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Dear Shareholders,

The year 2006 was strong for Ormat, as it was a year of record revenues, record earmngs as well as
continued growth in both our specific growth plan and our potential for future growth. Revenue increased
13% driven by'the effective implenientation of our busiriess strategy that rlesulted in additional capacity
in our Electricity Segment and a very strong order flow in but Product Segment Equally important, in
2006, we positioned the Company for future growth by adding acreage to our deve]opment inventory —
actions that we expect will provide us with new geothermal opportumtles in the years to come. In
addition, 2006 was another exciting year for the renewable energy sector as}a whole, with the importance
of renewable energy as an alterative to fossil fuel garnering even more atltentlon from individuals and
governments alike. Our accomplishments in 2006 combined with the inchasing support for renewable
energy provide Ormat with the momentum for continued strong growth in 2007, and beyond.

Let me highlight a few accomplishments in the 3 areas of success listed above:

!
The results of operations:

e Ormat had a sound financial year with record revenues of $269.0 million up $31.0 million over last
year. We also saw net income rise to $34.4 million in 2006 from $15 2 million in the prior year.
Revenue in our Electricity Segment grew 10.2% to $195.5 million. On our products side, we achieved
revenue growth of 21.2% to $73.5 million.

*  We increased our generating capacity by 51 megawatts (MWs), 22 MWs of which came from the first
owned Recovered Energy Generation (REG) power plants, an underutilized resource.

Organic medium térm growth:

*  We signed three new power purchase agreements totaling between 53 to 77 MWs that are expected
to come online through 2009, with the earliest online by the end of 2007.,

* We signed an option agreement for approximately 27.5 MW, from ﬁve new REG plants along the
Northern Border Pipeline that will be sold to Basin Electric. The |mportance of this achievement, is
that it increases our footprint in recovered energy generation — a clean and effective power source
that we plan to exploit more fully in the future.

* We completed an Amended and Restated Power Purchase Agreement and a Security Agreement
with Kenya Power and Lighting regarding Phase 11 of the OlkanalII[ project, which will add
approximately 35 MWs to the existing facility when completed in late 2008.

¢ We invested $190 million (out of which $167 million was invested in 2006) and we expect to invest
additional $370 million in power plants under construction (lncludmg the Desert Peak 2, the
construction of which was completed in the fourth quarter of 2006), which are expected to add to our
generating capacity approximately 195 MW in 2007 and 2008.

* A consortium, in which we are a minority member, won a tender for the development of the
approximately 300 MW Sarulla, North Sumatra, Indonesia geothermal power project. The project
cost is estimated to be in excess of $600 million. Ormat will supply the power plant as well as share
in a percentage of the revenue generated by the project. We expect these agreements to close in 2007.

Future Growth:

* We completed two offerings. The first was a 4,025,000 share follow-on public offering that was
executed at the beginning of the second quarter, from which we received net proceeds of
$135.1 million. In December, we received $92.4 in net proceeds from 'a block trade of 2.5 million
shares with Lehman Brothers.

* We continued to work to position Ormat for future growth, and added sqveral new geothermal leases
to what was already a strong portfolio of existing leases for future development.

*  We continued to develop the organizational structure for the operation of the increased portfolio.
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We have seen a growing concern for the environment and the effect that fossil fuels and carbon emissions
can have on it. We have seen a more aggressive move by states, led by California, toward increasing and
accelerating targets for renewable portfolio standards. In addition, the state of California has enacted a
GHG — a green house emission law. On the federal level, the production tax credit was extended by
one-year to projects completed by the end of 2008.

As creating a cleaner world becomes more and more of an issue, we hope that lawmakers will continue
to look toward the future and the beneﬁts that come with renewable energy, as policies are enacted going

forward. i

It is important to note that even without government support, geothermal energy is a reliable and cost
efficient source of energy. This is why we 'are committing a great deal of time and effort toward exploring
the vastly untapped resources available, and are continuously working to develop and innovate our
geothermal power plants and technology: In addition to the approximately 195 megawatts of geothermal
and recovered energy that we expect to add through development and construction of projects in the next
2 years, we also plan to add 100 MW in: 2009 and beyond.

We have just begun to see the future for energy, and believe that there is much more to come from
geothermal energy and the renewable energy industry as a whole. ’

From our accomplishments in 2006, as well as the increased awareness of renewable energy’s benefits, it
should be clear that Ormat is well positior:led for continued growth and can make a difference in supplying
reliable and affordable energy from clean sources.

. . - .
We are proud to be among the leaders in renewable energy, producing electricity from sources that will
not harm the planet. The combined efforts of our employees worldwide have ensured that the Ormat
name means quality, innovation and grefzn.

I would like to thank all of our customcré, shareholders, dedicated employees and our managemeht team
for making 2006 an outstanding year and I look forward to future success with you all.
B l B s

T !
Regards, |
!

|
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Lucien Bronicki ' |
Chairman and Chief Technology Officer
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For the fiscal year tlndcd December 31, 2006

or

[J TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

| Commission file number: 001-32347

' ORMAT TECHNOLOGIES!, INC.

| (Exact name of registrant as specified in its charter)

| DELAWARE

(Stite or other jurisdiction of
inccrporation or organization)

I -
b 6225 Neil Road, Suite 300, Reno, Nevada 895113

(Address of principal executive offices)

K ' Registrant’s telephone number, including area code: ('7l .

Title of each class ;-, Name of eaMi exchange on which registered
Ormat Technologics, Inc. Common Stock $0.001 Par Value . New York Stock Exchange

; Secuntles Registered Pursuant to Section 12(g) of the Act: None

Indicate by ch.Lck mark if the registrant is a well- known seasoned issuer, as defined in Rule 405 of the Securities
Act. !

it
Yes {1 No [x El]

Indicate by check mark if the registrant is not requ:red to file reports pursuant to Section 13 or Section 15(d)
of the Exchange Act

Yes (1 No E]

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

Yes XI No E]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 4105 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in deﬁnltlve proxy or information statements
incorporated by re ‘ference in Part {II of this Form 10-K or any amendment 10 this Form 10-K. [J

Indicate by "heck mark whether the registrant is a large accelerated filer, an accelerated filer, or a
non-accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange
Act.

]
Large accelefated filer J Accelerated filer [XI Non-accelerated filer [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchangé
Act). - Yes [J No X

As of June 3(} 2006, the aggregate market value of the registrant’s common stock held by non-affiliates of the
registrant was $426,858,875 based on the closing price as reported on the New York Stock Exchange.

The number of outstanding shares of common stock of Ormat Technologies, Inc., as of February 28, 2007, was
38,111,108 par va]ue $0.001 per share.

Documents [jicorporated by Reference: Part 111 (Items 10, 11, 12,13 and =14) incorporates by reference portions
of the Reglstrants Proxy Statement for its Annual Meeting of Stockholders which will be filed not later than
120 days after December 31, 2006.




PART 1
ITEM 1.

ITEM 1A,
ITEM 1B.
ITEM 2.

ITEM 3.
ITEM 4.

PART I

ITEM 5.

ITEM 6.
ITEM 7.

ITEM 7A.

ITEM 8.
ITEM 9.

ITEM 9A.
ITEM 9B.

PART III
ITEM 10.

ITEM 11.
ITEM 12.
ITEM 13.

ITEM 14,
PART IV
ITEM 15.

SIGNATURES ......... e

ORMAT TECHNOLOGIES, INC.

i . ———— .

FORM 10-K FOR THh YEAR ENDED DECEMBER 31, 2006
[ ]
TABLE OF CONTENTS [to update page #]

I
!
I
i
I
]

SUBMISSION OF MATTERS TO A VOTE OF SECURITY
HOLDERS......... SO e

MARKET FOR REGISTRANT'S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES. .......covveiiiiinnny.ns.

SELECTED FINANCI'IAL DATA .

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL COND]."TION AND RESULTS OF OPERATIONS. .. ....

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK....... ... et

' CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING AND FINANCIAL DISCLOSURE ..............

CONTROLS AND PRbCEDURES ..................................
OTHER INFORMATION. ... ..\ttt
DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

AND CORPORATE GOVERNANCE ... \ueieiaeiiniainnnnns
EXECUTIVE COMPENSATION .................... SO U

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS
AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS..........' .............................................

CERTAIN RELAT]ONSHIPS AND RELATED TRANSACTIONS
AND DIRECTOR II\IIDEPENDENCE ..............................

PRINCIPAL ACCOUNTANT FEES AND SERVICES. ................
1 .

#

EXHIBITS, FINANCIAL STATEMENT SCHEDULES ........ e

DI I T T T T e N L B B S )

]
!
f

|
|
L
|

Page No.

44
60
60
60

62

63

67




,.l

Cautionary Nute Regarding Forward-Looking Statements ' ' : -

This annual report includes “forward- -looking statements” within theI meanmg of the Private
Securities thwatlon Reform Act of 1995. All statements, other than statements of historical facts,
included in this report that address activities, events or developments that we expect or anticipate will
or may occur jn the future, including such matters as our projections of elmnual revenues, expenses and
debt service coverage with respect to our debt securities, future capltal expenditures, business strategy,

_ competitive st rengths goals, development or operation of generation: assets market and industry
deve]opments ‘and the growth of our business and operations, are forward- -looking statements. When
used in this armual report, the words “may”, “will”, “could”, “should”, “lexpects” “plans™,

ant1c1pates”,Lﬂ“beheves” “estimates”, “predicts”, “projects”, “potentlal" or “contemplate” or the
negative of these terms or other comparable terminology are intended to identify forward-looking
statements, although not all forward-looking statements contain such words or expressions. The
forward- lookmg statements in this report are primarily located in the materlal set forth under the
headings “Managements Discussion and Analysis of Financial Condition and Results of Operations”
contained in Fﬂart II, Ttem 7, “Risk Factors” contained in Part I, Item IA| and “Notes to Financial
Statements” contained in Part 11, Item 8 of this annual report, but are fo'und in other locations as well.
These forward-looking statements generally relate to our plans, objectives and expectations for future
operations and are based upon management’s current estimates and pI’O]ICCIIOI‘lS of future results or
trends. Although we believe that our plans and objectives reflected in or| suggested by these
forward-looking statements are reasonable, we may not achieve these plans or objectives. You should
read this annual report completely and with the understanding that actual future results and
developments,may be materially different from what we expect due to ajnumber of risks and
uncertainties,many of which are beyond our control. We will not update forward-looking statements
even though cur situation may change in the future.

\
Specific factors that might cause actual results to differ from our expectations include, but are not
limited to: iI

. srgmﬁcant considerations and risks discussed in this annual report;

l1

. operatmg risks, including equipment failures and the amounts and timing of revenues and

experises;
e

. geothermal resource risk (such as the heat content of the reservoir, useful life and geological

formcmon)

Al
. envmmmental constraints on operations and environmental habllltles arising out of past or
present operations, including the risk that we may not have, and in the future may be unable
to prltqlmure, any necessary permits or other environmental authorlzatlon

s construction or other project delays or cancellations;
ol fo: .
e financial market conditions and the results of financing efforts;

. politi:.al legal, regulatory, governmental, administrative and economic conditions and
developments in the United States and other countries in which|we operate; -

s the enforceablllty of the long-term power purchase agreements for our projects;
* contrict counterparty risk;

,!i
¢ weather and other natural phenomena;

o the lrnpact of recent and future federal, state and local regulatory proceedings and changes,
including legislative and regulatory initiatives regarding deregulatron and restructuring of the
electric utility industry and incentives for the production of renelwable energy in the United
State:, and elsewherc, changes in environmental and other laws and regulations to which our
comp!any is subject, as well as changes in the application of exnstmg laws and regulations;

- » current and future litigation;

» our ability to successfully identify, integrate and complete acquisitions;
gl
i
; 3
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e competition from other similar geothermal energy projects, including any such new -
geothermal energy prolects developed in the futurc and from alternatlve electr1c1ty producmg
technologies;

the effect of and changes-in economic conditions in the areas in Wthh we operate

¢ market or busmess condmons and fluctuations in demand for energy or capacity in the
markets in which we operate; I e ; ‘ S

e the direct or indirect impact on our company’s business resulting from terrorist incidents or
responses to such incidents, 1nclud1ng the effect on the availability of and premiums on,
msurance and, l

the effect of and changes in currelnt and future land use and zoning regulatlons residential,
comimercial and industrial development and urbanization in the areas in which we operate.

3
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: I
ITEM 1. BUSINESS

I
Certain Deﬁmtmns ‘

Unless the context otherwise requires, all references in this annual 1eport to “Ormat”, “the
Company™, “1 W e”, “us”, “our company”, “Ormat Technologies” or “our”| refer to Ormat Technologies,
Inc. and its consolidated subsidiaries. The “OFC Senior Secured Notes”|refers to the 8Y4% Senior
Secured Notes due 2020 that were issued in February 2004 by our subsidiary, Ormat Funding Corp.
The “OrCal qemor Secured Notes” refers to the 6.21% Senior Secured Notes due 2020 that were
issued’in December 2005 by our subsidiary, OrCal Geothermal Inc.

i

Overview

We are a leading vertically integrated company engaged in the geothermal and recovered energy
power busme',s We design, develop, build, own and operate clean, env1ronmenta]ly friendly
geothermal and recovered energy-based power plants in each case usmg equipment that we design
and manufacture We conduct our business activities in two business segments. In our Electricity
Segment, we n:levelop, build, own and operate geothermal and recovered energy-based power plants in
the United States and geothermal power plants in other countries around the world and sell the
electricity they generate. In our Products Segment, we.design, manufacture and sell equipment for
geothermal and recovered energy-based electricity generatlon remote power units and other power
generating unlts and provide services relating to the engineering, procurement, construction, operation
and maintenalnce of geothermal and recovered energy power plants,

Most of 't'he projects that we currently own or operate produce electricity from geothermal energy
sources. Geothermal energy is a clean, renewable and generally sustamable form of energy derived
from the natural heat of the earth: Unlike electricity produced by burnlng fossil fuels, electricity
produced froin geothermal energy sources is produced without emissions of certain pollutants such as
nitrogen OXidl., and with far lower emissions of other pollutants such as: ‘carbon dioxide. Therefore,
electricity pro'duced from geothermal energy sources contributes 51gn1ﬁcantly less to local and regional
incidences of acid rain and global warming than energy produced by burmng fossil fuels. Geothermal
energy is alsojan attractive alternative to other sources of energy as partI of a national diversification
strategy to avold dependence on any one energy source or polmcally sensitive supply sources.

In addltlon to our geothermal energy business, we have developed and continue to develop
products that' produce electricity from recovered energy or so-called waste heat.” We also own and
are constructing new recovered energy projects to be owned and operated by us. Recovered energy or
waste heat represents residual heat that is generated as a by-product of Igas turbine-driven compressor
stations and a variety of industrial processes, such as cement manufacturmg, and is not otherwise used
for any purp¢se. Such residual heat, that would otherwise be wasted, may be captured in the recovery
process and ulsed by recovered energy power plants to generate electr1c1ty without burning additional
fuel and without emissions.

Company Contact and Sources of Information

We file alnnual quarterly and periodic reports, proxy statements and other information with the
Securities and Exchange Commission, which we refer to as the SEC. You may obtain and copy any
document welfile with the SEC at the SEC’s Public Reference Room at [100 F Street, N.E.,
Washington D.C. 20549. You may obtain information on the operation of the SEC’s Public Reference
Room by calllng the SEC at 1-800-SEC-0330. The SEC maintains an Internet website at
hup/iwww. sec| .gov that contains reports, proxy and other information statements and other
information regarding issuers that file electronically with the SEC. Our SEC filings are accessible via
the Internet 4t that website.

On May, 31, 2006, we submitted to the New York Stock Exchange .(lNYSE) an Annual Written
Affirmation, in the prescribed form and with no qualifications, regarding our compliance with the

1 _ 5




NYSE’ Corporate Governance listing staddards In addition, our reports on Form 10-K, 10-Q and
8-K, and amendments to those reports are available at our website www.ormat.com for downloading,
free of charge, as soon as reasonably practicable after these reports are filed with the SEC. Qur Code
of Business Conduct and Ethics, Code of Ethics Applicable to Senior Executives, Audit Committee
Charter, Corporate Governance Guidelines, Nominating and Corporate Governance Committee
Charter, Compensation Committee Charter, and Insider Trading Policy, as amended, are also available
at our website address mentioned above. The content of our website, however, is not part of this
annual report. : . ‘

You may request a copy of our SEC filings, as well as the foregoing corporate documents at no
cost to you, by writing to the Company address appearing in this annual report or by calling us at
(775) 356-9029. *

: i
Our Power Generation Business |
- ,

We own or control, and operate geotliermal and recovered energy projects in the United States.
We also own or control, and operate geothermal projects in Guatemala, Kenya, Nlcaragua and the
Philippines. We continue to pursue opport!umtles to acquire and ‘develop similar projects throughout
the world. Most of our projects are located in regions where there is, or is expected to be, demand for
additional generating capacity. We increaséd our net ownership interest in generating capacity by 51
megawatts (MW) between December 31, 2005 and December 31, 2006, resulting from the following: -
An increase of 19 MW, attributable to thelacqmsmon of an additional 79.0% ownership interest in the
Zunil project in Guatemala; an increase of 22 MW, attributable to the construction of the OREG 1
recovered energy project; an increase of 6IMW attributable to the Gould geothermal power plant; and
an increase of 5 MW, attributable to increased generating capacity of our existing geothermal power
plants resulting from improvements'to thelgeothermal well fields of some of our existing projects. We .
experienced a 1 MW reduction in generatmg capacity at our Brady project as a result of coolmg
During the fourth quarter of 2006, we completed the construction of the Desert Peak 2 project in
Nevada, which added 12 MW to our generating capacity. We have not yet declared this project
commercially operational, which would trigger our obligation to provide the contracted generating
capacity under the power purchase agreem;ent . o o C o

In the year ended December 31, 2006! revenues from our electr1c1ty segment were $195.5 mllhon
constituting approximately 72.7% of our tqtal revenues in 2006. Revenues from the sale of electricity
by our domestic projects were $162.8 million, constituting approximately 83.3% of our total revenues
from the sale of electricity, and revenues from the sale of electricity by our foreign projects were
$32.6 million, constituting approximately 16 7% of our total revenues from the sale of electricity.

The table below summarizes key information relating to our prOJects that are in operat1on as of
December 31, 2006: ' ! L e

E . . - .
. . t
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Projects in (?pemtion g Co s

v . —_

n Generating
i ' . Co Capncit; in" -, ‘Power *.  Confracts
Project Location - Ownership® Mw® <. _|-Purchaser . Expiration
Domestic . . . - S
Ormesa Complex 1 East Mesa, ' 100% . 47 Southern California - - 201712018
5 California - , . o T - ;Edi§on Company -
Heber Complex™ Heber, California 100% 82 Southern California *  2015/2023/2031
f _Edison Company
i C o : : - iand|Southern® . * e
ki ~California Public
| Powl'er Authority C
Steamboat Cor'f:plex(“) Steamboat, Nevada 100% 53 Sierra Pacific Power 2007201812022/
! _ Company - T oabe 2026
Mammoth Con:iplex Mammeoth Lakes, 50% - 29 Southern California 201412020
'ﬁ; California o b e Edifon Company
Puna b Puna, Hawaii..  , .~ 100% . 30 Hawaii Electric 2027
- ii . ‘ . e _Liglllt Company
Brady , .. i Churchill County, 100% - 19 Sierra Pacific Power 2022,
R Nevada ) Corlnpany__j ; )
Desert Peak 29 Churchill County, 100% 12 Nevada Power 2027
1. Nevada Corlnpany
OREG 1 . North and South . 100% 22 Basin Electric 2031
i Dakota Power Cooperative
Total For Domestic . : ‘ —
Projects in Operation; o 294
. i RS - o,
Foreign i" B oy
Leyte™ 4 - Philippines 80% 49 PNOC - Energy 2007
o “ ' , P ' Development ’
S " ' i S ‘ Corporation
Momotonibo 'li Nicaragua 100% 30 DISNORTE/ 2014
_DISSUR
Zunil ' !‘. Guatemala 100% 24 Instituto Nacional 2019
o ‘ de Flectricidad
Olkaria 11T (Phase 1) Kenya 100% .13 . Kenya Power and 20209
8] ‘ . N ,, Lighting Co. Ltd. :
Total For Foreign Projects O
in Opemﬁoqi i 116 ) "y
Total For Projects in o :
Operation: .i 410

1 .

it . - - . - .

() We own and operate zll of our projects, except the Momotombo project in Nicaragua, which we do not own-but which we
control and operate through a concession arrangement with the Nicaraguan governinent, and the Mammoth and Leyte
projects, in which we have a 50% and 80% ownership interest, respectively. .

0

@ Referencé!js to generating capacity refers to the gross capacity less auxiliary power, in the case of all of our existing
domestic projects and the Momotombo and Olkaria TII projects (two of our foreign projects}), and to:the generating
capacity that is subject to the “'take or pay” power purchase agreements in the case of the Leyte and Zunil projects
(another t;:wo of our foreign projects). We determine the generating capacity ﬁgures: in any given year from available’
historical dperational data of our operating projects taking into account resource capabilities. This column represents the

2]

generating, capacity of the project, not our net ownership in such generating capacity.
&

In any given year, the actual power generation of a particular project may differ from that project’s generating capacity
due 1o operational issues affecting performance during that year. In 2006, the total :actual power generation of the projects
we operate in the U.S. was 1,998,660 MWh lower than the energy potential commensurate with our generating capacity
due to operational factors discussed elsewhere in this annual report.

th

®  The Heber Complex includes the Heber 1 and 2 projects and the Gould project.

@ The Steani,_uboat Complex includes the Steamboat 1 and 1A projects, the Steamboat 2 and 3 projects, the Burdette project
and the Sieamboat Hills project. The Galena 2 project, which is currently in final completion tests, will be added to the
Steamboat Complex.

o

®)  The initia! term of the power purchase agreement expired on December 31, 2006, but is being renewed automatically on
an annual basis.

;;;
H
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(&)
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'

E

I
We have completed construction in the fourth quarter of 2006, but have not yet declared commercial operation under the
power purchase agreement. E

The Leyte project will be transferred to lhe;powér purchasing utility in September 2007 for no consideration. This will
reduce our foreign generation capacity by 49 M\l\i/. . "1 .
The power purchase agreement for the Olkaria II1 project will expire in 2020 or, if Phase II of the project is constructed
and completed, 20 years from the completion of such Phase 11. Phase I of this project involves the construction of -
additional facilities that we expect would add approximately 35 MW of generating capacity.to this project. See
“Description of our Projects” below. I

|

The tables below summarize key information relating to the projects that are currently under
construction and under development :

PRI Y

N . . -
Projects under Construction l
- . BT .
ot Projected  Projected
] Commercial Generating
R I Operation  Capacity in - Power
Project Location Ownership Date (MW) Purchaser Contract Expiration
Steamboat Complex!"? '°  Washoe County, 100% 2007 14 Nevada Power 201872027
Nevada o Company/Sietra
Y I Pacific Power
oo Company
Ormesa ' East Mesa, - « A00% 2007 10 -Southern California " ON/A
California - ! Edison Company®
Amatitlan® Guatemala 100% 2007 20 Instituto Nacional 2026
[ De Electricidad .
Heber South East Mesa, 100% 200772008 10 N/A N/A
California : ) _ B
Puna : Puna, Hawaii , 10(?% 200712008 8  NA N/A
Galena 3 Nevada . | 100% 200712008 17 Sierra Pacific Power 20 years following
. , Company comrmercial
. : operation date
OrSumas Washington State 100% 2007/2008 5 Puget Sound 20 years from -
' : ) Energy Jan. st following
Y | commercial
. - l : ‘ operation date
Brawley (Phase I) " Imperial Couity, 100% 2008 50 N/A N/A
California
Olkaria III (Phase I1) Kenya 100% 2008 Kenya Power and T N/IA®
35 Lighting Co. -
Total | 169

a

@)

3

“4)

The new construction in the Steamboal Complex includes the 4 MW Steamboat HlllS project and the 10 MW (Galena 2
project. . - . .

We have entered into an interim agreement with Southern California Edison Company and are currently negotiating a
long-term power purchase agrecment See “Description of our Projects” below.

We have completed construcuon in the fourth quarter of 2006, buL have not yet declared commercial operallon

The power purchase agreement for the Olkaria Il[ Phase 11 pro;ect w1ll exp:re 20 years from the completlon of Phase II.

\ . ]
. .-

|
|
|
[
|
|
|
|
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|

Projects under Development ; ' !
v ‘ ' Projected <
Projected . Generating ' .
i Commercial Capacity in| Power Contract
Project Location  Ownership Operation Date (MW) | Purchaser Expiration
Carson Lake ., Nevada- 100% 2009 18-30 ‘ Nevada Power 20 years
! . 1 Company following
‘ ) commercial
! : f operation date
Buffato Valley, C Nevada 100% 2009 18-30 | Nevada Power 20 years
R . . ..} Company . following
! ) . . ‘commercial
i operation date
Brawley (Phasé II) Tmperial 100% 2009 50 | NA N/A
County, - B :
o California _ . : . ' )
OREG II ! 100% 2008/2009 275 .1 Basin Electric ~Nia
I . ' I Power Cooperative
. ¢ . . ‘ — ‘
Total ) . _ 113.5-137.5

Almost all of the revenues that we currently derive from the sale of electricity are pursuant to
long-term power purchase agreements. Approximately 74.4% of our tot{al revenues in the year ended
December 31, 2006 from the sale of electricity by our domestic pr0]ects were derived from power
purchasers that currently have investment grade credit rating. The purc’hasers of electricity from our
foreign projects are either state-owned entities or private entities. We have obtained political risk
insurance from the Multilateral Investment Guarantee Agency of the Worlcl Bank Group (MIGA) or
from Zurich Re, a private sector political risk insurer, for all of our forelgn projects (othér than the
Leyte project) in order to cover a portion of any loss that we may suffér upon the occurrence of
certain political events covered by such insurance. :

Development, Construction and Acquisition. We have experienced significant growth in recent
years, principally through the acquisition of geothermal power plants fjr:om third parties and the |
expansion and enhancement of our existing projects, including the following: (i) during 2006 we
completed the acquisition of an additional 79.0% ownership interest in,the Zunil project in Guatemala
which increased our ownership capacity by 19 MW, (ii) during the lhll’d quarter of 2006 we completed
the construétion of the Gould project, which added 6 MW to the Heber complex; (iii) in October
2006, we completed the construction of the first owned recovered energ‘y power plant, OREG 1, which
added 22 MW to our generating capacity; and (iv) during the third qué'rter of 2006 we completed the
enhancement program at the Mammoth and Momotombo projects, which added 5 MW to our
generating capac1ty We currently expect to contmue growing our powel' generation business through:

e the development and construction of new geothermal and recovered energy-based power
plants ‘ . . S
. . . ' . . . .. . . |
o the expansion and enhancement of our existing projects;
* the acquisition of additional geothermal and other renewable ?ssets from third parties; and
L - ' ' '

. the' entry into geothermal leases for. future development.

As part of these efforts, we regularly monitor requests' for proposa,ls from, and submit bids to,
investor-owned and other electric utilities in the United States to provide additional generatmg
capacity, prtrnarlly in the western United States where geothermal resources are generally
concentrated. During the third quarter of 2006, we responded to several requests for proposals issued
by d1fferent utilities interested in purchasing renewable energy and we have been informed that some
of our proposals covering dpproximately 150 MW of proposed capacn)’( in Nevada, California and’
Idaho, have been short-listed for further evaluation. There can be no assurance, however, that we will
be chosen from the short list or that we will succeed in negotiating pori\l'er purchase agreements with
the various utilities. We also respond to international tenders issued by|foreign state-owned electric

|
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utilities for the development, construction and operation of new geothermal power plants. In addition,
we apply our technological expertise to upgrade the facilities of our existing geothermal power plants -
and to continuously monitor and manage our existing geothermal resources in order to increase the

efficiency and generating capacity of such facilities.
: [

We are currently in varying stages of development of new projects and construction of new and
existing projects. Based on our current development and construction schedule, which is subject to
change at any time and which may not be met in its entirety, we expect to declare commercial
operation of the 12 MW Desert Peak 2 pro;ect during the first half of 2007 and we expect to add
between 227 to 251 MW in generating capacity from geothermal and recovered energy power plants
in the United States by the end of 2009. Oqtsrde of the U.S,, we expect to declare commercial
operation of the 20 MW Amatitlan project in Guatemala, during the first haif of 2007, and to
complete the construction of the 35 MW project in Kenya by the end of 2008.

We are a member in a consortium, whi;ch is in the process of developing a geothermal power
project in Indonesia of approximately 300 MW that is expected to come on'line in phases between
2010 and 2012. The consortium is currently negotiating a power purchase agreement with a local

utility. We estimate that our minority interest equivalent will range between 45 MW to 60 MW.
. |
Our Products Business

We design, manufacture and sell products for electricity generation and provide the related
services described below. Generally, we manufacture prodicts only against customer orders and do not
manufacture products for our own inventory.

" Power Units for Geothermal Power Piants - We design, manufacture and sell power units for
geothermal electricity generation, which we refer to as Ormat Energy Converters or “OEC™s. Our
customers include contractors and geothermal plant owners and operators. We recently sold one of
our air-cooled OEC units to Tauropaki Powler Company of New Zealand

Power Units for Recovered Energy-Based Power Generation. We design, manufacture and sell
power units used to generate electricity from recovered energy or so-called “waste heat” that is
generated as a residual by-product of gas turbme driven compressor stations and a variety of industrial
processes, such as cement manufacturing, and 1s not otherwise used for any purpose. Our existing and
target customers include interstate natural gas pipeline owners and operators, gas processmg plant
owners and operators, cement plant owners)and operators, and other companies engaged in other
energy-intensive industrial processes. We recently signed a supply contract with ENAGAS S:A. of
Madrid, Spain, for the supply of one OEC for a new Recovered Energy Generation (REG) power
plant. !

Remote Power Units and other Generators. We design, manufacture and sell fossil fuel powered
turbo-generators with a capacity ranging between 200 watts and 5,000 watts, which operaté unattended
in extreme climate conditions, whether hot or cold. Qur customers include contractors installing gas
pipelines in remote areas. In addition, we desngn manufacture and sell generators for various other
uses, including heavy duty direct current generators We have supplied remote power units to be
installed on the Sakhalin pipeline in Russra: .

Engineering, Procurement and Construc:u'an (EPC) of Power Plants. We engineer, procure and
construct, as an EPC contractor, geothermal and recovered energy power plants on a turnkey basis,
using power units we design and manufacture. Our customers are geothermal power plant owners as
well as the same customers described above that we target for the sale of our power units for
recovered energy-based power generation. Unlnke many other companies that provide EPC services,
we have an advantage in that we are using our own manufactured equipment and thus have better
control over the timing and delivery of required equipment and its costs. Recent examples of our
construction activities include the de'51gn and construction of the Alliance REG plants in Canada and
the Ngawha geothermal power plant in New Zealand. '

In the year ended December 31, 2006, our revenues from our products business were
$73.5 million, constituting approximately 27: 3% of our total revenues.
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History
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We were formed by Ormat Industries Ltd (also referred to in thls annual report as the “Parent,”
“Ormat Industries,” “the parent company” or “our parent”) in 1994 i injthe State of Delaware for the
purpose of investing and holding ownershnp mterests in power projects, as well as constructing and
operating power plants owned by us and by third parties. Ormat ]ndustrles which is based in Israel, is
an international power systems company whose predecessor, Ormat Turbmes Ltd., was founded in
1965 by Lucien and Dita Bronicki for the principal purpose of developmg equipment for the
production of a clean, renewable and generally sustainable form of ene:rgy. Ormat Industries sold to us
its business relating to the manufacturing and sale of energy-related equipment and services.
Following this sale, we now hold all of Ormat Industries’ power generation products business. QOrmat
Industries owns 64% of our outstanding common stock.

Industry Background

|
1

|
Most of our projects in operation produce electricity from geothef‘mal energy. Geothermal energy
is a clean, renewable and generally sustainable energy source that, because it does not utilize
combustion in the production of electricity, releases significantly lower: levels of emissions, principally
steam, than those that result from energy generation based on the burmng of fossil fuels, Geothermal
energy is denved from the natural heat of the earth when water comes! sufficiently close to hot molten
rock to heat the water to temperatures of 300 degrees Fahrenheit or more. The heated water then
ascends toward the surface of the earth where, if geological conditions are suitable for its commercial
extraction, it can be extracted by drilling geothermal wells. The energy| necessary to operate a
geothermal power plant is typically obtained from several such wells Wl’llCh are drilled using
established technology that is in some respects similar to that employed in the oil and gas industry.
Geothermal production wells are normally located within approx1mately one to two miles of the
power plant as geothermal fluids cannot be transported economically over longer distances due to
heat and pressure loss. The geothermal reservoir is a renewable source' of energy if natural ground
water sources and reinjection of extracted geothermal fluids are adeqdate over the long-term to
replenish the geothermal reservoir following the withdrawal of geolhermal fluids and if the well field
is properly operated. Geothermal energy projects typically have hlgher, capital costs (primarily as a
result of the costs attributable to well field development) but tend to l'llave significantly lower variable
operating costs, principally consisting of mamtenance expendltures than fossil fuel-fired power plants
that require ongoing fuel expenses. .

Geothermal Energy

|
Geothermal Power Plant Technologies ' i
Geothermal power plants generally employ either binary systems or conventional flash systems. In

our projects, we also employ our proprietary technology of combined geothermal cycle systems. See
“Our Technology

|

Binary System 1

In a plant using a binary system, geothermal fluid, eithér hot watelr (also called brine) ofsteam or
both, is extracted from the underground reservoir and flows from the wellhead through a gathering
system of insulated steel pipelines to a heat exchanger, which heats a secondary working fluid which
has a lcw boiling point. This is typically an organic fluid, such as 1soper'1tane or isobutene, which is
vaporized and is used to drive the turbine.. The organic fluid is then condensed in a condenser which
may be cooled by air or by water from a cooling tower. The condensed fluid is then recycled back to
the heat exchanger, closing the cycle within the sealed system. The cooled geothermal fluid is then
reinjected back into the reservoir. The binary technology is depicted i 1r|1 the graphic below.

|
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Flash Design System |

In a piant using flash design, geothermal fluid is extracted from the underground reservoir and
flows from the wellhead through a gatheriné system of insulated stee! pipelines to flash tanks and/or
separators. There, the steam is separated from the brine and is sent to a demister in the plant, where
any remaining water droplets are removed. This produces a stream of dry saturated steam, which
drives a turbine generator to produce electricity. In some cases, the brine at the outlet of the separator
is flashed a second time (dual flash), providi'ng additional steam at lower pressure used in the low
pressure section of the steam turbine to produce additional electricity. Steam exhausted from the
steam turbine is condensed in a surface or. dlrect contact condenser cooled by cold water.from a
cooling tower. The non-condensable, gases (such as carbon dioxide) are removed through the removal
system in order to optimize the performance of the steam turbines. The condensate is used to provide
make-up water for the cooling tower. The hot brine remaining after separation of steam is injected
back into the geothermal resource through a series of injection wells. The flash technology is depicted
in the graphic below, . | .

In some instances, the wells dn‘ect]y produce dry steam (the ﬂashmg occurring under’ .ground). In
such cases, the steam is fed directly to the Steam turbine and the rest of the system is snmllar to. the
flash power plant described above. [

[}
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Market Opportunity | ' Coe ’

The geothermal energy industry in the United Statés experienced significant growth in the 1970s
and 1980s, followed by a period of consolidation of owners and operatc:):rs of geothermal assets. in the
1990s. The ifidustry, once domrnated by large ‘oil‘companies’ and investor-owned electric utilities, now
includes several independent power producers. During the*1990s, growth and development in the
geothermal energy industry occurred primarily in foreign markets, and lonly minimal growth and
development occurred in the United States. Since 2001, there has béen ‘renewed interest in geothermal
energy in the United States as production costs for electricity generated! from geothermal resources
have become more competitive relative to fossil fuel-based electrlclty generatlon due to the increasing
cost of natural gas, and as legislative and regulatory meentlves such as state renewable portfolio

standards, have become more prevalent
i

Although electricity generation from geothermal resources is currently concentrated in California,
Nevada, Hawaii and Utah, there are opportunities for development in other states such as Alaska,
Arizona, Idaho, New Mexico and Oregon due to the avallablhty of geothermal resources and, in some
cases, a favorable regulatory environment in such states A s

A 2006 forecast of the Western Governors Association (WGA) pm}ects the addition of
geothermal 1nstallat10ns with generating capacity of approximately 13 000 MW by 2025, out of which
5,600 MW is expected to be added by 2015. This forecast is based on exrstrng, known geothermal
resources and does not take into account any positive effects on’ generatmg capacity resultinig from
new technology, such as enhanced utilization of existing geothermal bases and engineered geothermal -
systems (accordmg to the WGA, Geothermal Taskforce Report from January 2006). "

In January 2007, the Massachusetts Institute of Technology publrshed a study that prOJects a
potential of 100,000 MW of generatrng capacity from geothermal power plants if the development of
enhanced geothermal systems is successful. :

An addrtronal factor fueling recent growth in the renewable energy| industry i is global concern
about the envrronment Power plants that use fossil fuels generate higher levels of’ air pollutlon and
their em1551ons have been linked to acid rain and global warming. In response to an increasing
demand for “green” energy, many countries have adopted legislation re]qumng, and providing
incentives for, electric utilities to sell electricity generated from renewable energy sources. In the
United States, Arizona, California, Colorado, Connecticut, Delaware, Hawau Illincns, lowa,-Maine,
Maryland, Massachusetts Minnesota, Montana, Nevada New Jersey, New Mexico, New York,
Pennsylvania, Rhode Island, Texas, Vermont,-Washington, Wisconsin, and the District of Colombia
have all adopted renewable portfolio standards, renewable portfolro goa]s or other similar laws
requiring or encouragmg electric utilities in such states to generate or buy a certain percentage of -
their electricity from renewable energy sources or recovered heat sourcés Of these twenty-three
states, fifteen states and the District of Columbia (including California, ll\levada and Hawaii, where we
have been the most active in our geothermal energy development and i in which all of our U.S.
geothermal projects are located) define geothermal resources as- “renewables”. A bill establishing
renewable portfollo standards is currently before the Kansas leglslature I -

We belleve that these leglslatlve measures and m1t1at1ves present a 51gn|ﬁcant marl(et opportunity
for us. For example California generally requires that each 1nvestor—owned electric utility company
operating within the state increase the amount of repewable generanonI In,its resource mix by 2% per
year so that 20% of its. retail sales are-procured from-eligible renewable, energy sources by 2010, ahead
of the previous statutory mandated target of December 2017, Presently,}approxrmately 11% of the
electricity generated in California is derived from renewable resources (not counting hydroelectricity
as renewable power). Nevada’s renewable portfolio standard requires. ea:ch Nevada electric utility to
obtain 9% of its annual energy requirements from renewable energy sources in 2007-2008, which .
requirement thereafter increases by 3% every two years until 2015, when 20% of such annual energy _
requirements must be provided from renewable energy sources or energy efficiency projects. At least
three-quarters of the annual.total requirements must come only from renewable energy projects,

: !
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Hawaii’s renewable portfolio standard requlres each Hawaiian electric utility to obtain 8% of its net -
electricity sales from renewable energy solirces by December 31;,2005,"10% by December 31, 2010 and’
20% by December 31, 2020. ! i G

el

In addrtlon a new Act was srgned mto law in, éaltforma to reduce carbon emissions to 1990 levels
by 2020, representing a twenty-ﬁve percent: reduction in greenhouse gas emissions. To accompllsh this,
the Act provides a framework for greenhouse gas emissions reductions through the use of emissions
control technologies and other cost-effectlve reduction strategres One such strategy may involve the
use of market-based trading of emissions r1ghts that wrll allow some greenhouse gas sources to
over-control their emissions and sell the rtghts to their surplus reductions to other sources for whom
the cost of reducing emissions. would be srgnlﬁcantly more costly. Although programs under the Act
will take some time to develop, its requ1rements particularly the creation of a market-based tradlng
mechanism to achieve compliance with emrsswns caps, should be highly advantageous to in-state
energy generating sources that have low carbon emissions such as geothermal energy. -

The federal govemment also encourages production of electr1c1ty from geothermal resources
through' certain tax subsidiés. We' are permitted to claim approximately 10% of the'cost of each new
geothermal power plant in the United States as an investment tax credit against our federal income
taxes. Alternatively, we are permitted to c]a1m a “production tax credit,” which in 2006 was 1.9 cents
per kWh and which is adjusted annually for inflation. The producuon tax credit may be claimed.on
the electricity output of new peothermal power plants put into service by December 31, 2008. Credit
may, be claimed for ten years on the output from any new geothermal power plants put into service
prior to December 31, 2008. The owner of 'the project must choose between the production tax credit
and the 10% investment tax credit described above. In either case, under current tax rules, any unused
tax credit has a one-year carry back and a twenty-year carry forward. Whether we claim the
production tax credit or the investment credlt we are also permitted to depreciate most of the plant
for tax purposes over five years on an accellerated basis, meaning that more' of the cost may be
deducted in the first few years than during;the remainder of the depreciation period. If we claim the
investment credit, our “tax base” in the plant that we can recover through depreciation must be
reduced by half of the tax credit; if we clalm a productlon tax credit, there is no reduction’ 1n the tax

basis for depreciation.
1

Collecnvely, these tax benefits (to the 'extent fully utilized) have a present value equwalent to
approxnmately 30% to 40% of the capital cost of a new project.

The Kyoto Protocol entered into force on February 16, 2005, making the Protocol’s emission ™
targets for the 2008 to 2012 perlod legally bmdrng on the more than 30 developed ‘countries, 1ncludmg
the EU members, Russia, Japan Canada, New Zealand, Norway and Switzerland, all of which have
ratified the Protocol. We expect that the effect of the Kyoto Protocol will be to encourage renewable
energy installation outside of the Umted States as the United States has not ratified the Kyoto '~
Protocol.

Outside of the United States, the majority of power generating capacity has historically been
owned and controlled by governments. lenng the past decade, however, many foreign governments
have privatized their power generation industries through sales to third parties and have encouraged
new capacity development and/or refurblsl_lment of existing assets by mdependent power developers.
These foreign governments have taken a variéty of approaches to encourage the development of
competitive power-markets, including awalidmg long-term contracts for energy and capacity to
independent power generators and creatrng competitive wholesale markets for selling and trading
energy, capacity and related products. Sorne countries have also adopted active governmental
programs‘designed to encourage clean renewable eflergy power generation. For example, China,
where we are currently trying to develop a project, has recently enacted a Renewable Energy Law -
(effective January 1, 2006) defining fiscal 1ncent1ves priority dispatching, preferential pricing'and other
supporting mechanisms, and has announced long-term targets for renewable énergy capacity growth,
including mandatory renewable portfolio standards for large generation utilities. Several Latin T
American countries have rural electrification programs and renewable energy programs. For example,
Guatemala, where our Zunil and Amatrtlagn projects are located, approved in November 2003 a law

E 14
i
i
|
j




!

i

|

| |

which creates incentives for power generation from renewable energy sources by, among other things,
providing economic and fiscal incentives such as exemptions from taxesjon the importation of relevant
equipment and various tax exemptions for companies implementing renlewable energy projects. We
believe that these developments and governmental plans will create oprj:ortunmes for us to acquire
and develop geothermal power generation facilities internationally as well as create additional
opportumtres for us to sell our remote power units and other products. ;

|
In addmon to our geothermal power generatlon actlvmes we have also identified recovered
energy- based power generation as a significant marKet opportunity for qs in North America and the
rest of the world We are initially targeting the North American market*where we expect that
recovered energy-based power generation will be derived principally from compressor stations along

interstate pipelines, from midstream gas processing facilities, and from processmg industries in general.

Several states, as well as the federal government, have recognized the envnronmenta] benefits of
recovered energy -based power generation. For example, Nevada, Connﬁcncut New Mexico and
Hawaii allow electric utilities to include recovered energy-based power generatlon in calculating their

compliance with renewable portfolio standards. In addition, North Dakota South Dakota and the U.S.

Department of Agriculture (through the Rural Utilities Service) have appr0ved recovered
energy-based power generation units as renewable energy resources, which qualifies recovered
energy- based power generators (whether in those two states or elsewhelr!e in the United States) for
federally- funded, low interest loans. We believe that the European market has similar potential and
we expect to leverage our early success in North America in order to expand into Europe and other
markets worldwide, In North America alone, we estimate the potential: liotal market for recovered
energy-based generation to be approximately 1,000 MW,
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Competitive Strengths . - ; T . S

e

Competitive Assets. Our assets are competltwe for the following reasons:

H

s Contracted Generation. All of the electricity generated by our geothermal power plants is
currently sold pursuant to long-term power purchase agreements, prov1dmg generally . .
predictable cash flows. : : ; '

»  Baseload Generation. All of our \geothermal power plants supply a part of the baseload
capacity of the electric system in thelr respective markets, meaning that they operate to serve
all or a part of the minimum power requirements of the electric system in such market on an
around-the-clock basis. Because our projects supply a part of the baseload needs of the
respective electric system and are |only marginally weather dependent, we ‘have a competmve
advantage over other renewable energy sources, such as wind power, solar power or '
hydro-electric power (to the exteat dependent on precnpltatlon) which compete with us to”

"meet electric utilities” renewable pEortfoho requirements but which cannot serve baseldad
capacity because of the weather dependence and thus mtermment nature of these other '
renewable energy sources. o

. Compentwe Pricing. Geothermal power plants whlle site specific, are economlcally feasible
to-develop, construct, own and operate in many locations, and the electricity they generale is
generally. price competitive as compared to electricity generated from fossil fuels or other
renewable sources under existing economic conditions and existing tax and regulatory
regimes. :

Growing Legislative Demand for Environmentally-Friendly Renewable Resource Assets. Most of
our currently operating projects produce electncny from geothermal energy sources, Geothermal
energy is a clean, renewable and generally 'sustainable energy source. Unlike electricity produced by
burmng fossil fuels, electricity produced from geothermal energy sources is produced without
emissions of certain pollutants such as mtrogen oxide, and with far lower emissions of other pollutants
such as carbon dioxide. Such clean and sustalnable characteristics of geothermal energy give us a
competitive advaniage over fossil fuel-based electricity generation as countries mcreasmgly seek to
balance environmental concerns with demands for reliable sources of electricity.

High Efficiency from Vertical Imegmrzon Unlike our competitors in the geothermal industry, we
are a fully-integrated geothermal equ1pment services and power provider. We design, develop and R
manufacture most of the equipment we use in our geothermal power plants. Our intimate knowledge
of the equipment that we use in our operations atlows us 10 operate and maintain our projects
efficiently and to respond to operational issues in a timely and cost-efficient ' manner. Moreover, given
the efficient communications among our subSIdlary that designs and ‘manufactures the products we use
in our operations and our subsidiaries that!own and operate our projects, we are able to quickly and
cost effectively identify and repair mechanical issues and to have technical assistance and replacement
parts available to us as and when needed. o

Highly Experienced Management Team. We have a highly qualified senior management team
with extensive experience in the geothermal power sector. Key members of our senior management
team have worked in the power industry for most of their careers and average over 20 years of
industry experience.

Technological Innovation. We own 01|’ have rights to use approximately 70 patents-relating to
various processes and renewable resource technologies All of our patents are internaily developed
and therefore costs related thereto are expensed as incarred. Our ability 1o draw upon internal -
resources from various disciplines related to the geothermal power sector, such as geological expertise
relating to reservoir management, and equ‘lpment engineering relating to power units, allows .us to be
innovative in creating new technologies and technological solutions. ,

No Exposure to Fuel Price Risk. A geothermal power plant does not need to purchase fuel
(such as coal, natural gas, or fuel oil) in order to generate electricity. Thus, once the geothermal
reservoir has been identified and estlmated to be sufficient for use in a geothermal power plant and
the drilling of wells is complete, the plant i;s not exposed to fuel price or fuel delivery risk.
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Our strategy is to continue building a geographically balanced port’foho of geothermal and
recovered energy assets, and to continue to be a leading manufacturer and provider of products and
services related to renewable energy. We intend to implement this strategy through:

Business Strategy

*  Development and Construction of New Projects — cominuously,!seeking out commercially
exploitable geothermal resources, developing and constructing ﬂew geothermal and recovered
energy-based power projects and entering into long-term power, purchase agreements
providing stable cash flows in jurisdictions where the regulatory, tax and business
environments encourage or provide incentives for such development and which meet our

investment criteria; |

*  Developing Recovered Energy Projecis — establishing a first-to: |market leadership position in
recovered energy projects in North America and building on that experience to expand into
other markets worldwide; ]

*  Acquisition of New Assets — acquiring from third parties addmonal geothermal and other
renewable assets that meet our investment criteria; ‘

s [Increasing Qutput from Qur Existing Projects — increasing out'put from our existing
geothermal power projects by adding additional generating capacuy, upgradmg plant -
technology, and improving geothermal reservoir operations, mcludmg improving methods of
heat source supply and delivery; and |

e Technological Expertise — investing in research and developmént of renewable energy
technologies and leveraging our technological expertise to contmuously improve power plant
components, reduce operations and maintenance costs, develop competitive and
environmentally friendly products for electricity generation and target new service
opportunities.

|
Qperations of our Power Generation Segment !

How We Own Our Power Plants. 'We customarily establish a separale sub51d|ary to own interests
in each power plant. Our purpose in establishing a separate subsidiary : for each plant is to ensure that
the plant, and the revenues generated by it, will be the only source for’ {repaymg indebtedness, if any,
inclirred to finance the construction or the acquisition {or to refinance the acquisition) of the relevant
plant. If we ‘do not own all of the interest in a power plant, we enter m}o a shareholders agreement or
a partnership agreement that governs the management of the specific s_ubsndlary and our relationship
with our partner in connection with our project. Our ability to transfer :or sell our interest in certain
projects may be restricted by certain purchase options or rights of first; refusal in favor of our project
partners or the project’s power purchasers and/or certain change of con|lrol and assignment restrictions
in the underlying project and financing documents. All of our domestic projects, with the exception of
the Puna project, which is an Exempt Wholesale Generator (EWG), are Qualifying Facilities under
the Public Utility Repulatory Policies Act of 1978 (PURPA) and are ehglble for regulatory
exemptions from most provisions of the Federal Power Act (FPA} and ‘certain state laws and

regulations. i
|

How We Obtain Development Sites and Geothermal Resources. For domestic projects, we either
lease or own the sites on which our power plants are located. In our foreign projects, our lease rights
for the plant site are generally contained in the terms of a concession él{greemem or other contract
with the host government or an agency thereof. In certain cases, we also enter into one or more
geothermal resource leases (or subleases) or a concession or other agreement granting us the exclusive
right to extract geothermal resources from specified areas of land, w1thithe owners {or sublessors) of
such land. A geothermal resource lease (or sublease) or a concession o_r other agreement will usually
give us the right to explore, develop, operate and maintain the geolhef"mal field inctuding, among
other things, the right to drill wells (and if there are existing wells in the area, to alter them) and build
pipelines for transmitting geothermal fluid. In certain cases, the holdeq'of rights in the geothermal
resource is a governmental entity and in other cases a private entity. Usually, the terms of the lease
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(or sublease) and concession agreement correspond to the terms of the relevant power purchase
agreement. In‘certain other cases, we ownithe land where the geothermal resource is located, in which
case there are no restrictions on its utlllzat'lon.

How We Sell Electricity. In the United States, the purchasers of power from our projects are
typicaily investor-owned electric utility companies. Outside of the United States, the purchaser is -
typically a state-owned utility or distribution company or a recently privatized state-owned entity and
we typically operate our facilities pursuant! to rights granted to us by a governmental agency pursuant
to a concession agreement. In each case, \\Ife enter into long-term contracts (typically called power
purchase agreements} for the sale of electrlcny or the conversion of geothermal resources into
electricity. A project’s revenues under a power purchase agreement usually consist of two payments: |
energy payments and capacity payments (although our recent power purchase agreements provide for
energy payments only). Energy payments are normally based on a project’s electrical output actually
delivered 1o the purchaser measured in krlowatt hours, with payment rates either fixed or indexed to
the power purchaser’ s “avoided” costs (i.e.; ! the costs the power purchaser would have incurred itself
had it produced the power it is purchasmg from third parties, such as us). Capacity payments are
normally calculated based on the generatmg capacity or the declared capacity of a project available
for delivery to the purchaser, regardless of the amount of electrical output actually produced or
delivered. In addition, most of our domestlc projects located in California are eligible for capacity
bonus payments under the respective power purchase agreements upon reaching certain levels of

genera'uon ;

How We Operate and Maintain Our Power Planis. We usually employ one of our subsidiaries,
(Ormat Nevada Inc., for our domestic pro]ecls) to act as operator of our power plants pursuant to the
terms of an operation and maintenance agreemenl Our operations and maintenance practices are
designed to minimize operating costs without compromising safety or environmental standards while
maximizing plant flexibility and maintaining high reliability. Our approach to plant management
emphasizes the operational autonomy of our individual plant managers and staff 1o identify and
resolve operations and maintenance issues at their respective projects; however, each project draws
upon our available collective resources and experience and that of our subsidiaries. We have
organized our operations such that inventories, maintenance, backup and other operational functions
are pooled within each project complex and provided by one operation and maintenance provider..
This approach enables us to realize cost savings and enhances our ability to meet our project '
availability goals. e

We currenily operate and maintain approxrmately 410 MW of generating capac1ty (See Note (2)
page 7 for an explanation of how we determine the generating capacity of our projects). Since our .
acquisitions in California, Hawaii and Nevada, as a result of our vertical integration, our propnetary
technology and our operational and maintepance expertise, we have been successful in increasing the
capacity, efficiency and performance of most of our acquired facilities and were able to use the staff
required to operate these facilities more efﬁcrently For example, we have been able to increase the
output of the Mammoth project by approxrmately 4 MW following its acquisition in December 2003. -
We have also increased the capacity of the Heber Complex by 13 MW (out of which 3 MW were used
for auxiliary power). |

Safety is a key area of concern to us. VlVe believe that the most efficient and profitable
performance of our projects can only be accomplrshed within a safe working environment for our
employees. Our compensation and mcentwe program includes safety as a factor in evaluating our
employees, and we have a well-developed repomng system to track safety and environmental
incidents at our projects. !

How We Finance Our Power Plants. ﬁistorically, we have funded our projects with a
combination of non-recourse or limited recourse debt, lease financing, parent company loans and
internally generated cash. Such leveraged financing permits the development of projects with a limited
amount of equity contributions, but also increases the risk that a reduction in revenues could
adversely affect a particular project’s ability{to meet its debt obligations. Leveraged financing also
means that distributions of dividends or other distributions by plant subsidiaries to us are contingent
on compliance with financial and other covenants contained in the financing documents.. .
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Non-recourse debt or lease financing refers to debt or lease arrangements involving debt :
repayments or lease payments that are made solely from the project’s revenues (rather than.our
revenues or revenues of any other project) and generally are secured by the project’s physical-assets,
major contracts and agreements, cash accounts and, in many cases, our 1c»wnershrp interest in that
project afﬁhate These forms of financing are referred to as “project financing.” Project financing
transactions generally are structured so that all revenues of a project arle deposited directly. with a
bank or other financial institution acting as escrow or security deposit agem These funds then are
payable in a specnﬁed order of priority set forth in the financing documents to ensure that, to the
extent available, they are used first to pay operating expenses, senior dﬁbt service (including lease
payments) and taxes and to fund reserve accounts. Thereafter, subject o satisfying debt service
coverage ratlos and certain other conditions, available funds may be dlsbursed for management fees or
dividends or, where there are subordinated lenders, to the payment of subordinated debt service.

In the event of a foreclosure after a default, our project affiliate owning the project would only
retain an mterest in the assets, if any, remaining after all debts and oblllgatlons have been paid in full.
In addition, incurrence of debt by a project may reduce the Ilquldlty of 'our equity interest in that
project because the interest is typically subject both to a pledge in favor of the project’s lenders
securing the-prolects debt and to transfer and change of control restrictions set forth in the televant -

financing agreements.
H

lelled recourse debt refers to project financing as descrlbed abov‘e with the addition of our
agreement to undertake limited financial support for the project affiliate in the form of certain limited
obligations and contingent liabilities. These obligations and contingent liabilities take the form of
guarantees of certain specified obligations, indemnities, capital 1nfu510nsl and agreements to pay certain
debt service ‘deficiencies. To the extent we become liable under such guaramees and other agreements
in respect of a particular project, distributions received by us from other projects and other sources of
cash avallable to us may be required to be used to satisfy these obhganc])ns To the extent of these
limited recourse obligations, creditors of a project financing of a pamcnllar project. may have direct
recourse to us '

1

How We Mitigate International Political Risk. 'We generally purchase insurance policies to cover
our exposure to certain political risks involved in operating in developing countries. The policies are
issued by entities which specialize in such policies, such as MIGA, and from private sector providers,
such as Zurlch Re, AIG and other such companies. To date, our polrtlc:zll risk insurance contracts are
with MIGA and Zurich Re. Such insurance policies cover, in general and subject to the limitations
and restrictions contained therein, 80% to 90% of our revenue loss clenlf:ed from a specified
govemmental act such as confiscation, expropriation, riots, the inability to convert local currency into
hard currency and, in certain cases, the breach of agreements. We have obtained such insurance for all
of our foreign projects in operation except for the Leyte project.

Recent Developments ) ' ll

* In February 2007, the Nevada Public Utilities Commission applroved two new 20 -year-power
purchase agreements that two of our subsidiaries entered into l)ln August 3, 2006 with Nevada
Power Company, a subsidiary of Sierra Pacific Resources, for the sale of energy to be
produced from the Carson Lake (near Fallon) and Buffalo Valley Power Plants, two new .
geothermal power plants to be built in Lander and Churchill Countles in northern Nevada.
The;Carson Lake and Buffalo Valley projects are both proyected to come on line in late 2009.
These new plants are expected to increase the total output supllhed from wvs to Sierra Pacific

Resources by between 36 and 60 MW. 1 o
H

*  On January 31, 2007, we entered into two contracts with a combmed value of $9.0 million
with Enpower Green Energy Generation, Inc. for the supply of two OEC units for two REG
plants to be located on the Duke Energy T South Pipeline System in British Columbia,
Canada. The equipment is to be supplied within 13 to 14 months of February,27! 2007, the -
effective date of both contracts. ro
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On January 19, 2007, our subsidiarly developing the Olkaria III project entered into an
Amended and Restated Power Purchase Agreement and a Project Security Agreement, with -

-. Kenya Power and Lighting Co. (KPLC) the Kenyan parastatal electricity transmission and

distribution company, with respectl/to Phase II of the Olkaria I1I project. These agreements
were executed after receipt of appropriate regulatory approvals from the Kenyan authorities.
The construction of Phase II of the project is expected, upon completion, to add
approximately 35 MW to the existing facility, bringing the project’s total capacity to
approximately 48 MW. Following completlon of Phase II, total anticipated annual revenues
from the project will be appr0x1mately $32 million,

In January 2007, one of cur subsndllanes entered into a Power Purchase Option Agreement
with Basin Electric Power Cooperative (Basin Electric) regarding five new Recovered Energy
Generation (REG) Power Plants along the Northern Border Pipeline in the States of
Montana, North Dakota and Minnfesota. According to the Option Agreement, Basin Electric
will work towards fulfilling certainlconditions with the goal to confirm that it is ready to enter
into a definitive 25-year power purchase agreement. These conditions include the
interconnection and rights to the site on which the power plants will be constructed. We have
already secured the rights to the waste heat for two of the new power plants and will
continue to work towards obtaining the rights to the remaining three new power plants. The
approval for construction of the new power plants is expected during 2007 after both parties
have fulfilled their prerequisite obligations under the Power Purchase Option Agreement

In January 2007, two of our sub51diar1es entered into supply and engineering, procurement
and construction contracts with Ngawha Generation Ltd., a subsidiary of Top Energy Limited
for a new geothermal power plant:in Ngawha, New Zealand. The contracts are for a total of
approximately $20 million, with construction of the power plant expected to.be completed
within 20 months from the contract date. Top Energy Limited is an enwronmental]y friendly,
local electricity network company m New Zealand.

In December 2006, one of our subsrdiarles entered into geothermal leases in the North
Brawley known geothermal resource area in Imperial County, California. These geothermal
leases secured 1,270 acres and we ‘are in discussion with other land owners in this area to
secure additional leases. We expect to begin drilling activity to explore the resource upon
receipl of the necessary drilling pelrmits which we expect will be granted in the ﬁrst half of

2007. o
f

On December 19, 2006, we completed a sale of 2,500,000 shares of common stock to Lehman
Brothers in a block trade at a price of $37.50 per share, under a shelf registration statement
filed in early 2006. Net proceeds to us, after deducting underwriting fees and commissions and

estimated offering expenses associated with the offering, were approximately $92.5 million.
t

In November 2006, the California ‘Public Utilities Commission (CPUC) approved several
five-year agreements entered into wrth Southern California Edison (SCE) in May and

June 2006 establishing new renewabie energy pricing for our existing power purchase
aggreements . These new agreeme'nls fix the energy rates payable by SCE for the five-year
period beginning May 1, 2007 for our Ormesa, Heber 1, Heber 2 and Mammoth geothermal
projects located in California. Under the new agreements, the geothermal energy produced by
these projects will be sold at an average fixed energy rate of $62.74 per MWh, starting with a
rate of $61.50 per MWh for the first year, with an annual escalation of 1% thereafter. The
new agreements will come into effect when the current Renewable Energy Pricing Agreement
terminates on April 30, 2007. The ! \new average energy rate of $62.74 per MWh will replace
the existing rate of $53.70 per MWh The capacity payment and capacity bonus under the
respective power purchase agreen‘ient for each of the projects remain unchanged.

During the third quarter of 2006, one of our subSIdlaries signed geothermal lease agreements
for leases of surface, mineral and geothermal rights, some with the Bureau of Land

E
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Management and some with private owners, for: (i) approximately 7,500 acres in the Fallon
area in Nevada; (ii) approx1mately 3,200 acres in the Fireball R1dge area in Nevada;

(iii) approximately 16,400 acres in Gabbs Valley, Nevada; and (lv) approxnmately 640 acres in
the Wildhorse prospect in Nevada. '

In October 2006, one of our subsidiaries completed the OREG 1 project along the Northern
Border Pipeline in North Dakota and South Dakota. The OREG 1 project consists of four
Recovered Energy Generation (REG) plants owned and operated by us with a total
generating capacity of approximately 22 MW. Blsmarck-based|l3351n Electric will purchase
energy produced by these plants under a 25-year long-term power purchase agreement, which

" was announced in 2005. - ‘ |

During the third quarter of 2006, we responded to several reqluests for proposals issued by
different utilities interested in purchasing renewable energy. Recently, we were informed that
some of our bids covering approximately 150 MW of proposed capacity in Nevada, California
and Idaho have been short-listed for further evaluation. There can be no assurance, however,
that we will be chosen from the short list or that we will succeed in negotiating power
purchase agreements with the various utilities. !

On' August 16, 2006, we acquired from two parties an addmonal 28.2% partnership interest

' (27.34% on a fully diluted basis assuming the exercise of an opt1on by a third party) in

Orzunil [ de Electricidad, Limitada (Orzunil), which owns the' IZuml project in Guatemala,

" thereby increasing our 71.8% ownership interest (69.67% on a: fully diluted basis assuming the

exercise of an option by a third party) in the Zunil Project to’ 100% (97% on a fully diluted
basis, assuming the exercise of an option by a third party). The total purchase price for both
acquisitions was $7.4 million (including acquisition costs of ap;'aroxnmately $0.9 million}. These
acquisitions follow our acquisition of a 50.8% partnership mterest (49.28% on a fully diluted
basis assuming the exercise of an option by a third party) in Orzunit on March 13, 2006,
whereby our subsidiary increased its then existing 21.0% ownership interest in the Zunil
Project to 71.8% (69.67% on a fully diluted basis assuming the exercise of an option by a third
party). The purchase price we paid for the 50.8% acquisition was $15.4 million (including
acquisition costs of approximately $0.6 million).

In 'August 2006, the Névada Public Utilities Commission apprbved the new 20-year power
purchase agreement that our subsidiary entered into with Slerla Pacific Power Company in
May 2006 for the sale of energy to be produced from the Galena 3 power plant, which is
cutrently under construction. Under the new power purchase agreement between 15 MW to
25 MW will be delivered from the Galena 3 project to SPPC for a fixed price of $61 per
MWh, or $58 per MWh, assuming the project will be eligible for a production tax credit.
These rates escalate at the beginning of each contract year by 1% and include the value of
the renewable energy credits., ‘ 1

In July 2006, a consortium consisting of our wholly owned subsidiary, a unit of Medco Energi
Internasional Tbk {Indonesia’s largest private oil and gas company) and Itochu Corp. of
Japan won a tender issued by the Indonesian state-owned utility PT PLN (Persero) for the
development of the Sarulla, North Sumatra, Indonesia geolhelrmal power project on an
independent power producer basis. Medco is the leader of the' consortium, whose bid
consisted of the completion of the development of the geothe'rmal steam field, construction of
the field piping systems and three Ormat designed and suppl:ed power plants with a
combined gross capacity of 340 MW, owning and operating the facilities and selling electricity
to PLN under a 30-year power purchase agreement expected to be concluded within four
months. Qur specific responsibilities include the supply of the power plant and setting up and
supervising the operations and maintenance of the plants, Wthh will utilize our technology
and equipment. The total project cost is projected to be about $600 million. The value of our
scope of work for the supply of power plant equipment is expected to be approximately
one-third of the total project cost. Release of the supply contr'acts to us will be made upon
the financial closing of the transaction, expected to be 12 momhs from the effective date of

]
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the power purchase agreement. The Sarulla project is to be constructed over the next five
years in three phases of 110 to 120 MW each, with the first power generating unit to be
operational within 30 months and the last within 48 months from the financial closing. The

" project will be owned and operated by an Indonesian special purpose company (SPC) that
will be established by the consortium members under the framework of a Joint Operating
Contract with the concession holder ‘Pertamina (the state-owned oil and gas company) In
addition to our rcspon51b|ht1es as the project’s power plant equ1pment supplier and supervisor
of operations and maintenance, we will participate as a minority shareholder in the SPC.

e On July 26, 2006, we entered into é contract valued at $4.0 million with ENAGAS S.A. of
Madrid, Spain for the supply of one OEC unit for a REG plant located in the ENAGAS gas
compression station at Almendralqo Spain. The equlpment is to be supplied and lnstalled
within 19 months from the date of 'the contract.

e On July 20, 2006, we entered into a contract valued at $4.4 million with Geo X GmbH of
Ludwigshafen, Germany, for the supply of one OEC unit for a geothermal power plant
located in Landau, Germany. The equipment is to be supplied and installed within 17 months
from the date of the contract.

*  On June 7, 2006, one of our wholly-owned subsidiaries received supply and construction -

" orders for three REG power plamsL on the Alliance Pipeline. Each facility will have a capacity
of 5 MW net and will convert the recovered waste heat from the exhaust of existing gas
turbines into electricity. The contracts are in the total amount of $29 0 million. The three
plants are expected to be commissioned in 2007 or early 2008.

*  On April 26, 2006, we received a I’I}OIICC to proceed on an engineering, procurement and
construction (EPC) contract to construct a geothermal power. plant for the Raft River project
in Idaho, for a total sales price of $20.2 million. Construction of the power plant is expected
to be completed in the last quarter]of 2007. -

*  On April 16, 2006, we completed a!follow—on public offering’ of 3,500,000 shares of common
stock at a price of $35.50 per share, under a shelf registration statement filed in early 2006. In
addition, on April 17, 2006, the underwriters exercised their over-allotment option, thereby
purchasing 525,000 additional shares of common stock at the same price. Net proceeds to us,
after deducting underwriting fees and commissions and estimated offering expenses assoc:ated

with the offering, were approximately $135.1 million. 1 t

*  On April 4, 2006, we signed a contract to supply a 10 MW OEC power unit to PacifiCorp .
Energy in the Northwest region of the United States. The contract is in the amount of
$11.5 million. The existing PaciﬁCOer plant, to which an additional OEC will be added, uses
single-flash technology to produce approximately 23 MW of net power to the grid. The
PacifiCorp plant utilizes only steam, which is separated from the brine and delivered to the
plant, while the brine is reinjected into the ground. Ormat’s technology enables recovery of
heat from the brine before remjectlon and PacifiCorp Energy will utilize this new QEC power
unit to generate 10 MW of addmonal power in the OEC without additional resources or
wells. The OEC power unit will be: dellvered in the second quarter of 2007 for installation
adjacent to the existing plant. i

't . v

Description of Qur Projects l

In the year ended December 31, 2006, gevenues from the sale of eiectncny by our domestic
geothermal projects were $162.8 million, constltutmg 83.3% of our total revenues from the sale of
electricity, and revenues from the sale of electrlcny by our foreign geothermal projects were
$32.6 million, constituting 16.7% of our total revenues from the sale of electricity. During 2006 we
began selling electricity from our recovered }energy projects, whose construction was completed in
2006.

. . b
The financing of certain of our projects'and the terms of our power purchase agreements and
certain other agreements related to our operations are further described in the “Description of
Certain Material: Agreements” section. |
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Domestic Projects _ ' ' Ca

] .. /
Our préjects in operation in the United States have a generating cépaci;y of approximately /
294 MW. Our current domestic projects are located in California, Nevada, Hawaii, North Dakota, agg/

. s | . . -
South Dakota. We also have projects under construction or enhancement in California, Nevadazand
Hawaii, : | T

o
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* The Ormesa Complex

The Ormesa complex is located in East Mesa, Imperial County, Ce':}ifomia. The Ormesa complex
consists of six plants. The various plants commenced commercial operations between 1987 and 1989.
The plants utilize binary and flash systems. The Ormesa complex has a'w'generating capacity of 47 MW,
Part of the electricity generated by two of the plants at the Ormesa cor‘lr;lplex, GEM 2 and GEM 3, is
sold under an interim agreement (as discussed below) and part of it is used to provide auxiliary power
for well field operations at the Ormesa complex. The Ormesa project sElls its electrical output to
Southern California Edison Company (Southern California Edison) unqer two separate power
purchase agreements, which will expire in 2017 and 2018. We are curre'ptly in discussions with
Southern California Edison to unitize the two power purchase agreements and to increase the amount
of power being purchased by an additional 10 MW. The Ormesa projre.c:ltf was acquired by us in
April 2002, was initially refinanced with project finance debt from United Capital, and was refinanced
again with the proceeds from the issuance by Ormat Funding of its Senior Secured Notes on
February 13, 2004. The OFC Senior Secured Notes are collateralized byl all of the assets of the
Ormesa project (and any and all proceeds arising therefrom) and our p‘foject subsidiary, Ormesa LLC,
the direct owner of the Ormesa project, has jointly and severally with certain of our other subsidiaries
fully and un%:dnditionally guaranteed Ormat Funding’s obligations unde:f; the OFC Senior Secured
Notes. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
for a further description of the collateralization of the OFC Senior Seciired Notes. o

During 2006, we experienced a relatively high rate of well and pump failure at the Ormesa
complex, resulting in increased operating costs and reduced revenues, and a lower availability of the
Ormesa well field. As a result, we did not meet the required minimum gapacity factor of 80% during
the on-peak period for the months of June and September 2006. Conseﬂuenlly, we have been placed
on probation for a period not to exceed 15 months. During the probation period, if we fail again to
niget the minimum performance requirements, the capacity of the project may be permanently
reduced, in which case Southern California Edison would be entitled toja refund. We believe that the
risk of not n?eeting the minimum performance requirements during thei probationary period and in the
future is very low as we expect to increase the generating capacity of tl}:e Ormesa complex by 10 MW
to a total of 57 MW by the end of the first quarter of 2007. ‘

In connc}:ction with the power purchase agreements for the Ormesat complex, Southern California .
Edison has expressed its intent not to pay the contract rate for the power supplied by the GEM 2 and,
GEM 3 plants to the Ormesa complex. Southern California Edison con;Fnds that California ISO
real-time prices should apply, while management believes that SP-15 prices quoted by NYMEX should
apply. According to Southern California Edison’s estimation, the amount under dispute is
approximately $2.5 million. The parties have signed an Interim Agreem_t'ent, whereby Southern
California Edison will continue to procure the GEM 2 and GEM 3 power at the current energy rate
of 5.37 Cents/kWh until May 1, 2007. In addition, a long-term power purchase agrecment is expected
to be entered into for the GEM 2 and GEM 3 power. The negotiations%lpf the long-term power
purchase agreement are still under way and there is no guarantee that it will be successfully
completed, Management believes that such settlement agreement will not have a material financial
impact on us. i

The Heber; Complex . .
The Heber complex consists of the Heber 1 project, the Heber 2 project and the Gould project. -

The Heber 1 Project. The Heber 1 project is located in Heber, Imi)erial County, California. The
Heber 1 project includes one power plant, which commenced commercilél operations in 1985, and a’
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geothermal resource field. The plant utilizes a dual flash system and has a generating capacity of
approximately 38 MW. The Heber 1 project sells its electrical output to Southern California Edison
under a long-term power purchase agreeme‘nt which will expire in 2015. In certain circumstances,
Southern California Edison and its afﬁhated entities have a right of first refusal to acquire the power
plant Upon satisfaction of certain condmons specified in the power purchase agreement and subject
to receipt of requisite approvals and negotlatlons between the parties, our project subsidiary will have
the right to demand that Southern California Edison purchase the power plant. The acquisition of the
Heber 1 project in December 2003 was financed with equity and non-recourse debt from Beal Bank,
and was refinanced with the proceeds from|the issuance by OrCal Geothermal Inc. (OrCal) of its
Senior Secured Notes on December 8, 2005. The OrCal Senior Secured Notes are collateralized by all
of the assets of the Heber Complex (and any and all proceeds arising therefrom) and our project
subsidiary, Heber Geothermal Company, the direct owner of the Heber 1 project, has jointly and
severally with certain of our other subsidiaries fully and unconditionally guaranteed OrCal’s
obligations under the OrCal Senior Secured Notes, See “Management’s Discussion and Analysis of
Financial Condition and Results of Operatlons” for a further description of the collateralization of the
OrCal Senior Secured Notes. .

The Heber 2 Project. The Heber 2 prolect is also located in Heber, Imperial County, California.
The Heber 2 project includes one power plant which commenced commercial operations in 1993. The
plant utilizes a binary system and has a generatmg capacity of approximately 34 MW. The Heber 2
project sells its electrical output to Southern California Edison under a long-term power purchase
agreement, which will expire in 2023. The acquisition of the Heber 2 project in December 2003 was
financed with equity and non-recourse debtI from Beal Bank, and was refinanced with the proceeds
from the issuance by OrCal of its Senior Secured Notes on December §, 2005. The OrCal Senior
Secured Notes are collateralized by all of the assets of the Heber Complex (and any and all proceeds
arising therefrom} and our project subsidiary, Second Imperial Geothermal Company, the direct owner
of the Heber 2 project, has jointly and severally with certain of our other subsidiartes fully and
unconditionally guaranteed OrCal’s obligations under the OrCal Senior Secured Notes. See
“Management’s Discussion and Analysis ofFinancial Condition and Results of Operations” for a
further description of the collateralization of the OrCal Senior Secured Notes.

The Gould Project. The Gould project is also located in Heber, Imperial County, California. The
Gould project consists of a bottoming- cycle OE\:—.?‘?;leber 1 and additional Ormat Integrated Two ¢
Level Units (ITLU) at Heber 2 and has total generating capacity of 10 MW, The project sells its
electrical output under a new long term power purchase agreement with Southern California Public
Power Authority for a fixed price, which in 2006 was $57.50/MWh, which escalates annually at a rate
of 1.5%. This power purchase agreement wlll expire in 2031. The construction of the Gould project
was financed with equity, and was included in the financing of OrCal’s Senior Secured Notes issued on
December 8, 2005. The OrCal Senior Secured Notes are collateralized by all of the assets of the
Heber Complex {and any and all proceeds 'arising therefrom) and our project subsidiary, OrHeber 2
Inc., the direct owner of the Gould project, has jointly and severally with certain of our other
subsidiaries fully and. unconditionally guaranteed OrCal’s obligations under the OrCal Senior Secured
Notes. See “Management’s Discussion and Analysn; of Financial Condition and Results of Operations”
for a further description of the collaterallzatlon of the OrCal Senior Secured Notes. Recently, our
project subsidiary that owns the Gould prolect reached an agreement with Southern California Public
Power Authority to eliminate the obligation under the power purchase agreement to share the
praduction tax credits and in exchange to reduce the fixed price under the power purchase agreement
by $2/MWh. We have undertaken to OrCal to make up the difference of $2/MWh such that its overall
revenues from the project are not affected.

The Steamboat Complex :

The Steamboat complex consists of the Stcamboat 1/1A project, the Steamboat 2/3 project, the
Burdette project and the Steamboat-Hills pro;ect

The Steamboat 1/1A Project. The Steamboat 1/1A project is located in Steamboat Hills, Washoe
County, Nevada. The Steamboat 1/1A project includes two power plants which commenced

24

!
|
|




3

)

|
commercial;operations in 1986 and 1988, respectively. The Steamboat 1/1A project utilizes a binary
system and currently has a generating capacity of 2 MW. The Steamboat 1/1A project sells its
electrical output to Sierra Pacific Power Company under two separate power purchase agreements. -
The Steamboat 1/1A project was acqulred in June 2003 using 1ntemally generated cash, and was -
refinanced w1th the proceeds from the issuance by Ormat Funding of lts Senior Secured Notes on
February 13 2004. The OFC Senior Secured Notes are collateralized by all of the asséts of the
Steamboat 1/1A project (and any and all proceeds arising therefrom) and our project subsidiary,
Steamboat Geothermal LLC, the direct owner of the Steamboat 1/1A pro;ect has jointly and severally
with certain' of our other subsidiaries fully and unconditionally guaranteed Ormat Funding’s
obligations under the OFC Senior Secured Notes. See “Management’s lDrscussron and Analysis of
Financial Condition and Results of Operations” for further description lof collateralization of the
OFC Sen1or Secured Notes.

The |n1t1al term of the Steamboat 1 power purchase agreement exprred at the end of 2006 but we
continue to sell electr1c1ty by an automatic extension of the power purclhase agreement on a
year-by-year basis. We are currently negotiating a renewal of the power purchase agreement for the
years 2007 ancl 2008. |

The Sleamboat 2/3 Project. The Steamboat 2/3 project is also locilted in Steamboat Hills, Washoe
County, Nevada. The Steamboat 2/3 project consists of two power plants which commenced _
commercial,operations in 1992. The Steamboat 2/3 project utilizes a binary system and has a -
generating capacrty of 24 MW. We have experienced protracted farlure{g of two of the project’s
turbines, which were not manufactured by us, and we are in the process of replacmg the problematic .
equipment with turbines of our own design and manufacture. The Steamboat 2/3 project sells its 1
electrical output to Sierra Pacific Power Company under two separate- ‘power purchase agreements.

" The Steamboat 2/3 project was acquired in February 2004 using mternally generated cash and |
proceeds from the issuance by Ormat Funding of its Senior Secured Notes on February 13, 2004.- The
OFC Senior Secured Notes are collateralized by all of the assets of the| Steamboat 2/3 project (and
any and all proceeds arising therefrom) and our project subsidiary, Stejamboat Development Corp., the
direct owner of the Steamboat 2/3 project, has jointly and severally w1th certain of our other
subsidiaries, fully and unconditionally guaranteed Ormat Funding’s obllgatlons under the OFC Senior
Secured Notes See “Management’s Discussion and Analysis of Fmancral Condition and Results of
Operatlons” for further description of collateralization of the OFC Senmr Secured Notes.

.The Burdette Project. The Burdette Project is located in Steamboat Washoe County, Nevada.
The Burdette project has a generating capacity of 21 MW. We completed the construction of this
project in November 2005 and we reached commercial operation on February 28, 2006. The project -
sells and transfers its electrical output and transfers its renewable. energy credits to Sierra Pacific .
Power Company under a power purchase agreement that has a 20-year, term ending on
December 31 2026.

The Steamboar Hills Project. The Steamboat Hills proyect is also loc:ated in Steamboat Hills,
Washoe County, Nevada. The Steamboat Hills project is comprised of one plant and commenced
commercial operations in 1988. The Steamboat Hills project utilizes a s1ngle flash system and water
cooled condenser and has a generating capacity of 6 MW, although thél capacity under the power
purchase agreement is 12.5 MW. The Steamboat Hills project sells its eilectrlcal output to Sierra Pacific
Power Company pursuant to a power purchase agreement. The project, under the predecessor owner,
experienced difficulties operating at full capacity, among other reasons1 because of a well blow-out. We
intend to increase the generating capacity of the Steamboat Hills proyect by an additional 4 MW in
the first half of 2007, to take fult advantage of the power purchase agrgement The Steamboat Hills
project was' acquired in May 2004 using internally generated cash. | .

i
The Manimoth Complex ‘

The Mammoth complex is located in Mammoth Lakes, Cahformal The Mammoth complex is
comprised of three plants, which commenced commercial operations between 1985 and1990. The
Mammoth complex utilizes a binary system and has a generating eapa(;lty of 29 MW, including 4 MW

| |
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that we added during the course of 2006. Our project subsidiary, OrMammoth, Inc., owns a 50%
partnership interest in Mammoth-Pacific, L‘P which owns 100% of the Mammoth complex. The other
50% partnership interest is owned by an unrelated third party. The Mammoth complex sells its
electrical output to Southern California Edison under three separate power purchase agreements. Our -
50% ownership interest in the Mammoth cdmplex was acquired in December 2003 using internally
generated cash and project finance debt from Beal Bank, and was refinanced with the proceeds from
the issuance by Ormat Funding of its Senlor Secured Notes on February 13, 2004. The OFC Senior -
Secured Notes are collateralized by a pledge of our 50% ownership interest in Mammoth-Pacific, L.P.
and our project subsidiary, OrMammoth Inc., has jointly and severally with certain of our other
subsidiaries fully and unconditionally guaranteed Ormat.Funding’s obligations under the OFC Senior -
Secured Notes. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” for further description of collateralization of the OFC Senior Secured Notes.

The Brady Complex
The Brady complex consists of the Brady project and the Desert Peak 2 project.

The Brady Project. The Brady prOJect is located in Churchill County, Nevada and includes the )
Brady plant and the Desert Peak 1 plant. The Brady plant commenced commercial operations in
1992. The Desert Peak 1 plant, which prevnously formed part of the Brady complex, commenced
commercial operations in 1985, but is currently not operational following its shut down, as described
below. The Brady project has a generating capacity of approximately 19 MW, utilizing flash and binary
systems, and sells its electrical output to Sierra Pacific Power Company under a long-term power
purchase agreement that will expire in 2022! In the second half of 2006, following our conclusion that
the continued operation of the Desert Peak!l plant at the Brady complex was not economical, based
on the high costs of repair and maintenance that would be required to keep the Desert Peak 1 plant
operational, we shut down the Desert Peak |1 plant. We are replacing the disconnected Desert Peak 1
plant with one of the units of the new Desert Peak 2 project and have been supplying
electricity generated by such unit of the Desert Peak 2 project to the Brady project such that the
overall output from the Brady project and |ts performance under its power purchase agreement
have not been affected by the Desert Peak 1 plant shut down. We are also in the process of drilling a
new production well and redrilling another welI with the intent of restoring the Brady project’s
generating capacity to 19 MW during the second half of 2007. e

The Brady project was acquired in June 2001 using internally generated cash and was refinanced
with the proceeds from the issuance by Ormat Funding of its Senior Secured Notes on February 13,
2004. The OFC Senior Secured Notes are collateralized by all of the assets of the Brady project (and
any and all proceeds arising therefrom) andiour project subsidiary, Brady Power Partners, the direct
owner of the Brady project, has jointly and severally with certain of our other subsidiaries, fully and
unconditionally guaranteed Ormat Funding’s obligations under the OFC Senior Secured Notes. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” for a
further description of the collateralization of the OFC Senior Secured Notes and certain other matters
relating to the Brady complex and the OFCESCHIOF Secured Notes.

The Desert Peak 2 Project. The Desert Peak 2 project is located in Churchill County, Nevada
(near the Brady project). The Desert Peak 2 project includes a water cooled unit and an air cooled
unit, utilizing our OEC units. The aggregatel generating capacity of the Desert Peak 2 project is 12
MW. The electrical output from the project will be sold, and renewable energy and environmental
credits transferred, to Nevada Power Company under a power purchase agreement that has a 20-year
term commencing on the January 1 followmg the commercial operation date of the project. We expect
to declare commercial operation of the Desert Peak 2 project during the first half of 2007. Recently,
we have been using a portion of the electrical output from the Desert Peak 2 project to supply the
Brady project, as described above. As of February 2007, we no longer supply electricity generated by
the Desert Peak 2 project to the Brady pro_]ect

The Puna Project

The Puna project is located in the Puna district, Big Island, Hawaii. The Puna plant commenced
commercial operations in 1993. The Puna plant utilizes an Ormat geothermal combined cycle system,
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and has a generating capacity of 30 MW. The Ormat geothermal comblr}ed cycle system consists of a
back pressure steam turbine, in which the lower pressure steam exhausted from the turbine is .
condensed in.a binary system. This system assures a higher efficiency of .geothermal steam; with a.
resulting lower steam rate, in resources producing steam above 150psi (1'0 bar), or even 100psi if the .:
steam has a high non-condensable gas content. The Puna project sells its electrical output to Hawaii .
Electri¢ Light Company under two power purchase agreements. Although the Puna project has
significant geothermal resources, because of existing geological conditions, these resources are difficult
to manage. In the past, the Puna project required extensive levels of m'lf:estment mainly to address
problems with the production and injection wells related to the geotherrnal resources. The Puna
project was acquired in June 2004 with the proceeds of parent company‘lloans and short-term bank
loans. We completed operating lease transactions in respect of the project, as described under

it . . . . - il .
“Management’s Discussion and Analysis of Financial Condition and Results of Operations”.
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During the second half of 2006, we encountered a mechanical problem in two wells. This: caused
us to limit the output of the project to approximately 20 MW as a precautlonary limit. During the first
quarter of 2007, we were able to restore the output to 30 MW, the ]evel of the project’s desrgn
capacity. " . . . ‘ 1

‘In addition, we 1ntend to increase the output of the Puna project b) an additional 8- MW thr(f)ugh
the addition 'of OEC units. We are in the process of negotiating a new power purchase agreement for
the addltlonal generating capacity that will be available as a result of such activities.

The OREG 1 Project J
\

The OREG 1 project is a REG project that consists of four power plants constructed on gas
compressor stations along a natural gas pipeline in North and South Dakota The project came on line
during the third quarter of 2006 and has a generating capacity of 22 MW Qur project subsidiary has
entered into'a 25-year power purchase agreement with Basin Electric Power Cooperative (Basin
Electric). pursuant to which the project sells the electrical output to Basm Electric.

|

i

Foreign Projects

Our projects in operation outside of the United States have a gene‘r‘ating capacity of
approxrmately 113 MW. We also have projects under construction in Guaternala and Kenya.

The Leyte Pro;ect {The Philippines)

, The Leyte project is located in the Philippines, on the Isle of Leyte'. The Leyte proj'é'ét consists of
four power plants. The Leyte plants utilize steam systems; one conventlonal flash steam plant and
three ORMAT manufactured topping steam turbines and have a comblned generatmg capacity of 49
MW. The ORMAT topping steam turbines generate additional power by using the reduction in ‘
pressure to the inlet of the conventional flash steam plant, situated downstream, necessitated when the
existing steam field produced steam at a higher pressure than can be acgommodated by the,
conventional flash steam plant. Gur project subsidiaries have an 80% pa‘rtnershrp interest in
Ormat-Leyte Co. Ltd., which owns 100% of the Leyte project. The remammg 20% partnership interest
in Ormat-Leyte Co. Ltd. is held by two unrelated third parties. In Augulst 1995, following a
build-operate-transfer agreement which we refer to as BOT, mternatronal tender, Ormat Inc. (which
later transferred its interest in the BOT agreement to Ormat-Leyte Co.| ‘Ltd ) entered into a BOT
agreement with PNOC-Energy Development Corporation, a Philippine | ‘clsompany wholly owned by
Philippine Natlonal Oil Company, a government-owned company. Under the BOT agreement, the
project will be transferred to PNOC- Energy Development Corporatlon in September 2007 for no
consrderatron We do not anticipate any material financial loss as a result of such transfer, although
going forward this will reduce our foreign generation capacity by 49 MW Ormat-Leyte Co. Ltd. has
an outstandmg non-recourse foan from the Export-Import Bank of the United States, the outstanding -
balance of which was $3.8 million as of December 31, 2006. The loan 15‘ due and payable in
approxrmately equal gquarterly installments through July 2007. l TR

| LN g

The Government of The Philippines has initiated the privatization bf its electricity .industry.
However, we cannot foresee when such privatization may be completed.l If such privatization is
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achieved in a manner that jeopardizes PNQC-Energy Development Corporation’s or its affiliate’s
ability to comply with their obligations under the BOT agreement, the parties are required to
negotiaté an amendment to the power purchase agreement. Should they fail to reach an agreement,
PNOC-Energy Development Corporation has the obligation (and our project subsidiary has the right
to require PNOC-Energy Development Corporation) 1o buy out Ormat-Leyte Co. Ltd.'s rights in the -
project at a price based upon the net present value of the projected cash flow from the project for the
remalmng term of the BOT agreement.

The Momotombo Project (Nicaragua)

The Momotombo project is located in Momotombo, Nicaragua. The Momotombo project is
comprised of one plant and a geOthermal field. The plant was already in existence when we signed the
concession agreement for the project in March 1999, and had commenced commercial operations in
the mid-1980s utilizing a duval flash system. ,Dunng 2006 we increased the output of the Momotombo
project by 3 MW through a work-over of the project’s existing wells, bringing the generating capacity
to approximately 30 MW. The Momotombo project has a power purchase agreement with Empresa
Distribuidora de Electricidad del Norte (DISNORTE) and Empresa Distribuidora de Electricidad del
Sur {DISSUR), two corporations which ow:n the power distribution rights in Nicaragua. Our project
subsidiary, which operates the Momotombo project, has an outstanding loan from Bank Hapoalim
B.M., the outstanding balance of which was $11.3 million as of December 31, 2006.

[
The Olkaria Il Project — Phase I (Kenya)

The Olkaria 111 project is located in N:aivasha, Kenya. The Olkaria III project is comprised of one
plant, which commenced commercial operation in August 2000, and a geothermal field. The plant
currently has a generating capacity of approximately 13 MW (Phase ). We are working on the
construction of Phase II of this project which we expect, upon completion, will increase the generating
capacity of the Olkaria III project to approximalely 48 MW, A description of Phase II of this project
is set forth below in “Projects under Development.” Phase I of the Olkaria III project utilizes a binary
system. In November 1998, following an mternatlonal tender, our project subsidiary entered into a
power purchase agreement with the Kenya Power and Lighting Co. Ltd. (KPLC), the Kenyan
parastata] electricity transmission and dlstrlbutlon company, which was recently amended and restated
in January 2007 . Our project subsidiary leases the site on which the geothermal resources and the ;-
plant facilities are located from the Kenyan government, pursuant to an agreement which will expire
in 2040. The Kenyan government granted our project subsidiary a license giving it exclusive rlghts of
use and possession of the relevant geothermal resources for an initial period of 30 years, expiring in
2029, which initial period may be extended for two additional five-year terms by us. The Kenyan
Minister of Energy has the right to termmate or revoke the license in the event our project subsidiary
ceases work in or under the license area dl.'ll‘lng a period of six months, or has failed to comply with
the terms of the license or the provisions of the law relating to geothermal resources. Our project
subsidiary is obligated to pay the Kenyan g'overnmem monthly fees and royalties based on the amount
of power supplied to KPLC, ,

|
The Zunil Project (Guatemala) |

The Zunil project is located in Zunil, Guatemala. The Zunil project is comprised of one plant
which commenced commercial operations in 1999. The plant utilizes a binary system consisting of
Ormat Energy Converters and has a generating capacity of 24 MW. The project is owned by Orzunil I
de Electricidad, Limitada, which owns 100% of the Zunil project. Another of our subsidiaries provides
operation and maintenance services to the prOJecl The Zunil project sells its generating capacity to
Instituto Nacional de Electrification pursuant to a power supply agreement. As of the date of this
annual report, Orzunil I de Electricidad, Limitada has two senior outstanding non-recourse loans, one
from International Finance Corporation (IFC) and the other from the Commonwealth Development
Corporation (CDC), the aggregate total balance of which was, as of December 31, 2006, $19.4 million.
The loans are due and payable in quarterly installments through November 2011. Each of the IFC and
the CDC owned 14.1% of the issued and outstanding partnership interests of Orzunil I de
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Electricidad,'Limitada. On March 13, 2006 and on August 16, 2006, we 'consummated the acquisition
of an additional 50.8% and 28.2%, respectively, of the ownership 1nterest in the Zunil pI‘O]CCt and
thereby mcreased our 21% ownership .interest to 100% (97% on a fully dlluted basis assuming the
exerc1se of an option by a third party). : : I
| . . |
Projects under Constructlon o |

We are in varymg stages of construct10n or enhancement of projects, both domestic and foreign.
Based on our current construction schedule, we expect to add new generatmg capacity of
approximately 114 MW in the United States and approximately 55 MW throughout the rest of the
world by the end of 2008 or early 2009. This amount will be reduced by‘the 49 MW (of which we own
80%) of the Leyte project. The followmg is a descrlptlon of the pro;ects currently undergomg
construction: - :

) i oa

|
The Amarttlan Project (Guatemala) I
_ Our pro;ect subsidiary has completed the construction of a geothermal power plant in Amatltlan
Guatemala on a “build, own and operate” or “BOO” basis. The pro;ectlls currently in final
completion tests. The project is comprised of one power plant, which w:ll have a generating capacity
of 20 MW, and has obtained the rights to various geothermal productlon and reinjection wells. The

Amatitlan plant uses our Ormat Energy Converters. |
|

The term of the power purchase agreement for the Amatitlan 'project is 20 years from the date of
the commencement of operations at the power plant or 23 years from the date of commencement of
the construction work, whichever is later. During a perlod of two years after the completion of the
construction ‘of the power plant, and subject to the signing of an addltlo}lal agreement with the
I[lStltthO Nac1onal de Electrification and the result of a feasibility test, our project subsidiary may
increase the power generating capacity of the power plant through the drll]mg of additional wells and
adding another power plant by up to an aggregate of 50 MW, We ant1c1pate that commercial
operatlon of the Amatitlan project will be declared in the first half of 2007

.The local municipal authorities have claimed that a construction llclense is required for the
project, while our local counsel has advised us that no such license is relqmred under the applicable
laws and regulations. We are challenging the claim of the local municipal authorities.

.

The Galena 2 Project (U.S.)

1

“The construction of the Galena 2 project in Washoe County, Nevada is completed and we are in
the start up phase. The project is expected to have a generating capacnx of 10 MW. Our project
subsidiary will sell electrical output from the plant, and transfer the renewable energy and
environmental credits, to Nevada Power Company under a power purchase agreément with a 20-year
term that w1ll commence on the first day of the year following the commerc1al operation date of the
plant. The power purchase agreement was signed as part of Nevada Power Company’s efforts to
comply with Nevada’s renewable portfolio standards. ,

| ;
The Heber South Project (U.S.) i

We have started the construction of a 10 MW power plant, which vlvi]l be located in what is
known as the Heber Known Geothermal Resource Area or Heber KGRA. The construction activity is
expected to include the drilling of production and injection wells and mé construction of an OEC unit.

Completion is expected in the first half of 2008. The power purchase agreement for this. addltlon to
the Heber complex is still under negotiation. ' : -

The Galena 3 Project (US.)

1
|
‘ . | .
‘We have started the construction of the Galena 3 pr0]ect which w111 be located in Washoe
County, Nevada. The project will increase the output of the Steamboat Complex by 17 MW of power

i
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generation under a 20-year power purchase agreement with Sierra Pacific Power Company. We expect
the construction, which will bring the total Ig,em::rating capacity of the Steamboat Complex to
approximately 85 MW, to be completed by!the end of 2007 or the beginning of 2008.

l

The Brawley Phase I Project (U.S.) |

We have started the construction of a 50 MW power plant, which will be located in the North
Brawley known geothermal resource area m Imperial County, California. Drilling started in
February 2007 and we are negotiating the power purchase agreement for this project.

The OrSumas Project |

The OrSumas project is a REG plant currently in the construction stage and is expected to have a
generating capacity of S MW. Our project subsidiary has entered into a 20-year power purchase
agreement with Puget Sound Energy pursu:ant to which the project will sell its electrical output to
Puget Sound Energy. The power plant will be constructed on a gas compressor station along the
Northwest Pipeline in the State of Washington. Our engineering work has identified certain
environmental issues on the proposed project site. We are currently in the midst of discussions with
the pipeline company regarding these environmental issues for which we are not responsible. The
outcome of these discussions may result in 2 delay or termination of the project activities.

The Olkaria HI Project — Phase IT (Ken.lya)

As previously noted, our project sub51drary in Kenya has been working towards the construction
of Phase II of the Olkaria II1 project. As of the date of this report, our project subsidiary has drilled
wells and commenced preliminary constructlon activities but has not begun any material construction
activities with respect to Phase II. On January 19, 2007, we entered into an Amended and Restated
Power Purchase Agreement and a Project Securlty Agreement with Kenya Power and Lighting Co.
(KPLC), the Kenyah parastatal electricity transmlssmn and distribution company, with respect to
Phase II of the Olkaria I1I project. These agreements were executed after the receipt of appropriate
regulatory approvals from the Kenyan authorities. The construction of the second phase of the project
is expected, upon completion, to add approximately 3SMW to the existing facility, bringing the
project’s total capacity to approximately 48MW. Following completion of Phase 11, total anticipated
annual revenues from the project will be approximately $32 million.

Under the Amended and Restated Po{ver Purchase Agreement, the parties agreed to (i) shorten
the construction period for Phase II to app'roximately twenty one months commencing from the -
deposit of the agreed collateral by KPLC, Wthh occurred on February 7, 2007; (i1) change the
technical configuration of Phase II such that the plant will use QEC units to generate ¢leciricity; and
(iii) reduce the tariff payable by KPLC on the total capacity of the plant upon completion of Phase II.

{

Under the Project Security Agreement KPLC provided a leiter of credit in an amount equal to

the value of four months of anticipated revenues from the project under the Amended and Restated
Power Purchase Agreement (currently valued at approximately $8 million). '

Other Projecis ;
We are currently pursuing construction or enhancement activities in the following projects:
. : : i

s+ Steamboat Hills project: We plan to complete the construction of an additional 4 MW during
the ﬁrst"quarter of 2007; and

. Ormesa project: We plan to complete the construction of an additional 10 MW during the
first quarter of 2007; and

* Puna project: We plan to add 8 MW through the construction of OEC units by the end of
2008 or early 2009. We are in discussions with Hawaii Electric Light Company for the sale of
additional electrical power from the Puna project.
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Projects under Development and Future Projects "

We also have projects under development in the United'_States, China and Indonesia: We expect
to continue to explore these and other opportunities for expansion so long as they continue to meet
our business objectives and investment criteria. ’ ;

The Carson Lake Project (U.S.) . i

We are currently developing the Carson Lake project, which will b;e located in Churchill County,
Nevada. The project will deliver between 18 MW to 30 MW of power g'eneration under a 20-year
power purchase agreement with Nevada Power Company. We expect th‘}e construction to be completed
during 2009. The leases for this project have been obtained through an| agreement with the U.S.
Department of the Navy, which will get 5% of the revenues as royalties}during the first 20 years of
operation. - i : L

The Buffalo Valley Project (U.S.) : !l

We are currently developing the Buffalo Valley project, which willT'be on BLM leases located in
Lander County, Nevada. The project will deliver between 18 MW to 30 MW of power generation
under a 20-year power purchase agreement with Nevada Power Company. We expect the construction
to be completed during 2009. ‘-

The OREG II Projects (U.S.) ' is

'We recently entered into a Power Purchase Option Agreement with Basin Electric Power
Cooperative (Basin Electric) regarding five new REG Power Plants, with a total generating capacity
of 27.5 MW, along the Northern Border Pipeline in the States of Montana, North Dakota and
Minnesota. According to the Option Agreement, Basin Electric will work towards fulfilling certain
conditions with the goal of confirming its readiness to enter into a deﬁ:?l'itive 25-year power purchase -
agreement. We have already secured the rights to the waste heat for two of the new power plants and
will continue to work towards obtaining the rights to the remaining three new power plants. The
approval for construction of the new power plants is expected during 2007.

. The Brawley Phase Il Project (U.S.) ' S

If the results of the drilling activities we are currently undertakirg/ ]in connection with the Brawley
Phase 1 project will indicate the existence of sufficient geothermal resource, we plan to construct an
additional 50 MW power plant, which will be located in the North Brawley known geothermal
resource area in Imperial County, California, adjacent to Phase 1 of th.ﬁ:l Brawley project.

i

The Yunnan Project (China)

OrYunnan Geothermal Co., Ltd., which is a joint venture established between our project
subsidiary and Yunnan Province Geothermal Development Co., Ltd., q:\vns exclusive rights to develop
all of the geothermal resources in Teng Chong County, Baoshan City, in Yunnan Province, southwest
China. Our project subsidiary owns 85% of the interests in OrYunnan Geothermal Co. Ltd., which
owns all of the ownership interests in the Yunnan project. The area of lthe geothermal concession is
approximately 65 square miles and is located approximately 200 miles s‘louthwest of Kunming, the
provincial capital of Yunnan, and approximately 40 miles from the bor'qer with Myanmar. We estimate
the potential of the geothermal resources in the concession area to be between 150 to 200 MW,
Initially, our project subsidiary and its partner intend to develop a geothermal field and construct a
power plant with a generating capacity of approximately 42 MW, which we estimated would require a
capital investment of approximately CNY 776.9 million (approximatelﬁ|$99.6 million calculated at the
prevailing exchange rate on December 31, 2006). Our project subsidiary is awaiting Yunnan Provincial
Government approval, following which negotiations with the provinciall utility company, towards the
signing of a power purchase agreement may conclude. Following the aBproval of the Yunnan
Provincial Government, the electricity feed-in, tariffs would still requir¢|central government approval.
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Such tariffs will be based on the implementing regulations to be announced shortly. On May 29, 2002,
our project subsidiary entered into 4 memorandum of understanding, which we refer to as an MOU,
regarding the main terms of the power purchase agreement and other major project agreements with
Yunnan Electric Power Co., Ltd., a state-owned utility company, concerning the purchase of electric
power by the utility company from our project subsidiary on a 30-year basis and the related
interconnection arrangements. The MOU estimated that the commercial operation date of the plant
was to be January 1, 2006. However, we have been in the development stage of the OrYunnan Project
for several years and this date will have to be extended for an appropriate period following the
completion of the Chinese central governments approval.

The Sarulla Project (Indonesia) i

We are a member of a consortium, which is in the process of developing a geothermal power .
project in Indonesia of approximately 300 l\'/IW that is expected to come on line in phases between
2010 and 2012. We estimate that our mmonty interest equivalent will range between 45 MW to
60 MW. | -

‘ | _
, . | . .
Exploration Activity 4 )
¢

In addition to the geothermal projects under construction and development, we have various

leases for geothermal resources, in which we have started exploration activity. These geothermal -

resources include the following: ;

| *  Grass Valley — Lander County, NV;

| * Jersey Valley — Pershmg County, NV

. | Magic Hot Springs — ‘Blame & Camas Counties, Idaho;
« Fireball Ridge — Churchill Countgl/, NV _

e Gabbs Valley — Nye County, NV;;

|
*  Rock Hills — Esmeralda County, I}I\I.

e

Our exploration activity is intended to prov:de us with an indication and better understanding i
the availability of geothermal resources in the areas covered by these leases and will enable us to
make a decision regarding their development We do not expect that our exploration activity will lead
to commercial projects in each case. A

Development Inventory |

In addition to the geothermal projects under construction, development or exploration, we have
various geothermal leases for future development in the United States and other development rights
outside of the Umted States These geothermal leases and rights include the followmg -

. Oregon — one site;

e (California — three sites;
*  Nevada — three sites;

. Hawaiir; one - site;

* Idaho :; three sites;

g
*  Texas — several leases; and

|
|
!
|
I
|
|
i
I
. Out51de of the United States — tw'o sites. .
t
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Operations of our Products Segment A 1

Power Units for Geothermal Power Plants. We design, manufactd{'e and sell power units for
geothermal clectricity generation, which we refer to as Ormat Energy (il“onverters or OECs. Our
customers include contractors and geothermal plant owners and operators.

The consideration for the power units is usually paid in installmen_t‘s, in accordance with
milestones set in the supply agreement. Sometimes we agree to provide! the purchaser with spare parts
(or alternatively, with a non-exclusive license to manufacture such parts). We provide the purchaser
with at least a 12-month warranty for such products. We usually also pfﬁovide the purchaser {often,
upon receipt of advances made by the purchaser) with a guarantee, which expires in part upon
delivery of the equipment to the site and fully expires at the terminatic?p of the warranty period. The
guarantees are at times covered by letters of credit. Ormat has not received any claims under the

performance guarantees to date.
| v LI
Power Units for Recovered. Energy-Based Power Generation. We design, manufacture and sell

power units,used to generate electricity from recovered energy or so-ca_.:lled “waste heat” that is. ,
generated as a residual by-product of gas turbine-driven compressor stations and a variety of industrial
processes, such as cement manufacturing, and is not otherwise used for;lany purpose. Our existing and
target customers include interstate natural gas pipeline owners and operators, gas processing plant
owners and operators, cement plant owners and operators, and other companies engaged in other
energy-intensive industrial processes. We view recovered energy generation as a significant market
opportunity:for us, and plan to utilize two different business models‘ini!connection with such business
opportunity: The first, which is similar to the model utilized in our geotpermal power generation
business, consists of the development, construction, ownership and operation of recovered
energy-based generation power plants. In this case, we will enter into a"greemenls to purchase
industrial waste heat, and into long-term power purchase agreements w:"ith off-takers to seli the
electricity generated by the recovered energy generation unit that utiliZFs such industrial waste heat.
We expect that the power purchasers in such cases will be investor-owned electric utilities or local
electrical cooperatives. In early 2006, we signed a supply contract with {UltraTech Cement Ltd. in
Mumbai, India for the supply of one OEC for a new REG power plant.

Pursuant to the second business model, we construct and sell the power units for recovered
energy-based power generation to third parties for use in “inside-the—fé[nce” installations or otherwise.
Oyr customers include gas processing plant owners and operators, cemfc?'.nt plant owners and operators
and companies in the process industry. The Neptune recovered energy project is an example of such a
model. There, we installed one of our recovered energy-based generation units at Enterprise Product’s
Neptune gas processing plant in Louisiana. The unit utilizes exhaust ga‘_s' from two gas turbines at the
plant and is providing electrical power that is consumed internally by tlﬁe facility (although a portion
of the generated electricity is also sold to the local electric utility). Recﬁanlly we signed two agreements
(with ICQ and Ultratech) for the supply of Ormat OEC systems for Recovered Energy Generation
plants. ;

Our recovered energy generation units, if structured properly, may!‘ be eligible for favorable tax
treatment, such as the seven year modified accelerated cost recovery under relevant U.S. federal tax
rules. :

Remote Power Units and other Generators. 'We design, manufacture and sell fossit fuel powered
turbo-generators with a capacity ranging between 200 watts and 5,000 watts, which operate unattended
in extreme climate conditions, whether hot or cold. The remote power units supply energy for remote
and unmanned installations and along communications lines and cathodic protection along gas and oil
pipelines. Our customers include contractors installing gas pipelines in J‘remote areas. In'addition, we
manufacture and sell generators for various other uses, including heavyjduty direct current generators.
Our remote power units were recently supplied to the Sakhalin pipelini? in Russia. The terms of sale
of the turbo-generators are similar to those for the power units produced for power plants.

Engineering, Procurement and Construction (EPC} of Power Plants.  We engineer, procure and

construct, as an EPC contractor, geothermal and recovered energy power plants on a turnkey basis,
: .
|
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using power.units we design and manufacture. Qur customers are geothermal power plant owners as
well as the same customers described abowf: that we target for the sale of our power units for
recovered energy-based power generation. Unlike many other companies that provide EPC services,
we have an advantage in that we are using 'our own manufactured equipment and thus have better
control over the timing and delivery of required equipment and its costs. The consideration for such
services is usually paid in installments, in accordance with milestones set in the EPC contract and
related documents. We usually provide performance guarantees or letters of credit securing our
obligations under the contract. Upon dellve'ry of the plant to its owner, such guarantees are replaced
with a warranty guarantee, usually for a perlod ranging from 12 months to 36 months. The EPC
contract usually places a cap on our liabilities for failure to meet our obligations thereunder. For
example, we are currently actmg as the EPC contractor for the Alliance REG plants in Canada.

We also design and construct the recovered energy generation units on a turnkey basis, and may. -
provide a long-term agreement to supply non-routine maintenance for such units. Our customers are
interstate natural gas pipeline owners and operators, gas processing plant owners and operators,
cement plant owners and operators and corhpanies engaged in the process industry' For example,
recently we entered into supply and constructlon contracts with Alliance pipeline m Western Canada '
for an Ormat Recovered Energy Generatlon power plant. '

In connection with the sale of our powiar uniis for geothermal power plants, power units for
recovered energy-based power generation and remote power units and other generators, we, from
time to time, enter into sales agreements for the marketing and sale of such products pursuant to
which we are obligated to pay commissions, to such representatives upon the sale of our produets in
the relevant territory covered by such agreements by such representatives or, in some cases, by other

representatives in such territory. S
. I

Our manufacturing operations and products are certified ISO 9001, ISO 14001, ASME and TUV,
and we are an approved supplier to many electric utilities around the world.
Backlog !
The Company and its wholly owned subsidiaries have a products backlog of $89.5 million as of
February 28, 2007, which includes revenues!for the period between January 1, 2007 and

February 28, 2007, compared to $81.8 million as of March 15, 2006. The following is a breakdown of .
the Products Segment backlog:
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Products backlog

Snles Expected

: s Recohg)n?zeed in
Expected Sales Expected to - - the Years
: ' ) Completion be Recognized in 2007 Following 2007
i of Contract |¥ (in millions) (in millions)
North America - ' 1 ‘
Raft River - 2007 $ 162§ -
Blundell | o 2007 ! 5.0 ' —
NRGreen, Canada o ‘ S 2007 S 248 —
Enpower Grleen Canada’ ' 2008 - l 24-49 4.1 -6.6
Total North America I} 48.4 - 50.9 41-6.6
Worldwide (Except North Amenca) _ | e
ICQ, Italy | 2007 | 05 ET 0 —
Enagas Almendralejo, Spam 2007 i : 3 U —
Comita, Ru551a 2008 ! — L 24
Mokai 1A, New Zealand ' . 2007 | 04 . . —
Landau Geo X GmbH, Germany L2007 I 3.6 —
Sakhalin, Russia 2007 | 24 —
Bongkot, Thailand ' 2007 I 0.4 —
Ngawha II, New Zealand 2008 1 5.8-103 10.5-15.0
Other Units - ' ‘ : 2007 | 0.9 —
Tntal Worldwnde (Except North Amenca) ‘ It 17.1- 216 129-174
Total Products Backlog | '$65.5 - 72.5 $17.0 - 24.0

|
We expcct that our revenues from electricity for the 2007 fiscal yez{r will be approximately
$220 million from our wholly owned projects and approximately $18.0 rlnillion from our subsidiaries
accounted for by the equity method. |
| : |
Our Technology : . |
- Our proprletary technology covers power plants operating accordn|1g to the Organic Rankine
Cycie only or in combination with the Steam Rankine Cycle and Brayton Cycle, as well as mtegranon
of power plants with energy sources such as geothermal, recovered enelfgy, biomass, solar energy and
fossil fuels. Specifically, our technology involves original designs of turbines, pumps, and heat
exchangers, as well as formulation of organic motive fluids. All of our rinonve fluids are
non-ozone-depleting substances. Using advanced computerized fluid dynamlcs and other computer
aided design, or CAD, software as well as our test facilitics, we contmnously seek to improve power
plant components, reduce operations and maintenance costs, and increase the range of our equipment
and apphcatlons In particular, we are examining ways to increase the output of our plants by utlhzmg
gvaporative coohng, cold reinjection, performance simulation programs, and topplng turbines. In the
geothermal as well as the recovered energy (waste heat) area, we are examlnmg two-level recovered
energy systems and new motive fluids. It

We also construct combined cycle geothermal plants in' which the steam first produces power in a
backpressure steam turbine and is subsequently condensed ina vaponzer of a binary plant, which
produces additional power. : :

In the conversion of geothermal energy into electricity, our technology has a number of
advantages compared with conventional geothermal steam turbine plants A conventional geothermal
steam turbine plant consumes significant quantities of water, causing depletlon of the aquifer, and also
requires cooling water treatment with chemicals and thus a need for the disposition of such chemicals.
A conventional geothermal steam turbine plant also creates a sngmﬁcant visual impact in the form of
an emitted plume from the cooling tower during cold weather. By contrast, our binary and combined
cycle geothermal power plants have a low profile with minimum v1sual|1mpact and do not emit a
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plume when.they use air cooled condenserls. Our binary and combined: cycle geothermal power plants
reinject all of the geothermal fluids utilized in the respective processes into the geothermal reservoir.
Consequemly, such processes generally have no emissions. Accidental or fugitive emissions (that result
from minor leaks) of motive fluids are w1thtn the limits defined by federal, state and local regulatory
standards. . i

Other advantages of our technology include simplicity of operation and easy maintenance, low-
RPM, temperature and pressure in the Ormat Energy Converter, a high efficiency turbine and the fact
that there is no contact between the turbm'e itself and often corrosive geothermal fluids. '

We use the same elements of our technology in our recovered energy products The heat source
could be exhaust gases from a simple cycle gas turbine, low pressure steam or medium temperature
liquid found in the process industry. In most cases, we attach an additional heat exchanger in which
we circulate thermal oil to transfer the heat into the Ormat Energy Converter’s own vaporizer in
order to provide greater operational ﬂexnblllty and control. Once this stage of each recovery is
completed, the rest of the operation is :dentlcal to the Ormat Energy Converter used in our
geothermal power plants. The same advantages of using the Organic Rankine Cycle apply here as
well, In addition, our technology allows for better load following than a conventional steam turbine
can exhibit, requires no water treatment as it is air cooled, and does not requrre the continuous
presence of a steam licensed operator on srte

More than 70 United States patents (and about 10 pending patents) cover our products (mam]y
power units based on the Organic Rankine Cycle) and systems (mainly geothermal power plants and
industrial waste heat recovery for electricity production). The systems-related patents cover not only a
particular component but rather the overall effectiveness of the plant’s systems from the “fuel” (i.e.,
geothermal fluid, waste heat, biomass or solar) to generated electricity. The duration of such patents
ranges from one year to 14 years. No—singlei: patent on its own is material to our busingss.

The products-related patents cover components such as turbines, heat exchanges, seals and
controls. The system patents cover subjects such as disposal of non-condensable gases present in
geothermal fluids, power plants for very high pressure geothermal resources and use of two-phase
fluids. A number of patents cover the combmed cycle geothermal power plants, in which the steam
first produces power in a backpressure steam turbine and is subsequently condensed in a vaporizer of -
a binary plant, which produces additional power C o d

We are -also involved in developing ne\iv technology to extract heat from the -earth by circulating
fluid through an enhanced or man-made reservoir created in naturally low permeable or water-poor
rocks. We are undertaking this development in cooperation-with GeothermEx Inc., the University of-
Utah, Energy & Geoscience Institute, the University of Nevada-Reno and the Great Basin Center for
Geothermal Energy, with funding support from the United States Department of Energy.

' | .
Competition ) : {

The power generation industry is charzlclerized by intense compelition from electric utilities,
other power producers, and marketers. In recent years, the United States in particular has seen
increasing competition in power sales, in part due to excess capacity in a number of U.S. markets and
an emphasis on short-term markets. In the Jast year, competition from the wind and solar power
generation industry has increased. While the current demand for renewable energy is large enough
that this increased competition has not lmpacted our ability to obtain new power purchase
agreements, this increased competition may contribute to a reduction in electricity prices for new
renewable projects. i

In the geothermal power generation sefctor, our main competitors in the United States are
CalEnergy, Calpine {which filed for protection under Chapter 11 of the U.S. Bankruptcy Code in late
2005), Caithness 'and other smaller-sized developers such as U.S. Geothermal. Some of these
companies are also active outside of the Ur'lnited States. Outside of the United States, aside from these .
companies and,ENEL, which is based in Italy, we may face competition from national electric utilities
or state-owned oil companies.

|
| 36
i
:
{




In the products business, our main competitors are Mitsubishi, Fu11|and Toshiba of Japan,
GE/Nuevo Pignone, Ansaldo and Turboden of Italy, Siemens of Germany, Alstom of France and
Kaluga of Russia. Recently, two new small players have been trying to plenetrate the market. In the
remote power unit business, we face competition from Global Thermoelectnc as well as from
manufacturers of diesel generator sets. Recently, United Technologies announced the introduction of a
small 200 kW Organic Rankine Cycle unit.

Siemens! of Germany as well as other manufacturers of conventlonal steam turbines are potential
competitors in the recovered energy generation business; although we believe that our recovered
energy generation system has technological and economical advantages over the Siemens/Kalina
technology and, under certain conditions, conventional steam te-::hnologyI

We also compete with companies engaged in the power generation busmess from renewable
energy sources other than geothermal energy, such as wind power, solanpower and hydro-electric .
pOWer.

None of our competitors competes with us both in the sale of electricity and in the produets
business. : § '

Customers . '

Most of our revenues from the sale of electricity in the year ended December 31, 2006 were
derived from fully-contracted energy and/or capacity payments under long—term power purchase
agreements with governmental and private utility companies. Southern Callforma Edison, Hawaii
Electric Light Company and Sierra Pacific Power Company accounted for 30.0%. 15.1% and 12.8% of
revenues, respectively, for the year ended December 31, 2006. Based on”publlcly available information,
as of December 31, 2006, the issuer ratings of Southern California EdlSOI‘l Sierra Pacific Power
Company and Nevada Power Company (a power purchaser for the Desert Peak 2 and Galena 2
projects) were A3 (stable outlook), Ba3 (stable outlook) and Ba3 (stableq outlook), respectively, from
Moody's Investors Services and BBB+ (stable outlook), BB- (stable outlook), and BB~ (stable
outlook), respectively, from Standard & Poor’s Ratings Services and the iissuer rating of Hawaii
Electric Light Company was BBB+ (negative outlook) from Standard &“Poor s Ratings Services.
SCPPA, which has purchased the power from the Gould project since the begmmng of 2006, has
senior unsecured debt ratings ranging from Al from Moody’s and A+ fr'ém S&P, in each case with a
stable ratings outlook. The credit ratings of any power purchaser may decrease from time to time.
There is no publicly available information with respect to-the credit ratm‘g or stability of the power
purchasers under the power purchase agreements for our foreign power projects.

il
Our revenues from the products business were derived from contractors or owners or operators
of power plants, process companies and pipelines. i
Raw Materials, Suppliers and Subcontractors i

In connection with our manufacturing activities, we use raw materlals such as steel and aluminum.
We do not rely on any one supplier for the raw materials used in our mzlinufacturmg activities, as all
of such raw materials are readily available from various suppliers. ;

Since 2005 we have increased the volume of work ordered from subc.ontractors for some of the
manufacturing for our products components and for construction activitiés of our power plants, which
allowed us to expand our construction and development capacity on an as-needed basis. We are not
dependent on any one subcontractor and expect to be able to replace an)'( subcontractor, or assume
such manufacturing and construction activities of our projects ourselves w1thout adverse effect to our
operations. i

Employees ;

As of December 31, 2006, we employed 774 employees, of which 252 were located in the United
States, 363 were located in Israel and 159 were located in other countries. We expect that future
growth in theinumber of our employees will be mainly attributable to thé purchase and/or
development of new power plants. - ; o

i
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None of our employees (other than the Momotombo project employees) are represented by a
labor union, and we have never experienced any labor dispute, strike or work stoppage. We consider -
our relations with our employees to be satisfactory. We believe our future success will depend on our
continuing ability to hire, integrate and retam qualified personnel .

We have no collective bargammg agreements with respect to our Israeli employees. However, by
order of the Israeli Ministry of Industry, Trade and Labor the provisions of a collective bargaining
agreement between the Histadrut (the General Federation of Labor in Israel) and the Coordination
Bureau of Economic Organizations (which includes the Industrialists Association) may apply to some
of our non-managerial, finance and administrative, and sales and marketing personnel. This collective
bargamlng agreement principally concerns'cost of living increases, length of the workday, minimum
wages, insurance for work-related acc1dents procedures for dismissing employees, annual and other
vacation, sick pay, determination of severance pay, pension contributions and other conditions of
employment. We currently provide such eﬂlployees with benefits and working conditions which are at
least as favorable as the conditions speaﬁed in the collective bargammg agreement.

1
Insurance

We maintain business interruption insurance, casualty insurance, including flood and earthquake
coverage, and primary and excess llablllty insurance, as well as customary worker’s compensation and
automobile insurance and such other i msurance if any, as is generally carried by companies engaged in
similar businesses and owning similar propemes in the same general areas and financed in a similar
manner. To the extent any such casualty i insurance covers both us and/or our projects, on the oné
hand, and any other person and/or plants, lon the other hand, we generally have specifically designated
as applicable solely to us and our prOJects"‘all risk” property insurance coverage in an amount based
upon the estimated full replacement value,of our projects (provided that earthquake and flood
coverage may be subject to annual aggregate limits depending on the type and location of the project)
and business interruption insurance in an amount that also varies from project to project.

We generally purchase insurance pohmes to cover our exposure to certain political risks mvolved
in operating in developing countries. Political risk insurance policies are generally issued by entities
which specialize in such policies, such as the Multilateral Investment Guarantee Agency (a member of
the World Bank Group), and from private sector providers, such as Zurich Re, AIG and other such
companies. To date all of our political rlsk insurance contracts are with the Multilateral Investment:¥
Guarantee Agency and with Zurich Re. Such insurance policies cover, in general, and subject to the.
limitations and restrictions contained therein, 80% to 90% of our revenue loss derived from a specified
governmental act, such as confiscation, expropriation, riots, the inability to convert local currency into
hard currency and, in certain cases, the br:each of agreements. We have obtained such insurance for all
of our foreign projects in operation except for the Leyte project.

Regulation of the Electric Utility Industryi in the United States

The following is a summary overview|of the electric utility industry and applicable federal and
state regulations, and should not be con51dered a full statement of the law or all issues pertaining
thereto. i

f

PURPA I

PURPA provides certain benefits described below, if a project is a “Qualifying Facility”. There
are two types of Qualifying Facilities: cogeneration facilities and small power production facilities. A
small power productlon facility is a Qualifying Facility if (i) the facility does not exceed 80 megawatts,
(ii) the primary’energy source of the facility is biomass, waste, renewable resources, or any
combination thereof, and 75% of the total energy input of the facility is from these sources; and (iii)
the facility has fited with FERC a notice of self-certification of qualifying status, or has filed with
FERC an application for FERC certlﬁcatlon of qualifying status, that has been granted. The 80
megawatt size limitation, however, does not apply to a facility if (i) it produces electric energy solely
by the use, as a primary energy input, of solar, wind, or waste resources; and (ii) an application for
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certification or a notice of self-certification of qualifying status of the faicxllty was submitted to the
FERC prior to December 21, 1994, and construction of the facility commenced prlor to
December 31, 1999. . . : . -

PURPA exempted Qualifying Facilities from regulation under the Public Utility Holding
Company Act of 1935 (PUHCA) and exempts Qualifying Facilities from most provisions of the
Federal Power Act (FPA) and state laws relating to the financial, orgamzatlon and rate regulation of
electric utilities. In addition, FERC'’s regulations promulgated under PURPA require that electric
utilities purchase electricity generated by Qualifying Facilities at a rate based on the purchasing
utility’s incremental cost of purchasing or producing energy (also known as “avoided cost™).

Pursuant to the Energy Policy Act of 2005, FERC has recently lssued a final rule that will require
Qualifying Facilities to obtain market-based rate authority pursuant to t}ile FPA for sales of energy or
capacity (i) from facilities Iarger than 20 MW in size; (ii) pursuant to a contract éxecuted after
March 17, 2006 that is not a contract made pursuant to a state regulatory authority’s implementation
of PURPA; ¢r (iii) not pursuant to another provision of a state regulatory authority’s implementation
of PURPA. The practical effect of this final rule is to require QuallfymglFacﬂltles that are larger than
20 MW in size that seek to engage in non-PURPA sales of power (i.e. power that is sold in a manner
that is not pursuant to a pre-existing contract or state implementation of PURPA) to obtam
market-based rate authority from FERC for these non-PURPA sales.

The Energy Policy Act of 2005 also allows FERC to terminate a utlhtys obligation to purchase
energy from Qualifying Facilities upon a finding that Qualifying Fac1ht1es have nondiscriminatory
access to either (i} independently administered, auction-based day ahead and real time markets for
energy and wholesale markets for long-term sales of capacity; (ii) transmission and interconnection
services provided by a FERC-approved regional transmission entity and ’admlnlstered under an
open-access transmission tariff that affords nondiscriminatory treatment, to all customers, and
competitive wholesale markets that provide a meaningful opportunity tolsell capacity and energy,
including long and short term sales; or (iii) wholesale markets for the sale of capacity and energy that
are at a minimum of comparable competitive quallty as markets descrlbed in (i) and (ii) above. FERC
has recently issued a rule to implement these provisions of the Energy Pollcy Act of 2005. This rule
gives nine (9) utilities the right to apply to eliminate the mandatory purchase obligation if the utility is
a member of one of four regional transmission organizations. None of our domestic projects sells
power pursuant to contracts with utilities in any of these four regional transmission organizations. The
rule-also creates a rebuttable presumption that a utility provides nondtsci'lmlnatory access-if it has an
open access transmission tariff in compliance with FERC’s pro forma open access transmission tariff,
which is currently under review by FERC to ensure that its provisions prevent undue discrimination in
the provision of transmission service. Further, the rule provides a procedure for utilities that are not
members of the four named regional transmission organizations to file to obtain relief from the
mandatory purchase obligation on a service territory-wide basis, and establlshes procedures for
affected Qualifying Facilities to seek reinstatement of the purchase obhgatlon The rule protects a
Qualifying Facility’s rights under any contract or obligation involving pur'chases or sales that are
entered into after’ August 8, 2005 but before FERC has determined that|the contracting utility is
entitled to relief from the mandatory purchase obllgatlon The rule also protects a Qualifying Facility’s
rights under any contract or obligation for the sale of energy in effect oripending approval before the
appropriate state regulatory authority or non-regulated electric utility on|August 8, 2005.

In addition, the Energy Policy Act of 2005 eliminated the restrictiod on utility ownership of a
Qualifying Facility. Prior to the Energy Policy Act of 2005, electric utlhues or ¢lectric utility holding
companies could not own more than a 50% equlty interest in a Quallfylng Facility. Under, the Energy
Pollcy Act of 2005, electric utilities or holding companies may own up to 100% of the equ1ty interest
ina Quallfymg Facility. , _ , b

We expect that our projects will continue to meet all of the criteria rlequn'ed for Qualifying
Facilities under PURPA. However, since the Heber Projects have power|purchase agreements with
Southern California Edison that require Qualifying Facility status to be mamtamed maintaining
Qualifying Fac1hty status remains a key obligation. If any of the Heber Pr0]ects loses its Qualifying
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Facility status our operations'could be adversely affected. Loss of Qualifying Facility status would
eliminate the Heber Project’s exemption from the FPA and thus, among other things, the rates.
charged by the Heber Projects in the power purchase agreements with Southern California Edison
and SCPPA would become subject to FERC regulation. Further, it is possible that the utilities that
purchase power from the projects could successfu]ly obtain an elimination of the mandatory-purchase
obligation in their service territories. If T.hlS occurs, the Project’s existing power purchase agreements
will not be affected, but the utilities will not be obligated under PURPA to renew these power
purchase agreements or execute new power purchase agreements upon the existing power purchase
agreements’ expiration. %

t

PUHCA : . I’

PUHCA has been repealed, effective JFebruary 8 2006, pursuant to the Energy Polrcy Act of
2005. Although PUHCA was repealed, the Energy Policy Act of 2005 created a new Public Utility
Holding Company Act of 2005 (PUHCA 2005) Under PUHCA 2005, the books and records of a
utility holding company, its affiliates, assoc1ate companies, and subsidiaries are subject to FERC and
state commission review with respect to transactlons that are subject to the jurisdiction of either
FERC or the siate commission or costs 1ncurred by a jurisdictional utility in the same holding
company system. If a company is a utility holdmg company solely with respect to Qualifying Facilities,
exempt wholesale generators, or foreign utllrty companies, it will not be subject to review of books
and records by FERC. By virtue of being Qualifying Facilities that make on!y wholesale sales of
electricity, Qualifying Facilities already are not subject to state commissions’ rate, financial and
organizational regulations and, therefore, in all likelihood would not be subject to any review of their
books and records by state commissions pursuant to PUHCA 2005 as long as the Qualifying Facility is
not part of a holding company system that includes a utility subject to state regulatlon

l

FPA ' : S

Pursuant to the FPA,.the FERC has exclusive rate-making jurisdiction over wholesale sales of
electricity and transmission in interstate commerce. These rates may be based on a cost of service
approach or may be determined on a market basis through competitive bidding or negotiation.
Qualifying Facilities are generally exempt 'from the FPA. If any of the projects were to lose its
Qualifying Facility status, such project could also become subject to the full scope of the FPA and."
applicable state regulations. The apphcatlon of the FPA and other applicable state regulatlons to the
projects could require our operations to comply with an increasingly complex regulatory regime that
may be costly and greatly reduce our operauonal flexibility. Even if a project does not lose Qualifying
Facility status, pursuant to a final rule issted by FERC pursuant to the Energy Policy Act of 2005, if a
power purchase agreement with a project|is terminated or otherwise expires, the project will become
subject to rate regulation under the Federal Power Act.

If a project was to become subject to' FERC’s ratemaking jurisdiction under the FPA -as a result
of loss of Qualifying Facility status and the power purchase agreement remains in effect, the FERC
may determine that the rates currently set forth in the power purchase agreement are not appropriaie
and may set rates that are lower than thelrates currently charged. In addition, the FERC may require
that the project refund amounts previously paid by the relevant power purchaser to such project. Such
events would likely result in a decrease in our future revenues or in an obligation to disgorge
revenues previously received from the project, either of which would have an adverse effect on our
revenues. t

Moredver, the loss of the Qualifying IFaerhty status of any of our projects selling energy to
Southern California Edison could also perrmt Southern California Edison, pursuant to the terms of its
power purchase agreement, to cease taking and paying for electricity from the relevant project and to
seek refunds for past amounts paid. In addition, the loss of any such status would result in the
occurrence of an event of default under the indenture for the bonds and hence would give rise to the
ability of the indenture trustee to exercisé remedies pursuant to the indenture and the other financing
documents.
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Qur projects in California and Nevada, by virtue of being Qualifyi;i? Facilities that make only
wholesale sales of electricny, are not subject to rate, financial and organizational regulations applicable
to electric utilitiés in those states. The projects each sell or will sell their:elecmcal output under power
purchase agreements to electric utilities (Sierra Pacific Power Company, Nevada Power Company,
Southern California Edison or Southern California Public Power Autbonty) All of the utilities except
Southern California Public Power Authority are regulated by their respectlve state public utility
commissions. Sierra Pacific Power Company and Nevada Power Company are regulated by the Public
Utility Commission of Nevada. Southern Californla Edison and a small porllon of Sierra Pacific Power
Company in the Lake Tahoe area are regulated by the California Public Ulility Commission.

Under Hawaii law, non-fossil generators are not subject to- regulanop as public utilities. Hawaii
law provides that a geothermal power producer is to negotiate the rate for its output with the public
utility purchaser. If such rate cannot be determined by mutual accord, the Hawaii Public Ulility
Commission will set a just and reasonable rate. If a non-fossil gener’nlor]ln Hawaii is a Qualifying
Facility, federal law applies to such Qualifying Facility and the utility is requtred to purchase the
energy and capacity at its avoided cost, the cost it would otherwise incur|if it produced the-energy and
capacity itself or purchased it from another source. Qur project in Hawaii has a long term power
purchase agreement with Hawaii Electric Light Company :
Foreign Regulation of the Electric Utility lndustry |

The following is a summary overview of certain aspects of the electric industry in the foreign
countries in which. we have an operating geothermal power project and should not be considered a
full statement of the taws in such countries or all of the issues pertaining)thereto.

Nzcaragua In 1998 two laws were approved by Nicaraguan, authorities Law No. 272-98 and Law
No. 271-98, which define the structure of the new energy sector in the country Law Nao. 272-98
provides for the establishment of a National Energy Commission, which we refer to as CNE, which is
responsible for setting policies, strategies and objectives for,such sector and approving indicative plans
therefor. Law'No 271-98 formally assigned regulatory, supervrsory, mspection and oversight functions
to the Nicaraguan Institute of Energy, which we refer to as INE. :

+In 2002, the National Congress enacted Law No. 443 to regulate the .granting of exploration and
exploitation concessions for geothermal fields. The INE adopted this lawl

In 2007, Nlcaragua passed a law amending Law No. 290, Wthh goverfns the organization of the
executive branch. Among other matters, the new law established a new mimstry of energy and mining,
which has assumed all of the functions and responsabilities of the National Energy Commission
(CNE). The new ministry of energy and mining is responsible for admimsltratmg Law No. 443
described above, and is also responsible for granting concessions and periiiits relating to the
exploration or exploitation of any energy source, as well as concessions and licensing for generation,
trapsmission and distribution of energy.

The Nicaraguan energy sector has been restructured and partially’ prlyanzed Following such
restructuring and privatization, the government has retained title and control of the transmission
assets and hasicreated the Empresa Estatal de Transmision (ENTRESA) which is in charge of the
operation of the transmission system in the country and of the new wholesale market. As part of the
recent restructuring of the energy sector, most of the distribution facilities! previously owned by the
Nicaraguan Electricity Company, the government-owned vertically-integrated monopoly, were
transferred to two companies, Empresa Distribuidora de Electricidad del Norte (DISNORTE) and
Empresa Distribuidora de Electricidad del Sur (DISSUR), which in turn were privatized and acquired
by an affiliate of Union Fenosa, a'large Spanish utility. Following such prlifanzation the power
purchase agreement for our Momotombo project was assigned by the Nlcaraguan Electricity Company
to DISNORTE and DISSUR. A subsidiary of the Nicaraguan Electricity Company, ENTRESA, owns
the transmission grid. In addition, a National Dispatch Center was created to work w1th ENTRESA
and provide for dispatch and wholesale market administration. |
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Guatemala. The General Electricity :Law of 1996 created a wholesale electricity market in
Guatemala and established a new regulatory framework for the electricity sector. The law created a
new regulatory commission, the Nattonal Electrrc Energy Commission (CNEE) and a new wholesale
power market administrator, the Administrator of the Wholesale Market, for the regulation and
administration of such sector. The CNEE functions as an independent agency under the Ministry of.
Energy and Mines and is in charge of regulating the electricity law, overseeing the market and setting
rates for transmission services and for eledtricity service to medium and small customers. All
distribution companies must supply electri'city to such customers pursuant to long-term contracts with
electricity generators. Large customers can contract directly with the distribution companies, electricity
generators or power marketers, or buy energy in the spot market. Guatemala has approved a Law of
Incentives for the Development of Renewable Energy Projects in order to promote the development
of renewable energy projects in Guatemalla Such law provides certain benefits to companies utilizing
renewable energy, including a 10-year corporate income tax; VAT and customs duty exemption and a
10-year busmess tax exemption.

Kenya Kenya’s Electric Power Act :of 1997 restructured the electricity sector in such country
Among, other things, the Act provides for the licensing of electricity power producers and public
electricity suppliers or distributors. Kenya Power and Lighting Co. Ltd. (KPLC) s the only licensed
public electricity supplier and has a monopoly in the transmission and distribution of electricity in the
country. The Act permitted Independent Power Producers (IPPs) to install power generators and sell
electricity to KPLC, which is owned by varrous private, and government entities and which currently
purchases energy and capacity from two other IPPs in addition to our Olkaria IIT project. The Act
also created the Electricity Regulation Board, as an independent regulator for the electricity sector.
KPLC.’s retail electricity rates are subjectito approval by the Electricity Regulation Board.

Philippines. The Philippine’s E]ectrrc Power Industry Reform Act of 2001 created the Energy
Regulatory Commission, which is an mdependent quasi-judicial regulatory body mandated to promote
competition, encourage market development, ensure customer choice and penalize abuse of market
power in the restructured electricity mdustry The Energy Regulatory Commission is responsible for
the enforcement of the rules and regulatlons governing the operations of the electricity spot market
once it is established and the-activities of'the spot market operator and other participants to ensure a
greater supply and rational pricing of electricity. In addition, the Energy Regulatory Commission
determines, fixes, and approves transmission and distribution wheeling charges and retail electricity:
rates for the captive market of a distribution utility through a methodology that it establishes and:;
enforces. The Energy Regulatory Comnu;;smn also monitors and takes measures to penalize abuse of
market power and anti-competitive or dlscnmmatory behavior by any electric power industry
participant. |

l

Permit Status .. . E

While our power generation operatiéns produce electricity without emissions of certain pollutants
such as nitrogen oxide, and with far lower emissions of other pollutants such as carbon dioxide, some
of our projects’do emit air pollutants in quantltles that are subject to regulation under applicable
environmental air pollution laws. Such operations typically require air permits. Especially critical to
our geothermal operations are those permits and standards applicable to the construction and
operation of geothermal wells and brine reinjection wells. In the United States, injection wells are
regulated under the federal Safe Drmkmg Water Act Underground Injection Control, which we refer
to as UIC, program. Our injection wells typically fall into UIC Class V, one of the least regulated
categories,.because fluids are reinjected to enhance utilization of the geothermal resource. Our
projects are required to comply with numerous domestic and foreign federal, regional, state and local
statutory and regulatory environmental standards and to maintain numerous environmental permits
and governmental approvals required for their operation. Some of the environmental permits and
governmental approvals that have been issued to the projects contain conditions and restrictions,
including restrictions or limits on emissions and discharges of pollutants and contaminants, or may
have limited:terms. Il
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Our operations are designed and conducted to comply with applicz:ible permit requirements.
Non-compliance with any such requirements could result in fines or ot}}ter penalties. We are not aware
of any non-compliance with such requirements that would be likely to result in material fines or
penalties; however, the Heber 1 and 2 projects received a notice from the California Division of Oil,
Gas and Geothermal Resources that the pressure levels at some of the!{ geothermal fluid injection wells
were too high, and the California Regional Water Quality Control Board has notified the Heber 1 and
2 projects that recent tests have resulted in lower-than-required survwal rates for bioassay toxicity
tests conducted on the cooling tower blowdown water discharged under the NPDES (National
Pollutant Discharge Elimination System) permit. In order to address the pressure fevels at the Heber
1 and 2 projects, the Heber 1 and 2 projects proposed the construction and operation of a pipeline to
carry geothermal injection fluid to other project injection wells, which proposal has been accepted as
an appropriate solution to the pressure level by the California D1v151on'of Qil, Gas and Geothermal
Resources. The pipeline was completed in the first quarter of 2005. Wlth the cooperation of the
California Regional Water Quality Control Board, Colorado River Basm Region, the Heber 1 and
2 projects are also conducting more frequent monitoring and bioassays,. and conducting a Toxicity
Identification Evaluation (TIE} study in an effort to determine the source of the apparent cooling
tower blowdown water toxicity. If the source of the toxicity is not 1dent}ﬁed or cannot easily be
corrected, the Heber 1 and 2 projects may instead seek authority to m}elct the cooling tower
blowdown water into the geothermal injection reservoir, as do other geothermal projects in' the
Imperial Valley. '

Our Steamboat Hills Project was recently advised by the Washoe County Water Department that
certain changes had been observed in the course of the County’s momtonng of well chemistry and was
asked to explain why this was occurring. In the course of our 1nvest1ganon we discovered that a liner
in a geothermal fluid injection well failed, resulting in injection of the spem geothermal fluid at a
higher depth’ than the designed and permitted depth for such injection. The County Water
Department and the State have also indicated their concern that the 1n]ect|on well may be situated
near a geological fault, which may also be causing the movement of ln]ected fluid into a higher zone
of the groundwater aquifer. We engaged an outside geothermal consultant to examine the situation
and have since completed the well repair work. We do not believe that the injection well has had a
material impact on the aquifer or that it is improperly placed. We have agreed with the State to
conduct an expanded monitoring program and to continue to study the ‘1|ssue If it should be
determined that the injection well location is not acceptable, it may be necessary to drlll a new
injection well to manage the spent geothermal fluids. l .

As of the date of this annual report, all of the material permits and fapprovals currently required
to operate our projects have been obtained and are currently valid, exccpt for the fact that certain
permits for some of the projects are held in the name of predecessor o“"ners and except for those
permits which must be transferred or reissued to the correct entity. We believe this will occur in the
ordinary course and we have already filed some of these applications. In addition, we are required to
obtain permits for both the construction and operational phases of our pro_]ects under construction or
enhancement. As of the date of this annual report, we have obtained and are in compliance with most
of the material permits and approvals currently required for our prolect§: that are under construction
or enhancement. There are some permits that need to be obtained in the future. We believe we will
be able to obtain those permits and approvals without material delay and without incurring additional
material costs. ) ;

b
1

Envnronmemal Laws and Regulations 4

Geothermal operations can produce significant quantities of brine and scale, Wthh builds up on
metal surfaces in our equipment with which the brine comes into contact These waste:materials, most
of which are currently reinjected into the subsurface, can contain various, concentrations of ‘hazardous
materials, inclnding arsenic, lead, and naturally occurring radioactive malterlals We also:use various
substances, including isobutene, isopentane, and industrial lubricants, that could become potential
contaminants and are generally flammable. Hazardous materials are also wused and generated in
connection with our equipment manufacturing operations in Israel. As a result, our projects are
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subject to numerous domestic and foreign federal state and local statutory and regulatory standards
relating to the use, storage, fugitive emissions and disposal of hazardous substances. The cost of any
remediation activities in‘connection with a splll or other release of such contaminants could be
significant.

Although we are not aware of any mismanagement of these materials, including any
mismanagement prior to the acquisition of some of our projects, that has materially impaired any of
the project sites, any disposal or release of ithese materials onto project sites, other than by means of
permitted injection wells, could result in material cleanup requirements or other responsive obligations
under applicable environmental laws. We belleve that at one time there may have been a gas station
located on the Mammoth project site (whlch we lease), but because of significant surface disturbance
and construction since that time further physncal evaluation of the former gas station site has been
impractical. We believe that, given the subsequent surface disturbance and construction activity in the
vicinity of the suspected location of the serv1ce station, it is likely that the former facilities and any

assoc1ated underground storage tanks would have already been encountered if they still existed.
F

ITEM 1A. RISK FACTORS |

. Because of the following factors, as well as other variables affecting our business, operating
results or financial condition, past financial performance may not be a reliable indicator of future
performance, and historical trends should not be used to anticipate results or trends in future periods.”

|

l
Our financial performance depends on the.successful operation of our geothermal power plants, which

is subject to various operan'ona! risks. !

Our financial performance depends on the successful operation of our subsidiaries’ geothermal
power plants. In connection with such operatlons we derived approximately 72.7% of our total
revenues for the year énded December 31; 2006 from the sale of electricity. The cost of operation and
maintenance and the operating performance of our subsidiaries’ geothermal power plants may be
adversely affected by a variety of factors, mcludmg some that are dlscussed elsewhere in these rlsk
factors and the following: ,

. [ .
e regular and unexpected maintenance and replacement expenditures;

¢ shutdowns due to the breakdown |or failure of our equipment or the equipment of the -~

transmission serving utility; |
¢ labor disputes; ' E
e the presence of hazardous materials on our project sites;

» catastrophic events such as fires, explosnons earthquakes, landslides, fioods, releases of
hazardous materials, severe storms or similar occurrences affecting our projects or any of the
power purchasers or other third piartles providing services to our projects; and

s the aging of power plants may reduce their availability and increase the cost of their
maintenance.

Any of these eévents could signiﬁcantI{y increase the expenses incurred by our projects or reduce
the overall generating capacity of our projects and could significantly reduce or entirely eliminate the
revenues generated by one or more of our projects, which in turn would reduce our net income and
could materially, and adversely affect our business, financial condition, future results and cash flow.

As mentioried above, the aging of oul’ power plants may reduce their availability and increase
maintenance ‘costs due to the need to repalr or replace our equipment. For example, in 2006, we had
to retube old ‘Heat exchanger pipes in our 'Mammoth complex. Such major maintenance activities
impact both the capa(:lty factor of the affected power plant and its operating costs.

Our exptorauon, development, and operanron of geothermal energy resources is subject to geological -
risks and uncertainties, which may result in decreased performance or increased costs for our projects.

!
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“Our busmess involves the exploration, development and operation. of geothermal energy
resources. These activities are subject to uncertainties, which vary among different geothermal
reservoirs and are in some respects similar to those typically assocmted with oil and gas exploration,
development and exp101tat10n such as dry holes, uncontrolled releases and pressure and temperature
decline, all of which can increase our operating costs and capital expendttures or reduce the efficiency
of our power plants. Prior to our acquisition of the Steamboat Hills prdject one of the wells related to
the project eéxperienced an uncontrolled release. In addition, the high te;mperature‘and high pressure
in the Puna project’s geothermal energy resource requires special reservoir management and
monitoring. Further, since the commencement of their operations, several of our projects have
experienced geothermal rescurce cooling in the normal course of operanons Because geothermal
reservoirs are complex geological structures, we can only estimate the1r1|€geograph1c area and
sustainable output. The viability of geothermal projects depends on 'diff‘ei'ent factors directly related to
the geothermal resource, such as the heat content (the relevant composition of temperature and
pressure) of the geothermal reservoir, the useful life (commercially expleitable life) of the reservoir
and operational factors relating to the extraction of geothermal fluids. Our geothermal energy projects
may suffer an unexpected decline in the capacity of their respective geothermal wells and are exposed
to a risk of geothermal reservoirs not being sufficient for sustained generation of the electrical power
capa(:lty desired over time. In addition, we may fail to find commercnall)'( viable geothermal resources
in the expected quantities and temperatures, which would adversely affect our development of .
geothermal power projects. .+ | .

Another aspect of geothermal operations is the management and stabtllzatlon of subsurface
impacts caused by fluid injection pressures. In the case of the geothermal resource supplying the
Heber 1 project and the Heber 2 project, which we refer to collectlvelyias the “Heber projects”, and
the Gould project (a new power plant at the site of the Heber projects conswtmg of two Ormat
Integrated Two Level Units (ITLU)), pressure drawdown in the center Iof the well field has caused
some localized ground subsidence, while pressure in the peripheral areas has caused localized ground
inflation. Inflation and subsidence, if not controlled, can adversely affect farmmg operations and other
infrastructure at or near the land surface. Potential costs, which cannot be estimated and may be '
significant, of failing to stabilize site pressures in the Heber and Gould i)m]ects area include repair
and modlﬁca‘uon of gravity-based farm irrigation systems and mun1c1pal sewer piping and possible
repair or replacement of a local road bridge spanning an irrigation canal

R ‘AddlthI"]ally, geothermally active areas, such as the areas in which our projects are located, are
sub]ect to fréquent low-level seismic disturbances Serious seismic dlsturbances are possible and could
result,in damage to our projects or equipment or degrade the quality of our geothermal resources to
such an extent that we could not perform under the power purchase agreement for the affected
project, which in turn could reduce our net income and materially and adversely affect our business,
financial condmon future results and cash flow. If we suffer a serious selsmlc disturbance, our business
interruption and property damage insurance may not be adequate to coxifer all losses sustamed as a
result thereof. In addition, insurance coverage may not continue to be available in the future i in
amounts adequate to insure against such seismic disturbances. ]

Our buxmessi development activities may not be successful and our pro;ecrs under consrrucnon may not
commence operauon as scheduled.

We are currently in the process of developmg and constructing a number of new power plants,
Our success in developing a particular project is contingent upon, among other things, negotiation of
satisfactory engmeermg and construction agreements and power purchaee agreements, receipt of
required governmental permtts obtammg adequate financing, and the t1fpely implementation and
satisfactory completion of construction. We may be unsuccessful in aecomphshmg any of these matters
or doing so on a timely basis. Although we may attempt to minimize the financial nsks attributable to
the development of a project by securing a favorable power purchase ag”reement obtammg all
required governmental permits and approvals and arranging adequate ﬁnancmg prior to the
commencement of construction, the development of a power project ma'jz require us to incur
significant expenses for preliminary engineering, permitting and legal an'rd other expenses before we
can determine whether a project is feasible, economically attractive or capable of being'financed.
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Currently, we have power plants under development or construction in the United States, Kenya
and China, and we intend to pursue the expansron of some of our existing plants and the development
of other new plants. Qur completion of these facilities is sub]ect to substantial nsks including:

. unantrcrpated cost mcreases ' " e

s shortages and mconsrstent qualmes of eqmpment materlal and labor;

. work stoppages N A

) mablhty to obtain,permits and, othier regulatory matters; ,

* failure by key contractors and vendors to tlmely and properly perform
. adverse env1ronmental and geologlcal condltlons (mcludmg mclement weather condmons)
and . o L , i

Lo+

* - our attentlon to other p]’O]EC[S |

Any one of Wthh could grve rise to delays cost ,overruns, the termination of the plant expansmn
construction or development or the loss (total or partlal) of our interest in the project under
development, construction or expansion. | N

We may be unable to obtain the financing we need to pursue our growrh strategy and any future
financing we receive may be less favorable to us than our current financing arrangements, either of
which may adversely affect our ability to expand our operations.

Our geothermal power plants generally have been financed using leveraged financing structures,
consisting-of non-recourse or limited recourse debt obllgatlons As of December 31, 2006, we had
approximately $512.2 million of total consolldated indebtedness {including indebtedness to our parent
company in the:amount of $140.2 mrllton) of which approxiniately $370.0 million represented
non-recourse debt and limited recourse debt held by our subsidiaries. Each of our projects under
development or construction and those pro;ects and businesses 'we may seek to acquire or construct
will require substantial capital investment:|Our continued access to'capital with acceptable terms is
necessary for the success of our growth strategy Our attempts to obtain future financings may not be
successful or on favorable terms. '

Market conditions and other factors nllay not permlt future project and acqutsltron financings on
terms similar to those our subsrdrartes have previously received. Our ability to arrange for ﬁnancmg
on a’substantially non- recourse or limited recourse basis, and the costs of such financing, are
dependent on numerous factors, including lgeneral economic and capital market conditions, credit -
availability from banks, investor- conﬁdence the continued success of current projects, the credit
quality of the projects being financed, the pohtrcal situation in the country wheré the project is located
and the contmued existence of tax and sec'urlttes laws which are conducive to raising capltal If we are

" not able to obtain financing for our projects on a substannally nén-recourse or limited recourse basis,

we may have to'finance them using recourse capital such as direct equrty investments, parent company
loans or the incurrence of additional debt by us.

Also, in the absence of favorable ﬁnancmg options, we may decide not to build new plants or
acquire facilities from third parties. Any of these alternatives could have a material adverse effect on
our growth prospects.

Our foreign pro;ecrs expose us to risks related to the appltcatton of foreign laws, taxes, economic
conditions, labor supply and relations, pohrtca! condmons and policies of foretgn governmenis, any of
which risks may delay or reduce our abzhty 1o proﬁr from such pro;ects

We have substantlal operations outside of the Umted States that generated revenues in the
amount of $95.4 million for the year ended December 31, 2006, which represented 35.5% of our total -
revenues for such twelve-month period. Ourlforelgn operations are subject to regulation by various.
foreign governments and regulatory authorities and are subject to the application of foreign laws. Such
foreign laws or regulations may not provrde for the same type of legal certainty and rights, in
connection with, our contractual relatlonsh'rps in such countries, as aré afforded to our projects in the
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United States, which may adversely affect our ability to receive revenuels or enforce our rights in
connection with our foreign operations. Furthermore, existing laws or regulations may be amended or
repealed, and new laws or regulations may be enacted or issued. In addmon the laws and regulations
of some countries may limit our ability to hold a majority interest in some of the projects that we may
develop or acquire, thus limiting our ability to control the development',lconstructlon and operation of
such projects. Our foreign operations are also subject to significant political, economic and financial
risks, which vary by country, and include: q
* changes in government policies or personnel; . .
» changes in general economic conditions; :
s restrictions on currency transfer or convertibility; :
. chauges in labor relations; \
O o - T
* political instability and civil unrest; J
i

¢ changes in the local electricity market; ..
* breach or repudiation of important contractual undertakings bylgovernmental entities; and

* expropriation and confiscation of assets and facilities.

In particular, the Philippines is in the midst of an ongoing privatization of the electric industry,
and in Guatemala the electricity sector was partially privatized, and it is;!curre_ntly unclear whether
further privatization will occur in the future. Such developments may affect our existing Leyte and
Zunil projects and the Amatitlan project {(Leyte in the Philippines and Zuml and Amatitlan in
Guatemala)} currently under construction if, for example, they result in changes to the prevailing tariff
regime or in the identity and creditworthiness of our power purchasers., ln Nicaragua, Union Fenosa,
one of the electric utilities, has been experiencing difficulties adjusting the tariffs charged to its
customers, thus effecting Union Fenosa’s ability 10 pay for electricity its”purchase from power
generators, This may adversely affect our Momotombo pro;ect In Kenya the government is
continuing to make an effort to deliver on campaign promises to reduce the price of electr1c1ty and is
applying pressure on independent power producers, to lower their tanffs In addition, Kenya’s
government is considering a further restructuring and privatization of the electricity industry and may
divide Kenya Power and Lighting Co. Ltd.; the power purchaser for our ' Olkaria III project, into
separate entities and then privatize one or more of such resulting enmles Any break-up and potential
privatization of Kenya Power and Lighting Co. Ltd. may adversely affect our Olkaria I project.
Although we generally obtain political risk insurance in connection with|our foreign projects, such
political risk insurance does not mitigate all of the above-mentioned risk‘s In addition, insurance
proceeds received pursnant to our political risk insurance policies, where applicable, may not be
adequate to cover all losses sustained as a result of any covered risks and may at times be pledged in
favor of the project lenders as collateral. Also, insurance may not be avallable in the future with the
scope of coverage and in amounts of coverage adequate to insure agamst such risks and disturbances.

Our foreign projects and foreign manufacturing operations expose us to rtsks related to ﬂucruanons in
currency rates, which may reduce our profits from such projects and ope:lfanons

Risks attributable to fluctuations in currency exchange rates can arlse when any of our foreign
subsidiaries borrow funds or incur operating or other expenses in one type of currency but receive
revenues in another. In such cases, an adverse change in exchange rates 'can reduce such subsidiary’s
ability to meet its debt service obligations, reduce the amount of cash and income we receive from
such foreign subsidiary or increase such subsidiary’s overall expenses. !niaddmon the imposition by
foreign governments of restrictions on the transfer of foreign currency aProad or restrictions on the
conversion of local currency into foreign currency, would have an adverse effect on the operations of
our foreign projects and foreign manufacturing operations, and may hmrt or d1m1n15h the amount of
cash and income that we receive from such foreign projects and operatlons

A significant portion of our net revenue is atiributed to payments made by power purchasers under
power purchase agreements. The failure of any such power purchaser to perform its obligations under
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the relevant power purchase agreement or tlhe loss of a power purchase agreement due to a default
would reduce our net income and could materzal[y and adversely affect our business, financial condition,

future results and cash flow. '
!
A significant portion of our net revenue is attributed to revenues derived from power purchasers

under the relevant power purchase agreem:ents. Southern California Edison, Hawaii Electric Light
Company and Sierra Pacific Power Company have accounted for 30.0%, 15.1% and 12.8%, respectively,
of our revenues for the year ended December 31, 2006. Neither we nor any of our affiliates make any
represéntations as to the financial condmon or creditworthiness of any purchaser under a power
purchase agreement, and nothing in this annual report should be construed as such a representation.

There is a risk that any one or more of the power purchasers may not fulfill their respective
payment obligations under their power purchase agreements. For example, as a result of the energy
crisis in California, Southern California Edlson withheld payments it owed under various of its power
purchase agreements with a number of power generators (such as the Ormesa, Heber, and Mammoth
projects) payable for certain energy dellvered between November 2000 and March 2001 under such
power purchase agreements until March 2002. If any of the power purchasers fails to meet its payment
obligations under its power purchase agreéments, it could materially and adversely affect our business,
financial condition, future results and cash’ﬂow

In connection with the power purchase agreements for the Ormesa project, Southem California -
Edison has expressed its intent not to pay the contract rate for the power supplied by the GEM 2 and
GEM 3 plants to the Ormesa project. Southern California Edison contends that California ISO
real-time prices should apply, while management believes that SP-15 prices quoted by NYMEX should
apply. According to Southern California Edlson s estimation, the amount under dispute is
approximately $2.5 million. The parties have signed an Interim Agreement; whereby Southern
California Edison will continue procure the GEM 2 and GEM 3 power at the current energy rate of
5.37 cents/ kWh uatil May 1, 2007. In addltlon a long-term power purchase agreement is expected to
be entered into for the GEM 2 and GEM 3 power. The negotiations of the long-term power purchase
agreement are still under way and there 1slno guarantee that it will be successfully completed.

Seasonal variations may cause significant ﬂuctuarzons in our cash flows, which may cause the market
price of our common stock to fall in certauli periods.

Our results of operatlons are subject to seasonal variations. This is primarily because some of our
domestic projects receive higher capacity payments under the relevant power purchase agreements
during the summer months, and due to the generally higher short run avoided costs in effect during
the summer months. Some of our other prOJects may experience reduced generation during warm
periods due to the lower heat differential between the geothermal fluid and the ambient surroundings.
Such seasonal variations could materially and adversely affect our business, financial condition, future -
results and cash flow. If our operating results fall below the public’s or analysts’ expectations in some X
future period or penods the market prlce of our common stock will likely fall in such period or
periods. - l

Pursuant to the terms of some of our power purchase agreements with investor-owned electric utilities in
states that have renewable porifolio standarys, the failure to supply the contracted capacity and energy
thereunder may result in the imposition of penalties. 1

Under the Burdette, Desert Peak 2, dalena 2, Galena 3, Carson Lake and Buffalo Valley power
purchase agreements, we may be required/to make payments to the relevant power purchaser in an
amount equal to such purchaser’s replacemem costs for renewable energy relating to any shortfall
amount of renewable energy that we do not provide as required under the power purchase agreement
and which such power purchaser is forced 10 obtain from an alternate source. One of the six power
purchase agreements was in commercial operation in 2006 and to date the shortfall amount has not
been material. Measured against our revenues from the sale of electricity for the year ended
December 31, 2006 and assuming no other changes in our revenues, the revenues from such
agreements constitute, collectively, less than 4% of our total revenues from the sale of electricity. In
addition, we may be required to make pay‘lments to the relevant power purchaser in an amount equal
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to its replacement costs relating to any renewable energy credits we do|not provide as required under
the relevant power purchase agreement. We may be subject to certain 'penalties and we may also be
required to pay liquidated damages if certain minimum performance requ1rements are not met under
certain of our power purchase agreements, all of which could matenally and adversely affect our
business, financial condition, future results and cash flow. With respect to ‘certain of our. power
purchase agreements, we may also be required to pay liquidated damages to our power purchaser if
the relevant project does not maintain availability of at least 85% during applicable peak periods. The
maximum aggregate amount of such liquidated damages for the Steamboat 2 and Steamboat 3 power
purchase agreements would be approximately $1.5 million for each pl'OjeCt

The short run avoided costs for our power purchasers may decline, whrﬁh would reduce our project
revenues and could materially and adversely affect our business, financial condition, future results and

cash flow. ' }

Under the power purchase agreements for our projects in Califomlia the price that Southern
California Edison pays for energy is based upon its short run avoided costs, which are the incremental
costs that it would have incurred had it generated the relevant electncal energy itself or purchased
such energy from others. Under settlement agreements between Southern California Edison and a
number of power generators in California that are Qualifying Facilities, including our subsidiaries, the
energy price component payable by Southern California Edison has be:en fixed through April 2007
and, recently, has been fixed again through April 2012, and thereafter will be based on Southern
California Edison’s short run avoided costs, as determined by the Callforma Public Utilities
Commission. These short run avoided costs may vary substantiatly on a monthly basis, and are
expected to be based primarily on natural gas prices for gas dellvered|t0 California as well as other
factors. The levels of short run avoided cost prices paid by Southern Claliforma Edison may decline
following the expiration date of the settlement agreements, which in titrn would reduce our project
revenues derived from Southern California Edison-under our power purchase agreements and could
materially and adversely affect our business, financial condition, future' results and cash flow.

If any of oir domestic projects loses its current Qualifying Facility staius under PURPA, or if
amendments to PURPA are enacted that substantiaily reduce the beneﬁtrs currently afforded to
Qualifying Facilities, our domestic operations could be adversely affected.

Most of our domestic projects are Qualifying Facilities pursuant to the Public Utility Regulatory
Policies Act of 1978, as amended, which we refer to as PURPA, which largely exempts the projects
from the Federal Power Act, which we refer to as FPA, and certain st'ate and local laws and
regulations regarding rates and financial and organizational requnrements for electric utilities.

PUHCA was repealed on February 8, 2006. If any of our domestic projects were to lose its
Qualifying Facility status, such project could become subject to the full scope of the FPA and
applicable state regulation. The application of the FPA and other applilcable state regulation to our
domestic projects could require our operations to comply with an increasingly complex regulatory
regime that may be costly and greatly reduce our operational ﬂexibility

In addition, pursuant to the FPA, the FERC has exclusive rate- makmg jurisdiction over wholesale
sales of electricity and transmission of public utilities in interstate commerce These rates may be
based on a cost of service approach or may be determined on a market basis through competitive
bidding or negotiation. Qualifying Facilities are largely exempt from the FPA. If a domestic project
were to lose its Qualifying Facility status, it would become a public utlllty under the FPA, and the
rates charged by such project pursuant to its power purchase agreemepts would be subject 10 the
review and approval of the FERC. The FERC, upon such review, may determine that the rates
currently set forth in such power purchase agreements arc not appropriate and may set rates that are
lower than the rates currently charged. In addition, the FERC may reiqutre that some or all of our
domestic projects refund amounts previously paid by the relevant power purchaser to such project.
Such events would likely result in a decrease in our future revenues or in an obligation to disgorge
revenues previously received from our domestic projects, either of which would have an adverse effect
on our revenues. Even if a project does not lose its Qualifying Facnllty status, pursuant to a final rule
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issued by FERC on February 2, 2006, if a project s'power purchase agreement is terminated or
otherwise expnres that project will become subject to FERC’s ratemaking jurisdiction under the FPA.

Moreover ,a loss of Qualifying Facility ; ‘status also could permit the power purchaser pursuant to
the terms.of the particular power purchase agreement to cease taking and paying for electricity from
the relevant project or, consistent with FERC precedent, to seek refunds of past amounts paid. This
could cause the loss of some or all of our revenues payable pursuant to the related power purchase
agreements, result in significant liability for refunds of past amounts pard or otherwise impair the
value of our projects. If a power purchaser were to cease taking and paying for electricity or seek to

obtain refunds of past amounts paid, there can be no assurance that the costs incurred in connection
with the project could be recovered through sales 1o other purchasers or that we would have sufficient
funds to make such payments. In addition, the loss of Qualifying Facility status would be an event of
default under the financing arrangements currently in place for some of our projects, which would
enable the lenders to exercise their remedles and enforce the liens on the relevant project.

Pursuant to the Energy Policy Act of 2005 the FERC was also given authority to prospectively
lift the mandatory obligation of a utility under PURPA to purchase the electricity from a Qualifying
Facility if the utility operates in a workably competmve market. Existing power purchase agreements
between a Qualifying Facility and a wiility are not affected. The FERC recently issued a final rule,
which could eliminate a utility’s mandatory purchase obligation from Qualifying Facilities in certain
regions of the country. The regions do not include areas in which-our domestic projects operate.
However, FERC has the authority under the Energy Policy Act of 2005 to act, on a case-by-case basis,
to eliminate the mandatory purchase obhgauon in other regions. In this ruie, the FERC expressly
noted that the California Independent System Operator (CAISQO) has satisfied one but not all of the
criteria for relief from the mandatory purch'ase obligation. If the utilities in the regions in which our
domestic projects operate were to be relreved of the mandatory purchase obligation, they would not
be required to purchase energy from the prOJect in the region under Federal law upon termination of
the existing power purchase agreement or with respect to new projects, which could have an adverse

effect on our revenues. !
I

Qur financial performance is significanily dependem on the successful operation of our projects, which
is subject to changes in the legal and regulatory environment affectmg our projects.

All of our pro;ects are subject to extensrve regulation and therefore, changes in applicable laws
or regulations, or interpretations of those Iaws and regulatlons could result in increased compliance
costs, the need for additional capital expendltures or the reduction of certain benefits currently
available to our projects. The structure of federal and state energy regulation currently is, and may
continue to be, subject to challenges, modifications, the imposition of additional regulatory
requirements, and restructuring proposals. Our power purchasers or we may not be able to obtain all
regulatory approvals that may be required in the future, or any necessary modifications to existing
regulatory approvals, or maintain all required regulatory approvals. In addition, the cost of operation
and maintenance and the operating performance of geothermal power plants may be adversely
affected by changes in certain laws and regulations including tax laws.

The federal government also encourages production of electricity from geothermal resources
through certain tax subsidies. We are permitted to claim in our consolidated federal tax returns either
an investment tax credit for approximately 10% of the cost of each new geothermal power plant or

“production tax credits”, which in 2006 was l 9 cents per kWh and is adjusted annually for inflation,
on the first ten years of electrlclty output. (Productlon tax credits can only be claimed on new plants
put into service between October 23, 2004 and December 31, 2008.) We are also permitted to deduct
most of the cost of-the power plant as “deprec1at10n over five years on an accelerated basis. The fact
that the deductions are accelerated means that more of the cost is deducted in the first few years than
during the remainder of the depreciation perrod In addition, we have the ability to transfer the value
of these tax incentives when we are not in a position to use them directly. For instance, energy credits
can be transferred through lease financing, arlrd production tax credits may be transferred by bringing
in another company who can use them as a partner in the project.
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President Bush has made it a central theme of his second term to s:{mplify the U.S. tax.code.
Among the options that may be under consideration are replacing or su'pplementing the corporate
income tax with a value-added-tax, stripping away many tax subsidies, and eliminating taxes on
interest, dividends and other returns to capital. Significant tax reform has the potential to have a
material effect on our business, financial condition, future results and cash flow. It could reduce or
eliminate the value that geothermal companies receive from the current|tax subsidies. Any restrictions
or tightening of the rules for lease or partnership transactions — whether or not part of major 1ax
reform — could also materially affect our business, financia! condition, future results and cash flow.

Any such changes could significantly increase the regulatory- related| compliance and other .
expenses incurred by the projects and could significantly reduce or entlrely eliminate the revenues
generated by, one or more of the projects, which in turn would reduce dhr net income and could
materially and adversely affect our business, financial condition, future results and cash flow.

The costs of compliance with environmental laws and of obtaining and mamtammg environmental
permits and governmental approvals required for construction and/or operauon which currenily are
significant, may increase in the future and could materially and aa’verse!y a_ffecf our business, financial
condition, future results and cash flow; any non-compliance with such laws or regulations may result in
the imposition of liabilities which could materially and adversely affect our business, ﬁnanczal condition,
future results and cash flow. - ‘

Our projects are required to comply with numerous domestic and fore:gn federal, regional, state
and local statutory and regulatory environmental standards and to maintain numerous environmental
permits and governmental approvals required for construction and/or op!f:ratlon Some of the
environmental permits and governmental approvals that have been 1ssued to the projects contain
conditions and restrictions, including restrictions or limits on emissions and discharges of pollutants
and contaminants, or may have limited terms. If we fail to satisfy these conditions or comply with
these restrictions, or with any statutory or regulatory environmental stanldards we may become
subject to regulatory enforcement action and the operation of the prolects could be adversely affected
or be subject to fines, penalties or additional costs. In addition, we may r')ot be able to renew, maintain
or obtain all environmental permits and governmental approvals requlred for the continued operation
or further development of the projects. As of the date of this report, we have not yet obtained certain
permits and government approvals required for the completion and successful operation of projects
under construction or enhancement. In addition, a nearby municipality has informed our Amatitlan
project that an additional building permit should be obtained from such mumupallty before
construction commences. Our failure to renew, maintain or obtain reqmred permits or governmental
approvals, including the permits and approvals necessary for operating prIOJects under construction or
enhancement and the Amatitlan project, could cause our operations to l:‘vF limited or suspended.
Environmental laws, ordinances and regulations affecting us can be subject to change and such change
could result in increased compliance costs, the need for additional capital expenditures, or otherwise
adversely affect us.

IR

1
We could be exposed to significant liability for violations of hazardous substances laws because of the
use or presence of such substances at our projecis. *

Our projects are subject to numerous domestic and foreign federal, reglonal state and local
statutory and regulatory standards relating to the use, storage and dlsposal of hazardous substances.
We use isobutane, isopentane, industrial lubricants and other substances at our projects which are or
could become classified as hazardous substances. If any hazardous substances are found to have been

released into the environment at or by the projects, we could become liable for the investigation and
removal of those substances, regardless of their source and time of releas'e If we fail to comply with
these laws, ordinances or regulations (or any change thereto), we could be subject to civil or criminal
liability, the 1mposmon of liens or fines, and large expenditures to bring the projects into compliance.
Furthermore, in the United States, we can be held liable for the cleanup'lof releases ‘of hazardous
substances at other locations where we arranged for disposal of those sub'stances even if we did not
cause the release at that location. The cost of any remediation activities in connection wnh a spill or
other release of such substances could be significant. EI .
|
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We believe that at one time there may have been a gas station located on the Mammoth project
site, but because of significant surface dlsturbance and construction since that time further physical
evaluation of the former gas station site has been impractical. There may be soil or groundwater
contamination and related potential habllltles of which we are unaware related to this site, which may
be SIgmﬁcanl and may adversely and materially affect our operations and revenues.

We may not be able to successfully integrate companies which we may acquire in the future, which
could materially and adversely affect our business, financial condition, future results and cash flow.

Our strategy is to continue to expand jin the future, including through acquisitions. Integrating
acquisitions is often costly, and we may not be able to successfully integrate our acquired companies
with our existing operations without substantial costs, delays or other adverse operational or financial
consequences. Integrating our acquired companies involves a number of risks that could materially
and adversely affect our business, including:

!
* * failure of the acquired companiesto achieve the results we expect;
¢ inability to retain key personnel of the acquired companies;
* risks associated with unanticipated events or liabilities; and

s the ciifﬁculty of establishing and njmintaining uniform standards, controls, procedures and
policies, including accounting controls and procedures.

i
If any of our acquired companies suffers customer dissatisfaction or performance problems, the ’
same could adversely affect the reputation of our group of companies and could materially and
adversely affect our business, financial condition, future results and cash flow.

The power generation industry is characterized by intense competition, and we encounier competition
from electric utilities, other power producers, and power marketers that could materially and adversely -
affect our business, financial condition, furure results and cash flow.

The power generation industry is Charactenzed by intense competition from electric utilities,
other power producers and power marketers. In recent years, there has been increasing competition in
the sale of electricity, in part due to excess capacity in a number of U.S. markets and an emphasis on
short-term or “spot” markets, and competjtion has contributed to a reduction in electricity prices. For
the most part, we expect that power purclliasers interested .in long-term arrangements will engage in

“competitive bid” solicitations to satisfy new capacity demands. This competition could adversely
affect our ability to obtain power purchase agreements and the price paid for electricity by the
relevant power purchasers. There is also i 1pcreasmg competition between electric utilities. This
competition has put pressure on electric utilities to lower their costs, including the cost of purchased
electricity, and increasing competition in the future will put further pressure on power purchasers to
reduce the prices at which they purchase elecmcny from us.

The existence of a prolonged force ma]eure event or a forced outage affecting a project could reduce our
net income and materially and adversely affect our business, financial condition, future results and cash

flow, [

The operation of our subsidiaries’ geothermal power plants is subject to a variety of risks
discussed elsewhere in these risk factors, lncludmg events such as fires, explosions, earthquakes,
landslides, floods, severe storms or other similar events.

If a project experiences an occurrence resulting in a force majeure event, our subsidiary that owns
that project would be excused from its obhgatlons under the relevant power purchase agreement.
However, the relevant power purchaser may not be required to make any capacity and/or energy
payments with respect to the affected project or plant so long as the force majeure event continues
and, pursuant to certain of our power purchase agreements, will have the right to prematurely
terminate the power purchase agreement. Additionally, to the extent that a forced outage has
occurred, the relevant power purchaser n‘llay not be required to make any capacity and/or energy
payments to the affected project, and if as a result the project fails to attain certain performance
requirements under certain of our powenpurchase agreements, the purchaser may have the right to
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permanently reduce the contract capacity (and, correspondingly. the arllount of capacity payments due
pursuant to such agreements in the future), seek refunds of certain past capacity payments, and/or
prematurely terminate the power purchase agreement, As a consequence we may not receive any net
revenues from the affected project or plant other than the proceeds froim any business interruption
insurance that applies to the force majeure event or forced outage after the relevant waiting period,
and may incur significant liabilities in respect of past amounts requ1red to be refunded. Accordingly,
our business, financial ¢ondition, future results and cash flows could be materially and adversely
affected. i . |

The existence of a force majeure event or a forced outage aﬁecrmg the transmission system of rhe
Imperial Irrigation District could reduce our net income and materially and adversely affecr our
business, financial condition, future results and cash flow.

If the transmission system of the Imperial Irrigation District exper!iiences a force majeure event or
a forced outage which prevents it from transmitting the electricity frorrlrE the Heber 1 and 2 projects or
the Ormesa prO_]CCt to the relevant power purchaser, the relevant power purchaser would not be
required to 'make energy payments for such non-delivered electricity arld may not be required to
make any capacuy payments with respect to the affected project so long as such force majeure event
or forced outage continues. Qur revenues for the year ended December 31,2006, from the projects
utilizing the Imperial Irrigation District transmission system, were appl:’lnmmately $80.7 million. The
impact of such force majeure would depend on the duration thereof, with longer outages resulting in

greater revenue loss. :

L, | L i T
Some of our leases will terminate if we do not extract geothermal resources in “commercial quantities”,
thus requiring us to enter into new leases or secure rights 1o alternate geothermal resouirces, none of
which may be available on terms as favorable to us as any such terminated lease, if at all.

Most of our geothermal resource leases are for a fixed primary term, and then continue for so
long as geothermal resources are extracted in “commercial quantities”lor pursuant to other terms of -
extension. The land covered by some of our leases is undeveloped and thas not yet produced
geothermal resources in commercral quantities”. Leases that cover land which remains undeveloped
and does not produce, or doés not continue to produce geothermal resources in commercial
quantities apd leases that we allow to expire, will terminate. In the evelnt that a lease is terminated
and we determine that we wtll need that lease once the applrcable prOJect is operating, we would need
to enter into one or more new leases wrthrthe owner(s) of the premises that are the subject of the
terminated lease(s) in order to develop geothermal resources from, or: I1nject geothermal resources
into, such premises or secure rights to alternate geothermal resources or lands suitable for injection,’
all of which’ may not be possible or could result in increased cost to usl which could materially and

adversely affect our business, financial condition, future results and cash flow. S
i

Our Bureau of Land Management leases may be terminated if we fail 1o comply with any of the
provisions of the Geothermal Steam Act of ]970 or if we fail to complyl with the terms- or stipulations of
such leases, which may materially and adversely affect our business ana’ operations.

Pursuant to the terms of our Bureau of Land Management (wh1ch we refer to as BLM) leases, we
are requlred to conduct our operations on BLM-leased land in a workmanllke manner and in '
accordance thIl’l all applicable laws and BILM directives and to take all mitigating actions fequired by
the BLM to protect the surface of and the environment surrounding the relevant land. Additionally,
certain BLM leases contain additional requirements, some of which relate to the mitigation or
avoidance of disturbance of any antiquities, cultural values or threatenled or endangered plants or
animals, the payment of royalties for timber and the imposition of certam restrictions on residential
development on the leased land. In the event of a default under any. BHLM lease, or,the failure to
comply with such requirements, or any non-compliance with any of the provisions 0f the Geothermal
Steam Act of 1970 or regulations issued thereunder, the BLM may, 30|days after notice of default is
provided to. our relevant project subsidiary, suspend our operations unltirl the requested action is taken
or terminate the lease, either of which could materially and adversely affect our business, financial

condition, future results.and cash flow. . o e T y
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Some of our leases (or subleases} could terminate if the lessor (or sublessor) under any such lease (or.
sublease) defauits on any debt secured by th;e relevant property, thus terminating our rights io access the
underlying geothermal resources at that location.

TN . e g f .
The fee interest in the land which is the subject of some of our leases (or subleases) may _
currently be or may become subject to encumbrances securing loans from third party lenders to the

" lessor. (or sublessor). Qur rights as lessee (or sublessee) under such leases (or subleases) are or may

be subject and subordinate to the rights of any such lender. Accordingly, a default by the lessor (or
sublessor) under any such loan could resultin a foreclosure on the underlying fee interest in the
property and thereby terminate our leasehold interest and result in the shutdown of the project
located on the relevant property and/or terminate our right of access to the underlying geothermal
resources required for our operations. ‘

In addition, a default by a sublessor un:der its lease with the owner of the property that is the
subject of our sublease could result in the termination of such lease and thereby terminate our
sublease mterest and our right to access the underlying geothermal resources required for our
operations. .

-

Current and future urbanizing activities and !related residential, commercial and industrial developments
may encroach on or limit geothermal activities in the areas of our projects, thereby affecting our ability
to utilize, access, mject and/or transport geothermal resources on or underneath the affected surface
areas. u .

Current a'nd future urbanizing activities and related residential, commercial and industrial
development may encroach on or limit geothermal activities in the areas of our projects, thereby
affecting our ability to utilize, access, inject andlor transport geothermal resources on or underneath
the affected surface areas. In particular, the Heber projects and the Gould project rely on an area,
which we refer to as the Heber Known Geothermal Resource Area or Heber KGRA, for the
geothermal resource necessary to generate'electricity at the Heber projects and Gould pr0]ect.
Imperial County has adopted a “specific pla'n area” that covers the Heber KGRA, which we refer to
as the “Heber Specific Plan Area”. The Heber Specific Plan Area allows commercial, residential,
industrial and other employment oriented development in a mixed-use orientation, which currently ’
includes geothermal uses. Several of the landowners from whom we hold geothermal leases have
expressed an interest in developing their land for residential, commercial, industrial or other surface
uses in accordance with the parameters of the Heber Specific Plan Area. Currently, Imperial County’s
Heber Specific Plan Area is coordinated with the cities of Ei Centro and Caiexio. There has been
ongoing underlying interest since the early 19905 to incorporate the community of Heber. While any
incorporation process would likely take several years, if Heber were to be incorporated, the City of
Heber could replace Imperial County as the governing land use authority, which, depending on 1ts
policies, could-have a significant effect on lancl use and availability of geothermal resources.

Current and future development proposals within Imperial County and the City of Calexico,
applications for annexations to the City of Calexico, and plans to expand public infrastructure may
affect surface areas within the Heber KGRA thereby limiting our ability to utilize, access, inject
and/or transport the geothermal resource on or underneath the affected surface area that is necessary
for the operation of our Heber projects and Gould project, which could adversely affect our
operations and reduce our revenues. .

Current transportation construction wolrks and urban developments in the v1cm|ty of our
Steamboat complex of projects in Nevada may also affect future permitting for geothermal operations
relating to those projects. Such works and developments include the extension of an interstate
highway (to be named U.S. 580) by the Nevada Department of Transportation, the construction of a
new casino hotel and other commercial or industrial developments on land in the vicinity of our
Steamboat projects. -1

We depend on key personnel for the success, of our business.

Qur success is largely dependent on the skills, experience and efforts of our senior management
team and other key:personnel. In partlcular our success depends on the continued efforts of Lucien
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Bronicki, Dita Bronicki, Hezy Ram, Nadav Amir, Yoram Bronicki andI other key employees. The loss
of the services of any key employee could materially harm our businesl§, financial condition, future _
results and cash flow. Although to date we have been successful in retaining the services of senior P
management and have entered into employment agreements with Lucilft:n Bronicki, Dita Bronicki, '
Hezy Ram and Yoram Bronicki, such members of our senior management may terminate their L
employment agreements without cause and with notice periods ranginéi from 90 to 180 days. We may .~
also not be able to locate or employ on acceptable terms qualified repl:acements for our senior _. ™

PrEs

managemerit 6r key employees if their services were no longer available. el

Qur pmject;v have generally been financed through a combination of parent company-loahs and limited—
or non-recourse project finance debt and lease financing. If our project s;ubsidiaries default on their -
obligations under such limited—or non-recourse debt or lease financing, \we may be required 10 make
certain paymenis to the relevant debt holders and if the collateral supporting such leveraged financing
structures is foreclosed upon, we may lose certain of our projects. | (

Our projects have generally been financed using a combination of:“parent company loans and -
limited or non-recourse project finance debt or'lease financing. Non-rq{:ourse project finance debt or
lease financing refers to financing arrangements that are repaid solely from the project’s revenues and
are secured by the project’s physical assets, major contracis, cash accoﬁnts and, in many cases, our
ownership interest in the project subsidiary. Limited-recourse project finance debt refers to our
additional agreement, as part of the financing of a project, to provide liimited financial support for the ‘
project subsidiary in the form of limited guarantees, indemnities, capital contributions and agreements
to pay certain debt service deficiencies. If our project subsidiaries default on their obligations under ‘
the relevant debt documents, creditors of a limited recourse project ﬁffancing will have direct recourse
to us, to the extent of our limited recourse obligations, which may reqlflire us to use distributions -
received by us from other projects, as well as other sources of cash av:éilable to us, in order to satisfy |
such obliga&ions. In addition, if our project subsidiaries default on their obligations under the relevant
debt docuiments (or a default under such debt documents arises as a rgsult of a cross-default to the
debt docunﬁents of some of our other projects) and the creditors foreclose on the relevant collateral,
we may losé our ownership interest in the relevant project subsidiary or our project subsidiary owning
the project'would only retain an interest in the physical assets, if any, ;rcmaining after all debts and
obligations:were paid in full. '
Changes in: costs and technology may sigmﬁcantly impact our business !by making our power plants and
products less competitive. ) ‘ ! . .

A basic premise of our business model is that generating baseload power at geothermal power
plants achieves economies of scale and produces electricity at a comp{:‘titive price. However,
traditional coal-fired systems and gas-fired systems may under certain|%:conomic conditions produce
electricity at lower average prices than our geothermal plants. In addiltiion, there are other
technologies that can produce electricity, most notably fossil fuel power systems, hydroelectric systems,
fuel cells, microturbines, windmills and photovoltaic (solar) cells. Somie of these alternative
technologiés currently produce electricity at a higher average price than our geothermal plants;
however, research and development activities are ongoing to seek impfirovements in such alternate -
technologies and their cost of producing electricity is gradually declinilélg. It is possible that advances
will further reduce the cost of alternate methods of power generationto a level that is equal to or
below that' of most geothermal power generation technologies. If this were to happen, the competitive’

{
advantage 'of our projects may be significantly impaired. !

" * . . ! ' '
Qur expectations regarding the market potential for the development ofirecovered energy-based power
generation may not materialize, and as a result we may not derive any lsignificant revenues from this line
of business. ' ' o -

. ! . Wt

We have identified recovered energy-based power generation as %1. significant market opportunity
for us. Demand for our recovered energy-based power generation uni}s may not materialize or grow . .
at the levels that we expect. We currently face competition in this market from manufacturers of

P . s ' . -
conventional steam turbines and may face competition from other related technologies in the future.

: 55 |
|

1
| -




N

7

|

|

If this market does not materialize at the le&els that we expect, such failure may materially and
adversely affeet‘our business, financial condition, future results and cash flow.

l
Our mrellec[ual property rights may not be aa’equate lo protect our business.

. Our intellectual property rights may not be adequate to protect our busmess While we

occaswnally file patent applications, patents;may not be issued on the basis of such applications or, if
patents:are 1ssued they may not be sufﬁcnently broad to protect our technology. In addition, any
patents 1ssued to.us or for which we have use rights may be challenged, invalidated or c1rcumvented

In order to safeguard our unpatented propnetary know-how, trade secrets and technology, we rely
primarily upon trade secret protection and non -disclosure provisions in agreements with employees
and others having access to confidential information. These measures may not adequately protect us
from disclosure or misappropriation of our ﬁroprletary information.

Even if we adequately protect our intellectual property rlghts litigation may be necessary to
enforce these rights, which could result in substantial costs to us and a substantial diversion of
management attention. Also, while we have!attempted to ensure that our technology and the
operation of our business do not infringe other parties’ patents and proprietary rights, our competitors
or other parties may assert that certain aspects of our business or technology may be covered by . .
patents held by them. Infringement or otherE intellectual property claims, regardless of merit or
ultimate outcome, can be expensive and time-consuming and can divert management’s attention from
our core business. . l

We are subject to risks associated with a changmg economic and political environment, which may
adversely affect our financial stability or the financial stability of our counterparties.

The risk of terrorist attacks in the United States or elsewhere continues to remain a potennal
source of disruption to thé nation’s economy and financial markets in general. The availability and
cost of capltal for our business and that of our competitors has been adversely affected by the
bankruptcy of Enron Corp and events related to the California electric market crisis. Addmonally, the
recent 1ise in fuel costs may make it more expenswe for our customers to operaie their busmesses
These events could constrain the capital available to our 1ndustry and could adversely affect our
financial stablllty and the financial stability of our transacnon counterparties.

Possible ﬂucruatzons in the cost of construcnon raw materials and drilling may materzally and adversely
affect our business, financial condition, future results and cash flow.

Our manufacturing operations are depergdent on the supply of various raw materials, including
primarily steel and aluminum, and on the supply of various industrial equipment components that we .
use. We currently obtain all such materials and equipment at prevailing market prices. We are not
dependent on any one supplier and do not have any long-term agreements with any of our suppliers.
We have recently experienced increases in the cost of raw materials and in transportation costs. We
have also experienced an increase in construction costs and an increase in drilling costs. To the extent
not otherwise passed.along to our customers} these and future cost increases of such raw materials and
equipment could adversely affect our profit rilargins :

Conditions in Israel, where the niajority of our senior management and all of our producnon and’
manufacrurmg facilities are located, may adversely affect our operations and may limit our ability to
produce and sell our products or manage ourl projects.

~ Operations in Israel accounted for apprqximately 24.1%, 25.2% and 25.6% of our operating
expenses in the y’ear‘ ended December 31, 2006, 2005 and 2004, respectively. Political, economic and
security conditions in Israel directly affect our operations. Since the establishment of the State of
Israel in 1948, a number of armed conflicts have taken place between Israel and its Arab neighbors,
and the continued state of hostility, varying m depree and intensity, has led to security and economic
problems for Israél. Since October 2000, ther'e has been a significant increase in violence, primarily in
the West Bank and Gaza Strip. As a result, nlegotlatlons between Israel and representatives of the
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Palestinian Authority have been sporadic and have failed to result in petace We could be adversely
affected by hostilities involving Israel, the interruption or curtailment of trade between Israel and its
trading partners, or a significant downturn in the economic or financial conditlon of Israel. In addition,
the sale of products manufactured in Israel may be adversely affected 1{1' certain countries by
restrictive laws, policies or practices directed toward Israel or companies having operations in Israel.

In addition, some of our employees in Israel are subject to being called upon to perform military
service in Israel, and their absence may have an adverse effect upon our operations. Generally, unless
exempt, male adult citizens of Israel under the age of 41 are obligated tf:) perform up to 36 days of
military reserve duty annually. Additionally, all such citizens are subject to being called to “active duty
at any time under emergency circumstances. |

These events and conditions could disrupt our operations in Israel,,whlch could materially harm
our business, financial condition, future results and cash flow.

Failure to comply with certain conditions and restrictions associated wnh'mx benefits provided to Ormat
Systems Ltd. by the Government of Israel as un “approved enterprise” may require us to.refund such
tax benefits and pay future taxes in Israel ar higher rates.

Our subsidiary, Ormat Systems Ltd., which we refer to as Ormat S}!fstems has received “approved
enterprise” status under Israel’s Law for Encouragement of Capital lnve‘stments 1959, with respect to
two of its investment programs. As an approved enterprise, our subs;dlalry is exempt from Israeli
income taxes with respect to revenues derived from the approved investment program for a period of
two years commencing on the year it first generates profits from the apf)roved investment program,
and thereafter such revenues are subject to a reduced Israeli income taxlrate of 25% for an additional
five years. These benefits are subject to certain conditions set forth in the certificate of approval from
Israel’s Investment Center, which include, among other things, a requ1re¥nent that Ormat Systems
comply with Israeli intellectual property law, that all transactions between Ormat Systems and our
affiliates be at arms length, and that there will be no change in control ef on a cumulative basis, more
than 49% of Ormat Systems’ capital stock (including by way of a public ¢ or private offering) without
the prior written approval of the Investment Center. If Ormat Systems dloes not comply with these
conditions, in whole or in part, it would be required to refund the amount of tax benefits (as adjusted
by the Israeli consumer price index and for accrued interest) and would| no longer benefit from the
reduced Isracli tax rate, which could have’an adverse effect on our ﬁnancnal condition, future results
and cash flow. If Ormat Systems distributes dividends out of revenues derived during the tax
exemption period from the approved investment program, it will be subjﬂect in the year in which such

dividend is paid to Israeli income tax on the distributed dividend. i

If our parent defaults on its lease agreement with the Israel Land Admmz.stration, or is involved in a
bankruptcy or similar proceeding, our rights and remedies under certain agreemems pursuant to which
we acquired our products business and pursuant to which we sublease our land and manufacrurmg
facilities from our parent may be adversely affected. i

We acquired our business relating to the manufacture and sale of products for electricity
generation and related services from our parent, Ormat Industries. In co'nnecnon with that acquisition, -
we entered into a sublease with Ormat Industries for the lease of the land and facilities in Yavne,
Israel where our manufacturing and production operations are conducteg and where our Isracli offices
are located. Under the terms of our parent’s lease agreement with the Isgael Land Administration, any
sublease for a period of more than five years may require the prior approval of the Israel Land
Administration. As a result, the initial term of our sublease with OrmatIndustries is for a period of
four years and eleven months beginning on July 1, 2004, extendable to t\lventy five years less one day
(which includes the initial term). The consent of the Israel Land Admlnlistrauon was obtained for a
period of the shorter of (i} 25 years or (ii) the remaining period of the underlymg lease agreement
with the Isra¢] Land Administration, which terminates between 2018 and 2047. If our parent were to
breach its obligations to the Israel Land Administration under its lease agreement the Israel Land
Administration could terminate the lease agreement and, consequemly, dur sublease would terminate
as well.
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As part.of the acquisition described in the preceding paragraph, we also entered into a patent
license agreement with Ormat Industries, pursuant to which we were granted an exclusive license for
certain patents "and trademarks relating to certain technologies that are used in our business. If a
bankruptcy case were commenced by or against our parent, it is possible that performance of all or
part of the agreements entered into in connecuon with such acquisition (including the lease of land
and facilities described above} could be stayed by the bankruptcy court in Israel or rejected by a
liquidator appointed pursuant to the Bankfuptcy Ordinance in Israel and thus not be enforceable.
Any of these events could have a material and adverse effect on our business, ﬁnanc1al condition,
future results and cash flow. - i

, | , ’
We are a holding company and our revenues depend substantially on the performance of our
subsidiaries and the projects they operate, most of which are subject to restriciions and taxation on
dividends and distributions. '

We are a holding company whose primary assets are our ownership of the equity interests in our
subsidiaries. We conduct no other business' and, as a result, we depend entirely upon our subsidiaries’
earnings and cash flow.

The agreements pursuant to which most of our subsidiaries have incurred debt restrict the ability
of these subsidiaries to pay dividends, make distributions or otherwise transfer funds to us prior to the
satisfaction of other obligations, including the payment of operating expenses, debt service and
replenishment or maintenance of cash reserves. In the case of some of our projects, such as the
Mammoth project, there may be certain additional restrictions on dividend distributions pursuant to.
our agreements with our partners, Further/ if we elect to receive distributions of earnings from our
foreign operations, we may incur United States taxes on account of such distributions, net of any
available foreign tax credits. In all of the forelgn countries where our existing projects are located,
dividend payments to us are also subject to withholding taxes. Each of the events described above
may reduce or eliminate the aggregate amount of revenues we can receive from our subsidiaries. .

Some of our directors and executive oﬁ‘i(_‘ers who also hold positions with our parent may have conflicts
of interest with respect to matters involving 'both companies.

Three of our seven directors are directors and/or officers of Ormat Industries, namely Lucien
Bronicki, Dita Bronicki and Yoram Bronicki. In addition, four of our executive officers are also
executive officers of Ormat Industries. Spe|c1ﬁcally, our Chalrman Director and Chief Technology
Officer, Lucien Bronicki, is the Chairman of our parent; our ’ Chief Executive Officer, President and
Director, Dita Bronicki, is the Chief Executive Officer of our parent; our Chief Financial Officer,
Joseph Tenne, is the Chief Financial Ofﬁcer of our parent; and Etty Rosner our Vice President
— Contract Administrator and Corporate Secretary is the Corporate Secretary of our parent. These
directors and officers owe fiduciary duties to both companies and may have conflicts of interest on
matters affecting both us and our parent, and in some circumstances may have interests adverse to our
interests. ' i :

Our controlling stockholders may take actions that conflict with your interests.

Ormat Industries Ltd. holds approximately 64.0% of our common stock, Bronicki Investments
Ltd. holds approximately 28.12% of the outstanding shares of common stock of Ormat Industries Ltd.
as of February 28, 2007 (27.50% on a fullyldiluted basis). Bronicki Investments Ltd. is a privately held
Israeli company and is controlled by Lucreln and Dita Bronicki. Because of these holdings, our parent
company will be able to exercise control over all matters requiring stockholder approval, including the
election of directors, amendment of our certificate of incorporation and approval of significant
corporate transactions, and they will have srgmﬁcant control over our management and policies. The
directors elected by these stockholders w1ll be able to significantly influence decisions affecting our
capital structure. This control may have the effect of delaying or preventing changes in control or
changes in management, or limiting the abrhty of our other stockholders to approve transactions that
they may deem to.be in their best mterest For example, our controlling stockholders will be able to
control the sale or other disposition of our products business to another entity or the transfer of such
business outside of the State of Israel; as such action requires the affirmative vote of at least 75% of
our outstanding shares. !

r
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The price of our common stock may fluctuate substantiaily and your investment may decline in value.

The market price of our common stock is likely to be highly volatile and may ﬂuétii@te
substantially due to many factoss, including: i )

e actual or anticipated fluctuations in our results of operations including as a result of seasonal
variations in our electricity-based revenucs; : :

e variance in our financial performance from the expectations of market analysts;

e conditions and trends in the end markets we serve and changes in the estimation of the size
and growth rate of these markets;

e announcements of significant contracts by us or our competitors;

» changes in our pricing policies or the pricing policies of our competitors;
|

¢ loss of one or more of our significant customers;

1
|
¢ legislation; i
. . . . |
+ changes in market valuation or earnings of our competitors;

¢ the trading volume of our common stock; and |

¢ general economic conditions. ; B

In addition, the stock market in general, and the New York Stocl-é Exchange and the market for
energy companies in particular, have experienced extreme price and vélume fluctuations that have
often been unrelated or disproportionate to the operating performance of particular companies
affected. These broad market and industry factors may materially harr;ﬁ the market price of our
common stock, regardless of our operating performance. In the past, f_(:)llowing periods of volatility in
the market price of a company’s securities, securities class-action litigation has often been instituted
against that company. Such litigation, if instituted against us, could result in substantial costs and a
diversion of management’s attention and resources, which could materially harm our business,
financial condition, future results and cash flow. ;

Future sales of common stock by some of gur existing stockholders COthd cause our srqu price to
decline. . :

As of the date of this report, our parent, Ormat Industries Ltd., hlolds approximately 64% of our
outstanding common stock and some of our directors, officers and employees also hold‘shares of our
outstanding common stock. Sales of such shares in the public market, as well as shares we may issue
upon exercise of outstanding options, could cause the market price of our common stock to decline.
On November 10, 2004, we entered into a registration rights agreement with Ormat Industries
whereby Ormat Industries may require us to register our common stock held by it or its directors,
officers and employees with the Securities and Exchange Commission !or to include our common stock

held by it or its directors, officers and employees in an offering and sale by us.
i

Provisions in our charter documents and Delaware law may delay or prevent acquisition of us, which
could adversely affect the value of our common stock. :

Our restated certificate of incorporation and our bylaws contain provisions that could make it
harder for a third party to acquire us without the consent of our Boafr:d of Directors. These provisions
do not permit actions by our stockholders by written consent. In addition, these provisions include
procedural requirements relating to stockholder meetings and stockholder proposalsithat could make
stockholder actions more difficult. Our Board of Directors is classified into three classes of directors
serving staggered, three-year terms.and may be removed only for caufée. Any vacancy on the Board of
Directors may be filled only by the vote of the majority of directors then in office. Our Board of
Directors has the right to issue preferred stock without stockholder ai’aproval, which could be used to
institute a “poison pill” that would work to dilute the stock ownership of a potential hostile acquirer,
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effectively preventing acquisitions that have not been approved by our Board of Directors. Delaware
law also imposes some restrictions on mergers and other business combinations between us and any
holder of 15% .or more of our outstanding common stock. Although we believe these provisions
provide for an opportunity to receive a hlgher bid by requiring potential acquirers to negotiate with
our Board of Directors, these provisions apply even if the offer may be considered beneficial by some
stockholders. I

. |
The Sarbanes-Oxley Act of 2002 imposes significant regulatory, corporate and operational requirements
on the Company. Failure to comply with such provisions may have significant adverse conseguences 1o
the Company

1

As a public company, we are subject tojthe Sarbanes-Oxley Act of 2002 (the SOX Act). The SOX .
Act contains a variety of provisions affecting public companies, including but not limited to, corporate
governance requirements, our relationship with our auditors, evaluation of our internal disciosure
controls and procedures and evaluation of o'ur internal control over financial reporting. See
Management’s Report on Internal Control over Financial Reporting and Item 9A. — “Controls and
Procedures”. |

|

ITEM 1B. UNRESOLVED STAFF COMMENTS

On December 29, 2006, we received a comment letter from the staff of the Division of
Corporation Finance of the SEC, with resperct to our annual report on Form 10-K for the year ended
December 31, 2005. We responded to the staff’s comments in a letter dated January 29, 2007, We
believe that we have resolved all of the staff’s comments, with the exception of one staff comment
relating to the accounting treatment in the stlatement of cash flows and in the statement of operations
of the lease and lease back transaction of the Puna project. . Our response to the staff included a
detailed discussion of relevant accounting au!lhority and our analysis undertaken in reaching a decision
to so present and account for the Head Lease. On March 9, 2007, we received a follow up letter from
the staff, asking us for an explanation of our, lease out, lease in transactions and our analysis and the
accounting authority for our conclusion regarding the accounting treatment of such transactions. As
such, this comment remains unresolved. The!Company believes that it has properly accounted for the
Puna lease transaction in accordance with the provisions of SFAS No. 13, Accounting for Leases.

ITEM 2. PROPERTIES |

We currently lease corporate offices at 6225 Neil Road, Reno, Nevada 89511-1136. We also
occupy an approximately 66,000 square meter office and manufacturing facility located in the
Industrial Park of Yavne, Israel, which we sublease from Ormat Industries. See “Certain Relationships
and Related Transactions”. We also lease small offices in each of the countries in which we operate.

We believe that our current facilities arei adequate for our operations as currently conducted. If
additional facilities are required, we believe that we could obtain additional facilities at commercially
reasonable prices.., !

|
Each of our projects is located on properly leased or owned by us or one of our subsidiaries, or is

a property that is subject to a concession agreement

Information and descriptions of our p[anls and properties are included in Item 1, “Business”, of
this annual report.

ITEM 3. LEGAL PROCEEDINGS

There were no material developments m|any legal proceedings to which the Company is a party
during the fiscal year 2006, other than as desclrlbed below.

As a result of our acquisition of the Steamboat 1 and 1A plants, our subsidiary Steamboat
Geothermal LLC has become a party to htlganon pending in the Second Judicial District Court in
Washoe County, Nevada with Geothermal Development Associates and Delphi Securities, Inc. In
April 2002, these plaintiffs initiaied a lawsuit against the former owner and operator of the Steamboat
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1/1A project. The plaintiffs dispute amounts owed to them pursuant to an agreement, dated

July 14, 1985, pursuant to which Geothermal Development Associates 3551gned all of its-right, title,
and interest in the subject geothermal leasehold property in exchange for a net operating royalty
interest in the revenues of the Steamboat 1 plant. The plaintiffs claim entltlement to damages based
upon the following three allegations, which we deny: (i) that the aeuonst of the former owner in
developing the Steamboat 1A plant have decreased the output of the Steamboat 1 plant; (ii) that
general, administrative, and corporate expenses included by the former owner in the calculation of the
net royalty amount were overstated for the years 2000 and 2001; and (lllll) that, in addition to its
royalty interest in the revenues from the Steamboat 1 plant, plaintiffs are entitled to a net revenue
royalty interest from the Steamboat 1A plant. The matter was orlgmally set for a trial in

September 2003, but the trial date was adjourned in order to allow the plamnf[s to obtain substitute
counsel. Initial evidentiary disclosures and discovery requests had been made before the trial was
adjourned. No dispositive motions are pending before the Court and lhe trial date has not been
rescheduled. As of December 31, 2005 and January 9, 2006, Steamboat 'Geothermal LLC entered into
a sales, settlement and release agreement and an assignment agreemend respectively, with Woodside
Properties LLC, the assignee of 37% of Geothermal Development Assocnates right to net operating
revenues, whereby Steamboat Geothermal LLC was assigned 37% of the net operating revenues of
Steamboat 1 in partial settlement of the above mentioned dispute with Geothermal Development
Associates and Delphi Securities, Inc. The plaintiffs also assert that, in addmon to the amounts they
claim are owed to them, they are entitted to interest on those amounts,ias well as a reasonable net
operating royalty payment from our Burdette project. We believe that sf;ch assertion is without merit,
and that any outcome of such litigation or any settlement discussions wﬂl not have a material impact
on our results of operations. On November 14, 2006, the parties agreed 1o dismiss plaintiff Delphi

Securities, Inc. from the case with prejudice. The case is scheduled for nlledlatlon on April 10-11, 2007. .

In connéction with the power purchase agreements for the Ormesa prolecl Southern California
Edison has expressed its intent not to pay the contract rate for the power supplied by the GEM 2 and
GEM 3 plants to the Ormesa project. Southern California Edison comelnds that California 1SO
real-time prices should apply, while management believes that SP-15 prlces quoted by NYMEX should
apply. According to Southern California Edison’s estimation, the amounl under dispute is
approximately $2.5 million. The parties have signed an interim agreement whereby Southern
California Edison will continue to procure the GEM 2 and GEM 3 power at the current energy rate
of 5.37 cents/kWh until May 1, 2007. In addition, a long-term power pur'chase agreement is expected
to be entered into for the GEM 2 and GEM 3 power. The negotlatlons in connection with the
long-term power purchase agreement are still under way and there is no: guarantee that such
negotiations will be successfully completed. Management believes that such settlement agreement will
not have a material financial impact on us. -

One of our subsidiaries, Ormat Inc., is a party in a third-party complamt originally filed on
November 15, 2005 by Lacy M. Henry and Judy B. Henry (the Henrys) i in a bankrupicy proceeding in
the United States Bankruptcy Court for the Eastern District of North Carolma The Henrys are
debtors in a Chapter 11 bankruptcy filed in the Bankruptcy Court. The 'Henrys were the sole
shareholders of MPS Generation, Inc. (MPSG). We entered into a supply contract with MPSG dated
as of December 29, 2003, under which we were retained as a subconlractor to produce four waste heat
energy converters for a project for which MPSG had entered into a comract with Basin Electric
Power Cooperative (Basin). Basin filed a lawsuit on February 24, 2005 agamst among others, MPSG
and the Henrys in the United States District Court for the District of North Dakota, allegmg various
causes of action including breach of contract, actual and constructive fraud and conversion, and
demanding the piercing of MPSG’s corporate veil to establish the personal liability of the Henrys for
MPSG’s debts. On September 15, 2005, Basin filed a complaint commencmg the bankruptcy adversary
proceeding, seeking a determination that the claims which Basin alleged]agamst the Henrys in the
North Dakota lawsuit were not dischargeable. On November 15, 2005, the Henrys answered Basin’s
complaint in the bankruptcy proceeding and also filed a third-party con"ii)lamt against us, alleging that
1o the extent the Henrys are found personally liable to Basin for MPSG’s debts, the Henrys have
claims against us for breach of contract/breach of warranty, tortious intei{'ference with: contract, unfair

]
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or deceptive trade practices and fraud. The Henrys alleged damages in excess of $100 million. On
December 15, 2005, we filed an answer denymg the Henrys’ claims and asserting counterclaims against
the Henrys. Our subsidiary filed a motion to dismiss the Henrys’ claims on January 31, 2006. On
March 21, 2006, Basin filed an Amended Compiamt in the bankruptcy proceeding, consolidating the
causes of action it brought in the North Dakota lawsuit. In their answer to Basin’s Amended
Complaint, the Henrys raised the same thll‘d party claims against our subsidiary, On May 11, 2006, the
Bankruptcy Court entered an order denymg our subsidiary’s motion to dismiss the Henrys’ claims
against it, but staying the Henrys’ litigatiori against our subsidiary pending the resolution of Basin’s
alter ego claims against the Henrys. In its answer to Basin’s Amended Complaint, MPSG asserted
third party claims against our subsidiary 51mllar to those claims raised by the Henrys. We believe that
we have no liability to the Henrys or to MPSG and intend to defend vigorously against the Henrys’
and MPSG’s claims in the bankruptcy proceedmg A trial on all issues raised in the bankruptcy
proceeding is scheduled to begin in September 2007 in the Bankruptcy Court.

From time to time, we (including our ;ubsidiaries) are a party to various other lawsuits, claims
and other legal and regulatory proceedings that arise in the ordinary course of our (and their)
business. These .actions typically seek, among other things, compensation for alleged personal injury,
breach of contract, property damage, punitive damages, civil penalties or other losses, or injunctive or
declaratory relief. With respect to such lawsuits, claims and proceedings, we accrue reserves in
accordance with U.S. generally accepted accounting principles. We do not believe that any of these
proceedings, individually or in the aggregate wotuld materially and adversely affect our business,
financial condltlon future results or cash ﬂows

f

ITEM 4. SUBMISSION OF MATTERS 'II'O A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our security holders during the quarter ended
December 31, 2006. .

LI V2
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ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the New York Stock Exchange un{cl:ler the symbol “ORA”. Public
trading of our stock commenced on November 11, 2004. Prior to that, there was no public market for
our stock. The approximate number of holders of record of our common stock was 8 on February 28,
2007. On February 28, 2007, our stock’s closing price as reported on the New York Stock Exchange
was $38.82 per share. ' .

! |

Dividends:

We have adopted a dividend policy pursuant to which we currentlj!( expect to distribute at least
20% of our annual profits available for distribution by way of quarterly dividends. In determining
whether there are profits available for distribution, our Board of Directors will take into account our
business plan and current and expected obligations, and no distribution|will be made that in the
judgment of our Board of Directors would prevent us from meeting su;ch business plan or obligations.

Notwithstanding this policy, dividends will be paid only when, as a:rlld if approved by our Board of
Directors out of funds legally available therefore. The actual amount and timing of dividend payments
will depend upon our financial condition, results of operations, business prospects and such other
matters as the board may deem relevant from time to time. Even if prc'iﬁts are available for the
payment of dividends, the Board of Directors could determine that such profits should be retained for
an extended period of time, used for working capital purposes, expansion or acquisition of businesses
or any other appropriate purpose. As a holding company, we ar¢ deper'l'dent upon the earnings and
cash flow of our subsidiaries in order to fund any dividend distribution‘s: and, as a result, we may not
be able to pay dividends in accordance with our policy. Our Board of Qirectors may, from time to
time, examine our dividend policy and may, in its absolute discretion, change such policy.

. N !
We have declared the following dividends over the past two years:'

: Dividend ! . ;

Date Declared Amount per Share Record Date Payment Date
March 22,2005 ............... $0.03 April 4, 2005 April 18, 2005
May 10,2005 . ................ $0.03 May 23, 200§ June 6, 2005
Augost 11,2005, . ... $0.03 August 22, 2“005 September 1, 2005
November 9, 2005............. $0.03 November 2.?’ 2005 December 6, 2005
March 7,2006 ................ $0.03 March 28, 20|06 - April 4, 2006
May 9,2006 .................. $0.04 . May 23, 200§ May 30, 2006
August 6,2006. ............... $0.04 August 23, 2“006 August 30, 2006
November 7, 2006............. ‘ $0.04 November 30, 2006 December 13, 2006
February 27,2007 ............. $0.07 March 21, 2907 March 29, 2007

!
. : o

Ormat Technologies, Inc. (ORA) — High and Low Prices for the lyears 2005 and 2006, and from
January 1 until February 28, 2007: ' '

High/Low Stock Prices:

- First Second Third  Fourth  First 'Second’ Third Fourth January'l to
Quarter Quarter Quarter Quarter Quarter Quarter, Quarter Quarter February 28,
2005 ° 2005 2005 2005 2006+ 2006 l 2006 2006 2007
High: ' $1650  $1920 32410  $29.10  $43.42  $40.54.| $38.59 $40.98 $44.59
Low: $14.50 $13.88 $1825 $1880 $27.75 " $3l.64 4 $31.75 $32.0 $37.11

L}
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Stock Performance Graph: i

The following performance graph represents the cumulative total shareholder return for the
period November 11, 2004 (the date upon WhICh trading of the Company’s common stock
commenced) through December 31, 2006 for our common stock, as compared to the Standard and
Poor’s Composite 500 Index, and a peer group

Comparison of Cumulatm Returns For the P.erlod November 11, 2004 through

! Decembar 31, 2006
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| 111172004 12312004 1230/2005  12/31/2006
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|

Ormat Technologies, Inc. ............... 0 .coooiinn $100 $109 $174 $245
Standard & Poor’s Composite 500 Index. . .|............ $100 $108 i $126
PP Peers™. ... .ovvieee e inasddiiieaeeann, ~ $100 $113 $144 $210
Renewable Peers* ...l ~ %0 $117 $236 $220

*  Independent Power Producer (IPP) Peers are The AES Corporation, NRG Energy Inc. and International Power PLC
Renewable energy (Renewable) Peers are Accmna S.A., Evergreen Solar Inc. and Energy Conversion Devices Inc.

The above Stock Performance Graph shall not be deemed to be soliciting material or to be filed

with the SEC under the Securities Act and the Exchange Act except to the extent that the Company -

specifically requests that such information be treated as soliciting material or specifically incorporates
it by reference into a filing under the Securlities Act or the Exchange Act.

Equity Compensation Plan Information :

. . . . . .
For information on our equity compensation plan, refer to Item 12 “Security Ownership of
Certain Beneficial Owners and Management™.

Unregistered Sales.of Equity Securities and Use of Proceeds from Registered Securities

None. |

|
ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our seleclted consolidated financial data for the years ended and at
the dates indicated. We have derived the selected consolidated financial data for the years ended
December 31, 2006, 2005 and 2004 and as of December 31, 2006 and 2005 from our audited
consolidated financial statements set forth il:I Part II Item 8 of this annual report. We have derived the
selected consolidated financial data for the years ended December 31, 2003 and 2002, and as of
December 31, 2004, 2003 and 2002 from our audited consolidated financial statements not included

herein. |

The information set forth below should be read in conjunction with Item 7 — *Management’s
Discussion and Analysis of Financial COHdlthI‘l and Results of Operations™ and our consolidated
financial statements set forth in Part II Iten} 8 of this annual report.
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Statements of Operations Data:

Revenues:

Electricity:
Energy and capacity ...................
Lease portion of energy and capacity ....
Lease INCOMIC. -« v v vvreeneennenaannnnns

Total Electricity. . ....ooovvvvvianent,
Products . ...ooveei i

Total TEVENUES ..ot v e i inan e

Cost of revenues:

Electricity:
Energy and capacity ...................
Lease portion of energy and capacity .. ..
Lease eXpense . .......ovivreneernnnenes

Total Electricity. ..... e
Products ... ..o e

Total cost revenues ..............a-..
Gross margin: ...

Operating e;(penscs (income):

Research and development expenses .......
Selling and marketing expenses ...........
General and administrative expenses .......
Gain on sale of geothermal resource rights. .

Operating inCoOmMe .............ooo...
Other income (expense):
Interest income ...... ..o iiiiaiiies

Interest EXPenSe .. ...vvvvreeanrsrannanens .

Foreign currency translation and
transaction 1088 .. .......oeviiiinn N
Other non-operating income .......... T

Income from continuing operations
before income taxes, minority
interest and equity in income of
INVESLEES .\ vvvnreineeiinnnannrens
Income tax provision . ...............cceeun
Minority interest in earnings of subsidiaries . ..
Equity in income of investees ...............

Income from continuing operations . ...
Discontinued operations:
Loss from operations of discontinued
activities in Kazakhstan ................
Loss on sale of Kazakhstan operations . ....
Income (loss) before cumulative effect
of change in accounting principle .. ..
Cumulative effect of change in accounting
principle (net of tax benefit of $125,000) .. ..

Net income (loss) ...................

|
I
|
I
j
I

Years E:nded December 31, .

2006 2005 ! 2004 2003 ° 2002
{in thousands, except per share data)
. ; V ) - I‘
$106,682 $104975 1{$100281 § 77,752 $65,491
86,115 70963 i 58,550 — —
2,686 1,431 — — _
195483 177,369 || 158,831 77,752 65491
73454 _ 60623 i| 60399 _ 41688 20138
268,937 237,992 || 219230 119440 _85.629
!
77768 70328 | 63300 46726 33482
41345 30215 i 26,442 — —
5,243 3,072 . - = _
124356 103615 | 89742 46,726 33482
51215 45236 1 46336 29494 17,293
175,571 148851 i| 136,078 _ 76220 50,775
93366 89,141 | 83,152 43220 34854
2,983 303 | 2,175 1,391 1,503
10,361 7876, 7,769 7087 6,051
18,094 14320 | 11,609 9252 7,073
— — (845) — —
61928 639093 62444 25490 20,227
6,560 4308 I 1,316 607 609
(30,961)  (55317); (42,785)  (8,120) (6,179)
(704) (439) (146) " (316)  (323)
694 512, 112 - -464 1,195
|
] 3
| e
37,517 12973 20941 18125 15529
(6403)  (4,690)| (6.609)  (2,506) (6,135)
(813) — (108) . (519) (1,194)
4,146 68941 _ 3,567 559 314
34447 15177 ' 17,791 15659 8,514
1
— —, — —  (3,114)
— =3 — —  _(6449)
34447 151771 17791 15659 (1.044)
| b
— — — (205) —
$ 34447 $ 151771 $17,791 .$.15454 $(1.044)
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Years Ended December 31,

2005 2004 . 2003 2002

L] 1 -
' | 3006
|
Basic earnings (loss) per share: |
|

(in thousands, except per share data)

Income from continuing operations...... ... $ 100 $ 048 $ 072 $ 067 $ 037
Loss from discontinued operatlons ..... : ... — — — — (0.41)
Cumulative effect of change in accountmg
principle ....... ... . oalll L — — — (0.01) —
Net income (loss) ............ o : ... § 1.00 $§ 048 § 072 § 066 § (0.04)
Diluted earnings (loss) per share: ' ' ‘
Income from continuing operations. . . . . L. § 099 § 048 $ 072 § 067 % 037
Loss from discontinued operations ... .. R — — — — (0.41)
Cumulative effect of change in accounting
principle ......... ...l : e — — — (0.01) —
Net Income (loss)................ = $ 099 $§ 048 $ 072 § 066 § (0.04)
Weighted average number of shares used i m
computation of earnings (loss) per share:, :
Basic..... ;oo i i L 34,593 31,563 24,806 23,214 23,214
Diluted ...t : ... 34707 31,609 24806 23214 23214
Cash dividend per share declared during the
YEAT .. iiinneneaaneiaeneeeeee beoc $ 01500 $01200 $01025 80 — § 0 —
[
Balance Sheet Data (at end of year): |
Cash and cash equivalents ..............!... § 20254 " $ 26976 $ 36,750 $ 8,873 $ 36,684
Working capital {(deficit) ................ .' c.e 34,429 36,616 50,341 2,677  (79,853)
Property, plant and equipment, net (mcludmg ‘
construction-in process)................... 793,164 620,001 527003 379,133 180,118
Total assets .........c.ccvivivnnnnnene.in.. 1,160,102 914,480 850,088 543,138 287378
Long-term debt (including current portion);... 372,009 365539 384,515 260488 95807
Notes payable to Parent (including carrent '
50 g 1101 1) I ... 140,153 171,805 1935852 177,004 —
Stockholders’ equity .................... .. 440,794 182259 167,914 36,975 27,837

{
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF'F:'iNANClAL CONDITION
AND RESULTS OF OPERATIONS t

You should read the following discussion and analysis of our resulisiof operations, ﬁnanc:al
condition and liquidity in conjunction with our consolidated financial siatements and the related notes.
Some of the information contained in this discussion and analysis or set forth elsewhere in this annual
report including information with respect to our plans and strategies for our business, statementis
regarding the industry outlook, our expectations regarding the future performance of our business, and
the other non-historical statements contained herein are forward-looking Statements. See “Cautionary
Note Regarding Forward-Looking Statements”. You should aiso review Item 1A — “Risk Factors” fora
discussion of important factors that could cause actual results to differ mc'uertally from the results

- described herem or implied by such forward-looking statemenis.
1

General : o
! : 1

‘Overview

We are a leading vertically integrated company engaged in the geothermal and recovered energy
power business. We design, develop, build, own and operate clean, env1r0nmentally friendly
geothermal and recovered energy-based power plants using equipment that we design and
manufacture. In addition, we sell the equipment we design and manufaclture for geothermal electricity
generation, recovered energy-based electricity generation, and other equipment for electricity
generation to third parties. Our operations consist of two business segm'énts The first consists of the
sale of electricity from our power plants, which we refer to as the Electnmty Segment. The second
consists of the desngn manufacturmg and sale of eqmpment for electrlmty generation, the installation
thereof and the provision of services relating to the engineering, procurgment construction, operation
and maintenance of geothermal and recovered energy power plants, whllch we refer to as the Products
Segment. : 1

Our Electricity Segment mainly consists of our investment in powell'i plants producing electricity
from geothermal resources and, as of recently, from recovered energy resources. Our geothermal
power plants include both power plants that we have built and power plants that we have acquired,
while all of our recovered energy-based plants have been constructed byI us. Qur Products Segment
consists of the design, manufacture and sale of equipment that generales' electricity, principally from -
geothermal and recovered energy resources, but also using other fuel sources as well. Our Products
Segment also includes, to the extent requested by our customers, the mstallatlon of our equipment
and other related power plant installations and the provision of services relatlng to the engineering,
procurement, construction, operation and maintenance of geothermal andl recovered energy power
plants. For the year ended December 31, 2006, our Electricity Segment r:epresented approximately
72.7% of our total revenues, while our Products Segment represented approx1mately 27.3% of our
total revenues during such year. }

During the year ended December 31, 2006, total Electricity Segment revenues from the sale of
electricity by our consolidated power plants (including revenues derived!from the Zunil project, which
was consolidated as of March 13, 2006) were $195.5 million. In addition, X revenues from our 50%
ownership of the Mammoth Project and from our 80% ownership of the' Leyte Project for the year
ended December 31, 2006 were $18.6 million. This additional data is a Non Generally Accepted
~ Accounting Principles (Non-GAAP) financial measure as defined by the! SEC There is no comparable
GAAP measure. Management believes that such Non-GAAP data is useful to the readers as it
provides a more complete view on the scope of the activities of the power plants that we operate. Our
investments in the Mammoth and Leyte projects are accounted for in OUII' consolidated financial
statements under the equity method and the revenues are not included i m our consolidated revenues
for the year ended December 31, 2006.

Our Elv.=:ctr1c1t3,r Segment operations are conducted in the United States and throughout the world.
Since January 1, 2001, we have completed various acquisitions of geothermal power plants with an
aggregate acquisition cost, net of cash received, of $526.7 million. In the: year ended December 31,
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2006, we increased our net ownership interé:st in generating capacity by 19 MW through the
acquisition of an additional 79.0% ownership interest in the Zunil project in Guatemala, thereby
increasing our ownership interest in that project to 100%, as a result of which the project is now fully
consolidated. In addition, we increased ourinet ownership interest in generating capacity by 32 MW
through new construction, which includes our first four REG plants completed in the fourth quarter of
2006. We currently own or control as well qs operate geothermal projects in the United States,
Guatemala, Kenya, Nicaragua and the Philippines.

! .
Our Products Segment operations are also conducted in the United States and throughout the
world. During the vear ended December 31 2006, revenues attributable to our Products Segment
were $73.5 million. !

!
We have identified recovered energy-based power generation as a significant market opportunity
for us in the United States and throughoutithe world. We expect that recovered energy generation
projects will increase our revenues in both ithe Electricity Segment and the Products Segment,

During the year ended December 31, 2006, we recognized revenues in our Products Segment of
approximately $25.0 million from REG compared to $8.5 million during the year ended
December 31, 2005. During the year ended December 31, 2006 we received purchase orders for the
supply and construction of REG plants in a total amount of $36.6 million, out of which we recognized
revenues in the amount of $8.5 million in the year ended December 31, 2006. Qur Electricity Segment
is characterized by relatively predictable revenues generated by our power plants pursuant to
long-term power purchase agreements, with terms which are generally up to 20 years. The price for
electricity under all of the power purchase'agreements is effectively a fixed price, except in the case of
the power purchase agreement of the Puna project, which has a variable energy rate based on the
local utility’s short run avoided costs (the mcremenlal costs that the power purchaser avoids by not
having to generate such electrical energy itself or purchase it from others). 81.2% of the electricity
revenues generated in the year ended Dec:’ember 31, 2006, was derived from contracts with fixed
energy rates, and therefore such revenues were not affected by the fluctuations in energy commodity
prices.

Revenues attributable to our Produclsl Segment, which are based on the sale of equipment and
the provision of various services 1o our customers, may vary | frOm period to period because of the
timing of our receipt of purchase arders and the progress of ¢ our execution of each project. QOur
management assesses the performance of our two segments of operation differently. In the case of our
Electricity Segment, when making decisions about potential acquisitions or the development of new
projects, our management typically focuses; on the internal rate of return of the relevant investment,
relevant technical and geological matters and other relevant business considerations. Additionally, as
part of our Electricity Segment, our management evaluates our operating projects based on the
performance of sich projects in terms of revenues and expenses in contrast to projects that are under
development, which our management eval;uates based on costs attributable to each such project. By
contrast, our management evaluates the performance of our Products Segment based on the timely
delivery of our products, performance quality of our products and costs actually incurred to complete
customer orders as compared to the costs l‘originally budgeted for such orders.

During the year ended December-31, *2006 our total revenues increased by 13.0% (from
$238.0 million-to $268.9 million) over the previous year. During the years ended December 31, 2006
and 2005, our U S. projects generated 1,894,227 MWh and 1,799,072 MWh, respectively, which include
our 50% share'in the Mammoth project. We were unable to realize fully the aggregate generating
capacity of our power plants due to unexpected operational problems that we experienced at some of
our plants, such as the Puna and Ormesa projects, and the delay in the commerc1al operation of the
Desert Peak 2 plant all of which are described in this report.
[
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Trends and Uncertainties I

The geotherma] industry in the United States has historically expcn'enced significant growth
followed by a consolidation of owners and operators of geothermal power plants. During the 1990%,
growth and development in the geothermal industry occurred primarily in foreign markets and only
minimal growth and development occurred in the United States. Since 2001, there has been increased
demand for €nergy generated from geothermal resources in the United States as production costs for
electricity generated from geothermal resources have become more competitive relative 1o fossil fuel
generation, due to increasing natural gas prices and as a result of newly. enacted legislative and
regulatory incentives, such as state renewable portfolio standards. We sce the increasing demand for
energy generated from geothermal and other renewable resources in lhe' United States and the further
introduction of renewable portfolio standards as the most sngmﬁcant trends affecting our industry
today and in the immediate future. The recent relative decline in oil and gas prices does not appear to
have impacted the increasing demand for renewable energy. Our operations and the trends that from
time to time impact our operations are subject to market cycles. :

Although other trends, factors and uncertainties may impact our oé?rations and financial
condition, including many that we do not or cannot foresee, we believe that our results of operations
and ﬁnancial;_condition for the foreseeable future will be affected by thc:‘t following trends, factors and
uncertainties:

e In 2005 and 2006, our primary activity has been the implementation of our organic growth
through the construction of new projects and enhancements of several of our existing
projects, as discussed in Item 1 — “Business — Our Power Generatlon Business” in this
annual report. As a result, growth in revenues and overall gcneratmg capacity has been more
moderate than the previous two years, which were characterlze:cl! by significant acquisitions.
Nevertheless, we expect that this investment in organic growth 1xl!vill result in a significant
increase in our total generating capacity and a corresponding increase in our consolidated

© revenues as well as in our operating income attributable to our, Electr1c1ty Segment in 2007,
as compared with 2006. |

+ We expect that the increased awareness of climate change mayi“result in significant changes in
the business and regulatory enviro‘nment, which may create busilness opportunities for us
going forward . | - |

: [

¢ In the United States, we expect to continue to benefit from thc‘ increasing demand for
renewable energy as a result of favorable legislation adopted by, 23 states and the District of
Colombia, including California, Nevada and Hawaii (where weipave been active in
geothermal development and in which all of our U.S. geothermal prolects are located). In
each of these states, relevant legislation currently requires that ‘an increasing percentage of
the tlalectrlc:lty supplied by electric utility companies operating 1n such states be derived from
renewable energy resources until certain pre-established goals a're met. We expect that the
additional demand for renewable energy from utilities in such states will create additional
opporttunities for us to expand existing projects and build new power plants.

¢ On September 27, 2006, the California Global Warming Solutlons Act of 2006 (the Act) was
signed into law. The Act regulates most sources of greenhouse | gas emissions and is expected
to result in a reduction of carbon emissions to 1990 levels by 2020, representing a twenty-five
percent reduction in greenhouse gas emissions. To accomplish this, the Act provides a
framework for greenhouse gas emissions reductions through th'el use of emissions control
technologles and other cost-effective reduction strategies, one of which may-involve the use of
market-based trading of emissions rights. The California Air Resources Board must adopt
standards for implementing the Act by 2011. Although programs under the Act will take
some. time to develop, its requirements, partlcularly the creatlon of a market-based trading
mechanlsm to achieve compliance with emissions caps, should be highly advantageous to
in- state energy generating sources that have low carbon emissions such as geothermal energy.
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On September 27, 2006, Califomia also enacted legislation requiring that its renewable
portfolio standard of 20% generanon from renewable energy resources per year be met by
December 2010, ahead of the prevmus legislative mandated target of December 2017. The
California legislature is currently considering an increase to 33% by December 31, 2020.

Outside of the United States, we expect that a variety of governmental 1mt1atlves mcludmg
the award of long-term contracts to independent power generators, the creation of
competitive wholesale markets for selling and trading energy, capacnty and related energy
products and the adoption of programs designed to encourage “clecan” renewable and
sustainable energy sources, will create new opportunities for the development of new projects
as well as create additional markets for our remote power units and other products.

.

In pursuing new orders, we participate in tenders for projects and proposals for installations -
and identify and monitor markets, which utilize or plan to utilize geothermal energy, and in
which geothermal resources are avallable We also intend to continue to pursue growth in our
recovered energy business, and we expect that the portion of revenues from our recovered
energy business as a percentage of the total revenues from our Products Segment will
increase. ;

.

We expect to continue to generate; the majority of our revenues from our Electricity Segment
through the sale of electricity from our power plants. All of our current revenues from the
sale of electricity are derived from fully-contracted payments under long- -term power purchase
agreements |

Over the last year, competition from the wind and solar power generatlon industry has
increased. While the current demand for renewable energy is large enough that this increased
competition has not impacted ourjablllty to obtain new power purchase’ agreements it may
create pressure on electricity prlces o

The viability of the geothermal resources utilized by our power plants depends on various
factors such as the heat content of the geothermal reservoir, useful life of the reservoir (the
term during which such geothermal reservoir has sufficient extractable fluids for our
operations) and operational factors relating to the extraction of the geothermal fluids. Our
geothermal power plants may expenence an unexpected decline in the capacity of their
respective geothermal wells. Such factors, together .with the possibility that we may fail to find
commercially viable geothermal resources in the future, represent significant uncertainties we
face in connection with our operafions. ' :

As our power plants age, they may require increased maintenance with a resultmg decrease in
their avallablllty P

Qur foreign operations are subject to significant political, economic and financial risks, which
vary by country. Such risks includé the ongoing privatization of the electricity industry in the
Philippines, the partial privatization of the electricity sector in Guatemala, labor unrest in
Nicaragua and the political uncert'amly curremly prevailing in Kenya. Although we maintain
political risk insurance as an attempt to mitigate such risks, such insurance does not provide
complete coverage with respect to all such risks.

!
We continue to experience mcreases in the cost of raw materials reqmred for our equipment
manufacturing activities and equlpment used in our power plants, We partially addressed the
availability of drilling equipment by purchasing a drilling rig, which we expect will be supplied
to us in the first half of 2007. We have experlenced an increase in drlllmg costs and a shortage
in drilling equipment, which we belleve is the result of the high oil prices resulting in
increased drilling activity in the marketplace We also have expenenced and expect to
continue to experience, an increase in construction costs, particularly in the United States,
due to rising prices attendant to a signiﬁcant increase in activities in the construction industry.
An increase in such costs may have an adverse effect on our financial condltlon and results of
operations.
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The United States extended-a tax subsidy and increased the amount of the tax subsidy for
companies that use geothermal steam or fluid to generate electrlcny as part of the Energy
Policy Act of 2005-that became law on August 8, 2005. The tax subsrdy is a “production tax
credit”, which in 2006 was 1.9 cents per kWh and is adjusted annually for inflation. The
productlon tax credit may be claimed on the electricity output of new geothermal power
plants put into service by December 31, 2008. Credit may be clalmed for ten years on the
output from any new geothermal power plants put into service pnor to December 31, 2008.
We, as the owner of any project that would be put in service durmg the period ending
December 31, 2008, would have to choose between this productlon tax credit and a 10%
lnvestment tax credit. !

The Energy Policy Act of 2005 as mentioned above, authorizes' FERC to revise PURPA so
as to terminate the obligation of electric utilities to purchase the output of a Qualifying

‘Facility if FERC finds that there is an accessible competitive market for energy and capacity

from:the Qualifying Facility. The legislation does not affect existing power purchase
agreements. We do not expect this change in law to affect our U.S. projects significantly, as all
except one of our current contracts {(our Steamboat 1 project, whlch sells its electricity to
Sierra Pacific Power Company on a year-by-year basis) are long term FERC has recently
issued a final rule that could eliminate the utility’s purchase obllgatlon in four regions of the
country None of those regions includes a state in which our current projects operate.
However, FERC has .the authority under the Energy Policy Act of 2005 1o act, on a
case-by-case basis, to climinate the mandatory purchase obllgauon in other regions. In the
final rule, FERC expressly noted that the California Independent System Operator (CAISQ)
has satisfied one but not all of the criteria for relief from the mandatory purchase’ obligation.
If the utilities in the regions in which our domestic projects operate were to be relieved of the
mandatory purchase obligation, they would not be required to purchase energy from the
project in the'region under Federal law upon termination of thell:xrstmg power purchase
agreement, which could have an adverse effect on our revenues. ;

On July 21, 2006 the Bureau of Land Management and the Mmerals Management Service

. (each part of the Department of the Interior} issued separate proposed rules intended to

implement relevant pIOVlSIOHS of the Energy Policy Act of 2005. I‘If adopted as proposed, the
proposed rules would revise existing federal regulations, dealing wrth the general geothermal
leasing process for federal land, lease durations, work commitments, annual rental and credit

i
- of rental toward royalties, and royalty calculations. Key features Of the proposed rules include

a requirement that geothermal resources be offered through a col'npetitive lease process; the
introduction of a_new royalty methodology, calculated on the bas1s of gross proceeds from the

‘sale of electrncrty, rather than the “netback™ calculation prevrously in use; the, introduction of

. lncreased rental payments (that are creditable toward royalties ovlved) and a new scheme of

K3

Revenues

.. lease terms and extensions. The proposed rules would also establish “production-incentives”

for new facilities and qualified expansion facilities that are put 1nto commercial operation by
August 8, 2011, in the form of a four-year 50% reduction in royalty from what"would
otherwise be due. The 50% reduction would apply to all of the electrrcrty generated from a
new famlrty, and to the incremental electricity generated by a quallﬁed expansion facility. The
provisions of the proposed rules dealing with fees, rental payments and royalties would apply
to geothermal leases issued after August 8, 2005. However, lessees under leases issued prior

.to August 8, 2005 may elect to convert their leases to the new regulatory framework. The
-60-day period for public comments on the proposed rule has explred but as of the date of

" this report, no further regulatory action to codify and implement the proposed rules has been

pubhshed We do not expect that such proposed rules will have a; ‘material 1mpact on us,
i
I "

i

We generate our revenues from the sale of electricity from our geothérmal and recovered

energy-based power plants; the design, manufacture and sale of equlpmentl for electrrcrty generation;
and the constructlon installation and engineering of power plant equipment. ot
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Revenues attributable to our Electricity Segment are relatively predictable as they are derived
from the sale of electricity from our powei‘ plants pursuant to long-term power purchase agreements
however, such revenues are subject to seasonal variations, as more fully described below in the section
entitled “Seasonality”. Electricity segment revenues may also be affected by higher-than-average
ambient temperature, which could cause a decrease in power generation from our prolects and by
unplanned major maintenance activities related to our projects.

Qur power purchase agreements genelrally provide for the payment of capacity payments, energy
payments, or both. Generally, capacity payments ar¢ payments calculated based on the amount of time
that our power plants are available to generate electricity. Some of our power purchase agreements
provide for bonus payments in the event that we are able to exceed certain target levels and the
potential forfeiture of payments if we fail lto meet minimum target levels. Energy payments, on the
other hand, are payments calculated based on the amount of electrical energy delivered to the
relevant power purchaser at a designated dellvery point. The rates applicable to such payments are
either fixed (subject, in certain cases, to certain adjustments) or are based on the relevant power
purchaser’s short run avoided costs (the incremental costs that the power purchaser avoids by not
having to generate such electrical energy itself or purchase it from others). Qur more recent power
purchase agreements provide generally for energy payments alone with an obligation to compensate
the off-taker for its incremental costs as a result of shortfalls in our supply.

The lease income related to the Puna lease transactions, which are accounted for as operating
leases, is included as a separate line ltemnn our Electricity Segment revenues (See “Liquidity and
Capital Resources”). For management purposes, we analyze such revenue on a combined basis with

other revenues in our Electricity Segment.
[
As required by Emerging Issues Task Force (EITF) Issue No. 01-8, Derermmmg Whether an

Arrangement Contains a Lease, we have assessed all of our power purchase agreements agreed to,
modified or acquired in business combinations on or after July 1, 2003, and concluded that ali such
agreements contained a lease element requlrmg lease accounting. Accordingly, revenue related to the
lease element of the agreements is presented as “lease portion of energy and capacity” revenue with
the remaining revenue related to the productlon and delivery of the energy presented as “energy and
capacity” revenue in our consolidated ﬁnanc1al statements.

a1

As the lease revenue and the energy and capacity revenues are derived from the same
arrangement and both fall within our Electrrclty Segment, we analyze such revenues, and related costs,
on a combined basis for management purposes

Revenues attributable to our Products Segment are generally less predlctable than revenues from
our Electrrcrty Segment because larger customer orders for our products are typically a result of our
winning tenders issued by potential customers in connection with projects they are developing. Such
projects often take a long time to desrgnf and develop and are often subject to various contingencies
such as the customer’s ability to raise the necessary financing for a project. As a result we are
generally unable to predlct the timing of such orders for our products and may not be able to replace
existing orders that we have completed with new ones. As a result, our revenues from our Products
Segment fluctuate (and at times, extensively) from period to period. n

The following table sets forth a breakdown of our revenues for the years indicated:

Revenues in Thousands % of Revenues for Period Indicated
Year Ended December 31, : Year Ended December 31,
" 2006 I 2005 _ 2004 2006 2005 - 2004
Revenues .. - '
Electricity Segment. . ... $195,483 I $177,369 $158,831 72.7% 74.5% 72__.4%
Products Segment ...... 73,454, 60,623 60,399 27.3% 25.5% 27.6%
Total ......... S0 $268,9371  $237,992 $219,230 100.0% 100.0% 100.0%
¢ i
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Geographical breakdown of revenues

For the’ 'years ended December 31, 2006, 2005, and 2004, respectwely, 83.3%, 87.8% and 84.7% of
the revenues attributable to our Electricity Segment were generated in ,the United States.

The following table sets forth the geographic breakdown of the re\lfenues attributable to our
Electricity Segment for the years indicated: .‘

; Revenues in Thousands % of Revenues for Period Indicated

; Year Ended December 31, Il ©  Year Ended December 31,

: 2006 2005 - . 2004 2006 2005 2004
United States . ........... $162.344 $155,646 $134,576 :§3.3% 87.8% 34.7%
Foreign ................. : 32,639 21,723 24,255 6.7 12.2 15.3
Total ...... e $195,483 $177,369 $158.831 1100.0% 100.0% 100.0%

! |

in the years ended December 31, 2004 and 2005 we did not have nj"Jaterlal products'sales in the
United States. In the year ended December 31, 2006 we recognized revenues of $10.5 million in our
Products segments from sales in the United States. l]
Seasonality | 3

The demand for the electricity generated by our domestic projects ‘and the prices pald for such
electricity pursuant to some of our power purchase agreements are sub}écl to seasonal variations. The
demand for electricity from the Heber 1 and 2 projects, the Mammoth pro]ect and the Ormesa project
1s the highest in the summer months of June through September, becaus‘e the power purchaser for
those projects, Southern California Edison, delivers more electricity to 1ts California markets during
such period in order to meet demand for air conditioning and other energy intensive cooling systems
utilized during such summer months. The demand for electricity from the Steamboat complex and the
Brady project is more balanced, consisting of both summer and winter [';eaks that reflect the greater
temperature variations in Nevada. The demand for electricity from the Puna project is balanced due
to the equatorial temperature in Hawaii (with less pronounced lemperatture variations during the
year). In most of our power purchase agreements in California, the capelll(:lty rafes payable pursuant to
the appllcable power purchase agreement are higher in the summer moﬁths and as a resull we receive
higher revenues during such months. In contrast, there are no s:gmﬁcam changes in prices during the
year payable pursuant to our power purchase agreement for the Puna prj()]ect and the Nevada
projects. In the winter, due principally to the lower ambient tempemturé1 our power plants produce
more energy and as a result we receive higher encrgy revenues. Howevelr the higher capacity
payments payable by Southern California Edison in California in the summer months’as a result of
the increase in demand and in prices have a more significant impact on our revenues than that of the
higher energy revenues generally generated in winter due to increased eifﬁclency, and as a result our

revenues are generally higher in the summer than in the winter. |
. 12,

Breakdown of Expenses

’ ' ! 0
Electricity Segment . }

‘The principal expenses attributable to our operating projects mclude operation and maintenance
expenses such as salaries, equipment expenses, costs of parts and chemlcals costs related to
third-party services, lease expenses, royalties, startup and auxiliary electrlcny purchases, property taxes
and insurance and, for the California projects, transmission charges, sche‘:‘dullng charges and purchases
of sweet water for use in our plant cooling towers. Some of these expenses such as parts, third-party
services and major maintenance, are not incurred on a regular basis, whﬁ:h results in*fluctuations in
our expenses'and our results of operations for individual projects from quarter to quarter. The lease
expense related to the Puna lease transactions is included as a-separate line item in our Electricity
Segment cost of revenues (See “Liquidity and Capital Resources™). For 'r‘nanagement purposes, we
analyze such costs on a combined basis with other cost of revenues in 01I1lr Electricity Segment.
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Payments made to government agencies and private entities on account of site leases where plants
are located are included in cost of revenues. Royalty payments are. payments made as compensation
for the right to-use certain geothermal resources and are included in cost of revenues, and are paid as
a percentage of the revenues derived from the associated geothermal rights. For the year ended
December 31, 2006, royaltles were approx1mately 3.9% of the Electricity Segment revenues.

I
|

The principal expenses attnbutable to our Products Segment include materials, salaries and
related employee benefits, expenses related to subcontracting activities, transportation expenses, and
sales commissions to sales representatives. Some of the principal expenses attributable to our Products
Segment, such as a portion of the costs related to labor, utilities and other support services are fixed.
As a result, the cost of revenues attrlbutable to our Products Segment, expressed as a percentage of
total revenues, fluctuates. Another reason for such fluctuation is that in responding to bids for our
products, we price our products and services in relation to existing competition and other prevailing
market conditions, which may vary substaritially from order to order, :

Lt

Products Segment

Cash, Cash Equivalents and Markerable Secumms

Our cash, cash equivalents and marketable securities as of December 31 2006 increased to
$116.7 million from $70.5 million as of December 31, 2005. This increase is pnnc1pally due to the
combination of-the $135.1 million net proceeds from our follow-on offering in April 2006 of 4,025,000
shares of common stock at a price of $37.50 per share, the $92.4 million net proceeds from our sale of
2,500,000 shares of common-stock to Lehman Brothers in a block trade in December 2006 at a price
of $37.50 per share, and $73.0 million derlved from operating activities in the year ended
December 31, 2006. During the year ended December 31, 2006, we used $159.5 million of our cash
resources to fund capital expenditures and|$22.8 million for acquisitions and to repay long-term debt

to our parent and to third parties. :

|

Our significant accounting policies are more fully described in Note 1 to our audited consolidated
financial statements set forth in Part II Item 8 of this annual report. However, certain of our
accounting pohcres are particularly lmportant to the portrayal of our financial position and results of
operations. In applylng these critical accounting policies, our management uses its judgment to
determine the approprlate assumptions to be used in making certain estimates. Such estimates are
based on management s historical expenence the terms of existing contracts, management’s
observance of trends in the geothermal industry, information provided by our customers and
information available to management from other outside sources, as appropriate. Such estimates are
subject to an inherent degree of uncertainty. Our critical accounting policies include:

Critical Accounting Policies

*  Revenues and Cost of Revenues. | Revenues related to the sale of electricity from our
geothermal and recovered energy-based power plants and capacity payments paid in
connection with such sales, are recorded based upon output delivered and capacity provided
by such power plants at rates specrﬁed pursuant to the relevant power purchase agreements.
For power purchase agreements agreed to, modified or acquired in business combinations on
or after July 1, 2003 (effective date of Emerging Issues Task Force Issue (EITF) No. 01-08,
Determining Whether an Arrangement Contains a Lease), révenues related to the lease
element of the power purchase agreements are included as “lease portion of energy and
capacrty” revenues, with the remalmng revenues related to the production and delivery of
energy 1’5 “presented as “energy and capacity”. Lease income and lease expense are recognized
ratably’ over the lease periods. Revenues generated from engineering and operating services
and sales of products and parts are recorded once the service is provided or product delivery
is made,” as applicable. Revenues, ,generated from the construction of geothermal and
recovered energy power plant equrpment and other equipment on behalf of third parties is
recognized on the percentage completion method, which is the relationship between costs

: 74
|
;

t




actually incurred and total estimated costs to completlon Such cost estimate is made by
management in part based on prior operations and in part based on specific project
characteristics and designs. If management’s estimates utilized Wllh respect to our Products
Segment of total estimated costs to completion are inaccurate, then the percentage of
completion will also be inaccurate and thus lead management t(l) over or under-estimate the
gross margins for our Products Segment. Provisions for estlmated losses relating to contracts
are made in the period in which such losses are determined. Changes in job performance, job
conditions, and estimated profitability, including those arising frpm the application of penalty
provisions in relevant contracts and final contract settlements, may result in revisions to costs
and revenues and are recognized in the period i it which the revisions are determined.

Property, Plant and Equipment. Property, plant and equ:pment are stated at cost. All costs
associated with the acquisition, development-and construction of power plant facilities are
capitalized. Major improvements are capitalized and repairs and maintenance (including
major maintenance) costs are expensed. We estimate that the useful life of our power plants
comcndes with the term of the power purchase agreement; however it is possible that the
power plants may last longer than the related power purchase agreement We perlodlcally
re-evaluate the estimated useful life of the power plants, which'may result in our revising the
useful life to a longer period at a future date.

Impairment of Long-lived Assets and Long-lived Assets to Be Dispased of. Long-lived assets
consist of property, plant and equipment, power purchase agreellnents and uncensolidated
investments and are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recove'rable Recoverability of
assets to be held and used is measured by a comparison of the carrymg amount of an asset to
estimated future net undisconnted cash flows expected to be generated by the relevant asset.
The significant assumptions that we use in estimating our undlscounted future cash flows
include: (i) projected gencrating capacity of the project and rates to be received under the
respective power purchase agreements, and (ii) projected operatmg expenses of the relevant
project. If assets are considered to be impaired, the 1mpa1rmentI to be recognized is measured
by the amount by which the carrying amount of the assets exceéds the fair value of the
assets. Assets to be disposed of are reported at the lower of the'lcarrymg amount or fair
value less costs to sell. Our assessrﬁent regarding the existence of impairment factors is based
on market conditions, operational performance and legal factorsI relating to our business, Our
review of existing factors and the resulting appropriate carrymg lvalue of our long-hved assets
are subject to judgment and estimates that management is requl‘red to make. We believe that
no impairment exists for our long-lived assets; however, future estlmates as to'the
recoverability of such assets may change based on revised mrcumstances -

'

Obligations Associated with the Retirement of Long-Lived Assets Effective January 1, 2003,
we adopted Statement of Financial Accounting Standards (SFAS) No. 143 of the Financial
Accounting Standards Board (FASB), Accounting for Obligations Assoczaled wtth the
Retirement of Long-Lived Assets. Pursuant to SFAS No. 143, whlch was amended by FASB
Interpretation (FIN) No. 47, Accounting for Conditional Reuremem Obligations, an
Interpretation of FASB Statement No.143, entities are required t0 record the fair market value
of any legal liability related to the retirement of any of its assets|1n the period in which such
liability is incurred. Qur habilities related to the retirement of our assets include our
obligation to plugging wells upon termination of our operating acuvmes the dismantling of
our geothermal power plants upon cessation of our operations and the performance of '
certain remedial measures related to the land on which such operatlons were, conducted.
When a new liability for an asset retirement obligation is recorded we capltahze the costs of
such liability by increasing the carrying amount of the related long -lived asset. Such liability
is accreted to its present value each period, and the capitalized cost is depreCIated over the
useful life of the related asset. At retirement, an entity either settles the obhgatlon for its

3
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| recorded amount or incurs a gain or a loss with respect thereto, as applicable. We estimate
' the costs related to such llablhtles and if such estimates are incorrect, then the capitalized

costs and carrying amount of the’related long-lived asset will change and as a result may
affect our consolidated financial condition and results of operations.

!

*  Derivative Instruments. Derivative instruments (including certain derivative instruments
embedded in other contracts) are measured at their fair value and recorded as either assets
or liabilities unless exempted from derivative treatment as a normal purchase and sale. All
changes in the fair value of derivatives are recognized currently in earnings unless specific
hedge criteria are met, which recfuires a company to formally document, designate and assess
the effectiveness of transactions Rhat receive hedge accounting,.

We maintain a risk management strategy that incorporates the use of interest rate swaps and
interest rate caps to minimize significant fluctuation in cash flows and/or earnings that are
caused by interest rate volatility. Gain or losses on contracts that initially qualify for cash
flow hedge accounting, net of related taxes, are included as a component of other
comprehensive income or loss and are subsequently reclassified into earnings when interest
on the related debt is paid. Gainor losses on contracts that are not designated to qualify as a
cash flow hedge are included as a component of interest expense.

s Consolidation of Variable Interest Entities. In January 2003, the FASB issued FIN No. 46,
Consolidation of Variable Imerestl Entities, an interpretation of ARB 51, as amended by FIN
No. 46R in December 2003. Among other things, FIN No. 46R generally deferred the
effective date of FIN No. 46 to the quarter ended March 31, 2004. The objectives of FIN No.
46R are to provide guidance on the identification of Variable Interest Entities, which we refer
to as VIEs, for which control is achieved through means other than ownership of a majority
of the voting interest of the entity, and how to determine which company (if any), as the-
primary beneficiary, should consolidate such VIE. A variable interest in a VIE, by definition,
is an asset, liability, equity, contractual arrangement or other economic interest that absorbs
the entity’s ecanomic variability. |

Effective as of March 31, 2004, vlve adopted FIN No. 46R. In connection with the adoption of
FIN No. 46R, we concluded that Ormat Leyte Co,, Ltd. (OLCL), in which we have an 80%
ownership interest, should be de:consolidated OLCL’s operating results were accounted for
using the consolidation method of accounting for the three-month perlod ended

March 31, 2004 and, effective Aprll 1, 2004, our ownership interest in OLCL is accounted for
using the equity method of acc:O}mtmg.

s Accounting for Income Taxes. ﬁ:&s part of the process of preparing our consolidated financial
statements in accordance with SFAS No. 109, Accounting for Income Taxes, we are required
to estimate our income tax in ea@:h of the jurisdictions in which we operate. This process
requires us to estimaté our actual current tax exposure and make an assessment of temporary
differences resulting from differing treatment of items for tax and accounting purposes. Such
differences result in deferred tax assets and liabilities which are included in our consolidated
balance sheet. We must then assess the likelihood that our net deferred tax assets will be
recovered from future taxable i lncome and, to the extent we believe that such recovery is not
likely, we must establish a valuatlon allowance. To the extent we establish a valuation
allowance or increase such allowance in a period, we must include an expense within the tax
provision in our conseclidated statement of operations. Management uses significant judgment
in determining our deferred tax assets and Habilities and any valuation allowance recorded
against-our net deferred tax assets. In the event that we generate taxable income in a
particular jurisdiction in which we operate and in which we have net operating loss
carryforwards for which a deferred tax valuation allowance has been established, we may be
required-to adjust our valuation 'allowance Realization of the deferred tax assets and
investment tax credits is dependent on generating sufficiént taxable income prior 10 expiration

|
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of the loss carryforwards. Although realization is not assured, management believes it is more
hkely than not that the deferred tax asset as of December 31, 2006 will be realized. We
account for investment tax credits and for production tax credits as a reduction to income tax

in the vear in which the credits arise.

New Accounting Pronouncements

|
|

See Note 1 to our Consolidated Financial Statements set forth in Item 8 of this annual report for

information regarding new accounting pronouncements.

Results of Operations

Our historical operating results in dollars and as a percentage of tota] revenues are presented
below. The different periods described below may not be comparable, as a result of the effects on our

historical operating results of our recent acquisitions and enhancementg‘of acquired projects and

construétion of new projects.

Statements of Operations Historical Data;

Revenues: )
Electricity Segment . ...........c.urriiiiiieerinnnnrarannns
Products Segment.......... e e e

Cost of revenues: .
Electricity Segment . ...... . ..ot iein i iiiiienennen
Products Segment......... ... . ... i i

Gross margin:
Electricity Segment ................ ... .. ... ... [P
Products Segment................... . il e

Operating expenses (income):
Research and development expenses .......................
Selling and marketing expenses........ e ..
General and administrative expenses ..., .............couies
~ Gain on sale of geothermal resource rights. . ................
Operatmg income.............co it o

Other income (expense):

Interest iNCOME. ... ... . iiir e i iiianeacannns
Interest EXPenSe . . vt e e
Foreign currency translation and transaction loss ............
Other non-operating income . ..........oovviiirininaaaan,
Income before income taxes, minority interest and equity
in income of investees. .. ..ot
Income tax provision . ..........ov i iii i
Minority interest in earnings of subsidiaries . ................
Equity in income of investees ............ ... ...

A LI AR 4 Tss ) 1 11

Earnings per share:
Basic. . ... e

Diluted. ..o e R

Weighted average number of shares used in computatlon of
earnings per share:
Basic. ... oo i e e

Diluted . e e

Year Ended December 31,

2006

2005

2004

$177,369

(Iin thousands, except per share data)

$195,483 $158,831
73,454 60,623 60,399
268,937 237,992 ¢ 2197230
| S
1214 356 103,615 89,742
51,215 45236 46,336
175,571 148,851 136,078
,l
71 127 73,754 69,089
22239 15387 14,063
93,366 89,141 83,152
2,983 3,036 2175
10,361 7.876 7.769
18,094 14,320 11,609
I = (845)
6'1 928 63,909 62,444
t .
6 560 4,308 1,316
(30 961)  (55317)  (42,785)
1(704) {439) (146)
| 694 .512 112
37 517 12,973 20,941
(6,403) (4,690) (6.609)
[(813) —_ {108)
4 146 6,894 3,567
$ 34447 $ 15177 $ 17,791
$ 1100 $ 048 § 072
$ 1099 % “048 $ 072
‘ e
34,593 31,563 24,806
31,609 24,806

34,707




Year Ended December 31,

E
1
t
|
f

2006 2005 2004
Statements of Operatmns Percentage Data
Revenues: |
Electricity Segment .................. e 72.7% 74.5% 72.4%
Products Segment. ... ................ e 2713 25.5 27.6
I 100.0 100.0 100.0
Cost of revenues: : |
Electricity Segment-.................. e e 63.6 58.4 56.5
Products Segment.................... ; .................... _69.7 74.6 76.7
: 653 62.5 62.1
Gross margin: . I '
Electricity Segment .................. Lo e 36.4 41.6 43.5
Products Segment. . ... R TR 303 254 233
' | 347 37.5 379
Operating expenses (income): : ‘
Research and development expenses .........ooovvevieenan 1.1 13 1.0
Selling and marketing expenses........ b 39 33 35
General and administrative expenses . . ! el 6.7 6.0 53
Gain on sale of geothermal resource rights. . ................ _00 0.0 {0.4)
Operating income. . .............. L e 23.0 269 285
" Other income (expense): ' |
Iterest MCOME . . ... eereenn el 24 1.8 0.6
INLEreSt OXPEIISE ... oo eeee g eeeeens e eeeriienes (11.5) (23.2) (19.5)
Foreign currency translation and transaction loss ............ 03) = (0.2) (0.1)
Other non-operating income ......... ! .................... __Qé _02 _ 01
Income before income taxes, minority interest and equity
in income of investees......... ' .................... 14.0 - .55 C .96
Income tax provision.............cooctveeveiinvan-- L - (2.4) (2.0) (3.0)
Minority interest in earnings of subsidiaries ........... e ©(0.3) 0.0 (0.0)
Equity in income of investees ........ : ................. .. _ 15 _29 _16
Net i1Come « ... .vveeeeeenn... B TP 128%  _64%  _8.1%
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Comparison of the Year Ended December 31, 2006 and the Year Ended December 31, 2005

Total Revenues

Total revenues for the year ended December 31, 2006 were $268. 9t million, as compared with
$238.0 million for the year ended December 31, 2003, which represented a 13.0% increase in total
revenues. This increase is attributable both to our Electricity and Products Segments whose revenues
increased by 10.2% and 21.2%, respectively, over the year ended December 31, 2005.

Electricity Segment !

Revenues attributable to our Electricity Segment for the year ended December 31, 2006 were
$195.5 million, as compared with $177.4 million for the year ended December 31, 2005, which
represented a 10.2% increase in such revenues. This increase is pnmarlly attributable to the following:
(i) the consolidation of additional revenues in the amount of $10.3 mllllon from the Zunil project,
which was consolldated as of March 13, 2006; (11) additional revenues of $5.9 million gencrated as a
result of an increase in our generatlng capacity in the U.S. resulting injan increase in cnergy
generation from 1,693,362 MWh in the year ended December 31, 2005’t0 1,789,794 MWh in the year
ended December 31 2006; and (iii) an increase of $1.3 million in lease; mcome resulting from the Puna
operating lease. We did not realize the aggregate generating capacity of our power plants in the year
ended December 31, 2006 due to unexpected operational issues that we experienced in some of our
plants, such as the Puna and Ormesa projects, and the delay in the commercral operation of the
Desert Peak 2 plant.

i

Products Segment i

Revenues attributable to our Products Segment for the year ended December 31, 2006 were
$73.5 million, as compared with $60.6 million for the year ended December 31, 2005, which
represented a 21.2% increase. This increase of $12.9 million in the year ended December 31, 2006 is
principally attributable to increased sales of our geothermal and recovered energy generation
products, which amounted to $68.8 million in the year ended December 31, 2006 as compared to
$31.6 million, while sales of our remote power units decreased in the ylear ended December 31, 2006
following the completion of the large order received from the company developing the Sakhalin
project in Russia which amounted to $18.9 million. 1 ‘

Toral Cost of Revenues !

Total cost of revenues for the year ended December 31, 2006 was $175.6 million, as compared
with $148.9 million for the year ended December 31, 2005, which rcprlesented an 18.0% increase in
total cost of revenues. The increase in cost of revenues is partially due to the increase in revenues and
partially attributable to increased costs in our Electricity Segment durmg the year ended
December 31, 2006, as discussed below. As a percentage of total revenues our total cost of revenues
for the years ended December 31, 2006 and 2005 were 65.3% and 62. 5|:?o, respectively. The increase in
cost of revenues as a percentage of total revenues is principally attributable to.the increased costs in
our Electricity Segment during the year ended December 31, 2006, whlch was partially offset by an
increase in the profitability of our Products Segment during the year ended December 31, 2006. Total
cost of revenues for the year ended December 31, 2006 includes stocks Ibased compensation related to
stock options of $0.8 million.

]
]

Electricity Segment N
Total cost of revenues attributable to our Electricity Segment for. the year ended
December 31, 2006 was $124.4 million, as compared with $103.6 mllllon for the year ended
December 31, 2005, which represented a 20.0% increase in cost of revenues for such segment. This
increase is primarily due to the following: (i) a $4.1 million cost of replalrmg two wells that
experienced mechanical problems in the Puna project (we have mcurred approximately $2.0 million in
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additional repair costs in the first quarter of; 2007); (i) an increase of $5.8 million in depreciation and
royalties as a result of additional generatingicapacity; (iii) an increase of $2.7 million in cost of
revenues:attfibutable to the Zunil project which was consolidated as of March 13, 2006; {iv) an
increase in.lease expense of $2.2 million resultmg from the Puna operating lease; and (v) additional -
insurance costs:of $1.9 million due to hlgher insurance premiums and additional premiums as a result -
of coverage of our additional assets, The remaining $4.1 million of the increase in our cost of revenues
is attributable primarily to increased labor and materials costs in existing plants. As a percentage of
total electricity revenues, the total cost of revenues attributable to our Electricity Segment for the
year ended December 31, 2006 was 63.6% compared with 58.4% for the year ended

December 31, 2005. i )

Products Segment |

Total dst of revenues attributable to our Products Segment for the year ended December 31,
2006 was $51.2‘million, as compared with $45.2 million for the year ended December 31, 2005, which
represented a-13.2% increase in total cost of revenues related to such segment. Such-$6.0 million
increase’in total cost of revenues during the year ended December 31, 2006 is attributable to the
increase in oui-Products Segment revenues and a different product mix. As a percentage of total
products réVenues; our total cost of revenues attributable to our Products Segment for the year ended
December 3172006 was 69.7% compared wrth 74.6% in the year ended December 31, 2005. Such 4.9%
decrease was primarily attributable to the product mix.

ThEE

Research and Developmenr Expenses !

Net research and development expenses for the year ended December 31, 2006 were
$2.98 million, as compared with $3.04 million for the vear ended December 31, 2005, which
represented a 1.7% decrease in research and'developmem expenses. Such decrease reflects: fluctuations
in the period in which actual expenses were mcurred Research and development expenses in the
years ended December 31, 2006 and 2005 also include activity related to geothermal resource drillings.
Grants received from the U.S. Department of Energy are offset against the related research and
development expenses. Such grants amounted to $0.3 million and $1.3 million during the years ended
December 31, 2006 and 2005, respectively.

Selling and Markermg Expenses I

Selling and marketing expenses for the year ended December 31, 2006 were $10.4 million, as
compared with.$7.9 million for the year endéd December 31, 2005, which represented a 31.6%
increase in selling and marketing expenses. The increase was due primarily to the increase in revenues
in our Products Segment and an increase in personnel expenses and other administrative expenses as
a result of the hiring of additional personnellto support our continued growth, and an increase in
salaries. Selling and marketing expenses for the year ended December 31, 2006 constituted 3.9% of
total revenues for such year, as compared w1th 3.3% for the year ended December 31, 2005. Such
increase is principally attributable to an mcrease in personnel expenses and other administrative
expenses, as described above, offset by the ﬁxed cost nature of certain of our selling and marketing
expenses against a larger total revenue base. Sellmg and marketing expenses for the year ended
December 31, 2006 includes stock-based compensation related to stock options of $0.3 million.

I

General and Administrative Expenses {

General and administrative expenses for: the year ended December 31, 2006 were $18.1 million, as
compared with $14.3 million for the year ended December 31, 2003, which represénted a 26.4%
increase in general and administrative expenses. Such increase was primarily attributable to: (i) an
increase in professional services fees, additional personnel expenses and other administrative expenses,
all as a result of ‘'our initial implementation 0|f internal controls and procedures required to comply
with Section 404 of the Sarbanes-Oxley Act of 2002; (ii) an increase in personnel expenses and other .
administrative expenses as a result of the hiring of additional personnel to support our continued
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growth and as a result of an increase in salarles and (iii) an increase 1n| insurance expenses of

$0.6 million mainly related to political risk coverage of the Amatitlan prolect which was under
construction. General and administrative expenses for the year ended December 31, 2006 increased-to
6.7% of total revenues for such period, from 6.0% for the year ended December 31, 2005. Generat and
administrative expenses for the year ended December 31, 2006 meludes1 stock-based compensation
related to stock options of $0.6 million.

1
Interest Expense _ - l

Interest expense for the year ended December 31, 2006 was $31.0 m}llron as comparecl with
$55.3 million for the year ended December 31, 2005, which representedI a 44.0% decrease in such
interest expense. The net decrease of $24.3 million was primarily due to a $16.6 million one-time
charge relating to the early repayment of the Beal Bank loan, followmg the issuance of the OrCal
Senior Secured Notes on December 8, 2005, Without the impact of the/'one-time charge, interest
expense decreased by $7.7 million, which resulted from: (i) an increase!of $4.6 million in interest
capitalized to projects due to the higher volume of construction in this year compared with last year;
(ii) a decrease of $2.3 million in interest expense to our parent; (iii) a decrease of $2.9 million in
interest expense due to the refinancing of the Beal Bank loan with the’ OrCal Senior Secured Notes at
a lower interest rate as described above; and (iv) a decrease of $0.6 mllllon in interest expense in
respect of the OFC Senior Secured Notes due to principal repayments. ‘The decrease in interest
expense was partially offset by an increase of $1.8 million in interest expense for the year ended
December 31, 2006 attributable to the consolidation of interest expense from the Zunil project, which
was consolidated as of March 13, 2006, and by a decrease of $0.6 m1lllon for the year ended
December 31, 2006, in the fair value of interest rate caps, which as of December 8, 2005 are no longer

qualified for hedge accounting due to the repayment of the Beal Bank loan
|

Income Taxes ' 1

Income taxes for the year ended December 31, 2006 were $6.4 mllllon as compared with
$4.7 million for the year ended December 31, 2005. The effective tax rates for the years ended
December 31, 2006 and 2005 were 17.1% and 36.2%, respectively. Our effeenve tax rate decreased in
the year ended December 31, 2006 compared with the year ended December 31, 2005 due to: (i) a
production tax credit of $4.7 million in respect of our Burdeite, Gould dnd Desert Peak 2 projects;
(ii) the absence of income tax expense in respect of our Zunil project, due to our utilization of a tax
credit in the amount of $1.1 million; (iii) a decrease of 3% in the tax rate in Israel commencing
January 1, 2006, which decreased the tax provision by $0.5 million; and \(w) an Israeli Investment Law
amendment and the resulting ruling from the Israeli Tax Authorities granted in April 2006 to Ormat
Systems according to which Ormat Systems was subject to lower i mcome tax rates effective as of

January 1, 2004, which resulted in a tax benefit of $1.0 million. i

|

Equity in Income of Investees ;
Our pamcrpatlon in the income generated from our investees for the year ended

December 31, 2006 was $4.1 million, as compared with $6.9 million for the year ended

December 31, 2005. Such decrease of $2.8 million was due to our 50% equrty interest in the Mammoth

project, whose revenues decreased because of lower generation as a resHlt of temperatures higher than

the average for the summer season and whose cost of revenues increased mainly as a result of

unplanned major maintenance. In addition, the decrease in our equity in income of investees was

attributable to the shutdown of the Zunil project in the first quarter of 2006 due to damage from a -

hurricane and the consolidation of Orzunil as of March 13, 2006, which decreased our equity income

of investees by $0.7 million. . ‘

Net Income 1

Net income for the year ended December 31, 2006 was $34.4 mllllOIl as compared wrth
$15.2 million for the year ended December 31, 2005, which represented :?n increase of 127.0% in our
net income. Net income as a percentage of our total revenues for the year ended December 31, 2006
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I
was 12.8%, as compared with 6.4% for the year ended December 31, 2005. Such increase in net
income was principally attributable to: (i) a:$16.6 million ($'10 3 million after-tax) impact of the
one-time charge from the repayment of the Beal Bank loan in the year ended December 31, 2005,
(i} a $4.2 million increase in gross margin primarily due to the increase in total revenues; and (iii) a
decrease in our net interest expense of $10.0 million, offset by: (i) a decrease of $2.8 million in equity
in income of investees; (ii) a $6.2 million increase in operating expenses; (iii) a $1.7 million increase in
our income tax provision; and (iv) a $0.8 increase in minority interest in earnings of subsidiaries, due
to the consolidation of the Zunil project. Net income for the year ended December 31, 2006 includes
stock-based compensation related to stock opttons of $1.5 mllllon

Comparison of the Year Ended December 31 2005 and the Year Ended December 31, 2004
t .

Toral Revenues I
|

Total revenues for the year ended December 31, 2005 were $238.0 million, as compared with
$219.2 million for the year ended December 31, 2004, which represented an 8.6% increase in total
revenues. This increase is attributable prlmarlly to the growth of our Electricity Segment, whose
revenues in the year ended December 31, 2005 increased by 11.7% over the year ended
December 31, 2004, . : |

Electricity Segment

|
’ ’ ~_Year Ended December 31,
!
;

2005 2004
' ] (in millions}
Steamboat Project . . . .......ooooiiii.... P  $176 $ 154
Puna Project...........coovvvvineninans, e 36.2 15.5
Steamboat Hills Project ................. L 42 1.8
Other Projects ... e e 119.4 126.1
Total.......... . SURUUTT TR $1774 $158.8

’ _ —d

Revenues attributable to our Electricity Segment for the year ended December 31, 2005 were
$177.4 million; as compared with $158.8 million for the year ended December 31, 2004, which
represented an 11.7% increase in such reve;nues. This increase is primarily attributable to the inclusion
for a full year of the additional revenues being generated from the Steamboat 2/3 project, which we
acquired on February 11, 2004, the Steamboat Hills project, which we acquired on May 20, 2004, and
the Puna project, which we acquired on June 3, 2004. In addition, revenues from the Puna project in
the year ended December 31, 2005 increased by $5.2 million due to higher energy rates, by
$1.1 million due to increased generating ea'pacity and by $1.4 million due to lease income resulting
from the Puna operating lease. The decrease in revenues from Other Projects is primarily due to the
deconsolidation of the Leyte project as of April 1, 2004, which represented $3.1 million of our
revenues in the first quarter of 2004, a $3. 1 million decrease due to lower availability of the well field
at the Ormesa project and a $1.9 million decrease in the Heber project primarily due to our increased
use of the power generated by the project: for auxiliary purposes rather than purchasing this power
from a third party, and a decrease in the “adder” an additional energy rate, paid under the Heber 2
power purchase agreement. f

Products Segment l

Reveénues attributable to our ProductsI Segment for the year ended December 31, 2005 were
$60.6 million, as compared with $60.4 mllllon for the year ended December 31, 2004, which
represented a 0.4% increase in such revenues The portion of our Products Segment revenues
attributable to the supply of remote power units increased in the year ended December 31, 2005 due
to a large.order from the Sakhalin project! which amounted to $18.9 million. In the year ended
December 31, 2004, a significant portion of our Products Segment revenues was attributable to two
large geothermatl. projects in New Zealand, which amounted to $49.5 million. The revenues from those
projects in the year ended December 31, %005 amounted to $10.6 million.
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Total Cost of Revenues

Total cost of revenues for the year ended December 31, 2005 was $148 9 million, as’ compared
with $136.1 million for the year ended December 31, 2004, which represented a 9.4% increase in total
cost of revenues. As a percentage of total revenues, our total cost of revenues for the years ended
December 31, 2005 and December 31, 2004 were 62.5% and 62.1%, respectwely The increase is
principally’ attributable to increased costs in our Electricity Segment during the year ended

December 31 2005. - - . ”

E[ectncny Segment ‘ : ' || :

1
» |
[ l
1

i

|

1

- Total cost of revenues atmbutable to our Electricity Segment for the year ended
December 31, 2005 was $103.6 million, as compared with $89.7 million| for the year ended
December 31, 2004, which represented a 15.5% increase in cost of revelnues for such segment. This
increase is pnmarlly due to the inclusion for a full year of the addmonal costs of revenues attributable
to the Steamboat 1/1A and Steamboat 2/3 project (we acquired the Steamboat 2/3 project on
February 11, 2004), the Steamboat Hills project (which we acquired on iMay 20, 2004) and'the Puna
project (which we acquired on June 3, 2004) for the year ended December 31, 2005 were $9.8 million,
$3.0 million and $17.0 million, respectively, as compared with $7.7 mllhon $2.0 million and
$6.6 million, respectively, for the year ended December 31, 2004. The remamder of the increase’is
mainly due to the increased costs in the amount of $3.0 million within the Ormesa project due to a
significant increase in the geothermal field costs and maintenance costsf‘of such project due to a
higher-than-average rate of failure of production pumps and wells (including abandonment of one
production well), which resulted in a lower availability of the well field! These costs included the
replacement of a relatively large number of pumps and injection pipelilrfle repairs. We also had
increased costs in the amount of $0.8 million in the Steamboat project,| The increase in total cost of
revenues in 'our Electricity Segment was partially offset by the cancellatlon of accruals in the
aggregate amount of $2.5 million due-to the resolution of contmgencres As a percentage of total
electricity revenues, the total cost of revenues attributable to our Electncrty Segment for the year .
ended December 31, 2005 (58.4%) was higher than the percentage for the year ended
December 31, 2004 (56.5%). Such increase is due in part to a lease exp‘ense in the amount of
$3.1 million'in the Puna project from May 19, 2005 to December 31, 2005 The increase is also
attributable to the deconsolidation of the Leyte prOJect as of April 1, 2|904 whose total cost of
revenues as.a percentage of the project’s revenues in 2004 was 46.3%, Wthh is lower than the average
cost of revenues for this.segment.

Products Segment

Total cost of revenues attributable to our Products Segment for the year ended
December 31, 2005 was $45.2 million, as compared with $46.3 million fler the year ended
December 3:1 2004, which represented a 2.4% decrease in cost of revenues related to such segment.
Such $1.1 million decrease in cost of revenues during the year ended December 31, 2005 resulted from
a different product mix. As a percentage of total products revenues, olr total cost of revenues
attributable to our Products Segment for the year ended December 311 2005 was 74.6%.and for the

year ended December 31, 2004 was 76.7%.

'

Research and Development Expenses

Net research and development expenses for the year ended December 31, 2005 were $3.0 million,
as compared with $2.2 million for the year ended December 31, 2004, Wthh represented a 39.6%
increase in research and development expenses. Such increase reflects ﬂuctuatlons in the period in
which actual expenses were incurred and includes also an increase in actnvnty related to geothermal
resource drllhngs Grants received from the U.S. Department of Energy are offset against the related
research and development expenses. Such grants amounted to $1.3 mllllon and $0.1 mllhon during the
years ended December 31, 2005 and 2004, respectively. |

Selling and Markermg E.tpenses

Selling and marketing expenses for the year ended December 31, 2005 were $7. 9;mrl]10n as
compared with $7.8 million for the year ended December 31, 2004, Selhng and marketing expenses for
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the year ended December 31, 2005 constituted 3.3% of total revenues for such year,.as compared with -

3.5% for the year ended December 31, 2004. Such decrease is principally attributable to the fixed cost _____ .7

nature of certain of our selling and marken’ng expenses against a larger total revenue base.
General and Administrative Expenses E

General and administrative exenses for the year ended December 31, 2005 were $14.3 million, as
compared with $11.6 million for the year ended December 31, 2004, which represented a 23.4%
increase in general and administrative expenses. Such increase was principally attributable to an
increase in professional services fees, addititonal personnel expenses and other administrative expenses,
all as a result of being a public company whose shares are traded on the New York Stock Exchange.
General and administrative expenses for the year ended December 31, 2005 constituted 6.0% of total
revenues for such period, as compared w1th 5.3% for the year ended December 31, 2004, In addition, .
the general and administrative expenses for the year ended December 31, 2004 did not fully reflect the
increase in such expenses that was requlredp as a result of the increased activity that occurred in
connection with the acquisitions made in 20EO4.

Interest Expensé

Interest expense for the year ended December 31, 2005 was $55.3 million, as compared with
$42.8 million for the year ended December-31, 2004, which represented a 29.3% increase in such
interest expense. The net increase of $12.5 nnlllon was primarily due to a $16.6 million one-time
charge relating to the early repayment of the Beal Bank loan, which followed the issuance of the
OrCal Senior Secured Notes. The charge ls[comprlsed of an $11.5 million prepayment premium, a
$4.2 million write-off of deferred financing costs and a $0.9 million loss from a hedge transaction
previously included in other comprehenswe loss. Without the impact of the one-time charge, interest
expense decreased by $4.1 million, which resulted from (i) $3.5 million in interest capitalized to
projects due to a higher volume of construction as compared with $0.6 million last year, (i) a decrease
in interest expenses of $2.2 million as a resdlt of the repayment of the Ormesa loan on
December 31, 2004, (iii) the payment of an: mterest expense of $1.6 million for the year ended
December 31, 2604 related to the decrease i m the fair value of the interest rate caps in respect of the
Beal Bank financing; beginning in October 2004 the caps qualified for hedge accounting under SFAS
No. 133, and as such we have recorded the decrease in the value of the caps in respect of such
transactions in other comprehensive i mcome As a result of the repayment of the Beal Bank loan on
December 8, 2005, these caps are no longer. qualified for hedge accountmg and for the period from
December 8, 2005 to December 31, 2005, $O 3 million were included in interest expense related to the -
decrease in the fair value for such period. In addition, the decrease in the fair value from
October 1, 2004 to December 8, 2005 in thei amount of $0.9 million was included in the prepayment
charge as described above, and (iv) the ellmlnatron of interest expenses of the loan from
Export-Import Bank used to finance the Leyte project in the amount of $0.2 million as a result of the
deconsolidation of the Leyte project in April 1, 2004 (as a result of the appllcatlon of FIN No. 46R).
Such decreases were offset by: a $1.9 mllllon increase in interest expense in respect of the
$190.0 million of the OFC Senior Secured’ Notes a'$0.9 million increase in interest payments to our
parent, and a $0.8 million increase in the apphcable LIBOR rate for the Beal Bank financing.

Income Taxes

Income taxes for the yeai ended December 31, 2005 were $4. 7 million, as compared with
$6.6 million for the year ended December 31, 2004. The effective tax rates for the years ended
December 31, 2005 and 2004 were 36.2% and 31.6%, respectively. Our effective tax rate increased in
the year ended December 31, 2005 compared with the year ended December 31, 2004 primarily due to
utilization of carry-forward tax losses in Israel during the first half of 2004, for which a full valuation
allowance has been recorded against deferred tax assets. No investment tax credit or productlon tax
credits were claimed in the years ended December 31, 2005 and 2004,

During the ‘year ended December 31, 2005 Ormat Momotombo Power Company paid the total
amount of approxrmately $1,700 in tax penaltles due mainly to the late filings of tax withholding
reports. s
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Equ:ty in Income of Investees

" Our participation in the i income ‘generated from our 'investees for thc year ended
December 31,2005 was $6.9 million, as compared with $3.6 million for, the year ‘ended
December 31, 2004, which represented a 93.3% increase. Such 1ncreaselwas principally attributable to
the income generated in connection with our 80% equity interest in the|Leyte project, which was
deconsolidated as of April 1, 2004 (as a result of the application of FIN No. 46R), which accounted
for $4.9 million, and our ¢ollection of an insurance claim, that had not been insured until collectéd,
related to that project in the second quarter of 2005. In the third quartejr of 2004, the Leyte Project
had a net loss as a result of equipment damage, which was recovered by insurance payments in the
fourth quarter of 2004 and the second quarter of 2005. 1

Net Income ' ' : ;

Net income for the year ended December 31, 2005 was $15.2 million, as compared wnh
$17.8 million for the year ended December 31, 2004. Net income as a percentage of our.total revenues
for the year ended December 31, 2005 was 6.4%, as compared with 8. 1% for the year ended
December 31, 2004. The $2.6 million decrease in net income and the delcrease in net income as a
percentage of our total revenues were due to a $10.3 million after-tax 1mpact of the one-time charge
from the repayment of the Beal Bank loan. The impact of the prepayment charge was partially offset
by an increase in net income principally attributable to: (i) a $6.0 mllllon increase in gross margin,
(ii) a decrease in our net interest expense of $7.1 million, (m) a$1.9 mllllon decrease in our income
tax provision, and (w) an increase of $3.3 million in equity in income of investees, offset:by a
$4.5 million increase in operating eXpenses. Net income excluding the after—tax impact of the
prepayment charge was $25.5 million, an increase of $7.7 million or 43. 2% compared with the net
income for the year ended December 31, 2004.

Stock-based Compensatmn

i
'
1
l

Effective January 1, 2006, we adopted SFAS No. 123(R), Share- Based Payments, (SFAS
‘No. 123R), which establlshes the accounting for employee stock-based awards Under the provisions
of SFAS No. 123R, stock-based compensation is measured at the grant . date based on the calculated
fair value of the award, and is recognized as an expense over the requ1srte employee service period
(generally the vesting period of the grant). We adopted SFAS No. 123R using the modified
prospective method. Under this method, prior periods are not restated and the amount of
compensation cost recognized includes (i) compensation cost for all share—based payrnents granted
prior to, but not yet vested as of January 1, 2006, based on the grant date fair value estimated in
accordance with the provisions of SFAS No 123, Accounting for Stock- rlBased Compensation, and
(i) compensation cost for all share-based payments granted subsequemito January 1, 2006, based on
the grant date fair value estimated in accordance with the provrslons of' SFAS No. 123R. Prior to
January 1, 2006, we accounted for stock-based compensation in accordance with the provisions of
Accounting Principles Board Opinion No. 25 (APB No. 25), Accoummg for Stock Issued to
Employees, and related interpretations. Under APB No. 23, compensatlon cost was recognized based
on the dlfference if any, on the date of grant between the fair value of our common stock and the
amount an employee must pay to acquire the stock.

During the year ended December 31, 2006, we recognized net stock-based compensation expenses
related to stock options of $1.5 million. As of December 31, 2006, the unrecorded deferred ‘
stock-based compensation balance related to stock options was $3.7 mllllon and will be recognized .
over an estimated weighted average amortization period of 3.4 years.
Liquidity and Capital Resources ' ' |
To date, our principal sources of liquidity have been derived from éash from operatlons proceeds
from parent company loans, third party debt in the form of borrowing under credit facilities, issuance
by Ormat Funding and OrCal Geothermal of their Senior Secured Notes project financing (including
lease) and the issuance of our common stock in public offerings. We haye utilized this cash to fund
85 i[
|
Il




!

|

!

|

[
our acquisitions, develop and construct power generation plants and meet our other cash and liquidity
needs. Our management ‘believes that the outstanding cash, cash equivalents, marketable securities
and cash generated from our operations will address our liquidity and other.investment requirements.
In addition, our shelf registration statement on Form 8-3, which was declared effective on
January 31, 2006, provides us with the ablllty to raise additional capital through the issuance of
securities pursuant to the terms and condluons of the shelf registration. As described below, since the

capital note in the amount of $50.7 million wnth our parent is payable upon demand at any time after
November 30, 2007, it is presented i in' our balance sheet as of December 31, 2006 in current liabilities,

Loan Agreements with our Parent :

In'2003, we entered into a loan agreement with Ormat Industries Ltd. (our parent company),
which was further amended on September 20, 2004. Pursuant to this loan agreement, Ormat Industries
agreed to make a loan to us in one or more advances not exceeding a total aggregate amount of
$150.0 million. The proceeds of the loan are to be used to fund our general corporate activities and
investments. We are required to repay the loan and accrued interest in full and in accordance with an
agreed-upon repayment scheduie and in any event on or prior to June 5, 2010. Interest on the loan is
calculated on the balance from the date of the receipt of each advance until the date of payment
thereof at a rate per annum equal to Ormat Industries’ average effective cost of funds plus 0.3% in
dollars, which represented a rate of 7.5% for the advances made during 2003. All computations of
interest shall be made by Ormat Industrles|on the basis of a year consisting of 360 days. As of
December 31, 2006, the outstanding balance of the loan was approximately $89.5 million compared to
$121.1 million as of December 31, 2005.

In addition to the above loan, pursuan:t to the terms of a capital note, as amended on
September 20,2004, Ormat Industries converted outstanding balances owed by us to Ormat Industries
into a subordinated non-interest bearing loan in an amount equal to New Israeli Shekels (NIS)
240.0 million. At any time after November 30, 2007 upon demand by Ormat Industries, we will be
required to repay the loan in full. The ﬁnal maturity of the loan is December 30, 2009. In accordance
with the terms of such note, we will not be, ,Tequired to repay any amount in excess of $50.7 million
(using the exchange rate existing on the date of such note). As of December 31, 2006 and 2005 the
ceiling of $50.7. million is effective. Since the note is payable upon demand at any time after
November 30, 2007 it is presented in our balance sheet as of December 31, 2006 in current liabilities.

Third Party Debs !

Our third-party debt is composed of two principal categories. The first category consists of project
finance debt or acquisition financing that w:e or our subsidiaries have incurred for the purpose of
developing and constructing, refinancing or acquiring our various projects. The second category
consists of debt incurred by us or our subsildiaries for general corporate purposes.

OrCal Geothermal Senior Secured Notes — Non-Recourse

On December 8, 2005, OrCal Geothermal Inc (OrCal), one of our subsidiaries, issued
$165.0 million, 6.21% Senior Secured Notes (OrCal Senior Secured Notes) in an offering subject to '
Rule 144A and Regulation S of the Securities Act of 1933, as amended, for the purpose of refinancing
the acquisition cost of the Heber projects. The OrCal Senior Secured Notes have been rated BBB- by
Fitch. The OrCal Senior Secured Notes have a final maturity date of December 30, 2020. Principal
and interest on the OrCal Senior Secured Notes are payable in semi-annual payments that
commenced on June 30, 2006. The OrCal Senior Secured Notes are collateralized by substantially all
of the assets of OrCal and those of its wholly owned subsidiaries and are fully and unconditionally
guaranteed by all of the wholly owned subsidiaries of OrCal. There are various restrictive covenants
under the OrCal Senior Secured Notes, whxch include limitations on additional indebtedness and
payment of dividends. As of December 31 2006, we were in compliance with the covenants under the
OrCal Senior Secured Notes. l

The proceeds. from this issuance were used to prepay in full OrCal’s outstanding loan with Beal
Bank and to pay for transaction costs. As ? result of the prepayment of the Beal Bank loan, we .
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recorded in the fourth quarter of 2005 a net charge of approximately $10 3 million, net of related
taxes of approximately $6.3 million. As of December 31, 2006, there were $160 7 million: of OrCal
Senior Secured Notes outstanding. ‘ : : : ; )i

Ormat Funding Senior Secured Notes — Non-Recourse

On February 13, 2004, Ormat Funding Corp. (OFC), one of our sub51d1arles issued

$190.0 million, 8¥4% Senior Secured Notes {OFC Senior Secured Notes_) in an offering subject to Rule
144A and Regulation S of the Securities Act of 1933, as amended, for the purpose of refinancing the
acquisition cost of the Brady, Ormesa and Steamboat 1/1A projects, and the financing of the
acquisition cost of the Steamboat 2/3 project. The OFC Senior Secured‘Notes have a final maturity
-date of December 30, 2020. Principal and interest on the OFC Senior Secured Notes are payable 1n
semi-annual payments that commenced on June 30, 2004. The OFC Semor Secured Notes are
collateralized by substantially all of the assets of Ormat Funding and those of its wholly owned
subsidiaries and are fully and unconditionally guaranteed by all of the !vlvholly owned subsidiaries of
OFC. There are various restrictive covenants under the OFC Senior Secured Notes, which include
limitations on additional indebtedness and payment of dividends. On June 30 and December 31, 2006,
OFC did not meet the “debt service coverage ratio” and therefore it w‘a'is restricted from payment of
dividends until it meets such ratio. As of December 31, 2006, there were $178.7 million of OFC Senior
Secured Notes outstanding. ’

We have not yet granted a security interest over the new unit of the Desert Peak 2 project to the
OFC Senior Secured Noteholders which is required under the indenture for the OFC Senior Secured
Notes. We are evaluating an alternative approach to replacing the Dese'rt Peak 1 plant with one of the
new units of the Desert Peak 2 project. Implementing such an alternalwe would require the consent
of the OFC 4Semor Secured Noteholders in order to ensure continued cpmphance with the.covenants
of the indenture governing the OFC Senior Secured Notes. We expect to launch a consent solicitation
in order to amend and/or waive certain provisions of the indenture to obtam such consent from the
OFC Senior Secured Noteholders. Any such solicitation will be made by means of and subject to
appropriate documentation and only to the OFC Senior Secured Noteholders

A registration statement on Form §-4 relating to the OFC Senior Secured Notes was filed with
and declared effective by the SEC on February 9, 2005. On March 16, 2005 we exchanged these
unregistered notes for senior secured notes with substantially identical terms that have been registered
under the Securities Act of 1933, as amended.

On April 26, 2006, OFC successfully consummated a consent sollcnauon relating to the OFC
Senior Secured Notes that was launched on April 17, 2006. On that same date, OFC executed a
supplement to the Indenture governing the OFC Senior Secured NotesI to amend and/or waive certain
provisions in the indenture dealing with public reporting and 1nformat|on requirements of OFC. On
May 1, 2006, OFC filed with the SEC a Form 15 notification of the suspensmn of its obligation to file
reports w1th the SEC under the Securities Act of 1934. . ‘

Senior Loans from International Finance Corporation (IFC) amli Commonwealth Development
Corporation (CDC) — Non-Recourse J

Orzunil, a wholly owned subsidiary which was consolidated as of bbllarch 13, 2006, has senior'loan
agreements with IFC and CDC, which were minority shareholders of Olrzunll {see “Recent
Developments” regarding our acquisition of the minority interest in Orzuml) The first loan from [FC,
of which $7.0 million was outstanding as of December 31, 2006, has a ﬁ'xed annual interest rate of
11.775%, and matures on November 15, 2011. The second loan from IFC of which $3.9 million was
outstanding as of December 31, 2006, has a fixed annual interest rate of 11.730%, and matures on
May 15, 2008. The loan from CDC, of which $8.5 million was outstandmg as of December 31, 2006,
has a fixed annual interest rate of 10.3%, and matures on August 15, 2010. There are:various
restrictive covenants under the Senior Loans, which include llmltatlons”on Orzunil’s ability to make "
distributions to its shareholders. .

.. | . .
- Due to hurricane activity, access roads and piping from the wells to the power plant.in the Zunil
Project were damaged and as a result, the Project was not in operation:from October 14, 2005 to
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March 10, 2006. As a result, Orzunil did not meet the hxstoncal “debt service coverage ratio” required
and therefore distributions from. the Progecl are restricted. Currently, Orzunil is in comptiance.with:the ——-
required debt service coverage ratio and wntth all other covenants.
Other Limited and Non-Recourse Debt ; ' '
The Bank Hapoalim project finance debt of which $11.3 million was outstandmg as of
December 31, 2006, bearing an interest rate of 3-month LIBOR plus 2.375% per annum on tranche
one of the loan and 3-month LIBOR plus 3 0% per annum on tranche two of the loan, and the
Export-Import Bank of the United States prolect finance debt, of which $3.8 million was outstanding
as of December 31, 2006, bearing an interest rate of 6.54% per annum, were entered into by our
relevant subsidiaries to finance the Momotombo project and the Leyte project (which was
deconsolidated as of April 1, 2004), respectively.

Our management believes that we are curreatly in-compliance with our covenants with respéct to
our third-party debt, except as described above regardmg the OFC-Senior Secured Notes and the
Orzunil Senior Loans. Co

v _ |
New Financing of our Projects :

_ Financing' of the Amatitlan Project

Currently, we intend to refinance our equity investment in the construction cost of the Amatitlan
project ‘during the third quarter of 2007. Intconnection with such refinancing, we signed a mandate
letter with a local bank in Guatemala containing proposed terms for a construction loan with a term
of up to two years and a 10-year term-loan’in the total amount of approximately $41.0 million.

Financing of Phase Il of Olkaria I1] J"’riojecr :

We have engaged a financial institution and received an indicative proposal to arrahge long-term
financing for the Olkaria III project, We expect negotlallons and preparation of loan documentation
to follow shortly o

¥ }
Full-Recourse Debt ' |

Our full-recourse third party debt includes an $8 million medium term loan from Bank Hapoalim,
of which $2.0 million was outstanding as of December 31, 2006, bearing an interest rate of 12-month
LIBOR plus 1.7% per annum. |

In connection with our acquisition through Ormat Systems Ltd. of the power generatlon business
from our parént, we entered into certain agreements with various banks, of which only those with
each of Bank Hapoalim, Bank Leumi and Mizrahi Tefahot Bank remain. Under these agreements, in
exchange for such banks’ release of our par'ent’s guarantee and a release of their security interest over
the assets of our subsidiary, Ormat Systems: we and Ormat Systems have agreed to certain negative
covenants, including, but not limited to, a pl‘OhlblllOI‘l on: (i) creating any floating charge or any
permanent pledge, charge or lien over our assets without obtaining the prior written approval of the
lender; (ii) guaranteeing the liabilities of an'y third party without obtaining the prior written approval
of the lender; and (iii) selling, assigning, trqnsfernng, conveying or disposing of all or substantially all -
of our assets. In some cases, we and Ormat Systems have agreed to maintain certain financial ratios
such as a debt service coverage ratio and a;debt to equity ratio. We do not expect that these
covenants or ratios, which apply to us on ajconsolidated basis, will materially limit our ability to
exccute our future business plans or our op'erations The failure to perform or observe any of the
covenants set forth in such agreements, subject to various cure periods, would result in the occurrence
of an event of default and would enable the ienders to accelerate all amounts due under each such
agreement. ‘ |

-

!

We do not expect that any third party debt that we, or any of our subsidiaries, will incur in lhe
future will be guaranteed by our parent. | '

E 88
|
]
f




Most of the loan agreements to which we or our-subsidiaries are a iparty contain cross-default
provisions with respect to other material indebtedness owed by us to any third party.

On February 15, 2006, our subsidiary, Ormat Nevada, entered mto a $25.0 million credit
agreement with Union Bank of California (UBOC). Under the credit agreement Ormat Nevada can
request extensions of credit in the form of loans and/or the issuance of|one or more letters of
credit. UBOC is currently the sole lender and issuing bank under the credit agreement, but is also
designated as an administrative agent on behalf of banks that may, fro}n time to time in the future,
join the credit agreement as parties thereto. In connection with this transactlon we have entered into
a guarantee in favor of the administrative agent for the benefit of the banks, pursuant to which we .
agreed to guarantee Ormat Nevada’s obligations under the credit agree'ment Ormat Nevada’s
obligations under the credit agreement are otherwise unsccured by any of its (or any of its
subsidiaries’) assets.

Loans and draws under the letters of credit (if any) under the credlt agreement will bear interest
at the floating rate based on the Eurodollar plus a margin, There are v'anous restrictive covenants
under the credit agreement, which include maintaining certain levels of tangible net worth, leverage
ratio, minimum coverage ratio, and a distribution coverage ratio. In addltlon there are restrictions on
dividend distributions in the event of a payment default or noncompllance with such ratios,

As of December 31, 2006, three letters of credit, with an aggregate stated amount of

$21.9 million, have been issued and are outstanding under this credit agreement with UBOC.
il
Our management believes that we are currently in compliance w1th our covenants with respect to

our third-party debt, except as described above regarding the OFC Senior Secured Notés and the
Orzunil Senior Loans.

1

Letters of Credit and Off-balance Sheet Arrangements

As described above under “Full Recourse Debt”, on February 15; 2006, our subsidiary Ormat
Nevada, entered into a credit agreement with Union Bank of Californjlzi.

On June 30, 2004, our subsidiary, Ormat Nevada, entered into a Letter of Credit Agreement with
Hudson United Bank, pursuant to which Hudson United Bank agreed|to issue one or more letters of
credit in an aggregate face amount of up to $15.0 million. Under this Letter of Credit Agreement in
the event that the bank is required to pay on a letter of credit drawn by the beneficiary thereof, such
letter of credit converts to a loan, bearing interest at one-month L[BOR plus 4.0%, and matures on
the next expiration date of the Letter of Credit Agreement. There arelvarious restrictive covenants
under the Letter of Credit Agreement, which include maintaining certam levels of tangible net worth,
leverage ratio, and minimum coverage ratio. Some of our customers require our project subsidiaries to
post letters of credit in order to guarantee their respective performam':e under relevant contracts. We
are also required to post letters of credit to secure our obligations un(liFr various leases and licenses
and may, from time to time, decide to post letters of credit in lieu of cash deposits in reserve accounts
under certain financing arrangements. In addition, our subsidiary, Ormal Systems, is required from
time to time to post performance letters of credit in favor of our customers with respect to orders of
products. As of December 31, 2006 and 2005, no letters of credlt were'outstandmg under the Letter of
Credit Agreement. I

Bank Leumi and Bank Hapoalim have issued such performance letters of credit in favor of our
customers from time to time. Initially, our parent, Ormat Industries, wlas the obligor in respect of any
reimbursement obligation on such letters of credit and we paid our parent a guarantee fee and were
responsiblé to reimburse our parent for any draw under these letters of credit. In connection with the
acquisition transaction of the power generation business by Ormat Syslems from our parent, we have
assumed such letters of credit and are now the direct obligor of Bank; Leumi and Bank Hapoalim on
such letters of credit. As of December 31, 2006, Bank Leumi and Bank Hapoalim have agreed to
make available to us letters of credit totaling $25.6 million and §7.9 mllllon respectively. As of such
date, Bank Leumi and Bank Hapoalim have issued letters of credit in 'the amount of $10.7 million and
$6.6 million, respectively. ! "
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As of the date hereof, we have not had a draw presented agamst any letter of credit issued or

provided on our behalf o | ,

Puna Pro;ect Lease Transacrions | .

On May 19, 2005, our subsidiary in Ha}waii, Puna Geothermal Ventures (PGV), entered into a '
transaction involving the Puna geothermal power plant located on the Big Island of Hawaii. The
transaction was concluded with financing parties by means of a leveraged lease transaction. A
secondary stage of the lease transaction relz'rtmg to two new geothermal wells that PGV drilled in the
second half of 2005 (for production and mjecnon) was completed on December 30, 2005. Pursuant to
a 31-year head lease, PGV leased its geothermal power plant to the abovementioned financing parties
in return for a deferred lease income in the:amount of $83.0 million. Transaction costs amounted to.
$4.3 million. The proceeds from the transactions are being used for future capital expenditures and for

general corporate purposes.
. {
Dividend L
The following are the dividends we declared during the past two years:
} .
Dividend Amount

Date Declared ! per Share Record Date Payment Date
March 22,2005 ...................... : $0.03 April 4, 2005 April 18, 2005
May 10,2005 ........ e l $0.03 May 23, 2005 June 6, 2005
August 11,2005...................... | $0.03 August 22, 2005 September 1, 2005
November 9,2005. . .................. | $0.03 November 29, 2005  December 6, 2005
March 7,2006...............cooo. .. ’ $0.03 March 28, 2006 April 4, 2006
May 9,2006 ................ il P $0.04 May 23, 2006 . -May 30, 2006
August 6,2006........ ..o, $0.04 August 23, 2006 August 30, 2006
November 7,2006.................... ! $0.04 November 30, 2006 December 13, 2006

February 27,2007 .................... o $0.07 March 21, 2007 March 29, 2007

Historical Cash Flows

The following table sets forth the components of our cash flows for the relevant periods indicated:

Year Ended December 31,

2006 2005 2004
. t (dollars in thousands)
Net cash provided by operating activities. ... ............. ©§ 73,035 $134,938 $ 63458
Net cash used in investing activities ... .. e (249,147) (83,408) (310,583)
Net cash provided by (used in) financing actlwmes ........ 169,390 (61,304) 275,002
Net increase {decrease) in cash and cash eqlrlvalents ...... (6,722) (9,774) 27.877

For the Year Ended December 31, 2006 |

Net cash provided by operating activities for the year ended December 31, 2006 was
$73.0 million, as compared with net cash provided by operating activities of $134.9 million for the year
ended December 31, 2005. Such net decrease of $61.9 million resulted primarily from: (i) the increase
in net income from $15.2 million to $34.4 miilion as a result of additional revenues being generated
from the increase of our generating capacityiin the United States and from the Zunil project which
was consolidated as of March 13, 2006; (ii) the prepaid lease payment of $83.0 million in the year
ended December 31, 2005 pursuant to the leyerage lease transaction of the Puna project (less
$3.3 million deferred costs related to such lease transaction); and (iii) an increase of $12.1 million in
accounts payableiand accrued expenses for the year ended December 31, 2006 as compared with an
increase of $7.2 million for the year ended December 31, 2005 mainly due to interest accrued on the
OFC and OrCal Senior Secured Notes (whic'h was paid on January 2, 2007), offset by a decrease in
trade payables as a result of the timing of payments to suppliers and service providers. :
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Net cash used in investing activities for the year ended Dec:emberI 31, 2006 was $249.1 million, as
compared with $83.4 million used in investing activities for the year ended December 31,.2005. The
principal factors that affected our cash flow used in investing activities‘fduring the year ended
December 31, 2006 were: (i) capital expenditures of $159.5 million utilized primarily for our power’
facilities under construction; (ii) $22.8 million used in the acqulsltmn of an additional 79%, of the Zunil
project in Guatemala; and (iii) a net increase of $52.7 million in our investment of eXCess cash i in
marketable securities. i : L -

Net cash provided by financing activities for the year ended Decei’nber 31, 2006 was
$169.4 million, as compared with $61.3 million used in financing actlvmes for the year ended
December 31, 2005. The principal factors that affected the cash flow used in financing activities during
the year ended December 31, 2006 were the receipt of proceeds from the follow-on offering of
$135.1 million and the $92.4 million net proceeds from our sale of shares in a block trade, offset by:
(i) the repayment of short-term and long-term debt in the amount of $20 7 million, (ii) the repayment
of debt to our parent in the amount of $31.6 million; and (iii) the payment of a dividend to our
shareholders in the amount of $5.2 million. | :

For the Year Ended December 31, 2005 ' ) ' ]

Net cash provided by operating activities ‘for the year ended December 31, 2005 was
$134.9 million, as compared with net cash provided by operating actlvmes of $63.5 million for the year
ended December 31, 2004, Such net increase of $71.5 million resulted prlmanly from a prepaid lease
payment of $83.0 million pursuant to the leverage lease transaction of Puna (less $3.3 miilion
transaction costs related to such lease transaction) offset mainly by a décrease of $2.6 million in net
income due-to the prepayment charge relating to the Beal Bank Loan llnet of an increase in the
operating activities as a result of the inclusion for a full year of the addltlonal revenues being
generated from the Steamboat 2/3 project, which we acquired on February 11, 2004, the Steamboat
Hills project, which we acquired on May 20, 2004, and the Puna prolect which we acquired on
June 3, 2004. g

Net cash used in investing activities for the year ended December1‘31 2005 was $83.4 million, as
compared with $310.6 million used in investing activities for the year ended December 31, 2004. The
principal factor that affected our cash flow used in investing activities durmg the year ended
December 31, 2005 was capital expenditures of $116.7 million pnmarlly for our power facilities under
construction. Such cash used in investing activities was offset by a decrease of $45.6 million in
marketable securities of which $13.7 million was allocated to restricted‘cash.

Net cash used in financing activities for the year ended December‘31 2005 was $61.3 million, as
compared with $275.0 million provided by financing activities for the year ended December 31, 2004.
The principal factors that affected the cash flow used in financing actlvmes during the year ended
December 31, 2005 were the repayment of short-term and long-term debt in the amount of
$184.0 million (including the Beal Bank loan), repayment of debt to our parent in the amount of
$40.2 million, and the payment of a dividend to our shareholders in the\amount of $6.3 million. This
decrease was partially offset by the $165.0 million in proceeds (less $3.9 million in debt issuance costs)
from the issuance of OrCal Senior Secured Notes, which were used to Irepay the Beal Bank loan.

Capital Expenditures ’
! '
Our capital expenditures primarily relate to two principal componelms: the enhancement of our
existing power plants and the construction and development of new po';wer plants. In addition, we
have budgeted approximately $16.0 million for the next two years for investment in buildings,

machinery and equipment, including drilling equipment.
I

To the extent not otherwise described below, we expect that the fo'llowing enhancenients of our
existing power plants and the construction of new power plants will be funded initially from internally
generated cash or other available corporate resources, which we expect 10 subsequently refinance with
limited or non-recourse debt at the project level We currently do not contemplate obtaining any new
loans from our parent company. . .o 3 -
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Amatitlan Project. 'We completed the c':onstruction of the Amatitlan project, and expect to
declare commercial operation in the first half of 2007.

Ormesa Pro;ect We completed the drlllmg of additional wells at the Ormesa project. We are in
the process of adding additional OEC unitsand increasing the output of the project by an estimated
10 MW. We estimate that such enhancements will be completed by the end of the first quarter of 2007,
We are currently in negotiations with Southern California Edison for the sale of this additional

estimated 10 MW, I'
Galena 2 Project (formerly Desert Peak,3 Project). We are in the final construction stage of the

Galena 2 power plant in the Steamboat complex, which will supply electricity under the Galena 2
power purchase agreement. We estimate that the construction of the Galena 2 project will be

completed in the first half of 2007.
' 1
Phase 1l of Olkaria HI Project. In connection with Phase II of the Olkaria III project, we

completed the drilling of the wells and have recently released the construction of the 35 MW power
plant.

OrSumas Project. This recovered energy 5 MW project was scheduled to be completed in the
last quarter of 2007 or the first quarter of 2008. The environmental issues identified in this project and
described elsewhere in this report may delay or terminate its completion.

Steamboar Hills Project. 'We plan to a!id 5 MW to the Steamboat Hills project through the
construction of OEC Units. Construction has been completed and the project is in its start up phase.

Puna Project. An enhancement program for the Puna project is currently planned and is
intended to increase the output of the project by an estimated 8 MW through the construction of
QEC Units. We expect that such enhancem'lent program will be completed in 2008 and are currently
negotiating the power purchase agreement for that addition.

Heber SouthProject (formerly Imperial Valley). We commenced construction of the Heber South
project, a 10 MW power plant, which will be located in the Heber known geothermal resource area.
The construction activity is expected to incl!ude the drilling of production and injection wells and the
construction of an OEC unit. We expect the construction to be completed by the end of 2007 or the
beginning of 2008 |

Galena 3 Project.  We are currently colnstructing the Galena 3 project, which will deliver 17 MW
of power generation under a 20-year power purchase agreement with Sierra Pacific Power Company.
We expect the construction to be completed by the end of 2007 or the beginning of 2008.

Brawley Phase I Project. We are currclently constructing the Brawley Phase I project, which will
deliver approximately 50 MW of power gerieration. We expect the construction to be completed by
the end of 2008. |

We have budgeted approximately $520 million through the end of 2008 for the above-described
projects and have invested $150 million of such budget as of December 31, 2006.

- In addition to the above projects, our operating projects have capital and expenditures budgets of
approximately $16.7 million and we also plan to start other construction and enhancement of
additional projects, including exploration work, for a total investment amount of approximately
$17.0 million. !

Other than the enhancements and nevs; projects described above, and new projects that we may
develop under new bids, we do not anticipate any other material capital expenditures in the near term
for any of our operating projects, other than ordinary maintenance requirements and major
maintenarnce, whlch we typically fund with internally generated cash.

t
Exposure to Market Risks ’

One market rlsk to which power plants are typically exposed is the volatility of electricity prices.
However, our exposure to such market nsk is currently limited because our long-term power purchase
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agreements have fixed or escalating rate -provisions that limit our expdsure to changes in electricity
prices. However, beginning in May 2012, the energy payments under the power purchase agreements -
of the Heber 1 and 2 projects, the Ormesa project and the Mammoth' pro;ect will be determined by
reference to thé relevant power purchaser’s short run avoided costs. The Puna prolect is currently
benefiting from energy prices which are higher than the floor under the Puna power purchase
agreement, as a result of the high fuel costs that impact Hawaii Electric Light Company's avoided
costs. In addition, under certain of the power purchase agreements fori our projects in Nevada, the
price that Sierra Pacific Power Company pays for energy and capacityis based upon
California-Oregon border power market pricing. l

As of December 31, 2006, 97. 4% of our consolidated long-term deibt (including amounts owed to
our parent) was in the form of fixed rate securities and therefore not subject 1o interest rate volatility
risk. As of such date, 2.6% of our debt was in the form of a floating rate instrument, exposing us to
changes in interest rates in'connection therewith. As of December 31, 12006, $13.3 million of our debt
remained subject to some floating rate risk. As such, our exposure to changes in interest rates with
respect to our long-term obligations is immaterial.

Another market risk to which we are exposed is primarily related'to potential adverse changes in
foreign currency exchange rates, in particular the fluctuation of the U S dollar versus the new Istaeli
shekel (N1S). Risks attributable to fluctuations in currency exchange r?les can arise when any of our
forelgn subsidiaries borrows funds or incurs operating or other expenses in one type of currency but
receives revenues in another. In such cases, an adverse change in exchange rates can reduce such
sub51d|ary s ability to meet its debt service obligations, reduce the amount of cash and income we
receive from such foreign subsidiary or increase such sub51d1ary S overall expenses. Risks-attributable
to Auctuations in foreign currency exchange rates can also arise when, the currency-denomination of a-
particular contract is not the U.S. dollar. All of our power purchase ag'reements in the international
markets are either U.S. dollar-denominated or linked to the U.S. dollar. Our construction contracts
from time to time contemplate costs which are incurred in local currer{cres The way we often mitigate
such risk is to receive part of the proceeds from the sale contract in the currency in which the
expenses are incurred. In the past, we have not used any material forelgn currency exchange contracts
or other derivative instruments to reduce our exposure to this risk. lnt lhe future, we may use such
foreign currency exchange contracts and other derivative instruments to reduce our forelgn currency
exposure to the extent we deem such instruments to be the appropnat:a tool for managing such
exposure. We do not believe that our exchange rate exposure has or will have a material adverse
effect on our financial condition, results of operations or cash flows. I

We currently maintain our surplus cash in short-term, interest- bearmg bank deposrls and auction
rate securities, which we refer to as PARS (deposits of entities with a”rmmmum investment grade
rating of AA by Standard & Poor’s Ratings Services). . L

' e
t

Effects of Inflation ) : ' . R

We do not expect that the low inflation environment of recent ye!ars in most of the couitries in
which we operate will continue. To address rising inflation, some of our contracts include certain
mitigating factors against any inflation risk. In connection with the Electrrcny Segment inflation may
directly impact an expense incurred for the operation of our prOJects,‘hence mcreasmg the overall
operating cost to us. The negative impact of inflation may be partially, |offset by price adjustments built
into some of our power purchase agreements that could be triggered upon such occurrences. Energy
payments pursuant to the power purchase agreements for the Mammoth project (after April 2012),
Ormesa project (after April 2012), Heber 1 and 2 projects (after Aprll 2012) and Steamboat 1/1A
project will change because of our power purchasers underlying short run avoided costs To the
extent that inflation causes an increase in those short run avoided costs higher energy payments could
have an offsetting impact to any inflation-driven increase in our expenses Similarly, the energy
pavments pursuant to the power purchase agreements for the Brady piI”O_]CC[ Steamboat 2/3 project,
the Steamboat Hills project and the Burdette project-increase every year through the end of the
relevant terms of such agreements, though such increases are not dlrectly linked to the:CPI. Lease
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.payments are generally fixed; while royalty payments are generally determined as a percentage of
revenues and therefore are not significantly 'impacted by inflation.

Overall, we believe that the impact of ir:lﬂation on our business will not be significant.
j ‘
Contractual Obligations and Commercial Cc&mmitmems
The following table sets forth our mater:ial contractual obligations as of December 31, 2006,
excluding interest (in thousands): * ‘

! Payment of Principal Due By Period

Remaining ‘
Total 2007 2008 2009 2019 2011 Thereafter

Long-Term non-recourse and I|
limited recourse debt. .. ... $30639 § 8482 $ 7667 §6676 $ 6,101 § 1713 § —
Long-Term recourse debt. ... 2,000 | 1,000 1,000 — — — —

Senior secured notes due | '

2020 ... 339370 ! 40,054 25476 20,183 20,334 21,110 212213

Ormat Industries notes F
payable. . ................ 140,153 ; 82312 31,641 16,600 9,600 — —
Total .. .. ... T $512,162 $131 848 $65,784 $43459 $36,035 $22823 §212213

The following table sets forth our mterest payments payable in connection with our contractual
obligations as of December 31, 2006 (in thousands)

! Payment of Interest Due By Period

Remaining '
Total ' 2007 2008 2009 2010 2011 Thereafter
Long-Term non-recourse and | o
limited recourse debt ........ $ 6575'$2778 $1905 $1215 $ 548 § 129 § — !

Long-Term recourse debt .. .... 216 ' 144 72 — — — —
Senior secured notes due 2020.. 187871+ 35730 21,554 19924 18483 16,997 75,183
Ormat Industriés notes payable . 10977 | _ 5982 3,549 716 730 — —

Total ......... ............... $205,6391 $44,634 $27,080 $21,855 $19,761 $17,126 $75,183

Interest on the OFC Senior. Secured Notes due in 2020 is fixed at a rate of 8.25%. Interest on the
OrCal Senior Secured Notes due in 2020 is ﬁxed at a rate of 6.21%. Interest on the Orzunil Senior
Loans due in 2008 2010 and 2011 is fixed at|rates of 11.730%, 10.300% and 11.775%, respectively.
Interest on Ormat Industiries notes payable in the amount of $89.5 million is fixed at the rate of
7.50%, while a capital note in the amount of NIS 240 million ($50.7 million, using the exchange rate
existing on the date of such note) is interest free. Interest on the remaining debt is variable (based
primarily on changes in LIBOR rates). Accordmgly, for purposes of the above calculation of interest
payments pertaining to variable rate debt, the methodology used to determine future LIBOR rates

was the use of Constant Maturity Swaps. i

The following table sets forth our futuré minimum lease payments under the Puna project’s lease,
as of December 31, 2006 (in thousands):

I
! Future Minimum Lease Payments Due By Period
|
!
!

Remaining
= Total 2007 © 2008 2009 2010 2011 Thereafter
Operating lease payments. . . . $113,082 - $9.742 $7573 $8,013 $7.567  $8,061 $72,126

-
)

!
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The following table sets forth our future payment of benefits to r:)ulllI employees in Israel upon
their reaching normal retirement age, as of December 31, 2006 (in thousands): '

i v
Benefit Payments Upon Retirement Due By Period

; Remaining i
, Total 2007 2008 2009: 2010 2011 Thereafter
Benefits payments upon . : ' ; Lo ‘
retirement ............... $7.126 $794 $624 $702 $42 $668 $4,296

The above amounts were determined based on the employees’ current salary rates and the
number of years’ service that will have been accumulated at their retirement date. These amounts do
not include amounts that might be paid to employees that will cease wé)!rking with us before reaching
their normal retirement age.

[

|
1
i
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Concentration of Credit Risk

Our credit risk is currently concentrated with a limited number of major customers: Sierra Pacific
Power Company, Southern California Edison and Hawaii Electric LighglCompany. If any of these
electric utilities fails to make payments under its power purchase agreements with us, such failure
would have a material adverse impact on our financial condition. !

Southern California Edison accounted for 30.0%, 36.1% and 41 .4%ipf our total revenues for the
three years ended December 31, 2006, 2005 and 2004, respectively. Southern California Edison is also
the power purchaser and revenue source for our Mammoth project, which we account for separately
under the equity method of accounting,. !

Sierra Pacific Power Company accounted for 12.8%, 14.1% and 12.9% of our total revenues for
the three years ended December 31, 2006, 2005 and 2004, respectively. 1

Hawaii Electric Light Company accounted for 15.1%, 15.2% and 7.11% of our total revenues for
the years ended December 31, 2006, 2005 and 2004, respectively. '

Government Grants and Tax Benefits ;
The U.S. government encourages production of electricity from ge(l;)‘thermal resources through
certain tax subsidies. We are permitted to claim approximately 10% of the cost of each new
geothermal power plant in the United States as an investment tax credit against our federal income
taxes. Alternatively, we are permitted to claim a “production tax credit, which in 2006 was 1.9 cents
per kWh and which is adjusted annually for inflation. The production te’li‘x credit may be claimed on
the electricity output of new geothermal power plants put into service by December 31, 2008. Credit
may be claimed for ten years on the output from any new geothermal p;ower plants put into service
prior to December 31, 2008. The owner of the project must choose between the production tax credit
and the 10% investment tax credit described above. In either case, under current tax rules, any unused
tax credit has a 1-year carry back and a 20-year carry forward. Whethelijl- we claim the production tax
credit or the investment credit, we are also permitted to depreciate most of the plant for tax purposes
over five years on an accelerated basis, meaning that more of the cost rﬁaybe deducted in the first few
years than during the remainder of the depreciation period. If we claim: ithe investment credit, our
“tax base” in the plant that we can recover through depreciation must bre reduced by half of the tax
credit; if we claim a production tax credit; there is no reduction in the t;?x basis for depreciation.

Our subsidiary, Ormat Systems, received from Israel’s [nvestment Cf|enter “Approved Enterprise”
status under Israel’s Law for Encouragement of Capital Investments, 1Q§9 (the Investment Law), with
respect to two of its investment programs. One such approval was reccil\l'ed in 1996 and the other was
received in May 2004. In respect of the approval from 1996, Ormat Sys}ems has utilized all the tax
benefits it was entitled to. Recently, due to a broad legislative amendment in the Investment Law,
Ormat Systems replaced the certificate approval received in May 2004 from Israel’s Investment Center
with a ruling from the Israeli Tax Authorities. The ruling was obtained ]%n April 2006. By replacing the
approval with a ruling, Ormat Systems maximized the tax benefits it is entitled to under the
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Investment Law. As an Approved Enterpri:se and according to the ruling, Ormat Systems is exempt
from Israeli income taxes with respect to income derived from the approved investment for the years
2004 and 2005 and thereafter such income is subject to reduced Israeli income tax rates of 25% for an
additional five years. These benefits are subject to certain conditions set forth in the rulmg, including
among other things, that all transactions between Ormat Systems and our affiliates are at arms length,
and that the management and.control of Ormat Systems will be from Israel during the whole period
of the tax benefits. A change in control should be reported to the Israeli Tax Authorities in order to
maintain the tax benefits. In addition, as an indusirial company, Ormat Systems is entitled to
accelerated deprec1auon on equipment used for its industrial activities.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK® -

Information responding to Item 7A is included in Item 7, “Management’s Discussion and Analysn;
of Financial Condition and Results of Operations”, of this annual report.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY I?ATA CE

' : : o

Index to Consolidated Financial Statements of Ormat Technologies, Inic and Subsidiarie‘sj_' )

P
'

Report of Independent Registered Public Accounting Firm..........2f.veentoe s RPN

Consolidated Financial Statements as of December 31, 2006, and 2005 ‘and for Each of the -
Three Years in the Period Ended December 31, 2006: i -

Consolidated Balance ShEets ... ..vuvntrrieitan il
Consolidated Statements of Operations and Comprehensive Income:|............... S
Consolidated Statements of Stockholders” Equity ................ 1
Consolidated Statements of Cash Flows....... e P
Notes to Consolidated Financial Statements . ... ..................h. I e

Index to Financial Statements of Ormat Leyte Co. Ltd.'" |
Report of Independent Registered Public Accounting Firm....... P R CEEEREEERES

Financial Statements as of December 31, 2005, and for the Year EndedI December 31, 2005,
including unaudited financial statements as of December 31, 2006 and for the years ended
December 31, 2006 and 2004: !

Balance Sheets. ..ot e tiiiat e 5 .....................
StatementsofIncome.........................................4: .....................
Statements of Changes in Partners’ Equity 'l .....................

Statements of Cash FlOws ... ..ot me e eae et

) As the Company's 80% ownership interest in Ormat Leyte Co. Ltd. is accounted for by the equity method, separale
financial statements of Ormat Leyte Co. Lid. have been included pursuant to Rule 3-09 of Regulation 5-X.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM .

To the Board of Directors and Stockholders of Ormat Technologies, Inc.: N
We have completed mtegrated audlts of Ormat Technologtes, Inc.’s 2006 and 2005 consoltdated '
financial statements and of its internal control over financial reporting as of December 31, 2006, and
an audit of its 2004 consolidated financial statements in accordance with the standards of the Public -
Company Accounting Oversight Board (Umted States). Our opmtons based on our audlts are

presented below. |

Consolidated financial statements j

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in
all material respects, the financial position of Ormat Technologies, Inc. and its subsidiaries at
December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the
three years in the period ended December 31 2006 in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with the standards of
the Public Company Accounting Oversight . Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that out: audits provide a reasonable basis for our opinion.

As discussed in Note 12 to the consolidated financial statements, the Company changed the manner in
which it accounts for share-based compensa;tion in 2006.

Internal control over financial reporting |

+
Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control
Over Financial Reporting appearing under Item 9A, that the Company maintained effective internal
control over financial reporting as of December 31, 2006 based on criteria established in Internal
Control — Integrated Framework issued by:the Committee of Sponsoring Organizations of the
Treadway Commission {{COSOQ), is fairly stated, in all material respects, based on those criteria.
Furthermare, in our opinion, the Company imaintained, in all material respects, effective internal
control over financial reporting as of December 31, 2006, based on criteria established in fnternal
Control — Integrated Framework issued by the COSO. The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express opinions on
management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting in
accordance with the standards of the PllbllC Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over ﬁnanc1al reporting was maintained in all material respects. An
audit of internal control over financial reportmg includes obtaining an understanding of internal
caontrol over financial reporting, evaluating managements assessment, testing and evaluating the design
and operatmg effectiveness of internal control and performing such other procedures as we consider
necessary in the circumstances. We believe }that our audit provides a reasonable basis for our opinions.

A company’s internal control over financialireporting is a process designed to provide reasonable
assurance regarding the reliability of ﬁnancial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reportmg includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detall accurately and fairly refiect the transactions and
dispositions of the assets of the company; (11) provide reasonable assurance that transactions are
recorded as necessary to permit preparattorl of financial statements in accordance with generally
accepted accounting principles, and that rec;eipts and expenditures of the company are being made
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only in accordance with authorizations of management and directors of the company; and (i) provide
reasonable assurance regarding prevention or timely detection of unauthiorlzed acquisition, use, or
dlSpOSlthn of the company 's assets that could have a material effect on the financial statements
Because of its inherent limitations, 1ntemal control over ﬁnanc:al reportmg may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to futlure periods are subject to the
risk that controls may become inadequate because of changes in condltlons or that the degree of

compliance with the policies or procedures may deteriorate.
Is/ PricewaterhouseCoopers LLP

San Francisco, California 51
March 9, 2007 ' :
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
|

|
.o i December 31,
! 2006 2005
, f ’ (in thousands)

Assets !

Current assets: | .
Cash and cash equivalents .. .............. D $ 20,254 $ 26976
Marketable securities ... ... ... ... ... ... b e e PR 96,486 43,560
Restricted cash, cash equivalents and marketable securities ... ...... ... ... .. ........ 36425 36,732
Receivables:

Trade . ... ... ... . ! ................................ 36,463 33,515
Related entities . . .................... D e 879 524
Other . ..v i e 5277 2,629
Due from Pareat ...................... iI 1,459 —
Inventories, met . . . ... oo ia e e e 7403 5,224
Costs and estimated earnings in excess of billings on uncompleted contracts . . ............ 11,216 8,833
Deferred income taxes .................. b 1.819 1,663
Prepaid expenses and other . .............. L 4,911 3,256
Total current assets . . . ............... L 242,592 162,962

Unconsolidated investments .. .............. S 37207 47,235

Depositsand other . .. .................... S 15.081 13,489

Deferred income taxes .. ............... ... P 6,172 5,376

Property, plant and equipment,net ........... b 624 089 491 835

COonSITUCHON-N-PIOCESS « « « « v v v v e aavsn e e 169,075 128256

Deferred financing and lease costs, net . . ....... e 15,800 17.412

Intangible assets, et .« v v .o b e 50,086 47915

Total aSSetS. . . . oo st P $1.160102  $914.480
Ligbilities and Slocll&holders’ Equity : '
Current liabilities: '
Short-term bank credit .. ..... ... .. ...... e e e e $ — $ 399%
A_cc_ounl§ payable and accrued expenses . ... . e 70,445 50,048
Billings in excess of costs and estimated earnings on uncompleted contracts .. ............ 5,803 12,657
Current portion of iong-term debt:
Limited and non-recourse . .. ... ... . . e 8,482 2,888
Full recourse . . .. ... e e e 1,000 1,000
Senior secured notes (non-recourse) . ... ... R 40,054 23,754
Due to Parent, including current portion of notes payable toParent . . ... ............... 82,379 32,003
Total current liabilities . .............. /P P 208,163 126,346

Long-term debt, net of current portion: {

Limited and non-recourse ... ............. L 22,157 11,252
Full recourse . ... ..o e e 1.000 2,000
Senior secured notes {non-recourse) . ... ..... ! ................................. 299.316 324,645

Notes payable o Parent, net of current portion . . R R R 57,841 140,162

Other liabilities . . T — 1,309

Deferred lease income . ................... o 78,883 81,569

Deferred income taxés . ................... ‘ ................................. 21,674 22,004

Liabilities for severance pay . ... ..ottt e e 13,378 11,409

Asset retirement obligation .. ............... b e 16,832 11.461

Total liabilities . . ................... l ................................. 719,244 732,157

Minority interest in net assets of a subsidiary . .......... . . ..o i 64 64

Commitments and contingencies {Notes 3, 6, 10, 11,113, 17 and 18)

Stockholders™ equity: I
Common. stock, par value $0.001 per share; 200,000,000 shares )

authorized; 38,101,888 and 31,562,496 shares issued and outstanding, respectively ... ... ... R 31
Additional paid-in capital ................ ’ ................................. 353.399 124,008
Unearned stock-based compensation . ........ ... ... e — {153)
Retained earmings ., ... ...l , ................................. 85.053 55824
Accumulated other comprehensive income ... .1 .. L L 2,304 2,549

Total stockholders” equity ... .......... L 440,794 182,259
Total liabilities and stockholders’ equity . . i ................................. $1.160,102 $914,480
if

T},l?accompanying notes are an integral part of the financial statements.
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ORMAT TECHNOLOGIES, INC. AND'SUBS]D:IIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND'COII\I/IPREHENSIVE INCOME

i : :I Year Ended December 31,

‘- ‘ , 2006 2005 2004

i . ‘ (in ihousands, except per share amounts)
Revenues: ' i i :

Electricity: ' ‘ ’
Energy and capacily .. ... .o.oonuruiu it $106,682 $104,975 $100,281
Lease portion of energy and capacity ...........cov i 186,115 70,963 58,550
Lease INCOME - . v ot v vttt e aa e it et s mn st 112,686 1,431 —

Total €1ECHCIY - -+« o« o e ettt e e et e e 195,483 177.369 158,831

Products: ‘ |
Relaled PAFtY . . ..o v e e 113,503 7959 —
0 S D PP 169,951 52,664 60,399

TOtAl PIOQUETS « - -« o o e et e e et e st e e e e e 173,454 60,623, 60,399
TOtal TEVENUES . .o v v vt i ittt st 268,937 237992 219,230
Cost of revenues:

Electricity: i
Energy and Capacity . .. ... iacen e e 177,768 70,328 63,300
Lease portion of energy and capacity .......... .o i 141,345 30215 26,442
LeSE EXPEMISE . . . .o ovv o e e 15,243 3.072 —

Total €IECITICILY . .« o v oottt e e e 124,356 . 103,615 89,742

PrOdUCES . . i i e e e e e 151,215 45,236 46,336

Total COSt Of TEVEIIUES « «  + « o v et eeann e e ae e ieane e 175,571 148,851 136.078

GTOSS MBIEIN -+« ettt e v ettt e e et a e a e aan s 193,366 89,141 83,152
Operating expenses: ! . .

Research and development EXPenses . .. ... v v vttt e n v an s 1[ 2.983 3,036 2175

Selling and marketing XPeNSES . . . ..ottt 110,361 7.876 - 1,769

General and administrative €Xpenses . .. ... ... ..t tv v vnnn ooy lnsoss 14,320 11,609

Gain on sale of geothermal resource rights . . . ............. ... ..o b= — (843)

OPErating MCOME . . . ..ottt v ettt tn e et aan e annenns "61928 - 63,909 62,444
Other income (expense):

Interest iNCOME . ...\t vt it [ 6,560 4,308 1316

Interest expense: - : )
PaTEML « o o e e e e et e e e e e e '1(8,367) (10,635) (9,723)
O RET . ot e e e 30,674) (48,186) (33.690)
Less — amount capitalized ... ... ... .. . i i i | 8,080 3,504 628

Foreign currency translation and transaction losses .. .................... It (704) (439) (146}

Other noN-0perating iMCoOME . ..o vt v v vt e e e et aa et s 694 ~ 512 112

Income before income taxes, minorily interest, and equity in income of i o ‘
VESIEES . ittt i e e e e 137,517 12,973 20,941
Income tax Provision . . ... .. it et e e 1{(6,403) (4,690) (6,609)
Minority interest in earnings of subsidiaries . ... ......... e ‘1 (813) — {108)
Equity in income of iNVestees . . .. ... ...t e 'l 4,146 6,894 3.567
NELAMCOME « . ..\t et e s e e e e e e e 34,447 15177 17.791

Other comprehensive income (loss), net of related taxes:

Gain (loss) in respect of derivative instruments designated for cash flow hedge
(net of related tax of $0, $1,518,000 and ${198.000), respectively) . . .........

Amortization of unrealized gains in respeet of derivative instruments designated
for cash flow hedge (net of related tax of ($224,000), $347,000 and 30, |
TESPECHIVELY) . o oot e -1l (362) + 563 —_

Change in unrealized gains or losses on marketable available-for-sale securities
available-for-sale (net of related tax of $100,000, $8,000 and 30, respectively) . .

2,295 (322)

117 13 —

Comprehensive iNCOME . . . ...t u i e $i34.202 $ 18,048 $ 17,469
Earnings per share: |
Basie vt i i i e e i e e e e, S 100 $§ 048 § 072
DHINTEA & civ v oo oo ettt e e e e e $t 099 $ ' 048 $ o072
Weighted average number of shares used in i '
computation of earnings per share: : B :
2 T I ,} 34,593 31.563 24,806
571171 S || 34,707 31,609 24,806

The accompanying notes are an integral part of the financial statements.
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. ORMAT IECHNéLOGIES, INC. AND SUBSIDIARIES
. ‘CONSOLIDATED STA’IL‘EMENTS OF STOCKHOLDERS’ EQUITY

i Add Accumulated
itional Unearned Other

M Paid-in  Divisional Stock-based Retained Comprehensive

Shares Amount _ Capital Deficit  Compensation Eamings Income(Loss) Tote!

- ! (in thousands, except per share data)
Balance at December 31,2003 . . . .. .. 23,214 23 7002 (11,263) 86 41,299 — 36,975

Unearned stock-based compensation . — 1 52 — 52 —
Amortization of unearned '
;

stock-based compensation . ...... — — — — 61 — -— 61
Conversion of note payable to Parent

toequity . .......... ... 1,161 1 19,999 — - - — 20,000
Reclassification of divisional deficit . . i — 10236 . (167) (10,069) — —
Distribution to Parent for purchase of

OSL (net of related tax of l :

$3747.000) . .. .., — i — — — (1,053) — (1,053)
Cash dividend declared, $0.1025 per :

R S — — — (2.500) — (2,500)
Issuance of common stock in initial o

public Offering . .. ............ 7188 | 7 96955 — — — — 96,962
Netincome ... ..onvunnnnnnn.ns — = — 1,027 — 16,764 —_ 17,791
Loss in respect of derivative ; :

instruments designated for cash I

flow hedge (net of related tax ° l

benefit of $198,000) ......... - - = - — — — (322) (322)

Balance at December 31,2004 . ... ... se3y (31 124,008 — (244) 44 441 (322) 167 914

Amortization of unearned l

stock-based compensation ....... — — — — 9N — — 9N
Cash dividend declared, $0.12 per '

share ... ... .. i — — — — — (3.794) — (3,794}
Netincome .. ................. — — — — — 15,177 — 15,177

Other comprehensive income, net of
related taxes:

Gain in respect of derivative
instruments designated for cash
flow hedge (net of related tax of
$1518000) .. ..., - — — — — 2,295 2,295

Amortization of unrealized losses in
respect of derivative instruments
designated for cash flow hedge (net
of related tax benefit of $347,000). .

Change in unrealized gains or losses
on markelable securities
available-for-sale (net of related tax
of $8,000) —

Balance at December 31, 2005 . ... ... 31,563

Reversal of deferred stock based
compensation ... ... ...

Share based compensation ........

Cash dividend declared, $0.15 per
share .......... ... . 0. ...

Issuance of shares of common stock
in a follow-on public offering . ... 4,028

Issuance of shares of common stock
in a Block ‘frade transaction . . ... 2,500

Exercise of options by employees . . . 14

Tax benefit on exercise of options by
employees .. ...... . . ... 166 166

Netincome .. ................. — - — 34,447 - 34,447

Other comprehensive income, net of
related taxes:

Amortization of unrealized gains in
respect of derivative instruments
designated for cash flow hedge
{net of related tax benefit of
$224000) . .ot —
Change in unrealized gains or
losses on marketable securities
available-for-sale (net of related
tax of $100,000) .. .......... — — 117 117

Balance at December 31, 2006 . ... ... 38,102 @ $353399 $ — $ — $ 85,053 $2,304 - $440,794
The accompanying nofes‘ar_le_an intégral part of the financial sTatements.

3

563 563
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- — = — 13 13
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ORMAT TECHNOLOGIES, INC, AND SUBSIDIIEARIES
|
CONSOLIDATED STATEMENTS OF CASH F%OWS

"l Year.Ended December 31,
I 2006 2005 2004
1 (in thousands)
Cash flows from operating activities: :
Net income ... ..., P e e s 8134447 § 15177 § 17791
Adjustments to reconcile net income to net cash provided by operating activities: '
epreciation and amortization .. .... e e e e | 43,439 36,006 34,695
Accretion of asset retitement obligation . ................... ... ... ... : 971 774 588
Share-based compensation . ... .. .. ... ... L e 4 1706 — —
Amortization of deferred lease income . ... ... L i 1 (2.686) {1.431) —
Extinguishment of deferred financingcosts . .......................... ; — 4,180 776
Minenty interest in earnings of subsidiaries . ... ....... ... o0l 813 — 108
Equity in income of iNVESIEES . . . . .. ot uii e i (4,146) (6.894) (3.567)
Distributions from unconsolidated investments . . ... ........... .. 0. .. 1 4,503 5,694 3,996
Realization of loss related to interest rate cap transactions ., .............. i — 910 - 1,637
Gain on sale of geothermal resource rights . ..................... .. ... ; — — (845)
Unrealized loss tn respect of derivative instruments, net .. ............. DL I 559 — —
Loss (gain} on severace pay fundasset .................... e | 51.095} 302 122
Deferred income tax provision (benefit). . ... .. ... .. ... . . oL i] (1,528 (2.182) 3,785
Changes in operating assets and liabilities, net of acquisitions: : ‘
Reaceivables . . .. . e e e e il (2,502 27,415} 3,004
Costs and estimated earnings in excess of billings on uncompleted contracts . . o (2,333 5719 1242
IV O IS | v i i v et v v e a s o e e i (2,179 822 2,334
Prepaid expenses and other .. ... ... ... ... ... i i, - 0 {1,573 2879 (334
Depositsand other . ... ... ... . .. . e 1184 335 1.576
Accounts payable and accrued expenses . ... ... 0. L e i It 12,094 717 5,099
Due from/to related entities, net . ... ............ .. ..... [ i (609 1,889 {627
Billings in excess of costs and estimated earnings on uncompleted contracts . . . (6,854 6,518 (1,704
Other Liabilities . ... ... ..o . it e iiannns e o« 6?)8) (80
Proceeds from operating lease transaction . ................cuvuue.nn I —_ 83, —
Deferred lease (ransaction COSIS . . ... ..ottt it nnnaniiiiaas s — (3,266) —_
Liabilities fOr SEVETANCE PAY + . v v v v v v oo s e ene i et ee e e eeaen s li 1969 6 1014
Due from Parent ... ... 0. .. i e 1(1,757) — —
Net cash provided by operating activities ......................... 173,035 134.938 63458
Cash flows from investing activities: !
Distributions from unconsolidated investments ............. .- vavii., 1 2,794 2,844 2,500
Marketable securities, Det . . .. . it e e e e e (52,654 45,606 (90,916
Net change in restricted cash, cash equivalents and marketable securities™. . ... ... (16,285 (13,696; (9,039
Capital expenditures . . .............., e s e (159,497 {116,74 (38,122
Decrease of cash resulting from deconsolidation of OLCL .................. . —_ — (1,801
Proceeds from sale of geothermal resource vights . . . ... .................. \ — — 2420
Cash paid for acquisitions, net of cashreceived .. ................. ... ... (22,760} — (175,950)
Intangible asset acquired . . . ... .. ... e . — (1 8003 —
Increase in severance pay fund asset,net . .......... ... .. .. ... ! (872) (503 (463)
Repayment from unconsolidated investment .. ............ . .o os 127 8% 788
Net cash lf!sed in investing activities . .. .. e e {249,147) (83,408) (310,583)
Cash ftows from financing activities: || )
e 10 Parent, Bl L . . .ttt i e e 5531,647) (40,175) 50.836
Proceeds from public offerings, net of issuance costs . ........ ... vaurn.nn 1227464 .- 96,962
Proceeds from exercise of options by employees ... ............. ... ... ... 215 D= —
Proceeds from interest rate lock transactions . . . . . ..., ... . L i — 4334 —
Proceeds from short term bank credit . .. ... ... ... L L Lo i — 3,996 —
Proceeds from issuance of long-termdebt .. ... ..... .. ... ... ... .. ..., P = 165,000 210,000
Repayments of short-term and long-termdebt . ............ ... ... ....... (20,736 (183,975} 268.1‘)4
Delerred debt issuance €osts ... .. oo i e e (688 (4,190 10,782
Payment for interest rat€ Caps . ... ... ... .. ittt e — — (3.82
Cashdividends paid ... ... ... .. i e (5218) (6,294) —
Net cash provided by (used in) financing activities . .................. 169,390 (61.304) 275,002
Net increase (decrease) in cash and cash equivalents . ... ... e 1156‘722) 9,774) 27,877
Cash and cash equivalents at beginningof period .. ........... ... ... ... .. 26976 6,750 8873
Cash and cash equivalents atend of period . . . ... ... ... oo $ 120254 $ 26976 ¥ 36,750
Supplemental disclosure of cash flow information: . it
Cash paid during 'the year for: !
Interest, net of interest capitalized . ...... ... ... .. . i $ 114,406 $ 24,266 § 28531
INCOME TAXES © v b vt v te et et s e ee et et b e e e $ 417,417 $ 2690 0§ 9
Supplemental non-cash investing and financing activities: . I ’
Conversion of note payable to Parenttoequity . .........ouveeeii e, 3 'l — $ — $ 20,000
Increase in accounts payable related to purchases of property, plant ’.I
ANA EQUIPICNE. . . . . o ¢ttt e .. $lh7146 $ 07527 5. 1306
" Accrued lial)i]itif:sI for deferred debt issuance and lease costs ......... A 51 - $ 285 $ —
Increase in asset retirement cost and asset retirement obligation .. ............ $ 114,400 § 22 $ 2210
Cash dividend declared . . . ... .. .. i i e $ - $. — $ 23500
. Acquisitions — See Notes 2 and 5 : L [
! £

: | :
The accompanying notes are an integral part of the financial statements.*
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
I

: :
NOTE 1 — BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

t
f

Business i

Ormat Technologies, Inc. (the “Comlpany") a subsidiary of Ormat Industries Ltd. (the “Parent”),
is engaged in the geothermal and recovered energy business, including the supply of equipment that is
manufactured by the Company and the design and construction of power plants for projects owned by
the Company or for third parties. The Company owns and operates geothermal and recovered
energy-based power plants in various countrles including the United States of America (“U.8.7),
Kenya, Nicaragua, the Philippines and Guatemala. The Company s equipment manufacturing

operations are located in Israel. ;

Most of the Company’s domestic power plant facilities are Qualifying Facilities under the Public
Utility Regulatory Policies Act of 1978 (f‘PURPA”) The power purchase agreements for certain of
such facilities are dependent upon their maintaining Qualifying Facility status. Management believes
that all of the facilities were in complianFe with Qualifying Facility status as of December 31, 2006.

: l
Recapitalization [
. ' | _

On June 29, 2004, the Company amended and restated its certificate of incorporation, pursuant to

which the authorized capital stock of the Company was increased from 754 shares of $1.00 par value
common stock to 155,892,833 authorlzed shares, comprised of 150,892,833 shares of $0.001 par value
common stock and 5,000,000 shares of $0 001 par value preferred stock, of which 500,000 shares have
been designated as Series A Preferred Slock The Companys Board of Directors has the authority to
issue the undesignated preferred stock i m one or more series and to establish the rights, preferences,
privileges and restrictions thereof. On October 21, 2004, the Company further amended and restated
its certificate of incorporation, pursuant | to which the authorized capital stock of the Company was
increased from 150,892,833 shares of $0. 001 common stock immediately following the spllt (see below)
to 200,000,000° authonzed shares of $0. 001 par value common stock.

Addltlonally, on June 29, 2004, the lssued and outstanding 151 shares of $1.00 par value common
stock were divided and converted (stock split) to 23,214,281 shares of $0.001 par value common stock.

Further, on June 29, 2004, $20.0 mllllon outstanding pursuant to the note payable to the Parent
was converted to 1,160,714 shares of $0. 001 par value common stock of the Company. Such conversion
reduced the amounts payable pursuant to the Parent Loan Agreement and increased the stockholder’s
equity by $20.0 million. No gain or loss was recognized as a result of the conversion.

On October 21, 2004, the Board of ‘Dlrectors approved a 1-for-1.325444 reverse stock split of the
Company’s common stock. Accordmgly, all common share and per common share amounts in these
consolidated financial statements have been restated 10 give retroactive effect to the reverse stock split
for all years presented. The par value olf the common stock remained at $0.001 per share.

!
i

Cash dividend - ) |

On October 21, 2004, the Companys Board of Directors declared, approved and authorized the
payment of a cash dlwdend in the aggregate amount of $2.5 million ($0.1025 per share). Such dividend
was paid on Maréh 2, 2005 and was presented in the balance sheet as of December 31, 2004, in the
“Due to Parent” balance .

1

.During thel,year ended December 31 2005, the Company’s-Board of Directors declared, approved
and authorized the payment of cash d1v1dends in the aggregate amount of $3.8 million ($0.12 per
share). Such dividends were-paid durmg the year ended December 31, 2005.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
t
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
During the year ended December 31, 2006, the Company’s Board of Dlrcctors declared, approved
and authorized the payment of cash dividends in the aggregate amount 0fi$5 2 million ($0.15 per

share). Such d1v1dends were paid durmg the year ended December 31, 2006

Imitial public offering

In November 2004, the Company completed an initial public, offermg 1(“lPO”) of 7,187,500 shares
of common stock Net proceeds to the Company after deducting underwrmng fees and offering

related expenses, were approximately $97.0 million. i 1

Shelf Registration statement, Follow-On Public Offering and Sale of Shares in a Block Trade

On January 17, 2006, the Company filed a universal shelf regrstranon‘ statement on Form S-3,
which was declared efiective by the SEC on January 31, 2006. The shelf roglslrallon statement
provides the Company with the opportunity to issue various types of securlmes |nclud1ng debt
securities, common stock, warrants and units of the Company, from time to time, in one or more
offerings up to a total dollar amount of $1 billion. Pursuant to the shelf regrstranon statemient, the
Company may periodically offer one or more of the registered securities 1n amounts, at prices, and on
terms to be announced when, and if, the securities are offered. At the trme any offering is made under
the shelf registration statement, the offering specifics will be set out in .a prospectus supplement.

On April 10, 2006, the Company completed a follow-cn public offermg of 3,500,000 shares of
common stock at a price of $35.50 per share, under the shelf registration statement mentioned above.
In addition, or' April 17, 2006, 525,000 additicnal shares of common slock| were sold at the
abovementioned price pursuant to the exercise of the underwriters’ over-allotment option. Net
proceeds to the Company after deducting underwriting fees and commissions and estimated offering
expenses associated with the offering were approximately $135.1 million. ,I

On December 19, 2006, the Company completed a sale of 2,500,000 shares of common stock to
Lehman Brothers in a block trade at a price of $37.50 per share, under the shelf registration slatement
mentioned above Net proceeds to the Company after deducting underwrltmg fees and commissions
and estimated offering expenses associated with the offering were approxiiately $92.4 million.

1

Rounding f |
Dollar amounts, except per share data, in the noles to. thes& financial statements are rounded to
the closest $1, 000 unless otherwise indicated. . : | ‘

Reclassiﬁc:antionI

|
‘
'

Certain comparative figures have been reclassified to conform to the ?urrent year presentation,

Basis of presentation A

The consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. The Company has an 85% interest in OrYunnan Geothermal Co Ltd. (“OrYunnan”) that
is accounted for under the consolidation method of accounting and an 80% interest in Ormat Leyte
Co. Ltd. (“OLCL”) that was accounted for under the consoclidation method of accounting until
March 31, 2004 ‘and under the equity method of accounting thereafter. Thé Companys,mvestmenl in
Orzunil I de Electricidad, Limitada (“Orzunil”) was consolidated begmnmg March 13; 2006 when the
Company increased its ownership interest to 71.8%. On August 16, 2006, the Company increased its
ownershlp interest to 100% (see Note 5). Prior to March 13, 2006, this mve§tmem was'accounted for
using the equlty method of accounting. Intercompany accounts and transactions have'beén eliminated
in the consolidation. : ' Irper

!
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ORMAT TECHN(:)LOGIES, INC. AND SUBSIDIARIES
E
NOTES TO CONSQLIDATED FINANCIAL STATEMENTS

In November 1999, the Company, through a wholly owned subsidiary, entereéd into an agreement .-
with Yunnan Province Geothermal Development Co. (*YPGD”} to form OrYunnan, a limited liability °
joint venture, whereby the Company is to contribute, for an 85% ownership interest, $2,550,000 and - -
YPGD is to contribute, for the remarmng 15% ownership interest, $450,000. Pursvant to such -
agreement, 15% of the capital contribution was made in April 2000, and the remaining portion is to be
paid within 60 days after the date on which a power purchase agreement is exccuted. OrYunnan is
currently in the process of negotiating a power purchase agreement. OrYunnan was formed for the
purpose of utilizing, for electric power generation, all of the geothermal resources of Teng Chong
County of the Yunnan Province in the People’s Republic of China. '

[
OLCL is a limited partnership established for the purpose of developing, financing, constructing,
owning, operatmg, and maintaining geothermal power plants in Leyte Province, the Philippines.

The Company accounts for its 1nterests in partnerships and companies in which it has equal to or
less than a 50% ownership interest under the equity method. Under the equity method, original
investments are recorded at cost and adjusted by the Company’s share of undistributed earnings or
losses of such companies. The Company’s earnings in investments accounted for under the equity
method have been reflected as “Equity in income of investees” on the Company’s consolidated
statements of operations and comprehen:sive income.

S !
Adoption of FIN No. 46R ;

In January 2003, the Financial Accounting Standards Board (“FASB”) issued Interpretation No.
46, Consolidation of Variable Interest Enuues an Interpretation of ARB 51 (“FIN No. 467), and
amended it by issuing FIN No. 46R in December 2003. Among other things, FIN No. 46R generally
deferred the effective date of FIN No. 46 to the quarter ended March 31, 2004. The objectives of FIN
No. 46R are to prov1de guidance on thelldenuﬁcanon of Variable Interest Entities (“VIEs™) for which
control is achleyed through means other‘ than ownership of a majonty of the voting interest of the
entity, and how to determine which company (if any), as the primary beneficiary, should consolidate
the VIE. A vanable interest in a VIE, by definition, is an asset, liability, equrty, contractual
arrangement or ‘other economic interest lthat absorbs the entity’s economic variability.

Effective as of March 31, 2004; the Company adopted FIN No. 46R. In connection with the
adoption of FIN No. 46R, the Company, concluded that OLCL, in which the Company has an 80%
ownership interest, should be deeonsohdated OLCL’s operating results continued to be accounted for
using the consolidation method of accounting for the threc month period ended March 31, 2004,
Effective April-1, 2004, the Company’s ownershlp interest in OLCL is accounted for using the equity
method of accounting. The Company’s maxrmum exposure to loss as a result of its involvement with
OLCL is estimated to be $5.3 million, whlch is the Company’s net investment at December 31, 2006.

The Company also has variable 1nterests in' certain other consolidated wholly owned VIEs that .
will continue to be consolidated because the Company is the primary beneficiary. Further, the
Company has concluded that the Companys remaining significant equity investments do not require
consolidation as they are not VIEs. P

|

Purchase of the power generation busin;ess from the Parent

As of July 1: 2004, a wh.olly owned:subsidiary of the Company, Ormat Systems Ltd. (“OSL”), an
Israeli company;‘acquired from the Parent for $11.0 million the power generation business which
includes the manufacturmg and sale of energy -related products pertaining malnly to the geothermal

and recovered energy industry. !
]
The Company considers this business to be synergistic with its ownership and operation of

geothermal power plants as well as to the construction of the projects (on a turnkey basis). In addition
|
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

to acquiring the tangible net assets of the power generation business, OSIJIassumed'the title and .
interest to: (i) certain related contracts; and (ii) liabilities and rights under| agreements with employees
and consultants, and obtained a perpetual license of all intellectual property pertaining to the power
generation business from the Parent.

In connection with the acquisition, OSL and the Parent have entered mto an agreement whereby
OSL will provide to the Parent, for a monthly fee of $10,000 (adjusted annually partially for changes
in the Israeli Consumer Price Index), certain corporate administrative services, including the services
of executive officers. In addition, OSL has agreed to provide the Parent w1th services of certain skilled
engineers at OSL’s cost plus 10%. Such agreements may be terminated by elther party after the initial

term which ends in 2009. |

Also in connection with the acqursmon ‘OSL entered into a rental agreement with the Parent for
the use of office and manufacturing facilities in Yavne, Israel, for a monthly rent of $52,000, adjusted
annually for changes in the Israeli Consumer Price Index, plus tax and othér costs to maintain the
properties. The term of the rental agreement is 59 months and it expires mlJune 2009, which term has
been extended by a consent of the Israeli Land Administration for a pernog the shorter of:i(i) 25 years
(including the initial term) or (ii) the remaining period of the underlying lcase agreement with the
Israel Land Administration (which terminates between 2018 and 2047).

!

The Company has recorded the purchase of the power generation busmess at historical net book
value, and has accounted for the purchase as a transfer of assets between entmes under common
control in a manner similar to the pooling of interests; accordingly, all pr10r| period consolidated
financial statements of the Company have been restated to include the results of operations, financial
position, and cash flows of the power generation business. i

The financial statements for all years presented include the historical ﬁnancnal information of the
Company prior to the acquisition of the power generation business, combined with the historical
financial information of the acquired power generation business which was c':arved out of the Parent
for all years presented, The difference between the assets and liabilities of the power generauon
business consists of accumulated retained earnings (deficit) as well as amou‘rilts due to/from Parent
resulting from cash transfers. Such amounts have been aggregated and preslented in the statements of
stockholders’ equity as “divisional deficit” because it is not possible to dlStll’}gUlSh the beginning
balance as the records were not available to accurately break out the two components. On
July 1, 2004, the effective date of the transaction, the divisional deficit was reclassrﬁed to retained
earnings and unearned stock-based compensatlon Retained earnings in the statemenls of -
stockholders’ equity for all years prior to the year ended December 31, 20(}:'1 represent the retained
earnings of the Company prior to the acquisition of the power generation busmess

The preparauon ‘of these financial staterhents included the use of * carve out” accouriting
procedures wherein certain assets, liabilities, revenues and expenses h1stor1cally recorded or incurred
at the Parent level, which were related to OSL, have been identified and allocated as appropriate to
present the financial position, operating results, and cash flows of OSL for the years presented.

The statements of operations for OSL for the period from January 1, 2004 to June 30, 2004 were
carved out usmgrspemﬁc identification for revenues and cost of revenues, research and development
expense, selling and marketing expenses, general and administrative expenscas and interest income and
expense. The income tax provision was recalculated based on the separate return method pursuant to
Statement of Financial Accounting Standards (“SFAS”} No. 109, Accounung for Income Taxes.

Of the $11. 0 million purchase price, the Company paid $4.8 million in cash and assumed
$6.2 million in debt and other liabilities. The excess of the consideration pald over the'historical net
book value of the purchased business has been recorded as a distribution to, the Parent, which reduced
stockholders’ equity by approximately $4.8 million at July 1, 2004. Because the deferred income taxes
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ORMAT TECHNbLOGIES, INC. AND SUBSIDIARIES

i
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I
at June 30,:2004 had a full valuation allowance there was no tax effect for the difference between the
book and tax basis of the purchased assets and liabilities.

Cash and cash equivalents l

The Company considers all highly llqund instruments, with an ongmal maturity of three months or
less, to be cash equivalents. i

Marketable securities

Marketable securities consist of deBt securities {mainly auction rate securities and commercial
papers). The Company accounts for such securities in accordance with SFAS No. 115, Accounting for
Certain Investments in Debt and Equity Secunues The Company determines the appropriate
classification of all marketable securltles as held-to-maturity, available-for-sale or trading at the time of
the purchase and re-evaluates such clasmﬁcatlon at each balance sheet date. At December 31, 2006
and 2003 all of the Company’s mvestments in marketable securities were classified as available-for-sale
securitiés and as a result, were reported at their fair value based upon the quoted market prices of
such securities at year end. Net unrealized gains or losses are reported as a component of accumulated
other comprehensive income (loss) in stockholders equity. Net realized gains or losses are reported in
interest income. l :

The marketable securities are included in the balance sheets at December 31, 2006 and 2005, as
fOIIOWS' |

} December 31,
! 2006 2005
B | (dollars in thousands)
Marketable securities. . . .. ' ......................... $ 96,486  $43,560
Amount presented among short term restricted cash,
cash equivalents and marketable securities........... 16,921 14,645
Total....................i ........................ $113,407  $58,205

=1,

The cost of the marketable securities at December 31, 2006 and 2005 was $113,232,000 and
$58,224,000, respectively. |

Restricted cash, cash equivalents and marketable securities

Under the terms of certain long—te!rm debt agreements, the Company is required to maintain
certain debt service reserve, cash collateral and operating fund accounts that have been classified as
restricted cash, cash equivalents and marketable securities. Funds that will be used to satisfy
obligations due during the next twelve months are classified as current restricted cash, cash
equivalents and marketable securities, with the remainder classified as non-current restricted cash,
cash equivalents and marketable securltles Such amounts are invested primarily in money market
accounts, auction rate securities and commercial papers with a minimum investment grade of “AA”.
Auction rate securities are classified as: available-for-sale.

Certain of the restricted cash accounts can be replaced by a letter of credit, and as further
described in Note 18, as of December 31 2006, three letters of credit aggregating $21.9 million were
issued by the Company to release restr1ctlon on funds that were used as collateral for OFC'’s 84%
Senior Secured:Notes (“OFC Senior Secured Notes”) and OrCal’s 6.21% Senior Secured Notes
(“OrCal Senior;:Secured Notes™). |

. I‘
Concentration of credit risk E

; .
Financial instruments which potentially subject the Company to concentration of credit risk
consist principally of temporary cash ir:lvestments, marketable securities and accounts receivable,
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The Company places its temporary cash investments and marketable securmes with high credit
quality financial institutions located in the U.S. and in foreign countries. At December 31, 2006 and
2005, the Company had deposits totaling $13,068,000 and $9,889,000, respectrvely, in six and four,
respectively, U.S. financial institutions that were federally insured up to $100 000 per account. At
December 31, 2006 and 2005, the Company’s deposits in foreign countries of approximately
$15,321,000 and $11,935,000, respectively, were not insured. 1

At December 31, 2006 and 2005, accounts receivable related to operanons in foreign countries
amounted to approxlmately $16,957,000 and $11,017,000, respectively. At December 31, 2006 and 2005,
accounts receivable from the Company’s major customers that have generated 10% or more of its
revenues (see Note 15) amounted to approximately 49% and 59%, respectlvely, of the Company’s
accounts reccivable. C

Southern California Edison Company (“SCE”) accounted for 30.0%, 3|6 1% and 41.4% of the
Company’s total revenues for the years ended December 31, 2006, 2005 and 2004, respectrvely SCE is
also the power purchaser and revenue source for the Mammoth project, which is accounted for
separately under the equity method. |

Sierra Pacnﬁc Power Company accounted for 12.8%, 14.1% and 12.9% df the Company’s-total
revenues for the years ended December 31, 2006, 2005 and 2004, respeetlvely

Hawaii Electric Light Company accounted for 15.1%, 15.2% and 7.1% (l;f the Company’s total
revenues for the years ended December 31, 2006, 2005 and 2004, respectivély

The Company performs ongoing credit evaluations of its customers’ ﬁnancral condition. The
Company has hlstorlcally been able to collect on substantially all of its recewable balances, and
accordingly, no provision for doubtful accounts has been made. I[
' 1

Inventories I .
1 ' o

Inventories consist primarily of raw material parts and sub assemblies for power units, and are
stated at the lower of cost or market value, using the moving-average cost method and are stated net

of provision for slow-moving and obsolescence, which was not significant at|December 31, 2006 and
2005. .

+

4

i

Deposits and other .

Deposits and other consist primarily of performance bonds for constmctmn prolects ‘a long-term
insurance contract and derivative instruments.

Property, plant and equipment ; .

Property, plant and equipment are stated at cost. All costs associated with the acquisition,
development and construction incurred as part of the construction of powef plants operated by the
Company are capitalized. Major improvements are capitalized and repairs and maintenance (mcludmg
major maintenance) costs are expensed. Power plants-operated by the Comf)any ar¢ depreciated using
the straight-ling method over the term of the relevant power purchase agreement which: range from
12 to 25 years (see Note 13). The geothermal power plant in Nicaragua is to be fully deprecrated over
the period that the plants are owned by the Company. The other assets are deprec1ated usmg the
straight-line method over the following estimated useful lives of the assets: |

: 2l
l f;!r.f
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f

Leasehold 1mprovements ........ e T 15-20 years
Machinery and equnpment — manufacturing . .......... 10 years
Machinery and equrpment — COMPULETS. ..o vvn s -3-5 years
Office equipment — furniture and fixtures............. 5-15 years
Office equipment — other .................... P .. 5-10 years
Automobiles . ........ b 5-7 years

~ The cost and accumulated deprecratlon of items sold or retired are removed from the accounts
Any resulting gain or loss is recogmzed‘currently and is recorded in operating income.

The Company'capitalizes interest costs as part of constructing power plant facilities. Such
capitalized interest is recorded as part of the asset to which it relates and is amortized over the asset’s
estimated useful life. Capitalized interest costs amounted to $8,080,000, $3,504,000 and $628,000 for
the years ended December 31, 2006, 2005 and 2004, respectively.

i
N |
Asset retirement obligation (

As required by SFAS No. 143, Acclountmg for Obligations Associated with the Retirement of
Long-Lived Assets, which was amended by FASB Interpretation (“FIN™) No. 47, Accounting for
Conditional Retirement Obligations, an Interpretation of FASB Statement No. 143, the Company
records the fair value of a legal llablhty' for an asset retirement obligation in the period in which it is
incurred. The Company’s legal liabilities include plugging wells and post-closure costs of geothermal
power producing sites. When a new llablllty for asset retirement obligations is recorded, the Company
capitalizes the costs of the liability by i 1ncreasmg the carrying amount of the related long-lived asset.
The liability is accreted to its present value each period, and the capitalized cost is depreciated over
the useful life of the related asset. At retirement, the obligation is settled for its recorded amount at a
gain or loss. ;

: i
Deferred financing and lease tmnsactio'[n costs

Deferred financing costs are amortlized over the term of the related obligation using the effective
interest method. Amortization of deferred financing costs is presented as interest expense in the
statement of operations. Accumulated amortlzanon related to deferred financing costs amounted to
$4,342,000 and $2,422,000 at December 31, 2006 and 2005, respectively. Amortization expense for the
years ended December 31, 2006, 2005 and 2004 amounted to $1,920,000, $6,087,000 and $2,705,000,
respectively. Amortization expense for the year ended December 31, 2005 includes $4,180,000 relating
to the write-off of the remaining deferred financing costs when the Beal Bank loan was repaid (see
Note 9) i

Deferred transaction costs relatingE to the Puna operating leases (see Note 10) in the amount of
$4.333,000 are amortized, using the straight-line method over the 23-year term of the lease.
Amortization of deferred transaction ccf)sls is presented in cost of revenues in the statement of
operations. Accumulated amortization related to deferred lease costs amounted to $301,000 and
$117,000 at December 31, 2006 and 2005, respectively. Amortization expense for the years ended
December 31 2006 and 2005 amounted to $184,000and $117 000, respectively.

1
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l_
E
Er
E

Intangible assets : : S S it _—

i
Intangible assets Consist of allocated acquisition costs of power purchase agreements which are

amortized overithe 13 to 25-year terms of the agreements ing the straight line method.

b

¥, plant and equ1pment ponlfeer purchase agreements .
for impairment whenever events or changes in -+ -
ount of an asset may not be re%;overable Recoverability of
a comparison of the carrymg amount of an asset to future

g be generated by the asset. If suchI assets are consndered to be
.' {zed is measured by the amount by which the carrying amount

fthe assets. Assets to be dlsposed of ére reported at the lower of

"on revrsed c1rcumstances
l
Derivative instl;uments

swaps and 1nterest rate caps to mrnrmrze significant fluctuation in cash ﬂow nd!or earnings that are

debt is paid. Gains or
losses on contracts that are not desrgnated to qualify as a cash ﬂow hed g are included as a
component of mnterest expense. o

Forelgn currency translation

The functidnal currency of all foreign entities is the reporting gt rrency, (U.S. doliar). For these
entities, monetary assets and liabilities are translated at the currey exchange rate, while non-monetary
items are translated at historical rates. Income and expense items’are translated at the average
exchange rate for the year, except for depreciation, which is translated at h}storrcal rates. Translation
adjustments and transaction gains or losses are included in results of opereltrons.

t

Comprehensive! income reporting
| . :
Comprehenswe income includes net income plus other comprehensweI income, which for the - -
Company consrsts of unrealized gain or loss on marketable securities available-for-sale and the

13
mark-to- market garns or losses on derivative instruments designated as a cash flow hedge.

Revenues and cost ‘of revenues

Revenues are primarily related to: (i) sale of electricity from geothermal and recovered energy
power plants owned and operated by the Company; and (ii) geothermat and recovered energy power
plant equlpment engineering, sale, construction and installation and operatmg services.

!
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Revenues related to the sale of electncny from geothermal and recovered energy power plants

and capacity payments are recorded based upon output delivered and capacity provided at rates
specified under relevant contract terms. For power purchase agreements (“PPAs”) agreed to, modified
or acquired in business combinations on orafter. July 1, 2003 (effective date of Emerging Issues Task
Force Issue (“EITF”) No. (1-08, Determmmg whether an Arrangement Contains a Lease), revenues
related to the lease element of the PPAs are included as “lease portion of energy and capacity”
revenues, with the remammg revenues related to the production and delivery of energy presented as

“energy and capacity”. Lease income and expense are recogmzed ratably over the lease periods.

Revenues from engineering, operatmg services, and parts and product sales are recorded upon
providing the service or delivery of the products and parts. Revenues from the supply and/or
construction of geothermal and recovered energy power plant equipment and other equipment on
behalf of others are recognized on the percentage completion method. Revenue is based on the
percentage relationship that incurred costs bear to total estimated costs. Costs include direct material,
labor, and indirect costs. Selling, marketmg, general, and administrative costs are charged to expense
as incurred. Provisions for estimated losses on uncompleted contracts are made in the period in which
such losses are determined. Changes in ]ob performance, job. condltlons and estimated profitability,
1r1clud1ng those arising from contract penalty provnslons and final contract settlements, may result in
revisions to costs and revenues and are recogmzed in the period in which the revisions are

determined. |
I

Warranty on products sold |

The Company generally provides a one-year warranty against defects in workmanship and
materials related to the sale of products! for electricity generation. Estimated future warranty
obligations are included in operating expenses in the period in which the related revenue is
recognized. Such charges are immaterial for the years ended December 31, 2006, 2005 and 2004.

| .
Research and development '

Research and development costs incurred by the Company for the development of existing and
new geothermal, recovered energy and femote power technologies are expensed as incurred. Grants
received from the U.S. Department of Energy are offsct against the related research and development
expenses. Such grants amounted to $252 000, $1,275,000 and $86,000 during the years ended
DecembeT 31, 2006, 2005, and 2004, respectwely
Adbvertising expense : f

Advertising costs are expensed as incurred and totaled $96,000, $180,000 and $74,000 for the
years ended December 31, 2006, 2003, a;nd 2004, respectively.

Patent expense

Patents are internally developed, and therefore costs are expensed as incurred and totaled

$122,000, $252,000 and $290,000 for the jyears ended December 31, 2006, 2005, and 2004, respectively.
[

Income taxes |

Income taxes are accounted for usmg the asset and liability approach, which requires the
recognition of taxes payable or refundable for the current year and deferred tax assets and liabilities
for the future tax consequences of events that have been recognized in the Company’s financial
statements or tax returns. The measurement of current and deferred tax assets and liabilities are based
on provisions of the enacted tax law. The effects of future changes in tax laws or rates are not
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anticipated. The Company accounts for investment tax credits and prociuctilon tax credits as a
reduction to income taxes in the year in which the credit arises. The measurement of deferred tax
assets is reduced, if necessary, by the amount of any tax benefits thal baséd on available evidence, are
more likely than not expected to be realized. . ;

Earnings per share . il

Basic earnings per share is computed by d1v1dmg net income avallableI to common stockholders
by the weighted average number of shares of common stock outstanding for the year. The Company
does not have any equity instruments that are dilutive, except for employee stock options which were
granted in the years ended December 31, 2006, 2005 and 2004 and whose dllutlve effect on the
earnings per share for the years ended December 31, 2005 and 2004 is lmmaterlal The stock options
granted to employees of the Company in the Parent’s stock are not dllutlve to the Company’s earnings

per share. : . |
| .

Fair value of financial instruments . I
l
The carrying amount of cash and cash equivalents approx1mates fair value because of the short
maturity of those instruments. Marketable securities are presented at fair value The fair value of
long-term debt is estimated based on the current borrowing rates for similar i issues, which
approximates carrying amount for long-term debt, except for the followmg:debt
. I

Fair Value | - Carrying Amount
December 31,1 . December 31,
; 2006 2005 2006 2005
(dollars in millio:i's)_; (dollars in millions)
Senior loans: . f
Inlernatlonal Finance Corporation Loan AL $ 75 $ L $ 70 § —
. Internationa! Finance Corporation Loan B. . .... 4.0 L 39—
Commonwealth Development Corporation *
7 8.7 %— 85 —
Senior Secured Notes: o |
Ormat Funding Corp. (“OFC™)................ 182.3 A185:.;2 178.7 1834
OrCal Geothermal Inc. (“OrCal”) ............. o 1515 ‘1654) 160.7 165.0
Parents Loan ..................cooiiiin, . 908 1252 89.5 1211

Parents Note........ ... ... 478 451.'3 50.7 50.7
|

Accounting estimates : T ;

The preparation of financial statements in conformity with generally a'ccepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and the disclosure of contingent assets and llablhtles' at the dates of such
financial statements and the reported amounts of revenues and expenses durmg the reporting periods.
Actual results could differ from those estimates. ;

New accounting pronouncements |

New accounting pronouncements effective in the year ended December 31, 2006
- !

SFAS No. 123R — Share-Based Payments 1

Effective January 1, 2006, the Company adopted SFAS No. 123(R), Share-Based Payments,
(“SFAS No. 123R™), which establishes the accounting for employee stock- based awards. Prior to
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I
January 1, 2006, the Company accounted for stock-based compensation in accordance with the
provisions of Accounting Principles Board Opinion No. 25 (“APB No. 25%), Accounting for Stock
Issued to Employees, and related 1nterpretatlons Under APB No. 25, compensation cost was
recognized based on the difference, if any, on'the date of grant between the fair value of the
Company’s stock and the amount an emi)loyee must pay to acquire the stock (see Note 12).

SFAS No. 151 — Inventory Costs '

" In November 2004, the FASB 1ssued SFAS No. 151, Inventory Costs — An Amendment of ARB
43, Chapter 4. SFAS No. 151 amends the guidance in ARB No. 43, Chapter 4, Inventory Pricing, to
clarify the accounting for abnormal amounts of idle facility expense, freight, handling costs, and
wasted material. SFAS No. 151 requnreslthat those items be recognized as current period charges. In
addition, SFAS No. 151 requires that allocatlon of fixed production overheads to the costs of
conversion be based on the normal capac1ty of the production facilities. The provisions of SFAS No.
151 are applied prospectively to 1nvent0ry costs incurred beginning January 1, 2006. The adoption by
the Company of SFAS No. 151, effective January 1, 2006, did not-have any impact on its results of

operations or financial position. !
|

SFAS No. 154 — Accounting Changes a.;nd Error Corrections

In June 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections. SFAS
No. 154 replaces APB Opinion No. 20, Accounting Changes and SFAS No. 3, Reporting Accounting .
Changes in Interim Financial .S)‘tarements.lI SFAS No. 154 requires that a voluntary change in accounting
principle be applied retrospectively with all prior period financial statements presented based on the
new accountmg principle. SFAS No. 154 also requires that a change in method of deprecmtmg or
amortizing a long-lived non-financial asset be accounted for prospectively as a change in estimate, and
correction of errors in previously issued! financial statements should be termed a restatement. SFAS
No. 154 is effective for accounting changes and correction of errors made in fiscal years beginning
after December 15, 2005 (Januvary 1, 2006 for the Company). The adoption by the Company of SFAS
No. 154, effective January 1, 2006, did not have any impact on its results of operatlons or financial
position. |

EITF Issue No. 04-5 — Determining Whether a General Partner, or the General Partners as a Group,
Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights

In June 2005, the FASB issued EITF Issue No. 04-5, Determining Whether a General Partner, or
the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited
Partners Have Certain Rights. EITF Issue No. 04-5 provides guidance in determining whether a
general partner controls a limited partnershlp and therefore should consolidate the limited
partnership. EITF Issue No. 04-5 states,that the general partner in a limited partnership is presumed
to control that limited partnership and that the presumption may be overcome if the limited partners
have either: (i) the substantive ability th) dissclve or liquidate the limited partnership or otherwise
remove the general partner without cause, or (ii) substantive participating rights. The effective date
for applying the guidance in EITF No. 04-5 was: (i) June 29, 2005 for all new limited partnerships and
existing limited partnerships for which the partnership agreement was modified after that date -and (ii)
no later than the beginning of the first reportmg period in fiscal years beginning after
December 15, 2005 (January 1, 2006 for the Company), for all other limited partnerships. The
adoption by the Company of EITF Issue No. 04-5, effective January 1, 2006, did not have any impact
on the Company’s consolidated ﬁnancnal statements.

SAB No. 108 — Considering the Effects of Prior Year Misstatements when Quantifving Misstatements
in Current Year Financial Statements

In September 2006, the SEC 1ssued Staff Accounting Bulletin No. 108, Considering the Effects of
Prior Year Misstatements when Quantzfymg Misstatements in Current Year Financial Statements (“SAB
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No. 1087). SAB No. 108 provides interpretive guidance on how the effects of the carryover or reversal
of prior year misstatements should be considered in quantifying a current year’s misstatement. The
SEC staff believes that registrants should quantify errors using both a balzlmce sheet and an income
statement approach and evaluate whether either approach results in a misstatement that, when all
relevant quantitative and qualitative factors are considered, is material and therefore must be
quantified. SAB No. 108 is effective for fiscal years ending on or after November 15, 2006 (December
31, 2006 for the Company). The adoption by the Company of SAB No. 108 effective

December 31, 2006 did not have any lmpact on its results of operations and financial position.

New accounting pronouncements effective in future years 5|
' A i
SFAS No. 155'— Accounting for Certain Hybrid Financial Instruments i

In February 2006, the FASB issued SFAS No. 155, Accounting for Celzrtam Hybrid Financial
Instruments. SFAS No. 155 replaces certain provisions of SFAS No. 133, Accounrmg for Derivative
Instruments and Hedging Activities and SFAS No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities. SFAS No. 155 permits fair value measurement for
any hybrid financial instrument that contains an embedded derivative that otherwise would require
bifurcation. It clarifies which interest-only strips and principal-only strips : are not subject to the
requirements of SFAS No. 133. SFAS No. 155 also establishes a requ1rement to evaluate interests in
securitized financial assets to identify interests that are freestanding derlvatlves or that are hybrid
financial instruments that contain an embedded derivative requiring bifurcatlon It also clarifies that
concentrations of credit risk in the form of subordination are not embedded derivatives and amends
SFAS No. 140 to eliminate the prohibition on a qualifying special- purpose entity from holding a
derivative financial instrument that pertains to a beneficial interest other rlhan another derivative
financial instrument. SFAS No. 155 is effective for all financial instruments acquired or issued after
January 1, 2007. The Company does not expect that the adoptlon of SFAS No. 155 will have a
material lmpact on its results of operatlons or financial position in future penods

I .
FIN No. 48 — Accoummg for Uncertainty in Income Taxes, an Interpretation of FASB Statement
No. 109

In June 2006, the FASB issued FIN No. 48, Accounting for Uncertamty in Income Taxes, an
Interpreraaon of FASB Statement No. 109. FIN No. 48 clarifies the accounltmg for uncertainty in
income taxes recognlzed in an enterprise’s financial statements in accordance with SFAS No. 109,
Accounting for Income Taxes. FIN No. 48 prescribes a recognition threshold and measurement
attribute for lhe financial statement recognition and measurement of a tax position taken or expected'
to be taken in a tax return and also provides guidance on derecognition, clasmﬁcatnon interest and
penalties, accounting in interim periods, disclosure, and transition. FIN No 48 is effective
January 1, 2007. The Company is currently assessing the impact of FIN No 48 and has not yet
determined the impact that its adoption will have on its results of operatlpns and financial position.

EITF Issue No. 06-3 — How Taxes Collected from Customers and Remittr%fi to Governmental
Authorities Should Be Presented in the Income Statement (That is, Gross versus Net Presentation)

In June 2006, the FASB issued EITF Issue No. 06-3, How Taxes Coliéctea' from Customers and
Remitted to Governmental Authorities Should Be Presented in the Income; Stazement (That is, Gross
versus Net Presentation). The requirements of EITF Issue No. 06-3 apply ito any tax assessed by a
governmental authority that is imposed concurrently on a specific revenueF producing transaction
between a seller and a customer. Examples of taxes subject to Issue No. 916 -3 include sales, use, value
added, and some excise taxes. EITF Issue No. 06-3 excludes taxes that are assessed on gross receipts
or that are imposed during the process of obtaining inventory. Compames?wﬂl be required to disclose
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i
their accounting policy regarding the preéentation of taxés subject to EITF Issue No. 06-3, and the
amounts of such taxes that are included in income on a gross basis, if those amounts are significant.
EITF Issue No. 06-3 is effective January '1 2007. The Company does not expect EITF Issue No. 06-3
to have an impact on its financial statements in future periods.

l
SFAS No. 157 — Fuair Value MeasuremenLts

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157
clarifies the principle that fair value shou!d be based on the assumptions market participants would
use when pricing an asset or liability and,establishes a fair value hierarchy that prioritizes the
information used to develop those assumptions. SFAS No. 157 is effective for financial statements
issued for fiscal years beginning after Noikfember 15, 2007 (January 1, 2008 for the Company) and
interim periods within those fiscal years, with early adoption permitted. The Company is currently
assessing the impact of SFAS No. 157, and has not yet determined the impact that its adoption will
have on its results of operations or ﬁnanc‘t:ial position, '

. )
NOTE 2 — BUSINESS ACQUISITIONS

The Steamboat 2/3 Pro_;ect and Meyberg Property

On February 11, 2004, the Company[ acquired 100% of the outstandmg shares of capital stock of
Steamboat Development Corp. (¢SDC”)/and certain real property (“Meyberg Property”) from an
unrelated party. SDC owned certain leasehold interests as a lessee in the two Steamboat 2/3
geothermal power pIants and certain related geothermal leases. On February 13, 2004, the Company
acquired all of the beneficial rights, title, and interest in the Steamboat 2/3 geothermal power plants
from the lessor. The Company acquired SDC and the Meyberg Property to increase its geothermal
power plant operations in the U.S. The Company acquired the lessee and lessor positions of the
Steamboat 2/3 geothermal power plants for a combined purchase price of approximately $82.0 million,
plus transaction cost of approximately $0 8 million. The results of SDC’s operations have been
included in the consolidated financial statements since February 11, 2004.

The Steamboat Hills Profect

On May 20, 2004, the Company confpleted the acquisition of 100% of the equity interests of
Yankee Caithness Jofnt Venture, L.P. (“Yankee™), which was subsequently renamed as Steamboat
Hills, from unrelated par‘ues for a purchase price of approximately $20.3 million, including acquisition
costs of approximately $0.1 million. Yankee owns and operates a geothermal electric generation plant,
located in Steamboat Sprmgs Nevada. The Company purchased Yankee in order to increase its '
geothermal power plant operatlons The Iresults of Steamboat Hills’ operations have been included in
the consolidated ﬁnanc:lal statements smce May 20, 2004.

E
The Puna Project

On June 3, 2004, the Company completed the acquisition of 100% of the equity interests of Puna
Geothermal Venture (“PGV”) from an unrelated party for a purchase price of $72.9 million, including
acquisition costs of approximately $0.2 mllhon PGV operates a geothermal power plant (“Puna
Project™) located on the Big Island of Hawau The Company purchased PGV in order to increase its
geothermal power plant operations in the U.S. The results of PGV’ operations have been included in
the consolidated financial statements s1nce June 3, 2004,

The Steamboat 2/3 Project, the Meyberg Property, the Steamboat Hllls Project and the Puna
Project acquisitions have been accounted: for under the purchase method of accounting and the
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acquired deprecnable assets and intangibles are being depreciated over their estimated useful lives of.
14 to 23 years: The purchase price (including of the lessee and lessor pOSlthl‘l in the Steamboat 2/3
Project) has been allocated to the fair value of assets and liabilities based|on independent valuations
and management’s estimates as follows:

Steamboat 2/3
Project and

S Meyberg _ Steamboat
: Pmperty Hills Project  Puna Project Total

’ l ) - . e (dollars in thousands)
Accounts rece%vable assumed......... e $ 1,944 $ H —_— $ 1,870 $ 33814
Property, plant and equipment. .. ........... e 78719 20,809 56,881 156,409
Intangibles (power purchase agreement}.......... 4,499 1 — 14,992 19,491
Accounts payable and other liabilities assumed . (1,455) _ - (179) - (1,634)
Asset retirement obligation ............ ... (941) (548) (641) (2,130)

Total cash piaid

e $82,766 $20:261 $72,923°  $175,950

The followmg unaudited pro forma financial information for the yearlllended December 31, 2004
assumes the Steamboat 2/3 Project and Meyberg Property, the Steamboat Hills Project and the Puna
Project acquisitions occurred as of the beginning of the year, after giving je;ffect to certain adjustments,
including the amortization of intangible assets, interest expense on acquisition debt, depreciation
based on the ad]ustments to the fair market value of the property, plant z{tnd equipment acquired, and
related income tax effects, The pro forma results have been prepared for $omparat|ve purposes only
and are not necessarily indicative of the results of operations that may occur in the future or that'
would have occurred had the acquisition of the Steamboat 2/3 Project and Meyberg Property, the
Steamboat Hills Project and the Puna Project been affected on the date u‘ldlcated '

Year Ended
December 31,

] (dollars in |
thousands, except
per share
amounts)

. ReVENUES ..ottt it iee e iie e e eaans $231,788
i Net income............ e 17,789
; Basic and diluted earnings per share......... PRI Hg 072

The Zunil ij'ec:

On March 13, 2006 and on August 16, 2006, the Company acquired an additional 50.8% and
28.2%, respectlvely, ownership interest in Orzunil I de Electricidad, Limitada (“Orzunil”), thereby

increasing the Company’s ownership interest to 100% (see Note 5).
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NOTE 3 — INVENTORIES :

Inventories consist of the following: | .

!
} December 31,
| 2006. 2005

(dollars in thousands)
Raw materials and purchased parts for assembly......... $3,397 $1,521
Self-manufactured assembly parts and finished products . . 4,006 3,703
Total......cooveeniiennnn. P $7403 - $5224

NOTE 4 — COST AND ESTIMATED ‘EARNINGS ON UNCOMPLETED CONTRACTS

' December 31,
l 2006 2005
(dollars in thousands)

Costs and estimated earnings éncurred on uncompleted

COMITACES. . .. ..ovvvvnnnn P $18.967 $39,142
Less billings to date......... b e e 13,554 42916
Total......coieennnnnnnn. e $ 5413 $(3.774)

}

These amounts are included in the b;alance sheets under the following captions: .

i December 31,
| 2006 2005
| (dollars in thousands)

Costs and estimated earnings in excess of billings on

uncompleted contracts. .. .. e e $11,216 § 83883
Billings in excess of costs and:estimated earnings on .

uncompleted contracts. .. .. e e et e e e (5,803) (12,657)
Total.................. ..., T § 5413  § (3,774)

'R |
The completion costs of the Company’s construction contracts are subject to estimation. Due to

uncertainties inherent in the estimation f)rocess, it is reasonably possible that estimated contract
earnings will be further revised in the near term.

i
|
|
|
|
!
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NOTE 5 — I.{NCONSOLIDATED INVESTMENTS
Unconsolidated investments in power plant projects consist of the following:

Decelnher 31,

I
E ‘ o - S ltaees 2008
' : ! ) E'(dnllan_-si in thousands)

Orzuml ' :

Investment ............ $  — ° § 33807

Advances ............... i e DU Lo — 3,712

b e 7,519
Mammoth ......... e SRR . e 31,913 34,240
OLCL. e aaeiiae PP e ety 5,294 5,476

TOMAL. ..o ittt e e $37207  $47.235

From tlmie 1o time, the unconsolidated. power plants make distributions to their owners. Such
distributions are deducted from the investments in such power plants.

The Zunil Project

Prior to March 13, 2006, the Company had a 21.0% ownership mterest in Orzimil I de
Electricidad, Limitada (“Orzunil”), a limited responsibility company- 1ncorporated in Guatemala and
established for the purpose of generating power by means of a geothermal power plant in the
Province of Quetzaltenango in Guatemala. The Company operates and rlnamtams the geothermal -
power plant and the power purchaser supphes geothermal fluid to the power plant.

On March 13 2006, the Company acquired a 50.8% ownership mterest in Orzuml and 1ncreaaed
its then ex1stmg 21.0% ownershxp interest to 71.8%. The purchase price of this acqu1smon was

$15 4 mllhon hncludmg acquisition costs of approxnmately $0 6 million.

The Company’s 21.0% ownership interest in Orzunil prior to the abo?fementloned acqulsltlon was
accounted for, under the equity method of accountmg as the Company had the ability to exercise
sngmﬁcant influence, but not control, over Orzunil. As a result of the acquisition of the additional
50.8% interest in Orzunil, the financial statements of Orzunil were consolidated with the Company’s
financial statements effective March 13, 2006. - ~

On Augu§st 16, 2006, the Company completed the acquisition from each of CDC Group plc
(“CDC™) and! International Finance Corporation (“IFC”), both of wh1ch| are the Zunil Project’s senior
lenders, a 14. 1% ownership interest in Orzunil (for a total of 28.2%), thereby increasing the
Company’s then existing 71. 8% ownership interest to 100%. The total pu'rhhase price of both
acquisitions was $7.4 mllhon including acquisition costs of approx1mately $O 9 million.

The abovemenuoned acquisitions have been accounted for under the purchase method of
accounting and the acquired assets are being depreciated over their estlmated useful lives of
13.5 years. The purchase prices of all the abovementioned acquisitions (522 8 million) have been
allocated to the fair value of assets and liabilities based on an mdependent valuation and
managements!,estlmates as follows:
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. (dollars in . . |

’ thousands)
Cash and'cash equivalents . ...i.............. . I P
Restrlcted cash........! t ............................ 3,408

“"Accounts receivable assumed ..... e e 3,176
Property, plant and eqmpment S e 42,621
Intangibles (power purchase agreement)............... 5,250
Accounts payable and other liabilities assumed. .. ...... (1,241)
Long-term loans assumed (including current pomon) (23,210)
} 30,012

Less: the Company’s inve;stment prior to acquisition. . ... (7,244)

Total purchase price allocation ........... Crerieee $ 22,768 -

The revenues of Orzunil and the Companys share in the net income of Orzunil were $10,343,000
and $3 018,000, respectively, for the perlod from March 13, 2006 to December 31, 2006

The Company’s equity in income of _Orzuml was not significant for each of the vears presentéd in
these financial statements.

The Mammoth Project

' . H o

* On December 18, 2003, the Cormpany acquired-a 50% interest-in the Mammoth Project, which is
comprised of three geothermal power plants located near the city of Mammoth, California. The
purchase price was less than the underlying net equity of Mammoth by approximately $9.3 million. As
such, the basis difference will be amortizetd over the remaining useful life- of the property, plant and
equipment and the power purchase agreements, which range from 12 to 17 years. Effective
December 18, 2003, the Company operates and maintains the geothermal power plants under an
operating and maintenance (“O&M”) agr[eement The Company’s 50% ownershlp interest in
Mammoth is accounted for under the equity method of accounting as the Company has the ability to
exercise significant influence, but not control, over Mammoth.. . -

The condensed financial position and: res_uIts of c')p'erations of Mammoih are suminarized below:

A { December 31,
' 2006 - .+ 2005
‘(dollars in. thousands)

. b

Condensed balance sheets:

Current assets. ... .........lo....... i, (83425 $7430
Non-current assets......... E“ i e s LT 79942 7 82,550
Current liabilities . . ... e L PR T oo . 667 1114
Non current hablhtles e .-{'. .................... ‘- 3,130 3,708
Partners™ Capltal ........... R L.t 79570 0 BS,158
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1l
Year Ended December 31,
2006 |} __2005 2004
(do;llars in thousands)

Condensed statements of operations: \

REVENUES .. ..ottt . $15339 I $15782  $15815
Gross MAargin. . ......covitiinnerinnnnnnenesns 1,657 4,021 3,830
NEtiNCOME ... \vveeeeer it ieanenennss S 1412 | 3824 3,251
t 1
Compény’s equity in income of Mammoth: I :
50%; of Mammoth net income ................. $ 706 $ 1912 $ 1,761
Plus amortization of basis difference ........... 593 593 593
: 1299 1| 2,505 2,354
Less income taxes. . .........coooeiiiiiiiaiinn.. {493) ] {952) {894)
Total /. ........ SO $ 806 l $ 1553 § 1460

The Mammoth project sells its electrical output to Southern Callforma Edison Company (“SCE”)
under three separate power purchase agreements. Under the G-1 power p’urchase agreement, in
certain circumstances, SCE or its affiliates has a right of first refusal to acquire the plant.

The Leyte Project (“OLCL"™) : . |
l

The Company holds an 80% interest in QLCL (which owns the Leyte Project); however, as
further discussed in Note 1, upon the adoption of FIN No. 46R, the balan?e sheet of OLCL was
deconsolidated as of March 31, 2004, and the income and cash flow statements have been
deconsolldated effective April 1, 2004,

‘.
The condensed financial position and results of operations of OLCL ::allre summarized below:

E December 31,

2006 2005

(dollars in thousands)
Condensed balance sheets: . i

CUrrent assets. .........oooouvvn... e $7.548 $ 7.972
Ngn-current ASSEES . o vt i e i 23,632 11,267
Current Habilities . . ... ...vuuerr i 4,782 6,083
Non-current liabilitiés . . ... ..o oot H — 3,810
Stockholders’ eqmty ............................... 7,398 9,346
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: ) Period from
Year Ended December 31,  April 1, 2004

| to December 31,
ﬁ 2006 2005 2004

{ " {dollars in thousands)

Condensed statements of operations:

Revenues. ................. : .............. $13,715.  $13,134 $8,217

Grossmargin .............. i, 6,417 6,246 2,592

Netincome................ D e 2,787 521 - 838
Company’s equity in income of OLCL -

80% of OLCL net income ...\ .vvvvvrrnnnn.. $ 2230 % 4,217 $ 670

Plus amortization of deferred revenue on
intercompany profit ($0.8 million
unamortized balance at Dec:ember 31, _ .
2006) ... R 1,384 708 789

Total. ..o se e e . $ 3614 $4925 $1,459

OLCL's operating results for all periods prior to March 31, 2004 have been accounted for on the
consolidated method of accounting, and effective April 1, 2004, the Company’s ownership interest in
OLCL is accounted for using the equity method of accounting,

In 1996, OLCL entered into a Build, Operate, and Transfer (“BOT”) agreement with
PNOC-Energy Development Corporatio:n (“PNOC”) in connection with the four geothermal power
generation plants, with a total capacity of 49MW, located in Leyte, Philippines. The BOT agreement
calls for OLCL to design, construct, own, and operate geothermal electricity generating plants,
utilizing the geothermal resources of the' Leyte Geothermal Power Optimization Project Area. During
1997, the power plants started commercial operations and began selling power to PNOC under a ten
year power purchase agreement (tolling arrangement) OLCL receives capacity and energy fees from
PNOC established by the BOT agreement Fees are paid each month through the term of the BOT
agreement and vary based on plant performance QOLCL owns the plants for a ten-year period ending
September 2007, at which time they will be transferred to PNOC for no further consideration. The
Company does not anticipate any materral financial loss as a result of such transfer, although going
forward this. will reduce the Company’s foreign generation capacity by 49 MW.

In connection with the construction |of the four geothermal power generation plants, OLCL
obtained a term loan (“Term Loan”) amounting to approximately $44.5 million from the
Export-Import Bank of the government of the United States (“Eximbank™). Principal is payable in
equal quarterly installments through July 2007. Interest on the Term Loan is at a fixed rate of 6.54%
and is payable quarterly. The balance ofithe Term Loan as of December 31, 2006 and 2005 is
$3,810,000 and $8,890,000, respectively. The Term Loan is collateralized by a mortgage on all real
property, an assignment of revenues, and the pledge of partnership interests in OLCL. There are
various covenants under the Term Loan! which include maintaining minimum levels of equity ratio, as
defined, and limitations on additional mdebtedness and payment of dividends. As of
December 31, 2006, Management believes that OLCL was in compliance with the covenants under the
Term Loan. |
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NOTE 6 — PROPERTY PLANT AND EQUIPMENT ‘1

Property, plant and equipment, net, consist of the following: 4 .
' December 31,

200611 2005
= : S ‘ (dollars in thousands)
Land.......oovene i in i $ 11,503 $ 11,521
Leashold improvements ... ................... - 1,114 966
Machinery and equipment . ................... 15,401 13,558
Office equipment.................. ... ..... 3,058 2,840
Automobiles. ........ ... 1,720 1,278
Gethermal and recovered energy generation
power plants, including geothermal wells: j
United States of America............... e 582,567 471,886
Foreign countries. . ................oooua 120,852 68,547
Asset retirement cost .......... ... .l 14,078 9.678
: ‘ 750,203 580,274
Less accumulated depreciation . ............... (126 204) © (88,439
Property, plant and equipment, net ............ $ 624,089 $491,835

Depreciation expense for the years ended December 31, 2006, 2005 and 2004 amount to
$38.,659,000, $3;1,210,000 and $31,729,000, respectively. . j
U.S. operations: 1

The net book value of the property, plant and equipment, including construcnon in process,
located in the United States is approximately $636,332,000 and $514 176, OOO as of December 31, 2006 -
and 2005, respectwely |
Foreign operaﬁons: |

During 1998, the Company entered into a power purchase agreement with. Kenya Power and
Lighting Co. Ltd. (“KPLC”) , the Kenyan parastatal electricity transmission and distribution company.
Under the agreement, the Company agreed to design, construct and operclilte geothermal power plants
in Kenya in several phases. Upon the completion of construction of each phase KPLC is committed
to purchase the electricity generated by the power plants for a minimum of 20 years under the terms
of the power purchase agreement. Phase 1 of the Olkaria I1I project, which generates 13 MW, has
been completed and the net book value of the assets related to the generé‘tlon power plant and the °
related wells amounted to approximately $28 813,000 and $30,591,000 at December 31, 2006 and 2005,
respectively. As of December 31, 2006 and 2005, the Company had incurred approximately $21,556,000
(included in construction-in-process), in connection with construction of Phase II of the power plant.
On January 19, 2007, the Company entered into an Amended and Restated Power Purchase
Agreement and a Project Security Agreement, with KPLC with respect to]Phase II of Olkaria 11
project. These agreements were executed after receipt of appropriate regulatory approvals from the
Kenyan authorities. The construction of the second phase of the project is' expected, upon completion,
to add approx1mately 35 MW to the existing facility, bringing the project’sjtotal capacity to
approximately 48 MW. Under the Amended and Restated Power Purchas]e Agreement, the parties
agreed to shorten the construction period for Phase II to approximately tv}fenty one months
commencing from the deposit of agreed collateral by KPLC, which occurred on February 7, 2007 and
to reduce the tariff payable by KPLC on the total capacity of the plant up|0n completion of Phase II.
Management believes that the project will be completed in the required timeframe. If the Company
does not complete the construction of Phase II by the required date, the Company may lose some or
all of its investment in the construction-in-process relating to Phase 1L

1
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In June 1999, the Company entered' into an agreement with Nicaraguan Electricity Company
(“NEC™), a Nicaraguan power utility, whereby the Company will rehabilitate existing wells, drill new
wells, and operate the geothermal fac1llt1es The Company owns the plants for a fifteen-year period
ending in 2014, at which time they will be transferred to NEC at no cost. The Company sells the
power from the facilities to two power c'ompames who are assignees of NEC at the agreed upon price
and terms of the “take or pay” power purchase agreement. The net book value of the assets related to
the constructed plant and wells and rehabilitated existing wells amounted to approximately
$21,019,000 and $21,060,000 at December 31, 2006 and 2005, respectively. Additionally, as of
December 31, 2005, the Company has mcurred approximately $1,215,000 (included in
construction-in-process) to drill an addltllonal well.

As described in Note 5, during 2006, the Company increased its share in Orzunil from 21% to
100% through acquisitions. In December 1993, Orzunil entered into a twenty-year power purchase
agreement (“PPA”} with Instituto Nacmnal de Elecrification (“INDE”). The Zunil project is located in
Zunil, Guatemala. The Zunil project is comprlsed of one plant which commenced commercial
operations in 1999 and has a generating |capaelty of 24 MW. According to the PPA, the geothermal
resources used by the power plant are owned by INDE, which only granted the use of these resources
to Orzunil for the period of the PPA. The net book value of the assets related to the power plant
amounted to approximately $40,258,000 'at December 31, 2006.

The Company is engaged in the construction of several geothermal power plants in other foreign
countries. At December 31, 2006 and 2005 such projects were in the various stages of construction
and the related costs totaling appr0x1mately $36,368,000 and $22,367,000, respectively, are included in
construction-in-process. [

NOTE 7 — INTANGIBLE ASSETS

Intangible assets consist mainly of all of the Company’s power purchase agreements acquired in
business combinations and amounted to $50 086,000 (mcludmg royalty rights in the amount of
$1,800,000) and $47,915,000 (including royalty rights in the amount of $1,800,000}, net of accumulated
amortization of $9,327,000 and $6,248, 000 as of December 31, 2006 and 2005, respectively.
Amortization expense for the years ended December 31,-2006, 2005 and 2004 .amount to $3,079, 000, -
$2,815,000 and $2,523,000, respectively. i :

Estimated future amortization expense for the intangible assets as of December 31, 2006 is as
follows: '

. ] . . (dollars in
Year ending December 31: thousands)
2007 $ 3,097
2008 ..... Y 3,053
2000 L e e e 3,053
2010 Lo 3,053
2001 .o e 3,053
Thereafter ... .. ... ... e . 347977
Total ..ot e e $50,086
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NOTE 8 — A(IJCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consist of the followmg.

o . . . e December 31,
s S, : 2006/} 2005

|

| 2005
. St - - ' e . (dollnrs in thousands)

Trade payables............. P ~o - $38, 524 : $32,641

Sehedulmg and transmission charges.......... 841 1,192
Royaitles....'................;....‘ ..... e E 595 1,143
Salaries and other payroll costs. ............... s 6,514 6,186
Accfued' interest...... e e . 12,869 ) . 883
VAT payable. ..., e 89 . 4T
Income tax payable....... e 5215 . 47352
Other..............: ....................... ‘ 5,027 3,180

Total. e . RERERR $70,445 . 850,048

NOTE 9 — LONG-TERM DEBT

Long-teml' debt consists of notes payable under the following agreements
. . : : ‘Decemher 31, -
‘ : ' 2006 |- __2005
[ (dollars in thousands)
Limi!ted and non-recourse agreements:
Non-recourse agreement:
Semor loans:
Intematlonal Finance Corporation Loan A ., $ 6973 5 —
International Finance Corporation Loan B . .. 3,883 - —
Commonwealth Development Corporatlon '
Loan. .... FSP S 8,530 —
Limited recourse agreement:' ‘ _ :
Cr;edit facility agreement . .................. 11,253 14,140

R ‘ 30,639 14140
Lc':ss current portion ... (8,482) (2,888)
Total. ... e, U . $ 22157 $ 11,252

l . . [k}
Full recourse agreements withabank.......... $ 2,0(?,() $ 3,000

Less, current portion ............ ..., (1,000) {1,000)
TOMal. $. 1,000 § 2,000 -

Senlor Secured Notes (non recourse): . ‘
' ‘Ormat Funding Corp. (“OFC”) ............. $178,693 $183,399
,OrCal Geothermal Inc. (“OrCal™)........... 160,677 165,000

_1'__2_

] o _ 339370 . 348399
Less current portion .. ...........eeuven.... ' !40;05 ) (23,754)

[
Total........... P $299,316 $324,645
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Senior Loans :

|
International Finance Corporation (“IFC”) Loan A

Orzunil, a wholly owned subsidiary :of the Company, has a senior loan agreement with IFC, which
was a minority shareholder of Orzunil (see also Note 5). The loan matures on November 15, 2011,
and is payable in 47 quarterly 1nstallments ranging from $192,000 to $430,000. The loan has a fixed

annual interest rate of 11.775%. |

International Finance Corporation { “IFC”) Loan B

Orzunil has another senior loan agreement with IFC. The loan matures on May 15, 2008, and is
payable in 32 quarterly installments rangmg from $436,000 to $690,000. The loan has a fixed annual
interest rate of 11.730%. |

|
Commonwealith Development Corporation ("CDC”) Loan

|
Orzunil has a senior loan agreement with CDC, which was also a minority sharcholder of Orzunil
(see also Note 5). The loan matures on August 15, 2010, and is payable in 42 quarterly installments
ranging from $348,000 to $675,000. The !oan has a fixed annual interest rate of 10.300%.

There are various restrictive covenants under these Senior Loans, which include limitations on
Orzuml’s ability to make distributions to its shareholders. Due to hurricane activity, access roads and
piping from the wells to the power plant in the Zunil Project were damaged and, consequently, the
Project was not in operation from October 14, 2005 to March 10, 2006. As a result, Orzunil did not
meet the historical “debt service coverage ratio” required and therefore, at present, distributions from
the Project are restricted. As of December 31, 2006, management believes that Orzunil is in
compliance with the required debt servi?e coverage ratio and with all other covenants.

Credit Facility Agreement (the Momotombo Project)

In September 2000, Ormat Momotombo Power Company (“OMPC”), a wholly owned subsidiary
of the Company, entered into a credit fac:llty agreement with Bank Hapoalim B.M. pursuant to which
OMPC executed a two-phase loan with the bank in the amounts of $11,435,000 (“Phase I Loan”) and
$36,800,000 (*Phase 1I Loan™) (collectwely the “Credit Facility Agreement”). In March 2003, OMPC
signed an amendment to the Credit Facility Agreement changing the amount of the Phase 1I Loan
from $36,800,000 to $15,000,000. Pnnmpal and interest payments on the Phase ! Loan are payable in
32 equal quarterly payments that commenced upon completion of Phase 1 of the project in
December 2001. Interest on the Phase IILoan is variable based on 3-month LIBOR plus 2.375%.
Principal and interest payments on the Phase II Loan are payable in equal 28 quarterly payments that
commenced in March 2004. Interest on the Phase II Loan is variable based on 3-month LIBOR plus
3.0%, and is added to the outstanding balances of the Phase I} Loan until the commencement of the
principal and interest payments. At December 31, 2006 and 2005, $4,476,000 and $5,666,000,
respectively, was outstanding under the Phase 1 Loan and $6,777,000 and $8,474,000, respectively, was
outstanding under the Phase II Loan. The Credit Facility Agreement is collateralized by liens over all
real and personal property comprising the Momotombo Project and the Company’s ownership interest
in OMPC. There are various restrictive covenants under the Credit Facility Agreement, which include
maintaining certain levels of debt to equlty ratio and debt service coverage ratio, and limitations on
additional indebtedness and payment of dividends. As of December 31, 2006, management believes
that OMPC was in compliance with the covenants under the Credit Facility Agreement.

[
Full Recourse Agreements with a Bank

The Company has an $8.0 million loan agreement, with principal payable in $1 million annual
installments that commenced in May 2001 and continue through May 2008. Interest is computed at
12-month LIBOR plus 1.7%, and is payable annually.

| 126
|
|
l




| ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

| . NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

!
Future minimum payments
Future minimum payments under long-term obligations, excluding the senior secured notes and
notes payable to Parent, as of December 31, 2006 are as follows:

+

(dollars in
E Year ending December 31: o o thousands)
; 2007 ....... P L L TP PR PP $ 9,482
2008 8,667
2009 .. P 6,676
2010 L e e ) 6,101
11 1,713
FTOMAl. e $32,639

OFC Senior Secured Notes

On February 13, 2004, OFC, a wholly owned subsrdrary, completed the issuance of $190.0 million,
814% Senior Secured Notes (the “OFC Senior Secured Notes™) in an offermg subject to Rule 144A
and Regulation S of the Securities Act of 1933, as amended, and recerved net cash proceeds of
approxrmately :$179.7 million, after deduction of issuance costs of approxrmately $10.3 million, which
have been included in deferred financing costs in the balance sheet. The OFC Senior Secured Notes
have a final matumy of December 30, 2020. Principal and interest on the‘OFC Senior Secured Notes
are payable in semi-annual payments that commenced on June 30, 2004. The OFC Senior Secured
Notes are collateralized by substantially all of the assets of OFC and those of its wholly owned
subsidiaries and are fully and unconditionally guaranteed by all of the wholly owned subsidiaries of
OFC. There are various restrictive covenants under the OFC Senior Secured Notes, which include
limitations on additional indebtedness and payment of dividends. On Juné 30, 2006 and
December 31, 2006, OFC did not meet the “debt service coverage ratio” gnd, therefore, it is restricted
from payment of dividends until it meets such ratio. l

The Company has not yet granted a security interest over the new unit of the Desert Peak 2
project to the OFC Senior Secured Noteholders which is required under the indenture for the OFC
Senior Secured Notes. The Company is evaluating an alternative approach to replacing the Desert
Peak 1 plant with cne of the new units of the Desert Peak 2 prOJect lmpl'emenlmg such an alternative
would require the consent of the OFC Senior Secured Noteholders in order to ensure continued
compliance with the covenants of the indenture governing the OFC Senior Secured Notes. The
Company expects to launch a consent solicitation in order to amend and/or waive certain provisions of
the indenture to obtain such consent from the OFC Senior Secured Noteh‘olders Any such solicitation
will be made by means of and subject to appropriate documentation and only to the OFC Senior
Secured Noteholders.

Management believes that except as described above, as of December 31, 2006, OFC is in
compliance with all other covenants contained in the indenture govermng the OFC Senior Secured
Notes.

OFC may. redeem the OFC Senior Secured Notes, in whole or in part, at any time at a
redemption pnce equal to the principal amount of the OFC Senior Secured Notes to be redeemed
plus accrued interest, premium and liquidated damages, if any, plus a “make-whole” premium. Upon
cerlain events, as defined in the indenture governing the OFC Senior Secﬁ'red Notes, OFC may be
required to redeem a portion of the OFC Senior Secured Notes at a redemptron price ranging from
100% to 101% of the principal amount of the OFC Senior Secured Notes bemg redeemed plus accrued
interest, premrum and liquidated damages, if any. ] : :

A registration statement on Form S-4 relating to the OFC Senior Sec Jred Notes was filed with
and declared effective by the SEC on February 9, 2005. Pursuant to the reglstratlon statement, OFC
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]
made an offer to the holders of the OFC Senior Secured Notes to exchange them for publicly. -
registered exchange notes with substantially ldentlcal terms until March 11, 2005. On March 16, 2005
the exchange offer was completed.

On April 26,2006, OFC successfully, consummated a consent solicitation relating to the OFC
Senior Secured Notes that was launched on April 17, 2006. On that same date, OFC executed a
supplement to the indenture governing tlﬂe OFC Senior Secured Notes to amend and/ or waive certain
provisions in the indenture dealing with public reporting and information requirements of OFC. On
May 1, 2006, OFC filed with the SEC Form 15 notification of the suspension of its obligation to file
reports with the SEC under the Securities Act of 1934.

Debt service reserve

As required under the terms of the pFC Senior Secured Notes, OFC maintains an account, which
may be funded by cash or backed by lett'ers of credit (see below) in an amount sufficient 1o pay
scheduled debt service amounts, mcludmg principal and interest, due under the terms of the OFC
Senior Secured Notes in the following six months. This restricted cash account is classified as current
on the balance sheet. As of December 31 2006 and 2005, the balance of such account was
$13.3 million and $12.3 million, respectlvely In addition, as of December 31, 2006, part of the
restricted cash accounts 'was funded by two letters of credit in the total amount of approx1mately
$12.2 million (see Note 18) l

Future minimum payments under the OFC Senior Secured Notes, as of December 31, 2006 are as

follows:
‘ i ~ (dollars in
Year ending December 31 thousands)
2007 ... ..., P D $ 13,836
2008 .o\ b e, 7.835
2009 ... L TP 9,140
2010 ... ... P . 10118
2001 ... ’ e e 11,410
Thereafter ... ... L 126,354
CTotal.. ...t | E ............................. $178,693

OrCal Senior Secured Notes

On December 8, 2005, OrCal, a wholly owned sub51dlary, completed the issuance of
$165.0 million, 6.21% Senior Secured Notes (the “OrCal Senior Secured Notes”) in an offering subject
to Rule 144A and Regulation S of the Securmes Act of 1933, as amended, and received net cash
proceeds of approximately $161.1 m:lhon after deduction of issuance costs of approximately
$3.9 million, which have been included in deferred financing costs in the balance sheet. The OrCal
Senior Secured Notes have been rated BBB by Fitch. The OrCal Senior Secured Notes have a final -
matumy of December 30, 2020. Prmc1pal and interest on the OrCal Senior Secured Notes are payable
in semi-annual payments which commenced on June 30, 2006. The OrCal Senior Secured Notes are
collateralized by substantially all of the assets of OrCal, and those of its subsidiaries and are fully and
unconditionally guaranteed by all of the wholly owned subsidiaries of OrCal. There are various .
restrictive covenants under the OrCal Senior Secured Notes, which include limitations on additional
indebtedness and payment of dividends. Management believes that as of December 31, 2006, OrCal
was in compliance with the covenants under the OrCal Senior Secured Notes.

OrCal may redeem the OrCal Semor Secured Notes, in whole or in part, at any time at a
redemption price equal to the principal amount of the OrCal Senior Secured Notes 10 be redeemed -
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plus accrued mterest and a “make-whole” premium. Upon certain events as defined in the indenture
governing the OrCal Senior Secured Notes, OrCal may be required to red'eem a portion of the OrCal
Senior Secured Notes at a redemption price of 100% of the principal amdunt of the OrCal Senior
Secured Notes being redeemed plus accrued mterest ; ' ‘

Debt service reserve \

As required under the terms of the OrCal Senior. Secured Notes, Or‘(,al maintains an account,
with a required minimum balance, which may.be funded by cash or backed by letters of credit in an
amount sufficient to pay scheduled debt service amounts, mcludmg pr1nc1pal and interest, due under
the terms of the OrCal Senior Secured Notes in the following six months“Thls restricted cash account
is classified as current on the balance sheet. As of December 31, 2006 and 2005, the balance of such
account was $14.8 million and $9.5 million, respectively. In addition, as of tDecember 31, 2006, part of
the restricted cash accounts was funded by a letter of credlt in the amount of approx1mately

$9.7 million (see Note 18). ' |
* Future minimum payments under the OrCal Senior Secured Notes, a&c of December 31, 2006 are
as follows: | t -
| 1 (dollars in
l Year ending December.31: . . thousands)
P 2007 Lo PN $ 26,218
I 2008 .. e e 17,641
2009 L. G L 11,043
| 2000 .o S 10,216
1) 3 K S 9,700 .
| Thereafter ........... e J . 85,859
P Total............. e S t + $160,677
i . _ —t

In anticipation of the OrCal Offering, on September 9, 2005, the Company entered into a rate
lock agreement with a financial institution (the “counterparty”), at a locked -in rate of 4.047%, with a
notional amount of $175.0 million, which terminated on December 5, 2005 The rate lock was based
on a 7-year treasury security that matures in November 2012, On December 5, 2005, the Company
received from the counterparty to the rate lock agreement an amount of $4 488,000. A gain of
$2,624,000, net of related taxes of $1,608,000, is recorded as “Gain in respect of derivative instruments
designated for 'cash flow hedge, net of related taxes” under “Other comprehenswe income (loss)” and
is amortized over the term of the OrCal Senior Secured Notes using the effectlve interest method.
The remammg gain of $159,000, net of related taxes of $97,000, has been charged to the consolidated
statement of operations ($256,000 has been recorded as interest income arld $97,000 has been
recorded as income tax expense).

In December 2003, in connection with the acquisition of the Heber power plants OrCal entered
into a loan agreement with Beal Bank (“Beal Bank Credit Agreement”) to provide a loan in the
amount of $154.5 million. On December 8, 2005, in connection with the i 1ssuance of the OrCal Senior
Secured Notes, OrCal repaid the loan in its entirety. This repayment resulted in a one- -time charge to
interest expense of approximately $16.6 million, comprised of: (i) prepayment premium of
$11.5 million associated with payment of the Beal Bank loan, (ii) write-off of certain deferred
financing costs:amounting to $4.2 million associated with the incurrence of the Beal Bank lean, and
(iii) loss of $0. 9 million associated with the interest rate caps transaction described below. The tax
effect of such one time charge is $6.3 million, bringing the net effect of 1t]to $10.3 million.

During the second quarter of 2004, the Company entered into two separate interest rate cap
agreements (“Cap Transactions”) with two different financial institutions t'o mitigate the interest rate
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risk associated with the Beal Bank Credit Agreement. Pursuant to the Cap Transactions, the Company
paid an aggregate of $3,820,000 to the financial institutions. The Cap Transactions are effective as of
March 30, 2007 and terminate on March 31, 2011. Pursuant to the terms of the Cap Transactions, the
financial institutions providing the cap are required to pay to the Company the difference between the
3-month LIBOR rate and 6.0%, (if LIBQR is greater than 6.0%), times the notional amount, which
for each of the contracts will be $67,401,000 on the effective date and reduces each payment period
down to $49,633,000 upon termination. From October 1, 2004 to December 8, 2005 (the date of the
repayment of the Beal Bank Loan), the Cap Transactions qualified for cash flow hedge accounting.
The fair value of the Cap Transactions at December 31, 2005 and 2004 amounted to $1,034,000 and
$1,663,000, respectively. The decrease in the fair value for the period from the initiation of the Cap
Transactions through September 30, 2004 of $1,637,000 has been recorded in the consolidated
statement of operations as interest expense, while the decrease in the fair value for the period from
October 1, 2004 to December 31, 2004 o|f $322,000, net of related taxes of $198,000 was included as
“Loss in respect of derivatives instruments designated for cash flow hedge, net of related taxes” under
“Other comprehensive income (loss)”. The decrease in the fair value for the period from

January 1, 2005 to December 8, 2005 (thé date of the repayment of the Beal Bank loan) of $241,000,
net of related taxes of $149,000, was mcluded in “Other comprehensive income (loss)”. As a result of
the early repayment of the Beal Bank loan the aggregate amount of $563,000, net of related taxes of
$347.000, which was included in “Other comprehensive income (loss)”, has been charged to the
consolidated statement of operations ($910 000 have been recorded as interest expense and $347,000
have been recorded as income tax beneﬁ't) and the decrease in the fair value for the period from
December 8, 2005 to December 31,2005 of $239,000 has been recorded in the consolidated statement
of operations as interest expense. The decrease in the fair value for the year ended

December 31, 2006 of $559,000 has been recorded in the consolidated statement of operations as
interest expense. The fair value of the Cap Transactions is the estimated amount that the Company
would currently pay to terminate the transactions at the reporting date, taking into account current
interest rates and the current creditwortl;liness of the counterparties to the agreements.

NOTE 10 — PUNA PROJECT LEASI'I‘i TRANSACTIONS

On May 19, 2005, the Company’s wholly owned subsidiary in Hawaii, Puna Geothermal Ventures
(“PGV™) entered into a transaction involving the Puna geothermal power plant located on the Big
Island of Hawaii (the “Puna Project”), wihich was acquired in June 2004. A similar transaction relating
to two new geothermal wells that PGV drilled in the second half of 2005 (for production and
injection) was completed on December 30, 2005.

Pursuant to a 31-year head lease (the “Head Lease™). PGV leased its geothermal power plant to
an unrelated company in return for prepald lease payments in the total amount of $83.0 million (the
“Deferred Lease Income™). The carrymg value of the leased assets as of December 31, 2006 and 2005
amounted to $56.0 million and $58.3 million, net of accumulated depreciation of $6.4 million and $3.7
million, respectively. The unrelated company (the “Lessor™) simultaneously leased back the Puna
Project to PGV under a 23-year lease (tl}e “Project Lease™). PGV's rent obligations under the Project
Lease will be paid solely from revenues generated by the Puna Project under a power purchase
agreement that PGV has with Hawaii Electric Light Company (“HELCO”). The Head Lease and the
Project Lease are non-recourse lease obhganons to the Company. PGV’ rights in the geothermal
resource and the related power purchase agreement have not been leased to the Lessor as part of the
Head Lease but are part of the Lessor's security package.

The Head Lease and the Project Leélse are being accounted for separately. Each was classified as
an operatmg lease in accordance with SFAS No. 13, Accounting for Leases. The Deferred Lease
Income is amortized into revenue, using the straight-line method, over the 31-year term of the Head
Lease. Deferred transaction costs amountmg 1o $4.3 million are being amortized, using the
straight-line method, over the 23-year term of the Project Lease.
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Future minimum lease payments under the Project Lease, as of Dece:mber 31, 2006, are as

follows: |

: ‘ (dollars in
Year ending December 31: . : ! thousands)
2007 o e e e S il % 9,742
P2008 L SUPUORRN ! 7,573
12009 L e ‘, 8,013
3 : 7,567
L0 l 8,061
:‘Thereafter ............... e ! 72,126
TOMAN. v 1 $113,082

Depos:tory accounts '

As requ1red under the terms of the lease agreements, there are certam reserve funds that need to-
be managed by the indenture trustee in accordance with certain balance requ1rements Such reserve
funds are included in the balance sheet as of December 31, 2006 and 2005,m restricted cash accounts
and are classified as current as they are used for current payments. .

! |
Revenue account i

PGV deposits all revenues received into the revenue account. Such ar}wunts are used to pay
operating expenses and fund the depository accounts as describe below, but the funds are only
available to PGV upon submission of draw requests by PGV to the bank. !‘\s such amounts are fully
restricted to use by PGV, they have been classified as current restricted assets as the amounts are used
to pay current operating expenses. As of December 31, 2006 and 2005, the Ibalance of such account
was $2.7 million and $3.5 million, respectively. | l
Lease rent reserve accounts 5

PGV maintains accounts to fund the full amount of the next rent payment according to the
payment schedule. As of December 31, 2006 and 2005, the balance of such laccounts was $6.2 million
and $2.3 million, respectlvely

Well mamtenance reserve account

PGV malntalns a reserve account to fund well field works including the drilling of new wells. The
reserve should be met on a monthly basis, in amounts equal to 1/12 of a scheduled annual
contribution. As of December 31, 2006 and 2005, the balance of such account was $0.2 million and
$0.5 million, respectively. .
|

Capital expenditure account !

PGV maintains an account to fund its capital expenditures. Deposits to this account are at PGV’s
sole discretion, but no distributions are allowed to Ormat Nevada Inc., a wholly owned subsidiary of
the Company that is the indirect parent of PGV, if the balance is less than $0 5 mitlion. As of
December 31, 2006 and 2005, the balance in this account was $0.5 million ard $0, respectively.

i

Distribution account i

PGV maintains an account to deposit its remaining cash, after making tlall of the necessary
payments and transfers as provided for in the lease agreements, in order to; imake distributions to
Ormat Nevada Inc. The distributions are allowed only if PGV maintains various restrictive covenants

| t
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i
under the lease agreements, which include limitations on additional indebtedness. As of
December 31, 2006 and 2005, the balan(.fe of such account was $11.3 million and $6.8 million,
respectively. This amount can be dlstrlbuted to Ormat Nevada Inc. currently and has been classified as

current restricted assets.
|

In anticipation of the above lease transacllons on February 25, 2005, the Company entered into a
treasury rate lock agreement with a ﬁnanc1a1 institution, at a locked-in treasury rate of 4.31%, with a
notional amount of $52.0 million, whlch|termmated on March 31, 2005. The rate lock was based on a
10-year treasury security that matures on February 15, 2015, On March 31, 2005, the Company
received from the counterparty to the rate lock agreement an amount of $658,000. This amount, net of
related taxes of $250,000, is recorded asI“G_am in respect of derivative instruments designated for cash
flow hedge, net of related taxes” under {‘Other comprehensive income (loss)” and is amortized over
the 23-year term of the Project Lease. :

On April 20, 2005, the Company entered into a new treasury rate lock agreement with the same
financial institution, at a locked-in trcasilry rate of 4.22%, with a notional amount of $52.0 million and
originally scheduled to terminate on May 2, 2005. The new rate lock agreement’s termination date was
extended until May 18, 2005 at a new locked in treasury rate of 4.25%. The rate lock was based on a
10-year treasury security that matures on February 15, 2015. There was no consideration paid by
either party as a result of the extension. On May 18, 2005, the Company paid the counterparty to the
new rate lock agreement the amount of: $762,000. This amount, net of related taxes of $290,000, is
recorded in “Other comprehensive income {loss)” and is amortized over the 23-year term of the
Project Lease. }

|

1 .
NOTE 11 — ASSET RETIREMENT ?BLIGATION

The following table presents a reconciliation of the beginning and ending aggregate carrying

- L }
amount of asset retirement obligation for the years presented below:
! December 31,

I 2006 - 2005

‘ | _ (dollars in thousands)
Balance at begmmng of period .. L. $11,461 $10,665
Changes in price estimates ...... : ........................... 4,400 22
Accretion expense ............. fe e e e 971 774
Balance at end of period. ....... D e $16,832 311,461

During the fourth quarters of 2006, and 2005, the Company increased the aggregate carrying
amount of its asset retirement obllgatlon by $4,400,000 and $22,000, respectively. The net increase is a
result of increased costs associated w1lh dnlhng rigs, cement and cement services, general manpower,
engineering fees and other outside services since the adoption of SFAS No. 143,

1
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NOTE 12 — STOCK BASED COMPENSATION

Effective January 1, 2006 the Company adopted SFAS No. 123R’ Wthh estabhshes the accountlng
for employee stock-based awards. Under the provisions of SFAS No. ]23R§ stock-based compensation
is measured at the grant date, based on the. calculated fair value of the award and is recognized as an
expense over the requisite employee service period (generally the vesting pennd of the grant). The
Company adopted SFAS No. 123R using the modified prospective methodlf Under this method, prior
périods are notirestated and the amount of compensation cost recognized includes (i) compensation
cost for all share-based payments granted prior to, but not yet vested as of January 1, 2006, based on
the grant date fa1r value estimated in accordance with the provisions of SFAS No. 123, Accounting for
Stock-Based Compensation, and (ii) compensatlon cost for all share-based!} payments granted
subsequent to January 1, 2006, based on the grant date fair value estimated in accordance with the
provisions of SFAS No. 123R SFAS No. 123R requires unrecognized costl based on the amounts
previously dlsclosed in the Company’s pro forma footnote disclosure, related to options vesting after
the date of 1mt1al adoptlon to be recognized in the financial statements over the remaining requisite
service period. The provisions of SFAS No. 123R apply to new stock awards and stock awards
outstanding, but not yet vested, on the effective date, In March 2005, the SEC issued Staff Accounting
Bulletin No. 107 (“SAB No. 107”) relating to SFAS No. 123R The Compa'ny has applled the
provisions of SAB No. 107 in its adoption.

Impact of the a_doplion of SFAS No. 123R

! ,

Upon adoption of SFAS No. 123R, the Company recognizes share- baced compensation expenses
associated with share awards on a straight-line basis over the requisite SEl’V}CC period using the fair
value method. The incremental share-based compensation expense recognized due to, the adoption of
SFAS 123R was $1.7 million for the year ended December 31, 2006.

As requ1red by SFAS No. 123R, the Company made an estimate of expected forfeitures and is
recognizing compensauon costs only for those equity awards expected to v'est The cumulative effect -
of initially adoptmg SFAS No. 123R is not material. As of December 31, 2006 the total future
compensation cost related to unvested stock options that are expected to vest is $4,023,503 which will
be recognized over a weighted average period of 2.94 years.

During the[year ended December 31, 2006 the Company recorded stock-based 'cofnpensation
related to stock: options as follows:

|

In thousands, '

-

'['extept per

) L } ., ishare data)
Cost of Revenues.................. e Sevee o 11 8 798 -

‘, Selling and marketing expenses ................... | 287

. General and administrative expenses.............. ~621

i Total stock-based compensation expense. . ......... 1,706 '

|' Tax effect on stock-based cornpensatlon expenste _ 239

| Net effect on stock-based compensation expense. . $1,467

| Effect on basm and diluted earnings.per share ..... 18 0.

i

I

Pro forma inforination for periods prior to the adoption of SFAS No. 123R

Prior to January 1, 2006, the Company accounted for stock-based compensatron in accordance
with the provisions of Accounting Principles Board Opinion No. 25, Accounung for Stock Issued to
Employees ( “APB No. 257), and related interpretations. Under APB No. 25 compensation cost was
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. . o] .
recognized based on the difference, if any, on the date of grant between the fair value of the
Company’s stock and the amount an employee must pay to acquire the stock.
I

SFAS No. 123R requires disclosure|of pro forma information for periods prior to the adoption.
The pro forma disclosures are based onjthe fair value of awards at the grant date, amortized to
expense over the service period. The following table illustrates the effect on net income and earnings
per share as if the Company had applled the fair value recognition prov1510ns of SFAS No. 123 for the
period prior to the adoption of SFAS No. 123R and the actual effect on net income and earnings per
share for the period after the adoption of SFAS No. 123R.

i Year ended December 31,

! 2006 2005 . 2004
. | (dollars in thousands, except per share data)
Net income, as reported........ ' f .............. $34,447 $15,177 $17,791

Add: Total stock-based employee compensation
expense included in reported net income, net :
OF LAX et ieeenneeee b, 1,467 91 61
Deduct: Total stock-based employee :
compensation expense in respe;ct of the
Company’s stock options determined under
fair value based method, net of tax .......... (1,168) (65) - (6)
~ Deduct: Total stock-based emploifee - .
compensation expense in respe;ct of the
Parent’s stock options determined under fair , v

value based method, netof tax.............. (301) (307) (685)

Pro forma pet income . ....... 0. .. ..., $34,447 $14.896 $17,161

Earnings per share:.

Basic, as reported .......... ... ool : $ 1.00 $ 048 $ 072
Basic, proforma ............ L $ 100 5 047 $ 0.69
Diluted, as reported ......... b $ 0.99 $ 048 $ 072
Diluted, pro forma .........! SRR . 0§ 0% $ 047 $ 0.69

The fair value of each option grant is estimated using the Black-Scholes valuation model and the
assumptions noted in the following table. The Company’s expected term represents the period that the.
Company’s stock-based awards are expected to be outstanding. In the absence of enough historical
information, the expected term was determmed using the simplified method” defined in SAB No. 107,
giving consideration to the contractual term and vesting schedule. Since the Company does not have
any traded stock options and was listed {for trading on the New York Stock Exchange beginning in
November 2004, the Company’s expected volatility was calculated based on the Company’s historical
volatility and for the period of time priﬁ)r to the Company’s listing, the historical volatility of the
Parent. There is a high correlation between the stock behavior of the Company and its Parent. The
dividend yield forecast is expected to be 20% of the Company's yearly net profit, which is equivalent
to a 0.55% yearly dividend rate. The I’lSk free interest rate was based on the y1eld from 1).S. constant
treasury maturities bonds with an equwa]ent term. The forfeiture rate of 5% is based on trends in
actual option forfeitures.

i
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The Company calculated the fair value of each option on the date of grant based on the following

assumptions: ) ,l
Y‘ear Ended December 31,
! 2006 ' 2005 2004
For stock options issued by the Company: |
Risk-free interest rates. . ................o0uvu.n. 4.9% 4.5% 3.6%
Expected lives (inyears) ............. ..., 6.4 | 50 50
Dividend vield.............................. L 0.55% 0.9% 4.0%
Expected volatility ................. e 40.5% 32.0% 40.0%
Forfeifturerate ... ...... . ... ... coiiiiiineni... 5.0%; — —
For stock options issued by the Parent: j
Risk-free interest rates.......... ..., —_ — 4.7%
Expected lives (inyears) ........................ — ! — 5.0
Dividend vield...................ccoviiinii.... — — 0%
Expected volatility ............................. — | — 28%
. +
|
Stock Option Plans |
1
The 2004 Incentive Compensation Plan i

On QOctober 21, 2004, the Company’s Board of Directors adopted the 2004 incentive
Compensation Plan (“2004 Incentive Plan™), which provides for the grant of the following types of
awards: incentive stock options, non-qualified stock options, restricted stock] stock appreciation rights,
stock units, performance awards, phantom stock, incentive bonuses and othér possible related
dividend equivalents to employees of the Company, directors and mdependent contractors. Under the
2004 Incentive Plan, a total of 1,250,000 shares of the Company's common stock have been reserved
for issuance, all of which could be issued as options or as other forms of awards Options granted to
employees under the 2004 Incentive Plan ¢liff vest and are exercisable from the grant date as follows:
25% after 24 months, 25% after 36 months, and the remaining 50% after 48 months Options granted
to non-employee directors under the 2004 Incentive Plan chiff vest and are exermsable one year after
the grant day. Vested shares may be exercised for up to ten years from the date of grant. On
November 9, 2005, the Company filed a registration statement on Form S-8 w1th the SEC with respect
to the shares of common stock underlying such grants. The shares of common stock will be issued
upon exercise of options from the Company’s authorized share capital.
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On February 27, 2006 the Company’s Board of Directors approved an increase of the total
number of shares of the Company’s common stock which have been reserved for issuance to 3,750,000,
subject to stockholder approval. The following table summarizes the status of the 2004 Incentive Plan
as of and for the periods presented below (shares in thousands):

'

f Year Ended Year Ended Year Ended
[ December 31, December 31, December 31,
| 2006 2005 2004
| Weighted Weighted Weighted
| Average Average ’ Average
| Exercise Exercise Exercise
| Shares Price Shares Price Shares Price
Cutstanding at beginning of year...... | 236 $15.54 223 $15.00 — $ —
Granted, at fair value ............. ' 329 34.47 25 20.10 223 15.00
Exercised ..............ooiind ! (14) 15.00 — — — —
Forfeited. .. .....ovvvvveeennnnnnn. : 12) 20.25 12 1500 — —
Qutstanding at end of year..........! P 539 27.03 236 1554 223 15.00
! = _— ]
Options exercisable at end of year .." ! 2 16.76 15 15.00 =
Weighted-average fair value of options] '
granted during the year........... ! $15.77 $ 6.62 $ 0.96

As of December 31, 2006, 696,900|shares of the Company’s common stock are available for future
|

grants. !

The following table summarizes in;formation about stock options outstanding at December 31,
2006 (shares in thousands): | '
I

Options Outstanding Options Exercisable
' Weightéd Average Weighted Average i
Number of Remainin Aggrepate . Number of . Remainin Aggregate
Exercise Shares Contractual Eil‘e Intrinsic Value Shares Contractual Eﬂ‘e Intrinsic ¥alue
Price Qutstanding in Years (In thousands)  Exerciseble in Years (In thousands)
$15.00 188 781 $4,094 47 7.8 $1,035
20.10 25 7.8 | 418 25 7.8 418
34.13 296 93 797 — — —_
37.90 30 68| — — — —
539 8.61 $5300 - 72 7.8 $1,453

The following table summarizes irllformation about stock options outstanding at December 31,
2005 (shares in thousands): |

F
Options Outstanding Options Exercisable

Weighted Average Weighted Average
Number of Remaiqini Aggregate Number of Remaining Aggregate
Exercise Shares Contractual Life Intrinsic Value Shares Coniractual Life Intrinsic Value
Price Quistanding in Years (In thousands)  Exerciseble in Years {In thousands)
$15.00 211 8.8 $2,348 15 8.8 $167
20.10 25 8.8 151 — — —
236 8.8 $2,499 15 8.8 $167

_li:

The aggregate intrinsic value in the above tables represents the total pretax intrinsic value, based
on the Company’s stock price of $36.82 as of December 31, 2006, which would have potentially been
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received by thet optlon holders had all:option holders exercised their optlons as of that date. The total
number of in- the -money options exercrsable as of December 31, 2006 was 72, 426

. The total pretax intrinsic value of options exercised durlng the year ended December 31, 2006
was $331,000 based on the Company’s average stock price of $38.12 durmg the year ended
December 31, 2006. o _

The Parent’s Stock 0puou Plans

The Parent! has four stock optlon plans: the 2001 Employee Stock Optlon Plan, the 2002 |
Employee Stock Option Plan, the 2003 Employee Stock Option Plan, and the 2004 Employee Stock
Option Plan (collectlvely “the Parent’s Plans™). Options under the 2004 Employee Stock Option Plan
were granted in April 2004. Under the Parent’s Plans, employees of the Company were granted
options in the Parent’s ordinary shares, which are registered and traded onuthe Tel-Aviv Stock
Exchange. Options under the Parent’s Plans cliff vest and are exercisable from the grant date as
follows: 25% after 24 months, 25% after 36 months, and the remaining 509%)| after 48 months. Vested
shares may be exercised for up to five years from the date of grant. The mjaxrmum aggregate number’ .
of shares that may be optioned and sold under the Parent’s Plans is determined each year by the
board of directors of the ‘Parent, and is equal to the number of options gralnted during each plan year.

: None of the optlons are exercisable or convertlble mto shares of the Company

CAs of December 31, 2006 no shares of the Parent S ordmary shares are available for future
grants. ' - v .
- -, _
The followi'ing table summarizes the status of the Parent’s Plans as of and for the periods
presented below (shares in thousands): '

{ : Year Ended * Year Ended L Year Ended
| : A December 31, December!31, December 31,
' 2006 2005 || 2004
l L Weighied Werghted i Weighted
P Average Average . Average
t o Exercise Exercise Exercise
’ 1'3 - "1 Shares’ . Price - Shares [Price - . Shares Price
Qutstanding at beginning'of year ... . 1,747 $2.42 2362 $2.32° 1,930 $181
Granted, below falr vaIue _ R — = 651 3.78
Exercised ... !. e ".. (560} 1.81  (554) 1.97 (192) .+ 197
Expired...... l ................... (32) 2.26 — - — —
Forfeited ................. P (57) 2.96 (61) ;2.62 (1)) 2.00
Outstanding at end of year 1,098 270 1,747 ;2.42 2,362 232
Options exercisa;ble at end of year . .. 322 $2.23 296 1.79 215 1.88
Weighted-average fair value of 1’
options granted during the year. ... $ — § — $1.73
_ __,T-— —=

i
The Company recorded in the year ended December 31, 2004, deferredt stock compensation of
$52,000 for optlons granted below fair market value. This balance represents the difference between
the exercise prlce of the options and the fair market value of the Parent’s shares on the date of grant.
Prior to January,l 2006, the deferred stock compensation has been amortlaed to expense over the
vesting period. The amortization of deferred stock compensation for the years ended
December 31, 2({05 and 2004 is $91,000 and $61,000, respectively.
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The following table summarizes inférmation' about stock options outstanding at December 31,
2006 (shares in thousands): i

l -~

Options Outstanding Options Exercisable
Weighted Average Weighted Average
| Number of Remainini Aggregate . Number of Remainin Aggregate
| Exercise Shares Contractual Life Intrinsic Value Shares Contractual Life Intrinsic Value
| Price Qutstanding in Years: (In thousands)  Exerciseble in Years {In thousands)
$1.41 1 02 | $1,105 111 02 $1,105
1.75 453 1.2 4357 116 1.2 . 1,118
3.78 534 23 | 4,056 95 23 721
$9,518 322 12 $2,944

1,098 16 |
= = | Ree=td ==
i
|
i

The following table summarizes information about stock options outstanding at December 31,
2005 (shares in thousands): .

1747 23

Options Outstandi;:g Options Exercisable
Weighted Average Weighted Average
Number of Remaining } Aggregate Number of emaining Aggregate
Exercise Shares Contractual Life | Intrinsic Value Shares Contractual Life Intrinsic Value
Price Outstanding in Years ! (In thousands) Exerciseble in Years (In thousands)
$1.41 379 1.2 I $2,282 67 1.2 $ 405
1.75 681 22 ' 3,864 e 22 .. 915,
2.26 68 0.1 | 349 68 O'.l 349
3.78 619 33 2,257 — = —
| $8752 296 1.5 $1,669
| = =

The aggregate intrinsic value in the{: above tables represents the total pretax intrinsic value, based
on the Parent’s stock price of $11.37 asjof December 31, 2006, which would have potentially been
received by the option holders had all option holders exercised their options as of that date. The total
number of in-the-money options exercisable as of December 31, 2006 was 322,179.

r

The total pretax intrinsic value of options exercised during the year ended December 31, 2006
was $4,328,000 based on the Parent’s average stock price of $9.48 during the year ended December 31,
2006. !

|
I
|
I
|
|

!
l
|
|
.i
|
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NOTE 13 — POWER PURCHASE AGREEMENTS
U.S. operations:

|
The Company has various power purchase agreements in the U.S. as follows:

Southern Cahfom:a Edison Company (“SCE”) — Calgfomta

The Company has two power purchase agreements (“PPAs”) with SCE related to the Onnesa
Complex and two PPAs related to the Heber 1 and 2 projects. The PPAs prov1de for the sale of
capacity and energy through their respective terms, with the following explratlon dates: Ormesa PPAs
expire in 2017 and 2018, and Heber 1 and 2 PPAs expire in 2015 and 2023 ! respectively. Under the
PPAs, the Company receives a fixed energy payment through April 30, 2012 and thereafter an energy
payment based on SCE’s short-run avoided cost (“SRAC”). The PPAs pr0]v1de for firm capacity and
bonus payments established by the contracts and are paid to the CompanyI each month through the
contracts’ term based on plant performance. Bonus capacity payments are. earned based on actual
capacity avallable during certain peak hours. In certain circumstances, SCE or its designee has a right
of first refusal to acquire the OG I and OG 1I power plants in the Ormesa ipmject and the Heber 1
power plant at fa1r market value. Upon satisfaction of certain conditions sch1ﬁed in the PPA and
subject to receipt of requisite approvals and negotiations between the parties, the Company will have
the nght to demand that SCE purchase the Heber 1 power plant at fair market value.

In connectlon with the power purchase agreements for the Ormesa prOJect SCE has expressed its
intent not to pay the contract rate for the power supplied by the GEM 2 and GEM 3 plants to the
Ormesa project. SCE contends that California ISQ real-time prices should apply, while management
believes that SP-15 prices quoted by NYMEX should apply. According to SCEs estimation, the
amount under d1spute is approximately $2.5 million. The parties have sngned an Interim Agreement;
whereby SCE will continue to procure the GEM 2 and GEM 3 power at the current energy rate of
5.37 cents/kWh until May 1, 2007. In addition a long-term PPA is expectedlto be entered into for the
GEM 2 and GEM 3 power. The negotiations of the long-term PPA are still lunder way and there is no
guarantee that it will be successfully completed. Management believes that }such settlement agreement
will not have a material financial impact on the Company. Therefore, no provnslon is included in the
financial statements in respect of the dispute.

1

Sierra Pacr'ﬁc Power Company (“SPPC”) — Nevada

The Company has seven PPAs with SPPC for operating projects; one related to the Brady power
plant, two related to the Steamboat 1 and 1A power plants, one related to the Steamboat Hills power
plant, two related to the Steamboat 2 and 3 power plants and one related to the Burdette power
plant. The Burdette PPA provides for the sale of energy and will expire in 2026 All the other PPAs
provide for the sale of energy, and for capacity for all power plants except Brady, through their
respective terms, with the followmg expiration dates: Steamboat 1 and 1A explre in 2007 (see below)
and 2018, Steamboat Hills expires in 2018, and Brady and Steamboat 2 and 3 expire in 2022. Energy
payments under the Brady PPA are based on deliveries during specified w1nter and summer seasons
for on-peak, mid-peak, and off-peak times. Energy payments under the Steamboat 1/1A PPAs are
based on the monthly average of the California-Oregon Border power market pricing, which is SPPC’s
adopted SRAC, The Steamboat 1 PPA expired at the end of 20086, but the Company continues to sell
electricity by an automatic extension of the PPA on a year-by-year basis.

| ’ |

Hawaii Electric Light Company (“HELCO”) — Hawaii

The Company has a PPA with HELCO related to the Puna project. The PPA provides for
monthly energy payments and capacity payments. The energy payments for Ia portion of the energy
delivered are equal to the higher of the SRAC rates for energy in effect for|the relevant billing period
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or a fixed rate. The energy payments for" a smaller portion of energy to be delivered are equal to an
amount based on a fuel rate and a variable operation and maintenance rate, as each are adjusted over
the term of the agreement, but which ra;te will never go below a minimum floor. The Puna project also
receives a payment for providing reactivg power to HELCO. :
'
Southern California Public Power Authority (“SCPPA”) — California
!

The Company has a 25-year PPA with SCPPA for the sale of energy from the Gould plant in the
Heber complex. Under the Gould PPA,:IO MW of power will be delivered to SCPPA for a fixed price
which will escalate annually at a rate of|1.5% and includes the value for the environmental attributes,
known as renewable energy credils. Del?veries began in the second quarter of 2006.

i .
Nevada Power Company (“Nevada Power”) — Nevada

The Company has a 25-year PPA inth Nevada Power for the sale of energy from the Desert Peak
2 project for a-fixed price. Commercial operation of the Desert Peak 2 project has not yet been
declared. : '
|
Foreign operations: : ‘
The Company has power purchase }agreements in various foreign countries as follows:

The Olkaria I Project (Kenya) i

In connection with the agreement with KPLC (see Note 6), the subsidiary in Kenya, sells power
to KPLC at the agreed upon price and terms of a 20-year PPA. Fees are paid each month through the
term of the agreement and vary based (;)n plant performance. :

The Momatombo Project (Nicaragtéa)

In connection with the agreement ffvilh NEC (see Note 6), the subsidiary in Nicaragua sells power
to two assignees of NEC at the agreed upon price and terms of a “take or pay” PPA. Fees are paid
each month through the term of the PPA and vary based on plant performance.

The Zunil Project (Guatemala) |

In connection with the agreement twith INDE (see Note 6), the subsidiary in Guatemala sells
power to INDE at the agreed upon price and terms of a 20-year “take or pay” PPA. The PPA
provides for monthly minimum energylpayments and capacity payments, based on demonstrated
capacity. Fees are paid each month thr'ough the term of the PPA.

I
I .

Pursuant to the terms of certain of the power purchase agreements, the Company may be
required to make payments to the rele:vant power purchaser under certain conditions, such as shortfali
on delivery of renewable energy and energy credits, and not meeting certain threshold performance
requirements, as defined. The amount of payment required is dependent upon the level of shortfall on
delivery or performance requirements ‘and is recorded in the period the shortfall occurs.

Additional information

The Brady and Steamboat 2 and 3 PPAs provide that if the project does not maintain peak
period capacity values of at least 85% :of those listed in each of their respective contracts, the
Company will be obligated to pay liquidated damages to SPPC in amounts ranging from $1.0 million
to $1.5 million.

f
f
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If the Orrnesa and Heber 1 and 2 projects fail to meet minimum perflprmance requirements, as
defined, the respective project may be placed on probation, the capacity of the relevant plant may be
permanently re'duced and, in such an instance, a refund would be owed from such project to SCE.
Each of the projects may also reduce the capacity of the plants upon nouc:e to SCE and after making
a specified payment to it. During 2006, the Company experienced a relauvely high rate of well and
pump failure at the Ormesa project resulting in a lower availability of the Ormesa well field. As a
result, the Ormesa project did not meet the required minimum capacity factor of 80% during the
on-peak perlod for the month of September 2006. Consequently, the Ormesa project has been placed

y
on probation for a period not to exceed 15 months. During the probation perlod if the Ormesa
project fails again to meet the minimum performance requirements, the cglpacnty of the project may be
permanently reduced, in which case SCE would be entitled to a refund. M;anagement believes that the
risk of not meeting the requirements during the probation period and in the future is very low.

If the Puna project does not meet its minimum capacity performance requnrement such prolect
will-be required to pay HELCO $0.0214 per on-peak hour for each kllowatt of deficiency for the first
5 MW of deficiency and $0.0339 per on-peak hour for each kilowatt of deﬁc1ency in excess of 5 MW
of deficiency. In addition, for each contract year in which the on-peak avallablhty of the facnllty is less
than 95%, unless the deficiency is due to a catastrophic equipment failure, the Puna project is reqmred
to pay $8,000 to HELCO for each full percentage point of the deficiency, and if such availability is less
than 80%, the Puna project is required to pay $12,000 for each full percentage point of the deficiency.

The Company has not and does not currently ¢xpect to be obligated to make any material
payments under its power purchase agreements.

As reqmred by EITF Issue No. 01-8 (see Note 1), the Company assessed all PPAs agreed to,
modified or acquired in business combinations on or after July 1, 2003, ancliI concluded that all such
PPAs contained a lease element requiring lease accounting. Accordmgly, revenue related to the lease
element of the PPA is presented .as “lease portion of energy and capacuy’"lrevenue with the
remaining revenue related to the production and delivery of the energy belng presented as “energy
and capacity” revenue in the consolidated statements of operations. FutureI minimum lease revenues

under PPAs which contain a lease element as of December 31 2006 were as follows;
i

! {dollars in
.Year ending December 31: thousands)
F2007 ... e e $ 109,695
P 2008 ... o e 112,268
L2009 . e e 105,830
2010 L 103,518
200 e e 101,965
i Thereafter ..............c...cieun... S 1,276,085

| Total ....... B DU $1,809,361
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NOTE 14 — INCOME TAXES

Income from continuing operations before provision for income taxes, minority interest, and
equity in income of investees consisted of

|
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US voviieinainenn T
Non-U.S. (foreign)............

|
l
i‘
!
F

The components of income tax expense are as follows:

Current:
Federal ..o vouoreunrearinnant

Foreign.......... ... ...t ‘

Deferred:

Federal ................. .. !

f

Year Ended December 31,

2006 2005 © 2004
(dollars in thousands) *
$14,306 $ 702 $ 8,436
23,211 12,271 12,505
$37,517 $12.973 $20,941

Year Ended December 31,

2006 . 20058 2004
(dollars in thousands)
5} — 5 — 5§ —
7.931 6,872 2,824
$ 7,931 $6872  $2.824
$ 157 § 577 $2,972
304 132 86
(1,989)  (2,891) 927
(1,528) (2,182) 3,785
$6403  $4690  $6,609

The significant components of the deferred income tax expense are as follows:

Deferred tax expense (exclusive;: of the effect of
other components listed below)................

Benefit of operating loss carryforwards —Uus.....

Utilization of operating loss carryforwards —

Istael...ccoovnnnioiinnn
Change in valuation allowancel
Change in foreign income tax f
Change in lease transaction . . !
Benefit of production tax credits
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Year Ended December 31,
2006 2005 2004
(dollars in thousands)

$8272  $10,089  § 6433
4341y  (1923)  (3575)
— — 796

— — (796)
(1989)  (2.891) 927
1236 (7457) —
(4,706) — —
$(1,528) $(2,182) §3,785




L ORMAT TECHNOLOGIES, INC. AND SUBSIDLT\RIES
1 .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The difference between the U.S. federal statutory tax rate and the Company's effective rate are as
follows: : f .
! ‘ Year Ended December 31,

‘ 2006 l‘ 2005 2004
U.S. federal Statutory tax 1ate. . .....o.vveeennrennn.. 34.0%  340%  34.0%
State income tax, net of federal benefit. . ............. 08 0.7 03
Effect of foreign income tax, net ................ o (7. O) “{1.5) (2.4)
Production: tax credit. . ....... e (12. 5) — —
Other,met ... 1.8 3.0 (0.3)
Effective tax Fate. . ... ........ooeeereoooeeeonn ... 171%  362%  31.6%
The net 'glelferred tax assets and liabilities consist of the following:

: ' ' December 31,
i 2006 2005
! (dollars in thousands)

Deferred tax assets (liabilities):
Net foreign deferred taxes, prlmanly

| depreciation. ...... S PN - $ (3.574) $ (5,563)
Depreciation.................cooviviia... o (42,2};5) (33, 840)
Net operating loss carryforward —UuUsS........ -17,1@51 12,843
Lease ransaction . ........0 0 e iiianen 6 221 + 1,457
}nvestment tax credits....... e : 1, 97:1 1,971
Production tax credits . . . .. [P .. 4 706 —.
Stock options amortization. . ................. ‘ 239 —
Accrued liabilities and other ................. 1 785 2,167
Total.......... e e % 3,68_3) $(14,965)

Deferred taxes are included in the balance sheets as follows: . l

! Dﬁzcember 31,

¢ ) : 2006 | 2005

! ' : (dollas$ in thousands)
Among current assets ............... S $ 1819 § 1,663
AMONg NON-CUTTENT ASSELS .. .o vvernrsrninn.. 6, 172 ' 5,376
Armong non-current liabilities .......... SO (21 674) (22,004)

N $(13,683)  $(14,965)

Realizationiof the deferred tax assets and tax credits is dependent on ]glen'e'rating sufficient taxable
income prior to expiration of the net operating loss (“NOL”) carryforwards|and tax credits. Although
realization is not assured, management believes it is more likely than not that the deferred tax asset at
December 31, 2006 will be realized.

At December 31, 2006, the Company had U.S. federal NOL carryforwc rds of appr0x1mate]y
$46.5 million and state NOL carryforwards of approximately $39.3 million, avallable to reduce future
taxable income, Iwhlch expire between 2021 and 2025 for federai NOLs and betweer_l 2014 ‘and 2016
for state NOLs. The investment tax credits in the amount of $2.0 million at IDecember 31, 2006 are
available for a 20-year period and expire in 2022 and 2023. The produchon} tax credits in the amount
of $4.7 million at December 31, 2006 are available for a 20-year period and| expire in 2025.

Through June 30, 2004, the Company had NOL carryforwards related lo its Israeli operations of
approximately $14 0 million available to reduce future taxable income, whlch could be carried over
| I
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indefinitely until utilized. However, despite the fact that the NOL carryforward period was indefinite,
there is currently uncertamty as to the Israeli tax laws related to establishing limitations on the use of
NOLs. In addition, there are uncertainties as to the ability to transfer those losses from the Parent:
Due to these uncertalntles management reached the conclusion that it was not likely that such NOL
carryforwards \ylll be utilized. Subsequelnt to July 1, 2004, it was determined that the losses could not
be transferred; ,therefore, the deferred tax assets in respect of the Parent’s NOL carryforwards and the
valuation allowance relating to such deferred tax assets were removed.

The total amount of undistributed tlearmngs of foreign subsidiaries for income.tax purposes was
approximately $78.0 million at December 31, 2006. It is the Company’s intention to reinvest
undistributed earnings of its foreign sub51dlarles and thereby indefinitely postpone their remittance.
Accordingly, no provision has been made for foreign withholding taxes or U.S. income taxes which
may become payable if undistributed earmngs of foreign subsidiaries were paid as dividends to the
Company. The additional taxes on that portlon of undistributed earnings which is available for
dividends are not practicably determmalble

+

Tax benefits in the U.S. ;

The u. S. federal government encourages production of electricity from geothermal resources
through certain tax subsidies. The Company is permitted to claim in its consolidated federal tax
returns either an investment tax credit for approx1mately 10% of the cost of each new geothermal
power plant or “iproduction tax credlts” which in 2006 were 1.9 cents per kWh and is adjusted
annually for inflation, on the first ten yéars of electricity output, under the Energy Policy Act of 2005
that became law on August 8, 2005. (PI‘TOdl.lCtIOD tax credits can only be claimed on new plants put
into service between October 23, 2004 and December 31, 2008.) The Company, as the owner of any
project that would be put in service during the period ending December 31, 2008, has to choose
between the production tax credit and the investment tax credit.

Certain of the Company’s power purchase agreements that were in effect as of December 31,
2006 provide that all or a portion of tht:E production tax credits are to be shared with the utility once
they are monetized from the federal government. The Company has the ability to elect investment tax
credits rather than production tax credits in its federal tax returns. Given the existing power purchase
agreements, the Company would be economically compelled to elect investment tax credits for certain
facilities thereby eliminating any amounts that would be due to the utilities under the production tax
credit sharing arrangement. As such, the Company has not deferred revenue for such arrangements.
The Company is in the process of nego}tlatmg the elimination of the production tax credit sharing
provisions in exchange for a prospective reduction in the energy rate. Subsequent to December 31,
2006, the Company finalized one such amendment. Based upon negotiations to date and the
expectations of the Company, the Company believes it is likely that the remaining power purchase
agreements will be similarly modified. As a result, the Company has not anticipated the investment
tax credits for purposes of its 2006 tax prov1sxon

|

Income taxes related to foreign operations

The Philippines — From OLCL’s 1nceptlon in 1996 to September 2003, OLCL, an 80% owned
subsidiary (which was deconsolidated as of April 1, 2004) with operations in the Philippines, had an
income tax holiday. Subsequent to September 2003, OLCL is subject to the Philippines regular
corporate income tax rate of 32%, .

Guatemala — The enacted tax rate is 319%. The Company was granted a benefit under a law
which promotes development of renewable power sources. The law allows the Company to reduce the
investment made in its geothermal project from income tax payable, which brings the effective tax
rate 1o zero. k
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Israel — The Company’s operatlons in Israel through OSL are taxed }at the regular corporate tax
rate of 36% in 2003, 35% in 2004, 34% in 2005, 31% in 2006, 29% in 2007,‘27% in 2008; 26% in 2009
and 25% in 2010 and thereafter. OSL received from Israel’s Investment Center “Approvcd Enterprlse
status under Israel’s Law for Encouragement of Capital Investments, 1959|(the “Investment Law™),
with respect to two of its investment programs. One such approval was recelved in 1996 and the other
was received in May 2004. In respect of the approval from 1996, OSL has utilized all the tax benefits
it was entitled to. Recently, due to a broad legislative amendment in the Investment Law, OSL
replaced the certificate approval received in May 2004 from Israel’s. Investment Center with a ruling
from the Israeli Tax Authorities. The ruling was obtained in April 2006. By replacmg the certificate of
approval with a ruling, OSL maximized the tax benefits it is entitled to under the Investment Law. As
an Approved Enterprise and according to the ruling, OSL was exempt from Israeli income taxes with
respect to income derived from the approved investment for the years 2004 and 2005 and thereafter
such income is subject to reduced Israeli income tax rates of 25% for an addltlonal five years. These
benefits are subject to certain conditions set forth in the ruling, including among other things, that all
transactions between OSL and its affiliates are at arms length, and that thcl: management and control
of OSL will be from Israel during the whole period of the tax benefits. A change in control should be
reported to the Israeli Tax Authorities in order to maintain the tax beneﬁt's In addition, as an
industrial company, OSL is entitled to accelerated deprecnauon on equnpment used for its industnal
activities. ;

Other significant foreign countries — The Company’s operations in Nti’caragua and Kenya are
taxed at the rates of 25% and 37.5%, respectively. !

NOTE 15 — BUSINESS SEGMENTS ' ?

The Company has two reporting segments that are aggregated based on similar products, market
and operating factors: electricity and products segments. Such segments aré managed and reported
separately as each offers different products and serves different markets. The electricity segment is
engaged in the sale of electricity pursuant to power purchase agreements. (tI'he products segment is
engaged in the manufacture, including design and development, of turbine;§ and power units for the
supply of electrical energy and in the associated construction of power plants utilizing the power units
manufactured by the Company to supply energy from geothermal fields an{d other alternative energy
sources. Transfer prices between the operating segments were determinedion current market values or
cost plus markup of the seller’s business segment. !

1
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Summarized ﬁnanc1al information concernmg the Company’s reportable segments is shown in the

foliowmg tables:sil.
3 _ : Electricity Products Consolidated -
v i , (dollars in thousands)

Year Ended December 31, 2006

- Net revenués from external customers................. $ 195,483 $73,454 § 268,937

Intersegment revenues......... ' ...................... — 45520 45,520
' Depreclatlon and amortization expense ............. . 42,787 665 43,452

Operating i 1ncome ............. ! .................. e 50,314 11,614 61,928

Segment assets at yearend™® ... ........ o i iiienn 1,104,326 55,776 1,160,102

Expenditures for long-lived assets. . ................... 185,983 1,825 187,808

" *Including unconsolidated invéstments. .............. 37,207 — —
Year Ended December 31, 2005 _

. - . Net revenues from external customers . ................ $ 177369 $60,623 § 237,992
Intersegment revenues. ... ..... * ...................... — 52,679 52,679
Depreciation and amortization expense ................ 39,557 629 40,186
Operating income............. L e e et e 56,831 7,078 63,909
Segment assets at yearend*...).... ... .. ... 864,968 49512 914,480
Expenditures for long-lived assets..................... 112,990 3,759 116,749

*Inciuding unconsolidated investments............... 47,235 — —

Year Ended December 31, 2004 '

Net revenues from external customers................. $ 158,831 $60,399 § 219,230
Intersegment revenues. ... .... .' ...................... — 13,045 13,045
Depreciation and amortization expense ................ 34,806 665 3541
Operating income . ........... .‘ ...................... 55,895 6,549 62,444
Segment assets at year end* ... L ................ e 812,816 37,272 850,088
Expenditures for long-lived assets . .................... 213,255 817 214,072

*Including unconsolidated invtestments ............... 48,818 — —

Reconciling information between réportable segments and the Company’s consolidated totals is
shown in the following table:
Year Ended December 31,
2006 2005 2004
(dollars in thousands)

|
|
Revenues: : L |
!

Total segmem FTEVENUES. . .. vvv e it iiier i iainenes $268,937 $237,992  §219,230
Intersegment reVeNUES ... ... qeevrenvnnnirnnennns 45,520 52,679 13,045
Elimination of intersegment revenues ............... (45,520  (52,679)  (13,045)

Total consolidated revenues. : .................... $268,937. $237992  $219,230

! k]
Operating income: :

Operating income............. L $ 61,928 $ 63909 § 62444
Interest expense, net.......... ! .................... (24401)  (51,009)  (41,469)
Non-operating income (expense) and other, net ...... (10) 73 (34

Total consolidated income befiore income taxes,
minority interest, and equity in income of
INVESLEES. . v vinevneerins L $ 37517 $ 12973 $ 20,941
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The Company sells electricity and products for power plants and otﬂers mainly to:the
geographical areas according to location of the customers as detailed be!ow The following tables
present. certam data by geographic area: J

Year Ended December 31,

i 2006 | 2005 .o 2004

oo R (dollars in thousands)

-Revenues from external customers attributable to:(" ) REE
North'America. .. ..............covniiian.... ... $191819  §170,002° $137,124
Pacific Rim ...... ... ... ... ... ..o 7,952 10,646 . 50,362
Latin America. ..o oot iea it i 23, 353 13,741 13,548
Africa............ PP e e 10, 636 10,553 . 10,142
Far Bast. .. .t it i e it e e iaenernanns 6, 174 1,127 . 4,569
BUrOpe . . ' 29, 003 31,823 . 3485
Contsolidated- total ... ‘ $268,935 $237.992 - $219,230

™ Revenues as reported in the geographic area in which they originate.
Yéar Ended December 31,

Ty

_ 2006 | 2005 - . 2004
: ' . (dollars in thousands)
Long-lived assets {primarily power plants and related ]‘ N
assets) located in: ' 4‘ L
NOMth AMETICA . o o ottt et et e eeinnns $697,928  $590,365 . .$509,037 .
Latin ANETICA. o vt e e vt r st 105,332_ 38,682 @ -26938
Africa.................... e e 49,570 51,311 53,423
Far Bast...... ... i i . ) —‘: . — YA
EUIOPE . v veeeaeeaeeeeenns e e 6,220 5,060 1,837
Consolidated total ...............oooiiiiin, $859,050  $685418  $591,806

‘ |
The followmg table presents revenues from major customers: ]
Yen: Ended December 31,

2006 2005 | 2004
: ' VRevenues' % Revenues j % Revenues %

(dollars in (dollars in (dollars in

’ . . thousands) thousands) thousands)

Revenues from major customers: .

Customer AW .. ... L. $80,665 30 $85,856 36 $90,808 41
“Customer B, .................. S — 5,281 2 +31058 14
Customer CV. . cooo 34320 13 33583 | 14 .. 28298 13
Customer DY R C 40517 15 36,207 15 15,470 7

:

i - R
() Revenues'reported in Electricity Segment.
i

2 Revenues reported in Products Segment.
i

E
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NOTE 16 — Tl}ANSACTIONS WITH RELATED ENTITIES

Transactions between the Company and the related entities during the years presented below and
balances as of the dates presented below, other than those disclosed elsewhere in these financial
statements, approximated: !

A ’ ’ Year Ended December 31,
I 2006 2005 2004
| ' (dollars in thousands)

Transactions

Revenues from an affiliate of the lelrent ..... PR $3503 $7959 § —
Property rental fee expense paid to:Parent ................ $ 628 § 627 § 627
Interest expense on note payable to! Parent................ $8,367 $10,635 $9,723
Guarantee fees to Parent. ... .. .. ! ...................... $ 29 § 204 § 548

provided to Parent ............ o L. $ 123 § 120 § 120

License fees to and services rendered by companies
controlled by a shareholder of the Parent ............... $ 122 § 162 § —

| December 31,
| 2006 20065
! (dollars in thousands)
I
|

Balances

Due from Orzunil ........... e $ — $153
Due from subsidiary of Parent . .................... T $120 $167
Due from affiliate of Parent . ' ..................... $566 $ —

The Company has an agreement w1th the Parent whereby, for a fee, the Parent maintains certain
standby letters of credit on behalf of the Company During the years ended December 31, 2006, 2005
and 2004, the fees under the agreement tota]ed approximately $29,000, $204,000 and $548,000,
respectively. I

The current liability due to (from) Parent at December 31, 2006 and 2005 of ($1,459.000) and
$356,000, respectively, represents the net obhgatlon resulting from ongoing operations and transactions
with the Parent and is payable from available cash flow. Interest is computed on balances greater than
60 days at LIBOR plus 1%, however not less than the change in the Israeli Consumer Price Index plus
4%, compounded quarterly, and is accrued and paid to the Parent annually.

' [

Notes payable to Parent ' :

In 2003, the Company entered into a loan agreement with the Parent, which was further amended
on September 20, 2004 (“Parent Loan Agreement”) pursuant to which the Company may borrow
from the Parent up to $150 million in one or more advances. Interest accrues on the unpaid principal
of the loan amount at a rate per annum of the Parent’s average effective interest plus 0.3% (7.5%
durmg 2004 and 2003). The principal and interest on the Parent Loan Agreement are payable in
varying amounts through the loan due date of June 2010. The outstanding balance of such loan at
December 31, 2006 and 2005 was $89,488,000 (including current portion of $31,647,000) and
$121,140,000 (including current portion of $31,647,000), respectively. As further discussed in Note 1,
on June 29, 2004, $20.0 million outstanding under the Parent Loan Agreement was converted to
1,160,714 shares of $0.001 par value common stock of the Company.

[
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In 2003, the Company entered into a NIS 240.0 million non-interest bearmg note, agreement with
the Parent. Pnnc:lpal is payable upon demand at any time after November 30, 2007, ‘but'no later than
December 30;,2009 The loan is subordinated to, all other liabilities of the Company: In.accordance
with the terms of such note, the Company will not be required to repay any amount in excess of
$50,665,000 (usmg the exchange rate existing on the date of such note). As of December 31, 2006 and
2005, the ceiling of $50,665,000 is effective. Since the note is payable upon demand at any time after
November 2007 n is presented in the balance sheet as of December 31, 2006 in current liabilities.

Future mlmmum payments under the notes payable to Parent {excluding the non- 1nterest bedrlng
note) as of December 31, 2006 are as follows: i

(dollars in
Year ending December 31: ’ thousands) .
2007, . e e . $31,647
2008, ... SOOI SRR ‘ 31,641
2009, ...\ | 16,600
2010, . e L. 9,600
: . 389,488
.
Reimburseme:nt agreement

On July 15, 2004, the Company entered into a reimbursement agreement with its Parent pursuant
to which the Company agreed to reimburse its Parent for: (i} any draws made on any standby letter of
credits issued by the Parent for the benefit of the Company; and (ii) anyfpayments made under any
guarantee provided by the Parent for the benefit of the Company. Interest on any amounts owing
pursuant to the reimbursement agreement is payable at a rate per annum equal to the Parent’s

average effective cost of funds plus 0.3% in U.S. dollars (see Note 16). fl

Registration ﬁghts agreement

Prior to- tbe closing of the Company’s initial public offering in November 2004, the Company and
the Parent entered into a registration rights agreement pursuant to whichl the Parent may require the
Company to reglster its common stock for sale on Form S-1 or Form S 3& The Company also agreed
to pay all expenses that result from the registration of the Companys common stock under the
registration rights agreement, other than underwriting commissions for such shares and taxes. The
Company has'also agreed to indemnify the parent, its directors, officer arﬁd employees against liability
that may result from their sale of the Company’s common stock, including Securities Act liabilities.

1
NOTE 17 — EMPLOYEE BENEFIT PLAN { .

4061(k) Plan

On July 1 2002 the Company established a 401(k) Plan (the “Plan”} for the benefit of its U.S.
employees Employees of the Company and its U.S. subsidiaries who have completed one year of
service or who had one year of service upon establishment of the Plan are chglblc to participate in the
Plan. Conmbutlons are made by employees through pretax deductions up to 60% of their annual
salary. Contributions made by the Company are matched up to a maxlmum ‘of 2% of the employee’s
annual salary. .The Company’s contributions to the Plan were $249,000, $228, 000 and $185,000 for the
years ended December 31, 2006, 2005 and 2004, respectwely

Severance plan
The Company, through OSL, provides limited non-pension benefits to all current employees in
Israel who are entitled to benefits in the event of termination or retirement in accordance with the

!
1
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Israeli Government sponsored programs. ll"hese: plans generally obligate the Company to pay one
month’s salary per year of service to employees in the event of involuntary termination. There is no
limit on the number of years of service 1n'calculatlon of the benefit obligation. The liabilities for these
plans are accounted for under the gu1dance of EITF Issue No. 88-1, Determination of Vested Benefit
Obligation for a Defined Benefit Pension Plan, using what is commonly referred to as the “shut down’
method, where a company records the unglscounted obligation as if it were payable at each balance
sheel date. Such liabilities have been presented on the balance sheet as “Liabilities for severance
pay”. The Company has an obligation to partlally fund the liabilities through regular deposits in
pension funds and severance pay funds. The amounts funded amounted to $12,534,000 and $10,567,000
at December 31, 2006 and 2005, respectivlely, of which $10,981,000 and $9,201,000 respectively, were
restricted, and have been presented on the balance sheet as part of “Deposits and other”. The
severance pay liability covered by the pension funds is not reflected in the financial statements as the
severance pay risks have been irrevocably transferred to the pension funds. Under the Israeli
severance pay law, restricted funds may nPt be withdrawn or pledged until the respective severance
pay obligations have been met. As allowed under the program, earnings from the investment are used
to offset severance pay costs. Severance pay expenses for the years ended December 31, 2006, 2005
and 2004 were $2,454,000, $771,000 and $537,000, respectively, which includes income (loss) amounting
to $1,095,000, $(302,000) and $(122,000), respectively, generated from the regular deposits and
amounts accrued in severance funds.

'y

The Company expects the severance pay contributions in 2007 to be approximately $1.2 million.

The Company expects to pay the followmg future benefits to its employees upon their reaching
normal retirement age:

I {dollars in

Year ending December 31; o thousands)
2007, ..o R $ 794
2008. ...t TR 624
2009. ... e e e e CT02
2010, ..o e e L 42
2010, e L 668
20122016 . .o L 4,296

$7,126

The above amounts were determmed based on the employces’ current salary rates and the
number of years’ service that will have b?en accumulated at their retirement date. These amounts do
not include amounts that might be paid to employees that will cease working with the Company
before reaching their normal retirement age

NOTE 18 — COMMITMENTS AND C(I)NTINGENCIES

Geothermal resources . '

The Company, through its project subsidiaries in the United States, controls certain rights to
geothermal fluids through certain leases with the Bureau of Land Management (“BLM”) or through
private leases. Royalties on the utilizatio:;l of the geothermal resources are computed and paid to the
lessors as defined in the respective agreements. Rovyalties’ expense under the geothermal resource
agreements were $7,567,000, $6,910,000 and $4,716,000 for the years ended December 31, 2006, 2005

and 2004, respectively. f

Letters of credit |

In the ordinary course of business w1th customers, vendors, and lenders, the Company is
contingently liable for performance under letters of credit totaling $17.4 million and $25.4 million at
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December 31, 2006 and 2005, respectively (out of these amounts, letters|of credit totaling $0 and

$5.1 million, respectively, have been obtained by the Parent on behalf ofithe Company). Management
does not expect any material losses to result from these letters of credit because pe'rférr_nance is not
expected to I:'ne required, and, therefore, is of the opinion that the fair value of these instruments is

Zero. ) ll

' A
LOC Agreement

A subsidiary of the Company has a letter of credit and loan agreerr;ent (“LOC Agreement”) with
Hudson United Bank (“HUB”) pursuant to which HUB agreed to issue jone or more letters of credit
for an aggregate amount of up to $15.0 million. The LOC Agreement terminates on June 30, 2007,
but is automatically extended for successive one-year periods unless noti?ce is provided by cither the
Company or HUB 1o the contrary. In the event that HUB is required t(:)i pay on a letter of credit
drawn by the beneficiary thereof, such letter of credit converts into a loan, bearing interest at 3-month
LIBOR plus 4.0%, to be repaid in equal installments at the end of each:tof the next four quarters.
There are various restrictive covenants in the LOC Agreement, which include maintaining certain
levels of tangible net worth, leverage ratio, and minimum coverage ratic;)}. Management believes that at
December 31, 2006, the Company was in compliance with the covenants|under the LOC Agreement.

As of December 31, 2006 and 2005, no letters of credit were outstanding under the LOC Agreement.
|
|

On February 15, 2006, a subsidiary of the Company entered into a $25.0 million credit agreement
(“Credit Agreement”) with Union Bank of California (“UBOC”}. Undér the Credit Agreement, the
Company can request extensions of credit in the form of loans and/or lh:e issuance of one or more
letters of credit. UBOC is currently the sole lender and issuing bank under the Credit Agreement, but
is also designated as an administrative agent on behalf of banks that mz‘g'y, from time to time in the
future, join the Credit Agreement as parties thereto. In connection withithis transaction, the Company
has entered into a guarantee in favor of the administrative agent for the benefit of the banks, pursuant
to which the' Company agreed to guarantee the subsidiary’s obligations under the Credit
Agreement. The subsidiary’s obligations under the Credit Agreement are otherwise unsecured by any
of its (or any of its subsidiaries’) assets. There are various restrictive co'\%enants under the Credit
Agreement, which include maintaining certain levels of tangible net woF'th, leverage ratio, minimum
coverage ratio, and a distribution coverage ratio. In addition, there are restrictions on dividend
distributions'in the event of a payment default or noncompliance with such ratios. Management
believes that as of December 31, 2006, the Company was in compliancej \with the covenants under the
Credit Agreement. As of December 31, 2006, three letters of credit with an aggregated stated amount
of $21.9 million were issued and outstanding under the Credit Agreemej'nt. :

Credit Agreement

Restrictive covenants |

The Company entered into cerlain agreements with Israeli Banks lzmder which the Company and
its Israeli subsidiary, Ormat Systems Ltd., have agreed to certain negative covenants, including, but
not limited to, a prohibition on: (i) creating any floating charge or any permanent pledge, charge or
lien over the Company’s assets without obtaining the prior written appr'(')val of the lender;

(ii) guaranteeing the liabilities of any third party without obtaining the prior written approval of the
lender; and (iii) selling, assigning, transferring, conveying or disposing of all or substantially all of the
Company’s assets. In some cases, the Company and Ormat Systems Ltd! have agreed to maintain
certain financial ratios such as a debt service coverage ratio and a debt;to equity ratio. The Company
does not expect that these covenants or ratios, which apply 1o the Com’f)any on a consolidated basis,
will materially limit its ability to execute its future business plans or operations. The failure to perform
or observe any of the covenants set forth in such agreements, subject té various cure periods, would
result in the occurrence of an event of default and would enable the leniders to accelerate all amounts
due under each such agreement. '
!
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1

Grants and royalues ! ' ' ' - K

I

The Company, through OSL, has hlstorlcally, through December 31, 2003, requested and recewed .
grants for research.and development from ‘the Office of the Chief Sc1entlst of the Israeli Government.
OSL is required to pay royalties to the Israell Government at a rate of 3.5% to 5.0% of the revenues
derived from products and services developed using such grants, and amounted to $0, $1,342,000 and
$1,833,000 for the years ended December 31 2006, 2005 and 2004, respectively. The Company is not .,
liable for royalties-if the Company. does not sell the respective products. Such royalties are capped at .
the amount of the grants received plus mterest at LIBOR. The cap at December 31, 2006 and 2005,
amounted to $1,138,000 and $4,723,000, respectlvely, of which approximately $277 000 and $244,000 of
the cap, respectlvely, increases based on the LIBOR rate, as defined. . :

In addition, OSL is obligated to pay royalties to an unaffiliated entity at 2% of its domestic sales
up to a cumulative amount of $9.25 millior’lz and royalties at a rate of 0.2% of revenues on the next
$5.4 million related to a certain technology that is not currently being utilized. However, no royalties
will be paid after 30 years have elapsed fr(:)m the completion of the related project. OSL has not ‘
derived any revenues from this technology, to date, nor have any royalties been paid to date.

I
]
i

The Company has employment agreements with four of its senior executive officers, the terms of
which expire at various times through June 2008. Such agreements provide for monthly or annual base
salary amounts, as well as for bonus and other benefits. The aggregate commitment for future salaries
at December 31,-2006, excluding bonuses and benefits, was approximately $0.8 million. :

Employment agre'ements

Three of such executives are also entltled to change in control payments, whereby, if w1thm three
years following the occurrence of a change} in control, the Company terminates the employee or the
employee terminates his or her employment for good reason, as defined, or if, within 180 days
following a change in control, the employee terminates his or her employment, the Company is
required to pay 24 months of such employee s monthly base salary at the time of the change in
control, plus unpaid and accrued base salary and bonuses. The aggregate of 24 months of these
executive’s base salary, excluding bonuses and benefits, as of December 31, 2006 approx1mated

$0.9 million. :

Contingencies

Steamboat Geothermal LLC (“SG”) a wholly owned subsidiary, is a party to a litigation related
to a dispute over amounts owed to the plal'ntlffs under certain gperating agreements. On
December 31, 2005 and January 9, 2006, SG entered into a sales, settlement and release agreement
and an assignment agreement, respectively,| with an assignee of 37% of one of the plaintiffs’ right to
net operating revenues, whereby SG was assigned such 37% of the net operating revenues of
Steamboat 1 in partial settlement of the dispute with such plaintiff. The case is scheduled for
mediation on April 10-11, 2007. The Company believes that any outcome of the dispute with regard to
the remaining claims will not have a material impact on the Company’s results of operations.

One of the Company’s U.S. Subsidiariés is a party to a third-party complainl originally filed on
November 15, 2005 by Lacy M. Henry and Judy B. Henry (the “Henrys”) in a bankruptcy proceeding
in the United States Bankruptcy Court for the Eastern District of North Carolina. The Henrys are
debtors in a Chapter 11 bankruptcy filed i m the Bankruptcy Court. The Henrys were the sole
shareholders of MPS Generation, Inc. (“MPSG”) The Company entered into a supply contract with
MPSG dated as of December 29, 2003, under which the Company was retained as a subcontractor to
produce four waste heat energy converters 'for a project for which MPSG had entered into a contract
with Basin Electric Power Cooperative (“Basin”). Basin filed a lawsuit on February 24, 2005 against,
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among others, MPSG and the Henrys in the United States District Court-for the District of North
Dakota, alleging various causes of action including breach of contract, actual and constructive fraud,
and conversion, and demanding the piercing of MPSG’s corporate veil to, Iestabhsh the -personal
liability of the Henrys for MPSG’s debts. On September 15, 2005, Basin ﬁled a complaint commencing
the bankruptcy adversary proceeding, seeking a determination that the clalms which Basin alleged
against the Henrys in the North Dakota lawsuit were not dischargeable. On November 15, 2005, the
Henrys answered Basin’s complaint in the bankruptcy proceeding and also filed a third-party
complaint against the subsidiary, alleging that to the extent the Henrys are found personally liable to
Basin for MPSG’s debts, the Henrys have claims against the subsidiary for breach of contract/breach
of warranty, tortious interference with contract, unfair or deceptive trade“practlces and fraud. The
Henrys alleged damages in excess of $100 million. On December 15, 2005‘ the subsidiary filed an
answer denying the Henrys’ claims and asserting counterclaims against the Henrys. The subsidiary
filed a motion to dismiss the Hearys’ claims on January 31, 2006. On March 21, 2006, Basin filed an
Amended Complaint in the bankruptcy proceeding, consolidating the caulses of action it brought in
the North Dakota lawsuit. In their answer to Basin’s Amended Complamt the Henrys raised the same
third party claims against the subsidiary. On May 11, 2006, the Bankruptcy Court entered an order
denying the subsidiary’s motion to dismiss the Henrys’ claims against it, but staying the Henrys’
litigation against the subsidiary pending the resolution of Basin’s alter ego claims agamst the Henrys.
In its answer to Basin’s Amended Complaint, MPSG asserted third partyj claims against the subsidiary
similar to those claims raised by the chrys A trial on all issues raised |ni the bankruptcy proceeding
is scheduled to begin in September 2007 in the Bankruptcy Court. The Company believes that it has
no liability to the Henrys or to MPSG and intends to defend vngorously agamst the Henrys’ and
MPSG’s claims in the bankruptcy proceeding. Therefore, no provision is included in'the financial

statements in respect of the claim. : ,
i

Certain of the Company’s projects are subject to contested Federal Epergy Regulatory
Commission (“FERC™) rulings whereby an adverse outcome could resultiin a refund of a portion of
previous revenues and/or a reduction in future revenues from those projec';ts. The ouicome of this
matter cannot be predicted at this time. :

t

As to the dispute with SCE regarding the supply of electricity the GFM 2 and GEM 3 plants to
the Ormesa project, see Note 13. .

The Company is a defendant in various other legal and regulatory pfoceedings in the ordinary
course of business. It is the opinion of the Company’s management that the expected outcome of
these matters, individually or in the aggregate, will not have a material effect on the results of
operations and financial condition of the Company. i

|
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NOTE 19 — QUARTERLY F]NANCIAL INFORMATION (UNAUDITED) R e
T, ) | Three Months Ended . :

s, Marcl':l 31, June 30, Sept. 30, Dec. 31, March 31, June 30, Sept. 3, Deec. 31,
o ) 2005 2005 5 2008 2006 2006 2006 2006
| (dol!ars in thousands, except per share amounts)
Revenues: i
Electricity Segment f,. .. ............ $ 40.f$52 $42394 $51385 $43,138 $43733 348,767 - $56.402 $46,581
Products Segment . ... ............ 13,444 13,631 17,905 15,643 16,588 15319 21446 20,101

53.‘896 56025 69,290 58781 60321 64086 77.848. . 66,682

Cost of revenues: |

Elec@ricity"'Segment ............... 23,&512 27,791 25855 26357 26,867 30936 32319 34234
Products Segment ... ............. 10,683 11427 12073 11,053 10532 9.580 13,157  17.946
) 34,:‘295 39218 37928 37410 37,399 40,516 45476 ' 52.180
Gross margiﬁ ....... R 19,601 16807 31362 21371 22922 23570 32,372 14502
Operating expenses (income): ‘
Research and development expenses . . . 380 714 777 1,165 773 890 826 494
Seliing and marketing expenses . ...... 2,208 1,651 1.934 2,083 2,695 2,826 2410 2430
General and administrative expenses . . . 1,627 2975 3,388 4330 4 684 4404 4270 4736
Gain on sale of geothermal resource !
mights ..o e | — — — - - — — —
Operating income . ... ........0..... 13,:386 11,467 25263 13,793 14770 15450 24,866 6,842
Other income (expense): ]
Interestincome . ................. 8io 1,075 1,370 1,053 L.115 . 2,347 1,443 1,655
Interestexpense . ................. (10,I298) (9.502) (9,011) (26,506) (7.453) (7,741} (8347} (7420)
Foreign currency translation and |
transaction gain {loss) . ........... (83) 39 (1) (374) (8) (69} {933) 306
Other non-operating income . ........ ' 40 72 53 347 103 204 65 322

Income (loss) before income taxes, {
minority interest and equity in !
income of investees . ........... 3,855 3,151 17,654  (11,687) 8,527 10,191 17,094 1,705

Income tax benefit (provision} ......... (1,;480) (L,154) (6,977) 4921 (1,914)  (2,156) (4342) 2009
Minority interest in earnings of | .
subsidiaries . ... 0oL [ — — — — (571) (242) -
Equity in income of investees . . .. ... ... 1,533 2,097 1,641 1,623 . 1279 931 1,429 507
Net income (loss) .................. $ 3908 %4094 8312318 3§ (5143) $ 7892 § 8395 $13939 § 4221

Earnings {loss) per share — basic and !
diluted ........... ... .. . 00 $ 012 § 013 §$ 039 § (016) § 025 § 024 § 039 § 012

Weighted average number of
shares —basic . .................. 31,563 31,563 31,563 31,563 31,563 35105 35588 36,056

Weighted average number of i
shares —diluted . ................ 31,572 31,579 31,579 31579 31,697 35254 35609 36,175

Interest expense for the three months ended December 31, 2005 include a one-time charge of
approximately $16.6 million as a result of the prepayment on December 8, 2005 of the Beal Bank loan
(see Note 9), comprised of: (i) prepayment premium of $11.5 million associated with payment of the
Beal Bank loan, (ii) writé-off of certain deferred financing costs amounting to $4.2 million associated
with the incurrence of the Beal Bank loan and (iii) loss of $0.9 million associated with the interest
rate caps transaction described below. The tax effect of such one time charge is $6.3 million, bringing
the net effect of it to $10.3 million. I

I
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NOTE 20 — SUBSEQUENT EVENTS : : SRARNE

As described in Note 6, on January 19, 2007, the Company entered mto an Amended and
Restated Power Purchase Agreement and a Project Security Agreement, w1th KPLC, the Kenyan
parastatal electricity transmission and dustnbutlon company, with respect to Phase I of Olkaria I1I

project. ' ;

On February 27, 2007, the Companys Board of Directors declared, approved and authorized
payment of a quarterly dividend of $2.7 million ($0.07 per share) to all holders of the Company’s
issued and outstanding shares of common stock on March 21, 2007, payable on March 29, 2007,

. On February 27, 2007, the Company granted to a non-employee dlrector non-qualified stock
optmns under the 2004 Incentive Compensation Plan, to purchase 7,500 shares of common stock at an
exercise price of $38.85, which represented the fair value of the Companys common stock on such
date. Such options will expire seven years from the date of grant and w1ll vest on the first anniversary

of the date of grant.
‘ L

155 i




ORMAT LEYTE Co. L1D.
A Limited Partnership | |

Financial Statements
December 31, 2005
(With Comparatlve Unaudited Flgures
for 2006 and 2004) I

(In United States Dollars) II

Report of Independent Reglstered Public Accounting Firm
December 31, 2005

and

l
|
!
f
|
|

156

SLE e




. . ]
! % VE & CO .SyCIp Gorresueuyo & Col Wi 620 £1.0227

! ’ C HONERT B b, G001
! . AT AN TILTIC TETT MVRRLES P Lt

Tt

REPORT OF II‘QDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

E
To the Partner§ of Ormat Leyte Co. Ltd.

| _
We have audited the accompanyihg balancé sheet of Ormat Leyte Co. Ltdi.! (a Philippine limited
partnershlp) (the Partnershlp) as of December 31, 2005, and the related statements of income, changes’
in partners’ equity and cash flows for the year then ended. These financial statements are the .

I
responsibility of the Partnership’s management. Our responsnblllty is to express an opmlon on these
financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Cc|)mpany Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonaple assurance about whether the financial statements are free of material misstatement )
We were not engaged to perform an audit of the Partnership’s internal conttrol over ﬁnanc1al '
reporting. Our audlt includes consideration of internal control over ﬁnanc%?l reportmg as .a basis for
de&gnmg audltgprocedures that are appropriate in the circumstances, but not for the’ purpose of
expressing an opinion on the effectiveness of the Partnership’s internal control over financial

reporting. Accordmgly, we express no such opinion. An audit includes examlmng, on a test basis,

evidence supporting the amounts and disclosures in the financial statements, assessmg the accounting |
principles usedfand significant estimates made by management, and eva]uatmg the' overall financial -

statement presentatlon We believe that our audit provides a reasonable basis for our opinion.

In our oplmon;the financial statements referred to above present fairly, injall material respects, the

financial pOSlthIl of Ormat Leyte Co. Lid. as of December 31, 2005, and the results of its operations
and its cash flows for the year ended December 31, 2005 in conformity with USS. generally accepted
accounting principles.

¢
1

§, N .
/s! SyCip Go_rre‘is Velayo & Co.

A Member Prafctice of Ernst & Young Global
i _

Makati City, PhiIippines

March 27, 2006

SGV & Co is a member practice of Ernst & Young Global
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ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

BALANCE SHEET

.A:V S

Assets
Current Assets

[ .
Cash (Note 4)........cooiiiiiii., : ................................
Restricted cash (Notes4and 7} ....... e e e

Accounts receivable — net of allowance for doubtful debts of $698 461 in
2006 and $645,047 in 2005 .. ... Ll
Prepaid expenses ................... e e e
Due from related parties (Note 8) ... L
Deferred income tax assets — net (Note: 13y

Total Current Assets................. et et i e

Property, Plant and Equipment — net (Notes 2,6,7 and 14)

Deferred Income Tax Assets (Note 13)......... e e
Other Non- current Assets ~~ net (Note 5). L e

|
l
Liabilities and Parmers’ Equlty - ‘
Current Liabilities [

Accrued expenses (Note 12) ... .. ..l i
Income tax payable (Note 13)......... A PSP

Current portion of long-term loan payable (Notes 4, 6 and 7)

Total Current Liabilities. . ............L. ... ... .. ... e e
Long-term Loan Payable — net of current portion (Notes 4, 6 and 7) ......

Total Liabilities ..................... [ ...............................

Partners’ Equity ’
Limited Partners (Notes 7 and 9) !

LAt 34 1) 1 A

Accumulated net income ... .......... L e )

General Partner (Notes 7 and 9)

Investment ......... ..o bl
Accumulated net income .. .........., e

Other Comprehenswe Income — net of ltax {Notes 3 and 12)

Total Partners’ Eqity ...........o0iuleiiin e

See accompanying Notes to Financial Statements.
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P
December 31
2006 2005
{Unaudited)
$ 1,268,147 $ 1,316,091
3,570,920 3,781,222
1,779,104 1,725,143
183,692 154,950
. 1899 —
744,274 994,965
7,548,036  7.972,371
4239415 9,937,548
— 587,248
392,529 741,893
- $12,179,980 $19,239,060
$ 476,636 $ 490,746
495,044 512,393
3,809,828 5,079,776
4,781,508 6,082,915
— 3,809,828
4,781,508 9,892,743
158,000 395,000
5,677,283 6,988,589
5,835,283 7,383,589
42,000 105,000
1,509,153  1.857,728
1,551,153 1,962,728
12,036 —
7,398,472 9346317
$12,179,980 $19,239,060
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ORMAT LEYTE CO. LTD.

s
(A LIMITED; PARTNERSHIP) y
|
STATEMENT OF INCOME ‘o1
l ] Years Ended December 31
: 2006 || 2005 _ 2004
! (Unaudited)l (Unaudited)

Operatmg Revenue {Notes 2 and 14) ....................

Costs and Expenses
Costs of power plants operatlons (includes cost of services
rendered by rélated parties amounting to $219,000 in

2006, $207, 273 in 2005 and $186,000 in 2004)

~ (Notes 6, 8,10 and 14). ...
General and admmlstratlve expenses (includes cost of

services rendered by a related party amountmg to

$99,000 in 2006 "$87,273 in 2005 and $78,000 in 2004)

(Notes 8 an‘d 1) e

3 ,
Recovery From Insurance (Note 14). ....................
Income From' Operations ..............................

Other Income (Charges) :
Interest expense and finance charges (Note 7) ............
Amortiza}ion!of capitalized credit exposure fees

(Notes 5 ar%d T
Interest income (Note 4) . ..o vvreei i
Foreign exchange ‘gain (loss) — net ...... P
Gain from noln—nionetary exchange of fixed assets.........

Income Befm;e Tax.......... e R
Income Tax EExpensg (Note 13) o
L0013y 13 1) (U RO
Deferred. .. o e e e e

) ! '
Net Income ! ........................................

Allocation ofNet Income
Limited Partners . ...... ...t iiiiiiinninaansaeens
General Parther . .....vvutenntieaine v

i
} b
See accompanying Notes to Financial Statements.
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$13,715,296  $13,133,937 - $10,799,895

6,937,736 6,887,775 7,361,469

360,086 256,825 212,199

7297822 © 7,144600 _ 7573668
AL omgar 82189

6417474 _ 6967.178 4048119

(424,188) - (752.969)  (1,095,328)

(459,532) (459,5'3l2) (459,532)

186,286 126,103 - 34,284
90,715 . (24,677 (32,790)
13,590 — —

(593,120) (1111,075)  _(1,553,366)
5824345 5856103 _ 2,494,753

2,117,817 2132474 1,149,495
918, 909 (1,547,781) (12,325)
3,036,726 - 584693 1,137,170
$ 2,787,619 $ 5271410 § 1,357,583

$ 2,202,219 $ 4164414 $ 1,072,490
585400  1,106.996 285,093

$ 2,787,619 $ 5271410 ° § 1,357,583

|




ORMAT LEYTE CO. LTD. S : ' PR

(A LIMITED PARTNERSHIP) | Lt e e
STATEMENT OF CHANGES IN PARTNERS’ EQUITY T e e
S o Years Ended December 31
L 2006 2005 2004
. . . {Unaudited) {(Unaundited)
Limited Partners o : : ' :
Investment: . ' _
Balance at beginning of year ........................ $ 395000 1297145 § 2,853,710
Return of equity (Note 9) . .......... .. ... ... . (237,000) (902,145)  (1,556,565)
Balance at end of year. ... .. O RO 158,000 395000 _ 1297.145
Accumulated net income: + ‘ : " S
Balance at beginning of year .........0...... .. o0 6,988,589 . 5,910,457 6,028,062
Net income forthe year ........ ..., ... o . 2,202,219 - 4,164,414 .- 1,072,490
Income distribution (Note 9) .........L......o.ine. (3,513,525) (3,086,282)  (1,190,095)
‘Balance at end of year......... S 5,677,283 6,988,589 - 5,910,457
’ : ' : ‘ 5835283 7383589  7,207.602
General Partner
Investment: . '
Balance at beginning of year ......... ... ... ... ..... 105,000 344,809 ", 758,580
Return of equity (Note 9)......0.coiifneerenniiennn. (63,0000 _ (239,809) _ (413,771)
Balance atend of year.............. ...l 42,000 105,000 344,809
Accumulated net income: - ' _ )
. .Balance at beginning of year .........L...... N 1,857,728 1,571,136 .. 1,602,398
Net income for the year ............. TR 585,400 1,106,996 . 285,093
Income distribution (Note 9) ......... e, (933,975) + (820,404) (316,355)
Balance at end of year....... IEETEE AT 1,509,153 1,857,728 1,571,136

1,551,153 1,962,728 . 1,915,945

Other Comprehensive Income — Net of tax
~(Notes3and 12)...oonen.... N s 12,036 — —

Total Partners’ Equity . . ... .. [ ' ............... $ 7,398472  $97346317 § 9,123,547

T

See accompanying Notes to Financial Staterments.

't
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ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

e,

STATEMENT OF CASH FLOWS -

Cash Flows Fror'r'l Operating Activities

NELIMCOME &+ v v vttt e ettt e eees

Adjustments for:

Deprecialion . ..o ovvvnvnreeenneceetrraenenns
Deferred income tax . ........ ... oiiiiiiiiaan
Amortization of capitalized credit exposure fees . . ..
Unrealized foreign exchange loss (gain) — net .. ...
Write-off of uncollectible accounts receivable ......

Provision for separation benefits. . . ... e

Gain from non-monetary exchange of fixed assets. . .
Changes in operating assets and liabilities:

Decrease (increase) in:

Accounts receivable. . ... ... L
Prepaid expenses .......... ... oo
Due from related parties. .. .......... .. .. ...

Input value-added tax .. ............. ... ...
Increase (decrease) in:

Accrued expenses .. ... i e

Income tax payable . .. ....... ... ... ..o

Net cash provided by operating activities. ...........

Cash Flows From Investing Activities

Decrease in restrictedcash. .. ....................
Acquisitions of property, plant and equipment .......

Net cash provided by investing activities . ...........

Cash Flows From Financing Activities

Repaymentsof loan .......... ... oot

Income distributed to partners. .. ...... .. ... ..,
Return of equity to partners. . .. ..i. . vvurneeeaenenn

Cash used in financing activities. .. ................

+

Effects of Exchange Rate Changes on Cash and Cash Equivalents. . .

r i
Net Increase (Decrease) In Cash and Cash Equivalnets
Cash and Cash Equivalents at Beginning of Year .. ...

Cash and Cash Equivalents at End of Year..........
Supplemental Disclosures of Cash Flow Information
Cash paid during the year for:

[ncome taxes. . .........uuvinimmmnnnnnennien,
Interest and financing charges. . .................

See accompanying Notes to Financial Statements.
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Yea'rs Ended December 31

2006 |

2005

2004

(Unnudilejc'i)

$ 2,787,619

$ 5271410

(Unaudited)

$ 1,357,583

5,134,837 5725805 5738408
918,909 (1,547781) . (12,325)
459,532 459,532 459,532
(90,008) 7,516 (5.017)
36,918 — —
23,264 30,050 - 30,050
(13,590) _ _

|
(55,056) 934,220 (24.658)
(28,742) (23,108) 25,544
(1,899) - —
(110,168) (20,078) (16,279)
1 PR
(38,216) 34,697 68,269
(39,521) (49.279) 137,982
9583879 10822984 _ 7.759,089
i
il
210,302 199.977 224,651
(23,114) {9.615) (3417)
187,188 190,362 221,234
|
|

(SO19,776)  (5079.776)  (5,079,776)

(4,447,500) (3.906,686)  (1.506,450)
(300,000) _ (1.141.954) (1,970336)

(©827276) (10,128416) _(8.556,562)

1l
8,265 (8.232) 1213
(47,944 876,698  (575,026)
1,316,091 439,393 1,014,419
$ 1268147 5 1316091 § 439393

:
$2,157338 § 2215778 §$ 1,066,687
478,951 808,187 1,152,821

|
i
|
|




ORMAT LEYTE CO. LTD.
{A LIMITED PARTNERSHIP)
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}
NOTES TO FINANCIAL STATEMENTS
|
I

Company Information
a. Backgrmmd

Ormat Leyte Co. Ltd. (OLCL), a Phlhppme limited partnership (the Partnershlp) was registered
with the Philippine Securities and Exchange Commission (SEC) to engage in power production. It
owns and operates geothermal electrlclty-generatlng facilities in Leyte Province, Philippines for
the production and sale of electricity from geothermal resources.

R . . I
The partners in this Partnership are;,

| .
i Type of Partner Percentage of Ownership

Orleyte Company — Philippine Branch (0C) General 21.00
ocC Limited 5897
Itochu Corporation ! Limited 10.00
Electric Power Development Co., Ltd Limited 10.00
Ormat Philippines, Inc. — Phlhppme Branch '

(OPI) : } Limited : 0.03

!
The net income of the Partnership is allocated to the partners based on each partner’s respective

percentage of ownership.

OLCL is registered with the Philippilne Board of Investments as an operator of power generating
plants on a pioneer status under the,Omnibus Investments Code of 1987 (otherwise known as
Executive Qrder No. 226). As a reglstered enterprise, OLCL is entitled to certain tax and nontax
incentives under the provisions of the Code subject to certain requirements under the terms of its
registration. No incentive was availed by the Partnership in 2006, 2005 and 2004.

b. Principal Business Risks

The risks associated with the power iplams include operating risks, dependence on one customer,
Philippine National Oil Company-Energy Development Corporation (PNOC-EDC),
environmental and political risks. Operating risks include breakdown of equipment or processes
and performance of the power plants below expected levels of output or efficiency (see Note 14).

There is concentration in credit risk ‘due to dependence on one customer. If the government were
to purchase PNOC-EDC'’s property, PNOC-EDC would remain obligated under the
Build-Operate-and-Transfer (BOT) Agreement (see Note 2) to make firm payments to OLCL.
Such purchase could result in PNOC-EDC being unable to fulfill its obligations under the BOT
Agreement, which will havé material adverse effect on OLCL’s ability to service its debt
requirements. OLCL controls this rnsk by strict monitoring procedures and continuous discussions
with PNOC-EDC on matters relatmg to the BOT Agreement. Accounts receivable from
PNOC-EDC as of December 31, 2006 and 2005 amounted to $1.78 million and $1.73 million,
respectively, net of allowance for probabie losses of $0.70 million and $0.65 million, respectively.

!
BOT Agreement {

!
On February 15, 1996, OLCL entered into an Accession Undertaking in connection with the
BOT Agreement, between Ormat, Inc an affiliate company, and PNOC-EDC, a wholly-owned
subsidiary of Philippine National 011 Company, whereby Ormat, Inc. assigned to OLCL all its
rights and benefits under the BOT Agreement. The undertaking provides that OLCL shall design,
construct, own and operate four geothermal electricity-generating plants with a total contracted
capacity of 50 megawatts (MW) through the utilization of the geothermal resources of the Leyte
Geothermal Power Optimization PrOJect Area (Project).
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NOTES TO FlNANCIAL STATEMENTS ’ ' l C A
The BOT Agreement provides that OLCL shall own, operate and mamtam the power plants for
the purpose of converting the steam delivered by PNOC-EDC into electric energy, reqmred by
the National Power Corporation (NPC) in accordance with the powerlpurchase agreement
between NPC and PNOC-EDC during the cooperation period. OLCL{will bill PNOC-EDC for
the delivery of electric power and energy the amount of Capacity Fee which is .the sum of the
Fixed Operating Cost Recovery (the peso portion is payable in Phlllppme peso and the United
States (US) dollar portion is payable in US dollar), Service Fee for Return on Investment (stated
in US dollar and payable either in US dollar or Philippine peso) and Caprtal Cost Recovery
(stated and payable in US dollar); and Energy Fee computed based on an agreed formula (stated
and payable in Philippine peso), until the termination of the BOT Agreement in September 2007.
The day following the end of the cooperation period, title to the power plants shall be transferred
to PNOC-EDC, provided that PNOC-EDC has made all payments requrred pursuant to the BOT
Agreement ] . _ i if

There are four power plants in the Leyte facility namely: Mahanagdonig A, Mahanagdong B,
Tongonan and Malitbog. The power plants became operational on Sep’tember 25, 1997, except for
Malitbog which became operational on December 31, 1997. The total costs of the power plants
amounted to $56.67 million. l

b
[N

3. Summary of Significant Accounting Policies }
l
l

Basis of Preparation

The, financial statements include the ﬁnancral position, results of operatlons and cash flows of
OLCL and have been prepared in accordance with US generally accepted accountmg principles.

1
l

Use of Estimates

The preparanon of the financial statements in accordance with US generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and contingent liabilities at
the date of the financial statements and the reported amount of revenue and expenses during the
reporting period. Actual results could differ from such estimates.

Functional Currency

The functional currency of OLCL is US dollar.

In 2004 and prior years, OLCL's books of accounts were maintained ir;1: Philippine peso (P) and
were remeasured into US dollars. The resulting translation gain or loss was credited or charged to
current operations. The remeasurement method of P balances to US dollar balances was as
follows:

a. All monetary assets and liabilities denominated in P were translated into US dollars using
the balance sheet date exchange rate; |

b. Non- monetary assets such as prepaid expenses, property, plant and equipment, other
non-current assets and partners’ equity — investment account carried at historical cost, were
translated at historical exchange rates on transaction dates; the related expense accounts such
as deprecratron and amortization were also translated at historical rates; and

¢.  Other revenue, costs and expenses denominated in P were translated at the average
exchange rate for the month. l

Since January 1, 2005, OLCL has maintained its books of accounts in US dollar consistent with
its functional currency.

l
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NOTES TO FINANCIAL STATEMENTS | ol

Adoptlon of New Accounting Standard

Effective January 1, 2006, OL.CL adopted Statement of Financial Accounting Standards (SFAS)
No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.
SFAS No. 158 amends SFAS 88, Emplovers’ Accounting for Settlements and Curtailments of
Defined Benefit Pension Plan and for Termination Benefits and SFAS No. 132 (revised 2003),
Employers’ Disclosures about Penszbns and Other Postretirement Benefits. SFAS No. 158 improves
financial reporting by requiring an employer to recognize the overfunded or under funded status
of a defined benefit postretirement plan (other than a multi employer plan) as an asset or lability
in its statement of financial posmon and to recognize changes in that funded status in the year in
which the changes occur through comprehenswe incomie of a business entity or changes in
unrestricted net assets of a not-for-profit organization. This Statement also improves financial
reporting by requiring an employer]to'measure the funded status of a plan as of the date of its
year—end statement of financial posmon with limited exceptions. As allowed under the transition
provision of SFAS No. 158, gains and losses, prior service costs or credits and transition assets or
obligations that have not yet been included in separation benefits cost as of December 31 2006
are recognized as components of the ending balance of “Other comprehensive income,” net of
tax, shown in the 2006 statement of partners’ equity.

The adoption resulted in the recogrptlon of $12,036 in “Other comprehensive income,” net of tax
effect of $6,961, and a corresponding reduction in Accrued separation benefits of $18,997 as of
December 31, 2006 (see Note 12). L

Accounts Receivable - i

Accounts receivable are recognized!and carried at original invoice amount less an allowance for
any uncollectible amounts. An estimate for doubtful accounts is made when collection of the full
amount is no longer probable.

Property, Plant and Equipment |

Property, planl and equipment are carned at cost less accumulated depreciation and any
impairment in value. The cost of power plants consists of expenditures incurred in connection
with the design and construction of Fthe power plants. Cost also includes capitalized interests on
borrowed funds used to finance thefconstructlon of the power plants during the construction
period.

I
For the years ended December 31, 2006, 2005 and 2004, there was no interest capitalized.

Depreciation of the power plants islcomputed on the straight-line method over a period of

10 years, which is the cooperation period stipulated in the BOT Agreement. Depreciation of the
other property and equipment is compuled on the straight-line method over the estimated useful
lives of the assets as follows: |

Transportation equipment I 5 years
Furniture, fixtures and equipment 3 years

The cost of routine repairs and maintenance is charged to income as incurred; major
enhancements and improvements are capitalized. When property and equipment are retired or
otherwise disposed of, the cost and'accumulated deprecnatlon and impairment losses, if any, are
removed from' the accounts and any resulting gain or loss is credited or charged to current
operations. . |

Impairment of Long-lived Assets !

Long-lived assets are accounted for, in accordance with SFAS No. 144, Accounting for the
Impairment or Disposal of Long- lwed Assets. OLCL periodically evaluates its long-lived assets for
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events or changes in circumstances that might indicate that the carryin‘g amount of the assets may
not be recoverable. OLCL assesses the recoverability of the assets by qetermining whether the
amortization of such long-lived assets over their estimated useful lives can be recovered through
projected undiscounted future cash flows. The amount of impairment, 1f any, is measured based
on the fair value of the assets. Based on OLCL’ review, as of December 31, 2006 2005 and 2004,
no impairment of assets has occurred.

.i C .o

Credit exposure fees paid in relation to the term loan, included under the Other non-current
assets account in the balance sheets, are deferred and amortized over lhe term of the loan up to
July 2007 using the effective interest rate method. : ?I

Deferred Costs : ;

Cash and Cash Equivalents ‘l

OLCL considers all highly liquid investments with original maturity of three monlhs or less at the
time of purchase to be cash and cash equwalents :

Prepaid Input Value-Added Taxes '

Prepaid mput value-added taxes (VAT) represent VAT imposed on OLICL by its suppliers for the
acquisition of goods and services required under Philippine tax laws and regulations.

1
The input VAT is recognized as an asset and will be claimed as tax credits/refunds. Input taxes

. . . '
are stated at their estimated net realizable values. '
Revenue Recognition !

Pursuant to 'Emerging Issues Task Force Issue No. 01-8, Determining Whether an Arrangement
Contains a Lease, and Statement of Financial Accounting Standards (SFAS) 13, Accounting for
Leases, the arrangemen!s of the BOT Agreement should be accounted: for as an operating lease.
The BOT Agreement does not provide for any minimum payments. |

Operating revenue consists of Capacity and Energy Fees for the energy, and services supplied by
OLCL to PNOC-EDC as provided for in the BOT Agreement and revenue is recognized to the
extent that 1t is probable that the economic benefits associated with thei transaction will flow to
OLCL and the amount of revenue can be reliably measured. Capacity | Fee is the sum of the Fixed
Operating Cost Recovery, Service Fee for Return on Investment and Caplta] Cost Recovery (see
Note 2). The Capacity Fee component in OLCL’s BOT Agreement wnl} PNOC-EDC is
recognized based on the generation of electricity using the agreed formu!a in the BOT
Agreement which takes into account, among others, the nominated capacuy, contracted capacity,
outage hours and an agreed fixed rate per kilowatt hour. Energy Fee is 'recogmzed based on the
actual delivery of electricity generated and made available to PNOC- EDC in excess of the agreed
efficiency rate in converting the steam delivered by PNOC-EDC into electnc energy.

Interest on cash and restricted cash is recognized as the interest accrues computed using the
effective interest rate method. _ ]

Separation Benefits i

OLCL accrues the cost of separation benefits that the employees are enmled to receive at the
termination of the BOT Agreement computed using the projected unit. credlt method. These
benefits are unfunded. Starting December 31 2006, actuarial gains and Iosses are charged or
credited to “Other comprehensive income” in the statements of partners equity. Previously,
actuarial gains and losses are taken to income.
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|

Borrowmg Costs

Borrowing costs generally are expensed as incurred. Borrowing cost is capltahzed if it is directly
attributable to the acquisition, conétruct10n or production of a quahfymg asset. Capitalization of

. borrowing costs commences when the activities to prepare the asset are in progress and
expenditures and borrowing costs are being incurred. Borrowing costs are capitalized until the
assets are ready for their intended :use If the resulting carrying amount of the asset exceeds its
recoverable amount, an impairment loss is recorded. Borrowing costs eligible for capltallzatlon
are the interest costs recogmzed on borrowings and other obligations.

Income Taxes I,

y

OLCL accounts for corporate income taxes in accordance with SFAS No. 109, Accounting for
Income Taxes, which requires an asset and liability approach in determining income tax liabilities.
Deferred income tax assets and llabllmes are recognized for the future tax consequences

" attributable to the temporary d1fferences between the financial reporting bases of assets and
liabilities and their related tax bases Deferred income tax assets and liabilities are measured
using the tax rate expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. A valuation allowance is provided when it is
more likely than not that a portlon or all of the deferred income tax assets will not be realized in
the future. | :

Foreign Currency Transactions

|

l

Transactions i m foreign currencies are initially recorded in US dollars based on the exchange rates
prevailing at the transaction dates.’ Forengn currency-denominated monetary assets and liabilities
are translated to US dollars at exchange rates prevailing at balance sheet dates. Exchange gains
or losses arising from the translatml)n or settlement of foreign currency denominated monetary
assets and liabilities at exchange rates different from those at whlch the assets and liabilities are
initially recorded, are credited or charged to current operations. .

Impact of Recently Issned Accoummg Standards

. In June 2006, the FASB issued FASB Interpretations (FIN) No. 48, Accountmg for Uncertamty in
Income Taxes. This Interpretation clanﬁes the accounting for uncertainty in income taxes
recognized in an enterprise’s ﬁnanc1al statements in accordance with SFAS No. 109, Accounting
for Income Taxes. This mterpretatlon prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return This Interpretatlon also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. The
Interpretation is effective for the ﬁscal years beginning after December 15, 2006. OLCL is still in
the process of evaluating the 1mpact of adopting FIN No. 48 effective January 1, 2007.

In September 2006, the Financial Accounting Standards Board {(FASB) issued SFAS No. 157, Fair
Value Measurements, which prov1des guidance for using fair value to measure assets and liabilities.
It also responds to investors’ request for expanded information about the extent to which
companies measure assets and liabilities at fair value, the information used to measure fair value
and the effect of fair value measufements on earnings. It applies whenever other standards
require (or permit) assets or hablhtles to be measured at fair value. It does not expand the use of
fair value in any new circumstances. This Statement shall be effective for financial statements
issued for fiscal years beginning afiter November 15, 2007,

4. Cash and Restricted Cash

Restricted cash totalling $3.57 million and $3.78 miltion as of December 31, 2006 and 2005,
respectively, represents the cash reserves under the Credit Agreement which will be used to
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i

secure the payment of loan amortizations maturing in the succeedmg two quarters, (see Note 7).
. The balance of restricted cash is subject to distribution approvals in aclcordance With lhe Credit

Agreement . ; e

|

i .. 2006 12005

Other Non-'current Assets -
. A B

’ l . : L (Unaudued) ) ,
Deferred credit exposure fees —net (Note 7) ......... e $229 808 - $689,340
Input VAT —mnet ...... .. .. ...l 160 396 50,528
Rental deposit. .. .....vvvveeeennnernnn... e 2‘325 . 2025

ot

: l _ - ‘ - - $3921529 $741,893
Property, Plant and Equipment ' : H |

i

|

. 2006 .. 2005
) ! (Unaudiied) -
Power plants (NOtE 2) . ... eeneeeeeeeeannnein., .. 856667169  $56,667,169
Transportation equipment ................ ... 169 758 181,120
Furniture, fixtures and equipment ...................... 78}388 . 75,697
g ‘ | 56915315 56,923,986
Less accumulated depreciation. . . ... e, 52,675;900 46,986,438

E R - $ 4,239/415 $9937548
The carrying amounts of the power plants as of December 31, 2006 anld 2005 were $4.19 million
and $9.90 m:lhon respectively.

Total deprec1atlon charged to operations amounted to $5.73 mllllon both in 2006 and 2005 and
$5.74 mllhon in 2004,

Interest expense capitalized up to the completion of the power plants i in 1997 net of accumulated
depreciation of $1.73 million and $1.55 million, amounted to $0.15 mllllon and $O 33 million as of
December 31, 2006 and 2005, respectively. .

All power plants are pledged to secure the payment of the long-term loan payable (see Note 7).
1 .

. b -
Long-term Loan Payable . ]
The outslandmg long-term loan payable amounted to $3.81 million and $8.89 million as of

December 31,-2006 and 2005, respectively. The $3.81 million loan outstandmg as of-
December 31, 2006 is due in July 2007. :

In 1998, the loan payable pertained to the construction credit facility e)l(tended by a syndicate of
lenders to partlally finance the cost of construction of 50 MW power plants in Leyte Philippines.

The Export-Import Bank of the United States (Eximbank) provided a guaramee_and agreed to
re-finance the loan (i.e., conversion of this construction loan into a term loan upon completion of
the rellablhty tests on the power plants) made by the lenders under the|Credit Agreement,

The constructlon loan was converted into a term loan with Eximbank- on January 21, 1999. The
loan’s pnnmpal balance is payable in 35 equal, successive quarterly mstallments of
$1. 27 million startmg February 1, 1999 plus interest at 6.54% a year. The pnncnpal balance is
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exclusive of credit exposure fees amounting to $0.23 million and $0.69 million (net of
accumulated amortization of $3.65 lelhon and $3.19 million) as of December 31, 2006 and 2005,
respectively. The unamortized balance of credit exposure fees is included under the Other
non-current assets account in the balance sheets (see Note 5).

1
The loan is collateralized by a mortgage on OLCLs power plants, assignment of revenues and
pledge of partnership interests of OPI and OC in OLCL.

The loan agreement provides, among other terms and conditions, that, for as long as the loan
remains outstanding, OLCL is subjcct to certain negative covenants requiring prior written bank
approval for specified partnership acts which include, but are not limited to mortgage of
properties; consolidation, merger and sale of assets; declaration or payment of partnership
distributions, return of capital or redemption, retirement, purchase or acquisition of partnership
interests; entering into lease-purchase and guarantee agreements; contracting indebtedness;
forming or having any subsidiaries; granting of loans or advances; entering into any new
management CONtracts; amendment of Articles of Partnership and other organization documents,
i.e., changing its fiscal year and materlally changing the nature of its present business; and
abandonment of the Project. In addltlon the agreement provides that OLCL's equity-debt ratio
should not be less than 25:75 at any time. '
- |
8. Related Party Transactions l

Transactions with related parties are as follows:

a. Technical and managerial supf)ort services agreement with Ormat Systems Ltd. (OSL), an
affiliated company, for one year starting October 1997, renewable yearly, if not terminated
prior to renewal date, until 2007, for a monthly fee of $10,000, escalated using the indexes as
defined in the agreement (seelNote 10).

b. Operation, maintenance, general and administration support services agreement with Ormat,
Inc. — Manila Branch (OMB) an affiliate company, for a monthly service fee of $16,500 in
2006, $14,545 in 2005 and $12,000 in 2004 with the same terms as the agreement with Ol (see
Notes 10 and 11). '

c. Noninterest-bearing short-term advances by the followmg related companies for payment of
OL.CL’s expenses which remalned outstanding as of December 31, 2006: '

OMB .....ovvnn... e $1,887
OC oo, e 12
b ' $1,899

There were no outstanding amounts due to/from related parties as of December 31, 2005.

!
|
|
i
|
s
|
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: .
9. Partners’ Equity

!
a. OLCL returned equity to partners distributed in proportion to t

as follows: -
|

Date of Return of Equity : (in Millions)

l vat
1, . . .
hlEII' respecllve ‘contribution

|

f
Date of Approval of Amended

2006
Novemberi' D e s
2005 . '

b. OLCL. distributed income to partners as follows:

‘Date of Income Distribution

2006
February 7

November 9

2005

fAugust B e
‘Octobcr TR

|
- 2004
February 9

|

; 169

.....................................

August 8 L.sle e F

.................................

AUgUSt O ... L e

|| Artictes of Partnership -

June 16, 2005

! December 5,. éOOG
f
1
| June 16, 2005

May 21, 2004

B P

Amount
(in Millions)

i $145 7
il w100 -
1.10
080
_445

| 048
i 0.80
i 142

121

| 39

| 1.20,
031"
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10. Costs of Power Plants Operations

|
|
|
I (Unaudited) {(Unaudited)
!

2006 2005 2004

Depreciation (Note 6) ..........diieiiiiennn . $5,734,837 $5,725,805 $5,738,408
INSUFANGCE - ..ot oeierreeeeennn, SRR 348,220 292,792 328,666
Salarics and wages .............] L 264,561 222162 219421
Technical and managerial services l :

(NOte 8a) « oo 120,000 120000 120,000
Operations and maintenance services

(NOte 8b) ..o voeeeeneeee 99,000 87,273 66,000
Supplies and utilities. . . . SRRRRE : ............. P 95,873 150,627 161,029
Employee benefits (Note 12) .............ooiiin. 76,019 103,620 72,046
Repairs and maintenance (Note 14) ................ 60,269 47,287 536,726
OULSIAE SEIVICES . . o vt e e e e et s et inaee e eaianns 56,067 57,616 42734
OUREES -« v vee e e e e e 82,890 80,593 76,439

$6,937,736  $6,887,775 $7,361,469

11. General and Administrative Expenses
|

[ 2006 2005 2004

| (Unaudited) {Unaudited)
Professional fees . .............. b e $167,392 $ 83,308 $ 67,792
Administrative services (Note 8b)L ................. 99,000 87,273 78,000
Bad debts and losses ........... e, 36918 39767 —
Others .. ... i it e 56,776 46,477 66,407

| $360,086  $256825  $212,199

12. Separation Benefits ‘ |

OLCL has a separation benefits poltcy that entitles its employees to a separation pay upon the
termination of the BOT Agreement equivalent 10 one month of the employee’s basic salary for
every year of service for employees or a minimum of one and one fourth (1-1/4) month’s salary
for every year. of service for certam qualified employees. The separation benefits are unfunded.

Following is the movement of OLCL’s separation benefits liabilities included under the Accrued
expenses account in the balance sheets

t 2006 2005
- I (Unaudited)
Balance at beginning of year ... .[........oooiiiiiiiiian, $122,481 $ 85,604
Separation benefits cost for the year .................... 23,264 30,050
Unrecognized actuarial gain (Note 3).................... (18,997) —
Foreign exchange loss (gain) ... : ....................... ' 10,342 6,827
Balance at end of year.......... T e $137,090 $122 481

t
. . . ) . .

The unrecognized actuarial gain in 2006, net of tax effect, was credited to other comprehensive
income (see Note 3). I
|
|
l
!
|
|
|
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|

The principal assumptions used in determining the separation benefits liabilities as follows:
2006 2005 2004
; (Unauodited) {Unaudited)
Discountrate...........oooiiiiiiiiiiniu., 5.55% 9.04%:: 11.67%
Annual salary inCreases ..........c..ovevinmnnnnn.. 8.00% 7.00%-8.00% - 5.00%
M o B
Income Taxes l
Defefred income tax assets relate to the following: !
: 2006 . 2005
(U‘naudited)
Deferred income tax assets — current: |
Unrealized foreign éxchange loss on current portion of : '
long-term loan ................ .ol $525,458 $ 814,156
Allowance for doubtful debts......................... ' 244,461 '+ 225,766
Unrealized foreign exchange losses on current monetary :
13 11 P 1,29,551 102,041
Accrued separation benefits and others ... ............. 189 265 78,768
} ' | 988,735 1,220,731
Less valuation allowance.................c.ccviinnn... 244,461 225,766
Net deferred income tax assets — current. ... ........... $'j’:44,274 $ 994,965
Deferred inco'me_tax asset on unrealized foreign exchange ] ‘
loss on _long—term loan ..o e $' — $ 587,248

b.  The provmsxon for income tax — deferred consists of the following:

2006 “ 2004

E . (Unaudited) | (Unsudited)
Net changes in temporary differences............... $812,282 'S 559, 132 $ 692,642
Unrealized foreign exchange loss (gain)............. 87,932 I 1,952 (51)
Changes in valuation allowance .......... S 18,695 | (2,108,865) (704,916}

$918,909 (3 1,547.781) §_1235)

1

In 2004 based on the then position of the tax authorities on the {tax treatment of foreign
exchange differentials by taxpayers adopting the use of functmnal currency other than the
Philippine peso financial statements, it was considered unlikely that the related temporary
difference would be deductible against future taxable income. Thus a valuation allowance
amounting to $1,369,898 was provided on the deferred income tax asset relatmg to unrealized
forelgn exchange loss on the long-term loan in 2004. However, 1n 2005, the tax authorities
changed their earlier position which rendered the temporary dnfference to-be deductible
agamst future taxable profits. Consequently, the valuation allowarnce on thé-deferred income
tax asset in 2004 was reversed in 2005. . l

‘The reconcﬂlanons of the income tax expense computed by applymg the statutory income tax
rates to the income before income tax and the i income tax expens'e as shown in the

statemcnts of income is summanzed as follows:
. j )

i
|
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i

2006 2005 2004
- (Unaudited) (Unaudited)
Income tax at statutory income tax rates ....... $2,038,521 $ 1,903,233 § 798321

- Additions to (reductions in) mcome tax
resulting from: ‘
Effect of using the local currency for tax

PUIPOSES +vuvvrnennnnnn. L 986,932 937,166 138,207
Changes in valuation allowance on deferred .
income tax assets......... S e 18,695 (2,108,865) (704.916)
Nondeductible expenses and others.......... (7,422) 11,967 4992
Depreciation expense related,to capitalized
foreign exchange losses. .. '............... = — 900,566
Change in income tax rate. . ; ............... — (158,808) —
Income tax expense..........:..... [, $3,036,726 § 584,693 $1,137,170

The statutory income tax rates [stood at 32% during the period up to October 31, 2005 and
was increased to 35% from November 1, 2005 (Note d). The statutory income tax rate was
32% in 2004. -

Computation of income tax expense is based on the books of accounts expressed in
Philippine peso in accordance with Philippine’ tax laws. Prior to January 1, 2005, the carrying
value of QLCL’s power plants m its books expressed in Philippine peso included
undepreciated capitalized unreallzed foreign exchange losses; the related deprec1at|on
charged 10 income was not considered a deductible tax item and was added back to “income
tax at statutory income tax rates” in the reconciliation of income tax expense. Starting on
January 1, 2005, OLCL reversefi in its books of accounts expressed in Philippine peso the
balance of undepreciated capitalized unrealized foreign exchange losses.

d. On May 24, 2005, the new Expanded Value-Added Tax (E-VAT) law was signed as Republic
Act No. 9337 or the E-VAT Act of 2005. The E-VAT law took effect on November 1, 2005
following the approval on October 19, 2005 of Revenue Regulations 16-2005 which prov1des
for the 1mplementatlon of the rules and regulations of the new E-VAT law. This provides for
the change in corporate income tax rate from 32% to 35% for the next three years effective
on November 1, 2005, and 30% starting January 1, 2009 and thereafter, among others.
OCLC’s deferred income tax assets in 2005 were measured using tax rates expected to apply
for the years when the deferred income tax assets are expected to be realized.

The E-VAT law also provides for the increase in the VAT rate from 10% to 12%, subject to
certain conditions. The i mcrease in VAT rate to 12% became effective on February 1, 2006.

14. Insurance Recnvery of the Tongonaln and Malitbog Plants

a. On July 11, 2004, the main step-up transformer of the Tongonan topping plant sustained
damage, putting this plant into! loutage condition. Upon the insurance company’s instruction,
~ OLCL procured a temporary unit located in the Philippines and on September 19, 2004, the
plant’s normal operation was restored.

OLCL filed with its insurer claim for material damage on the costs incurred related to the
damaged transformer in excess!of $50,000 and for business interruption cover.in excess of
30 days. OLCL did not recogmze a receivable from the insurer as of December 31, 2004
since the insurer did not conﬁrm the claim as of that date.

On May 26, 2005, OLCL recovlered its insurance claims and credited $850,000 to the
Recovery from insurance account in the 2005 statement of income.
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b.

)
On August 19, 2004, the generator at the Malitbog plant tripped placing the plant under the
outage condition beginning that date. On January 8, 2005, the plant‘s normal operation

resumed after the generator rotor was repaired. 1 e

OLCL filed for material damage claim on the cost of the generator repalr in excess of

$50 OPO and for business interruption cover in excess of 30 days loLcL recogmzed a
receivable of $1,200,000 as of December 31, 2004 since the msurer confirmed the claim and
made an interim payment in January 2005. In the 2004 statement of income, $821,892 was
credited to the Recovery.from insurance account for the relmbu‘rsement of loss of revenue
and $378,108 was credited to Repairs and maintenance account under Costs of power plants

" operations for the reimbursements of repair costs.

On April 13, 2005, OLCL recovered from the insurer $1,327, 841\ of which $1,200,000 was
applied against the receivable set up in 2004 and the excess amount of $127,841 was credited

15. Fair Valuoes of Financial lnstruments

instruments recognized as of December 31, 2006 and 2005:
!

to the Recovery from insurance account in the 2005 statement of income.

The following table sets forth the carrying values and estimated fair \lfalues of OLCL financial

2005

! . 2006
; Carrying Fair L Carrying Fair
VYalues Values Values ‘ Values

: _ (In Thousands) ‘ (In Thousands)
Cash .:.v....00 0 biooliooen 0 $1,268 0 0 $ 1,268 $ 1,316 $ 1,316
Restricted cash . ...... e s 3571 3571 I 3,781 3,781
Accounts receivable ... ........ 1,719 ‘1,779 ! 1,725 1,725
Long-term debt .. ..., ... . i '(3,809) (3,809) * (8,890) (8,578)

The carrying amount of cash and restricted cash approximates their falr values since these are
available for working capital and debt service requirements. The carrymg amount of accounts

receivable subject to normal credit terms, approximates its fair value.

-a.

The fair value of long-term debt as of December 31, 2006 already approximates its carrying value
since the loan is already currently payable. The fair value in 2005 was based on the net present
value of expected cash flows discounted using current interest rates, rangmg from 3.59% to 4.44%,
from szmllar debt with the same maturity and credit risk profile.

16. Other Matters

Electrlc Power Industry Reform Act

Phlhppme Republic Act No. 9136, the Electric Power Industry Reform Act of 2001
(EPIRA), and the covering Implementing Rules and Regulauons‘(IRR) provide for
51gn1ﬁcant changes in the power sector, which include among othets:

i. The unbundling of the generation, transmission, distribution and supply, and other
disposable assets of a company, including its contracts with mdependent power .

producers, and electricity rates; , { 1
DR R

ii. Creatlon of a Wholesale Electricity Spot Market; and

iii. Open and non-dlscrlmmatory access to transmission and distribution systems.

The law also requires public hstmg of not less than 15% of common shares of generation and
dlStl‘lbLlllOl’l companies within five years from the effectivity of the EPIRA. It provides cross
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ownership restrictions between t:ransmission and generation companies and between
transmission and distribution companies, and a cap of 50% of its demand that a distribution
utility is allowed to source froman associated company engaged in generation, except for
contracts entered into prior to the effectivity of the EPIRA.

b
;
|
i
[
|

There are also certain sections of the EPIRA, specifically relating to generation companies,
which provide for: (a) cap on the concentration of ownership to only 30% of the installed
capacity of the grid and/or 25% of the national installed generating capacity; and

(b) value-added tax zero-rating |of sale of generated power (see Note 13).

Based on the assessment of OLICL, it has complied with the applicable provisions of the

EPIRA and its IRR. |
|
b. Clean Air Act |
‘ .
The Clean Air Act and the related IRR contain provisions that have an impact on the

industry as a whole, and on OLCL in particular, that need to be complied with within 44
months from the effectivity date or by July 2004. Based on the initial assessment made on its
power plants’ existing facilities,|OLCL believes it complies with the provisions of the Clean

Air Act and the related IRR. |
|

c. Pending Real Property Tax Assessment

On November 25, 2005, OLCL received a formal assessment for real property tax from the
municipality of Kananga, Leyte amounting to $233,548 for the period from January 1, 2001 to
October 31, 2005. According to the BOT Agreement, PNOC-EDC shall be responsible for
the real property tax. On January 24, 2006, OLCL filed an appeal on the real property tax
assessment with the Local Board of Assessment Appeals of the Leyte Province.
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ITEM 9., CHANGES IN AND DISAGREEMENTS WITH ACCOUN’i‘ANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE |

None. |
’ : I
ITEM 9A. DISCLOSURE CONTROLS AND PROCEDURES '

1

Evaluation of Disclosure Controls :

In connection with the preparation of this Annual Report on Form 10 K, management carried out
an evaluation under the supervision and with the participation of, the Chief Executive Officer and
Chief Financial Officer, as of December 31, 2006 of the effectiveness of our disclosure controls and
procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act. Our
disclosure controls and procedures are designed to provide reasonable assurance that information
required to be, disclosed in the reports we file or submit under the Securltles Exchange Act of 1934, as
amended (the Exchange Act), is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission’s rules and forms and that such
information is aceumulated and communicated to the Company’s managemem including our Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow tlm'ely decisions regarding
required financial disclosure. Based upon, and as of the date of this evaluation, the Chief Executive
Officer and the Chief Financial Officer concluded that our disclosure confrols and procedures were

effective as of December 31, 2006 at the reasonable assurance level. ;
!

Management’s Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maiptaining adequate internal
control over financial reporting, as such term is defined under Rule 13a-15(f) promulgated under the

Securities Exchange Act of 1934, as amended. |

Internal control over financial reporting is a process designed to provide reasonable assurance
regarding the rellablllty of financial reportmg and the preparation of the Companys consolidated
financial statements for external purposes in accordance with generally accepted accounting principles.

The Company’s internal control over financial reporting includes tho_se policies and procedures
that ' !

3] pertain to the maintenance of records that, in reasonable detall accurately and fairly
reflect the transactions and dlsposmons of the assets of the Company,

(i1} prov1de reasonable assurance that transactions are recorded as necessary to permit the
preparation of the consolidated financial statements in accorde’mce with generally accepted
accounting principles, and that receipts and expenditures of tlllle Company are being made
only in accordance with appropriate authorizations of managcment and directors of the
Company; and ]

(iii) provide reasonable assurance regarding prevention or timely delectlon of unauthorized
acquisition, use or disposition of the Company’s assets that could have a material effect on
the consolidated financial statements.

Because of its inherent limitations, internal control over financial re;')lorling may not prevent or
detect misstatements. Also, projections of any evaluation of effectweness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate. :

Management, under the supervision and participation of the Chief Executlve Officer and Chief
Financial Officer, conducted an assessment of the Company’s internal control over financial reporting
as of December 31, 2006 using the criteria established in Internal Control & Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway gommlsSIOn Management’s
assessment included an evaluation of the design of the Company’s internal control over financial
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reporting and testing of the operational effectlveness of the Company’s internal control over financial
reporting. Based on such assessment, malnagement has concluded that the Company’s internal control
over financial reporting was effective as of December 31, 2006.

!

Management’s assessment of the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2006 has been audited by PncewaterhouseCoopers LLP, an independent
registered public accounting firm, as stated in their report which is presented in this Annual Report.

|
Changes in In.rema! Control Over Fina'ncial Reporting

No changes in our internal control c:!ver financial reporting, as defined in Rules 13a- 15(f) and
15d-15(f) under the Exchange Act, occurred during the period covered by this annual report that have
materially affected, or are reasonably llke]y to materially affect, our internal control over financial
reporting.

ITEM 9B. OTHER INFORMATION

None.
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ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE RECISTRANT

Information required by this Item in addition to that below is lncorporated by reference herein
from the Company’s definitive 2007 Proxy Statement. 1

Directors and Executive Officers Information i

The following table sets forth the name, age and positions of our dlrectors executive officers and
persons who are executive officers of certain of our subsidiaries who perfﬁrm policy makmg functions
for us:

Name Age P'(t)sition
Lucien Bronicki ................... 73 Chairman of the Board of Directors;
Chief Technology Ofﬁcerm '
Yehudit “Dita” Bronicki............ 65 Chief Executive Officer; "rcs'.ldcnt Director®
Yoram Bronicki.................... 40 Chief Operating Officer =~ North America;
Director 1
Joseph Tenne....................... 51 Chief Financial Officer* i
Nadav Amir....................... 56 Executive Vice PresidenE — Engineering*
Hezy Ram ......... e 57 Executive Vice President|— Business Development,
North America** :
ZviReiss .. ... il 56  Executive Vice Presidentj— Project Management*
Joseph Shiloah .................... 61 Executive Vice President|— Marketing and Sales,
Rest of the World* l|
Aaron Choresh.................... 61 Vice President — Operatlons Rest of the World and
, , Product Support*
ZviKrieger ....................... 51 Vice President — Geothg‘rmal Engineering*
Etty Rosner.................... | Vice President — Contract Administrator;
: Corporate Secretary* ! :
Conme Stechman .................. 51 Vice President

'

lndependent Dlrectors

Dan Falk ... , ..................... 62 Independent Director® |
Jacob . Worenklein................ 58 Independent Director? *
Roger W.Galé .................... 60  Independent Director(')%
Robert E. Clarke................... 64 Independent Director® ‘

*  Performs the functions described in the table, but is employed by Ormat Systems. |
**  Performs the functions described in the table, but is employed by Ormat Nevada.

) Denotes Class I'Directar — Term expiring at 2008 Annual Sharcholders Mceting. i
@ Denotes Class II Director — Term expiring at 2009 Annual Shareholders Meeting, ]
) Denotes Class 111 Director — Term expiring at 2007 Annual Sharcholders Meeting, |

Lucien Bronicki. Lucien Bronicki is the Chairman of our Board of Dlrectors a position he has
held since our inception in 1994, and has also been our Chief Technology Ofﬁcer since July 1, 2004,
Mr. Bronicki co-founded Ormat Turbines Ltd. in 1965 and is the Chalrman of the Board of Directors
of Ormat Industries Ltd., the publicly-traded successor to QOrmat Turbmes Ltd., and various of its
subsidiaries. From 1999 to April 2006, Mr. Bronicki served as the Chalrman of the Board of Directors
of OPTI Canada Inc., a company engaged in the oil sands industry in Canada in which our parent
owns an approx:mately 5% interest. From 1992 to May 2006, Mr. BromcklI was the Chairman of the
Board of Directors of Bet Shemesh Engines, a manufacturer of jet engines, and from 1997 to
May 2006, Mr. Bronicki was the Chairman of the Board of Directors of Bet Shemesh Holdings.

Mr. Bronicki was also the Chairman of the Board of Directors of Orad Hi-Tec Systems Ltd., a
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i
manufacturer of image processing systems, until the end of 2005, and was the Co-Chairman of
Orbotech Ltd., a NASDAQ-listed manufacturer of equipment for inspecting and imaging circuit
boards and display panels. Mr. Bronicki has worked in the power indistry since 1958. He is a member
of the Executive Council of the Weizmar:m Institute of Science and was the Chairman of the Israeli
Committee of the World Energy Council. Yehudit Bronicki and Lucien Bronicki are married.
Mr. Bronicki obtained a postgraduate degree in Nuclear Engineering from Conservatoire National des
Arts et Metiers, a Master of Science in Physics from Universite de Paris and a Master of Science in
Mechanical Engineering from Ecole Nationale Superieure d’Ingenieurs Arts et Metiers. In the year
2005, he received a Ph.DD. Honoris Causzlr from the Ben-Gurion University, and in 2006 from the
Weizmann Institute of Science. |

Yehudit “Dita” Bronicki, - Yehudit ‘Bronicki has been our Chief Executive Officer since
July 1, 2004, and is also a member of our Board of Directors and our President. Mrs. Bronicki has
also been the President of Ormat Systems one of our subsidiaries, since July 1, 2004. Mrs. Bronicki
was also a co-founder of Ormat Turbines Ltd. and is a member of the Board of Directors and the
General Manager {(a CEO-equivalent position) of Ormat Industries Ltd., the publicly traded successor
to Ormat Turbines Ltd., and various of i'ts subsidiaries. From 1992 to June 2005, Mrs. Bronicki was a
director of Bet Shemesh Engines, a manufacturer of jet engines. In addition, Mrs. Bronicki was a
member of the Board of Directors of QPTI Canada Inc. until May 2005 and is a member of the
Board of Orbotech Ltd., a NASDAQ-listed manufacturer of equipment for inspecting and imaging
circuit boards and display panels. From 1994 to 2001, Mrs. Bronicki was on the Advisory Board of the
Bank of Israel. Mrs. Bronicki has worked in the power industry since 1965. Yehudit Bronicki and
Lucien Bronicki are married. Mrs. Bronicki obtained a Bachelor of Arts 1n Social Sciences from
Hebrew University in 1965.

I

Yoram Bronicki. has been a member of our Board of Directors since November 12, 2004, and
has been our Chief Operating Officer, Nprth America since July 1, 2004. Mr. Bronicki is also a
member of the Board of Directors of Ormat Industries Ltd., a position he has held since 2001, and a
member of the Board of Directors of OPTI Canada Inc. From 2001 to 2004, Mr. Bronicki was Vice
President of OPTI Canada Inc.; from 1999 to 2001, he was Project Manager of Ormat Industries Ltd.
and Ormat International; from 1996 to 1999 he was Project Manager of Ormat Industries Ltd.; and
from 1995 to 1996, he was Project Engineer of Ormat Industries Ltd. Mr. Bronicki is the son of
Lucien and Yehudit Bronicki. Mr. Bronicki obtained a Bachelor of Science in Mechanical Engineering
from Tel Aviv University in 1989 and a Certlﬁcate from the Technion Institute of Management Senior
Executives Program. | : '

Joseph Tenne. Joseph Tenne has served as our Chief Financial Officer since March 9, 2005 l-rom
2003 to 2004, Mr. Tenne was the Chief Financial Officer of Treofan Germany GmbH & Co. KG, a
German company. From 1997 until 2003/ Mr. Tenne was a partner in Kesseiman & Kesselman,
Certified Public Accountants in Israel (a member firm of PricewaterhouseCoopers International
Limited). Since January 8, 2006, Mr. Tenne has also been the Chief Financial Officer of Ormat
Industries Ltd. Mr. Tenne is a member of the board of directors of AudioCodes Ltd., a :
NASDAQ-listed company. Mr. Tenne obtamed a Master of Business Administration from Tel Aviv
University in 1987 and a Bachelor of Arts in Accounting and Economics from Tel Aviv University in
1981. Mr. Tenne is also a Certified Public Accountant in Israel. :

Nadav Amir.  Nadav Amir has serv;ed as our Executive Vice President of Engineering, since
July 1, 2004, From 2001 through June 30 2004, Mr. Amir was Executive Vice President of Engineering
of Ormat Industries; from 1993 to 2001, he was Vice President of Engineering of ‘Ormat Industries
Ltd.; from 1988 to 1993, he was Manager of Engincering of Ormat Industries Ltd.; from 1984 to 1988,
he was Manager of Product Engmeermgf of Ormat Industries Ltd.; and from 1983 to 1984, he was
Manager of Research and Development of Ormat Industries. Mr. Amir obtained a Bachelor of
Science in Aeronautical Engineering from Technion Haifa in 1972.

Yeheskel (Hezy) Ram. Hezy Ram has served as our Executive Vlce President of Business
Development, North America, since January 1, 2004. From 1999 through December 31, 2003,
Mr. Ram was Vice President of Business Development of Ormat Industries Ltd. Mr. Ram obtained a
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Master of Business Administration from Hebrew University in 1978, a Master of Science in
Mechanical Engineering from Ben Gurion University in 1977 and a Bachelor of Science in Mechanical
Engineering from Ben Gurion University in 1975.

Zvi Reiss. Zvi Reiss has served as our Executive Vice President of Pro;cct Management since
July 1, 2004. From 2001 through June 30, 2004, Mr. Reiss was the Execunve Vice President of Project
Management of Ormat Industries Ltd.; from 1995 to 2000, he was Vice Pre51dent of Project
Management of Ormat Industries Ltd. and, from 1993 to 1994, he was Dlrector of Projects of Orniat
Industries Ltd:. Mr. Reiss obtained a Bachelor of Science in Mechanical Engmeenng from Ben Gurion
University in 1975. Ii

Joseph Shiloah. Joseph Shiloah has served as our Executive Vice Pi’emdent of Marketing and
Sales, Rest of the World, since July 1, 2004. From 2001 through June 30, 2004, Mr. Shiloah was the
Executive Vice President of Marketing and Sales at Ormat Industries Ltd} from 1989 to 2000, he was
Vice President of Marketing and Sales of Ormat Industries Ltd.; from 1983 to 1989, he was Vice
President of Special Projects of Ormat Turbines Ltd.; from 1984 to 1989, he was Operating Manager
of the Solar Pond project of Solmat Systems Ltd., a submdnary of Ormat Fl' urbines Ltd,; and from 1981
to 1983, he was Project Administrator of the Solar Pond power plant project of Ormat Turbines Ltd.
and Solmat Systems Ltd. Mr. Shiloah obtained a Bachelor of Arts in Economics from Hebrew
University in 1972 ' =|

Aaron Choresh. Aaron Choresh has served as our Vice President of Operations Rest of the
World and Product Support, since July 1, 2004, From 1999 through June 30 2004, Mr. Choresh was
the Vice President of Operations and Product Support of Ormat Industries Ltd.; from 1993 to 1998, he
was the Director of Operations and Product Support of Ormat Industrlesl Ltd.; from 1991 to 1992, he
was Manager of Project Engineering and Product Support; and from 1989‘ to 1990, he was Manager of
Project Engineering of Ormat Industries Ltd.. Mr. Choresh obtained a Bachelor of Science in
Electrical Engmeermg from Technion Haifa in 1982.

Zvi Kneger Zvi Krieger has served as our Vice President of Geothermal Engineering, since
July 1, 2004. From 2001 through June 30, 2004, Mr. Krieger was the Vice IPresrdenl of Geothermal
Engineering of Ormat Industries Ltd.. Mr. Krieger has been with Ormat iIndustrles Ltd. since 1981 and
served as Application Engineer, Manager of System Engincering, Dlrector of New Technologies
Business Development and Vice President of Geothermal Engineering. Mr Krieger obtained a
Bachelor of Science in Mechanical Engineering from the Technion, Israel Institute of Technology in
1980. : i

Ernty Rosner.  Etty Rosner has served as our Corporate Secretary, smce October 21, 2004.
Ms. Rosner is also the Corporate Secretary of Ormat Industries Lid., a posulon she has held since
1991, and Vice President of Contract Management of Ormat Industries Ltd a position she has held
since 1999. From 1991 to 1999, Ms. Rosner was Contract Administrator Manager and Corporate
Secretary and from 1981 to 1991, she was the Manager of the Export Department and Office
Administrative Manager. Ms. Rosner obtained a Diploma in General Management from Tel Aviv
University in 1990,

Connie Stechman. Connie Stechman has served as our Vice PreS|dent since our inception in
1994. Prior to joining Ormat Technologies, Inc., Ms. Stechman worked for an international public
accounting firm. Ms. Stechman is a Certified Public Accountant and obtdined a Bachelor of Science in
Business and Concentration Accounting from California State Unn.'ersu}l',| Sacramento, in 1977,

Dan Falk. Dan Falk has been a member of our Board of Directors since November 12, 2004,
Mr. Falk is also a member of the Board of Directors of Orbotech Ltd., Nice Systems Ltd., Attunity
Ltd., ClickSoftware Technologies Ltd., Jacada Ltd. and Nova Measuring' lnstruments Ltd., all
NASDAQ publicly traded companies. In addition, Mr. Falk serves as a member of the Board of
Directors of the following public non-US companies: Plostopil Ltd., Orad Hi-Tech Systems Ltd.,
Dmatek Litd., Netafim Ltd. and Poalim Ventures I Ltd. From 2001 to 2004 Mr. Falk was a business
consultant to several public and private companies. From 1999 to 2000, Mr Falk was Chief Operating
Officer and Chief Executive Officer of Sapiens International NV. From 1995 to 1999, Mr. Falk was an
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Executive Vice President of Orbotech Ll:d. From 1985 to 1995, Mr. Falk was Vice President of Finance
and Chief Financial Officer of Orbot Systems Ltd. and of Orbotech Ltd. Mr. Falk obtained a Master -
of Business Administration from Hebrew University in 1972 and a Bachelor of Arts in Economics and
Political Science from Hebrew Umversny in 1968. Mr. Falk is the Chair of our Audit Committee. Our
Board of Directors has determined that Mr. Falk qualifies as an Audit Committee “financial expert”
under Section 407 of the Sarbanes- Oxley Act of 2002 and Item 407(d)(5) of Regulation S-K, and is
“independent” as that term is used in Item 7(d)(3)(iv) of Regulation 14A under the Securities
Exchange Act of 1934. h

Jacob J. Worenklein. Jacob 1. Wore:nklein has been a member of our Board of Directors since
November 12, 2004, and has also served as President and Chief Executive Officer of US Power
Generating Company from 2003 to the present. From 1998 to 2003, he was Managing Director and -
Global Head of Project and Sectorial Finance for Societe Generale and, from 1996 to 1998, he was
Managing Director and Head of Project Fmance Export Finance and Commodities for the Amer:cas
for Societe Generale. Prior to joining Somete Generale in 1996, Mr. Worenklein was Managing
Director and Global Head of Project Fmance at Lehman Brothers and prior thereto was a partner
and member of the executive committee of the law firm of Milbank, Tweed, Hadley & McCloy LLP,
where he founded and headed the firm’s power and project finance practice. Mr. Worenklein served as
Adjunct Professor of Finance at New York University and is a trustee of the Committee for Economic
Development and a member of the Coun’cnl on Foreign Relations. He is a member of the Board of
Directors and Audit Committee of CDC Globeleq, an affiliate of the UK’s Commonwealth
Development Corporation. Mr. Worenklem obtained a Bachelor of Arts from Columbia College in
1970 and a Juris Doctor and Master of Business Administration from New York University in 1973,

Roger W, Gale, Ph.D. Roger W. Galle has been a member of our Board of Directors since
October 26, 2005. Between 1988 and 2000 Dr. Gale was the CEO of Washington International Energy
Group, which was sold to PHB Hagler Ballly (PHB) in 1999. In 2000, as PHB was sold to PA
Consulting, Dr. Gale held several posmons at PA Consulting until 2001, at which time he joined GF
Energy LLC as President and CEO, a posmon he still holds. In addition, Dr. Gale served as a
member of the Board of Directors of the|US Energy Association, a not-for-profit organization. On
December 1, 2005, he became a member of the Boards of Directors of The Adams Express Company
and Petroleum & Resources Corporation,(closed-end investment companies). He served on the Audit
Committee of Constellation Holdings and on the board of the parent, Constellation Energy Group
from 1996 to 2005. Dr. Gale has a Ph.D. in political science from the University of California,
Berkeley. [

Robert E Clarke. Robert F. Clarke :has been a member of our Board of Directors since
February 27, 2007. Mr. Clarke was Chairman (since September 1998) and President and Chief
Executive Officer (since January 1991) ofiHawaiian Electric Industries, Inc. (HEI), from which he
retired effective May 2006. Since June 1, 2006, Mr. Clarke has been Executive in Residence at the
Shidler College of Business at the Univer'sity of Hawaii. Mr. Clarke joined HEI in February 1987 as
Vice President of Strategic Planning and was in charge of implementing the Company’s diversification
strategy. Mr, Clarke was named HE] Group Vice President — Diversified Companies in May 1988. He
was made a director of HEI in 1989. Pnor to joining HEI, Mr. Clarke served as Senior Vice President
and Chief Financial Officer of Alexander & Baldwin and as Controller of Dillingham Corporation.
Prior to that, he worked for the Ford Mollor Company and for the Singer Company. He received his
Bachelor’s degree in economics in 1965 and his Master’s degree in finance in 1966 from the University
of California at Berkeley. Honors mclude|Ph1 Beta Kappa in 1965.

Audit Committee

We are a listed issuer, as defined in Sec 240.10A-3 of Regulation S-K, and have a separately
designated audit committee established 1n Laccordance with Section 3(a)(58)(A) of the Securities
Exchange Act of 1934, composed of 1ndependent directors as required by Section 303A.07 of the
NYSE Listed Company Manual. The members of such committee are Dan Falk (Chair), Jacob
Worenklein and Roger W. Gale, who are also independent directors of our company, as defined in
Section 303A.02 of the NYSE Listed Company Manual.
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ITEM 11. EXECUTIVE COMPENSATION

The information required under this item is incorporated by reference herein from the Company’s
definitive 2007 Proxy Statement. j

ITEM 12. SECURITY OWNERSHIP AND CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

l
The information required under this item is incorporated by reference herein from the Company’s
definitive 2007 Proxy Statement. |
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required under this item is incorporated by reference herein from the Company’s
definitive 2007 Proxy Statement. .

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES :

The information required under this item is incorporated by reference herem from the Company’s
definitive 2007 Proxy Statement. |

PART IV :

i

|
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES ANIl) REPORTS ON
FORM 8-K

(a)y (1) Llst of Financial Statements 1

See Index to Fmanc:lal Statements in Item 8 of this annual report.

(2) List of Financial Statement Schedules |
All applicable schedule information is included in our Financial [Statements in Item 8 of this
annual report.

{b) EXHIBIT INDEX ;{

Exhibit No. . Document Yy

1.1 .Underwriting Agreement, dated April 4, 2006, by and leimong the Company, Lehman
Brothers Inc., and Goldman, Sachs & Co., for themsel{}es and as representatives of the

. several underwriters named therein, incorporated by réference to Exhibit 1.1 to Ormat

Technologies, Inc.’s Current Report on Form 8-K to the Securities and Exchange

Commission on April 4, 2006. ;

i

31 Second Amended and Restated Certificate of Incorporation, incorporated by reference

to Exhibit 3.1 to Ormat Technologies, Inc. RegistratlonE Statement on Form §-1

(File No. 333-117527) to the Securities and Exchange CIommlssmn on July 20, 2004.

32 +  Second Amended and Restated By-laws, incorporated by reference to Exhibit 3.2 1o
Ormat Technologies, Inc. Registration Statement Amendment No. 2 on Form §-1
| (File No. 333-117527) to the Securities and Exchange ('Iommlssmn on October 22, 2004.

4.1 " Form of Common Share Stock Certificate, 1nc0rporated by reference to Exhibit 4.1 to
Ormat Technologies, Inc. Registration Statement on Form S-1 (File No. 333-117527) to
the Securitics and Exchange Commission on July 20, 2004

472 Form of Preferred Share Stock Certificate, 1nc0rp0rated by reference to Exhibit 4.2 to
Ormat Technologies, Inc. Registration Statement on Form S-1 (File No. 333-117527) 10
the Securities and Exchange Commission on July 20, 2004.
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Exhibit No.

Document

4.3

4.4

4.5

10.1.1

10.1.2

10.1.3

10.1.4

10.1.5

10.1.6

|
|
|
|

Form of Rights Agreement by and between Ormat Technologies, Inc. and American
Stock Transfer & Trust Company, incorporated by reference to Exhibit 4.3 to Ormat
Technologies, Inc. Registration Statement Amendment No. 2 on Form S-1 (File No.

"333-117527) to the Securities and Exchange Commission on October 22, 2004.

i .
Indenture for Senior Debt Securities, dated as of January 16, 2006, between Ormat

“Technologies, Inc. and Ul’llOll Bank of California, incorporated by reference to

Exhibit 4.2 to Ormat Technologles Inc. Registration Statement Amendment No. 1 on
Form S-3 (File No. 333- 131064) to the Securities and Exchange Commission on

January 26, 2006. |

Indenture for Subordinated Debt Securities, dated as of January 16, 2006, between
Ormat Technologies, Inc and Union Bank of California, incorporated by reference to
Exhibit 4.3 to Ormat Technologres Inc. Registration Statement Amendment No. 1 on
Form S$-3 (File No. 333-131064) to the Securities and Exchange Commission on
January 26, 2006.

Credit Facility Agreement dated September 5, 2000, between Ormat Momotombo
Power Company and Bank Hapoalim B.M., incorporated by reference to Exhibit 10.1.3
to Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form §-1
(File No. 333-117527) to the Securities and Exchange Commission on

September 28, 2004, ! '

Credit Agreement, dated as of December 18, 2003, among OrCal Geothermal Inc. and
Beal Bank, S.8.B. and the financial institutions party thereto from time to time,
incorporated by reference to Exhibit 10.1.5 to Ormat Technologies, Inc. Registration

* Statement Amendment No 1 on Form $-1 (File No. 333-117527) to the Securities and

Exchange Commission on September 28, 2004.

Credit Agreement, dated May 13, 1996, between Ormat-Leyte and Export-Import Bank
of the United States, 1ncorp0rated by reference to Exhibit 10.1.6 to Ormat
Technologies, Inc. Reglstratlon Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commission on September 28, 2004.

Indenture, dated February 13, 2004, among Ormat Funding Corp., Brady Power
Partners, Steamboat Developmenl Corp., Steamboat Geothermal LLC, OrMammath
Inc, ORNI 1 LLC, ORNI 2 LLC, ORNI 7 LLC, Ormesa LLC and Union Bank of
California, incorporated by reference to Exhibit 10.1.7 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1 (File No. 333-117527) to the
Securities and Exchange:Commission on September 28, 2004.

First Supplemental Indenture, dated May 14, 2004, among Ormat Funding Corp., Brady
Power Partners, Steamboat Development Corp., Steamboat Geothermal LLC,

+.OrMammoth Inc., ORNI 1 LLC, ORNI 2 LLC, ORNI 7 LLC, Ormesa LLC and Union

Bank of California, incorporated by reference to Exhibit 10.1.8 10 Ormat Technologies,
Inc. Registration Statemént Amendment No. 1 on Form S-1 (File No. 333-117527) to
the Securities and Exchange Commission on September 28, 2004.

Fifth Supplemental Indenture dated April 26, 2006, among Ormat Funding Corp. and
Union Bank of California, N.A., incorporated by reference to Exhibit 10.1.6 to Ormat
Technologies, Inc. Quarterly Report on Form 10-Q ( File No 001-32347) to the
Securities and Exchange :Commission on August 7, 2006.
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Exhibit No.

Document

10.1.7

10.1.8

1019

10.1.10

10.1.11

10.1.12

10.1.13

10.1.14

10.1.15

10.1.16

|
|
J
t
!
1

Loan Agreement, dated October 1, 2003, by and between Ormat Technologies,

Inc. and Ormat Industries Ltd., incorporated by reference to Exhibit 10.1.9 to Ormat
Technologies, Inc. Registration Statement Amendment l‘ﬁo 1 on Form 8-1

(File No. 333-117527) to the Securities and Exchange COl'ﬂl'l'llSSlOl'l on

September 28, 2004.

Amendment No. 1 to Loan Agreement, dated September 20, 2004, by and between
Ormat Technologies, Inc. and Ormat Industries Ltd,, mcorporated by reference to
Exhibit 10.1.10 to Ormat Technologies, Inc. Reglstratron Statement Amendment No. 1
on Form S-1 (File No. 333-117527) to the Securltres and|Exchange Commission on
September 28 2004, '

Capital Note, dated December 22, 2003, by ancl between Ormat Technologies, Inc.
and Ormat Industries Ltd., incorporated by reference to Exhibit 10.1.11 to Ormat
Technologies, Inc. Registration Statement Amendment 1\'10 1 on Form §-1

(File No. 333-117527) to the Securities and Exchange Commission on September 28,
2004. t

Amendment to Capital Note, dated September 20, 2004 by and between Ormat
Technologies, Inc. and Ormat Industries Ltd., mcorporated by reference to Exhibit
10.1.12 to Ormat Technologies, Inc. Registration Stalement Amendment No. 1 on
Form S$-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004.

Guarantce Fee Agreement, dated January 1, 1999, by and between Ormat
Technologies, Inc. and Ormat Industries Lid., mcorporated by reference to Exhibit
10.1.13 to Ormat Technologles Inc. Registration Statement Amendment No. 1 on
Form S-1 (File No, 333- 117527) to the Securities and Exchange Commission on
September 28, 2004, :

Reimbursement Agreement, dated J uly 15, 2004, by and between Ormat Technologies,
Inc. and Ormat Industries Ltd., incorporated by reference to Exhibit 10.1.14 to Ormat
Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333- 117527) to the Securities and Exchange Commlssron on September 28, 2004.

Services Agreement, dated July 15, 2004, by and belween Ormat Industries Ltd. and

- Ormat Systems Ltd., incorporated by reference to Exhlbrt 10.1.15 to Ormat

Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333-117527) to the Securrtres and Exchange Commrssron on September 28, 2004.

Letter of Credit and Loan Agreement dated June 30, 2004 by and .between Ormat
Nevada, Inc., and Hudson United Bank, incorporated by reference to Exhibit 10.1.16 to
Ormat Technologies, Inc. Registration Statement Amendment No. 2 on Form S-1 (File
No. 333-117527) to the Securities and Exchange Commtssron on October 22, 2004,

First Amendment to Letter of Credit and Loan Agreement dated June 30, 2004, by
and between Ormat Nevada, Inc., and Hudson United Bank, incorporated by reference
to Exhibit 10.1.17 to Ormat Technologies, Inc. Reglstranon Statement Amendment No.
2 on Form $-1 (File No. 333-117527) to the Securities and Exchange Commission on
October 22, 2004. | . i
Subordination Agreement, dated June 30, 2004, by and|between Ormat Technologies,
Inc. and Hudson United Bank, incorporated by reference to Exhibit 10.1.16 to Ormat
Technologies, Inc. Registration Statement Amendment 'No 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commrssron on October 22, 2004,
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Exhibit No.

Document

10.2.1

10.3.1

10.3.2

10.3.3

10.3.4

1035

10.3.6

10.3.7

10.3.8

103.9

Purchase Agreement, dlated July 15, 2004, by and between Ormat Industries Ltd. and
Ormat Systems Ltd. 1nc0rporated by reference to Exhibit 10.2.2 to Ormat
Technologies, Inc. Reglstratlon Statement on Form S-1 (File No. 333- 117527) to the
Securities and Exchange Commission on July 20, 2004.

I
Power Purchase Contract dated July 18, 1984, between Southern California Edison
Company and Repubhe Geothermal, Inc., incorporated by reference to Exhibit 10.3.1
to Ormat Technologies, ]Inc Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Exchange Commission on

‘September 28, 2004,

Amendment No. 1, to the Power Purchase Contract, dated December 23, 1988,
between Southern California Edison Company and Ormesa Geothermal, incorporated
by reference to Exhibit [10.3.2 to Ormat Technologies, Inc. Registration Statement on
Form S$-1 {File No. 333-;117527) to the Securities and Exchange Commission on

July 20, 2004. |

Power Purchase Contract, dated June 13, 1984, between Southern California Edison
Company and Ormat Systems, Inc., incorporated by reference to Exhibit 10.3.3 to
Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form S-1 (File
No. 333-117527) to the Securities and Exchange Commission on September 28, 2004.

Power Purchase and Sales Agreement, dated as of August 26, 1983, between Chevron
U.S.A. Inc. and Southern California Edison Company, incorporated by reference to
Exhibit 10.3.4 to Onnat|Technolog1es Inc. Registration Statement on Form S-1 (File
No. 333-117527) to the Securities and Exchange Commission on July 20, 2004.

| .
Amendment No. 1, to Power Purchase and Sale Agreement, dated as of

-December 11, 1984, bet\:veen Chevron U.S.A. Inc., HGC and Southern California

Edison Company, incorporated by reference to Exhibit 10.3.5 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on Form $-1 (File No. 333-117527) to
the Securities and Exchange Commission on September 28, 2004.

Settlement Agreement and Amendment No. 2, to Power Purchase Centract, dated
August 7, 1995, between HGC and Southern California Edison Company, incorporated
by reference to Exhibit 10.3.6 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form §-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004.

Power Purchase Contract dated, April 16, 1985, between Southern California Edison
Company and Second Imperlal Geothermal Company, incorporated by reference to
Exhibit 10.3.7 to OrmatiTechnologies, Inc. Registration Statement Amendment No. 1
on Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004, |

Amendment No. 1, date:d as of October 23, 1987, between Southern California Edison
Company and Second Imperial Geothermal Company, incorporated by reference to
Exhibit 10.3.8 to Ormat|Technologies, Inc. Registration Statement on Form S-1 (File
No. 333-117527) to the Securities and Exchange Commission on July 20, 2004,

Amendment No. 2, dated as of July 27, 1990, between Southern California Edison
Company and Second Imperlal Geothermal Company, incorporated by reference to
Exhibit 10.3.9 to Ormat [Technologies, Inc. Registration Statement on Form $-1 (File
No. 333-117527} to the Securities and Exchange Commission on July 20, 2004,
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Exhibit No.

I
i
Document I

10.3.10

10.3.11

10.3.12

10.3.13

10.3.14

10.3.15

10.3.16

10317

10.3.18

10.3.19

Amendment No. 3, dated as of November 24, 1992, betv.'teen Southern California
Edison Company and Second Imperial Geothermal Company, incorporated by
reference to Exhibit 10.3.10 to Ormat Technologies, Inc' Registration Statement on

‘Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on

July 20, 2004. :

I
Amended and Restated Power Purchase and Sales Agreement dated
December 2, 1986, between Mammoth Pacific and Southern California Edison

* Company, incorporated by reference 1o Exhibit 10.3.11 to Ormat Technologies, Inc.

Registration Statement Amendment No. 1 on Form S-1] (Flle No. 333-117527) to the
Securities and Exchange Commission on September 28, 2004

Amendment No. 1, to Amended and Restated Power Purchase and Sale Agreement,

- dated May 18, 1990, between Mammoth Pacific and Southern California Edison

Company, incorporated by reference to Exhibit 10.3.12 to Ormat Technologies, Inc.
Registration Statement on Form S-1 (File No. 333- 117527) to the Securities and
Exchange Commlssmn on July 20, 2004. |

Power Purchase Contract, dated April 15, 1985, between Mammoth Pacific and
Southern California Edison Company, incorporated by rleference to Exhibit 10.3.13 to
Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form S-1 (File
No. 333-117527) to the Securities and Exchange Comm15510n on September 28, 2004.

Amendment No. 1, dated as of October 27, 1989, betwden Mammoth Pacific and
Southern Callforma Edison Company, incorporated by reference to Exhibit 10.3.14 to
Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form S-1 (File
No. 333-117527) to the Securities and Exchange Comrm'ssron on September 28, 2004.

Amendment No. 2, dated as of December 20, 1989, between Mammoth Pacific and
Southern California Edison Company, incorporated by reference to Exhibit 10.3.15 to
Ormat Technologies, Inc. Registration Statement on Form S-1 (File No. 333:117527) to
the Securities and Exchange Commission on July 20, 2004

Power Purchase Contract, dated April 16, 1985, between Southern California Edison
Company and Santa Fe Geothermal, Inc. mcorporated by reference to Exhibit 10.3.16
to Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form S-1

(File No. 333-117527) to the Securities and Exchange Commlssron on

September 28, 2004,

Amendment No. 1, to Power Purchase Contract, datedI October 25, 1985, between
Southern California Edison Company and Mammoth Pacrﬁc incorporated by reference
to Exhibit 10.3.17 to Ormat Technologies, Inc. Reglstratlon Statement Amendment No.
1 on Form $-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28,.2004. |

T

Amendment No. 2, to Power Purchase Contract, dated iDecember 20, 1989, between
Southern California Edison Company and Pacific nghtmg Energy Systems,
incorporated by reference to Exhibit 10.3.18 to Ormat Technologres Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No. 3?3 -117527) to the Securities and

Exchange Commission on September 28, 2004.
r

Interconnection Facilities Agreement, dated October 20, 1989, by and between
Southern California Edison Company and Mammoth Pac1ﬁc incorporated by reference
to Exhibit 10.3.19 to Ormat Technologies, Inc. Regrstratlon Statement Amendment No.
1 on Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004.

185 |




Exhibit No.

Document

10.3.20

10.3.21

10.3.22

10.3.23

10.3.24

10.3.25

10.3.26

10.3.27

10.3.28

Interconnection Facilities Agreement, dated October 13, 1985, by and between
Southern California Edlson Company and Mammoth Pacific (II), incorporated by
reference to Exhibit 10 3.20 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on Septemlber 28, 2004.

Interconnection Facilities Agreement, dated October 20, 1989, by and between
Southern California Edlson Company and Pacific Lighting Energy Systems,
incorporated by reference to Exhibit 10.3.21 to Ormat Technologies, Inc. Registration

~* Statement Amendmentﬁ No. 1 on Form S-1 (File No. 333- 117527) to the Securities and
“"Exchange Commission on September 28, 2004.

Interconnection Agreement dated August 12, 1985, by and between Southern -
California Edison Company and Heber Geothermal Company incorporated by
reference to Exhibit 10:3.22 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form §-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004,

Plant Connection Agreement for the Heber Geothermal Plant No. 1, dated,

July 31, 1985, by and between Imperial Irrigation District and Heber Geothermal
Company incorporated by reference to Exhibit 10.3.23 to Ormat Technologies, Inc.
Registration Statement lAmendment No. 1 on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on September 28, 2004.

Piant Connection Agreement for the Second Imperial Geothermal Company Power
Plant No. 1, dated, October 27, 1992, by and between Imperial Irrigation District and

- Second Imperial Geothérmal Company incorporated by reference to Exhibit 10.3.24 to

Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form S-1 (File
No. 333-117527) to the Securrtles and Exchange Commission on September 28, 2004.

ITD-S1GC Transmtssron»Servrce Agreement for Alternative Resources, dated,
October 27, 1992, by and between Imperial Irrigation District and Second Imperial
Geothermal Company 1ncorp0rated by reference to Exhibit 10.3.25 to Ormat
Technologies, Inc. Reglstratlon Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004.

Plant Connection Agreement for the Ormesa Geothermal Plant, dated October 1, 1985,
by and between lmperlal Irrigation District and Ormesa Geothermal ircorporated by
reference to Exhibit 10. 3 26 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527} to the Securities and Exchange
Commission on Seplember 28, 2004.

Plant Connection Agreement for the Ormesa IE Geothermal Plant, dated,
October 21, 1988, by and between Imperial Irrigation District and Ormesa IE

" incorporated by reference to Exhibit 10.3.27 to Ormat Technologies, Inc. Registration

Statement Amendment No. 1 on Form 5-1 (File No. 333- 117527) to the Securities and
Exchange Commission oln September 28, 2004.

Plant Connection Agreement for the Ormesa IH Geothermal Plant, dated

October 3, 1989, by and between Imperial Irrigation District and Ormesa IH
incorporated by reference to Exhibit 10.3.28 to Ormat Technologies, Inc. Registration
Statement Amendment ll\lo. 1 on Form S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2004.

|
|
|
: 186
|
I
|




Exhibit No.

Document |

10.3.29

10.3.30

10.3.31

10.3.32

10.3.33

10.3.34

10.3.35

10.3.36

10.3.37

- Exhibit 10.3.35 to Ormat Technologies, Inc. Registration Statement Amendment No. 1

Plant Connection Agreement for the Geo East Mesa lelted Partnership Unit No. 2,

-dated, March 21, 1989, by and between Imperial lrngatlon District and Geo East Mesa

Limited Partnership incorporated by reference to Exhibit 10.3.29 to Ormat
Technologies, Inc. Registration Statement Amendment l\lfo 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commlssu)n on September 28, 2004.

Plant Connection Agreement. for the Geo East Mesa Llntlted Partnership Unit No. 3,
dated, March 21, 1989, by and between Imperial Irrigation District and Geo East Mesa
Limited Partnership incorporated by reference to Exhibit 10.3.30 to Ormat
Technologies, Inc. Registration Statement Amendment No. 1 on-Form S-1 (File No.
333-117527) to the Securities and Exchange Commlsswni on September 28, 2004.

Transmission Service Agreement for the Ormesa I, Ormlesa IE and Ormesa 1H
Geothermal Power Plants, dated, October 3, 1989, between Imperial Irrigation District
and Ormesa Geothermal incorporated by reference to Exhlblt 10.3.31 to Ormat
Technologies, Inc. Registration Statement Amendment I}Io 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commlssmn on September 28, 2004,

Transmission Service Agreement for the Geo East Mesa Limited Partnership Unit No.
2, dated, March 21, 1989, by and between Imperial Irngatlon District and Geo East
Mesa Limited Partnership incorporated by reference to:Exhibit 10.3.32 to Ormat
Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commlssmn on September 28, 2004.

‘Transmission Service Agreement for the Geo East Mesa Limited Partnership Unit No. I

3, dated, March 21, 1989, by and between Imperial Irngatton District and Geo East |
Mesa Limited Partnership incorporated by reference tolExhlblt 10.3.33 to Ormat
Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333-117527) to the Secunnes and Exchange CommlssmnI on September 28, 2004.

11D-Edison Transmlssmn Service Agreement for Alternatwe Resources, dated, ,
September 26, 1985, by and between Imperial Irrigation 1D1str1ct and Southern !
California Edison Company incorporated by reference to Exhibit 10.3.34 to Ormat
Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333- 117527) to the Securities and Exchange Commission on September 28, 2004.

Plant Amendment No. 1, to IID-Edison Transmission Serv;ce Agreement for
Alternative Resources, dated, August 25, 1987, by and btetween Imperial Irrigation
District and Southern California Edison Company mcorporated by reference to

on Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004. . !

Leyte Optimization Project BOT Agreement, dated August 4, 1995, by and between
PNOC-Energy Development Corporation and Ormat Inc. incorporated by reference to
Exhibit 10.3.36 to Ormat Technologies, Inc. Reglstrauon| Statement on Form §-1

(File No. 333-117527) to the Securities and Exchange Ccimmlssmn on July 20, 2004,

First Amendment to Leyte Optimization Project BOT Agreement dated

February 29, 1996, by and between PNOC-Energy Development Corporation and
Ormat Leyte Co. Ltd. incorporated by reference to EXhlblt 10.3.37 to Ormat
Technologies, Inc. Registration Statement on Form S-1 (Flle No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004. ll
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Document

10.3.38

10.3.39

10.3.40

10.3.41

10.3.42

10.3.43

10.3.44

10.3.45

10.3.46

|
!
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Second Amendment to‘Leyte Optimization Project BOT Agreement, dated

April 1, 1996, by and between PNOC-Energy Development Corporation and Ormat
Leyte Co. Ltd. incorporated by reference to Exhibit 10.3.38 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File No. 333-117527) to the Securities and
Exchange Commission on July 20, 2004.

Agreement AddressmgtRenewable Energy Pricing and Payment Issues, dated
June 15, 2001, by and between Second Imperial Geothermal Company QFID No. 3021
and Southern Callforma Edison Company incorporated by reference to Exhibit 10.3.39

to Ormat Technologles Inc. Registration Statement Amendment No. 1 on Form §-1
. -(File No. 333-117527) to the Securities and Exchange Commiission on

September 28, 2004.

Amendment No. 1 to Agreement Addressing Renewable Energy Pricing and Payment
Issues, dated November 30, 2001, by and between Second Imperial Geothermal
Company QFID No. 3Q21 and Southern California Edison Company incorporated by
reference to Exhibit 10:3.40 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securmes and Exchange
Commmission on September 28, 2004.

Agreement AddressmglRenewable Energy Pricing and Payment Issues, dated

June 15, 2001, by and between Heber Geothermal Company QFID No. 3001 and
Southern California Edison Company incorporated by reference 1o Exhibit 10.3.41 to
Ormat Technologies, Inic. Registration Statement Amendment No. 1 on Form $-1 (File
No. 333-117527) to the Securltles and Exchange Commission on September 28, 2004,

Amendment No. 1 to Agreement Addressing Renewable Energy Pricing and Payment

Issues, dated November 30, 2001, by and between Heber Geothermal Company QFID

No. 3001 and SoutherniCalifornia Edison Company incorporated by reference to
Exhibit 10.3.42 10 Ormat Technologies, Inc. Registration Statement Amendment No. 1
on Form §-1 (File No. 333- 117527) to the Securities and Exchange Commission on
September 28, 2004. :

Energy Services Agreement dated February 2003, by and between Imperial Irrigation
District and ORMESA; LLC incorporated by reference to Exhibit 10.3.43 to Ormat
Technologies, Inc. Reglstratmn Statement Amendment No. 1 on Form 8-1 (File No.
333-117527) to the Securities and Exchange Commission on September 28, 2004,

Purchase Power Contract dated March 24, 1986, by and between Hawaii Electric Light
Company and Thermal' Power Company incorporated by reference to Exhibit 10.3.44 to

- Ormat Technologies, [nc. Registration Statement Amendment No. 1 on Form S-1 (File

No 333-117527) to the Secuntles and Exchange Commission on- September 28, 2004.
Flrm Capacity Amendment to Purchase Power Contract, dated July 28, 1989, by and

. between Hawaii ElBClI'IJC Light Company and Puna Geothermal Venture incorporated
by reference to Exhibit 10.3.45 to Ormat Technologies, Inc. Registration Statement

Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004,

|
Amendment to Purchase Power Contract, dated October 19, 1993, by and between
Hawaii Electric Light Company and Puna Geothermal Venture incorporated by
reference to Exhibit 10.3.46 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form §-1 (File No. 333-117527) to the Securities and Exchange

Commission on September 28, 2004.
[
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Exhibit No.

i
|

Document i

10.3.47

10.3.48

10.3.49

10.4.1

10.4.2

10.4.3

10.4.4

10.4.5

104.6

Third Amendment to the Purchase Power Contract, datéd March 7, 1995, by and
between Hawaii Electric Light Company and Puna Geothermal Venture incorporated
by reference to Exhibit 10.3.47 to Ormat Technologies, lnc Registration Statement
Amendment No. 1 on Form $-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004.

Performance Agreement and Fourth Amendment to the Purchase Power Contract,
dated February 12, 1996, by and between Hawaii Electrlc Light Company and Puna
Geothermal Venture incorporated by reference to Exhlbrt 10.3.48 to Ormat
Technologies, Inc. Registration Statement Amendment No 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Commlssmn on September 28, 2004.

Agreement to Design 69 KV Transmission Lines, a Substatlon at Pohoiki, Modifications
to Substations at Puna and Kaumana, and a Temporary, 34 5 Facility to Interconnect
PGV’ Geothermal Electric Plant.with HELCO’s System Grid (Phase II and III}, dated
June 7, 1990, by and between Hawaii Electric Light Company and Puna Geothermal
Venture incorporated by reference to Exhibit 10.3.49 to, Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form §-1 (Flle No. 333-117527) to the
Securities and Exchange Commission on September 28, ‘2004

Ormesa BLM Geothermal Resources Lease CA 966 incorporated by reference to
Exhibit 10.4.1 to Ormat Technologies, Inc. ReglstratlonfStatement Amendment No. 1
on Form S-1 (File No. 333-117527) to the Securitics andl Exchange Commission on
September 28, 2004. i .

Ormesa BLM License for Electric Power Plant Site CA}24678 incorporated by
reference to Exhibit 10.4.2 to Ormat Technologies, Inc. |Reglstratlon Statement
Amendment No. 1 on Form $-1 (File No. 333-117527) to the Securities and Exchange
Commnssnon on September 28, 2004.

Geothermal Resources Mining Lease, dated February 20 1981, by and between the
State of Hawaii, as Lessor, and Kapoho Land Partnersﬁlp, as Lessee incorporated by
reference to Exhibit 10.4.3 to Ormat Technologies, Inc. Reglstratlon Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange

Commission on September 28, 2004, .

Geothermal Lease Agreement, dated October 20, 1975! by and between Ruth Walker
Cox and Betty M. Smith, as Lessor, and Gulf Oil Corporation, as Lessee incorporated
by reference to Exhibit 10.4.4 to Ormat Technologies, I!nc Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004. |

Geothermal Lease Agreement, dated August 1, 1976, b'ly and between Southern Pacific
Land Company, as Lessor, and Phillips Petroleum Company, as Lessee incorporated by
reference to Exhibit 10.4.5 to Ormat Technologies, Inc!|Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004. :

Geothermal Resources Lease, dated November 18, '1983, by and between Sierra Pacific
Power Company, as Lessor, and Geothermal Development Associates, as Lessee
incorporated by reference to Exhibit 10.4.6 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form §-1 (File No. 333 117527} to the Securities and

Exchange Commission on September 28, 2004. !
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Document

10.4.7

10.4.8

10.4.9

10.4.10

10.4.11

10.4.12

10.4.13

10.4.14

10.4.15

Lease Agreement, date!d November 1, 1969, by and between Chrisman B. Jackson and
Sharon Jackson, husband and wife, as Lessor, and Standard Oil Company of California,
as Lessee incorporated: by reference to Exhibit 10.4.7 to Ormat Technologies, Inc.
Registration Statemention Form $-1 (File No. 333-117527) to the Securities and
Exchange Commission on July 20, 2004.

Lease Agrcement, dated September 22, 1976, by and between El Toro Land. & Cattle

. Co., as Lessor, and Standard Qil Company of California, as Lessee incorporated by

reference to Exhibit 10:4.8 to Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333: 117527) to the Securities and Exchange COmIl’llSSlOl’l on
July 20, 2004. !

Lease Agreement, date;:l February 17, 1977, by and between Joseph L. Holtz, as Lessor,
and Chevron U.S.A. Inc., as Lessee incorperated by reference to Exhibit 10.4.9 to
Ormat Technologies, Inc. Registration Statement on Form S-1 (File No. 333-117527) to
the Securities and Exchange Commission on July 20, 2004.

_Lease Agreement, dated March 11, 1964, by and between John D. Jackson and Frances

Jones Jackson, also known as Frances J. Jackson, husband and wife, as Lessor, and
Standard Qil Company ‘of California, as Lessee mcorporated by reference to

Exhibit 10.4.10 to Ormat Technologies, Inc. Registration Statement on Form $-1 (File
No. 333-117527) to the Securities and Exchange Commission on July 20, 2004.

Lease Agreement, dated February 16, 1964, by and between John D. Jackson,
conservator for the estate of Aphia Jackson Wallan, as Lessor, and Standard Oil
Company of California, [as Lessee incorporated by reference to Exhibit 10.4.11 to

. Ormat Technologies, Inc Registration Statement on Form S-1 (File No. 333-117527) to

the Securities and Exchange Commission on July 20, 2004, -

Lease Agreement, dated March 17, 1964, by and between Helen S. Fugate, a widow, as
Lessor, and Standard Oil Company of California, as Lessee incorporated by reference
to Exhibit 10.4.12 to Ormat Technologies, Inc. Registration Statement Amendment No.
1 on Form $-1 (File No. i333 117527) to the Securities and Exchange Commission on
September 28, 2004. | :

Lease Agreement, dated February 16, 1964, by and between John D. Jackson and
Frances J. Jackson, husband and wife, as Lessor, and Standard Oil Company of +.
California, as Lessee mcorporated by reference to Exhibit 10.4.13 to Ormat
Technologies, Inc. Regnstranon Statement Amendment No. 1 on Form $-1 (File No.
333-117527) to the Securities and Exchange Commission on September 28, 2004.

E e
Lease Agreement, dated' February 20, 1964, by and between John A. Straub and Edith

D. Straub, also known as: John A. Straub and Edythe D. Straub, husband and wife, as
“Lessor, and Standard Oil Company of California, as Lessee incorporated by reference

to Exhibit 10.4.14 to Ormat Technologies, Inc. Registration Statement on Form S-1
(File No. 333-117527) to'|the Securities and Exchange Commission on July 20, 2004.

' Lease Agreement, dated'July 1, 1971, by and between Marie L. Gisler and Harry R.

Gisler, as Lessor, and Stdndard Oil Company of California, as Lessee incorporated by
reference to Exhibit 10.4.15 to Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on

July 20, 2004. |
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Document

10.4.16

10.4.17

10.4.18

10.4.19

10.4.20

10.4.21

10.4.22

10.4.23

'
5

Lease Agreement, dated February 28, 1964, by and between Gus Kurupas and.
Guadalupe Kurupas, husband and wife, .as Lessor, and- Standard Oil Company of

‘California, as Lessee incorporated by reference to Exhlblt 10.4.16 to Ormat

Technologies, Inc. Registration Statement on Form S$-1 (Flle No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004.

Lease Agreement, dated April 7, 1972, by and between Nowlm Partnership, as Lessor,
and Standard Oil Company of California, as Lessee mcorporated by reference to
Exhibit 10.4.17 to Ormat Technologies, Inc. Reglstratront Statement on Form S-1

(File No. 333-117527) to the Securities and Exchange Cd'rnmission on July 20, 2004.

- Geothermal Lease Agreement, dated July 18, 1979, by and between Charles K.

Corfman, an unmarried man as his sole and separate property, and Lessor, and Union
Oil Company.of California, as Lessee incorporated by reference to Exhibit 10.4.18 to
Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form §-1
(File No. 333-117527) to the Securities and Exchange Commission on

September 28, 2004. t

\
Lease Agreement, dated January 1, 1972, by and between Holly Oberly Thomson, also
known as Holly F. Oberly Thomson, also known as Holl}{ Felicia Thomson, as Lessor,
and Union Oil Company of California, as Lessee mcorporated by reference to Exhibit
10.4.19 to Ormat Technologies, Inc. Registration Statement Amendment No. 1 on Form

* §-1 (File No. 333-117527) to the Securities and Exchange Commission on

September 28, 2004, |

Lease Agreement, dated June 14, 1971, by and between =F1tzhugh Lee Brewer, Jr, a
married man as his separate property, Donna Hawk, a mamed woman as her separate
property, and Ted Draper and Helen Draper, husband and wife, as Lessor, and Union
Oil Company of California, as Lessee incorporated by reference to Exhibit 10.4.20 to
Ormat Technologies, Inc. Registration Statement Amendmem No. 1 on Form §-1
(File No. 333-117527) to the Securities and Exchange’ Commlssmn on

September 28, 2004,

Lease Agreement, dated May 13, 1971, by and between Mathew J. La Brucherie and
Jane E. La Brucherie, husband and wife, and Robert T. (D Dell and Phyllis M, O’Dell,

. husband and wife, as Lessor, and Union Qil Company of California, as Lessee

incorporated by reference to Exhibit 10.4.21 to Ormat Technologles Inc. Registration
Statement on Form S-1 {File No. 333-117527) to the Securltles and Exchange
Commission on July 20, 2004.

Lease Agreement, dated June 2, 1971, by and between Dorothy Gisler, a widow, Joan
C. Hill, and Jean C. Browning, as Lessor, and Union Oil 'Company of California, as
Lessee incorporated by reference to Exhibit 10.4.22 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form $-1 (Flle No. 333-117527) to the
Securities and Exchange Commission on September 28, %004

Geothermal Lease Agreement, dated February 15, 1977, |by and between Walter J.
Holtz, as Lessor, and Magma Energy Inc., as Lessee incorporated by reference to
Exhibit 10.4.23 to Ormat Technologies, Inc. Registration) Statement Amendment No. 1
on Form S-1 (File No. 333-117527) to the Securities and |Exchange Commission on
September 28, 2004,
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Document

10.4.24

10.4.25

10426

10.4.27

10.4.28

10.4.29

10.4.30

10.4.31

i

|
Geothermal Lease, dated August 31, 1983, by and between Magma Energy Inc.; as
Lessor, and Holt Geothermal Company, as Lessee incorporated by reference to Exhibit

' 10.4.24 to Ormat Technologics, Inc. Registration Statement Amendment No. 1 on

Form $-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004. |

-Unprotected Lease Agreement, dated July 15, 2004, by and between Ormat Industries

Ltd. and Ormat Systems Ltd. incorporated by reference to Exhibit 10.4.25 to Ormat
Technologies, Inc. Registration Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004,

'Geothermal Resourcesl Lease, dated June 27, 1988, by and between Bernice Guisti,

Judith Harvey and Karen Thompson, Trustees and Beneficiaries of the Guisti Trust, as
Lessor, and Far West Capltal Inc., as Lessee incorporated by reference to Exhibit
10.4.26 to Ormat Technologres, Inc. Registration Statement Amendment No. 1 on
Form S-1 (File No. 333 117527) to the Securities and Exchange Commission on
September 28, 2004.

Amendment to Geothermal Resources Lease, dated January, 1992, by.and between

. Bernice Guisti, Judith Harvey and Karen Thompson, Trustees and Beneficiaries of the

Guisti Trust, as Lessor, and Far West Capital, Inc., as Lessee incorporated by reference
to Exhibit 10.4.27 to Ormat Technologies, Inc. Registration Statement Amendment No.
1 on Form 8-1 (File No. 333-117527) to the Securities and Exchange Commission on
September 28, 2004.

Second Amendment tc') Geothermal Resources Lease, dated June 25, 1993, by and

' . between Bernice Gu1st1 Judith Harvey and Karen Thompson, Trustees and

Beneficiaries of the Gu1st1 Trust, as Lessor, and Far West Capital, Inc. and its Assignee,

Steamboat Deve]opment Corp., as Lessee incorporated by reference to Exhibit 10.4.28

“to Ormat Technologles Inc. Registration Statement Amendment No. 1 on Form S-1

{File No. 333-117527) to the Securities and Exchange Commission.on
September 28, 2004,

Geothermal Resources' Sublease, dated May 31, 1991, by and between Fleetwood
Corporation, as Lessorl and Far West Capital, Inc., as Lessee incorporated by reference
to Exhibit 10.4.29 to Ormat Technologies, Inc. Reglstratlon Statement Amendment No.
1 on Form $-1 (File NO. 333- 117527) to the Securities and Exchange Commission on
September 28, 2004.

KLP Lease and Agreement, dated March 1, 1981, by and between Kapoho Land
Partnership, as Lessor, |and Thermal Power Company, as Lessee incorporated by
reference to Exhibit 10 4.30 to Ormat Technologies, Inc. Registration Statement

+ Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
‘Commission on September 28, 2004.

Amendment to KLP Llease and Agreement dated July 9, 1990, by and between

Kapoho Land Partnershlp, as Lessor, and Puna Geothermal Venture, as Lessee

‘incorporated by reference to Exhibit 10.4.31 to Ormat Technologies, Inc. Registration

Statement Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and
Exchange Commission! on September 28, 2004.
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Exhibit No.

Document ]

10.4.32

10.4.33

10.4.34

10.51

10.5.2

10.5.3

10.6.1

10.6.2

10.6.3

10.7

Second Amendment to KLP Lease and Agreement, dateld December 31, 1996, by and
between Kapoho Land Partnership, as Lessor, and Puna, Geothermal Venture, as
Lessee incorporated by reference to Exhibit 10.4.32 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form §-1 (File No. 333-117527) to the
Securities and Exchange Commission on September 28, 2004,

Participation Agreement, dated May 18, 2005, by and arnong Puna Geothermal

* .Venture, SE Puna, L.L.C., Wilmjngton Trust Company, S E. Puna Lease, LL.C,, AIG

Annuity Insurance Company, American General Life Insurance Company, Allstate Life
Insurance Company and Union Bank of California, mcorlporated by reference to
Exhibit 10.4.33 to Ormat Technologies, Inc. Quarterly Report on Form 10-Q/A to the
Securities and Exchange Commission on December 22, _2005

Project Lease Agreement, dated May 18, 2005, by and between SE Puna, L.L.C. and
Puna Geothermal Venture, incorporated by reference lOIEXhlb]I 10.4.34 to Ormat
Technologies, Inc. Quarterly Report on Form 10-Q/A to,the Securities and Exchange
Commission on December 22, 2005. l

Engineering, Procurement and Construction Contract, dated 2003, by and between
Contact Energy Limited and Ormat Pacific Inc. mcorporated by reference to Exhibit
10.5.3 to Ormat Technologies, Inc. Registration Statement Amendment No, 1 on Form
S-1 (File No. 333-117527) to the Securities and Exchange Commission on

September 28, 2004. ;l

Patent Llcense Agreement, dated July 15, 2004, by and between Ormat Industries Ltd.
and Ormat Systems Lid. incorporated by reference to Exhlblt 10.5.4 to Ormat
Technologies, Inc. Registration Statement Amendment No. 1 on Form §-1 (File No.
333-117527) to the Securities and Exchange Commlssmn‘ on September 28, 2004.

Form of Registration Rights Agreement by and between Ormat Technologies, Inc. and

Ormat Industries Ltd. incorporated by reference to Exhlbl[ 10.5.5 to Ormat |

Technologies, Inc. Registration Statement Amendment No. 2 on Form S-1 (File No. |

333-117527) to the Securities and Exchange Commlssmnt on October 22, 2004, |
|
|

Ormat Technologies, Inc. 2004 Incentive Compensation ; Plan incorporated by reference
to Exhibit 10.6.1 to Ormat Technologies, Inc. Reglstration Statement Amendment No.
2 on Form 8-1 (File No. 333-117527) to the Securities and Exchange Commission on
October 22, 2004, |

Form of Incentive Stock Option Agreement 1ncorp0rate!d by reference to Exhibit 10.6.2
to Ormat Technologies, Inc. Registration Statement Amendment No, 2 on Form §-1
(File No. 333-117527) to the Securities and Exchange Commlssmn on October 22, 2004.

Form of Nonqualified Stock Option Agreement 1nc0rporated by reference to Exhibit
10.6.3 to Ormat Technologies, Inc. Registration Statement Amendment No. 2 on Form
$-1 (File No. 333-117527) to the Securities and Exchange Commission on

October 22, 2004.

Form of Executive Employment Agreement of Lucien Bromckl incorporated by

- reference to Exhibit 10.7 to Ormat Technologies, Inc. Reglstratlon Statement
-Amendment No. 1 on Form 8-1 (File No. 333-117527) to the Securities and Exchange

Commission on September 28, 2004. |
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Document

10.8

10.9

10.10.1

10.10.2

10.10.3

10.11

10.12

10.13.1

10.13.2

10.14

Form of Executive Employment Agreement of Yehudit Bronicki incorporated by
reference to Exhibit 10.8 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on September 28, 2004.

Form of Executive Employment Agreement of Yoram Bronicki incorporated by
reference to Exhibit 10.9 to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form 8-1 (File No. 333-117527) to the Securities and Exchange
Commission on Septen:rber 28, 2004.

Form of Executive Employment Agreement of Hezy Ram incorporated by reference to
Exhibit 10.10.1 to Ormat Technologies, Inc. Registration Statement Amendment No. 2
on Form S-1 (File No. 333-117527) to the Securities and Exchange Commission on
October 20, 2004,

Amendment No. 1 to Form of Executive Employment Agreement of Hezy Ram
incorporated by reference to Exhibit 10.10.2 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form §-1 (File No. 333-117527) to the Securities and
Exchange Commission'on October 20, 2004. .

Amendment No, 2 to Piorm of Executive Employment Agreement of Hezy Ram,
incorporated by reference to Exhibit 10.10.3 to Ormat Technologies, Inc. Quarterly
Report on Form 10-Q ( File No 001-32347) to the Securities and Exchange Commission
on August 7, 2006. i

Form of Indemniﬁcatioln Agreement incorporated by reference to Exhibit 10.11 to
Ormat Technologies, Inc Registration Statement Amendment No. 2 on Form $-1 (File
No. 333-117527} to the Securmes and Exchange Commission on October 20, 2004.

Note Purchase Agreement dated December 2, 2005, among Lehman Brothers Inc.,
OrCal Geothermal Inc., OrHeber 1 Inc., OrHeber 2 Inc., Second Imperial Geothermal
Company, Heber Field Company and Heber Geothermal Company, incorporated by
reference to Exhibit 10 12 to Ormat Technologies, Inc. Annual Report on Form 10-K
to the Securities and Exchange Commission on March 28, 2006.

Indenture dated as of December 8, 2005 among OrCal Geothermal Inc., OrHeber 1
Inc., OrHeber 2 Inc., Sécond Imperial Geothermal Company, Heber Field Company
and Heber Geothermal‘ Company and Union Bank of California, incorporated by
reference to Exhibit 10. 13 to Ormat Technologies, Inc. Annual Report on Form 10-K
to the Securities and Exchange Commission on March 28, 2006.

First Supplemental Indenture dated as of June 14, 2006 amending the Indenture dated

. . as of December 8, 2005 among OrCal Geothermal Inc., OrHeber 1 Inc., OrHeber 2

Inc., Second Imperial Geolhermal Company, Heber Field Company and Heber
Geothermal Company and Union Bank of California, incorporated by reference to

" Exhibit 10.13.2 to Ormat Technologies, Inc. Quarterly Report on Form 10-Q ( File No

001-32347) to the Secur}ities and Exchange Commission on August 7, 2006.

Guarantee dated as of December §, 2005 among OrCal Geothermal Inc., OrHeber 1
Inc., OrHeber 2 Inc., Second Imperial Geothérmal Company, Heber Field Company
and Heber Geothermal! Company, incorporated by reference to Exhibit 10.14 to Ormat
Technologies, Inc. Annual Report on Form 10-K to the Securities and Exchange
Commission on March ?8, 2006.
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10.15 - = ‘Note Purchase Agreement, dated February. 6, 2004, among Lehman Brothers Inc.,
* - Ormat Funding Corp., Brady Power Partners, Steamboat Geothermal LLC,
OrMammoth Inc., ORNI 1 LLC, ORNI 2 L.LC and ORNI 7'LLC, incorporated by
i reference to Exhibit 10.15 to Ormat Techrologies, Inc. Annual Report on Form 10-K
¢ to the Securities and Exchange Commlssmn on March 28 2006.

10.16 ' Agreement No. 2 Addressing Renewable Energy Pr1c1ng Issues, dated May 10 2006,
I. between Ormesa LLC and Southern California Edison Company, incorporated by
reference to Ormat Technologies, Inc. Current Report 0n Form 8-K to the Securities

i and Exchange Commission on May 16 2006.
: 1

10.17 - | - Agreement No. 2 Addressing Renewable Energy PI'lClng Issues, dated May 10, 2006,
' ' between Ormesa LLC and Southern California Edison Company, incorporated by
reference to Ormat Technologies, Inc. Current Report qn Form 8-K to the Securities

, and Exchange Commission on May 16, 2006. ;l

10.18. . Agreement No. 2 Addressing Renewable Energy Pricing! Issues, dated May 10, 2006,

i between Heber Geothermal Company and Southern California Edison Company,
" incorporated by reference to Ormat Technologies, Inc. Current Report on Form 8-K to
the Securities and Exchange Commission on May 16, 2006.

Agreement No. 2 Addressing Renewable Energy Pricing Issues, dated May 10, 2006,
between Second Imperial Geothermal Company and Southern California Edison
Company, incorporated by reference to Ormat Techno]dgles Inc. Current Report on
Form 8-K to the Securities and Exchange Commission on May 16, 2006.

10.19

10.20.1 l Amended and Restated Power Purchase Agreement for Olkana ITT Geothermal Plant,
~ dated January 19, 2007, between OrPower 4 Inc. and The Kenya Power and Lighting
i Company Limited, filed herewith. 1

10.202 . Olkaria III Project Security Agreement, dated January 19 2007, between OrPower 4
' Inc. and The Kenya Power and Lighting Company L1mlted filed herewith.

21.1 ¢ Subsidiaries of Ormat Technologies, Inc., incorporated by reference to Exhibit 21.1 to
Ormat Technologies, Inc. Annual Report on Form 10-K|to the Securities and Exchange
Commission on March 28, 2006 i

231 Consent of PricewaterhouseCoopers, LLF, Independent Begistered Public Accounting

t  Firm, filed herewith. |
: !
23.2 . Consent of SyCip Gorres Velayo & Co., Independent R?gistered Public Accounting

Firm, filed herewith. ‘

311 ' Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

31.2 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 302 of the Sarbanes-Oxley }i\ct of 2002, filed herewith.

321 Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

322 | Certification of the Chief Financial Officer pursuant to 18 U.8.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 filed herewith.
t
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Exhibit No. 1 Document
99.1 Material terms with re!spect to BLM geothermal resources leases incorporated by
. reference to Exhibit 99.1 to Ormat Technologies, Inc: Registration Statement

Amendment No. 2 on Form S-1 (File No. 333-117527) to the Securities and Exchange
Commission on October. 20, 2004,

99.2 Material terms with respect to BLM site leases incorporated by reference to Exhibit
99.2 to Ormat Technologies, Inc. Registration Statement on Form S-1 (File No.
333-117527) to the Securities and Exchange Commission on July 20, 2004.

993 Material terms with r'e_spect to agreements addressing renewable energy pricing and

‘payment issues incorporated by reference to Exhibit 99.3 to Ormat Technologies, Inc.

Registration Statemem on Form S-1 (File No. 333-117527) to the Securities and
Exchange Commission' on July 20, 2004, :
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securltles Exchange Act of 1934, the
Registrant has duly caused this annual report to be signed on its behalf by the undersigned thereunto
duly authorized. :

ORMAT TECIl-lNOLOGIES, INC.

Date: March 9, 2007 By: /s/ YEHUDIT|BRONICKI

Name: Yehudit! :Bronicki
B Title: Chief Executive Officer,
T ' : President and Dlrector

Pursuant to the requirement of the Securities Act of 1934, this annual report has been signed
below by the following persons on behalf of the Registrant in the capacmes indicated, on March 9,

2007. |
| .
. Signature ' Caparity
‘ f
fsf YEHUDIT BRONICKI Chief E)ﬁecutive Officer, President
Yehudit Bronicki and Director (Principal Executive
f Ofﬁcer)!
/s JOSEPH TENNE Chief Fllnanmal Officer (Principal
Joseph Tenne Fmanc1al and Accounting Officer)
Isf LUCIEN Y. BRONICKI - Chall'ma'li'l of the Board of Directors
Lucien Y. Bronicki and Chief Technology Officer
fsf YORAM BRONICKI Chief Operating Officer — North
Yoram Bronicki Americajand Director
/st DAN FALK - | Director

EDan Falk
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