity Services. Network Operations Services, WAN
Services. HUB Services, Voice Network Services. Server Operations Services.,
ADIM Scrvices. BusinessTone Services and Enterprise Support Services (cach a
“Service Tower™ and has the meaning ascribed to it in the Master Services
Agreement). These are new IT Services which have not been provided by IBM to
Lenovo prior to the Effective Date.

Additions and changes to the 1T Services can be made at Lenovo’s request, which
[BM shali vse its reasonable endeavours to tulhill. Any additional services shall be
provided based on the pre-determined charge rates set out in the Master Services

Agreement.
Consideration

The prices for the IT Services were mutually agreed between [IBM and Lenovo
(Singapore). The Master Scrvices Agreement contains pre-determined charge rates for

ciach of the 1T Services which vary depending on certn facrors designed to measure the
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volume of usage of each aspect of the 1T Services and depending on the Country
Agrecement under which the services are provided. Lenovo has agreed 1o pay a fixed
aggregate charge in respect of the Interim Services and the New Transitional I'T Services
(for which it will receive such amount of services as can be purchased at the
pre-determined charge rates): there 15 no mimimum or maximum aggregate charge in

respect of the New IT Infrastructure Services.
() Charges for nterim Services

The charge rates previously set out in the Transition Services Agreement and
the Marketing Support Agreement for the Existing I'T Services remain unchanged
under the Master Services Agreement for the Interim Services. Prior to the
Amendment Agreements. the amounts payable by Lenovo to IBM for the Interim
Services under the Transition Services Agreement and the Markeung Support
Agreement were a minimum of US$196.9 million {approximately HK31.535.8
million) for the year ending April 30. 2007 and & minimum of US$174.8 million
(approximately HK$1.363.4 mitlion) for the year ending April 30, 2008 ("Previous
IT Services Payments™). The Transition Services Agreement and Marketing
Support Agreement contemplate that as Lenovo reduces its need for the Existing IT
Services. it may apply a portion of the charges payable under those agreements in
purchasing new IT Services from IBM on terms to be agreed between the parties
from time 1o time. It has been agreed under the Master Services Agreement that
bascd upon Lenove’s projected reduction in need for the Existing IT Services,
Lenovoe would reduce the atlocation of the Previous I'T Services Payments directed
1o the Interim Services to US$52.8 million (approximately HK$411.8 million) in
respect of the period from September 1, 2006 to April 30, 2007 and a minimum of
US$88.8 million (approximately HK$692.6 million) in respect of the year ending
April 30, 2008 {the ~“Interim Services Payvments™).

(h) Charges for New Transitional IT Services

It has been agreed under the Master Services Agreement that Lenovo will be
able 1o apply a portton of the Previous [T Services Payments towards the New
Transitional T Services. Accordingly. Lenovo will pay IBM US$62 million
(approximately HK$483.6 million) for New Transitional IT Services in respect of
the period from September |0 2006 to Aprl 30, 2007 and US386 million
(approximately HK$670.8 million) for New Transitional IT Services in respect of
the year ending April 30, 2008 (“New Services Payments™). The New Services
Payments represent a portion of the Previous IT Services Payments {pro-rated in the
case of the peried from the September 1. 2006 to April 30, 2007) which Lenovo s
now entitled under the Master Services Agreement to apply towards the purchase of
New Transitional I'T Services, as it has reduced its need for Interim Services and the

amounts it is required to pay in respect of Interim Services.

Lenovo may choose which New Transitional 1T Services it will purchase from

IBM at the pre-determined charge rates in consideration of the New Services
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Payments, save that infrastructure related services and infrastructure transition
services, cannotl excecd US$1S million (approximately HK$117 million) in respect
of the period from September 1. 2006 o April 30, 2007 and US$37.7 million
(approximately HK$294 million) in respect of the year ending April 30, 2008. To the
extent that Lenovo has not used New Transitional IT Services in respect of the
period from September 1, 2006 10 April 30. 2007 which represent the full amount of
US$62 million New Scrvices Payments for that period. it will be entitled to carry
forward a credit of up to US$32 million {approximately HK$249.6 million) which
can be used to purchase New Transitional IT Serviceys in respect of the year ending
April 30. 2008 {although the actual New Services Payments by Lenovo will be
unaftected).

{c)  Charges for New T Infrastructure Services

In respect of cach of the years from May 1, 2008 until the expiry or termination
of the Master Services Agreement. Lenovo (Singapore) will pay to IBM aggregate
charges ("Annual Service Charges™) for New 1T Infrastructure Services. The
Annual Service Charges are based on pre-determined charge rates set out in the
Master Services Agreement tor each of the New IT [nlrastructure Services to be
provided. As trom two ycars after the commencement of the relevant New IT
Infrastructure Services (or, in the case of PRC-based services, as from May [, 2008).
Lenovo will be entitled to exercise a benchmarking mechanism for the Annual
Service Charges by a Service Tower. requiring an independent third-party. in certain
circumstances., to rcassess the charge rates for any or all of the New [T Infrastructure
Services. The benchmarking mechanism can result in a reduction, but not an

increase. i the Annual Scrvice Charges.

The Master Services Agreement contains basclines representing  current
estimates ol the value of New IT Ilofrastructure Services (based on the pre-
determined charges) which Lenovo may purchase during the term of the Master
Services Agreement. Lenovo (Simgapore) may reduce the amount of New IT
[nfrastructure Services 1t purchases to less than the baselines. However, such
reductions in services will only result in reduction in corresponding charges if the
services reduction is due to a reduction in Lenovo’s need for such services otherwise
than due to Lenovo’s decision to provide the services itself or to engage a third party
to provide those same scervices. Lenovo (Singapore) is under no obligation to
increase the amount of New IT Infrastructure Services it purchases to above the

baselines even il its need for such services increases above the baselines.

Charges will be invoiced to Lenove on a monthly basis based on the baselines,
with credits or additional charges being applied to the following month’s invoice
depending on the actual volume of the services used compared to the baseline. The
partics have also provided a mechanism for reducing or increasing the amount of
New IT Infrastructure Services used and the charges for such increases or
reductions. There 15 no minimum amount which Lenovo 1s required to pay n respect
of New IT Infrastructure Scrvices (or any other TT Services) during the years from
May 1. 2008 unti] the expiry or termination of the Master Services Agreement,

N I
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To the extent that any New IT Infrastructure Services can be used prior to April
30, 2008, Lenovo will be entitled to apply the New Services Payments towards the
purchase of New IT Infrastructure Services during that period (subject to the
restrictions set forth in the Master Services Agreement).

(d)  Estimated Total Charges for the IT Services

The estimates of the Interim Services Payments, the New Services Payments
and the Annual Service Charges (based on current estimates of utilisation of
services, and the baselines for the New IT Infrastructure Services) are as follows:

Table 1 (in US$ millions)

Period

Year Year Year Year Year Year Year from
ending ending ending ending ending cending ending April 1,
March March March Ddlarch Mareh March March 2013 to
3, 3, 31, 31, 31, 31, 31, August
2007 2008 2009 210 2011 2012 2013 31, 2013

[nterem Services

Payments 52.8 888 14.4 0 () 0 0 0]
New Services

Payments 62 80 0 0 0 0 0 0
Annual Service

Churges 0 0 57.1 55.5 538 53.6 533 15.5
TOTAIL 114.8 174.8 1.5 55.3 338 53.6 533 15.5
Naotea:

I. The Table daes not include any adjustments for the costs of inflation per the Economic
Change Adjustment (as detined below).

2. All fees are tn millions of US Dollars.

{e) Termination Charges

If Lenovo (Singapore) terminates the Master Services Agreement for (i) 1is
convenience. (ii) as a result of IBM becoming subject to certain insolvency events
or (i) certain events leading to a change in owncership or control of IBM. Lenovo
(Singapore). or its affiliates. as appropriate, will pay 1BM termination charges as set
forth in the Master Services Agreement plus IBM’s reasonable wind down charges
(which will not exceed. in aggregate. the Termination Fee Cap set out below except
where the wind down charges fall instead under the Fee Cap set out in Table 2).
Lenovo shall not be permitted (o terminate for its convenience prior to April 30,
2009. Termination charges will not be payable in the event Lenovo terminates the
Master Services Agreement because of IBM's failure to agree to any changes in the

charges resulting from the reassessment of such charges under the benchmarking

- 13 =
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provisions {although certain wind down charges may be payable). Nor will
termnation charges be payable in the event of a change in ownership or control of
IBM where control is acquired by a competitor of Lenovo or an entity with which

lLenovo has terminated a contract for cause in the previous twenty four months.

(f)  Hourly Charges

LLenovo (Singapore) may request that IBM provide additional services
generally ancillary to those services provided under the Master Services Agreement
to be invoiced on a time and materials basis using hourly rates established in the
Master Services Agreement for defined job skills that may be used to provide such
services. Additional services may include changes requested by the Group to
accommodate new processes, modifications to IT systems used to deliver the

services, or support for new employee beneflits and programs offered by the Group.
(e} Fcononic Change Adjustment

Charges under the Muaster Services Agreement are subject to adjustment
("Economic Change Adjustment™) beginning in 2008 to account for inflation on a

regional basis, and fluctuations in foreign exchange rates.

The above charges are negouated on an arm’s length basis and the basis for

determining the amounts is in line with. and no less favourable to. the Group than that

adopted by any independent third party.

3 FEE CAP AND ITS BASIS FOR DETERMINATION

The Company expects that the aggregate amount of lees payable to IBM under cach of

the contract periods during the term under the Master Services Agreement. including any

additional resource charges or hourly services or certain wind down charges, will be as follows
(the “Fee Cap™):

Table 2 (in US$ millions)

Period

Year Year Year Year Year Year Year  from April
ending ending ending ending ending ending ending 1, 2013 to
March March March March March March March August

3, 2007 3L 2008 31,2009 31,2000 31, 20001 31,2012 31, 2013 31, 2013

130 207 100 635 68 71 74 32

Note!

The Fee Cap does not inelude the termination charges payable upon the various termination events under
the Master Services Agreement.

— 14 -
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2. All fees are in millions of US Dollars.

The aggregate amount paid under the Transition Services Agreement and the Marketing
Support Agreement (which includes the Existing 1T Services that will be provided as Interim
Services under the Master Services Agreement) in respect of the period from April 30, 2005
{the commencement of those agreements) until March 31, 2006 was US$198.3 million
{approximately HK$1,546.7 million) under the Transition Services Agreement and US$194.3
million (approximately HK$1,515.5 million) under the Marketing Support Agreement. The
aggregate amount paid for the Existing 1T Services under the Transition Services Agreement
and the Marketing Support Agreement in respect of the peried from April 30, 2005 until March
31, 2006 was USS141 million (approximately HKS$1,099.8 million) and US$40 million
{approximately HK$312 million) respectively.

The Fee Cap is higher during the first three years of the Master Services Agreement than
the succeeding years, because the estimated costs of the services under the Master Services
Agreement are likely to be higher during the period in which Lenovo is transitioning 1o the new
IT infrastructure. compared to the ongoing operational costs of the new IT infrastructure after
May 2008, Please refer to Table 1 above for further clarification. The Fee Cap for the year
ending March 31, 2007 is lower than the historical figures because 1t relates only to the 1T
Services. which will only be provided under the Master Services Agreement during that period
as from the commencement of that agreement. It does not relate to the Existing IT Scrvices,
which will continue to be provided under the Transition Services Agreement and the Marketing
Support Agreement up until such agreements are amended pursuant to the Amendment

Agreements,

The Fee Cap iy calculated and determined after taking into account the following:

(a) the aggregale amount of the charges set out in Table 1 above:

{b) Lenovo’s deciston to extend some or all of the Interim Services;

(c) An approximate 15% annuval buffer above the anticipated charges in respect of the
New IT Infrastructure Services to provide flexibility in the event of higher than
cxpected demand (or new IT Services and/or New IT Infrastructure Services, which
may arise from future growth of Lenovo’s business. an increase in the number of
personnel, increased requirements for I'T services arising from unexpected issues on
the interim interface. the creation of a new IT infrastructure and/or the transition to

such new mfrastructure or other circumstances; and

{d} an Economic Change Adjustment at historic rates.
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4 TERMINATION FEE CAP AND ITS BASIS FOR DETERMINATION

In the event of termination of the Master Services Agreement. the Company expects that
the maximum aggregate amount (the “Termination Fee Cap™) payable under the Master
Services Agreement will be as set out below against the relevant contract year in which
terminalion occurs:

Table 3 (in USS millions)

Period

Year Year Year Year Year Year Year  from April
ending ending ending ending ending ending ending 1, 2013 to
March March March March March March March August

31,2007 31,2008 31,2009 31,2010 312011 31,2012 3t 2013 31, 2013

N/A N/A N/A 40 24 4 3 !
Notes:
1. Lenovo does not have a contractual right to terminate for convenience until April 1, 2004,
2. Al Tees are in millions ol US Dollars.

The Termination Fee Cap is calculated and determined after taking into account the
termination charges provided under the Master Services Agrecment and the wind down charges
that may be incurred by IBM upon termination of the Masier Services Agreement, the
caleulation of which is dependent upon. among other things, employee severance obligations
of IBM, unamortzed third-party software licence fees, third-party contract termination fees
and costs of redeploying equipment.

5 THE AMENDMENT AGREEMENTS

Date

September 22, 20006
Parties

IBM and the Company
Terms

The Existing IT Services will no longer be provided under the Transition Services
Agreement and the Marketing Support Agreement as from the Effective Date. The
relevant TSA Service Description Attachments (as delined in the IBM  Acquisition
Circular) and similar attachments under the Transition Services Agreement will be
terminated. The charges previously payable for such Existing IT Services will also cecase
to be payable.

- 16 -
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The Transition Services and the MSA Services {cach as defined in the IBM
Acquisition Circular) which are not Exisiing IT Services shall continue to be provided
under the Transition Services Agreement and the Marketing Support Agreement (as the
case may be) and the terms of. and charges for the provision of. such services will be
unchanged. Such services include (under the Transition Services Agreement) certain
marketing and sales support services, development services, supply chain services and
warranty services and (under the Marketing Support Agreement). marketing support and
certain related sales support services and incentives and commissions support services.

As a result of the termination of the Existing IT Services under the Transition
Services Agreement and the Marketing Support Agreement. the Company has set new
annual caps for these agreements. which are set out below.

6 REVISED ANNUAL CAPS UNDER THE AMENDMENT AGREEMENTS AND
ITS BASIS FOR DETERMINATION

At an extraordinary general meeting of the Company held on January 27, 2005, the
independent shareholders approved annual caps in respect of the Transition Services
Apreement and the Markenng Support Agreement. The annual caps for the aggregate amount
of fees payable under the Transition Services Agreement lor cach of the three vears following
the Initial Closing (as deflined in the IBM Acquisition Circular) were US$285 miilion
(approximately HK$2.223 miflion). US$223 million (approximately HK$1.739.4 million) and
US$197 million (approximately HK$1.536.6 millton). respectively. The annual caps for the
aggregate amount of tfees pavable under the Marketing Support Agreement for each of the five
years following the Initial Closing were US$291 million {approximately HK$2.269.8 million},
USE278 million (approximately HK$2.168.4 million). US$194 million (approximately
HK$1.513.2 million). US$77 million (approximatety HK$600.6 million) and US$26 million
{approxmimately HK$202.8 million). respectively.

The Company expects that the aggregate amount of fees payable 1o IBM under each of
the contract periods during the remaining term of each of the Transition Scrvices Agreement
and the Marketing Support Agreement (each as amended by the Amendment Agreements) will
be reduced as a result of the termination of the Existing IT Services under those agreements.
As from the Effective Date. the revised annual caps ("Revised Annual Caps™) will be as

follows:
Table 4 (in USS millions)

Period ending  Year ending  Year ending  Year ending
March 31, March 31, March 31, March 31,

2007 2008 2009 2010
Transition Services
Agreement 12 10 2 -
Marketing Support
Agreemenl 53 ] - -~

i
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Notes:

1. All amounts are in millions of US Dollars.

rJ

Certain of the services provided under the Transition Services Agreement may continue untit Aprit 30,
2008. being 36 months after the Initial Closing (as defined in the IBM Acquisition Circular).

The above replace the existing annual caps in respect of the Transition Services

Agreement and the Marketing Support Agreement as sel out above,

The Revised Annual Caps have been determined based on the agreed upon fee structure,
the estimated future business volume, the estimated future service reduction, and taking into
account potential tax consequences arising as a result of payments to be made pursuant to the
agreements, plus a 10% premium to account for any uncertainties. No annual cap has been set
in respect of the Marketing Support Agreement for the year ending March 31, 2009 or
subsequent years, because the Company does not expect further services to be provided under
the Marketing Support Agreement after April 1, 2008. Since the annual caps set out in Table
4 above result in the applicable percentage ratios (as defined in Rule 14.07 of the Listing
Rules) being less than 2.5%, the Revised Annual Caps are exempted from the independent

shareholders™ approval requirements of Chapter 14A of the Listing Rules.

The Transition Services Agreement and the Marketing Support Agreement will continue
o be subject to the annual review by the independent non-excecutive directors and confirmation
by the auditors of the Company in accordance with Rules 14A.37 and 14A.38 of (he Listing
Rules. The Directors (including the independent non-exccutive directors) are of the opinion
that the Amendment Agreemenis. and the Revised Annual Caps for each of the Transition
Services Agreement and the Marketing Support Agreement. are fair and reasonable. on normal
commercial terms and in the ordinary course of business of the Group. and in the interests of

the Group and the Sharcholders as a whole.

7 REASONS FOR, AND BENEFITS OF, THE CONTINUING CONNECTED
TRANSACTIONS

IBM is currently providing the Existing IT Services w the Group under the Transition
Services Agreement and Marketing Support Agreement, the relevant portions of which wiltl
expire on or before May 1. 2008. The Group had evaluated various alternatives for the
replacement of the Existing IT Services, including insourcing or outsourcing to other
third-party providers such replacement [T Services. but ultimately selected IBM to provide
such IT services, The Directors note that, although other third parties could provide certain of
the IT Services, Lenovo is in a unique position with 1BM because the new contractual
arrangements permit Lenovo 1o purchase new IT Services from IBM using some US$148
milion (HK$1.134.4 million) of cxpenditure previously contractually committed to IBM under
the Transition Services Agreement and Marketing Support Agreement, and the Directors
belicve this “credit”™ makes the IBM proposat significantly more competitive than those which

other third-party providers would be able (o offer.
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Furthermore, IBM has additional advantages as a supplier of the IT Services, including
the fact that IBM is the current system provider which should make the conversion and
trunsition to the new [T infrastructure and architecture casier; IBM is a sizable provider with
the resources to implement a globally-integrated solution in more than 65 countries; Lenovo
has an established working relationship with 1BM and a track record in procuring IT solutions
from IBM: and IBM has agreed 1o competitive charge rates for the IT Services coupled with
the rnight for Lenovo to reduce the charge rates if they are not benchmarked to market rates in
the industry.

Having considered these and other factors, the Directors and the management of the
Group consider that the entering into the Master Services Agreement will assist the Group to
develop a new IT infrastructure and architecture efficiently and cost-effectively. and represents
a competitive way to procure information technology services worldwide whilst achieving
savings compared to current and actual expenses. The Directors consider that the Master
Services Agreement, and the transactions contemplated thereunder, are on normal commercial
terms and in the ordinary and usual course of business of the Group. and that the terms thercof
are tair and reasonable and in the interests of the Company and its sharcholders as a whole.

8 LISTING RULES IMPLICATIONS

IBM is a substantial shareholder of the Company and. thus, a connected person of the
Company. Therefore. the entering into of the Master Services Agreement by Lenovo
(Singapore} and the transactions contemplated thercunder constitute continuing connected
transactions of the Company. As the applicable percentage ratios set out in Table 2 and 3 (as
detined in Rule 14.07 of the Listing Rules) for cach of the Fee Cap and the Termination Fee
Cap respectively payable under the Muaster Services Agreement exceed 2.5%. the enmtering into
of the Master Services Agreement and the transactions contemplated thereunder, and in
particular the Fee Cap and the Termination Fee Cap. are subject to the reporting. announcement
and independent sharcholders’ approval requirements under the Listing Rules and annual
review requirements set out in Rules 14A.37 1o 14A.41 of the Listing Rules. Pursuant to Rule
[4A.35 of the Listing Rules. the period of the written agreement lor the continuing connected
transaction must not exceed 3 years. As the Master Services Agreement is for a seven-year
term. an independent financial adviser will need to expiain why a longer duration is required
and confirm that it is normal business practice for contricts of this type to be of such duration.
The Amendment Agreements constitute maierial amendments to the Transition Services
Agreement and Marketing Support Agreement. which is also subject o0 the reporting,
announcement and independent sharcholders™ approval requirements. Since the Revised Annual
Cups set out in Table 4 above result in the applicable percentage ratios (as defined in Rule
14.07 of the Listing Rules) being less than 2.5%. the Revised Annual Cuaps are exempted from
the independent sharcholders™ approval requirements of Chapter 14A of the Listing Rules.

The Company shall re-comply with Rules 14A.35(3) and 14A.35(4) of the Listing Rules
(1) the Fee Cap or the Termination Fee Cap is exceeded in the relevant period aforesaid.
or

(b) the Master Services Agreement is renewed or there 1s a material change to the terms

thereto.
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9 INFORMATION ON THE GROUP

The principal activities of the Group are the sales and manufacture of personal computers
and related IT products. mebile devices. and the provision of advanced information services in
the PRC. the Americas. Europe. Middle East. Africa and Asia Pacific.

10 INFORMATION ON LENOVYO (SINGAPORE)
Lenovo (Singapore) Pte. Ltd. is a wholly-owned subsidiary of the Company.
1 INFORMATION ON IBM

IBM is the world’s Targest information technology company. IBM 1s a leading provider of
c-business solutions and is dedicated to helping companies, business partners and developers
leverage the potential of the internet and network computing across a wide range of businesscs
and industrics. The company offers a host of cross-industry and industry-spectfic solutions
designed 10 meet the needs of companies of all sizes.

12 PROCEDURE FOR DEMANDING A POLL

Votes taken at the EGM to seck approval of the Master Services Agreement, the Fee Cap
and the Termination Fee Cap, and the Amendment Agreements will be taken by poll.

Pursuant to Article 73 of the Articles of Association, at any general mecting a resolution
put to the vote of the meeting shall be decided on a show of hands unless a poll is (before or
on the dectaration of the result of the show of hands or on the withdrawal of any other demand
for a poll) demunded:-

{a) by the chatrman prestding at any meeting of members of the Company:

{(b) by at least three members present in person or by proxy for the time being entitled
to vote at the meeting; or

(¢} by any member or members present in person or by proxy and representing not less
than one-tenth of the total voting rights of all the members having the rights to vote
at the meeting; or

(d) by any member or members present in person or by proxy and holding shares in the
Company conferring a right to vote at the meeting being shares on which an
aggregate sum has been paid up equal to and not less than one-tenth of the total sum
paid up on all the shares conferring that right; or

(e) as required by the applicable Listing Rules.

Pursuant to the Articles of Association. “member”™ is defined as duly registered holders
from time to time of the shares in the capital of the Company and “share™ shall mean share in
the capital of the Company and includes stock except where a distuinction between stock and
shares is expressed or implied.
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13 EXTRAORDINARY GENERAL MEETING

The notice convening the EGM to be held on November 7, 2006 at 3:30 p.m. (or
immediately after the conctusion of another extraordinary general mecting ot the Company
convened and 10 be held at 3:00 p.m. on the same date and at the same place) at which the

Resolution will be proposed is set out on pages 48 and 49 of this circular,

A form of proxy for use at the EGM is enclosed. Whether or not you are able to attend
the mecting. you are requestied to complete and return the form of proxy in accordance with the
instructions printed thereon to the Company's share registrar. Abacus Share Registrars Limited.,
at 26/F, Tesbury Centre. 28 Queen’s Road East, Wanchai, Hong Kong as soon as possible and
in any cvent not less than 48 hours before the time appointed for holding the EGM or any
adjournment thereof (as the case may be). Completion and return of the Torm of proxy will not
preclude you from attending and voting in person at the EGM and any adjourned meeting (as

the case may be) should you so wish.

14 GENERAL

IBM and its associates shall abstain from voting on the Resolution in connection with the
approval of the Master Services Agreement, the Fee Cap and the Termination Fee Cap, and the
Amendment Agreements at the EGM. The Directors are of the view that the Controlling
Shareholder and its associates do not have any interest in the Master Scervices Agreement. the
Amendment Agreements and the transactions contemplated thercunder which is different from
the interest of the other Voting Shareholders (excluding IBM and its associates).

On September 21, 2006, the Controlling Shareholder and IBM entered into a voting
undertaking agreement pursuant to which the Controlling Sharcholder has, subject to any
applicable laws or regulations. the Listing Rules and the requirements and decisions of any
applicable autherity. undertaken and agreed with 1BM to vote (or procure to he vowed) at any
general meeting of the members (as defined in the Articles of Association) (or any adjournment
thercof) in favour of the Resolution. On September 28, 2006, General Atlantic Pariners
{Bermuda). L.P. has given a voting undertaking to the Company to vote and procure its
affiliates to vote in favour of the Master Services Agreement and the transactions contemplated

thereunder at the EGM,

As at the Latest Pracucable Date, IBM held 931,870,515 Shares and 375,282,756
Non-voting Shares representing approximately 14.7% of the issued ordinary share capital
(including Shares and Non-voting Shares but excluding Convertible Preferred Shares) and
approximately 9.8% of the total voting rights. IBM and its associates shall abstain from voting
on the Resolution. As at the Latest Practicable Date. as tar as the Company is aware. having

made all reasonable enquiries:

{a) 1BM controlled or was entitled to exercise control over the voling rights in respect

of its Shares:
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{b) (i) there were no voting trust or other agreement or arrangement or understanding
(other than an outright sale) entered into by or binding upon IBM; and

{n) there were no obligations on or entitlements of EBM as at the Latest Practicable
Date.

whereby [BM had or might have temporarily or permanently passed control over the
exercise of the voting rights in respect of its Shares to third parties, either generally
or on a case-by-case basis; and

(¢) there were no discrepancies between the benceficial shareholding interest of IBM in
the Company as disclosed in this circular and the number of Shares in respect of
which it will control or will be entitled to exercise control over the voting right at
the EGM.

15 RECOMMENDATIONS

The Independent Board Committee is required to advise the Independent Sharcholders on
the Master Services Agreement, the Fee Cap and the Termination Fee Cap, the Amendment
Agreements and the transactions contemplated thereunder. DBS Asia has been appointed as the
independent  financial adviser o the [Endependent Board Committee and Independent
Sharcholders in this regard. Accordingly, your attention i1s drawn to the letter from the
Independent Board Committee set out on pages 24 1o 25 of this circular. which contains its
rccomntendations 10 the Independent Shareholders, and the letter from DBS Asia set out on
pages 26 to 42 of this circular, which contains its advice to the Independent Board Commitiee
and the Independent Sharchelders in respect of the Master Services Agreement, the Fee Cap
and the Termination Fee Cap. the Amendment Agreements and the transactions contemplated

thercunder.

Having taken into account the recommendation and advice from DBS Asia in relation w0
the Master Services Agreement {as contained in “Letter from DBS Asia Capital Limited” on
pages 26 to 42 of this circular), the Independent Board Committee is of the view that the terms
of the Master Services Agreement, the Fee Cap and the Termination Fee Cap, the Amendment
Agreements and the transactions contemplated thercunder are fair and reasonable and the
entering into of the Master Services Agreement, the Amendment Agreements and the
transactions contemplated thercunder. in accordance with the terms set out in the Master
Services Agreement and the Amendment Agreements, are in the interests of the Company and

its shareholders as a whole.

Accordingly, the Directors Gncluding the independent non-executive Directors) consider
that the terms of the Master Services Agreement, the Fee Cap and the Termination Fee Cap, the
Amendment Agreements and the transactions contemplated thereunder are fair and reasonable
and the entering into of the Master Services Agreement, the Amendment Agreements and the
transactions contemplated thercunder, in accordance with the terms set out n the Master
Services Agreement and the Amendment Agreements, are in the interests of the Company and
its shareholders as a whole and so far as the Company and the Independent Shareholders are

concerned.
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The Resolution will be decided by way of a poll.

The Company will publish an announcement on the results of the EGM on the business
day following the EGM with respect to whether or not the Resolution has been passed by the
Independent Sharcholders.

Your attention is drawn to the additional information set out in the appendix to this

circular.

Yours faithfully.
By order of the Board
Yang Yuanqging

Chairman
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lenovoixig
Lenovo Group Limited I8 SEEBRA T

{fucorporated in Hong Kang with limired tivhitine)

(Stock Code: 0992)
October 19, 20006
To the Independent Shareliolders
Dear Sir/Madam,

CONTINUING CONNECTED TRANSACTIONS

We refer to the circular of the Company to the Shareholders dated October 19, 2000 (the
“Circular™). of which this letter forms part. Unless the context requires otherwise, capitalised
terms used in this letter will have the same meanings given to them in the section headed

“Defimitions™ of the Circular.

The Independent Board Committee has been formed to advise the Independent
Sharcholders as to whether the entering into of the Master Services Agreement (which is for
a duration exceeding three years), the Amendment Agreements and the transactions
contemplated thereunder are in the interest of the Company and its shareholders as a whote and
the terms thereof and the Fee Cap and the Termination Fee Cap are fair and reasonable so far
as the Independent Sharcholders are concerned. DBS Asia has been appointed as the
independent financial adviser to the Independent Board Committee and the Independent
Sharcholders in relation to the Master Services Agreement, the Fee Cap and the Termination

Fee Cap. and the Amendment Agreements.

We wish to draw your attention to the letter of advice Irom DBS Asia as set out on pages

26 1o 42 of the Circular and the letter from the Board set out on pages 5 to 23 of the Circular.

Having taken into account the information contained in the “Letter from the Board™ and
the recommendation and advice of DBS Asia, we are of the opinion that the terms of the Master
Services Agreement {which is for a duration exceeding three years). the Fee Cap and the
Termination Fee Cap. and the Amendment Agreements are fair and reasonable and the entering
into of the Master Services Agreement. the Amendment Agreements and the transactions
contemplaied thereunder. in accordance with the terms set out in the Master Services
Agreement and Amendment Agreements, are in the interests of the Company and its
shareholders as a whole and so far as the Company and the Independent Sharcholders are

concerned.

— 24—




LETTER FROM THE INDEPENDENT BOARD COMMITTEE

Accordingly, we recommend the Independent Sharcholders to vote in tavour of the

Resolution.

Yours faithfully,
Independent Board Commitiee
Mr. Wong Wai Ming
Professor Woo Chia-Wei
Mr. Ting Lee Sen
Mr. John W, Barter III
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The following is the text of the letter of advice dated October 19, 2006 from DBS Asia 10
the Independeni Board Committee and Independent Shareholders for the purpose of

incorporation fito this circular.

RDBS

October 19, 2006

To the Independent Board Committee
and Independent Shareholders of
Lenovo Group Company Limited

Dear Sirs.
CONTINUING CONNECTED TRANSACTIONS

We refer to our engagement as the independent financial adviser to the Independent Board
Committec and Independent Sharcholders in relation 10 the Continuing Connected
Transactions, details of which are set out in the letter from the Board (“Letter trom the Board™)
in the circular of the Company to its Shurcholders dated October 19, 2006 (the “Circular™), of
which this letter forms part. Expressions used in this leuer shall have the same meanings as

defined in the Circular or the Letter from the Board. unless the context otherwise requires.

Since IBM is a substantial sharcholder of the Company and. thus, a connected person of
the Company. the entering into of the Master Services Agreement by the Company’s subsidiary
with IBM and the transactions contemplated thereunder constitute continuing connected
transactions of the Company which are subject to reporting. announcement and independent
sharcholders™ approval requirement under the Listing Rules. The Amendment Agreements
constitute material amendments to the Transition Services Agreement and the Markeling
Support Agreement. which are also subject to the reporting. announcement and independent
shareholders™ approval requirements. In addition. the Amendment Agreements result in the
termination of certain portions of the Transition Services Agreement and the Marketing
Support Agreement. which require new annual caps to be set for those agreements.

Our scope of work under this ¢ngagement is to assess the fairness and rcasonableness of
the terms of the Master Services Agreement and the Amendment Agreements and the
transactions contempluted thereunder, insofar as the Independent Shareholders are concernced
and whether from this perspective the Master Services Agreement and the Amendment
Agreements are in the interest of the Company as a whole. It is also within our scope of work
to explain why the duration of the Muster Services Agreement. which is in excess of three
years, is reasonable under the context and that it is normal business practice for contracts of
this type to be of such duration. It is. however, not within our scope of work to opine on any
other aspects of the Master Services Agreement and the Amendment Agreements. and on the
other transactions described in the Circular. In addition, it is not within our terms of reference
to comment on the commercial merits of the Master Services Agrcement and the Amendment
Agreements and the transactions contemplated thereunder. which is the responsibility of the
Directors.
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In formulating our opinion and recommendation, we have relied on the information,
opinions and facts supplied. and representations made to us, by the Directors, and advisers and
representatives of the Company (including those contained or referred to in the Circular). We
have also assumed that the information and representations contained or referred to in the
Circular were true and accurate in all respects at the time they were made and continue to be
su at the date of the despatch of the Circular. We have no reason to doubt the truth, accuracy
and completeness of the information contained or referred to in the Circular, and the
information and representations provided o us by the Directors, advisers and representatives
of the Company. We have also made reference to certain information available to the public
which is generally perceived to be from reliable or professional sources and have assumed such
information 1o be accurate and reliable, and we have not independently verified the accuracy
of such information. We have been advised by the Directors and believe that no material facts

have been omitted from the Circular.

We consider that we have been provided with, and have reviewed, sufficient information
1o reach an informed view. to jusiify reliance on the accuracy of the information contained in
the Circular. or provided by the Directors, advisers and representatives of the Company. und
1o provide a reasonable basis for our opinion. We have not. however, conducted an independent
veritfication of the information nor have we conducted any form of in-depth investigation into
the businesses and affairs or the prospects of the Company or any of its respective subsidiaries

or associales.,
PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion and advice to the Independent Board Committee and the
Independent Sharcholders in respect ol the Continuing Connected Transactions, we have
considercd the principal factors and reasons set out below:

1. MASTER SERVICES AGREEMENT
{a) Background

As disclosed in the Letter from the Board. the Master Services Agreement provides
the framework for the transition to. and ongoing operation of, a new IT infrastructure and
architecture for Lenovo. The new IT infrastructure and architecture will replace the
current IT infrastructure and architecture which is part of IBM’s legacy IT systems.

The Master Services Agreement sets out the general terms and conditions governing
the relationship between 1BM and Lenovo (Singapore) and the general terms apphicable
to the IT Services which IBM and its affiliates will provide to Lenovo on 3 worldwide

basis.

It is contemplated under the Master Scervices Agreement that Country Agrecments,
incorporating the terms of the Master Services Agreement and describing in detail the IT
Services applicable to the relevant location. witl be entered into by the relevant local
member of the IBM Group and the relevant local member of the Group in different
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Under the Master Services Agreement, IBM Group will provide three categories of
IT services to Lenovo: the Interim Services. the New Transitional IT Services and the

New IT Infrastructure Services. a summary of which is as follows:

Interim Scrvices

The Interim Services relate to the Existing IT Services previously provided
under the Transition Services Agreement and the Marketing Support Agreement
which will be provided between Effective Date and Apnil 30, 2008, The interim
Services being provided will remain unchanged from the Existing IT Services and

will continue to be provided by IBM during the Transition Period.

New Transitional IT Services

The New Transitional IT Services that have not been provided by IBM to
Lenovo prior to the Effective Date will be provided during the Transition Period.

including:

(1) consulting and software development services to assist Lenovo in building and

configuring its new IT application architecture;

(i1} data migration and data extraction services to assist in the separation of data

from the current legacy IBM systems;

{in) interim system enhancement work to support the continued operations during

the Transition Period; and

(iv) anfrastructure transition and operation services to transition Lenovo to the new

IT infrastructure.

New IT Infrastructure Services

New operational services for Lenovo’s new IT architecture will be effective
from May 1, 2008 until the expiry or termination of the Master Services Agreement.
These new 1T Infrastructure Services are divided into Service Towers including 1T
Helpdesk., End User Services. Groupware Services, Security Services, Network
Operations Services. WAN Services, HUB Services. Voice Network Services, Server
Operations Services. AID/M Services, BusinessTone Services and Enterprise Support

Services.
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{b) Rationale

We understand from the Dircctors that the primary reasons for terminating the
Existing 1T services under Transition Services Agreement and Marketing Support
Agreement and combining such services into one agreement under Master Scrvices
Agreement are: (i} simplicity and clarity (i.e. the Directors prefer to look into one
combined agreement to describe their IT relatonship with IBM); and (i1} the terms on
which the Intevim Services will be provided under the Master Services Agreement include
certain additional protections for Lenovo (such as fuller indemnity and warranty

provisions) which are expected to improve Lenovo’s legal position.

Whilst certain of the IT Services could be outsourced 10 other third-party providers,
we understand from the Directors that Lenovo is in a unique position with [IBM because
the new contractual arrangements permit Lenovo to purchase new IT Services from IBM
to build wp its new IT infrastcucture and applications using some US$!48 nullion
(HK$1.154.4 million) of expenditure previously contractually committed to IBM under
the Transition Services Agreement and Marketing Support Agreement. The Directors
believe this “credit™ makes the IBM proposal significantly more competitive than those

which other third-party providers would be able to offer.

Furthermore, the Directors consider that TBM has additional advantages as a
supplicr of the IT Services. including the fact that: (i) IBM is the current system provider
which should make the conversion and transition to the new IT infrastructure and
architecture easter because of its familiarity with the [T Services and its expertise as well
as compatibility with the products of the IT Services: (it) IBM is a sizable provider with
the resources to implement a globally-integrated solution in more than 65 countries: (iii)
Lenovo has an established working relationship with IBM and a track record in procuring
IT solutions from IBM: and (iv) IBM has agreed to provide competitive charge rates for
the IT Services coupled with the right for Lenovo to reduce the charge rates if they are
not benchmarked to market rates in the industry. Entering into the Master Services
Agreement will assist the Group to develop a new IT infrastructure and architecture
efficiently and cost-effectively. and represents a competitive way to procure IT services

worldwide whilst achieving savings compared to current and actual expenses.

The Directors believe that based upon the economics of Lenove’s current situation
(i.e. the annual committed spending with IBM under the Transition Services Agreement
and Murketing Support Agreement), and after considering the above factors, there is no
other directly comparable service provider as IBM that will be able to provide the BT

Services more efficiently and at favourable fees and charges.
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Having considered the business nature of the Company and its needs for IT services
and to develop a new IT infrastructure, and the background of IBM in providing I'T
services and systems to the Company and the competitive charge rates for IT services 1o
be provided by IBM to the Company. we consider that the rationale for the Master

Services Agreement is sound and reasonable.

(¢) Duration of the Master Services Agreement

Pursuant to the Master Services Agreement. 1BM will provide IT Services for a
period not exceeding seven years commencing from the Effective Date and expiring on
August 31, 2013, except that Lenovo (Singapore) may, at its option. extend all of the
Major Country Agreements for two additional periods of one year cach after August 31,
2013. Pursuant to Rule 14A.35(1) of the Listing Rules. a company entering into a
continuing connected transaction should have the period for the relevant agreement as a
fixed term. except in special circumstances, of not exceeding three years. The Directors
have advised that the gencral rationale for the terms of the continuing connected

transaction being in excess of three years are as follows:

(1} a period of longer than three years is common for IT Services of a similar
nature and scale and is necessary to ensure continuity in operation, smooth
integration of the business before Lenovo can build up and operate its new IT
infrastructure and architecture due to the upfront expenditure and investment

that is required to undertake such a project; and

(i) to allow both Lenovo and IBM to mutually benefit from their co-operation 1o
work together: for example, Lenovo is benefiting from better terms and pricing
offered by IBM in oppose to other third-party providers duc to the “credits™
and benchmarking mechanisms. while enjoying the benefit of using the IBM
briand and securing IBM as its largest enterprise customer: and [BM is
receiving guaranteed customers from Lenovo for its after-sales and financing

services: and

(it} 1o allow the management of Lenovo to focus their attention and resources on
the transition and growth of the business. instead of the provision of IT
Scervices which are not its core business, but just peripheral 1o the business of

L.enovo.
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In our review as to whether the duration of the Master Services Agreement 1n excess
of three years is a normal business practice for contracts of this nature, we have
considered the following:

1. Previous agreements berween Lenovo and 1BM

In our analysis of the duration of the Master Services Agreement, we reviewed
the IBM Acquisition Circular which sets out information in relation to certain
previous agreements between Lenovo and 1BM. A number of the agreements were
for durations in excess of three years. as described below:

Type of agreement
Strategic Financing and
Asset Disposition

Services Agreement

1GS Services Agreement

Nature of services
Provision of strategic
linancing and asset

disposition services

Provision of maintenance

Duration

Five years

Five years and

and warranty services renewable
automatically
for {urther one
year

Five years

Internal Use Purchase Purchase of inventories

Agreement for internal use

Marketing Support Provision of marketing Five years

Agreement SUpPpPOTL services

2. Other transactions in the IT industry

We have conducted searches tor IT services transactions between IT services
providers such as IBM, Computer Sciences Corporation, Electromic Data Systems
Carporation and Atos Origin SA and their customers. Such IT services transactions
arc in respect of the provision of [T support. integration of 1T infrastructure,
provision of systems integration services and other I'T services. While there are no
databases containing full domain of all IT services trunsactions. we have identified
seven IT services transactions during 2003 and 2006 which have contract duration
of between five years and mine years. This suggests that IT services transactions with
contract duration in excess of three years are not uncommon in the industry and
supports our view that it is normal business practice for contracts in the similar
nature of the Master Services Agreement to have duration in ¢xcess of three years.

it should also be noted that although there are a number of precedents for IT
services transactions with contract duration in excess of three years. the Master
Services Agreement is effectively a combination of a five-year operational
agreement for the new infrastructure (commencing from May 2008) and an
alteration to the terms under which existing scrvices are already provided in
transttioning to the new infrastructure between now and May 2008,
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In view of the foregoing considerations and the rationale discussed above., we
consider that there is a special circumstance under the context and the duration of the
Master Services Agreement being in excess of three years is reasonable and that it is
normal business practice for contracts of similar nature to have duration in excess of three

years under the context.

{d) Pricing

The prices for the IT Services were mutually agreed between IBM and Lenovo
{Singapore). The Master Services Agreement contmns pre-determined charge rates for
cach of the IT Services which vary depending on certain factors designed to measure the
volume of usage of cach aspect of the IT Services and depending on the relevant Country
Agreement under which the services are provided. Lenovo has agreed to pay a fixed
aggregate charge in respect of the Interim Services and the New Transitional 1T Services
{for which it will receive such amount of scrvices as can be purchased at the
pre-determined charge rates); there 1s no minimum or maximum aggregale charge in

respect of the New IT Infrastructure Services.

hiterim Services

The charge rates previously set out in the Transition Services Agreement and
the Marketing Support Agreement for the Existing IT Services remain unchanged
under the Master Services Agreement tor the Interim Services. The payment
represents a pro-rated portion of the charges identified in the Transition Services
Agreement and the Marketing Support Agreement for the remainder of the fiscal
year. fess the “credits”™ for the New Transitional I'T Services from IBM, the terms of
which were agreed between the parties based upon Lenove’s projected reduction in

nced for the Existing IT Services,

New Transitional IT Services

It has been agreed under the Master Services Agreement that Lenovo will be
able to apply a portion of the Previous IT Scrvices Payments towards the New
Transitional 1T Services. Accordingly. Lenovo will pay IBM US$62 million
(approximately HK$483.6 million) for New Transitional IT Services in respect of
the period from September 1. 2006 to April 30, 2007 and US$86 million
(approximately HKS$670.8 million) for New Transitional 1T Services in respect of
the year ending April 30. 2008. The New Scrvices Payments represent a portion of
the Previous I'T Services Payments (pro-rated in the case of the period from the
September L2006 to April 30, 2007) which Lenovo is now entitled under the Master
Services Agreement to apply towards the purchase of New Transitional 1T Services,
as it has reduced its need for Interim Services and the amounts it is required to pay

in respect of Interim Services,
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As we understand from the Directors, Lenovo may choose which New
Transitional 1T Services it will purchase from EBM ut the pre-determined churge
rates in consideration of the New Services Payments, save that infrastructure related
services and infrastructure transition services, cannot exceed USSIS million
(approximately HK$ 17 million) in respect of the period from September 1. 2006 to
April 30, 2007 and US337.7 million (approximately HK$294 million) in respect of
the year ending April 30, 2008. To the extent that Lenovo has not used New
Transitional IT Services in respect of the period from September 1, 2006 1o April 30,
2007 which represent the full amount of US$62 million New Services Payments for
that period, it will be entitled to carry forward a credit of up to US$32 million
(approximately HK$249.6 million) which can be used to purchase New Transitional
I'T Services in respect of the year ending April 30. 2008 (although the actual New
Services Payments by Lenovo will be unaffected). The charges tor the New
Transitional IT Services will be billed to Lenove on a pre-paid basis monthly,

regardless of the actual use of the services.

New IT Infrastructure Services

In respect of cach of the years from May 1, 2008 undl the expiry or termination
of the Master Services Agreement. Lenove (Singapore) will pay to IBM Annual
Service Charges for New IT Infrastructure Services, The Annual Service Charges are
based on pre-determined charge rates set out in the Master Services Agreement for
each of the New IT Infrastructure Services to be provided, which have been newly
negotiated. The charge rates will not change over the term of the agreement. but
there is a mechanism to aliow Lenovo to reduce the charge rates if they are higher
than the market norm. As from two years after the commencement of the relevant
New IT Infrastructure Services (or, in the case of PRC based services. as from
May I, 2008). Lenovo will be entitled to exercise such benchmarking mechanism lor
the Annual Service Charges by Service Tower. requiring an independent third-panty.
in certain circumstances. to re-assess the charge rates for any or all of the New IT
Infrastructure Services. The benchmarking mechanism can result in a reduction, but

not an increase, in the Annual Scrvice Charges,

According to the Letter from the Board. the Master Services Agreement
contains  baselines representing  current estimates of the value of New 1T
Infrastructure Services (based on the pre-determined charges) which Lenovo may
purchasce during the term of the Master Services Agreement. Lenovo (Singapore)
may reduce the amount of New IT Infrastructure Services it purchases to less than
the basclines. However, such reductions in services will only resubt in reduction in
corresponding charges it the services reduction is due to a reduction in Lenovo's
need for such services otherwise than due to Lenove’s decision o provide the
services itself or to engage a third party provide those same services. Lenovo
(Singapore} is under no obligation to increase the amount of New IT Infrastructure
Services it purchases to above the basehines evenr if its need for such services

increases above the basehines.
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Charges will be invoiced to Lenovo on a monthly basis based on the baselines.
with credits or additional charges being applied to the following month’s invoice
depending on the actual volume of the services used compared to the bascline. The
parties have also provided a mechanism for reducing or increasing the amount of
New |IT Infrastructure Services wsed and the charges for such increases or
reductions. There is no minimum amount which Lenovo is required to pay in respect
of New IT Infrastructure Services (or any other 1T Services) during the years from

May I, 2008 until the expiry or termination of the Master Services Agreement.

To the extent that any New IT Infrastructure Services can be used prior to April
30. 2008, Lenovo will be entitled 1o apply the New Services Payments towards the
purchase of New IT Infrastructure Services during that period (subject to the

restrictions set forth tn the Master Services Agreement).
Estimated charges for the IT Services

The estimates of the Interim Services Payments, the New IT Services Payments

and the New IT Infrastructure Services Payments are as follows:

fin USS militon)

Period
from
Year Year Year Year Year Year Year April 1,
ending ending crding ending ending, ending ending 2013 to
March 31, March 31, Mauarch 3t, March 31, March 31, March 31, March 3, August 31,
2007 2008 2009 20104 2011 22 2013 2013

Interim Serviees
Pavmenis 328 88.8 14.4 0 4] 0 0 i}
New Services Payments 62.0 56.0 0 )] 0 ] 0] 4]
Annual Service Charges 0 0 571 55.5 538 330 53.3 15.5
TOTAL 1148 174.8 71.5 55.5 538 53.0 5313 15.5

Notes: The table does not include any adjustments for the costs of inflation per the Economic

Change Adjustment,

Termination Charges

According to the Letter from the Board. if Lenovo (Singapore) terminates the
Master Services Agreement for (i) its convenience, (11) as a result of IBM becoming
subject to certain insolvency events or (iii) certain events leading to a change in
ownership or control of IBM, Lenovo (Singapore). or its affiliates, as appropriate,
will pay IBM termination charges as set forth tn the Master Services Agreement
{which will not exceed. in aggregate. the Termination Fee Cap set out below) plus
[BM’s rcasonable wind down charges. Lenovo shall not be permitted to terminate for
#ts convenience prior to April 30, 2009, Termination charges will not be payable in
the event Lenovo terminates the Master Services Agreement because of 1BM’s

failure 10 agree to any changes in the charges resulting from the reassessment of
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such charges under the benchmarking provisions (although the wind down charges
would still be payable). Nor will termination charges be payable in the event of a
change in ownership or control of IBM where control is acquired by a competitor of
Lenovo or an entity with which Lenovo has terminated a contract for cause in the

previous twenty four months,

Hourly Charges

Lenovo {Singapore) may request that IBM provide additional services
generally ancillary to those services provided under the Master Services Agreement
to be invoiced on a time and matertals basis vsing hourly rates established in the
Master Services Agreement for defined job skills that may be used to provide such
services. Additional services may include changes requested by the Group to
accommodate new processes. modifications o I'T systems used to deliver the

services. or support for new employee benefits and programs offered by the Group.

Economic Change Adjustment

Charges under the Master Services Agreement are subject 1o adjustment
beginning in 2008 to account for inflatton on a regional basis, and fluctuations in

forcign exchange rates,

We understand rom the Directors that the above charges are negotiated on an arms’
length hasis and the basis for determining the amounts is in ling with, and no less
favourable to, the Group than that adopted by any independent third party. We have
revicwed the basis of the calculations and estimations for the Interim Services Payments,
New IT Services Payment and New IT Infrastructure Services Payments including the
basis for the cconomic change adjustment. We are given to understand that the estimations
have been made on consistent basis having considered the actual needs of the Company

for the relevant IT services during the period under review,

{e) Additional considerations

We have considered the following factors with regard to the Master Services

I\gI'CCH]Cl'I[.'

(1) The Directors are of the view that combining the terms and services under one
agreement is essential for the proper and efficient operation of the business
relationship between IBM and Lenovo (Singapore). In addition to simplicity
and clarity, we are advised by the Directors that many of the terms of the
heavily negotiated Master Services Agreement will apply o the Existing IT

Services. which improves the Tegal position of Lenovo.
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{11) Before Lenove can build up and operate its new IT infrastructure and
architecture. and mitigate away from the reliance on all of IBM’s internal
systems, it 1s necessary for the existing, transitional and ongoing IT services to
be provided by a third party. The Directors consider that IBM is the most
appropriate service provider in this aspect, taking into account its familiarity
with the business of Lenovo which should lead to a more smooth transition. its
sufficient global resources, its provision of competitive charge rates based on
benchmarking, and most imporiantly, the “credits™ that Lenovo can bring

forward from the existing contractual arrangement.

(in) The charge rates for Interim Services remain unchanged from the Transition
Services Agreement and the Marketing Support Agreement that were
determined by reference to the historical costs allocated to the provision of IT
services by IBM with reference to revenue, gross profit and operating expenses
as part of the budgeted expenses. New IT Services Payments are based on
heavily negotiated rate cards that identity the hourly charge for specific
resources in specific geographies. We understand from the Directors that the
negotintion process for the basclines was conducted over a two month period
between the technical and operation teams in each subject arcas from both
Lenovo and IBM in North Carolina and Benjing. We have reviewed the
comptlation of Interim Services charges by country and type of services
provided by IBM, which was mutually agreed between Lenovo and IBM under
the Transition Services Agreement and the Marketing Support Agreement.
Such amounts form the basis for the proposed charges for the first two contract
pertods ending March 31, 2008, We have also reviewed the breakdown of
charge rates for each anticipated service in the estimation of baselines for the

New IT Services.

(iv) The benchmarking mechanism enables Lenoveo to seck an independent third
party’s assessment on what a commercially reasonable, murket-competitive
pricing would be for each Service Tower. Such mechanism allows the
customers to ensure it 1S getting competitive pricing overtime as market

conditions change.

(v) The flexibility for Lenovo to reduce the amount of New IT Infrastructure
Services it purchases o less than the baselines result in reduction in
corresponding charges il the services reduction is due to 2 reduction in
Lenovo's need for such services otherwise than due w Lenovo’s decision to
provide the services tdself or to engage a third party to provide those same
services. Lenovo (Singapore) 15 under no obligation to increase the amount of
New IT Infrastructure Services it purchases to above the baselines even if its

need for such services increases above the baselines.
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(v} Wc understand that the terms of a number of transuctions involving the
establishment  of  long-term  cross-border  strategic  relationship.  Such
transactions comprise several ongoing ancillary arrangements of similar nature
as the Master Services Agreement with terms in excess of three years. As
discussed with the management of Lenovo, the length of the Master Services
Agreement has been negotiated with IBM, which provides services to Lenovo

only with a leng term commitment in excess of three yecars.

(f) Proposed Annual Caps

(i) Fee Cap

The maximum limits on the fees payable by Lenovo to IBM under the Master
Services Agreement set out below have been determined by reference to the
estimated charges for the IT Services for the seven years ending March 31, 2014
with reference to the aggregate amount of estimated charges for the IT Services.
Lenovo’s decision to extend some or all of the Interim Services and taking into
account an approximate 5% annual buffer above the anticipated charges in respect
of the New IT Infrastructure Services, which may arise from future growth of
iLenovoe’s business. an increase in the number of personnel. increased requirements
for IT Services arising from unexpected issues on the interim interface. the creation
of a new IT infrastructure and/or the transition to such new infrastructure or other

circumstances. as well as an economic charge adjustment at historic rates:

{in US$ million)
Period

Year Year Year Year Year Year Year  from April
ending ending ending ending ending ending ending 1, 2013 to
March March March March March March March August

31, 2007 31, 2008 31, 2009 31, 2000 31,2011 31,2012 31, 2013 31, 2013

130 207 100 63 08 71 74 32
Note:  The Fee Cap docs not include the Termination Charges payible upon the various

termination events under the Master Services Agreement,

Based on the discussions with the Directors. we understand that the baselines
are determined aftler heavy negotiations and have been reviewed in great details by
the technical and operation teams of both Lenovo and IBM. The forecasted usage of
cach IT Services was determined based on different assumptions as appropriate such
as histortcal data. industry data and projections from nnplementation schedule.
Having reviewed the bases and assumptions of such estimation and the basis of the
calculattons and reconciliations for the Fee Cap. we consider that such estimates
have been reasonably made. Based on the foregoing, we are of the view that the Fee

Cap i1s reasonable insofar as the Shareholders as a whole are concerned.
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(if) Termination Fee Cap

The maxtmum limits on the termination fees payuable by Lenovo to IBM set out
below have been determined afier taking into account the termination charges
provided under the Master Services Agreement and the wind down charges that may
be incurred by IBM upon termination of the Master Services Agreement, the
calculation of which is dependent upon, among other things. employee severance
obligations of IBM, unamortized third-party software license fees, third-party
contract termination fees and costs of redeploying cquipment sach Termination Fee
Cup has been heavily negotiated with reference to IBM’s up-front investment in
providing the I'T Services to Lenovo.

{in USS million)
Period
Year Year Year Year Year Year Year  from April

ending ending ending ending ending ending ending 1, 2013 to
March March March March March March March August

31, 2007 31,2008 31,2009 31,2010 31,2011 31,2012 3i, 2013 31, 2013

N/A N/A N/A 40 24 H 3 !

Nore:  Lenova does not have a contractual right to terminate for convenience untid April 1. 2009,

As advised by the Directors. the Termination Fee Cap is a direct reflection of
the maximum amount of termination fees payable in a given year, which has been
heavily negotiated between IBM and Lenovo. with reference to I1BM™s upfront
investment in providing the IT Services. which decreases overtime. This allows
flexibility for Lenovo o terminate any services or reduce payments to IBM if and
when 1t has established its own 1T infrastructure and capabilities for the relevant
services. We have reviewed the basis of the calculations for the Termination Fee Cap

and are of the view that the Termination Fee Cap s reasonably based.

2. ANNUAL REVIEW IN RESPECT OF THE MASTER SERVICES AGREEMENT

In comphance with the annual review requirements under Chapter 14A of the Listing

Rules. in addition to obtaining independent shareholders™ approval for the Fee Cap and the

Termination Fee Cap at the Extraordinary General Meeting. the Company will comply with the

following during the term of the Master Services Agreement:

()

(b)

The aggregate amount of fees payable to IBM under cach of the calendar years
during the term of the Master Services Agreement. as set out above, shall not exceed

the Fee Cap for cach respective Contract Period;

The independent non-executive Directors will review the transactions contemplated
under the Master Services Agreement annually and confirm in the relevant annual

report of the Company that such transactions have been entered into:

{1} in the ordinary and usual course of business of the Company;
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{c)

{d)

(n

(i1} either on normal commercial terms or. if there are no sufficient comparable
transactions to judge whether they are on normal commercial terms. on terms
no less fuvorable to the Company than terms available to/from independent

third parties; and

(111) in accordance with the Master Services Arrangement on terms that are fair and

reasonable and in the interests of the shareholders of the Company as a whole.

The auditors of the Company shall review annually the transactions contemplated
under the Master Services Agreement and confirm in writing to the Directors (a copy
ol which shall be provided to the Stock Exchange at least 10 business days prior to
the bulk printing of the Company’s annual report) that the services provided by IBM
under the Master Services Agreement:

(i) have received the approval of the Board;

(i1} have been entered into in accordance with the terms of the Master Services

Agreement; and

(i) have not exceeded the Fee Cap and the Termination Fee Cap for the appropriate

Contract Period.

The Company will provide the auditors of the Company with full access to the
relevant records of the transactions contemplated under the Master Services
Agreement for the purpose of the auditors™ review as referred to in paragraph (c)

above:

Bricf details of the transactions contemplated under the Master Services Agreement
will be disclosed in the Company’s annual report for each of the respective financial
years, accompanied with a statement ot opinion of the independenm non-executive

Directors in such manner as referred to in paragraph (b) above; and

The Company will comply with the applicable provisions of the Listing Rules
governing connected transactions or will make announcement{s) and comply with
the relevant provisions of the Listing Rules in the event that the relevant Fee Cap
and the Termination Fee Cap for each Contract Period is exceeded. or if there is any

material amendment to the terms of the Master Services Agreement.

Given the above, we are of the opinion that there will be sufficient procedures and

arrangements i place 1o ensure that the transactions contemplated under the Master Services
Agreement will be conducted on terms that are fair and reasonable so far as the Independent

Sharcholders are concerned.
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AMENDMENT AGREEMENTS

(n) Background

According 1o the Letier from the Board. the Existing IT Services will no longer be
provided under the Transition Services Agreement and the Marketing Support Agreement
as from the Effective Date pursuant 1o the Amendment Agreements. The relevant TSA
Service Description Attachments (as defined in the IBM Acquisition Circalar) and similar
attachments under the Marketing Services Agreement will be terminated. The charges
previously payable for such Existing IT Services will also cease to be payable.

Given that the terms of and the charges for the provision of the services under the
Transition Services Agreement and the Marketing Support Agreement remain unchanged
and considering the rationale for the Amendment Agreements. we are of the view that the
terms of the Amendment Agreements are fair and reasonable insofar as the Sharcholders

as a whole are concerned.

{(b) Basis of Revised Annual Caps

The existing annual caps for the aggregate amount of fees payable under the
Transition Services Agreement for cach of the three years following the Initial Closing (as
defined in the IBM Acquisition Circulary were US$285 million (approximately HK$2.223
million), US$223 million (approximately HK$1,739.4 mitlion) and US$197 million
{approximately HK$1.536.6 million). respectively. The cxisting annual caps for the
aggregate amount of fees payable under the Marketing Support Agreement for each of the
five years following the Inital Closing were US$291 million (approximately HK$2.269.8
million), US$278 million (approximately HKS$2.168.4 million). US$194 million
(approximately HK$1,513.2 million). US$77 million (approximately HK$600.6 million)
and US$26 million (approximately HK$202.8 million). respectively.

The Company expects that the aggregate amount of fees payable to [BM under each

of the contract periods during the remaining term of each of the Transition Services

Agreement and the Marketing Support Agreement (each as amended by the Amendment
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Agreements) will be reduced as a result of the termination of the Existing IT Services
under those agreements. As from the Effective Date, the revised annual caps will be as

toHows:

(in USS mitlions)
Period ending Year ending Year ending Year ending
March 31, March 31, March 31, March 31,

2007 2008 2009 2010
Transition Services
Agreement 12 10 2 -
Marketing Support
Agreement 53 ! - -

Note:  Certain of the services provided under the Transition Services Agreement may continue until
April 30, 2008, being 36 months after the Initial Closing {as defined in the IBM Acyuisition

Cercular).

The above replace the existing annual caps in respect of the Transition Scrvices

Agreement and the Marketing Support Agreement as set out above.

In arriving the proposed revised annual caps. the Directors have been taken into
account the agreed upoen fee structure. the estimated future business volume, the estimated
future service reduction. and taking into account potential 1ax consequences arising as a
result of payments 1o be made pursuant to the agreements. plus a 10% premiam to account
for any uncertaintics. No annual cap has been set in respect of the Marketing Suppornt
Agreement for the year ending March 31, 2009 or subscquent years. because the Company
does not expect further services o be provided under the Marketing Support Agreement
after April 1, 2008. Since the revised annual caps result in the applicable percentage
ratios, being less than 2.5% under Rule 14,07 of the Listing Rules. they are exempted
from the independent sharcholders™ approval requirements under Chapter 14A of the

Listing Rules.

The Transition Services Agreement and the Markeung Support Agreement will
continue to be subject to the annoal review by the independent non-cxecutive directors
and confirmation by the auditors of the Company in accordance with Rules 14A.37 and
14A.38 of the Listing Rules. The Directors (including the independent non-executive
directors) are of the opinion that the Amendment Agreements, and the Revised Annual
Caps for cach of the Transition Services Agreement and the Marketing Support
Agreement. ure fair and reasonable, on normal commercial 1erms and in the ordinary
course of business of the Group. and in the interests of the Group and the Sharcholders

as a whole.
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We have reviewed the relevant terms in the Transition Services Agreement.
Marketing Support Agreement. Amendment Agreements and the IBM Acquisitions
Circular. We have also discussed with the Company about the basis for the business
growth and development plans. We are satisfied that the basis of deriving the revised
annual caps is in line with the future development of the Group. We have further reviewed
the calculations of the proposed revised annual caps and are satisfied that the revised

annual caps are determined with reasonable basis.

OPINION

Having considered the principal factors and reasons discussed above, we are of the
opinion that the terms of the Master Services Agreement and the Amendment Agreements, and
the trunsactions contemplated thereunder are based on normal commercial terms and in the
ordinary course of business of the Company, and are fair and reasonable as far as the
Independent Sharcholders are concerned and from this perspective. the Master Services
Agreement and the Amendment Agreements and the transactions contemplated thereunder are
in the interests of the Company as a whole. Based on the factors and reasons discussed above.
we consider that it is normal business practice for the duration of the Master Services
Agreement to be in excess ol three years under the context. Accordingly, we recommend the
Independent Sharcholders 1o vote in favour of the resotution 1o approve the Master Services
Agreement and the Amendment Agreements and the transactions contemplated thercunder at

the Extraordinary General Meeting.

Yours faithfully,
For and on behalf ol
DBS ASIA CAPITAL LIMITED
Kelvin §. K. Lau

Managing Director
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RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the
purpose of giving information with regard to the Company. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in this
circular and confirm that, having made all reasonable enquiries and 10 the best of their
knowledge and belief, there are no other facts the omission of which would make any statement

in this circular misteading.

DISCLOSURE OF INTERESTS

Interests of Directors

As at the Latest Practicable Date. the interests and short postttons, i any, of each Director
and chief executive of the Company in the shares, underlying shares and debentures of the
Company and any of its associated corporations (within the meaning of Part XV of the SFO)
which were required to be notified to the Company and the Stock Exchange pursuant to
Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which the
Directors and chicel exccutives were deemed or taken to have under such provisions of the
SFQO): or which were required to be and are recorded in the register required to be kept by the
Company pursuant to Section 352 of the SFO; or as otherwise required to be notified to the
Company and the Stock Exchange pursuant to the Model Code for Sccuritics Transactions by

Directors of Listed Companies adopted by the Company (the “Model Code™) were as follows:

Interests in the Shares and underlying Shares of the Company

Capuacity and number of Shares/
underlying Shares held
Interests in

Shares/ Apgrepate

Long/Short underlying Personal Family interests

Name of Director position Shares interests interests Trust in Shares
Mr. Yang Yuanging Long position  Shares 10,200,000 - - 10200000
[.ong position  Share options — 11,250.000 - - 11250008

Long position  Share awards 9,149,141 - - 9,149,141

30.599. 141t

Mr. William F. Amelio Long pusition  Shares 7.200.000 - - 7.200.000
Long position  Share awards 10.013.000 - - 10013000

17.213.000

Ms. Ma Xucezheng Long position  Sharcs 15.834.000 - 7.240.000 23074000
Long pesition  Share options 0,120,000 - - 6,120,000

Long position  Share awards 2993200 - - 2.993.200

32.187.200




APPENDIX GENERAL INFORMATION

Capacity and number of Shares/
underlying Shares held
Interests in

Shares/ Appregale

Long/Short underlying Iersonal Family interests

Nume of Director posttion Shares interests interests Trust in Shares
Mr. Liuv Chuanzhi Loag position  Shares 16.010.0060 476,004} - 16,986,000
Long position  Share options 5.250.000 - - 5.250.000

Long position  Share awards 564.00¢ - - 564.000

22.800.000

Mr. Zhu Linan Long position  Shares 3.720.000 - - 3.720.000
Long position  Share awards 564.000 ~ - 564000

4,284,000

Mr. William O. Grabe Long position  Share awards 564.000 - - 564.060
Mr. Shan Weijian Long position  Share awards 564,000 - - 564. 001
Mr. Wong Wai Ming  Long position  Share awards 564.000 - - 564,000
Professor Woo Long positien  Share awards 564,000 - - 564.000

Chiu-Wei

Mr. Ting Lee Sen Long position  Share awards 564.000 - - 564.000
Mr. John Long position Share awards 564.000 - - 564.000

W, Barter 11
Remark:  Share options amd share awards are derivatives linked 1o Shares.

Save us disclosed above. as at the Latest Practicable Date. none of the Directors or
chief executive of the Company had any interests or short positions in Shares, underlying
Shares or debentures of the Company or its associated corporations (within the meaning
of Part XV of the SFO) which were required to be notificd 10 the Company and the Stock
Exchange pursvant to Divisions 7 and 8 of Part XV of the SFO (including interests and
short positions in which they were taken or deemed to have under such provisions of the
SFO) or which were required. pursuant to section 352 of the SFO. to be entered in the
register referred 1o herein or which were required to be notified to the Company and the
Stock Exchange pursuant to the Model Code.

INTEREST IN CONTRACTS OR ARRANGEMENT AND COMPETING BUSINESS

(a)

(b)

As at the Latest Practicable Date. none of the Directors had any dircet or indireet interest
in any assets which have been acquired or disposed of by or leased 1o or are proposed (o
be acquired or disposed of by or leased to any member of the Group since March 31.
2006, being the date to which the latest published audited consolidated financial
statements of the Group were made up.

As at the Latest Practicable Date. none of the Directors was materially interested in any
contract or arrangement entered into by any member of the Group and subsisting at the
date of this circular which was significant in relation to the business of the Group.
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(¢)  As at the Latest Practicable Date, none of the Directors or their associates has interests
in a business. apart from the business of the Group. which competes or is likely to

compete, either dircctly or indirectly, with the business of the Group.

DIRECTORS’ INTEREST IN SERVICE CONTRACT

Saved as disclosed below. as at the Latest Practicable Date, none of the Directors had any
existing or proposed service contract with any member of the Group (excluding the contracts
expiring or determinable by any member of the Group within one year without payment of

compensation, other than statutory compensation).

Mr, Witham J. Amelio. an Executive Director, the President and Chiel Executive Officer
of the Company eniered into a service contract with the Company for a term of 3 years on
December 20, 2005, Upon termination of the service contract, Mr. Amelio may be entitled to
compensation and other payments equivalent to more than one year’s emoluments depending
on a number of factors including the amount of his unvested equity awards and the entitlement
and amount of his target bonus. The service contract has been approved by the Voting
Sharcholders at a general meeting of the Company held on May 24, 2006 (at which Mr. Amelio

and his associates abstained from voting) pursuant to Rule 13.68 of the Listing Rules.

Mr. Yang Yuanging. an Executive Director and Chairman of the Board and Ms. Ma
Xuezheng, an Excceutive Director, Chiel Financial Officer and Senior Vice President of the
Company each entered into a service contract with the Company for an unfixed term,
respectively. Upon termination of the service contract, each of Mr. Yang and Ms. Ma may be
entitled to compensation and other payments equivalent to more than one year's emoluments
depending on a number of factors including the amoeunt of his/her unvested equity awards and
the entitlement and amount of his/her annual target bonus. Both of Mr. Yang’s and Ms. Mua’'s
service contracts are subject to the approval from the Voting Shareholders at an extraordinary
general meeting to be held on the same date as the EGM (at which Mr. Yang and Ms. Ma and

their associates shall not vote on the matter) pursuant to Rule 13.68 of the Listing Rules.
MATERIAL CHANGES
The Directors confirmed that there has been no material adverse change in the financial,

trading position or prospects of the Company since March 31. 2006 up to the Latest Practicable
Duate.
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EXPERT QUALIFICATION AND CONSENT

The Tollowing is the qualification of the expert who has been named in this circular or has

given opition or advice which is contained in this circular:
Name Qualification

DBS Asia Capital Limited a licensed corporation 1o carry oul types 1 (dealing
in securitics). type 4 (advising on securities) and
type 6 (advising on corporate finance) regulated

activities under the SFO

DBS Asia has no sharcholding in any member of the Group nor has any right (whether
legally enforceable or not} to subscribe for or to nominate persons to subscribe for securities
in any member of the Group.

DBS Asia has given and has not withdrawn its written consent to the issue of this circular
with the inclusion of its letter of advice dated QGetober 19, 2006 and references to its name, n

the form and context in which they appear herein,

The letter of advice given by DBS Asia is given as of the date of this circular for

incorporation herein.

DBS Asia has no interest. either directly or indirectly. in any assets which have been
acquired or disposed of by or leased 10 or are proposcd to be acquired or disposed ol by or
leased o any member of the Group since March 31, 2006, the date 1o which the latest published
audited financial statements of the Company were made up.

MISCELLANEOUS

This circular has been prepared in both English and Chinese. In the case of any

discrepancies, the English text shall prevail over the Chinese texu
DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection during normal business
hours at the offices of Norton Rose at 38th Floor. Jardine House. 1 Connaught Place. Central,
Hong Kong from the date of this circular up to and including November 3. 2006:

{a) the Master Services Agreement;

(b) the Amendment Agreements;

{¢) the Marketing Support Agreement:

(d) the Transiton Services Agreement:
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{e)

()

{n

(i)

)

the Country Agreements;

the service contract between the Company and Mr. William J. Amelio entered into
on December 20. 2005 (mentioned in the paragraph under the heading “Directors’

interest in Scrvice Contract” in Appendix — General Information);

the service contract between the Company and Mr. Yang Yuanging entered into on
October 9. 2006 (mentoned 1n the paragraph under the heading “Directors’ mterest

in Service Contract” in Appendix — General Information);
the service contract between the Company and Ms. Ma Xuezheng entered into on
October 9. 2006 {mcntioned in the paragraph under the heading “Directors’ interest

in Service Contract” in Appendix — General Information);

the voting undertaking agreement entered into between the Controtling Sharcholder
and IBM on September 21. 2006; and

the voting undertaking given by General Atluntic Partners (Bermuda), LLP. to the
Company on September 28, 20006.
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NOTICE OF EXTRAORDINARY GENERAL MEETING

lenovo 18
Lenovo Group Limited i 8EBHBRA T

{Incarporaied in Hong Kong with limited Lubiline

{Stock Code: 9992)

NOTICE IS HEREBY GIVEN that an Extracrdinary General Meeting of the Company
will be held at The Harbour Room. 3/F., The Ritz-Carlion Hong Kong. 3 Connaught Road.
Central. Hong Kong on Tuesday, November 7, 2006 at 3:30 p.m. {or immediately after the

conclusion of another extraordinary general meeting of the Company convened and to be held

at 3:00 p.m. on the same date and at the same place) for the purpose of considering and, if

thought fit, passing the following Resolution as an ordinary resolution of the Company:

ORDINARY RESOLUTION

“That:

(a)

(b)

(c)

the Master Services Agreement dated September 22, 2006 entered into between
Lenovo (Singapore) and IBM (the details of which are set out in the circular dated
October 19, 2006 despatched by the Company to its sharcholders (the " Circular™)),
a copy of which has been produced to the meeting marked “A™ and signed by the
chairman of the meeting for adentification purpose. and the transactions
contemplated thereunder and the fixing of the Fee Cap and the Termination Fee Cap

(as defined in the Circular) be and are hereby approved. confirmed and/or ratified;

the Amendment Agreements dated September 22, 20006 entered into between the
Company and IBM (the details of which are set out in the Circular). a copy of which
has becn produced 1o the mecting marked “B™ and signed by the chairman of the
meeting for identification purpose. and the transactions contemplated thereunder be

and are hereby approved. confirmed and/or ratified; and

any one Director or any two Directors (it affixation of the common seal is necessary)
be and is/are hereby authorised 10 sign and/or execute all such other documents,
instruments or agreements and 1o do or take all such actions or things as such
Director(s) consider(s) necessary or desirable to implement and/or give effect 10 the
terms of the Master Services Agreement, the Amendment Agreements and the

transactions contemplated thercunder.”

By Order of the Board
Yang Yuanqing

Chairman

Raleigh, October 19, 2006
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NOTICE OF EXTRAORDINARY GENERAL MEETING

Executive Directors: Registered office:

Mr. Yang Yuanging
Mr. William J. Amelio 23rd Floor, Lincoln House

Ms. Ma Xuezheng

Quarry Bay

Non-executive Dirvectors: Hong Kong
Mr. Liu Chuanzhi

Mr. Zhu Linan

Mr. James G. Coulter

Mr. William O. Grabe

Mr. Shan Weijian

Mr. Justin T. Chang (alternate Direcior to Mr. James G. Coulier)

Mr. Vince Feng (alternate Director to Mr. William O. Grabe)
Mr. Daniel A. Carroll {alternate Director to Mr. Shan Weijian)

Independent Non-executive Directors:
Mr. Wong Wai Ming

Professor Woo Chia-Wei

Mr. Ting Lee Sen

Mr. John W. Barter 111

Neoes:

[ o]

0.

A member entitled 1o anend and vote at the Extraordinary General Meceting convened by this notice is entitted
Lo appaint one or more proxics o attend and vote in his stead. A proxy need not be a member of the Company.

To be effective. the imsteument appointing a proxy together with the power of attorney or other authority, it
any. under which it is signed or a notanally certified copy of that power or authority, most be completed and
lodged at the share registrar of the Compuany, Abacus Share Registrars Limited at 26/F, Tesbury Centre, 28
Queen’s Road East. Wanchai. Hong Kong. not less than 48 hours before the 1ime for holding the Extraordinary
Gencral Meeting or anv adjournment thereot.

A Torm of praxy for use al the Extruordinary General Meeting is enclosed. Completion and rewrn of the form
of proxy will not preclude you trom attending and voting in person at the Extravrdinary General Mecting or
any adjeurnment thereol and, in such event, the relevant form of proxy shall be deemed to be revoked.

Where there are joint registered holders. any one of such persons may vote at the Extraordinary General
Meeting, either personally or by proxy. in respect of such share as il he were solely entitled thereto: but i more
than one of such joint registered holders be present at the Extraordinary General Meceting personally or by
proxy, then the registered holder o preseni whose name stands first an the register of members of the Company

in respect of such share will alone be entitled to vole in respeat thereof.

The translation into Chinese language of the notice is tor reference onlby. In case of zny discrepancies. the

Enghish version shall prevail.

Voling at the Extraordinary General Mecting will be conducted by way of poll.
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lenovo 18
Lenovo Group Limited BB BEBBRA T

{fncorporated in Hong Kong with limired liabiliry)

(Stock Code: 0992)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of Lenovo Group Limited (the
“Company™) will be held at The Harbour Room. 3/F.. The Ritz-Carlton Hong Kong. 3 Connaught Road,

Y
&

Central. Hong Kong on Tuesday. November 7. 2006 at 3:00 p.m. for the purpose of considering and. if
thought fit. passing with or without modification the tollowing resolutions as ordinary resolutions of the

Company:
ORDINARY RESOLUTIONS
(1)  THAT:
(a) the Service Contract. including the Unfixed Term and the Relevant Provisions {cach as defined

(b)

in the Circular issued by the Company dated October 19, 2006), dated Ocilober 9, 2006
entered into by and between the Company and Mr. Yang Yuanging, an executive Director and
Chatrman ol the Board (a copy of which is tabled at the meeting and marked "A™ and
initialed by the Chairman of the mecting for identification purposes), be and is hereby approved.
ratificd and confirmed: and

any one Director. or any one Director and the Company Secretary if the alfixation of the
commaon seal 1s necessary, be and is/are hereby authorised for and on behalf of the Company
and/or its subsidiaries to execute all such other documents, instruments and agreements and
1o do all such acts or things deemed by him/them to be incidental to, ancitlary to or in
connection with the matters contemplated in the Service Contract.

THAT:

(a)

{b)

the Service Contract, including the Unfixed Term and the Relevant Provisions {cach as defined
in the Circular issued by the Company dated October 19, 2006). dated October 9. 20006
entered into by and between the Company and Ms. Ma Xuezheng. an executive Director,
Chief Financial Officer and Senior Vice President of the Company (a copy of which is tabled
at the meeting and marked “B™ and initialed by the Chairman of the meeting for identification
purposcs). be and is hereby approved. ratified and confirmed; and

any one Director, or any one Director and the Company Secretary if the atfixation of the
common scal is necessary. be and is/are hereby authorised for and on behalf of the Company
and/or its subsidiaries to execute all such other documents, instruments and agreements and
to do all such acts or things deemed by him/them to be incideatal to. ancillary to or in
connection with the matters contemplated in the Service Contract.”

By order of the Bouard
Yang Yuanqing
Cheairman

Raleigh, October 19, 2006




Registered office:
23rd Floor, Lincoln House, Taikoo Place, 979 King's Road. Quarry Bay, Hong Kong

As of the date of this announcemen, the Exccutive Directors are Mr. Yang Yuanging, Mr. Wiltiam 1. Amelio
and Ms. Ma Xuezheng: the Non-executive Directors are Mr. Liv Chuanzhi, Mr. Zhu Linan,
Mr James G, Coulter, Mr. Williamt O. Grabe, Mr. Shan Weijian, Mr. Justin T. Chang (alternate Director to
Mr. James G. Conlter), Mr. Vince Feng (alternate Director to Mr William O. Grabe) and
Mr. Daniel A. Carroll (alternate Direcior to M Shan Weijian), and the Independent Non-executive Directors
are Mr. Wong Wai Ming, Professor Woo Cliia-Wei, Mr. Ting Lee Sen and My Johin W. Barter 1.

Notes:

I~

6.

A member entided to attend and vowe at the extraordinary general mecting convened by this notice 15 entitled (o appoint
one or more proxics to attend and vote in his stead. A proxy need not be a member of the Company.

To be effective, the instrument appointing a proxy together with the power of attorney or other authority. if any. under
which it is signed or a notarially certified copy of thal power or authority. must be completed and lodged at the share
registrar of the Company, Abacus Share Registrars Limited at 26/F. Tesbury Centre, 28 Queen’s Road East. Hong Kong.
not Iess than 48 hours hefore the time for holding the extraordinary general meeting or any adjournment thereof.

Completion and return of the form of proxy will not preclude you from attending and voting in person at the extraordinary
general meeting or any adjournment thereol and, in such event, the relevant form of proxy shall be deemed Lo be
revoked.

Where there are joint registered holders. any one of such persons may vote at the extraordinary general mecting, either
personally or by proxy. in respect of such share as it he were solely entitted thereto: but it more than one of such joint
registered holders be present at the extraoedinary general mecting personally or by proxy. then the registered holder so
present whose name stands Tirst on the register of members of the Company in respect of such share will alone be
entitled to vote in respect thercof.

The translation into Chinese language of the notice is for reference only. in case of any discrepancies. the English
verston shall prevail.

The voles to be taken in the extraordiniry general meeting will be taken by way of poll.

“Pleasc also refer 1o the published version of this announcement in the South China Morning Post”
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lenovo 518
Lenovo Group Limited I$8EBHRL T

(Iacorpuruted in Hung Keng with fimited labiliry )

(S10ck Code: 0992)
NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE 1S HEREBY GIVEN that an Extraordinary Geaeral Meeting of the Company will be held a1 The Harbour
Room. 3/F.. The Ritz-Carlion Hong Kong. 3 Connaught Road. Centeal. Hong Kong on Tuesday, November 7, 2006 a1
3:30 pam. (or immediately after the conelusion of another extraordinary generat meeting ot the Company convened and
to he held at 2:00 pan. en the same date and at the same place) for 1the purpese of considering and. it thought fit
passing the following Resolution as an ordinary resolution of the Company:

ORMNARY RESOLUTION

“That:

(a)  the Master Services Agreement dated September 22, 2006 entered into between Lenovo (Singapore) and IBM
fhe details of which are sel out in the circolar dated October 19, 2006 despatched by the Company to its
sharcholders tthe “Circular™). u copy of which bas been produced 100 the meeting marked “A™ and «igned by the
chairmun of the meeting for idemtification porpose. and the transactiony contemplated thereunder and the Hixing
of the Fee Cap and the Termination Fee Cap {as defined in the Circular) be and are hereby approved. confirmed
andfor ratified;

(b the Amendment Agreements dated Seprember 220 2006 entered into between the Company and 1BM (the denails
of which are set out in the Cireulary, a copy of which has been produced to the meeting marked “B™ and signed
by the chairman of the mecting for identitication purpose. and the transactions contemplated thercunder be amd
are hereby approved, confirmed and/or ratified; and

(<Y any one Director or any two Directors (if affixation of the common seal is necessary) be and isfare hereby authoriscd
1o sign and/or execute all such other documents, instruments or agreements and to do or take all such actiens or things
as such Dicector(s) consider(s} nccessary or desirable to implement andfor give effect to the terms of the Master
Services Aprecment, the Amendmen Agreements and the transactions contemgplated thereunder.”

By Order of the Board
Yung Yuanging
Chairman

Raleigh. October 14, 2006

Registered office:

23rd Fioor. Lincoln House, Taikeo Place, 979 King's Road. Quarry Bay. Hong Kong

As of the date of this unnouncemeni, the Executive Divectors are Mr. Yung Ynanging, Mr. Willicm 4. Ametio und My,

Ma Xuezheng: the Nor-executive Directors are Me Liv Chaanzle, Mr, Zha Linan, Mr. James G, Coulter. Mr. Willicum

. Grabe, Mr. Shan Weijiun. Mr. Justin T. Chanyg t(elternate Director to Mr. James G, Coulter), Mr. Vince Feng

falternare Director 1o Mr, William €3, Grabe} and My, Daniel A Carroli Lalrernate Director 1o Mr. Shun Weijian): and

tire Independent Non-execurive Directors are Mr. Wong Wui Ming. Professor Woo Chia-Wei, Afr. Ting Lee Sen and Mr.

John W, Barrter 111,

Notes:

l. A member entitled to altend and vote at the Extraordinary General Mecting convened by this notice is entitled to appoint onc or
mere proxies to attend and vore in his sicad. A proxy need not be a menber 0f the Company.

2. To he eftective, the instrument appointing a proty together with the pawer of attorney or other authorivy, if any, emder which it js
signed ar a nutaszially certitied copy of that power or authoerity. must be compleled and lodged ar the share regisirar of the
Company, Abavus Share Registrars Limited at 26/F, Tesbury Cenere. 28 Queen’s Road East, Wanchai. Horg Kong, not les< ehan
48 hoars hefore the time for holding the Extraordinary General Mecting or any adjenmment therenf,

3. Completion and return of the form of proxy will noe preclidde you from auending and voting in person at she Extraordinary General
Mueting or any adjournment thereol and, in such event, the relevant tarm of proxy shall be deemed 10 he revaked,

4. Where there are jolm registered holders, any one of such persons imay vote af the Lxtracrdinary General Meeting, either personally or by
praxy, in respeet of such share as it he were solely emtitled therew; but if more than one of such joinn registered hoiders be present ar the
Extraordinary Generzl Meeting personally or by proxy. then the repistered holder <o present whese name s1ands first on the register of
members of the Company in respect of such share will alune be eatitled W vale in respect thereef.

5. The translation inlo Chinexe fanguage of the notice s for reference only. In case of any discrepancies. the Englivh vemion shall prevail,

[iN Voring at the Exvaordinary General Meeling will be comducted by way of pull.




