Sustainable Nuclear Development continued)

Social

Safety is the prime social issue for PBMR, which is
included on page 22 of this report.

PBMR recognises the challenge of developing its
technology in a social context where various imbalances
still exist. For this reason, we have developed the
necessary strategies, policies and programmes and are
making substantial investments in social development
and empowerment initiatives. We recognise that there is
a global shortage of specialised skills and have
developed policies for skills development and retention,
black economic empowerment, leadership and training.
We also encourage our employees to participate in social
upliftment programmes.
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PBMR is committed to playing a significant role in the
development of a viable nuclear industry in South Africa,
to contribute to the economic growth of our country and
the welfare of our people.

Training and development

PBMR’s internal training initiatives are focused on providing
each employee with the best knowledge and skills to
perform at a world-class level. The Company also aims to
provide employees with the necessary opportunities for
self-development and growth. Succession management
and mentoring are promoted through the PBMR’s senior
management level development initiatives.



PBMR has developed an Accelerated Development
Programme for high-potential/high-performing employees
in technical skills categories linked to business
requirements. This initiative is closely linked to the
Employment Equity Plan and strategies. It started in
January 2008. This programme will mainly focus on critical
technical positions within the business and create the
mechanism to build capacity from within PBMR’s business
in critical areas.

Succession planning

A succession management procedure has been approved.
The implementation of this procedure has commenced
with the identification of critical/scarce skills within the
business. The next steps will be to identify possible
successors for critical/scarce positions, and these
employees will be developed accordingly. Talented, high-
performing black and female employees will be given
preference in filling these vacancies.

Formal training

PBMR has been registered with the Energy Skills
Education Training Authority (SETA) for the past five
years, and has submitted its workplace skills plan to the
SETA every year, as required.

Induction and orientation training is conducted on a regular
basis. Safety culture and safety training form an integral
part of PBMR’s training and development initiatives. Formal
training includes leadership development, natural work
teams and project management within PBMR. The focus in
2007 has been on the training of PBMR employees on the
Company’s procedures and processes to ensure that
employees have the required understanding of PBMR’s
business processes.

PBMR has developed an Engineering Council of South
Africa (ECSA) Mentorship Programme, which is now
integrated into its normal training, and is equipped with
additional information regarding the importance of
continued professional development. Team-building
sessions have been scheduled as a way of introducing
mentor and mentee teams to each other through
fun activities.

PBMR supports the development of personal development
plans linked to individual performance compacts for
employees who require development. PBMR has
embarked upon a national capacity-building initiative to
establish, implement and maintain the necessary
strategies, systems and processes required for the
proactive and focused development of PBMR’s core and
support competencies. The aim of this initiative is to ensure
the sustainability of capacity within PBMR and the nuclear
industry in order to be internationally competitive.

Further studies

PBMR sponsors a further study scholarship programme.
This enables employees to study further to improve their
knowledge, based on management approval, and in the
interest of both the individuals and PBMR. These studies
can be undertaken on a part-time, full-time or
correspondence study basis. This scheme enables
PBMR employees to improve their knowledge for their
own benefit and that of PBMR, by obtaining
qualifications that are nationally recognised. This scheme
is currently well-supported and is proving to be a very
cost-effective and useful mechanism to build capacity
and motivate employees.

PBMR scholarship students

PBMR is currently sponsoring 33 undergraduates at
seven South African universities on eight campuses,
studying in different PBMR-related disciplines. In addition
to the undergraduate scholarships, PBMR is also
sponsoring:

o five PhD students. Three are studying at local
universities and two abroad;

e eight master’s degree students at North-West
University, Mafikeng campus, studying for a Master’s
degree in Applied Radiation Science and Technology
(MARST);

« two master's degree students at Carbon Laboratory
at the University of Pretoria. The focus is on waste
minimisation;

e one scholarship at the North-West University for a
student to complete a master’'s degree in Nuclear
Engineering;

* seventeen PBMR employees who are registered at the
Potchefstroom campus of the North-West University,
on a part-time basis, to complete selected modules
and complete master’s degrees in Nuclear Engineering.

Collaboration with universities

PBMR sponsors bursaries for students who study at
universities and are participating in PBMR-related R&D
projects linked to the PBMR Technology Plan. The
various areas of technology development and PBMR’s
co-working universities and organisations are reflected
on page 38.

Two PBMR employees are currently undertaking PhD
studies, one at the University of Pretoria (on Waste
Management), and the other at Penn State University in
the USA (on Reactor Physics), with R&D students
involved in other research projects at the University of
Stellenbosch and the Nelson Mandela Metropolitan and
North-West universities.
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International collaboration

PBMR contracted an international expect from the
Pennsylvania State University for a four-week period
during July/August 2007 to run a series of lectures for
employees. The main aim of the visit was to build
capacity in the areas of uncertainty treatment, kinetics
and dynamics and to work together with PBMR
employees on projects in the area of core neutronics and
thermal hydraulics.

PBMR sponsored two employees, Mss Mosidi Makgae
and Pia Meintjies, to attend the World Nuclear
University’s (WNU) third Annual Summer Institute, from
14 July 2007 to 24 August 2007, in Daejoen, Korea. It
was designed to develop and inspire future international
leaders in the realm of nuclear science and technology.

Ms Mosidi Makgae, a chemist (PhD) from the Fuel
Division, and Ms Pia Meintjies, a civil engineer (BEng)
from the Plant Engineering and Fuel Operations Division,
both successfully attended the programme.
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Ms Mosidi Makgae (left) and Ms Pia Meintjies

Millennium School of Particle Physics

The Millennium School takes place every two years to
promote the nuclear, particle and radiation physics
specialist group of the South African Institute of Physics.
This initiative is hosted by iThemba Labs and the
purpose is to attract as many students — from the third
(completed) year to PhD level of study — as possible from
all the South African universities. The aim is to promote



the teaching of nuclear and particle physics, as well as
providing exposure to nuclear science, by combining
teaching resources throughout South Africa in a
stimulated and mentoring environment. Preference is
given to previously disadvantaged students. PBMR, in
conjunction with other nuclear industry stakeholders,
supports this programme.

Centre of Applied Radiation Science and Technology
(CARST)

The MARST, which is a project managed by the CARST
at North-West University (Mafikeng campus), is supported
by PBMR and has successfully resulted in a number of
graduate students from this programme being appointed
at PBMR. Every year PBMR supports four first-year and
four second-year students through this programme. On
successful completion, students graduate with a MARST.

PBMR has also been actively involved in the revision of
this curriculum and course content and has assisted in
the preparation of the business plan for the
establishment of a laboratory at the Centre of Applied
Radiation Science and Technology. Construction work
on these laboratories has now started.

Accelerated development programmes

Apart from developing and growing its employees,
PBMR supports South Africa’s capacity-building
programmes. The purpose of the national capacity-
building initiative within PBMR is to establish, implement
and maintain strategies, systems and processes required
for the proactive and focused development of PBMR’s
core and support competencies. The aim is to ensure the
sustainability of capacity within PBMR and the nuclear
industry, in order to be internationally competitive.

PBMR is supportive of both the AsgiSA and Joint initiative
on priority skills acquisition (Jipsa) initiatives and is
working with other state-owned enterprises (SOEs) to
identify skills requirements in the priority skills categories
from within these organisations, as well as the skills
requirements from the contractors during the build phase
of the DPP and fuel plant.

These initiatives will allow for the provision of the
necessary skills planning at a macro level. PBMR has
already initiated a skills pipeline to meet these targets.
We are also working very closely with the DPE to
establish an Employment Skills Development Agency to
facilitate the training of people in these priority skills
categories.

To fully understand the skills requirements for the
industry, input was obtained from the major stakeholders

that currently operate in the industry, namely Necsa,
PBMR, Eskom and the NNR. Although the current focus
is on bridging short-term skills gaps through identified
and agreed skills programmes (for the purpose of this
business plan), it is envisaged that future training leading
to full qualifications will be incorporated into programmes
to address the issues surrounding longer-term capacity
building. A total of €1,5 milion has been raised and
training of all the member organisations is currently
taking place. South African Nuclear Human Asset
Research Programme (SANHARP) represents a
significant development for South Africa in the field of
nuclear science and technology.

Corporate social
responsibility

PBMR views corporate social responsibility (CSR) as a
commitment to contribute to the economic, environmental
and social sustainability of communities. This is done
through the ongoing engagement of stakeholders, the
active participation of communities impacted by company
activities and the public reporting of company policies and
performance in the economic, environmental and social
arenas.

During the 2007 financial year, PBMR reached out to the
communities near Pelindaba, where the fuel pebble
research and development project is under way. The
PBMR schools outreach programme enlightened learners
about the advantages and disadvantages of various energy
sources, the Pebble Bed Modular Reactor project, and the
benefits of the PBMR to the country. Mathematics and
physical science teachers were introduced to the PBMR
and associated technologies, before the team visited the
individual schools. School principals were also involved in a
programme designed to foster more interest in disciplines
that could benefit technology development.

PBMR also introduced a grade 10 to 12 schools
competition in Atteridgeville to develop interest in
sciences, engineering and technology. Mathematics and
physical science textbooks have been donated to the
schools.

PBMR supports the South African Institute of Mechanical
Engineers (SAIME) technology olympiads initiative. This
initiative forms part of PBMR’s National Capacity Building
Plan and encourages young people to study engineering
sciences, especially mechanical engineering.
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Governance

In a drive to reflect the enshrined principles of sustainable
development and the recommendations of the Corporate Practices
and Conduct as set out in the King Il Report on Corporate
Governance, Pebble Bed Modular Reactor (Pty) Limited (PBMR) has
actively pursued the creation of a corporate governance structure to
guide its strategic direction, operational effectiveness, performance
measurement and accountability.

The Company has developed a governance framework to enable
objectivity and performance management. Furthermore, the Company
acknowledges that systems of corporate governance should be
reviewed regularly to ensure they are sound, consistent with world-
class standards and relevant to the business of the Company.

BOARD COMPOSITION

The appointment of the Board of Directors is conducted by the shareholder of the Company, which is in line with the
provisions of an investor cooperation agreement between the shareholder and other joint-venture parties that
contribute to the funding of the Company. This ensures representation of such funding parties on the Company’s
Board. The Board operates within a unitary structure that provides interaction among all Board members in the
decision-making process on strategy, planning, performance, allocation of resources, business ethics and
communication with stakeholders.

A key principle within the governance framework is to ensure that the Board is of appropriate size and composition, with
the right skills and resources and also to ensure that there is an appropriate election and tenure procedure.

BOARD FUNCTIONS

The Board provides strategic direction and leadership and formally delegates duties to management through various
structures, including responsibility and accountability for operations to the Executive Management Committee.
Committees of the Board include the Audit, Risk and Finance Committee, the Human Resources and Remuneration
Committee, the Commercial Committee and the Technical Committee. The Board committees are selected according
to the skills set required so that they are able to fulfil their functions.
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The Board acts as the accounting authority of the Company in terms of the Public Finance Management

Act (PFMA) No 1 of 1999, as amended. With the guidance of the Company Secretary, the Board also has the duty of

ensuring that the Company complies with all the relevant laws, regulations and codes of good business practice.

The Board approves the mission, strategy, goals, operating policies and priorities of the Company and monitors

compliance with policies and achievement against objectives.

Specific responsibilities of the Board are governed by the Companies Act No 61 of 1973, as amended, as well as the

PFMA.

The Board meets on a quarterly basis. The Board also meets by means of special board meetings, if and when
necessary, to attend to other urgent Company matters which cannot be dealt with at regular board meetings. The
following table reflects the number of Board and Board Committee meetings for the period April 2007 to March 2008.

Attendance at Board meetings for the reporting period

24 May 31 Aug 29 Nov 21 Feb
Director 2007 2007 2007 2008
Dr A Ruiters (Chairperson) * \ v Y
Mr JM Kriek \ \ \ Y
Ms R Morathi \ - y V++
Mr U Khumalo v “# it
Mr CS Neethling \ \ v Y
Dr X Mkhwanazi \ \ y *
Dr R Adam \ \ \ Y
Dr J Thomson v * Vt+
Dr G Mehlomakulu * ++
Mr P Readle \ \ y Y
Dr R Matzie Y * y \
Mr G Cable v v Vt+
Ms L Milne \ \ y Y
Ms E Johnson V+ * v
Mr R Pearce V+ N
Mr L Mondi V+
Mr G Gouws
Dr A Tsela

Alternate directors:
Mr R Schumacher
Ms L Toyi ++

V' indicates attendance
* indicates absence with apology
#  represented by Ms L Toyi — 31 August 2007
++ Resignations
G Mehlomakulu - 24 August 2007
J Thomson — 29 November 2007
U Khumalo — 29 November 2007
G Cable — 29 November 2007
R Morathi — 21 February 2008
L Toyi — 15 April 2008 (Alternate Director)
+  Appointments:
E Johnson — 31 August 2007 (Alternate Director)
B Pearce — 29 November 2007
L Mondi - 11 December 2007
G Gouws - 10 March 2008
A Tsela — 29 May 2008
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Corporate Governance (ontinued)

COMMITTEES OF THE BOARD

Audit, Risk and Finance Committee

The Audit, Risk and Finance Committee is an important element of the Board’s system of monitoring and control. This
committee considers the Company’s risk management policy and strategy and reviews the integrity of the risk
management process and significant risks facing the Company. It monitors compliance with relevant legislation and
ensures an appropriate system of internal control is maintained to protect the Company’s interests and assets. It reviews
the activities and effectiveness of the internal audit function. It is also responsible for evaluating the independence,
objectivity and effectiveness of the external auditors, and for reviewing accounting and auditing concerns identified by
internal and external audit. This committee reviews the accuracy, reliability and credibility of statutory financial reporting
and recommends the annual financial statements and annual report of the Company, as presented by management and
reviewed by external auditors, for approval by the Board. The head of the Internal Audit Department and external
auditors have unrestricted access to the Chairman of this committee and Chairman of the Board.

22 May 27 June 28 Aug 27 Nov 29 Jan 19 Feb

Committee members 2007 2007 2007 2007 2008 2008
Ms RK Morathi (Chairperson) Y S * \ Y V++
Mr JM Kriek v v . v v v
Mr CS Neethling N N N N . N
Mr G Cable Y * v it

Ms L Milne V V J J Xl l
Mr P Readle V V J J Xl l
Mr R Pearce \ V+
Mr G Gouws

V' indicates attendance
* indicates absence with apology
** via teleconference
++ Resignations
G Cable — 29 November 2007
RK Morathi — 21 February 2008
+  Appointments
R Pearce — 29 November 2007
G Gouws — 10 March 2008 (Replacing RK Morathi and Chairperson of the Audit, Risk and Finance Committee)

Human Resources and Remuneration Committee

The objective of the committee is to guide the Board in establishing formal and transparent human resources and
remuneration policies and strategies in the Company. The committee also plays an oversight role in ensuring
compliance with statutory requirements and makes recommendations to the Board in respect of human resources-
related issues and priorities.

22 May 28 Aug 18 Oct 27 Nov 19 Feb
Committee members 2007 2007 2007 2007 2008
Mr CS Neethling (Chairperson) Y S \ \ \
Mr JM Kriek \ \ \ \ \
Ms R Morathi Y * . V++
Mr PH Readle Y \ \ w \
Mr G Cable Y \ * 4
Ms L Milne V+ y
Mr G Gouws

\'indicates attendance
* indicates absence with apology
+  Appointments
L Milne — 27 November 2007
G Gouws - 10 March 2008
++ Resignations
G Cable — 29 November 2007
RK Morathi — 21 February 2008
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Commercial Committee

The purpose of the committee is to ensure the integrity of the Company’s legal and commercial processes such as
adherence to policies and procedures, applicable legislation and good commercial and ethical practice. The aim of the
committee is to provide confidence to the Board that appropriate mechanisms are in place within the Company to
ensure due process is followed in the approval of all legal documents and contracts.

283May 27 June 29 Aug 170ct 28Nov 29Jan 20 Feb

Committee members 2007 2007 2007 2007 2007 2008 2008
Mr PH Readle (Chairperson) Y Y \ \ \ \ y
Mr JM Kriek v v v v v v v
Mr CS Neethling \ Y S Y N * \
Mr G Cable \ Y \ \ N+

Mr U Khumalo \ Y * * “Hh+

Mr R Pearce J V
Mr L Mondi *+ *
Ms L Milne

v indicates attendance

* indicates absence with apology

#  represented by L Toyi

+  Appointments

R Pearce — 29 November 2007

L Mondi - 11 December 2007

L Milne — Appointed as a member of the Commercial Committee on 27 May 2008
++ Resignations

G Cable — 29 November 2007

U Khumalo — 29 November 2007

Technical Committee

The objective of the committee is to interrogate and ensure that the design, safety and engineering aspects of the
PBMR demonstration module and the fuel are of the highest quality and complies with international best practice. This
committee also reviews and makes recommendations to the Board pertaining to the following:

* Nuclear licensing strategies to ensure consistency with the safety aspects of PBMR.
o International nuclear safety events, issues, trends and new initiatives, and their applicability to PBMR.
» PBMR potential safety performance compared with international benchmarks.

o International and/or external safety assessments and peer reviews of the design, safety and engineering aspects
of design, any recommended corrective actions and progress in achieving corrective actions.

e Sensitivity to the environment.
o National and international nuclear policy.

e Any issue that would normally be presented to the Board or a committee of the Board in terms of the potential
impact on nuclear safety.

22 May 29 Aug 28 Nov 20 Feb
Committee members 2007 2007 2007 2008
Dr R Matzie (Chairperson) \ . \ \
Dr X Mkhwanazi \ . v *
Dr R Adam \ \ v Y
Mr JM Kriek . . v y
Mr U Khumalo * v ot
Ms JS Thomson v * 4+
Dr GB Mehlomakulu * ++

V' indicates attendance

* indicates absence with apology

++ Resignations
G Mehlomakulu — 24 August 2007
U Khumalo - 29 November 2007
J Thomson - 29 November 2007
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Corporate Governance (ontinued)

ETHICS AND INTEGRITY

The Company is committed to the highest standards of ethical behaviour in all its actions and decisions. This
expectation and commitment is realised through a code of ethical conduct, supported by relevant policies and
procedures and a Company-wide ethics programme, which includes an Economic Crime Prevention Policy and Incident
Response Plan. This covers ethical matters such as nepotism and non-adherence to Company policies and procedures,
and all relevant aspects of economic crime, such as fraud, bribery and corruption, and includes a commitment to
conduct our business with due regard to the interests of all our stakeholders and the environment.

An ethics-hotline exists which facilitates the reporting of unethical behaviour. Reported items are duly considered and
investigated.

DISCLOSURE AND COMMUNICATION

The Company continually strives to ensure that reporting and disclosure to stakeholders is relevant, transparent and
effective. The Company currently reports to its shareholders by means of the annual general meeting of the Company.
The Company also submits quarterly reports to the DPE.

Strategic direction is obtained from the Company’s board, being the authority entrusted by the shareholders to deal
with the Company, its strategy and the execution thereof.

ASSURANCE

PBMR’s legal governance and compliance is fundamental to providing assurance in terms of SHEQ, risk management
and internal audit. In our quest to provide the necessary assurances, PBMR’s executive management and employees
are continuously assessing, managing, monitoring, reporting and improving the process. Facilitated workshops,
training and support are provided for the process and responsibilities are included in — and reviewed through -
performance compacts and service level agreements.

RISK MANAGEMENT

Enterprise Risk Management is in the process of being implemented within PBMR. The PBMR Board is accountable
for the process of risk management and the system of internal control. These are reviewed regularly for effectiveness.
Relevant policies are established and communicated by management across the Company.

The PBMR Board retains ultimate control through the final review and adoption of key risk factors affecting the
Company. Risk management is an ongoing process and is focused on identifying, assessing, managing and
monitoring all known forms of risk across the Company.

The Company has put systems in place to review the efficiency and effectiveness of preventative and corrective
controls. Strategic risks for the Company as a whole have been assessed and reported on, and management is
involved in a process of implementing and improving systems and procedures to ensure effective mechanisms are in
place for identifying and monitoring risks internal and external to the Company.

Compliance is an important element of the Company’s risk management approach, and dedicated resources assist
the Company to address compliance to relevant requirements. The evolving South African regulatory framework of
relevance comprises legal and technical requirements in the form of codes and standards of various kinds. PBMR has
developed a register that encapsulates the regulatory and legal framework within which the Company operates. This
register is used to ensure compliance with all relevant laws, regulations and other requirements.

As a state-owned enterprise, PBMR and its Board are in support of the DPE’s risk management framework and will
be reporting as per the framework requirements. This will assist the DPE in effectively executing its oversight
responsibility, while recognising the risk management responsibility and independence of the PBMR Board.
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PUBLIC FINANCE MANAGEMENT ACT (PFMA)

PBMR complies in all significant respects with the provisions of the PFMA. Training is provided to employees to create
awareness of and provide guidance regarding the application of the PFMA.

LOSSES THROUGH CRIMINAL CONDUCT AND IRREGULAR, FRUITLESS AND WASTEFUL EXPENDITURE
No significant fruitless and wasteful expenditure was incurred during the reporting period.

INTERNAL AUDIT

The PBMR Board is accountable for the Company’s system of internal control, designed to provide reasonable
assurance against material misstatement and losses. Management has the responsibility for maintaining a sound
system of internal control and for reviewing its effectiveness.

The internal audit function is responsible for assisting the Board and management in monitoring the effectiveness of
the Company’s system of internal control. It maintains sound practice by evaluating controls continuously to determine
their efficiency and effectiveness, and recommending corrective actions and suggested enhancements.

The controls subject to evaluation encompass the information management environment, the reliability and integrity of
financial and operating information, the safeguarding of assets, and the effective and efficient use of the Company’s
resources.

The purpose, authority and responsibility of the internal audit function are formally documented in the internal audit
charter. A generally risk-based internal audit plan is used to direct the efforts and priorities of the internal audit function.
The audit plan is regularly reviewed and updated as appropriate, to ensure responsiveness to changes in the business
environment.

Significant findings are reported to the Audit, Risk and Finance Committee and follow-up audits are conducted in areas
where significant internal control weaknesses are found.

The internal audit function is fully supported by the Board and Audit, Risk and Finance Committee, and has full,
unrestricted access to all organisational activities, records, property and personnel. Internal audits are mainly
conducted by an in-house internal audit function, and specific engagements are outsourced where required.

SAFETY, HEALTH, ENVIRONMENT AND QUALITY (SHEQ)
Legal fulfilment of all statutes and regulations is germane to the Company business of ensuring SHEQ compliance.

SHEQ management systems are implemented throughout the Company in accordance with the requirements of
international and national regulatory requirements. These systems not only address requirements but also provide
values for employee behaviour in creating a culture of “safety first”.

The commitment of the Company’s executives ensures that the quality management system meets all requirements to
maintain certification under the ISO 9001:2000 standard. PBMR implements the environmental management
requirements of ISO 14001:2004 and safety and health management requirements of OHSAS 18001:2007.

As a core function of the Corporate SHEQ Department, quality audits are conducted to verify the ability of the
Company to meet customer and regulatory requirements and to determine the effectiveness of the quality
management system. The audit programme was fully implemented, ensuring that every PBMR department was
audited at least once during the year. A number of significant management and technical processes was also audited.
The results of these audits indicate that the quality management system is generally effective.
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Information

PBMR HEAD OFFICE
Telephone: +27 12 641 1000

PHYSICAL ADDRESS

Pebble Bed Modular Reactor (Proprietary) Limited
1279 Mike Crawford Avenue

Centurion

0046

POSTAL ADDRESS

Pebble Bed Modular Reactor (Proprietary) Limited
PO Box 9396

Centurion

0046
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Directors’ responsibilities and approval

for the year ended 31 March 2008

The directors of Pebble Bed Modular Reactor (Pty) Limited have pleasure in presenting the annual financial
statements for the year ended 31 March 2008.

In terms of the Companies Act of South Africa, 1973, and the Public Finance Management Act, 1999 (PFMA),
as amended, the directors are required to maintain adequate accounting records and are responsible for the
content and integrity of the annual financial statements and related financial information included in this report.
It is their responsibility to ensure that the annual financial statements fairly present the state of affairs of the
Company as at the end of the financial year and the results of its operations and cash flows for the period then
ended, in conformity with International Financial Reporting Standards and its interpretations adopted by the
International Accounting Standards Board. The external auditors are engaged to express an independent
opinion on the annual financial statements.

The annual financial statements comprise the:
e palance sheet;

e income statement;

e statement of changes in equity;

e cash flow statement;

e accounting policies; and

e notes to the financial statements.

The reviews by the Chairman, the Chief Executive and the operational reports discuss the results of the
operations for the year and those matters which are material for an appreciation of the state of affairs and
business of the Company.

Supported by the Audit, Risk and Finance Committee, the directors are satisfied that the internal controls,
systems and procedures in operation provide reasonable assurance that all assets are safeguarded, that
transactions are properly executed and recorded, and that the possibility of material loss or misstatement is
minimised. The directors have reviewed the appropriateness of the accounting policies, and concluded that
estimates and judgements are prudent. They are of the opinion that the annual financial statements fairly present
the state of affairs and business of the Company at 31 March 2008 and of the surplus for the year to that date.
The external auditors, who have unrestricted access to all records and information, as well as to the Audit, Risk
and Finance Committee Chairperson, concur with this statement.

In addition, the directors have also reviewed the cash flow forecast for the year ending 31 March 2009. To date,
the Company has been funded by contributions made by investors (Eskom Holdings Limited, the Industrial
Development Corporation of South Africa Limited, Westinghouse Electric Company LLC and the South African
government) to allow the Company to pursue its objectives as stated under the general review.

The present investors are in the process of revising the existing Shareholders Subscription Agreement, which will
govern the funding to be provided during the financial year ending 31 March 2009. The funding requirements for
the 2009 financial year, being R2,5 billion, will be funded through the South African government’s R1,7 billion, the
Industrial Development Corporation Board approved contributions of R482 million, which will be made available
for the 2009 financial year should the Shareholders Subscription Agreement be revised to their satisfaction.
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The Westinghouse Electrical Company Board has also approved further funding of $25 million in 2009 with the
same condition. These contributions are, however, subject to the finalisation of the Shareholders Subscription
Agreement. Further negotiations with other interested potential investors are ongoing and should be completed
during the 2009 financial year. Management is not allowed to incur any commitments in excess of the funding
secured from investors.

Accordingly, the annual financial statements have been prepared on the basis of accounting policies applicable
to a going concern. This basis presumes that funds will be available to finance future operations and that the
realisation of assets and settlement of liabilities will occur in the ordinary course of business. The ability of the
Company to continue as a going concern depends on the ability of the Company to secure sufficient funding for
its commitments and the continued support of its funding contributors. The directors will not allow any
commitment to be incurred without sufficient funding having been secured.

The annual financial statements set out on pages 62 to 85, which have been prepared on the going-concern
basis, were approved by the Board of Directors on 29 May 2008 and were signed on its behalf by:

Vs %MMW& Al

Dr A Ruiters Mr JM Kriek Ms L Milne
Chairman Chief Executive Chief Financial Officer
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Report of the independent auditors

for the year ended 31 March 2008

TO THE MEMBERS OF PEBBLE BED MODULAR REACTOR (PROPRIETARY) LIMITED

We have audited the annual financial statements of Pebble Bed Modular Reactor (Pty) Limited, which comprise the
balance sheet as at 31 March 2008, the income statement, the statement of changes in equity and cash flow
statement for the year then ended, and the notes to the financial statements which include a summary of significant
accounting policies and other explanatory notes, and the directors’ report as set out on pages 62 to 85.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Company’s directors are responsible for the preparation and fair presentation of these annual financial statements
in accordance with International Financial Reporting Standards; and in the manner required by the Companies Act of
South Africa and the Public Finance Management Act of South Africa. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of annual financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances.

AUDITORS’ RESPONSIBILITY

Our responsibility is to express an opinion on these annual financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the annual financial statements
are free from material misstatement. The audit was also planned and performed to obtain reasonable assurance that
our duties in terms of sections 27 and 28 of the Public Audit Act, 25 of 2004, have been compiled with.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the annual
financial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the
risks of material misstatement of the annual financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
annual financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
the directors, as well as evaluating the overall presentation of the annual financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

OPINION

In our opinion, the annual financial statements present fairly, in all material respects, the financial position of Pebble
Bed Modular Reactor (Pty) Limited as of 31 March 2008, and its financial performance and cash flows for the year then

ended in accordance with International Financial Reporting Standards, and in the manner required by the Companies
Act of South Africa and the Public Finance Management Act of South Africa.

KPMG Inc.
Registered Auditors

it

AH Jaffer KPMG Cresent
Charted Accountant (SA) 85 Empire Road
Director Parktown, 2193
29 May 2008
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Report of the Audit, Risk
and Finance Committee

for the year ended 31 March 2008

Report of the Audit, Risk and Finance Committee in terms of Treasury Regulations 27(1) (10) (b) and (c) of the Public
Finance Management Act of 1999 and the South African Companies Act, 1973, as amended.

The Audit, Risk and Finance Committee reports that it has adopted appropriate formal terms of reference as its Audit,
Risk and Finance Committee charter, and has regulated its affairs in compliance with this charter, and has discharged
all of its responsibilities contained therein.

In the conduct of its duties, the Audit, Risk and Finance Committee has, inter alia, reviewed the following:
e The effectiveness of the internal control systems.

e The effectiveness of the service provided by the Internal Audit Department.

e The risk areas of the Company’s operations covered in the scope of internal and external audits.

e The adequacy, reliability and accuracy of financial information provided by management and other users of such
information.

e Accounting and auditing concerns identified as a result of internal and external audits.
e The Company’s compliance with legal and regulatory provisions.

e The activities of the Internal Audit Department, including its annual work programme, coordination with the external
auditors, the reports of significant investigations and the responses of management to specific recommendations.

e The independence and objectivity of the external auditors.
The Audit, Risk and Finance Committee also carried out the following functions:

e Nominated the appointment of KPMG Inc. (KPMG) as the registered independent auditor after satifying itself,
through enquiry, that KPMG is independent as defined in terms of the CLAA.

e Determined the fees to be paid to KPMG and its terms of engagement.

e Ensured that the appointment of KPMG complied with the Corporate Laws Amendment Act (CLAA) and any other
legislation relating to the appointment of auditors.

e Approved a non-audit services policy which determines the nature and extent of any non-audit services which
KPMG is permitted to perform.

The Audit and Risk Committee has satisfied itself, through enquiry, that KPMG and Mr AH Jaffer, the designated
auditor, are independent of the Company.

The Audit, Risk and Finance Committee is of the opinion, based on the information and explanations given by
management and the Internal Audit Department and discussions with the independent external auditors on the result
of their audits, that the internal accounting controls are adequate to ensure that the financial records may be relied
upon for preparing the financial statements, and accountability for assets and liabilities is maintained.

Nothing significant has come to the attention of the Audit, Risk and Finance Committee to indicate that any material
breakdown in the functioning of these controls, procedures and systems has occurred during the year under review.

The Audit, Risk and Finance Committee has evaluated the annual financial statements of Pebble Bed Modular Reactor
(Pty) Limited for the year ended 31 March 2008 and, based on the information provided to the Audit, Risk and Finance
Committee, considers that it complies with the requirements of the Companies Act, 61 of 1973, as amended, the Public
Finance Management Act, 1 of 1999, as amended, and the International Financial Reporting Standards. The Audit, Risk
and Finance Committee concurs that the adoption of the going-concern premise in the preparation of the annual financial
statements is appropriate. In their meeting held on 27 May 2008, the Audit, Risk and Finance Committee recommended
the adoption of the financial statements by the Board of Directors.

On behalf of the Audit, Risk and Finance Committee

<€/WV/% \
Ms RK Morathi
Chairperson
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Directors’ report

for the year ended 31 March 2008

The directors submit their report for the year ended 31 March 2008.

1.

GENERAL REVIEW

Main business and operations

At the core of Pebble Bed Modular Reactor (Pty) Limited’s (PBMR) mission is the primary long-term goal to be
the first organisation that successfully commercialises pebble bed technology for the world’s energy market.
Being first will be key to achieving PBMR’s vision, which is to be the preferred global supplier of safe, standardised
nuclear energy systems, fuel and life-cycle support.

Financial results
The operating results and state of affairs of the Company are fully set out in the attached annual financial
statements.

Year under review
The year under review is fully covered in the Chairman’s and the Chief Executive’s reviews. Details appear on
pages 8 to 11 and 15 to 21 respectively.

SHARE CAPITAL

The authorised and issued share capital of the Company remained unchanged during the year under review.
Details appear on page 75.

DIVIDENDS

No dividends were proposed or declared to shareholders during the year ended 31 March 2008 (Rnil:
31 March 2007).

DIRECTORS

Biographical notes of the current directors and executive members are given on pages 6 and 7, and 12 and
13 respectively. Details of directors and executive members’ remuneration appear on pages 82 and 83.
CHANGES IN DIRECTORATE

A total of five new directors were appointed and five resigned during the financial year under review. Details of
appointments and resignations appear on page 51.

COMPANY SECRETARY AND REGISTERED OFFICE

The secretary of the Company is Mr DO Mosito and his address and that of the registered office are as follows:
Business address Pebble House

1279 Mike Crawford Avenue

Centurion

0046

Postal address PO Box 9396
Centurion
0046
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10.

11.

HOLDING COMPANY

The Company is owned by Eskom Enterprises Limited, incorporated in South Africa, which owns 100% of the
Company’s issued share capital. The ultimate holding company is Eskom Holdings Limited (incorporated in South
Africa). Effective control is not exercised by Eskom Holdings Limited but in terms of a cooperation agreement
between Eskom Holdings Limited (“Eskom”), the Industrial Development Corporation of South Africa Limited,
Westinghouse Electric Company LLC and PBMR. Under the terms of the cooperation agreement, Eskom has the
right to appoint directors to PBMR, including the Chairman of the Board, and shall appoint directors nominated
by the Industrial Development Corporation of South Africa Limited and Westinghouse Electric Company LLC.

SUBSIDIARIES

Details of the Company’s investment in principal subsidiaries are set out in note 4. Consolidated financial
statements have not been prepared as all the subsidiaries were dormant during the period under review.

INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

PBMR’s financial statements were prepared in terms of International Financial Reporting Standards. Consolidated
financial statements have not been prepared as all the subsidiaries were dormant during the year under review.

EVENTS SUBSEQUENT TO BALANCE SHEET DATE

Since year-end to the date of this report, no matters of a material nature or circumstance have occured which
could have a material influence on the financial state of the Company.

AUDITORS

KPMG Inc. will continue in office in accordance with section 270(2) of the Companies Act and the Public Finance
Management Act of 1999, as amended.
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Balance sheet

as at 31 March 2008

2008 2007

Note R’000 R’000
ASSETS
Property, plant and equipment 2 50 207 28 681
Intangible assets 3 12 490 2 840
Investments in subsidiaries® 4 - -
Total non-current assets 62 697 31 521
Inventory 5 = -
Other receivables 6 87 607 59 520
Cash and cash equivalents 7 867 094 201 821
Tax paid in advance 8 1957 1 861
Total current assets 956 658 263 202
Total assets 1 019 355 294 723
EQUITY
Capital and reserves
Share capital* 9 - -
Retained earnings 175713 80 668
Total equity 175713 80 668
LIABILITIES
Non-current liabilities
Provisions 10 110 925 10 959
Operating lease liability 3 591 1716
Trade and other payables i 341 327 182 942
Contributions received in advance 23 364 062 -
Provisions 10 23 737 18 438
Total current liabilities 732 717 203 096
Total liabilities 843 642 214 055
Total equity and liabilities 1 019 355 294 723

* Nominal amount
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Income statement

for the year ended 31 March 2008

2008 2007
Note R’000 R’000

Revenue
Professional services 12 980 1732
Cost of sales 13 (849) (1 553)
Gross surplus 131 179
Other income
Capital contributions received 25(c) 1830914 1301 862
Other income 14 3 666 571
Finance income 15 44 645 23677
Foreign exchange differences 81 477 72 226

1 960 702 1 398 336
Operational expenditure
Depreciation, amortisation and impairments 16 (1 037 315) (12 017)
Research and development expenses 17 (445 185) (1 079 351)
Other administrative expenses 18 (383 196) (227 951)

(1 865 696) (1319 319)
Surplus from operating activities 95 137 79 196
Finance expenses 19 92 (103)
Surplus before taxation 95 045 79 093
Taxation 20 - -
Surplus for the year 95 045 79 093
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Statement of changes in equity

for the year ended 31 March 2008

Share Retained Total
capital* earnings equity
R’000 R’000 R’000
Balance at 31 March 2006 - 1575 1575
Surplus for the year - 79 093 79 093
Balance at 31 March 2007 - 80 668 80 668
Surplus for the year - 95 045 95 045
Balance at 31 March 2008 - 175713 175713

* Nominal amount
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Cash flow statement

for the year ended 31 March 2008

2008 2007
Note R’000 R’000
Cash flows from operating activities
Cash generated from/(applied to) operating activities 21 230 912 (35 347)
Finance expenses 19 (92) (103)
Income taxes (paid)/refunded 22 (96) 211
Foreign exchange gain 81 477 72 226
Net cash generated from operating activities 312 201 36 987
Cash flows from investing activities
Purchase of property, plant and equipment 2 (40 656) (27 693)
Purchase of other intangible assets 3 (14 979) (4 508)
Finance income 15 44 645 23677
Net cash applied to investing activities (10 990) (8 524)
Cash flows from financing activities
Increase/(decrease) in contributions received in advance 364 062 (245 371)
Net increase/(decrease) in cash and cash equivalents 665 273 (216 908)
Cash and cash equivalents at the beginning of the year 201 821 418 729
Cash and cash equivalents at the end of the year 7 867 094 201 821
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Accounting policies

for the year ended 31 March 2008

BASIS OF PREPARATION

The principal accounting policies adopted in the preparation of these financial statements are set out below.
Unless otherwise stated, these policies have been consistently applied to all the years presented. The financial
statements are presented in South African Rands (“R”), rounded to the nearest thousand.

These financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS); its interpretations adopted by the International Accounting Standards Board, and the Companies Act of
1973 and the PFMA as amended. These financial statements have been prepared on the historical-cost basis,
except for certain financial instruments, such as trading liabilities and derivative financial instruments, which are
stated at fair value and incorporate the principal accounting policies set out below.

The preparation of financial statements that conform to IFRS, requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the balance sheet date and revenue and
expenses during the reporting period. Although these estimates are based on management’s best knowledge at
the time, actual amounts may ultimately be different from these estimates. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the financial statements,
are disclosed in note 10.

These accounting policies are consistent with the previous period.

1.1 Fair values versus carrying amounts
The fair values of financial assets and liabilities have been determined for measurement and/or disclosure
purposes based on the methods stated under the various financial assets and liabilities notes below. In all
instances the fair value amounts are equal to the carrying amounts as reflected on the balance sheet.

1.2 Consolidation
Subsidiary undertakings, which are those companies in which the Company, directly or indirectly, has an
interest of more than one half of the voting rights or otherwise has power to exercise control over the
operations, have not been consolidated due to the fact that all subsidiaries were dormant during the period
of review.

1.3 Property, plant and equipment
The cost of an item of property, plant and equipment is recognised as an asset when:

e it is probable that future economic benefits associated with the item will flow to the Company; and
e the cost of the item can be measured reliably.

Property, plant and equipment consist of office furniture, motor vehicles, office equipment, computer
hardware and computer software. These assets are carried at cost less accumulated depreciation and any
impairment losses.

Depreciation is calculated on the straight-line basis over the estimated useful lives of the assets.

Fair value
The fair value of office furniture, motor vehicles, office equipment, computer hardware and computer
software is based on the quoted market prices for similar items.
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1.3

1.4

Property, plant and equipment (continued)

ltem Useful life
Office furniture 6 years
Motor vehicles 5 years
Office equipment 3 years
Computer hardware 3 years
Computer software 2 years

The residual value and the useful life of each asset are reviewed at each financial period-end.

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the
carrying amount of another asset.

Leased assets — Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Rental payments made under operating leases (net of any rebates received
from the lessor) are charged to the income statement on a straight-line basis over the term of the lease.

Intangible assets
An intangible asset is recognised when:

e it is probable that the expected future economic benefits that are attributable to the asset will flow to
the entity; and

e the cost of the asset can be measured reliably.

Computer software licences

Costs associated with the acquisition of computer software licences, which are not directly related to the
research and development activities of PBMR, are capitalised. These computer software licences have a
finite useful life and are amortised on a straight-line basis over the periods of the expected benefit.

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses.

Amortisation is provided to write down the intangible assets, on a straight-line basis, to their residual values
as follows:

Item Useful life
Computer software licences 1 year

Research and development expenditure
Expenditure on research (or on the research phase of an internal project) is recognised as an expense
when it is incurred.

An intangible asset arising from development (or from the development phase of an internal project) is
recognised when:

e it is technically feasible to complete the asset so that it will be available for use or sale;
e there is an intention to complete and use or sell it;

e there is an ability to use or sell it;

e it will generate probable future economic benefits;

e there are available technical, financial and other resources to complete the development and to use or
sell the asset;

¢ the expenditure attributable to the asset during its development can be measured reliably; and

* no development expenditure was recognised as intangible assets during the reporting period.
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Accounting policies

for the year ended 31 March 2008 (continued)

15

1.6

Investments in subsidiaries
Investments in subsidiaries are carried at cost.

Financial instruments

Initial recognition

Exposure to credit, interest rate and currency risks arises in the normal course of the Company’s business.
Derivative financial instruments are used to hedge exposure to fluctuations in foreign exchange rates.

The Company classifies financial instruments, or their component parts, on initial recognition as a financial
asset, a financial liability or an equity instrument in accordance with the substance of the contractual
arrangement.

Financial assets and financial liabilities are recognised on the Company’s balance sheet when the Company
becomes party to the contractual provisions of the instrument.

Other receivables

All receivables are recognised at the amounts receivable as they are due for settlement at no more than
30 days from the date of recognition. Collectability of receivables is reviewed on an ongoing basis. Debts
which are uncollectable are written off. A provision for doubtful debts is raised when some doubt as to
collection exists.

Fair value
The fair value of other receivables is estimated as the present value of future cash flows, discounted at the
market rate of interest at the reporting date.

Trade and other payables

These amounts represent liabilities for goods and services provided to PBMR prior to the end of the
financial year and which are unpaid. The amounts are unsecured and are usually paid within 30 days of
recognition.

Cash and cash equivalents
Cash and cash equivalents comprise cash on hand, deposits held on call with banks, and investments in
money market instruments.

Derivative financial instruments

The Company uses derivative financial instruments to hedge its exposure to foreign exchange. It is
Company policy to hedge all foreign firm and ascertained commitments exceeding R50 000. A firm and
ascertained commitment exists once the successful supplier and PBMR have signed a contract and the
amount, cash flow/s and payment date/s are determinable. The Company does not hold or issue derivative
financial instruments for trading purposes. Derivatives that do not qualify for hedge accounting are
accounted for as trading instruments.

Derivative financial instruments are recognised initially at cost. Subsequent to initial recognition, they are
stated at fair value. Changes in the fair value of derivative financial instruments are recognised in surplus
or deficit as they arise. However, where derivatives qualify for hedge accounting, recognition of any
resultant gain or loss depends on the nature of the item being hedged.

Fair value

The fair value of forward exchange contracts is based on their listed market price, if available. If a listed
market price is not available, then fair value is estimated by discounting the difference between the
contractual forward price and the current forward price for the residual maturity of the contract using a risk-
free interest rate (based on government bonds).
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1.6

1.7

1.8

1.9

Financial instruments (continued)

Hedging activities

Where a derivative financial instrument is used to hedge economically the foreign exchange exposure of a
recognised monetary asset or liability, no hedge accounting is applied and any gain or loss on the hedging
instrument is recognised in the income statement.

Tax
Current tax assets and liabilities

Current tax for current and prior periods is, to the extent unpaid, recognised as a liability. If the amount
already paid in respect of current and prior periods exceeds the amount due for those periods, the excess
is recognised as an asset.

Current tax liabilities (assets) for the current and prior periods are measured at the amount expected to be
paid to (recovered from) the tax authorities, using the tax rates (and tax laws) that have been enacted or
substantively enacted by the balance sheet date.

Inventory
Inventory is measured at the lower of cost and net realisable value.

Net realisable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale.

The cost of inventory comprises all costs of purchase, costs of conversion and other costs incurred in
bringing the inventory to their present location and condition.

When inventories are sold, the carrying amount of those inventories are recognised as an expense in the
period in which the related revenue is recognised. The amount of any writedown of inventories to net
realisable value and all losses of inventories are recognised as an expense in the period the write-down or
loss occurs. The amount of any reversal of any writedown of inventories, arising from an increase in net
realisable value, is recognised as a reduction in the amount of inventories recognised as an expense in the
period in which the reversal occurs.

Fair value

The fair value of inventory is determined based on its estimated selling price in the ordinary course of
business less the estimated costs of completion and sale, and a reasonable profit margin based on the
effort required to complete and sell the inventories.

Share capital and equity
Ordinary shares are classified as equity. Dividends on ordinary shares are recognised in equity in the period
in which they are paid.

Employee benefits
Defined contribution plans

Payments to defined contribution retirement benefit plans are charged as an expense as they fall due.

Provisions
Provisions are recognised when:

e the Company has a present obligation as a result of a past event;

e it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation; and

e a reliable estimate can be made of the obligation.
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Accounting policies

for the year ended 31 March 2008 (continued)

1.13

Provisions (continued)
The amount of a provision is the present value of the expenditure expected to be required to settle the
obligation at the balance sheet date.

Decommissioning provision

A provision is raised for the estimated end of life decommissioning and waste management cost of the pilot fuel
plant and the fuel development labs. The estimated cost of decommissioning/decontamination and waste
management cost at the end of the productive life of the plant and labs respectively is based on engineering
estimates and reports from independent experts.

Income

Revenue is measured at the fair value of the consideration received or receivable and represents the
amounts receivable for supplying of specialised nuclear engineering services in the normal course of
business, net of trade discounts and volume rebates, and value-added tax.

Finance income is recognised, in surplus or deficits, using the effective interest rate method.

Receipts from contributing parties, being receipts of a capital nature, are recognised in the income
statement. Such receipts in excess of the period under review’s requirements, are reflected in the balance
sheet as income received in advance and taken to the income statement during the period in which the
expenses are funded.

Royalties are recognised on the accrual basis in accordance with the substance of the relevant
agreements.

Turnover
Turnover comprises specialised nuclear engineering services rendered to customers. Turnover is stated at
the invoice amount and is exclusive of value-added tax.

Cost of sales
The related cost of providing services recognised as revenue in the current period is included in cost of
sales.

Translation of foreign currencies

Foreign currency transactions

A foreign currency transaction is recorded, on initial recognition in Rands, by applying to the foreign
currency amount the spot exchange rate between the functional currency and the foreign currency at the
date of the transaction.

At each balance sheet date:
e foreign currency monetary items are translated using the closing rate;

° non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rate at the date of the transaction; and

e non-monetary items that are measured at fair value in a foreign currency are translated using the
exchange rates at the date when the fair value was determined.

Exchange differences arising on the settlement of monetary items or on translating monetary items at rates
different from those at which they were translated on initial recognition during the period or in previous
annual financial statements are recognised in profit or loss in the period in which they arise.
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Notes to the financial statements

for the year ended 31 March 2008

2008 2007

Accumulated Carrying Accumulated Carrying
Cost depreciation value Cost depreciation value
R’000 R’000 R’000 R’000 R’000 R’000

PROPERTY, PLANT

AND EQUIPMENT

Office furniture 14 588 (5 381) 9 207 12 933 (3 395) 9 538
Motor vehicles 233 (31) 202 - - -
Office equipment 1414 (309) 1105 412 (95) 317
Computer hardware 46 248 (18 954) 27 294 25 751 (7 607) 18 144
Computer software 19 859 (7 460) 12 399 2 589 (1 907) 682
Total 82 342 (32 135) 50 207 41 685 (13 004) 28 681

Reconciliation of property, plant and equipment - 2008
Carrying value

Carrying value

Opening Closing
balance Additions Depreciation balance
R’000 R’000 R’000 R’000
Office furniture 9 538 1 655 (1 986) 9 207
Motor vehicles - 233 (31) 202
Office equipment 317 1001 (213) 1105
Computer hardware 18 144 20 497 (11 347) 27 294
Computer software 682 17 270 (5 553) 12 399
28 681 40 656 (19 130) 50 207
Reconciliation of property, plant and equipment - 2007
Office furniture 2161 10 435 (3 058) 9 538
Office equipment 45 359 (87) 317
Computer hardware 7 046 16 431 (5 333) 18 144
Computer software 1404 468 (1 190) 682
10 656 27 693 (9 668) 28 681
2008 2007
Accumulated Carrying Accumulated Carrying
Cost depreciation value Cost amortisation value
R’000 R’000 R’000 R’000 R’000 R’000
INTANGIBLE ASSETS
Computer software
licences 21 213 (8 723) 12 490 6 234 (83394) 2 840

Reconciliation of intangible assets — 2008
Carrying value

Carrying value

Opening Closing

balance Additions Amortisation balance

R’000 R’000 R’000 R’000

Computer software licences 2 840 14 979 (5 329) 12 490
Reconciliation of intangible assets - 2007

Computer software licences 681 4 508 (2 349) 2 840
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

R R
Carrying Carrying
Share capital % holding % holding amount amount
issued 2008 2007 2008 2007
4. INVESTMENTS IN SUBSIDIARIES*
Pebble Bed Modular Reactor
Plant (Pty) Limited 100 100 100 100 100
Pebble Bed Modular Reactor
Fuel (Pty) Limited 100 100 100 100 100
Pebble Bed Modular Reactor
Technology (Pty) Limited 100 100 100 100 100
Nominal amount 300 300
2008 2007
R’000 R’000
5. INVENTORY
Work in progress 1012 856 -
Subtotal 1012 856 -
Impairment of inventory (1 012 856) -
During the year, the demonstration power plant (DPP) fulfilled the
requirements of IAS 2 and are classified as inventory in the production
of sale. The total value of the project, ie R1 012 856 000 for the current
year, has been capitalised to inventory. IAS 2, however, requires inventory
to be disclosed at the lower of cost or the net realisable value (NRV),
which is the estimated selling price in the ordinary course of business
less the estimated costs of completion and the estimated costs
necessary to make the sale. The NRV is estimated at this stage
to be zero.
6. OTHER RECEIVABLES
Other receivables 7 254 5175
Deposits paid 57 57
South African Revenue Service — VAT - 13 454
Foreign exchange contract asset 80 296 17 157
VAT dispute " - 23 677
87 607 59 520

Note

AT dispute

Funding contributions received from the Industrial Development Corporation of South Africa Limited (IDC) after 1 January 2005
of R192,8 million were treated and disclosed in the 2007 financial statements of PBMR as income not subject to VAT, whereas
the IDC was treating and disclosing the contribution as a loan on its balance sheet. The South African Revenue Service (SARS)
has claimed that under section 8(5) of the VAT Act the contributions from the IDC are subject to VAT and has instituted a VAT
claim amounting to R23,7 million payable by PBMR in 2007.

Final resolution on this issue did, however, reveal that these contributions are subject to VAT at zero percent. The R23,7 million
VAT claim was refunded to PBMR during the current year under review.
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2008 2007
R’000 R’000

CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of:
Cash on hand 20 12
Bank balances 867 074 201 809
Cash and cash equivalents in the cash flow statement 867 094 201 821
The effective interest rate on short-term bank deposits was 9,84%
(2007: 8,19%). These deposits have an an average maturity of less
than 90 days.
Outstanding guarantee commitment
Surety — Investec Bank is holding this sum on behalf of PBMR at the
disposal of Allan Gray for the lease agreement. 40 623 55 053
TAX PAID IN ADVANCE
The current tax asset of R1 957 000 (2007: R1 861 000) represents
the amount of income taxes recoverable in respect of overpayments
relating to 2006, 2007 and 2008.

2007/2008 2007/2008

Ordinary

Number of shares*
Authorised and issued shares R
SHARE CAPITAL
100 ordinary par value shares of R1 each 100 100

* Nominal amount
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

Increase  Utilised Non-
Opening during during Closing Current  current
balance the year the year balance liability liability

R’000 R’000 R’000 R’000 R’000 R’000
10. PROVISIONS

2008

Decommissioning 352 99 343 - 99 695 - 99 695

Leave pay 18 438 5976 (2930) 21484 21 484 -

Retention scheme 10 607 2 876 - 13 483 2 253 11 230
29397 108 195 (2930) 134662 23737 110925

2007

Decommissioning 334 18 - 352 - 352

Leave pay 7 061 11 377 - 18 438 18 438 -

Retention scheme - 10 607 - 10 607 - 10 607

7 395 22 002 - 29 397 18 438 10 959

Decommissioning

The decommissioning provision is made for the estimated decommissioning/decontamination and waste
management cost of the PBMR Fuel Plant (PFP) and the Fuel Development Laboratories (FDL). This provision has
been discounted at 6,2%. The payment dates of total expected future decommissioning/decontamination costs
are uncertain, but are currently expected to be between 2012 and 2022.

Long-term retention scheme

PBMR’s ability to develop, maintain and exploit its intellectual property resides in the capabilities of a number of
the Company’s most critical human resources and as such has established a long-term retention scheme, with
both initiatives implemented during the prior financial period for the first time. Bonuses will be accrued annually.

2008 2007
R’000 R’000

11. TRADE AND OTHER PAYABLES
Trade payables 23 207 28 919
South African Revenue Service — VAT 27 553 -
Foreign exchange contract liability 359 5700
Other accrued expenses 290 208 148 323
341 327 182 942

12. REVENUE

Professional services 980 1732

In a consortium led by Westinghouse Electric Company LLC, PBMR was awarded the primary contract for the
first phase of the US Department of Energy’s next generation nuclear plant project located at the Idaho National
Laboratory in the US.
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13.

COST OF SALES

Rendering of services
Cost of services rendered

2008
R’000

849

2007
R’000

1553

Cost of services rendered comprises direct attributable costs
related to the revenue earned.

14.

OTHER INCOME

Consists of:

Reimbursement of travel expenditure
Training reimbursements

Royalties (Flownex software)

Other

2795
772
99

27
398

146

3 666

571

15.

FINANCE INCOME

Finance income
Banks/held to maturity investments

44 645

23677

16.

DEPRECIATION, AMORTISATION AND IMPAIRMENTS

Consists of:

Amortisation on intangible assets

Depreciation on property, plant and equipment
Impairment of inventory

5329
19130
1012 856

2 349
9 668

1037 315

12017

During the year, the demonstration power plant (DPP) fulfilled the
requirements of IAS 2. The total value of the project, ie R1 012 856 000
for the current year, has been capitalised to inventory. IAS 2, however,
requires inventory to be disclosed at the lower of cost or the net realisable
value (NRV). Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of completion

and the estimated costs necessary to make the sale. In this instance

the NRV of inventory is the lower as the stock will be sold in future at

less than the cost.

17.

RESEARCH AND DEVELOPMENT EXPENSES

Consists of:
Current year expenditure

445 185

1079 351

In the prior years the demonstration power plant (DPP) project expenses were classified as research and
development expenses. From the current year the DPP project expenses are capitalised to inventory and then
impaired in full through the income statement (refer to note 16 on impairments).
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

2008 2007
R’000 R’000
18. OTHER ADMINISTRATIVE EXPENDITURE
Consists of:
Operating lease payments 35 301 16 064
Auditors’ remuneration 665 305
Other administrative expenditure 347 230 211 582
383 196 227 951
19. FINANCE EXPENSES
Trade and other payables 92 3
Interest paid - 100
92 103
20. TAXATION
Major components of the tax expense
Current tax
Local income tax — current period - -
The tax on the Company’s surplus before tax equals the weighted
average tax rate of 29% (2007: 29%) applicable as follows:
Tax charge per income statement - -
Net surplus before tax 95 045 79 093
Deduct capital contributions (434 862) (1 073 911)
(Deduct)/add: Net research and development capex (22 475) 613 611
Computed tax loss for the year (362 292) (881 207)
Deferred tax asset
No deferred tax asset was raised due to the uncertainty
of the recoverability in future periods in respect of:
e deductible temporary differences; and
e the carry forward of unused tax losses.
21. CASH GENERATED FROM/(APPLIED TO) OPERATING ACTIVITIES
Surplus before taxation 95 045 79 093
Adjustments for:
Depreciation and amortisation 24 459 12 017
Foreign exchange differences (81 477) (72 226)
Finance income (44 645) (23 677)
Finance expenses 92 103
Impairment of inventory 1012 856 -
Increase/(decrease) in operating lease assets and accruals 1875 (1716)
Increase in provisions 105 265 22 002
Changes in working capital:
Increase in inventory (1 012 856) -
Increase in other receivables (28 087) (56 528)
Increase in trade and other payables 158 385 5 585
230912 (35 347)
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2008 2007
R’000 R’000
22. INCOME TAXES (PAID)/REFUNDED
Balance at the beginning of the year 1 861 2072
Current tax for the year recognised in income statement - -
Balance at the end of the year (1 957) (1 861)
(96) 211
23. CONTRIBUTIONS RECEIVED IN ADVANCE
Calculated as follows:
Shortfall on contributions received carried forward from the prior year (37 052) -
Contributions received during the current year 2194 976 1301 862
Plus: Other income 3 666 571
Less: Inventory (demonstration power plant) expenditure (1 012 856) -
Research and development expenditure net of
decommissioning provision (345 841) (1 079 333)
Other administrative expenditure (383 196) (227 951)
Additions on property, plant and equipment (40 656) (27 693)
Additions on intangible assets (14 979) (4 508)
Contributions received in advance during the current year 364 062 (37 052)

Funding received from the contributing parties to ensure that the Company can enter into commitments which
are fully secured against funding provided, although the actual expense will only be incurred during subsequent
periods. The main reason for the increase from the prior year is due to the delay in work caused by the work

stop order.
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

2008 2007
R’000 R’000
24. COMMITMENTS
Authorised operational expenditure
Contracted for 1 266 359 1171935
Not contracted for - 49 505
1 266 359 1221 440
This committed expenditure relates to various operational
expenditure and will be financed by contributions received from
contributing parties and is expected to be incurred as follows:
To be incurred within one year 885 628 850 480
To be incurred within two to five years 380 731 370 960
1 266 359 1221 440
Operating leases
The following lease payments are due under the operating
lease agreements:
Land and buildings
To be incurred within one year 23 961 30 675
To be incurred within two to five years 69 862 87 000
93 823 117 675
Equipment
To be incurred within one year 581 512
To be incurred within two to five years 24 337
605 849

25. RELATED PARTIES

Various transactions are entered into by the Company with related parties. Unless specifically disclosed, these
transactions occurred under terms that are no less favourable than those entered into with third parties.

The following is a summary of balances due at year-end and transactions with related parties during the year.

a. Related parties

Services and Services and Other Trade and
goods sold goods acquired receivables other payables
2008 R’000 R’000 R’000 R’000
Transactions and balances
Holding company and its
subsidiaries - 1427 3 -
Other investors/contributors 980 110 927 406 36
Other government entities - 31 682 8 1412
Other - 6 368 - 779
Total for 2008 980 150 404 417 2 227
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Services and Services and Other Trade and

goods sold  goods acquired receivables  other payables
2007 R’000 R’000 R’000 R’000
25. RELATED PARTIES (CONTINUED)
a. Related parties (continued)
Transactions and balances

Holding company and its subsidiaries - 2 370 - -

Other investors/contributors 1732 14 736 1732 191

Other government entities - 39716 - 136

Other - 15376 - 898

Total for 2007 1732 72 198 1732 1225

2008 2007

R’000 R’000

b. Compensation to directors and other key management
For remuneration paid refer to note 26 18 408 16 496

c. Capital contributions received
Capital contributions during the year were received from
contributing parties as follows:

Contributions received in advance in prior year - 245 371
South African government 2194 976 1 056 491
Total contributions received 2194 976 1 301 862
Less: Contributions received in advance (364 062) -
Capital contributions per income statement 1830914 1301 862
Total contributions received from date of incorporation:

South African government 4 360 240 2 165 264
Industrial Development Corporation of South Africa Limited 457 250 457 250
Westinghouse Electric Company LLC 449 871 449 871
Eskom Holdings Limited 817 270 817 270
Exelon 101 835 101 835
Total historical capital contributions received 6 186 466 3991 490
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

Fees? Total

2008 R’000 R’000
26. DIRECTORS’ AND EXECUTIVE MEMBERS’ REMUNERATION®"

Non-executive directors
Chairman
Dr A Ruiters 698 698
Non-executive directors
Mr RM Adam 139 139
Mr X Mkhwanazi 122 122
Mr PH Readle 294 294
Ms JA Thomson 82 82
Ms RK Morathi 37 37
Mr CS Neethling 69 55
Total fees 2008 1427 1427

Fees? Total
2007 R’000 R’000
Chairman
Dr A Ruiters 662 662
Non-executive directors
Mr RM Adam 203 203
Mr X Mkhwanazi 112 112
Mr PH Readle 270 270
Ms JA Thomson 112 112
Total fees 2007 1359 1359

Contribution
Expense to pension/
Basic salary® allowances®  Bonuses medical, etc Total

2008 R’000 R’000 R’000 R’000 R’000
Executive directors
Mr JM Kriek 2 203 22 319 188 2732
Ms L Milne 1680 4 175 131 1990
Executive managers
Dr LJ Heyns 1682 9 169 49 1909
Mr TKM Makubire 1531 18 104 54 1707
Mr HD Matzner® 1374 8 - 23 1 405
Mr F Monkwe 1029 - 77 96 1202
Mr D Mosito 983 4 68 142 1197
Mr AW Paterson 1 460 6 144 69 1679
Ms MN Ranko 1129 8 91 53 1 281
Dr JFM Slabber 1732 5 142 - 1879
Total salaries for 2008 14 803 84 1289 805 16 981
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26.

Contribution

Expense to pension/

Basic salary®  allowances® Bonuses medical, etc Total
2007 R’000 R’000 R’000 R’000 R’000
DIRECTORS’ AND EXECUTIVE
MEMBERS’ REMUNERATION®"
(continued)
Executive directors
Mr JM Kriek 2178 23 615 185 3 001
Ms L Milne (since Jun 2006) 1350 5 150 103 1608
Executive managers
Dr LJ Heyns 1293 17 - 45 1355
Mr TKM Makubire 1476 57 - 49 1582
Mr HD Matzner 1 690 10 - 33 1733
Mr BG van Vollenhoven 754 - - - 754
Mr F Monkwe 890 3 - 85 978
Mr D Mosito 875 4 - 126 1 005
Mr AW Paterson (since Dec 2006) 473 - - 22 495
Ms MN Ranko 1103 7 - 34 1144
Dr JFM Slabber 1437 45 - - 1482
Total salaries for 2007 13519 171 765 682 15137
Total directors’ emoluments
Total fees and salaries 2008 16 230 84 1289 805 18 408
Total fees and salaries 2007 14 878 171 765 682 16 496

Notes

™ Executive managers refer to the accounting officers who run the day-to-day operations of the business (per the PFMA Act).

@ Basic salary/fees include:
— Travel allowances.

© Expense allowances includes foreign and local subsistence allowances.

“ Basic salary for HD Matzner includes an amount of R225 000 for leave pay paid out on resignation.

For information on the retention incentive scheme provision, refer to note 10.
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Notes to the financial statements

for the year ended 31 March 2008 (continued)

27. RISK MANAGEMENT

The Company has exposure to the following risks from its use of financial instruments:
e Liquidity risk.

e Credit risk.

e Foreign exchange risk.

e Market risk.

This note presents information about the Company’s exposure to each of the above risks, the Company’s
objectives, policies and processes for measuring and managing risk, and the Company’s management of capital.
Further quantitative disclosures are included throughout these consolidated financial statements.

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework. The Board has established the Audit, Risk and Finance Committee, which is responsible
for developing and monitoring the Company’s risk management policies. The committee reports regularly to the
Board of Directors on its activities.

The Company’s risk management policies are established to identify and analyse the risks faced by the Company,
to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies
and systems are reviewed regularly to reflect changes in market conditions and the Company’s activities. The
Company, through its training and management standards and procedures, aims to develop a disciplined and
constructive control environment in which all employees understand their roles and obligations.

The Company’s Audit, Risk and Finance Committee oversees how management monitors compliance with the
Company’s risk management policies and procedures and reviews the adequacy of the risk management
framework in relation to the risks faced by the Company. The Company Audit, Risk and Finance Committee is
assisted in its oversight role by internal audit. Internal audit undertakes both regular and ad hoc reviews of risk.
The Company manages interest rate risks by transacting with reputable financial institutions at floating rates for
current financial instruments. Surplus funds are invested either at call or in short-term fixed deposits to ensure
that sufficient free cash flow is available to service supplier payments.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
Company’s approach to managing liquidity by compiling annual budgets to determine funding requirements and
obtaining agreement from contributing parties to refund these budgets on a quarterly basis and then exercising
strict controls over working capital requirements. The unutilised funding requirements are negotiated to provide
funding for contingencies.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises principally from the Company’s receivables from customers and
investment securities.

Credit risk consists mainly of cash deposits, cash equivalents, derivative financial instruments and trade debtors.
The Company only deposits cash with major banks with high-quality credit standing and limits exposure to any
one counterparty.

Financial assets exposed to credit risk at year-end were as follows:

2008 2007

R’000 R’000

Other receivables 7 254 5175
Deposits paid 57 57
South African Revenue Service - 37 131
Foreign exchange contract asset 80 296 17 157
87 607 59 520
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27. RISK MANAGEMENT (CONTINUED)
Foreign exchange risk

Management has set up a policy that requires the Company to manage its foreign exchange risk against its
functional currency. It is Company policy to hedge all foreign firm ascertained commitments exceeding
R50 000. To manage foreign exchange risk arising from future commercial transactions and recognised assets
and liabilities, the Company uses forward contracts, transacted with the Eskom Treasury Division. Foreign
exchange risk arises when future commercial transactions or recognised assets or liabilities are denominated in

a currency that is not the entity’s functional currency.

Foreign currency exposure at balance sheet date

The Group’s exposure to foreign currency risk was as follows, based on notional amounts:

31 March 2008

31 March 2007

EUR Usb GBP JPY CAD EUR Usb GBP JPY CAD
Trade receivables
Secured bank loans
Trade payables - (1279 (25) - - (1045 (682) (82) (22 797) -
Gross balance
sheet exposure - (1279 (25) - - (1045) (682) (82) (22 797) -

Estimated forecast
sales
Estimated forecast

purchases (57 654) (30 255) (1 099)(159 580)

(30) (47 243) (21679) (1187) (2324924) -

Estimated gross

exposure (57 654) (30 255) (1 099)(159580) (30) (47 243) (21679 (1187) (2324 924) -
Forward exchange

contracts 29 679 28 687 988 159 580 30 44645 22289 978 2324 924 -
Net exposure (27 975) (2847) (136) - - (3643 (72)  (291) (22 797) -

The following significant exchange rates applied during the year:

Euro

United States Dollar
Great British Pound
Japanese Yen
Canadian Dollar

Average rate

2008 2007
10,083 8,983
7,117 7,009
14,272 13,256
15,984 16,686
6,870 6,159

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity

prices will affect the Company’s income or the value of its holdings of financial instruments. The objective of

market risk management is to manage and control market risk exposures within acceptable parameters, while

optimising the return.
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Learn More

BOOKS:

Nuclear Energy Today

Nuclear Energy Agency of the OECD, 20083.
Available from the Nuclear Energy Agency.

This book provides authoritative and detailed replies to questions raised about nuclear energy today. Written primarily
to inform policymakers, it will also interest industry leaders, academics, journalists and members of the public.

The World Nuclear University Primer. Nuclear Energy in the 21st Century
World Nuclear Association, 2006.
Available from the World Nuclear Association.

This book is an authoritative resource for educators, students, policymakers and interested laypeople alike. With
balanced and accessible text, it provides an inroad into nuclear science for the non-specialist; a valuable account of
many aspects of nuclear power including safety, proliferation and waste; and up-to-date data and references. The
edition comes with a Foreword by Dr Patrick Moore, co-founder of Greenpeace, which attests to today's worldwide
re-evaluation of nuclear power.

Core Issues - Dissecting Nuclear Power Today
Progressive Media Markets Ltd, 2008.
Available from Progressive Media Markets Ltd.

This book analyses the challenges faced by the nuclear power sector, and provides a practical overview of where the
industry is today, where it is heading, and how it can overcome the many obstacles in its path to get there. To deliver
on its promises of offering affordable, secure and climate-friendly electricity to an energy-hungry world, the nuclear
industry must address several complex challenges, including political, commercial, environmental, logistical, as well as
technological challenges.

WEBSITES:
International nuclear institutions

International Atomic Energy Agency (IAEA)
http.//www.iaea.org/

World Nuclear Association (WNA)
http.//www.world-nuclear.org/

OECD Nuclear Energy Agency
http.//www.nea.fr/

World Association of Nuclear Operators (WANO)
http://www.wano.org.uk/

Institute of Nuclear Power Operations (INPO)
http.//www.inpo.info/

PBMR CURRENT SHAREHOLDERS

Westinghouse Electric Company
http.//www.westinghousenuclear.com

Industrial Development Corporation of South Africa Limited (IDC)
http.//www.idc.co.za/

Eskom Holdings Limited
http.//www.eskom.co.za/

Other

MTN Science Centre
http.//www.mtnsciencentre.org.za/
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