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Cautionary Note Regarding Forward-Looking Statemens

This annual report includes “forward-looking statents” within the meaning of the Private Secustie
Litigation Reform Act of 1995. All statements, othkan statements of historical facts, includethin report
that address activities, events or developmentsitbaxpect or anticipate will or may occur in fheure,
including such matters as our projections of annenadnues, expenses and debt service coverageesijibct to
our debt securities, future capital expendituresjriess strategy, competitive strengths, goalgldpment or
operation of generation assets, market and inddstvglopments and the growth of our business ardatipns,

LLINT

are forward-looking statements. When used in thisial report, the words “may”, “will”’, “could”,

“should”, “expects”, “plans”, “anticipates”, “believes”, “estimates”, “predicts”, “projects”, “potential”,
or “contemplate” or the negative of these termother comparable terminology are intended totifien
forward-looking statements, although not all forddmoking statements contain such words or expoessiThe
forward-looking statements in this report are pritgdocated in the material set forth under thadiags
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operationsdntained in Part |
Item 7, “Risk Factors” contained in Part |, Itelfd, and “Notes to Financial Statements” contairadPart I,
Item 8 of this annual report, but are found in otleeations as well. These forward-looking statetagenerally
relate to our plans, objectives and expectationfutore operations and are based upon manageneemtisnt
estimates and projections of future results ordselthough we believe that our plans and objestireflected
in or suggested by these forward-looking statemarggseasonable, we may not achieve these plans or
objectives. You should read this annual report detety and with the understanding that actual fitt@sults
and developments may be materially different frohatwve expect due to a number of risks and unotitai
many of which are beyond our control. We will nptate forward-looking statements even though duagon
may change in the future.

LT}

Specific factors that might cause actual resultdiffer from our expectations include, but are lwited to:



. significant considerations and risks discussetthis annual report;

. operating risks, including equipment failuresl &he amounts and timing of revenues and expenses;

. geothermal resource risk (such as the heat nbaofehe reservoir, useful life and geological
formation);

. environmental constraints on operations andrenwiental liabilities arising out of past or preisen
operations, including the risk that we may not harel in the future may be unable to procure, any
necessary permits or other environmental authaoizat

. construction or other project delays or cantielfe;

. financial market conditions and the resultsinéficing efforts;

. political, legal, regulatory, governmental, adistrative and economic conditions and developments
in the United States and other countries in whiehoperate;

. the enforceability of the long-term power purshagreements for our projects;

. contract counterparty risk;

. weather and other natural phenomena,;

. the impact of recent and future federal, stattlacal regulatory proceedings and changes, ifodud
legislative and regulatory initiatives regardingetgulation and restructuring of the electric utilit
industry and incentives for the production of reable energy in the United States and elsewhere,
changes in environmental and other laws and ragukato which our company is subject, as well as
changes in the application of existing laws andila&ipns;

. current and future litigation;

. our ability to successfully identify, integrated complete acquisitions;
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. competition from other similar geothermal enepggjects, including any such new geothermal
energy projects developed in the future, and fréer@ative electricity producing technologies;

. the effect of and changes in economic conditiartee areas in which we operate;

. market or business conditions and fluctuationdemand for energy or capacity in the markets in
which we operate;

. the direct or indirect impact on our companysiness resulting from terrorist incidents or resss
to such incidents, including the effect on the ity of and premiums on insurance; and,

. the effect of and changes in current and fukamel use and zoning regulations, residential,



commercial and industrial development and urbaitinah the areas in which we operate.
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PART |
ITEM 1. BUSINESS

Certain Definitions

Unless the context otherwise requires, all refezsrnie this annual report to “Ormat”, “the Compgh
“we”, “us”, “our company”, “Ormat Technologies” or “our” refer to Ormat Technologies, Incnd its
consolidated subsidiaries. The “OFC Senior SeciNetks” refers to the 8%% Senior Secured Notes2afid
that were issued in February 2004 by our subsidiarynat Funding Corp. The “OrCal Senior Secureddsd
refers to the 6.21% Senior Secured Notes due 2@@ere issued in December 2005 by our subsid@r@al

Geothermal Inc.

Overview

We are a leading vertically integrated company gadan the geothermal and recovered energy power
business. We design, develop, build, own and op&iatin, environmentally friendly geothermal arzbrered
energy-based power plants, in each case usingreguoithat we design and manufacture. We conduct our
business activities in two business segments. trEtactricity Segment, we develop, build, own apei@te
geothermal and recovered energy-based power pratite United States and geothermal power plantghier
countries around the world and sell the electrittigy generate. In our Products Segment, we design,
manufacture and sell equipment for geothermal andvered energy-based electricity generation, rempoiver
units and other power generating units and prosetgices relating to the engineering, procurement,
construction, operation and maintenance of geothkamd recovered energy power plants.

Most of the projects that we currently own or opearoduce electricity from geothermal energy sesirc
Geothermal energy is a clean, renewable and génsteitainable form of energy derived from the naitheat
of the earth. Unlike electricity produced by buigniossil fuels, electricity produced from geotheleaergy
sources is produced without emissions of certallugamts such as nitrogen oxide, and with far loemrissions
of other pollutants such as carbon dioxide. Thegsfelectricity produced from geothermal energyrces!
contributes significantly less to local and regidnaidences of acid rain and global warming thaergy
produced by burning fossil fuels. Geothermal enésglso an attractive alternative to other soucfesnergy as
part of a national diversification strategy to al’dependence on any one energy source or polftisafisitive
supply sources.

In addition to our geothermal energy business, axeldeveloped and continue to develop products that
produce electricity from recovered energy or sdecafwaste heat.” We also own and are construgtiew
recovered energy projects to be owned and opebgted. Recovered energy or waste heat represesidsiad
heat that is generated as a by-product of gasnienthiiven compressor stations and a variety ofstreal
processes, such as cement manufacturing, and @&hertvise used for any purpose. Such residual testt
would otherwise be wasted, may be captured ingbevery process and used by recovered energy poams
to generate electricity without burning additiofiz| and without emissions.

Company Contact and Sources of Information

We file annual, quarterly and periodic reports qgretatements and other information with the Seiasri
and Exchange Commission, which we refer to as E@.You may obtain and copy any document we fildgawi
the SEC at the SEC’s Public Reference Room at 180idet, N.E., Washington D.C. 20549. You may abtai
information on the operation of the SEC’s PublidédRence Room by calling the SEC at 1-800-SEC-038e.
SEC maintains an Internet websitentip://www.sec.gothat contains reports, proxy and other information
statements, and other information regarding isstletsfile electronically with the SEC. Our SEGrfgs are
accessible via the Internet at that website.

On May 31, 2006, we submitted to the New York StBgkhange (NYSE) an Annual Written Affirmation,
in the prescribed form and with no qualificatioresgarding our compliance with the
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NYSE's Corporate Governance listing standards. In &idibur reports on Form 10-K, 10-Q and 8-K, and
amendments to those reports are available at oositeevww.ormat.confor downloading, free of charge, as
soon as reasonably practicable after these repatiled with the SEC. Our Code of Business Cohdad

Ethics, Code of Ethics Applicable to Senior Exeaesi Audit Committee Charter, Corporate Governance
Guidelines, Nominating and Corporate Governance i@itiee Charter, Compensation Committee Charter, and
Insider Trading Policy, as amended, are also availat our website address mentioned abdwee content of

our website, however, is not part of this annupbrée

You may request a copy of our SEC filings, as aslthe foregoing corporate documents, at no cogiup
by writing to the Company address appearing indhisual report or by calling us at (775) 356-9029.

Our Power Generation Business

We own or control, and operate geothermal and realvenergy projects in the United States. Wealst
or control, and operate geothermal projects in @uata, Kenya, Nicaragua, and the Philippines. Whxirtoe to
pursue opportunities to acquire and develop sinpitajects throughout the world. Most of our progeate
located in regions where there is, or is expeatduet demand for additional generating capacity.ivWwWeeased
our net ownership interest in generating capagitpbmegawatts (MW) between December 31, 2005 and
December 31, 2006, resulting from the following: iknrease of 19 MW, attributable to the acquisitidran
additional 79.0% ownership interest in the Zundjpct in Guatemala; an increase of 22 MW, attriblgtao the
construction of the OREG 1 recovered energy prpgtincrease of 6 MW, attributable to the Gouldtermal
power plant; and an increase of 5 MW, attributdblancreased generating capacity of our existingffygrmal
power plants resulting from improvements to thetiyeonal well fields of some of our existing progciVe
experienced a 1 MW reduction in generating capaityur Brady project as a result of cooling. Dgrihe
fourth quarter of 2006, we completed the constauctif the Desert Peak 2 project in Nevada, whiateddL2
MW to our generating capacity. We have not yetaled this project commercially operational, whiobud
trigger our obligation to provide the contractedig®ting capacity under the power purchase agreemen

In the year ended December 31, 2006, revenuesdtoralectricity segment were $195.5 million,
constituting approximately 72.7% of our total reves in 2006. Revenues from the sale of electrimtpur
domestic projects were $162.8 million, constitutaproximately 83.3% of our total revenues fromgsake of
electricity, and revenues from the sale of eleitjricy our foreign projects were $32.6 million, @bituting
approximately 16.7% of our total revenues fromgake of electricity.

The table below summarizes key information relatmgur projects that are in operation as of Deam3ii,
2006:
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Projects in Operation
Generating
Ownership Capacity in Power Contracts
Project Location (1) MW (2) Purchaser Expiration
Domestic
Ormesa Complex East Mesa, California 10C% 47 Southern California 2017/2018
Edison Company
Heber Complex3) Heber, California 10C% 82 Southern California 2015/2023/2031

Edison Company and
Southern California
Public Power
Authority

%



Steamboat Complei#)
Mammoth Complex
Puna

Brady

Desert Peak 1)
OREG 1

Total For Domestic

Projects in Operation:

Foreign

Leyte(7)

Momotombo

Zunil

Olkaria lll (Phase 1)

Total For Foreign Projects

in Operation:
Total For Projects in
Operation:

Steamboat, Nevada

Mammoth Lakes,
California
Puna, Hawaii

Churchill County,
Nevada

Churchill County,
Nevada

North and Soutl
Dakota

Philippines

Nicarague

Guatemala

Kenya

10C

5C%

10C%

10C%

10C%

10C%

8C%

10C%
10C%

10C%

53
29
30
19

12

30
24

13

FEL:

410

Sierra Pacific Power
Company

Southern California
Edison Company
Hawaii Electric Light
Company

Sierra Pacific Power
Company

Nevada Powe
Company

Basin Electric Power
Cooperative

PNOC — Energy
Development
Corporation
DISNORTE/DISSUR

Instituto Nacional de
Electricidad

Kenya Power and
Lighting Co. Ltd.

2007
(5)/2018/2022/2026
2014/2020
2027
2022
2027

2031

2007

2014
2019

2020(8)

(1)  We own and operate all of our projects, excepMibenotombo project in Nicaragua, which we do not dwa which we control and

operate through a concession arrangement with iber&uan government, and the Mammoth and Leyte@s) in which we have a 50%

and 80% ownership interest, respectively.

(2) References to generating capacity refers to thesgrapacity less auxiliary power, in the case laffabur existing domestic projects and
Momotombo and Olkaria Ill projects (two of our fage projects), and to the generating capacity ihatibject to the “take or pay” power
purchase agreements in the case of the Leyte amitl#ojects (another two of our foreign projectdje determine the generating capacity
figures in any given year from available historiopkrational data of our operating projects takinig account resource capabilities. This

column represents the generating capacity of tbgt, not our net ownership in such generatingcayp.

In any given year, the actual power generation gédirticular project may differ from that projecjenerating capacity due to operational
issues affecting performance during that year. 0062 the total actual power generation of the ptsjeve operate in the U.S. was 1,998
MWh lower than the energy potential commensurath wiir generating capacity due to operational faatiscussed elsewhere in this

annual report.

(3)  The Heber Complex includes the Heber 1 and 2 piognd the Gould project.

(4) The Steamboat Complex includes the Steamboat 1Ammojects, the Steamboat 2 and 3 projects, theldte project and the Steamboat

Hills project. The Galena 2 project, which is cuthg in final completion tests, will be added t@tS8teamboat Complex.

(5) The initial term of the power purchase agreemeptred on December 31, 2006, but is being renewéshaatically on an annual basis.
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(6) We have completed construction in the fourth quart€006, but have not yet declared commerciatatpen under the power purchase

agreement.

(7)  The Leyte project will be transferred to the powerchasing utility in September 2007 for no consatien. This will reduce our foreign

generation capacity by 49 MW.



(8) The power purchase agreement for the Olkaria )gmt will expire in 2020 or, if Phase Il of theoect is constructed and completed, 20

years from the completion of such Phase Il. Phiagkthis project involves the construction of aifatial facilities that we expect wou
add approximately 35 MW of generating capacityhie project. See “Description of our Projects”|tne.

The tables below summarize key information relatmthe projects that are currently under consimacand

under development:

Projects under Construction

Projected Projected
Commercial Generating
Operation  Capacity in Power Contract
Project Location Ownership Date (MW) Purchaser Expiration
Steamboat Comple(t) Washoe County, 10C% 2007 14 Nevada Powe 2018/2027
Nevada Company/Sierra
Pacific Power
Company
Ormesa East Mesa, 10C% 2007 10 Southern California N/A
California Edison Company2)
Amatitlan (3) Guatemala 10C% 2007 20 Instituto Nacional De 2026
Electricidad
Heber South East Mesa, 10C% 2007/2008 10 N/A N/A
California
Puna Puna, Hawaii 10C% 2007/2008 8 N/A N/A
Galena 3 Nevada 10C% 2007/2008 17 Sierra Pacific Power 20 years following
Company commercial
operation date
OrSumas Washington State 10C% 2007/2008 5 Puget Sound Energy 20 years from Jan.
1st following
commercial
operation date
Brawley (Phase I) Imperial County, 10C% 2008 50 N/A N/A
California
Olkaria Ill (Phase II) Kenya 10C% 2008 Kenya Power and N/A (4)
35 Lighting Co.
Total 16¢

(1) The new construction in the Steamboat Complex dedithe 4 MW Steamboat Hills project and the 10 B#lena 2 project.

(2) We have entered into an interim agreement with I8oatCalifornia Edison Company and are currentiyotiating a long-term power
purchase agreement. See “Description of our Ptsjduelow.

(3)  We have completed construction in the fourth quart®006, but have not yet declared commerciatatn.

(4)  The power purchase agreement for the Olkaria IseH| project will expire 20 years from the contjole of Phase II.
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Projects under Development

Projected

Projected
Generating



Commercial Capacity in Power Contract

Project Location Ownership Operation Date (MW) Purchaser Expiration
Carson Lake Nevada 10C% 2009 18 - 30 Nevada Powe 20 years
Company following
commercial
operation date
Buffalo Valley Nevada 10C% 2009 18 - 30 Nevada Powe 20 years
Company following
commercial
operation date
Brawley (Phase Il) Imperial 10C% 2009 50 N/A N/A
County,
California
OREG Il 10C% 2008/2009 275 Basin Electric Powe  N/A
Cooperative

Total 113.5-137.5

Almost all of the revenues that we currently deffican the sale of electricity are pursuant to ldagn
power purchase agreements. Approximately 74.4%ofaial revenues in the year ended December 31§ 20
from the sale of electricity by our domestic pragewere derived from power purchasers that curydraie
investment grade credit rating. The purchaserseatricity from our foreign projects are eithertstawned
entities or private entities. We have obtainedtali risk insurance from the Multilateral Investm&uarantee
Agency of the World Bank Group (MIGA) or from ZuhidRe, a private sector political risk insurer, &irof our
foreign projects (other than the Leyte projectpider to cover a portion of any loss that we mdfesuwpon the
occurrence of certain political events covered dmghsnsurance.

Development, Construction and AcquisitionWe have experienced significant growth in régears,
principally through the acquisition of geothermalygr plants from third parties and the expansiah an
enhancement of our existing projects, includingftiiewing: (i) during 2006 we completed the acdtios of an
additional 79.0% ownership interest in the Zundjpct in Guatemala which increased our ownershiacity by
19 MW, (ii) during the third quarter of 2006 we cpleted the construction of the Gould project, whaclied 6
MW to the Heber complex; (iii) in October 2006, e@mpleted the construction of the first owned reced
energy power plant, OREG 1, which added 22 MW togammerating capacity; and (iv) during the thirddar o
2006 we completed the enhancement program at timenhdah and Momotombo projects, which added 5 MW to
our generating capacity. We currently expect tatiooe growing our power generation business through

. the development and construction of new geothéand recovered energy-based power plants;
. the expansion and enhancement of our existiogpgts;
. the acquisition of additional geothermal andeottenewable assets from third parties; and

. the entry into geothermal leases for future tgwaent.

As part of these efforts, we regularly monitor respis for proposals from, and submit bids to, inmest
owned and other electric utilities in the Unitedt8s to provide additional generating capacitynprily in the
western United States where geothermal resoureegeserally concentrated. During the third quasfe2006,
we responded to several requests for proposaleddsy different utilities interested in purchasiegewable
energy and we have been informed that some of myogals, covering approximately 150 MW of proposed
capacity in Nevada, California and Idaho, have ksrnt-listed for further evaluation. There cambe
assurance, however, that we will be chosen fronshioet list or that we will succeed in negotiatpaver
purchase agreements with the various utilities.alge respond to international tenders issued idarstate-
owned electric
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utilities for the development, construction andrapien of new geothermal power plants. In additiwe,apply
our technological expertise to upgrade the faesitbf our existing geothermal power plants andtdinuously
monitor and manage our existing geothermal ressuircerder to increase the efficiency and genegatapacity
of such facilities.

We are currently in varying stages of developmémiesv projects and construction of new and existing
projects. Based on our current development andteartion schedule, which is subject to change gtteme anc
which may not be met in its entirety, we expeat¢glare commercial operation of the 12 MW DesesakP2
project during the first half of 2007 and we exptecadd between 227 to 251 MW in generating capi@m
geothermal and recovered energy power plants itJtlieed States by the end of 2009. Outside of tie Wve
expect to declare commercial operation of the 20 KMwatitlan project in Guatemala, during the firatfrof
2007, and to complete the construction of the 35 phdject in Kenya by the end of 2008.

We are a member in a consortium, which is in tlee@ss of developing a geothermal power project in
Indonesia of approximately 300 MW that is exped¢tedome on line in phases between 2010 and 20X. Th
consortium is currently negotiating a power purehagreement with a local utility. We estimate that
minority interest equivalent will range betweenM®/ to 60 MW.

Our Products Business

We design, manufacture and sell products for atgistrgeneration and provide the related services
described below. Generally, we manufacture prodochg against customer orders and do not manufactur
products for our own inventory.

Power Units for Geothermal Power Plants.We design, manufacture and sell power unitgémthermal
electricity generation, which we refer to as Orfaaergy Converters or “OEC”s. Our customers in@ud
contractors and geothermal plant owners and opsratée recently sold one of our air-cooled OECautot
Tauropaki Power Company of New Zealand

Power Units for Recovered Energy-Based Power Géimera We design, manufacture and sell power
units used to generate electricity from recovemselgy or so-called “waste heat” that is generadsdh residual
by-product of gas turbine-driven compressor statimmd a variety of industrial processes, such et
manufacturing, and is not otherwise used for amp@se. Our existing and target customers inclutkrsiate
natural gas pipeline owners and operators, gaepsitg plant owners and operators, cement plan¢imand
operators, and other companies engaged in othegyeirgensive industrial processes. We recentipaiba
supply contract with ENAGAS S.A. of Madrid, Spafat the supply of one OEC for a new Recovered Bnerg
Generation (REG) power plant.

Remote Power Units and other GeneratorsWe design, manufacture and sell fossil fuel @a@a turbo-
generators with a capacity ranging between 200sveaitl 5,000 watts, which operate unattended ireeer
climate conditions, whether hot or cold. Our custegrinclude contractors installing gas pipelineseimote
areas. In addition, we design, manufacture andyselérators for various other uses, including hehity direct
current generators. We have supplied remote poniés to be installed on the Sakhalin pipeline irs&a.

Engineering, Procurement and Construction (EPCPofver Plants. We engineer, procure and constr
as an EPC contractor, geothermal and recoveredepemer plants on a turnkey basis, using powetswae
design and manufacture. Our customers are geothpowar plant owners as well as the same customers
described above that we target for the sale opourer units for recovered energy-based power géoera
Unlike many other companies that provide EPC sesyiove have an advantage in that we are usingveur o
manufactured equipment and thus have better comtrlthe timing and delivery of required equipmand its
costs. Recent examples of our construction adwiticlude the design and construction of the Ad&BREG
plants in Canada and the Ngawha geothermal powaet il New Zealand.

In the year ended December 31, 2006, our revemaesdur products business were $73.5 million,
constituting approximately 27.3% of our total reves.
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History

We were formed by Ormat Industries Ltd. (also neféito in this annual report as the “Parent,” ff@at



[EIT3

Industries,” “the parent company” or “our paréh in 1994 in the State of Delaware for the puspmf
investing and holding ownership interests in popmjects, as well as constructing and operatinggegants
owned by us and by third parties. Ormat Industriégch is based in Israel, is an international pogystems
company whose predecessor, Ormat Turbines Ltd.fousmled in 1965 by Lucien and Dita Bronicki foeth
principal purpose of developing equipment for thedoiction of a clean, renewable and generally sustde
form of energy. Ormat Industries sold to us itsibess relating to the manufacturing and sale ofgyneelated
equipment and services. Following this sale, we hold all of Ormat Industries’ power generationguots
business. Ormat Industries owns 64% of our out&gncbmmon stock.

Industry Background
Geothermal Energy

Most of our projects in operation produce eledlyifiom geothermal energy. Geothermal energy iean;
renewable and generally sustainable energy sohatgltecause it does not utilize combustion inptfeeluction
of electricity, releases significantly lower levelsemissions, principally steam, than those tkatilt from
energy generation based on the burning of fosslsfuGeothermal energy is derived from the natueak of the
earth when water comes sufficiently close to holtemorock to heat the water to temperatures of @8frees
Fahrenheit or more. The heated water then ascendsd the surface of the earth where, if geologioalditions
are suitable for its commercial extraction, it tenextracted by drilling geothermal wells. The gyarecessary
to operate a geothermal power plant is typicalliaoted from several such wells which are drillethgs
established technology that is in some respectiasito that employed in the oil and gas indus@gothermal
production wells are normally located within apgroately one to two miles of the power plant as geanal
fluids cannot be transported economically over &rdjstances due to heat and pressure loss. Theegeal
reservoir is a renewable source of energy if nhtgn@und water sources and reinjection of extrageathermal
fluids are adequate over the long-term to replettistgeothermal reservoir following the withdrawél
geothermal fluids and if the well field is propedperated. Geothermal energy projects typicallyelta@gher
capital costs (primarily as a result of the costisbaitable to well field development) but tendhave
significantly lower variable operating costs, pipaily consisting of maintenance expenditures, thoasil fuel-
fired power plants that require ongoing fuel exgsns

Geothermal Power Plant Technologies

Geothermal power plants generally employ eitheatyirsystems or conventional flash systems. In our
projects, we also employ our proprietary technolobgombined geothermal cycle systems. See “Our
Technology™.

Binary System

In a plant using a binary system, geothermal flaither hot water (also called brine) or steamaihhis
extracted from the underground reservoir and flioms the wellhead through a gathering system ailated
steel pipelines to a heat exchanger, which hes¢égandary working fluid which has a low boiling poiThis is
typically an organic fluid, such as isopentanesobutene, which is vaporized and is used to dhedurbine.
The organic fluid is then condensed in a condewsérh may be cooled by air or by water from a aogliower.
The condensed fluid is then recycled back to tta Bechanger, closing the cycle within the seajestiesn. The
cooled geothermal fluid is then reinjected back iie reservoir. The binary technology is depidtethe
graphic below.

11

Table of Contents



ORMAT Water Cooled Binary Geothermal Power Plant

Flash Design System

In a plant using flash design, geothermal fluiggracted from the underground reservoir and flom
the wellhead through a gathering system of insdlateel pipelines to flash tanks and/or separaldrsre, the
steam is separated from the brine and is sentl&araster in the plant, where any remaining watepkts are
removed. This produces a stream of dry saturaesthstwhich drives a turbine generator to produeetecity.
In some cases, the brine at the outlet of the a&ais flashed a second time (dual flash), praxgdadditional
steam at lower pressure used in the low pressotmsef the steam turbine to produce additionattilcity.
Steam exhausted from the steam turbine is condensedurface or direct contact condenser coolecoly
water from a cooling tower. The non-condensableg#ésuch as carbon dioxide) are removed through the
removal system in order to optimize the performaofce steam turbines. The condensate is usecbtide
make-up water for the cooling tower. The hot briemaining after separation of steam is injected lato the
geothermal resource through a series of injectieltswThe flash technology is depicted in the gialelow.

Geothermal Flash Power Plant
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In some instances, the wells directly produce tegmm (the flashing occurring under ground). In scabes
the steam is fed directly to the steam turbinethrdest of the system is similar to the flash poplant
described above.
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Market Opportunity

The geothermal energy industry in the United Staeigeerienced significant growth in the 1970s an8i0:9
followed by a period of consolidation of owners aerators of geothermal assets in the 1990s. richesiry,
once dominated by large oil companies and investared electric utilities, now includes several ipeledent
power producers. During the 1990s, growth and dgreént in the geothermal energy industry occurred
primarily in foreign markets, and only minimal griwand development occurred in the United StateseS
2001, there has been renewed interest in geoth@meady in the United States as production costsléztricity
generated from geothermal resources have beconecoorpetitive relative to fossil fuel-based elextyi
generation, due to the increasing cost of natuaa) gnd as legislative and regulatory incentivesh s1s state
renewable portfolio standards, have become monefaet.

Although electricity generation from geothermalaeses is currently concentrated in California, aldsy,
Hawaii and Utah, there are opportunities for depelent in other states such as Alaska, Arizona,ddillew
Mexico and Oregon due to the availability of geotihval resources and, in some cases, a favorabléategu
environment in such states.

A 2006 forecast of the Western Governors AssogiaiGA) projects the addition of geothermal
installations with generating capacity of approxieta 13,000 MW by 2025, out of which 5,600 MW ispextec
to be added by 2015. This forecast is based otirexjigknown geothermal resources and does notitea&e
account any positive effects on generating capaegulting from new technology, such as enhanciidaiion
of existing geothermal bases and engineered gen#heaystems (according to the WGA, Geothermal Taskf
Report from January 2006).

In January 2007, the Massachusetts Institute ofif@ogy published a study that projects a potenfial
100,000 MW of generating capacity from geothernmal@r plants if the development of enhanced geothkerm
systems is successful.

An additional factor fueling recent growth in trenewable energy industry is global concern abaait th
environment. Power plants that use fossil fuelsgate higher levels of air pollution and their esioas have
been linked to acid rain and global warming. Irpaesse to an increasing demand for “green’” energgny
countries have adopted legislation requiring, amdiging incentives for, electric utilities to sellectricity
generated from renewable energy sources. In theet &itates, Arizona, California, Colorado, Conreerdti
Delaware, Hawaii, lllinois, lowa, Maine, Marylanidassachusetts, Minnesota, Montana, Nevada, Newylers
New Mexico, New York, Pennsylvania, Rhode Islanelxds, Vermont, Washington, Wisconsin and the [Ric
of Colombia have all adopted renewable portfolangirds, renewable portfolio goals, or other sinféas
requiring or encouraging electric utilities in sigthtes to generate or buy a certain percentatieeinfelectricity
from renewable energy sources or recovered heatesfuOf these twenty-three states, fifteen statelsthe
District of Columbia (including California, Nevadad Hawaii, where we have been the most activeiin o
geothermal energy development and in which allwfld.S. geothermal projects are located) definglgemal
resources as “renewables”. A bill establishingewable portfolio standards is currently beforeKlaasas
legislature.

We believe that these legislative measures andtings present a significant market opportunityuds. Fo
example, California generally requires that eaelesbor-owned electric utility company operatinghintthe
state increase the amount of renewable generatiit® iesource mix by 2% per year so that 20%sofdtail
sales are procured from eligible renewable eneogyces by 2010, ahead of the previous statutorydatad
target of December 2017. Presently, approximatéd df the electricity generated in California isided from
renewable resources (not counting hydroelectrizstyenewable power). Nevada's renewable portfedindard
requires each Nevada electric utility to obtain @is annual energy requirements from renewabérgn
sources in 2007-2008, which requirement thereaftaeases by 3% every two years until 2015, whéeih 20
such annual energy requirements must be provided fenewable energy sources or energy efficiencjepts.
At least three-quarters of the annual total requéets must come only from renewable energy prajects
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Hawaii's renewable portfolio standard requires edelwaiian electric utility to obtain 8% of its nelectricity
sales from renewable energy sources by Decemb&085, 10% by December 31, 2010 and 20% by December
31, 2020.

In addition, a new Act was signed into law in Gatlifia to reduce carbon emissions to 1990 leveBO2P,
representing a twenty-five percent reduction iregt®use gas emissions. To accomplish this, thereides a
framework for greenhouse gas emissions reductloosigh the use of emissions control technologiessatner
cost-effective reduction strategies. One suchegsatmay involve the use of market-based tradingnaissions
rights that will allow some greenhouse gas soutceser-control their emissions and sell the rigbttheir
surplus reductions to other sources for whom tfs¢ abreducing emissions would be significantly moostly.
Although programs under the Act will take some tiimelevelop, its requirements, particularly theatien of a
market-based trading mechanism to achieve comg@iaiith emissions caps, should be highly advantagému
in-state energy generating sources that have loloosemissions such as geothermal energy.

The federal government also encourages producfieteotricity from geothermal resources throughaiel
tax subsidies. We are permitted to claim approxityat0% of the cost of each new geothermal powentgh
the United States as an investment tax credit agair federal income taxes. Alternatively, we peemitted to
claim a “production tax credit,” which in 2006 wdl.9 cents per kWh and which is adjusted anndaily
inflation. The production tax credit may be claimedthe electricity output of new geothermal poywkants put
into service by December 31, 2008. Credit may bared for ten years on the output from any newlggotal
power plants put into service prior to DecemberZI8. The owner of the project must choose between
production tax credit and the 10% investment taditrdescribed above. In either case, under cutaanules,
any unused tax credit has a one-year carry baclaawenty-year carry forward. Whether we claim the
production tax credit or the investment credit,ave also permitted to depreciate most of the ftartiax
purposes over five years on an accelerated basinimg that more of the cost may be deducted ifitdtfew
years than during the remainder of the deprecigtaiod. If we claim the investment credit, (‘tax base” in
the plant that we can recover through depreciatiost be reduced by half of the tax credit; if waird a
production tax credit, there is no reduction in tide basis for depreciation.

Collectively, these tax benefits (to the extenlyfutilized) have a present value equivalent torapimately
30% to 40% of the capital cost of a new project.

The Kyoto Protocol entered into force on Februg&y2005, making the Protocol’s emission targetgtier
2008 to 2012 period legally binding on the morentBa developed countries, including the EU membRussia
Japan, Canada, New Zealand, Norway and Switzerdhof which have ratified the Protocol. We exp#t
the effect of the Kyoto Protocol will be to encogearenewable energy installation outside of theédéhbtates,
as the United States has not ratified the Kyotdadewd.

Outside of the United States, the majority of pogemerating capacity has historically been ownetl an
controlled by governments. During the past dechdeiever, many foreign governments have privatibedr t
power generation industries through sales to théndies and have encouraged new capacity develdpanéror
refurbishment of existing assets by independentgpalg@velopers. These foreign governments have taken
variety of approaches to encourage the developofasampetitive power markets, including awardingdeerm
contracts for energy and capacity to independewepgenerators and creating competitive wholesalkets
for selling and trading energy, capacity and relggeducts. Some countries have also adopted active
governmental programs designed to encourage ciwmwable energy power generation. For example,aChin
where we are currently trying to develop a projbes recently enacted a Renewable Energy Law (eféec
January 1, 2006) defining fiscal incentives, ptiodispatching, preferential pricing and other sanipg
mechanisms, and has announced long-term targetsrfewable energy capacity growth, including mamgat
renewable portfolio standards for large generatitlities. Several Latin American countries haveatu
electrification programs and renewable energy mogr. For example, Guatemala, where our Zunil and
Amatitlan projects are located, approved in Noven2®®3 a law
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which creates incentives for power generation fremewable energy sources by, among other thingsidging
economic and fiscal incentives such as exemptiam faxes on the importation of relevant equipnzaert
various tax exemptions for companies implementergewable energy projects. We believe that these
developments and governmental plans will creat@dppities for us to acquire and develop geotherpoaler
generation facilities internationally as well asate additional opportunities for us to sell ounoge power units



and other products.

In addition to our geothermal power generationvétetis, we have also identified recovered energgeba
power generation as a significant market opporyuioit us in North America and the rest of the wokide are
initially targeting the North American market, whexe expect that recovered energy-based power ajerer
will be derived principally from compressor stasoaong interstate pipelines, from midstream gasgssing
facilities, and from processing industries in gaheBeveral states, as well as the federal goverhrhave
recognized the environmental benefits of recovereergy-based power generation. For example, Nevada,
Connecticut, New Mexico and Hawaii allow electridities to include recovered enerdpased power generati
in calculating their compliance with renewable faid standards. In addition, North Dakota, Soutikbta and
the U.S. Department of Agriculture (through the &Wwtilities Service) have approved recovered eyvsased
power generation units as renewable energy respuntech qualifies recovered energy-based poweeigdors
(whether in those two states or elsewhere in thieedrstates) for federally funded, low interestisawe
believe that the European market has similar piatlesaitd we expect to leverage our early succebkith
America in order to expand into Europe and otherketa worldwide. In North America alone, we estiendte
potential total market for recovered energy-basstkeegation to be approximately 1,000 MW.
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Competitive Strengths

Competitive Assets. Our assets are competitive for the followingsens:

. Contracted Generation. All of the electricity generated by our geothat power plants is current
sold pursuant to long-term power purchase agreempraviding generally predictable cash flows.

. Baseload Generatior  All of our geothermal power plants supply atpdrthe baseload capacity of
the electric system in their respective marketsamireg that they operate to serve all or a parhef t
minimum power requirements of the electric systaralich market on an around-the-clock basis.
Because our projects supply a part of the baseleads of the respective electric system and axe
marginally weather dependent, we have a competiilv@ntage over other renewable energy
sources, such as wind power, solar power or hykrctréc power (to the extent dependent on
precipitation), which compete with us to meet eieatitilities’ renewable portfolio requirements but

which cannot serve baseload capacity because ofg¢hther dependence and thus intermittent nature

of these other renewable energy sources.

. Competitive Pricing. Geothermal power plants, while site specifie, @onomically feasible to
develop, construct, own and operate in many lonatiand the electricity they generate is generally
price competitive as compared to electricity geteatdrom fossil fuels or other renewable sources
under existing economic conditions and existingamad regulatory regimes.

Growing Legislative Demand for Environmentally-Frity Renewable Resource Assetdviost of our
currently operating projects produce electricitynfirgeothermal energy sources. Geothermal enemyglesan,
renewable and generally sustainable energy sourdike electricity produced by burning fossil fueddectricity
produced from geothermal energy sources is prodwithdut emissions of certain pollutants such aogen
oxide, and with far lower emissions of other palhits such as carbon dioxide. Such clean and sabtain
characteristics of geothermal energy give us a etitge advantage over fossil fuel-based electrigineration
as countries increasingly seek to balance envirotetheoncerns with demands for reliable sourcesledftricity.

High Efficiency from Vertical Integration. Unlike our competitors in the geothermal indysive are a
fully-integrated geothermal equipment, services pmder provider. We design, develop and manufachost
of the equipment we use in our geothermal powartplaDur intimate knowledge of the equipment thatuse i
our operations allows us to operate and maintairpmjects efficiently and to respond to operatiassues in a
timely and cost-efficient manner. Moreover, givaa efficient communications among our subsidiaat th
designs and manufactures the products we use ioparations and our subsidiaries that own and tpera
projects, we are able to quickly and cost effetyiveentify and repair mechanical issues and tceh@ehnical
assistance and replacement parts available to aisdaghen needed.



Highly Experienced Management TeamWe have a highly qualified senior managemeantevith
extensive experience in the geothermal power se€gyr members of our senior management team havieed
in the power industry for most of their careers amdrage over 20 years of industry experience.

Technological Innovation. We own or have rights to use approximately &@pts relating to various
processes and renewable resource technologiesf dlir patents are internally developed and theeefosts
related thereto are expensed as incurred. Outyatdldraw upon internal resources from variousigines
related to the geothermal power sector, such degjeal expertise relating to reservoir managemandl
equipment engineering relating to power units vedlais to be innovative in creating new technologies
technological solutions.

No Exposure to Fuel Price Risk. A geothermal power plant does not need to @seliuel (such as coal,
natural gas, or fuel oil) in order to generate teieity. Thus, once the geothermal reservoir haanbidentified
and estimated to be sufficient for use in a geotlaépower plant and the drilling of wells is complethe plant
is not exposed to fuel price or fuel delivery risk.
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Business Strategy

Our strategy is to continue building a geographydadlanced portfolio of geothermal and recovenedrgy
assets, and to continue to be a leading manufaauadeprovider of products and services relategtewable
energy. We intend to implement this strategy thfoug

. Development and Construction of New Proje— continuously seeking out commercially
exploitable geothermal resources, developing andtcacting new geothermal and recovered energy-
based power projects and entering into long-termgogurchase agreements providing stable cash
flows in jurisdictions where the regulatory, taxddsusiness environments encourage or provide
incentives for such development and which meeirwgstment criteria;

. Developing Recovered Energy Proje— establishing a first-to-market leadership posiiio
recovered energy projects in North America andding on that experience to expand into other
markets worldwide;

. Acquisition of New Asse— acquiring from third parties additional geothehaad other renewable
assets that meet our investment criteria;

. Increasing Output from Our Existing Proje— increasing output from our existing geothermal
power projects by adding additional generating cipaupgrading plant technology, and improving
geothermal reservoir operations, including imprgunethods of heat source supply and delivery;
and

. Technological Expertise- investing in research and development of renesvabérgy technologies
and leveraging our technological expertise to cagusly improve power plant components, reduce
operations and maintenance costs, develop conveetitid environmentally friendly products for
electricity generation and target new service ofyities.

Operations of our Power Generation Segment

How We Own Our Power Plants. We customarily establish a separate subsidtaoyvn interests in each
power plant. Our purpose in establishing a sepautsidiary for each plant is to ensure that tl@tpland the
revenues generated by it, will be the only souctedpaying indebtedness, if any, incurred to foeathe
construction or the acquisition (or to refinance #ttquisition) of the relevant plant. If we do pain all of the
interest in a power plant, we enter into a shadrslagreement or a partnership agreement thatrgotre
management of the specific subsidiary and ouricglahip with our partner in connection with our jei. Our
ability to transfer or sell our interest in certgirojects may be restricted by certain purchas@opbr rights of
first refusal in favor of our project partners betprojects power purchasers and/or certain change of cosutid



assignment restrictions in the underlying projeat inancing documents. All of our domestic proggct
with the exception of the Puna project, which iExempt Wholesale Generator (EWG), are Qualifying
Facilities under the Public Utility Regulatory Riis Act of 1978 (PURPA) and are eligible for regaty
exemptions from most provisions of the Federal Roet (FPA) and certain state laws and regulations.

How We Obtain Development Sites and GeothermallRes® For domestic projects, we either lease or
own the sites on which our power plants are locdtedur foreign projects, our lease rights for phent site are
generally contained in the terms of a concessioeeagent or other contract with the host governmein
agency thereof. In certain cases, we also enterimé or more geothermal resource leases (or gdear a
concession or other agreement granting us the sixeluight to extract geothermal resources frontiigel
areas of land, with the owners (or sublessorsyofisand. A geothermal resource lease (or sublease)
concession or other agreement will usually givéhesright to explore, develop, operate and mairttzén
geothermal field including, among other things, tigét to drill wells (and if there are existing ligein the area,
to alter them) and build pipelines for transmittopgpthermal fluid. In certain cases, the holdeigiits in the
geothermal resource is a governmental entity ardhar cases a private entity. Usually, the terfith@lease
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(or sublease) and concession agreement correspdhd terms of the relevant power purchase agreemen
certain other cases, we own the land where théhgaoal resource is located, in which case theraare
restrictions on its utilization.

How We Sell Electricity. In the United States, the purchasers of poveen four projects are typically
investor-owned electric utility companies. Outsidehe United States, the purchaser is typicaliyede-owned
utility or distribution company or a recently prtized state-owned entity and we typically operatefacilities
pursuant to rights granted to us by a governmegahcy pursuant to a concession agreement. Incaaeh we
enter into long-term contracts (typically calledysw purchase agreements) for the sale of elegtiicithe
conversion of geothermal resources into electriéitproject’s revenues under a power purchase aggee
usually consist of two payments: energy paymentiscapacity payments (although our recent powerhase
agreements provide for energy payments only). Bnpagments are normally based on a project’s étadtr
output actually delivered to the purchaser measur&dowatt hours, with payment rates either fixadndexed
to the power purchaser’s “avoided” costs (i.@g tosts the power purchaser would have incursetf hhad it
produced the power it is purchasing from third jeartsuch as us). Capacity payments are normdtyleted
based on the generating capacity or the declangaltits of a project available for delivery to therghaser,
regardless of the amount of electrical output dityioduced or delivered. In addition, most of @amestic
projects located in California are eligible for eajty bonus payments under the respective powa&hpse
agreements upon reaching certain levels of geoerati

How We Operate and Maintain Our Power PlantsWe usually employ one of our subsidiaries, (&rm
Nevada Inc., for our domestic projects) to act@arator of our power plants pursuant to the terfras
operation and maintenance agreement. Our operaimheaintenance practices are designed to minimize
operating costs without compromising safety or emwnental standards while maximizing plant flextgiand
maintaining high reliability. Our approach to plananagement emphasizes the operational autonooyr of
individual plant managers and staff to identify aedolve operations and maintenance issues atr#sgiective
projects; however, each project draws upon ourl@viai collective resources and experience andothaiir
subsidiaries. We have organized our operations thattinventories, maintenance, backup and otherational
functions are pooled within each project compled provided by one operation and maintenance provides
approach enables us to realize cost savings araheed our ability to meet our project availabigtyals.

We currently operate and maintain approximately MW of generating capacity (See Note (2) page 7 for
an explanation of how we determine the generatiipgcity of our projects). Since our acquisition€adifornia,
Hawaii and Nevada, as a result of our verticalgragon, our proprietary technology and our opersl and
maintenance expertise, we have been successhtr@asing the capacity, efficiency and performasfamost o
our acquired facilities and were able to use th# stquired to operate these facilities more effitly. For
example, we have been able to increase the outplie dlammoth project by approximately 4 MW followgi its
acquisition in December 2003. We have also incet#fse capacity of the Heber Complex by 13 MW (dut o
which 3 MW were used for auxiliary power).

Safety is a key area of concern to us. We belibaethe most efficient and profitable performantewr
projects can only be accomplished within a safekimgrenvironment for our employees. Our compensgagiod



incentive program includes safety as a factor mlwating our employees, and we have a well-develope
reporting system to track safety and environmentitients at our projects.

How We Finance Our Power Plants.Historically, we have funded our projects watkombination of
non-recourse or limited recourse debt, lease fiman@arent company loans and internally generedsti. Such
leveraged financing permits the development ofquisj with a limited amount of equity contributiobsit also
increases the risk that a reduction in revenueklcmversely affect a particular project’s abilitymeet its debt
obligations. Leveraged financing also means thatilutions of dividends or other distributions filgnt
subsidiaries to us are contingent on complianch financial and other covenants contained in tharfting
documents.
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Non-recourse debt or lease financing refers to delgase arrangements involving debt repayments oe
payments that are made solely from the project/emaes (rather than our revenues or revenues ofthey
project) and generally are secured by the prggqutysical assets, major contracts and agreengasts,account
and, in many cases, our ownership interest ingr@ect affiliate. These forms of financing areereéd to as
“project financing.” Project financing transactie generally are structured so that all revenuespbject are
deposited directly with a bank or other financretitution acting as escrow or security deposinagehese
funds then are payable in a specified order ofrjtyiset forth in the financing documents to endinad, to the
extent available, they are used first to pay ojregaxpenses, senior debt service (including Ipagenents) and
taxes and to fund reserve accounts. Thereaftejecub satisfying debt service coverage ratios @rthin other
conditions, available funds may be disbursed fonmgament fees or dividends or, where there arerdunated
lenders, to the payment of subordinated debt servic

In the event of a foreclosure after a default, maject affiliate owning the project would only a&t an
interest in the assets, if any, remaining aftedabts and obligations have been paid in full.dditon,
incurrence of debt by a project may reduce thadigyiof our equity interest in that project becauke interest
is typically subject both to a pledge in favor loé pproject’s lenders securing the projectebt and to transfer a
change of control restrictions set forth in thevaint financing agreements.

Limited recourse debt refers to project financisglascribed above with the addition of our agreenten
undertake limited financial support for the projefiiliate in the form of certain limited obligatis and
contingent liabilities. These obligations and cogént liabilities take the form of guarantees ataia specified
obligations, indemnities, capital infusions andesgnents to pay certain debt service deficienciesh@& extent
we become liable under such guarantees and othegragnts in respect of a particular project, distions
received by us from other projects and other saunéeash available to us may be required to bd teseatisfy
these obligations. To the extent of these limiegburse obligations, creditors of a project finagmf a
particular project may have direct recourse to us.

How We Mitigate International Political Risk. We generally purchase insurance policies t@cour
exposure to certain political risks involved in ogting in developing countries. The policies aseied by
entities which specialize in such policies, suclM&SA, and from private sector providers, such asi¢h Re,
AIG and other such companies. To date, our politisi insurance contracts are with MIGA and ZurkRé.
Such insurance policies cover, in general and stbjethe limitations and restrictions containeer#in, 80% to
90% of our revenue loss derived from a specifieecegomental act such as confiscation, expropriatiots, the
inability to convert local currency into hard curoy and, in certain cases, the breach of agreemafethave
obtained such insurance for all of our foreign ectg in operation except for the Leyte project.

Recent Developments

. In February 2007, the Nevada Public Utilitien@oission approved two new 20-year power
purchase agreements that two of our subsidiariesezhinto on August 3, 2006 with Nevada Power
Company, a subsidiary of Sierra Pacific Resourfteghe sale of energy to be produced from the
Carson Lake (near Fallon) and Buffalo Valley PoREmts, two new geothermal power plants to be
built in Lander and Churchill Counties in northétavada. The Carson Lake and Buffalo Valley
projects are both projected to come on line in 261@9. These new plants are expected to increa
total output supplied from us to Sierra Pacific ®eses by between 36 and 60 MW.



. On January 31, 2007, we entered into two corgnaih a combined value of $9.0 million with
Enpower Green Energy Generation, Inc. for the supptwo OEC units for two REG plants to be
located on the Duke Energy T South Pipeline SysteBritish Columbia, Canada. The equipment is
to be supplied within 13 to 14 months of Februafy 2007, the effective date of both contracts.
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. On January 19, 2007, our subsidiary developiegQlkaria Ill project entered into an Amended and
Restated Power Purchase Agreement and a Projaatit3egreement, with Kenya Power and
Lighting Co. (KPLC), the Kenyan parastatal eledtyitransmission and distribution company, with
respect to Phase Il of the Olkaria Il project. 3Gi@agreements were executed after receipt of
appropriate regulatory approvals from the Kenyatatities. The construction of Phase Il of the
project is expected, upon completion, to add apprately 35 MW to the existing facility, bringing
the project’s total capacity to approximately 48 MKéllowing completion of Phase I, total
anticipated annual revenues from the project vélepproximately $32 million

. In January 2007, one of our subsidiaries entareda Power Purchase Option Agreement with Basin
Electric Power Cooperative (Basin Electric) regagdive new Recovered Energy Generation (R
Power Plants along the Northern Border PipelindténStates of Montana, North Dakota and
Minnesota. According to the Option Agreement, Badectric will work towards fulfilling certain
conditions with the goal to confirm that it is rgad enter into a definitive 25-year power purchase
agreement. These conditions include the intercdroreand rights to the site on which the power
plants will be constructed. We have already sectiredights to the waste heat for two of the new
power plants and will continue to work towards afiteg the rights to the remaining three new pc
plants. The approval for construction of the newv@oplants is expected during 2007 after both
parties have fulfilled their prerequisite obligattounder the Power Purchase Option Agreement.

. In January 2007, two of our subsidiaries entémémlsupply and engineering, procurement and
construction contracts with Ngawha Generation ladsubsidiary of Top Energy Limited for a new
geothermal power plant in Ngawha, New Zealand. ddmracts are for a total of approximately $20
million, with construction of the power plant exped to be completed within 20 months from the
contract date. Top Energy Limited is an environraiyfriendly, local electricity network company
in New Zealand.

. In December 2006, one of our subsidiaries edtar® geothermal leases in the North Brawley
known geothermal resource area in Imperial Coubégfifornia. These geothermal leases secured
1,270 acres and we are in discussion with othet tamers in this area to secure additional leases.
We expect to begin drilling activity to explore tresource upon receipt of the necessary drilling
permits, which we expect will be granted in thstfinalf of 2007.

. On December 19, 2006, we completed a sale 602080 shares of common stock to Lehman
Brothers in a block trade at a price of $37.509h&re, under a shelf registration statement fited i
early 2006. Net proceeds to us, after deductinggmmdting fees and commissions and estimated
offering expenses associated with the offering evegaproximately $92.5 million.

. In November 2006, the California Public Utilgsi€ommission (CPUC) approved several five-year
agreements entered into with Southern Californis@d(SCE) in May and June 2006 establishing
new renewable energy pricing for our existing popurchase aqgreements . These new agreements
fix the energy rates payable by SCE for the fivarygeriod beginning May 1, 2007 for our Ormesa,
Heber 1, Heber 2 and Mammoth geothermal projecttéa in California. Under the new
agreements, the geothermal energy produced by phefets will be sold at an average fixed energy
rate of $62.74 per MWh, starting with a rate of $81per MWh for the first year, with an annual
escalation of 1% thereafter. The new agreementgarihe into effect when the current Renewable
Energy Pricing Agreement terminates on April 30020The new average energy rate of $62.74 per
MWh will replace the existing rate of $53.70 per MW he capacity payment and capacity bonus
under the respective power purchase agreemenaébr & the projects remain unchanged.



. During the third quarter of 2006, one of our sidiaries signed geothermal lease agreements for
leases of surface, mineral and geothermal rightegswith the Bureau of Land
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Management and some with private owners, fomgproximately 7,500 acres in the Fallon area in
Nevada; (ii) approximately 3,200 acres in the FateRidge area in Nevada; (iii) approximat
16,400 acres in Gabbs Valley, Nevada; and (iv) @pprately 640 acres in the Wildhorse prospet
Nevada.

. In October 2006, one of our subsidiaries conguléhe OREG 1 project along the Northern Border
Pipeline in North Dakota and South Dakota. The OREgBoject consists of four Recovered Energy
Generation (REG) plants owned and operated by tisantiotal generating capacity of approximately
22 MW. Bismarck-based Basin Electric will purchasergy produced by these plants under a 25-
year lon¢-term power purchase agreement, which was announ@aD5.

. During the third quarter of 2006, we respondededveral requests for proposals issued by differen
utilities interested in purchasing renewable eneRgcently, we were informed that some of our bids
covering approximately 150 MW of proposed capaicitievada, California and Idaho have been
short-listed for further evaluation. There can beassurance, however, that we will be chosen from
the short list or that we will succeed in negotigtpower purchase agreements with the various
utilities.

. On August 16, 2006, we acquired from two paréiesdditional 28.2% partnership interest (27.34%
on a fully diluted basis assuming the exercisenobgtion by a third party) in Orzunil | de
Electricidad, Limitada (Orzunil), which owns therdluproject in Guatemala, thereby increasing our
71.8% ownership interest (69.67% on a fully dilubetis assuming the exercise of an option by a
third party) in the Zunil Project to 100% (97% ofully diluted basis, assuming the exercise of an
option by a third party). The total purchase pfmeboth acquisitions was $7.4 million (including
acquisition costs of approximately $0.9 millionhéBe acquisitions follow our acquisition of a 50
partnership interest (49.28% on a fully dilutedib@assuming the exercise of an option by a third
party) in Orzunil on March 13, 2006, whereby oubsidiary increased its then existing 21.0%
ownership interest in the Zunil Project to 71.89.65% on a fully diluted basis assuming the
exercise of an option by a third party). The puseharice we paid for the 50.8% acquisition was
$15.4 million (including acquisition costs of appimately $0.6 million).

. In August 2006, the Nevada Public Utilities Corssion approved the new 20-year power purchase
agreement that our subsidiary entered into withr&iBacific Power Company in May 2006 for the
sale of energy to be produced from the Galena &p@ant, which is currently under construction.
Under the new power purchase agreement, betwe®\ALFo 25 MW will be delivered from the
Galena 3 project to SPPC for a fixed price of $64.MWh, or $58 per MWh, assuming the project
will be eligible for a production tax credit. Thesges escalate at the beginning of each contesat y
by 1% and include the value of the renewable energgits.

. In July 2006, a consortium consisting of our Wishowned subsidiary, a unit of Medco Energi
Internasional Tbk (Indonesia’s largest privateamiti gas company), and Itochu Corp. of Japan won a
tender issued by the Indonesian state-owned uBIyPLN (Persero) for the development of the
Sarulla, North Sumatra, Indonesia geothermal pg@rgect on an independent power producer b
Medco is the leader of the consortium, whose bitsisted of the completion of the development of
the geothermal steam field, construction of thilffgping systems and three Ormat designed and
supplied power plants with a combined gross capac¢i8B40 MW, owning and operating the
facilities and selling electricity to PLN under @-8ear power purchase agreement expected to be
concluded within four months. Our specific respbiisies include the supply of the power plant and
setting up and supervising the operations and maamce of the plants, which will utilize our
technology and equipment. The total project coptagected to be about $600 million. The value of



our scope of work for the supply of power plantipment is expected to be approximately one-third
of the total project cost. Release of the supphtraxts to us will be made upon the financial eigsi
of the transaction, expected to be 12 months fiwreffective date of
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the power purchase agreement. The Sarulla prigj¢atbe constructed over the next five years in
three phases of 110 to 120 MW each, with the fisster generating unit to be operational within 30
months and the last within 48 months from the faialnclosing. The project will be owned and
operated by an Indonesian special purpose com@&g) that will be established by the consortium
members under the framework of a Joint Operatingti@ot with the concession holder, Pertamina
(the state-owned oil and gas company). In additboour responsibilities as the project’s power plan
equipment supplier and supervisor of operationsraaithtenance, we will participate as a minority
shareholder in the SPC.

. On July 26, 2006, we entered into a contraatelat $4.0 million with ENAGAS S.A. of Madrid,
Spain, for the supply of one OEC unit for a REGplacated in the ENAGAS gas compression
station at Almendralejo, Spain. The equipment isesupplied and installed within 19 months from
the date of the contract.

. On July 20, 2006, we entered into a contraate@lat $4.4 million with Geo X GmbH of
Ludwigshafen, Germany, for the supply of one OE@ fan a geothermal power plant located in
Landau, Germany. The equipment is to be suppliédrastalled within 17 months from the date of
the contract.

. On June 7, 2006, one of our wholly-owned sulsids received supply and construction orders for
three REG power plants on the Alliance PipelineetEacility will have a capacity of 5 MW net and
will convert the recovered waste heat from the eshaf existing gas turbines into electricity. The
contracts are in the total amount of $29.0 millidhe three plants are expected to be commissioned
in 2007 or early 2008.

. On April 26, 2006, we received a notice to pexten an engineering, procurement and construction
(EPC) contract to construct a geothermal powertgtarthe Raft River project in Idaho, for a total
sales price of $20.2 million. Construction of treyer plant is expected to be completed in the last
quarter of 2007.

. On April 10, 2006, we completed a folloam public offering of 3,500,000 shares of commatiktat
a price of $35.50 per share, under a shelf regisiratatement filed in early 2006. In addition, on
April 17, 2006, the underwriters exercised theiemwallotment option, thereby purchasing 525,000
additional shares of common stock at the same.pg¥eeproceeds to us, after deducting underwr
fees and commissions and estimated offering expeassociated with the offering, were
approximately $135.1 million.

. On April 4, 2006, we signed a contract to supp0 MW OEC power unit to PacifiCorp Energy in
the Northwest region of the United States. Theremtis in the amount of $11.5 million. The
existing PacifiCorp plant, to which an additiona© will be added, uses single-flash technology to
produce approximately 23 MW of net power to thelgfihe PacifiCorp plant utilizes only steam,
which is separated from the brine and deliveretthégplant, while the brine is reinjected into the
ground. Ormas technology enables recovery of heat from thechinfore reinjection and PacifiCc
Energy will utilize this new OEC power unit to geaie 10 MW of additional power in the OEC
without additional resources or wells. The OEC powrmt will be delivered in the second quarter of
2007 for installation adjacent to the existing plan

Description of Our Projects

In the year ended December 31, 2006, revenuesthiersale of electricity by our domestic geothermal



projects were $162.8 million, constituting 83.3%oaf total revenues from the sale of electricityd a
revenues from the sale of electricity by our foreggeothermal projects were $32.6 million, congtigitl6.7% o
our total revenues from the sale of electricityribg 2006 we began selling electricity from ouraeered
energy projects, whose construction was complet&d6.

The financing of certain of our projects and thentg of our power purchase agreements and certaér ot
agreements related to our operations are furtrearibed in the “Description of Certain Material Asggments”
section.
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Domestic Projects

Our projects in operation in the United States remgenerating capacity of approximately 294 MW. Our
current domestic projects are located in Califgrhiavada, Hawaii, North Dakota, and South Dakota.al¢o
have projects under construction or enhanceme@alifornia, Nevada and Hawaii.

The Ormesa Complex

The Ormesa complex is located in East Mesa, Imp@danty, California. The Ormesa complex consists o
six plants. The various plants commenced commeogiafations between 1987 and 1989. The plantgeutili
binary and flash systems. The Ormesa complex lgamerating capacity of 47 MW. Part of the eledtyici
generated by two of the plants at the Ormesa com@EM 2 and GEM 3, is sold under an interim agreein
(as discussed below) and part of it is used toigeoauxiliary power for well field operations aetrmesa
complex. The Ormesa project sells its electricapouto Southern California Edison Company (Souther
California Edison) under two separate power puretsgeements, which will expire in 2017 and 2018. aké
currently in discussions with Southern Californ@iden to unitize the two power purchase agreemamiso
increase the amount of power being purchased lagditional 10 MW. The Ormesa project was acquingd$
in April 2002, was initially refinanced with projefinance debt from United Capital, and was refoezthagain
with the proceeds from the issuance by Ormat Fundfrits Senior Secured Notes on February 13, 2004.
OFC Senior Secured Notes are collateralized byfalie assets of the Ormesa project (and any dipdcaeeds
arising therefrom) and our project subsidiary, GsakeLC, the direct owner of the Ormesa project,jbaxly
and severally with certain of our other subsidmfigdly and unconditionally guaranteed Ormat Fugtin
obligations under the OFC Senior Secured Notes!'Bemagement’s Discussion and Analysis of Finahcia
Condition and Results of Operation&3r a further description of the collateralizatiohthe OFC Senior Secur
Notes.

During 2006, we experienced a relatively high cftevell and pump failure at the Ormesa complex,
resulting in increased operating costs and redueeshues, and a lower availability of the OrmesH fiedd. As
a result, we did not meet the required minimum capdactor of 80% during the on-peak period foe thonths
of June and September 2006. Consequently, we hesre idlaced on probation for a period not to exdéed
months. During the probation period, if we fail aggp meet the minimum performance requirements, th
capacity of the project may be permanently reduitedthich case Southern California Edison wouldcehétled
to a refund. We believe that the risk of not megetime minimum performance requirements during the
probationary period and in the future is very laswée expect to increase the generating capacityeobrmesa
complex by 10 MW to a total of 57 MW by the endloé first quarter of 2007.

In connection with the power purchase agreementh&Ormesa complex, Southern California Edisa ha
expressed its intent not to pay the contract i@t¢hie power supplied by the GEM 2 and GEM 3 planthe
Ormesa complex. Southern California Edison conténalisCalifornia 1ISO real-time prices should appWile
management believes that SP-15 prices quoted by BX should apply. According to Southern California
Edison’s estimation, the amount under dispute g@pmately $2.5 million. The parties have signedmterim
Agreement, whereby Southern California Edison waltinue to procure the GEM 2 and GEM 3 power at th
current energy rate of 5.37 Cents/kWh until Ma@07. In addition, a long-term power purchase ages# is
expected to be entered into for the GEM 2 and GEpéBer. The negotiations of the long-term powerchase
agreement are still under way and there is no gueeahat it will be successfully completed. Marmagat
believes that such settlement agreement will ne¢ llamaterial financial impact on us.

The Heber Complex
The Heber complex consists of the Heber 1 projeetHeber 2 project and the Gould project.



The Heber 1 Project. The Heber 1 project is located in Heber, ImgdeCiounty, California. The Heber 1
project includes one power plant, which commenaedroercial operations in 1985, and a
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geothermal resource field. The plant utilizes al dlaah system and has a generating capacity afappately
38 MW. The Heber 1 project sells its electricalpuitto Southern California Edison under a long-tpower
purchase agreement, which will expire in 2015.drtain circumstances, Southern California Edisahiem
affiliated entities have a right of first refusaldcquire the power plant. Upon satisfaction ofaierconditions
specified in the power purchase agreement and dubjeeceipt of requisite approvals and negotregibetween
the parties, our project subsidiary will have tlght to demand that Southern California Edison pase the
power plant. The acquisition of the Heber 1 projedbecember 2003 was financed with equity and remours:
debt from Beal Bank, and was refinanced with trezeeds from the issuance by OrCal Geothermal GwC4l)
of its Senior Secured Notes on December 8, 2008 .diCal Senior Secured Notes are collateralizeal lbyf
the assets of the Heber Complex (and any and@ikegds arising therefrom) and our project subsidideber
Geothermal Company, the direct owner of the Hebmoject, has jointly and severally with certainoofr other
subsidiaries fully and unconditionally guarantee€&'s obligations under the OrCal Senior Secured N&ese
“Management’s Discussion and Analysis of Finan@ahdition and Results of Operations” for a furthe
description of the collateralization of the OrCah®r Secured Notes.

The Heber 2 Project. The Heber 2 project is also located in Helapdrial County, California. The
Heber 2 project includes one power plant which cemced commercial operations in 1993. The plantzasia
binary system and has a generating capacity obappately 34 MW. The Heber 2 project sells its tleal
output to Southern California Edison under a lomgrt power purchase agreement, which will expir20a3.
The acquisition of the Heber 2 project in Decen#t#3 was financed with equity and non-recourse fiebt
Beal Bank, and was refinanced with the proceeds fiee issuance by OrCal of its Senior Secured Nmtes
December 8, 2005. The OrCal Senior Secured Notesdiateralized by all of the assets of the Hebamplex
(and any and all proceeds arising therefrom) ammject subsidiary, Second Imperial Geothermah@any,
the direct owner of the Heber 2 project, has jgiatid severally with certain of our other subsidiafully and
unconditionally guaranteed OrCal's obligations urttie OrCal Senior Secured Notes. See “Managersent’
Discussion and Analysis of Financial Condition &webults of Operations” for a further descriptidrttoe
collateralization of the OrCal Senior Secured Notes

The Gould Project. The Gould project is also located in Heber, énigd County, California. The Gould
project consists of a bottoming-cycle OEC at Heband additional Ormat Integrated Two Level Unifd_{J)
at Heber 2 and has total generating capacity &0 The project sells its electrical output undereav long-
term power purchase agreement with Southern CalédPublic Power Authority for a fixed price, whigh
2006 was $57.50/MWh, which escalates annuallyrateaof 1.5%. This power purchase agreement wilrexn
2031. The construction of the Gould project waariiced with equity, and was included in the finagah
OrCal’'s Senior Secured Notes issued on Decemt9@. The OrCal Senior Secured Notes are collaerl
by all of the assets of the Heber Complex (andaardyall proceeds arising therefrom) and our prgjabsidiary
OrHeber 2 Inc., the direct owner of the Gould peojbas jointly and severally with certain of otiher
subsidiaries fully and unconditionally guarantee€&'s obligations under the OrCal Senior Secured N&ese
“Management’s Discussion and Analysis of Finan@ahdition and Results of Operations” for a furthe
description of the collateralization of the OrCah®r Secured Notes. Recently, our project subsidreat owns
the Gould project reached an agreement with SoutGafifornia Public Power Authority to eliminatesth
obligation under the power purchase agreementareghe production tax credits and in exchangedace the
fixed price under the power purchase agreemen2iiyWh. We have undertaken to OrCal to make up the
difference of $2/MWh such that its overall reventresn the project are not affected.

The Steamboat Complex

The Steamboat complex consists of the SteamboAtdrtject, the Steamboat 2/3 project, the Burdette
project and the Steamboat-Hills project.

The Steamboat 1/1A Project. The Steamboat 1/1A project is located in Stezatblills, Washoe County,
Nevada. The Steamboat 1/1A project includes twogugdants which commenct
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commercial operations in 1986 and 1988, respegtividie Steamboat 1/1A project utilizes a binarytesysand
currently has a generating capacity of 2 MW. Trea8tboat 1/1A project sells its electrical outpubierra
Pacific Power Company under two separate powerhagee agreements. The Steamboat 1/1A project was
acquired in June 2003 using internally generatsti,cand was refinanced with the proceeds fromahigaince k
Ormat Funding of its Senior Secured Notes on Felprid, 2004. The OFC Senior Secured Notes are
collateralized by all of the assets of the StearhblgA project (and any and all proceeds arisirggefrom) and
our project subsidiary, Steamboat Geothermal Lh€,direct owner of the Steamboat 1/1A project,jbily
and severally with certain of our other subsidmfigdly and unconditionally guaranteed Ormat Fugtin
obligations under the OFC Senior Secured Notes!'Bemagement’s Discussion and Analysis of Finahcia
Condition and Results of Operations” for furthesdription of collateralization of the OFC Seni@cS8red
Notes.

The initial term of the Steamboat 1 power purctegeement expired at the end of 2006 but we coatio
sell electricity by an automatic extension of tlwsver purchase agreement on a year-by-year basisurgVe
currently negotiating a renewal of the power pusehagreement for the years 2007 and 2008.

The Steamboat 2/3 Project. The Steamboat 2/3 project is also located éa@boat Hills, Washoe Cour
Nevada. The Steamboat 2/3 project consists of tweep plants which commenced commercial operatini
1992. The Steamboat 2/3 project utilizes a bingsyesn and has a generating capacity of 24 MW. We ha
experienced protracted failures of two of the prtgeturbines, which were not manufactured by usl we are
in the process of replacing the problematic equipgméth turbines of our own design and manufactiifee
Steamboat 2/3 project sells its electrical outpusierra Pacific Power Company under two separatep
purchase agreements. The Steamboat 2/3 projecagagred in February 2004 using internally generatesh
and proceeds from the issuance by Ormat Fundiitg 8enior Secured Notes on February 13, 2004 OF€
Senior Secured Notes are collateralized by alhefassets of the Steamboat 2/3 project (and anglapbceed
arising therefrom) and our project subsidiary, Bteaat Development Corp., the direct owner of treaBiboat
2/3 project, has jointly and severally with certafrour other subsidiaries fully and unconditiopauaranteed
Ormat Funding’s obligations under the OFC Seniaugsd Notes. See “ManagemenDiscussion and Analys
of Financial Condition and Results of Operatioriist’ further description of collateralization of t#=C Senior
Secured Notes.

The Burdette Project. The Burdette Project is located in Steamboatshde County, Nevada. The
Burdette project has a generating capacity of 21.\MY& completed the construction of this projediovembe
2005 and we reached commercial operation on Fep@8r2006. The project sells and transfers itstatzl
output and transfers its renewable energy credli&drra Pacific Power Company under a power pseha
agreement that has a 20-year term ending on Dece3ith2026.

The Steamboat-Hills Project The Steamboat Hills project is also locate&t@amboat Hills, Washoe
County, Nevada. The Steamboat Hills project is cogegd of one plant and commenced commercial opersti
in 1988. The Steamboat Hills project utilizes aykrflash system and water cooled condenser and has
generating capacity of 6 MW, although the capaaitgler the power purchase agreement is 12.5 MW. The
Steamboat Hills project sells its electrical outfmuSierra Pacific Power Company pursuant to a p@uechase
agreement. The project, under the predecessor pexgerienced difficulties operating at full caggcamong
other reasons because of a well blow-out. We intendcrease the generating capacity of the Steatribids
project by an additional 4 MW in the first half 2007, to take full advantage of the power purclzgeement.
The Steamboat Hills project was acquired in May4208ing internally generated cash.

The Mammoth Complex

The Mammoth complex is located in Mammoth Lakedif@aia. The Mammoth complex is comprised of
three plants, which commenced commercial operatiebween 1985 and1990. The Mammoth complex utik
binary system and has a generating capacity of @8 Mcluding 4 MW
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that we added during the course of 2006. Our ptajalsidiary, OrMammoth, Inc., owns a 50% partrigrsh



interest in Mammoth-Pacific, L.P., which owns 106%the Mammoth complex. The other 50% partnership
interest is owned by an unrelated third party. Mtaanmoth complex sells its electrical output to $euh
California Edison under three separate power psehgreements. Our 50% ownership interest in thariath
complex was acquired in December 2003 using intlgrganerated cash and project finance debt froml Be
Bank, and was refinanced with the proceeds fronistheance by Ormat Funding of its Senior Secure@dNon
February 13, 2004. The OFC Senior Secured Notesafiegeralized by a pledge of our 50% ownershtpriest
in Mammoth-Pacific, L.P. and our project subsidj@d@yMammoth Inc., has jointly and severally withtee of
our other subsidiaries fully and unconditionallyaganteed Ormat Funding’s obligations under the GE@ior
Secured Notes. See “Management’s Discussion aradyAis of Financial Condition and Results of Opierst”
for further description of collateralization of tlE#-C Senior Secured Notes.

The Brady Complex
The Brady complex consists of the Brady project tnedDesert Peak 2 project.

The Brady Project. The Brady project is located in Churchill Coyriflevada and includes the Brady
plant and the Desert Peak 1 plant. The Brady mlammenced commercial operations in 1992. The D&ssk
1 plant, which previously formed part of the Bramymplex, commenced commercial operations in 1986ish
currently not operational following its shut dovas, described below. The Brady project has a gengrat
capacity of approximately 19 MW, utilizing flashdahinary systems, and sells its electrical outp8ierra
Pacific Power Company under a long-term power pagsetagreement that will expire in 2022. In the sddmlf
of 2006, following our conclusion that the contidugperation of the Desert Peak 1 plant at the Bradyplex
was not economical, based on the high costs ofrrapd maintenance that would be required to kbeDtesert
Peak 1 plant operational, we shut down the Desak R plant. We are replacing the disconnecte@D@gak
1 plant with one of the units of the new DesertkP2aroject and have been supplying electricityegated by
such unit of the Desert Peak 2 project to the Badyect such that the overall output from the Bratbject anc
its performance under its power purchase agreehesa not been affected by the Desert Peak 1 phat s
down. We are also in the process of drilling a peaduction well and redrilling another well, withet intent of
restoring the Brady project’s generating capaaty® MW during the second half of 2007.

The Brady project was acquired in June 2001 usiteynally generated cash and was refinanced wéh th
proceeds from the issuance by Ormat Funding @etsior Secured Notes on February 13, 2004. The OFC
Senior Secured Notes are collateralized by alhefassets of the Brady project (and any and aflgads arising
therefrom) and our project subsidiary, Brady PoR@rtners, the direct owner of the Brady projecs, joantly
and severally with certain of our other subsidisrfelly and unconditionally guaranteed Ormat Fagts
obligations under the OFC Senior Secured Notes!'Bemagement’s Discussion and Analysis of Finahcia
Condition and Results of Operation&3r a further description of the collateralizatiohthe OFC Senior Secur:
Notes and certain other matters relating to th@Bmmplex and the OFC Senior Secured N¢

The Desert Peak 2 Project. The Desert Peak 2 project is located in Chlr€luiunty, Nevada (near the
Brady project). The Desert Peak 2 project incluglesater cooled unit and an air cooled unit, utiigour OEC
units. The aggregate generating capacity of the&eak 2 project is 12 MW. The electrical outipam the
project will be sold, and renewable energy andremvnental credits transferred, to Nevada Power Gomp
under a power purchase agreement that has a 2@eygacommencing on the January 1 following the
commercial operation date of the project. We expeedeclare commercial operation of the Desert Regiojec
during the first half of 2007. Recently, we havembeasing a portion of the electrical output frora esert Peak
2 project to supply the Brady project, as descridealve. As of February 2007, we no longer suppdgtekity
generated by the Desert Peak 2 project to the Boeajgct.

The Puna Project

The Puna project is located in the Puna distri,|IBland, Hawaii. The Puna plant commenced comialerc
operations in 1993. The Puna plant utilizes an @geathermal combined cycle system,
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and has a generating capacity of 30 MW. The Orraatigermal combined cycle system consists of a back
pressure steam turbine, in which the lower pressig@mn exhausted from the turbine is condensedinaay
system. This system assures a higher efficiengeothermal steam, with a resulting lower steam rate
resources producing steam above 150psi (10 bagjer 100psi if the steam has a high non-condea g
content. The Puna project sells its electrical outp Hawaii Electric Light Company under two povperrchase



agreements. Although the Puna project has signifigaothermal resources, because of existing gealog
conditions, these resources are difficult to managthe past, the Puna project required exterlsiels of
investment mainly to address problems with the petidn and injection wells related to the geothdrma
resources. The Puna project was acquired in Jub# &@h the proceeds of parent company loans aad-srm
bank loans. We completed operating lease transeciiorespect of the project, as described under
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations”.

During the second half of 2006, we encountered ehagcal problem in two wells. This caused usndtli
the output of the project to approximately 20 MWagsrecautionary limit. During the first quarteragf07, we
were able to restore the output to 30 MW, the Ie¥e¢he project’s design capacity.

In addition, we intend to increase the output ef tuna project by an additional 8 MW through theitiah
of OEC units. We are in the process of negotiasimgw power purchase agreement for the additiceradmting
capacity that will be available as a result of sactivities.

The OREG 1 Project

The OREG 1 project is a REG project that consitfeur power plants constructed on gas compressor
stations along a natural gas pipeline in North &adth Dakota. The project came on line during tivel tyuarter
of 2006 and has a generating capacity of 22 MW. f@aject subsidiary has entered into a 25-year powe
purchase agreement with Basin Electric Power Cativer (Basin Electric) pursuant to which the proells
the electrical output to Basin Electric.

Foreign Projects

Our projects in operation outside of the United&tdave a generating capacity of approximatelyM®R
We also have projects under construction in Guaearad Kenya.

The Leyte Project (The Philippines)

The Leyte project is located in the Philippinestioa Isle of Leyte. The Leyte project consistsafrfpowe!
plants. The Leyte plants utilize steam systems;comyentional flash steam plant and three ORMAT
manufactured topping steam turbines and have aio@thigenerating capacity of 49 MW. The ORMAT toppin
steam turbines generate additional power by u$iageduction in pressure to the inlet of the cotieeal flash
steam plant, situated downstream, necessitated thleesxisting steam field produced steam at a nighessure
than can be accommodated by the conventional fiestm plant. Our project subsidiaries have an 80%
partnership interest in Ormat-Leyte Co. Ltd., whistns 100% of the Leyte project. The remaining 20%
partnership interest in Ormat-Leyte Co. Ltd. ischiey two unrelated third parties. In August 1998loiwing a
build-operate-transfer agreement, which we refeast8OT, international tender, Ormat Inc. (whidieda
transferred its interest in the BOT agreement tm&fLeyte Co. Ltd.) entered into a BOT agreemett wi
PNOC-Energy Development Corporation, a Philippiampany wholly owned by Philippine National Oil
Company, a government-owned company. Under the Bgd@ement, the project will be transferred to PNOC-
Energy Development Corporation in September 200Hidoconsideration. We do not anticipate any materi
financial loss as a result of such transfer, algfiogoing forward this will reduce our foreign geaigon capacity
by 49 MW. Ormat-Leyte Co. Ltd. has an outstanding-recourse loan from the Export-Import Bank of the
United States, the outstanding balance of which$@8 million as of December 31, 2006. The loatus and
payable in approximately equal quarterly installtsghrough July 2007.

The Government of The Philippines has initiatedgheatization of its electricity industry. Howevave
cannot foresee when such privatization may be cetag! If such privatization is
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achieved in a manner that jeopardizes PNOC-Enegyeldpment Corporation’s or its affiliate’s ability

comply with their obligations under the BOT agreeméhe parties are required to negotiate an amentto

the power purchase agreement. Should they fa@ddolr an agreement, PNOC-Energy Development Corporat
has the obligation (and our project subsidiarythasight to require PNOC-Energy Development Caafion)

to buy out Ormat-Leyte Co. Ltd.rights in the project at a price based upon #igresent value of the projec
cash flow from the project for the remaining terfrikee BOT agreement.

The Momotombo Project (Nicaragua)



The Momotombo project is located in Momotombo, Mécaia. The Momotombo project is comprised of
one plant and a geothermal field. The plant wasaaly in existence when we signed the concessi@eagmt
for the project in March 1999, and had commencedmercial operations in the miB80s utilizing a dual flas
system. During 2006 we increased the output oMbmotombo project by 3 MW through a work-over o th
project’s existing wells, bringing the generatirapacity to approximately 30 MW. The Momotombo pobjeas
a power purchase agreement with Empresa Distribaide Electricidad del Norte (DISNORTE) and Empresa
Distribuidora de Electricidad del Sur (DISSUR), ta@rporations which own the power distribution tgm
Nicaragua. Our project subsidiary, which operatesMomotombo project, has an outstanding loan fBamk
Hapoalim B.M., the outstanding balance of which W4%.3 million as of December 31, 2006.

The Olkaria lll Project — Phase | (Kenya)

The Olkaria Il project is located in Naivasha, anThe Olkaria Ill project is comprised of onergla
which commenced commercial operation in August 2@0d a geothermal field. The plant currently has a
generating capacity of approximately 13 MW (Phas&Vle are working on the construction of Phasd this
project which we expect, upon completion, will iease the generating capacity of the Olkaria Iljqutoto
approximately 48 MW. A description of Phase Il bistproject is set forth below in “Projects under
Development.” Phase | of the Olkaria Il projedilizes a binary system. In November 1998, follogvam
international tender, our project subsidiary erdénto a power purchase agreement with the KenygePand
Lighting Co. Ltd. (KPLC), the Kenyan parastatalogfieity transmission and distribution company, @hivas
recently amended and restated in January 2007 pf@ject subsidiary leases the site on which thegemal
resources and the plant facilities are located filmenKenyan government, pursuant to an agreemeichwill
expire in 2040. The Kenyan government granted oojept subsidiary a license giving it exclusivehtig of use
and possession of the relevant geothermal resofocas initial period of 30 years, expiring in ZD2vhich
initial period may be extended for two additionigkfyear terms by us. The Kenyan Minister of Endngg the
right to terminate or revoke the license in therg\aur project subsidiary ceases work in or unbericense are
during a period of six months, or has failed to pnwith the terms of the license or the provisiofishe law
relating to geothermal resources. Our project slidngi is obligated to pay the Kenyan government tinlgrfees
and royalties based on the amount of power supfiédPLC.

The Zunil Project (Guatemala)

The Zunil project is located in Zunil, Guatemal&eTZunil project is comprised of one plant which
commenced commercial operations in 1999. The pitiites a binary system consisting of Ormat Energy
Converters and has a generating capacity of 24 WIW¥.project is owned by Orzunil | de Electricidadnitada,
which owns 100% of the Zunil project. Another of subsidiaries provides operation and maintenaaogces
to the project. The Zunil project sells its geniagatapacity to Instituto Nacional de Electrifieatipursuant to a
power supply agreement. As of the date of this ahreport, Orzunil | de Electricidad, Limitada hHas senior
outstanding non-recourse loans, one from Internatiinance Corporation (IFC) and the other from th
Commonwealth Development Corporation (CDC), theragate total balance of which was, as of December 3
2006, $19.4 million. The loans are due and payabtgiarterly installments through November 201 1ctEaf
the IFC and the CDC owned 14.1% of the issued atstanding partnership interests of Orzunil | de
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Electricidad, Limitada. On March 13, 2006 and orgAst 16, 2006, we consummated the acquisition of an
additional 50.8% and 28.2%, respectively, of theemship interest in the Zunil project and theraiyréased
our 21% ownership interest to 100% (97% on a fdilyted basis assuming the exercise of an optioa thyrd

party).

Projects under Construction

We are in varying stages of construction or enhanece: of projects, both domestic and foreign. Based
our current construction schedule, we expect tored generating capacity of approximately 114 MVthia
United States and approximately 55 MW throughoatrést of the world by the end of 2008 or early@0this
amount will be reduced by the 49 MW (of which wern80%) of the Leyte project. The following is a
description of the projects currently undergoingstouction:

The Amatitlan Project (Guatemala)

Our project subsidiary has completed the constnaif a geothermal power plant in Amatitlan, Guadkm



on a “build, own and operate” or “BOQ" basis.hE project is currently in final completion testhe
project is comprised of one power plant, which Wwalve a generating capacity of 20 MW, and has oéthaihe
rights to various geothermal production and reitmpacwells. The Amatitlan plant uses our Ormat Exyer
Converters.

The term of the power purchase agreement for thatilam project is 20 years from the date of the
commencement of operations at the power plant gre28s from the date of commencement of the coctibru
work, whichever is later. During a period of twcaye after the completion of the construction ofggthever plant
and subject to the signing of an additional agregméth the Instituto Nacional de Electrificationcathe result
of a feasibility test, our project subsidiary magriease the power generating capacity of the pplaat through
the drilling of additional wells and adding anotiperwer plant by up to an aggregate of 50 MW. Wécqgdte
that commercial operation of the Amatitlan projedt be declared in the first half of 2007.

The local municipal authorities have claimed thabastruction license is required for the projedtjle our
local counsel has advised us that no such licenssguired under the applicable laws and regulatidfe are
challenging the claim of the local municipal auities.

The Galena 2 Project (U.S.)

The construction of the Galena 2 project in WasBoenty, Nevada is completed and we are in the gpart
phase. The project is expected to have a generedipacity of 10 MW. Our project subsidiary will lselectrical
output from the plant, and transfer the renewab&rgy and environmental credits, to Nevada Powengzmy
under a power purchase agreement with a 20-yeartteat will commence on the first day of the yedlofving
the commercial operation date of the plant. Thegrgwurchase agreement was signed as part of N&auer
Company’s efforts to comply with Nevada’'s renewgibetfolio standards.

The Heber South Project (U.S.)

We have started the construction of a 10 MW poveentpwhich will be located in what is known as the
Heber Known Geothermal Resource Area or Heber KGRYe. construction activity is expected to include t
drilling of production and injection wells and thenstruction of an OEC unit. Completion is expedtethe first
half of 2008. The power purchase agreement foratiifition to the Heber complex is still under négtain.

The Galena 3 Project (U.S.)

We have started the construction of the Galenagt, which will be located in Washoe County, Neéaa
The project will increase the output of the Steaatlfdomplex by 17 MW of power
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generation under a 20-year power purchase agreemittnBierra Pacific Power Company. We expect the
construction, which will bring the total generatiogpacity of the Steamboat Complex to approxima&sijWw,
to be completed by the end of 2007 or the beginafrD08.

The Brawley Phase | Project (U.S.)

We have started the construction of a 50 MW povientpwhich will be located in the North Brawley
known geothermal resource area in Imperial Coudafifornia. Drilling started in February 2007 and are
negotiating the power purchase agreement for tiojggt.

The OrSumas Project

The OrSumas project is a REG plant currently inddwestruction stage and is expected to have a gtmgr
capacity of 5 MW. Our project subsidiary has erdérdo a 20-year power purchase agreement withtPuge
Sound Energy pursuant to which the project will gglelectrical output to Puget Sound Energy. pbeer plan
will be constructed on a gas compressor statiomgalbe Northwest Pipeline in the State of Washing@ur
engineering work has identified certain environraérgsues on the proposed project site. We arewtlyrin the
midst of discussions with the pipeline company rdo these environmental issues for which we ate n
responsible. The outcome of these discussions ewaytrin a delay or termination of the projectatgs.

The Olkaria Ill Project — Phase Il (Kenya)

As previously noted, our project subsidiary in Karas been working towards the construction of ®Has
of the Olkaria Il project. As of the date of thiaport, our project subsidiary has drilled wellsl @ommenced



preliminary construction activities but has not ble@ny material construction activities with regggec
Phase Il. On January 19, 2007, we entered intoraardled and Restated Power Purchase Agreement and a
Project Security Agreement with Kenya Power andhtiigg Co. (KPLC), the Kenyan parastatal electricity
transmission and distribution company, with respedhase Il of the Olkaria Ill project. These @&ynents wer:
executed after the receipt of appropriate regwaapprovals from the Kenyan authorities. The cartsion of
the second phase of the project is expected, upampletion, to add approximately 35MW to the exigtin
facility, bringing the project’s total capacity &pproximately 48MW. Following completion of Phagedtal
anticipated annual revenues from the project vélbbpproximately $32 million.

Under the Amended and Restated Power Purchasegntethe parties agreed to (i) shorten the
construction period for Phase Il to approximatergrity one months commencing from the deposit oatreed
collateral by KPLC, which occurred on February GQ72; (ii) change the technical configuration of &éé such
that the plant will use OEC units to generate eigity; and (iii) reduce the tariff payable by KPLdh the total
capacity of the plant upon completion of Phase II.

Under the Project Security Agreement, KPLC providddtter of credit in an amount equal to the valfie
four months of anticipated revenues from the ptajecler the Amended and Restated Power Purchase
Agreement (currently valued at approximately $8iom).

Other Projects

We are currently pursuing construction or enhancemetivities in the following projects:

. Steamboat Hills project: We plan to completedbsastruction of an additional 4 MW during the ffirs
quarter of 2007; and

. Ormesa project: We plan to complete the constraoaifoan additional 10 MW during the first quat
of 2007; and

. Puna project: We plan to add 8 MW through thestauction of OEC units by the end of 2008 or
early 2009. We are in discussions with Hawaii Eledtight 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 theedrfitates, China and Indonesia. We expect to agntin
to explore these and other opportunities for exjpanso long as they continue to meet our businbpctives
and investment criteria.

The Carson Lake Project (U.S.)

We are currently developing the Carson Lake projghtch will be located in Churchill County, Nevada
The project will deliver between 18 MW to 30 MW dwer generation under a 20-year power purchase
agreement with Nevada Power Company. We expedadahstruction to be completed during 2009. The kease
for this project have been obtained through aneagent with the U.S. Department of the Navy, whidh get
5% of the revenues as royalties during the firsy@&rs of operation.

The Buffalo Valley Project (U.S.)

We are currently developing the Buffalo Valley matj which will be on BLM leases located in Lander
County, Nevada. The project will deliver betweenM@/ to 30 MW of power generation under a 20-yean@o
purchase agreement with Nevada Power Company. \Wecethe construction to be completed during 2009.

The OREG Il Projects (U.S.)

We recently entered into a Power Purchase Opticedxgent with Basin Electric Power Cooperative
(Basin Electric) regarding five new REG Power Pdamtith a total generating capacity of 27.5 MW ngidhe
Northern Border Pipeline in the States of Montawarth Dakota and Minnesota. According to the Op
Agreement, Basin Electric will work towards fulfilg certain conditions with the goal of confirmiitg
readiness to enter into a definitive 25-year pomgchase agreement. We have already secured tits tigthe



waste heat for two of the new power plants and eatitinue to work towards obtaining the rightshe t
remaining three new power plants. The approvatfmstruction of the new power plants is expectaihdu
2007.

The Brawley Phase Il Project (U.S.)

If the results of the drilling activities we arercently undertaking in connection with the Brawlelgase |
project will indicate the existence of sufficier@aghermal resource, we plan to construct an additiso MW
power plant, which will be located in the North Bfay known geothermal resource area in Imperialr@pu
California, adjacent to Phase | of the Brawley pcbj

The Yunnan Project (China)

OrYunnan Geothermal Co., Ltd., which is a joint tuga established between our project subsidiary and
Yunnan Province Geothermal Development Co., Lidn®exclusive rights to develop all of the geotharm
resources in Teng Chong County, Baoshan City, innén Province, southwest China. Our project sudsidi
owns 85% of the interests in OrYunnan Geothermall@h, which owns all of the ownership interestghe
Yunnan project. The area of the geothermal conorssiapproximately 65 square miles and is located
approximately 200 miles southwest of Kunming, thevpcial capital of Yunnan, and approximately 40es
from the border with Myanmar. We estimate the poaiof the geothermal resources in the concessiea to
be between 150 to 200 MW. Initially, our projecbsidliary and its partner intend to develop a geotléfield
and construct a power plant with a generating dapatapproximately 42 MW, which we estimated waul
require a capital investment of approximately CNA6.® million (approximately $99.6 million calculdtet the
prevailing exchange rate on December 31, 2006).p@rject subsidiary is awaiting Yunnan Provincial
Government approval, following which negotiationishwthe provincial utility company towards the siga of a
power purchase agreement may conclude. Followie@gproval of the Yunnan Provincial Government, the
electricity feed-in tariffs would still require cal government approval.
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Such tariffs will be based on the implementing tagjans to be announced shortly. On May 29, 2002, o
project subsidiary entered into a memorandum oetstdnding, which we refer to as an MOU, regardirg
main terms of the power purchase agreement and wihjer project agreements with Yunnan Electric Bow
Co., Ltd., a state-owned utility company, concegrtime purchase of electric power by the utility gamy from
our project subsidiary on a 30-year basis anddfsead interconnection arrangements. The MOU estidnthat
the commercial operation date of the plant wasetddanuary 1, 2006. However, we have been in the
development stage of the OrYunnan Project for sdwerars and this date will have to be extendedifor
appropriate period following the completion of fkinese central government’s approval.

The Sarulla Project (Indonesia)

We are a member of a consortium, which is in tlee@ss of developing a geothermal power project in
Indonesia of approximately 300 MW that is expedtedome on line in phases between 2010 and 2012. We
estimate that our minority interest equivalent walhge between 45 MW to 60 MW.

Exploration Activity

In addition to the geothermal projects under cartsiton and development, we have various leases for
geothermal resources, in which we have startecbexpbn activity. These geothermal resources ireliing
following:

e Grass Valley — Lander County, NV;

e Jersey Valley — Pershing County, NV;

e Magic Hot Springs — Blaine & Camas Counties hiala

e Fireball Ridge — Churchill County, NV;



e Gabbs Valley — Nye County, NV;

e Rock Hills — Esmeralda County, NV.

Our exploration activity is intended to providewish an indication and better understanding of the
availability of geothermal resources in the areasered by these leases and will enable us to maleeiaion
regarding their development. We do not expectabiatexploration activity will lead to commercialgpects in
each case.

Development Inventory

In addition to the geothermal projects under cartsiton, development or exploration, we have various
geothermal leases for future development in thaddrstates and other development rights outsidieeot/nited
States. These geothermal leases and rights inthedellowing:

e Oregon — one site;

. California — three sites;

. Nevade— three sites;

. Hawaii — one site;

. Idaho — three sites;

. Texas — several leases; and

. Outside of the United States — two sites.
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Operations of our Products Segment

Power Units for Geothermal Power Plants.We design, manufacture and sell power unitgémthermal
electricity generation, which we refer to as Orfaaergy Converters or OECs. Our customers include
contractors and geothermal plant owners and opsrato

The consideration for the power units is usuallgpa installments, in accordance with milestonesis
the supply agreement. Sometimes we agree to prévédpurchaser with spare parts (or alternatiwelih a non-
exclusive license to manufacture such parts). V@eige the purchaser with at least a 12-month wayrfor
such products. We usually also provide the purah@éten, upon receipt of advances made by thehaser)
with a guarantee, which expires in part upon dejive the equipment to the site and fully expiresha
termination of the warranty period. The guaranteesat times covered by letters of credit. Ormatrnat
received any claims under the performance guaramtegate.

Power Units for Recovered Energy-Based Power Géimera We design, manufacture and sell power
units used to generate electricity from recovemselgy or so-called “waste heat” that is generadsdh residual
by-product of gas turbine-driven compressor statimmd a variety of industrial processes, such et
manufacturing, and is not otherwise used for amp@se. Our existing and target customers inclutkrsiate
natural gas pipeline owners and operators, gaepsitg plant owners and operators, cement plan¢isand
operators, and other companies engaged in othegyeitgensive industrial processes. We view receger
energy generation as a significant market oppastior us, and plan to utilize two different busssemodels in
connection with such business opportunity. The,fihich is similar to the model utilized in ourajeermal
power generation business, consists of the devedopmonstruction, ownership and operation of reced



energy-based generation power plants. In this eesayill enter into agreements to purchase indaistri
waste heat, and into long-term power purchase agrets with off-takers to sell the electricity geated by the
recovered energy generation unit that utilizes sndbstrial waste heat. We expect that the powechasers in
such cases will be investor-owned electric utsitix local electrical cooperatives. In early 2006,signed a
supply contract with UltraTech Cement Ltd. in Murmbadia for the supply of one OEC for a new REGvpo
plant.

Pursuant to the second business model, we consindcsell the power units for recovered energy-tase
power generation to third parties for use in “thsithe-fence” installations or otherwise. Our cusérs include
gas processing plant owners and operators, cenfaritgwners and operators and companies in theepsoc
industry. The Neptune recovered energy projechisxample of such a model. There, we installedador
recovered energy-based generation units at Engerprioduct’s Neptune gas processing plant in LanésiThe
unit utilizes exhaust gas from two gas turbinethatplant and is providing electrical power thatasisumed
internally by the facility (although a portion dfe generated electricity is also sold to the letattric utility).
Recently we signed two agreements (with ICQ andattdth) for the supply of Ormat OEC systems for
Recovered Energy Generation plants.

Our recovered energy generation units, if structypmperly, may be eligible for favorable tax treant,
such as the seven year modified accelerated aosteey under relevant U.S. federal tax rules.

Remote Power Units and other GeneratorsWe design, manufacture and sell fossil fuel @a@a turbo-
generators with a capacity ranging between 200sveattl 5,000 watts, which operate unattended ireeer
climate conditions, whether hot or cold. The renmiever units supply energy for remote and unmanned
installations and along communications lines anttladic protection along gas and oil pipelines. Gustomers
include contractors installing gas pipelines in oterareas. In addition, we manufacture and sekigears for
various other uses, including heavy duty directenirgenerators. Our remote power units were rgceappliec
to the Sakhalin pipeline in Russia. The terms & se&the turbo-generators are similar to thosetlierpower
units produced for power plants.

Engineering, Procurement and Construction (EPCpo#ver Plants. We engineer, procure and constr
as an EPC contractor, geothermal and recoveredyepekver plants on a turnkey basis,
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using power units we design and manufacture. Ostioouers are geothermal power plant owners as wéfiea
same customers described above that we targdidaale of our power units for recovered energegtgower
generation. Unlike many other companies that p&&C services, we have an advantage in that wesarg
our own manufactured equipment and thus have bagterol over the timing and delivery of required
equipment and its costs. The consideration for sechices is usually paid in installments, in ademice with
milestones set in the EPC contract and relatedrdents. We usually provide performance guaranteésters
of credit securing our obligations under the cattrelpon delivery of the plant to its owner, suctagantees are
replaced with a warranty guarantee, usually foerog ranging from 12 months to 36 months. The EB@ract
usually places a cap on our liabilities for failtioemeet our obligations thereunder. For exampéeare currentl
acting as the EPC contractor for the Alliance RE&{s in Canada.

We also design and construct the recovered enenggrgtion units on a turnkey basis, and may proaide
long-term agreement to supply non-routine mainteadar such units. Our customers are interstaterabgas
pipeline owners and operators, gas processing planérs and operators, cement plant owners andigpsan
companies engaged in the process industry. For geanecently we entered into supply and constoncti
contracts with Alliance pipeline in Western Canéataan Ormat Recovered Energy Generation powettplan

In connection with the sale of our power unitsdeothermal power plants, power units for recovered
energy-based power generation and remote powes ainit other generators, we, from time to time,rente
sales agreements for the marketing and sale ofmaciucts pursuant to which we are obligated to pay
commissions to such representatives upon the $aler @roducts in the relevant territory coveredsiigh
agreements by such representatives or, in soms,dasether representatives in such territory.

Our manufacturing operations and products arefigetiSO 9001, ISO 14001, ASME and TUV, and we
are an approved supplier to many electric utiliiesund the world.

Backlog



The Company and its wholly owned subsidiaries fapeoducts backlog of $89.5 million as of February
28, 2007, which includes revenues for the periddvéen January 1, 2007 and February 28, 2007, cadpar
$81.8 million as of March 15, 2006. The followirgya breakdown of the Products Segment backlog:
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Products backlog
Sales Expected
to be
Recognized in
Expected Sales Expected to the Years
Completion be Recognized in 2007 Following 2007
of Contract (in millions) (in millions)
North America
Raft River 2007 $ 16.2 $ —
Blundell 2007 5.C —
NRGreen, Canac 2007 24.¢ —
Enpower Green, Canada 200¢ 2.4 -4.9 4.1 -6.€
Total North America 48.4 -50.¢ 4.1 -6.€
Worldwide (Except North America)
ICQ, Italy 2007 0.t —
Enagas Almendralejo, Spain 2007 3.1 —
Comita, Russia 200¢ — 2.4
Mokai 1A, New Zealand 2007 0.4 —
Landau Geo X GmbH, Germany 2007 3.€ —
Sakhalin, Russia 2007 2.4 —
Bongkot, Thailand 2007 0.4 —
Ngawha Il, New Zealan 200¢ 5.8 -10.2 10.5 -15.C
Other Units 2007 0.8 —
Total Worldwide (Except North America) 17.1 -21.€ 12.9 -17.4
Total Products Backlog $ 65.5-72.F $ 17.0-24.C

We expect that our revenues from electricity fa 2007 fiscal year will be approximately $220 roifli
from our wholly owned projects and approximatelg$ilmillion from our subsidiaries accounted forthg
equity method.

Our Technology

Our proprietary technology covers power plants afieg according to the Organic Rankine Cycle omly o
in combination with the Steam Rankine Cycle andyBrna Cycle, as well as integration of power plamith
energy sources such as geothermal, recovered etféogyass, solar energy and fossil fuels. Spediyicaur
technology involves original designs of turbinesips, and heat exchangers, as well as formulafionganic
motive fluids. All of our motive fluids are non-oze-depleting substances. Using advanced compuldiird
dynamics and other computer aided design, or CAwsre as well as our test facilities, we continsly seek
to improve power plant components, reduce opersiiondl maintenance costs, and increase the raroge of
equipment and applications. In particular, we a@n@ning ways to increase the output of our plémtsitilizing
evaporative cooling, cold reinjection, performasgaulation programs, and topping turbines. In teetgermal
as well as the recovered energy (waste heat) @weeare examining twéevel recovered energy systems and |
motive fluids.

We also construct combined cycle geothermal pliant¢hich the steam first produces power in a
backpressure steam turbine and is subsequentlynsed in a vaporizer of a binary plant, which pozdu
additional power.



In the conversion of geothermal energy into eleityri our technology has a number of advantages
compared with conventional geothermal steam turplaets. A conventional geothermal steam turbirmapl
consumes significant quantities of water, causigietion of the aquifer, and also requires coolirger
treatment with chemicals and thus a need for thpadiition of such chemicals. A conventional gectiadistean
turbine plant also creates a significant visualaetpn the form of an emitted plume from the cogliower
during cold weather. By contrast, our binary anthbmed cycle geothermal power plants have a lowilpro
with minimum visual impact and do not emit a
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plume when they use air cooled condensers. Ounparad combined cycle geothermal power plants eeirgll
of the geothermal fluids utilized in the respeciivrecesses into the geothermal reservoir. Consdlguench
processes generally have no emissions. Accidentabdive emissions (that result from minor leak§)motive
fluids are within the limits defined by federalat and local regulatory standards.

Other advantages of our technology include simpliof operation and easy maintenance, low RPM,
temperature and pressure in the Ormat Energy Ctryerhigh efficiency turbine and the fact tharéhis no
contact between the turbine itself and often caveogeothermal fluids.

We use the same elements of our technology inemavered energy products. The heat source could be
exhaust gases from a simple cycle gas turbinepl@ssure steam or medium temperature liquid fonride
process industry. In most cases, we attach aniadalitheat exchanger in which we circulate therailaio
transfer the heat into the Ormat Energy Conver@ne vaporizer in order to provide greater operstlo
flexibility and control. Once this stage of eachaeery is completed, the rest of the operatiodéniical to the
Ormat Energy Converter used in our geothermal pghats. The same advantages of using the Organic
Rankine Cycle apply here as well. In addition, mahnology allows for better load following than a
conventional steam turbine can exhibit, requiresvater treatment as it is air cooled, and doesempiire the
continuous presence of a steam licensed operatsiten

More than 70 United States patents (and about 48ipg patents) cover our products (mainly powetsuni
based on the Organic Rankine Cycle) and systemimlingeothermal power plants and industrial wastath
recovery for electricity production). The systeratated patents cover not only a particular compbhetrather
the overall effectiveness of the plant’s systeromfthe “fuel” (i.e., geothermal fluid, waste hediomass or
solar) to generated electricity. The duration aftspatents ranges from one year to 14 years. Nypespatent on
its own is material to our business.

The products-related patents cover componentsasitiirbines, heat exchanges, seals and contras. Th
system patents cover subjects such as disposahetandensable gases present in geothermal floddger
plants for very high pressure geothermal resouaiodsuse of two-phase fluids. A number of patentecthe
combined cycle geothermal power plants, in whiehdteam first produces power in a backpressurenstea
turbine and is subsequently condensed in a vapasfze binary plant, which produces additional powe

We are also involved in developing new technolaggttract heat from the earth by circulating fluid
through an enhanced or man-made reservoir createatirally low permeable or water-poor rocks. e a
undertaking this development in cooperation wittothermEx Inc., the University of Utah, Energy &
Geoscience Institute, the University of Nevada-Ramd the Great Basin Center for Geothermal Enevii,
funding support from the United States Departméirergy.

Competition

The power generation industry is characterizedhbsrise competition from electric utilities, othewer
producers, and marketers. In recent years, theetdi@tates in particular has seen increasing cotigueii
power sales, in part due to excess capacity imabeu of U.S. markets and an emphasis on short+earkets.
In the last year, competition from the wind andas@ower generation industry has increased. Whéectirrent
demand for renewable energy is large enough tieirtbreased competition has not impacted ourtstidi
obtain new power purchase agreements, this inaleasapetition may contribute to a reduction in #leity
prices for new renewable projects.

In the geothermal power generation sector, our ro@mpetitors in the United States are CalEnergy,
Calpine (which filed for protection under Chaptérdf the U.S. Bankruptcy Code in late 2005), Catmand



other smaller-sized developers such as U.S. Gen#dieBome of these companies are also active eutéid
the United States. Outside of the United Statededsom these companies and ENEL, which is basdthiy,
we may face competition from national electricitiéib or state-owned oil companies.
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In the products business, our main competitordvirgubishi, Fuji and Toshiba of Japan, GE/Nuevo
Pignone, Ansaldo and Turboden of Italy, SiemenSa&fmany, Alstom of France and Kaluga of Russia.
Recently, two new small players have been tryingeoetrate the market. In the remote power uniinless, we
face competition from Global Thermoelectric, ashaslfrom manufacturers of diesel generator setseRtly,
United Technologies announced the introduction sxinall 200 kW Organic Rankine Cycle unit.

Siemens of Germany as well as other manufactufarsnventional steam turbines are potential
competitors in the recovered energy generatiomlessi although we believe that our recovered energy
generation system has technological and economibaintages over the Siemens/Kalina technologywamdkr
certain conditions, conventional steam technology.

We also compete with companies engaged in the pgereration business from renewable energy sources
other than geothermal energy, such as wind powéat power and hydro-electric power.

None of our competitors competes with us both énghle of electricity and in the products business.

Customers

Most of our revenues from the sale of electriaityhie year ended December 31, 2006 were derived fro
fully-contracted energy and/or capacity paymentsentong-term power purchase agreements with
governmental and private utility companies. South@alifornia Edison, Hawaii Electric Light Compaagd
Sierra Pacific Power Company accounted for 30.084.% and 12.8% of revenues, respectively, for gy
ended December 31, 2006. Based on publicly availafibrmation, as of December 31, 2006, the issatangs
of Southern California Edison, Sierra Pacific Po@empany and Nevada Power Company (a power purnchase
for the Desert Peak 2 and Galena 2 projects) w8réstable outlook), Ba3 (stable outlook) and Baal{e
outlook), respectively, from Moody's Investors Sees and BBB+ (stable outlook), BB— (stable outlp@ind
BB- (stable outlook), respectively, from StandardP&or’'s Ratings Services and the issuer ratingaafiédi
Electric Light Company was BBB+ (negative outlofdldm Standard & Poor’s Ratings Services. SCPPActwhi
has purchased the power from the Gould projecedine beginning of 2006, has senior unsecuredrdéhgs
ranging from Al from Moody’s and A+ from S&P, inaracase with a stable ratings outlook. The credihgs
of any power purchaser may decrease from timerte.tirhere is no publicly available information wigspect
to the credit rating or stability of the power plasers under the power purchase agreements féoreign
power projects.

Our revenues from the products business were dkfioen contractors or owners or operators of power
plants, process companies and pipelines.

Raw Materials, Suppliers and Subcontractors

In connection with our manufacturing activities, use raw materials such as steel and aluminum.&e d
not rely on any one supplier for the raw materiedsd in our manufacturing activities, as all oftstew
materials are readily available from various suggli

Since 2005 we have increased the volume of workredifrom subcontractors for some of the
manufacturing for our products components and dmistruction activities of our power plants, whidlowed us
to expand our construction and development capaaitgn as-needed basis. We are not dependent mnany
subcontractor and expect to be able to replacesabgontractor, or assume such manufacturing anstremtion
activities of our projects ourselves without adeeeffect to our operations.

Employees

As of December 31, 2006, we employed 774 employdeshich 252 were located in the United States,
363 were located in Israel and 159 were locateathier countries. We expect that future growth erlamber o
our employees will be mainly attributable to theghase and/or development of new power plants.
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None of our employees (other than the Momotombgept@mployees) are represented by a labor union,
and we have never experienced any labor dispuike str work stoppage. We consider our relationth wur
employees to be satisfactory. We believe our fusuieess will depend on our continuing ability i@h
integrate and retain qualified personnel.

We have no collective bargaining agreements witpeet to our Israeli employees. However, by ordier o
the Israeli Ministry of Industry, Trade and Labbetprovisions of a collective bargaining agreent@tiveen the
Histadrut (the General Federation of Labor in I§rapd the Coordination Bureau of Economic Orgatiizes
(which includes the Industrialists Association) nagply to some of our non-managerial, finance and
administrative, and sales and marketing persofinés. collective bargaining agreement principallycerns co:
of living increases, length of the workday, minimwages, insurance for work-related accidents, ghoes for
dismissing employees, annual and other vacatiok gy, determination of severance pay, pensiotriboions
and other conditions of employment. We currentipvie such employees with benefits and working d@rs
which are at least as favorable as the conditipasiied in the collective bargaining agreement.

Insurance

We maintain business interruption insurance, cégirsdurance, including flood and earthquake cogera
and primary and excess liability insurance, as agltustomary worker's compensation and automobile
insurance and such other insurance, if any, asriemlly carried by companies engaged in similaifasses
and owning similar properties in the same genagedsand financed in a similar manner. To the &xen such
casualty insurance covers both us and/or our pgjea the one hand, and any other person andintsplon the
other hand, we generally have specifically desigghais applicable solely to us and our projectsrigk”
property insurance coverage in an amount based tingogstimated full replacement value of our prigjec
(provided that earthquake and flood coverage magubgect to annual aggregate limits depending enytpe
and location of the project) and business intefompinsurance in an amount that also varies froojegt to
project.

We generally purchase insurance policies to coueemposure to certain political risks involved in
operating in developing countries. Political rigkurance policies are generally issued by entitlash
specialize in such policies, such as the Multi@témvestment Guarantee Agency (a member of thdd\Rank
Group), and from private sector providers, sucBuaich Re, AlG and other such companies. To datefalur
political risk insurance contracts are with the Materal Investment Guarantee Agency and with @uRe.
Such insurance policies cover, in general, andestilhp the limitations and restrictions containeeréin, 80% to
90% of our revenue loss derived from a specifiecegomental act, such as confiscation, expropriatioits, the
inability to convert local currency into hard curoy and, in certain cases, the breach of agreemafethave
obtained such insurance for all of our foreign ectg in operation except for the Leyte project.

Regulation of the Electric Utility Industry in the United States

The following is a summary overview of the electitdity industry and applicable federal and state
regulations, and should not be considered a falkstent of the law or all issues pertaining thereto

PURPA

PURPA provides certain benefits described below,pfoject is a “Qualifying Facility”. There aitevo
types of Qualifying Facilities: cogeneration faids and small power production facilities. A snadwer
production facility is a Qualifying Facility if (ijhe facility does not exceed 80 megawatts, (&) ghmary energ
source of the facility is biomass, waste, renewad$®urces, or any combination thereof, and 75%efotal
energy input of the facility is from these sourcasd (iii) the facility has filed with FERC a nodiof self-
certification of qualifying status, or has filedttviFERC an application for FERC certification ofatjfying
status, that has been granted. The 80 megawattmitation, however, does not apply to a facilityi) it
produces electric energy solely by the use, asnagpy energy input, of solar, wind, or waste resesr and (ii)
an application for
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certification or a notice of self-certification qtialifying status of the facility was submittedtb@ FERC prior to
December 21, 1994, and construction of the fadildgnmenced prior to December 31, 1999.

PURPA exempted Qualifying Facilities from regulationder the Public Utility Holding Company Act of
1935 (PUHCA) and exempts Qualifying Facilities fromost provisions of the Federal Power Act (FPA) and
state laws relating to the financial, organizationl rate regulation of electric utilities. In adlit, FERC's
regulations promulgated under PURPA require theattdat utilities purchase electricity generatedQuyalifying
Facilities at a rate based on the purchasingyslincremental cost of purchasing or producingrgnégalso
known as “avoided cost”).

Pursuant to the Energy Policy Act of 2005, FERCreasntly issued a final rule that will require
Qualifying Facilities to obtain market-based rat¢harity pursuant to the FPA for sales of energgapacity (i)
from facilities larger than 20 MW in size; (ii) gwant to a contract executed after March 17, 2086i$ not a
contract made pursuant to a state regulatory aitgfoimplementation of PURPA,; or (iii) not pursuaio
another provision of a state regulatory authorityiplementation of PURPA. The practical effecthuétfinal
rule is to require Qualifying Facilities that aeeder than 20 MW in size that seek to engage inRIORPA sale
of power (i.e. power that is sold in a manner thatot pursuant to a prxisting contract or state implementat
of PURPA) to obtain market-based rate authoritynfleERC for these non-PURPA sales.

The Energy Policy Act of 2005 also allows FERCanttinate a utilitys obligation to purchase energy fr
Qualifying Facilities upon a finding that Qualifgracilities have nondiscriminatory access to eihe
independently administered, auctibased day ahead and real time markets for enedywhaolesale markets f
long-term sales of capacity; (i) transmission aridrconnection services provided by a FE&Sproved region
transmission entity and administered under an @oeess transmission tariff that affords nondisaratory
treatment to all customers, and competitive whdéesarkets that provide a meaningful opportunitged
capacity and energy, including long and short teates; or (iii) wholesale markets for the saleagacity and
energy that are at a minimum of comparable conipetifuality as markets described in (i) and (iipad. FERC
has recently issued a rule to implement these pians of the Energy Policy Act of 2005. This ruiees nine
(9) utilities the right to apply to eliminate theandatory purchase obligation if the utility is amieer of one of
four regional transmission organizations. Nonewfdomestic projects sells power pursuant to cotgnaith
utilities in any of these four regional transmiss@rganizations. The rule also creates a rebuttaleleumption
that a utility provides nondiscriminatory accest ifas an open access transmission tariff in c@anpé with
FERC's pro forma open access transmission tartifctvis currently under review by FERC to ensuit tts
provisions prevent undue discrimination in the [gmn of transmission service. Further, the rulevites a
procedure for utilities that are not members offthe named regional transmission organizatiorfiédo obtair
relief from the mandatory purchase obligation @eevice territory-wide basis, and establishes pioes for
affected Qualifying Facilities to seek reinstateingfithe purchase obligation. The rule protectsualfying
Facility’s rights under any contract or obligation involvimgrchases or sales that are entered into aftengigj
2005 but before FERC has determined that the odirticautility is entitled to relief from the manday purchas
obligation. The rule also protects a Qualifying ikcs rights under any contract or obligation fitre sale of
energy in effect or pending approval before therayppate state regulatory authority or non-regudagkectric
utility on August 8, 2005.

In addition, the Energy Policy Act of 2005 elimiedtthe restriction on utility ownership of a Quyilify
Facility. Prior to the Energy Policy Act of 2003eetric utilities or electric utility holding compées could not
own more than a 50% equity interest in a Qualifyfagility. Under the Energy Policy Act of 2005, ahéc
utilities or holding companies may own up to 1002the equity interest in a Qualifying Facility.

We expect that our projects will continue to mdkbfthe criteria required for Qualifying Faciks under
PURPA. However, since the Heber Projects have ppweathase agreements with Southern California lBdiso
that require Qualifying Facility status to be mained, maintaining Qualifying Facility status remaa key
obligation. If any of the Heber Projects loseQtsalifying
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Facility status our operations could be advers#bcted. Loss of Qualifying Facility status woullihgnate the
Heber Projecg exemption from the FPA and thus, among othegtithe rates charged by the Heber Projec
the power purchase agreements with Southern Qaiifédison and SCPPA would become subject to FERC



regulation. Further, it is possible that the ugbtthat purchase power from the projects couldesgfully obtain
an elimination of the mandatory-purchase obligaiiotheir service territories. If this occurs, tAmject’s
existing power purchase agreements will not bectdte but the utilities will not be obligated undddRPA to
renew these power purchase agreements or exeautpaveer purchase agreements upon the existing power
purchase agreements’ expiration.

PUHCA

PUHCA has been repealed, effective February 8, 20@&uant to the Energy Policy Act of 2005. Altgh
PUHCA was repealed, the Energy Policy Act of 20@ated a new Public Utility Holding Company Act of
2005 (PUHCA 2005). Under PUHCA 2005, the books rndrds of a utility holding company, its affiliate
associate companies, and subsidiaries are subje&RC and state commission review with respect to
transactions that are subject to the jurisdictibaither FERC or the state commission or costsriecliby a
jurisdictional utility in the same holding compasystem. If a company is a utility holding companiesy with
respect to Qualifying Facilities, exempt wholesgémerators, or foreign utility companies, it wititrbe subject
to review of books and records by FERC. By virtfibeing Qualifying Facilities that make only whodéds sales
of electricity, Qualifying Facilities already aretrsubject to state commissiomate, financial and organizatior
regulations and, therefore, in all likelihood wouldt be subject to any review of their books armbres by state
commissions pursuant to PUHCA 2005 as long as thdifping Facility is not part of a holding company
system that includes a utility subject to stataultatipn.

FPA

Pursuant to the FPA, the FERC has exclusivematking jurisdiction over wholesale sales of eleityianc
transmission in interstate commerce. These ratgsba®ased on a cost of service approach or may be
determined on a market basis through competitigdibg or negotiation. Qualifying Facilities are geally
exempt from the FPA. If any of the projects werdéote its Qualifying Facility status, such projeould also
become subject to the full scope of the FPA andieadpe state regulations. The application of tfrRand
other applicable state regulations to the projectdd require our operations to comply with an @asingly
complex regulatory regime that may be costly arehtly reduce our operational flexibility. Even ipeoject
does not lose Qualifying Facility status, pursutard final rule issued by FERC pursuant to the gp&olicy
Act of 2005, if a power purchase agreement withogegt is terminated or otherwise expires, the gubyvill
become subject to rate regulation under the Feéenakr Act.

If a project was to become subject to FERC'’s raténggjurisdiction under the FPA as a result of lo§s
Qualifying Facility status and the power purchageeament remains in effect, the FERC may deterthiatthe
rates currently set forth in the power purchase@gent are not appropriate and may set ratesrih&aer that
the rates currently charged. In addition, the FEREY require that the project refund amounts preshiopaid by
the relevant power purchaser to such project. $uehts would likely result in a decrease in ouuffeitrevenues
or in an obligation to disgorge revenues previousbeived from the project, either of which woul/a an
adverse effect on our revenues.

Moreover, the loss of the Qualifying Facility stsaunf any of our projects selling energy to Southern
California Edison could also permit Southern Catifa Edison, pursuant to the terms of its powecpase
agreement, to cease taking and paying for elegtfi@m the relevant project and to seek refundgpfst
amounts paid. In addition, the loss of any suctustavould result in the occurrence of an eventefédit under
the indenture for the bonds and hence would gaeto the ability of the indenture trustee to eisercemedies
pursuant to the indenture and the other financowuthents.
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Our projects in California and Nevada, by virtuebefng Qualifying Facilities that make only wholksa
sales of electricity, are not subject to rate,ffitial and organizational regulations applicablelaztric utilities ir
those states. The projects each sell or will selirtelectrical output under power purchase agre¢srte electric
utilities (Sierra Pacific Power Company, Nevada Bo@ompany, Southern California Edison or Southern
California Public Power Authority). All of the uitiles except Southern California Public Power Auitycare
regulated by their respective state public utiigmmissions. Sierra Pacific Power Company and NeWver
Company are regulated by the Public Utility Comneisof Nevada. Southern California Edison and alkma
portion of Sierra Pacific Power Company in the Lakdnoe area are regulated by the California Pltiiity



Commission.

Under Hawaii law, noriessil generators are not subject to regulatiopudiic utilities. Hawaii law provide
that a geothermal power producer is to negotiaedte for its output with the public utility puser. If such
rate cannot be determined by mutual accord, theatdublic Utility Commission will set a just andasonable
rate. If a non-fossil generator in Hawaii is a Qiyalg Facility, federal law applies to such Quuglifg Facility
and the utility is required to purchase the enengy capacity at its avoided cost, the cost it watherwise
incur if it produced the energy and capacity iteelpurchased it from another source. Our proje¢iawaii has
a long term power purchase agreement with HawaittEt Light Company.

Foreign Regulation of the Electric Utility Industry

The following is a summary overview of certain asgpef the electric industry in the foreign couesrin
which we have an operating geothermal power pr@jadtshould not be considered a full statemertiofaws
in such countries or all of the issues pertainfrgreto.

Nicaragua. In 1998 two laws were approved by Nicaraguahaities, Law No. 272-98 and Law No.
271-98, which define the structure of the new epaegtor in the country. Law No. 272-98 providestfe
establishment of a National Energy Commission, thie refer to as CNE, which is responsible foriisgtt
policies, strategies and objectives for such seamdrapproving indicative plans therefor. Law N61-28
formally assigned regulatory, supervisory, inspettnd oversight functions to the Nicaraguan lutgiof
Energy, which we refer to as INE.

In 2002, the National Congress enacted Law No.td48gulate the granting of exploration and expkin
concessions for geothermal fields. The INE adoftedlaw.

In 2007, Nicaragua passed a law amending Law N@, ®Bich governs the organization of the executive
branch. Among other matters, the new law estahldisheew ministry of energy and mining, which hasuased
all of the functions and responsabilities of thait\@al Energy Commission (CNE). The new ministryeakrgy
and mining is responsible for administrating Law. M43 described above, and is also responsiblgréomting
concessions and permits relating to the explorasioexploitation of any energy source, as well@scessions
and licensing for generation, transmission andibigtion of energy.

The Nicaraguan energy sector has been restrucame@artially privatized. Following such restruatgr
and privatization, the government has retained &tld control of the transmission assets and leasedt the
Empresa Estatal de Transmision (ENTRESA), whidh harge of the operation of the transmissionesysh
the country and of the new wholesale market. As gfathe recent restructuring of the energy secturst of the
distribution facilities previously owned by the ldiaguan Electricity Company, the government-owned
vertically-integrated monopoly, were transferredvio companies, Empresa Distribuidora de Electsididel
Norte (DISNORTE) and Empresa Distribuidora de Eleittad del Sur (DISSUR), which in turn were prized
and acquired by an affiliate of Union Fenosa, gddéBpanish utility. Following such privatizatiohetpower
purchase agreement for our Momotombo project wsigiasd by the Nicaraguan Electricity Company to
DISNORTE and DISSUR. A subsidiary of the Nicarag&dectricity Company, ENTRESA, owns the
transmission grid. In addition, a National Dispa@nter was created to work with ENTRESA and prevat
dispatch and wholesale market administration.
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Guatemala The General Electricity Law of 1996 creatadtlesale electricity market in Guatemala
established a new regulatory framework for thetelgty sector. The law created a new regulatomnouassion,
the National Electric Energy Commission (CNEE) antew wholesale power market administrator, the
Administrator of the Wholesale Market, for the risdion and administration of such sector. The CNEE
functions as an independent agency under the Mini$tEnergy and Mines and is in charge of regatathe
electricity law, overseeing the market and settatgs for transmission services and for electriséiyvice to
medium and small customers. All distribution comipammust supply electricity to such customers pamsto
long-term contracts with electricity generatorstgeacustomers can contract directly with the disttibn
companies, electricity generators or power marketarbuy energy in the spot market. Guatemalaappsoved
a Law of Incentives for the Development of Renewdbhergy Projects in order to promote the developrok
renewable energy projects in Guatemala. Such lawiges certain benefits to companies utilizing wealele
energy, including a 10-year corporate income takT\and customs duty exemption and a 10-year busitzes



exemption.

Kenya. Kenya's Electric Power Act of 1997 restructutled electricity sector in such country. Among
other things, the Act provides for the licensingetectricity power producers and public electrigtyppliers or
distributors. Kenya Power and Lighting Co. Ltd. (KB) is the only licensed public electricity suppland has a
monopoly in the transmission and distribution @o#ticity in the country. The Act permitted Indegent Powe
Producers (IPPs) to install power generators atiélgetricity to KPLC, which is owned by variousiyate, and
government entities and which currently purchasesgy and capacity from two other IPPs in additmiour
Olkaria Ill project. The Act also created the Elaity Regulation Board, as an independent regulffmiothe
electricity sector. KPLC.'s retail electricity ratare subject to approval by the Electricity RegoiteBoard.

Philippines. The Philippine’s Electric Power Industry RefoAut of 2001 created the Energy Regulatory
Commission, which is an independent quasi-judigglulatory body mandated to promote competition,
encourage market development, ensure customerechoit penalize abuse of market power in the resnec
electricity industry. The Energy Regulatory Comrigass responsible for the enforcement of the raled
regulations governing the operations of the eleityrispot market once it is established and thiwities of the
spot market operator and other participants torenggreater supply and rational pricing of elediyi In
addition, the Energy Regulatory Commission deteesijffixes, and approves transmission and distdhuti
wheeling charges and retail electricity rates far taptive market of a distribution utility throughmethodology
that it establishes and enforces. The Energy Reggyl€ommission also monitors and takes measures to
penalize abuse of market power and anti-competitivdiscriminatory behavior by any electric powsdustry
participant.

Permit Status

While our power generation operations produce etgist without emissions of certain pollutants swash
nitrogen oxide, and with far lower emissions ofesthollutants such as carbon dioxide, some of onjepts do
emit air pollutants in quantities that are subjeategulation under applicable environmental aitytion laws.
Such operations typically require air permits. Espléy critical to our geothermal operations aresé permits
and standards applicable to the construction aedatipn of geothermal wells and brine reinjectiosllsr In the
United States, injection wells are regulated uriderfederal Safe Drinking Water Act Undergrounckation
Control, which we refer to as UIC, program. Ouettjon wells typically fall into UIC Class V, onéd ihne least
regulated categories, because fluids are reinjgotedhance utilization of the geothermal resouthg. projects
are required to comply with numerous domestic amei§in federal, regional, state and local statusory
regulatory environmental standards and to maimtamerous environmental permits and governmental
approvals required for their operation. Some ofgheronmental permits and governmental approveshave
been issued to the projects contain conditionsrasitictions, including restrictions or limits omissions and
discharges of pollutants and contaminants, or naay fimited terms.
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Our operations are designed and conducted to cowiityapplicable permit requirements. Noampliance
with any such requirements could result in finesthier penalties. We are not aware of any compliance witt
such requirements that would be likely to resultniaterial fines or penalties; however, the Heband 2
projects received a notice from the California Bign of Oil, Gas and Geothermal Resources thaptbesure
levels at some of the geothermal fluid injectiorllsvevere too high, and the California Regional Wéadeiality
Control Board has notified the Heber 1 and 2 ptsjétat recent tests have resulted in lower-thguoired
survival rates for bioassay toxicity tests conddaia the cooling tower blowdown water dischargedaurthe
NPDES (National Pollutant Discharge Elimination t8ys) permit. In order to address the pressure deatethe
Heber 1 and 2 projects, the Heber 1 and 2 prooigosed the construction and operation of a pipdl carry
geothermal injection fluid to other project injextiwells, which proposal has been accepted asEopate
solution to the pressure level by the Californi&iBion of Oil, Gas and Geothermal Resources. Theljie was
completed in the first quarter of 2005. With th@geration of the California Regional Water Quadtgntrol
Board, Colorado River Basin Region, the Heber 12pdojects are also conducting more frequent manij
and bioassays, and conducting a Toxicity IdentificaEvaluation (TIE) study in an effort to determaithe
source of the apparent cooling tower blowdown wairicity. If the source of the toxicity is not idgfied, or
cannot easily be corrected, the Heber 1 and 2 ¢ggmojeay instead seek authority to inject the caplower
blowdown water into the geothermal injection resa@nas do other geothermal projects in the Impé&fédley.



Our Steamboat Hills Project was recently advisetheyWashoe County Water Department that certain
changes had been observed in the course of thet®uomonitoring of well chemistry and was askeciplain
why this was occurring. In the course of our inigegion, we discovered that a liner in a geotherfhdd
injection well failed, resulting in injection oféhspent geothermal fluid at a higher depth thardésigned and
permitted depth for such injection. The County W&epartment and the State have also indicated ¢beicern
that the injection well may be situated near a ggichl fault, which may also be causing the movemén
injected fluid into a higher zone of the groundwatquifer. We engaged an outside geothermal carguib
examine the situation and have since completedétierepair work. We do not believe that the injentwell
has had a material impact on the aquifer or thatifhproperly placed. We have agreed with theeSitm conduc
an expanded monitoring program and to continuéudysthe issue. If it should be determined thatitiection
well location is not acceptable, it may be necasgadrill a new injection well to manage the spgebthermal
fluids.

As of the date of this annual report, all of thetenial permits and approvals currently requiredperate
our projects have been obtained and are curreatigt,\except for the fact that certain permitsfome of the
projects are held in the name of predecessor ovametexcept for those permits which must be traredeor
reissued to the correct entity. We believe thid @dtur in the ordinary course and we have alrdéely some of
these applications. In addition, we are requirediiain permits for both the construction and opienal phases
of our projects under construction or enhancemfenbf the date of this annual report, we have olgtiand are
in compliance with most of the material permits apgrovals currently required for our projects tua under
construction or enhancement. There are some pettmitsieed to be obtained in the future. We beliegeawill
be able to obtain those permits and approvals withwterial delay and without incurring additionaaterial
costs.

Environmental Laws and Regulations

Geothermal operations can produce significant duesiof brine and scale, which builds up on metal
surfaces in our equipment with which the brine cemo contact. These waste materials, most of lwéaie
currently reinjected into the subsurface, can dantarious concentrations of hazardous materiatduting
arsenic, lead, and naturally occurring radioactagerials. We also use various substances, in@udobutene,
isopentane, and industrial lubricants, that cowlddme potential contaminants and are generallynflabte.
Hazardous materials are also used and generatedirection with our equipment manufacturing operetiin
Israel. As a result, our projects are
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subject to numerous domestic and foreign fedetatle &ind local statutory and regulatory standagldging to
the use, storage, fugitive emissions and dispddshzardous substances. The cost of any remediadithrities
in connection with a spill or other release of saohtaminants could be significant.

Although we are not aware of any mismanagemertaxfa materials, including any mismanagement prior
to the acquisition of some of our projects, that materially impaired any of the project sites, disposal or
release of these materials onto project sitesy dltfae by means of permitted injection wells, cowsult in
material cleanup requirements or other respondiigations under applicable environmental laws. Wékeve
that at one time there may have been a gas statiated on the Mammoth project site (which we Ipaset
because of significant surface disturbance andtagri®n since that time further physical evaluataf the
former gas station site has been impractical. Wiexeethat, given the subsequent surface distudand
construction activity in the vicinity of the susped location of the service station, it is likehat the former
facilities and any associated underground storaglestwould have already been encountered if thibgsisted.

ITEM 1A. RISK FACTORS

Because of the following factors, as well as otraiables affecting our business, operating results
financial condition, past financial performance nmay be a reliable indicator of future performareed
historical trends should not be used to anticipasalts or trends in future periods.

Our financial performance depends on the succesgiaitation of our geothermal power plants, whickubject
to various operational risks.

Our financial performance depends on the succespgiration of our subsidiaries’ geothermal power



plants. In connection with such operations, wewetiapproximately 72.7% of our total revenues lier t
year ended December 31, 2006 from the sale ofrii#gt The cost of operation and maintenance i
operating performance of our subsidiaries’ geotlapower plants may be adversely affected by aetauf
factors, including some that are discussed elseminehese risk factors and the following:

. regular and unexpected maintenance and replaterpenditures;

. shutdowns due to the breakdown or failure ofeguipment or the equipment of the transmission
serving utility;

. labor disputes;

. the presence of hazardous materials on our girsites;

. catastrophic events such as fires, explosiarshguakes, landslides, floods, releases of hamardo
materials, severe storms or similar occurrencesctiffg our projects or any of the power purchasers
or other third parties providing services to owjects; and

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

Any of these events could significantly increase élxpenses incurred by our projects or reducevbet
generating capacity of our projects and could $icamtly reduce or entirely eliminate the revengeserated by
one or more of our projects, which in turn woulduee our net income and could materially and adeiffect
our business, financial condition, future resuitd aash flow.

As mentioned above, the aging of our power plargg reduce their availability and increase mainteean
costs due to the need to repair or replace oupergnt. For example, in 2006, we had to retube ettt h
exchanger pipes in our Mammoth complex. Such magintenance activities impact both the capacityofacf
the affected power plant and its operating costs.

Our exploration, development, and operation of beanal energy resources is subject to geologickgiand
uncertainties, which may result in decreased penfamce or increased costs for our projects.
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Our business involves the exploration, developraedtoperation of geothermal energy resources. These
activities are subject to uncertainties, which vamyong different geothermal reservoirs and ar@imesrespects
similar to those typically associated with oil agak exploration, development and exploitation, sagtry
holes, uncontrolled releases and pressure and tatapedecline, all of which can increase our ofiegacosts
and capital expenditures or reduce the efficierfayuo power plants. Prior to our acquisition of hieamboat
Hills project, one of the wells related to the paijexperienced an uncontrolled release. In additiee high
temperature and high pressure in the Puna projgetithermal energy resource requires special reiserv
management and monitoring. Further, since the camaraent of their operations, several of our prgjbetve
experienced geothermal resource cooling in the aboourse of operations. Because geothermal reisg e
complex geological structures, we can only estirttat@ geographic area and sustainable outputvietiglity of
geothermal projects depends on different factaexctly related to the geothermal resource, sucheabeat
content (the relevant composition of temperatuik @nessure) of the geothermal reservoir, the udiééul
(commercially exploitable life) of the reservoircaaperational factors relating to the extractiomgedthermal
fluids. Our geothermal energy projects may suffeuaexpected decline in the capacity of their respe
geothermal wells and are exposed to a risk of geothl reservoirs not being sufficient for sustaigederation
of the electrical power capacity desired over tilmeaddition, we may fail to find commercially viab
geothermal resources in the expected quantitieseamperatures, which would adversely affect ourettgyment
of geothermal power projects.

Another aspect of geothermal operations is the gemant and stabilization of subsurface impactsezhus
by fluid injection pressures. In the case of thetgermal resource supplying the Heber 1 projectthadHeber 2



project, which we refer to collectively as the “Ibbr projects”, and the Gould project (a new poplant at
the site of the Heber projects consisting of twon@fr Integrated Two Level Units (ITLU)), pressurawdown
in the center of the well field has caused somaliped ground subsidence, while pressure in thiplperal area
has caused localized ground inflation. Inflation @nbsidence, if not controlled, can adverselycafi@ming
operations and other infrastructure at or neafaheé surface. Potential costs, which cannot benaséid and me
be significant, of failing to stabilize site presssiin the Heber and Gould projects’ area inclegair and
modification of gravity-based farm irrigation syste and municipal sewer piping and possible repair o
replacement of a local road bridge spanning agdtion canal.

Additionally, geothermally active areas, such a&sdteas in which our projects are located, areestiby
frequent low-level seismic disturbances. Seriousnsie disturbances are possible and could reswlaimage to
our projects or equipment or degrade the qualityusfgeothermal resources to such an extent thabwiel not
perform under the power purchase agreement foaffeeted project, which in turn could reduce ourineome
and materially and adversely affect our businésantial condition, future results and cash flofwé suffer a
serious seismic disturbance, our business intéomigind property damage insurance may not be atetpa
cover all losses sustained as a result thereaiddiition, insurance coverage may not continue tavadable in
the future in amounts adequate to insure agairms$t seismic disturbances.

Our business development activities may not beesisful and our projects under construction may not
commence operation as scheduled.

We are currently in the process of developing antstructing a number of new power plants. Our ssece
in developing a particular project is contingenbmpamong other things, negotiation of satisfacemgineering
and construction agreements and power purchaseragrgs, receipt of required governmental permits,
obtaining adequate financing, and the timely imgatation and satisfactory completion of constructie
may be unsuccessful in accomplishing any of thestems or doing so on a timely basis. Although vaym
attempt to minimize the financial risks attributald the development of a project by securing araivie power
purchase agreement, obtaining all required goventetheermits and approvals and arranging adequeading
prior to the commencement of construction, the igraent of a power project may require us to incur
significant expenses for preliminary engineeringrnpitting and legal and other expenses before we ca
determine whether a project is feasible, econoityiediractive or capable of being financed.
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Currently, we have power plants under developmenbaostruction in the United States, Kenya, anch@hi
and we intend to pursue the expansion of some éxisting plants and the development of other pkamts.
Our completion of these facilities is subject tbstantial risks, including:

unanticipated cost increases;

. shortages and inconsistent qualities of equigmmeaterial and labor;

. work stoppages;

. inability to obtain permits and other regulatomgtters;

. failure by key contractors and vendors to timeahgl properly perform;

. adverse environmental and geological condit{@mduding inclement weather conditions); and

. our attention to other projects;

Any one of which could give rise to delays, costmuns, the termination of the plant expansion,
construction or development or the loss (totalatipl) of our interest in the project under deypahent,
construction or expansion.



We may be unable to obtain the financing we neguitsue our growth strategy and any future finagoive
receive may be less favorable to us than our curfieancing arrangements, either of which may adeér
affect our ability to expand our operations.

Our geothermal power plants generally have beeméiad using leveraged financing structures, cangist
of non-recourse or limited recourse debt obligatioks of December 31, 2006, we had approximateh2$5
million of total consolidated indebtedness (inchglindebtedness to our parent company in the anafunt
$140.2 million), of which approximately $370.0 rioh represented non-recourse debt and limited rsecdebt
held by our subsidiaries. Each of our projects unid®elopment or construction and those projeatis an
businesses we may seek to acquire or constructemllire substantial capital investment. Our cardthaccess
to capital with acceptable terms is necessaryhersticcess of our growth strategy. Our attempddbtain future
financings may not be successful or on favorabiase

Market conditions and other factors may not pefuatitre project and acquisition financings on terms
similar to those our subsidiaries have previousgeived. Our ability to arrange for financing osudstantially
non-recourse or limited recourse basis, and this @dsuch financing, are dependent on numerousriac
including general economic and capital market choni, credit availability from banks, investor €idence, th
continued success of current projects, the creditity of the projects being financed, the politisiuation in
the country where the project is located and theicoed existence of tax and securities laws whieh
conducive to raising capital. If we are not ablelbain financing for our projects on a substalytinbn+ecourst
or limited recourse basis, we may have to finaheentusing recourse capital such as direct equigsiments,
parent company loans or the incurrence of additideht by us.

Also, in the absence of favorable financing optioms may decide not to build new plants or acquire
facilities from third parties. Any of these altetivas could have a material adverse effect on ocowth
prospects.

Our foreign projects expose us to risks relatetheapplication of foreign laws, taxes, economicditions,
labor supply and relations, political conditionsdpolicies of foreign governments, any of whickgimay dela
or reduce our ability to profit from such projects.

We have substantial operations outside of the drimtes that generated revenues in the amou®Sof $
million for the year ended December 31, 2006, whegtresented 35.5% of our total revenues for swehve-
month period. Our foreign operations are subjecetulation by various foreign governments and feguy
authorities and are subject to the applicatioroodifyn laws. Such foreign laws or regulations mayprovide
for the same type of legal certainty and rights;dnnection with our contractual relationshipstts countries,
as are afforded to our projects in the
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United States, which may adversely affect our gbit receive revenues or enforce our rights inneation with
our foreign operations. Furthermore, existing l@wvsegulations may be amended or repealed, andavesvor
regulations may be enacted or issued. In additi@nlaws and regulations of some countries mayt ki
ability to hold a majority interest in some of fhmjects that we may develop or acquire, thus iimgibur ability
to control the development, construction and opamaif such projects. Our foreign operations ase aubject t
significant political, economic and financial riskghich vary by country, and include:

. changes in government policies or personnel,

. changes in general economic conditions;

. restrictions on currency transfer or converitijl

. changes in labor relations;

. political instability and civil unrest;



. changes in the local electricity market;

. breach or repudiation of important contractuadertakings by governmental entities; and

. expropriation and confiscation of assets andifies.

In particular, the Philippines is in the midst of @ngoing privatization of the electric industrpdain
Guatemala the electricity sector was partially @tized, and it is currently unclear whether furthgvatization
will occur in the future. Such developments maeiffour existing Leyte and Zunil projects and theaitlan
project (Leyte in the Philippines and Zunil and Aitian in Guatemala) currently under constructifyriar
example, they result in changes to the prevailamgftregime or in the identity and creditworthisesf our powe
purchasers. In Nicaragua, Union Fenosa, one afldwdric utilities, has been experiencing diffigest adjusting
the tariffs charged to its customers, thus effectimion Fenosa'’s ability to pay for electricity garchase from
power generators. This may adversely affect our Etombo project. In Kenya, the government is coritiguo
make an effort to deliver on campaign promise®thice the price of electricity and is applying ptee on
independent power producers, to lower their tarlfisaddition, Kenya’'s government is considerinfyrdher
restructuring and privatization of the electrigitgustry and may divide Kenya Power and Lighting T, the
power purchaser for our Olkaria Il project, ingparate entities and then privatize one or mosuoh resulting
entities. Any breakip and potential privatization of Kenya Power anghting Co. Ltd. may adversely affect
Olkaria Ill project. Although we generally obtaioljtical risk insurance in connection with our fape projects,
such political risk insurance does not mitigateodlhe above-mentioned risks. In addition, insaeaproceeds
received pursuant to our political risk insuranotqies, where applicable, may not be adequatevercall
losses sustained as a result of any covered neksnay at times be pledged in favor of the prdjectiers as
collateral. Also, insurance may not be availabléhmfuture with the scope of coverage and in arteoah
coverage adequate to insure against such riskdiatustbances.

Our foreign projects and foreign manufacturing og@sns expose us to risks related to fluctuationsurrency
rates, which may reduce our profits from such prtgeand operations.

Risks attributable to fluctuations in currency exahe rates can arise when any of our foreign sisvisd
borrow funds or incur operating or other expensesnie type of currency but receive revenues intarotn
such cases, an adverse change in exchange ratesdcae such subsidiary’s ability to meet its debtice
obligations, reduce the amount of cash and incomeageive from such foreign subsidiary or increasgeh
subsidiarys overall expenses. In addition, the impositiorfdrgign governments of restrictions on the transfi
foreign currency abroad, or restrictions on thevession of local currency into foreign currency,uahave an
adverse effect on the operations of our foreigijeotse and foreign manufacturing operations, and linaiy or
diminish the amount of cash and income that weivedeom such foreign projects and operations.

A significant portion of our net revenue is attribd to payments made by power purchasers underry
purchase agreements. The failure of any such ppwahaser to perform its obligations unc
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the relevant power purchase agreement or the lbssppwer purchase agreement due to a default wiaddce
our net income and could materially and adversélga our business, financial condition, futureuks and
cash flow.

A significant portion of our net revenue is attiibbdi to revenues derived from power purchasers uhéer
relevant power purchase agreements. Southern @adifedison, Hawaii Electric Light Company and &er
Pacific Power Company have accounted for 30.0%4,%%nd 12.8%, respectively, of our revenues foyta
ended December 31, 2006. Neither we nor any offfiiates make any representations as to the &ign
condition or creditworthiness of any purchaser ursdgower purchase agreement, and nothing in tisal
report should be construed as such a representation

There is a risk that any one or more of the poweclpasers may not fulfill their respective payment
obligations under their power purchase agreemeotsexample, as a result of the energy crisis iif@aia,
Southern California Edison withheld payments it dweder various of its power purchase agreemerttsawi
number of power generators (such as the OrmesariHatd Mammoth projects) payable for certain energ
delivered between November 2000 and March 2001nswsh power purchase agreements until March 2002.



any of the power purchasers fails to meet its paatrabligations under its power purchase agreeménts,
could materially and adversely affect our businéeancial condition, future results and cash flow.

In connection with the power purchase agreememnth&Ormesa project, Southern California Edisas ha
expressed its intent not to pay the contract i@t¢hie power supplied by the GEM 2 and GEM 3 planthe
Ormesa project. Southern California Edison conteéhdsCalifornia 1SO real-time prices should app#ile
management believes that SP-15 prices quoted by BX khould apply. According to Southern California
Edison’s estimation, the amount under dispute g@pmately $2.5 million. The parties have signedmterim
Agreement; whereby Southern California Edison wglhtinue procure the GEM 2 and GEM 3 power at the
current energy rate of 5.37 cents/ kWh until Ma07. In addition, a long-term power purchase exgent is
expected to be entered into for the GEM 2 and GEpéBer. The negotiations of the long-term powerchase
agreement are still under way and there is no gueeahat it will be successfully completed.

Seasonal variations may cause significant fluctuagiin our cash flows, which may cause the mantie¢ pf
our common stock to fall in certain periods.

Our results of operations are subject to seasarations. This is primarily because some of oundstic
projects receive higher capacity payments underdlewant power purchase agreements during the samm
months, and due to the generally higher short waidad costs in effect during the summer monthsn&of our
other projects may experience reduced generatignglwarm periodsiue to the lower heat differential betwe
the geothermal fluid and the ambient surroundiSgEh seasonal variations could materially and agher
affect our business, financial condition, futureuks and cash flow. If our operating results lielow the
public’s or analysts’ expectations in some futueeigd or periods, the market price of our commatlstwill
likely fall in such period or periods.

Pursuant to the terms of some of our power purcla@seements with inves-owned electric utilities in states
that have renewable portfolio standards, the faltw supply the contracted capacity and energyeineder ma;
result in the imposition of penalties.

Under the Burdette, Desert Peak 2, Galena 2, G&8e6arson Lake and Buffalo Valley power purchase
agreements, we may be required to make paymettie t@levant power purchaser in an amount equsidh
purchaser’s replacement costs for renewable emetgting to any shortfall amount of renewable egehat we
do not provide as required under the power purchgssement and which such power purchaser is fdaced
obtain from an alternate source. One of the sixggquurchase agreements was in commercial operiat@006
and to date the shortfall amount has not been mhtbteasured against our revenues from the saddeatricity
for the year ended December 31, 2006 and assumingher changes in our revenues, the revenuessumm
agreements constitute, collectively, less than 4#uototal revenues from the sale of electricityaddition, we
may be required to make payments to the relevameppurchaser in an amount equal
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to its replacement costs relating to any renewabérgy credits we do not provide as required utiteerelevant
power purchase agreement. We may be subject mic@enalties, and we may also be required to igajdatec
damages if certain minimum performance requiremargsiot met under certain of our power purchase
agreements, all of which could materially and adelsraffect our business, financial condition, fetuesults
and cash flow. With respect to certain of our popu@rchase agreements, we may also be required/to pa
liquidated damages to our power purchaser if theamt project does not maintain availability ofesdst 85%
during applicable peak periods. The maximum agdeegimount of such liquidated damages for the Steatrth
and Steamboat 3 power purchase agreements woualpigoeximately $1.5 million for each project.

The short run avoided costs for our power purchaseay decline, which would reduce our project rexsmnanc
could materially and adversely affect our busindéissncial condition, future results and cash flow.

Under the power purchase agreements for our peojed@alifornia, the price that Southern California
Edison pays for energy is based upon its shoramaided costs, which are the incremental costsitiaiuld
have incurred had it generated the relevant etadteinergy itself or purchased such energy frorerstiJnder
settlement agreements between Southern CalifoisoR and a number of power generators in Caliéotinat
are Qualifying Facilities, including our subsidesj the energy price component payable by Soutbalifornia
Edison has been fixed through April 2007 and, rédgehas been fixed again through April 2012, aneréafter
will be based on Southern California Edison’s shorntavoided costs, as determined by the CalifdPuillic



Utilities Commission. These short run avoided cos&y vary substantially on a monthly basis, and are
expected to be based primarily on natural gas pfimegas delivered to California as well as offaetors. The
levels of short run avoided cost prices paid bytBeun California Edison may decline following the#ation
date of the settlement agreements, which in turaldveeduce our project revenues derived from Santhe
California Edison under our power purchase agre¢sramd could materially and adversely affect owgitess,
financial condition, future results and cash flow.

If any of our domestic projects loses its currenidifying Facility status under PURPA, or if amergtnts tc
PURPA are enacted that substantially reduce theefisncurrently afforded to Qualifying Facilitiesur
domestic operations could be adversely affected.

Most of our domestic projects are Qualifying Fdigi§ pursuant to the Public Utility Regulatory s
Act of 1978, as amended, which we refer to as PUR®RAch largely exempts the projects from the Faber
Power Act, which we refer to as FPA, and certastesand local laws and regulations regarding ratels
financial and organizational requirements for eleatitilities.

PUHCA was repealed on February 8, 2006. If anyunfdmmestic projects were to lose its Qualifying
Facility status, such project could become sulifettie full scope of the FPA and applicable statutation.
The application of the FPA and other applicabléestagulation to our domestic projects could regjour
operations to comply with an increasingly complegulatory regime that may be costly and greatlyicedbur
operational flexibility.

In addition, pursuant to the FPA, the FERC hasuesieé rate-making jurisdiction over wholesale sales
electricity and transmission of public utilitiesimerstate commerce. These rates may be basedast af
service approach or may be determined on a made#$ through competitive bidding or negotiation aifyiing
Facilities are largely exempt from the FPA. If ardgstic project were to lose its Qualifying Facikitiatus, it
would become a public utility under the FPA, ane thtes charged by such project pursuant to itsepow
purchase agreements would be subject to the reaielapproval of the FERC. The FERC, upon suchwevie
may determine that the rates currently set fortfLich power purchase agreements are not approaridtmay
set rates that are lower than the rates currehtyged. In addition, the FERC may require that sorrl of our
domestic projects refund amounts previously paithieyrelevant power purchaser to such project. 8uehts
would likely result in a decrease in our futureereues or in an obligation to disgorge revenuesipusly
received from our domestic projects, either of vahiould have an adverse effect on our revenues e
project does not lose its Qualifying Facility s&tpursuant to a final rule
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issued by FERC on February 2, 2006, if a progeptwer purchase agreement is terminated or otherspires
that project will become subject to FERC's ratemgiurisdiction under the FPA.

Moreover, a loss of Qualifying Facility status atsmuld permit the power purchaser, pursuant taehas
of the particular power purchase agreement, toectdéng and paying for electricity from the relavaroject
or, consistent with FERC precedent, to seek refarfiggst amounts paid. This could cause the lossioie or
all of our revenues payable pursuant to the relpteder purchase agreements, result in signifidabtlity for
refunds of past amounts paid, or otherwise imp&intalue of our projects. If a power purchaser wereease
taking and paying for electricity or seek to obteéfunds of past amounts paid, there can be noasseithat th
costs incurred in connection with the project cduddrecovered through sales to other purchasdhabwe
would have sufficient funds to make such paymdntaddition, the loss of Qualifying Facility statwsuld be
an event of default under the financing arrangemeuntrently in place for some of our projects, vishieould
enable the lenders to exercise their remedies @fudcee the liens on the relevant project.

Pursuant to the Energy Policy Act of 2005, the FERS(S also given authority to prospectively lift the
mandatory obligation of a utility under PURPA targhiase the electricity from a Qualifying Facilifythe utility
operates in a workably competitive market. Exisfiogver purchase agreements between a QualifyindjtiFac
and a utility are not affected. The FERC recergbued a final rule, which could eliminate a utiitynandatory
purchase obligation from Qualifying Facilities iertain regions of the country. The regions do nolude areas
in which our domestic projects operate. HowevelREHas the authority under the Energy Policy AQ@d5
to act, on a case-by-case basis, to eliminate #redatory purchase obligation in other regionshis tule, the
FERC expressly noted that the California Indepeh8gstem Operator (CAISO) has satisfied one buafiatf
the criteria for relief from the mandatory purchaséigation. If the utilities in the regions in v our domestic



projects operate were to be relieved of the mamgatarchase obligation, they would not be required
purchase energy from the project in the region uf@éeral law upon termination of the existing powe
purchase agreement or with respect to new projetitish could have an adverse effect on our revenues

Our financial performance is significantly depentlen the successful operation of our projects, Wliscsubjec
to changes in the legal and regulatory environnadfecting our projects

All of our projects are subject to extensive retjalaand, therefore, changes in applicable laws or
regulations, or interpretations of those laws agllations, could result in increased compliansts;dhe need
for additional capital expenditures or the redutiid certain benefits currently available to ounjpcts. The
structure of federal and state energy regulatiorectly is, and may continue to be, subject to leingles,
modifications, the imposition of additional reguat requirements, and restructuring proposals. gower
purchasers or we may not be able to obtain allleégry approvals that may be required in the futoreany
necessary modifications to existing regulatory apals, or maintain all required regulatory apprevéh
addition, the cost of operation and maintenancetl@aperating performance of geothermal powertplaray
be adversely affected by changes in certain laws@gulations, including tax laws.

The federal government also encourages producfieteotricity from geothermal resources throughaie
tax subsidies. We are permitted to claim in oursctidated federal tax returns either an investrntredit for
approximately 10% of the cost of each new geothkepmaer plant or “production tax credits”, whidh 2006
was 1.9 cents per kWh and is adjusted annuallinftation, on the first ten years of electricitytput.
(Production tax credits can only be claimed on pémts put into service between October 23, 20@4 an
December 31, 2008.) We are also permitted to dadost of the cost of the power plant as “deprecidt over
five years on an accelerated basis. The fact tfeatiéductions are accelerated means that more cb8i is
deducted in the first few years than during theaimaer of the depreciation period. In addition,lvesre the
ability to transfer the value of these tax inceasiwwhen we are not in a position to use them dyreeor
instance, energy credits can be transferred thréeage financing, and production tax credits majréesferred
by bringing in another company who can use thein @artner in the project.
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President Bush has made it a central theme oflisrgl term to simplify the U.S. tax code. Among the
options that may be under consideration are rapdaci supplementing the corporate income tax withlae-
added-tax, stripping away many tax subsidies, éindreting taxes on interest, dividends and otletums to
capital. Significant tax reform has the potentiahtive a material effect on our business, finars@abition,
future results and cash flow. It could reduce onelate the value that geothermal companies redeive the
current tax subsidies. Any restrictions or tightenof the rules for lease or partnership transastie- whether
or not part of major tax reform -eould also materially affect our business, finahctadition, future results ar
cash flow.

Any such changes could significantly increase #wpitatory-related compliance and other expenses
incurred by the projects and could significantlgluee or entirely eliminate the revenues generayeahle or
more of the projects, which in turn would reduce et income and could materially and adverselgafour
business, financial condition, future results aashcflow.

The costs of compliance with environmental laws @abtaining and maintaining environmental pernaitgl
governmental approvals required for constructiom&m operation, which currently are significant, y
increase in the future and could materially and exdely affect our business, financial conditiontufa results
and cash flow; any nonempliance with such laws or regulations may resuthe imposition of liabilities whic
could materially and adversely affect our busindéissncial condition, future results and cash flow.

Our projects are required to comply with numeroomestic and foreign federal, regional, state acdllo
statutory and regulatory environmental standardistamaintain numerous environmental permits and
governmental approvals required for constructiotV@noperation. Some of the environmental permits a
governmental approvals that have been issued tprtjects contain conditions and restrictions, udahg
restrictions or limits on emissions and dischamfgollutants and contaminants, or may have limigrdhs. If
we fail to satisfy these conditions or comply wiitlese restrictions, or with any statutory or retpria
environmental standards, we may become subjeegtdatory enforcement action and the operatiomef t
projects could be adversely affected or be sulbjefihes, penalties or additional costs. In additiwe may not
be able to renew, maintain or obtain all environtakpermits and governmental approvals requiredifer



continued operation or further development of treggets. As of the date of this report, we haveymit
obtained certain permits and government approeajgired for the completion and successful operaifon
projects under construction or enhancement. Intiathdia nearby municipality has informed our Aniatit
project that an additional building permit shou&ldbtained from such municipality before constarcti
commences. Our failure to renew, maintain or obteguired permits or governmental approvals, inclgdhe
permits and approvals necessary for operating giojmder construction or enhancement and the Alarati
project, could cause our operations to be limiteduspended. Environmental laws, ordinances andatgns
affecting us can be subject to change and suchgeheould result in increased compliance costsnéeel for
additional capital expenditures, or otherwise aslelgraffect us.

We could be exposed to significant liability foolations of hazardous substances laws becausesafgé or
presence of such substances at our proj

Our projects are subject to numerous domestic argigh federal, regional, state and local statuéory
regulatory standards relating to the use, storagedésposal of hazardous substances. We use ismhuta
isopentane, industrial lubricants and other sulesta@at our projects which are or could become ifledsis
hazardous substances. If any hazardous substameciesiad to have been released into the environatent by
the projects, we could become liable for the ingasion and removal of those substances, regardfes®ir
source and time of release. If we fail to complyhwihese laws, ordinances or regulations (or aayga
thereto), we could be subject to civil or crimitiability, the imposition of liens or fines, and¢ge expenditures
to bring the projects into compliance. Furthermanghe United States, we can be held liable ferdleanup of
releases of hazardous substances at other locatlere we arranged for disposal of those substarves if
we did not cause the release at that location.cbseof any remediation activities in connectiothwa spill or
other release of such substances could be significa
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We believe that at one time there may have beasatgtion located on the Mammoth project site, but
because of significant surface disturbance andtagri®n since that time further physical evaluataf the
former gas station site has been impractical. Threxg be soil or groundwater contamination and eelat
potential liabilities of which we are unaware rethto this site, which may be significant and mdyeaisely and
materially affect our operations and revenues.

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

Our strategy is to continue to expand in the futimeluding through acquisitions. Integrating asitinns is
often costly, and we may not be able to succegsifulkgrate our acquired companies with our exgstin
operations without substantial costs, delays oerodldverse operational or financial consequenoésgiating
our acquired companies involves a number of rieks ¢ould materially and adversely affect our beis#
including:

. failure of the acquired companies to achieverdiselts we expect;

inability to retain key personnel of the acqdi@mmpanies;

. risks associated with unanticipated eventsatnilities; and

. the difficulty of establishing and maintainingiform standards, controls, procedures and policies
including accounting controls and procedures.

If any of our acquired companies suffers custonsadisfaction or performance problems, the samédco
adversely affect the reputation of our group of pamies and could materially and adversely affectasiness,
financial condition, future results and cash flow.

The power generation industry is characterizedriignse competition, and we encounter competitiom fr
electric utilities, other power producers, and powarketers that could materially and adverselyaffour



business, financial condition, future results aadlt flow.

The power generation industry is characterizedchbsrise competition from electric utilities, othewer
producers and power marketers. In recent yeans thes been increasing competition in the saldeatricity, in
part due to excess capacity in a number of U.Sketsiand an emphasis on short-term or “spot” reégskand
competition has contributed to a reduction in eleity prices. For the most part, we expect that@o
purchasers interested in long-term arrangement®mnglage in “competitive bid” solicitations to tisfy new
capacity demands. This competition could advera#hct our ability to obtain power purchase agrestshiand
the price paid for electricity by the relevant powerchasers. There is also increasing competi@ween
electric utilities. This competition has put pragsan electric utilities to lower their costs, inding the cost of
purchased electricity, and increasing competitiothe future will put further pressure on powerghasers to
reduce the prices at which they purchase elegtrfi@m us.

The existence of a prolonged force majeure eveatforced outage affecting a project could reduae reet
income and materially and adversely affect our bess, financial condition, future results and céeiw.

The operation of our subsidiaries’ geothermal poglants is subject to a variety of risks discussed
elsewhere in these risk factors, including eveathss fires, explosions, earthquakes, landslites]s, severe
storms or other similar events.

If a project experiences an occurrence resultingfiorce majeure event, our subsidiary that owas th
project would be excused from its obligations urtierrelevant power purchase agreement. Howewer, th
relevant power purchaser may not be required tcenaaly capacity and/or energy payments with redpebie
affected project or plant so long as the force mr@jevent continues and, pursuant to certain opourer
purchase agreements, will have the right to prerabttierminate the power purchase agreement. Axtitly, tc
the extent that a forced outage has occurred glbgant power purchaser may not be required to raaie
capacity and/or energy payments to the affectegbgiicand if as a result the project fails to attzgértain
performance requirements under certain of our pguechase agreements, the purchaser may haveatteai
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permanently reduce the contract capacity (andespandingly, the amount of capacity payments dusuaunt t
such agreements in the future), seek refunds tdinguast capacity payments, and/or prematurefgiterte the
power purchase agreement. As a consequence, waahagceive any net revenues from the affecteceptajr
plant other than the proceeds from any businessrinition insurance that applies to the force nrajewent or
forced outage after the relevant waiting period] aray incur significant liabilities in respect cigt amounts
required to be refunded. Accordingly, our businéisancial condition, future results and cash flowesild be
materially and adversely affected.

The existence of a force majeure event or a foocegdge affecting the transmission system of thetiap
Irrigation District could reduce our net income anthterially and adversely affect our business,ritial
condition, future results and cash flow.

If the transmission system of the Imperial IrrigatiDistrict experiences a force majeure eventfor@ed
outage which prevents it from transmitting the ieity from the Heber 1 and 2 projects or the Osmeroject
to the relevant power purchaser, the relevant p@uerhaser would not be required to make energynpays
for such non-delivered electricity and may not éguired to make any capacity payments with redpeitie
affected project so long as such force majeuretemeiorced outage continues. Our revenues foyéae ended
December 31, 2006, from the projects utilizing litn@erial Irrigation District transmission systemeng
approximately $80.7 million. The impact of suchdemajeure would depend on the duration theredk, wi
longer outages resulting in greater revenue loss.

Some of our leases will terminate if we do notaettgeothermal resources in “commercial quantitighus
requiring us to enter into new leases or securétsgo alternate geothermal resources, none of lvhiay be
available on terms as favorable to us as any saominated lease, if at all.

Most of our geothermal resource leases are foteal forimary term, and then continue for so long as
geothermal resources are extracted in “commeggiahtities” or pursuant to other terms of extensibhe land
covered by some of our leases is undeveloped amddtayet produced geothermal resources in “consiakr
guantities”. Leases that cover land which remaindeveloped and does not produce, or does noncentd
produce, geothermal resources in commercial questind leases that we allow to expire, will tefabén In the



event that a lease is terminated and we deterratente will need that lease once the applicablgeptds
operating, we would need to enter into one or nmemwe leases with the owner(s) of the premises tteathee
subject of the terminated lease(s) in order to ldgvgeothermal resources from, or inject geothemesdurces
into, such premises or secure rights to alternatétgermal resources or lands suitable for injectidirof which
may not be possible or could result in increased twous, which could materially and adversely @ffeur
business, financial condition, future results aashcflow.

Our Bureau of Land Management leases may be tetedribwe fail to comply with any of the provisiarfghe
Geothermal Steam Act of 1970 or if we fail to cgnwgith the terms or stipulations of such leasesctwmay
materially and adversely affect our business anerations.

Pursuant to the terms of our Bureau of Land Manageifwhich we refer to as BLM) leases, we are
required to conduct our operations on BLM-leased i a workmanlike manner and in accordance with a
applicable laws and BLM directives and to takengtigating actions required by the BLM to proteut tsurface
of and the environment surrounding the relevard l&wditionally, certain BLM leases contain addit#d
requirements, some of which relate to the mitigatio avoidance of disturbance of any antiquitiestucal
values or threatened or endangered plants or asitha payment of royalties for timber and the isifion of
certain restrictions on residential developmenttenleased land. In the event of a default undeBmM lease,
or the failure to comply with such requirementsany non-compliance with any of the provisionshaf t
Geothermal Steam Act of 1970 or regulations isgbeteunder, the BLM may, 30 days after notice déulk is
provided to our relevant project subsidiary, sushbeumr operations until the requested action isrtaketerminat
the lease, either of which could materially andeadely affect our business, financial conditionyfe results
and cash flow.
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Some of our leases (or subleases) could termifitite lessor (or sublessor) under any such leassyblease)
defaults on any debt secured by the relevant ptgp#rus terminating our rights to access the uhdeg
geothermal resources at that locatic

The fee interest in the land which is the subjéctome of our leases (or subleases) may currestlyrbmay
become subject to encumbrances securing loanstfriodhparty lenders to the lessor (or sublessouy. @hts a:
lessee (or sublessee) under such leases (or sedlems or may be subject and subordinate to ghésrdf any
such lender. Accordingly, a default by the lessorsiblessor) under any such loan could resultfareclosure
on the underlying fee interest in the property drateby terminate our leasehold interest and réstifte
shutdown of the project located on the relevanperty and/or terminate our right of access to thaeulying
geothermal resources required for our operations.

In addition, a default by a sublessor under itsdeaith the owner of the property that is the scibjé our
sublease could result in the termination of suelsdeand thereby terminate our sublease interesiwamight to
access the underlying geothermal resources redigirexiir operations.

Current and future urbanizing activities and relateesidential, commercial and industrial developtsenay
encroach on or limit geothermal activities in theeas of our projects, thereby affecting our abitibyutilize,
access, inject and/or transport geothermal resositme or underneath the affected surface areas.

Current and future urbanizing activities and redatesidential, commercial and industrial developtmeay
encroach on or limit geothermal activities in tiheas of our projects, thereby affecting our abilitytilize,
access, inject and/or transport geothermal resewnc®r underneath the affected surface areasrticplar, the
Heber projects and the Gould project rely on aa,amhich we refer to as the Heber Known Geothermal
Resource Area or Heber KGRA, for the geothermaluese necessary to generate electricity at the Hebe
projects and Gould project. Imperial County haspaeld a “specific plan area” that covers the HeK&RA,
which we refer to as the “Heber Specific Plan AreéBhe Heber Specific Plan Area allows commercial,
residential, industrial and other employment ogeindevelopment in a mixed-use orientation, whiafnesuly
includes geothermal uses. Several of the landown@rs whom we hold geothermal leases have expremsed
interest in developing their land for resident@mmercial, industrial or other surface uses iroet@ance with
the parameters of the Heber Specific Plan ArearaBtly, Imperial County’s Heber Specific Plan Aisa
coordinated with the cities of El Centro and CadeXihere has been ongoing underlying interest dimeearly
1990s to incorporate the community of Heber. Whig incorporation process would likely take sevgedrs, i
Heber were to be incorporated, the City of Hebellddoeplace Imperial County as the governing lasel u



authority, which, depending on its policies, cobfiye a significant effect on land use and avaitgitoff
geothermal resources.

Current and future development proposals withindrigd County and the City of Calexico, applicatidos
annexations to the City of Calexico, and plansqua@d public infrastructure may affect surface amihin the
Heber KGRA, thereby limiting our ability to utilizaccess, inject and/or transport the geothernsaluree on or
underneath the affected surface area that is reagefes the operation of our Heber projects and I@@uoject,
which could adversely affect our operations andicecbur revenues.

Current transportation construction works and urtbevelopments in the vicinity of our Steamboat clax
of projects in Nevada may also affect future peiimgtfor geothermal operations relating to thosgquts. Such
works and developments include the extension afitenstate highway (to be named U.S. 580) by theala
Department of Transportation, the construction néa casino hotel and other commercial or industria
developments on land in the vicinity of our Steaatharojects.

We depend on key personnel for the success ofusimdss.

Our success is largely dependent on the skillsespce and efforts of our senior management teaim a
other key personnel. In particular, our succes&dép on the continued efforts of Lucien
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Bronicki, Dita Bronicki, Hezy Ram, Nadav Amir, YareBronicki and other key employees. The loss of the
services of any key employee could materially hatmbusiness, financial condition, future resufid aash
flow. Although to date we have been successfuéiaining the services of senior management and éatezed
into employment agreements with Lucien BronickitaDBronicki, Hezy Ram and Yoram Bronicki, such
members of our senior management may terminateehgloyment agreements without cause and witfcaoti
periods ranging from 90 to 180 days. We may alddrable to locate or employ on acceptable tennadifeed
replacements for our senior management or key grapif their services were no longer available.

Our projects have generally been financed througiombination of parent company loans and limited-non-
recourse project finance debt and lease financihgur project subsidiaries default on their obligans under
such limited—or non-recourse debt or lease finagciwe may be required to make certain paymentseo t
relevant debt holders and if the collateral suppagtsuch leveraged financing structures is foreetbapon, we
may lose certain of our projects.

Our projects have generally been financed usingnabination of parent company loans and limitedamr-n
recourse project finance debt or lease financiran-Mecourse project finance debt or lease financfegrs to
financing arrangements that are repaid solely filoenproject’s revenues and are secured by thegit®je
physical assets, major contracts, cash accountdranmhny cases, our ownership interest in theggtoj
subsidiary. Limited—recourse project finance deliérs to our additional agreement, as part of ithenting of a
project, to provide limited financial support fwet project subsidiary in the form of limited guaeses,
indemnities, capital contributions and agreememisaty certain debt service deficiencies. If ourjgub
subsidiaries default on their obligations underrglevant debt documents, creditors of a limitembuese project
financing will have direct recourse to us, to thké&eat of our limited recourse obligations, whichynmtaquire us
to use distributions received by us from other gxtsg, as well as other sources of cash availahls,tm order to
satisfy such obligations. In addition, if our prdjsubsidiaries default on their obligations unitherrelevant del
documents (or a default under such debt documeistssaas a result of a cross-default to the dettments of
some of our other projects) and the creditors foszon the relevant collateral, we may lose ounership
interest in the relevant project subsidiary or prgject subsidiary owning the project would onlyaia an
interest in the physical assets, if any, remaiwifigr all debts and obligations were paid in full.

Changes in costs and technology may significantlyaict our business by making our power plants andycts
less competitive.

A basic premise of our business model is that geimgr baseload power at geothermal power plants
achieves economies of scale and produces elegtaicé competitive price. However, traditional ctiegd
systems and gas-fired systems may under certaimoado conditions produce electricity at lower aggrgrices
than our geothermal plants. In addition, thereodiner technologies that can produce electricitystmotably
fossil fuel power systems, hydroelectric systems| €ells, microturbines, windmills and photovaitésolar)



cells. Some of these alternative technologies atlgr@roduce electricity at a higher average ptien our
geothermal plants; however, research and developacgrities are ongoing to seek improvements ichsu
alternate technologies and their cost of produeiegtricity is gradually declining. It is possiliteat advances
will further reduce the cost of alternate methoflpawer generation to a level that is equal toeoty that of
most geothermal power generation technologiesidfwere to happen, the competitive advantage opmject:
may be significantly impaired.

Our expectations regarding the market potentialtfer development of recovered energy-based power
generation may not materialize, and as a resultwes not derive any significant revenues from ftinis bf
business.

We have identified recovered energy-based powesrgdéion as a significant market opportunity for us.
Demand for our recovered energy-based power geoenaits may not materialize or grow at the leubkst we
expect. We currently face competition in this marfkem manufacturers of conventional steam turbires may
face competition from other related technologiethanfuture.
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If this market does not materialize at the levhi tve expect, such failure may materially and eskly affect
our business, financial condition, future resuitd aash flow.

Our intellectual property rights may not be adedutd protect our business.

Our intellectual property rights may not be adequatprotect our business. While we occasionalky fi
patent applications, patents may not be issueti®basis of such applications or, if patents aneed, they may
not be sufficiently broad to protect our technololgyaddition, any patents issued to us or for Whie have use
rights may be challenged, invalidated or circumednt

In order to safeguard our unpatented proprietapmkhow, trade secrets and technology, we rely milsna
upon trade secret protection and non-disclosureigioms in agreements with employees and othermbav
access to confidential information. These measmas not adequately protect us from disclosure or
misappropriation of our proprietary information.

Even if we adequately protect our intellectual g rights, litigation may be necessary to enfahmse
rights, which could result in substantial costsiscand a substantial diversion of management aiterlso,
while we have attempted to ensure that our teclyyodmd the operation of our business do not in&iather
parties’ patents and proprietary rights, our corit@etor other parties may assert that certain@sps our
business or technology may be covered by patetdsblgeghem. Infringement or other intellectual peoty
claims, regardless of merit or ultimate outcome, lsa expensive and time-consuming and can divert
management’s attention from our core business.

We are subject to risks associated with a changt@nomic and political environment, which may adebr
affect our financial stability or the financial $i#ity of our counterparties.

The risk of terrorist attacks in the United Stateglsewhere continues to remain a potential soofrce
disruption to the nation’s economy and financiartkests in general. The availability and cost of ¢aldior our
business and that of our competitors has been selyaffected by the bankruptcy of Enron Corp. anents
related to the California electric market crisisiditionally, the recent rise in fuel costs may makaore
expensive for our customers to operate their bgsg® These events could constrain the capitdbhi@ato our
industry and could adversely affect our financtabdity and the financial stability of our transan
counterparties.

Possible fluctuations in the cost of constructi@w materials and drilling may materially and adsely affec
our business, financial condition, future resuliglacash flow.

Our manufacturing operations are dependent onupgely of various raw materials, including primarily
steel and aluminum, and on the supply of variodsistrial equipment components that we use. We wtlyre
obtain all such materials and equipment at prengitharket prices. We are not dependent on any umaisr
and do not have any long-term agreements with &ieusuppliers. We have recently experienced ases in
the cost of raw materials and in transportationdd/e have also experienced an increase in catistncosts
and an increase in drilling costs. To the extemtativerwise passed along to our customers, theséuture cost



increases of such raw materials and equipment auiudrsely affect our profit margins.

Conditions in Israel, where the majority of our EBrmanagement and all of our production and manotifeing
facilities are located, may adversely affect oueigtions and may limit our ability to produce aredlour
products or manage our projec

Operations in Israel accounted for approximatelyl ¢} 25.2% and 25.6% of our operating expensdsen t
year ended December 31, 2006, 2005 and 2004, tasggcPolitical, economic and security conditidndsrae
directly affect our operations. Since the estabtisht of the State of Israel in 1948, a number ofeat conflicts
have taken place between Israel and its Arab neighland the continued state of hostility, varyimglegree an
intensity, has led to security and economic prokléon Israel. Since October 2000, there has besgnaficant
increase in violence, primarily in the West Bankl &@aza Strip. As a result, negotiations betweeaelsand
representatives of the

56

Table of Contents

Palestinian Authority have been sporadic and haied to result in peace. We could be adverselgcaéd by
hostilities involving Israel, the interruption ourtailment of trade between Israel and its tragiagners, or a
significant downturn in the economic or financiahdition of Israel. In addition, the sale of protiuc
manufactured in Israel may be adversely affectezntain countries by restrictive laws, policiegoactices
directed toward Israel or companies having opematio Israel.

In addition, some of our employees in Israel afgesi to being called upon to perform military seevin
Israel, and their absence may have an adverse &fiea our operations. Generally, unless exempie idult
citizens of Israel under the age of 41 are oblid&abeperform up to 36 days of military reserve datyually.
Additionally, all such citizens are subject to lgpoalled to active duty at any time under emergency
circumstances.

These events and conditions could disrupt our die@in Israel, which could materially harm our
business, financial condition, future results aashcflow.

Failure to comply with certain conditions and réstions associated with tax benefits provided ton@r System
Ltd. by the Government of Israel as‘approved enterprise” may require us to refundchuax benefits and
pay future taxes in Israel at higher rat

Our subsidiary, Ormat Systems Ltd., which we rébess Ormat Systems, has received “approved
enterprise” status under Israel’'s Law for Encoaragnt of Capital Investments, 1959, with respetivtoof its
investment programs. As an approved enterprisesusidiary is exempt from Israeli income taxeswéspect
to revenues derived from the approved investmesgram for a period of two years commencing on s yt
first generates profits from the approved investnpeagram, and thereafter such revenues are subject
reduced Israeli income tax rate of 25% for an aoldlitl five years. These benefits are subject ttaaer
conditions set forth in the certificate of approfraim Israel’s Investment Center, which include cag other
things, a requirement that Ormat Systems complly igitaeli intellectual property law, that all tractions
between Ormat Systems and our affiliates be at &ngth, and that there will be no change in cdrdfpon a
cumulative basis, more than 49% of Ormat Systemgital stock (including by way of a public or priga
offering) without the prior written approval of tihevestment Center. If Ormat Systems does not cpmvjih
these conditions, in whole or in part, it wouldrequired to refund the amount of tax benefits @jasied by the
Israeli consumer price index and for accrued irst@r@nd would no longer benefit from the reducedds tax
rate, which could have an adverse effect on oaniiral condition, future results and cash flowOtfnat
Systems distributes dividends out of revenues ddrduring the tax exemption period from the appdove
investment program, it will be subject, in the ygawhich such dividend is paid, to Israeli incotag on the
distributed dividend.

If our parent defaults on its lease agreement Withisrael Land Administration, or is involved irbankruptcy
or similar proceeding, our rights and remedies unciertain agreements pursuant to which we acquoed
products business and pursuant to which we subleastand and manufacturing facilities from our eat may
be adversely affected.

We acquired our business relating to the manufacnd sale of products for electricity generatiod a
related services from our parent, Ormat Industiiresonnection with that acquisition, we entereid ia sublease
with Ormat Industries for the lease of the land faudities in Yavne, Israel where our manufactgrand



production operations are conducted and wheresvaeli offices are located. Under the terms of our
parent’s lease agreement with the Israel Land Adnation, any sublease for a period of more tham years
may require the prior approval of the Israel Lardidnistration. As a result, the initial term of aublease with
Ormat Industries is for a period of four years atel’en months beginning on July 1, 2004, extendabterenty-
five years less one day (which includes the intéam). The consent of the Israel Land Administrativas
obtained for a period of the shorter of (i) 25 wear (ii) the remaining period of the underlyingde agreement
with the Israel Land Administration, which termiaatbetween 2018 and 2047. If our parent were tachris
obligations to the Israel Land Administration undsiease agreement, the Israel Land Administnatiould
terminate the lease agreement and, consequentlgubilease would terminate as well.
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As part of the acquisition described in the preegdiaragraph, we also entered into a patent license
agreement with Ormat Industries, pursuant to wihiehwere granted an exclusive license for certaiarga and
trademarks relating to certain technologies thatused in our business. If a bankruptcy case warerenced
by or against our parent, it is possible that penfnce of all or part of the agreements enteraediintonnection
with such acquisition (including the lease of lamd facilities described above) could be stayethby
bankruptcy court in Israel or rejected by a lig@@dtaappointed pursuant to the Bankruptcy Ordindndsrael
and thus not be enforceable. Any of these eveniisidtave a material and adverse effect on our lessin
financial condition, future results and cash flow.

We are a holding company and our revenues depdrstautially on the performance of our subsidia@esl the
projects they operate, most of which are subjecestrictions and taxation on dividends and disiitibns.

We are a holding company whose primary assetswarevenership of the equity interests in our
subsidiaries. We conduct no other business anal result, we depend entirely upon our subsidiagashings
and cash flow.

The agreements pursuant to which most of our sisisgéd have incurred debt restrict the ability lefse
subsidiaries to pay dividends, make distributionsetberwise transfer funds to us prior to the $atigon of othe
obligations, including the payment of operating &xges, debt service and replenishment or mainterafreash
reserves. In the case of some of our projects, asche Mammoth project, there may be certain it
restrictions on dividend distributions pursuanbtw agreements with our partners. Further, if veeteio receive
distributions of earnings from our foreign operaipwe may incur United States taxes on accousudf
distributions, net of any available foreign taxdite. In all of the foreign countries where ourstixig projects
are located, dividend payments to us are also sutgjevithholding taxes. Each of the events desdribove
may reduce or eliminate the aggregate amount @&mass we can receive from our subsidiaries.

Some of our directors and executive officers wiso abld positions with our parent may have cordlift
interest with respect to matters involving both pames.

Three of our seven directors are directors andfarens of Ormat Industries, namely Lucien BronidRita
Bronicki and Yoram Bronicki. In addition, four ofipexecutive officers are also executive officér©amat
Industries. Specifically, our Chairman, Directoda@hief Technology Officer, Lucien Bronicki, is tiairman
of our parent; our Chief Executive Officer, Presidend Director, Dita Bronicki, is the Chief Exeizet Officer
of our parent; our Chief Financial Officer, Jos@pnne, is the Chief Financial Officer of our paremd Etty
Rosner our Vice President — Contract Administratod Corporate Secretary is the Corporate Secrefayr
parent. These directors and officers owe fiducduties to both companies and may have conflictatefest on
matters affecting both us and our parent, and imescircumstances may have interests adverse totevests.

Our controlling stockholders may take actions tbanflict with your interests.

Ormat Industries Ltd. holds approximately 64.0%wof common stock. Bronicki Investments Ltd. holds
approximately 28.12% of the outstanding share®ofroon stock of Ormat Industries Ltd. as of Febrig8y
2007 (27.50% on a fully diluted basis). Bronickié&stments Ltd. is a privately held Israeli company is
controlled by Lucien and Dita Bronicki. Becausdhwdse holdings, our parent company will be ablexercise
control over all matters requiring stockholder ama, including the election of directors, amendtrafrour
certificate of incorporation and approval of siggaht corporate transactions, and they will hagaificant
control over our management and policies. The thrselected by these stockholders will be able to



significantly influence decisions affecting our @tapstructure. This control may have the effectiefaying
or preventing changes in control or changes in mpamant, or limiting the ability of our other stocittiers to
approve transactions that they may deem to beein Ifest interest. For example, our controllingcktwlders
will be able to control the sale or other dispasitdof our products business to another entity ertthnsfer of
such business outside of the State of Israel; s action requires the affirmative vote of at Ié&¥ of our
outstanding shares.
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The price of our common stock may fluctuate sulist§nand your investment may decline in value.

The market price of our common stock is likely sHighly volatile and may fluctuate substantialiyedo
many factors, including:

. actual or anticipated fluctuations in our reswlf operations including as a result of seasonal
variations in our electricity-based revenues;

. variance in our financial performance from tlxpectations of market analysts;

. conditions and trends in the end markets weesand changes in the estimation of the size and
growth rate of these markets;

. announcements of significant contracts by ususrcompetitors;

. changes in our pricing policies or the priciraigies of our competitors;

. loss of one or more of our significant customers

. legislation;

. changes in market valuation or earnings of ametitors;

. the trading volume of our common stock; and

. general economic conditions.

In addition, the stock market in general, and tleevN ork Stock Exchange and the market for energy
companies in particular, have experienced extrefice pnd volume fluctuations that have often beemelated
or disproportionate to the operating performancpasficular companies affected. These broad manhet
industry factors may materially harm the market@f our common stock, regardless of our operating
performance. In the past, following periods of ititg in the market price of a company’s secustisecurities
class-action litigation has often been institutgdiast that company. Such litigation, if institut@ghinst us,
could result in substantial costs and a diversiom@anagement’s attention and resources, which coalerially
harm our business, financial condition, future hssand cash flow.

Future sales of common stock by some of our egistmckholders could cause our stock price to dec

As of the date of this report, our parent, Ormalultries Ltd., holds approximately 64% of our cansling
common stock and some of our directors, officexs @mployees also hold shares of our outstandingramm
stock. Sales of such shares in the public markeyeal as shares we may issue upon exercise dodisg
options, could cause the market price of our comstook to decline. On November 10, 2004, we entareda
registration rights agreement with Ormat Industvidereby Ormat Industries may require us to registe
common stock held by it or its directors, officarsl employees with the Securities and Exchange Gssion



or to include our common stock held by it or iteediors, officers and employees in an offering saié by
us.

Provisions in our charter documents and Delawang faay delay or prevent acquisition of us, whichld«
adversely affect the value of our common stock.

Our restated certificate of incorporation and oylatys contain provisions that could make it hafder
third party to acquire us without the consent af Board of Directors. These provisions do not pé&autions by
our stockholders by written consent. In addititrese provisions include procedural requiremengding to
stockholder meetings and stockholder proposalscthalti make stockholder actions more difficult. @aard of
Directors is classified into three classes of doecserving staggered, thrgear terms and may be removed ¢
for cause. Any vacancy on the Board of Directory imafilled only by the vote of the majority of dators then
in office. Our Board of Directors has the righigeue preferred stock without stockholder approwich could
be used to institute a “poison pill” that wouldork to dilute the stock ownership of a potentiastile acquirer,
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effectively preventing acquisitions that have ne¢i approved by our Board of Directors. Delawanediso
imposes some restrictions on mergers and othenéssicombinations between us and any holder ofd5%
more of our outstanding common stock. Although whelve these provisions provide for an opportutoty
receive a higher bid by requiring potential acquit® negotiate with our Board of Directors, thpsavisions
apply even if the offer may be considered bendflmyasome stockholders.

The Sarbanes-Oxley Act of 2002 imposes signifigantlatory, corporate and operational requiremeatsthe
Company. Failure to comply with such provisions rhaye significant adverse consequences to the Caynpa

As a public company, we are subject to the Sarb@&ngdsy Act of 2002 (the SOX Act). The SOX Act
contains a variety of provisions affecting publ@panies, including but not limited to, corporateernance
requirements, our relationship with our auditoksleation of our internal disclosure controls amdgedures ar
evaluation of our internal control over financiaporting. See Management's Report on Internal @botrer
Financial Reporting and Item 9A. — “Controls anh&dures”.

ITEM 1B. UNRESOLVED STAFF COMMENTS

On December 29, 2006, we received a comment lfetter the staff of the Division of Corporation Firen
of the SEC, with respect to our annual report omFd0-K for the year ended December 31, 2005. We
responded to the staff's comments in a letter dadediary 29, 2007. We believe that we have resdalilexf the
staff's comments, with the exception of one stafheent relating to the accounting treatment instlaéement
of cash flows and in the statement of operatiortb@lease and lease back transaction of the Rojecp . Our
response to the staff included a detailed discassigelevant accounting authority and our analysidertaken
in reaching a decision to so present and accourthéoHead Lease. On March 9, 2007, we receiveti@nf up
letter from the staff, asking us for an explanatbour lease out, lease in transactions and oalysis and the
accounting authority for our conclusion regarding accounting treatment of such transactions. 8k,ghis
comment remains unresolved. The Company beliewastthas properly accounted for the Puna lease
transaction in accordance with the provisions oASMo. 13,Accounting for Leases

ITEM 2. PROPERTIES

We currently lease corporate offices at 6225 Ne#d&® Reno, Nevada 89511-1136. We also occupy an
approximately 66,000 square meter office and mantufeng facility located in the Industrial Park b&vne,
Israel, which we sublease from Ormat Industrieg. ‘Seertain Relationships and Related Transactiohge
also lease small offices in each of the countnieshich we operate.

We believe that our current facilities are adeqé@t®ur operations as currently conducted. If ddal
facilities are required, we believe that we coubdain additional facilities at commercially reasbleaprices.

Each of our projects is located on property leasealvned by us or one of our subsidiaries, orpsogperty
that is subject to a concession agreement.

Information and descriptions of our plants and prtips are included in Item 1, “Business”, ofgkannual
report.



ITEM 3. LEGAL PROCEEDINGS

There were no material developments in any legatgedings to which the Company is a party durieg th
fiscal year 2006, other than as described below.

As a result of our acquisition of the Steamboand 3A plants, our subsidiary Steamboat Geotherrhél L
has become a party to litigation pending in theo8dcJudicial District Court in Washoe County, Nexadth
Geothermal Development Associates and Delphi S&esirinc. In April 2002, these plaintiffs initiate lawsuit
against the former owner and operator of the Steamb
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1/1A project. The plaintiffs dispute amounts owedtem pursuant to an agreement, dated July 14,198
pursuant to which Geothermal Development Associassgyned all of its right, title, and interesthie subject
geothermal leasehold property in exchange for apetating royalty interest in the revenues ofSkeamboat 1
plant. The plaintiffs claim entitlement to damagesed upon the following three allegations, whiehdeny: (i)
that the actions of the former owner in develogimg Steamboat 1A plant have decreased the outytine of
Steamboat 1 plant; (ii) that general, administegtand corporate expenses included by the formaepim the
calculation of the net royalty amount were oveestdbr the years 2000 and 2001; and (iii) thagddition to its
royalty interest in the revenues from the Steamtgaant, plaintiffs are entitled to a net revemogalty interest
from the Steamboat 1A plant. The matter was orlbirset for a trial in September 2003, but theltdate was
adjourned in order to allow the plaintiffs to obtaubstitute counsel. Initial evidentiary disclesiand discove
requests had been made before the trial was adiduNo dispositive motions are pending before ther€and
the trial date has not been rescheduled. As of ibbee 31, 2005 and January 9, 2006, Steamboat Gewihe
LLC entered into a sales, settlement and releaseeagent and an assignment agreement, respectividty,
Woodside Properties LLC, the assignee of 37% oftlé@mal Development Associates’ right to net opegat
revenues, whereby Steamboat Geothermal LLC wagrassi37% of the net operating revenues of Steamboat
in partial settlement of the above mentioned dispuith Geothermal Development Associates and Delphi
Securities, Inc. The plaintiffs also assert thagddition to the amounts they claim are owed éorththey are
entitled to interest on those amounts, as well@sasonable net operating royalty payment fromBwrdette
project. We believe that such assertion is withoatit, and that any outcome of such litigation oy aettlement
discussions will not have a material impact onresults of operations. On November 14, 2006, thégsa
agreed to dismiss plaintiff Delphi Securities, Ifrom the case with prejudice. The case is schedile
mediation on April 10-11, 2007.

In connection with the power purchase agreementh&Ormesa project, Southern California Edisas ha
expressed its intent not to pay the contract i@t¢hie power supplied by the GEM 2 and GEM 3 planthe
Ormesa project. Southern California Edison conteéhdsCalifornia 1SO real-time prices should app#ile
management believes that SP-15 prices quoted by BX should apply. According to Southern California
Edison’s estimation, the amount under dispute s@pmately $2.5 million. The parties have signedrgerim
agreement; whereby Southern California Edison eudiitinue to procure the GEM 2 and GEM 3 power at th
current energy rate of 5.37 cents/kWh until Mag@07. In addition, a long-term power purchase ages# is
expected to be entered into for the GEM 2 and GEd8er. The negotiations in connection with theglbarm
power purchase agreement are still under way are ik no guarantee that such negotiations will be
successfully completed. Management believes thadt settlement agreement will not have a matenglrfcial
impact on us.

One of our subsidiaries, Ormat Inc., is a partg third-party complaint originally filed on NoventhEs,
2005 by Lacy M. Henry and Judy B. Henry (the Hehigsa bankruptcy proceeding in the United States
Bankruptcy Court for the Eastern District of No@hrolina. The Henrys are debtors in a Chapter hkrogptcy
filed in the Bankruptcy Court. The Henrys were sloée shareholders of MPS Generation, Inc. (MPS@&. W
entered into a supply contract with MPSG datedfé3eaember 29, 2003, under which we were retairsea a
subcontractor to produce four waste heat energyertars for a project for which MPSG had entered @
contract with Basin Electric Power Cooperative (BasBasin filed a lawsuit on February 24, 2005iagg
among others, MPSG and the Henrys in the Uniteté$faistrict Court for the District of North Dakotaleging
various causes of action including breach of catti@ctual and constructive fraud, and conversion,
demanding the piercing of MPSG’s corporate vegstablish the personal liability of the Henrys ftPSG’s
debts. On September 15, 2005, Basin filed a comipt@mmencing the bankruptcy adversary proceeding,



seeking a determination that the claims which Balleged against the Henrys in the North Dakotaslatv
were not dischargeable. On November 15, 2005, a4 answered Basin’s complaint in the bankruptcy
proceeding and also filed a third-party complagaiast us, alleging that to the extent the Henrgsfeund
personally liable to Basin for MPSG'’s debts, thentys have claims against us for breach of contiezach of
warranty, tortious interference with contract, unfa
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or deceptive trade practices and fraud. The Healigged damages in excess of $100 million. On Déesrh5,
2005, we filed an answer denying the Henrys’ claiind asserting counterclaims against the Henrys. Ou
subsidiary filed a motion to dismiss the Henrysliels on January 31, 2006. On March 21, 2006, Bdsthan
Amended Complaint in the bankruptcy proceedingsotidating the causes of action it brought in theetN
Dakota lawsuit. In their answer to Basin's Amendzmplaint, the Henrys raised the same third pdatyns
against our subsidiary. On May 11, 2006, the BapiayuCourt entered an order denying our subsidsamyotior
to dismiss the Henrys’ claims against it, but sigythe Henrys’ litigation against our subsidiarygieg the
resolution of Basin’s alter ego claims againstilearys. In its answer to Basin’s Amended Compla#RSG
asserted third party claims against our subsidiamjlar to those claims raised by the Henrys. Wete that we
have no liability to the Henrys or to MPSG and imit¢o defend vigorously against the Henrys’ and KBRS
claims in the bankruptcy proceeding. A trial onisdlues raised in the bankruptcy proceeding iscidid to
begin in September 2007 in the Bankruptcy Court.

From time to time, we (including our subsidiarias? a party to various other lawsuits, claims ahero
legal and regulatory proceedings that arise irptidénary course of our (and their) business. Tlaesi®ns
typically seek, among other things, compensatiorafieged personal injury, breach of contract, prop
damage, punitive damages, civil penalties or dit&ses, or injunctive or declaratory relief. Widspect to such
lawsuits, claims and proceedings, we accrue resémvaccordance with U.S. generally accepted adoayn
principles. We do not believe that any of thesepedlings, individually or in the aggregate, woulatenially
and adversely affect our business, financial camdifuture results or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our sectnitgers during the quarter ended December 31,.2006
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ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the New York StockHaxge under the symbol “ORA”. Public trading of
our stock commenced on November 11, 2004. Pritat there was no public market for our stock. The
approximate number of holders of record of our camrstock was 8 on February 28, 2007. On February 28
2007, our stock’s closing price as reported orNBe York Stock Exchange was $38.82 per share.

Dividends:

We have adopted a dividend policy pursuant to whietcurrently expect to distribute at least 20% f
annual profits available for distribution by wayafarterly dividends. In determining whether thare profits
available for distribution, our Board of Directaxdll take into account our business plan and cureeml
expected obligations, and no distribution will bada that in the judgment of our Board of Directomild
prevent us from meeting such business plan or atidigs.



Notwithstanding this policy, dividends will be paidly when, as and if approved by our Board of Ctives
out of funds legally available therefore. The atarmount and timing of dividend payments will degempon
our financial condition, results of operations, ibass prospects and such other matters as the m@grdeem
relevant from time to time. Even if profits are #able for the payment of dividends, the Board afelbtors
could determine that such profits should be rethfioe an extended period of time, used for worlkdagital
purposes, expansion or acquisition of businessaaynpther appropriate purpose. As a holding compas are
dependent upon the earnings and cash flow of dagidiaries in order to fund any dividend distrilout$ and, as
a result, we may not be able to pay dividends @oetance with our policy. Our Board of Directorsynfrtom
time to time, examine our dividend policy and miayits absolute discretion, change such policy.

We have declared the following dividends over thstjgwo years:

Payment Date

Dividend

Date Declared Amount per Share Record Date
March 22, 2005 $ 0.0¢ April 4, 2005
May 10, 2005 $ 0.0 May 23, 2005
August 11, 2005 $ 0.0¢ August 22, 2005
November 9, 200 $ 0.0: November 29, 200
March 7, 2006 $ 0.0¢ March 28, 2006
May 9, 2006 $ 0.04 May 23, 2006
August 6, 2006 $ 0.04 August 23, 2006
November 7, 200 $ 0.04 November 30, 200
February 27, 2007 $ 0.07 March 21, 2007

High/Low Stock Prices:

Ormat Technologies, Inc. (ORA) — High and Low Psider the years 2005 and 2006, and from January 1

until February 28, 2007:

First Second Third Fourth First

Second Third
Quarter Quarter Quarter Quarter Quarter Quarter Quarter
2005 2005 2005 2005 2006 2006 2006

April 18, 2005

June 6, 2005
September 1, 2005
December 6, 2005
April 4, 2006

May 30, 2006
August 30, 2006
December 13, 2006
March 29, 2007

Fourth January 1 to
Quarter February 28,

High: $ 16.5C $ 19.2C $ 24.1C $ 29.1C $ 434: $ 40.5¢
Low: $ 1450 ¢ 13.8¢ $ 182f $ 188( $ 27.7¢ $ 31.6¢
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2006 2007
$ 38.5¢ $ 40.9¢ $ 44.5¢
$ 31.7¢ $ 32.01 $ 37.11

Stock Performance Graph:

The following performance graph represents the dative total shareholder return for the period
November 11, 2004 (the date upon which tradindhef@Gompan’s common stock commenced) through
December 31, 2006 for our common stock, as compgartte Standard and Poor’'s Composite 500 Indexaan

peer group.



Comparison of Cumulative Returns For the Period November 11, 2004 through
December 31, 2006

$300
5250 ,s
Vs
3900 = = el f_____.-"'.
150 =
$100 g
§50
1111104 123104 12051105 12/31406
+- Ormat Technologies nc. s Standard & Poor's Composite 300 Index
—— Renewable Pears & [PP Pears
11/11/2004  12/31/2004  12/31/2005  12/31/2006
Ormat Technologies, Inc. $ 10C $ 10¢ $ 174 $ 24t
Standard & Poor's Composite 500 Index $ 10C $ 10¢ $ 111 $ 12€
IPP Peers* $ 10C $ 113 $ 144 $ 21C
Renewable Peers* $ 10C $ 117 $ 23€ $ 22C

*  Independent Power Producer (IPP) Peers are Tt& @é&rporation, NRG Energy Inc. and International®oPLC Renewable energy
(Renewable) Peers are Acciona S.A., Evergreen Sataand Energy Conversion Devices Inc.

The above Stock Performance Graph shall not be eééé¢onbe soliciting material or to be filed witheth
SEC under the Securities Act and the Exchange »a## to the extent that the Company specificaltyuests
that such information be treated as soliciting maker specifically incorporates it by referencéa a filing
under the Securities Act or the Exchange Act.

Equity Compensation Plan Information

For information on our equity compensation plaferéo ltem 12 “Security Ownership of Certain
Beneficial Owners and Management”.

Unregistered Sales of Equity Securities and Use Bfoceeds from Registered Securities
None.
ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected cortaikd financial data for the years ended and addhes
indicated. We have derived the selected consolid@&tancial data for the years ended December 32622005
and 2004 and as of December 31, 2006 and 2005dtwraudited consolidated financial statementsah in
Part Il Item 8 of this annual report. We have dedithe selected consolidated financial data foydses ended
December 31, 2003 and 2002, and as of Decemb&08%, 2003 and 2002 from our audited consolidated
financial statements not included herein.

The information set forth below should be readdnjanction with Item 7 — “Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations” and our consolidated financial statetaeet
forth in Part 1l Item 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 income
Total Electricity
Products

Total revenues
Cost of revenues:
Electricity:
Energy and capacity
Lease portion of energy and capacity
Lease expense
Total Electricity
Products

Total cost revenues
Gross margin:

Operating expenses (income):
Research and development expenses
Selling and marketing expenses
General and administrative expenses
Gain on sale of geothermal resource rights

Operating income
Other income (expense):
Interest income
Interest expense
Foreign currency translation and
transaction loss
Other non-operating income

Income from continuing operations
before income taxes, minority

interest and equity in income of
investees

Income tax provision
Minority interest in earnings of subsidiaries
Equity in income of investees

Income from continuing operations

Discontinued operations:
Loss from operations of discontinued activitie
in Kazakhstan

Loss on sale of Kazakhstan operations

Income (loss) before cumulative effect o

Years Ended December 31,

2006 2005 2004 2003 2002
(in thousands, except per share data)

$ 106,68: $ 104,97 $ 100,28: $ 77,75: $ 65,49:
86,11¢ 70,96: 58,55( — —
2,68¢ 1,431 — — —
195,48: 177,36¢ 158,83: 77,75: 65,49:
73,45¢ 60,62 60,39¢ 41,68¢ 20,13¢
268,93 237,99:. 219,23( 119,44( 85,62¢
77,76¢ 70,32¢ 63,30( 46,72¢ 33,48:
41,34¢ 30,21¢ 26,44. — —
5,24: 3,072 — — —
124,35t 103,61t 89,74 46,72¢ 33,48:
51,21¢ 45,23¢ 46,33¢ 29,49¢ 17,29!
175,57: 148,85 136,07¢ 76,22( 50,77¢
93,36¢ 89,14: 83,15 43,22( 34,85«
2,98: 3,03¢ 2,17¢ 1,391 1,50
10,36! 7,87¢ 7,76¢ 7,08 6,051
18,09« 14,32( 11,60¢ 9,25z 7,07:
= = (84E) — —
61,92¢ 63,90¢ 62,44 25,49( 20,22;
6,56( 4,30¢ 1,31¢ 607 60¢
(30,96 (55,317  (42,78%) (8,120)  (6,17%)
(704) (43¢) (14€) (316) (327)
694 512 112 464 1,19¢
37,51, 12,97: 20,94: 18,12¢ 15,52¢
(6,407 (4,690) (6,609) (2,50€)  (6,13F)
(819 — (10€) (519)  (1,194)
4,14¢ 6,894 3,567 55¢ 314
34,44, 15,175 17,79 15,65¢ 8,51¢
— — — — (311
— — — — (6,449




change in accounting principle 34,44, 15,171 17,79 15,65¢ (1,049
Cumulative effect of change in accounting
principle (net of tax benefit of $125,000) — — — (205) —
Net income (loss) $ 3444 $ 15177 $ 17,790 $ 1545: $ (1,049
65
Years Ended December 31,
2006 2005 2004 2003 2002
(in thousands, except per share data)
Basic earnings (loss) per share:
Income from continuing operations $ 1.0C $ 04¢ $ 07z $ 067 $ 0.37
Loss from discontinued operations — — — — (0.47)
Cumulative effect of change in accounting
principle — — — (0.07) —
Net income (loss) $ 1.0C $ 0.4¢ $ 0.7z $ 0.6€ $ (0.09
Diluted earnings (loss) per share:
Income from continuing operations $ 0.9¢ % 0.4¢ % 0.7z $ 0.67 $ 0.37
Loss from discontinued operations — — — — (0.47)
Cumulative effect of change in accounting
principle — — — (0.01) —
Net Income (loss) $ 0.9¢ $ 0.4¢ $ 0.7z $ 0.66 $ (0.09
Weighted average number of shares used in
computation of earnings (loss) per share:
Basic 34,59! 31,56: 24,80¢ 23,21« 23,21«
Diluted 34,70° 31,60¢ 24,80¢ 23,21 23,21
Cash dividend per share declared duringtheye $ 0.150C $§ 0.120C §$ 0.102¢ $ — 3 —
Balance Sheet Data (at end of year):
Cash and cash equivalents $ 20,25« $ 26,97¢ $ 36,75( $ 8,87: $ 36,68/
Working capital (deficit) 34,42¢ 36,61¢ 50,34: 2,671 (79,859
Property, plant and equipment, net (including
construction-in process) 793,16: 620,09: 527,00: 379,13: 180,11¢
Total assets 1,160,10; 914,48( 850,08t 543,13t 287,37¢
Long-term debt (including current portion) 372,00¢ 365,53¢ 384,51! 260,48t 95,80
Notes payable to Parent (including current port 140,15: 171,80! 193,85 177,00« —
Stockholders’ equity 440,79: 182,25¢ 167,91« 36,97t 27,831
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND

RESULTS OF OPERATIONS



You should read the following discussion and anslgsour results of operations, financial conditiand
liquidity in conjunction with our consolidated fineial statements and the related notes. Some ohtbemation
contained in this discussion and analysis or sghfelsewhere in this annual report including infeattion with
respect to our plans and strategies for our businstatements regarding the industry outlook, oyreetations
regarding the future performance of our businessl the other non-historical statements containeineare
forward-looking statementsSee “Cautionary Note Regarding Forward-Lookingt8taents”. You should also
review Item 1A — “Risk Factors” for a discussiohimportant factors that could cause actual resudt differ
materially from the results described herein or lieg by such forward-looking statements

General

Overview

We are a leading vertically integrated company gadan the geothermal and recovered energy power
business. We design, develop, build, own and op&iatin, environmentally friendly geothermal arzbrered
energy-based power plants using equipment thatesigid and manufacture. In addition, we sell thepgant
we design and manufacture for geothermal electrggineration, recovered energy-based electricitegion,
and other equipment for electricity generationhiiodt parties. Our operations consist of two busireegments.
The first consists of the sale of electricity fromr power plants, which we refer to as the EleityriSegment.
The second consists of the design, manufacturidgsale of equipment for electricity generation, ittetallation
thereof and the provision of services relatingi® éngineering, procurement, construction, oparatial
maintenance of geothermal and recovered energympaasets, which we refer to as the Products Segment

Our Electricity Segment mainly consists of our istveent in power plants producing electricity from
geothermal resources and, as of recently, fromvereal energy resources. Our geothermal power piacitede
both power plants that we have built and powertgl#mt we have acquired, while all of our recodezrergy-
based plants have been constructed by us. Our &t®8agment consists of the design, manufactursaledf
equipment that generates electricity, principalni geothermal and recovered energy resources|dutusing
other fuel sources as well. Our Products Segmentiatludes, to the extent requested by our cus®rttee
installation of our equipment and other related @oplant installations and the provision of sersioglating to
the engineering, procurement, construction, opamaind maintenance of geothermal and recoveredgner
power plants. For the year ended December 31, 200 lectricity Segment represented approximatly %
of our total revenues, while our Products Segmempitasented approximately 27.3% of our total revemiuging
such year.

During the year ended December 31, 2006, totaltitdy Segment revenues from the sale of eledjrioy
our consolidated power plants (including revenusrsved from the Zunil project, which was consolethfs of
March 13, 2006) were $195.5 million. In additioayenues from our 50% ownership of the Mammoth Btoje
and from our 80% ownership of the Leyte Projecttf@r year ended December 31, 2006 were $18.6 millio
This additional data is a Non-Generally Accepted@mting Principles (Non-GAAP) financial measure as
defined by the SEC. There is no comparable GAAPsomea Management believes that such Non-GAAP data i
useful to the readers as it provides a more compietv on the scope of the activities of the poplants that w
operate. Our investments in the Mammoth and Lesdgepts are accounted for in our consolidated fimen
statements under the equity method and the revemraa®mt included in our consolidated revenuesheryear
ended December 31, 2006.

Our Electricity Segment operations are conductetiénUnited States and throughout the world. Since
January 1, 2001, we have completed various aciuisibf geothermal power plants with an aggregate
acquisition cost, net of cash received, of $526lliam. In the year ended December 31,
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2006, we increased our net ownership interest ireigging capacity by 19 MW through the acquisitiéan
additional 79.0% ownership interest in the Zundjpct in Guatemala, thereby increasing our ownprstterest
in that project to 100%, as a result of which thagct is now fully consolidated. In addition, wecreased our
net ownership interest in generating capacity byvi%2 through new construction, which includes oustfifour
REG plants completed in the fourth quarter of 200/6. currently own or control as well as operatetigeonal
projects in the United States, Guatemala, Kenyeaitdgua and the Philippines.

Our Products Segment operations are also condircted United States and throughout the world. Dyiri



the year ended December 31, 2006, revenues agtbilleuto our Products Segment were $73.5 million.

We have identified recovered energy-based powesrgéinn as a significant market opportunity forirus
the United States and throughout the world. We ettt recovered energy generation projects wiltéase
our revenues in both the Electricity Segment aedRtoducts Segment.

During the year ended December 31, 2006, we rezedmevenues in our Products Segment of
approximately $25.0 million from REG compared to3hillion during the year ended December 31, 2005.
During the year ended December 31, 2006 we recgiuechase orders for the supply and constructidRE®
plants in a total amount of $36.6 million, out dfish we recognized revenues in the amount of $8l®&min
the year ended December 31, 2006. Our Electri@fyn®ent is characterized by relatively predictabieenues
generated by our power plants pursuant to long-fwer purchase agreements, with terms which arerghy
up to 20 years. The price for electricity underddlthe power purchase agreements is effectivdilyea price,
except in the case of the power purchase agreavhéimt Puna project, which has a variable enertg/lvased
on the local utility’s short run avoided costs (theremental costs that the power purchaser aumid®t having
to generate such electrical energy itself or puseliafrom others). 81.2% of the electricity revesgenerated |
the year ended December 31, 2006, was deriveddootracts with fixed energy rates, and therefohsu
revenues were not affected by the fluctuationsgrgy commaodity prices.

Revenues attributable to our Products Segment,hadrie based on the sale of equipment and the pravis
of various services to our customers, may vary fpamod to period because of the timing of our igtoef
purchase orders and the progress of our executieaah project. Our management assesses the parfoenof
our two segments of operation differently. In tlase of our Electricity Segment, when making denssiabout
potential acquisitions or the development of newjguts, our management typically focuses on theriratl rate
of return of the relevant investment, relevant téchl and geological matters and other relevaniness
considerations. Additionally, as part of our Elatity Segment, our management evaluates our operatioject:
based on the performance of such projects in tefmsvenues and expenses in contrast to projeatsatle unde
development, which our management evaluates basedsts attributable to each such project. By emsttiour
management evaluates the performance of our Pro&@egment based on the timely delivery of our petgju
performance quality of our products and costs digtirecurred to complete customer orders as comp&rehe
costs originally budgeted for such orders.

During the year ended December 31, 2006, our tetanues increased by 13.0% (from $238.0 million to
$268.9 million) over the previous year. During jfears ended December 31, 2006 and 2005, our Wfects
generated 1,894,227 MWh and 1,799,072 MWh, respadgtiwhich include our 50% share in the Mammoth
project. We were unable to realize fully the aggtegyenerating capacity of our power plants dueaxpected
operational problems that we experienced at sonoeioplants, such as the Puna and Ormesa proggutshe
delay in the commercial operation of the DeserkPeglant, all of which are described in this repor
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Trends and Uncertainties

The geothermal industry in the United States hsi®hcally experienced significant growth followbkd a
consolidation of owners and operators of geothepualer plants. During the 1990’s, growth and depeient
in the geothermal industry occurred primarily imefign markets and only minimal growth and developime
occurred in the United States. Since 2001, thesébken increased demand for energy generated from
geothermal resources in the United States as ptiodumsts for electricity generated from geothdrraaources
have become more competitive relative to fossil §emeration, due to increasing natural gas pérekas a
result of newly enacted legislative and regulaiopentives, such as state renewable portfolio stated We see
the increasing demand for energy generated frorthgemoal and other renewable resources in the USitates
and the further introduction of renewable portfaiandards as the most significant trends affeaingndustry
today and in the immediate future. The recentiredalecline in oil and gas prices does not appeaate
impacted the increasing demand for renewable en€gyoperations and the trends that from timénte t
impact our operations are subject to market cycles.

Although other trends, factors and uncertaintieg mgact our operations and financial condition,
including many that we do not or cannot foreseebeleeve that our results of operations and finalnobndition
for the foreseeable future will be affected by fibiéowing trends, factors and uncertainties:



. In 2005 and 2006, our primary activity has b#enimplementation of our organic growth through
the construction of new projects and enhancemdrgsweral of our existing projects, as discussed in
Item 1 — “Business — Our Power Generation Busifieissthis annual report. As a result, growtt
revenues and overall generating capacity has beea moderate than the previous two years, which
were characterized by significant acquisitions. &tehweless, we expect that this investment in og
growth will result in a significant increase in dotal generating capacity and a corresponding
increase in our consolidated revenues as well agiioperating income attributable to our Electyi
Segment in 2007, as compared with 2006.

. We expect that the increased awareness of digteinge may result in significant changes in the
business and regulatory environment, which maytereasiness opportunities for us going forward

. In the United States, we expect to continueciodfit from the increasing demand for renewable
energy as a result of favorable legislation adopte@3 states and the District of Colombia, inchg
California, Nevada and Hawaii (where we have begivain geothermal development and in which
all of our U.S. geothermal projects are locatenedch of these states, relevant legislation ctiyren
requires that an increasing percentage of theraliggtsupplied by electric utility companies
operating in such states be derived from renewaiegy resources until certain pre-established
goals are met. We expect that the additional denfameenewable energy from utilities in such st:
will create additional opportunities for us to erdaexisting projects and build new power plants.

. On September 27, 2006, the California Global Miag Solutions Act of 2006 (the Act) was signed
into law. The Act regulates most sources of greasb@as emissions and is expected to result in a
reduction of carbon emissions to 1990 levels by02@2presenting a twenty-five percent reduction in
greenhouse gas emissions. To accomplish this, therAvides a framework for greenhouse gas
emissions reductions through the use of emissions@ technologies and other cost-effective
reduction strategies, one of which may involveuke of market-based trading of emissions rights.
The California Air Resources Board must adopt stathsl for implementing the Act by 2011.
Although programs under the Act will take some tiimelevelop, its requirements, particularly the
creation of a market-based trading mechanism teeaeltompliance with emissions caps, should be
highly advantageous to in-state energy generatingees that have low carbon emissions such as
geothermal energy.
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. On September 27, 2006, California also enadguslation requiring that its renewable portfolio
standard of 20% generation from renewable energyurees per year be met by December 2010,
ahead of the previous legislative mandated targpeeember 2017. The California legislature is
currently considering an increase to 33% by Decer8he2020.

. Outside of the United States, we expect that @tyadf governmental initiatives, including the ad/
of long-term contracts to independent power geonesathe creation of competitive wholesale
markets for selling and trading energy, capacity melated energy products and the adoption of
programs designed to encourage “clean” renewahkk sustainable energy sources, will create new
opportunities for the development of new projectsvall as create additional markets for our remote
power units and other products.

. In pursuing new orders, we participate in tesder projects and proposals for installations and
identify and monitor markets, which utilize or planutilize geothermal energy, and in which
geothermal resources are available. We also irtendntinue to pursue growth in our recovered
energy business, and we expect that the portioevanues from our recovered energy business as a
percentage of the total revenues from our Prodsietgnent will increase.

. We expect to continue to generate the majofitgun revenues from our Electricity Segment through
the sale of electricity from our power plants. 8ilour current revenues from the sale of eleciricit



are derived from fully-contracted payments undegkerm power purchase agreements.

. Over the last year, competition from the wind @olar power generation industry has increased.
While the current demand for renewable energyrigel@&nough that this increased competition has
not impacted our ability to obtain new power pusdhagreements, it may create pressure on
electricity prices.

. The viability of the geothermal resources uéitizoy our power plants depends on various factors
such as the heat content of the geothermal resensaful life of the reservoir (the term duringioh
such geothermal reservoir has sufficient extraetélalds for our operations) and operational fagtor
relating to the extraction of the geothermal flui@sir geothermal power plants may experience an
unexpected decline in the capacity of their respegfeothermal wells. Such factors, together with
the possibility that we may fail to find commertyadiable geothermal resources in the future,
represent significant uncertainties we face in emtion with our operations.

. As our power plants age, they may require irmedanaintenance with a resulting decrease in their
availability.

. Our foreign operations are subject to significaglitigal, economic and financial risks, which vdry
country. Such risks include the ongoing privatizatof the electricity industry in the Philippinglse
partial privatization of the electricity sector@uatemala, labor unrest in Nicaragua and the paliti
uncertainty currently prevailing in Kenya. Althougle maintain political risk insurance as an atte
to mitigate such risks, such insurance does notigggaccomplete coverage with respect to all such
risks.

. We continue to experience increases in theafastw materials required for our equipment
manufacturing activities and equipment used inpwer plants. We partially addressed the
availability of drilling equipment by purchasingllling rig, which we expect will be supplied tau
in the first half of 2007. We have experiencedraméase in drilling costs and a shortage in dgllin
equipment, which we believe is the result of thghhoil prices resulting in increased drilling adtjv
in the marketplace. We also have experienced, gpelcé to continue to experience, an increase in
construction costs, particularly in the United 8satdue to rising prices attendant to a significant
increase in activities in the construction indusp increase in such costs may have an adverse
effect on our financial condition and results obrgtions.
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. The United States extended a tax subsidy andased the amount of the tax subsidy for companies
that use geothermal steam or fluid to generatdralig as part of the Energy Policy Act of 200%t
became law on August 8, 2005. The tax subsidy‘@aduction tax credit”, which in 2006 was 1.9
cents per kWh and is adjusted annually for inflatibhe production tax credit may be claimed on the
electricity output of new geothermal power plants ipto service by December 31, 2008. Credit 1
be claimed for ten years on the output from any geathermal power plants put into service pric
December 31, 2008. We, as the owner of any prajattwould be put in service during the period
ending December 31, 2008, would have to choosedgstwthis production tax credit and a 10%
investment tax credit.

. The Energy Policy Act of 2005, as mentioned ah@uthorizes FERC to revise PURPA so as to
terminate the obligation of electric utilities targhase the output of a Qualifying Facility if FERC
finds that there is an accessible competitive ntdfdieenergy and capacity from the Qualifying
Facility. The legislation does not affect existipgwer purchase agreements. We do not expect this
change in law to affect our U.S. projects signifidy, as all except one of our current contracts (o
Steamboat 1 project, which sells its electricitysterra Pacific Power Company on a year-by-year
basis) are long-term. FERC has recently issuedad ffule that could eliminate the utility’s purclkeas
obligation in four regions of the country. Nonetloése regions includes a state in which our current
projects operate. However, FERC has the authonitieuthe Energy Policy Act of 2005 to act, on a



case-by-case basis, to eliminate the mandatorjhpaecobligation in other regions. In the final rule
FERC expressly noted that the California Indepeh8gstem Operator (CAISO) has satisfied one
but not all of the criteria for relief from the ndatory purchase obligation. If the utilities in the
regions in which our domestic projects operate weige relieved of the mandatory purchase
obligation, they would not be required to purchasergy from the project in the region under Fe«
law upon termination of the existing power purchageeement, which could have an adverse effect
on our revenues.

. On July 21, 2006, the Bureau of Land Manageraadtthe Minerals Management Service (each part
of the Department of the Interior) issued sepapadposed rules intended to implement relevant
provisions of the Energy Policy Act of 2005. If aded as proposed, the proposed rules would revise
existing federal regulations, dealing with the gahgeothermal leasing process for federal land,
lease durations, work commitments, annual rentdlcaedit of rental toward royalties, and royalty
calculations. Key features of the proposed rulekige a requirement that geothermal resources be
offered through a competitive lease process; ttiednction of a new royalty methodology,
calculated on the basis of gross proceeds fromsaleeof electricity, rather than the “netback”
calculation previously in use; the introductionmdreased rental payments (that are creditablertd
royalties owed), and a new scheme of lease terchesensions. The proposed rules would also
establish “production incentivesfor new facilities and qualified expansion facésithat are put in
commercial operation by August 8, 2011, in the farfna four-year 50% reduction in royalty from
what would otherwise be due. The 50% reduction diaply to all of the electricity generated from
a new facility, and to the incremental electriggnerated by a qualified expansion facility. The
provisions of the proposed rules dealing with feestal payments, and royalties would apply to
geothermal leases issued after August 8, 2005. Menyeessees under leases issued prior to August
8, 2005 may elect to convert their leases to thve negulatory framework. The 60-day period for
public comments on the proposed rule has expingda$ of the date of this report, no further
regulatory action to codify and implement the pregubrules has been published. We do not expect
that such proposed rules will have a material impaaus.

Revenues

We generate our revenues from the sale of elegtficim our geothermal and recovered energy-based
power plants; the design, manufacture and salguipenent for electricity generation; and the camstion,
installation and engineering of power plant equipte
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Revenues attributable to our Electricity Segmeetralatively predictable as they are derived fromgale
of electricity from our power plants pursuant tadgeterm power purchase agreements; however, suehues
are subject to seasonal variations, as more febcdbed below in the section entitled “SeasowpalitElectricity
segment revenues may also be affected by higharaharage ambient temperature, which could cause a
decrease in power generation from our projectsbgnahplanned major maintenance activities relabenlr
projects.

Our power purchase agreements generally providénéopayment of capacity payments, energy payments,
or both. Generally, capacity payments are paymeaitulated based on the amount of time that ouregp@hants
are available to generate electricity. Some ofpmwer purchase agreements provide for bonus pagnettie
event that we are able to exceed certain targetdend the potential forfeiture of payments iffaieto meet
minimum target levels. Energy payments, on therdthed, are payments calculated based on the arnbunt
electrical energy delivered to the relevant powecpaser at a designated delivery point. The igeticable to
such payments are either fixed (subject, in cextases, to certain adjustments) or are based aeleéhent
power purchaser’s short run avoided costs (theemental costs that the power purchaser avoids blgaxang
to generate such electrical energy itself or pusehiafrom others). Our more recent power purcl@seements
provide generally for energy payments alone witlobligation to compensate the off-taker for itsreraental
costs as a result of shortfalls in our supply.

The lease income related to the Puna lease tramsscivhich are accounted for as operating leases,
included as a separate line item in our Electriiggment revenues (See “Liquidity and Capital Reses™).
For management purposes, we analyze such reveraieanbined basis with other revenues in our Bigttr
Segment.



As required by Emerging Issues Task Force (EIT&)esNo. 01-8Determining Whether an Arrangement
Contains a Leasewe have assessed all of our power purchase agregmgreed to, modified or acquired in
business combinations on or after July 1, 2003,camttluded that all such agreements containedse lel@ment
requiring lease accounting. Accordingly, revenuatesl to the lease element of the agreements sepred as
“lease portion of energy and capacity” revenuéhwthe remaining revenue related to the productiod
delivery of the energy presented as “energy anhciy” revenue in our consolidated financial staents.

As the lease revenue and the energy and capaeépues are derived from the same arrangement ahd bo
fall within our Electricity Segment, we analyze buevenues, and related costs, on a combined floasis
management purposes.

Revenues attributable to our Products Segmentarerglly less predictable than revenues from our
Electricity Segment because larger customer offdersur products are typically a result of our wimptenders
issued by potential customers in connection withjqmts they are developing. Such projects oftea talong
time to design and develop and are often subjecaious contingencies such as the customer’stahiliraise
the necessary financing for a project. As a resdtare generally unable to predict the timinguafrsorders for
our products and may not be able to replace egistiders that we have completed with new ones. resalt,
our revenues from our Products Segment fluctuaie & times, extensively) from period to period.

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

Revenues in Thousands % of Revenues for Period Indicated
Year Ended December 31, Year Ended December 31,
2006 2005 2004 2006 2005 2004
Revenues
Electricity Segment $ 19548 $ 177,36¢ $ 158,83: 72.1% 74.5% 72.L%
Products Segment 73,45¢ 60,62: 60,39¢ 27.5% 25.5%  27.€%
Total $ 268,937 $ 237,99 $ 219,23( 100.%  100.0%  100.(%
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Geographical breakdown of revenues

For the years ended December 31, 2006, 2005, &0l P&spectively, 83.3%, 87.8% and 84.7% of the
revenues attributable to our Electricity Segmentengenerated in the United States.

The following table sets forth the geographic boeain of the revenues attributable to our Electyicit
Segment for the years indicated:

Revenues in Thousands % of Revenues for Period Indicated
Year Ended December 31, Year Ended December 31,
2006 2005 2004 2006 2005 2004
United States $ 162,84 $ 155,64t $ 134,57t 83.2% 87.£% 84.71%
Foreign 32,63¢ 21,72 24,25t 16.7 122 _15:¢
Total $ 19548, $ 177,36¢ $ 158,83: 100.0%  100.0%  100.(%

In the years ended December 31, 2004 and 2005dveodihave material products sales in the United
States. In the year ended December 31, 2006 wegmezsd revenues of $10.5 million in our Productansents
from sales in the United States.

Seasonality



The demand for the electricity generated by our ekin projects and the prices paid for such elgtyri
pursuant to some of our power purchase agreementibject to seasonal variations. The demanddotrisity
from the Heber 1 and 2 projects, the Mammoth ptajed the Ormesa project is the highest in the seimm
months of June through September, because the puwehraser for those projects, Southern CalifoEdeson,
delivers more electricity to its California markelisring such period in order to meet demand focairditioning
and other energintensive cooling systems utilized during such sanmonths. The demand for electricity fr
the Steamboat complex and the Brady project is rbal@nced, consisting of both summer and wintekp#zat
reflect the greater temperature variations in Navadhe demand for electricity from the Puna proigdtalance:
due to the equatorial temperature in Hawaii (wétbsl pronounced temperature variations during the) .y
most of our power purchase agreements in Califpth@capacity rates payable pursuant to the sgpépowe
purchase agreement are higher in the summer manthas a result we receive higher revenues duudly s
months. In contrast, there are no significant clearig prices during the year payable pursuant tgower
purchase agreement for the Puna project and thaddgwrojects. In the winter, due principally to kner
ambient temperature, our power plants produce moeegy and as a result we receive higher energ@nress.
However, the higher capacity payments payable mteon California Edison in California in the summe
months as a result of the increase in demand apddes have a more significant impact on our reresrthan
that of the higher energy revenues generally gée@ia winter due to increased efficiency, and assalt our
revenues are generally higher in the summer thémeinvinter.

Breakdown of Expense
Electricity Segmer

The principal expenses attributable to our opegapirojects include operation and maintenance exgsens
such as salaries, equipment expenses, costs efgrattchemicals, costs related to third-party sesyilease
expenses, royalties, startup and auxiliary eld@tfrijurchases, property taxes and insurance andhéo
California projects, transmission charges, schedutharges and purchases of sweet water for uzer iplant
cooling towers. Some of these expenses, such ts fiard-party services and major maintenancenate
incurred on a regular basis, which results in flatibns in our expenses and our results of opemfior
individual projects from quarter to quarter. Thade expense related to the Puna lease transaistioctuded as
a separate line item in our Electricity Segment obsevenues (See “Liquidity and Capital ResosigeFor
management purposes, we analyze such costs ontanamhbasis with other cost of revenues in our tlgty
Segment.
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Payments made to government agencies and privatiegon account of site leases where plants are
located are included in cost of revenues. Royadtynpents are payments made as compensation fagtite¢o
use certain geothermal resources and are includeakt of revenues, and are paid as a percentabe of
revenues derived from the associated geotherntaktigor the year ended December 31, 2006, rogaltgre
approximately 3.9% of the Electricity Segment raven

Products Segme

The principal expenses attributable to our ProdBegment include materials, salaries and relatquosee
benefits, expenses related to subcontracting siesyitransportation expenses, and sales commssgicsales
representatives. Some of the principal expensabutble to our Products Segment, such as a poofithe
costs related to labor, utilities and other suppervices are fixed. As a result, the cost of reesrattributable t
our Products Segment, expressed as a percenttgfalakvenues, fluctuates. Another reason for such
fluctuation is that in responding to bids for owoghucts, we price our products and services irticgldo existing
competition and other prevailing market conditiomhjch may vary substantially from order to order.

Cash, Cash Equivalents and Marketable Securities

Our cash, cash equivalents and marketable sesuai®@f December 31, 2006 increased to $116.7omilli
from $70.5 million as of December 31, 2005. Thiw@ase is principally due to the combination of$485.1
million net proceeds from our follown offering in April 2006 of 4,025,000 shares ofreoon stock at a price
$37.50 per share, the $92.4 million net proceeats four sale of 2,500,000 shares of common stotlelwnan
Brothers in a block trade in December 2006 at @epof $37.50 per share, and $73.0 million derivechf
operating activities in the year ended Decembe8@6. During the year ended December 31, 200&s#d



$159.5 million of our cash resources to fund cdgixpenditures and $22.8 million for acquisitiomsldo
repay long-term debt to our parent and to thirdipsr

Critical Accounting Policies

Our significant accounting policies are more fullgscribed in Note 1 to our audited consolidatedraial
statements set forth in Part Il Item 8 of this aadrmeport. However, certain of our accounting gekcare
particularly important to the portrayal of our fim@al position and results of operations. In apmiyihese critice
accounting policies, our management uses its judginedetermine the appropriate assumptions tcskd in
making certain estimates. Such estimates are lmsethnagement’s historical experience, the termexisting
contracts, managemestibservance of trends in the geothermal industigtmation provided by our custome
and information available to management from otheside sources, as appropriate. Such estimatesibject
to an inherent degree of uncertainty. Our critaxaounting policies include:

* Revenues and Cost of Rever. Revenues related to the sale of electricitynfour geothermal and
recovered energy-based power plants and capagityigrats paid in connection with such sales, are
recorded based upon output delivered and capawtyded by such power plants at rates specified
pursuant to the relevant power purchase agreentemtgower purchase agreements agreed to,
modified or acquired in business combinations oaftar July 1, 2003 (effective date of Emerging
Issues Task Force Issue (EITF) No. 01D8termining Whether an Arrangement Contains a L@ase
revenues related to the lease element of the ppuwehase agreements are included as “lease portion
of energy and capacity” revenues, with the renranievenues related to the production and delivery
of energy is presented as “energy and capacitgase income and lease expense are recognized
ratably over the lease periods. Revenues genefratedengineering and operating services and sales
of products and parts are recorded once the sas/m®vided or product delivery is made, as
applicable. Revenues generated from the construofigeothermal and recovered energy power
equipment and other equipment on behalf of thimtigmis recognized on the percentage completion
method, which is the relationship between costs
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actually incurred and total estimated costs togletion. Such cost estimate is made by management
in part based on prior operations and in part basespecific project characteristics and designs. |
management’s estimates utilized with respect toRsaducts Segment of total estimated costs to
completion are inaccurate, then the percentageraptetion will also be inaccurate and thus lead
management to over or under-estimate the grossimsaiay our Products Segment. Provisions for
estimated losses relating to contracts are matteiperiod in which such losses are determined.
Changes in job performance, job conditions, anitnaséd profitability, including those arising from
the application of penalty provisions in relevaoniracts and final contract settlements, may result
revisions to costs and revenues and are recoginizééd period in which the revisions are determit

*  Property, Plant and Equipmer Property, plant and equipment are stated at Alcosts
associated with the acquisition, development amdtzaoction of power plant facilities are capitatize
Major improvements are capitalized and repairsraanthtenance (including major maintenance) costs
are expensed. We estimate that the useful lifauopower plants coincides with the term of the pc
purchase agreement; however, it is possible tlegpdiwver plants may last longer than the related
power purchase agreement. We periodically re-etaline estimated useful life of the power plants,
which may result in our revising the useful lifeadonger period at a future date.

« Impairment of Lon-lived Assets and Long-lived Assets to Be Dispofed Longdived assets consi
of property, plant and equipment, power purchaseeagents and unconsolidated investments and are
reviewed for impairment whenever events or chamgescumstances indicate that the carrying
amount of an asset may not be recoverable. Reduligraf assets to be held and used is measured
by a comparison of the carrying amount of an assestimated future net undiscounted cash flows
expected to be generated by the relevant assesighiécant assumptions that we use in estimating
our undiscounted future cash flows include: (i)jected generating capacity of the project and ria
be received under the respective power purchasermgnts, and (ii) projected operating expenses of
the relevant project. If assets are consideree tionpaired, the impairment to be recognized is



measured by the amount by which the carrying amofitite assets exceeds the fair value of the
assets. Assets to be disposed of are reported &iviker of the carrying amount or fair value legsts

to sell. Our assessment regarding the existenepairment factors is based on market conditions,
operational performance and legal factors relatingur business. Our review of existing factors and
the resulting appropriate carrying value of ourgidived assets are subject to judgment and estgnate
that management is required to make. We belieuenthémpairment exists for our long-lived assets;
however, future estimates as to the recoverahfisuch assets may change based on revised
circumstances.

«  Obligations Associated with the Retirement of Loigd Assets. Effective January 1, 2003, we
adopted Statement of Financial Accounting Standé@&#\S) No. 143 of the Financial Accounting
Standards Board (FASBAccounting for Obligations Associated with the Ftient of Long-Lived
Assets. Pursuant to SFAS No. 143, which was amended WyB-kterpretation (FIN) No. 47,
Accounting for Conditional Retirement Obligatioas, Interpretation of FASB Statement No.,,
entities are required to record the fair marketigadf any legal liability related to the retiremeiit
any of its assets in the period in which such ligbis incurred. Our liabilities related to thetiremeni
of our assets include our obligation to pluggindisvepon termination of our operating activitidse t
dismantling of our geothermal power plants uporsatisn of our operations and the performance of
certain remedial measures related to the land daahvguch operations were conducted. When a new
liability for an asset retirement obligation is oeted, we capitalize the costs of such liability by
increasing the carrying amount of the related lbvwed asset. Such liability is accreted to its pres
value each period, and the capitalized cost isadigied over the useful life of the related asiet.
retirement, an entity either settles the obligafamits
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recorded amount or incurs a gain or a loss vesipect thereto, as applicable. We estimate the cost
related to such liabilities and if such estimatesiacorrect, then the capitalized costs and cagryi
amount of the related lorlired asset will change and as a result may affecitonsolidated financi
condition and results of operations.

e Derivative Instruments Derivative instruments (including certain dative instruments embedded
in other contracts) are measured at their fairevalod recorded as either assets or liabilitiessgnle
exempted from derivative treatment as a normallase and sale. All changes in the fair value of
derivatives are recognized currently in earningsssspecific hedge criteria are met, which regu
company to formally document, designate and askessffectiveness of transactions that receive
hedge accounting.

We maintain a risk management strategy that inaatpe the use of interest rate swaps and interest
rate caps to minimize significant fluctuation irsh&lows and/or earnings that are caused by irteres
rate volatility. Gain or losses on contracts tmitially qualify for cash flow hedge accounting t oé

related taxes, are included as a component of atimaprehensive income or loss and are subsequently
reclassified into earnings when interest on thateel debt is paid. Gain or losses on contractsatteat

not designated to qualify as a cash flow hedgénataded as a component of interest expense.

. Consolidation of Variable Interest Entities. In January 2003, the FASB issued FIN No. 46,
Consolidation of Variable Interest Entities, andrgretation of ARB 51as amended by FIN No. 4
in December 2003. Among other things, FIN No. 4@&Regally deferred the effective date of FIN
No. 46 to the quarter ended March 31, 2004. Theabivies of FIN No. 46R are to provide guidal
on the identification of Variable Interest Entitieghich we refer to as VIEs, for which control is
achieved through means other than ownership ofjarityaof the voting interest of the entity, and
how to determine which company (if any), as thenary beneficiary, should consolidate such VIE.
A variable interest in a VIE, by definition, is asset, liability, equity, contractual arrangemant o
other economic interest that absorbs the entityt;iemic variability.

Effective as of March 31, 2004, we adopted FIN #8R. In connection with the adoption of FIN No.
46R, we concluded that Ormat Leyte Co., Ltd. (OLGh)which we have an 80% ownership interest,
should be deconsolidated. OLGLoperating results were accounted for using teaaation metho



of accounting for the three-month period ended Ma&t, 2004 and, effective April 1, 2004, our
ownership interest in OLCL is accounted for usimg €quity method of accounting.

. Accounting for Income Taxe As part of the process of preparing our conlsiéid financial
statements in accordance with SFAS No. Ha%ounting for Income Taxesve are required to
estimate our income tax in each of the jurisdidionwhich we operate. This process requires us to
estimate our actual current tax exposure and makesessment of temporary differences resulting
from differing treatment of items for tax and acoting purposes. Such differences result in deferred
tax assets and liabilities which are included in@nsolidated balance sheet. We must then assess
the likelihood that our net deferred tax assetshwlrecovered from future taxable income andhé
extent we believe that such recovery is not likelg,must establish a valuation allowance. To the
extent we establish a valuation allowance or ireesuch allowance in a period, we must include an
expense within the tax provision in our consolidattatement of operations. Management uses
significant judgment in determining our deferrex é&sets and liabilities and any valuation allove
recorded against our net deferred tax assetselavbnt that we generate taxable income in a
particular jurisdiction in which we operate andaihich we have net operating loss carryforwards for
which a deferred tax valuation allowance has betambéished, we may be required to adjust our
valuation allowance. Realization of the deferredaasets and investment tax credits is dependent on
generating sufficient taxable income prior to eapaon
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of the loss carryforwards. Although realizatismbt assured, management believes it is moreylikel
than not that the deferred tax asset as of DeceBIhe&006 will be realized. We account for

investment tax credits and for production tax dseds a reduction to income tax in the year in twhic
the credits arise.

New Accounting Pronouncements

See Note 1 to our Consolidated Financial Statensitforth in Item 8 of this annual report for infaation
regarding new accounting pronouncements.

Results of Operations
Our historical operating results in dollars andg®rcentage of total revenues are presented bé&hav.

different periods described below may not be comipiar as a result of the effects on our historgedrating
results of our recent acquisitions and enhancenwdraisquired projects and construction of new misje

Year Ended December 31,
2006 2005 2004

(in thousands, except per share data)

Statements of Operations Historical Data:

Revenues:
Electricity Segment $ 19548 $ 177,36¢ $ 158,83:
Products Segment 73,45« 60,62! 60,39¢

268,93 237,99: 219,23(

Cost of revenues:
Electricity Segment 124,35t 103,61! 89,74
Products Segment 51,21¢ 45,23¢ 46,33¢
175,57: 148,85: 136,07¢

Gross margin:
Electricity Segment 71,125 73,75¢ 69,08¢
Products Segment 22,23¢ 15,38 14,06:
93,36¢ 89,14: 83,15




Operating expenses (income):

Research and development expenses 2,98: 3,03¢ 2,17¢
Selling and marketing expenses 10,361 7,87¢ 7,76¢
General and administrative expenses 18,09« 14,32( 11,60¢
Gain on sale of geothermal resource rights — — (845)
Operating income 61,92¢ 63,90¢ 62,44«
Other income (expense):
Interest income 6,56( 4,30¢ 1,31¢
Interest expense (30,967 (55,3179 (42,78%)
Foreign currency translation and transaction loss (709 (439) (14¢€)
Other non-operating income 694 512 112
Income before income taxes, minority interest aoaitg in
income of investees 37,515 12,97: 20,94:
Income tax provision (6,409 (4,690 (6,609
Minority interest in earnings of subsidiaries (819 — (10¢)
Equity in income of investees 4,14¢ 6,89/ 3,56
Net income $ 34447 $ 15177 $ 17,79:
Earnings per share:
Basic $ 1.0C $ 0.4¢ $ 0.7z
Diluted $ 09¢ § 0.4¢ $ 0.7z
Weighted average number of shares used in compntatiearning:
per share:
Basic 34,59: 31,56 24,80¢
Diluted 34,707 31,60¢ 24,80¢
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Year Ended December 31,

2006 2005 2004
Statements of Operations Percentage Data:
Revenues:
Electricity Segment 72.1% 74.5% 72.4%
Products Segment 27.% 25.k 27.€

100.( 100.( 100.(

Cost of revenues:

Electricity Segment 63.€ 58.2 56.5
Products Segment 69.7 74.€ 76.7
65.% 62.5 62.1
Gross margin:
Electricity Segment 36.4 41.€ 43.5
Products Segment 30.: 25.¢ 23.2
34.7 37.t 37.¢
Operating expenses (income):
Research and development expenses 11 & AL e
Selling and marketing expenses 3.¢ 3 3.t
General and administrative expenses 6.7 6.C 5.3
Gain on sale of geothermal resource rights 0.C 0.C (0.9

Operating income 23.C 26.¢ 28.t



Other income (expense):

Interest income 2.4 1.8 0.€
Interest expense (11.5) (23.2) (19.5)
Foreign currency translation and transaction loss 0.3 (0.2) (0.2)
Other non-operating income .3 0.2 0.1
Income before income taxes, minority interest aoitg in income
of investees 14.C 5.2 9.€
Income tax provision (2.9 (2.0 (3.0
Minority interest in earnings of subsidiaries (0.3 0.C (0.0
Equity in income of investees 1t 2.6 1.€
Net income 12.€% 6.4% 8.1%
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Comparison of the Year Ended December 31, 2006 tradYear Ended December 31, 2005

Total Revenues

Total revenues for the year ended December 31, 2@06 $268.9 million, as compared with $238.0 il
for the year ended December 31, 2005, which reptede 13.0% increase in total revenues. This &serés
attributable both to our Electricity and Producegi®ents whose revenues increased by 10.2% and 21.2%
respectively, over the year ended December 31,.2005

Electricity Segmer

Revenues attributable to our Electricity Segmenttie year ended December 31, 2006 were $195.5
million, as compared with $177.4 million for theayeended December 31, 2005, which represented?&610.
increase in such revenues. This increase is piiyrettributable to the following: (i) the consoliitan of
additional revenues in the amount of $10.3 millfiam the Zunil project, which was consolidated &March
13, 2006; (ii) additional revenues of $5.9 milliganerated as a result of an increase in our gémgapacity ir
the U.S. resulting in an increase in energy geitgrditom 1,693,362 MWh in the year ended Decemiei280=
to 1,789,794 MWh in the year ended December 31 2006 (iii) an increase of $1.3 million in leaseome
resulting from the Puna operating lease. We didealize the aggregate generating capacity of owep plants
in the year ended December 31, 2006 due to unesgheperational issues that we experienced in sdroero
plants, such as the Puna and Ormesa projectshartbtay in the commercial operation of the DeBeek 2
plant.

Products Segmel

Revenues attributable to our Products Segmenhéoy¢ar ended December 31, 2006 were $73.5 million,
as compared with $60.6 million for the year ended@nber 31, 2005, which represented a 21.2% irerdass
increase of $12.9 million in the year ended Decer8lie 2006 is principally attributable to increasades of ou
geothermal and recovered energy generation pradubtsh amounted to $68.8 million in the year ended
December 31, 2006 as compared to $31.6 millionlengdles of our remote power units decreased igehe
ended December 31, 2006 following the completiotheflarge order received from the company devefpttie
Sakhalin project in Russia which amounted to $1&l8on.

Total Cost of Revenues

Total cost of revenues for the year ended DeceBibg2006 was $175.6 million, as compared with $248.
million for the year ended December 31, 2005, whegtresented an 18.0% increase in total cost @&imess.
The increase in cost of revenues is partially duthé increase in revenues and partially attridetabincreased
costs in our Electricity Segment during the yeateshDecember 31, 2006, as discussed below. Asatage
of total revenues, our total cost of revenuesHerytears ended December 31, 2006 and 2005 weré &mna
62.5%, respectively. The increase in cost of reesras a percentage of total revenues is principtiijputable
to the increased costs in our Electricity Segmeming the year ended December 31, 2006, which \aetsafly
offset by an increase in the profitability of ouoBucts Segment during the year ended Decemb&(0B8,
Total cost of revenues for the year ended Dece®ibe2006 includes stock-based compensation retlatstbck



options of $0.8 million.
Electricity Segmer

Total cost of revenues attributable to our ElettyriSegment for the year ended December 31, 2066 wa
$124.4 million, as compared with $103.6 million fbe year ended December 31, 2005, which repredente
20.0% increase in cost of revenues for such segriibig increase is primarily due to the followirfg:a $4.1
million cost of repairing two wells that experiedamechanical problems in the Puna project (we rauared
approximately $2.0 million in
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additional repair costs in the first quarter of 20(ii) an increase of $5.8 million in depreciatiand royalties as
a result of additional generating capacity; (ii)iacrease of $2.7 million in cost of revenuesiladtable to the
Zunil project which was consolidated as of March2@06; (iv) an increase in lease expense of $AIBbm
resulting from the Puna operating lease; and (djtashal insurance costs of $1.9 million due toHgginsuranc
premiums and additional premiums as a result oérage of our additional assets. The remaining Sdllion of
the increase in our cost of revenues is attribetpbimarily to increased labor and materials cosexisting

plants. As a percentage of total electricity revemuhe total cost of revenues attributable toEdectricity
Segment for the year ended December 31, 2006 w6 mpared with 58.4% for the year ended December
31, 2005.

Products Segme

Total cost of revenues attributable to our Prod&etgment for the year ended December 31, 2006 was
$51.2 million, as compared with $45.2 million faetyear ended December 31, 2005, which represart8X2%
increase in total cost of revenues related to segment. Such $6.0 million increase in total césewvenues
during the year ended December 31, 2006 is ataiidatto the increase in our Products Segment reseand a
different product mix. As a percentage of totalducts revenues, our total cost of revenues ataiilatto our
Products Segment for the year ended December 85,\@8s 69.7% compared with 74.6% in the year ended
December 31, 2005. Such 4.9% decrease was prinadtiillgutable to the product mix.

Research and Development Expen:

Net research and development expenses for theepelad December 31, 2006 were $2.98 million, as
compared with $3.04 million for the year ended Deber 31, 2005, which represented a 1.7% decrease in
research and development expenses. Such decrélasesrductuations in the period in which actugpenses
were incurred. Research and development expengles yrears ended December 31, 2006 and 2005 allsmién
activity related to geothermal resource drillinGsants received from the U.S. Department of Enargyoffset
against the related research and development eapeBach grants amounted to $0.3 million and $1I8®m
during the years ended December 31, 2006 and 28§Bectively.

Selling and Marketing Expense

Selling and marketing expenses for the year endsméDber 31, 2006 were $10.4 million, as compared
with $7.9 million for the year ended December 3102, which represented a 31.6% increase in sedlimy
marketing expenses. The increase was due primarilye increase in revenues in our Products Segamehan
increase in personnel expenses and other admtiistexpenses as a result of the hiring of addatigrersonnel
to support our continued growth, and an increasaiaries. Selling and marketing expenses for #ae gnded
December 31, 2006 constituted 3.9% of total reverioesuch year, as compared with 3.3% for the gaded
December 31, 2005. Such increase is principaltjbatable to an increase in personnel expensested
administrative expenses, as described above, dffstite fixed cost nature of certain of our sellargl
marketing expenses against a larger total revease.Selling and marketing expenses for the yeeden
December 31, 2006 includes stock-based compengaiated to stock options of $0.3 million.

General and Administrative Expenses

General and administrative expenses for the yedgdbecember 31, 2006 were $18.1 million, as
compared with $14.3 million for the year ended Deber 31, 2005, which represented a 26.4% increase i
general and administrative expenses. Such increaserimarily attributable to: (i) an increase nofessional
services fees, additional personnel expenses #&ed atiministrative expenses, all as a result ofrotial



implementation of internal controls and procedusggiired to comply with Section 404 of the Sarbanes
Oxley Act of 2002; (ii) an increase in personngbenxses and other administrative expenses as & oésu
hiring of additional personnel to support our conéd
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growth and as a result of an increase in salasigd(iii) an increase in insurance expenses of $lllin mainly
related to political risk coverage of the Amatitlamject, which was under construction. General and
administrative expenses for the year ended DeceBhe2006 increased to 6.7% of total revenuesudohs
period, from 6.0% for the year ended December B052General and administrative expenses for the ye
ended December 31, 2006 includes stock-based caafi@m related to stock options of $0.6 million.

Interest Expense

Interest expense for the year ended December 85, ®8s $31.0 million, as compared with $55.3 millio
for the year ended December 31, 2005, which repteda 44.0% decrease in such interest expensaethe
decrease of $24.3 million was primarily due to & $Imillion one-time charge relating to the eadpayment of
the Beal Bank loan, following the issuance of th€8& Senior Secured Notes on December 8, 2005.0Mittne
impact of the one-time charge, interest expenseedsed by $7.7 million, which resulted from: (i)iaorease of
$4.6 million in interest capitalized to projectsedo the higher volume of construction in this yeampared wit
last year; (ii) a decrease of $2.3 million in ietgrexpense to our parent; (iii) a decrease of @l®n in
interest expense due to the refinancing of the Baak loan with the OrCal Senior Secured Noteslatar
interest rate as described above; and (iv) a deerea$0.6 million in interest expense in respéthe OFC
Senior Secured Notes due to principal repaymeitts.decrease in interest expense was partiallytdsfsan
increase of $1.8 million in interest expense f@ year ended December 31, 2006 attributable to the
consolidation of interest expense from the Zunijget, which was consolidated as of March 13, 2606, by a
decrease of $0.6 million for the year ended Decer@bhe2006, in the fair value of interest rate ¢agsich as of
December 8, 2005 are no longer qualified for heslgounting due to the repayment of the Beal Baak.lo

Income Taxes

Income taxes for the year ended December 31, 2@06 $6.4 million, as compared with $4.7 million for
the year ended December 31, 2005. The effectiveatas for the years ended December 31, 2006 &btol\26re
17.1% and 36.2%, respectively. Our effective td& tecreased in the year ended December 31, 2006aced
with the year ended December 31, 2005 due to:gipduction tax credit of $4.7 million in respeétonr
Burdette, Gould and Desert Peak 2 projects; (@)ahsence of income tax expense in respect of unit Z
project, due to our utilization of a tax credittire amount of $1.1 million; (iii) a decrease of 8%he tax rate in
Israel commencing January 1, 2006, which decretisethx provision by $0.5 million; and (iv) an lstia
Investment Law amendment and the resulting rulingifthe Israeli Tax Authorities granted in April@Dto
Ormat Systems according to which Ormat Systemsswhgect to lower income tax rates effective asapiuary
1, 2004, which resulted in a tax benefit of $1.0iom.

Equity in Income of Investee

Our participation in the income generated fromiouestees for the year ended December 31, 2006 was
$4.1 million, as compared with $6.9 million for thear ended December 31, 2005. Such decrease®f $2.
million was due to our 50% equity interest in tharivmoth project, whose revenues decreased becalmeenf
generation as a result of temperatures higherttitmaverage for the summer season and whose castesfues
increased mainly as a result of unplanned majonteaance. In addition, the decrease in our equitgygome of
investees was attributable to the shutdown of th&ilfroject in the first quarter of 2006, due sntage from a
hurricane and the consolidation of Orzunil as ofdlal3, 2006, which decreased our equity incomewafstee:
by $0.7 million.

Net Income

Net income for the year ended December 31, 2006b&4< million, as compared with $15.2 million for
the year ended December 31, 2005, which represantettrease of 127.0% in our net income. Net ircasa
percentage of our total revenues for the year eBisgmber 31, 2006
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was 12.8%, as compared with 6.4% for the year efdmgmber 31, 2005. Such increase in net income was
principally attributable to: (i) a $16.6 million 18.3 million after-tax) impact of the one-time ogarfrom the
repayment of the Beal Bank loan in the year endeceihber 31, 2005; (ii) a $4.2 million increaseosg
margin primarily due to the increase in total raves) and (iii) a decrease in our net interest expen $10.0
million, offset by: (i) a decrease of $2.8 millianequity in income of investees; (i) a $6.2 nafliincrease in
operating expenses; (iii) a $1.7 million increaseur income tax provision; and (iv) a $0.8 inceeasminority
interest in earnings of subsidiaries, due to thesobidation of the Zunil project. Net income foethear ended
December 31, 2006 includes stock-based compengaiated to stock options of $1.5 million.

Comparison of the Year Ended December 31, 2005 #radYear Ended December 31, 2004

Total Revenues

Total revenues for the year ended December 31, 2@08 $238.0 million, as compared with $219.2 il
for the year ended December 31, 2004, which repteden 8.6% increase in total revenues. This &serés
attributable primarily to the growth of our Elecity Segment, whose revenues in the year endednbese31,
2005 increased by 11.7% over the year ended Decee3ih2004.

Electricity Segment

Year Ended December 31,

2005 2004
(in millions)
Steamboat Project $ 17.¢ $ 15.¢
Puna Project 36.2 15.t
Steamboat Hills Project 4.2 1.8
Other Projects 119.¢ 126.1
Total $ 177.4 $ 158.¢

Revenues attributable to our Electricity Segmenttie year ended December 31, 2005 were $177.4
million, as compared with $158.8 million for theayeended December 31, 2004, which represented.a@foll
increase in such revenues. This increase is piliyrattributable to the inclusion for a full year thie additional
revenues being generated from the Steamboat 2f&cpravhich we acquired on February 11, 2004, the
Steamboat Hills project, which we acquired on My 2004, and the Puna project, which we acquiredune
3, 2004. In addition, revenues from the Puna ptajethe year ended December 31, 2005 increaséb 2y
million due to higher energy rates, by $1.1 milladure to increased generating capacity and by $iliémdue
to lease income resulting from the Puna operatgagd. The decrease in revenues from Other Prigects
primarily due to the deconsolidation of the Leytejpct as of April 1, 2004, which represented $8illion of
our revenues in the first quarter of 2004, a $3illian decrease due to lower availability of thellWeeld at the
Ormesa project and a $1.9 million decrease in thiedr project primarily due to our increased usthefpower
generated by the project for auxiliary purposesaathan purchasing this power from a third paatyd a
decrease in the “adder”, an additional energe ratid under the Heber 2 power purchase agreement.

Products Segme!

Revenues attributable to our Products Segmenhéoy¢ar ended December 31, 2005 were $60.6 million,
as compared with $60.4 million for the year endedé&nber 31, 2004, which represented a 0.4% inciease
such revenues. The portion of our Products Segnegenues attributable to the supply of remote pawéts
increased in the year ended December 31, 20050dm¢atge order from the Sakhalin project, whictoamed
to $18.9 million. In the year ended December 3D42@ significant portion of our Products Segmerntnues
was attributable to two large geothermal projestSiéw Zealand, which amounted to $49.5 million. The
revenues from those projects in the year endedrbleee31, 2005 amounted to $10.6 million.
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Total Cost of Revenues

Total cost of revenues for the year ended Deceibg2005 was $148.9 million, as compared with $136.
million for the year ended December 31, 2004, whegtresented a 9.4% increase in total cost of tgx&ms a
percentage of total revenues, our total cost aémaes for the years ended December 31, 2005 arehibec 31
2004 were 62.5% and 62.1%, respectively. The iseréaprincipally attributable to increased costeur
Electricity Segment during the year ended DecertheP005.

Electricity Segmer

Total cost of revenues attributable to our EledtriSegment for the year ended December 31, 2065 wa
$103.6 million, as compared with $89.7 million fbe year ended December 31, 2004, which represented
15.5% increase in cost of revenues for such segmhbi#t increase is primarily due to the inclusion full yea
of the additional costs of revenues attributablth&éoSteamboat 1/1A and Steamboat 2/3 project ¢geiged the
Steamboat 2/3 project on February 11, 2004), thar8boat Hills project (which we acquired on May 2004)
and the Puna project (which we acquired on Ju®@4) for the year ended December 31, 2005 we& $9.
million, $3.0 million and $17.0 million, respectiyeas compared with $7.7 million, $2.0 million a$6€.6
million, respectively, for the year ended Decentkier2004. The remainder of the increase is mainky/td the
increased costs in the amount of $3.0 million witthie Ormesa project due to a significant incréaskee
geothermal field costs and maintenance costs df praject due to a higher-than-average rate afifaibf
production pumps and wells (including abandonméwine production well), which resulted in a lower
availability of the well field. These costs inclubithe replacement of a relatively large numberwhps and
injection pipeline repairs. We also had increasestxin the amount of $0.8 million in the Steamhmwaject.
The increase in total cost of revenues in our Elbtt Segment was partially offset by the candedia of
accruals in the aggregate amount of $2.5 millioa tuthe resolution of contingencies. As a peragnt# total
electricity revenues, the total cost of revenuétbatable to our Electricity Segment for the yeaded
December 31, 2005 (58.4%) was higher than the ptage for the year ended December 31, 2004 (56.5%).
Such increase is due in part to a lease expertbe mmount of $3.1 million in the Puna project frivray 19,
2005 to December 31, 2005. The increase is alsbuwtble to the deconsolidation of the Leyte propes of
April 1, 2004, whose total cost of revenues asragrdgage of the projestrevenues in 2004 was 46.3%, whic
lower than the average cost of revenues for tlgmsat.

Products Segme!

Total cost of revenues attributable to our Prod@etgment for the year ended December 31, 2005 was
$45.2 million, as compared with $46.3 million fbetyear ended December 31, 2004, which represaretio
decrease in cost of revenues related to such seg8wrh $1.1 million decrease in cost of revenuesd the
year ended December 31, 2005 resulted from a diffggroduct mix. As a percentage of total produetenues
our total cost of revenues attributable to our Botsl Segment for the year ended December 31, 26854.6%
and for the year ended December 31, 2004 was 76.7%.

Research and Development Expent

Net research and development expenses for theepelad December 31, 2005 were $3.0 million, as
compared with $2.2 million for the year ended DebenB1, 2004, which represented a 39.6% increase in
research and development expenses. Such incréesssrfluctuations in the period in which actuapenses
were incurred and includes also an increase inictelated to geothermal resource drillings. Gsaeceived
from the U.S. Department of Energy are offset agfaime related research and development expensels. S
grants amounted to $1.3 million and $0.1 milliomidg the years ended December 31, 2005 and 2004,
respectively.

Selling and Marketing Expense

Selling and marketing expenses for the year endambiDber 31, 2005 were $7.9 million, as comparel wit
$7.8 million for the year ended December 31, 2@®ling and marketing expenses for
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the year ended December 31, 2005 constituted 3f3&tad revenues for such year, as compared wikecIor
the year ended December 31, 2004. Such decrepsadgpally attributable to the fixed cost natuffecertain of
our selling and marketing expenses against a laog@rrevenue base.

General and Administrative Expenses

General and administrative exenses for the yeagdkBecember 31, 2005 were $14.3 million, as contpare
with $11.6 million for the year ended December&104, which represented a 23.4% increase in geardal
administrative expenses. Such increase was prilhcgtéributable to an increase in professional/gms fees,
additional personnel expenses and other administrakpenses, all as a result of being a publicpzoyg whose
shares are traded on the New York Stock Exchangeef@l and administrative expenses for the yeagand
December 31, 2005 constituted 6.0% of total reveriolesuch period, as compared with 5.3% for thee yadec
December 31, 2004. In addition, the general andrdtrative expenses for the year ended Decemhe2(B4
did not fully reflect the increase in such expertbas was required as a result of the increaseditydhat
occurred in connection with the acquisitions mad20d04.

Interest Expenst

Interest expense for the year ended December 85, ®8s $55.3 million, as compared with $42.8 millio
for the year ended December 31, 2004, which reptedea 29.3% increase in such interest expensendihe
increase of $12.5 million was primarily due to &%$Lmillion one-time charge relating to the eadpayment of
the Beal Bank loan, which followed the issuancéhefOrCal Senior Secured Notes. The charge is deathof
an $11.5 million prepayment premium, a $4.2 millrite-off of deferred financing costs and a $0.9 millioss
from a hedge transaction previously included ireottomprehensive loss. Without the impact of the-thme
charge, interest expense decreased by $4.1 millibich resulted from (i) $3.5 million in interesaitalized to
projects due to a higher volume of constructios@mpared with $0.6 million last year, (ii) a de@ean interest
expenses of $2.2 million as a result of the repaytroéthe Ormesa loan on December 31, 2004, (ié)gaymer
of an interest expense of $1.6 million for the yeaded December 31, 2004 related to the decredke fair
value of the interest rate caps in respect of thal Bank financing; beginning in October 2004 thpqualifiec
for hedge accounting under SFAS No. 133, and dswedcave recorded the decrease in the value afahein
respect of such transactions in other comprehemsdzane. As a result of the repayment of the BeailBloan
on December 8, 2005, these caps are no longefigddbr hedge accounting and for the period froec@mber
8, 2005 to December 31, 2005, $0.3 million werduided in interest expense related to the decreateifair
value for such period. In addition, the decreaghénfair value from October 1, 2004 to Decembe&(®)5 in the
amount of $0.9 million was included in the prepapimeharge as described above, and (iv) the elinoinatf
interest expenses of the loan from Export-ImpontiBased to finance the Leyte project in the amafii$t0.2
million as a result of the deconsolidation of theyte project in April 1, 2004 (as a result of tipplécation of
FIN No. 46R). Such decreases were offset by: a gllldn increase in interest expense in respe¢hef$190.0
million of the OFC Senior Secured Notes, a $0.9ionlincrease in interest payments to our parem,&a$0.8
million increase in the applicable LIBOR rate fbetBeal Bank financing.

Income Taxes

Income taxes for the year ended December 31, 2@086 $4.7 million, as compared with $6.6 million for
the year ended December 31, 2004. The effectiveatas for the years ended December 31, 2005 aivtl\26re
36.2% and 31.6%, respectively. Our effective ta® nacreased in the year ended December 31, 200parad
with the year ended December 31, 2004 primarilytdugtilization of carry-forward tax losses in Istauring
the first half of 2004, for which a full valuati@lowance has been recorded against deferred setsadNo
investment tax credit or production tax creditsevelaimed in the years ended December 31, 20020604l

During the year ended December 31, 2005, Ormat Memioo Power Company paid the total amount of
approximately $1,700 in tax penalties, due maialthe late filings of tax withholding reports.
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Equity in Income of Investee

Our participation in the income generated fromiouestees for the year ended December 31, 2005 was
$6.9 million, as compared with $3.6 million for thear ended December 31, 2004, which represer@8d3&bo
increase. Such increase was principally attribetédlthe income generated in connection with ods 8Quity



interest in the Leyte project, which was deconsaéd as of April 1, 2004 (as a result of the agpgian of
FIN No. 46R), which accounted for $4.9 million, amat collection of an insurance claim, that hadlrezn
insured until collected, related to that projecttia second quarter of 2005. In the third quart@084, the Leyt
Project had a net loss as a result of equipmenadanwhich was recovered by insurance paymenteifourth
quarter of 2004 and the second quarter of 2005.

Net Income

Net income for the year ended December 31, 2005p4/a< million, as compared with $17.8 million for
the year ended December 31, 2004. Net income arcamngage of our total revenues for the year ended
December 31, 2005 was 6.4%, as compared with 801%hé year ended December 31, 2004. The $2.6omilli
decrease in net income and the decrease in nehines a percentage of our total revenues wereocu&10.3
million after-tax impact of the one-time chargernfrthe repayment of the Beal Bank loan. The impatti®
prepayment charge was partially offset by an irsea net income principally attributable to: (i3&.0 million
increase in gross margin, (ii) a decrease in otimterest expense of $7.1 million, (iii) a $1.9lon decrease ii
our income tax provision, and (iv) an increase 2B$nillion in equity in income of investees, offby a $4.5
million increase in operating expenses. Net incexauding the after-tax impact of the prepaymerargh was
$25.5 million, an increase of $7.7 million or 43.2#mpared with the net income for the year endeceBber
31, 2004.

Stock-based Compensation

Effective January 1, 2006, we adopted SFAS No.RpEhare-Based Payment6SFAS No. 123R), whic
establishes the accounting for employee stock-basedds. Under the provisions of SFAS No. 123Rsksto
based compensation is measured at the grant @dested lon the calculated fair value of the award,ignd
recognized as an expense over the requisite enwknmrice period (generally the vesting periochefdrant).
We adopted SFAS No. 123R using the modified prasgemethod. Under this method, prior periods ake n
restated and the amount of compensation cost remeyincludes (i) compensation cost for all shaasdu
payments granted prior to, but not yet vested aspbiary 1, 2006, based on the grant date faievedtimated i
accordance with the provisions of SFAS No. 1&&ounting for Stock-Based Compensatiand (ii)
compensation cost for all share-based paymentsegtanbsequent to January 1, 2006, based on thedgte
fair value estimated in accordance with the prawisiof SFAS No. 123R. Prior to January 1, 2006aesunte
for stock-based compensation in accordance witlptbeisions of Accounting Principles Board Opinidp. 25
(APB No. 25),Accounting for Stock Issued to Employeasd related interpretations. Under APB No. 25,
compensation cost was recognized based on theatiffe, if any, on the date of grant between thevidue of
our common stock and the amount an employee mystopacquire the stock.

During the year ended December 31, 2006, we rezedmiet stoclbased compensation expenses relat
stock options of $1.5 million. As of December 3@08, the unrecorded deferred stock-based compensati
balance related to stock options was $3.7 milliod will be recognized over an estimated weightestagye
amortization period of 3.4 years.

Liquidity and Capital Resources

To date, our principal sources of liquidity havebelerived from cash from operations, proceeds from
parent company loans, third party debt in the fofrhorrowing under credit facilities, issuance byr@t
Funding and OrCal Geothermal of their Senior Settetes, project financing (including lease) angl th
issuance of our common stock in public offering® Méve utilized this cash to fund
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our acquisitions, develop and construct power gaiwar plants and meet our other cash and liquitktyds. Our
management believes that the outstanding cash ecpstalents, marketable securities and cash genefi@m
our operations will address our liquidity and othmrestment requirements. In addition, our shedfstation
statement on Form S-3, which was declared effectivdanuary 31, 2006, provides us with the ahidityaise
additional capital through the issuance of se@asifiursuant to the terms and conditions of thef sbgistration.
As described below, since the capital note in theunt of $50.7 million with our parent is payabjgn deman
at any time after November 30, 2007, it is presttimieour balance sheet as of December 31, 2006rnemt
liabilities.



Loan Agreements with our Parer

In 2003, we entered into a loan agreement with @inwustries Ltd. (our parent company), which was
further amended on September 20, 2004. Pursudhisttban agreement, Ormat Industries agreed teeradkat
to us in one or more advances not exceeding adgtakgate amount of $150.0 million. The proceddseloar
are to be used to fund our general corporate siegvéind investments. We are required to repajodreand
accrued interest in full and in accordance wittagreedapon repayment schedule and in any event on or {m
June 5, 2010. Interest on the loan is calculatetheralance from the date of the receipt of easlamce until
the date of payment thereof at a rate per annural é@grmat Industries’ average effective costuwfds plus
0.3% in dollars, which represented a rate of 7.6#4He advances made during 2003. All computatains
interest shall be made by Ormat Industries on #eéslof a year consisting of 360 days. As of Decarii,
2006, the outstanding balance of the loan was appadely $89.5 million compared to $121.1 millios af
December 31, 2005.

In addition to the above loan, pursuant to the seofra capital note, as amended on September 2@, 20
Ormat Industries converted outstanding balancesldwais to Ormat Industries into a subordinated-interest
bearing loan in an amount equal to New Israeli & {\IS) 240.0 million. At any time after NovemI89,
2007 upon demand by Ormat Industries, we will mpiired to repay the loan in full. The final matyritf the
loan is December 30, 2009. In accordance witheéhag of such note, we will not be required to repay
amount in excess of $50.7 million (using the exdearate existing on the date of such note). Asafdnber
31, 2006 and 2005 the ceiling of $50.7 millionfiieetive. Since the note is payable upon demarathgtime
after November 30, 2007 it is presented in ourrxzdasheet as of December 31, 2006 in currentiligisil

Third Party Debt

Our third-party debt is composed of two principalegories. The first category consists of projettrice
debt or acquisition financing that we or our sulzsids have incurred for the purpose of develogind
constructing, refinancing or acquiring our variqguejects. The second category consists of debtiedwy us
or our subsidiaries for general corporate purposes.

OrCal Geothermal Senior Secured Nc— Nor-Recourse

On December 8, 2005, OrCal Geothermal Inc (Or@aig, of our subsidiaries, issued $165.0 million ;160
Senior Secured Notes (OrCal Senior Secured Nates) bffering subject to Rule 144A and Regulaticof $e
Securities Act of 1933, as amended, for the purpbsefinancing the acquisition cost of the Hebegjgcts. The
OrCal Senior Secured Notes have been rated BBBitbly. The OrCal Senior Secured Notes have a final
maturity date of December 30, 2020. Principal anidrest on the OrCal Senior Secured Notes are fmjab
semi-annual payments that commenced on June 36, Z8@ OrCal Senior Secured Notes are collateilize
substantially all of the assets of OrCal and thafses wholly owned subsidiaries and are fully and
unconditionally guaranteed by all of the wholly audnsubsidiaries of OrCal. There are various reatec
covenants under the OrCal Senior Secured Noteshwihclude limitations on additional indebtednesd a
payment of dividends. As of December 31, 2006, weavin compliance with the covenants under the OrCa
Senior Secured Notes.

The proceeds from this issuance were used to pliegall OrCal’'s outstanding loan with Beal Bankdaio
pay for transaction costs. As a result of the pyept of the Beal Bank loan, we
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recorded in the fourth quarter of 2005 a net chafggpproximately $10.3 million, net of related ¢axof
approximately $6.3 million. As of December 31, 20tre were $160.7 million of OrCal Senior Secuxedes
outstanding.

Ormat Funding Senior Secured No— Nor-Recourse

On February 13, 2004, Ormat Funding Corp. (OFCg, aiour subsidiaries, issued $190.0 million, 8%4%
Senior Secured Notes (OFC Senior Secured Notes) offering subject to Rule 144A and Regulatiorf e
Securities Act of 1933, as amended, for the purpbsefinancing the acquisition cost of the Bra@ymesa and
Steamboat 1/1A projects, and the financing of tigussition cost of the Steamboat 2/3 project. TiCCSenior
Secured Notes have a final maturity date of Decer@Be2020. Principal and interest on the OFC Senio
Secured Notes are payable in semiual payments that commenced on June 30, 20@4OFR Senior Secure



Notes are collateralized by substantially all &f &#ssets of Ormat Funding and those of its whallgexl
subsidiaries and are fully and unconditionally gumteed by all of the wholly owned subsidiaries 600 There
are various restrictive covenants under the OFGos&ecured Notes, which include limitations onitiddal
indebtedness and payment of dividends. On Juna@®acember 31, 2006, OFC did not meet tHebt servic
coverage ratio” and therefore it was restrictazhirpayment of dividends until it meets such ratis of
December 31, 2006, there were $178.7 million of CBeior Secured Notes outstanding.

We have not yet granted a security interest oventw unit of the Desert Peak 2 project to the GEGior
Secured Noteholders which is required under therihde for the OFC Senior Secured Notes. We areatiag
an alternative approach to replacing the Desett Rgdant with one of the new units of the DesexalP2
project. Implementing such an alternative woulduiegjthe consent of the OFC Senior Secured Notehsld
order to ensure continued compliance with the camenof the indenture governing the OFC Senior fRecu
Notes. We expect to launch a consent solicitaticorder to amend and/or waive certain provisionthe
indenture to obtain such consent from the OFC 3$&egaured Noteholders. Any such solicitation wélrhade
by means of and subject to appropriate documentatial only to the OFC Senior Secured Noteholders.

A registration statement on Form S-4 relating ®@FC Senior Secured Notes was filed with and dedla
effective by the SEC on February 9, 2005. On Ma®h2005, we exchanged these unregistered notssfoor
secured notes with substantially identical ternad tlave been registered under the Securities At988, as
amended.

On April 26, 2006, OFC successfully consummatedresent solicitation relating to the OFC Senior
Secured Notes that was launched on April 17, 2006that same date, OFC executed a supplement to the
Indenture governing the OFC Senior Secured Notestend and/or waive certain provisions in the inden
dealing with public reporting and information regaments of OFC. On May 1, 2006, OFC filed with 8tC a
Form 15 notification of the suspension of its oatign to file reports with the SEC under the SeamsiAct of
1934.

Senior Loans from International Finance CorporatidAC) and Commonwealth Development Corporation
(CDC)— Nor-Recourse

Orzunil, a wholly owned subsidiary which was coidated as of March 13, 2006, has senior loan
agreements with IFC and CDC, which were minoritgrsholders of Orzunil (see “Recent Developments”
regarding our acquisition of the minority intergsOrzunil). The first loan from IFC, of which $7rillion was
outstanding as of December 31, 2006, has a fixadannterest rate of 11.775%, and matures on Nbeerh5,
2011. The second loan from IFC, of which $3.9 millivas outstanding as of December 31, 2006, hiaga f
annual interest rate of 11.730%, and matures on May008. The loan from CDC, of which $8.5 millivas
outstanding as of December 31, 2006, has a fixadannterest rate of 10.3%, and matures on Auybis2010.
There are various restrictive covenants under #r@o8 Loans, which include limitations on Orzuniéibility to
make distributions to its shareholders.

Due to hurricane activity, access roads and pifrimg the wells to the power plant in the Zunil R
were damaged and as a result, the Project was ogieration from October 14, 2005 to
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March 10, 2006. As a result, Orzunil did not méet historical “debt service coverage ratio” reepd and
therefore distributions from the Project are restd. Currently, Orzunil is in compliance with tleguired debt
service coverage ratio and with all other covenants

Other Limited and Nc-Recourse Det

The Bank Hapoalim project finance debt, of whicll $1million was outstanding as of December 31, 2006
bearing an interest rate of 3-month LIBOR plus 8%per annum on tranche one of the loan and 3-month
LIBOR plus 3.0% per annum on tranche two of the@nd the Exportmport Bank of the United States proj
finance debt, of which $3.8 million was outstandasgof December 31, 2006, bearing an interesofeies4%
per annum, were entered into by our relevant sidrggd to finance the Momotombo project and thetéey
project (which was deconsolidated as of April 102)) respectively.

Our management believes that we are currently mmptiance with our covenants with respect to ourdthi
party debt, except as described above regardin@& Senior Secured Notes and the Orzunil Senianso

New Financing of our Projec



Financing of the Amatitlan Proje:

Currently, we intend to refinance our equity invesit in the construction cost of the Amatitlan pobj
during the third quarter of 2007. In connectionhastich refinancing, we signed a mandate letter avitical
bank in Guatemala containing proposed terms famnstcuction loan with a term of up to two years antD-
year term loan in the total amount of approximag.0 million.

Financing of Phase Il of Olkaria Il Proje«

We have engaged a financial institution and receaindicative proposal to arrange long-term faiag
for the Olkaria Ill project. We expect negotiaticarsd preparation of loan documentation to followrd.

Full-Recourse Det

Our full-recourse third party debt includes an $#8iom medium term loan from Bank Hapoalim, of whic
$2.0 million was outstanding as of December 31620@aring an interest rate of 12-month LIBOR dlu&b
per annum.

In connection with our acquisition through Ormasfeyns Ltd. of the power generation business from ou
parent, we entered into certain agreements witiowstbanks, of which only those with each of Bardpblalim,
Bank Leumi and Mizrahi Tefahot Bank remain. Underse agreements, in exchange for such banks’ eetdas
our parents guarantee and a release of their security intewes the assets of our subsidiary, Ormat Systere
and Ormat Systems have agreed to certain negatisanants, including, but not limited to, a prohiiton: (i)
creating any floating charge or any permanent medbarge or lien over our assets without obtaittiegprior
written approval of the lender; (ii) guaranteeihg tiabilities of any third party without obtaininige prior
written approval of the lender; and (iii) sellirggsigning, transferring, conveying or disposinglbbr
substantially all of our assets. In some caseamieOrmat Systems have agreed to maintain cefteindial
ratios such as a debt service coverage ratio awthiato equity ratio. We do not expect that theseenants or
ratios, which apply to us on a consolidated basismaterially limit our ability to execute our fure business
plans or our operations. The failure to perfornoleserve any of the covenants set forth in sucheageats,
subject to various cure periods, would result edlcurrence of an event of default and would entifg lendel
to accelerate all amounts due under each suchragree

We do not expect that any third party debt thateveyny of our subsidiaries, will incur in the frguwill be
guaranteed by our parent.

88

Most of the loan agreements to which we or our iglifases are a party contain cross-default provisio
with respect to other material indebtedness owedship any third party.

On February 15, 2006, our subsidiary, Ormat Nevadtered into a $25.0 million credit agreement with
Union Bank of California (UBOC). Under the crediraement, Ormat Nevada can request extensiongait cr
in the form of loans and/or the issuance of onmore letters of credit. UBOC is currently the Seleder and
issuing bank under the credit agreement, but & ddsignated as an administrative agent on behbHrks that
may, from time to time in the future, join the citetjreement as parties thereto. In connection thith
transaction, we have entered into a guaranteevor faf the administrative agent for the benefitted banks,
pursuant to which we agreed to guarantee Ormatdéeésabligations under the credit agreement. Ormat
Nevadi's obligations under the credit agreement are wotlserunsecured by any of its (or any of its sulagids)
assets.

Loans and draws under the letters of credit (ifjamder the credit agreement will bear intereshat
floating rate based on the Eurodollar plus a marffirere are various restrictive covenants undectédit
agreement, which include maintaining certain leedlsngible net worth, leverage ratio, minimum emage
ratio, and a distribution coverage ratio. In additithere are restrictions on dividend distribusiamthe event of
a payment default or noncompliance with such ratios

As of December 31, 2006, three letters of credit) an aggregate stated amount of $21.9 milliongha
been issued and are outstanding under this crgdiement with UBOC.

Our management believes that we are currently mmptiance with our covenants with respect to ourdthi
party debt, except as described above regardin@& Senior Secured Notes and the Orzunil Senianso

Letters of Credit and Otbalance Sheet Arrangements



As described above under “Full Recourse Debt” Fabruary 15, 2006, our subsidiary Ormat Nevada,
entered into a credit agreement with Union BanKalifornia.

On June 30, 2004, our subsidiary, Ormat Nevaderedtinto a Letter of Credit Agreement with Hudson
United Bank, pursuant to which Hudson United Bagiead to issue one or more letters of credit inggregatt
face amount of up to $15.0 million. Under this eetf Credit Agreement in the event that the banlequired
to pay on a letter of credit drawn by the beneficthereof, such letter of credit converts to anldaearing
interest at one-month LIBOR plus 4.0%, and matorethe next expiration date of the Letter of Credit
Agreement. There are various restrictive covenantier the Letter of Credit Agreement, which include
maintaining certain levels of tangible net wortwdrage ratio, and minimum coverage ratio. Sonwiof
customers require our project subsidiaries to |siteirs of credit in order to guarantee their retipe
performance under relevant contracts. We are algoired to post letters of credit to secure ouigalions unde
various leases and licenses and may, from timien, tdecide to post letters of credit in lieu oflcaeposits in
reserve accounts under certain financing arrangemknaddition, our subsidiary, Ormat Systemsegguired
from time to time to post performance letters @&fdit in favor of our customers with respect to osdsf
products. As of December 31, 2006 and 2005, nerketif credit were outstanding under the LetteCefdit
Agreement.

Bank Leumi and Bank Hapoalim have issued such pegnce letters of credit in favor of our customers
from time to time. Initially, our parent, Ormat lmstries, was the obligor in respect of any reiménmsnt
obligation on such letters of credit and we paidmarent a guarantee fee and were responsiblénibuese our
parent for any draw under these letters of créalitonnection with the acquisition transactiontod power
generation business by Ormat Systems from our paserhave assumed such letters of credit andasetine
direct obligor of Bank Leumi and Bank Hapoalim artis letters of credit. As of December 31, 2006,Ban
Leumi and Bank Hapoalim have agreed to make availahus letters of credit totaling $25.6 millionca$7.9
million, respectively. As of such date, Bank Lewand Bank Hapoalim have issued letters of crediténamour
of $10.7 million and $6.6 million, respectively.
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As of the date hereof, we have not had a draw ptedeagainst any letter of credit issued or provide
our behalf.

Puna Project Lease Transactio

On May 19, 2005, our subsidiary in Hawaii, Puna @eomal Ventures (PGV), entered into a transaction
involving the Puna geothermal power plant locatedh@ Big Island of Hawaii. The transaction wasdaoded
with financing parties by means of a leveragedddeansaction. A secondary stage of the leasedcting
relating to two new geothermal wells that PGV ddlin the second half of 2005 (for production awjddtion)
was completed on December 30, 2005. Pursuant ieya& head lease, PGV leased its geothermal polaet
to the abovementioned financing parties in retomefdeferred lease income in the amount of $83l®dm
Transaction costs amounted to $4.3 million. Theeeds from the transactions are being used fordapital
expenditures and for general corporate purposes.

Dividend

The following are the dividends we declared dutimg past two years:

Dividend Amount

Date Declared per Share Record Date Payment Date
March 22, 2005 $ 0.0¢ April 4, 2005 April 18, 2005
May 10, 2005 $ 0.0¢ May 23, 2005 June 6, 2005
August 11, 2005 $ 0.0¢ August 22, 2005 September 1, 2005
November 9, 200 $ 0.0¢ November 29, 200 December 6, 2005
March 7, 2006 $ 0.0¢ March 28, 2006 April 4, 2006
May 9, 2006 $ 0.04 May 23, 2006 May 30, 2006
August 6, 2006 $ 0.04 August 23, 2006 August 30, 2006



November 7, 200 $ 0.04 November 30, 200 December 13, 2006
February 27, 2007 $ 0.07 March 21, 2007 March 29, 2007

Historical Cash Flows

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

Year Ended December 31,

2006 2005 2004
(dollars in thousands)
Net cash provided by operating activit $ 73,038 $ 13493t $ 63,45¢
Net cash used in investing activit| (249,14) (83,409 (310,58
Net cash provided by (used in) financing activi 169,39( (61,30¢) 275,00:
Net increase (decrease) in cash and cash equis (6,722 (9,779 27,871

For the Year Ended December 31, 2(

Net cash provided by operating activities for tlkaryended December 31, 2006 was $73.0 million, as
compared with net cash provided by operating a@&iof $134.9 million for the year ended Decentiier2005
Such net decrease of $61.9 million resulted prilpémom: (i) the increase in net income from $1m#lion to
$34.4 million as a result of additional revenuemty@enerated from the increase of our generatpacity in
the United States and from the Zunil project whics consolidated as of March 13, 2006; (ii) theppi@ lease
payment of $83.0 million in the year ended Decendder2005 pursuant to the leverage lease transactithe
Puna project (less $3.3 million deferred coststeeldo such lease transaction); and (iii) an inseezf $12.1
million in accounts payable and accrued expensethéoyear ended December 31, 2006 as comparedwith
increase of $7.2 million for the year ended Decenie 2005 mainly due to interest accrued on th€ @id
OrCal Senior Secured Notes (which was paid on Jary&2007), offset by a decrease in trade payaddes
result of the timing of payments to suppliers aed/Ee providers.
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Net cash used in investing activities for the yexaded December 31, 2006 was $249.1 million, as aoed
with $83.4 million used in investing activities fire year ended December 31, 2005. The princigtdfa that
affected our cash flow used in investing activitiesing the year ended December 31, 2006 werealfiital
expenditures of $159.5 million utilized primarilgrfour power facilities under construction; (i))28 million
used in the acquisition of an additional 79% ofZlmmil project in Guatemala; and (iii) a net ingeaf $52.7
million in our investment of excess cash in markktaecurities.

Net cash provided by financing activities for theay ended December 31, 2006 was $169.4 million, as
compared with $61.3 million used in financing aitids for the year ended December 31, 2005. Thejpal
factors that affected the cash flow used in finagd@ctivities during the year ended December 3062@ere the
receipt of proceeds from the follow-on offering&if35.1 million and the $92.4 million net proceedsf our
sale of shares in a block trade, offset by: (i)régfgayment of short-term and long-term debt inatmunt of
$20.7 million, (ii) the repayment of debt to ourgat in the amount of $31.6 million; and (iii) thayment of a
dividend to our shareholders in the amount of $&ilon.

For the Year Ended December 31, 2(

Net cash provided by operating activities for tlkaryended December 31, 2005 was $134.9 million, as
compared with net cash provided by operating a@&iof $63.5 million for the year ended DecemtbkrZ04.
Such net increase of $71.5 million resulted pritgdrom a prepaid lease payment of $83.0 milliomguant to
the leverage lease transaction of Puna (less $lliBmiransaction costs related to such leasestation) offset
mainly by a decrease of $2.6 million in net incodoe to the prepayment charge relating to the BaakB.oan,
net of an increase in the operating activities essalt of the inclusion for a full year of the #gshal revenues



being generated from the Steamboat 2/3 projecthwve acquired on February 11, 2004, the Steamboat
Hills project, which we acquired on May 20, 200A4dahe Puna project, which we acquired on Jun®@42

Net cash used in investing activities for the yaaded December 31, 2005 was $83.4 million, as cordpa
with $310.6 million used in investing activities fine year ended December 31, 2004. The princgzabf that
affected our cash flow used in investing activitiesing the year ended December 31, 2005 was tapita
expenditures of $116.7 million primarily for ouryger facilities under construction. Such cash usedvesting
activities was offset by a decrease of $45.6 mmillio marketable securities of which $13.7 millioasiallocated
to restricted cash.

Net cash used in financing activities for the yeaded December 31, 2005 was $61.3 million, as cozdpa
with $275.0 million provided by financing activiidor the year ended December 31, 2004. The pahtagtors
that affected the cash flow used in financing ati¢is during the year ended December 31, 2005 tere
repayment of short-term and long-term debt in tinewant of $184.0 million (including the Beal Banlal,
repayment of debt to our parent in the amount 6f $4nillion, and the payment of a dividend to our
shareholders in the amount of $6.3 million. Thisrdase was partially offset by the $165.0 milliomproceeds
(less $3.9 million in debt issuance costs) fromisiseance of OrCal Senior Secured Notes, which weed to
repay the Beal Bank loan.

Capital Expenditures

Our capital expenditures primarily relate to twanpipal components: the enhancement of our existing
power plants and the construction and developmieméw power plants. In addition, we have budgeted
approximately $16.0 million for the next two yeéws investment in buildings, machinery and equiptmen
including drilling equipment.

To the extent not otherwise described below, weseiihat the following enhancements of our existing
power plants and the construction of new powertplaiill be funded initially from internally genesat cash or
other available corporate resources, which we éxpesubsequently refinance with limited or nonenase debt
at the project level. We currently do not contertglabtaining any new loans from our parent company.
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Amatitlan Project. We completed the construction of the Amatiti@oject, and expect to declare
commercial operation in the first half of 2007.

Ormesa Project. We completed the drilling of additional wellsthe Ormesa project. We are in the
process of adding additional OEC units, and inéngathe output of the project by an estimated 10 M\¢
estimate that such enhancements will be completeteoend of the first quarter of 2007. We are ently in
negotiations with Southern California Edison fog 8ale of this additional estimated 10 MW.

Galena 2 Project (formerly Desert Peak 3 Project)We are in the final construction stage of @aena 2
power plant in the Steamboat complex, which wip@ly electricity under the Galena 2 power purchase
agreement. We estimate that the construction oGidena 2 project will be completed in the firslf lwd 2007.

Phase Il of Olkaria Il Project. In connection with Phase Il of the Olkariaptbject, we completed the
drilling of the wells and have recently releaseel ¢bnstruction of the 35 MW power plant.

OrSumas Project. This recovered energy 5 MW project was schatitddoe completed in the last quarter
of 2007 or the first quarter of 2008. The enviromtaéissues identified in this project and desatibtsewhere i
this report may delay or terminate its completion.

Steamboat Hills Project. We plan to add 5 MW to the Steamboat Hills @cbthrough the construction of
OEC Units. Construction has been completed angrbiect is in its start up phase.

Puna Project. An enhancement program for the Puna projemtiisently planned and is intended to
increase the output of the project by an estimatstiVv through the construction of OEC Units. We estpibat
such enhancement program will be completed in 20@Bare currently negotiating the power purchase
agreement for that addition.

Heber SouthProject (formerly Imperial Valley) We commenced construction of the Heber Sordfegt,
a 10 MW power plant, which will be located in thelb¢r known geothermal resource area. The congiructi
activity is expected to include the drilling of pitection and injection wells and the constructiomoefOEC unit.



We expect the construction to be completed by titkag 2007 or the beginning of 2008.

Galena 3 Project. We are currently constructing the Galena 3gutjwhich will deliver 17 MW of powi
generation under a 20-year power purchase agreemithn®ierra Pacific Power Company. We expect the
construction to be completed by the end of 200thebeginning of 2008.

Brawley Phase | Project. We are currently constructing the Brawley PhHgs®ject, which will deliver
approximately 50 MW of power generation. We exgketconstruction to be completed by the end of 2008

We have budgeted approximately $520 million throtighend of 2008 for the abodescribed projects a
have invested $150 million of such budget as ofdbswer 31, 2006.

In addition to the above projects, our operatirmjguts have capital and expenditures budgets of
approximately $16.7 million and we also plan tatstgher construction and enhancement of additipnajects,
including exploration work, for a total investmemhount of approximately $17.0 million.

Other than the enhancements and new projects dedabove, and new projects that we may develop
under new bids, we do not anticipate any other risdteapital expenditures in the near term for ahpur
operating projects, other than ordinary maintenaageirements and major maintenance, which we &iyic
fund with internally generated cash.

Exposure to Market Risks

One market risk to which power plants are typicabyosed is the volatility of electricity pricesoWever,
our exposure to such market risk is currently dibecause our long-term power purchase
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agreements have fixed or escalating rate providieitslimit our exposure to changes in electrigitices.
However, beginning in May 2012, the energy paymanter the power purchase agreements of the Heded 1
2 projects, the Ormesa project and the Mammotteptayill be determined by reference to the releysmter
purchaser’s short run avoided costs. The Punagirigieurrently benefiting from energy prices whare higher
than the floor under the Puna power purchase agneems a result of the high fuel costs that imptewaii
Electric Light Company’s avoided costs. In addifiander certain of the power purchase agreementsufo
projects in Nevada, the price that Sierra Pacifiw® Company pays for energy and capacity is baped
California-Oregon border power market pricing.

As of December 31, 2006, 97.4% of our consolid&ied-term debt (including amounts owed to our
parent) was in the form of fixed rate securitied #rerefore not subject to interest rate volatiisk. As of such
date, 2.6% of our debt was in the form of a flogitiate instrument, exposing us to changes in isteates in
connection therewith. As of December 31, 2006, $13llion of our debt remained subject to sometilograte
risk. As such, our exposure to changes in inteegets with respect to our long-term obligationsrimaterial.

Another market risk to which we are exposed is prity related to potential adverse changes in prei
currency exchange rates, in particular the fluebmadf the U.S. dollar versus the new Israeli sh€kéS). Risks
attributable to fluctuations in currency exchangies can arise when any of our foreign subsididngesws
funds or incurs operating or other expenses intgpe of currency but receives revenues in anothesuch
cases, an adverse change in exchange rates cae dth subsidiary’s ability to meet its debt sgvi
obligations, reduce the amount of cash and incomeageive from such foreign subsidiary or increasgeh
subsidiary’s overall expenses. Risks attributablfiuctuations in foreign currency exchange ratss also arise
when the currency-denomination of a particular mttis not the U.S. dollar. All of our power puasie
agreements in the international markets are eith®r dollar-denominated or linked to the U.S. dol@ur
construction contracts from time to time contempladsts which are incurred in local currencies. Whg we
often mitigate such risk is to receive part of fineceeds from the sale contract in the currenayhich the
expenses are incurred. In the past, we have ndtarsematerial foreign currency exchange contractsher
derivative instruments to reduce our exposureitortbk. In the future, we may use such foreigrrenicy
exchange contracts and other derivative instrumentsduce our foreign currency exposure to thergxve
deem such instruments to be the appropriate toghfmaging such exposure. We do not believe that ou
exchange rate exposure has or will have a maswtiadrse effect on our financial condition, resafteperations
or cash flows.

We currently maintain our surplus cash in shonttanterest-bearing bank deposits and auction rate



securities, which we refer to as PARS (deposiwntities with a minimum investment grade rating\éf
by Standard & Poor’s Ratings Services).

Effects of Inflation

We do not expect that the low inflation environmehtecent years in most of the countries in whieh
operate will continue. To address rising inflatisome of our contracts include certain mitigatiagtérs against
any inflation risk. In connection with the ElectticSegment, inflation may directly impact an expetncurred
for the operation of our projects, hence increa#firegoverall operating cost to us. The negativeaichpf
inflation may be partially offset by price adjustme built into some of our power purchase agreesniuait
could be triggered upon such occurrences. Energmeats pursuant to the power purchase agreemaeritsefo
Mammoth project (after April 2012), Ormesa proj@dter April 2012), Heber 1 and 2 projects (aftgnih2012)
and Steamboat 1/1A project will change becausaiopower purchasersinderlying short run avoided costs.
the extent that inflation causes an increase iadlstort run avoided costs, higher energy paynuentsl have
an offsetting impact to any inflation-driven incsean our expenses. Similarly, the energy paymauntsuant to
the power purchase agreements for the Brady prdgéeamboat 2/3 project, the Steamboat Hills pt@ed the
Burdette project increase every year through tlieodithe relevant terms of such agreements, thsugh
increases are not directly linked to the CPI. Lease
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payments are generally fixed, while royalty paymseare generally determined as a percentage of ueseand
therefore are not significantly impacted by infbeti

Overall, we believe that the impact of inflation @ur business will not be significant.

Contractual Obligations and Commercial Commitments

The following table sets forth our material contueat obligations as of December 31, 2006, excluding
interest (in thousands):

Payment of Principal Due By Period

Remaining
Total 2007 2008 2009 2010 2011 Thereafter
Long-Term non-recourse and
limited recourse debt $ 3063¢ $ 8482 $ 7667 $ 667¢ $ 6,101 $ 1,71 $ =
Long-Term recourse debt 2,00¢ 1,00C 1,00(¢ — — — —

Senior secured notes due 20z 339,37 40,05¢ 25,47¢ 20,18: 20,33¢ 21,11C 212,21
Ormat Industries notes payab 140,15! 82,31 31,64 16,60( 9,60( —
Total $ 512,16: $ 131,84t $ 65,78: $ 43,45¢ $ 36,03t $ 22,82: $ 212,21:

The following table sets forth our interest paynsgudyable in connection with our contractual olilayes
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
limited recourse debt $ 6578 $ 2,77¢ $ 190t $ 1,21f $ 548 $ 12¢ % —
Long-Term recourse debt 21€ 144 72 — — — —
Senior secured notes due 2020 187,87 35,73( 21,554 19,92/ 18,48: 16,997 75,18:
Ormat Industries notes payable 10,971 5,982 3,54¢ 71€ 73C — —

Total $ 205,63¢ $ 44,63 $ 27,08 $ 21,85 $ 19,767 $ 17,12¢ $ 75,18:




Interest on the OFC Senior Secured Notes due il R0fxed at a rate of 8.25%. Interest on the @rCa
Senior Secured Notes due in 2020 is fixed at aabfe21%. Interest on the Orzunil Senior Loans 2008,
2010 and 2011 is fixed at rates of 11.730%, 10.388%11.775%, respectively. Interest on Ormat Itvthss
notes payable in the amount of $89.5 million i®fbat the rate of 7.50%, while a capital note eamount of
NIS 240 million ($50.7 million, using the exchangge existing on the date of such note) is intefrest Interes
on the remaining debt is variable (based primamilychanges in LIBOR rates). Accordingly, for pugesef the
above calculation of interest payments pertainingatriable rate debt, the methodology used to deter future
LIBOR rates was the use of Constant Maturity Swaps.

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

Future Minimum Lease Payments Due By Period

Remaining
Total 2007 2008 2009 2010 2011 Thereafter

Operating lease payments $ 113,08: $ 9,742 $ 7,57 $ 8,01 $ 7,567 $ 8,061 $ 72,12¢
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The following table sets forth our future paymehbenefits to our employees in Israel upon thedichéng
normal retirement age, as of December 31, 2006h¢nsands):

Benefit Payments Upon Retirement Due By Period

Remaining
Total 2007 2008 2009 2010 2011 Thereafter
Benefits payments upon
retirement $ 7,12¢ $794 $624 $70z $42 % 66¢ $ 4,29¢

The above amounts were determined based on thegessl current salary rates and the number of years
service that will have been accumulated at théirer@ent date. These amounts do not include amdhats
might be paid to employees that will cease workiittp us before reaching their normal retirement. age

Concentration of Credit Risk

Our credit risk is currently concentrated withraited number of major customers: Sierra Pacific &ow
Company, Southern California Edison and Hawaii Eledt.ight Company. If any of these electric utés fails
to make payments under its power purchase agreemhtus, such failure would have a material aseer
impact on our financial condition.

Southern California Edison accounted for 30.0%1%6and 41.4% of our total revenues for the thregs/e
ended December 31, 2006, 2005 and 2004, respsctivelithern California Edison is also the powerchaser
and revenue source for our Mammoth project, whiehaacount for separately under the equity method of
accounting.

Sierra Pacific Power Company accounted for 12.894,% and 12.9% of our total revenues for the three
years ended December 31, 2006, 2005 and 2004 ctasghe.

Hawaii Electric Light Company accounted for 15.18%,2% and 7.1% of our total revenues for the years
ended December 31, 2006, 2005 and 2004, respeactivel
Government Grants and Tax Benefits

The U.S. government encourages production of éb@gtfrom geothermal resources through certain tax
subsidies. We are permitted to claim approximai®6 of the cost of each new geothermal power phatiite



United States as an investment tax credit agaunstealeral income taxes. Alternatively, we are géed to
claim a “production tax credit,” which in 2006 wdl.9 cents per kWh and which is adjusted anndaily
inflation. The production tax credit may be claimdthe electricity output of new geothermal poywkants put
into service by December 31, 2008. Credit may bared for ten years on the output from any newlggotal
power plants put into service prior to DecemberZI8. The owner of the project must choose between
production tax credit and the 10% investment taditrdescribed above. In either case, under cutaanules,
any unused tax credit has a 1-year carry back &tdyeear carry forward. Whether we claim the prditurctax
credit or the investment credit, we are also peeaito depreciate most of the plant for tax purpaseer five
years on an accelerated basis, meaning that mahe @bst maybe deducted in the first few years thaing the
remainder of the depreciation period. If we claima investment credit, our “tax base” in the plémat we can
recover through depreciation must be reduced bHyotfighe tax credit; if we claim a production tavedit; there
is no reduction in the tax basis for depreciation.

Our subsidiary, Ormat Systems, received from I&daVestment Center “Approved Enterprise” status
under Israel’s Law for Encouragement of Capitaklstments, 1959 (the Investment Law), with respetwbd of
its investment programs. One such approval wasvwegén 1996 and the other was received in May 2004
respect of the approval from 1996, Ormat Systemsautiized all the tax benefits it was entitled Recently, du
to a broad legislative amendment in the Investrhamt, Ormat Systems replaced the certificate approva
received in May 2004 from Israel’s Investment Cemtith a ruling from the Israeli Tax Authoritiesh& ruling
was obtained in April 2006. By replacing the apg@iowith a ruling, Ormat Systems maximized the tardfits
it is entitled to under the
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Investment Law. As an Approved Enterprise and atingrto the ruling, Ormat Systems is exempt frorae$
income taxes with respect to income derived fromapproved investment for the years 2004 and 2665 a
thereafter such income is subject to reduced lisramime tax rates of 25% for an additional fivexge These
benefits are subject to certain conditions sehfortthe ruling, including among other things, thktransactions
between Ormat Systems and our affiliates are as &&ngth, and that the management and control wfa®r
Systems will be from Israel during the whole peraddhe tax benefits. A change in control shoulddygorted tc
the Israeli Tax Authorities in order to maintair ttax benefits. In addition, as an industrial comyp@®rmat
Systems is entitled to accelerated depreciatioaquipment used for its industrial activities.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

Information responding to Item 7A is included iartt 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”ttu annual report.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA

Index to Consolidated Financial Statements of OrmaTechnologies, Inc. and Subsidiaries

Report of Independent Registered Public Accourfding 98

Consolidated Financial Statements as of Decemhe2@l6, and 2005 and for Each of the Three Ye
in the Period Ended December 31, 2006:

Consolidated Balance Sheets 10C

Consolidated Statements of Operations and Compselemcome 101



Consolidated Statements of Stockholders’ Equity 10z
Consolidated Statements of Cash Flows 10¢
Notes to Consolidated Financial Statements 104
Index to Financial Statements of Ormat Leyte Co. Ld. (1)
Report of Independent Registered Public Accourfing 157

Financial Statements as of December 31, 2005, @nthé Year Ended December 31, 2005, includin
unaudited financial statements as of December @16 2nd for the years ended December 31, 2C
and 2004:

Balance Sheets 15¢
Statements of Income 15¢
Statements of Changes in Partners’ Equity 16C
Statements of Cash Flows 161
Notes to Financial Statements 162

(1)  As the Company’s 80% ownership interest in Ormatt&€eCo. Ltd. is accounted for by the equity meths®harate financial statements of
Ormat Leyte Co. Ltd. have been included pursuaRule 3-09 of Regulation S-X.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Orfrethnologies, Inc.:

We have completed integrated audits of Ormat Teolgies, Inc.’s 2006 and 2005 consolidated financial
statements and of its internal control over finahgéporting as of December 31, 2006, and an adfidis 2004
consolidated financial statements in accordance thi¢ standards of the Public Company Accountingr€ight
Board (United States). Our opinions, based on adits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statetadisted in the accompanying index present fairyall
material respects, the financial position of Orathnologies, Inc. and its subsidiaries at DecerBheP006
and 2005, and the results of their operations heitl tash flows for each of the three years inpiagod ended
December 31, 2006 in conformity with accountingipifles generally accepted in the United StateSnoérica.
These financial statements are the responsibifithied Company’s management. Our responsibilitp isxpress
an opinion on these financial statements basedipawdits. We conducted our audits of these stattsie
accordance with the standards of the Public Compaxcpunting Oversight Board (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdintdogcial
statements are free of material misstatement. Alit afifinancial statements includes examiningaaest basis,
evidence supporting the amounts and disclosuréigifinancial statements, assessing the accouptingiples
used and significant estimates made by managemashgvaluating the overall financial statement gméstion.
We believe that our audits provide a reasonablestf@sour opinion.

As discussed in Note 12 to the consolidated firelratatements, the Company changed the manneriaimth
accounts for share-based compensation in 2006.



Internal control over financial reporting

Also, in our opinion, management’s assessmentyded in Management's Report on Internal ControlfOve
Financial Reporting appearing under Iltem 9A, that€ompany maintained effective internal contrarov
financial reporting as of December 31, 2006 basedriteria established iimternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatifriee Treadway Commission (COSO), is
fairly stated, in all material respects, basedrmsé criteria. Furthermore, in our opinion, the @any
maintained, in all material respects, effectiveingl control over financial reporting as of Decem®1, 2006,
based on criteria establishedimiernal Control — Integrated Framewoiksued by the COSO. The Company’s
management is responsible for maintaining effedtiternal control over financial reporting and ftsr
assessment of the effectiveness of internal cootret financial reporting. Our responsibility isé¢rpress
opinions on management’s assessment and on tletiedfeess of the Company’s internal control oveaficial
reporting based on our audit. We conducted ourtadditernal control over financial reporting inardance
with the standards of the Public Company Accoun@vgrsight Board (United States). Those standauigire
that we plan and perform the audit to obtain reabtnassurance about whether effective internatracbover
financial reporting was maintained in all materedpects. An audit of internal control over finaheceporting
includes obtaining an understanding of internatimover financial reporting, evaluating managetisen
assessment, testing and evaluating the designperdting effectiveness of internal control, andqning suct
other procedures as we consider necessary inrttwtstances. We believe that our audit providesaaanable
basis for our opinions.

A company'’s internal control over financial repogiis a process designed to provide reasonablesaesu
regarding the reliability of financial reportingathe preparation of financial statements for exaepurposes in
accordance with generally accepted accounting ipfeee A company’s internal control over finanaiaporting
includes those policies and procedures that (bapeto the maintenance of records that, in redslerdetail,
accurately and fairly reflect the transactions disghositions of the assets of the company; (iiyjate reasonabl
assurance that transactions are recorded as nacesgarmit preparation of financial statementsd@cordance
with generally accepted accounting principles, tivad receipts and expenditures of the company @irggbnmade
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only in accordance with authorizations of managdred directors of the company; and (iii) provieasonabl
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositiothaf
company’s assets that could have a material efiethe financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjecheorisk that
controls may become inadequate because of chamgesidlitions, or that the degree of compliance with
policies or procedures may deteriorate.

/sl PricewaterhouseCoopers LLP

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

December 31,




Assets
Current assets:
Cash and cash equivalents
Marketable securities
Restricted cash, cash equivalents and marketableites
Receivables:
Trade
Related entities
Other
Due from Parent
Inventories, net
Costs and estimated earnings in excess of billimggsncompleted contracts
Deferred income taxes
Prepaid expenses and other
Total current assets
Unconsolidated investments
Deposits and other
Deferred income taxes
Property, plant and equipment, net
Construction-in-process
Deferred financing and lease costs, net
Intangible assets, net
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Short-term bank credit
Accounts payable and accrued expenses
Billings in excess of costs and estimated earnamgencompleted contracts
Current portion of long-term debt:
Limited and non-recourse
Full recourse
Senior secured notes (non-recourse)
Due to Parent, including current portion of notaggble to Parent
Total current liabilities
Long-term debt, net of current portion:
Limited and non-recourse
Full recourse
Senior secured notes (non-recourse)
Notes payable to Parent, net of current por
Other liabilities
Deferred lease income
Deferred income taxes
Liabilities for severance pay
Asset retirement obligation
Total liabilities
Minority interest in net assets of a subsidiary
Commitments and contingencies (Notes 5, 6, 1012117 and 18)

Stockholders’ equity:
Common stock, par value $0.001 per share; 200,00G:Bares

authorized; 38,101,888 and 31,562,496 shares ismedutstanding, respectively

Additional paid-in capital

2006

2005

(in thousands)

$ 2025¢ $ 26,97¢
96,48¢ 43,56(
56,42t 36,73:
36,46 33,51¢
87¢ 524
5,271 2,62¢
1,45¢ —
7,40: 5,22¢
11,21¢ 8,88:
1,81¢ 1,66¢
4,911 3,25¢
242,59 162,96
37,20; 47,23
15,081 13,48¢
6,172 5,37¢
624,08¢ 491,83t
169,07 128,25t
15,80( 17,41:
50,08¢ 47,91t
$ 1,160,10;  $ 914,48(
$ — $ 3,99
70,44¢ 50,04¢
5,807 12,657
8,48z 2,88¢
1,00¢ 1,00¢
40,05+ 23,75¢
82,37¢ 32,00¢
208,16 126,34t
22,15: 11,25:
1,00¢ 2,00(
299,31t 324,64
57,841 140,16:
— 1,30¢
78,88 81,56¢
21,67+ 22,00+
13,37¢ 11,40¢
16,83: 11,46!
719,24 732,15
64 64

38 31
353,39 124,00t



Unearned stock-based compensation —

(159)

Retained earnings 85,05 55,82«
Accumulated other comprehensive income 2,304 2,54¢
Total stockholders’ equity 440,79 182,25¢
Total liabilities and stockholders’ equity $ 1,160,10:  $ 914,48(

The accompanying notes are an integral part ofitlacial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMP REHENSIVE INCOME

Year Ended December 31,

2006 2005 2004
(in thousands, except per share amounts)
Revenues:
Electricity:
Energy and capacity $ 106,68: $ 104,97! $ 100,28:
Lease portion of energy and capacity 86,11t 70,96: 58,55(
Lease income 2,68¢€ 1,431 —
Total electricity 195,48: 177,36¢ 158,83:
Products:
Related party 3,50: 7,95¢ —
Other 69,95 52,66 60,39¢
Total products 73,45¢ 60,62% 60,39¢
Total revenues 268,93 237,99: 219,23(
Cost of revenues:
Electricity:
Energy and capacity 77,76¢ 70,32¢ 63,30(
Lease portion of energy and capacity 41,34¢ 30,21t 26,44:
Lease expense 5,24: 3,072 —
Total electricity 124,35¢ 103,61 89,74:
Products 51,21¢ 45,23¢ 46,33¢
Total cost of revenues 175,57: 148,85: 136,07¢
Gross margin 93,36¢ 89,14! 83,15
Operating expenses:
Research and development expenses 2,98: 3,03¢ 2,17t
Selling and marketing expenses 10,36! 7,87¢ 7,76¢
General and administrative expenses 18,09¢ 14,32( 11,60¢
Gain on sale of geothermal resource rights — — (845)
Operating income 61,92¢ 63,90¢ 62,444
Other income (expense):
Interest income 6,56( 4,30¢ 1,31¢
Interest expense:
Parent (8,367) (10,63%) (9,727)



Other (30,679 (48,18¢) (33,690
Less — amount capitalized 8,08( 3,504 62¢€
Foreign currency translation and transaction losses (704) (439) (14¢€)
Other non-operating income 694 512 112
Income before income taxes, minority interest, egdity in income of investee: 37,510 12,97: 20,94

Income tax provision (6,409 (4,690 (6,609)

Minority interest in earnings of subsidiaries (813 — (209)

Equity in income of investees 4,14¢€ 6,89/ 3,561

Net income 34,447 15,175 17,79

Other comprehensive income (loss), net of relededg:

Gain (loss) in respect of derivative instrumentsigieated for cash flow hedge (net o

related tax of $0, $1,518,000 and $(198,000), retspy) — 2,29t (322
Amortization of unrealized gains in respect of dafive instruments designated for c

flow hedge (net of related tax of ($224,000), $800,and $0, respectively) (362 562 —
Change in unrealized gains or losses on marketafal#able-for-sale securities

available-for-sale (net of related tax of $100,088,000 and $0, respectively) 117 13 —

Comprehensive income $ 34,20: $ 18,04¢ $ 17,46¢

Earnings per share:

Basic $ 1.0C $ 0.4¢ $ 0.72

Diluted $ 0.9¢ $ 0.4¢ $ 0.72

Weighted average number of shares used in
computation of earnings per share:

Basic 34,59¢ 31,56¢ 24,80¢
Diluted 34,707 31,60¢ 24,80¢
The accompanying notes are an integral part ofitla@cial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
Accumulated
Common Stock Additional Unearned Other
——— Paid-in Divisional Stock-based  Retained Comprehensive
Shares Amount Capital Deficit Compensation  Earnings Income(Loss) Total
(in thousands, except per share data)

Balance at December 31, 2003 23,21« 23 7,00z (11,267) (86) 41,29¢ — 36,97¢
Unearned stock-based compensatiol — — 52 — (52 — — —
Amortization of unearned stock-base

compensation — — — — 61 — — 61
Conversion of note payable to Paren

equity 1,161 1 19,99¢ — — — — 20,00(
Reclassification of divisional deficit — — — 10,23¢ (167) (20,069 — —
Distribution to Parent for purchase of

OSL (net of related tax of

$3,747,000) — — — — — (1,059 — (1,0579)
Cash dividend declared, $0.1025 pel

share — — — — — (2,500 — (2,500
Issuance of common stock in initial

public offering 7,18¢ 7 96,95¢ — — — — 96,96:
Net income — — — 1,025 — 16,76¢ — 17,79:



Loss in respect of derivative
instruments designated for cash fl
hedge (net of related tax benefit o
$198,000)

Balance at December 31, 2004
Amortization of unearned stock-base
compensation

Cash dividend declared, $0.12 per sl

Net income

Other comprehensive income, net of
related taxes:

Gain in respect of derivative
instruments designated for cash fl
hedge (net of related tax of
$1,518,000)

Amortization of unrealized losses in
respect of derivative instruments
designated for cash flow hedge (n
of related tax benefit of $347,000)

Change in unrealized gains or losses
marketable securities available-fo
sale (net of related tax of $8,000)

Balance at December 31, 2005
Reversal of deferred stock based
compensation

Share based compensation

Cash dividend declared, $0.15 per sl

Issuance of shares of common stock
a follow-on public offering

Issuance of shares of common stock
a Block Trade transaction

Exercise of options by employees
Tax benefit on exercise of options by
employees

Net income
Other comprehensive income, net of
related taxes:

Amortization of unrealized gains it
respect of derivative instrumen
designated for cash flow hedge
(net of related tax benefit of
$224,000)

4,02t

2,50(
14

Change in unrealized gains or los:

on marketable securities
available-for-sale (net of relatec
tax of $100,000)

Balance at December 31, 2006

The accompanying notes are an integral part ofitlacial statements.

38,10:

©®
w
[e5)

_ — — (322) (322)
124,00t (244) 44,441 (322 167,91
— 91 — — 91

_ — (3,799 — (3,799

— — 15,177 — 15,17

— — — 2,29t 2,29¢

562 562

— — — 13 13

$ 124,00¢ $ $ (159 $ 5582«  $254¢ $ 182,25
(159) 152 — — —
1,70¢ — — — 1,70€

— — (5,215 — (5,21¢)
135,04 135,05!
92,40¢ 92,41:
21F 21¢

16¢€ 16€

— — 34,447 — 34,44;

— — — (362) (362)

_ — — 117 117

$ 353,39¢ §$ $ — $ 8505¢ $230¢ $ 440,79
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2006

2005

2004

(in thousands)



Cash flows from operating activities:

Net income $ 34447 $ 15177 $ 17,79
Adjustments to reconcile net income to net cashidesl by operating activities:
Depreciation and amortization 43,43¢ 36,00¢ 34,69
Accretion of asset retirement obligation 971 774 58¢
Share-based compensation 1,70¢ — —
Amortization of deferred lease income (2,68¢€) (2,437) —
Extinguishment of deferred financing costs — 4,18( 77€
Minority interest in earnings of subsidiaries 813 — 10¢
Equity in income of investees (4,14¢) (6,892) (3,567)
Distributions from unconsolidated investments 4,50z 5,694 3,99¢
Realization of loss related to interest rate capgactions — 91C 1,637
Gain on sale of geothermal resource rights — — (845)
Unrealized loss in respect of derivative instrursgnet 55¢ — —
Loss (gain) on severace pay fund asset (2,09%) 30z 122
Deferred income tax provision (benefit) (1,52¢) (2,187) 3,78¢
Changes in operating assets and liabilities, natqtiisitions:
Receivables (2,502 (7,41%) 3,00¢
Costs and estimated earnings in excess of bilimggncompleted contracts (2,339 (5,719 (1,247)
Inventories (2,179 822 (2,339
Prepaid expenses and other (1,579 (879) (334)
Deposits and other (184 (33%) 1,57¢
Accounts payable and accrued expenses 12,094 7,171 5,09¢
Due from/to related entities, net (60¢) 1,88¢ (627)
Billings in excess of costs and estimated earnamgsncompleted contracts (6,859 6,51¢ (1,704
Other liabilities (20 (80) (8C)
Proceeds from operating lease transaction — 83,00( —
Deferred lease transaction costs — (3,26€) —
Liabilities for severance pay 1,96¢ 69€ 1,014
Due from Parent (1,75%) — —
Net cash provided by operating activities 73,03t 134,93t 63,45¢
Cash flows from investing activities:
Distributions from unconsolidated investments 2,794 2,84 2,50C
Marketable securities, net (52,659 45,60¢ (90,91¢)
Net change in restricted cash, cash equivalentsremiletable securities (16,28%) (13,69¢) (9,03¢)
Capital expenditures (159,49) (116,74 (38,127)
Decrease of cash resulting from deconsolidatioBloEL — — (1,809)
Proceeds from sale of geothermal resource rights — — 2,42(
Cash paid for acquisitions, net of cash received (22,76() — (175,95()
Intangible asset acquired — (1,800 —
Increase in severance pay fund asset, net (872) (503) (463)
Repayment from unconsolidated investment 127 89C 78€
Net cash used in investing activities (249,14°) (83,40¢) (310,58)
Cash flows from financing activities:
Due to Parent, net (31,647 (40,17%) 50,83¢
Proceeds from public offerings, net of issuancéscos 227,46: — 96,96:
Proceeds from exercise of options by employees 21E — —
Proceeds from interest rate lock transactions — 4,33¢ —
Proceeds from short term bank credit — 3,99¢ —
Proceeds from issuance of long-term debt — 165,00( 210,00¢(
Repayments of short-term and long-term debt (20,73¢) (183,97 (68,19¢)
Deferred debt issuance costs (688) (4,190 (20,78:)

Payment for interest rate caps — — (3,820)



Cash dividends paid (5,21¢) (6,292) —

Net cash provided by (used in) financing activities 169,39( (61,30¢) 275,00:
Net increase (decrease) in cash and cash equisalent (6,722) (9,779) 27,871
Cash and cash equivalents at beginning of period 26,97¢ 36,75( 8,87:
Cash and cash equivalents at end of period $ 2025 $ 2697¢ $ 36,75(

Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest, net of interest capitalized $ 14406 $ 24,266 $ 28,53
Income taxes $ 7417 $ 2690 $ 9

Supplemental non-cash investing and financing actities:

Conversion of note payable to Parent to equity $ — 3 — $ 20,00(
Increase in accounts payable related to purchdsa®perty, plant

and equipment $ 7,14€ $ 7527 % 1,30¢€
Accrued liabilities for deferred debt issuance drabe costs $ — 3 285 % —
Increase in asset retirement cost and asset retireobligation $ 4400 3 22§ 2,21C
Cash dividend declared $ — 3 — $ 2,50(

Acquisitions — See Notes 2 and 5

The accompanying notes are an integral part ofitlacial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 — BUSINESS AND SIGNIFICANT ACCOUNTING POLICI ES

Business

Ormat Technologies, Inc. (the “Company™), a subiary of Ormat Industries Ltd. (the “Parent”), is
engaged in the geothermal and recovered energgdassiincluding the supply of equipment that is
manufactured by the Company and the design androetisn of power plants for projects owned by the
Company or for third parties. The Company owns @pelates geothermal and recovered energy-based powe
plants in various countries, including the Unitadt&s of America (“U.S.”), Kenya, Nicaragua, tRéilippines
and Guatemala. The Company’s equipment manufagtoperations are located in Israel.

Most of the Company’s domestic power plant fa@btare Qualifying Facilities under the Public Wili
Regulatory Policies Act of 1978 (“PURPA"). The wer purchase agreements for certain of such fiesildre
dependent upon their maintaining Qualifying Fagititatus. Management believes that all of theifasliwere
in compliance with Qualifying Facility status asécember 31, 2006.

Recapitalization

On June 29, 2004, the Company amended and regatadtificate of incorporation, pursuant to whitle
authorized capital stock of the Company was in@édom 754 shares of $1.00 par value common stock
155,892,833 authorized shares, comprised of 15(883Zhares of $0.001 par value common stock and
5,000,000 shares of $0.001 par value preferredstdavhich 500,000 shares have been designatSe@ass A
Preferred Stock. The CompasyBoard of Directors has the authority to issueuheesignated preferred stock
one or more series and to establish the right$emeces, privileges and restrictions thereof. @toQer 21,
2004, the Company further amended and restateerit$icate of incorporation, pursuant to which thehorize:
capital stock of the Company was increased from8&)833 shares of $0.001 common stock immediately
following the split (see below) to 200,000,000 awibed shares of $0.001 par value common stock.

Additionally, on June 29, 2004, the issued andtantting 151 shares of $1.00 par value common stock



were divided and converted (stock split) to 23,284,shares of $0.001 par value common stock.

Further, on June 29, 2004, $20.0 million outstaggiarsuant to the note payable to the Parent was
converted to 1,160,714 shares of $0.001 par valoemon stock of the Company. Such conversion redtheed
amounts payable pursuant to the Parent Loan Agnetemnel increased the stockholdegquity by $20.0 millior
No gain or loss was recognized as a result of dimeersion.

On October 21, 2004, the Board of Directors appiavé-for-1.325444 reverse stock split of the
Companys common stock. Accordingly, all common share asdggmmon share amounts in these consolic
financial statements have been restated to giveastive effect to the reverse stock split foryaars presented.
The par value of the common stock remained at $0p@0 share.

Cash dividend

On October 21, 2004, the Company’s Board of Dinectieclared, approved and authorized the payment of
a cash dividend in the aggregate amount of $2.5omi($0.1025 per share). Such dividend was paiflarch 2
2005 and was presented in the balance sheet asceihfiber 31, 2004, in the “Due to Parent” balance.

During the year ended December 31, 2005, the Coyp&oard of Directors declared, approved and
authorized the payment of cash dividends in theeggge amount of $3.8 million ($0.12 per sharekhSu
dividends were paid during the year ended Decer@bg2005.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

During the year ended December 31, 2006, the Copp&oard of Directors declared, approved and
authorized the payment of cash dividends in theeggge amount of $5.2 million ($0.15 per sharekhSu
dividends were paid during the year ended Decer®bg2006.

Initial public offering

In November 2004, the Company completed an intiddlic offering (“IPO”) of 7,187,500 shares of
common stock. Net proceeds to the Company aftanated) underwriting fees and offering related exges
were approximately $97.0 million.

Shelf Registration statement, Follow-On Public Offang and Sale of Shares in a Block Trade

On January 17, 2006, the Company filed a univesiself registration statement on Form S-3, which was
declared effective by the SEC on January 31, 2006.shelf registration statement provides the Cawpdéth
the opportunity to issue various types of secugjtiecluding debt securities, common stock, wagamd units
of the Company, from time to time, in one or moffeings up to a total dollar amount of $1 billidursuant to
the shelf registration statement, the Company neaipgically offer one or more of the registeredwséies in
amounts, at prices, and on terms to be announced,velind if, the securities are offered. At the tamg offerinc
is made under the shelf registration statementtieging specifics will be set out in a prospecsupplement.

On April 10, 2006, the Company completed a follomvpmblic offering of 3,500,000 shares of common
stock at a price of $35.50 per share, under thié hggstration statement mentioned above. In agidjton April
17, 2006, 525,000 additional shares of common siare sold at the abovementioned price pursuattieto
exercise of the underwriters’ over-allotment optibiet proceeds to the Company after deducting uvriterg
fees and commissions and estimated offering expeassociated with the offering were approximatdlgss1
million.

On December 19, 2006, the Company completed a§&l600,000 shares of common stock to Lehman
Brothers in a block trade at a price of $37.50g9b&rre, under the shelf registration statement mesdi above.
Net proceeds to the Company after deducting undtmg/fees and commissions and estimated offe
expenses associated with the offering were apprateiiyn $92.4 million.

Rounding



Dollar amounts, except per share data, in the riotd#sese financial statements are rounded toltsest
$1,000, unless otherwise indicated.

Reclassification

Certain comparative figures have been reclassifienbnform to the current year presentation.

Basis of presentation

The consolidated financial statements include tu@ants of the Company and its wholly owned
subsidiaries. The Company has an 85% interest Yu@ran Geothermal Co. Ltd. (“OrYunnan”) that is
accounted for under the consolidation method obanting and an 80% interest in Ormat Leyte Co. Ltd.
(*OLCL") that was accounted for under the consolidation ateti accounting until March 31, 2004 and ur
the equity method of accounting thereafter. The @amy’s investment in Orzunil | de Electricidad, liiada
(“Orzunil”) was consolidated beginning March 13006 when the Company increased its ownershipeasteo
71.8%. On August 16, 2006, the Company increaseawnership interest to 100% (see Note 5). Priddaoch
13, 2006, this investment was accounted for usiegefjuity method of accounting. Intercompany actoand
transactions have been eliminated in the consagidat
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In November 1999, the Company, through a wholly esveubsidiary, entered into an agreement with
Yunnan Province Geothermal Development Co. (“YPGR form OrYunnan, a limited liability joint vente,
whereby the Company is to contribute, for an 85%enship interest, $2,550,000 and YPGD is to coutepfor
the remaining 15% ownership interest, $450,000stant to such agreement, 15% of the capital caritoib
was made in April 2000, and the remaining port®toibe paid within 60 days after the date on whiglower
purchase agreement is executed. OrYunnan is clyriarthe process of negotiating a power purchase
agreement. OrYunnan was formed for the purposdilafing, for electric power generation, all of the
geothermal resources of Teng Chong County of thengn Province in the People’s Republic of China.

OLCL is a limited partnership established for thepmse of developing, financing, constructing, aveni
operating, and maintaining geothermal power planteyte Province, the Philippines.

The Company accounts for its interests in partripsséind companies in which it has equal to ortleas a
50% ownership interest under the equity method.ddtite equity method, original investments are nded at
cost and adjusted by the Company'’s share of uitnliséd earnings or losses of such companies. Thep@oys
earnings in investments accounted for under thé&emethod have been reflected as “Equity in ineoof
investees” on the Company’s consolidated statesnehtperations and comprehensive income.

Adoption of FIN No. 46R

In January 2003, the Financial Accounting Stand&akerd (“FASB”) issued Interpretation No. 46,
Consolidation of Variable Interest Entities, andrretation of ARB 5{‘FIN No. 46”), and amended it by
issuing FIN No. 46R in December 2003. Among othéargs, FIN No. 46R generally deferred the effectiate
of FIN No. 46 to the quarter ended March 31, 200% objectives of FIN No. 46R are to provide guitkaon
the identification of Variable Interest EntitieSMIEs”) for which control is achieved through meanther than
ownership of a majority of the voting interest bé&tentity, and how to determine which companyrif)aas the
primary beneficiary, should consolidate the VIEvdiable interest in a VIE, by definition, is arsas liability,
equity, contractual arrangement or other econontarést that absorbs the entity’s economic vaitgbil

Effective as of March 31, 2004, the Company adopi®tiNo. 46R. In connection with the adoption oNF
No. 46R, the Company concluded that OLCL, in whitol Company has an 80% ownership interest, sha
deconsolidated. OLCL'’s operating results continteelbe accounted for using the consolidation metifod
accounting for the three month period ended MaifgH2B804. Effective April 1, 2004, the Company’s @sship
interest in OLCL is accounted for using the equitgthod of accounting. The Company’s maximum exposur
loss as a result of its involvement with OLCL isimated to be $5.3 million, which is the Companyé&t
investment at December 31, 2006.



The Company also has variable interests in cedthiar consolidated wholly owned VIEs that will cionte
to be consolidated because the Company is the pribemeficiary. Further, the Company has conclutiatithe
Company’s remaining significant equity investmeaisnot require consolidation as they are not VIEs.

Purchase of the power generation business from thHearent

As of July 1, 2004, a wholly owned subsidiary af thompany, Ormat Systems Ltd. (“OSL"), an Israeli
company, acquired from the Parent for $11.0 miltioe power generation business which includes the
manufacturing and sale of energy-related produetsming mainly to the geothermal and recoverestgn
industry.

The Company considers this business to be syniergigh its ownership and operation of geothermal
power plants as well as to the construction ofpttegects (on a turnkey basis). In addition
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to acquiring the tangible net assets of the poweaegation business, OSL assumed the title ancesttées: (i)
certain related contracts; and (ii) liabilities aights under agreements with employees and cargsltand
obtained a perpetual license of all intellectualgarty pertaining to the power generation busirfiess the
Parent.

In connection with the acquisition, OSL and thedhahave entered into an agreement whereby OSL will
provide to the Parent, for a monthly fee of $10,0@fjusted annually partially for changes in thrads
Consumer Price Index), certain corporate admirtigga&ervices, including the services of executffecers. In
addition, OSL has agreed to provide the Parent sétliices of certain skilled engineers at OSL'¢ pass 10%.
Such agreements may be terminated by either pfieiythe initial term which ends in 2009.

Also in connection with the acquisition, OSL entkenato a rental agreement with the Parent for e af
office and manufacturing facilities in Yavne, Idider a monthly rent of $52,000, adjusted annuédiychanges
in the Israeli Consumer Price Index, plus tax ati@iocosts to maintain the properties. The terthefrental
agreement is 59 months and it expires in June 20bh term has been extended by a consent ofthell
Land Administration for a period the shorter of:4b years (including the initial term) or (ii) themaining
period of the underlying lease agreement with thadl Land Administration (which terminates betw26a8
and 2047).

The Company has recorded the purchase of the pgsvearation business at historical net book valnéd, a
has accounted for the purchase as a transfer efsasstween entities under common control in a masimilar
to the pooling of interests; accordingly, all prgmriod consolidated financial statements of then@any have
been restated to include the results of operatiomcial position, and cash flows of the powengmtion
business.

The financial statements for all years presentellidte the historical financial information of the@pany
prior to the acquisition of the power generatiosibass, combined with the historical financial imfiation of
the acquired power generation business which wagdaut of the Parent for all years presented.difference
between the assets and liabilities of the poweegdion business consists of accumulated retaiagdngs
(deficit) as well as amounts due to/from Parentltegy from cash transfers. Such amounts have bggregate
and presented in the statements of stockholdetstyegs “divisional deficit” because it is not psible to
distinguish the beginning balance as the records wet available to accurately break out the twmgonents.
On July 1, 2004, the effective date of the trarieacthe divisional deficit was reclassified toaieed earnings
and unearned stock-based compensation. Retaineitdi@ain the statements of stockholders’ equityalbyears
prior to the year ended December 31, 2004 représenmttained earnings of the Company prior to the
acquisition of the power generation business.

The preparation of these financial statements dediuthe use of “carve out” accounting procedures
wherein certain assets, liabilities, revenues aspeteses historically recorded or incurred at theeRdevel,
which were related to OSL, have been identified allatated as appropriate to present the finapaaition,
operating results, and cash flows of OSL for thargeresented.



The statements of operations for OSL for the pefiioch January 1, 2004 to June 30, 2004 were casuéd
using specific identification for revenues and aafstevenues, research and development expeniegsaid
marketing expenses, general and administrativerssgseand interest income and expense. The income ta
provision was recalculated based on the separatmmethod pursuant to Statement of Financial Aoting
Standards (“SFAS”) No. 109%ccounting for Income Taxes

Of the $11.0 million purchase price, the Company 4.8 million in cash and assumed $6.2 million in
debt and other liabilities. The excess of the adersition paid over the historical net book valu¢hef purchased
business has been recorded as a distribution ahent, which reduced stockholders’ equity by apipnately
$4.8 million at July 1, 2004. Because the defemedme taxes
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at June 30, 2004 had a full valuation allowanceretwas no tax effect for the difference betweenbiok and
tax basis of the purchased assets and liabilities.

Cash and cash equivalents

The Company considers all highly liquid instrumemtigh an original maturity of three months or lets
be cash equivalents.

Marketable securities

Marketable securities consist of debt securitiesiilg auction rate securities and commercial pgpé&ise
Company accounts for such securities in accordatitbeSFAS No. 115Accounting for Certain Investments in
Debt and Equity SecuritieThe Company determines the appropriate classificaif all marketable securities
held-to-maturity, available-for-sale or tradingla¢ time of the purchase and re-evaluates suchifitaion at
each balance sheet date. At December 31, 20060 of the Company’s investments in marketable
securities were classified as available-for-sateisties and as a result, were reported at tha@ivédue based
upon the quoted market prices of such securitigeat end. Net unrealized gains or losses are texpas a
component of accumulated other comprehensive indtoas) in stockholders’ equity. Net realized gains
losses are reported in interest income.

The marketable securities are included in the lea@lameets at December 31, 2006 and 2005, as follows

December 31,

2006 2005
(dollars in thousands)
Marketable securities $ 96,48t $ 43,56(
Amount presented among short-term restricted cash,
cash equivalents and marketable securities 16,92: 14,64"
Total $ 113,400 $ 58,20¢

The cost of the marketable securities at DecembeP@06 and 2005 was $113,232,000 and $58,224,000,
respectively.

Restricted cash, cash equivalents and marketableseities

Under the terms of certain long-term debt agreesa¢né Company is required to maintain certain debt
service reserve, cash collateral and operating dmcdunts that have been classified as restriesld, cash
equivalents and marketable securities. Funds thidbevused to satisfy obligations due during tlextrtwelve
months are classified as current restricted casth equivalents and marketable securities, witlghminder



classified as non-current restricted cash, caslvalgmts and marketable securities. Such amousts ar
invested primarily in money market accounts, aurctite securities and commercial papers with ammim
investment grade of “AA”. Auction rate securitiase classified as available-for-sale.

Certain of the restricted cash accounts can baceglby a letter of credit, and as further desdribéNote
18, as of December 31, 2006, three letters of teegjregating $21.9 million were issued by the Canypto
release restriction on funds that were used aateoll for OFC’s 8%% Senior Secured Notes (“OF@i&e
Secured Notes”) and OrCal’'s 6.21% Senior Securetedl(“OrCal Senior Secured Notes™).

Concentration of credit risk

Financial instruments which potentially subject @@mpany to concentration of credit risk consist
principally of temporary cash investments, markietalecurities and accounts receivable.

108

ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Company places its temporary cash investmatsrarketable securities with high credit quality
financial institutions located in the U.S. and aneign countries. At December 31, 2006 and 20@5Chbmpany
had deposits totaling $13,068,000 and $9,889,@3Mertively, in six and four, respectively, U.8aficial
institutions that were federally insured up to $000 per account. At December 31, 2006 and 20@5, th
Company'’s deposits in foreign countries of appratety $15,321,000 and $11,935,000, respectivelyewet
insured.

At December 31, 2006 and 2005, accounts receivaldéed to operations in foreign countries amouited
approximately $16,957,000 and $11,017,000, respagtiAt December 31, 2006 and 2005, accounts vabks
from the Company’s major customers that have gee@rE0% or more of its revenues (see Note 15) atedun
to approximately 49% and 59%, respectively, of@lmenpany’s accounts receivable.

Southern California Edison Company (“SCE”) accteohfor 30.0%, 36.1% and 41.4% of the Company’s
total revenues for the years ended December 38, 2005 and 2004, respectively. SCE is also thespow
purchaser and revenue source for the Mammoth grejbich is accounted for separately under thetgqui
method.

Sierra Pacific Power Company accounted for 12.894,% and 12.9% of the Company'’s total revenues for
the years ended December 31, 2006, 2005 and 28kctively.

Hawaii Electric Light Company accounted for 15.18%,2% and 7.1% of the Company’s total revenues for
the years ended December 31, 2006, 2005 and 28kctively.

The Company performs ongoing credit evaluationssafustomers’ financial condition. The Company has
historically been able to collect on substantiallyof its receivable balances, and accordinglypravision for
doubtful accounts has been made.

Inventories

Inventories consist primarily of raw material paated sub assemblies for power units, and are statnd
lower of cost or market value, using the movingrage cost method and are stated net of provisioslda-
moving and obsolescence, which was not signifieamecember 31, 2006 and 2005.

Deposits and other

Deposits and other consist primarily of performabogads for construction projects, a long-term insge
contract and derivative instruments.
Property, plant and equipment

Property, plant and equipment are stated at cdistoAts associated with the acquisition, developinaad
construction incurred as part of the constructibpawer plants operated by the Company are capétdliMajor



improvements are capitalized and repairs and naamiee (including major maintenance) costs are
expensed. Power plants operated by the Compardegreciated using the straight-line method ovetédhm of
the relevant power purchase agreement, which riiogel?2 to 25 years (see Note 13). The geothermakp
plant in Nicaragua is to be fully depreciated aer period that the plants are owned by the CompEimg other
assets are depreciated using the straight-lineadettier the following estimated useful lives of Hesets:
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Leasehold improvements 15-20 year
Machinery and equipment — manufacturing 10 year
Machinery and equipment — computers 3-5 year
Office equipment — furniture and fixtures 5-15 year
Office equipment — other 5-10 year
Automobiles 5-7 year:

The cost and accumulated depreciation of items@oidtired are removed from the accounts. Anylties)
gain or loss is recognized currently and is recdlideoperating income.

The Company capitalizes interest costs as pammdtcucting power plant facilities. Such capitatize
interest is recorded as part of the asset to wihigtates and is amortized over the asset’s egtighaseful life.
Capitalized interest costs amounted to $8,080,$8504,000 and $628,000 for the years ended Deaedibe
2006, 2005 and 2004, respectively.

Asset retirement obligation

As required by SFAS No. 148¢ccounting for Obligations Associated with the Rtient of Long-Lived
Assets, which was amended by FASB Interpretation (“FINNo. 47,Accounting for Conditional Retirement
Obligations, an Interpretation of FASB Statement N8, the Company records the fair value of a legalilliy
for an asset retirement obligation in the periodich it is incurred. The Company’s legal liabég include
plugging wells and post-closure costs of geothepoaler producing sites. When a new liability fosets
retirement obligations is recorded, the Companytalires the costs of the liability by increasimg tcarrying
amount of the related long-lived asset. The liapi8 accreted to its present value each period tla@
capitalized cost is depreciated over the usefeldifthe related asset. At retirement, the oblagai$ settled for
its recorded amount at a gain or loss.

Deferred financing and lease transaction costs

Deferred financing costs are amortized over the tafrthe related obligation using the effectiveeneist
method. Amortization of deferred financing costpriesented as interest expense in the statemepeoétions.
Accumulated amortization related to deferred finageosts amounted to $4,342,000 and $2,422,000 at
December 31, 2006 and 2005, respectively. Amoitimagxpense for the years ended December 31, 2006,
and 2004 amounted to $1,920,000, $6,087,000 an®5$200, respectively. Amortization expense foryaar
ended December 31, 2005 includes $4,180,000 rgladithe write-off of the remaining deferred finamgcosts
when the Beal Bank loan was repaid (see Note 9).

Deferred transaction costs relating to the Punaatipg leases (see Note 10) in the amount of $40883
are amortized, using the straight-line method dwer23-year term of the lease. Amortization of def@
transaction costs is presented in cost of reveimuibe statement of operations. Accumulated amatitin
related to deferred lease costs amounted to $30500 $117,000 at December 31, 2006 and 2005, atbaglg.
Amortization expense for the years ended Decembe2@®6 and 2005 amounted to $184,000 and $117,000,
respectively.
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Intangible assets

Intangible assets consist of allocated acquisitimsts of power purchase agreements, which are eexdrt
over the 13 to 25-year terms of the agreementgubm straight-line method.

Impairment of long-lived assets and long-lived asteto be disposed of

Long-lived assets which consist of property, pamd equipment, power purchase agreements
andunconsolidated investments are reviewed for immgat whenever events or changes in circumstances
indicate that the carrying amount of an asset nudya recoverable. Recoverability of assets todeé and used
is measured by a comparison of the carrying amolan asset to future net undiscounted cash flogps@ed t
be generated by the asset. If such assets aredeosdito be impaired, the impairment to be recaghig
measured by the amount by which the carrying amotitite assets exceeds the fair value of the agsetsts
be disposed of are reported at the lower of theyicey amount or fair value less costs to sell. Mypamaent
believes that no impairment exists for loinged assets; however, future estimates as todbeverability of sucl
assets may change based on revised circumstances.

Derivative instruments

Derivative instruments (including certain derivatimstruments embedded in other contracts) areurss
at their fair value and recorded as either asgdialilities unless exempted from derivative treaht as a
normal purchase and sale. All changes in the tdiresof derivatives are recognized currently imaeags unless
specific hedge criteria are met, which requiresrmmany to formally document, designate and asbess t
effectiveness of transactions that receive hedgeuating.

The Company maintains a risk management strategyrtborporates the use of interest rate swaps and
interest rate caps to minimize significant fluctoatin cash flows and/or earnings that are caugedtbrest rate
volatility. Gains or losses on contracts that ailyi qualify for cash flow hedge accounting, netelfted taxes,
are included as a component of other comprehemnsieene or loss and are subsequently reclassifid in
earnings when interest on the related debt is fizéihs or losses on contracts that are not desidriatqualify
as a cash flow hedge are included as a componémieoést expense.

Foreign currency translation

The functional currency of all foreign entitieslie reporting currency (U.S. dollar). For thesetmst,
monetary assets and liabilities are translatedeattirrent exchange rate, while nmenetary items are transla
at historical rates. Income and expense itemsanslated at the average exchange rate for the geaept for
depreciation, which is translated at historica¢safl ranslation adjustments and transaction gaittsses are
included in results of operations.

Comprehensive income reporting

Comprehensive income includes net income plus abeprehensive income, which for the Company
consists of unrealized gain or loss on marketadteisties available-for-sale and the mark-to-magegns or
losses on derivative instruments designated ashaftaw hedge.

Revenues and cost of revenues

Revenues are primarily related to: (i) sale of ileity from geothermal and recovered energy poplants
owned and operated by the Company; and (ii) geothkand recovered energy power plant equipment
engineering, sale, construction and installatioth @perating services.
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Revenues related to the sale of electricity fromtigermal and recovered energy power plants anccitgpa
payments are recorded based upon output deliveibdapacity provided at rates specified under sgiev
contract terms. For power purchase agreementsASPPagreed to, modified or acquired in business
combinations on or after July 1, 2003 (effectivéedat Emerging Issues Task Force Issue (“EITF').N)1-08,
Determining whether an Arrangement Contains a L), revenues related to the lease element of thesRiPA
included as “lease portion of energy and capacigvenues, with the remaining revenues relateti¢o
production and delivery of energy presented asetfgy and capacity”. Lease income and expense are
recognized ratably over the lease periods.

Revenues from engineering, operating servicespans and product sales are recorded upon provttiag
service or delivery of the products and parts. Raes from the supply and/or construction of geattaiand
recovered energy power plant equipment and oth@petgnt on behalf of others are recognized on the
percentage completion method. Revenue is basdueguetrcentage relationship that incurred costs toetatal
estimated costs. Costs include direct materiagriadnd indirect costs. Selling, marketing, genexatl
administrative costs are charged to expense asr@ttUProvisions for estimated losses on uncomgledatract:
are made in the period in which such losses aerméted. Changes in job performance, job conditians
estimated profitability, including those arisingrin contract penalty provisions and final contrattisments,
may result in revisions to costs and revenues emdegognized in the period in which the revisians
determined.

Warranty on products sold

The Company generally provides a one-year warrag@nst defects in workmanship and materials relate
to the sale of products for electricity generatigatimated future warranty obligations are includ@edperating
expenses in the period in which the related revémuecognized. Such charges are immaterial foy#ages
ended December 31, 2006, 2005 and 2004.

Research and development

Research and development costs incurred by the Gayripr the development of existing and new
geothermal, recovered energy and remote power ¢dadiies are expensed as incurred. Grants receivetthe
U.S. Department of Energy are offset against tteteé research and development expenses. Sucls grant
amounted to $252,000, $1,275,000 and $86,000 dtlimgears ended December 31, 2006, 2005, and 2004,
respectively.

Advertising expense

Advertising costs are expensed as incurred antetb$96,000, $180,000 and $74,000 for the yearsend
December 31, 2006, 2005, and 2004, respectively.
Patent expense

Patents are internally developed, and thereforts @e expensed as incurred and totaled $122,000,
$252,000 and $290,000 for the years ended Dece®ihb@006, 2005, and 2004, respectively.
Income taxes

Income taxes are accounted for using the assdtahility approach, which requires the recognitin
taxes payable or refundable for the current yedrdmierred tax assets and liabilities for the feitiax
consequences of events that have been recognitied @ompany’s financial statements or tax retufhe
measurement of current and deferred tax assethadniliies are based on provisions of the enatéadaw. The
effects of future changes in tax laws or ratesnate
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anticipated. The Company accounts for investmenttedits and production tax credits as a redudtancome
taxes in the year in which the credit arises. Tleasarement of deferred tax assets is reduced;éssary, by
the amount of any tax benefits that, based on abiailevidence, are more likely than not expectdukteealized.

Earnings per share

Basic earnings per share is computed by dividingmm®me available to common stockholders by the
weighted average number of shares of common statstamding for the year. The Company does not haye
equity instruments that are dilutive, except fopdogee stock options which were granted in the yeaded
December 31, 2006, 2005 and 2004 and whose dilaffeet on the earnings per share for the yeareend
December 31, 2005 and 2004 is immaterial. The sbptions granted to employees of the Company in the
Parent’s stock are not dilutive to the Companyig@s per share.

Fair value of financial instruments

The carrying amount of cash and cash equivalemsoapnates fair value because of the short matarfity
those instruments. Marketable securities are ptedeat fair value. The fair value of long-term debéstimated
based on the current borrowing rates for similsués, which approximates carrying amount for largatdebt,
except for the following debt:

Fair Value Carrying Amount
December 31, December 31,
2006 2005 2006 2005
(dollars in millions) (dollars in millions)
Senior loans:
International Finance Corporation Loan A $ 75 $§ — ¢ 7C $ —
International Finance Corporation Loan B 4.0 — 3.9 —
Commonwealth Development Corporation Loan 8.7 — 8.5 —
Senior Secured Notes:
Ormat Funding Corp. (“OFC") 182.: 185.2 178.% 183.¢
OrCal Geothermal Inc. (“OrCal”) 151.t 165.( 160.% 165.C
Parent’s Loan 90.¢ 125.2 89.F 121.1
Parent’s Note 47.¢ 45.2 50.7 50.7

Accounting estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees
management to make estimates and assumptiondfiztttae reported amounts of assets and lialsliied the
disclosure of contingent assets and liabilitiethatdates of such financial statements and theteghamounts ¢
revenues and expenses during the reporting peradsal results could differ from those estimates.

New accounting pronouncements
New accounting pronouncements effective in the yeaded December 31, 20!

SFAS No. 123R — Share-Based Payments

Effective January 1, 2006, the Company adopted SNASL23(R) Share-Based Paymenté'SFAS No.
123R™), which establishes the accounting for ergplo stock-based awards. Prior to
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January 1, 2006, the Company accounted for stoskebaompensation in accordance with the provisidns
Accounting Principles Board Opinion No. 25 (“APBoN25"), Accounting for Stock Issued to Employeasd
related interpretations. Under APB No. 25, compgosaost was recognized based on the differefiegyi, on
the date of grant between the fair value of the Gamy’s stock and the amount an employee must pagdoire
the stock (see Note 12).

SFAS No. 151 — Inventory Costs

In November 2004, the FASB issued SFAS No. 18dentory Costs — An Amendment of ARB 43, Chapter
4. SFAS No. 151 amends the guidance in ARB No. 4&p&er 4)nventory Pricing, to clarify the accounting
for abnormal amounts of idle facility expense,dtgj handling costs, and wasted material. SFAS1S#@.
requires that those items be recognized as cypeitd charges. In addition, SFAS No. 151 requines
allocation of fixed production overheads to thetsas conversion be based on the normal capacitiyeof
production facilities. The provisions of SFAS N&.llare applied prospectively to inventory costsiined
beginning January 1, 2006. The adoption by the Gomppf SFAS No. 151, effective January 1, 2006,ndit
have any impact on its results of operations arfaial position.

SFAS No. 154 — Accounting Changes and Error Camast

In June 2005, the FASB issued SFAS No. ¥&atounting Changes and Error Correctioi®-AS No. 154
replaces APB Opinion No. 28ccounting Changesnd SFAS No. 3Reporting Accounting Changes in Interim
Financial Statemeni. SFAS No. 154 requires that a voluntary changecgounting principle be applied
retrospectively with all prior period financial s#anents presented based on the new accountingpen8FAS
No. 154 also requires that a change in method pfeidéating or amortizing a lor-lived non-financial asset be
accounted for prospectively as a change in estinaatt correction of errors in previously issuedficial
statements should be termed a restatement. SFA$94as effective for accounting changes and ctiorof
errors made in fiscal years beginning after Deceribe2005 (January 1, 2006 for the Company). Tuopton
by the Company of SFAS No. 154, effective Januai30D6, did not have any impact on its resultsprations
or financial position.

EITF Issue No. (-5 —Determining Whether a General Partner, or the Gah&artners as a Group, Controls
Limited Partnership or Similar Entity When the Lieai Partners Have Certain Rigt

In June 2005, the FASB issued EITF Issue No. 0@ebermining Whether a General Partner, or the
General Partners as a Group, Controls a Limited tAarship or Similar Entity When the Limited Partaétave
Certain Rights EITF Issue No. 04-5 provides guidance in detemmginvhether a general partner controls a
limited partnership and therefore should consoéidhe limited partnership. EITF Issue No. 04-5estahat the
general partner in a limited partnership is presiiteecontrol that limited partnership and that phesumption
may be overcome if the limited partners have eittipthe substantive ability to dissolve or liqatd the limited
partnership or otherwise remove the general partithout cause, or (ii) substantive participatimghts. The
effective date for applying the guidance in EITF.84-5 was: (i) June 29, 2005 for all new limiteattperships
and existing limited partnerships for which thetparship agreement was modified after that date: (&nno
later than the beginning of the first reportingipdrin fiscal years beginning after December 1®)2@anuary :
2006 for the Company), for all other limited parstéps. The adoption by the Company of EITF Issoe -5,
effective January 1, 2006, did not have any impadhe Company’s consolidated financial statements.

SAB No. 108 — Considering the Effects of Prior Wé@statements when Quantifying Misstatements imedti
Year Financial Statements

In September 2006, the SEC issued Staff AccouBinetin No. 108,Considering the Effects of Prior
Year Misstatements when Quantifying Misstatemen®uirent Year Financial Statements $AB
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No. 10€’). SAB No. 108 provides interpretive guidance loow the effects of the carryover or reversal obpri
year misstatements should be considered in quargify current yei's misstatement. The SEC staff believes
that registrants should quantify errors using l@obalance sheet and an income statement approd@valuate
whether either approach results in a misstatenhant when all relevant quantitative and qualitafaxetors are
considered, is material and therefore must be @iexhtSAB No. 108 is effective for fiscal yearsdamg on or
after November 15, 2006 (December 31, 2006 foCtbmpany). The adoption by the Company of SAB N@,
effective December 31, 2006, did not have any irhpadts results of operations and financial positi

New accounting pronouncements effective in futureays

SFAS No. 155 — Accounting for Certain Hybrid Finahmstruments

In February 2006, the FASB issued SFAS No. ¥ ounting for Certain Hybrid Financial Instruments
SFAS No. 155 replaces certain provisions of SFAST83,Accounting for Derivative Instruments and Hedging
Activitiesand SFAS No. 140ccounting for Transfers and Servicing of Finandakets and Extinguishments
Liabilities . SFAS No. 155 permits fair value measurement figrtaybrid financial instrument that contains an
embedded derivative that otherwise would requiferbation. It clarifies which interest-only stripsd principal-
only strips are not subject to the requirementSFEAS No. 133. SFAS No. 155 also establishes amemeint to
evaluate interests in securitized financial asseidentify interests that are freestanding deiest or that are
hybrid financial instruments that contain an emteeiderivative requiring bifurcation. It also clég that
concentrations of credit risk in the form of sulinedion are not embedded derivatives and amendSNaA
140 to eliminate the prohibition on a qualifyingesfal-purpose entity from holding a derivative fical
instrument that pertains to a beneficial interg¢lsepthan another derivative financial instrum&gAS No. 155
is effective for all financial instruments acquiredissued after January 1, 2007. The Company doesxpect
that the adoption of SFAS No. 155 will have a matémpact on its results of operations or finahgpiasition in
future periods.

FIN No. 48— Accounting for Uncertainty in Income Taxes, aetpretation of FASB Statement No. 109

In June 2006, the FASB issued FIN No. ABcounting for Uncertainty in Income Taxes, an fiptetation
of FASB Statement No. 10BIN No. 48 clarifies the accounting for uncertgiim income taxes recognized in
enterprise’s financial statements in accordanchk $#AS No. 109Accounting for Income Taxe&IN No. 48
prescribes a recognition threshold and measureattitiute for the financial statement recognitionl a
measurement of a tax position taken or expectée tiaken in a tax return and also provides guidance
derecognition, classification, interest and peaaltaccounting in interim periods, disclosure, @adsition. FIN
No. 48 is effective January 1, 2007. The Compartgisently assessing the impact of FIN No. 48 aasl ot ye
determined the impact that its adoption will hawete results of operations and financial position.

EITF Issue No. C-3 — How Taxes Collected from Customers and Rafiitt&overnmental Authorities Should
Be Presented in the Income Statement (That is,SGr@sus Net Presentatic

In June 2006, the FASB issued EITF Issue No. Q8e8y Taxes Collected from Customers and Remitted to
Governmental Authorities Should Be Presented inrtbeme Statement (That is, Gross versus Net
Presentatior). The requirements of EITF Issue No. 06-3 applgng tax assessed by a governmental authority
that is imposed concurrently on a specific reveprggiucing transaction between a seller and a cuestom
Examples of taxes subject to Issue No. 06-3 inchales, use, value added, and some excise taxes|&ue
No. 0€-3 excludes taxes that are assessed on grossteegethat are imposed during the process of oioigin
inventory. Companies will be required to disclose
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their accounting policy regarding the presentatibtaxes subject to EITF Issue No. 06-3, and thewats of
such taxes that are included in income on a grass bif those amounts are significant. EITF 1990e06-3 is
effective January 1, 2007. The Company does naax¥pl TF Issue No. 06-3 to have an impact on itarfcial



statements in future periods.

SFAS No. 157 — Fair Value Measurements

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157 clarifies tt
principle that fair value should be based on ttsuaptions market participants would use when pgiein asset
or liability and establishes a fair value hierarthat prioritizes the information used to develbpse
assumptions. SFAS No. 157 is effective for finahsiatements issued for fiscal years beginning &fterember
15, 2007 (January 1, 2008 for the Company) andimtperiods within those fiscal years, with eartioption
permitted. The Company is currently assessingrtipact of SFAS No. 157, and has not yet determihed t
impact that its adoption will have on its result®perations or financial position.

NOTE 2 — BUSINESS ACQUISITIONS

The Steamboat 2/3 Project and Meyberg Property

On February 11, 2004, the Company acquired 100&teobutstanding shares of capital stock of Steamboa
Development Corp. (“SDC”) and certain real progyef‘Meyberg Property”) from an unrelated partyDC
owned certain leasehold interests as a lessee itwth Steamboat 2/3 geothermal power plants artdiner
related geothermal leases. On February 13, 2084Ctmpany acquired all of the beneficial rightse tiand
interest in the Steamboat 2/3 geothermal powettpliaom the lessor. The Company acquired SDC aad th
Meyberg Property to increase its geothermal powatmperations in the U.S. The Company acquiredebse
and lessor positions of the Steamboat 2/3 geotHgroveer plants for a combined purchase price of
approximately $82.0 million, plus transaction cosapproximately $0.8 million. The results of SDC’s
operations have been included in the consolidatech€ial statements since February 11, 2004.

The Steamboat Hills Project

On May 20, 2004, the Company completed the acquisitf 100% of the equity interests of Yankee
Caithness Joint Venture, L.P. (*Yankee”), whictasvsubsequently renamed as Steamboat Hills, froeiaiad
parties for a purchase price of approximately $26ilBon, including acquisition costs of approxirelt $0.1
million. Yankee owns and operates a geothermatraageneration plant, located in Steamboat Sprifgvada
The Company purchased Yankee in order to increaggothermal power plant operations. The resilts o
Steamboat Hills’ operations have been includethéndonsolidated financial statements since May2Q04.

The Puna Project

On June 3, 2004, the Company completed the adguigif 100% of the equity interests of Puna
Geothermal Venture (“PGV”) from an unrelated paftr a purchase price of $72.9 million, including
acquisition costs of approximately $0.2 million. P@perates a geothermal power plant (“Puna Pr8)ect
located on the Big Island of Hawaii. The Companychased PGV in order to increase its geothermakpow
plant operations in the U.S. The results of PG\@srations have been included in the consolidatexhfiial
statements since June 3, 2004.

The Steamboat 2/3 Project, the Meyberg PropergySteamboat Hills Project and the Puna Project
acquisitions have been accounted for under thenpseemethod of accounting and the
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acquired depreciable assets and intangibles ang bleipreciated over their estimated useful livekdofo 23
years. The purchase price (including of the lesseklessor position in the Steamboat 2/3 Projexg)deer
allocated to the fair value of assets and liak#itbased on independent valuations and managerastitismates
as follows:



Steamboat 2/3

Project and
Meyberg Steamboat
Property Hills Project Puna Project Total
(dollars in thousands)
Accounts receivable assumed $ 1,944 $ = $ 187C $ 381
Property, plant and equipment 78,71¢ 20,80¢ 56,88: 156,40¢
Intangibles (power purchase agreement) 4,49¢ — 14,99: 19,49:
Accounts payable and other liabilities assumed (1,455 — (179 (1,639
Asset retirement obligation (941) (54¢) (641) (2,130)
Total cash paid $ 82,76¢ $ 20,26 $ 72,927 $ 175,95(

The following unaudited pro forma financial infortizan for the year ended December 31, 2004 assume
Steamboat 2/3 Project and Meyberg Property, thensiteat Hills Project and the Puna Project acqarssti
occurred as of the beginning of the year, afteingieffect to certain adjustments, including theoaimation of
intangible assets, interest expense on acquigiiédmm, depreciation based on the adjustments ttathmarket
value of the property, plant and equipment acquiaed related income tax effects. The pro formaltefiave
been prepared for comparative purposes only andaineecessarily indicative of the results of ofieres that
may occur in the future or that would have occuirad the acquisition of the Steamboat 2/3 Projedt a
Meyberg Property, the Steamboat Hills Project dredRuna Project been affected on the date indicated

Year Ended
December 31,
2004
(dollars in
thousands, except
per share
amounts)

Revenues $ 231,78t
Net income 17,78¢
Basic and diluted earnings per share $ 0.7z

The Zunil Project

On March 13, 2006 and on August 16, 2006, the Compaquired an additional 50.8% and 28.2%,
respectively, ownership interest in Orzunil | dedticidad, Limitada (“Orzunil™), thereby increasy 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 $ 3,39i $ 1,521
Self-manufactured assembly parts and finished ptsdu 4,00¢ 3,70z
Total $ 7,40:% $ 5,22¢

NOTE 4 — COST AND ESTIMATED EARNINGS ON UNCOMPLETED CONTRACTS

December 31,
2006 2005

(dollars in thousands)
Costs and estimated earnings incurred on unconaplete

contracts $ 18,967 $ 39,14
Less billings to date 13,55¢ 42,91¢
Total $ 5411 $ (3,779

These amounts are included in the balance shedégs the following captions:

December 31,
2006 2005

(dollars in thousands)

Costs and estimated earnings in excess of billimgs

uncompleted contracts $ 11,21¢ $ 8,88
Billings in excess of costs and estimated earnamgs

uncompleted contracts (5,807%) (12,657
Total $ 5411 $ (3,779

The completion costs of the Company’s constructiomtracts are subject to estimation. Due to
uncertainties inherent in the estimation process,reasonably possible that estimated contractiregs will be
further revised in the near term.
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NOTE 5 — UNCONSOLIDATED INVESTMENTS

Unconsolidated investments in power plant projeotssist of the following:

December 31,
2006 2005

(dollars in thousands)
Orzunil:
Investment $ — $ 3,807



Advances — 3,71z

— 7,51¢

Mammoth 31,918 34,24(
OLCL 5,29¢ 5,47¢
Total $ 37,207 $ 47,23t

From time to time, the unconsolidated power plami&e distributions to their owners. Such distribog
are deducted from the investments in such powertgla

The Zunil Project

Prior to March 13, 2006, the Company had a 21.0%ew8hip interest in Orzunil | de Electricidad,
Limitada (“Orzunil”), a limited responsibility capany incorporated in Guatemala and establisheth&r
purpose of generating power by means of a geothgroneer plant in the Province of Quetzaltenango in
Guatemala. The Company operates and maintainsetite@rmal power plant and the power purchaser mspl
geothermal fluid to the power plant.

On March 13, 2006, the Company acquired a 50.8%eestip interest in Orzunil and increased its then
existing 21.0% ownership interest to 71.8%. Thepase price of this acquisition was $15.4 milliorcjuding
acquisition costs of approximately $0.6 million.

The Companys 21.0% ownership interest in Orzunil prior to #tmvementioned acquisition was accou
for under the equity method of accounting as then@any had the ability to exercise significant iefice, but
not control, over Orzunil. As a result of the aaifion of the additional 50.8% interest in Orzuitile financial
statements of Orzunil were consolidated with thenBany’s financial statements effective March 13)&0

On August 16, 2006, the Company completed the aitipui from each of CDC Group plc (“CDC"”) and
International Finance Corporation (“IFC”), both which are the Zunil Project’s senior lenders4al%
ownership interest in Orzunil (for a total of 28.R%mereby increasing the Company’s then existibh@%
ownership interest to 100%. The total purchasespfdooth acquisitions was $7.4 million, includiagguisition
costs of approximately $0.9 million.

The abovementioned acquisitions have been accotmtedhder the purchase method of accounting ae
acquired assets are being depreciated over thairaged useful lives of 13.5 years. The purchagzeprof all th
abovementioned acquisitions ($22.8 million) haverballocated to the fair value of assets and li&slbased
on an independent valuation and management’s dstnaa follows:
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(dollars in

thousands)

Cash and cash equivalents $ 8
Restricted cash 3,40¢
Accounts receivable assumed 3,17¢
Property, plant and equipment 42,62
Intangibles (power purchase agreement) 5,25(
Accounts payable and other liabilities assumed (1,247
Long-term loans assumed (including current portion) (23,210)
30,01:
Less: the Company’s investment prior to acquisition (7,249

Total purchase price allocation $ 22,76¢



The revenues of Orzunil and the Company’s shatieamet income of Orzunil were $10,343,000 and
$3,018,000, respectively, for the period from Mat&h) 2006 to December 31, 2006.

The Company’s equity in income of Orzunil was righgicant for each of the years presented in these
financial statements.

The Mammoth Project

On December 18, 2003, the Company acquired a 568est in the Mammoth Project, which is comprised
of three geothermal power plants located nearitgeoEMammoth, California. The purchase price wess than
the underlying net equity of Mammoth by approxinha&9.3 million. As such, the basis difference viié
amortized over the remaining useful life of thegedy, plant and equipment and the power purchase
agreements, which range from 12 to 17 years. Bffie@ecember 18, 2003, the Company operates and
maintains the geothermal power plants under anatipgrand maintenance (“O&M”) agreement. The
Company’s 50% ownership interest in Mammoth is aoted for under the equity method of accountinthas
Company has the ability to exercise significaniuiefice, but not control, over Mammoth.

The condensed financial position and results ofatpens of Mammoth are summarized below:

December 31,
2006 2005

(dollars in thousands)

Condensed balance sheets:

Current assets $ 3428 $ 7,43(

Non-current assets 79,94: 82,55(

Current liabilities 667 1,114

Non-current liabilities 3,13( 3,70¢

Partners’ Capital 79,57( 85,15¢
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Year Ended December 31,
2006 2005 2004

(dollars in thousands)

Condensed statements of operations:

Revenues $ 15,33¢ $ 15,78: $ 15,81¢
Gross margin 1,65 4,021 3,83(
Net income 1,41z 3,82¢ 3,251

Company’s equity in income of Mammaoth:

50% of Mammoth net income $ 706 $ 1912 $ 1,761
Plus amortization of basis difference 59¢ 59¢ 59¢
1,29¢ 2,50¢ 2,35¢4

Less income taxes (499) (952) (894)




Total $ 80€ $ 155¢ $ 1,46(

The Mammoth project sells its electrical outpuStauthern California Edison Company (“*SCE”) under
three separate power purchase agreements. Und&rihgower purchase agreement, in certain circumsts
SCE or its affiliates has a right of first refusalacquire the plant.

The Leyte Project (*OLCL")

The Company holds an 80% interest in OLCL (whicms\he Leyte Project); however, as further
discussed in Note 1, upon the adoption of FIN N&iR 4he balance sheet of OLCL was deconsolidated as
March 31, 2004, and the income and cash flow statésrhave been deconsolidated effective April D420

The condensed financial position and results ofatpens of OLCL are summarized below:

December 31,
2006 2005

(dollars in thousands)
Condensed balance sheets:

Current assets $ 7548 $ 7,97¢

Non-current assets 4,632 11,267

Current liabilities 4,78 6,08:

Non-current liabilities — 3,81(

Stockholders’ equity 7,39¢ 9,34¢
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Period from
Year Ended December 31, April 1, 2004
to December 31,
2006 2005 2004

(dollars in thousands)

Condensed statements of operations:

Revenues $ 13,71f $ 13,13¢ $ 8,217

Gross margin 6,417 6,24¢ 2,592

Net income 2,781 5,271 83¢
Company’s equity in income of OLCL:

80% of OLCL net income $ 2,230 $ 4,217 $ 67C

Plus amortization of deferred revenue on
intercompany profit ($0.8 million unamortize
balance at December 31, 2006) 1,38¢ 70€ 78¢

Total $ 3614 § 4,92¢ $ 1,45¢

OLCL’s operating results for all periods prior teaMth 31, 2004 have been accounted for on the
consolidated method of accounting, and effectivellAp 2004, the Company’s ownership interest inGDLis
accounted for using the equity method of accounting



In 1996, OLCL entered into a Build, Operate, andrikfer (“BOT") agreement with PNOC-Energy
Development Corporation (“PNOC”) in connectiontivithe four geothermal power generation plantd) wit
total capacity of 49MW, located in Leyte, Philipps The BOT agreement calls for OLCL to design stroict,
own, and operate geothermal electricity genergilagts, utilizing the geothermal resources of thgte
Geothermal Power Optimization Project Area. Durl®9§7, the power plants started commercial opersigom
began selling power to PNOC under a ten year pgwathase agreement (tolling arrangement). OLCLivese
capacity and energy fees from PNOC establishetidBOT agreement. Fees are paid each month ththegh
term of the BOT agreement and vary based on pleridgmance. OLCL owns the plants for a ten-yeaioger
ending September 2007, at which time they willld@sferred to PNOC for no further consideratiore Th
Company does not anticipate any material finarlosd as a result of such transfer, although gaingdrd this
will reduce the Company'’s foreign generation cajyaoy 49 MW.

In connection with the construction of the four theswmal power generation plants, OLCL obtainedrate
loan (“Term Loan) amounting to approximately $&million from the Export-Import Bank of the gowenent
of the United States (“Eximbank’). Principal impable in equal quarterly installments through 2097.
Interest on the Term Loan is at a fixed rate ofi&5and is payable quarterly. The balance of thenTleman as
of December 31, 2006 and 2005 is $3,810,000 ar@B8&)00, respectively. The Term Loan is collatesdiby
a mortgage on all real property, an assignmergwdnues, and the pledge of partnership intere<dt @L.
There are various covenants under the Term Loaithwhclude maintaining minimum levels of equityioa as
defined, and limitations on additional indebtedrasd payment of dividends. As of December 31, 2006,
Management believes that OLCL was in compliancé trie covenants under the Term Loan.
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NOTE 6 — PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, net, consist ofdHewing:

December 31,

2006 2005
(dollars in thousands)
Land $ 11,50: $ 11,52:
Leashold improvements 1,11¢ 96¢€
Machinery and equipment 15,40: 13,55¢
Office equipment 3,05¢ 2,84(
Automobiles 1,72( 1,27¢
Gethermal and recovered energy generation powe|
plants, including geothermal wells:
United States of America 582,56 471,88t
Foreign countries 120,85 68,54
Asset retirement cost 14,07¢ 9,67¢
750,29: 580,27:
Less accumulated depreciation (126,20 (88,439
Property, plant and equipment, net $ 624,08 $ 491,83

Depreciation expense for the years ended Decenih@086, 2005 and 2004 amount to $38,659,000,
$31,210,000 and $31,729,000, respectively.

U.S. operations:



The net book value of the property, plant and emeipt, including construction in process, locatethi
United States is approximately $636,332,000 and855,000 as of December 31, 2006 and 2005, régpkct

Foreign operations:

During 1998, the Company entered into a power mselagreement with Kenya Power and Lighting Co.
Ltd. ("KPLC™) , the Kenyan parastatal electricityansmission and distribution company. Under te@ment,
the Company agreed to design, construct and opgeathermal power plants in Kenya in several phddpsn
the completion of construction of each phase, KiL.mmitted to purchase the electricity generaiethe
power plants for a minimum of 20 years under thmgeof the power purchase agreement. Phase | @l#eria
[l project, which generates 13 MW, has been cotepl@nd the net book value of the assets relatdteto
generation power plant and the related wells anezlitd approximately $28,813,000 and $30,591,000 at
December 31, 2006 and 2005, respectively. As oeBder 31, 2006 and 2005, the Company had incurred
approximately $21,556,000 (included in construciimprocess), in connection with construction ofBé Il of
the power plant. On January 19, 2007, the Compatered into an Amended and Restated Power Purchase
Agreement and a Project Security Agreement, with &Rvith respect to Phase Il of Olkaria Il projethese
agreements were executed after receipt of apptemegulatory approvals from the Kenyan authoritidse
construction of the second phase of the projeexjgected, upon completion, to add approximatel8% to the
existing facility, bringing the project’s total cagity to approximately 48 MW. Under the Amended Redtated
Power Purchase Agreement, the parties agreed ttesttbe construction period for Phase Il to appnately
twenty-one months commencing from the deposit oéedj collateral by KPLC, which occurred on Februgry
2007 and to reduce the tariff payable by KPLC anttital capacity of the plant upon completion o&ghll.
Management believes that the project will be comeplén the required timeframe. If the Company duosts
complete the construction of Phase Il by the regudate, the Company may lose some or all of itsstment ir
the construction-in-process relating to Phase |II.
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In June 1999, the Company entered into an agreamtnNicaraguan Electricity Company (“NEC"), a
Nicaraguan power utility, whereby the Company wahabilitate existing wells, drill new wells, anderate the
geothermal facilities. The Company owns the plémts fifteen-year period ending in 2014, at whiithe they
will be transferred to NEC at no cost. The Compselis the power from the facilities to two powengmnies
who are assignees of NEC at the agreed upon prit¢éeams of the “take or pay” power purchase agnent.
The net book value of the assets related to thstamted plant and wells and rehabilitated existiedjs
amounted to approximately $21,019,000 and $21,080e0 December 31, 2006 and 2005, respectively.
Additionally, as of December 31, 2005, the Comphay incurred approximately $1,215,000 (included in
construction-in-process) to drill an additional lvel

As described in Note 5, during 2006, the Compagyeased its share in Orzunil from 21% to 100% tbh
acquisitions. In December 1993, Orzunil entered atwenty-year power purchase agreement (“PPAith
Instituto Nacional de Elecrification (“INDE”). Té Zunil project is located in Zunil, Guatemala. Theil
project is comprised of one plant which commenaadroercial operations in 1999 and has a generatipgait
of 24 MW. According to the PPA, the geothermal teses used by the power plant are owned by INDEGhvh
only granted the use of these resources to Orfmmihe period of the PPA. The net book value efélssets
related to the power plant amounted to approxingaé0,258,000 at December 31, 2006.

The Company is engaged in the construction of s¢geothermal power plants in other foreign coastri
At December 31, 2006 and 2005, such projects wetiee various stages of construction and the rtledsts
totaling approximately $36,368,000 and $22,367,088pectively, are included in construction-in-m@ss

NOTE 7 — INTANGIBLE ASSETS

Intangible assets consist mainly of all of the Camyps power purchase agreements acquired in bussines
combinations and amounted to $50,086,000 (includiyglty rights in the amount of $1,800,000) and
$47,915,000 (including royalty rights in the amoah$1,800,000), net of accumulated amortization of
$9,327,000 and $6,248,000 as of December 31, 200@@05, respectively. Amortization expense foryibars



ended December 31, 2006, 2005 and 2004 amount®@ %800, $2,815,000 and $2,523,000, respectively.

Estimated future amortization expense for the igifale assets as of December 31, 2006 is as follows:

(dollars in
Year ending December 31: thousands)
2007 $ 3,097
2008 3,052
2009 3,05:
2010 3,052
2011 3,05z
Thereafter 34,77
Total $ 50,08¢
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NOTE 8 — ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consist ébitbwing:

December 31,

2006 2005
(dollars in thousands)
Trade payables $ 38,52« $ 32,64:
Scheduling and transmission charges 841 1,192
Royalties 59¢ 1,14z
Salaries and other payroll costs 6,51¢ 6,18¢
Accrued interest 12,86( 88:¢
VAT payable 86¢ 471
Income tax payable 5,21t 4,352
Other 5,027 3,18(
Total $ 70,44¢ $ 50,04¢

NOTE 9 — LONG-TERM DEBT

Long-term debt consists of notes payable undefdlfeving agreements:

December 31,
2006 2005

(dollars in thousands)

Limited and non-recourse agreements:
Non-recourse agreement:
Senior loans:



International Finance Corporation Loan A $ 6,97 $ —

International Finance Corporation Loan B 3,88: —
Commonwealth Development Corporation Loan 8,53( —
Limited recourse agreement:
Credit facility agreement 11,25: 14,14(
30,63¢ 14,14(
Less current portion (8,487) (2,88¢)
Total $ 22,15; $ 11,250
Full recourse agreements with a bank $ 2,00C $ 3,00C
Less current portion (1,000 (1,000
Total $ 1,00C $ 2,000
Senior Secured Notes (non recourse):
Ormat Funding Corp. (“OFC"™) $ 178,69: $ 183,39¢
OrCal Geothermal Inc. (“OrCal”) 160,67 165,00(
339,37( 348,39¢
Less current portion (40,059 (23,75¢)
Total $ 299,31t $ 324,64!
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Senior Loans

International Finance Corporatiort'IFC”) Loan A

Orzunil, a wholly owned subsidiary of the Compalgs a senior loan agreement with IFC, which was a
minority shareholder of Orzunil (see also NoteT$)e loan matures on November 15, 2011, and is payald7
quarterly installments ranging from $192,000 to880. The loan has a fixed annual interest ratelof75%.

International Finance Corporatiort'lFC”) Loan B

Orzunil has another senior loan agreement with [H@& loan matures on May 15, 2008, and is payable i
32 quarterly installments ranging from $436,008680,000. The loan has a fixed annual interestafate
11.730%.

Commonwealth Development Corporation (“CDC”) Loan

Note 5). The loan matures on August 15, 2010, améyable in 42 quarterly installments ranging fi&848,00(
to $675,000. The loan has a fixed annual intesstaf 10.300%.

There are various restrictive covenants under tBesgéor Loans, which include limitations on Orzisil
ability to make distributions to its shareholdddsie to hurricane activity, access roads and pifimig the wells
to the power plant in the Zunil Project were dantbged, consequently, the Project was not in opardtom
October 14, 2005 to March 10, 2006. As a resultudit did not meet the historical “debt servicevecage
ratio” required and therefore, at present, disttibns from the Project are restricted. As of Delben81, 2006,
management believes that Orzunil is in complianitk the required debt service coverage ratio aritl =il
other covenants.

Credit Facility Agreement (the Momotombo Project)

In September 2000, Ormat Momotombo Power Compa@®MVPC"™), a wholly owned subsidiary of the



Company, entered into a credit facility agreemeitth Bank Hapoalim B.M. pursuant to which OMPC
executed a two-phase loan with the bank in the asaef $11,435,000 (“Phase | Loan”) and $36,800,0
(“Phase Il Loan”) (collectively the “Credit Fality Agreement”).In March 2003, OMPC signed an amendn
to the Credit Facility Agreement changing the aniairihe Phase Il Loan from $36,800,000 to $15,000,
Principal and interest payments on the Phase | laoapayable in 32 equal quarterly payments thaincenced
upon completion of Phase | of the project in Decen#®01. Interest on the Phase | Loan is variaaet) on 3-
month LIBOR plus 2.375%. Principal and interestrmpants on the Phase Il Loan are payable in equal 28
quarterly payments that commenced in March 20Gérést on the Phase Il Loan is variable based wo@th
LIBOR plus 3.0%, and is added to the outstandirigrz®s of the Phase Il Loan until the commenceoktite
principal and interest payments. At December 30624nd 2005, $4,476,000 and $5,666,000, respegtiweals
outstanding under the Phase | Loan and $6,777 008,474,000, respectively, was outstanding utider
Phase Il Loan. The Credit Facility Agreement idatefalized by liens over all real and personapprty
comprising the Momotombo Project and the Compaawaeership interest in OMPC. There are various
restrictive covenants under the Credit Facility @gnent, which include maintaining certain levelsielpt to
equity ratio and debt service coverage ratio, anddtions on additional indebtedness and paymédividends
As of December 31, 2006, management believes thBlR©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 agreemenh principal payable in $1 million annual installnen
that commenced in May 2001 and continue through RRG8. Interest is computed at 12-month LIBOR plus
1.7%, and is payable annually.
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Future minimum payments

Future minimum payments under long-term obligati@xsluding the senior secured notes and notes
payable to Parent, as of December 31, 2006 ardlaw$:

(dollars in
Year ending December 31: thousands)
2007 $ 9,48
2008 8,661
2009 6,67¢
2010 6,101
2011 1,71%
Total $ 32,63¢

OFC Senior Secured Notes

On February 13, 2004, OFC, a wholly owned subsydieempleted the issuance of $190.0 million, 8%
Senior Secured Notes (the “OFC Senior Secured\pia an offering subject to Rule 144A and Redida S
of the Securities Act of 1933, as amended, andvedeet cash proceeds of approximately $179.7anillafter
deduction of issuance costs of approximately $i@liBon, which have been included in deferred fioig cost:
in the balance sheet. The OFC Senior Secured Natesa final maturity of December 30, 2020. Priatgnd
interest on the OFC Senior Secured Notes are payalsemi-annual payments that commenced on June 30
2004. The OFC Senior Secured Notes are collatethby substantially all of the assets of OFC andédtof its
wholly owned subsidiaries and are fully and unctiadally guaranteed by all of the wholly owned sdizies
of OFC. There are various restrictive covenanteutite OFC Senior Secured Notes, which includeitioins



on additional indebtedness and payment of divide@adsJune 30, 2006 and December 31, 2006, OFC did
not meet the “debt service coverage ratard, therefore, it is restricted from payment eidgnds until it mee
such ratio.

The Company has not yet granted a security interestthe new unit of the Desert Peak 2 projetii¢o
OFC Senior Secured Noteholders which is requireteuthe indenture for the OFC Senior Secured Ndtes.
Company is evaluating an alternative approachptacing the Desert Peak 1 plant with one of the ogits of
the Desert Peak 2 project. Implementing such amradtive would require the consent of the OFC Senio
Secured Noteholders in order to ensure continuatptiance with the covenants of the indenture gawngrthe
OFC Senior Secured Notes. The Company expectsiteiisa consent solicitation in order to amend and/o
waive certain provisions of the indenture to obtich consent from the OFC Senior Secured Notetrslday
such solicitation will be made by means of and scitjo appropriate documentation and only to th€ GEnior
Secured Noteholders.

Management believes that except as described ahs\#,December 31, 2006, OFC is in compliance with
all other covenants contained in the indenture gomg the OFC Senior Secured Notes.

OFC may redeem the OFC Senior Secured Notes, itevadnan part, at any time at a redemption price
equal to the principal amount of the OFC Senionugstt Notes to be redeemed plus accrued intereshipm
and liquidated damages, if any, plus a “make-whgemium. Upon certain events, as defined initidenture
governing the OFC Senior Secured Notes, OFC magdpégred to redeem a portion of the OFC Senior &etu
Notes at a redemption price ranging from 100% tt%4®f the principal amount of the OFC Senior Sed!
Notes being redeemed plus accrued interest, premndiiquidated damages, if at

A registration statement on Form S-4 relating ®@FC Senior Secured Notes was filed with and dedla
effective by the SEC on February 9, 2005. Purstatite registration statement, OFC
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made an offer to the holders of the OFC Senior &echotes to exchange them for publicly registenechange
notes with substantially identical terms until Markl, 2005. On March 16, 2005 the exchange offer wa
completed.

On April 26, 2006, OFC successfully consummatedresent solicitation relating to the OFC Senior
Secured Notes that was launched on April 17, 2006that same date, OFC executed a supplement to the
indenture governing the OFC Senior Secured Notastend and/ or waive certain provisions in the firde
dealing with public reporting and information reguments of OFC. On May 1, 2006, OFC filed with 8tC
Form 15 notification of the suspension of its oatign to file reports with the SEC under the SeamsiAct of
1934.

Debt service reserv

As required under the terms of the OFC Senior SetNiotes, OFC maintains an account, which may be
funded by cash or backed by letters of credit fgew) in an amount sufficient to pay schedulecdt debvice
amounts, including principal and interest, due urtde terms of the OFC Senior Secured Notes irfidi@ving
six months. This restricted cash account is cleskds current on the balance sheet. As of DeceB81he2006
and 2005, the balance of such account was $13li@ménd $12.3 million, respectively. In additiaxs of
December 31, 2006, part of the restricted cashuatsavas funded by two letters of credit in thalt@mount of
approximately $12.2 million (see Note 18).

Future minimum payments under the OFC Senior Sdddotes, as of December 31, 2006 are as follows:

(dollars in
Year ending December 31: thousands)

2007 $ 13,83¢



2008 7,83¢

2009 9,14(
2010 10,11¢
2011 11,41(
Thereafter 126,35«
Total $ 178,69:

OrCal Senior Secured Notes

On December 8, 2005, OrCal, a wholly owned subsidi@ompleted the issuance of $165.0 million, 6.21%
Senior Secured Notes (the “OrCal Senior Securegd9 in an offering subject to Rule 144A and Riegion S
of the Securities Act of 1933, as amended, andvedeaet cash proceeds of approximately $161.lianillafter
deduction of issuance costs of approximately $3I8om, which have been included in deferred fingwgccosts
in the balance sheet. The OrCal Senior SecuredsNiatee been rated BBBy Fitch. The OrCal Senior Secul
Notes have a final maturity of December 30, 202thdhal and interest on the OrCal Senior Securetelare
payable in semi-annual payments which commencelina 30, 2006. The OrCal Senior Secured Notes are
collateralized by substantially all of the assdt®dCal, and those of its subsidiaries and arey faitid
unconditionally guaranteed by all of the wholly audnsubsidiaries of OrCal. There are various reatec
covenants under the OrCal Senior Secured Noteshwihclude limitations on additional indebtednesd a
payment of dividends. Management believes thaf &eoember 31, 2006, OrCal was in compliance with t
covenants under the OrCal Senior Secured Notes.

OrCal may redeem the OrCal Senior Secured Noteshaie or in part, at any time at a redemptiongric
equal to the principal amount of the OrCal SenieciBed Notes to be redeemed
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plus accrued interest, and a “make-whole” premilwpon certain events, as defined in the indergoreerning
the OrCal Senior Secured Notes, OrCal may be redué redeem a portion of the OrCal Senior Sechietds
at a redemption price of 100% of the principal amamf the OrCal Senior Secured Notes being redegred
accrued interest.

Debt service reserv

As required under the terms of the OrCal SeniouBgtNotes, OrCal maintains an account, with aired
minimum balance, which may be funded by cash okéaddby letters of credit in an amount sufficienpty
scheduled debt service amounts, including prin@pal interest, due under the terms of the OrCailbgen
Secured Notes in the following six months. Thignieted cash account is classified as current erbtidance
sheet. As of December 31, 2006 and 2005, the baleihsuch account was $14.8 million and $9.5 nmillio
respectively. In addition, as of December 31, 2@@8t of the restricted cash accounts was fundeallbjter of
credit in the amount of approximately $9.7 milligee Note 18).

Future minimum payments under the OrCal Senior ecNotes, as of December 31, 2006 are as follows:

(dollars in
Year ending December 31: thousands)
2007 $ 26,21¢
2008 17,64:
2009 11,04
2010 10,21¢

2011 9,70(



Thereafter 85,85¢
Total $ 160,67

In anticipation of the OrCal Offering, on SeptemBeR005, the Company entered into a rate lock
agreement with a financial institution (the “coararty”), at a lockedn rate of 4.047%, with a notional amo
of $175.0 million, which terminated on Decembe2805. The rate lock was based on a 7-year treasanyrity
that matures in November 2012. On December 5, 26@5Company received from the counterparty tadhe
lock agreement an amount of $4,488,000. A gair2gs@4,000, net of related taxes of $1,608,00G:dsnded as
“Gain in respect of derivative instruments desigubfor cash flow hedge, net of related taxes” emtDther
comprehensive income (loss)” and is amortized dlierterm of the OrCal Senior Secured Notes usiag t
effective interest method. The remaining gain %000, net of related taxes of $97,000, has bkarged to
the consolidated statement of operations ($256m@8een recorded as interest income and $97,@00ckea
recorded as income tax expense).

In December 2003, in connection with the acquisittbthe Heber power plants, OrCal entered intoaa |
agreement with Beal Bank (“Beal Bank Credit Agresm) to provide a loan in the amount of $154.5liom.
On December 8, 2005, in connection with the isseari¢he OrCal Senior Secured Notes, OrCal refreaddan
in its entirety. This repayment resulted in a angetcharge to interest expense of approximately@tsilion,
comprised of: (i) prepayment premium of $11.5 roilliassociated with payment of the Beal Bank loign, (
write-off of certain deferred financing costs amtioig to $4.2 million associated with the incurrerdéehe Beal
Bank loan, and (jii) loss of $0.9 million assocthteith the interest rate caps transaction desciiigdolw. The ta
effect of such one time charge is $6.3 millionnmg the net effect of it to $10.3 million.

During the second quarter of 2004, the Companyredt®to two separate interest rate cap agreements
(“Cap Transactions™) with two different financiahstitutions to mitigate the interest rate
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risk associated with the Beal Bank Credit AgreemBntsuant to the Cap Transactions, the Compamygrai
aggregate of $3,820,000 to the financial institugioThe Cap Transactions are effective as of Mag;t2007
and terminate on March 31, 2011. Pursuant to tlest@f the Cap Transactions, the financial ingtifig
providing the cap are required to pay to the Corygha difference between the 3-month LIBOR rate Gu@ds,
(if LIBOR is greater than 6.0%), times the notioaalount, which for each of the contracts will b& #61,000
on the effective date and reduces each paymertdodawn to $49,633,000 upon termination. From Oetdh
2004 to December 8, 2005 (the date of the repayofahe Beal Bank Loan), the Cap Transactions €jadlfor
cash flow hedge accounting. The fair value of thg Cransactions at December 31, 2005 and 2004 aattm
$1,034,000 and $1,663,000, respectively. The deergethe fair value for the period from the irtita of the
Cap Transactions through September 30, 2004 oB%))60 has been recorded in the consolidated stateoi
operations as interest expense, while the deciedke fair value for the period from October 102Go
December 31, 2004 of $322,000, net of related tak&498,000 was included as “Loss in respecterfdtives
instruments designated for cash flow hedge, netlafed taxes” under “Other comprehensive incdioss)”.
The decrease in the fair value for the period fdamuary 1, 2005 to December 8, 2005 (the dateeof th
repayment of the Beal Bank loan) of $241,000, hetlated taxes of $149,000, was included in “Qthe
comprehensive income (loss)”. As a result of tadyerepayment of the Beal Bank loan, the aggregateunt
of $563,000, net of related taxes of $347,000, tviies included in “Other comprehensive incomegJdshas
been charged to the consolidated statement of tmesg$910,000 have been recorded as interesherpnd
$347,000 have been recorded as income tax bersfd)the decrease in the fair value for the penoah
December 8, 2005 to December 31,2005 of $239,08@éen recorded in the consolidated statement of
operations as interest expense. The decrease faith&lue for the year ended December 31, 2008668,000
has been recorded in the consolidated statememteshtions as interest expense. The fair valureoCiap
Transactions is the estimated amount that the Coynwauld currently pay to terminate the transadiahthe
reporting date, taking into account current interates and the current creditworthiness of thentenparties to
the agreements.



NOTE 10 — PUNA PROJECT LEASE TRANSACTIONS

On May 19, 2005, the Company’s wholly owned sulasidin Hawaii, Puna Geothermal Ventures
(“PGV") entered into a transaction involving tiuna geothermal power plant located on the Bightsta
Hawaii (the “Puna Project”), which was acquiredJune 2004. A similar transaction relating to tvesv
geothermal wells that PGV drilled in the second b&P005 (for production and injection) was coniptéon
December 30, 2005.

Pursuant to a 31-year head lease (the “Head L8aB&V leased its geothermal power plant to an
unrelated company in return for prepaid lease paysne the total amount of $83.0 million (the “[efed
Lease Income”). The carrying value of the leassskts as of December 31, 2006 and 2005 amoun§&s6t0
million and $58.3 million, net of accumulated depation of $6.4 million and $3.7 million, respectly. The
unrelated company (the “Lessor”) simultaneousgded back the Puna Project to PGV under a 23ease
(the “Project Lease”). PGV'’s rent obligations wardhe Project Lease will be paid solely from raves
generated by the Puna Project under a power pwamsement that PGV has with Hawaii Electric Light
Company (“HELCQO"). The Head Lease and the Projegase are non-recourse lease obligations to the
Company. PGV'’s rights in the geothermal resourabtha related power purchase agreement have not bee
leased to the Lessor as part of the Head Leasarbyttart of the Lessos security package.

The Head Lease and the Project Lease are beingratecbfor separately. Each was classified as an
operating lease in accordance with SFAS NoAt8punting for LeasesThe Deferred Lease Income is
amortized into revenue, using the straight-linehudt over the 31-year term of the Head Lease. Dexfer
transaction costs amounting to $4.3 million arenpeimortized, using the straight-line method, dkier23-year
term of the Project Lease.
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Future minimum lease payments under the Projecdd, e of December 31, 2006, are as follows:

(dollars in
Year ending December 31: thousands)
2007 $ 9,74
2008 7,57:
2009 8,01:
2010 7,567
2011 8,061
Thereafter 72,12¢
Total $ 113,08:

Depository account

As required under the terms of the lease agreenthet® are certain reserve funds that need todraged
by the indenture trustee in accordance with cetialance requirements. Such reserve funds arededlin the
balance sheet as of December 31, 2006 and 20@stiicted cash accounts and are classified asntasehey
are used for current payments.

Revenue accoul

PGV deposits all revenues received into the revacageunt. Such amounts are used to pay operating
expenses and fund the depository accounts as bederiow, but the funds are only available to P@dru
submission of draw requests by PGV to the banksueh amounts are fully restricted to use by PG¥Yy tave



been classified as current restricted assets amloents are used to pay current operating expeAseasf
December 31, 2006 and 2005, the balance of suduatwas $2.7 million and $3.5 million, respectjel

Lease rent reserve accoul

PGV maintains accounts to fund the full amounthef mext rent payment according to the payment
schedule. As of December 31, 2006 and 2005, trenbalof such accounts was $6.2 million and $2.Bamil
respectively.

Well maintenance reserve account

PGV maintains a reserve account to fund well fietdks including the drilling of new wells. The rege
should be met on a monthly basis, in amounts equhll2 of a scheduled annual contribution. As et&@nber
31, 2006 and 2005, the balance of such accoun$@&smillion and $0.5 million, respectively.

Capital expenditure account

PGV maintains an account to fund its capital exjenes. Deposits to this account are at PGV’s sole
discretion, but no distributions are allowed to @trNevada Inc., a wholly owned subsidiary of thenpany
that is the indirect parent of PGV, if the balaretess than $0.5 million. As of December 31, 2866 2005, th
balance in this account was $0.5 million and $8peetively.

Distribution account

PGV maintains an account to deposit its remainaghcafter making all of the necessary payments and
transfers as provided for in the lease agreemintsder to make distributions to Ormat Nevada IFiee
distributions are allowed only if PGV maintains ieas restrictive covenants

131

ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

under the lease agreements, which include limitatimn additional indebtedness. As of December 326 2nd
2005, the balance of such account was $11.3 midimh$6.8 million, respectively. This amount can be
distributed to Ormat Nevada Inc. currently and Ibesn classified as current restricted assets.

In anticipation of the above lease transactiong;@wruary 25, 2005, the Company entered into aurga
rate lock agreement with a financial institutiohadocked-in treasury rate of 4.31%, with a nadlcmount of
$52.0 million, which terminated on March 31, 2005e rate lock was based on a 10-year treasuryigethat
matures on February 15, 2015. On March 31, 20@5Cthmpany received from the counterparty to the etk
agreement an amount of $658,000. This amount,frretated taxes of $250,000, is recorded as “Gairespect
of derivative instruments designated for cash fledge, net of related taxes” under “Other compraive
income (loss)” and is amortized over the 23-yeant of the Project Lease.

On April 20, 2005, the Company entered into a n@adury rate lock agreement with the same financial
institution, at a locked-in treasury rate of 4.228th a notional amount of $52.0 million and origlty
scheduled to terminate on May 2, 2005. The newloateagreement’s termination date was extendei Maty
18, 2005 at a new locked-in treasury rate of 4.2bB&. rate lock was based on a 10-year treasuryigethat
matures on February 15, 2015. There was no comrgidemaid by either party as a result of the esitam On
May 18, 2005, the Company paid the counterparthemew rate lock agreement the amount of $762,06i8.
amount, net of related taxes of $290,000, is rezbid “Other comprehensive income (loss)” anéhisortized
over the 23-year term of the Project Lease.

NOTE 11 — ASSET RETIREMENT OBLIGATION

The following table presents a reconciliation af tieginning and ending aggregate carrying amouasssd
retirement obligation for the years presented below



December 31,

2006 2005

(dollars in thousands)
Balance at beginning of period $ 11,46: $ 10,66¢
Changes in price estimates 4,40( 22
Accretion expense 971 774
Balance at end of period $ 16,83:  §$ 11,46:

During the fourth quarters of 2006 and 2005, then@any increased the aggregate carrying amouns of it
asset retirement obligation by $4,400,000 and ®2,fespectively. The net increase is a resulhaiiased
costs associated with drilling rigs, cement andagtnservices, general manpower, engineering fegetuer
outside services since the adoption of SFAS No. 143
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NOTE 12 — STOCK-BASED COMPENSATION

Effective January 1, 2006, the Company adopted SNASL23R which establishes the accounting for
employee stock-based awards. Under the provisib8&AS No. 123R, stock-based compensation is medsur
at the grant date, based on the calculated fairevad the award, and is recognized as an experesetios
requisite employee service period (generally thating period of the grant). The Company adopted SFA
No. 123R using the modified prospective method. éfrillis method, prior periods are not restatedthe
amount of compensation cost recognized includeso)pensation cost for all share-based paymentdegta
prior to, but not yet vested as of January 1, 20@6ed on the grant date fair value estimateddordance with
the provisions of SFAS No. 123, Accounting for &@®ased Compensation, and (ii) compensation costlfo
share-based payments granted subsequent to Jdn 2296, based on the grant date fair value estiniat
accordance with the provisions of SFAS No. 123RASNo0. 123R requires unrecognized cost, based@n th
amounts previously disclosed in the Compamro forma footnote disclosure, related to optioesting after th
date of initial adoption to be recognized in theaficial statements over the remaining requisiteéseperiod.
The provisions of SFAS No. 123R apply to new staelards and stock awards outstanding, but not ystede
on the effective date. In March 2005, the SEC idsstaff Accounting Bulletin No. 107 (“SAB No. 10y’
relating to SFAS No. 123R. The Company has apphiecprovisions of SAB No. 107 in its adoption.

Impact of the adoption of SFAS No. 123R

Upon adoption of SFAS No. 123R, the Company recamshare-based compensation expenses associated
with share awards on a straight-line basis overeheisite service period using the fair value radtirhe
incremental share-based compensation expense izedgiue to the adoption of SFAS 123R was $1.7anill
for the year ended December 31, 2006.

As required by SFAS No. 123R, the Company madestimate of expected forfeitures and is recognizing
compensation costs only for those equity awardseetepl to vest. The cumulative effect of initialtjomting
SFAS No. 123R is not material. As of December 3D, the total future compensation cost relatashtested
stock options that are expected to vest is $4,@B3hich will be recognized over a weighted avenagéod of
2.94 years.

During the year ended December 31, 2006 the Compenoyded stockased compensation related to s
options as follows:

(In thousands,
except per



share data)

Cost of Revenues $ 79¢
Selling and marketing expenses 287
General and administrative expenses 621
Total stock-based compensation expense 1,70€
Tax effect on stock-based compensation expense 23¢
Net effect on stoc-based compensation expense $ 1,461
Effect on basic and diluted earnings per share $ 0.04

Pro forma information for periods prior to the adoption of SFAS No. 123R

Prior to January 1, 2006, the Company accountedtémk-based compensation in accordance with the
provisions of Accounting Principles Board Opinion.Ne5,Accounting for Stock Issued to Employee#\PB
No. 2£”), and related interpretations. Under APB No. 26mpensation cost was
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recognized based on the difference, if any, orddte of grant between the fair value of the Comjpaatock an
the amount an employee must pay to acquire thé.stoc

SFAS No. 123R requires disclosure of pro formarmifation for periods prior to the adoption. The pro
forma disclosures are based on the fair value afrdsvat the grant date, amortized to expense beesdrvice
period. The following table illustrates the effect net income and earnings per share as if the @oynipad
applied the fair value recognition provisions ofAS-No. 123 for the period prior to the adoptiorS6fAS
No. 123R and the actual effect on net income andirggs per share for the period after the adopifoBFAS
No. 123R.

Year ended December 31,

2006 2005 2004

(dollars in thousands, except per share data)

Net income, as reporte $ 34,447 $ 15,173 $ 17,79:
Add: Total stock-based employee compensation

expense included in reported net income, net o 1,467 91 61

Deduct: Total stock-based employee compensatis

expense in respect of the Company’s stock opt

determined under fair value based method, net

tax (1,166 (65) (6)
Deduct: Total stock-based employee compensatis

expense in respect of the Parent’s stock option

determined under fair value based method, net

tax (301 (307) (68E)
Pro forma net income $ 34,447 $ 14,89¢ $ 17,16

Earnings per share:

Basic, as reported $ 1.0C $ 0.4¢ $ 0.72
Basic, pro forma $ 1.0C $ 047 $ 0.6¢
Diluted, as reported $ 0.9¢ $ 0.4¢ $ 0.72
Diluted, pro forma $ 0.9¢ $ 047 $ 0.6¢



The fair value of each option grant is estimatddgithe Black-Scholes valuation model and the
assumptions noted in the following table. The Conyfmexpected term represents the period that the
Company'’s stock-based awards are expected to b&aoding. In the absence of enough historical médion,
the expected term was determined using the siraglifiethod’defined in SAB No. 107, giving consideratior
the contractual term and vesting schedule. Sine€timpany does not have any traded stock optichsvan
listed for trading on the New York Stock Exchanggibning in November 2004, the Company’s expected
volatility was calculated based on the Companyssdrical volatility and for the period of time prito the
Companys listing, the historical volatility of the Parefihere is a high correlation between the stock hiehaf
the Company and its Parent. The dividend yielddaseis expected to be 20% of the Company’s yestly
profit, which is equivalent to a 0.55% yearly diefdl rate. The risk free interest rate was baseatewield from
U.S. constant treasury maturities bonds with anvedgnt term. The forfeiture rate of 5% is basedrends in
actual option forfeitures.
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The Company calculated the fair value of each optio the date of grant based on the following
assumptions:

Year Ended December 31,

2006 2005 2004

For stock options issued by the Company:

Risk-free interest rates 4.5% 4.5% 3.€%

Expected lives (in years) 6.4 5.C 5.C

Dividend yield 0.55% 0.€% 4.C%

Expected volatility 40.5% 32.(% 40.C%

Forfeiture rate 5.C% — —
For stock options issued by the Parent:

Risk-free interest rates — — 4.7%

Expected lives (in years) — — 5.C

Dividend yield — — 0%

Expected volatility — — 28%

Stock Option Plans

The 2004 Incentive Compensation Plan

On October 21, 2004, the Company’s Board of Dinecémlopted the 2004 Incentive Compensation Plan
(2004 Incentive Plan™), which provides for theant of the following types of awards: incentivedt options,
non-qualified stock options, restricted stock, ktappreciation rights, stock units, performancerawaphantom
stock, incentive bonuses and other possible relditedend equivalents to employees of the Compdirgctors
and independent contractors. Under the 2004 IngeRtian, a total of 1,250,000 shares of the Company
common stock have been reserved for issuancef, @hich could be issued as options or as other $apfin
awards. Options granted to employees under the R@@htive Plan cliff vest and are exercisable fitvn grant
date as follows: 25% after 24 months, 25% aftem®®ths, and the remaining 50% after 48 months.dDpti
granted to non-employee directors under the 206dntive Plan cliff vest and are exercisable one gétar the



grant day. Vested shares may be exercised for tgntgears from the date of grant. On Novembe0052
the Company filed a registration statement on F&8with the SEC with respect to the shares of comsiook
underlying such grants. The shares of common stditke issued upon exercise of options from thenpanys
authorized share capital.
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On February 27, 2006 the Company’s Board of Dinscépproved an increase of the total number ofeshar
of the Company’s common stock which have been vesdior issuance to 3,750,000, subject to stoclkdrold
approval. The following table summarizes the stafithe 2004 Incentive Plan as of and for the pkyio
presented below (shares in thousands):

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
Outstanding at beginning of year 23¢€ $ 15.5¢ 227 $ 15.0C — $ —
Granted, at fair value 32¢ 34.41 25 20.1( 228 15.0(
Exercised (14 15.0C — — — —
Forfeited (12 20.2¢ (12 15.0C — —
Outstanding at end of year 53¢ 27.0c  283€ 15.5¢ 222 15.0(
Options exercisable at end of year _12 16.7¢  _15 15.0¢ _—
Weighted-average fair value of options
granted during the year $ 15.7% $ 6.62 $ 0.9¢

As of December 31, 2006, 696,900 shares of the @ogip common stock are available for future grants.

The following table summarizes information abowac&toptions outstanding at December 31, 2006 (share
in thousands):

Options Outstanding Options Exercisable
Weighted Average Weighted Average
Number of Remaining Aggregate Number of Remaining Aggregate
Exercise Shares Contractual Life Intrinsic Value Shares Contractual Life Intrinsic Value
Price Outstanding in Years (In thousands)  Exerciseble in Years (In thousands)
$15.00 18¢€ 7.8 $ 4,09/ 47 7.8 $ 1,03t
20.10 25 7.8 41€ 25 7.8 41¢
34.13 29€ 9.2 797 — — —
37.90 30 6.8 — — — —
53¢ 8.€ $ 5,30¢ 72 7.8 $ 1,458

The following table summarizes information abowatc&toptions outstanding at December 31, 2005 (share
in thousands):



Options Exercisable
Weighted Average

Options Outstanding
Weighted Average

Number of Remaining Aggregate Number of Remaining Aggregate
Exercise Shares Contractual Life Intrinsic Value Shares Contractual Life Intrinsic Value
Price Outstanding in Years (In thousands)  Exerciseble in Years (In thousands)
$15.00 211 8.8 $ 2,34¢ 15 8.8 $ 167
20.10 25 8.8 151 — — —
23€ 8.8 $ 2,49¢ il 8.8 $ 167

The aggregate intrinsic value in the above tatdpsasents the total pretax intrinsic value, basethe
Company'’s stock price of $36.82 as of Decembe28@6, which would have potentially been
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received by the option holders had all option hadd=xercised their options as of that date. Tha tatimber of
in-the-money options exercisable as of Decembe2B06 was 72,426.

The total pretax intrinsic value of options exeedgluring the year ended December 31, 2006 was @3
based on the Company’s average stock price of $38ifing the year ended December 31, 2006.

The Parent’s Stock Option Plans

The Parent has four stock option plans: the 200pl&yee Stock Option Plan, the 2002 Employee Stock
Option Plan, the 2003 Employee Stock Option Plad,the 2004 Employee Stock Option Plan (collectivel
“the Parent’s Plans”). Options under the 2004 Hoype Stock Option Plan were granted in April 2004der
the Parent’s Plans, employees of the Company wargeg options in the Parent’s ordinary shareschvhre
registered and traded on the Tel-Aviv Stock Excleai@ptions under the Parent’s Plans cliff vest aed
exercisable from the grant date as follows: 25%r&#f months, 25% after 36 months, and the ren @b
after 48 months. Vested shares may be exercisagpfty five years from the date of grant. The maxim
aggregate number of shares that may be optioned@ddinder the Parent’s Plans is determined eeahly
the board of directors of the Parent, and is etjule number of options granted during each pkar.yNone of
the options are exercisable or convertible intoehaf the Company.

As of December 31, 2006, no shares of the Parerdisary shares are available for future grants.

The following table summarizes the status of theeRs Plans as of and for the periods presentimibe
(shares in thousands):

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
Outstanding at beginning of year 1,747 $ 2.4z 2,362 $ 2.3 1,93( $ 1.81
Granted, below fair value — — — — 651 3.7¢
Exercised (560) 1.81 (554) 1.97 (192) 1.97
Expired (32 2.2¢€ — — — —
Forfeited (57) 2.9¢ (61) 2.62 (27) 2.0C



2,362

=
o
©
~
N
\‘
an)
L
\‘
N
-1
N
~
Ny
A
N
w
Ny

Outstanding at end of year

Options exercisable at end of year 32z § 2.2t 29¢€ 1.7¢ 21 1.8¢
Weighted-average fair value of options
granted during the year

4

The Company recorded in the year ended Decemb&084, deferred stock compensation of $52,000 for
options granted below fair market value. This bedarepresents the difference between the exerdise ¢f the
options and the fair market value of the Parestiares on the date of grant. Prior to Janua29d6, the deferre
stock compensation has been amortized to expemrsdlmy vesting period. The amortization of defestxtk
compensation for the years ended December 31, 2002004 is $91,000 and $61,000, respectively.
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The following table summarizes information abowatc&toptions outstanding at December 31, 2006 (share
in thousands):

Options Outstanding Options Exercisable
Weighted Average Weighted Average
Number of Remaining Aggregate Number of Remaining Aggregate
Exercise Shares Contractual Life Intrinsic Value Shares Contractual Life Intrinsic Value
Price Outstanding in Years (In thousands)  Exerciseble in Years (In thousands)
$1.41 111 0.2 $ 1,10¢ 111 0.2 $ 1,10¢
1.75 45% 1.2 4,357 11€ 1.2 1,11¢
3.78 534 2.3 4,05¢ 95 2.3 721
1,09¢ 1€ $ 9,51¢ 32z 1.2 $ 2,94

The following table summarizes information abowac&toptions outstanding at December 31, 2005 (share
in thousands):

Options Outstanding Options Exercisable
Weighted Average Weighted Average
Number of Remaining Aggregate Number of Remaining 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 37¢ 1.2 $ 2,282 67 1.2 $ 40t
1.75 681 2.2 3,864 161 2.2 91t
2.26 68 0.1 34¢ 68 0.1 34¢
3.78 61¢ 3.3 2,251 — — —
1,747 23 $ 8,75z 29€ A5 $ 1,66¢

The aggregate intrinsic value in the above tatdpsasents the total pretax intrinsic value, basethe
Parent’s stock price of $11.37 as of December 8@62which would have potentially been receivedhzy
option holders had all option holders exercisedr thgtions as of that date. The total number ofhie-money



options exercisable as of December 31, 2006 wad 322

The total pretax intrinsic value of options exeedisluring the year ended December 31, 2006 was
$4,328,000 based on the Parent’s average stoak @iri$9.48 during the year ended December 31, 2006.
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NOTE 13 — POWER PURCHASE AGREEMENTS
U.S. operations:

The Company has various power purchase agreenmetits U.S. as follows:

Southern California Edison Company‘SCE") — California

The Company has two power purchase agreementsAsBRwith SCE related to the Ormesa Complex
two PPAs related to the Heber 1 and 2 projects.P&s provide for the sale of capacity and enengyugh
their respective terms, with the following expicatidates: Ormesa PPAs expire in 2017 and 2018{abdr 1
and 2 PPAs expire in 2015 and 2023, respectivatgldd the PPAs, the Company receives a fixed energy
payment through April 30, 2012, and thereafter mergy payment based on SCE’s short-run avoided cost
(“SRAC"). The PPAs provide for firm capacity arfmbnus payments established by the contracts anphadd¢o
the Company each month through the contracts’ teased on plant performance. Bonus capacity paynaeats
earned based on actual capacity available duringingeak hours. In certain circumstances, SCiEsatesigne
has a right of first refusal to acquire the OG d &G |l power plants in the Ormesa project andHbkber 1
power plant at fair market value. Upon satisfactdeertain conditions specified in the PPA andjscitto
receipt of requisite approvals and negotiationsvben the parties, the Company will have the rigidemand
that SCE purchase the Heber 1 power plant at faiket value.

In connection with the power purchase agreementth&Ormesa project, SCE has expressed its intgnt
to pay the contract rate for the power suppliedneyGEM 2 and GEM 3 plants to the Ormesa projeCE S
contends that California ISO real-time prices sHapply, while management believes that SP-15 pigeeted
by NYMEX should apply. According to SCE's estimatjdhe amount under dispute is approximately $2.5
million. The parties have signed an Interim Agreamehereby SCE will continue to procure the GEMri2l
GEM 3 power at the current energy rate of 5.37szk¥ith until May 1, 2007. In addition a long-termA°R
expected to be entered into for the GEM 2 and GEd8er. The negotiations of the long-term PPA &tk s
under way and there is no guarantee that it wiklecessfully completed. Management believes tidt s
settlement agreement will not have a material forimpact on the Company. Therefore, no provisgon
included in the financial statements in respedhefdispute.

Sierra Pacific Power Company'SPPC”) — Nevada

The Company has seven PPAs with SPPC for operptaojgcts; one related to the Brady power plant, two
related to the Steamboat 1 and 1A power plantsraated to the Steamboat Hills power plant, twatsal to th
Steamboat 2 and 3 power plants and one relatdektBurdette power plant. The Burdette PPA provideshe
sale of energy and will expire in 2026. All the etlPPAs provide for the sale of energy, and foacdyp for all
power plants except Brady, through their respedgvs, with the following expiration dates: Steambl and
1A expire in 2007 (see below) and 2018, Steambdkt ékpires in 2018, and Brady and Steamboat 23nd
expire in 2022. Energy payments under the Brady BRAdased on deliveries during specified winter an
summer seasons for on-peak, mid-peak, and off-pess. Energy payments under the Steamboat 1/1AsPPA
are based on the monthly average of the Califo@rizgon Border power market pricing, which is SPPC’s
adopted SRAC. The Steamboat 1 PPA expired at tth@®&R006, but the Company continues to sell aletr
by an automatic extension of the PPA on a yeardas-pasis.

Hawaii Electric Light Company “HELCO’") — Hawaii
The Company has a PPA with HELCO related to theaRunject. The PPA provides for monthly energy



payments and capacity payments. The energy payrfeeragportion of the energy delivered are equahs
higher of the SRAC rates for energy in effect fog televant billing period
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or a fixed rate. The energy payments for a smalbetion of energy to be delivered are equal toranunt based
on a fuel rate and a variable operation and maames rate, as each are adjusted over the terne afgiteement,
but which rate will never go below a minimum flodhe Puna project also receives a payment for goyi
reactive power to HELCO.

Southern California Public Power Authority“SCPPA’) — California

The Company has a 25-year PPA with SCPPA for tlreeafaenergy from the Gould plant in the Heber
complex. Under the Gould PPA, 10 MW of power wal delivered to SCPPA for a fixed price which will
escalate annually at a rate of 1.5% and includesdtue for the environmental attributes, knowmnesgewable
energy credits. Deliveries began in the secondtgquaf 2006.

Nevada Power Company‘Nevada Power”) — Nevada

The Company has a 25-year PPA with Nevada Powehéosale of energy from the Desert Peak 2 project
for a fixed price. Commercial operation of the Dég®ak 2 project has not yet been declared.

Foreign operations:

The Company has power purchase agreements in gdoaeign countries as follows:

The Olkaria Ill Project (Kenya)

In connection with the agreement with KPLC (seed\&)t the subsidiary in Kenya, sells power to KRitC
the agreed upon price and terms of a 20-year PBés Bre paid each month through the term of theeaggnt
and vary based on plant performance.

The Momotombo Project (Nicaragua)

In connection with the agreement with NEC (see NQtehe subsidiary in Nicaragua sells power to two
assignees of NEC at the agreed upon price and tEfrmstake or pay” PPA. Fees are paid each mdhtbugh
the term of the PPA and vary based on plant pedoga.

The Zunil Project (Guatemala)

In connection with the agreement with INDE (seeé\8), the subsidiary in Guatemala sells power tOEN
at the agreed upon price and terms of a 20-yegite‘odr pay” PPA. The PPA provides for monthly migim
energy payments and capacity payments, based oondérated capacity. Fees are paid each month thritieg
term of the PPA.

Additional information

Pursuant to the terms of certain of the power pasetagreements, the Company may be required to make
payments to the relevant power purchaser undeainardnditions, such as shortfall on delivery ofewable
energy and energy credits, and not meeting cethia@shold performance requirements, as defined aftn@unt
of payment required is dependent upon the levehoftfall on delivery or performance requirememtd &
recorded in the period the shortfall occurs.

The Brady and Steamboat 2 and 3 PPAs providefttta project does not maintain peak period capacit
values of at least 85% of those listed in eaclheifr respective contracts, the Company will begaikd to pay
liquidated damages to SPPC in amounts ranging $b:@ million to $1.5 million.
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If the Ormesa and Heber 1 and 2 projects fail tetm@nimum performance requirements, as defineg, th
respective project may be placed on probationc#ipacity of the relevant plant may be permaneetiuced
and, in such an instance, a refund would be owad uch project to SCE. Each of the projects msy edduce
the capacity of the plants upon notice to SCE dieat making a specified payment to it. During 200
Company experienced a relatively high rate of well pump failure at the Ormesa project resulting iower
availability of the Ormesa well field. As a resulie Ormesa project did not meet the required minincapacity
factor of 80% during the on-peak period for the thasf September 2006. Consequently, the Ormesagrbas
been placed on probation for a period not to exdéeghonths. During the probation period, if the @sa
project fails again to meet the minimum performareggiirements, the capacity of the project may be
permanently reduced, in which case SCE would hilezhto a refund. Management believes that theafaot
meeting the requirements during the probation plegind in the future is very low.

If the Puna project does not meet its minimum capaerformance requirement, such project will be
required to pay HELCO $0.0214 per on-peak houetmh kilowatt of deficiency for the first 5 MW of
deficiency and $0.0339 per on-peak hour for ealdwkitt of deficiency in excess of 5 MW of deficignén
addition, for each contract year in which the oafpavailability of the facility is less than 95%yless the
deficiency is due to a catastrophic equipment fajlthe Puna project is required to pay $8,000E0EO for
each full percentage point of the deficiency, dralich availability is less than 80%, the Punagubis required
to pay $12,000 for each full percentage point efdeficiency.

The Company has not and does not currently expdmt bbligated to make any material payments uitg
power purchase agreements.

As required by EITF Issue No. 01-8 (see Note B,@ompany assessed all PPAs agreed to, modified or
acquired in business combinations on or after JuB003, and concluded that all such PPAs contaredse
element requiring lease accounting. Accordinglyeraie related to the lease element of the PPAesepited as
“lease portion of energy and capacity” revenuéhvthe remaining revenue related to the producsiod
delivery of the energy being presented as “eneyy capacity” revenue in the consolidated statémeh
operations. Future minimum lease revenues undesRich contain a lease element as of Decembet(®B
were as follows:

(dollars in
Year ending December 31: thousands)
2007 $ 109,69
2008 112,26¢
2009 105,83
2010 103,51¢
2011 101,96!
Thereafter 1,276,08!
Total $ 1,809,36.
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NOTE 14 — INCOME TAXES

Income from continuing operations before providi@nincome taxes, minority interest, and equity in
income of investees consisted of:

Year Ended December 31,

2006 2005 2004
(dollars in thousands)
u.S $ 14,30¢ $ 70z $ 8,43¢
Non-U.S. (foreign) 23,21 12,27 12,50¢

$ 37,517 $ 12,97 $ 20,94:

The components of income tax expense are as fallows

Year Ended December 31,

2006 2005 2004
(dollars in thousands)
Current:
Federal $ — % —  $ —
Foreign 7,931 6,872 2,824
$ 7931 $ 687 $ 2,82
Deferred:
Federal $ 157 $ 577 $ 2,77
State 304 132 86
Foreign (1,989 (2,897 927

(1,529 (2,187  3,78¢
$ 640: $ 469 $ 6,60¢

The significant components of the deferred incoaxeeixpense are as follows:

Year Ended December 31,
2006 2005 2004

(dollars in thousands)
Deferred tax expense (exclusive of the effect b&ot

components listed below) $ 8272 $10,08¢ $ 6,43¢
Benefit of operating loss carryforwards — US (4,347 (1,927) (3,57%)
Utilization of operating loss carryforwards — Israe — — 79€
Change in valuation allowance — — (79€)
Change in foreign income tax (1,989 (2,897) 927
Change in lease transaction 1,23¢ (7,457 —
Benefit of production tax credits (4,70€) — —

$ (1,52 $ (2,187 $ 3,78t
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The difference between the U.S. federal statutaxyrate and the Company’s effective rate are dsvist

Year Ended December 31,

2006 2005 2004
U.S. federal statutory tax rate 34.(% 34.(% 34.(%
State income tax, net of federal benefit 0.8 0.7 0.3
Effect of foreign income tax, net (7.0 (1.5) (2.4)
Production tax credit (12.5) — —
Other, net 1.8 3.C (0.3
Effective tax rate 17.% 36.2% 31.6%

The net deferred tax assets and liabilities comditie following:

December 31,
2006 2005

(dollars in thousands)

Deferred tax assets (liabilities):
Net foreign deferred taxes, primarily depreciatior $ (3,579 $ (5,56%)

Depreciation (42,21%) (33,840
Net operating loss carryforward — U.S. 17,18« 12,84:
Lease transaction 6,221 7,451
Investment tax credits 1,971 1,971
Production tax credits 4,70¢ —
Stock options amortization 23¢ —
Accrued liabilities and other 1,78¢ 2,161
Total $ (13,687 $ (14,965

Deferred taxes are included in the balance shedtdlaws:

December 31,

2006 2005
(dollars in thousands)
Among current assets $ 181¢ $ 1,662
Among non-current assets 6,172 5,37¢
Among non-current liabilities (21,67¢) (22,00¢)

$ (13,689 $ (14,96%)

Realization of the deferred tax assets and taxtsrsddependent on generating sufficient taxafmt®ine
prior to expiration of the net operating loss (“NQ carryforwards and tax credits. Although reation is not
assured, management believes it is more likely tiwdrihat the deferred tax asset at December 315 24l be
realized.



At December 31, 2006, the Company had U.S. fedé@dl carryforwards of approximately $46.5 million
and state NOL carryforwards of approximately $38iBion, available to reduce future taxable incomvjch
expire between 2021 and 2025 for federal NOLs atdiden 2014 and 2016 for state NOLs. The investhaant
credits in the amount of $2.0 million at Decembg&y 2006 are available for a 20-year period andrexipi 2022
and 2023. The production tax credits in the amo@i$4.7 million at December 31, 2006 are availdbfea 20-
year period and expire in 20z

Through June 30, 2004, the Company had NOL camdais related to its Israeli operations of
approximately $14.0 million available to reduceufet taxable income, which could be carried over
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indefinitely until utilized. However, despite thact that the NOL carryforward period was indefintteere is
currently uncertainty as to the Israeli tax lawlated to establishing limitations on the use of MOIn addition,
there are uncertainties as to the ability to tran#fose losses from the Parent. Due to these tainigzs,
management reached the conclusion that it waskady that such NOL carryforwards will be utilized.
Subsequent to July 1, 2004, it was determinedtki®atosses could not be transferred; thereforedéfierred tax
assets in respect of the Parent’'s NOL carryforwardbthe valuation allowance relating to such detetax
assets were removed.

The total amount of undistributed earnings of fgnesubsidiaries for income tax purposes was
approximately $78.0 million at December 31, 20@6s the Company’s intention to reinvest undisttézl
earnings of its foreign subsidiaries and therelogfimitely postpone their remittance. Accordingip, provision
has been made for foreign withholding taxes or th&me taxes which may become payable if undisteib
earnings of foreign subsidiaries were paid as éwi$ to the Company. The additional taxes on thdiom of
undistributed earnings which is available for dends are not practicably determinable.

Tax benefits in the U.S.

The U.S. federal government encourages producfieteotricity from geothermal resources through
certain tax subsidies. The Company is permittezidion in its consolidated federal tax returns eitue
investment tax credit for approximately 10% of dost of each new geothermal power plant or “prdigunctax
credits”, which in 2006 were 1.9 cents per kWh &nddjusted annually for inflation, on the firshtyears of
electricity output, under the Energy Policy Actafi05 that became law on August 8, 2005. (Produd#grn
credits can only be claimed on new plants put §sivice between October 23, 2004 and DecemberO88B, P
The Company, as the owner of any project that wbelgut in service during the period ending Decerlige
2008, has to choose between the production taxt@ed the investment tax credit.

Certain of the Company’s power purchase agreenteatsvere in effect as of December 31, 2006 provide
that all or a portion of the production tax credits to be shared with the utility once they areetiaed from th
federal government. The Company has the abiligléot investment tax credits rather than produdiorcredit:
in its federal tax returns. Given the existing powerchase agreements, the Company would be ecoatiyni
compelled to elect investment tax credits for éerfacilities thereby eliminating any amounts thatuld be due
to the utilities under the production tax crediashg arrangement. As such, the Company has netreef
revenue for such arrangements. The Company ieiprbicess of negotiating the elimination of thedpiction
tax credit sharing provisions in exchange for aspeztive reduction in the energy rate. Subseqoebetember
31, 2006, the Company finalized one such amendrBased upon negotiations to date and the expecsatip
the Company, the Company believes it is likely thatremaining power purchase agreements will indasiy
modified. As a result, the Company has not antteipghe investment tax credits for purposes a2@36 tax
provision.

Income taxes related to foreign operations

The Philippines — From OLCL’s inception in 19963eptember 2003, OLCL, an 80% owned subsidiary
(which was deconsolidated as of April 1, 2004) vafierations in the Philippines, had an income tidhy.
Subsequent to September 2003, OLCL is subjectt®thilippines regular corporate income tax rat@ash.



Guatemala —The enacted tax rate is 31%. The Company was gtanbenefit under a law which promc
development of renewable power sources. The laswalthe Company to reduce the investment mads in it
geothermal project from income tax payable, whidghds the effective tax rate to zero.
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Israel — The Companyg’operations in Israel through OSL are taxed ateébalar corporate tax rate of 3¢
in 2003, 35% in 2004, 34% in 2005, 31% in 2006, 2822007, 27% in 2008, 26% in 2009 and 25% in 2844
thereafter. OSL received from Israel’s Investmeanteér “Approved Enterprise” status under Isradlaw for
Encouragement of Capital Investments, 1959 (thev&ktment Law”), with respect to two of its invesnt
programs. One such approval was received in 198@renother was received in May 2004. In respethef
approval from 1996, OSL has utilized all the taréfgs it was entitled to. Recently, due to a brtegislative
amendment in the Investment Law, OSL replaced ¢hneficate approval received in May 2004 from I$ise
Investment Center with a ruling from the Israelksuthorities. The ruling was obtained in April 2By
replacing the certificate of approval with a rulif@SL maximized the tax benefits it is entitledutaler the
Investment Law. As an Approved Enterprise and atingrto the ruling, OSL was exempt from Israelidnme
taxes with respect to income derived from the apgildnvestment for the years 2004 and 2005 ane affiter
such income is subject to reduced Israeli incomeates of 25% for an additional five years. Thieseefits are
subject to certain conditions set forth in thengliincluding among other things, that all transes between
OSL and its affiliates are at arms length, and thatmanagement and control of OSL will be fronaé$iduring
the whole period of the tax benefits. A changedntmol should be reported to the Israeli Tax Auifies in ordel
to maintain the tax benefits. In addition, as afustrial company, OSL is entitled to accelerategr@eiation on
equipment used for its industrial activities.

Other significant foreign countries — The Companyperations in Nicaragua and Kenya are taxed at the
rates of 25% and 37.5%, respectively.

NOTE 15 — BUSINESS SEGMENTS

The Company has two reporting segments that aneggted based on similar products, market and
operating factors: electricity and products segmebtich segments are managed and reported sepasatsch
offers different products and serves different mégkThe electricity segment is engaged in theafaddectricity
pursuant to power purchase agreements. The prosiegisent is engaged in the manufacture, includésigd
and development, of turbines and power units ferstipply of electrical energy and in the associated
construction of power plants utilizing the poweitsmanufactured by the Company to supply energmfr
geothermal fields and other alternative energyssirTransfer prices between the operating segmemes
determined on current market values or cost plukupeof the seller’s business segment.
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Summarized financial information concerning the @amy’s reportable segments is shown in the folloy
tables:



Electricity Products  Consolidated

(dollars in thousands)

Year Ended December 31, 2006

Net revenues from external customers $ 19548. $ 73,45¢ $§ 268,93
Intersegment revenues —  45,52( 45,52(
Depreciation and amortization expense 42,78’ 665 43,45:
Operating income 50,31« 11,61 61,92¢
Segment assets at year end* 1,104,321 55,77¢ 1,160,10:
Expenditures for long-lived assets 185,98: 1,82t 187,80¢

*Including unconsolidated investments 37,20° — —

Year Ended December 31, 2005

Net revenues from external customers $ 177,36¢ $ 60,62: $§ 237,99:
Intersegment revenues — 52,67¢ 52,67¢
Depreciation and amortization expense 39,557 62¢ 40,18¢
Operating income 56,83 7,07¢ 63,90¢
Segment assets at year end* 864,96¢ 49,51 914,48(
Expenditures for long-lived assets 112,99( 3,75¢ 116,74¢

*Including unconsolidated investments 47,23t — —

Year Ended December 31, 2004

Net revenues from external customers $ 158,83 $60,39¢ $§ 219,23(
Intersegment revenues — 13,04t 13,04
Depreciation and amortization expense 34,80¢ 665 35,47:
Operating income 55,89¢ 6,54¢ 62,44+
Segment assets at year end* 812,81t 37,27: 850,08¢
Expenditures for long-lived assets 213,25! 817 214,07:

*Including unconsolidated investments 48,81¢ — —

Reconciling information between reportable segmantsthe Company’s consolidated totals is shown in
the following table:

Year Ended December 31,

2006 2005 2004
(dollars in thousands)
Revenues:
Total segment revenues $ 268,937 $ 237,99: $ 219,23(
Intersegment revenues 45,52( 52,67¢ 13,04
Elimination of intersegment revenues (45,52() (52,679 (13,045%)
Total consolidated revenues $ 268,93 $ 237,99. $ 219,23(
Operating income:
Operating income $ 61,92 $ 63,90¢ $ 62,44«
Interest expense, net (24,40 (51,009 (41,469
Non-operating income (expense) and other, net (10) 73 (34
Total consolidated income before income taxes, ntin
interest, and equity in income of investees $ 37517 $ 12970 $§ 20,94:
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The Company sells electricity and products for poplants and others, mainly to the geographicasire
according to location of the customers, as detdilddw. The following tables present certain datg&ographi
area:

Year Ended December 31,
2006 2005 2004

(dollars in thousands)

Revenues from external customers attributabléXo:

North America $ 191,81¢ $ 170,10: $ 137,12
Pacific Rim 7,952 10,64¢ 50,36:
Latin America 23,35 13,741 13,54¢
Africa 10,63¢ 10,55:¢ 10,14
Far East 6,17¢ 1,127 4,56¢
Europe 29,00: 31,82 3,48¢

Consolidated total $ 268,93 $ 237,99: $ 219,23(

(1) Revenues as reported in the geographic area irhvitéxy originate.

Year Ended December 31,
2006 2005 2004

(dollars in thousands)

Long-lived assets (primarily power plants and eslat

assets) located in:

North America $ 697,92¢ $ 590,36' $ 509,03
Latin America 105,33: 38,68: 26,93¢
Africa 49,57( 51,311 53,42
Far East — — 571
Europe 6,22( 5,06( 1,837
Consolidated total $ 859,05( $ 685,41¢ $ 591,80¢
The following table presents revenues from maj@t@mers:
Year Ended December 31,
2006 2005 2004
Revenues % Revenues % Revenues %
(dollars in (dollars in (dollars in
thousands) thousands) thousands)
Revenues from major customers:
Customer A1) $ 80,66f 30 $8585¢ 36 $90,80¢ 41
Customer B2) —  — 5,281 2 31,05¢ 14
Customer G1) 34,32( 13 33,58: 14 28,29¢ 13



Customer D) 40,517 15 36,207 15 15,47( 7

(1) Revenues reported in Electricity Segment.

(@ Revenues reported in Products Segment.
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NOTE 16 — TRANSACTIONS WITH RELATED ENTITIES

Transactions between the Company and the relatégsmuring the years presented below and bakaat
of the dates presented below, other than thosédest elsewhere in these financial statementspappated:

Year Ended December 31,
2006 2005 2004

(dollars in thousands)
Transactions

Revenues from an affiliate of the Parent $350 $ 795¢ § —
Property rental fee expense paid to Parent $ 628 $ 627 $ 627
Interest expense on note payable to Parent $ 8,36 $ 10,63¢ § 9,72t
Guarantee fees to Parent $ 29 $ 204 $ 54€
Corporate financial, administrative and executieeiges

provided to Parent $ 12t ¢ 12¢ $ 12C
License fees to and services rendered by compeaoigsolled by i

shareholder of the Parent $ 12z $ 16z $ —

December 31,
2006 2005

(dollars in thousands)

Balances

Due from Orzunil $ — $ 158
Due from subsidiary of Parent $ 12C $ 167
Due from affiliate of Parent $ 56€ $ —

The Company has an agreement with the Parent whemta fee, the Parent maintains certain standby
letters of credit on behalf of the Company. Durihg years ended December 31, 2006, 2005 and 269#&ds
under the agreement totaled approximately $29 $204,000 and $548,000, respectively.

The current liability due to (from) Parent at Ded®mn31, 2006 and 2005 of ($1,459.000) and $356,000,
respectively, represents the net obligation resgitiom ongoing operations and transactions wighRhrent and



is payable from available cash flow. Interest impated on balances greater than 60 days at LIBOR pl
1%, however not less than the change in the Istaeisumer Price Index plus 4%, compounded quartenky is
accrued and paid to the Parent annually.

Notes payable to Parent

In 2003, the Company entered into a loan agreemi¢nthe Parent, which was further amended on
September 20, 2004 (“Parent Loan Agreement”) parg to which the Company may borrow from the Paren
up to $150 million in one or more advances. Inteaesrues on the unpaid principal of the loan amatia rate
per annum of the Parent’s average effective intgies 0.3% (7.5% during 2004 and 2003). The ppakand
interest on the Parent Loan Agreement are payablarying amounts through the loan due date of 2016.
The outstanding balance of such loan at Decemhe2@®¥6 and 2005 was $89,488,000 (including curpention
of $31,647,000) and $121,140,000 (including curpention of $31,647,000), respectively. As furtdescussed
in Note 1, on June 29, 2004, $20.0 million outstagdinder the Parent Loan Agreement was convested t
1,160,714 shares of $0.001 par value common stbitledcCompany.
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In 2003, the Company entered into a NIS 240.0 amillhoninterest bearing note agreement with the Pa
Principal is payable upon demand at any time &ftarember 30, 2007, but no later than December G092
The loan is subordinated to all other liabilitidsloe Company. In accordance with the terms of swatk, the
Company will not be required to repay any amourexoess of $50,665,000 (using the exchange rastiraxion
the date of such note). As of December 31, 20062808, the ceiling of $50,665,000 is effective.c®ithe note
is payable upon demand at any time after Novem®@¥ 2 is presented in the balance sheet as of ibleee31,
2006 in current liabilities.

Future minimum payments under the notes payalfkatent (excluding the non-interest bearing notefas
December 31, 2006 are as follows:

(dollars in
Year ending December 31: thousands)
2007 $ 31,64
2008 31,64:
2009 16,60(
2010 9,60(

$ 89,48¢

Reimbursement agreement

On July 15, 2004, the Company entered into a reisgsuent agreement with its Parent pursuant to which
the Company agreed to reimburse its Parent foanf)draws made on any standby letter of credtseid by the
Parent for the benefit of the Company; and (ii) ppyments made under any guarantee provided Ratent
for the benefit of the Company. Interest on any am® owing pursuant to the reimbursement agreemment
payable at a rate per annum equal to the Parerdiage effective cost of funds plus 0.3% in U.Slads (see
Note 16).

Registration rights agreement

Prior to the closing of the Companyihitial public offering in November 2004, the Cpamy and the Pare
entered into a registration rights agreement puntsioewhich the Parent may require the Companggister its
common stock for sale on Form S-1 or Form S-3. Campany also agreed to pay all expenses that fesuoit
the registration of the Company’s common stock utigie registration rights agreement, other tharenndting



commissions for such shares and taxes. The Contpasglso agreed to indemnify the parent, its dirsct
officer and employees against liability that magulefrom their sale of the Compasgycommon stock, includir
Securities Act liabilities.

NOTE 17 — EMPLOYEE BENEFIT PLAN

401(k) Plan

On July 1, 2002 the Company established a 401@¢) Rhe “Plan”) for the benefit of its U.S. empiees.
Employees of the Company and its U.S. subsidiavles have completed one year of service or who m&d o
year of service upon establishment of the Plareligéle to participate in the Plan. Contributicare made b
employees through pretax deductions up to 60%eif innual salary. Contributions made by the Comizan
matched up to a maximum of 2% of the employee’siahsalary. The Comparg/contributions to the Plan we
$249,000, $228,000 and $185,000 for the years eDdedmber 31, 2006, 2005 and 2004, respectively.

Severance plan

The Company, through OSL, provides limited non-pambenefits to all current employees in Israel who
are entitled to benefits in the event of termirmatio retirement in accordance with the
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Israeli Government sponsored programs. These plamasrally obligate the Company to pay one monthiarg
per year of service to employees in the eventwblimtary termination. There is no limit on the riuen of years
of service in calculation of the benefit obligatidrhe liabilities for these plans are accountedufater the
guidance of EITF Issue No. 88etermination of Vested Benefit Obligation for afibed Benefit Pension
Plan, using what is commonly referred to as the “sthotvn” method, where a company records the
undiscounted obligation as if it were payable @hdaalance sheet date. Such liabilities have bessepted on
the balance sheet as “Liabilities for severancg’p&he Company has an obligation to partially fLine
liabilities through regular deposits in pensiondarand severance pay funds. The amounts fundedraeabio
$12,534,000 and $10,567,000 at December 31, 200@@06, respectively, of which $10,981,000 and
$9,201,000 respectively, were restricted, and leen presented on the balance sheet as part qfd$ite and
other”. The severance pay liability covered by the pengionls is not reflected in the financial statemexstshe
severance pay risks have been irrevocably tramsfeor the pension funds. Under the Israeli severpag law,
restricted funds may not be withdrawn or pledgetil thre respective severance pay obligations haenbnet.
As allowed under the program, earnings from thestment are used to offset severance pay costsrBee
pay expenses for the years ended December 31, 2006,and 2004 were $2,454,000, $771,000 and $8@,7,0
respectively, which includes income (loss) amountm$1,095,000, $(302,000) and $(122,000), regpdygt
generated from the regular deposits and amountsedtin severance funds.

The Company expects the severance pay contributioc?@07 to be approximately $1.2 million.

The Company expects to pay the following futuredig to its employees upon their reaching normal
retirement age:

(dollars in

Year ending December 31: thousands)
2007 $ 794
2008 624
2009 70z
2010 42
2011 66€

2012-2016 4,29¢



$ 7,12¢

The above amounts were determined based on thegessl' current salary rates and the number of years
service that will have been accumulated at théirer@ent date. These amounts do not include amdhbats
might be paid to employees that will cease workirittp the Company before reaching their normal estient
age.

NOTE 18 — COMMITMENTS AND CONTINGENCIES

Geothermal resources

The Company, through its project subsidiaries eUited States, controls certain rights to geatiadr
fluids through certain leases with the Bureau afd.-&anagement (“BLM”)or through private leases. Royal
on the utilization of the geothermal resourcescamaputed and paid to the lessors as defined inebpective
agreements. Royalties’ expense under the geotheesalirce agreements were $7,567,000, $6,910,@D0 an
$4,716,000 for the years ended December 31, 2@0& and 2004, respectively.

Letters of credit

In the ordinary course of business with customeradors, and lenders, the Company is contingeiathye
for performance under letters of credit totaling #million and $25.4 million at
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December 31, 2006 and 2005, respectively (outeddtamounts, letters of credit totaling $0 and #%ltlon,
respectively, have been obtained by the Parenebalbof the Company). Management does not expact a
material losses to result from these letters afitkzecause performance is not expected to benejiand,
therefore, is of the opinion that the fair valughadse instruments is zero.

LOC Agreement

A subsidiary of the Company has a letter of cradd loan agreement (“LOC Agreement”) with Hudson
United Bank (“HUB™) pursuant to which HUB agreed issue one or more letters of credit for an aggte
amount of up to $15.0 million. The LOC Agreemenmtrtmates on June 30, 2007, but is automaticallgreded
for successive one-year periods unless noticeoigged by either the Company or HUB to the contrémythe
event that HUB is required to pay on a letter efditr drawn by the beneficiary thereof, such lettecredit
converts into a loan, bearing interest at 3-monBQAR plus 4.0%, to be repaid in equal installmexitthe end
of each of the next four quarters. There are variestrictive covenants in the LOC Agreement, wiciude
maintaining certain levels of tangible net worthydrage ratio, and minimum coverage ratio. Managéme
believes that at December 31, 2006, the Companymasmpliance with the covenants under the LOC
Agreement. As of December 31, 2006 and 2005, mertetf credit were outstanding under the LOC Agrest.

Credit Agreement

On February 15, 2006, a subsidiary of the Compautgred into a $25.0 million credit agreement (*@ite
Agreement”) with Union Bank of California (“UBOC). Under the Credit Agreement, the Company can re:
extensions of credit in the form of loans and/@ igsuance of one or more letters of credit. UB®Cuirently
the sole lender and issuing bank under the Creglitdment, but is also designated as an administratient on
behalf of banks that may, from time to time in thiure, join the Credit Agreement as parties therkt
connection with this transaction, the Company hsred into a guarantee in favor of the administeaagent
for the benefit of the banks, pursuant to which@oenpany agreed to guarantee the subsidiary’s atidigs
under the Credit Agreement. The subsidiary’s oltiliges under the Credit Agreement are otherwise cursel
by any of its (or any of its subsidiaries’) ass@tsere are various restrictive covenants undeCileelit
Agreement, which include maintaining certain lewal$angible net worth, leverage ratio, minimum ermge
ratio, and a distribution coverage ratio. In additithere are restrictions on dividend distribusiamthe event of



a payment default or noncompliance with such ratitenagement believes that as of December 31, 2006,
the Company was in compliance with the covenantieuthe Credit Agreement. As of December 31, 200@&¢
letters of credit with an aggregated stated amotii21.9 million were issued and outstanding uriderCredit
Agreement.

Restrictive covenants

The Company entered into certain agreements wigelisBanks under which the Company and its Israeli
subsidiary, Ormat Systems Ltd., have agreed taicenegative covenants, including, but not limiteda
prohibition on: (i) creating any floating chargeasty permanent pledge, charge or lien over the @oryip
assets without obtaining the prior written apprasathe lender; (ii) guaranteeing the liabilitiefsamy third party
without obtaining the prior written approval of tlemder; and (iii) selling, assigning, transferricgnveying or
disposing of all or substantially all of the Companassets. In some cases, the Company and Orretdry
Ltd. have agreed to maintain certain financialomsuch as a debt service coverage ratio and aaleftity
ratio. The Company does not expect that these emisror ratios, which apply to the Company on a
consolidated basis, will materially limit its alylito execute its future business plans or oparatidhe failure ti
perform or observe any of the covenants set forduch agreements, subject to various cure penaoisd
result in the occurrence of an event of default\andld enable the lenders to accelerate all amadugsunder
each such agreement.
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Grants and royalties

The Company, through OSL, has historically, throbGgitember 31, 2003, requested and received grau
research and development from the Office of theeCBcientist of the Israeli Government. OSL is iiegglito
pay royalties to the Israeli Government at a rét@.%% to 5.0% of the revenues derived from proslactd
services developed using such grants, and amotm&@] $1,342,000 and $1,833,000 for the yearsande
December 31, 2006, 2005 and 2004, respectively Cldmepany is not liable for royalties if the Compatoes
not sell the respective products. Such royaltiescapped at the amount of the grants receivedmieiest at
LIBOR. The cap at December 31, 2006 and 2005, atedun $1,138,000 and $4,723,000, respectively, of
which approximately $277,000 and $244,000 of tig oaspectively, increases based on the LIBOR aate,
defined.

In addition, OSL is obligated to pay royalties toumaffiliated entity at 2% of its domestic salgsto a
cumulative amount of $9.25 million, and royaltiesaate of 0.2% of revenues on the next $5.4 oniltelated
to a certain technology that is not currently beaitiized. However, no royalties will be paid af&d years have
elapsed from the completion of the related prof@8L has not derived any revenues from this tedyyolo
date, nor have any royalties been paid to date.

Employment agreements

The Company has employment agreements with foits sEnior executive officers, the terms of which
expire at various times through June 2008. Suchemgents provide for monthly or annual base salagyuats,
as well as for bonus and other benefits. The aggeegpmmitment for future salaries at Decembe806,
excluding bonuses and benefits, was approximat fillion.

Three of such executives are also entitled to chamgontrol payments, whereby, if within three ngea
following the occurrence of a change in controg @ompany terminates the employee or the employee
terminates his or her employment for good reassidedined, or if, within 180 days following a chang
control, the employee terminates his or her empkayinthe Company is required to pay 24 months ol su
employee’s monthly base salary at the time of tienge in control, plus unpaid and accrued baseysatal
bonuses. The aggregate of 24 months of these éxe&subase salary, excluding bonuses and benaftsf
December 31, 2006 approximated $0.9 million.

Contingencies



Steamboat Geothermal LLC (“SG”), a wholly owneagbsidiary, is a party to a litigation related to a
dispute over amounts owed to the plaintiffs undgtain operating agreements. On December 31, 2005 a
January 9, 2006, SG entered into a sales, settleanerelease agreement and an assignment agreement
respectively, with an assignee of 37% of one ofplatiffs’ right to net operating revenues, wHare&sG was
assigned such 37% of the net operating revenuSteaimboat 1 in partial settlement of the disputé sich
plaintiff. The case is scheduled for mediation @riA10-11, 2007. The Company believes that angoue of
the dispute with regard to the remaining claimg mot have a material impact on the Company’s tesafl
operations.

One of the Company’s U.S. Subsidiaries is a party third-party complaint originally filed on Novéer
15, 2005 by Lacy M. Henry and Judy B. Henry (thdehrys™) in a bankruptcy proceeding in the Unitgttes
Bankruptcy Court for the Eastern District of No@hrolina. The Henrys are debtors in a Chapter hkrogptcy
filed in the Bankruptcy Court. The Henrys were sloée shareholders of MPS Generation, Inc. (“MP3$Qhe
Company entered into a supply contract with MPSt@dias of December 29, 2003, under which the Cognpan
was retained as a subcontractor to produce fourevheesat energy converters for a project for whidhS% had
entered into a contract with Basin Electric Powepgerative (“Basin”). Basin filed a lawsuit on Beiary 24,
2005 against,
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among others, MPSG and the Henrys in the UniteteSfaistrict Court for the District of North Daketleging
various causes of action including breach of cattia@ctual and constructive fraud, and conversaoi,
demanding the piercing of MPSG’s corporate ve#dstablish the personal liability of the Henrys KPSG’s
debts. On September 15, 2005, Basin filed a comipt@mmencing the bankruptcy adversary proceeding,
seeking a determination that the claims which Balleged against the Henrys in the North Dakotaslatwvere
not dischargeable. On November 15, 2005, the Heamrgavered Basin’s complaint in the bankruptcy pedasy
and also filed a third-party complaint againstsbbsidiary, alleging that to the extent the Herangsfound
personally liable to Basin for MPSG's debts, thantys have claims against the subsidiary for bredich
contract/breach of warranty, tortious interferemdth contract, unfair or deceptive trade practiaed fraud. The
Henrys alleged damages in excess of $100 millienD@cember 15, 2005, the subsidiary filed an answer
denying the Henrys’ claims and asserting countendagainst the Henrys. The subsidiary filed a arotd
dismiss the Henrys’ claims on January 31, 2006March 21, 2006, Basin filed an Amended Complairthim
bankruptcy proceeding, consolidating the causestén it brought in the North Dakota lawsuit. heir answer
to Basins Amended Complaint, the Henrys raised the same plairty claims against the subsidiary. On May
2006, the Bankruptcy Court entered an order dentyiagubsidiary’s motion to dismiss the Henrysiroka
against it, but staying the Henrys’ litigation aggtithe subsidiary pending the resolution of Basalter ego
claims against the Henrys. In its answer to Bashmended Complaint, MPSG asserted third party daim
against the subsidiary similar to those claimsegiisy the Henrys. A trial on all issues raisechm thankruptcy
proceeding is scheduled to begin in September 208% Bankruptcy Court. The Company believes ithiaas
no liability to the Henrys or to MPSG and intendslefend vigorously against the Henrys’ and MPSt&sns
in the bankruptcy proceeding. Therefore, no proviss included in the financial statements in respéthe
claim.

Certain of the Company’s projects are subject titested Federal Energy Regulatory Commission
(“FERC”) rulings whereby an adverse outcome corddult in a refund of a portion of previous revesiand/or
a reduction in future revenues from those projéeidte outcome of this matter cannot be predictatiatime.

As to the dispute with SCE regarding the supplglettricity the GEM 2 and GEM 3 plants to the Ormes
project, see Note 13.

The Company is a defendant in various other legdlragulatory proceedings in the ordinary course of
business. It is the opinion of the Company’s mansay that the expected outcome of these matters,
individually or in the aggregate, will not have aterial effect on the results of operations andriial conditiol
of the Company.
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NOTE 19 — QUARTERLY FINANCIAL INFORMATION (UNAUDITE D)

Revenues:
Electricity Segment

Products Segment

Cost of revenues:
Electricity Segment

Products Segment

Gross margin

Operating expenses (income):
Research and development expenses
Selling and marketing expenses
General and administrative expenses
Gain on sale of geothermal resource rig|

Operating income

Other income (expense):
Interest income

Interest expense
Foreign currency translation and
transaction gain (loss)

Other non-operating income
Income (loss) before income taxes,
minority interest and equity in
income of investees

Income tax benefit (provision)

Minority interest in earnings of
subsidiaries

Equity in income of investees
Net income (loss

Earnings (loss) per share — basic and dilut
Weighted average number of

shares — basic
Weighted average number of

shares — diluted

Three Months Ended

March 31, June 30, Sept.30, Dec.31, March 31, June 30, Sept.30, Dec. 31,
2005 2005 2005 2005 2006 2006 2006 2006
(dollars in thousands, except per share amounts)

$ 40,45. $ 42,39¢ $ 51,388 $ 43,13¢ $ 43,73¢ $ 48,767 $ 56,40: $ 46,58
13,44« 13,63! 17,90¢ 15,64¢ 16,58¢ 15,31¢ 21,44¢ 20,10!
53,89¢ 56,02¢ 69,29( 58,78 60,321 64,08¢ 77,84¢ 66,68:
23,61 27,79: 25,85¢ 26,357 26,867 30,93¢ 32,31¢ 34,23¢
10,68:¢ 11,427 12,07 11,05:¢ 10,53 9,58( 13,157 17,94¢
34,29t 39,21¢ 37,92¢ 37,41( 37,39¢ 40,51¢ 45,47¢ 52,18(
19,60: 16,80' 31,36: 21,37! 22,92¢ 23,57( 32,37: 14,50z
38C 714 777 1,16t 772 89C 82€ 494
2,20¢ 1,651 1,93¢ 2,08t 2,69t 2,82¢ 2,41C 2,43(
3,627 2,97¢ 3,38¢ 4,33( 4,684 4,404 4,27( 4,73¢
13,38¢ 11,467 25,26 13,79¢ 14,77( 15,45( 24,86¢ 6,842
81C 1,07t 1,37 1,05: 1,11¢ 2,347 1,44z 1,65¢
(10,299 (9,502) (9,011)  (26,50¢) (7,45%) (7,741)  (8,347)  (7,420)
(83) 39 (21) (374) (8) (69) (933) 30€

40 72 53 347 102 204 65 32z

3,85¢ 3,151 17,65¢ (11,687 8,527 10,19: 17,09¢ 1,70t
(1,480) (1,154 (6,977) 4,921 (1,919 (2,15€) (4,342) 2,00¢

— — — — — (572) (242) —

1,53 2,097 1,641 1,62 1,27¢ 931 1,42¢ 507

$ 390¢ $ 409/ $ 1231¢ $ (5149 $ 7,892 $ 8,39F $ 1393¢ $ 4,221
$ 01z $ 01 $ 03¢ $ (0.1 $ 028 $ 02¢ $ 03¢ $ 0.1z
31,56: 31,56: 31,56: 31,56: 31,56: 35,10¢ 35,58¢ 36,05¢
31,57: 31,57¢ 31,57¢ 31,57¢ 31,691 35,25¢ 35,60¢ 36,17¢

Interest expense for the three months ended Dege3ilb@005 include a one-time charge of approxitgate
$16.6 million as a result of the prepayment on Ddwer 8, 2005 of the Beal Bank loan (see Note Spmtsed
of: (i) prepayment premium of $11.5 million asséedwith payment of the Beal Bank loan, (ii) wrd#-of
certain deferred financing costs amounting to $4dilRon associated with the incurrence of the BRahk loan,
and (iii) loss of $0.9 million associated with tinéerest rate caps transaction described belowt&heffect of
such one time charge is $6.3 million, bringing tie¢ effect of it to $10.3 million.
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NOTE 20 — SUBSEQUENT EVENTS

As described in Note 6, on January 19, 2007, thmg2my entered into an Amended and Restated Power
Purchase Agreement and a Project Security AgreeméhtKPLC, the Kenyan parastatal electricity
transmission and distribution company, with respedhase Il of Olkaria IIl project.

On February 27, 2007, the Company’s Board of Diesctleclared, approved and authorized payment of a
quarterly dividend of $2.7 million ($0.07 per shai@all holders of the Company’s issued and ontiitey
shares of common stock on March 21, 2007, payabMarch 29, 2007.

On February 27, 2007, the Company granted to aengployee director non-qualified stock options, unde
the 2004 Incentive Compensation Plan, to purchg&@7&hares of common stock at an exercise prié8&85,
which represented the fair value of the Compangtamon stock on such date. Such options will exgpéneen
years from the date of grant and will vest on ih& finniversary of the date of gra
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Partners of Ormat Leyte Co. Ltd.

We have audited the accompanying balance sheetnoiQ eyte Co. Ltd. (a Philippine limited parthaph(the
Partnership) as of December 31, 2005, and theetbkiaitements of income, changes in partners’yegoit cash
flows for the year then ended. These financiakst&nts are the responsibility of the Partnershiggmagement.
Our responsibility is to express an opinion on ¢hfisancial statements based on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting OversightriBoa
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of
the Partnership’s internal control over financegborting. Our audit includes consideration of ingrcontrol
over financial reporting as a basis for designiadiaprocedures that are appropriate in the circantes, but
not for the purpose of expressing an opinion oreffectiveness of the Partnership’s internal cdraver
financial reporting. Accordingly, we express nolsopinion. An audit includes examining, on a testib,
evidence supporting the amounts and disclosuréigifinancial statements, assessing the accouptingiples
used and significant estimates made by managemashgvaluating the overall financial statement gméstion.
We believe that our audit provides a reasonablestb@sour opinion.

In our opinion, the financial statements referealove present fairly, in all material respedts, financial
position of Ormat Leyte Co. Ltd. as of DecemberZ105, and the results of its operations and && ¢@ws for
the year ended December 31, 2005 in conformity With. generally accepted accounting principles.

/sl SyCip Gorres Velayo & Co.
A Member Practice of Ernst & Young Global

Makati City, Philippines
March 27, 2006

SGV & Co is a member practice of Ernst & Young @lob
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Assets

Current Assets

Cash (Note 4)

Restricted cash (Notes 4 and 7)

Accounts receivable — net of allowance for doubtfebts of $698,461 in 2006

and $645,047 in 2005
Prepaid expenses
Due from related parties (Note 8)
Deferred income tax assets — net (Note 13)
Total Current Assets
Property, Plant and Equipment— net (Notes 2, 6, 7 and 14)
Deferred Income Tax AssetgNote 13)
Other Non-current Assets— net (Note 5)

Liabilities and Partners’ Equity

Current Liabilities

Accrued expenses (Note 12)

Income tax payable (Note 13)

Current portion of long-term loan payable (Note$§ 4nd 7)
Total Current Liabilities

Long-term Loan Payable —net of current portion (Notes 4, 6 and 7)
Total Liabilities

Partners’ Equity

Limited Partners (Notes 7 and 9)

Investment

Accumulated net income

General Partner (Notes 7 and 9)
Investment

Accumulated net income

Other Comprehensive Income —net of tax (Notes 3 and 12)
Total Partners’ Equity

See accompanying Notes to Financial Statements.
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$ 1,268,14 $ 1,316,09
3,570,921 3,781,22.
1,779,10 1,725,14.

183,69: 154,95(
1,89¢ —
744,27 994,96!
7,548,03I 7,972,37.
4,239,41! 9,937,54
— 587,24¢

392,52¢ 741,89:

$ 12,179,98 $ 19,239,06
$ 476,63t $ 490,74t
495,04« 512,39
3,809,82i 5,079,77
4,781,50: 6,082,91!
— 3,809,82!
4,781,50:i 9,892,74.
158,00( 395,00(
5,677,28 6,988,58!
5,835,28 7,383,58!
42,00( 105,00(
1,509,15 1,857,72
1,551,15 1,962,72
12,03¢ —
7,398,47. 9,346,31

$ 12,179,98 $ 19,239,06

ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

STATEMENT OF INCOME



Operating Revenue(Notes 2 and 14)

Costs and Expenses

Costs of power plants operations (includes coseofices
rendered by related parties amounting to $219,000 i
2006, $207,273 in 2005 and $186,000 in 2004)

(Notes 6, 8, 10 and 14)

General and administrative expenses (includesafost
services rendered by a related party amounting to

$99,000 in 2006, $87,273 in 2005 and $78,000 irM200

(Notes 8 and 11)

Recovery From Insurance(Note 14)

Income From Operations

Other Income (Charges)

Interest expense and finance charges (Note 7)
Amortization of capitalized credit exposure fees

(Notes 5 and 7)
Interest income (Note 4)

Foreign exchange gain (loss) — net
Gain from non-monetary exchange of fixed assets

Income Before Tax

Income Tax ExpensdgNote 13)
Current
Deferred

Net Income

Allocation of Net Income
Limited Partners
General Partner

See accompanying Notes to Financial Statements.

159

Years Ended December 31

2006

2005

2004

(Unaudited) (Unaudited)
$ 13,715,29 $ 13,133,93 $ 10,799,89
6,937,73 6,887,77! 7,361,46!
360,08t 256,82! 212,19¢
7,297,82. 7,144,60! 7,573,66!
— 977,84 821,89:.
6,417,47. 6,967,17! 4,048,11!
(424,189 (752,969  (1,095,32)
(459,53:) (459,53:) (459,537
186,28t 126,10 34,28¢
90,71: (24,67)) (32,790
13,59( — —
(593,129  (1,111,07)  (1,553,36)
5,824,34! 5,856,10: 2,494,75:
2,117,871 2,132,47. 1,149,49!
918,90 (1,547,78) (12,325
3,036,72! 584,69: 1,137,17

$ 2,78761 $ 5,271,411 $ 1,357,58
$ 2,202,21' $ 4,164,41. $ 1,072,49
585,40 1,106,99 285,09:

$ 2,78761 $ 5,271,411 $ 1,357,58

ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

STATEMENT OF CHANGES IN PARTNERS’ EQUITY



Limited Partners

Investment:
Balance at beginning of year
Return of equity (Note 9)
Balance at end of year

Accumulated net income:
Balance at beginning of year
Net income for the year
Income distribution (Note 9)
Balance at end of year

General Partner

Investment:
Balance at beginning of year
Return of equity (Note 9)
Balance at end of year

Accumulated net income:
Balance at beginning of year
Net income for the year
Income distribution (Note 9)
Balance at end of year

Other Comprehensive Income —Net of tax

(Notes 3 and 12)

Total Partners’ Equity

See accompanying Notes to Financial Statements.

Years Ended December 31

2006 2005 2004
(Unaudited) (Unaudited)

$ 395000 $ 1,297,14 $ 2,853,71
(237,000) (902,14Y  (1,556,56)
158,00( 395,00( 1,297,14!
6,988,58! 5,910,45 6,028,06:
2,202,21! 4,164,41. 1,072,491
(3,5613,52)  (3,086,28)  (1,190,09))
5,677,28. 6,988,58! 5,910,45
5,835,28 7,383,58! 7,207,60:
105,00( 344,80¢ 758,58(
(63,000 (239,809 (413,77)
42,00( 105,00( 344,80¢
1,857,72 1,571,13 1,602,39:
585,40( 1,106,99 285,09:
(933,97 (820,40 (316,35!)
1,509,15. 1,857,72 1,571,13
1,551,15 1,962,72 1,915,94!
12,03¢ — —

$ 7,398,47. $ 9,346,31 $ 9,123,54

ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

STATEMENT OF CASH FLOWS

Years Ended December 31

2006

2005

2004

(Unaudited)

(Unaudited)



Cash Flows From Operating Activities
Net income
Adjustments for:
Depreciation
Deferred income tax
Amortization of capitalized credit exposure fees
Unrealized foreign exchange loss (gain) — net
Write-off of uncollectible accounts receivable
Provision for separation benefits
Gain from non-monetary exchange of fixed assets
Changes in operating assets and liabilities:
Decrease (increase) in:
Accounts receivable
Prepaid expenses
Due from related parties
Input value-added tax
Increase (decrease) in:
Accrued expenses
Income tax payable
Net cash provided by operating activit

Cash Flows From Investing Activities
Decrease in restricted cash

Acquisitions of property, plant and equipment
Net cash provided by investing activiti

Cash Flows From Financing Activities
Repayments of loan

Income distributed to partners

Return of equity to partners

Cash used in financing activities

Effects of Exchange Rate Changes on Cash and Cashuivalents

Net Increase (Decrease) In Cash and Cash Equivalrset
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:

Income taxes

Interest and financing charges

See accompanying Notes to Financial Statements.
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$ 278761 $ 527141 $ 1,357,58
5,734,83 5,725,80! 5,738,40:
918,90 (1,547,78) (12,325
459,53; 459,53: 459,53
(90,00¢) 7,51€ (5,017
36,91¢ — —
23,26¢ 30,05( 30,05(
(13,590 — _
(55,05¢) 934,22( (24,65%)
(28,749 (23,109) 25,54
(1,899 _ _
(110,165 (20,079 (16,279
(38,216) 34,69 68,26¢
(39,529 (49,279 137,98:
9,583,87' 10,822,98 7,759,08"
210,30: 199,97 224,65
(23,119 (9,615) (3,417
187,18 190,36: 221,23
(5,079,77) (5,079,77)  (5,079,77)
(4,447 50) (3,906,68)  (1,506,45))
(300,001 (1,141,95)  (1,970,33)
(9,827,27)  (10,128,41)  (8,556,56)
8,26¢ (8,23) 1,21
(47,949 876,69t (575,02
1,316,009 439,39: 1,014,41
$ 126814 $ 1,31609 $ 439,39
$ 215733 $ 221577 $ 1,066,68
478,95 808,18° 1,152,82

ORMAT LEYTE CO. LTD.
(A LIMITED PARTNERSHIP)

NOTES TO FINANCIAL STATEMENTS



Company Information

a. Background

Ormat Leyte Co. Ltd. (OLCL), a Philippine limiteduypnership (the Partnership), was registered hi¢h t
Philippine Securities and Exchange Commission (SB@ngage in power production. It owns and ope
geothermal electricity-generating facilities in lteyProvince, Philippines for the production ana sl
electricity from geothermal resources.

The partners in this Partnership are:

Type of Partner Percentage of Ownershif
Orleyte Company — Philippine Branch (OC) General 21.0C
ocC Limited 58.97
Itochu Corporation Limited 10.0C
Electric Power Development Co., Ltd. Limited 10.0C
Ormat Philippines, Inc. — Philippine Branch (OF Limited 0.0:

The net income of the Partnership is allocateti¢éopartners based on each partner’s respectivergage
of ownership.

OLCL is registered with the Philippine Board of &stments as an operator of power generating pbemés
pioneer status under the Omnibus Investments Cbtie8Y (otherwise known as Executive Order No.
226). As a registered enterprise, OLCL is entitkedertain tax and nontax incentives under the iprons
of the Code subject to certain requirements urftetdrms of its registration. No incentive was by
the Partnership in 2006, 2005 and 2004.

b. Principal Business Risks

The risks associated with the power plants inclygierating risks, dependence on one customer, pimép
National Oil Company-Energy Development Corpora{ieBNOC-EDC), environmental and political risks.
Operating risks include breakdown of equipmentrocpsses and performance of the power plants below
expected levels of output or efficiency (see Natg 1

There is concentration in credit risk due to degere on one customer. If the government were tohausk
PNOC-EDC's property, PNOC-EDC would remain obligateder the Build-Operate-and-Transfer (BOT)
Agreement (see Note 2) to make firm payments to QLSich purchase could result in PNOC-EDC being
unable to fulfill its obligations under the BOT Aggrment, which will have material adverse effect on
OLCL'’s ability to service its debt requirements. OLClntrols this risk by strict monitoring proceduresl
continuous discussions with PNOC-EDC on matteitireg to the BOT Agreement. Accounts receivable
from PNOC-EDC as of December 31, 2006 and 2005 ateduo $1.78 million and $1.73 million,
respectively, net of allowance for probable losse$0.70 million and $0.65 million, respectively.

BOT Agreement

On February 15, 1996, OLCL entered into an Accesbindertaking in connection with the BOT
Agreement between Ormat, Inc., an affiliate compamgd PNOC-EDC, a wholly-owned subsidiary of
Philippine National Oil Company, whereby Ormat,.lassigned to OLCL all its rights and benefits unde
the BOT Agreement. The undertaking provides tha€Dkhall design, construct, own and operate four
geothermal electricity-generating plants with atabntracted capacity of 50 megawatts (MW) throtigh
utilization of the geothermal resources of the eegeothermal Power Optimization Project Area (Ritdje
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The BOT Agreement provides that OLCL shall own,rapeand maintain the power plants for the purpose
of converting the steam delivered by PNOC-EDC gitrtric energy required by the National Power
Corporation (NPC) in accordance with the power pbase agreement between NPC and PNEDE during
the cooperation period. OLCL will bill PNOC-EDC ftire delivery of electric power and energy the
amount of Capacity Fee which is the sum of the dFi@perating Cost Recovery (the peso portion is Ipia

in Philippine peso and the United States (US) dgitation is payable in US dollar), Service FeeRaturn

on Investment (stated in US dollar and payableeeiith US dollar or Philippine peso) and Capital Cos
Recovery (stated and payable in US dollar); andd@nEee computed based on an agreed formula (stated
and payable in Philippine peso), until the termorabf the BOT Agreement in September 2007. The day
following the end of the cooperation period, titbethe power plants shall be transferred to PNO@ED
provided that PNOC-EDC has made all payments requursuant to the BOT Agreement.

There are four power plants in the Leyte faciligmely: Mahanagdong A, Mahanagdong B, Tongonan and
Malitbog. The power plants became operational qrte3aber 25, 1997, except for Malitbog which became
operational on December 31, 1997. The total cdsfseopower plants amounted to $56.67 million.

3.  Summary of Significant Accounting Policies

Basis of Preparation

The financial statements include the financial fosj results of operations and cash flows of Olazid
have been prepared in accordance with US generedigpted accounting principles.

Use of Estimates

The preparation of the financial statements in etaece with US generally accepted accounting pplasi
requires management to make estimates and assusfiat affect the reported amounts of assets and
liabilities and disclosure of contingent assets ematingent liabilities at the date of the finahatements
and the reported amount of revenue and expensegdbe reporting period. Actual results could eliff
from such estimates.

Functional Currency

The functional currency of OLCL is US dollar.

In 2004 and prior years, OLCL’s books of accounésenmaintained in Philippine pe$®)(@nd were
remeasured into US dollars. The resulting trarmhagiain or loss was credited or charged to current
operations. The remeasurement methol balances to US dollar balances was as follows:

a. All monetary assets and liabilities denominate® were translated into US dollars using the balance
sheet date exchange rate;

b. Non-monetary assets, such as prepaid expenses, pramarit and equipment, other non-current
assets and partners’ equity irvestment account carried at historical cost, viereslated at historic
exchange rates on transaction dates; the relafggheg accounts such as depreciation and
amortization were also translated at historicasaand

c. Other revenue, costs and expenses denomimeffediére translated at the average exchange rate for
the month.

Since January 1, 2005, OLCL has maintained its s@blaccounts in US dollar, consistent with its
functional currency.
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Adoption of New Accounting Standard

Effective January 1, 2006, OLCL adopted Statemé&Rirmncial Accounting Standards (SFAS) No. 158,
Employers’ Accounting for Defined Benefit Pensiod ®ther Postretirement Plan$SFAS No. 158
amends SFAS 8&mployers’Accounting for Settlements and Curtailments of ilfiBenefit Pension Ple
and for Termination Benefitnd SFAS No. 132 (revised 200Bmployers’ Disclosures about Pensions
and Other Postretirement BenefitSFAS No. 158 improves financial reporting by rieiqgg an employer to
recognize the overfunded or under funded statasdafined benefit postretirement plan (other thamui
employer plan) as an asset or liability in itsesta¢nt of financial position and to recognize charigehat
funded status in the year in which the changesrabcaugh comprehensive income of a business eottity
changes in unrestricted net assets of a not-fditgmganization. This Statement also improvesiicial
reporting by requiring an employer to measure theléd status of a plan as of the date of its yedr-e
statement of financial position, with limited extieps. As allowed under the transition provisiorSfAS
No. 158, gains and losses, prior service costsaatits and transition assets or obligations thathwot yet
been included in separation benefits cost as oEBeer 31, 2006 are recognized as components of the
ending balance of “Other comprehensive incomest of tax, shown in the 2006 statement of partners’
equity.

The adoption resulted in the recognition of $12,08%0ther comprehensive income,” net of tax effef
$6,961, and a corresponding reduction in Accrug@dusgion benefits of $18,997 as of December 316200
(see Note 12).

Accounts Receivable

Accounts receivable are recognized and carriediginal invoice amount less an allowance for any
uncollectible amounts. An estimate for doubtful@auts is made when collection of the full amoumas
longer probable.

Property, Plant and Equipment

Property, plant and equipment are carried at esst dccumulated depreciation and any impairment in
value. The cost of power plants consists of exganes incurred in connection with the design and
construction of the power plants. Cost also inctuckpitalized interests on borrowed funds usedthtemte
the construction of the power plants during thestauttion period.

For the years ended December 31, 2006, 2005 &%) #tere was no interest capitalized.

Depreciation of the power plants is computed orstha&ght-line method over a period of

10 years, which is the cooperation period stipdlétethe BOT Agreement. Depreciation of the other
property and equipment is computed on the strdightmethod over the estimated useful lives ofabsets
as follows:

Transportation equipment 5 years
Furniture, fixtures and equipment 3 years

The cost of routine repairs and maintenance isgathto income as incurred; major enhancements and
improvements are capitalized. When property andpagent are retired or otherwise disposed of, thst co
and accumulated depreciation and impairment lo#fsagy, are removed from the accounts and any
resulting gain or loss is credited or charged twent operations.

Impairment of Longived Assets

Long-lived assets are accounted for in accordariteS¥AS No. 144Accounting for the Impairment or
Disposal of Long-lived Asset©LCL periodically evaluates its long-lived asskets
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events or changes in circumstances that mightatelithat the carrying amount of the assets mapaot
recoverable. OLCL assesses the recoverability@btsets by determining whether the amortizaticsuof
long-lived assets over their estimated useful lisas be recovered through projected undiscountiedeu
cash flows. The amount of impairment, if any, isaseed based on the fair value of the assets. Rased
OLCL’s review, as of December 31, 2006, 2005 an@42@0 impairment of assets has occurred.

Deferred Costs

Credit exposure fees paid in relation to the tevam| included under the Other nomrent assets account
the balance sheets, are deferred and amortizedtoéerm of the loan up to July 2007 using theatite
interest rate method.

Cash and Cash Equivalents

OLCL considers all highly liquid investments withiginal maturity of three months or less at thedtiof
purchase to be cash and cash equivalents.

Prepaid Input Valuddded Taxes

Prepaid input value-added taxes (VAT) represent \WAposed on OLCL by its suppliers for the
acquisition of goods and services required unddippime tax laws and regulations.

The input VAT is recognized as an asset and wiltlaéned as tax credits/refunds. Input taxes aedtat
their estimated net realizable values.

Revenue Recognition

Pursuant to Emerging Issues Task Force Issue N8, Détermining Whether an Arrangement Contains a
Lease, and Statement of Financial Accounting Standa8#fAS) 13 Accounting for Leasesthe
arrangements of the BOT Agreement should be acedunt as an operating lease. The BOT Agreement
does not provide for any minimum payments.

Operating revenue consists of Capacity and Eneegg For the energy and services supplied by OLCL to
PNOC-EDC as provided for in the BOT Agreement aswknue is recognized to the extent that it is
probable that the economic benefits associatedtivitiransaction will flow to OLCL and the amouifit o
revenue can be reliably measured. Capacity Fémisum of the Fixed Operating Cost Recovery, Servic
Fee for Return on Investment and Capital Cost Regofsee Note 2). The Capacity Fee component in
OLCL’s BOT Agreement with PNOC-EDC is recognized®a on the generation of electricity using the
agreed formula in the BOT Agreement which takes &dcount, among others, the nominated capacity,
contracted capacity, outage hours and an agreed fate per kilowatt hour. Energy Fee is recognizaesk:
on the actual delivery of electricity generated aratle available to PNOC-EDC in excess of the agreed
efficiency rate in converting the steam delivergdPNOC-EDC into electric energy.

Interest on cash and restricted cash is recogmigele interest accrues computed using the eféectteres
rate method.

Separation Benefits

OLCL accrues the cost of separation benefits timemployees are entitled to receive at the tettinimaf
the BOT Agreement computed using the projectedaradit method. These benefits are unfunded. Starti
December 31, 2006, actuarial gains and lossesharged or credited to “Other comprehensive incdrire’
the statements of partners’ equity. Previouslylatal gains and losses are taken to income.
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Borrowing Costs

Borrowing costs generally are expensed as incuBedowing cost is capitalized if it is directlytabutable
to the acquisition, construction or production afualifying asset. Capitalization of borrowing st
commences when the activities to prepare the asséh progress and expenditures and borrowing @oe
being incurred. Borrowing costs are capitalizedluingé assets are ready for their intended usielf
resulting carrying amount of the asset exceedgdisverable amount, an impairment loss is recorded.
Borrowing costs eligible for capitalization are fheerest costs recognized on borrowings and other
obligations.

Income Taxes

OLCL accounts for corporate income taxes in acawdavith SFAS No. 10%ccounting for Income
Taxes, which requires an asset and liability approactidtermining income tax liabilities. Deferred inc®
tax assets and liabilities are recognized for theré tax consequences attributable to the temyporar
differences between the financial reporting basessets and liabilities and their related tax base
Deferred income tax assets and liabilities are orealsusing the tax rate expected to apply to taxabl
income in the years in which those temporary diffiees are expected to be recovered or settled. A
valuation allowance is provided when it is morelikthan not that a portion or all of the deferiecbme
tax assets will not be realized in the future.

Foreign Currency Transactions

Transactions in foreign currencies are initiallgorled in US dollars based on the exchange ragssiting
at the transaction dates. Foreign currency-dendsdn@onetary assets and liabilities are transletédS
dollars at exchange rates prevailing at balancetstates. Exchange gains or losses arising from the
translation or settlement of foreign currency deimated monetary assets and liabilities at exchaatgs
different from those at which the assets and lidxl are initially recorded, are credited or cleatdo
current operations.

Impact of Recently Issued Accounting Standards

In June 2006, the FASB issued FASB Interpretat{giid) No. 48,Accounting for Uncertainty in Income
Taxes. This Interpretation clarifies the accounting fimrcertainty in income taxes recognized in an
enterprise’s financial statements in accordanck $#AS No. 109Accounting for Income Taxed his
interpretation prescribes a recognition threshaldl measurement attribute for the financial stateémen
recognition and measurement of a tax position takesxpected to be taken in a tax return. This
Interpretation also provides guidance on derecmgnitlassification, interest and penalties, actiognn
interim periods, disclosure and transition. Thelptetation is effective for the fiscal years begng after
December 15, 2006. OLCL is still in the processwdluating the impact of adopting FIN No. 48 effest
January 1, 2007.

In September 2006, the Financial Accounting Stash&lBoard (FASB) issued SFAS No. 153jr Value
Measurementswhich provides guidance for using fair value teasure assets and liabilities. It also
responds to investorséquest for expanded information about the extmthiich companies measure as
and liabilities at fair value, the information usedneasure fair value and the effect of fair value
measurements on earnings. It applies whenever sthedards require (or permit) assets or liabdliteebe
measured at fair value. It does not expand theftier value in any new circumstances. This Staeimn
shall be effective for financial statements issfardiscal years beginning after November 15, 2007.

4. Cash and Restricted Cash

Restricted cash totalling $3.57 million and $3.78iam as of December 31, 2006 and 2005, respelgtive
represents the cash reserves under the Credit igrgewhich will be used to
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secure the payment of loan amortizations matunrigé succeeding two quarters (see Note 7). Tranbal
of restricted cash is subject to distribution appis in accordance with the Credit Agreement.

5. Other Non-current Assets

2006 2005
(Unaudited)

Deferred credit exposure fees — net (Note 7) $ 229,80¢ $ 689,34(

Input VAT — net 160,39¢ 50,52¢

Rental deposit 2,32¢ 2,02t

$ 392,52¢ $ 741,89:

6. Property, Plant and Equipment

2006 2005
(Unaudited)
Power plants (Note 2) $ 56,667,16 $ 56,667,16
Transportation equipment 169,75t 181,12(
Furniture, fixtures and equipment 78,38¢ 75,697
56,915,31 56,923,98
Less accumulated depreciation 52,675,90 46,986,43

$ 4,239,41 $ 9,937,54

The carrying amounts of the power plants as of Bxer 31, 2006 and 2005 were $4.19 million and $9.90
million, respectively.

Total depreciation charged to operations amourtébi73 million both in 2006 and 2005 and $5.74
million in 2004.

Interest expense capitalized up to the completichepower plants in 1997, net of accumulated
depreciation of $1.73 million and $1.55 million, anmted to $0.15 million and $0.33 million as of
December 31, 2006 and 2005, respectively.

All power plants are pledged to secure the payroktite long-term loan payable (see Note 7).

7. Long-term Loan Payable

The outstanding long-term loan payable amounte&8t81 million and $8.89 million as of December 31,
2006 and 2005, respectively. The $3.81 million loatstanding as of
December 31, 2006 is due in July 2007.

In 1998, the loan payable pertained to the constmucredit facility extended by a syndicate ofders to
partially finance the cost of construction of 50 MMdwer plants in Leyte, Philippines.

The Export-Import Bank of the United States (Eximigeprovided a guarantee and agreed to re-findrmee t
loan (i.e., conversion of this construction loatoia term loan upon completion of the reliabiligégts on thi



power plants) made by the lenders under the Chagtitement.

The construction loan was converted into a term lwith Eximbank on January 21, 1999. The loan’s
principal balance is payable in 35 equal, successiarterly installments of
$1.27 million starting February 1, 1999 plus ingtrat 6.54% a year. The principal balance is
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exclusive of credit exposure fees amounting to $on#lion and $0.69 million (net of accumulated
amortization of $3.65 million and $3.19 million) asDecember 31, 2006 and 2005, respectively. The
unamortized balance of credit exposure fees isidedd under the Other non-current assets accotimé in
balance sheets (see Note 5).

The loan is collateralized by a mortgage on OLQddsver plants, assignment of revenues and pledge of
partnership interests of OPl and OC in OLCL.

The loan agreement provides, among other termgamditions, that, for as long as the loan remains
outstanding, OLCL is subject to certain negativeer@nts requiring prior written bank approval for
specified partnership acts which include, but arelimited to mortgage of properties; consolidatiorerge
and sale of assets; declaration or payment of @esttip distributions, return of capital or rederapti
retirement, purchase or acquisition of partnersftigrests; entering into lease-purchase and gusgant
agreements; contracting indebtedness; forming wingaany subsidiaries; granting of loans or advance
entering into any new management contracts; amentofiérticles of Partnership and other organizatio
documents,

i.e., changing its fiscal year and materially chagghe nature of its present business; and abaneohof
the Project. In addition, the agreement providas @LCL’s equity-debt ratio should not be less tRar’5
at any time.

8. Related Party Transactions

Transactions with related parties are as follows:

a. Technical and managerial support services agreewith Ormat Systems Ltd. (OSL), an affiliated
company, for one year starting October 1997, rebénvgearly, if not terminated prior to renewal
date, until 2007, for a monthly fee of $10,000,adsd using the indexes as defined in the agreemen
(see Note 10).

b. Operation, maintenance, general and adminstratpport services agreement with Ormat, Inc. —
Manila Branch (OMB), an affiliate company, for a mtloly service fee of $16,500 in 2006, $14,54
2005 and $12,000 in 2004 with the same terms aagteement with Ol (see Notes 10 and 11).

c. Noninteres-bearing short-term advances by the following eglatompanies for payment of OLCL'’s
expenses which remained outstanding as of Dece8ih&006:

OMB $ 1,887
ocC 12




There were no outstanding amounts due to/fromeelparties as of December 31, 2005.
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9. Partners’ Equity

a. OLCL returned equity to partners distributegiiaportion to their respective contribution addals:

Amount Date of Approval of Amended
Date of Return of Equity (in Millions) Articles of Partnership
2006
November ¢ $ 0.3C December 5, 20(
2005
May 16 $ 0.8t June 16, 20C
August 8 0.2¢ June 16, 20C
1.14
2004
May 11 1.97 May 21, 200.
b. OLCL distributed income to partners as follows:
Amount
Date of Income Distribution (in Millions)
2006
February 7 $ 1.4¢
May 16 1.1C
August 8 1.1C
November ¢ 0.8C
4.4t
2005
February 3 0.4¢
May 5 0.8C
August 8 1.42
October 3 1.21
3.91
2004
February 9 1.2C
August 9 0.31

1.51
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10. Costs of Power Plants Operations

2006 2005 2004
(Unaudited) (Unaudited)

Depreciation (Note 6) $ 5,734,83 $ 5,725,800 $ 5,738,40:
Insurance 348,22( 292,79: 328,66t
Salaries and wages 264,56 222,16:. 219,42:
Technical and managerial services

(Note 8a) 120,00( 120,00( 120,00(
Operations and maintenance services

(Note 8b) 99,00( 87,27: 66,00(
Supplies and utilities 95,87: 150,62 161,02¢
Employee benefits (Note 12) 76,01¢ 103,62( 72,04¢
Repairs and maintenance (Note 14) 60,26¢ 47,28 536,72t
Outside services 56,067 57,61¢ 42,73¢
Others 82,89( 80,59: 76,43¢

$ 6,937,731 $ 6,887,77' $ 7,361,46!

11. General and Administrative Expenses

2006 2005 2004
(Unaudited) (Unaudited)
Professional fees $ 167,390 $ 83,30¢ $ 67,79:
Administrative services (Note 8b) 99,00( 87,27: 78,00(
Bad debts and losses 36,91¢ 39,767 —
Others 56,77¢ 46,47 66,407

$ 360,08t $ 256,82! $ 212,19¢

12. Separation Benefits

OLCL has a separation benefits policy that entitteemployees to a separation pay upon the tetiomaf
the BOT Agreement, equivalent to one month of tinpleyee’s basic salary for every year of servige fo
employees or a minimum of one and one fourth (}-idnth’s salary for every year of service for agrt
qualified employees. The separation benefits afended.

Following is the movement of OLCL'’s separation Hérdiabilities included under the Accrued expense
account in the balance sheets:



2006 2005

(Unaudited)
Balance at beginning of year $ 122,48: $ 85,60/
Separation benefits cost for the year 23,26¢ 30,05(
Unrecognized actuarial gain (Note 3) (18,99 —
Foreign exchange loss (gain) 10,34: 6,821
Balance at end of year $ 137,09( $ 122,48:

The unrecognized actuarial gain in 2006, net ofeffct, was credited to other comprehensive inc(sae
Note 3).
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The principal assumptions used in determining #p@gation benefits liabilities as follows:

2006 2005 2004
(Unaudited) (Unaudited)
Discount rate 5.55% 9.04% 11.61%
Annual salary increases 8.00% 7.00%38.00% 5.0(%
13. Income Taxes
a. Deferred income tax assets relate to the fatigw
2006 2005
(Unaudited)
Deferred income tax assets — current:
Unrealized foreign exchange loss on current porioiong-
term loan $ 525,45¢ $ 814,15¢
Allowance for doubtful debts 244,46 225,76¢
Unrealized foreign exchange losses on current raopéems 129,55: 102,04:
Accrued separation benefits and others 89,26¢ 78,76¢
988,73! 1,220,73.
Less valuation allowance 244,46 225,76¢
Net deferred income tax ass— current $ 744,27: $ 994,96!

Deferred income tax asset on unrealized foreigi@xge loss on
long-term loan $ — $ 587,24¢




b. The provision for income tax — deferred corssdtthe following:

2006 2005 2004
(Unaudited) (Unaudited)
Net changes in temporary different $812,28: $ 559,13: $ 692,64.
Unrealized foreign exchange loss (gain) 87,93: 1,952 (52)
Changes in valuation allowance 18,69¢ (2,108,86)  (704,91¢)

$ 918,90¢  ($1,547,78)  ($12,32Y

In 2004, based on the then position of the taxaittes on the tax treatment of foreign exchange
differentials by taxpayers adopting the use of fiomal currency other than the Philippine peso
financial statements, it was considered unlikebt the related temporary difference would be
deductible against future taxable income. Thuslaation allowance amounting to $1,369,898 was
provided on the deferred income tax asset reldatinmrealized foreign exchange loss on the longrter
loan in 2004. However, in 2005, the tax authoritibanged their earlier position which rendered the
temporary difference to be deductible against futaxable profits. Consequently, the valuation
allowance on the deferred income tax asset in 22®3Areversed in 2005.

c. The reconciliations of the income tax expermapmuted by applying the statutory income tax rates
the income before income tax and the income taeres@ as shown in the statements of income is
summarized as follows:
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2006 2005 2004
(Unaudited) (Unaudited)
Income tax at statutory income tax rates $ 2,038,52 $ 1,903,23: $ 798,32:
Additions to (reductions in) income tax resulting
from:
Effect of using the local currency for tax purpc 986,93. 937,16t 138,20°
Changes in valuation allowance on deferred
income tax assets 18,69t (2,108,86) (704,916
Nondeductible expenses and others (7,4272) 11,967 4,997
Depreciation expense related to capitalized
foreign exchange losses — — 900,56t
Change in income tax rate — (158,809) —
Income tax expense $ 3,036,721 $ 584,69. $ 1,137,17

The statutory income tax rates stood at 32% dutiegperiod up to October 31, 2005 and was
increased to 35% from November 1, 2005 (Note d§ Jtatutory income tax rate was 32% in 2004.

Computation of income tax expense is based ondbksbof accounts expressed in Philippine peso in
accordance with Philippine’ tax laws. Prior to Jaryul, 2005, the carrying value of OLCL’s power
plants in its books expressed in Philippine pestugted undepreciated capitalized unrealized foreign



exchange losses; the related depreciation chacgieddme was not considered a deductible tax item
and was added back to “income tax at statutorgrime tax rates” in the reconciliation of income tax
expense. Starting on January 1, 2005, OLCL revdrsis books of accounts expressed in Philippine
peso the balance of undepreciated capitalized limedeoreign exchange losses.

On May 24, 2005, the new Expanded Value-Addad (EVVAT) law was signed as Republic Act N
9337 or the E-VAT Act of 2005. The E-VAT law tooKext on November 1, 2005 following the
approval on October 19, 2005 of Revenue Regulati6f2005 which provides for the implementat
of the rules and regulations of the new E-VAT |&Wis provides for the change in corporate income
tax rate from 32% to 35% for the next three yeffiecive on November 1, 2005, and 30% starting
January 1, 2009 and thereafter, among others. O£t€ferred income tax assets in 2005 were
measured using tax rates expected to apply foyahes when the deferred income tax assets are
expected to be realized.

The E-VAT law also provides for the increase in YT rate from 10% to 12%, subject to certain
conditions. The increase in VAT rate to 12% becaffective on February 1, 2006.

14. Insurance Recovery of the Tongonan and Malitbog Plas

a.

On July 11, 2004, the main step-up transfoiwhéne Tongonan topping plant sustained damage,
putting this plant into outage condition. Upon thsurance company’s instruction, OLCL procured a
temporary unit located in the Philippines and opt&mber 19, 2004, the plasthormal operation wi
restored.

OLCL filed with its insurer claim for material dag®on the costs incurred related to the damaged
transformer in excess of $50,000 and for busirm@ssruption cover in excess of

30 days. OLCL did not recognize a receivable fromihsurer as of December 31, 2004 since the
insurer did not confirm the claim as of that date.

On May 26, 2005, OLCL recovered its insurance ctaamd credited $850,000 to the Recovery from
insurance account in the 2005 statement of income.
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On August 19, 2004, the generator at the Madjtblant tripped placing the plant under the outage
condition beginning that date. On January 8, 2€@@5plant’s normal operation resumed after the
generator rotor was repaired.

OLCL filed for material damage claim on the costta# generator repair in excess of $50,000 and for
business interruption cover in excess of 30 day<lOrecognized a receivable of $1,200,000 as of
December 31, 2004 since the insurer confirmed lienand made an interim payment in January
2005. In the 2004 statement of income, $821,892credited to the Recovery from insurance account
for the reimbursement of loss of revenue and $3®yias credited to Repairs and maintenance
account under Costs of power plants operationthioreimbursements of repair costs.

On April 13, 2005, OLCL recovered from the insu$dr327,841 of which $1,200,000 was applied
against the receivable set up in 2004 and the s»a@sunt of $127,841 was credited to the Recovery
from insurance account in the 2005 statement afrires

15. Fair Values of Financial Instruments



The following table sets forth the carrying valaesl estimated fair values of OLCL's financial instrents
recognized as of December 31, 2006 and 2005:

2006 2005
Carrying Fair Carrying Fair
Values Values Values Values
(In Thousands) (In Thousands)
Cash $ 1,26¢ $ 1,26¢ $ 1,31¢ $ 1,31¢
Restricted cash 3,571 3,571 3,781 3,781
Accounts receivable 1,77¢ 1,77¢ 1,72¢ 1,72¢
Long-term debt (3,809 (3,809 (8,890 (8,57¢)

The carrying amount of cash and restricted cashoappates their fair values since these are aviailédy
working capital and debt service requirements. ddreying amount of accounts receivable subject to
normal credit terms, approximates its fair value.

The fair value of long-term debt as of December2806 already approximates its carrying value sthee
loan is already currently payable. The fair valu@@05 was based on the net present value of eegheasl!
flows discounted using current interest rates, irmnfrom 3.59% to 4.44%, from similar debt with theeme
maturity and credit risk profile.

16. Other Matters

a. Electric Power Industry Reform Act
Philippine Republic Act No. 9136, the Electric Povwredustry Reform Act of 2001 (EPIRA), and the

covering Implementing Rules and Regulations (IRRyjae for significant changes in the power
sector, which include among others:

i.  The unbundling of the generation, transmissastribution and supply, and other disposable
assets of a company, including its contracts wittependent power producers, and electricity
rates;

ii. Creation of a Wholesale Electricity Spot Matrkaend

iii. Open and non-discriminatory access to tramssion and distribution systems.

The law also requires public listing of not lesanti5% of common shares of generation and
distribution companies within five years from tHéeetivity of the EPIRA. It provides cross
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ownership restrictions between transmission aneéggion companies and between transmission and
distribution companies, and a cap of 50% of its alednthat a distribution utility is allowed to soerc



from an associated company engaged in generatioapefor contracts entered into prior to the
effectivity of the EPIRA.

There are also certain sections of the EPIRA, §ipally relating to generation companies, which
provide for: (a) cap on the concentration of owhgrso only 30% of the installed capacity of thégr
and/or 25% of the national installed generatingacity; and (b) value-added tax zero-rating of sdle
generated power (see Note 13).

Based on the assessment of OLCL, it has compliddtiv applicable provisions of the EPIRA and its
IRR.

b. Clean Air Act

The Clean Air Act and the related IRR contain psais that have an impact on the industry as a
whole, and on OLCL in particular, that need to bmplied with within 44 months from the effectivity
date or by July 2004. Based on the initial assessmade on its power plants’ existing facilities,
OLCL believes it complies with the provisions oét@lean Air Act and the related IRR.

c. Pending Real Property Tax Assessment

On November 25, 2005, OLCL received a formal assessfor real property tax from the

municipality of Kananga, Leyte amounting to $238,5dr the period from January 1, 2001 to October
31, 2005. According to the BOT Agreement, PNOC-ESh@ll be responsible for the real property tax.
On January 24, 2006, OLCL filed an appeal on tlaépeoperty tax assessment with the Local Board

of Assessment Appeals of the Leyte Province.
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. DISCLOSURE CONTROLS AND PROCEDURES

Evaluation of Disclosure Contro

In connection with the preparation of this Annualpert on Form 10-K, management carried out an
evaluation under the supervision and with the pigiition of, the Chief Executive Officer and Chighancial
Officer, as of December 31, 2006 of the effectiwnef our disclosure controls and procedures, @s t&rm is
defined in Rules 13a-15(e) and 15d-15(e) undeEttaange Act. Our disclosure controls and procesiare
designed to provide reasonable assurance thamatan required to be disclosed in the reportsileeof
submit under the Securities Exchange Act of 1984mmended (the Exchange Act), is recorded, prodesse
summarized and reported within the time periodgi§ipe in the Securities and Exchange Commissioulas
and forms, and that such information is accumulateicommunicated to the Company’s management,
including our Chief Executive Officer and Chief Birtial Officer, as appropriate, to allow timely émns
regarding required financial disclosure. Based yjpond as of the date of this evaluation, the Chiefcutive
Officer and the Chief Financial Officer concludéat our disclosure controls and procedures weezfe as c
December 31, 2006 at the reasonable assurance level

Managemer's Report on Internal Control Over Financial Repog

Management of the Company is responsible for dstabfy and maintaining adequate internal contr@rov
financial reporting, as such term is defined uritlele 13a-15(f) promulgated under the SecuritieshBrge Act
of 1934, as amended.

Internal control over financial reporting is a pess designed to provide reasonable assurance ireg#rd



reliability of financial reporting and the prepaoat of the Company’s consolidated financial statetaéor
external purposes in accordance with generallygiedeaccounting principles.

The Company’s internal control over financial repuy includes those policies and procedures that

0] pertain to the maintenance of records thateasonable detail, accurately and fairly reflbet t
transactions and dispositions of the assets oftmpany;

(i) provide reasonable assurance that transactione@vaded as necessary to permit the preparat
the consolidated financial statements in accordanttegenerally accepted accounting principles,
and that receipts and expenditures of the Companpe&ing made only in accordance with
appropriate authorizations of management and directf the Company; and

(iii)  provide reasonable assurance regarding prigwe or timely detection of unauthorized acquésiti
use or disposition of the Company’s assets thdtideave a material effect on the consolidated
financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjechéorisk that
controls may become inadequate because of chamgesditions, or that the degree of compliance With
policies or procedures may deteriorate.

Management, under the supervision and participatfahe Chief Executive Officer and Chief Financial
Officer, conducted an assessment of the Companigsnal control over financial reporting as of Dadeer 31,
2006 using the criteria establishedriternal Control & Integrated Frameworkissued by the Committee of
Sponsoring Organizations of the Treadway Commisdianagemens assessment included an evaluation ¢
design of the Company’s internal control over ficiah

175

Table of Contents

reporting and testing of the operational effectesnof the Company’s internal control over finah@gaorting.
Based on such assessment, management has conttlatitte Company’s internal control over financial
reporting was effective as of December 31, 2006.

Management’s assessment of the effectiveness @dhgany’s internal control over financial repogtias
of December 31, 2006 has been audited by Priceln@miseCoopers LLP, an independent registered public
accounting firm, as stated in their report whicpriesented in this Annual Report.

Changes in Internal Control Over Financial Repogt

No changes in our internal control over financeglarting, as defined in Rules 13a-15(f) and 15d}15(
under the Exchange Act, occurred during the pectmdbred by this annual report that have materéfigcted,
or are reasonably likely to materially affect, @ternal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART 1lI



ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE R EGISTRANT

Information required by this Item in addition tattbelow is incorporated by reference herein frbe t
Company’s definitive 2007 Proxy Statement.
Directors and Executive Officers Information

The following table sets forth the name, age arsitipms of our directors, executive officers andspes
who are executive officers of certain of our sulasids who perform policy making functions for us:

Name Age Position

Lucien Bronicki 73 Chairman of the Board of Directors;
Chief Technology Officef3)

Yehudit “Dita” Bronicki 65 Chief Executive Officer; President; Direct@r

Yoram Bronicki 40 Chief Operating Officer — North America;
Director (1)

Joseph Tenne 51 Chief Financial Officer*

Nadav Amir 56 Executive Vice President — Engineering*

Hezy Ram 57 Executive Vice President — Business DevelopmenttiNo
America**

Zvi Reiss 56 Executive Vice President — Project Management*

Joseph Shiloah 61 Executive Vice President — Marketing and Salest BEs
the World*

Aaron Choresh 61 Vice President — Operations Rest of the World aratiérct
Support*

Zvi Krieger 51 Vice President — Geothermal Engineering*

Etty Rosner 51 Vice President — Contract Administrator;
Corporate Secretary*

Connie Stechman 51 Vice President

Independent Directors:

Dan Falk 62 Independent Directdd)
Jacob J. Worenklein 58 Independent Directd?)
Roger W. Gale 60 Independent Directd#)
Robert F. Clarke 64 Independent Directd?)

*  Performs the functions described in the tabld,is@employed by Ormat Systems.
**  Performs the functions described in the tablet is employed by Ormat Nevada.

(1) Denotes Class | Director — Term expiring at 2008 4al Shareholders Meeting.
(2) Denotes Class Il Director — Term expiring at 2008n8al Shareholders Meeting.

(3) Denotes Class Ill Director — Term expiring at 208¥ual Shareholders Meeting.

Lucien Bronicki.  Lucien Bronicki is the Chairman of our BoardQifectors, a position he has held since
our inception in 1994, and has also been our Creehnology Officer since July 1, 2004. Mr. Broniclk-
founded Ormat Turbines Ltd. in 1965 and is the @han of the Board of Directors of Ormat Industii¢d., the
publicly-traded successor to Ormat Turbines Ltdd @arious of its subsidiaries. From 1999 to AR€iD6, Mr.
Bronicki served as the Chairman of the Board oEBtiors of OPTI Canada Inc., a company engageckinith



sands industry in Canada in which our parent ovmnapgroximately 5% interest. From 1992 to May 2006,
Mr. Bronicki was the Chairman of the Board of Dieas of Bet Shemesh Engines, a manufacturer @fjgines
and from 1997 to May 2006, Mr. Bronicki was the {@iman of the Board of Directors of Bet Shemesh kiad.
Mr. Bronicki was also the Chairman of the Boardifectors of Orad Hi-Tec Systems Ltd., a
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manufacturer of image processing systems, untiétiteof 2005, and was the Co-Chairman of Orbotedh h
NASDAQ:-listed manufacturer of equipment for inspecting anaging circuit boards and display panels. Mr.
Bronicki has worked in the power industry since 893e is a member of the Executive Council of the
Weizmann Institute of Science and was the Chairafdhe Israeli Committee of the World Energy Colinci
Yehudit Bronicki and Lucien Bronicki are marriedr.NBronicki obtained a postgraduate degree in Narcle
Engineering from Conservatoire National des Artsletiers, a Master of Science in Physics from Ursite de
Paris and a Master of Science in Mechanical Engingérom Ecole Nationale Superieure d’Ingenieurssfet
Metiers. In the year 2005, he received a Ph.D. Her@ausa from the Ben-Gurion University, and if@@rom
the Weizmann Institute of Science.

Yehudit “Dita” Bronicki.  Yehudit Bronicki has been our Chief Executive Gdfisince July 1, 2004, a
is also a member of our Board of Directors andRressident. Mrs. Bronicki has also been the Presigie@rmai
Systems, one of our subsidiaries, since July 1428Bs. Bronicki was also a co-founder of OrmatHines Ltd.
and is a member of the Board of Directors and taedgBal Manager (a CEO-equivalent position) of Ormat
Industries Ltd., the publicly traded successor tm& Turbines Ltd., and various of its subsidiarle®m 1992
to June 2005, Mrs. Bronicki was a director of Bee@esh Engines, a manufacturer of jet enginedditian,
Mrs. Bronicki was a member of the Board of Direstof OPTI Canada Inc. until May 2005 and is a manolbe
the Board of Orbotech Ltd., a NASDAQ-listed manuiiaer of equipment for inspecting and imaging dircu
boards and display panels. From 1994 to 2001, Bhenicki was on the Advisory Board of the Bank sifdel.
Mrs. Bronicki has worked in the power industry €ri®65. Yehudit Bronicki and Lucien Bronicki aremied.
Mrs. Bronicki obtained a Bachelor of Arts in Socsadiences from Hebrew University in 1965.

Yoram Bronicki. has been a member of our Board of Directorsesiiovember 12, 2004, and has been
our Chief Operating Officer, North America sincadyJi, 2004. Mr. Bronicki is also a member of theaBa of
Directors of Ormat Industries Ltd., a position festneld since 2001, and a member of the Boardretiirs of
OPTI Canada Inc. From 2001 to 2004, Mr. Bronickswéce President of OPTI Canada Inc.; from 1999 to
2001, he was Project Manager of Ormat Industriés &md Ormat International; from 1996 to 1999, laesw
Project Manager of Ormat Industries Ltd.; and fro®95 to 1996, he was Project Engineer of Ormatdtrikes
Ltd. Mr. Bronicki is the son of Lucien and Yehu8itonicki. Mr. Bronicki obtained a Bachelor of Scgenin
Mechanical Engineering from Tel Aviv University 1989 and a Certificate from the Technion Institfte
Management Senior Executives Program.

Joseph Tenne. Joseph Tenne has served as our Chief Finadffiaker since March 9, 2005. From 2003
to 2004, Mr. Tenne was the Chief Financial OffioéiTreofan Germany GmbH & Co. KG, a German company.
From 1997 until 2003, Mr. Tenne was a partner isgédman & Kesselman, Certified Public Accountants i
Israel (a member firm of PricewaterhouseCoopegsiattional Limited). Since January 8, 2006, Mr. iehas
also been the Chief Financial Officer of Ormat Isitlies Ltd. Mr. Tenne is a member of the boardicfators of
AudioCodes Ltd., a NASDAQ-listed company. Mr. Terotgained a Master of Business Administration from
Tel Aviv University in 1987 and a Bachelor of AitsAccounting and Economics from Tel Aviv Univelsih
1981. Mr. Tenne is also a Certified Public Accounia Israel.

Nadav Amir. Nadav Amir has served as our Executive ViceiBent of Engineering, since July 1, 2004.
From 2001 through June 30, 2004, Mr. Amir was Exigewice President of Engineering of Ormat Indiesty
from 1993 to 2001, he was Vice President of Engingeof Ormat Industries Ltd.; from 1988 to 1998, \was
Manager of Engineering of Ormat Industries Ltdonfir1984 to 1988, he was Manager of Product Engimgerf
Ormat Industries Ltd.; and from 1983 to 1984, he Wenager of Research and Development of Ormat
Industries. Mr. Amir obtained a Bachelor of Scieintéeronautical Engineering from Technion Haifali@i72.

Yeheskel (Hezy) Ram. Hezy Ram has served as our Executive Vice érasiof Business Development,
North America, since January 1, 2004. From 1998ufh December 31, 2003, Mr. Ram was Vice Presiole
Business Development of Ormat Industries Ltd. ManRobtained a
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Master of Business Administration from Hebrew Umsiy in 1978, a Master of Science in Mechanical
Engineering from Ben Gurion University in 1977 anBachelor of Science in Mechanical Engineeringifro
Ben Gurion University in 1975.

Zvi Reiss. Zvi Reiss has served as our Executive Viceifeas of Project Management since July 1,
2004. From 2001 through June 30, 2004, Mr. Reisstiva Executive Vice President of Project Managdrogn
Ormat Industries Ltd.; from 1995 to 2000, he wasevPresident of Project Management of Ormat Indasstr
Ltd. and, from 1993 to 1994, he was Director ofj€ts of Ormat Industries Ltd.. Mr. Reiss obtaiaeBachelor
of Science in Mechanical Engineering from Ben Gutimiversity in 1975.

Joseph Shiloah. Joseph Shiloah has served as our ExecutiveRfiegident of Marketing and Sales, Rest
of the World, since July 1, 2004. From 2001 throdghe 30, 2004, Mr. Shiloah was the Executive Vice
President of Marketing and Sales at Ormat Industrid.; from 1989 to 2000, he was Vice President of
Marketing and Sales of Ormat Industries Ltd.; frb®83 to 1989, he was Vice President of Speciak®etsjof
Ormat Turbines Ltd.; from 1984 to 1989, he was @fieg Manager of the Solar Pond project of Solnyet&n:
Ltd., a subsidiary of Ormat Turbines Ltd.; and fra881 to 1983, he was Project Administrator of $lodar
Pond power plant project of Ormat Turbines Ltd. &atinat Systems Ltd. Mr. Shiloah obtained a Baahefo
Arts in Economics from Hebrew University in 1972.

Aaron Choresh. Aaron Choresh has served as our Vice Presafédperations Rest of the World and
Product Support, since July 1, 2004. From 1999uifinaJune 30, 2004, Mr. Choresh was the Vice Presife
Operations and Product Support of Ormat Industrids from 1993 to 1998, he was the Director of €éxpiens
and Product Support of Ormat Industries Ltd.; frt®®1 to 1992, he was Manager of Project Engineennty
Product Support; and from 1989 to 1990, he was ganaf Project Engineering of Ormat Industries Lidr.
Choresh obtained a Bachelor of Science in EledtEogineering from Technion Haifa in 1982.

Zvi Krieger.  Zvi Krieger has served as our Vice Presiderebthermal Engineering, since July 1, 2004.
From 2001 through June 30, 2004, Mr. Krieger was\Mtlte President of Geothermal Engineering of Ormat
Industries Ltd.. Mr. Krieger has been with Ormatustries Ltd. since 1981 and served as Applicdfogineer,
Manager of System Engineering, Director of New Textbgies Business Development and Vice President of
Geothermal Engineering. Mr. Krieger obtained a Bdahof Science in Mechanical Engineering from the
Technion, Israel Institute of Technology in 1980.

Etty Rosner. Etty Rosner has served as our Corporate Segrstace October 21, 2004. Ms. Rosner is
also the Corporate Secretary of Ormat Industri€s, lat position she has held since 1991, and Viesiéent of
Contract Management of Ormat Industries Ltd., atipssshe has held since 1999. From 1991 to 1999, M
Rosner was Contract Administrator Manager and QatpdSecretary and from 1981 to 1991, she was the
Manager of the Export Department and Office Adntimaiive Manager. Ms. Rosner obtained a Diploma in
General Management from Tel Aviv University in 1990

Connie Stechman. Connie Stechman has served as our Vice Prasd@e our inception in 1994. Prior
to joining Ormat Technologies, Inc., Ms. Stechmaked for an international public accounting firkhs.
Stechman is a Certified Public Accountant and ofetdia Bachelor of Science in Business and Condemtra
Accounting from California State University, Sacemo, in 1977.

Dan Falk. Dan Falk has been a member of our Board ofdiirs since November 12, 2004. Mr. Falk is
also a member of the Board of Directors of Orbotetch, Nice Systems Ltd., Attunity Ltd., ClickSofane
Technologies Ltd., Jacada Ltd. and Nova Measunistriments Ltd., all NASDAQ publicly traded compesi
In addition, Mr. Falk serves as a member of therBad Directors of the following public non-US coapes:
Plostopil Ltd., Orad Hi-Tech Systems Ltd., DmatdH.|_ Netafim Ltd. and Poalim Ventures | Ltd. Frof02 to
2004, Mr. Falk was a business consultant to seyefalic and private companies. From 1999 to 2000,Rdlk
was Chief Operating Officer and Chief Executivei€Hf of Sapiens International NV. From 1995 to 199®.
Falk was an
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Executive Vice President of Orbotech Ltd. From 1883995, Mr. Falk was Vice President of Finance &hie!
Financial Officer of Orbot Systems Ltd. and of Qah Ltd. Mr. Falk obtained a Master of Business
Administration from Hebrew University in 1972 an@achelor of Arts in Economics and Political Sciefiom
Hebrew University in 1968. Mr. Falk is the Chairaafr Audit Committee. Our Board of Directors has
determined that Mr. Falk qualifies as an Audit Caittee “financial expert” under Section 407 of tisarbanes-
Oxley Act of 2002 and Item 407(d)(5) of Regulat®#, and is “independent” as that term is useditém 7(d)
(3)(iv) of Regulation 14A under the Securities Exube Act of 1934,

Jacob J. Worenklein. Jacob J. Worenklein has been a member of oardBaf Directors since November
12, 2004, and has also served as President anfiEXseutive Officer of US Power Generating Compénayn
2003 to the present. From 1998 to 2003, he was §lagdirector and Global Head of Project and Seéator
Finance for Societe Generale and, from 1996 to 1888vas Managing Director and Head of Projectifiéera
Export Finance and Commaodities for the AmericasSfociete Generale. Prior to joining Societe Gdrédra
1996, Mr. Worenklein was Managing Director and GlioHead of Project Finance at Lehman Brothers aiwd p
thereto was a partner and member of the execubinerittee of the law firm of Milbank, Tweed, Hadl&y
McCloy LLP, where he founded and headed the finppower and project finance practice. Mr. Worenklein
served as Adjunct Professor of Finance at New Yrersity and is a trustee of the Committee fooriamic
Development and a member of the Council on ForBigiations. He is a member of the Board of Directord
Audit Committee of CDC Globeleq, an affiliate obtblK’s Commonwealth Development Corporation. Mr.
Worenklein obtained a Bachelor of Arts from ColumbBiollege in 1970 and a Juris Doctor and Master of
Business Administration from New York University 1873.

Roger W. Gale, Ph.D. Roger W. Gale has been a member of our BoaBdrettors since October 26,
2005. Between 1988 and 2000, Dr. Gale was the CB@ashington International Energy Group, which was
sold to PHB Hagler Bailly (PHB) in 1999. In 2008, RHB was sold to PA Consulting, Dr. Gale held s&lve
positions at PA Consulting until 2001, at whichitme joined GF Energy LLC as President and CE@s#ipn
he still holds. In addition, Dr. Gale served asember of the Board of Directors of the US Energgdtsation, i
not-for{profit organization. On December 1, 2005, he becamme=mber of the Boards of Directors of The Ad
Express Company and Petroleum & Resources Corpaorétiosedend investment companies). He served ol
Audit Committee of Constellation Holdings and oe thoard of the parent, Constellation Energy Groamf
1996 to 2005. Dr. Gale has a Ph.D. in politicaésce from the University of California, Berkeley.

Robert F. Clarke. Robert F. Clarke has been a member of our Boftdrectors since February 27,
2007. Mr. Clarke was Chairman (since September 1888 President and Chief Executive Officer (since
January 1991) of Hawaiian Electric Industries, IitEl), from which he retired effective May 2008n& June
1, 2006, Mr. Clarke has been Executive in Residemdlee Shidler College of Business at the Univeisi
Hawaii. Mr. Clarke joined HEI in February 1987 as& President of Strategic Planning and was ingghaf
implementing the Company’s diversification stratelgly. Clarke was named HEI Group Vice President —
Diversified Companies in May 1988. He was maderactior of HEI in 1989. Prior to joining HEI, Mr. &ike
served as Senior Vice President and Chief Fina@ffader of Alexander & Baldwin and as Controlldr o
Dillingham Corporation. Prior to that, he worked fbe Ford Motor Company and for the Singer Compétey
received his Bachelor’'s degree in economics in 188bhis Master’s degree in finance in 1966 from th
University of California at Berkeley. Honors inckiéhi Beta Kappa in 1965.

Audit Committee

We are a listed issuer, as defined in Sec. 2403 0ARegulation S-K, and have a separately deséghat
audit committee established in accordance withiGe&(a)(58)(A) of the Securities Exchange Act 684,
composed of independent directors as required biidde303A.07 of the NYSE Listed Company ManualeTh
members of such committee are Dan Falk (Chairpll&orenklein and Roger W. Gale, who are also
independent directors of our company, as definegkiction 303A.02 of the NYSE Listed Company Manual.
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ITEM 11. EXECUTIVE COMPENSATION

The information required under this item is incagied by reference herein from the Company’s difi



2007 Proxy Statement.
ITEM 12. SECURITY OWNERSHIP AND CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The information required under this item is incagied by reference herein from the Company’s difi
2007 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS

The information required under this item is incagied by reference herein from the Company’s difi
2007 Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required under this item is incagded by reference herein from the Company’s difimi
2007 Proxy Statement.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES A ND REPORTS ON FORM 8-K

(@ (1) Listof Financial Statements
See Index to Financial Statements in Item 8 ofahisual report.
(2) List of Financial Statement Schedules

All applicable schedule information is includedoar Financial Statements in Item 8 of this annual
report.

(b) EXHIBIT INDEX

Exhibit
No. Document

11 Underwriting Agreement, dated April 4, 2006, by amdong the Company, Lehman Brothers Inc.,
and Goldman, Sachs & Co., for themselves and aeseptatives of the several underwriters
named therein, incorporated by reference to Exhildito Ormat Technologies, Inc.’s Current
Report on Form 8-K to the Securities and Exchangm@ission on April 4, 2006.

3.1 Second Amended and Restated Certificate of Incatmor, incorporated by reference to Exhibit
3.1 to Ormat Technologies, Inc. Registration Sta&tethon Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

3.2 Second Amended and Restated By-laws, incorporatedference to Exhibit 3.2 to Ormat
Technologies, Inc. Registration Statement Amendrient2 on Form S-1 (File No. 33BL7527) t
the Securities and Exchange Commission on Octahe2@4.

4.1 Form of Common Share Stock Certificate, incorpatdtye reference to Exhibit 4.1 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities and
Exchange Commission on July 20, 2004.

4.2 Form of Preferred Share Stock Certificate, incoaped by reference to Exhibit 4.2 to Ormat

Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities and
Exchange Commission on July 20, 2004.



181

Table of Contents

Exhibit No.

Document

4.3

4.4

4.5

10.1.1

10.1.2

10.1.2

10.1.4

10.1.5

10.1.€

Form of Rights Agreement by and between Ormat Telcgies, Inc. and American Stock
Transfer & Trust Company, incorporated by referetacExhibit 4.3 to Ormat Technologies,
Inc. Registration Statement Amendment No. 2 on F&rin(File No. 333-117527) to the
Securities and Exchange Commission on October@¥.2

Indenture for Senior Debt Securities, dated asn@dry 16, 2006, between Ormat
Technologies, Inc. and Union Bank of Californisgamporated by reference to Exhibit 4.2 to
Ormat Technologies, Inc. Registration Statement @angent No. 1 on Form S-3 (File No. 333-
131064) to the Securities and Exchange Commissiaraauary 26, 2006.

Indenture for Subordinated Debt Securities, dagedfdanuary 16, 2006, between Ormat
Technologies, Inc. and Union Bank of Californisgamporated by reference to Exhibit 4.3 to
Ormat Technologies, Inc. Registration Statement @angent No. 1 on Form S-3 (File No. 333-
131064) to the Securities and Exchange Commissiaraauary 26, 2006.

Credit Facility Agreement, dated September 5, 20@byeen Ormat Momotombo Power
Company and Bank Hapoalim B.M., incorporated bgmfice to Exhibit 10.1.3 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Credit Agreement, dated as of December 18, 2008ngrdrCal Geothermal Inc. and Beal
Bank, S.S.B. and the financial institutions pahgreto from time to time, incorporated by
reference to Exhibit 10.1.5 to Ormat Technologies, Registration Statement Amendment No.
1 on Form S-1 (File No. 33B817527) to the Securities and Exchange CommissidBeptembe
28, 2004.

Credit Agreement, dated May 13, 1996, between Otragte and Export-Import Bank of the
United States, incorporated by reference to ExHibil.6 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Indenture, dated February 13, 2004, among OrmadiRgrCorp., Brady Power Partners,
Steamboat Development Corp., Steamboat Geotherb@| QrMammoth Inc., ORNI 1 LLC,
ORNI 2 LLC, ORNI 7 LLC, Ormesa LLC and Union Bank@alifornia, incorporated by
reference to Exhibit 10.1.7 to Ormat Technologirs, Registration Statement Amendment No.
1 on Form S-1 (File No. 33B17527) to the Securities and Exchange CommissidBeptembe
28, 2004.

First Supplemental Indenture, dated May 14, 206#hray Ormat Funding Corp., Brady Power
Partners, Steamboat Development Corp., Steambath&enal LLC, OrMammoth Inc., ORNI
1LLC, ORNI2LLC, ORNI 7 LLC, Ormesa LLC and Uni@ank of California, incorporated
by reference to Exhibit 10.1.8 to Ormat Technoleglac. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Bxge Commission on
September 28, 2004.

Fifth Supplemental Indenture, dated April 26, 208@®0ng Ormat Funding Corp. and Union
Bank of California, N.A., incorporated by referertoeExhibit 10.1.6 to Ormat Technologies,
Inc. Quarterly Report on Form 10-Q ( File No 001382) to the Securities and Exchange
Commission on August 7, 2006.
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Document

10.1.7

10.1.8

10.1.9

10.1.1C

10.1.11

10.1.1z2

10.1.1¢

10.1.1¢

10.1.1¢

10.1.1¢€

Loan Agreement, dated October 1, 2003, by and etv@rmat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to E#HiB.1.9 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment No. 1 to Loan Agreement, dated Septe2®e2004, by and between Ormat
Technologies, Inc. and Ormat Industries Ltd., ipovated by reference to Exhibit 10.1.10 to
Ormat Technologies, Inc. Registration Statement Aangent No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomssi September 28, 2004.

Capital Note, dated December 22, 2003, by and kmtv@rmat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to ExHiB.1.11 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment to Capital Note, dated September 20, ,2004nd between Ormat Technologies,
Inc. and Ormat Industries Ltd., incorporated byrehce to Exhibit 10.1.12 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Guarantee Fee Agreement, dated January 1, 19%hdetween Ormat Technologies, Inc.
and Ormat Industries Ltd., incorporated by refeestacExhibit 10.1.13 to Ormat Technolog
Inc. Registration Statement Amendment No. 1 on F&rin(File No. 333-117527) to the
Securities and Exchange Commission on Septemb&0P&,

Reimbursement Agreement, dated July 15, 2004, bybatween Ormat Technologies, Inc.
Ormat Industries Ltd., incorporated by referenc&xaibit 10.1.14 to Ormat Technologies, |
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Services Agreement, dated July 15, 2004, by ansld®t Ormat Industries Ltd. and Ormat
Systems Ltd., incorporated by reference to ExHiBifL.15 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Letter of Credit and Loan Agreement, dated June€B804, by and between Ormat Nevada,
Inc., and Hudson United Bank, incorporated by efee to Exhibit 10.1.16 to Ormat
Technologies, Inc. Registration Statement Amendrient2 on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissid@aiober 22, 2004.

First Amendment to Letter of Credit and Loan Agreetn dated June 30, 2004, by and
between Ormat Nevada, Inc., and Hudson United Backyrporated by reference to Exhibit
10.1.17 to Ormat Technologies, Inc. Registraticate3hent Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on October 22, 2004.

Subordination Agreement, dated June 30, 2004, tybatween Ormat Technologies, Inc. and
Hudson United Bank, incorporated by reference thiltix10.1.16 to Ormat Technologies, i
Registration Statement Amendment No. 2 on Form(Si{é¢ No. 333-117527) to the Securities
and Exchange Commission on October 22, 2004.
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Document

10.2.1

10.3.1

10.3.2

10.3.c

10.3.4

10.3.5

10.3.€

10.3.7

10.3.€

10.3.€

Purchase Agreement, dated July 15, 2004, by anegeketOrmat Industries Ltd. and Ormat
Systems Ltd., incorporated by reference to ExHiBi2.2 to Ormat Technologies, Inc.
Registration Statement on Form S-1 (File No. 3335RT) to the Securities and Exchange
Commission on July 20, 2004.

Power Purchase Contract, dated July 18, 1984, eet8euthern California Edison Company
and Republic Geothermal, Inc., incorporated byreafee to Exhibit 10.3.1 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Amendment No. 1, to the Power Purchase Contrattddaecember 23, 1988, between
Southern California Edison Company and Ormesa @eathl, incorporated by reference to
Exhibit 10.3.2 to Ormat Technologies, Inc. RegtitraStatement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissialuty 20, 2004.

Power Purchase Contract, dated June 13, 1984, detBeuthern California Edison Company
and Ormat Systems, Inc., incorporated by referémé&shibit 10.3.3 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on F&¢in(File No. 333-117527) to the
Securities and Exchange Commission on Septemb&0P&,

Power Purchase and Sales Agreement, dated as o6AR@, 1983, between Chevron U.S.A.
Inc. and Southern California Edison Company, inooafed by reference to Exhibit 10.3.4 to
Ormat Technologies, Inc. Registration Statemerftam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Amendment No. 1, to Power Purchase and Sale Agmeeieted as of December 11, 1984,
between Chevron U.S.A. Inc., HGC and Southern @ali& Edison Company, incorporated by
reference to Exhibit 10.3.5 to Ormat Technologies, Registration Statement Amendment No.
1 on Form S-1 (File No. 33B17527) to the Securities and Exchange CommissidBeptembe
28, 2004.

Settlement Agreement and Amendment No. 2, to P®uechase Contract, dated August 7,
1995, between HGC and Southern California Edisom@oy, incorporated by reference to
Exhibit 10.3.6 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on September 28, 2004.

Power Purchase Contract dated, April 16, 1985, éetwSouthern California Edison Company
and Second Imperial Geothermal Company, incorpdragereference to Exhibit 10.3.7 to
Ormat Technologies, Inc. Registration Statement dangent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Amendment No. 1, dated as of October 23, 1987, dmtvBouthern California Edison Company
and Second Imperial Geothermal Company, incorpdragereference to Exhibit 10.3.8 to
Ormat Technologies, Inc. Registration Statemerffam 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, betv@rrihern California Edison Company i
Second Imperial Geothermal Company, incorporaterefgrence to Exhibit 10.3.9 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities



and Exchange Commission on July 20, 2004.
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10.3.1(C

10.3.11

10.3.1Z

10.3.1¢

10.3.14

10.3.1¢

10.3.1¢

10.3.17

10.3.1¢

Amendment No. 3, dated as of November 24, 1992yd®t Southern California Edison
Company and Second Imperial Geothermal Compangrpocated by reference to Exhibit
10.3.10 to Ormat Technologies, Inc. Registraticate3hent on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissialuty 20, 2004.

Amended and Restated Power Purchase and Saleswantalated December 2, 1986,
between Mammoth Pacific and Southern Californiss&diCompany, incorporated by
reference to Exhibit 10.3.11 to Ormat Technologiies, Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exgje Commission on
September 28, 2004.

Amendment No. 1, to Amended and Restated PowehBsecand Sale Agreement, dated May
18, 1990, between Mammoth Pacific and Southerrf&@aia Edison Company, incorporated
by reference to Exhibit 10.3.12 to Ormat Technasginc. Registration Statement on Form S-
1 (File No. 333-117527) to the Securities and ErgeaCommission on July 20, 2004.

Power Purchase Contract, dated April 15, 1985, éetvMammoth Pacific and Southern
California Edison Company, incorporated by refeeettcExhibit 10.3.13 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Amendment No. 1, dated as of October 27, 1989, dmtviviammoth Pacific and Southern
California Edison Company, incorporated by refeeeticExhibit 10.3.14 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Amendment No. 2, dated as of December 20, 198%dset Mammoth Pacific and Southern
California Edison Company, incorporated by refeesticExhibit 10.3.15 to Ormat
Technologies, Inc. Registration Statement on Forin(Sile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Power Purchase Contract, dated April 16, 1985, éetwSouthern California Edison Company
and Santa Fe Geothermal, Inc., incorporated byerée to Exhibit 10.3.16 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Amendment No. 1, to Power Purchase Contract, dattober 25, 1985, between Southern
California Edison Company and Mammoth Pacific, mpooated by reference to Exhibit

10.3.17 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.

Amendment No. 2, to Power Purchase Contract, daésgmber 20, 1989, between Southern
California Edison Company and Pacific Lighting EmeBystems, incorporated by referenc
Exhibit 10.3.18 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on
Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2
2004.



10.3.1¢

Interconnection Facilities Agreement, dated Octd@er1989, by and between Southern
California Edison Company and Mammoth Pacific, nmpooated by reference to Exhibit
10.3.19 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.
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10.3.2C

10.3.21

10.3.2Z

10.3.2¢

10.3.2¢

10.3.2¢

10.3.2¢

10.3.2i

Interconnection Facilities Agreement, dated Octdtr1985, by and between Southern

California Edison Company and Mammoth Pacific (igorporated by reference to Exhibit
10.3.20 to Ormat Technologies, Inc. Registraticate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.

Interconnection Facilities Agreement, dated Octd@igr1989, by and between Southern
California Edison Company and Pacific Lighting EmeBystems, incorporated by referenc
Exhibit 10.3.21 to Ormat Technologies, Inc. Registin Statement Amendment No. 1 on
Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2!
2004.

Interconnection Agreement, dated August 12, 1985 between Southern California
Edison Company and Heber Geothermal Company incatgwd by reference to Exhibit
10.3.22 to Ormat Technologies, Inc. Registratiatedhent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.

Plant Connection Agreement for the Heber GeotheRtaait No. 1, dated, July 31, 1985, by
and between Imperial Irrigation District and HelBerothermal Company incorporated by
reference to Exhibit 10.3.23 to Ormat Technolodies, Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exge Commission on
September 28, 2004.

Plant Connection Agreement for the Second Imp&edthermal Company Power Plant Nc
dated, October 27, 1992, by and between Imperighttion District and Second Imperial
Geothermal Company incorporated by reference tatitxt0.3.24 to Ormat Technologies, |
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

IID-SIGC Transmission Service Agreement for Altéiva Resources, dated, October 27,
1992, by and between Imperial Irrigation DistrindeSecond Imperial Geothermal Company
incorporated by reference to Exhibit 10.3.25 to @rifiechnologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) toSbeurities and Exchange Commission on
July 20, 2004.

Plant Connection Agreement for the Ormesa GeothdPhaat, dated October 1, 1985, by and
between Imperial Irrigation District and Ormesa Geomal incorporated by reference to
Exhibit 10.3.26 to Ormat Technologies, Inc. Registin Statement Amendment No. 1 on
Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2!
2004.

Plant Connection Agreement for the Ormesa IE GeotaePlant, dated, October 21, 1988, by
and between Imperial Irrigation District and Ormé&Sancorporated by reference to Exhibit
10.3.27 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.



10.3.2¢

Plant Connection Agreement for the Ormesa IH GeothkPlant, dated, October 3, 1989, by
and between Imperial Irrigation District and Ormédancorporated by reference to Exhibit
10.3.28 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.
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10.3.2¢

10.3.3(C

10.3.31

10.3.3Z

10.3.3¢

10.3.3¢

10.3.3¢

10.3.3¢

Plant Connection Agreement for the Geo East Mesated Partnership Unit No. 2, dated,
March 21, 1989, by and between Imperial Irrigatistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 E® to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Plant Connection Agreement for the Geo East Mesated Partnership Unit No. 3, dated,
March 21, 1989, by and between Imperial Irrigatistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 BD to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Ormesamé3a |IE and Ormesa IH Geothermal
Power Plants, dated, October 3, 1989, between Iaipaigation District and Ormesa
Geothermal incorporated by reference to ExhibiBB1 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{é No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Geo EastMésited Partnership Unit No. 2, date
March 21, 1989, by and between Imperial Irrigatidistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 B2 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Geo EastMésited Partnership Unit No. 3, date
March 21, 1989, by and between Imperial Irrigatidistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 BB to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

IID-Edison Transmission Service Agreement for Alive Resources, dated, September 26,
1985, by and between Imperial Irrigation DistrintleSouthern California Edison Company
incorporated by reference to Exhibit 10.3.34 to @rifechnologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BBB&527) to the Securities and
Exchange Commission on September 28, 2004.

Plant Amendment No. 1, to lID-Edison Transmissienv&e Agreement for Alternative
Resources, dated, August 25, 1987, by and betweperlal Irrigation District and Southern
California Edison Company incorporated by referetacExhibit 10.3.35 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Leyte Optimization Project BOT Agreement, dated Astgd, 1995, by and between PNOC-
Energy Development Corporation and Ormat Inc. ipocated by reference to Exhibit 10.3.36
to Ormat Technologies, Inc. Registration Statenosanfform S-1 (File No. 333-117527) to the



10.3.3i

Securities and Exchange Commission on July 20, 2004

First Amendment to Leyte Optimization Project BOgréement, dated February 29, 1996, by
and between PNOC-Energy Development CorporationCanthat Leyte Co. Ltd. incorporated
by reference to Exhibit 10.3.37 to Ormat Technadsginc. Registration Statement on Form S-
1 (File No. 333-117527) to the Securities and ErgegaCommission on July 20, 2004.
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Second Amendment to Leyte Optimization Project B&jfeement, dated April 1, 1996, by
and between PNOC-Energy Development CorporationCanthat Leyte Co. Ltd. incorporated
by reference to Exhibit 10.3.38 to Ormat Technadsginc. Registration Statement on Form S-
1 (File No. 333-117527) to the Securities and ErgegaCommission on July 20, 2004.

Agreement Addressing Renewable Energy Pricing aydniént Issues, dated June 15, 200:
and between Second Imperial Geothermal Company @IIB021 and Southern California
Edison Company incorporated by reference to Exiibi8.39 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{é No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment No. 1 to Agreement Addressing Renewabérdy Pricing and Payment Issues,
dated November 30, 2001, by and between Secondimh@eothermal Company QFID No.
3021 and Southern California Edison Company inc@fea by reference to Exhibit 10.3.40 to
Ormat Technologies, Inc. Registration Statement Aangent No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comonissi September 28, 2004.

Agreement Addressing Renewable Energy Pricing aydniént Issues, dated June 15, 200:
and between Heber Geothermal Company QFID No. ad@dl1Southern California Edison
Company incorporated by reference to Exhibit 10.3c40Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment No. 1 to Agreement Addressing Renewabérdy Pricing and Payment Issues,
dated November 30, 2001, by and between Heber €en#th Company QFID No. 3001 and
Southern California Edison Company incorporateddigrence to Exhibit 10.3.42 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Energy Services Agreement, dated February 200antybetween Imperial Irrigation District
and ORMESA, LLC incorporated by reference to Exthilh.3.43 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Purchase Power Contract, dated March 24, 1986nt#patween Hawaii Electric Light
Company and Thermal Power Company incorporate@feyance to Exhibit 10.3.44 to Ormat
Technologies, Inc. Registration Statement Amendrlentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Firm Capacity Amendment to Purchase Power Contdatéd July 28, 1989, by and between
Hawaii Electric Light Company and Puna Geothermah®ire incorporated by reference to
Exhibit 10.3.45 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on



10.3.4¢

Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2
2004.

Amendment to Purchase Power Contract, dated Oclidhelr993, by and between Hawaii

Electric Light Company and Puna Geothermal Venimcerporated by reference to Exhibit
10.3.46 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.
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104.2

104.3

104.4
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Third Amendment to the Purchase Power Contracgddistarch 7, 1995, by and between
Hawaii Electric Light Company and Puna Geothermahiire incorporated by reference to
Exhibit 10.3.47 to Ormat Technologies, Inc. Registin Statement Amendment No. 1 on
Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2!
2004.

Performance Agreement and Fourth Amendment to tinehse Power Contract, dated
February 12, 1996, by and between Hawaii Electigtht Company and Puna Geothermal
Venture incorporated by reference to Exhibit 13 Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and
Exchange Commission on September 28, 2004.

Agreement to Design 69 KV Transmission Lines, astatipbn at Pohoiki, Modifications to
Substations at Puna and Kaumana, and a Tempordry-adility to Interconnect PGV’s
Geothermal Electric Plant with HELCO'’s System Qihase Il and IIl), dated June 7, 1990,
by and between Hawaii Electric Light Company and@&Geothermal Venture incorporatec
reference to Exhibit 10.3.49 to Ormat Technolodies, Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exge Commission on
September 28, 2004.

Ormesa BLM Geothermal Resources Lease CA 966 incarpd by reference to Exhibit 10.
to Ormat Technologies, Inc. Registration Staterdenendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comonissi September 28, 2004.

Ormesa BLM License for Electric Power Plant Site 24678 incorporated by reference to
Exhibit 10.4.2 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form
S-1 (File No. 333t17527) to the Securities and Exchange CommissioBeptember 28, 20(

Geothermal Resources Mining Lease, dated Febrigry9B1, by and between the State of
Hawaii, as Lessor, and Kapoho Land Partnershipeasee incorporated by reference to
Exhibit 10.4.3 to Ormat Technologies, Inc. RegtétraStatement Amendment No. 1 on Form
S-1 (File No. 333t17527) to the Securities and Exchange CommissioBeptember 28, 20(

Geothermal Lease Agreement, dated October 20, 17&nd between Ruth Walker Cox and
Betty M. Smith, as Lessor, and Gulf Oil Corporatias Lessee incorporated by reference to

Exhibit 10.4.4 to Ormat Technologies, Inc. RegtétraStatement Amendment No. 1 on Form
S-1 (File No. 333t17527) to the Securities and Exchange CommissioBeptember 28, 20(

Geothermal Lease Agreement, dated August 1, 1978n8 between Southern Pacific Land
Company, as Lessor, and Phillips Petroleum Compas.essee incorporated by reference to
Exhibit 10.4.5 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form



104.6

S-1 (File No. 333t17527) to the Securities and Exchange CommissidBeptember 28, 20(

Geothermal Resources Lease, dated November 18, b@p&dd between Sierra Pacific Power
Company, as Lessor, and Geothermal Developmentcisges, as Lessee incorporated by
reference to Exhibit 10.4.6 to Ormat Technologies, Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exgje Commission on
September 28, 2004.
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104.7

10.4.8

10.4.9

10.4.1C

10.4.11

10.4.1z2

10.4.1¢

10.4.1¢

Lease Agreement, dated November 1, 1969, by ameebetChrisman B. Jackson and Sharon
Jackson, husband and wife, as Lessor, and Statida@bmpany of California, as Lessee
incorporated by reference to Exhibit 10.4.7 to Qrifechnologies, Inc. Registration Statement
on Form S-1 (File No. 333-117527) to the Securitied Exchange Commission on July 20,
2004.

Lease Agreement, dated September 22, 1976, byetmeén El Toro Land & Cattle Co., as
Lessor, and Standard Oil Company of Californid, @ssee incorporated by reference to
Exhibit 10.4.8 to Ormat Technologies, Inc. RegtitraStatement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissialuty 20, 2004.

Lease Agreement, dated February 17, 1977, by amekba Joseph L. Holtz, as Lessor, and
Chevron U.S.A. Inc., as Lessee incorporated byeafse to Exhibit 10.4.9 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Lease Agreement, dated March 11, 1964, by and leetdehn D. Jackson and Frances Jones
Jackson, also known as Frances J. Jackson, huahdnife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated Breace to Exhibit 10.4.10 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Lease Agreement, dated February 16, 1964, by ameeba John D. Jackson, conservator for
the estate of Aphia Jackson Wallan, as LessorSéadard Oil Company of California, as
Lessee incorporated by reference to Exhibit 10.#01Qrmat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) toSkeurities and Exchange Commission on
July 20, 2004.

Lease Agreement, dated March 17, 1964, by and leetielen S. Fugate, a widow, as Les
and Standard Oil Company of California, as Leseeerporated by reference to Exhibit

10.4.12 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on September 28, 2004.

Lease Agreement, dated February 16, 1964, by ameeba John D. Jackson and Frances J.
Jackson, husband and wife, as Lessor, and Statida@bmpany of California, as Lessee
incorporated by reference to Exhibit 10.4.13 to @rifechnologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BBB&527) to the Securities and
Exchange Commission on September 28, 2004.

Lease Agreement, dated February 20, 1964, by amgkba John A. Straub and Edith D.
Straub, also known as John A. Straub and EdytH&tfaub, husband and wife, as Lessor, and



104.1¢

Standard Oil Company of California, as Lessee ipoated by reference to Exhibit 10.4.14 to
Ormat Technologies, Inc. Registration Statemerffam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Lease Agreement, dated July 1, 1971, by and betMeeie L. Gisler and Harry R. Gisler, as
Lessor, and Standard Oil Company of Californid,.essee incorporated by reference to
Exhibit 10.4.15 to Ormat Technologies, Inc. Registn Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissialuty 20, 2004.
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10.4.1¢

10.4.17

10.4.1¢

10.4.1¢

10.4.2C

10.4.21]

10.4.22

Lease Agreement, dated February 28, 1964, by ameeba Gus Kurupas and Guadalupe
Kurupas, husband and wife, as Lessor, and Star@afdompany of California, as Lessee
incorporated by reference to Exhibit 10.4.16 to @rifechnologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) toSkeurities and Exchange Commission on
July 20, 2004.

Lease Agreement, dated April 7, 1972, by and batvidawlin Partnership, as Lessor, and
Standard Oil Company of California, as Lessee ipoated by reference to Exhibit 10.4.17 to
Ormat Technologies, Inc. Registration Statemerftam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Geothermal Lease Agreement, dated July 18, 1978nbybetween Charles K. Corfman, an
unmarried man as his sole and separate propedyl. essor, and Union Oil Company of
California, as Lessee incorporated by referendextubit 10.4.18 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{é No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Lease Agreement, dated January 1, 1972, by andebatiolly Oberly Thomson, also known
as Holly F. Oberly Thomson, also known as Hollyi¢ialThomson, as Lessor, and Union Oil
Company of California, as Lessee incorporated Breace to Exhibit 10.4.19 to Ormat
Technologies, Inc. Registration Statement AmendrYentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Lease Agreement, dated June 14, 1971, by and hetwitdhugh Lee Brewer, Jr., a married
man as his separate property, Donna Hawk, a mamdsdan as her separate property, and
Draper and Helen Draper, husband and wife, as keasd Union Oil Company of California,
as Lessee incorporated by reference to Exhibit.20.tb Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Lease Agreement, dated May 13, 1971, by and betMed¢hew J. La Brucherie and Jane E
Brucherie, husband and wife, and Robert T. O’Detl hyllis M. O’Dell, husband and wife,

as Lessor, and Union Oil Company of Californial.assee incorporated by reference to
Exhibit 10.4.21 to Ormat Technologies, Inc. Registn Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissialuty 20, 2004.

Lease Agreement, dated June 2, 1971, by and betd@enhy Gisler, a widow, Joan C. Hill,
and Jean C. Browning, as Lessor, and Union Oil Gowif California, as Lessee
incorporated by reference to Exhibit 10.4.22 to @rifechnologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and
Exchange Commission on September 28, 2004.



10.4.2: Geothermal Lease Agreement, dated February 15, b§7ahd between Walter J. Holtz, as
Lessor, and Magma Energy Inc., as Lessee incogmbiat reference to Exhibit 10.4.23 to
Ormat Technologies, Inc. Registration Statement Aangent No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comonissi September 28, 2004.
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10.4.2¢ Geothermal Lease, dated August 31, 1983, by avddeet Magma Energy Inc., as Lessor, and

Holt Geothermal Company, as Lessee incorporategfieyence to Exhibit 10.4.24 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

10.4.2¢ Unprotected Lease Agreement, dated July 15, 2004nd between Ormat Industries Ltd. and
Ormat Systems Ltd. incorporated by reference taltkitxh0.4.25 to Ormat Technologies, Inc.
Registration Statement on Form S-1 (File No. 3335RT) to the Securities and Exchange
Commission on July 20, 2004.

10.4.2¢ Geothermal Resources Lease, dated June 27, 1988dhyetween Bernice Guisti, Judith
Harvey and Karen Thompson, Trustees and Beneksiarf the Guisti Trust, as Lessor, and
West Capital, Inc., as Lessee incorporated by eafsr to Exhibit 10.4.26 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

10.4.27 Amendment to Geothermal Resources Lease, datedr§ari992, by and between Bernice
Guisti, Judith Harvey and Karen Thompson, TrusteesBeneficiaries of the Guisti Trust, as
Lessor, and Far West Capital, Inc., as Lessee pocated by reference to Exhibit 10.4.27 to
Ormat Technologies, Inc. Registration Statement Aangent No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comonissi September 28, 2004.

10.4.2¢ Second Amendment to Geothermal Resources Leasel date 25, 1993, by and between
Bernice Guisti, Judith Harvey and Karen Thompsanstees and Beneficiaries of the Guisti
Trust, as Lessor, and Far West Capital, Inc. andstignee, Steamboat Development Cor}
Lessee incorporated by reference to Exhibit 10.#028rmat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and
Exchange Commission on September 28, 2004.

10.4.2¢ Geothermal Resources Sublease, dated May 31, b9%hd between Fleetwood Corporation,
as Lessor, and Far West Capital, Inc., as Lesseegarated by reference to Exhibit 10.4.29 to
Ormat Technologies, Inc. Registration Statement Aangent No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomssi September 28, 2004.

10.4.3(C KLP Lease and Agreement, dated March 1, 1981, bybatween Kapoho Land Partnershig
Lessor, and Thermal Power Company, as Lessee imiaigu by reference to Exhibit 10.4.30
to Ormat Technologies, Inc. Registration Staterdeneéndment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomssi September 28, 2004.

10.4.31 Amendment to KLP Lease and Agreement, dated Jul@90, by and between Kapoho Land
Partnership, as Lessor, and Puna Geothermal Vemtsiteessee incorporated by reference to
Exhibit 10.4.31 to Ormat Technologies, Inc. Registin Statement Amendment No. 1 on
Form S-1 (File No. 333:17527) to the Securities and Exchange CommissidBeptember 2!
2004.
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10.4.32

10.4.3¢

10.4.3¢

105.1

10.5.2

10.5.3

106.1

10.6.2

10.6.3

10.7

Second Amendment to KLP Lease and Agreement, daedmber 31, 1996, by and between
Kapoho Land Partnership, as Lessor, and Puna Gewh¥enture, as Lessee incorporated by
reference to Exhibit 10.4.32 to Ormat Technologiies, Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exgje Commission on
September 28, 2004.

Participation Agreement, dated May 18, 2005, by amdng Puna Geothermal Venture, SE
Puna, L.L.C., Wilmington Trust Company, S.E. Purase, L.L.C., AIG Annuity Insurance
Company, American General Life Insurance Compariigt#te Life Insurance Company and
Union Bank of California, incorporated by referemaeéexhibit 10.4.33 to Ormat Technologi
Inc. Quarterly Report on Form 10-Q/A to the Sedesiand Exchange Commission on
December 22, 2005.

Project Lease Agreement, dated May 18, 2005, bybatwleen SE Puna, L.L.C. and Puna
Geothermal Venture, incorporated by reference tuithitx10.4.34 to Ormat Technologies, Inc.
Quarterly Report on Form 10-Q/A to the Securitied BExchange Commission on December
22, 2005.

Engineering, Procurement and Construction Contdated 2003, by and between Contact
Energy Limited and Ormat Pacific Inc. incorporabsdreference to Exhibit 10.5.3 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Patent License Agreement, dated July 15, 2004nHybatween Ormat Industries Ltd. and
Ormat Systems Ltd. incorporated by reference talixh0.5.4 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Form of Registration Rights Agreement by and betw@emat Technologies, Inc. and Ormat
Industries Ltd. incorporated by reference to Exhlifi.5.5 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on October 22, 2004.

Ormat Technologies, Inc. 2004 Incentive Compenad@ian incorporated by reference to
Exhibit 10.6.1 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 2 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on October 22, 2004.

Form of Incentive Stock Option Agreement incorpedalby reference to Exhibit 10.6.2 to
Ormat Technologies, Inc. Registration Statement Aangent No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomissi October 22, 2004.

Form of Nonqualified Stock Option Agreement incaqted by reference to Exhibit 10.6.3 to
Ormat Technologies, Inc. Registration Statement Aangent No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomgssi October 22, 2004.

Form of Executive Employment Agreement of Luciewdcki incorporated by reference to
Exhibit 10.7 to Ormat Technologies, Inc. Registiatbtatement Amendment No. 1 on Form S-
1 (File No. 333-117527) to the Securities and ErgegaCommission on September 28, 2004.
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10.8

10.9

10.10.1

10.10.2

10.10.c

1011

1012

10.13.1

10.13.2

10.14

Form of Executive Employment Agreement of Yehudibiicki incorporated by reference to
Exhibit 10.8 to Ormat Technologies, Inc. RegistmatStatement Amendment No. 1 on Form S-
1 (File No. 333-117527) to the Securities and ErglegaCommission on September 28, 2004.

Form of Executive Employment Agreement of YoramiiBc&i incorporated by reference to
Exhibit 10.9 to Ormat Technologies, Inc. RegistatStatement Amendment No. 1 on Form S-
1 (File No. 333-117527) to the Securities and Ergl@gaCommission on September 28, 2004.

Form of Executive Employment Agreement of Hezy Raoorporated by reference to Exhibit
10.10.1 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on October 20, 2004.

Amendment No. 1 to Form of Executive Employmenteéement of Hezy Ram incorporated
by reference to Exhibit 10.10.2 to Ormat Technagginc. Registration Statement
Amendment No. 2 on Form S-1 (File No. 333-1175®7%he Securities and Exchange
Commission on October 20, 2004.

Amendment No. 2 to Form of Executive Employmentéegmnent of Hezy Ram, incorporated
by reference to Exhibit 10.10.3 to Ormat Technagginc. Quarterly Report on Form 10-Q
( File No 001-32347) to the Securities and Exchabgmmission on August 7, 2006.

Form of Indemnification Agreement incorporated bference to Exhibit 10.11 to Ormat
Technologies, Inc. Registration Statement Amendrient2 on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddaiober 20, 2004.

Note Purchase Agreement, dated December 2, 203 g@bhehman Brothers Inc., OrC
Geothermal Inc., OrHeber 1 Inc., OrHeber 2 Inccdpe Imperial Geothermal Company,
Heber Field Company and Heber Geothermal Compangrporated by reference to Exhibit
10.12 to Ormat Technologies, Inc. Annual ReporForm 10-K to the Securities and
Exchange Commission on March 28, 2006.

Indenture dated as of December 8, 2005 among (€athermal Inc., OrHeber 1 Inc.,
OrHeber 2 Inc., Second Imperial Geothermal Compkieper Field Company and Heber
Geothermal Company and Union Bank of Californiapipporated by reference to Exhibit
10.13 to Ormat Technologies, Inc. Annual ReporForm 10-K to the Securities and
Exchange Commission on March 28, 2006.

First Supplemental Indenture dated as of June @6 2mending the Indenture dated as of
December 8, 2005 among OrCal Geothermal Inc., CeHgbnc., OrHeber 2 Inc., Second
Imperial Geothermal Company, Heber Field Compard/tdeber Geothermal Company and
Union Bank of California, incorporated by referemaeéexhibit 10.13.2 to Ormat Technologi
Inc. Quarterly Report on Form 10-Q ( File No 001382) to the Securities and Exchange
Commission on August 7, 2006.

Guarantee dated as of December 8, 2005 among Gi&dhermal Inc., OrHeber 1 Inc.,
OrHeber 2 Inc., Second Imperial Geothermal Compkieper Field Company and Heber
Geothermal Company, incorporated by reference tot#ix10.14 to Ormat Technologies, Inc.
Annual Report on Form 10-K to the Securities andHaxge Commission on March 28, 2006.
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1Q0.15

10.16

10.17

10.18

10.19

10.20.1

10.20.2

211

231

23.2

311

312

321

32.2

Note Purchase Agreement, dated February 6, 200dngirehman Brothers Inc., Ornr
Funding Corp., Brady Power Partners, Steamboath@enil LLC, OrMammoth Inc., ORNI 1
LLC, ORNI 2 LLC and ORNI 7 LLC, incorporated by ezénce to Exhibit 10.15 to Ormat
Technologies, Inc. Annual Report on Form 10-K t® 8ecurities and Exchange Commission
on March 28, 2006.

Agreement No. 2 Addressing Renewable Energy Prilssges, dated May 10, 2006, between
Ormesa LLC and Southern California Edison Compamgrporated by reference to Ormat
Technologies, Inc. Current Report on Forr{ & the Securities and Exchange Commissio
May 16, 2006.

Agreement No. 2 Addressing Renewable Energy Prilssges, dated May 10, 2006, between
Ormesa LLC and Southern California Edison Compamgrporated by reference to Ormat
Technologies, Inc. Current Report on Forr & the Securities and Exchange Commissio
May 16, 2006.

Agreement No. 2 Addressing Renewable Energy Pritssges, dated May 10, 2006, between
Heber Geothermal Company and Southern CaliforniadbdCompany, incorporated by
reference to Ormat Technologies, Inc. Current Remoi~orm 8-K to the Securities and
Exchange Commission on May 16, 2006.

Agreement No. 2 Addressing Renewable Energy Pritssges, dated May 10, 2006, between
Second Imperial Geothermal Company and Southerifo@ah Edison Company, incorporal
by reference to Ormat Technologies, Inc. CurremqidRieon Form 8-K to the Securities and
Exchange Commission on May 16, 2006.

Amended and Restated Power Purchase Agreementiari®lll Geothermal Plant, dated
January 19, 2007, between OrPower 4 Inc. and Tingd&Eower and Lighting Company
Limited, filed herewith.

Olkaria 11l Project Security Agreement, dated Jagu®, 2007, between OrPower 4 Inc. and
The Kenya Power and Lighting Company Limited, fiteztewith.

Subsidiaries of Ormat Technologies, Inc., incorpeady reference to Exhibit 21.1 to Ormat
Technologies, Inc. Annual Report on Form 10-K t® 8ecurities and Exchange Commission
on March 28, 2006

Consent of PricewaterhouseCoopers, LLP, IndeperiRegistered Public Accounting Firm,
filed herewith.

Consent of SyCip Gorres Velayo & Co., IndependesgiBered Public Accounting Firm, filed
herewith.

Certification of the Chief Executive Officer pursudo 18 U.S.C. Section 1350, as adopted
pursuant to Section 302 of the Sarbanes-Oxley A2002, filed herewith.

Certification of the Chief Financial Officer pursudo 18 U.S.C. Section 1350, as adopted
pursuant to Section 302 of the Sarbanes-Oxley A2002, filed herewith.

Certification of the Chief Executive Officer pursudo 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, filed herewith.

Certification of the Chief Financial Officer pursudo 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, filed herewith.
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99.1 Material terms with respect to BLM geothermal rases leases incorporated by reference to
Exhibit 99.1 to Ormat Technologies, Inc. RegistatStatement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on October 20, 2004.

99.2 Material terms with respect to BLM site leases impowated by reference to Exhibit 99.2 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

99.3 Material terms with respect to agreements addrgssinewable energy pricing and payment
issues incorporated by reference to Exhibit 99.@timat Technologies, Inc. Registration
Statement on Form S-1 (File No. 3337527) to the Securities and Exchange Commissiaiuty
20, 2004.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Reayist
has duly caused this annual report to be signdtsdirehalf by the undersigned thereunto duly ailedr

ORMAT TECHNOLOGIES, INC.

Date: March 9, 2007 By: /s/ YEHUDIT BRONICKI
Name: Yehudit Bronick
Title: Chief Executive Officer,
President and Director

Pursuant to the requirement of the Securities A&984, this annual report has been signed belotihdy
following persons on behalf of the Registrant ia tapacities indicated, on March 9, 2007.

Signature Capacity

/s/ YEHUDIT BRONICKI Chief Executive Officer, Prat@nt and Director (Principal
Executive Officer)

Yehudit Bronicki

/s/ JOSEPH TENNE Chief Financial Officer (Principal
Financial and Accounting Officer)

Joseph Tenne



/s/ LUCIEN Y. BRONICKI Chairman of the Board of Bictors and Chief Technology Officer

Lucien Y. Bronicki

/sl YORAM BRONICKI Chief Operating Officer — NortAmerica and Director

Yoram Bronicki

/s/ DAN FALK Director

Dan Falk

197

(©

Exhibit No.

EXHIBIT INDEX

Document

11

3.1

3.2

4.1

4.2

4.3

4.4

4.5

Underwriting Agreement, dated April 4, 2006, by @mong the Company, Lehman Brothers
Inc., and Goldman, Sachs & Co., for themselvesamipresentatives of the several underwr
named therein, incorporated by reference to Exhildito Ormat Technologies, Inc.’s Current
Report on Form 8-K to the Securities and Exchang@ission on April 4, 2006.

Second Amended and Restated Certificate of Incatmor, incorporated by reference to Exhibit
3.1 to Ormat Technologies, Inc. Registration Statethon Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Second Amended and Restated By-laws, incorporatedfbrence to Exhibit 3.2 to Ormat
Technologies, Inc. Registration Statement Amendritent2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on Ocihe?004.

Form of Common Share Stock Certificate, incorpatdiye reference to Exhibit 4.1 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Form of Preferred Share Stock Certificate, incoaped by reference to Exhibit 4.2 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Form of Rights Agreement by and between Ormat Telclgies, Inc. and American Stock
Transfer & Trust Company, incorporated by referetacExhibit 4.3 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on October 22, 2004.

Indenture for Senior Debt Securities, dated asn@idry 16, 2006, between Ormat Technologies,
Inc. and Union Bank of California, incorporatedreference to Exhibit 4.2 to Ormat
Technologies, Inc. Registration Statement Amendrientl on Form S-3 (File No. 333-131064)
to the Securities and Exchange Commission on Jaraér2006.

Indenture for Subordinated Debt Securities, dagedfdanuary 16, 2006, between Ormat
Technologies, Inc. and Union Bank of Californiagamporated by reference to Exhibit 4.3 to



Ormat Technologies, Inc. Registration Statement dangent No. 1 on Form S-3 (File No. 333-
131064) to the Securities and Exchange Commissiaiaauary 26, 2006.

10.1.1 Credit Facility Agreement, dated September 5, 20@byeen Ormat Momotombo Power
Company and Bank Hapoalim B.M., incorporated bemefice to Exhibit 10.1.3 to Ormat
Technologies, Inc. Registration Statement Amendriventl on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on Sdye8, 2004.

10.1.2 Credit Agreement, dated as of December 18, 2008ngrdrCal Geothermal Inc. and Beal Bank,
S.S.B. and the financial institutions party therfeton time to time, incorporated by reference to
Exhibit 10.1.5 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form S-
1 (File No. 333-117527) to the Securities and ErgegaCommission on September 28, 2004.

10.1.3 Credit Agreement, dated May 13, 1996, between Otragte and Export-Import Bank of the
United States, incorporated by reference to ExHiBil.6 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.
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10.1.4 Indenture, dated February 13, 2004, among OrmadiRgrCorp., Brady Power Partners,
Steamboat Development Corp., Steamboat Geotherb@| QrMammoth Inc., ORNI 1 LLC,
ORNI 2 LLC, ORNI 7 LLC, Ormesa LLC and Union Bank@alifornia, incorporated by
reference to Exhibit 10.1.7 to Ormat Technologies, Registration Statement Amendment No.
1 on Form S-1 (File No. 333-117527) to the Se@sitind Exchange Commission on September
28, 2004.

10.1.5 First Supplemental Indenture, dated May 14, 206#hrey Ormat Funding Corp., Brady Power
Partners, Steamboat Development Corp., Steambaah&eal LLC, OrMammoth Inc., ORNI
1LLC, ORNI 2 LLC, ORNI 7 LLC, Ormesa LLC and Uni@ank of California, incorporated
by reference to Exhibit 10.1.8 to Ormat Technoleglac. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exgje Commission on
September 28, 2004.

10.1.6 Fifth Supplemental Indenture, dated April 26, 208®0ng Ormat Funding Corp. and Union
Bank of California, N.A., incorporated by referertoeExhibit 10.1.6 to Ormat Technologies,
Inc. Quarterly Report on Form 10-Q ( File No 001382) to the Securities and Exchange
Commission on August 7, 2006.

10.1.7 Loan Agreement, dated October 1, 2003, by and letv@¥mat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib.1.9 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{¢ No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

10.1.8 Amendment No. 1 to Loan Agreement, dated Septe2me?2004, by and between Ormat
Technologies, Inc. and Ormat Industries Ltd., ipooated by reference to Exhibit 10.1.10 to
Ormat Technologies, Inc. Registration Statement @angent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

10.1.9 Capital Note, dated December 22, 2003, by and l@tW@mat Technologies, Inc. and Ormat



10.1.1¢

10.1.11

10.1.12

10.1.1¢

Industries Ltd., incorporated by reference to EitHib.1.11 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment to Capital Note, dated September 20, ,2004nd between Ormat Technologies,
Inc. and Ormat Industries Ltd., incorporated byrefce to Exhibit 10.1.12 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Guarantee Fee Agreement, dated January 1, 19%hdetween Ormat Technologies, Inc. and
Ormat Industries Ltd., incorporated by referenc&xaibit 10.1.13 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Reimbursement Agreement, dated July 15, 2004, dybatween Ormat Technologies, Inc. and
Ormat Industries Ltd., incorporated by referenc&xaibit 10.1.14 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities

and Exchange Commission on September 28, 2004.

Services Agreement, dated July 15, 2004, by anddsat Ormat Industries Ltd. and Ormat
Systems Ltd., incorporated by reference to ExHiBiL.15 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.
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10.1.14

10.1.1¢

10.1.1¢

102.1

10.3.1

Letter of Credit and Loan Agreement, dated Jun€B04, by and between Ormat Nevada, Inc.,
and Hudson United Bank, incorporated by refereadexhibit 10.1.16 to Ormat Technologies,
Inc. Registration Statement Amendment No. 2 on F&rin(File No. 333-117527) to the
Securities and Exchange Commission on October@®.2

First Amendment to Letter of Credit and Loan Agreein dated June 30, 2004, by and between
Ormat Nevada, Inc., and Hudson United Bank, incaigal by reference to Exhibit 10.1.17 to
Ormat Technologies, Inc. Registration Statement dangent No. 2 on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissid@aiober 22, 2004.

Subordination Agreement, dated June 30, 2004, tybatween Ormat Technologies, Inc. and
Hudson United Bank, incorporated by reference thiltik10.1.16 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on October 22, 2004.

Purchase Agreement, dated July 15, 2004, by aneeketOrmat Industries Ltd. and Ormat
Systems Ltd., incorporated by reference to ExHiBi2.2 to Ormat Technologies, Inc.
Registration Statement on Form S-1 (File No. 3335RT) to the Securities and Exchange
Commission on July 20, 2004.

Power Purchase Contract, dated July 18, 1984, ket8euthern California Edison Company
and Republic Geothermal, Inc., incorporated byresfee to Exhibit 10.3.1 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.



10.3.2

10.3.3

10.3.4

10.3.5

10.3.6

Amendment No. 1, to the Power Purchase Contrattddaecember 23, 1988, between Sout
California Edison Company and Ormesa Geothermatrporated by reference to Exhibit 10
to Ormat Technologies, Inc. Registration Statenoarftorm S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Power Purchase Contract, dated June 13, 1984, bet@a@uthern California Edison Company
and Ormat Systems, Inc., incorporated by referémé&sxhibit 10.3.3 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on F&fin(File No. 333-117527) to the
Securities and Exchange Commission on Septemb&024.,

Power Purchase and Sales Agreement, dated as o6A2¢, 1983, between Chevron U.S.A.
Inc. and Southern California Edison Company, inocaed by reference to Exhibit 10.3.4 to
Ormat Technologies, Inc. Registration Statemerffam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .2004

Amendment No. 1, to Power Purchase and Sale Agmetenieted as of December 11, 1984,
between Chevron U.S.A. Inc., HGC and Southern @ali& Edison Company, incorporated by
reference to Exhibit 10.3.5 to Ormat Technologies, Registration Statement Amendment No.
1 on Form S-1 (File No. 333-117527) to the Seasitind Exchange Commission on September
28, 2004.

Settlement Agreement and Amendment No. 2, to P&wuechase Contract, dated August 7,
1995, between HGC and Southern California Edisom@my, incorporated by reference to
Exhibit 10.3.6 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andraxge Commission on September 28, 2004.
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10.3.7

10.3.8

10.3.9

10.3.1(C

10.3.11

Power Purchase Contract dated, April 16, 1985, éetwSouthern California Edison Company
and Second Imperial Geothermal Company, incorpdrayereference to Exhibit 10.3.7 to Ort
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Amendment No. 1, dated as of October 23, 1987, damtvBouthern California Edison Company
and Second Imperial Geothermal Company, incorpdragereference to Exhibit 10.3.8 to Ort
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Amendment No. 2, dated as of July 27, 1990, betv@mrihern California Edison Company ¢
Second Imperial Geothermal Company, incorporatecefgrence to Exhibit 10.3.9 to Ormat
Technologies, Inc. Registration Statement on Forin(Sile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Amendment No. 3, dated as of November 24, 1992yd¥t Southern California Edison
Company and Second Imperial Geothermal Compangrpocated by reference to Exhibit
10.3.10 to Ormat Technologies, Inc. Registraticate3hent on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on Jylp@04.

Amended and Restated Power Purchase and Saleswanealated December 2, 1986, betw
Mammoth Pacific and Southern California Edison Canyp incorporated by reference to
Exhibit 10.3.11 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on Form



10.3.1z

10.3.1:

10.3.1¢

10.3.1¢

10.3.1¢€

S-1 (File No. 333-117527) to the Securities andraxge Commission on September 28, 2004.

Amendment No. 1, to Amended and Restated PowehBsecand Sale Agreement, dated May
18, 1990, between Mammoth Pacific and Southerrf@ala Edison Company, incorporated by
reference to Exhibit 10.3.12 to Ormat Technologiies, Registration Statement on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on July 20, 2004.

Power Purchase Contract, dated April 15, 1985, éetvMammoth Pacific and Southern
California Edison Company, incorporated by refeesticExhibit 10.3.13 to Ormat
Technologies, Inc. Registration Statement Amendrlentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Amendment No. 1, dated as of October 27, 1989, dmtvivlammoth Pacific and Southern
California Edison Company, incorporated by refeesticExhibit 10.3.14 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Amendment No. 2, dated as of December 20, 198%dset Mammoth Pacific and Southern
California Edison Company, incorporated by refeeettcExhibit 10.3.15 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Power Purchase Contract, dated April 16, 1985, éetwSouthern California Edison Company
and Santa Fe Geothermal, Inc., incorporated byerée to Exhibit 10.3.16 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.
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10.3.17

10.3.1¢

10.3.1¢

10.3.2C

10.3.21

Amendment No. 1, to Power Purchase Contract, dattober 25, 1985, between Southern
California Edison Company and Mammoth Pacific, ipooated by reference to Exhibit 10.3.17
to Ormat Technologies, Inc. Registration Staterdenendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomssi September 28, 2004.

Amendment No. 2, to Power Purchase Contract, daésgmber 20, 1989, between Southern

California Edison Company and Pacific Lighting EmeBystems, incorporated by reference to
Exhibit 10.3.18 to Ormat Technologies, Inc. Registin Statement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on September 28, 2004.

Interconnection Facilities Agreement, dated Octd@igr1989, by and between Southern
California Edison Company and Mammoth Pacific, ipooated by reference to Exhibit 10.3.19
to Ormat Technologies, Inc. Registration Staterdeneéndment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomssi September 28, 2004.

Interconnection Facilities Agreement, dated Octdt#r1985, by and between Southern
California Edison Company and Mammoth Pacific (iorporated by reference to Exhibit
10.3.20 to Ormat Technologies, Inc. Registraticte3hent Amendment No. 1 on Fornml §File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.

Interconnection Facilities Agreement, dated Octd@gr1989, by and between Southern
California Edison Company and Pacific Lighting EmeBystems, incorporated by reference to



10.3.22

10.3.2¢

10.3.2¢

10.3.2¢

Exhibit 10.3.21 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andraxge Commission on September 28, 2004.

Interconnection Agreement, dated August 12, 1985 between Southern California Edison
Company and Heber Geothermal Company incorporatedfbrence to Exhibit 10.3.22 to
Ormat Technologies, Inc. Registration Statement #angent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Plant Connection Agreement for the Heber GeotheRtait No. 1, dated, July 31, 1985, by and
between Imperial Irrigation District and Heber Geoimal Company incorporated by reference
to Exhibit 10.3.23 to Ormat Technologies, Inc. Régition Statement Amendment No. 1 on
Form S-1 (File No. 333-117527) to the Securitied BrRchange Commission on September 28,
2004.

Plant Connection Agreement for the Second Imp&e&dthermal Company Power Plant No. 1,
dated, October 27, 1992, by and between Imperighttion District and Second Imperial
Geothermal Company incorporated by reference totiixt0.3.24 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

IID-SIGC Transmission Service Agreement for Altdiva Resources, dated, October 27, 1992,
by and between Imperial Irrigation District and &ed Imperial Geothermal Company
incorporated by reference to Exhibit 10.3.25 to @rifiechnologies, Inc. Registration Statement
on Form S-1 (File No. 333-117527) to the Securitied Exchange Commission on July 20,
2004.
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10.3.2¢

10.3.2i

10.3.2¢

10.3.2¢

10.3.3(C

Plant Connection Agreement for the Ormesa Geothdphaat, dated October 1, 1985, by and
between Imperial Irrigation District and Ormesa @Geomal incorporated by reference to
Exhibit 10.3.26 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andraxge Commission on September 28, 2004.

Plant Connection Agreement for the Ormesa IE GeotaePlant, dated, October 21, 1988, by
and between Imperial Irrigation District and Ormé&sancorporated by reference to Exhibit
10.3.27 to Ormat Technologies, Inc. Registratiate3hent Amendment No. 1 on Fornl $File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.

Plant Connection Agreement for the Ormesa IH GeotakPlant, dated, October 3, 1989, by
and between Imperial Irrigation District and Ormédancorporated by reference to Exhibit
10.3.28 to Ormat Technologies, Inc. Registratiateshent Amendment No. 1 on Fornl $File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.

Plant Connection Agreement for the Geo East Mesated Partnership Unit No. 2, dated,
March 21, 1989, by and between Imperial Irrigatinstrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 E® to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Plant Connection Agreement for the Geo East Mesatéd Partnership Unit No. 3, dated,
March 21, 1989, by and between Imperial Irrigatidistrict and Geo East Mesa Limited



10.3.31

10.3.32

10.3.3¢

10.3.3¢

Partnership incorporated by reference to Exhibi8 BD to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Ormesamé3a IE and Ormesa IH Geothermal
Power Plants, dated, October 3, 1989, between Iaipeigation District and Ormesa
Geothermal incorporated by reference to Exhibi8 3L to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Geo EastNla@sited Partnership Unit No. 2, dated,
March 21, 1989, by and between Imperial Irrigatistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 B2 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Transmission Service Agreement for the Geo EastNla@sited Partnership Unit No. 3, dated,
March 21, 1989, by and between Imperial Irrigatistrict and Geo East Mesa Limited
Partnership incorporated by reference to Exhibi8 BB to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

IID-Edison Transmission Service Agreement for Altive Resources, dated, September 26,
1985, by and between Imperial Irrigation DistrindeéSouthern California Edison Company
incorporated by reference to Exhibit 10.3.34 to @rifiechnologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-1175®7%he Securities and Exchange
Commission on September 28, 2004.

203

Exhibit No.

Document
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10.3.3¢

10.3.3i

10.3.3¢

Plant Amendment No. 1, to lID-Edison Transmissiemv&e Agreement for Alternative
Resources, dated, August 25, 1987, by and betweperlal Irrigation District and Southern
California Edison Company incorporated by referetocExhibit 10.3.35 to Ormat Technologi
Inc. Registration Statement Amendment No. 1 on F8¢in(File No. 333-117527) to the
Securities and Exchange Commission on Septemb&0P&,

Leyte Optimization Project BOT Agreement, dated Astgd, 1995, by and between PNOC-
Energy Development Corporation and Ormat Inc. ipocated by reference to Exhibit 10.3.3I
Ormat Technologies, Inc. Registration Statemerffam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .2004

First Amendment to Leyte Optimization Project BOgréement, dated February 29, 1996, by
and between PNOC-Energy Development CorporationCanthat Leyte Co. Ltd. incorporated

by reference to Exhibit 10.3.37 to Ormat Technadsginc. Registration Statement on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on July 20, 2004.

Second Amendment to Leyte Optimization Project B&jfeement, dated April 1, 1996, by and
between PNOC-Energy Development Corporation andaDtmyte Co. Ltd. incorporated by
reference to Exhibit 10.3.38 to Ormat Technologiies, Registration Statement on Form S-1
(File No. 333-117527) to the Securities and Excleaigmmission on July 20, 2004.



10.3.3¢

10.3.4(

10.3.41

10.3.42

10.3.4:

Agreement Addressing Renewable Energy Pricing aydnént Issues, dated June 15, 2001, by
and between Second Imperial Geothermal Company @EIIB021 and Southern California
Edison Company incorporated by reference to Exiibi8.39 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Amendment No. 1 to Agreement Addressing Renewabédy Pricing and Payment Issues,
dated November 30, 2001, by and between Secondimh@eothermal Company QFID No.
3021 and Southern California Edison Company inc@iea by reference to Exhibit 10.3.40 to
Ormat Technologies, Inc. Registration Statement dangent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Agreement Addressing Renewable Energy Pricing ayadnént Issues, dated June 15, 2001, by
and between Heber Geothermal Company QFID No. a@d1Southern California Edison
Company incorporated by reference to Exhibit 10.3c40Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and Excha
Commission on September 28, 2004.

Amendment No. 1 to Agreement Addressing Renewabédy Pricing and Payment Issues,
dated November 30, 2001, by and between Heber €en#th Company QFID No. 3001 and
Southern California Edison Company incorporateddfgrence to Exhibit 10.3.42 to Ormat
Technologies, Inc. Registration Statement Amendrdentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Energy Services Agreement, dated February 200antybetween Imperial Irrigation District
and ORMESA, LLC incorporated by reference to Exhlifi.3.43 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Si{& No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.
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10.3.4¢

10.3.4¢

10.3.4¢

10.3.47

Purchase Power Contract, dated March 24, 1986nthoatween Hawaii Electric Light
Company and Thermal Power Company incorporateefeyance to Exhibit 10.3.44 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Firm Capacity Amendment to Purchase Power Contdated July 28, 1989, by and between
Hawaii Electric Light Company and Puna Geothermahiire incorporated by reference to
Exhibit 10.3.45 to Ormat Technologies, Inc. Registn Statement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on September 28, 2004.

Amendment to Purchase Power Contract, dated Oclidhelr993, by and between Hawaii
Electric Light Company and Puna Geothermal Venimcerporated by reference to Exhibit
10.3.46 to Ormat Technologies, Inc. Registratiateshent Amendment No. 1 on Fornl $File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.

Third Amendment to the Purchase Power Contracgddistarch 7, 1995, by and between Ha
Electric Light Company and Puna Geothermal Venimcerporated by reference to Exhibit
10.3.47 to Ormat Technologies, Inc. Registratiateshent Amendment No. 1 on Fornl $File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.



10.3.4¢

10.3.4¢

104.1

104.2

104.3

Performance Agreement and Fourth Amendment to tinehese Power Contract, dated Febr
12, 1996, by and between Hawaii Electric Light Campand Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.48 to @rifiechnologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-1175®7%he Securities and Exchange
Commission on September 28, 2004.

Agreement to Design 69 KV Transmission Lines, astation at Pohoiki, Modifications to
Substations at Puna and Kaumana, and a Tempordryadility to Interconnect PGV'’s
Geothermal Electric Plant with HELCO'’s System Qhase 1l and IIl), dated June 7, 1990, by
and between Hawaii Electric Light Company and P@eathermal Venture incorporated by
reference to Exhibit 10.3.49 to Ormat Technologiies, Registration Statement Amendment

1 on Form S-1 (File No. 333-117527) to the Seasitind Exchange Commission on September
28, 2004.

Ormesa BLM Geothermal Resources Lease CA 966 incatpd by reference to Exhibit 10.4.1
to Ormat Technologies, Inc. Registration Staterdeneéndment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comomgsi September 28, 2004.

Ormesa BLM License for Electric Power Plant Site 24678 incorporated by reference to
Exhibit 10.4.2 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on September 28, 2004.

Geothermal Resources Mining Lease, dated Febriary9B1, by and between the State of
Hawaii, as Lessor, and Kapoho Land Partnershipeasee incorporated by reference to Exhibit
10.4.3 to Ormat Technologies, Inc. Registratiortedteent Amendment No. 1 on Form S-1 (File
No. 33:-117527) to the Securities and Exchange CommissioBeptember 28, 2004.
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104.4

104.5

104.6

104.7

Geothermal Lease Agreement, dated October 20, 1§7&nd between Ruth Walker Cox and
Betty M. Smith, as Lessor, and Gulf Oil Corporatias Lessee incorporated by reference to
Exhibit 10.4.4 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andraxge Commission on September 28, 2004.

Geothermal Lease Agreement, dated August 1, 197é8nt between Southern Pacific Land
Company, as Lessor, and Phillips Petroleum Compami.essee incorporated by reference to
Exhibit 10.4.5 to Ormat Technologies, Inc. RegtétraStatement Amendment No. 1 on Form
S-1 (File No. 333-117527) to the Securities andhaxge Commission on September 28, 2004.

Geothermal Resources Lease, dated November 18, b@p&dd between Sierra Pacific Power
Company, as Lessor, and Geothermal Developmentcisges, as Lessee incorporated by
reference to Exhibit 10.4.6 to Ormat Technologies, Registration Statement Amendment No.

1 on Form S-1 (File No. 333-117527) to the Seasitind Exchange Commission on September
28, 2004.

Lease Agreement, dated November 1, 1969, by ameebetChrisman B. Jackson and Sharon
Jackson, husband and wife, as Lessor, and Statida@bmpany of California, as Lessee
incorporated by reference to Exhibit 10.4.7 to Qrifechnologies, Inc. Registration Statement
on Form S-1 (File No. 333-117527) to the Securitied Exchange Commission on July 20,
2004.



10.4.8

104.9

10.4.1C

10.4.11

10.4.1z

Lease Agreement, dated September 22, 1976, byetmeén El Toro Land & Cattle Co., as
Lessor, and Standard Oil Company of Californid,.@ssee incorporated by reference to Exhibit
10.4.8 to Ormat Technologies, Inc. Registratioriedteent on Form S-1 (File No. 333-7527) t
the Securities and Exchange Commission on JulQ04.

Lease Agreement, dated February 17, 1977, by ameeba Joseph L. Holtz, as Lessor, and
Chevron U.S.A. Inc., as Lessee incorporated byeefs to Exhibit 10.4.9 to Ormat
Technologies, Inc. Registration Statement on Forin(Sile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Lease Agreement, dated March 11, 1964, by and leetdehn D. Jackson and Frances Jones
Jackson, also known as Frances J. Jackson, huabhdnaife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated Bsreace to Exhibit 10.4.10 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Lease Agreement, dated February 16, 1964, by ameeba John D. Jackson, conservator fo
estate of Aphia Jackson Wallan, as Lessor, andiatdrOil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.11 to @rifechnologies, Inc. Registration Statement
on Form S-1 (File No. 333-117527) to the Securitied Exchange Commission on July 20,
2004.

Lease Agreement, dated March 17, 1964, by and leetielen S. Fugate, a widow, as Lessor,
and Standard Oil Company of California, as Leseeerporated by reference to Exhibit 10.4.12
to Ormat Technologies, Inc. Registration Staterdenendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange Comonissi September 28, 2004.
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Lease Agreement, dated February 16, 1964, by amekba John D. Jackson and Frances J.
Jackson, husband and wife, as Lessor, and Statie@bmpany of California, as Lessee
incorporated by reference to Exhibit 10.4.13 to @rifiechnologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-1175®7%he Securities and Exchange
Commission on September 28, 2004.

Lease Agreement, dated February 20, 1964, by ameeba John A. Straub and Edith D. Straub,
also known as John A. Straub and Edythe D. Stiaw&bhand and wife, as Lessor, and Standard
Oil Company of California, as Lessee incorporatgddference to Exhibit 10.4.14 to Ormat
Technologies, Inc. Registration Statement on Forin(Bile No. 333-117527) to the Securities
and Exchange Commission on July 20, 2004.

Lease Agreement, dated July 1, 1971, by and betMeeie L. Gisler and Harry R. Gisler, as
Lessor, and Standard Oil Company of Californid,essee incorporated by reference to Exhibit
10.4.15 to Ormat Technologies, Inc. Registraticate3hent on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on Jylp@04.

Lease Agreement, dated February 28, 1964, by ameeba Gus Kurupas and Guadalupe
Kurupas, husband and wife, as Lessor, and Star@afompany of California, as Lessee
incorporated by reference to Exhibit 10.4.16 to @rifechnologies, Inc. Registration Statement
on Form S-1 (File No. 333-117527) to the Securitied Exchange Commission on July 20,
2004.



10.4.17

10.4.1¢

10.4.1¢

10.4.2C

10.4.21

Lease Agreement, dated April 7, 1972, by and batvidmwlin Partnership, as Lessor, and
Standard Oil Company of California, as Lessee ipoated by reference to Exhibit 10.4.17 to
Ormat Technologies, Inc. Registration Statemerftam S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, 2004

Geothermal Lease Agreement, dated July 18, 1978nHybetween Charles K. Corfman, an
unmarried man as his sole and separate propedyl, essor, and Union Oil Company of
California, as Lessee incorporated by referendextubit 10.4.18 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(Eité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Lease Agreement, dated January 1, 1972, by ancebatiolly Oberly Thomson, also known
Holly F. Oberly Thomson, also known as Holly Fedidihomson, as Lessor, and Union QOil
Company of California, as Lessee incorporated Bsreace to Exhibit 10.4.19 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Lease Agreement, dated June 14, 1971, by and betatshugh Lee Brewer, Jr., a married n
as his separate property, Donna Hawk, a marriedamoss her separate property, and Ted
Draper and Helen Draper, husband and wife, as keasd Union Oil Company of California,
as Lessee incorporated by reference to Exhibit.20.tb Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and Excha
Commission on September 28, 2004.

Lease Agreement, dated May 13, 1971, by and betMa¢hew J. La Brucherie and Jane E. La
Brucherie, husband and wife, and Robert T. O’Detl hyllis M. O’Dell, husband and wife, as
Lessor, and Union Oil Company of California, asdessincorporated by reference to Exhibit
10.4.21 to Ormat Technologies, Inc. Registraticate3hent on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on Juylp@04.
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Lease Agreement, dated June 2, 1971, by and betdeexthy Gisler, a widow, Joan C. Hill,
and Jean C. Browning, as Lessor, and Union Oil Gomipf California, as Lessee incorporated
by reference to Exhibit 10.4.22 to Ormat Technagginc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the Securities and Exge Commission on
September 28, 2004.

Geothermal Lease Agreement, dated February 15, b§7ahd between Walter J. Holtz, as
Lessor, and Magma Energy Inc., as Lessee incogmbiat reference to Exhibit 10.4.23 to Or
Technologies, Inc. Registration Statement Amendrlentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Geothermal Lease, dated August 31, 1983, by avddeset Magma Energy Inc., as Lessor, and
Holt Geothermal Company, as Lessee incorporategfieyence to Exhibit 10.4.24 to Ormat
Technologies, Inc. Registration Statement Amendrlentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Unprotected Lease Agreement, dated July 15, 2004nd between Ormat Industries Ltd. and
Ormat Systems Ltd. incorporated by reference taltktxh0.4.25 to Ormat Technologies, Inc.
Registration Statement on Form S-1 (File No. 3335RT) to the Securities and Exchange
Commission on July 20, 2004.
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10.4.2i

10.4.2¢

10.4.2¢

Geothermal Resources Lease, dated June 27, 1988dhyetween Bernice Guisti, Judith
Harvey and Karen Thompson, Trustees and Benegsiarf the Guisti Trust, as Lessor, and Far
West Capital, Inc., as Lessee incorporated by eafsr to Exhibit 10.4.26 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddeptember 28, 2004.

Amendment to Geothermal Resources Lease, dateddari992, by and between Bernice
Guisti, Judith Harvey and Karen Thompson, TrusteesBeneficiaries of the Guisti Trust, as
Lessor, and Far West Capital, Inc., as Lesseepocated by reference to Exhibit 10.4.27 to
Ormat Technologies, Inc. Registration Statement dangent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Second Amendment to Geothermal Resources Leassl dame 25, 1993, by and between
Bernice Guisti, Judith Harvey and Karen Thompsaunstees and Beneficiaries of the Guisti
Trust, as Lessor, and Far West Capital, Inc. andssignee, Steamboat Development Corp., as
Lessee incorporated by reference to Exhibit 10.#028rmat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No-BB&527) to the Securities and Excha
Commission on September 28, 2004.

Geothermal Resources Sublease, dated May 31, b9%hd between Fleetwood Corporation,
as Lessor, and Far West Capital, Inc., as Lesseegarated by reference to Exhibit 10.4.29 to
Ormat Technologies, Inc. Registration Statement dangent No. 1 on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.
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Engineering, Procurement and Construction Contdaded 2003, by and between Contact
Energy Limited and Ormat Pacific Inc. incorporabgdreference to Exhibit 10.5.3 to Ormat
Technologies, Inc. Registration Statement Amendrentl on Form S-1 (File No. 333-
117527) to the Securities and Exchange CommissidBeptember 28, 2004.

Patent License Agreement, dated July 15, 2004nbybatween Ormat Industries Ltd. and
Ormat Systems Ltd. incorporated by reference taltixh0.5.4 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on September 28, 2004.

Form of Registration Rights Agreement by and betw@emat Technologies, Inc. and Ormat
Industries Ltd. incorporated by reference to Exhlii.5.5 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form(5ité No. 333-117527) to the Securities
and Exchange Commission on October 22, 2004.

Ormat Technologies, Inc. 2004 Incentive Compensdgilan incorporated by reference to
Exhibit 10.6.1 to Ormat Technologies, Inc. RegtitraStatement Amendment No. 2 on Form
S-1 (File No. 333-117527) to the Securities andnaxge Commission on October 22, 2004.

Form of Incentive Stock Option Agreement incorpedalby reference to Exhibit 10.6.2 to Orr
Technologies, Inc. Registration Statement Amendmiient2 on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commissiddaiober 22, 2004.
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Form of Executive Employment Agreement of Yehudibiicki incorporated by reference to
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reference to Exhibit 10.10.2 to Ormat Technolodies, Registration Statement Amendment

2 on Form S-1 (File No. 333-117527) to the Seasitind Exchange Commission on October
20, 2004.
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THIS AMENDED AND RESTATED POWER PURCHASE AGREEMESThade on January 19, 2007

BETWEEN

(1) OrPower 4 Inc. a company incorporated in the G

West Indies, with its registered office in Gra
Indies, with an office at 6225 Neil Road, Suit
which will act through its branch at Off Moi S
National Park, P.O. Box 1566-20117, Naivasha,

(2) The Kenya Power and Lighting Company Limited a

Kenya with its registered office at Stima Plaz
Nairobi, Kenya ("KPLC").

WHEREAS

A.

w

KPLC is entitled to purchase electricity gener
transmit and distribute electricity in the Rep

Pursuant to a Request for Proposals ("RFP") da
by MOE, the Seller has submitted an offer whic
the due process of the RFP;

Pursuant to the RFP the Seller as the successf
entered into a power purchase agreement with K

KPLC and OrPower 4 entered into the original P
5 November 1998, and subsequently entered into
Agreement dated 21 July 2000 modifying the ter
Purchase Agreement, and the Second Supplementa
2003 modifying the terms of the original Power
the First Supplemental Agreement;

The Parties wish to reinstate certain of the c
Supplemental Agreement and the second Suppleme
original Power Purchase Agreement and to amend

This Agreement is the amended and restated pow
between the Parties, and which supersedes the
Agreement dated 5 November 1998, the First Sup
July 2000, and the Second Supplemental Agreeme

IT IS HEREBY AGREED as follows:

rand Cayman Islands, British
nd Cayman, British West

e 300, Reno, Nevada, USA and
outh Lake Road, Hellsgate
Kenya ("the Seller"); and

company incorporated in
a, P.O. Box 30099-00100,

ating capacity and to
ublic of Kenya;

ted 5th July 1996 and issued
h has been accepted following

ul bidder was required to and
PLC;

ower Purchase Agreement dated
the First Supplemental

ms of the original Power

| Agreement dated 17 April
Purchase Agreement and of

hanges from the First
ntal Agreement to the
such agreement further;

er purchase agreement agreed
original Power Purchase
plemental Agreement dated 21
nt dated 17 April 2003.

CLAUSE 1: AMENDMENT AND RESTATEMENT, DEFINITIONS AND INTERPRETATION

1.1 AMENDMENT AND RESTATEMENT

With effect from the Signature Date, the original P

5 November 1998, the First Supplemental Agreement d
Second Supplemental Agreement dated 17 April 2003 b
of all schedules thereto, shall be amended and rest

this Amended and Restated Power Purchase Agreement

DEFINED TERMS:

In this Agreement, including the recitals, unless t
requires, the following words and expressions shall

ower Purchase Agreement dated
ated 21 July 2000, and the
etween the Parties, inclusive
ated in their entirety by

Power Purchase Agreement.

he context otherwise
have the following meanings:



"AGREEMENT" OR "PPA": this Amended and Restated Pow
together with all schedules hereto as the same may
from time to time;

"ANSI": American National Standards Institute;
"API": American Petroleum Institute;

"APPRAISAL PERIOD"; the period specified in the App
conduct of the Appraisal Works;

"APPRAISAL PROGRAMME": the programme for the drilli
of other works to appraise the reserves and product

out in Schedule 1, as from time to time adjusted by

with this Agreement;

"APPRAISAL WORKS": the drilling and other works spe
Programme;

"ASHRAE": American Society of Heating, Refrigeratin
Engineers;

"ASME": American Society of Mechanical Engineers;

"AUTHORISATIONS": any approval, consent, licence, p
permission granted by a Governmental Authority;

"AVAILABILITY FAILURE": a failure of any Settlement
electricity in accordance with a valid Despatch Ins
Instruction does not exceed the Declared Capacity,
event on KPLC's System which was not caused by the
Majeure;

"AVAILABLE EARLY GENERATION CAPACITY": the capacity
Facility assumed to be Available in any Settlement

Capacity unless there has been an Availability Fail

in which event the Available Early Generation Capac

Early Generation Availability achieved in response

that Settlement Period;

"AVAILABLE PLANT CAPACITY": the capacity of the Pla
any Settlement Period being the Declared Capacity u
Availability Failure in that Settlement Period in w

Plant Capacity shall be the average Plant Availabil
Despatch Instructions for that Settlement Period;

"BACK-UP METERING EQUIPMENT": prior to the Full Com
up equipment for metering and monitoring the operat
Generation Facility as may be supplied by KPLC and
specified in Part D of Schedule 2 and from the Full

back up equipment for metering and monitoring the o
supplied by KPLC and installed by the Seller as spe

"BID SECURITY": an on-demand performance bond in th
fifty thousand United States Dollars (US$250,000) d
recognised bank;

"CAPACITY PAYMENTS": the amounts payable by KPLC in
Early Generation Capacity or Contracted Plant Capac
accordance with Parts A and B of Schedule 5;

er Purchase Agreement
be supplemented or amended

raisal Programme for the

ng of wells and the conduct
ivity of the Reservoir set
the Parties in accordance

cified in the Appraisal

g and Air-Conditioning

ermit, authorisation or other

Period to deliver

truction which Despatch
other than as a result of an
Seller or any event of Force

of the Early Generation
Period being the Declared
ure in that Settlement Period
ity shall be the average

to Despatch Instructions for

nt assumed to be Available in
nless there has been an

hich event the Available

ity achieved in response to

mercial Operation Date, back
ion and output of the Early
installed by the Seller as
Commercial Operation Date,
utput of the Plant as

cified in Part D of Schedule

e amount of two hundred and
rawn on an internationally

respect of the Contracted
ity (as the case may be) in



"CHANGE IN LAW": shall mean the adoption, promulgat
the Signature Date of any Legal Requirement or the

any material condition in connection with the issua
replacement or modification of any Authorisation af

in either case establishes requirements for the des

or maintenance of the Plant or of the Geothermal Re
materially more restrictive than the most restricti

of the Signature Date;

"COMMISSIONING": taking all steps necessary to put
Facility, the Plant and the Transmission Interconne
operation including carrying out tests prior to ope

of Schedule 4;

"CONFIDENTIAL INFORMATION": has the meaning ascribe

"CONNECTION FACILITIES": the connection facilities
and KPLC as specified in Part B of Schedule 2;

"CONSTRUCTION BOND": an on-demand construction bond
United States Dollars (US$1,000,000) drawn on an in
bank;

"CONSTRUCTION PROGRAMME": the programme for the des
construction, installation and commissioning of the

and the Plant set out in Schedule 7 and commencing

from time to time adjusted by agreement of the Part

"CONSUMER PRICES INDEX OR CPI": the index known as
for All Urban Consumers (CPI-U) for the US City Ave

100" as published by the United States Department o
Statistics, or such other index as the Parties may

Schedule 5 or such replacement index as may be dete
replacement index shall take effect from such date
determine;

"CONTRACTED EARLY GENERATION CAPACITY": the capacit
Facility at the reference conditions specified in p

of Schedule 2 being at the Signature Date twelve (1

may be determined from time to time pursuant to Cla

"CONTRACTED EARLY GENERATION CAPACITY TEST": a test
capacity of the Early Generation Facility carried o
requirements of paragraph 3(b)(ii) of Part A of Sch

"CONTRACTED PLANT CAPACITY": the capacity of the PI
conditions specified in paragraph 1.2(b)(ii) of Par

the Signature Dated forty-eight (48) MW or such oth
determined from time to time pursuant to Clauses 5.

"CONTRACTED PLANT CAPACITY TEST": a test of the nor
Plant carried out in accordance with the requiremen
Part A of Schedule 4;

"DAILY LIQUIDATED DAMAGES SUM": an amount of US$0.5
generation Capacity or Contracted Plant Capacity as

"DECLARED CAPACITY": in respect of a Settlement Per
Capacity or Plant Capacity (as the case may be) dec
Available for that Settlement Period in accordance

ion, or modification after
imposition upon the Seller of
nce, renewal, extension,

ter the Signature Date that
ign, construction, operation
servoir Development that are
ve requirements in effect as

the Early Generation
ctor, as appropriate, into
ration as specified in Part A

d thereto in Clause 18.1;

to be installed by the Seller

in the amount of one million
ternationally recognised

ign, procurement,

Early Generation Facility
on the Effective Date, as
ies;

"The Consumer Prices Index
rage for All Items 1982-84 =
f Labor, Bureau of Labor
agree pursuant to Part D of
rmined by an Expert which
as the Expert shall

y of the Early Generation
aragraph 1.2(b)(ii) of Part A

2) MW or such other amount as

uses 9.8, 9.10 and 9.11;

of the normal full-load
ut in accordance with the
edule 4;

ant at the reference
t A of Schedule 2 being at

er amount as may be agreed or

4,9.8A, 9.10 and 9.11;

mal full load capacity of the
ts of paragraph 3(b)(ii) of

0 per kW of Contracted Early
the case may be;

iod the Early Generation
lared by the Seller to be
with the Operating and



Despatch Procedure;
"DEFAULT": any one or more of the events specified
"DEFAULT RATE": two (2) percentage points above LIB

"DELIVERY POINT": the point of common coupling on K
Electrical Output from the Early Generation Facilit
may be) is delivered and shall be the point specifi

"DESPATCH INSTRUCTION": prior to the Full Commercia
instruction given by KPLC to the Seller in relation

Early Generation Facility in accordance with Clause
Commercial Operation Date, an instruction given by
relation to the operation of the Plant in accordanc

"DIN": Deutsches Institut fur Normung (German stand

"EARLY GENERATION AVAILABILITY": the ability of the
over a period of time, to deliver electricity to KP

Point and the terms "Available" and "Unavailable" a
Early Generation Facility shall be construed accord

"EARLY GENERATION CAPACITY": the capacity of the Ea
expressed in MW to generate and deliver electricity
assuming the continued connection and proper operat

"EARLY GENERATION CESSATION DATE": has the meaning

6.1A;

"EARLY GENERATION COMMERCIAL OPERATION DATE": the d

Seller in accordance with Clause 7.9;

"EARLY GENERATION COMMERCIAL OPERATION TESTS": the

carried out on the Early Generation Facility, as sp
Part A of Schedule4;

"EARLY GENERATION COMMISSIONING DATE": the date spe

Programme as the target date for the start of Commi
Generation Facility, or such earlier date as the Se
KPLC not less than thirty (30) days before such ear
agreement to such earlier date which agreement shal
withheld;

"EARLY GENERATION FACILITY": the generating facilit
Generation Capacity described in paragraph 4 of Par
the Seller's 33 kV interconnection to the Early Gen

and all transformers and associated equipment, rela

and protective devices (adjusted to the settings ag
Seller pursuant to paragraph 4 Part A of Schedule 4

"EARLY GENERATION FACILITY TESTS": the Contracted E

and Reliability Run Test;

"EARLY GENERATION INTERCONNECTION POINT": the physi

Generation Facility and KPLC's transmission Interco
specified in Part E of Schedule 2;

in Clauses 16.1 and 16.2;
OR;

PLC's System at which the Net
y or the Plant (as the case
ed in Part E of Schedule 2;

| Operation Date, an
to the operation of the
8.3 and from the Full
KPLC to the Seller in
e with Clause 8.3;

ards institute);

Early Generation Facility
LC's System at the Delivery
s used in the context of the

ingly;

rly Generation Facility,
at the Delivery Point
ion of KPLC's System;

ascribed thereto in Clause

ate specified as such by the

respective tests to be
ecified in paragraph 3 of

cified in the Construction
ssioning of the Early

ller may specify by notice to
lier date subject to KPLC's

| not be unreasonably

y with the Contracted Early

t A of Schedule 2, including
eration Interconnection Point
y and switching equipment,
reed between KPLC and the
) and all safety equipment;

arly Generation Capacity Test

cal point where the Early
nnector are connected as

"EARLY GENERATION LONG STOP COMMERCIAL OPERATION DFE": the date twenty-one (21)

months after the Effective Date or such other date
to the provisions of this Agreement;

as may be determined pursuant



"EARLY GENERATION SITE": the land on which the Earl
be located prior to the Full Commercial Operation D

"EFFECTIVE DATE": has the meaning ascribed thereto

"EMERGENCY": a condition or situation that, in the
of KPLC, does materially and adversely, or is likel
(i) affect the ability of KPLC to maintain a safe,
electrical service to its customers, having regard

of electrical service provided to its customers, or
threat to persons or property for the security, int
KPLC's System;

"ENERGY CHARGES": the amounts payable by KPLC in re
Output as specified in Parts A and B Schedule 5;

"ESTABLISHMENT DATE": the date by which the last of
events have occurred (except, with respect to Subcl
to the extent waived by the benefiting Party):

(i) the Amended and Restated Power Purchase
Project Security Agreement have been dul
the Parties after receipt of all necessa

(ii) the initial Letter of Credit has been is
favour of and delivered to the Seller;

(i) the Construction Bond has been issued in
and delivered to KPLC as described in Cl

(iv) the Electricity Regulatory Board will ha
application for pass through of the comp
provided under Parts A and B of Schedule
agreed by KPLC and approved by the Elect

"EVENT": has the meaning ascribed thereto in Part D

"EVENT OF DEFAULT"; a failure by KPLC or the Seller
accordance with Clause 16.4;

"EXPERT": a person appointed in accordance with the
"FINANCING AGREEMENTS": the agreements relating to

the construction of the Plant to be entered into be
other financial institutions;

"FORCE MAJEURE": has the meaning ascribed thereto i

"FULL COMMERCIAL OPERATION DATE": the date specifie
accordance with Clause 7.10;

"FUNCTIONAL SPECIFICATION": the respective function
Early Generation Facility and the Plant as set out

"GEOTHERMAL RESERVOIR DEVELOPMENT": the works and o
carried out pursuant to Clauses 5.10 and 5.10A;

"GOK": The Government of the Republic of Kenya;

"GOOD FAITH DISPUTE PROCEDURE": means the procedure

y Generation Facility shall
ate;

in Clause 3.1;

sole but reasonable opinion
y to materially and adversely
adequate and continuous

to the then current standard

(ii) present a physical
egrity or reliability of

spect of the Net Electrical

the following activities and
auses (ii), (iii) and (iv),

Agreement and the Olkaria Ill
y executed and delivered by
ry approvals;

sued in its full amount in

its full amount in favour of
ause 3.6 hereto; and

ve approved KPLC's

onent of the Capacity Charges
5, or as may be otherwise
ricity Regulatory Board.

of Schedule 5;

to remedy a Default in

provisions of Clause 19.2;

the provision of finance for
tween the Seller and banks or

n Clause 15.1;

d as such by the Seller in
al specifications for the
in Part A of Schedule 2;

perations required to be

for resolution of disputes



or differences described in Clause 19.1;

"GOVERNMENTAL AUTHORITY": GOK, GOK owned or control
governmental agency, division or department or othe

regional or local authorities of Kenya;

"GWH?": gigawatt hour being one thousand (1000) MWh,;

"IEC": International Electrotechnical Commission;

"IEEE": Institute of Electrical and Electronic Engi
"ISO": International Organisation for Standardisati
"INTERCONNECTION POINT": the point of interconnecti

Interconnector and KPLC's Connection Facilities as
Schedule 2;

"INTERNATIONALLY APPLICABLE ENGINEERING STANDARDS":

internationally recognised European, North American
codes, practices and standards and the World Bank E
as specified in Part A of Schedule 2;

"KENGEN": the Kenya Electricity Generating Company

"KPLC'S CONNECTION FACILITIES": the equipment and f
kV substation at Olkaria Il specified in Part B of

"KPLC'S SYSTEM": the high voltage transmission syst
distribution system(s) and ancillary electrical pla
such transmission system;

"KPLC'S TRANSMISSION INTERCONNECTOR": the 33 kV int
A of Schedule 2 connecting the Early Generation Int
System;

"KV": kilovolt, one thousand (1000) Volts;
"KW": kilowatts, one thousand (1000) Watts;
"KWH?": kilowatt hour, one thousand (1000) Watt hour

"LEGAL REQUIREMENT"; any statute, law, regulation o
order or directive of any Governmental Authority ha
of this Agreement or either Party;

"LETTER OF CREDIT": has the meaning ascribed to it
Security Agreement;

"LIBOR": in respect of any day, the offered rate fo
guoted by Barclays Bank plc London or such other ba
time to time agree, to prime banks in the London In
(London time) for a deposit of a principal sum equi

for a period commencing on such day and ending seve
that if the said rate is not quoted on any day the

used;

"LICENCE AREA": that area marked on Figure 1 of Sch
purposes only being that area of land in the Univer

Grid Zone 37, located on Map Series Y731 (D.O.S 423

Sakutiek and Longonot, published by GOK in 1975, en

led corporations or
r authority including

neers;
on;

on between the Transmission
specified in Part E of

the latest issue of relevant
, Japanese or New Zealand
nvironmental Guidelines, all

Limited;

acilities relating to the 220
Schedule 2;

em operated by KPLC, and the
nt and equipment connected to

erconnector specified in Part
erconnection Point to KPLC's

S,

r other legislation, or any
ving jurisdiction in respect

in the Olkaria Ill Project

r Unites States Dollars

nk as the Parties shall from
terbank Market at 11:00 hours
valent to the sum n question
n (7) days later provided

rate last quoted shall be

edule 2 Part A for indicative

sal Transverse Mercator (UTM)
) Sheets 133/3 and 133/4,
closed by straight lines



joining adjacent points having the following co-ord

East (metres) North (metr

192 000 9901 100
192 000 9903 100
196 400 9903 100
196 400 9 900 000
193 900 9 900 000;

"LONG STOP APPRAISAL WORKS START DATE": the date th
Effective Date;

"LONG STOP CONSTRUCTION START DATE": the date twent
Effective Date or such other date as may be determi
provisions of this Agreement;

"LONG STOP DATE": any of the Early Generation Long
Date, the Long Stop Appraisal Works Start Date, the
Date, the Long Stop Effective Date and the Long Sto
Date;

"LONG STOP EFFECTIVE DATE": the date eighteen (18)
Date;

"LONG STOP FULL COMMERCIAL OPERATION DATE": the dat
months after the Establishment Date, subject to an

option, on a day by day basis for each day of Force

the extent by which a failure by KPLC to perform an

the PPA delays the Seller from achieving Full Comme

date;

"MAIN METERING EQUIPMENT": prior to the Full Commer
metering equipment for metering and monitoring the

Early Generation Facility as supplied and installed

in Part D of Schedule 2 and from the Full Commercia
metering equipment for metering the output of the P
installed by the Seller as specified in Part D of S

"METERING PARTY": has the meaning ascribed thereto
"METERING SYSTEM?": prior to the Full Commercial Ope
metering and monitoring the operation and output of
Facility and from the Full Commercial Operation Dat
monitoring the operation and output of the Plant as
Schedule 2 which in both cases shall consist of the
Back-Up Metering Equipment and all associated equip
"MOE": the Ministry of Energy of the Republic of Ke
"MW": megawatt, one thousand (1000) kW;

"MWH": megawatt hour, one thousand (1000) kWh;

inates:

es)

ree (3) months after the

y-seven (27) months after the
ned pursuant to the

Stop Commercial Operation
Long Stop Construction Start
p Full Commercial Operation

months after the Signature

e falling thirty-six (36)
extension, at the Seller's
Majeure, and for each day to
y of its obligations under

rcial Operation prior to such

cial Operation Date, the main
operation and output of the
by the Seller as specified

| Operation Date, the main
lant as supplied and

chedule 2;

in Clause 12.1;

ration Date, equipment for

the Early Generation

e, equipment for metering and
specified in Part D of

Main Metering Equipment, the
ment;

nya;



"NET ELECTRICAL OUTPUT": prior to the Full Commerci
electricity generated by the Early Generation Facil

the Delivery Point, and from the Full commercial Op
generated by the Plant and delivered to KPLC at the
cases net of all consumption (including imports and
Facilities) and of losses before the Delivery Point
requires) a quantity (in kwh) of electricity so del

"NON-DEFAULT RATE": LIBOR,;
"NON-METERING PARTY": has the meaning ascribed ther

"NOTICE OF LIMITED RESERVOIR CAPACITY": the notice
Seller to KPLC pursuant to Clause 5.7;

"OLKARIA I": the geothermal power station and site
'‘Olkaria I';

"OLKARIA II": the geothermal power station and site
known as 'Olkaria IlI';

"OLKARIA 1ll PROJECT SECURITY AGREEMENT"; the agree
Parties on the Signature Date providing security to

KPLC's payment obligations under Clause 11 of this
supplemented or amended from time to time;

"OPERATING CHARACTERISTICS": the respective perform
characteristics of the Early Generation Facility or
are specified in the Functional Specification;

"OPERATING AND DESPATCH PROCEDURES": the procedures

Schedule 4 and such further procedures as shall app
and 8.5;

"OPERATING AND MAINTENANCE AGREEMENT": the agreemen

for the operation and maintenance of the Early Gene
Plant;

"OPERATING PERIOD": the period from the Full Commer
end of the Term;

"OPERATING YEAR": a period of one (1) year beginnin
Operation Date or any anniversary thereof;

"PARTIES": KPLC and the Seller and "PARTY" means ei

"PLANNED MAINTENANCE": maintenance of the Early Gen
(as the case may be) which has been planned in acco
where the context admits the period allowed or the
maintenance;

"PLANT": the plant (consisting after the Early Gene
Early Generation Facility and other equipment) desc
2, and including, where appropriate, the Seller's C
Metering System;

"PLANT ANNUAL TARGET OUTPUT": has the meaning ascri
Part B of Schedule 5;

"PLANT AVAILABILITY": the ability of the Plant over

al Operation Date,

ity and delivered to KPLC at
eration Date, electricity
Delivery Point, in both

the Seller's Steam Field

, or (where the context so
ivered,;

eto in Clause 12.2;

that may be given by the

owned by KenGen and known as

owned by KenGen and to be

ment entered into by the
the Seller in respect of

Agreement, as the same may be

ance and operating
the Plant for which values

set out in Part C of
ly pursuant to Clauses 8.4

t entered into by the Seller
ration Facility and the

cial Operation Date until the
g on the Full Commercial
ther of them;

eration Facility or the Plant

rdance with Clause 9.3, or
dates planned for such

ration Cessation Date, of the
ribed in Part A of Schedule
onnection Facilities, and the

bed thereto in paragraph 7 of

a particular period of time,



to deliver electricity to KPLC's System at the Deli

"AVAILABLE" and "UNAVAILABLE": as used in the conte
construed accordingly;

"PLANT CAPACITY": the capacity of the Plant, expres
deliver electricity at the Delivery Point assuming
proper operation of KPLC's System;

"PLANT COMMERCIAL OPERATIONS TESTS": the respective
the Plant, as specified in paragraph 3 of Part A of

"PLANT COMMISSIONING DATE": the date specified in t
the target date for the start of Commissioning of t

date as the Seller may specify by notice given to K

days before such earlier date subject to KPLC's agr
which agreement shall not be unreasonably withheld;

"PROJECT AGREEMENTS": the Operating and Maintenance
Agreement, and the Turnkey Construction Agreement;

"PRUDENT OPERATING PRACTICE": in relation to either
obtained by exercising that degree of skill, dilige

which could reasonably be expected from a skilled a
engaged in the same type of undertaking under the s

"RATED CAPACITY": the respective electrical output
Generation Facility and the Plant as set forth in P

"RELIABILITY RUN TEST": has the meaning ascribed th
and 3(b)(iii) Schedule 4;

"REMEDIAL PROGRAMME": has the meaning ascribed ther

very Point and the terms;

xt of the plant shall be

sed in MW, to generate and
the continued connection and

tests to be carried out on
Schedule 4;

he Construction Programme as
he Plant, or such earlier

PLC not less than thirty (30)
eement to such earlier date

Agreement, the Site

Party, standards of practice
nce, prudence and foresight
nd experienced operator
ame or similar circumstances;

ratings of the Early
art F of Schedule 2;

ereto in paragraph 3(b)(I)

eto in Clause 16.4(a)(ii);

"REQUIRED EARLY GENERATION COMMERCIAL OPERATION DAT: the date eighteen (18)

months after the Effective Date or such other date
accordance with this Agreement;

"REQUIRED FULL COMMERCIAL OPERATION DATE": the date
(2) weeks after the Establishment Date, subject to

option, on a day by day basis for each day of Force

the extent to which a failure by KPLC to perform an

the PPA delays the Seller from achieving Full Comme

date;

"RESERVOIR": the subsurface body of hot water and s
Licence Area;
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"SCADA": Supervisory Control and Data Acquisition;

"SELLER'S CONNECTION FACILITIES": the Connection Fa
the Seller in accordance with Parts B and C of Sche

"SELLER'S STEAM FIELD FACILITIES": the Steam Field
the Seller pursuant to this Agreement;

"SETTLEMENT PERIOD": a period of thirty (30) minute
the half-hour;

"SIGNATURE DATE": the date of this Agreement;

as may be determined in

twenty (20) months and two
extension, at the Seller's
Majeure, and for each day by
y of its obligations under

rcial Operation prior to such

team located under the

cilities to be installed by
dule 2;

Facilities to be installed by

s beginning on the hour or



"SITE": the land on which the Plant shall be instal
Operation Date;

"SITE AGREEMENT": the agreement substantially in th
10 and in accordance with Clause 4 which is to be e
Governmental Authority and the Seller permitting th
rights in the Licence Area as shall enable the Sell
under this Agreement;

"STEAM FIELD FACILITIES": equipment, plant and faci
underground, including wells, used in connection wi
appraisal, development and operation of geothermal
generation;

"SYSTEM CHARACTERISTICS": has the meaning ascribed
of Part A of Schedule 2;

"TARGET EFFECTIVE DATE": the date three (3) months
such other date as the Parties may agree;

"TARGET ESTABLISHMENT DATE": 15th December 2006;

"TAXES AND DUTIES": all forms of taxation, impost,
without limitation, value added tax) imposed pursua
Republic of Kenya in respect of the sale of electri
import and use or consumption of any real property,
or materials used in connection therewith or in res
making capacity available or producing, delivering
which result directly or indirectly in an increase
construction, financing, operation or maintenance ¢
performing its obligations under this Agreement pro
of doubt Taxes and Duties do not include any form o
duty imposed on the income of the Seller upon which
under section 3(2) of the Income Tax Act CAP 470 as
amended or replaced from time to time;

"TEMA": Tubular Exchanger Manufacturers Association

"TERM": the period from the Signature Date until ex
accordance with Clause 2.2 or earlier termination;

"TRANSMISSION INTERCONNECTOR": the high voltage int
Parts B and C of Schedule 2;
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"TURNKEY CONSTRUCTION AGREEMENTS": the agreements e
the construction of the Early Generation Facility a

"UNIT": a binary energy converter, including associ
in the Plant or the Early Generation Facility as sp
2;

"UNITED STATES DOLLARS" OR US$": the lawful currenc
America for the time being and from time to time;

"UNIT COMMERCIAL OPERATION TESTS": the tests to be
Units as specified in paragraph 2 of Part A of Sche

"UNIT TESTS": the tests to be carried on each of th
paragraph 1 of Part A of Schedule 4 and the Unit Co

"VOLT": the unit of electrical potential as defined

led by the Full Commercial

e form specified in Schedule
ntered into between a

e Seller to acquire such

er to perform its obligations

lities above ground and
th the exploration,
reservoirs for electricity

thereto in paragraph 4.3(a)

after the Signature Date or

levy or duty (including

nt to the laws of the

city or on the purchase,
services, plant, equipment
pect of the right or act of

or transmitting electricity

or decrease in the

osts of the Seller in

vided that for the avoidance
f taxation, impost, levy or
income tax is chargeable
the same may be modified,

piry of this Agreement in

erconnector specified in

ntered into by the Seller for
nd the Plant;

ated equipment, as comprised
ecified in Part A of Schedule
y of the United States of
carried out on each of the
dule 4;

e Units as specified in
mmercial Operation Tests;

in the International



Standards Organisation standard ISO 1000:1992 Speci
Recommendations for Use of Their Multiples and of C

"WATTS": the unit of electrical power defined as on
defined in International Standards Organisation sta
Specification for SI Units and Recommendations for

Certain Other Units;

"WATT HOURS": three thousand six hundred (3600) jou
International Standards Organisation standard 1SO 1
Units and Recommendations for Use of Their Multiple

"WEEK": a period of seven (7) days beginning on a M

1.2

INTERPRETATION: In this Agreement, unless t

requires:

(a) reference to a business day is a refer
a Saturday, Sunday or recognised publi

(b) reference to a day or a month is a ref
calendar month;

(c) references to Clauses, Schedules, Para
references to clauses, schedules, para
this Agreement;

(d) words in the singular shall be interpr
plural and vice versa, and words denot
interpreted as referring to corporatio
entities and vice versa,;

(e) arequirement that a payment to be mad

business day shall be construed as ar
be made on the next business day;

12

() in the event of a conflict between the
the Clauses shall prevail save for Sch
prevail;

(g) the term "including" shall be construe

(h) headings are for convenience only and
construction of the Agreement;

CLAUSE 2: SCOPE AND DURATION

2.1

SCOPE: The Seller shall:
(i) perform its obligations contained in
(i) conduct the Geothermal Reservoir Deve

(i) design, procure, construct, finance,
Transmission Interconnector;

(iv) design, procure, construct, finance,
maintain the Early Generation Facilit

(v) seek to make available the Contracted
and the Contracted Plant Capacity in

fication for SI Units and
ertain Other Units;

e (1) joule per second as

ndard 1ISO 1000:1992
Use of Their Multiples and of

les as defined in

000:1992 Specification for Sl
s and of Certain Other Units;
onday;

he context otherwise

ence to any day which is not
¢ holiday in Kenya;

erence to a calendar day or

graphs and Figures are
graphs and figures of and to

eted as referring to the
ing natural persons shall be
ns and any other legal

e on a day which is not a
equirement that the payment

Clauses and the Schedules,
edule 10 which Schedule shall
d without limitation;

shall not affect the

the Appraisal Programme;
lopment;

test, and commission the

test, commission, operate and
y and the Plant;

Early Generation Capacity
compliance with the Operating



2.2

2.3

2.4

Characteristics;

(vi) sell the Net Electrical Output to KPL
subject to the terms and conditions o

The Parties hereby acknowledge that, as of
obligations, requirements and arrangements
(i) above have been satisfied in full.

KPLC shall purchase and pay for Available E
Available Plant Capacity and Net Electrical
and subject to the terms and conditions of

TERM OF AGREEMENT: This Agreement shall com
Date and shall continue in force until the
(20) years unless earlier terminated in acc
provided that:

2.2.1 the period of twenty (20) years shall
Commercial Operation Date where the S
accordance with Clause 5, a Plant wit
greater than the Contracted Early Gen

2.2.2 the period of twenty (20) years shall
at the Early Generation Commercial Op
the delivery of a Notice of Limited R
agree or an Expert determines that th
Contracted Plant Capacity greater tha
Generation Capacity save that if KPLC
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required by the Seller to pay damages
period of twenty (20) years shall com
KPLC begins to pay such damages.

EXTENSION: The Term may be extended, subjec
the Parties to such extension at least twel
expiry, and on such terms as the Parties sh

REGULATORY APPROVALS: The Parties acknowled
Purchase Agreement dated 5 November 1998, t
Agreement dated 21 July 2000, the Second Su
April 2003, and this Amended and Restated P
each approved by the Electricity Regulatory
legal requirements, on diverse dates, as pe
hereto as Schedule 11.

CLAUSE 3: CONDITIONS PRECEDENT AND SECURITY

3.1

3.2

CONDITIONS: Except for the Parties' respect
3.2, 14.3 and 16.7 or as otherwise provided
obligations hereunder shall commence on the
on which the last of the conditions in Part
been satisfied in accordance with Clause 3.

SELLER'S CONDITIONS: The Seller shall use a
satisfy the conditions in Part A of Schedul
condition in Part B of Schedule 6 by the Ta
shall use all reasonable endeavours to assi
the Authorisations specified in paragraph (
provided that:

C in accordance with and
f this Agreement.

the date hereof, all of the
under Sub clauses (i) and

arly Generation Capacity and
Output, in accordance with
this Agreement.

e into force on the Signature
expiry of a period of twenty
ordance with its terms

commence on the Full

eller constructs, in

h a Contracted Plant Capacity
eration Capacity; or

be deemed to have commenced
eration Date where following
eservoir Capacity the Parties

e Reservoir cannot support a

n the Contracted Early

is

pursuant to Clause 7.13, the
mence from the date on which

t to agreement in writing by
ve (12) months prior to its
all agree.

ge that the original Power

he First Supplemental

pplement Agreement dated 17
ower Purchase Agreement were
Board in accordance with the

r the approvals attached

ive obligations in Clauses
herein, the Parties'

date (the "Effective Date")

s A and B of Schedule 6 have
2.

Il reasonable endeavours to
e 6 and to comply with the
rget Effective Date and KPLC
st the Seller in obtaining

i) of Part A of Schedule 6,



3.2.1 if the Seller fails to achieve the Ta rget Effective Date the

Seller shall continue to use all reas onable endeavours to satisfy

the conditions in Part A of Schedule 6 and to comply with the

condition in Part B of Schedule 6 by the Long Stop Effective Date.
3.2.2 the Seller shall diligently attempt t 0 obtain all Authorisations

which diligence shall include:

(i) full and timely compliance with all procedural requirements
relating to the issue of such Au thorisation, and with all
Legal Requirements which relate to the activities of the
Seller within the Republic of Ke nya; and

(i) pursuing all reasonably availabl e procedures for appealing
against or challenging the groun ds upon which such

Authorisation is not issued; and

3.2.3 the Seller shall use all reasonable e ndeavours to enter into the
Site Agreement.

3.3 NON-SATISFACTION: If any of the conditions referred to in Part A of
Schedule 6 has not been satisfied, or the ¢ ondition referred to in Part
B of Schedule 6 has not been complied with, by the Long Stop Effective

Date other than by reason of a breach by

14

the Seller of its obligations under Clause 3.2 then either Party may
terminate this Agreement.

3.4 NON-SATISFACTION INVOLVING A BREACH: If any of the conditions referred
to in Par A of Schedule 6 has not been sati sfied by the Long Stop
Effective Date or any of the conditions ref erred to in Part B of
Schedule 6 has not been complied with by re ason of a breach by the
Seller of its obligations under Clause 3.2 then KPLC may terminate this
Agreement.

3.5 BID SECURITY:

(&) On the Signature Date, the Seller shal | provide to KPLC the Bid
Security. The Bid Security shall be ef fective from the Signature
Date to the earlier of the date on whi ch the Seller provides to
KPLC the Construction Bond and the dat e on which the Parties agree
or an Expert determines, in accordance with Clause 5, that the
Reservoir cannot support a Plant with a Contracted Plant Capacity

of at least twenty-eight (28) MW.

(b) If the Effective Date does not occur o n or before the Long Stop
Effective Date:

(i) due to a failure under Clause 3.2 caused by the Seller not
diligently attempting to obtain s uch Authorisation; or

(i) due to a failure by the Seller to use reasonable endeavours by
the Long Stop Effective Date to s atisfy the Conditions

Precedent in Part A of Schedule 6 ,

then KPLC may take all steps necessary to obtain payment of the
full amount of the Bid Security.

(c) If the Seller:

(i) has not commenced the Appraisal Works by the Long Stop



3.6

3.7

Appraisal Works Start Date; or

(i) has failed to achieve the Early
Operation Date by the Early Gene
Operation Date; or

(i) has failed to provide KPLC with
twenty-eight (28) days of the Pa
Expert having determined, in acc
the Reservoir can support a Plan
of at least twenty-eight (28) MW

then KPLC may take all steps necessary
full amount of the Bid Security.

(d) If KPLC does not claim payment of the
Security pursuant to Clauses 3.4(b) an
will be returned by KPLC to the Seller
which the Seller provides to
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KPLC the Construction Bond and the dat
Expert determines, in accordance with
cannot support a Plant with a Contract
twenty-eight (28) MW.

SATISFACTION OF REQUIREMENTS

The Parties hereby acknowledge that, as of
obligations, requirements and arrangements
above have been satisfied in full.

CONSTRUCTION BOND

(a) Contemporaneous with the issuance of t
(as defined in the Olkaria Ill Project
Seller, the Seller shall provide to KP

(b) Unless payment thereunder is earlier d
Construction Bond shall continue in fo
independent engineer of a certificate
event the Construction Bond shall laps
the Seller and KPLC shall make no dema

(c) If the Seller fails to achieve the Ful
by the Long Stop Full Commercial Opera
all steps necessary to obtain payment
Construction Bond.

(d) In the event that the Seller does not
Construction Bond pursuant to Clause 3

(i) Be entitled to withhold the month
the Seller equal to a sum of seve
United States Dollars (US$750,000

(ii) Deposit the Construction Security
account at a bank agreed between
where the Construction Security s
issue by the independent engineer
Clause 7.10 in which even the Con
returned with any interest which

Generation Commercial
ration Long Stop Commercial

the Construction Bond within
rties having agreed or an
ordance with Clause 5, that
t with a Contracted Capacity

to obtain payment of the

full amount of the Bid
d 4.5(c), the Bid Security
on the later of the date on

e the Parties agree or an
Clause 5, that the Reservoir
ed Plant Capacity of at least

the date hereof, all of the
under Clauses 3.1 though 3.5

he initial Letter of Credit
Security Agreement) to the
LC the Construction Bond.

emanded by KPLC, the
rce until the issue by the
under Clause 7.10 in which
e and shall be returned to
nd thereon.

| Commercial Operation Date
tion Date then KPLC may take
of the full amount of the

provide to KPLC the
.7(a), KPLC shall:

ly Capacity Payments due to
n hundred and fifty thousand
) ("Construction Security");

in an interest bearing

the Parties acting reasonably
hall be held until either the

of a certificate under
struction Security shall be
has accrued on that account



to the Seller, or if the Seller f
Commercial Operation Date by the
Operation Date KPLC shall be enti
Construction Security net of all
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CLAUSE 4: SITE

4.1

4.2

4.3

4.4

4.5

SITE AGREEMENT: Prior to the Effective Date
the Site Agreement.

LAND OWNED BY GOK: Pursuant to the Site Agr
procure from the Governmental Authority an
owned by the Governmental Authority within
necessary for the Seller to meet its obliga
including the construction of the Early Gen
Plant and the conduct of the Appraisal Work

LAND NOT OWNED BY GOK: In the event that th
in or over land not owned by the Government
Licence Area, the Seller shall first dilige
interest from the owner of the land. For th
4.3, "diligently” shall include pursuing al
procedures for obtaining such interest, inc
purchase price which a person carrying out
reasonably expect to pay for such an intere
demonstrate to GOK that such interest canno
hundred and twenty (120) days, the Seller s
Agreement require GOK to acquire such land
Seller's cost. The Seller shall forthwith p
land an interest in or over the land as is
obligations under this Agreement.

SELLER'S OBLIGATIONS: The Seller shall perf
observe all the terms of all agreements ent
and GOK or the Seller and other owners of |
Clause 4 (collectively referred to as "Land
shall not:

(i) terminate or permit the termination o

(ii) in any material respect depart from,
any rights it may have under the Land

(i) enter into any agreement, document or
materially affect the interpretation
Agreements

unless the relevant document or proposed co
notified in writing to KPLC and there has b
the purposes of this Clause 4, the failure
Land Agreement or the termination of a Land
constitute Force Majeure.

SATISFACTION OF REQUIREMENTS:
The Parties hereby acknowledge that, as of

obligations, requirements and arrangements
above have been satisfied in full.
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ails to achieve the Full
Long Stop Full Commercial
tled to retain the

interest received by KPLC.

the Seller shall enter into

eement, the Seller shall
interest in or over the land
the Licence Area as is
tions under this Agreement
eration Facility and the

S.

e Seller requires an interest
al Authority within the

ntly attempt to procure such
e purposes of this Clause

| reasonably available
luding the offer of a rent or
the Seller's activities would
st. If the Seller can

t be so procured within one
hall pursuant to the Site

for the Seller at the

rocure from the owner of the
necessary for it to meet its

orm is obligations under and
ered into between the Seller
and for the purposes of this

Agreements"). The Seller

f the Land Agreements;

or waive or fail to enforce
Agreements;

arrangement which would
or application of the Land

urse of action has been

een no objection by KPLC. For
by the Seller to enter into a
Agreement shall not

the date hereof, all of the
under Clauses 4.1 through 4.3



CLAUSE 5: GEOTHERMAL RESERVOIR APPRAISAL AND DEVEL®MENT

5.1 THE SELLER'S OBLIGATION: The Seller shall ¢
in accordance with the Appraisal Programme

Practice.

5.2 MONITORING: KPLC shall be entitled at its o
progress of the Appraisal Works and the Sel
information and assistance to KPLC as KPLC
carry out such function including without |
reasonable notice of the spudding of wells,
well log data (and interpretative work in r

5.3 CONSTRUCTION PROGRAMME: The Seller may, bef
Period, in the light of the results of the
KPLC a revised Construction Programme. Any
Programme must provide for the Full Commerc
on or before the Required Full Commercial O

5.4 CONTRACTED PLANT CAPACITY: The Seller may,
of the Appraisal Works, at any time before
Period, by notice to KPLC increase the Cont
amount, not exceeding one hundred (100) MW
Plant Capacity to an amount, not less than
subject to the installation of necessary St
supported by the Reservoir on the basis tha

(a) the Plant is operated at ninety-two per
revised Contracted Plant Capacity throu

(b) at any time the Reservoir can sustain a
least one hundred and twenty per cent (
required for the Plant to operate conti
Maintenance, at one hundred per cent (1
Contracted Plant Capacity; and

(c) the steam flow required by Olkaria | to
and the steam flow required by Olkaria
(64) MW will not be significantly affec

The Seller's notice under this Clause 5.4 s
detailed report which provides the Seller's
increased Contracted Plant Capacity and con

evidence and data.

5.4A EXPANSIONS OF OLKARIA | AND OLKARIA II: KPL

than forty-five (45) MW from Olkaria | or m

from Olkaria Il if the steam flow for the P

affected. KPLC shall notify the Seller if i

than forty-five (45) MW from Olkaria | or m

from Olkaria Il and shall use reasonable en

Seller a detailed report and relevant suppo

the steam flow and whether it would be mate

of a dispute the matter may be referred by

shall determine whether the steam flow for

affected.
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arry out the Appraisal Works
and Prudent Operating

wn cost to monitor the

ler will provide such access,
reasonably requires for it to
imitation providing

copies of geo-scientific and
elation thereto).

ore the end of the Appraisal
Appraisal Works provide to
revised Construction

ial Operation Date to occur
peration Date.

in the light of the results

the end of the Appraisal
racted Plant Capacity to an

or decrease the Contracted
twenty-eight (28) MW, as can,
eam Field Facilities, be

t:

cent (92%) of the proposed
ghout the Term; and

continuous steam flow of at
120%) of the steam flow
nuously, subject to Planned
00%) of the revised

generate forty-five (45) MW
Il to generate sixty-four
ted.

hall be accompanied by a
justification for the
tains all relevant supporting

C shall not purchase more
ore than sixty-four (64) MW
lant would be materially

t wishes to purchase more
ore than sixty-four (64) MW
deavours to procure for the
rting evidence and data as to
rially affected. In the event
either Party to an Expert who
the Plant would be materially



5.4B CO-ORDINATING COMMITTEE: The Parties acknow

5.5

5.6

5.7

5.8

5.9

interests to share information regarding th
Olkaria and recognising this interest the P
co-ordinating committee to facilitate the e

DISPUTE OVER REVISED CONTRACTED PLANT CAPAC
proposed revised Contracted Plant Capacity
pursuant to Clause 5.4 it may notify the Se
days of the Seller's notice of such dispute
may be referred by either Party to an Exper
the proposed revised Contracted Plant Capac
basis specified in Clause 5.4. In the event
to an Expert, the Required Full Commercial
Stop Full Commercial Operation Date shall b
during which the Expert is making his deter

EFFECTIVE DATE OF CHANGE: A change in the C
shall take effect after the expiry of twent
the Seller's notice under Clause 5.4 provid
notice to the Seller pursuant to Clause 5.5
a change in the Contracted Plant Capacity s
date of the Expert's determination provided
that the Seller's proposed revised Contract
supported as aforesaid.

LIMITED RESERVOIR CAPACITY: The Seller may,
of the Appraisal Programme and before the e
serve a notice of limited reservoir capacit
Reservoir Capacity") on KPLC if the Seller
light of the results of the Appraisal Works
on the basis of the assumptions referred to
Contracted Plant Capacity of at least twent
the Term. The Seller's notice under this ClI
by a detailed report which provides the Sel
belief that the Reservoir cannot support a
at least twenty-eight (28) MW and contains
evidence and data.

DISPUTE OVER NOTICE OF LIMITED RESERVOIR CA
months of receiving a notice from the Selle
notice on the Seller if it disputes the Not
Capacity, in which event the matter shall b
shall determine the Contracted Plant Capaci
the Reservoir throughout the Term. In the e
referred to an Expert, the Required Full Co
the Long Stop Full Commercial Operation Dat
period during which the Expert is making hi

FAILURE TO AGREE: If KPLC does not serve a
following such a notice, the Expert determi
support a Contracted Plant Capacity of at |
throughout the Term, the Parties shall meet
agree terms for the construction of a Plant
Capacity greater than the Contracted Early
than twenty-eight (28) MW. If the Parties h
the later of six (6) months after the servi
under
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ledge that it is in their

e geothermal resource at
arties shall participate in a
xchange of information.

ITY: If KPLC disputes the
notified by the Seller

ller within twenty-eight (28)
and thereafter the matter

t who shall determine whether
ity can be supported on the
that the matter is referred
Operation Date and the Long
e extended by the period
mination.

ontracted Plant Capacity
y-eight (28) days following

ed that KPLC has not served a
. If KPLC so serves a notice
hall take effect from the

that the Expert determines

ed Plant Capacity can be

at any time after completion
nd of the Appraisal Period,

y ("Notice of Limited
reasonably believes, in the

, that the Reservoir cannot,
in Clause 5.4, support a
y-eight (28) MW throughout
ause 5.7 shall be accompanied
ler's justification for its
Contracted Plant Capacity of
all relevant supporting

PACITY: KPLC may within 2
r under Clause 5.7 serve a
ice of Limited Reservoir

e referred to an Expert who
ty which can be supported by
vent that the matter is
mmercial Operation Date and
e shall be extended by the

s determination.

notice under Clause 5.8 or,
nes that the Reservoir cannot
east twenty-eight (28) MW
and discuss whether they can
with a Contracted Plant
Generation Capacity but less
ave not reached agreement by
ce of the Seller's notice



Clause 5.7 and two (2) months after the dat
determination, the Seller shall continue to
Facility and KPLC shall continue to meet it
obligations in accordance with this Agreeme

5.10 GEOTHERMAL RESERVOIR DEVELOPMENT I: The Sel

Prudent Operating Practice, install, mainta
Field Facilities as are necessary to ensure
the Early Generation Cessation Date or thro
may be), the Reservoir can sustain a contin
one hundred and twenty per cent (120%) of t
Early Generation Facility to operated conti
Maintenance, at one hundred per cent (100%)
Generation Capacity.

5.10A GEOTHERMAL RESERVOIR DEVELOPMENT II: The Se

with Prudent Operating Practice, install, m
Steam Field Facilities as are necessary to
throughout the Term the Reservoir can susta
at least one hundred and twenty per cent (1
for the Plant to operated continuously subj

at one hundred per cent (100%) of the Contr
that if the Reservoir cannot sustain such s
forthwith notify KPLC and the Parties shall
new criteria of the steam flow required and
agreement, the matter shall be referred to

5.11 STEAMFIELD APPRAISAL RECORDS: Any notice gi
Clause 5.4 or Clause 5.7 shall be accompani
the Appraisal Works.

5.12 SATISFACTION OF REQUIREMENTS:

The Parties hereby acknowledge that, as of
obligations, requirements and arrangements
and under Clause 5.11 above have been satis
Contracted Plant Capacity was determined pu
and the Appraisal Programme at 48 MW.

CLAUSE 6: CONSTRUCTION

6.1 SELLER'S RESPONSIBILITY: The Seller shall d
install in accordance with the Construction

(a) the Early Generation Facility and the P
material respects with the Functional S
Characteristics and the relevant provis
and

(b) the Transmission Interconnector so as t
respects with the specification for suc
in Part B of Schedule 2 and the System

6.1A EARLY GENERATION CESSATION DATE: Prior to c
Commercial Operations Test, the Seller shal
which the Early Generation Facility shall ¢
Early Generation Site ("Early Generation Ce
Early Generation Cessation Date, the Seller

e of the Expert's

operate the Early Generation
s payment and other

nt.

ler shall, in accordance with
in and operate such Steam
that at any time, prior to
ughout the Term (as the case
uous steam flow of at least
he steam required for the
nuously subject to Planned
of the Contracted Early

ller shall, in accordance
aintain and operate such
ensure that at any time,

in a continuous steam flow of
20%) of the steam required
ect to Planned Maintenance,
acted Plant Capacity provided
team flow, the Seller shall
meet in good faith to agree
in the absence of such

an Expert for determination.

ven by the Seller under
ed by all records relating to

the date hereof, all of the
under Clauses 5.1 through 5.9
fied in full, and the

rsuant to the Appraisal Works

esign, furnish, construct and
Programme:

lant so as to comply in all
pecification, the System
ions of Part B of Schedule 2;

o comply in all material
h Transmission Interconnector
Characteristics.

ommencement of the Plant
I notify KPLC of a date on
ease to be operated at the
ssation Date"). From the



6.2

6.3

6.4

6.5

6.6
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shall keep KPLC informed of the Seller's pr
Early Generation Facility at the Site. The

Seller shall be unable to deliver electrici
commencing from the Early Generation Cessat
commencement of the Plant Commercial Operat
no obligation to produce energy or make cap
period, and KPLC shall not be required to m
Seller in respect to this period.

KPLC'S RESPONSIBILITY: KPLC shall design, f
KPLC's Connection Facilities in accordance
Programme and so as to comply in all materi
specification for such facilities as specif

INFORMATION: Each Party shall keep the othe
progress of the design, furnishing, constru
facilities to be installed by it pursuant t
every months shall provide a written progre

LOCAL CONTRACTS: The Seller shall, where po
contractors with existing operations in Ken
and services while existing operations in K
quality, delivery times, costs, reliability
comparable to those offered by foreign cont

MONITOR PROGRESS: The Seller shall:

(a) ensure that KPLC and any representative
afforded reasonable access to the Early
upon giving the Seller reasonable notic
does not materially interfere with the
any person on the Early Generation Site

(b) make available for inspection at the Ea
Site copies of all plans and designs ot
information of the Seller or any sub-co
construction or any part thereof; and

(c) within six months of the Early Generati
and the Full Commercial Operation Date,
reproducible copies and five sets of wh
equivalent) of all "as built" plans and
operation and maintenance of the Early
Plant.

DISCLAIMER: The Seller:

(a) accepts that any engineering review or
pursuant to Clause 6.5 is solely for it
accordingly by conducting such review o
representation as to the engineering so
Generation Facility and the Plant;
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(b) shall in no way represent to any third
any review or inspection by KPLC, KPLC

ogress in installing the
Parties acknowledge that the
ty to KPLC for the period

ion Date to the date of

ions Tests, Seller shall have
acity available during this
ake any payments to the

urnish, construct and install
with the Construction

al respects with the

ied in Part B of Schedule 2.

r Party informed of the
ction and installation of the
o Clause 6.1 or 6.2, and

ss report in respect thereof.

ssible, award contracts to
ya and suppliers of materials
enya provided that the

and other terms are

ractors and/or suppliers.

appointed by KPLC are
Generation Site and the Site
e provided that such access
construction works or expose
or the Site to any danger;

rly Generation Site and the
her than any proprietary
ntractor in relation to the

on Commercial Operation Date
supply KPLC with one set of
ite print copies (or

designs required for the
Generation Facility and the

inspection conducted by KPLC
s own information and

r inspection KPLC makes no
undness of the Early

party that, as a result of
is responsible for the



6.7

6.8

6.9

engineering soundness of the Early Gene
Plant; and

(c) shall, subject to the other provisions
responsible for the economic and techni
capacity and reliability of the Early G
Plant.

FAILURE TO ACHIEVE FULL COMMERCIAL OPERATIO
COMMERCIAL OPERATION DATE: If the Full Comm
occurred by the Required Full Commercial Op
due to Force Majeure of default by KPLC) th

(a) for each day occurring after the date w
after the Required Full Commercial Oper
Full Commercial Operation Date the Sell
arrears, to KPLC the Daily Liquidated D
aggregate sum of three million United S
and

(b) the Seller shall have no further liabil
such delay and payment by the Seller to
shall constitute KPLC's sole and exclus
failure to achieve the Required Full Co

LONG STOP DATES: If, other than by reason o
KPLC:

(a) the Seller has not commenced the Apprai
Appraisal Works Start Date; or

(b) the Seller failed to achieve the Early
Operation Date by the Early Generation
Operation Date; or

(c) where, pursuant to the results of the A
5, it has been determined that the Rese
Contracted Plant Capacity of at least t
Seller has not commenced construction o
Construction Date; or

(d) where, pursuant to the results of the A
5, it has been determined that the Rese
Contracted Plant Capacity of at least t
Commercial Operation Date has not occur
Commercial Operation Date,

KPLC may terminate this Agreement by notice
months of the occurrence of the relevant Lo
termination shall be without prejudice to a
either party at the date of termination.

SATISFACTION OF REQUIREMENT: The Parties he
the date hereof, all of the obligations, re
under Clauses 6.1(a), 6.3, 6.5, 6.8(a), 6.8
to the Appraisal Works, the Early
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Generation Facility, and the commencement o
have been satisfied in full.

ration Facility and the

of this Agreement, be solely
cal feasibility, operational
eneration Facility and the

N DATE BY REQUIRED FULL
ercial Operation Date has not
eration Date (otherwise than
en:

hich is 14 (fourteen) days
ation Date and before the

er shall pay monthly, in
amages Sum up to a total
tates Dollars (US$3,000,000);

ity to KPLC in respect of
KPLC under this Clause 6.7
ive remedy for the Seller's
mmercial Operation Date.

f Force Majeure or default by

sal Works by the Long Stop

Generation Commercial
Long Stop Commercial

ppraisal Works under Clause
rvoir can support a
wenty-eight (28) MW, the

f the Plant by the Long Stop

ppraisal Works under Clause
rvoir can support a
wenty-eight (28) MW, the Full
red by the Long Stop Full

to the Seller within two (2)
ng Stop Date. Such
ny rights accrued due to

reby acknowledge that as of
quirements and arrangements
(b) and 6.8(c) with respect

f construction of the Plant



CLAUSE 7: COMMISSIONING AND TESTING

7.1

7.2

7.3

7.4

7.5

THE SELLER'S OBLIGATIONS: The Seller shall,
and Commission the Early Generation Facilit
with the Commissioning and testing procedur
and criteria) set out in Part A of Schedule
agreed or determined pursuant to Clause 7.5
with the Prudent Operating Practice.

TRANSMISSION INTERCONNECTOR COMMISSIONING A
test and Commission the Transmission Interc
specified in Part B of Schedule 2 in accord
and testing procedures (including test tole
in Part A of Schedule 4 and the further pro
pursuant to Clause 7.5 and 7.5A and in acco
Operating Practice. The Seller shall before
commences procure that the certificate of a
approved by KPLC, is issued, addressed to K
certifying that the testing of the Transmis
satisfactorily completed and that it is ava
operation.

NOTIFICATIONS: The Seller will give KPLC no
notice of the date of commencement of the r
the Transmission Interconnector, the Early
Plant and not less than fifteen (15) days'
respective testing (except for routine cons
Transmission Interconnector, the Early Gene
Plant, provided that the Seller may postpon
KPLC not less than the seven (7) days notic

KPLC ATTENDANCE: KPLC shall have the right
which a test of the Transmission Interconne
Facility and the Plant is being conducted,
to receive within fifteen (15) days after t
reports with shall be prepared by the Selle

DETAILED PROCEDURES I: The Parties shall, n
days before the Early Generation Commission
such agreement an Expert shall determine) d
with best international practice for testin
Generation Facility in accordance with, and
Schedule 4.

7.5A DETAILED PROCEDURES II: The Parties shall,

7.6

days before the Plant Commissioning Date, a
agreement an Expert shall determine) detalil
best international practice for testing and
Transmission Interconnector and the Plant (
with, and consistent with Schedules 2 and 4

KPLC'S TRANSMISSION INTERCONNECTOR AND KPLC
KPLC shall complete the installation, testi

KPLC's Transmission Interconnector no later
after the Effective Date. KPLC shall
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complete the installation, testing and Comm

subject to Clause 7.2, test

y and the Plant in accordance
es (including test tolerances
4 and the further procedures
and 7.5A and in accordance

ND TESTING: The Seller shall
onnector and other facilities
ance with the Commissioning
rances and criteria) set out
cedures agreed or determined
rdance with the Prudent
Commissioning of the Plant

n independent engineer,

PLC and the Seller,

sion Interconnector has been
ilable for commercial

t less than thirty (30) days'
espective Commissioning of
Generation Facility and the
notice of the date of the
truction tests) of the

ration Facility and the

e any such date by giving

e of the postponed date.

to attend each occasion on
ctor, the Early Generation
and to witness the test, and
he test a copy of the test

r.

ot later than ninety (90)

ing Date, agree (or failing
etailed procedures consistent
g and Commissioning the Early
consistent with, Part A of

not later than ninety (90)

gree (or failing such

ed procedures consistent with
Commissioning the

and Units) in accordance

'S CONNECTION FACILITIES:
ng and Commissioning of
than sixteen (16) months

issioning of KPLC Connection



7.7

7.8

7.9

Facilities no later than seventeen (17) mon
Signature Date.

KPLC COOPERATION: KPLC will cooperate with
the Seller to Commission and test the Trans
each Unit in accordance with this Clause 7
authorise connection to KPLC's System and d
extent reasonably required by the Seller fo
accordance with the procedures in Part A of
determined under Clauses 7.5 and 7.5A.

RETESTING: Where any test (including a test
of the Transmission Interconnector or of a
satisfactorily in accordance with Schedule
further test by giving KPLC not less than s
and such test shall be conducted by the Sel
foregoing provisions of this Clause.

EARLY GENERATION COMMERCIAL OPERATIONS TEST

the Unit Commercial Operations Tests of the
the Seller shall conduct the Early Generati
Tests. Upon satisfactory completion of the
Operations Tests, the Seller shall procure
independent engineer, approved by KPLC, is
the Seller, certifying that the Early Gener
been so completed and that the Early Genera
for commercial operation. The Early Generat
shall be the date occurring immediately aft
Generation Facility has passed the Early Ge
Operations Tests.

7.10 PLANT COMMERCIAL OPERATIONS TESTS: Followin

Commercial Operations Tests, conducted afte
Early Generation Facility Units at the Site
shall conduct the Plant Commercial Operatio
completion of the Plant Commercial Operatio
procure that the certificate of an independ
KPLC, is issued, addressed to KPLC and the
Plant's testing has been so completed and t
for full commercial operation. The Seller s
certificate notify KPLC of a date (the "Ful
being a date no later than twenty-one (21)
notice. The Seller shall not notify KPLC of
Operation Date until such time as the Early
reinstalled and the Plant has passed the Pl
Tests.

7.11 PAYMENT DURING EARLY GENERATION FACILITY TE

Charges to the Seller in accordance with Pa
Net Electrical Output supplied by the Early

the Early Generation Commissioning Date and
Generation Commercial Operation Date.

7.11A PAYMENT DURING PLANT TESTING: KPLC shall pa

Seller in accordance with Part B of Schedul
Output supplied by the Plant prior to the F
Date.
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ths and two weeks after the

the Seller so as to enable
mission Interconnector and
and in particular will
espatch the Unit to the

r such purpose and in
Schedule 4 and agreed or

arranged under this Clause)
Unit not completed

4 the Seller may arrange a
eventy-two (72) hours notice
ler in accordance with the

S: Following completion of
Early Generation Facility,

on Commercial Operations
Early Generation Facility

that the certificate of an

issued, addressed to KPLC and
ation Facility's testing has

tion Facility is available

ion Commercial Operation Date
er the day on which the Early
neration Commercial

g completion of the Unit

r the reinstallation of the

(if necessary), the Seller

ns Tests. Upon satisfactory
ns Tests, the Seller shall

ent engineer, approved by
Seller, certifying that the

hat the Plant is available

hall upon issue of the

| Commercial Operation Date")
days after the date of the

the Full Commercial
Generation Facility has been
ant Commercial Operations

STING: KPLC shall pay Energy
rt A of Schedule 5 for all
Generation Facility after

prior to the Early

y Energy Charges to the
e 5 for all Net Electrical
ull Commercial Operation



7.12 TRANSFER OF TRANSMISSION INTERCONNECTOR: Up
certificate of the independent engineer ref
Seller shall transfer to KPLC all right, ti
Transmission Interconnector, all technical
related to it and all intellectual property
be registered, unregistered or registrable)
free and unencumbered use of it, free of al
together with the benefit of any designers'
warranties.

7.13 KPLC FAILURE TO COMPLETE KPLC'S CONNECTION
TRANSMISSION INTERCONNECTOR: In the event t
undertake the Commissioning and/or testing
failure by KPLC to complete its facilities
Generation Commercial Operation Date or the
Operation Date KPLC shall pay to the Seller
any proportion of the month), in arrears, a
Capacity Payment based on the Contracted Ea
Contracted Plant Capacity (as the case may

7.14 SELLER'S FAILURE TO COMPLETE THE TRANSMISSI
INTERCONNECTION OF THE EARLY GENERATION FAC
doubt, in the event that the Seller does no
and/or testing of one or more Units due to
connection to the Early Generation Facility
Interconnector in accordance with KPLC desi
KPLC shall not be liable for the payment of
Energy Charges and Clauses 6.7 and 6.8 shal
the Seller has completed the interconnectio
Facility shall not be liable for the paymen
and Energy Charges and Clauses 6.7 and 6.8
as the Seller has completed the interconnec
Facility or the Transmission Interconnector

7.15 SATISFACTION OF REQUIREMENTS:

The Parties hereby acknowledge that as of t
obligations, requirements and arrangements
7.5, 7.6, 7.7 and 7.9 with respect to the E
including the KPLC's Transmission Interconn
full.

CLAUSE 8: OPERATING AND DESPATCH PROCEDURES

8.1 OPERATION: The Seller shall during the Term
Facility and Plant in a manner consistent w
Practice, in compliance with the Despatch |
of the System Characteristics.

8.2 NOTIFICATION: In accordance with the Operat

and any procedures agreed or specified by K
8.5, the Seller shall keep KPLC informed by
together with prompt declarations of any ch
Generation Capacity and Available Plant Cap
and any impairment of the Early Generation
Operating Characteristics (as the case may
Planned Maintenance of the Early Generation
Early
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Generation Facility or the Plant (as the ca

on the issue of the

erred to in Clause 7.2 the

tle and interest in the
drawings, data and material
rights (whether such rights
necessary for KPLC to enjoy
| charges and encumbrances
and manufacturers'

FACILITIES OR KPLC'S
hat the Seller is unable to
of the Plant solely due to a
by the Required Early
Required Full Commercial
monthly (and pro-rated for
n amount equal to the

rly Generation Capacity or
be).

ON INTERCONNECTOR OR THE
ILITY: For the avoidance of

t undertake the Commissioning
its failure to complete the

or the Transmission

gn standards and criteria

the Capacity Payments and

| apply until such time as

n to the Early Generation

t of the Capacity Payments
shall apply until such time

tion to the Early Generation
(as the case may be).

he date hereof, all of the
under Clauses 7.1, 7.3, 7.4,
arly Generation Facility,
ector, have been satisfied in

operate the Early Generation
ith Prudent Operating
nstructions and on the basis

ing and Despatch Procedures
PLC under Clauses 8.4 and
regular daily declarations,
anges, of the Available Early
acity (as the case may be)
Facility's or the Plant's

be) provided that during
Facility or the Plant, the

se may be) shall be deemed to



8.3

8.4

8.5

8.6

8.7

8.8

be declared unavailable unless the Seller m

DESPATCH INSTRUCTIONS: KPLC shall issue Des
with the Functional Specification, includin
prevailing declarations of Availability and
Characteristics and despatch constraints, a
Operating and Despatch Procedures and any p
8.4 and Clause 8.5, and shall seek to ensur
with and does not deviate from the System C

FURTHER PROCEDURES I: The Parties shall not
Generation Commissioning Date, agree in res
Facility (in accordance with and consistent
Despatch Procedures and all other terms of
procedures as shall be necessary in accorda
Practice for the despatch of the Early Gene
operational communications between the Part
not agreed by the Parties by the Early Gene
Date shall be specified by KPLC in accordan
Practice.

FURTHER PROCEDURES II: The Parties shall, n
Commissioning Date agree in respect of the
consistent with the Operating and Despatch
terms of this Agreement) such further proce
necessary in accordance with Prudent Operat
of the Plant and operational communications
further procedures not agreed by the Partie
Operation Date shall be specified by KPLC i
Operating Practice.

OVER-GENERATION: In the event that the Sell
or more successive Settlement Periods deliv
excess of the Despatch Instructions, KPLC m
Seller to comply with Despatch Instructions
continues, the Seller shall notwithstanding
10.2 not be entitled to receive the Energy
excess delivery.

UNDER-GENERATION: In the event that the Sel
KPLC of a reduction in Declared Capacity de
over a period of four (4) or more successiv
less than the quantity required by the Desp
("Under-Generation"), KPLC may by notice re
such under-generation within the following
(i.e. within one (1) hour) and to comply wi
If the Seller continues such Under-Generati
Periods in which under-generation is contin
Capacity shall be deemed to equal to twice

NOTICE: Any notice given by KPLC under Clau
given in writing and delivered by facsimile
address, and marked for the attention of th
Schedule 8 or such other address or person
by the Seller and such notice shall be deem
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upon confirmation of uninterrupted transmis
provided that such notice shall be confirme
post, but without prejudice to the original

akes a contrary declaration.

patch Instructions consistent

g the System Characteristics,
any impairment of Operating
nd in accordance with the
rocedures agreed under Clause
e that KPLC's System complies
haracteristics.

later than the Early

pect of the Early Generation
with the Operating and

this Agreement) such further
nce with Prudent Operating
ration Facility and

ies. Any further procedures
ration Commercial Operation
ce with Prudent Operating

ot later than the Plant

Plant (in accordance with and
Procedures and all other
dures (if any) as shall be

ing Practice for the despatch
between the Parties. Any

s by the Full Commercial

n accordance with Prudent

er over a period of four (4)
ers to KPLC electricity in
ay by notice require the
and if such excess delivery
the provisions of Clause
Charges in respect of any

ler having failed to notify
livers to KPLC electricity

e Settlement Periods which is
atch Instructions

quire the Seller to remedy
two (2) Settlement Periods

th the Despatch Instructions.
on, for subsequent Settlement
uing the Seller's Declared

the Net Electrical Output.

ses 8.6 and 8.7 shall be

to the Seller at the

e person, specified in

from time to time designated
ed to be received

sion by a transmission report
d by letter sent by hand or
facsimile notice.



CLAUSE 9: MAINTENANCE AND REPAIR

9.1 THE SELLER'S OBLIGATION I: The Seller shall
Plant in accordance with Prudent Operating
Period.

9.1A THE SELLER'S OBLIGATIONS II: The Seller sha
Early Generation Facility in accordance wit
from the Early Generation Commissioning Dat
Early Generation Cessation Date or the Full
whichever is the earlier, unless this Agree

9.2 PLANNED MAINTENANCE: The Seller shall be en
from operation for maintenance and inspecti
exceeding those specified in Schedule 3.

9.3 PLANNED MAINTENANCE PROGRAMME: The programm
each Operating Year shall be established as

(a) the Seller shall not later than ninety
each Operating Year submit to KPLC prop
Maintenance in that year;

(b) KPLC may within thirty (30) days after
proposed dates notify the Seller of alt
prefers, in which case the Parties shal
shall use reasonable endeavours to acco

(c) not less than thirty (30) days before t
Operating Year the Seller shall issue a
dates) for Planned Maintenance in accor
reached by consultation under Clause 9.
agreement was reached then KPLC's alter
to the extent that such alternative dat
Seller incurring unreasonable costs;

(d) the scheduled maintenance allowance sha
accordance with Part A or Part B of Sch
using the Planned Maintenance schedule
9.3(a), (b) and (c).

9.4 CHANGES TO PROGRAMME: The Parties shall coo
reasonable endeavours to accommodate any re
Party to reschedule any Planned Maintenance

9.5 MAINTENANCE OUTAGES: Without prejudice to C
applicable notification requirements under
Procedures, nothing in this Agreement shall
Unit out of operation at the start of the
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relevant period specified in the programme
prevent the Seller from returning a Unit to
such period.

9.6 OTHER OUTAGES: Nothing in this Agreement sh
carrying out maintenance or repair of the E
the Plant (and taking a Unit out of operati
other than during Planned Maintenance where
cannot, in accordance with Prudent Operatin

maintain and repair the
Practice during the Operating

Il maintain and repair the

h Prudent Operating Practice
e for the Term or until the
Commercial Operation Date,
ment is terminated earlier.

titled to withdraw each Unit
on each year for periods not

e of Planned Maintenance for
follows:

(90) days before the start of
osed dates for Planned

receiving the Seller's
ernative dates which KPLC
| consult and the Seller
mmodate KPLC's proposal;

he start of the relevant

final programme (including
dance with the agreement
3(b) provided that where no
native dates shall prevail,
es do not result in the

Il be calculated in
edule 3 (as the case may be),
agreed pursuant to Clauses

perate and use their
asonable request by either
an any Operating Year.

lause 9.1 and subject to
the Operating and Despatch
oblige the Seller to take a

for Planned Maintenance nor
operation before the end of

all prevent the Seller from
arly Generation Facility or
on for this purpose) at times
such maintenance or repair
g Practice, be deferred to



9.7

9.8

the next scheduled Planned Maintenance or u
outage.

KPLC MAINTENANCE: KPLC shall in accordance
Practice maintain and repair KPLC's Connect
seek to coordinate the timing of such maint
Seller's Planned Maintenance.

REVISION TO CONTRACTED EARLY GENERATION CAP
Generation Commercial Operation Date and pr
Operation Date and not less than once in ev
months the Seller shall conduct a Contracte
Test on the Early Generation Facility. Foll
Generation Capacity Test the Seller may rev
Generation Capacity to accord with the resu
that the Contracted Early Generation Capaci
Facility may not be less than the Contracte
at the Signature Date.

9.8A REVISION TO CONTRACTED PLANT CAPACITY: Afte

9.9

Operation Date and not less than once in ev
months the Seller shall conduct a Contracte
Plant. Following a Contracted Plant Capacit
the Contracted Plant Capacity to accord wit
provided that the Contracted Plant Capacity
per cent (90%) of the Contracted Plant Capa
Appraisal Period, nor greater than one hund
of that amount, provided that the Reservoir
steam flow. If the Reservoir cannot sustain
shall forthwith notify KPLC and the Parties
agree new criteria of the steam flow requir
agreement the matter shall be referred to a

ATTENDANCE AT TEST: The Seller shall give K
intention to conduct a Contracted Early Gen
Contracted Plant Capacity Test (as the case
entitled to attend or send representatives

9.10 ADDITIONAL TESTS: In addition to the tests

and 9.8A, and subject to the provision of r
Seller may at any time and from time to tim
the provisions of Clauses 9.8, 9.8A and 9.9
mutandis. KPLC shall have the right to call
Generation Capacity Test or a Contracted Pl
case may be) in the case of an Availability
eight (8) consecutive Settlement Periods. W
right, KPLC may call for a test no more fre
eighty (180) days from the previous test, a
9.8, 9.8A and 9.9 shall apply thereto, muta
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Notwithstanding the provisions of Clauses 9
Seller may, in its sole discretion, repeat,

in any event within six (6) hours any test
unsuccessful due to mechanical or electrica
provided that the Seller gives notice to KP
Contracted Early Generation Test or Contrac

pon the occurrence of any

with Prudent Operating
ion Facilities, and shall
enance or repair with the

ACITY: From the Early

ior to the Full Commercial
ery period of twelve (12)

d Early Generation Capacity
owing a Contracted Early
ise the Contracted Early

Its of such test provided

ty of the Early Generation

d Early Generation Capacity

r the Full Commercial

ery period of twelve (12)

d Plant Capacity Test on the
y Test the Seller may revise
h the results of such test
may not be less than ninety
city agreed at the end of the
red and ten per cent (110%)
can sustain the required
such steam flow, the Seller
shall meet in good faith to
ed and in the absence of such
n Expert for determination.

PLC reasonable notice of its
eration Capacity Test or
may be) and KPLC shall be
to witness such test.

provided for in Clauses 9.8
easonable advance notice, the
e conduct a further test and
shall apply thereto, mutatis
for a Contracted Early

ant Capacity Test (as the
Failure which continues for
ithout prejudice to such
quently than one hundred
nd the provisions of Clauses
tis mutandis.

.8, 9.8A,9.9 and 9.10, the
as soon as practicable and
when such test was

| failure of the equipment
LC of the repetition of a
ted Plant Capacity Test (as



the case may be) before or within fifteen (
of the previous test.

9.11 AVAILABILITY FAILURE: If, within twenty-fou

Availability Failure which continues for ei
Settlement Periods, KPLC calls for a Contra
Capacity Test or Contracted Plant Capacity
pursuant to Clause 9.10 and such test demon
available is less than the Contracted Early
Contracted Plant Capacity (as the case may
beginning from the Settlement Period within
Failure occurred and ending when the Availa
or determined pursuant to the Contracted Ea
Contracted Plant Capacity Test (as the case
Early Generation Capacity or Contracted Pla
shall be equal to the average Availability
Facility or the Plant (as the case may be)
Despatch Instructions for the Settlement Pe
Availability Failure occurred or the capaci
Available by such test, if greater.

9.12 RESTORATION OF CAPACITY: Notwithstanding th

9.8A, if in any period of three (3) months
Generation Capacity or Contracted Plant Cap
conducted over that period, is less than si
Contracted Early Generation Capacity at the
Plant Capacity agreed or determined in acco
case may be), and provided that the Reservo
steam flow, the Parties shall forthwith mee
implemented by the Seller during the next f
for restoring the Contracted Early Generati
Plant Capacity (as the case may be) to nine
the five (5) years immediately following th
Operation Date or the Full Commercial Opera
be)) or otherwise to ninety-five per cent (
was on the Signature Date or agreed or dete
Clause 5 (as the case may be). If the Selle
Contracted Early Generation Capacity or Con
the said six (6) month period, the Capacity
such six (6) month period until the date on
restored in accordance with Clause 9.12 sha
of decimal five (0.5), the Parties hereby a
represents a genuine pre-estimate of the co
alternative generating capacity which the S

9.13 DISPUTES: Any dispute as to the results of

Capacity Test or Contracted Plant Capacity
shall be referred to an Expert.
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CLAUSE 10: SALE AND PURCHASE OF ELECTRICITY

10.1 SALE AND PURCHASE I: From the Early Generat

the Seller shall sell and KPLC shall purcha
Output of the Early Generation Facility gen
Despatch Instructions.

10.1A SALE AND PURCHASE II: From the Full Commerc

shall sell and KPLC shall purchase all the

15) minutes of the conclusion

r (24) hours of an

ght (8) consecutive

cted Early Generation

Test (as the case may be)
strates that the capacity
Generation Capacity Test or
be) then for the period

which such Availability

ble capacity has been agreed
rly Generation Test or

may be), the Contracted

nt Capacity for such period
of the Early Generation
achieved in response to
riods in which such

ty demonstrated to be

e provisions of Clauses 9.8,
the average Contracted Early
acity, demonstrated by tests
xty per cent (60%) of the
Signature Date or Contracted
rdance with Clause 5 (as the
ir can sustain the required

t and agree a programme to be
ollowing six (6) month period
on Capacity or Contracted
ty-eight per cent (98%) (in

e Early Generation Commercial
tion Date (as the case may
95%) of the level at which it
rmined in accordance with

r fails to so restore the

tracted Plant Capacity during
Payments from the end of
which the capacity is

Il be multiplied by a factor
greeing that such adjustment
st to KPLC for procuring

eller is unable to provide.

a Contracted Early Generation
Test (as the case may be)

ion Commercial Operation Date
se all the Net Electrical
erated in accordance with

ial Operation Date the Seller
Net Electrical Output of the



Plant supplied in accordance with Despatch

10.2 ENERGY CHARGES: KPLC shall pay the Seller E
accordance with Parts A and B of Schedule 5
Electrical Output sold and purchased in acc
10.1A respectively.

10.3 DELIVERY POINT: Electricity sold and purcha
shall be delivered at the Delivery Point an
before the Delivery Point shall be for the
transmission losses beyond the Delivery Poi
account.

10.4 METERED QUANTITIES: The quantities of Net E
the Delivery Point shall be metered and det
the provisions of Clause 12.

10.5 CAPACITY PAYMENTS: KPLC shall in respect of
Generation Commercial Operation Date occurs
thereafter during the Term pay the Seller f
Generation Capacity, and KPLC shall in resp
Full Commercial Operation Date occurs and f
during the Term pay the Seller for the Cont
as the case may be, with adjustments reflec
accordance with Part A or B of Schedule 5.

10.6 FURTHER PROVISIONS: The further provisions
5 shall take effect for the purposes of det
time to time payable by KPLC by way of Ener
Payments.

10.7 DESPATCH: KPLC intends to despatch the Earl
Plant (as the case may be) if it is declare
shall have no liability under this Agreemen
to make Capacity Payments) or otherwise if
in relation to any Plant Annual Target Outp
Seller as a result.

10.8 TAXES AND DUTIES: If at any time after the
change in the rate of Taxes and Duties whic
or decrease in the level of costs incurred
construction or operation of the Early Gene
or the conduct of the Appraisal Works eithe
of the change occurring by notice to the ot
Energy Charges and/or Capacity Payments whi
placing the Seller in the same financial po
in had the change not occurred. The Parties
agree to the adjustment and if the Parties
days of a notice under this
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Clause 10.8 to agree upon such adjustment e
matter to an Expert who shall be an interna
accounting firm and who shall be free to ac
adjustments or make such directions as to t
he shall deem fit.

CLAUSE 11: INVOICING AND PAYMENT

Instructions.

nergy Charges ascertained in
in respect of all Net
ordance with Clauses 10.1 and

sed under this Agreement
d all transmission losses
Seller's account and all

nt shall be for KPLC's

lectrical Output delivered at
ermined in accordance with

the month in which the Early
and for each month

or the Contracted Early

ect of the month in which the
or each month thereafter
racted Plant Capacity (each,
ting Availability), in

of Parts A and B of Schedule
ermining the amounts from
gy Charges and Capacity

y Generation Facility or the
d Available provided that it

t (other than its obligations

it fails to do so; including

ut Bonuses foregone by the

Signature Date, there is a

h gives rise to an increase

by the Seller in the design,
ration Facility or the Plant

r Party may within 3 months
her seek an adjustment to the
ch will have the effect of
sition as it would have been
shall meet and endeavour to
shall fail within thirty (30)

ither Party may refer the
tionally recognised public
cept proposals for such

he appropriate adjustment as



11.1 INVOICE I: The Seller shall with respect to
Facility, within thirty (30) days of the en
with the month in which the Early Generatio
occurs until the Early Generation Cessation
issue to KPLC an invoice in respect of the
that month.

11.1A INVOICE IlI: The Seller shall with respect t
(30) days of the end of each month (beginni
the Plant Commissioning Date occurs until t
prepare and issue to KPLC an invoice in res
KPLC for that month.

11.2 CONTENT OF INVOICE: Each invoice prepared b

substantially in the form set out in Part C
contain the information specified in that P

of relevant quantities metered and recorded
12. KPLC shall be entitled, no later than f

to reject any invoice which does not materi
Schedule 5 or which is not accompanied by a
documentation agreed by the Parties provide
days after receipt of such invoice, KPLC sh
information which it requires in accordance
in order to process the invoice and the Sel
furnish such information or documentation a
require. If KPLC so rejects an invoice the
have issued or delivered an invoice to KPLC
required to make any payments to the Seller
provisions of this Clause 11.2 shall be rep
Seller issues an invoice which conforms to
which is accompanied by all the supporting
Parties.

11.3 PAYMENT DUE DATE: Energy Charges, Capacity

amounts payable by KPLC hereunder shall be
(30) days after the date of delivery of the

11.4 LATE PAYMENT INTEREST: Any amount properly

under this Agreement and remaining unpaid a
shall bear interest at the Default Rate fro

the amount in question was due until but ex
received by the Seller, accruing from day t
quarterly.

11.5 DISPUTED PAYMENTS: If any sum or part of an

rendered by the Seller is disputed in good
payment of the undisputed sums or parts sha
grounds and shall be paid to the Seller whe
Non-Default Rate shall be payable on any di
agreed or judged to be due from and includi
guestion was due until but excluding the da
Seller,
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accruing from day to day and compounded qua
will be resolved in accordance with the Goo

11.6 TAXES, ETC: Except as otherwise provided, a
agreement shall be made free and clear from

the Early Generation

d of each month (beginning

n Commercial Operation Date
Date (if any)) prepare and
payments due from KPLC for

o the Plant, within thirty

ng with the month in which

he expiry of the Term)

pect of the payments due from

y the Seller shall be

of Schedule 5 and shall

art determined on the basis
in accordance with Clause
ive (5) days after receipt,

ally conform to Part C of

Il the supporting

d that no later than four (4)
all notify the Seller of the
with Part C of Schedule 5,
ler shall have the right to

s KPLC may reasonably
Seller shall be deemed not to
and KPLC shall not be

. In such event, the

eated until such time as the
Part C of Schedule 5 and
documentation agreed by the

Payments and any other
due and payable within thirty
invoice.

due from KPLC to the Seller
fter the due date for payment
m and including the date when
cluding the date when it is

o day and compounded

y sum shown on an invoice
faith by KPLC then the

Il not be withheld on those

n due; and interest at the
sputed sum subsequently
ng the date when the sum in
te when it is received by the

rterly. Any disputed payment
d Faith Dispute Procedure.

Il payments under this
, and without set-off,



deduction or withholding on account of, any
save to the extent that KPLC is duly appoin
Income Tax as agent for the Seller under se
Act and makes payments to the Commissioner
the Seller pursuant to sub-section 96(3) as
amended, replaced or modified.

11.7 THE SELLER'S ACCOUNT: Payment of any sum pa

be effected through wire transfer to the ac
located outside the Republic of Kenya or su
notified by the Seller to KPLC from time to
payment shall be made on a business day and
charges payable by KPLC in connection with

11.8 CURRENCY FOR PAYMENTS: Unless otherwise agr

writing, all amounts falling due under this
in United States Dollars and the Seller sha
payment in any other currency.

11.9.1 SECURITY: As security for the payment of su

Clause 11 of this Agreement, the Parties ha

[l Project Security Agreement, pursuant to
letter of Credit. OrPower 4 will meet certa

the Letter of Credit, all as provided under
Security Agreement. If any such expenses wh
reimburse are due and owing despite KPLC's
for payment of such amounts, KPLC may offse
payments owing by KPLC under Clause 11 here

11.9.2 DEEMED PAYMENT: No later than thirty (30) d

the Seller becomes entitled to make a deman
the Seller shall take all steps necessary t
writing of all moneys due and owing to the
KPLC) under the Letter of Credit. If and to
paid to the Seller under the Letter of Cred
due under an invoice which has not been pai
11.3 shall be deemed to that extent to have
Seller on the date of actual payment and on
date he provisions of Clauses 11.4 and 16.2
relation to the sums so paid.

11.9.3 FAILURE TO DEMAND: If the Seller fails to t

demand moneys in writing under the Letter o
aforementioned thirty (30) days and to the
available to the Seller under the Letter of
Clauses 11.4 and 16.2(c) shall not apply fo
day after an invoice becomes due.

CLAUSE 12: METERING

12.1 METERING PARTY'S OBLIGATIONS: Each Party (t

not later than the Early Generation Commiss
procure the installation of) and
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shall maintain and operate that part of the

form of Taxes and Duties,
ted by the Commissioner for
ction 96 of the Income Tax

of Income Tax as agent for
the same may be re-enacted,

yable under this Clause shall
count of the Seller at a bank
ch other bank as may be
time provided that such
shall be net of all bank

such transfer.

eed by the Parties in
Agreement shall be payable
Il not be obliged to accept

ms payable by KPLC under
ve entered into the Olkaria
which KPLC will provide a
in expenses with respect to
the Olkaria Il Project

ich OrPower 4 is liable to
written demand to the Seller
t such amounts against

to.

ays after the date on which
d under the Letter of Credit,
0 make such a demand in
Seller (and not dispute by
the extent that moneys are
it, the undisputed amounts
d in accordance with Clause
been paid by KPLC to the
and with effect from such
(c) shall cease to apply in

ake all steps necessary to
f Credit within the

extent that moneys are
Credit, the provisions of
llowing the thirtieth (30th)

he "Metering Party") shall
ioning Date install (or

Metering System for which it



is responsible in accordance with Part D of

12.2 NON-METERING PARTY'S RIGHTS: With respect t

Metering System for which the other Party i
Party (the "Non-Metering Party") shall have
expense:

(a) to inspect such parts of the Metering
notice;

(b) to attend and witness tests, adjustmen
parts of the Metering System carried o
pursuant to Part B of Schedule 4; and

(c) to request the testing, adjustment for
such parts of the Metering System.

12.3 SPECIFICATION, ETC. OF METERING SYSTEM: The

limits of accuracy of Metering System, and
electrical point at which such Metering Sys
as specified in Part D of Schedule 2, provi
point is not specified it shall be located
Delivery Point.

12.4 DEFECTIVE METERING SYSTEM: Where it is agre

part of the Metering System is defective (i
the relevant limit of accuracy in Part D of
of the Metering System shall be repaired, a
cost of the Metering Party.

12.5 METER ERROR: Where in the circumstances ref

necessary to redetermine any quantity measu
defective Metering System the provisions of
Schedule 4 shall apply.

12.6 METER SEALING: The Metering System shall co

set out in Part D of Schedule 2 and shall b
shall be broken only by KPLC personnel. The
least twenty-four (24) hours advance notice
the Metering System provided however that n
necessary when the breaking of a seal is ne
of an Emergency.

12.7 METER TAMPERING: KPLC and the Seller undert

otherwise interfere with the Metering Syste
of effect of distorting the quantity measur
Metering System. Where it is established th
been tempered or interfered with, the quant
shall be determined in accordance with para
Schedule 4.

12.8 METERING PROCEDURES: The Parties shall adop

procedures and arrangements set out in Part
testing, adjusting and recalibrating the Me

33

12.9 DISPUTES: Any dispute arising under this ClI

or Part B of Schedule 4 shall be referred t
Expert.

Schedule 2.

o all components of the
s the Metering Party, each
the right to its own

System upon reasonable

ts and recalibration of such
ut by the Metering Party

error and recalibration of

specification and required
the metering point (the

tem is positioned), shall be
ded that where the metering
as near as possible to the

ed or determined that any
ncluding operating outside
Schedule 2), then such part
djusted or replaced at the

erred to in Clause 12.4 it is
red or recorded by the
paragraph 2(b) of Part B

mply with the specifications
e jointly sealed. Such seals
Seller shall be given at

of the breaking of seals on
o0 such notice will be
cessitated by the occurrence

ake not to tamper or

m in any way with the object
ed or recorded by the

at the Metering System has
ity measured or recorded
graph 2(b) or Part B of

t and implement the
B of Schedule 4 for reading,
tering System.

ause 12, Part D of Schedule 2
o the determination of an



12.10 SATISFACTION OF REQUIREMENTS:
The Parties hereby acknowledge that as of t
obligations, requirements and arrangements
respect to the Metering System of the Early
been satisfied in full.

CLAUSE 13: INSURANCE
The Seller shall:

(a) take out and maintain in full force an
insurance as are specified in Schedule

companies approved by KPLC (such appro

withheld);

(b) provide to KPLC copies of all policies
that the premiums payable thereunder h

(c) provide access to KPLC or its represen
inspect the original policies;

(d) subject to the Financing Agreements, a
against such policies, relating to dam
Facility or the Plant (as the case may
restoring the Early Generation Facilit
may be) unless the damage is such as t
Facility or the Plant a total loss and
Generation Facility or the Plant to be

(e) obtain waivers of rights of subrogatio

he date hereof, all of the
under Clause 12 with
Generation Facility have

d effect such policies of
9 with reputable insurance
val not to be unreasonably

effected by it and evidence
ave been paid;

tatives to its offices to

pply the proceeds of claims
age to the Early Generation
be) in repairing and

y or the Plant (as the case

0 make the Early Generation
the Parties deem the Early
irreparable; and

n against KPLC.

CLAUSE 14: UNDERTAKINGS AND WARRANTIES OF THE PARTIES

14.1 UNDERTAKINGS OF THE SELLER: The Seller unde

(a) it shall comply with all applicable Le

(b) it shall use all reasonable endeavours
Authorisations required to be in the S
operation of the Early Generation Faci
other of its obligations under this Ag
indemnify KPLC against all costs incur
of its obligations under Clause 14.3(c
any specific Seller requests;

(c) the Early Generation Facility and the
maintained and operated in accordance
Agreement;

(d) it shall issue such number of fully pa
constituting shareholders funds on its
aggregate at the Early Generation Comm
the Full Commercial Operation
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rtakes that:
gal Requirements; and

to keep in force all

eller's name for the

lity and the Plant and any
reement and that it will

red by KPLC in the discharge
) below in accordance with

Plant shall be constructed,
with the terms of this

id shared or other securities
balance sheet as shall in
ercial Operation Date and at



Date amount to not less than twenty-fi
total investment made by the Seller fo
Agreement as at such date and for the
14.1(d), "total investment" shall in r
Generation Facility mean a sum equal t
hundred thousand US Dollars (US$17,500
Plant, "total investment” shall mean a

not less than one hundred and thirty-t
aggregate sum borrowed by the Seller p
Agreements; and

(e) it will use commercially reasonable ef
respective obligations for the Establi
Establishment Date and to diligently p
a timely fashion.

14.2 REPRESENTATIONS AND WARRANTIES OF THE SELLE
warrants that:

(a) the Seller is a limited liability comp
validly existing under the laws of the
requisite legal power and authority to
to carry out the terms, conditions and

(b) this Agreement constitutes the valid,
of the Seller, enforceable in accordan
except as the enforceability may be li
affecting creditors' rights generally;

(c) there are no actions, suits or proceed
Seller's knowledge, threatened, agains
before any court or administrative bod
might materially adversely affect the
and carry out its obligations under th

(d) the execution, delivery and performanc
Agreement have been duly authorised by
action, and will not contravene any pr
default under, any other agreement or
party or by which it or its property m

14.3 UNDERTAKINGS OF KPLC: KPLC undertakes that

(&) comply with all applicable Legal Requi
force all Authorisations required for
obligations under this Agreement;

(b) assist the Seller in obtaining on a ti
Clause 3, and the Construction Program
in maintaining until the first anniver
Operation Date (to the extent that KPL
Authorisations required by the Seller;

(c) to the extent there is a Change in Law

to assist the Seller to obtain all Aut
continued operation or
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ve per cent (25%) of the

r the purposes of this
purposes of this Clause
espect of the Early

o seventeen million five
,000) and in respect of the
sum that shall amount to
hree per cent (133%) of the
ursuant to the Financing

forts to carry out its
shment Date by the Target
ursue necessary approvals in

R: The Seller represents and

any duly organised and
Cayman Islands and has all
execute this Agreement and
provisions hereof;

legal and binding obligation
ce with the terms hereof
mited by applicable laws

ings pending or, to the

t or affecting the Seller

y or arbitral tribunal that
ability of the Seller to meet
is Agreement;

e by the Seller of this

all requisite corporate
ovision of, or constitute a
instrument to which it is a
ay be bound.

it shall:

rements and will keep in
the performance of its

mely basis (as required under
me) and to assist the Seller
sary of the Full Commercial

C can so do) all

, use reasonable endeavours
horisations necessary for the



maintenance of the Plant or for the Ge
Development in accordance with any spe

(d) it will use commercially reasonable ef
respective obligations for the Establi
Establishment Date and to diligently p
a timely fashion.

14.4 REPRESENTATIONS AND WARRANTIES OF KPLC: KPL
that:

(a) KPLC is a limited liability company du
existing under the laws of Kenya and h
and authority to execute this Agreemen
conditions and provisions hereof;

(b) all legislative, administrative or oth
required to authorise the execution, d
KPLC of this Agreement and the transac
have been taken and are in full force

(c) this Agreement constitutes the valid,
of KPLC, enforceable in accordance wit
the enforceability may be limited by a
creditors' rights generally;

(d) there are no actions, suits or proceed
knowledge, threatened, against or affe
or administrative body or arbitral tri
adversely affect the ability of KPLC t
obligations under this Agreement; and

(e) the execution, delivery and performanc
have been duly authorised by all requi
will not contravene any provision of,
under, any other agreement or instrume
by which it or its proper may be bound

CLAUSE 15: FORCE MAJEURE

15.1 EVENTS OF FORCE MAJEURE: For the purposes o
Majeure" means, subject to Clause 15.2, any
affects either Party and is not within the
or indirectly) of the Party affected, to th
circumstance or its effects cannot be preve
such Party acting in accordance with Pruden
Majeure" shall (save as is provided in Para
5 and Paragraph 8 of Part B of Schedule 5)
events and circumstances to the extent that
requirements:

(i) any act of war (whether declared or u
conflict or act of foreign enemy, blo
riot, insurrection, civil commotion,
provided that any such event occurs w
the Republic of Kenya or any other co
equipment and materials for the Early
Plant are procured or transported thr
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othermal Reservoir
cific Seller requests; and

forts to carry out its
shment Date by the Target
ursue necessary approvals in

C represents and warrants

ly organised and validly
as all requisite legal power
t and to carry out the terms,

er governmental action
elivery and performance by
tions contemplated hereby
and effect;

legal and binding obligation
h the terms hereof except as
pplicable laws affecting

ings pending or, to KPLC's
cting KPLC before any court
bunal which might materially
0 meet and carry out its

e by KPLC of this Agreement
site corporate action, and

or constitute a default

nt to which it is a party or

f this Agreement "Force
event or circumstance which
reasonable control (directly

e extent that such event or
nted, avoided or removed by
t Operating Practice. "Force
graph 6 of Part A of Schedule
include each of the following
they satisfy the foregoing

ndeclared), invasion, armed
ckade, embargo, revolution,
act of terrorism, or sabotage
ithin or directly involves
untry from which machinery,
Generation Facility or the
ough;



(i) an act of God including but not limit
earthquakes, volcanic activity, flood
typhoons, or tornadoes;

(iif) epidemics or plagues;

(iv) explosions or chemical contamination
act of war);

(v) labour disputes including strikes, wo

lockouts that extend beyond the Plant
nationwide;

(vi) Change in Law.

15.2 EXCLUSIONS FROM FORCE MAJEURE: The followin
shall not constitute Force Majeure:

(a) late delivery to the Seller of machine
spare parts or consumables save where
due to Force Majeure;

(b) adelay in the performance of any cont
is itself due to Force Majeure;

(c) breakdowns in equipment save where suc
Force Majeure;

(d) normal wear and tear or random flaws i

(e) payment of monies due provided that re
shall extend to failure caused by circ
Majeure affecting all reasonable means

() any failure to perform obligations und
extent that such failure results from
Steam Field Facilities or by adverse R
including insufficiency of reserves, p
Geothermal Reservoir (including insuff
Seller's Steam Field Facilities);

(g) a Change in Law in the circumstances d

15.3 EFFECT OF FORCE MAJEURE: If a Party is prev
performing an obligation hereunder by reaso
affected Party shall:

(a) be relieved from the consequences of i
obligation;

(b) promptly notify the other Party of the

(c) use all reasonable endeavours to overc
event.

15.4 CONSTRUCTION FORCE MAJEURE: Where the Selle

of Force Majeure (including a failure by KP
obligations under this
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ed to lightning, fire,
s, storms, cyclones,

(other than resulting from an

rks to rule or go-slows or

or are widespread or

g events or circumstances

ry, equipment, materials,
such late delivery is itself

ractor save where such delay

h breakdown is itself due to

n materials and equipment;
lief under this Clause 15
umstances or events of Force
of payment;

er this Agreement to the

or is caused by insufficient
eservoir conditions,
revailing within the

icient capacity in the
escribed in Clause 10.8.
ented from or delayed in

n of Force Majeure the

ts failure to perform that

occurrence of the event; and

ome the consequences of the

r is as a result of an event
LC to perform any of its



Agreement) delayed in or prevented from per
obligations before the Long Stop Dates (or
Dates which have not then occurred shall be
reflect the period of delay resulting from
provided that no Long Stop Dates may be del
and eighty (180) days in aggregate.

15,5 PAYMENTS DURING FORCE MAJEURE: Save where a

available to the Seller under this Agreemen
Force Majeure event after the Early Generat
Date, then during the Force Majeure event o
of its obligations under this Agreement, KP
Energy Charges for the Net Electrical Outpu
with Despatch Instructions during such Forc
plus a Capacity Payment in accordance with
Schedule 5.

Notwithstanding the above, the payments ref
15.5 shall not be paid during the period of
Plant prior to the achievement of Full Comm
to the anticipated capacity of the Plant, b
respect to the Early Generation Facility.

15.6 FORCE MAJEURE TERMINATION: If an event of F

a period of two hundred and seventy (270) d
in good faith to consult for a further peri

(90) days to reach a solution acceptable to
of such ninety (90) day period, no such sol
shall be entitled to terminate this Agreeme
of not less than seven (7) days to the othe

CLAUSE 16: TERMINATION AND DEFAULT

16.1 THE SELLER'S EVENTS OF DEFAULT: For the pur

Event of Default in respect of the Seller s

(a) subject to the provisions of Clause 16
events:

(i) the wilful and unexcused failure
Early Generation Facility or the
Despatch Instructions and in acco
this Agreement without the writte
Early Generation Commercial Opera
Commercial Operation Date (as the

(i) the breach by the Seller of any o
under this Agreement. However, th
the event of Under-Generation und
Failure under Clause 9.11, or pro
required Contracted Capacity unde
constitute a Default in respect o
Clause unless and until the perio
Contracted Early Generation Capac
Capacity (as the case may be) pro
expired and restoration of the ca
as required therein, and provided

forming any of its

any of them) the Long Stop
revised to new dates which
such Force Majeure or failure
ayed by more than one hundred

specific payment remedy is
t, upon the occurrence of any
ion Commercial Operation

r KPLC failure to perform any
LC shall pay to the Seller

t delivered in accordance

e Majeure event or failure
paragraph 8 of Part A of

erred to under this Clause
actual construction of the
ercial Operation with respect
ut shall be paid in full with

orce Majeure continues beyond
ays, the Parties shall meet

od of not less than ninety

all Parties. If, at the end

ution is found, either Party

nt by giving written notice

r Party.

poses of this Agreement an
hall be:

.4, any of the following

by the Seller to operate the
Plant in compliance with
rdance with the provisions of
n consent of KPLC after the
tion Date or the Full

case may be);

f its material obligations

e Seller's failure either in

er Clause 8.7, Availability
longed failure to achieve the
r Clause 9.12 shall not

f the Seller under this

d for restoring the

ity or Contracted Plant

vided under Clause 9.12 has
pacity has not been achieved
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further that any Seller failure u
constitute a Default in respect o

(b) in relation to the Seller or its asset
bankruptcy, insolvency, winding up, li
proceeding, or the appointment of a tr
receiver of similar person, unless suc
is capable of being and is set aside o
days.

16.2 KPLC DEFAULTS: For the purposes of this Agr
of KPLC shall be:

(a) subject to the provisions of Clause 16
of its material obligations under this
failure to make any payments under thi
payable;

(b) in relation to KPLC or its assets, the
insolvency, winding up, liquidation, o
or the appointment of a trustee, liqui
similar person, unless such proceeding
being and is set aside or stayed withi

(c) any failure to pay any sum of money du
more from the date when such sum was f
which sum is not subject to a bona fid

16.3 DEFAULTING PARTY, ETC: For the purposes of
the defaulting Party in relation to the Def
16.1 and KPLC is the defaulting Party in re
specified in Clause 16.2, and (in each case
non-defaulting Party.

16.4 REMEDIAL PROCEDURES: Upon the occurrence of
non-defaulting party may give notice to the
occurrence of such Default and (in the case
remedy) requiring the remedy thereof; and i
given:

(a) the defaulting Party does not, within
receipt of the non-defaulting Party's

(i) where such Default is capable of
(30) day period, remedy the defau

(ii) where such Default is capable of
thirty (30) day period, furnish t
detailed programme ("Remedial Pro
promptly as is practicable of the

(b) the defaulting Party fails to remedy t
the Remedial Programme, or such Defaul
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nder Clause 14.1(e) shall not
f the Seller;

s, the commencement of
quidation, or other similar
ustee, liquidator, custodian,
h proceeding or appointment
r stayed within sixty (60)

eement a Default in respect

.4, the breach by KPLC of any
Agreement other than the
s Agreement when due and

commencement of bankruptcy,

r other similar proceeding,
dator, custodian, receiver or
or appointment is capable of
n sixty (60) days; and

e and owing for 90 days or
irst due and demanded and
e dispute.

this Agreement the Seller is
aults specified in Clause
lation to the Defaults

) the other Party is the

any Default, the

defaulting Party of the

of a Default capable of

f after such notice has been

thirty (30) days after
notice:

remedy within such thirty
It; or

remedy but not within such
o the non-defaulting Party a
gramme") for the remedy as
Default; or

he Default in accordance with
tis not capable of remedy,



then the non-defaulting Party may give noti
that such Default is an "Event of Default",

Clause 16.1(a) or 16.2(a) which is capable
of Default except pursuant to the provision

16.5 TERMINATION: Upon an Event of Default the n
not less than seven (7) days notice to the
this Agreement.

16.6 SURVIVAL OF RIGHTS: The expiry or terminati
not affect any rights or obligations which
such expiry or termination and shall not af
the Parties under this Agreement which are
such expiry or termination.

16.7 TERMINATION DUE TO NON-SATISFACTION OF COND

Notwithstanding any provision contained her
Agreement is terminated in circumstances wh
referred to in Part A of Schedule 6 has not
Stop Effective Date other than by reason of
its obligations under Clause 3.2, KPLC shal
costs and expenses incurred with respect to
amount of one million United States Dollars
(30) days of such termination.

16.8 SATISFACTION OF REQUIREMENTS:

The Parties hereby acknowledge that all of
been fulfilled.

CLAUSE 17: INDEMNIFICATION AND LIABILITY

17.1 LIABILITY: Subject to Clauses 17.2, 17.3 an
liable to the other Party for the loss dire
resulting from any breach by the first Part
hereunder.

17.2 OWN LOSS: Notwithstanding Clause 17.1, each
for, and shall indemnify the other Party ag
loss of or damage to persons or property in
its contractors, employees and agents resul
or negligence of either Party in performanc
connection with this Agreement.

17.3 EXCLUDED LIABILITY: Except as provided in C
shall have any liability to the other for a
liability, whether arising in contract, tor
with this Agreement.

17.4 CONSEQUENTIAL LOSSES: In no case shall eith

other for any indirect or consequential los

CLAUSE 18: CONFIDENTIALITY

18.1 CONFIDENTIAL INFORMATION: Each Party agrees

ensure that its employees, officers and dir

ce to the defaulting Party
but not event specified in
of remedy shall be an Event
s of this Clause 16.4.

on-defaulting Party may upon
defaulting Party terminate

on of this Agreement shall
may have accrued prior to
fect obligations of each of
expressed to continue after

ITIONS PRECEDENT:

ein to the contrary, if this

ere any of the conditions
been satisfied by the Long
a breach by the Seller of

| pay the Seller for its

this Agreement, a lump sum
(US$1,000,000) within thirty

the Conditions Precedent have

d 17.4, each Party shall be
ctly and foreseeably
y of its obligations

Party shall be responsible
ainst claims in respect of,
curred by the first Party and
ting from the act, omission
e of or otherwise in

lause 17.1, neither Party
ny loss or damage or other
t or otherwise, in connection

er Party be liable to the
ses or damages.

that it will, and will
ectors will, hold in



confidence all information, documentation,
to it by the other Party and designated in
("Confidential Information™), and will not
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third party or use Confidential Information
the other Party's prior written approval, p

(a) this Clause shall not apply to Confide
the public domain other than by reason
18.1, or was already in the rightful p
Party, or was obtained by the recipien
third party entitled to disclose it; a

(b) a Party may disclose Confidential Info
any legal requirement to do so, or to
multi-lateral agencies, consultants an
reasonably require such disclosure.

18.2 SURVIVAL: The provisions of this Clause 18
or expiry of this Agreement.

CLAUSE 19: DISPUTE RESOLUTION

19.1 GOOD FAITH DISPUTE RESOLUTION PROCEDURE

If either Party raises a dispute in good faith unde
Agreement or with the Olkaria Il Project Security
resolved according to the following procedure ("Goo
Procedure"):

For 15 calendar days after receipt of notice of dis
exercise their best efforts to resolve the dispute.
within such 15 day period, within two business days
period, the disputing Party has notified the other
contest and refer the dispute to arbitration or to
accordance with the relevant terms of the Agreement
Security Agreement (as the case may be), and, withi
the end of the above 15 day period, refers the disp
contestation of the dispute in arbitration proceedi
Expert in accordance with the relevant terms of the
Project Security Agreement (as the case may be).

19.2 ARBITRATION: Subject to Clauses 19.1 and 19
of any kind between the Parties in connecti
this Agreement or the breach, termination o
"Dispute") shall be finally settled under t
Arbitration of the International Chamber of
the said Rules which Rules are deemed to be
into this Clause 19.2. It is hereby agreed

(a) The site of the arbitration shall be L
(b) There shall be a single arbitrator;

(c) The language of the arbitration shall

data and know-how disclosed
writing as 'confidential’
disclose to any

or any part thereof without
rovided that:

ntial Information which is in
of a breach of this Clause
ossession of the recipient
t Party in good faith from a
nd

rmation in accordance with
financial institutions,
d contractors whose duties

shall survive the termination

r or in connection with this
Agreement, it shall be
d Faith Dispute Resolution

pute, the Parties shall

If no resolution is achieved
of the end of the 15 day
Party of its intention to

an agreed Expert in

or the Olkaria Ill Project

n twenty-eight (28) days from
ute to and diligently pursues
ngs or before an agreed
Agreement or the Olkaria lll

.3 any dispute or difference

on with or arising out of

r validity hereof (a

he Rules of Conciliation and
Commerce in accordance with
incorporated by reference
that:

ondon, England;

be English;



(d) The award rendered shall apportion the

(e) The award shall be in writing and shal
detail the facts of the Dispute and th
decision;
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() The award in such arbitration shall be
Parties and judgement thereon may be e
jurisdiction for its enforcement; and
right of appeal from the decision of t
renunciation can validly be made.

If there is a conflict between this Agreeme
Agreement shall prevail.

19.3 EXPERT: Where the Agreement provides that a

shall be referred to an Expert or the Parti

(a) The Expert shall be an independent per
nationality as either of the Parties w
willing to act agreed between the Part
fourteen (14) days of a request in wri
appointed by the President of the Geot
Box 1350, Davis, California, CA 95617-
the International Geothermal Associati
Sudurlandsbraut 48, Reykjavik, Iceland

(b) For a period of forty-two (42) days af
Expert of such other period as the Par
may make such written submissions at i
shall simultaneously provide a copy to
end of such forty-two (42) day period
period of twenty-one (21) days to make
Expert (with a coy to the other Party)
Party's written submissions made durin
forty-two (42) day period provided tha
such twenty-one (21) day period make a

which purports to reply to raise or re
raised or referred to in any submissio
aforementioned forty-two (42) day peri

(c) Atthe end of the twenty-one (21) day
paragraph (b) above and no later than
thereafter, either Party may, with the
a time and place decided by the Expert
to the Expert in the presence of the o
explaining matters previously submitte

(d) The Expert shall render his determinat
fourteen (14) days of the completion o
in accordance with Clause 19.3(c) and
the reasons for his determination;

(e) The decision of the Expert shall be fi
Parties save in the event of fraud or

costs of the arbitration;

| set forth in reasonable
e reasons for the tribunal's

final and binding upon the
ntered in any Court having
the Parties renounce any

he tribunal insofar as such

nt and the said Rules, this

ny Dispute or other matter
€S SO agree:

son who is not of the same

ith relevant experience and

ies or if not agreed within

ting by either Party

hermal Resource Council, P.O.
1350 or by The Chairman of
on c/o Samorka,

ter the appointment of the
ties may agree, each Party

t wishes to the Expert and
the other Party and at the
each Party shall have a
counter-submissions to the
in reply to the other

g the aforementioned

t neither Party shall during

ny written counter-submission

fer to any new matters not
n made during the
od;

period referred to in
twenty-one (21) days
consent of the Expert and at
, make an oral presentation
ther Party commenting on or
d to the Expert in writing;

ion in writing within
f the oral presentation given
give reasonable details of

nal and binding on the
manifest error;



() The Expert shall act as an expert and

(g) Inthe case of invoices disputed by KP
11.5 above, the periods stated in Clau
shall be reduced
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respectively to ten (10) Business Days
days and five (5) Business Days instea

19.4 EXCLUSIVITY: Neither Party shall have any r
any legal proceeding concerning a Dispute r
until the Dispute has been resolved in acco
through 19.3, and then only to enforce or e
procedure.

19.5 CONFIDENTIALITY: The Parties shall each sec
Arbitrators shall agree to be bound by the
this Agreement as a condition of appointmen

19.6 CONTINUANCE OF OBLIGATIONS: KPLC shall cont
obligations under this Agreement during any
proceeding and, provided that all undispute
have been and continue to be paid, the Sell
its obligations under this Agreement during
proceeding provided that the right to termi
to Clause 16 is not restricted by this Clau

CLAUSE 20: MAINTENANCE AND OPERATING RECORDS

(@) Each party shall keep complete and accurate
required by each of them for the purposes o
this Agreement. Among other records and dat
elsewhere in this Agreement, the Seller sha
up-to-date operating log, in a format reaso
records of:

(i) real and reactive power production fo
33 kV bus voltage (as the case may be

(i) changes in operating status, schedule
partial forced outages;

(iif) any unusual conditions found during i

all such records and data shall be maintain
(60) months after the creation of such reco
each Party shall not dispose of or destroy
after such sixty (60) month period unless t
of or destroy any such records or data give
written notice to the other Party, generall
data to be destroyed or disposed of, and th
does not object thereto in writing within t
objection is received within such ten (10)
Party shall have a period of sixty (60) day
written objection within which to inspect a
proposed to be disposed of or destroyed, wh
made available within such sixty (60) day p
as the case may be, at such Party's offices

not as an arbitrator;

LC in accordance with Clause
se 19.3(b) and (c) above

instead of forty-two (42)
d of twenty-one (21) days.

ight to commence or maintain
elating to this agreement
rdance with Clauses 19.1
xecute the award under such

ure that all Experts and
provisions of Clause 18 of
t.

inue to perform its

Expert or arbitration

d sums invoiced by the Seller
er shall continue to perform
any Expert or arbitration
nate the Agreement pursuant
se 19.6.

records and all other data
f proper administration of
a required hereby or

Il maintain an accurate and
nably acceptable to KPLC,

r each clock hour and 220 kV,
) at all times;

d outages, forced outages and

nspections; and

ed for a minimum of sixty
rds or data provided that
any such records or data

he Party desiring to dispose
thirty (30) days prior

y describing the records or

e Party receiving such notice
en (10) days. If a written

day period, the objecting

s after the date of such

nd copy the records or data
ich records and data shall be
eriod by KPLC or the Seller
in Nairobi. After the



(b)

expiration of such sixty (60) day period, t
of or destroy such records or data shall be
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Either Party shall have the right, upon ten
notice to the other Party, to examine the r
Party relating to this Agreement or the ope
Early Generation Facility and the Plant at
hours during the period such records and da
be maintained.

CLAUSE 21: MISCELLANEOUS PROVISIONS

he Party desiring to dispose
permitted to do so.

(10) days prior written
ecords and data of the other
ration and despatch of the
any time during normal office
ta are required hereunder to

21.1 PROJECT AGREEMENTS AND FINANCING AGREEMENTS:

(a) Prior to the execution of this Agreeme
KPLC a copy of the articles of associa
copy has been initialled by the Seller
identification.

(b) As soon as possible after the Signatur
of the Turnkey Construction Agreements
Maintenance Agreement and prior to the
Agreements and any Site Agreement the
draft copies of each such contract. Th
to delete numerical information and fo
contracts. The Seller shall not enter

Financing Agreement unless KPLC has be

and KPLC has had an opportunity to com
to the Seller.

(c) Within fourteen (14) days of receipt o
shall have the right to provide commen
contracts if KPLC is of the reasonable

(i) the terms of such Project Agreeme
shall be incompatible with or con
this Agreement or materially impa
implementation of this Agreement;

(i) any costs which are passed throug
the terms of this Agreement are o
to be increased.

On receipt of KPLC's comments, the Sel
concerns of KPLC.

(d) Forthwith upon execution of any of the
Clause 21.1(b) the Seller shall provid
initialled by the Seller for the purpo

(e) If at any time any Project Agreement o
terminated, an amendment or variation
Agreement or Financing Agreement then

KPLC a conformed copy of each such doc

complete document is not in writing) a
thereof within twenty-one (21) days of
creation, certified as a true copy by

nt the Seller has provided to
tion of the Seller, which
for the purposes of

e Date and prior to the award
and the Operating and
signature of the Financing
Seller provide to KPLC with

e Seller shall have the right
rmulae from such draft

into any Project Agreement or
en provided with draft copies
ment on the draft contracts

f the draft contracts, KPLC
ts to the Seller on the draft
opinion that:

nt or Financing Agreement
flict with the provisions of
ir the performance or

or

h to or borne by KPLC under
r may reasonably be expected

ler shall try to remove the

documents referred to in
e to KPLC a copy thereof
ses of identification.

r Financing Agreement is
is made to any Project

the Seller shall deliver to
ument or (so far as such
true and complete record
the date of its execution or
an officer of the Seller.
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() Any comments or lack thereof by KPLC s
whatsoever on the part of KPLC and sha
affect in any way the obligations of t
Agreement.

21.2 ASSIGNMENT:

21.2.2 Without prejudice to any of KPLC's rights u
assignment by a Party of all (but not part
obligations under this Agreement is permitt
written consent of the other Party, provide

() such consent shall not be unreasonably
Party wishing to assign can satisfy th
proposed assignee's financial, technic
ability to observe and perform this Ag

(b) the Party wishing to assign shall be g
the other Party and such notice shall
information to show the status and abi
to carry out the terms of this Agreeme

21.2.2 The provisions of Clause 21.2.1 do not appl
assignment by way of security of the Seller
in, to and under the PPA and the Olkaria Il
including all of the Seller's rights to pay
Seller's outstanding request, KPLC will neg
reaching agreement of terms acceptable to a
agreements for, inter alia, the above descr
by way of security with the Seller and its
direct agreements being a prerequisite for
and term financing of the Plant by a third
is not affiliated with the Seller.

21.2.3 No assignment pursuant to Clause 21.2.1 sha
until the assigning Party has:

(a) procured the proposed assignee to cove
Party (in a form reasonably satisfacto
and perform all the terms and conditio
reasonably required by the other Party
other equivalent security in favour of
of all obligations or liabilities to b

(b) provided to the other Party a certifie
(excluding the consideration paid or p

21.3 SUB-CONTRACTORS: The Seller shall be entitl
contractors for the performance of its obli
that no such engagement shall relieve the S
under this Agreement.

21.4 VARIATION: This Agreement may not be varied
waived except by an agreement in writing Si
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hall be without any liability
Il not lessen, diminish or
he Seller under this

nder Clause 21.1, any
only) of its rights and

ed but only with the prior
d that:

withheld or delayed if the
e other Party of such

al and legal status and
reement; and

iven notice to that effect to
have given sufficient

lity of the proposed assignee
nt.

y to the collateral

's right, title and interest

| Project Security Agreement,
ments thereunder. Pursuant to
otiate in good faith and, on
Il parties, enter into direct
ibed collateral assignments
lenders, the execution of
achievement of construction
party investor or lender who

Il be effective unless and

nant directly with the other
ry to such Party) to observe
ns of this Agreement and if
arrange for a guarantee or
such other Party in respect
e assigned; and

d copy of the assignment
ayable for such assignment).

ed to engage third parties as
gations hereunder provided
eller of its obligations

nor any of its provisions
gned by the Parties.



21.5 WAIVERS OF RIGHTS: No delay or forbearance
any right, power, privilege or remedy under
to impair or be construed as a waiver of su
remedy.

21.6 NOTICES: Except for communications in accor
Despatch Procedures, any notice of other co
one Party to the other under or in connecti
be given in writing and may be delivered or
facsimile to the recipient at the address,
of the person, specified in Schedule 8 or s
from time to time designated by notice to t
this Clause; and any such notice or communi
received upon delivery, or five (5) days af
confirmation of transmission when sent by f

21.7 EFFECT OF ILLEGALITY, ETC: If for any reaso
this Agreement is or becomes or is declared
jurisdiction to be invalid, illegal or unen
case the Parties will negotiate in good fai
one or more provisions to be substituted th
invalid, illegal or unenforceable and produ
practicable in all the circumstances the ap
commercial interests of the Parties.

21.8 ENTIRE AGREEMENT: This Agreement contains o
entire agreement between the Parties with r
and expressly excludes any warranty, condit
implied at law or by custom and supersedes
understandings between the Parties with res
and each of the Parties acknowledges and co
into this Agreement in reliance on any repr
undertaking by the other Party not fully re
Agreement.

21.9 COUNTERPARTS: This Agreement may be execute

each Party on a separate counterpart, each
delivered shall constitute an original, but
together constitute but one and the same in

21.10 WAIVER OF SOVEREIGN IMMUNITY: KPLC agrees t

and performance by it of this Agreement and
constitute private and commercial acts. In
KPLC agrees that:

(a) should any proceedings be brought agai
jurisdiction in connection with this A
with any of KPLC's obligations or any
contemplated by this Agreement, no cla
proceeding will be claimed by or on be
assets;

(b) it waives any right of immunity which

or may have in the future in any juris
any such proceedings.
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by either Party in exercising
this Agreement shall operate
ch right, power, privilege or

dance with the Operating and
mmunication to be given by
on with this Agreement shall
sent by prepaid airmail or
and marked for the attention
uch other address or person
he other in accordance with
cation shall be deemed to be
ter posting, or on

acsimile.

n whatever any provision of
by any court of competent
forceable, then in any such
th with a view to agreeing
erefore which are not

ce as nearly as is

propriate balance of the

r expressly refers to the
espect to its subject matter
ion or other undertaking

all previous agreements and
pect to its subject matter
nfirms that it does not enter
esentation, warranty or other
flected in the terms of this

d in two counterparts and by
of which when executed and
both counterparts shall
strument.

hat the execution, delivery
the obligations hereunder,
furtherance of the foregoing,

nst KPLC or its assets in any
greement, or in connection
of the transactions

im of immunity from such
half of itself or any of its

KPLC or any of its assets has
diction in connection with



CLAUSE 22: GOVERNING LAW

22.1 This Agreement shall be governed by and con

accordance with the laws of Kenya.

AS WITNESS the hands of the duly authorised represe

day and year first above written.

SIGNED AND SEALED )
FOR AND ON BEHALF OF )
THE KENYA POWER & )

LIGHTING COMPANY LIMITED )

Director

Secretary

SIGNED for and on behalf of )
OrPower 4 INC.: BY ERNEST MABWA )

Authorised Representative
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LIST OF ABBREVIATIONS

To promote clarity the following is a listing of th
these schedules. Where there is a conflict between
within the schedules then the definition in the sch

A = the non escalable component of the
defined in paragraph 1 above (expre

ACP(tp) = the total of the Actual Capacity Pa
Operating Year for each month up to

AC(y) = the Available Capacity in Settlemen

AMA(p) = the Actual Monthly Availability of
(expressed in kWh);

bara = the unit of measurement of pressure
zero pressure as defined in the Int
Organisation Standard 1SO 1000:1992
and Recommendations for Use of Thei
Units;

C = the percentage of V represented by
Rate;

CcC = the Contracted Capacity (expressed

CCR(p) = the Capacity Charge Rate for month

strued in all respects in

ntatives of the Parties the

e definitions used within
this list and a definition
edules shall be used.

Capacity Charge Rate as
ssed in US$/kW/month);

yments received in the
and including month m;

t Period y (expressed in kW);
the Plant in month p

with respect to absolute
ernational Standards

Specification for Sl Units
r Multiples and Certain Other

the fixed Capacity Charge

in kW);

p (expressed in US $/kW);



CC(y) = the Contracted Capacity (expressed
Y,

CPI(b) = with respect to the Early Generatio
Consumer Price Index for June 1996
Plant, the United States Consumer P
193.30) or as otherwise described i
("Plant Tariff");

CPI(p-l) = the United States Consumer Price In
prior to month p;

CP(p) = the Capacity Payment for month p (e

E = the non escalable component of the

defined in paragraph 1 above (expre

ECR(b) = the Base Energy Charge Rate;
ECR(p) = the Energy Charge Rate (expressed i
EGAC(y) = the Early Generation Available Capa

(expressed in kW);

EGACP(tp) = the total of the Actual Capacity Pa
Operating Year for each month up to

EGCC = the Contracted Capacity of the Earl
(expressed in kW);

EGCCR(p) = the Capacity Charge Rate for month

EGCP(p) = the Capacity Payment for month p (e
48
EGD = the duration in years between the E

Operation Date and the planned date
Cessation Date;

EGEC(p) = the aggregate amount of Energy Char
of month p;

EGECR(b) = the Base Energy Charge Rate;

EGECR(p) = the Energy Charge Rate (expressed i
month p;
EGLC = the Capacity on Available as a resu

Majeure (expressed in kW);

EGMTA(P) = the Monthly Target Availability (ex

EGNEO(p) the aggregate Net Electrical Output
Generation Facility in month p;

EGOA = Annual Outage Allowance - as descri

EGSMA(p) = the Scheduled Maintenance Allowance

kWh) representing the total energy

in kW) for Settlement Period

n Facility, the United States
and, with respect to the
rice Index for March 2005 (=
n Schedule 5 of Part B

dex for the month 3 months

xpressed in US $);

Capacity Charge Rate as
ssed in US$/kW/month);

n US$/kWh) in month p;

city in Settlement Period y

yments received in the
and including month m;

y Generation Facility

p (expressed in US$/kW/month)

xpressed in US$);

arly Generation Commercial
of the Early Generation

ges (US$) payable in respect

n US$/kWh) prevailing in

It of the event of Force

pressed in kwh);

(kwh) of the Early

bed in Schedule 3;

in month p (expressed in
not available for delivery in



month p due to scheduled maintenanc
the Early Generation Capacity would
dispatched at its Contracted Capaci
values of EGSMA set forth in Schedu

EGUSMA(p) = the Unscheduled Maintenance allowan

kwh);
G = the percentage of V represented by
H(p) = the hours in month p;
H(r) = the enthalpy of the geothermal flui

well head at the instant that a rea

H(y) = the number of hours in a year being
and sixty (8760);

H(z) = the unit of measurement of frequenc
International Standards Organisatio
Specification for SI Units and Reco
Multiples and Certain Other Units;

LC = the Capacity not Available as a res
Majeure (expressed in kW);

MEC(p) = the aggregate amount of Energy Char
of month p;
MF(r) = the mass flow rate of geothermal fl

expressed in kg/s;

MTA(p) = the Monthly Target Availability (ex

M(y) = the number of months in a year bein

NEO(p) = the aggregate Net Electrical Output
p;

NEO(T) = the Net Electrical Output delivered
kWh;

OA = the Annual Outage Allowance - as se

49
PPA(t) = the number of years between the Ful

the end of the Term;

SMA(p) = the Scheduled Maintenance Allowance
kWh) representing the total energy
month p due to scheduled maintenanc
the Plant would otherwise have been

Capacity;
SP = the number of Settlement Periods in
USMA(p) = the Unscheduled Maintenance allowan

kwh); and

e outages computed assuming
otherwise have been

ty calculated using the

le 3;

ce in month p (expressed in

escalable costs;

d expressed in kJ/kg at each
ding of MF, is taken;

eight thousand seven hundred

y as defined in the
n Standard ISO 1000:1992
mmendations for Use of Their

ult of the event of Force

ges (US$) payable in respect

uid at each well head

pressed in kwh);
g twelve (12);

(kwh) of the Plant in month

during the test expressed in

t forth in Schedule 3;

| Commercial Date and end of

in month p (expressed in
available for delivery in

e outages computed assuming
dispatched at it Contracted

the year;

ce in month p (expressed in



1.1.

= the Base Capacity Charge Rate.
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SCHEDULE 1: APPRAISAL PROG

See Page
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SCHEDULE 2: FACILITIES TO BE INSTALLED BY
PART A
FUNCTIONAL SPECIFICATION OF THE PLANT
GENERAL
PROJECT DESCRIPTION:
(a) INTRODUCTION
The Seller was required to:

conduct a detailed Appraisal Programme
geothermal resources at the Site and t
geothermal steam field for the supply

design, build and commission of the Ea
subsequently, as determined by the app

connect the Early Generation Facility
Interconnection Point; and

connect the Plant to KPLC's System via
leading to the Interconnection Point.

(b) GENERAL DESCRIPTION

As shown in Figure 1, the Olkaria geot
five (5) km to the south-east of Lake
estimated to be over seventy five (75)

Except by specific agreement, all of t
and the Plant will be located within t
the map in Figure 2 in the western are
drilled and tested 8 deep wells in the
to the Seller for fluid production, re
maintenance.

The Seller has carried out an appraisa
to establish the capacity of the geoth
generation. An Early Generation Facili
Capacity was later increased to approx
2000, and was constructed at the Site
before the completion of the appraisal
utilising the completed exploration we
Early Generation Facility consists of
converters, two of approximately 5 MW

RAMME

KPLC AND THE SELLER

and to evaluate the existing
o develop wells and the
of steam to the Plant;

rly Generation Facility and
raisal, the Plant;

to the Early Generation

a high voltage connection

hermal resource lies about
Naivasha and covers an area
square kilometres.

he Early Generation Facility
he Licence Area indicated on
a of the resource. KPLC has
area and these are assigned
injection, monitoring and/or

| of the geothermal resource
ermal resource for power

ty of 8 MW Contracted
imately 12 MW in the year
by the Seller as required,

of the geothermal resource
lls for power generation. The
three binary energy

gross output each and the



third of approximately 3 MW output. Th
and run on the heat energy from geothe
existing wells drilled by KPLC within
Generation Facility supplies electrica
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KPLC's System at an agreed voltage thr

constructed by KPLC ("KPLC's Transmiss

The Plant will be at a single Site wit
Area connected to the wells by pipelin
phase steam and water. The Plant will
energy converter Units of the Early Ge
and 3) and three (3) additional binary
(Units 4, 5 and 6).

The Plant will supply electrical energ
interconnector linking the Plant to a
by KPLC at Olkaria Il. Following expir
remain fit for further service.

The Seller shall not drill any wells a

of the boundary of the Licence Area. D
under the area excluded by the licence
metres from the boundary.

Subject to any legislative or licensin
functional specification, the siting o
facilities, the Early Generation Facil
responsibility of the Seller who will
operations in accordance with Prudent
make available to the Seller that part
public land. Access to private land wi
the Seller.

(c) SCOPE

The Seller shall extract geothermal en
Area in compliance with its geothermal
electric power production license and
convert the energy efficiently into el
the Early Generation Interconnection P
The Early Generation Facility and the
enable the Seller to meet the obligati

The scope of the Seller's duties shall
to:

design, procurement, construction, ope
existing and additional wells, the ste
disposal systems, the Early Generation
kV Transmission Interconnector;

compliance with the provisions of the
including:

0 measurement and monthly reporting
extracted and of the electricity

0 monitoring reporting and particip
the geothermal reservoir.

e converters are air cooled
rmal fluid extracted from the
the Licence Area. The Early
| energy to

ough an interconnector
ion Interconnection").

hin the geothermal Licence
es conveying single or dual
consist of three (3) binary
neration Facility (Units 1, 2
energy converter Units

y to KPLC's System through an
220 kV substation to be built
y of the Term the Plant shall

t any point within 100 metres
rilling may not be directed
boundary and the line 100

g constraints affecting this

f new wells, steam field

ity and the Plant will be the
be expected to conduct its
Operating Practice. GOK will
of the Site which may be on
Il be the responsibility of

ergy from beneath the Licence
resources licence and

with this Agreement and shall
ectricity for sale to KPLC at
oint/Interconnection Point.
Plant shall be designed to

ons of this Agreement.

include but not be limited
ration and maintenance of the

am collection and water
Facility, the Plant and 220

geothermal resources licence
of the geothermal energy

available and supplied; and

ating in field management of
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1.2 GENERAL INFORMATION:

(a) GEOTHERMAL CONSIDERATIONS

The Seller will follow good geothermal
aspects of design drilling and constru
maintenance particularly including, bu
of:

hot and/or unstable ground;

elevated temperatures on material prop
requirements, well control and other p

hydrogen sulphide and other gases affe
corrosion of copper-bearing materials;

earthquakes.

(b) AMBIENT CONDITIONS

®

(i)

The Plant shall be designed and constr
following ambient conditions:

GENERAL

Maximum ambient air temperatur
Minimum ambient air temperatur
Average ambient air temperatur
Average relative humidity at m
Minimum relative humidity
Average annual rainfall
Isokeraunic level

Design maximum wind speed
Ambient pressure

REFERENCE CONDITIONS
Atmospheric pressure

Ambient air temperature

Wet bulb temperature
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engineering practice in all
ction operation and
t not limited to, the effects

erties, equipment
ractices;

cting personal safety and

ucted to take account of the

35DEG.C

1DEG.C

ein any one year 18 DEG.C

57%
70%
714 mm
60-70 days/annum
35m/s

0.8 bara

0.8 bara
16.5 DEG.C

13.3DEG.C

1.3 GENERALLY APPLICABLE CODES AND STANDARDS

The Plant shall comply with the requirement

legislation, orders, decrees, instruments,
including but not limited to:

s of all applicable
etc. of the Republic of Kenya
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Health and safety in employment;

Codes of practice for the design and s
and servicing of pressure vessels;

Noise;

Electricity regulations/codes of pract

Public works;

Fire Protection;

Environmental Protection
Where appropriate legislation is not availa
national or international standards will be
requirements. The mixing of various nationa
shall only be permitted with the prior appr
representative. This Functional Specificati

set of standards for each discipline:

Civil Works - Kenyan Standards with su
seismic design as given in Unified Bui

Mechanical Works - ASME/ANSI, APl and
Electrical Control and Instrumentation

Quality Systems - International Standa
9000 series;

Deviations from the referenced standards or
ones shall be subject to the approval of KP
representative.

ENVIRONMENTAL ASPECTS
The project and all of the plant therein sh

environmental guidelines contained within t
section of the latest version of the "Indus

and Abatement Handbook" published by the Wo

Department in collaboration with the United

Development Organisation and United Nations

current at the Effective Date of this Agree
provide written agreement to variations or
requirements are imposed within this Agreem
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All equipment will be designed and construc
environmental impact.

The Seller shall give consideration to visu
and temporary disturbance during constructi
operation. The Seller will produce and abid
the manner in which the construction and op
mitigate adverse effects on the environment
below which have been identified as requiri
shall be especially sensitive to the Nation
within which the Licence Area is located.

afety, operation, maintenance

ice;

ble, the latest version of

used to define the minimum

| and international standards
oval of KPLC or its

on is based on the use of one

pplementary requirements for
Iding Code of USA;

ASHRAE;
- IEC, IEEE, ANSI;

rds Organisation standard ISO

substitution by equivalent
LC or its appointed

all comply with the latest
he "Geothermal Energy"
trial Pollution Preventions
rld Bank Environment
Nations Industrial
Environmental Programme
ment, except wither KPLC
where other more onerous
ent.

ted to minimise the

al impact, wildlife habitat
on, maintenance and

e by a detailed statement on
eration will avoid or
including the aspects listed
ng specific attention. Seller
al Park status of the land
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(a) AIR QUALITY

Water vapour and gases (especially hyd
dispersed so as to avoid concentration
unacceptable as to personal safety, sm

(b) LIQUID AND SOLID WASTES

Liquid drilling wastes will be ponded.
liquid and solid wastes will be treate
Site restoration. Drainage of surface
avoid the risk of erosion of the light

Spent geothermal water shall be reinje
points which cause minimal disturbance
and which comply with the geothermal |

(c) LAND DISTURBANCE

Earthworks shall be kept to a minimum
soil erosion and to achieve permanent

Well sites and the Plant shall be fenc
designed to allow easy movement of ani
other wildlife across the Licence Area

(d) VISUAL ASPECTS

As far as practicable, visual changes
minimised. Consistent with safety and
Seller shall select locations, shapes

or enhance the appearance of the area
trees to soften the effect of the Plan

(e) NOISE

In addition to limiting steady and int
recognised safety levels for humans, S
unusually quiet nature of

56

the National Park and the susceptibili
levels are recognised in the design of
and the operating procedures.

The noise limits at the Early Generati
boundary fencing shall be in accordanc
Impact Assessment.

PROJECT PROGRAMMING

The Seller shall submit a detailed schedule
the timetable necessary to achieve completi
The programme of work will include the desi
construction, commissioning and any planned
development. During the Appraisal Period th
report every two (2) months to KPLC or its
detailing the progress of the appraisal pro
completion date. During the construction pe
Generation Facility and the Plant the Selle
to KPLC or its appointed representative to
to completion and demonstrate that all reas

rogen sulphide) will be
s at ground level which are
ell and condensate spray.

Residual quantities of

d and/or removed to allow
water will be arranged to
volcanic soils.

cted into the ground at
to the geothermal reservoir
icence.

and so managed as to avoid
restoration.

ed but pipelines shall be
mals including giraffes and

to the landscape shall be
other engineering needs,

and colours which merge into
including the growing of

t structures.

ermittent levels of noise to
eller shall ensure that the

ty of wildlife to high noise
the Plant and its facilities

on Facility and Plant
e with the Environmental

showing key activities and
on of the programme of work.
gn, manufacture,
maintenance for the complete
e Seller shall submit a
appointed representative
cess and an estimated

riod of both the Early

r will submit monthly reports
give the best estimated time
onable measures are being



1.6

2.

2.1

2.2

2.3

taken to maintain that schedule.
QUALITY ASSURANCE REQUIREMENTS:
(@) QUALITY SYSTEM

Seller shall have a certified Quality
requirements of the International Stan
ISO 9000 series of standard or equival

The Seller shall provide details to KP
that the Early Generation Facility and
standards, which programme shall inclu
monitor performance against such stand
least three (3) months prior to the st

At least three (3) months prior to the
Commissioning Date and again three (3)
Commissioning Date a plan containing t
design, verification, plans and inspec
Generation Facility and Plant, as the
submitted to KPLC. KPLC reserves the r
procedures referred to in the plan and
the requirements of the plan at any ti

Three (3) copies of all appropriate qu
applicable codes and standards shall b
appointed representative for review pr
arrival in Kenya of all materials and
Project.
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(b) INSPECTION AND TESTING

The Early Generation Facility and the
inspection and testing during manufact
completion for verification that the ¢
requirements as specified. All inspect
conducted in accordance with the appli
The Seller shall consider the provisio
requirements and also use its own expe
requirements for additional inspection
considers necessary. KPLC shall have t
records of this inspection or testing.

CIVIL ENGINEERING AND CONSTRUCTION
GENERAL

Where a building, detail, material or other
specification then it shall be based on acc
appropriate high quality materials.

SITE PREPARATION

The Seller will conduct a pre-construction
The survey shall demonstrate that all work
Facility, the Plant and the steam field, in
requirements, lies within the Licence Area.

DWELLINGS

System that meets the
dards Organisation standard
ent.

LC of a programme to ensure
the Plant operates to the

de details of measures to
ards under surveillance, at
art of construction.

Early Generation

month prior to the Plant
he applicable procedures,
tion test plans for the Early
case may be, shall be

ight to examine any

to audit the Seller against
me.

ality records as required by
e submitted to KPLC or its
ior to or concurrent with the
equipment required for the

Plant shall undergo

ure, erection and on
omponents satisfy all the
ion and testing shall be
cable codes and standards.
ns specified as minimum
rience in determining

and testing that it

he right to inspect any

item is not covered by this
epted building practice using

survey of the Licence Area.
for the Early Generation
cluding construction



3.1

3.2

4,

The Seller will provide all accommodation o
construction and operation phases. Dwelling
the National Park.

STEAMFIELD
DRILLING, WELL CONTROL, ABANDONMENT

Well design materials and drilling practice
relevant petroleum industry standards inclu
geothermal conditions as contained in [NZSI
for Deep Geothermal Wells] and with the req
geothermal licence.

At all times during its life ever well shal

or repaired externally as to mitigate the e

and other weaknesses. Downhole and surface
required in the geothermal licence to ensur
property and reservoir competence.

Before drilling or workovers commence the S
have agreed by the KPLC detailed programmes
longer useful or safe shall be cemented and
specified in [New Zealand Standard NZSI 240
with the KPLC.

Unproductive wells shall be sealed and left

KPLC.

58

If following the Appraisal Works no further
undertaken all wells shall be left in a saf
at the time.

STEAM AND WATER SYSTEMS
The layout, sizing and optimisation of the
equipment will be undertaken by the Seller.
insulation complete with cladding shall be
surface temperature to 50 DEG C.
The following standards shall be used:

Pressure Vessel American Society of Mecha

ASME VIII;

Piping American National Standar
ANSI B31.1;

Valves SME 16.4

The geothermal fluid extracted from the res
the purpose of resource monitoring and comm
pressures, temperatures and flows for both
shall be logged on a continuous basis. Regu
also be conducted and logged.

EARLY GENERATION FACILITY AND PLANT

r dwellings required for the
s are not permitted within

s shall comply generally with
ding API codes modified for
2403:1991 Code of Practice
uirements of the Seller's

| be so operated, worked over
ffects of corrosion, erosion
inspections shall be made as
e safety for persons, surface

eller shall provide to and

of work. Wells which are no
abandoned in the manner
2] or as otherwise agreed

in a condition agreed with

development is to be
e condition as agreed by KPLC

pipework and associated
For overland piping thermal
installed to limit the

nical Engineers standard

ds Institute standard

ource shall be quantified for
ercial reasons. The

steam and separated water
lar chemical analyses shall



GENERAL REQUIREMENTS

(a) GENERAL

The design and construction of the Ear
the Plant shall meet the performance r
Adequate design margins shall be inclu
deterioration of plant performance bet
de-scaling. All equipment used shall b
suitable for operation under the envir
the geothermal site.

(b) DESIGN LIFE AND AVAILABILITY

The Early Generation Facility, the Pla
be designed for the following minimums

Design Life 25 years

Average Annual Unit Availability Facto
Early Generation Facility - 92%, and f

where:
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Availability Factor = Available Hours

Period
Period Hours = 8,760
Available Hours = Period hours min

outage hours

The high availability specified above
use of standby equipment (redundancy)
extended periods of operation between
shut-downs.

MECHANICAL EQUIPMENT

(a) ROTATING EQUIPMENT

Steam turbines shall be designed manuf
International Electrotechnical Commiss
equivalent applicable code and all ref
turbines shall be capable of operating
no load. The turbines shall be capable
transition to no load operation follow
System. Turbines shall be designed to
of chemical and physical characteristi

For the evaluation of the performance
be used.

For turbines using motive fluids other
principles for steam turbines as defin
standards shall be adopted where appro
comply with the performance requiremen

ly Generation Facility and
equirements set out herein.
ded to allow for normal

ween overhauls and

e new plant of proven design
onmental conditions found at

nt and all components shall

r over the Term - for the
or the Plant - 96%

us planned and unplanned

shall be achieved with the
and design measures to give
cleaning/planned maintenance

actured and tested to

ion standard IEC 45 or
erenced standards. The

for at least 15 minutes at

of stable automatic

ing disconnection from KPLC's
operate under all variations

cs of geothermal steam.

test ASME steam tables shall

than steam the design

ed in the referenced

priate. These turbines shall
ts specified for the steam



turbine, i.e. capability of operating
load and stable automatic transition t
disconnection from KPLC's System.

Pumps shall be designed, manufactured
Institute Standards or AWWA as applica

(c) PRESSURE VESSELS AND PIPING

The following standards shall be used:

Pressure Vessel American Society of
ASME VIII;

American National St
ANSI B31.1;

Piping

Valves American Society of

ASME 16.4
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(d) HEAT EXCHANGERS

The following standards shall be used:

Condenser Heat Exchang

Cooling Tower CTI Codes/Ci

Tubular Heat Exchangers Tubular Exch
Association

CONTROL, INSTRUMENTATION AND ELECTRICAL EQU

(a) OUTLINE OF ELECTRICAL REQUIREMENTS

The generators of the Early Generation
to KPLC's System at the Early Generati
interconnector shall consist of a sing

at an agreed voltage to be built by KP
output from the Early Generation Facil
suitable designs for the interconnecti
generators, auxiliary supplies and int
design shall comply with existing KPLC
criteria and enable the output of each
A single line diagram is given in Figu

The characteristics of the KPLC system

Nominal rated voltage
Operating voltage range
Nominal frequency

Operating frequency range

for at least 15 minutes at no
0 no load operation following

and tested to Hydraulic
ble.

Mechanical Engineers standard

andards Institute standard

Mechanical Engineers standard

er Institute;
vil building codes;

angers Manufacturers
Standard TEMA class C

IPMENT

Facility shall be connected
on Interconnection Point. The
le overhead transmission line
LC to transfer the full
ity. The Seller may propose
on including arrangements for
erconnector switching. The
design standards and
generator to be controlled.
re 4.

are as follows:

33 kV;
+ 10%;
50 Hz;

+2.0Hz



Max prospective short-circuit current

The main generators of the Plant shall
step up transformers, with no load tap
interconnector to the Olkaria Il subst
constructed by KPLC).

The interconnector shall consist of a
transfer the full output from the Plan

be constructed at 220 kV.

One bay will be provided at the 220 kV
KPLC and the Seller will propose suita
interconnection including arrangements
and interconnector switching. A single
Figure 3.

The characteristics of the KPLC 220kV
Characteristics") are as follows:
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Nominal rated voltage
Operating voltage range
Nominal frequency
Operating frequency range

Maximum prospective short-circuit curr

(b) GENERATORS AND ASSOCIATED CONTROL EQUI

Each generator of the Early Generation
continuous running duty basis, duty Ty
factor of 0.85 lagging to 0.9 leading.
rating of the Early Generation Facilit
third energy converter unit, is approx
the output available at the Delivery P
frequency and power factor.

Each generator of the Plant shall be r
duty basis, duty Type SlI, for a design

to 0.9 leading. The maximum continuous
expected to be 64 MW but, was determin
the completion of the Appraisal Works.
now on in these Schedules shall be tak
and may be subject to change in light
shall be that output available at the
voltage, frequency and power factor.

All generators shall be equipped with
response automatic excitation system o
type with a high initial response char
voltage response time of 0.1 second or

The generator automatic voltage regula
maintaining terminal voltage to an acc

40 kA (rms, symmetrical)

be connected via individual
chargers, to a high voltage
ation (the substation to be

single circuit rated to
t. The interconnector shall

Olkaria Il substation by
ble designs for the

for voltage transformation
line diagram is given in

system ("System

220 kv;
+10%;
50 Hz;
+ 2.0 Hz;
ent 40 kA (rms, symmetrical)

PMENT

Facility shall be rated on a
pe SlI, for a design power
The maximum continuous
y after completion of the
imately 12 MW and shall be
oint at rated voltage,

ated on a continuous running
power factor of 0.8 lagging
rating was originally

ed to be 48 MW pursuant to
All references to 64 MW from
en to mean the assumed value
of the Appraisal Works and
Delivery Point at rated

a continuously acting fast

f either brushless or static
acteristic (excitation system
less).

tors shall be capable of
uracy of + 0.5%, relative to



a constant reference value, adjustable
ensure adequate steady state stability

The generator short circuit ratio at r
than 0.5.

Automatic synchronising equipment shal
generator circuit breakers. Manual syn
check synchronising facilities relays
generators/step up transformers.

(c) POWER TRANSFORMERS

The generator step up transformers of
maximum duty. They shall be fitted wit
tapping range such as to permit maximu
at rated voltage and 0.85 lagging powe
operating at a voltage of 220kV.
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(d) EMERGENCY AND MAINTAINED POWER SUPPLIE

The Seller shall ensure that sufficien
supplies are available during loss of
that continuous operation of all equip
during such periods can be maintained.

(e) EARTHING AND LIGHTING PROTECTION

The Seller shall include a complete an
lightning protection system for the ov

() COMMUNICATIONS

Communications with KPLC shall be via
in accordance with its requirements. T
telephone extension and one fax extens
networks. These telephones shall not b
system which is connected to the publi

Provisions shall be made by the Seller
KPLC's SCADA system.

The Seller will install a dedicated co
acquisition of plant data and calculat
characteristics which are related to p
efficiency of conversion, to enable pa
Seller to be calculated. The Seller sh
requirements. A remote visual display
capable of interrogating the computer
KPLC's premises at Juja Road, Nairobi,
modem.

4.4 OPERATING CHARACTERISTICS
4.4.1 EARLY GENERATION FACILITY
(a) UNIT STARTS

The notice required by the Sellerto s

over the range + 10%, to

ated MVA shall not be less

| be provided for the
chronising, complete with
shall be provided for the

the Plant shall be rated for

h on load tap changers with a
m export with the generator

r factor, with KPLC's System

S

t and reliable standby power
normal power supplies, such
ment which may be required

d integrated earthing and
erall Site.

telephone line to Olkaria |

he Seller shall provide one
ion on each of KPLC's control
e interconnected to any

c telephone system.

for data interconnections to

mputerised system for

ion of all plant

ower generation and

yments from KPLC to the

all also log all dispatch

unit, terminal and printer
system shall be provided to
communicating via telephone

tart up a binary energy



converter Unit (BEC) of the Early Gene ration Facility will vary

according to the length of time that t he turbine generator of the
binary energy Converter has been shut down. The Early Generation
Facility shall be able to start up the various components within

the following time periods:

SCOPE OF SHUTDOWN NOTICE REQ UIRED TO SYNCHRONISE
Early Generation Facility BEC 1 hour

Steam Field 6 hours

Wells 12 hours
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(b) UNIT LOAD RAMPING RATE
The maximum Unit load ramping rate dur ing synchronisation and a
load to full load under normal conditi ons shall be no more than 10%
of Unit rated capacity per minute.

(c) STEP LOADING

Any Unit shall be able to accept an in stantaneous load variation of
5% of rated capacity.

(d) LOAD REJECTION

Any Unit and the Early Generation Faci lity must remain in a safe
condition following a sudden full load rejection and must be
capable of re-synchronisation within 3 0 minutes.

(e) FREQUENCY LIMITATION

The frequency limitation of the Early Generation Facility for
continuous operation is between the ra nge 48.0 and 52.0 Hz.

(ff) POWER FACTOR
Each unit is capable of operating at R ated Capacity with a

generation power factor measured at th e generator terminals in the
range of 0.85 lagging to 0.90 leading.

(g) VOLTAGE LIMITS

The Early Generation Facility shall be capable of operating with
the variation of +/- ten percent (10%) at the generator terminals.
The Early Generation Facility will aut omatically trip if the

voltage exceeds this range.
4.4.2 PLANT

(a) UNIT STARTS

The notice required by the Sellerto s tart up a turbine generator
unit will vary according to the length of time that the turbine
generator has been shut down. The Plan t shall be able to start up

the various components within the foll owing time periods:



SCOPE OF SHUTDOWN NOTICE REQUIRED T
Generating Plant 3 hours from cold
Steam Field System 6 hours

Wells 12 hours
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(b) UNIT LOAD RAMPING RATE

The maximum Unit Load ramping rate dur
loading to full load under normal cond
ten percent (10%) of Rated Capacity pe

(c) STEP LOADING

Any unit shall be able to accept an in
five percent (5%) of rated capacity.

(d) LOAD REJECTION

Any Unit and the Plant must remain in
sudden full load rejection and must be
re-synchronisation within thirty (30)

(e) FREQUENCY LIMITATION

The frequency limitation of the Plant
between the range forty eight (48.0) a

() POWER FACTOR

Each unit is capable of operating at R
generation power factor measured at th
range 0.85 lagging to 0.90 leading.

(g) VOLTAGE LIMITS

The Plant shall be capable of operatin
percent (10%) of the voltage on the hi
step up transformers with no-load tap
Plant will automatically trip if the v
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PART B: THE SELLER'S CONNECTION FACILITIES IN
INTERCONNECTOR AND KPLC'S CONNECTI

1 TRANSMISSION INTERCONNECTOR

The Seller shall construct a single circuit Transmi

the Plant and the KPLC's Connection Facilities whic
Il power station 220 kV switchyard. The Transmissio
designed in accordance with existing KPLC design st
design criteria considering line design basis, prot
requirements, including inter-tripping requirements
this Schedule 2.

O SYNCHRONISE

, 1 hour from hot

ing synchronisation and
itions shall be no more than
r minute.

stantaneous load variation of

a safe condition following a
capable of
minutes.

for continuous operation is
nd fifty two (52.0) Hz.

ated Capacity with a
e generator terminals in the

g with variation of +/- ten

gh voltage terminals of the
changer in operation. The
oltage exceeds this range.

CLUDING THE TRANSMISSION
ON FACILITIES

ssion Interconnector between
h are located at the Olkaria

n Interconnector shall be
andards and criteria. The
ection and communication
are set out in Part C of



2 GENERATING UNIT PROTECTION DEVICES

The Units shall be equipped with the following prot
the Seller shall agree the necessary settings for t

(i) Stator Earth Fault;
(i) Negative Phase Sequence;
(i) Step up transformer over current and earth fa

(iv) High voltage busbar protection (if appropriat
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PART C: DESIGN CRITERIA - TRANSMISSIO

1 - TEMPERATURE LIMITS AND WIND LOADINGS

ection devices and KPLC and
hese:

ult; and

N INTERCONNECTOR

ITEM DESCRIPTION DETAIL

1. TEMPERATURES

1.1 Minimum temperature of conductors DEG.C -1

1.2 Maximum temperature of conductors DEG.C 75

1.3 "Everyday" temperature of conductors DEG.C 25

2. WIND PRESSURE

2.1 Wind pressure on projected area of conductor s, earth wires and insulators N/m(2) 383

2.2 Wind pressure on projected area of members o f one face of tower N/m(2) 690

2 - FACTORS OF SAFETY

MINIMUM

ITEM DETAIL FACTOR

CONDUCTORS

1. Conductors and earth wire at final maximu m working tension based on 3.0
ultimate nominal breaking load.

2. Conductors and earth wire in still air at ev eryday temperature final 5.0
tension based on ultimate nominal breaking | oad.

3. Anchor clamps and mid-span joints based on c onductor or earth wire 0.95
ultimate nominal breaking load.

INSULATORS AND FITTINGS

4. Tension set failing load based on conductor maximum working tension 3.0

5. Suspension set failing load based on the res ultant of maximum vertical 3.0
and transverse loadings under normal working conditions.

SUPPORTS

6. Steel towers under normal working conditions 2.5

7.  Steel towers under broken wire conditions. 1.25



8. Foundations under normal working conditions.

9. Foundations under broken wire conditions.
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3 - MINIMUM CLEARANCES

The following are the minimum clearances between li
objects, which correspond to the condition of maxim

still air or at maximum swing condition.

ITEM DESCRIPTION

3.1 Minimum clearances from Conductor in m:
(i) to normal ground

(i) to metal clad or roofed buildings, or o
man may occasionally stand

(i) to electric power line wires (line or ear

(iv) to telephone lines

(v) to paved roads

(vi) to railways

(vii) to be added to the above clearances to al
3.2 Minimum clearance from live metal to supp

(i) from 0-25 DEG. swing

(i) from 25 DEG. to 45 DEG. swing

3.3 Assumed maximum transverse swing from th
on straight line supports

34 Minimum clearance from live metal to eart
(i) in still air
(ii) jumper loops under 25 DEG. swing
3.5 Assumed maximum angle of swing from the v

3.6 Maximum shielding angle of earth wire (in
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4 - BROKEN WIRE CONDITIONS

MAXIMUM NUMBER
CONDUCTORS BROK EN

ITEM TOWER TYPE

4.1 Suspension, Single Circuit Any one phase o

reduced to 70%
for broken phas

25

15

ve conductors and other

um sag of conductor either in

ther buildings or structures upon whicha 5.

th) 4.
4.
8.
8.
low for conductor creep (at mid span) 0.

ort steelwork on suspension supports in mm:
220
210

e vertical of suspension insulator strings 45 D

hed metal at tension supports in mm:
220
210
ertical of jumper loops 25D

still air) on conductor at tower 0D

ANCE
kv

EG.

EG.

EG.

OF COMPLETE PHASE OR EARTH

r one earth wire (tension

of maximum working tension

e only).



4.2 Suspension, Double Circuit Any one phase a
phases (tension
working tension

4.3 All other tower types Any two wires,
working tension
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5 - SPAN LENGTHS

ITEM DESCRIPTION

5.1 Basic (design) span

5.2 Wind span (Suspension and (i) Nor
Angle Tension towers)
(i) Bro
Wind span (Terminal towers) Normal ¢

5.3 Weight span for Suspension towers (i) Nor
(i) Bro

Angle Tension towers (i) Nor

(i) Bro
Terminal towers Normal ¢
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6 - SUPPORT AND FOUNDATION DESIGN DATA
ITEM DESCRIPTION

6.1 SUPPORTS

6.1.1 Maximum ration of unsupported length of s
members to their least radius of gyration (

(& Main members
(b) Bracings
(¢) Redundants

(d) Bracings Loading in tension only
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7 - SUPPORT AND FOUNDATION DESIGN DATA

nd one earth wire or any two
reduced to 70% of maximum
for broken phases only)

phase or earth, at maximum

SPAN LENGTHS
(m)

370
mal condition 410
ken wire 310
ondition 220
mal condition 740
ken wire 560
mal condition 1110
ken wire 840
ondition 840
DETAIL
teel compression
L/R):
120
200
250
350



LIGH

CONCRE
ITEM DESCRIPTION BLOC
7.2 FOUNDATIONS
7.2.1 Assumed mass of earth resisting 160
uplift (kg/m(3))
7.2.2 Assumed angle to vertical of 3

frustum of earth resisting uplift

7.2.3 Assumed mass of concrete resisting 230
uplift (kg/m(3))

7.2.4 Assumed ultimate earth pressure 37
for standard foundation under
specified loadings, including
factors of safety (kN/m(2))

7.2.5 Ultimate adhesion value between 0.
galvanised steel and concrete,
including factor of safety
(N/mm(2))

7.2.6 Ultimate lateral earth pressure, 10
including factor of safety (for
chimney design) (kN/m(2)/m)

7.2.7 Ultimate plain concrete bearing 13.
stress (N/mm(2))

7.2.8 Minimum portion of sub loads to be 5
allowed for in the design of sub
cleats

7.2.9 Shear stress in rock (kN/m(2)) -
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8 - INSULATORS 220 kV LINES

ITEM DESCRIPTION S
8.1 Insulator Type Cap &
8.2 Insulator Material Glass
8.3 Minimum No. of units per string 15
8.4 Minimum Spacing 146 m
8.5 Lightning Impulse 1050

Withstand voltage of complete string
(minimum sea level value)

8.6 Minimum creepage
distance of String (normal) 5664
(in quarry areas) 6124

* Tension strings shall achieve those values wit
string.

T HEAVY
TE  CONCRETE

WATER-
SOFT LOGGED ROCK

K BLOCK ROCK SOIL ANCHOR

0 1350 1900

0 DEG. 30 DEG.

750 20

20DEG. 30DEG. 15

0 1850 2300 1350 2300
0 185 1100 150 2000
7 0.7 0.7 0.7 0.7
0 100 100 - 100
8 13.8 13.8 13.8 13.8
0% 50% 50% 50% 50%
- -- - - 50
DETAIL
USPENSION TENSION
Pin Cap & Pin
or Porcelain Glass or Porcelain

16
m 146 mm
kv 1050 kV

5664 mm*

6125

h one unit removed from the
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9 - 220 kV CIRCUIT BREAKER

A Circuit Breaker shall be installed on the outgoin
for Protection and Control of the Line.

9.1 TYPE

The Circuit breaker shall be of the SF6 type with i
spring operated mechanism.

Emphasis is placed on the need for reliability of d
continuous service with low maintenance costs. In t
mechanisms are the preferred type.

9.2 RATINGS

1200 A continuous rating and 31.5 kA, 3 sec. Circui
9.3 OPERATING DUTY AND PERFORMANCE
GENERAL

The requirements of IEC 60056 in respect of type te
making and breaking of faulty currents shall apply
breakers. Designs shall be suitable for interruptin
faults.

(i) TEST CERTIFICATES

Circuit breakers shall be covered by test certifica
short-circuit testing station certifying the operat
duties corresponding to the rated breaking capaciti

The test duty shall not be less onerous than the re
Test certificates or equivalent shall be submitted

(i) RATE-OF-RISE OF RESTRIKING VOLTAGE

Where not specifically stated in the test certifica
Tender, the Tenderer shall certify that the TRV to
subjected during the short circuit tests was the mo
could be imposed by the available test plant for a
of 1.5.

Any device incorporated in a circuit breaker to lim
rise of restriking voltage across the circuit break
to the Engineer's approval and full description of
given.
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(v) RECLOSURE DUTY

At 220 kV breakers controlling transmission lines a
be suitable for high speed single phase and delayed

Circuit breakers may be subject to several single s
cycles within quick succession upon the occurrence
with short reclaim timer settings. The Seller shall

g 220 kV line and dedicated

ndividual self contained

esign in order to give long
his respect, spring operated

t Breaker.

sts service operation and the
to all types of circuit
g three-phase ungrounded

tes issued by a recognized
ion of the circuit breaker at
es for the circuit breaker.

quirements of the standard.
with the tender.

tes submitted with the

which the circuit breaker was
st severe condition that

first phase-to-clear factor

it or control the rate of
er contacts shall likewise be
any such device shall be

nd transformer feeders shall
three-phase auto reclosure.

hot auto reclosing duty
of multiple faults coupled
state the minimum time



interval permissible between each auto reclose duty
current and advise the number of reclosing operatio
and maintenance becomes necessary.

The main contractor shall ensure the circuit breake
in the auto-reclose protection scheme.

(v) INTERRUPTING DUTIES

In addition to the requirements of IEC 60065 for in
circuit breakers shall be capable of coping with th
produced by the switching of low inductive currents
transformers magnetizing currents, or by the switch
associated with overhead line charging, cable-charg
be applicable. Circuit-breakers for these duties sh

type only.

Circuit breaker shall be capable of interrupting cu
short-line faults and the out of phase switching co
service.

The Seller should include a statement of the accumu
which the circuit breakers are capable of before ma

(vij BREAK TIME

In respect of 220 kV circuit breakers attention is

(vii) INSULATION CO-ORDINATION

The insulation strength across the open circuit bre
cent greater than the line to ground insulation str
switching surge and power frequency voltage conditi

9.4 OPERATING MECHANISMS

Circuit breakers mechanisms shall be "trip free" as
is recognized that it may be necessary for contacts
to opening to ensure satisfactory current interrupt

Each part of the operating mechanisms shall be of s
utilizing such materials as stainless steel, brass
to prevent sticking due to rust or corrosion. The o

as to reduce mechanical shock to a minimum and shal

operation due to fault current stresses, vibration
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An approved mechanically operated indicator shall b
breaker operating mechanism to show whether the cir
closed. Each phase shall incorporate a mechanical i
means of position indication where operating mechan
mechanical coupling between phases.

220 kV circuit breaker mechanisms shall be provided
order to facilitate duplication of trip coil initia

Where circuit breakers comprise three independent u
be possible to make independent adjustments to each
operation the three units shall make and break the
the event of any phase failing to complete a closin

be made for automatic tripping of all three phases
scheme shall be inbuilt within the circuit breaker.

at rated short circuit
ns allowable before lockout

r requirements are embodied

terrupting terminal faults

e interrupting duties
associated with reactors or
ing of capacitor currents
ing or capacitor banks as may
all be of the restrike-free

rrents associated with
nditions that may occur in

lative breaking capacity
intenance is required.

drawn to Clause 14.3.

aker shall be at least 15 per
ength for all impulse,
ons.

defined in IEC 60056-1. It
to close momentarily prior
ions.

ubstantial construction,

or gunmetal where necessary
verall designs shall be such

| prevent inadvertent

or other causes.

e provided on each circuit
cuit breaker is open or
ndicator or other approved
ism designs do not utilize

with duplicate trip coils in
tion.

nits as in this case it shall
unit. For three phase
circuits simultaneously. In
g operation, provision shall
of the circuit breaker. This
Indications for operation of



this condition shall be indicated locally, remotely

Power closing mechanisms shall be recharged automat

as soon as the circuit breaker has completed the cl
design of the closing mechanism shall be such that
operated inadvertently due to external shock forces
circuits, circuit breaker operation, or any other c

If a circuit breaker closing mechanism is not fully
operation within a pre-determined time after closin
be locked out and an alarm initiated.

The circuit breaker shall be provided with slow act
operating devices for inspection and maintenance pu
possible to slow close a circuit breaker when in no

9.5 OPERATING CUBICLES

Circuit breaker operating mechanism, auxiliary swit
control switches, control cable terminations, and o
shall be accommodated in sheet steel vermin-proof a
Where appropriate the cubicles may be free standing

Cubicles shall be of rigid construction, preferably
formed on a frame work of standard rolled steel sec
supporting steel work necessary for mounting on the
concrete foundations.

Bolts or carriage keys shall not be used to secure
fastenings shall be integral with the panel or door
locking. Doors and panels shall be rigid and fitted
material suitable for the climatic conditions speci

Cubicle shall be well ventilated through vermin-pro
gauze screen attached to a frame and secured to the
Divisions between compartments within the cubicles
air circulation. In addition, an anti-condensation

shall be provided and controlled by a single pole s
cubicle.
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Access doors or panels shall be glazed where necess
be viewed without opening the cubicles. The arrange
kiosk shall be such that access for maintenance or
possible with the minimum of disturbance of associa

Circuit breaker control position selector and circu
switches as specified shall be installed in the cub
from this position will be used under maintenance a

An approved schematic diagram of the part of the co
circuit breaker, identifying the various components
the circuit breaker and referring to the appropriat
instructions, shall be affixed to the inside of the
diagram shall be marked on durable non-fading mater
specified site conditions.
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and on SCADA.

ically for further operations
osing operation and the

the circuit breaker cannot be
resulting from short

ause.

recharged for further
g cycle, the mechanism shall

ing manually powered
rposes only. It shall not be
rmal service condition.

ches and associated relays,
ther ancillary equipment
nd weather proof cubicles.

folded by alternatively
tions and shall include any
circuit breaker or on

the panels or doors. All
and provision made for
with weather proof sealing
fied.

of louvers comprising a brass
inside of the cubicle.

shall be perforated to assist
heater of an approved type
witch mounted within the

ary to enable instruments to

ment of equipment within the
removal of any item shall be

ted apparatus.

it breaker operating control
icle. Circuit breaker control
nd emergency conditions only.

ntrol system local to the
within the cubicle and on

e drawings and maintenance
cubicle access door. The

ial suitable for the



10 - DISCONNECTORS AND EARTHING SWITCHES

Two 220 kV Disconnectors shall be installed, one on
220 kV Circuit Breaker. The disconnectors shall be

The Disconnector shall be rated at 1200 A, continuo
withstand.

The disconnector on the Line side shall be equipped
mechanically coupled or interlocked with the main d
earthing switch and main disconnector cannot be clo

Disconnecting and earthing devices shall be in acco

The disconnectors shall preferably be of the single
centre rotating post type or of the double rotating
break and shall be subject to approval. Circuit dis
rated at 1200 A continuous rating.

Disconnecting switches shall be designed for live o
required to switch current other than the charging
connections or load currents shunted by parallel ci

Service conditions require that disconnecting switc
continuous service for periods of up to two years i
specified and without operation or maintenance. The
rated load and short circuit currents without overh
end of the two year period the maximum force requir
operating handle to open a 3-phase disconnector sha

The earthing switch, when in closed position shall
rated short time current for three seconds without
welding. The Earth Switch shall be interlocked with
shall not be possible to close the earth switch whe

Disconnecting devices shall be interlocked with cir
disconnectors as necessary to prevent the possibili
current.

The Disconnectors and the Earth switch shall be equ
Interlocks to ensure safe operation. Each Disconnec
shall be equipped with a solenoid which will normal
mechanically blocking the operation of the Disconne
When all the conditions are right for safe operatio
Earth switch, the solenoid shall be energized via a
on the disconnector/earth Switch control box, there
or Earth switch to be operated to the closed of ope
shall only require to be energized at the start of

and shall not be required to remain energized in or
the open operation.

Operation of the Circuit Breaker shall not be permi
Disconnector Switches are under operation. Interloc
auxiliary switches.
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Also a mechanical Interlock shall be provided betwe
associated Earth Switch.

Disconnector operation mechanisms shall be of robus
fitted to ensure free action and shall be unaffecte
site. Mechanism shall be as simple as possible and

either side of the outgoing
motorized.

us rating and 31.5 kA, 3 sec.

with an Earth Switch,
isconnector so that the
sed at the same time.

rdance with IEC 60129.

throw double air break
post type with single air
connecting switches shall be

perations and will not be
current of open bus bars and
rcuits.

hes shall remain alive and in
n the climatic conditions
contacts shall carry their
eating or welding and at the
ed at the end of the

Il not exceed 340N.

be capable of carrying the
the contacts burning or
the Line CVTs such that it
n the line is energized.

cuit breakers and
ty of making or breaking load

ipped with Electrical

tor and the Earth Switch

ly be de-energised thereby
ctor or the Earth switch.

n of the Disconnector or the
push button switch mounted
by allowing the Disconnector
n position. The solenoid

the close or open operation
der to complete the close or

tted when the associated
k to be achieved by use of

en a Disconnector and the

t construction, carefully
d by climatic conditions at
comprise a minimum of bearing



and wearing parts. Approved grease lubricating devi
principal bearings which are not of self lubricatin

be housed in a weatherproof enclosure complete with
blocks and cable gland plates. All steel and mallea
supporting steelwork shall be galvanized.

The alignment and timing of primary and secondary ¢
with ease. Once achieved, continuous operation of t
losing the alignment or timing shall be guaranteed.
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11- VOLTAGE TRANSFORMERS

Voltage transformers shall be of the capacitor type
60044-2 and the requirements of this specification.

Capacitor type transformer shall be suitable for us
line carrier communication systems.

Ratings:
Rated Primary Voltage: 220 kV/[X]3
Rated Secondary Voltage: 110 V/[X]3

The rated Burden and Class shall be suitable for th
and other devices.

Separate sets of MCBs shall be provided at the CVT
Main 1 protection

Main 2 protection

Instruments, disturbance recorder, fault locator, e
Check Synchronizer Relay.

The Main 1 Protection and Main 2 Protection circuit
separate multicore cables from the VT to the Protec

A VT failure Alarm shall be provided for each set o
Voltage transformers shall be provided complete wit

structures such that the earthed end of all porcela
than 2440 mm above ground level.
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12 - CURRENT TRANSFORMERS

Current transformers shall comply with IEC 60044-1
specification.

Primary winding conductors shall be not less than 1
have a one second short time current rating not les
switchgear. Secondary windings of each current tran
one point only, in the relay panel.

Magnetisation and core loss curves and secondary re
provided for each type and range of current transfo

ces shall be fitted to al

g type. The mechanism shall
auxiliary switches, terminal
ble iron parts including the

ontacts shall be achieved
he disconnector without

and shall comply with IEC

e as line couplers for power

e connected Protection Relays

for:

tc.

s shall be segregated in
tion panels.

f MCBs.

h galvanized steel supporting
in insulators is not less

and the requirement of this

00 sg. mm section and shall
s than that of the associated
sformer shall be earthed at

sistance values shall be
rmer.



Ratings:

CT ratio: 1500-800-300/ 1 A, to match the remote

Core 1: 15 VA, 5p20 for Main 1 Protection

Core 2: 15 VA, 5p20 for Main 2 Protection

Core 3: 15 VA, 5p20 for Back-up Protection and
Failure Protection

Core 4. 15 VA, Cl 0.2 for Energy Metering

Core 5:  For Busbar Differential Protection. Sel
other CTs in the Differential Scheme

Current transformers for balance protective schemes
transformers where appropriate, shall have identica
magnetization characteristics to the approval of KP
instance. Where an existing balanced protective sys
Seller shall ensure that any additional current tra
matched on the existing equipment.

The Seller shall ensure that the capacity of the cu
adequate for operation of the associated protective

The CT cores for Main 1 and Main 2 protection shall
multicore control cables from the current transform
panels.

Where double ratios are specified it shall be possi
for each winding without alteration to the number o
shall be provided at the secondary terminals of the
indicating clearly the connection required for eith
and the ratio in use shall be shown on the appropri
diagram.

The Seller shall provide details of his method of ¢
current transformers for each type of protection sp
calculations for all current transformers for appro
starting manufacture.
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13 - SURGE ARRESTORS

Surge arrestors shall be the type employing non-lin
without spark gaps.

Arrestors shall be designed and tested in accordanc
IEC 60099-4.

Surge arrestors shall be housed in porcelain insula
extremes of the environment. The insulation shall h
distance of 25 kV/mm. Porcelain shall comply with |

The method of sealing against the ingress of moistu
proven in service and the manufacturing procedures
leak test which can be demonstrated to the inspecti

The internal components of arrestors shall be arran
voltage stresses, internal corona and to ensure min
with any conducting layer of pollutant on the outsi
Except where approved organic materials are not per

end CTs

Circuit Breaker

ler to specify to match

, including neutral current
| turns ratio and shall have
LC for each specific

tem is being extended, the
nsformers are correctly

rrent transformer provided is
devices and instruments.

be segregated in separate
er through to the protection

ble to select either ratio

f primary turns. A label
current transformer

er ratio. These connections
ate schematic and connector

alculating the outputs of the
ecified and shall submit
val by the KPLC before

ear metal oxide resistors

e with the requirements of

tors designed to withstand
ave a minimum creepage
EC 60233.

re shall be of a type well
shall include an effective
ng Engineer if required.

ged to minimize radial

imal capacitative coupling
de of the porcelain housing.
mitted.



Good electrical contact shall be maintained between
account of any thermal expansion and contraction of
during transport and erection, by installing a well

Good quality control of the manufacturing process o
ensured by rigorous testing procedures. The procedu
characteristics of the blocks area, and will remain
when new and throughout the anticipated life of the
selected at random by the Engineer for special test
manufacturer.

All surge arrestors shall be fitted with a pressure
prevent explosive shattering of the porcelain housi
arrestor failure and the arrestor shall have been t
and low current tests specified in IEC 60099-1.

Arrestors shall be supplied complete for installati
including insulating bases and surge counters, one
grading rings. The material used for terminals shal
the conductors to which they are connected.

Each arrestor shall be identified by a rating plate
requirements of IEC 60099. In addition an identific
permanently inscribed on each separately housed uni
that units can be replaced in the correct position
dismantled.

82

14 - PROTECTION AND CONTROL

14.1 MULTICORE CABLES AND SCHEMATIC DIAGRAMS

Protection and control schemes should, in general b
single 1.5 sq.mm [7/0.67 mm] cores. The Multi-core
Armour for mechanical protection.

This contract includes the preparation of cabling s
the approved routing of cores in the various cables
schedules and connection diagrams for all the cable
of equipment included in the project.

14.2 RELAY GENERAL REQUIREMENTS

All relays shall operate correctly within system fr
Hz.

Relays shall be approved types complying with IEC,
characteristics, be flush mounted in dust and moist
comply with IEC 60068 test classification 20/40/40.

Relays shall be of approved construction and shall
adjustments, testing and replacement can be effecte
and labour. Relays of the hand reset type shall be
without opening the case.

Electrically reset tripping relays shall be provide
system of control, such as for those circuits subje
control.

Relay contacts shall be suitable for making and bre
which they may be required to control in normal ser
the protective relays are unable to deal directly w

resistor blocks, which takes
the block, mechanical shock
proven clamping system.

f the resistor shall be

res shall ensure that the
within the specified limits
arrestors. Samples may be
s to be agreed with the

relief diaphragm which shall
ng in the event of an
ested according to the high

on in an outdoor switchyard
per phase and, if applicable,
| be compatible with that of

in accordance with the
ation mark shall be

t of a multi-unit arrestor so
in the event of them being

e based on the use of a
cables shall have steel

chematic diagrams, showing
, and detailed cable
s associated with each item

equency limits 47 Hz to 51

shall have approved
ure proof cases and shall

be arranged so that
d with the minimum of time
capable of being reset

d where necessitated by the
ct to remote supervisory

aking the maximum currents
vice but where contacts of
ith the tripping currents,



approved auxiliary contactors, relays or auxiliary

In such cases, the number of auxiliary contactors o
in tandem shall be kept to a minimum in order to ac
times. Separate contacts shall be provided for alar
Relay contacts shall make firmly without bounce and
mechanisms shall be as far as possible unaffected b
magnetic fields.

Relays, where appropriate, shall be provided with f
coloured where applicable. Flag indicators shall be
shall be capable of being reset without opening the
phase elements are included in one case, separate i
for each element.

All protection relays shall be of the numerical typ
provided must have facilities to download informati
to a remote Location via the available communicatio
associated Software shall be provided. Steps shall
circuitry from externally impressed transient volta
circuitry via connections to instrument transformer

The routing of cables should be such as to limit in

auxiliary supplies necessary to power solid state ¢
the main station battery and not from batteries int
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Relays with provision for manual operation from out
resetting, will not be accepted.

Relays, whether mounted in panels or not, shall be
inscribed labels describing their application and r
general purpose labels.

Attention is particularly drawn to the site climate
should be entirely suitable for duty under these co

To minimise the effect of electrolysis, relay coils
connected that the coils are not continuously energ
of the battery.

Relays shall be suitable for operation on 110 V nhom
without the use of voltage dropping resistors or di

The contractor shall provide detailed current trans
type of relay.

14.3 FAULT CLEARANCE TIMES

Overall fault clearance times i.e. from fault initi
not exceed the following:

MAXIMUM FAULT CLEARANCE TIME

TYPE OF FAULT MAXIM

Substation and transformer faults 110 m

Line faults

switches shall be provided.
r tripping relays operating
hieve fast fault clearance
m and tripping functions.
the whole of the relay

y vibration or external

lag indicators, phase

of the hand rest pattern and
case. Where two or more
ndicators shall be provided

e. The Numerical Relays

on to a PC and via a modem,
n system. One PC and

be taken to protect the

ges which could reach the

s or the station battery.

terference to a minimum. Any

ircuits shall be derived from
ernal to the protection.

side the case, other than for

provided with clearly
ating in addition to the

condition and relay designs
nditions.

operating on DC shall be so
ized from the positive pole
inal, 125 float dc systems

odes.

former requirements for each

ation to arc extinction shall

UM CLEARANCE TIME
V SYSTEM



(@) Upto 72% of the line length 100 m
(i.e. 90% of a distance relay
Done 1 reach assuming 80%
Zone 1 setting

(b) From 72% to 100% of line length 130 m
Plus protection
Signalling time

These requirements shall be fulfilled under all sys
maximum dc current offset and shall include any tim
capacitive voltage transformers.
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14.4 LINE PROTECTION
14.4.1 DISTANCE PROTECTION

Distance protection for 220 kV lines shall comprise
by OrPower 4 in Olkaria Ill Substation operating in
teleprotection channels over fibre optic circuits.
operate in a permissive overreach mode over a telep

The distance relay shall operate for all types of p
Separate phase and earth fault distance measuring e

Common elements with transfer switching arrangement

and earth fault compensation features shall be inco
distance measurements for all types of fault and to
path of earth faults on the system.

Zones 1 and 2 shall operate only for faults in the
circumstances shall the relay operate for reverse f
supplied to the relay falls to zero on all three ph
for polarising relays to deal with faults close to
provided.

Zone 3 shall not be non-directional and shall be ca
off-set in both directions.

Starting shall be by impedance relays; overcurrent
accepted. The relay characteristic shall cover the
longest line emanating from the remote station taki
account.

The starting relays shall not operate during maximu
single phase to earth fault coinciding with maximum
starting relay associated with the faulted phase sh

The reach of each measuring zone and starting relay
adjustable by suitable steps across the setting ran
shall be adjustable between approximately 40 and 85

Zone 2 and Zone 3 shall have a delay setting range
to 5.0 seconds respectively.

The sensitivity of the protection shall be adequate
minimum plant and single outage conditions and shal
rated current. The relay characteristic shall ensur
resistance cover under all conditions.

The operating time of each zone shall be substantia

tem conditions including
e delay caused by the use of

one distance relay installed
conjunction with

The distance Protection shall
rotection signalling channel.

hase and earth faults.
lements shall be provided.

s will not be accepted. Phase
rporated to ensure accurate
allow for variation in the

protected direction. Under no
aults even when the voltage
ases. Details of methods used
the relaying point shall be

pable of being independently

starting will not be
protected line plus the
ng current infeed into

m power transfer. During
power transfer, only the
all operate.

shall be individually
ge. The characteristic angle
degrees.

of 0.1 to 1.0 second and 0.5

for definite operation under
I not exceed 30 per cent
e adequate earth fault

lly independent of fault



current magnitude. The operating times shall be sta
Particulars and, in addition, curves shall be provi
line and source impedance, fault position and opera
operating time.
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A feature shall be incorporated to ensure instantan
that the circuit breaker is closed into a fault on
line. This feature will be enabled by the absence o
appropriate time delay.

A monitoring system shall be provided to supervise
supply to each distance relay. | the event of loss
monitoring system shall inhibit relay operation and

The distance relays shall incorporate indicators to
relay tripped, the phases or phases faulted and whe
by a teleprotection signal. Indication must not be
auxiliary supply failure.

In addition to tripping contacts, the protection sh
initiating single pole and three pole auto-reclosin
recorders, signalling and alarms. The protection fo
suitable for single pole tripping and for use in th
reclosing scheme.

Where appropriate the protection and associated aut
incorporated whatever means are necessary to ensure
starting elements in the healthy phases of the faul
elements on the parallel circuit remain reset and a
which flow in the healthy phases and parallel circu
reclosure dead time. Additionally, the inter-phase
the faulted circuit shall be stable in the presence
fault. The methods used to ensure correct stability
during single phase dead times and during fault con
prejudice the ability of the protection and auto-re
faults during the dead time and reclaim time in the
14.5.

The distance protection scheme in permissive mode s
feature to facilitate tripping of the local circuit

occurs when the remote end disconnector is open or
has not started. Suitable timers shall be included
send when the circuit breaker is open and to remove
time, sufficient for tripping to occur, has elapsed

The distance protection shall remain in service whi
open so as to afford instantaneous protection to th
busbar side of the line disconnector. For this purp

auxiliary switches shall be used to isolate the CVT
relay.

POWER SWING BLOCKING

The 220 kV distance relays shall incorporate power
Function Characteristic, Power swing blocking shall
with the distance relay impedance starter or zone 3
where it is possible to shape the zone 3 or starter
swing blocking Function characteristic shall also b

Where zone 3 is set reverse looking as directional
outer characteristic shall be capable of being set

ted in the Schedule of
ded showing the effect of
ting current on the relay

eous tripping in the event
a previously de-energised
f line voltage with an

the voltage transformer
of one or more phases, the
initiate an alarm.

show the zone in which the
ther operation was assisted
lost in event of a DC

all have, contacts for

g, fault locators, fault

r the 220 kV feeder shall be

e single and three phase auto

o-reclose equipment shall
that all measuring and

ted line and all measuring

re unaffected by the currents
it during the single phase
fault measuring elements on
of a heavy close-up earth

of healthy phase elements
ditions shall in no way
closing scheme to respond to
manner described in Clause

hall include an "echo"
breaker if a line fault

the remote end distance relay
to prevent continuous carrier
the "echo" signal after a

le the line disconnector is

e primary connections on the
ose line disconnector
connections to the distance

swing blocking Function
encompass and be concentric
characteristic. Similarly
characteristic the power

e capable of similar shaping.

mho, the power swing blocking
concentric with the zone 2



mho characteristic.
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Facilities shall be provided to block zones 1, 2 an
required.

Blocking logic shall be derived by determining the
impedance of the power swing locus to pass from the
swing to the distance relay starter characteristic.
place until the apparent impedance has passed throu
the time has expired.

The associated time delay relay shall have a settin

The setting range of the power swing function chara
least be adjustable over the same range as the dist
characteristic.

Reset times shall be short to ensure the distance r
role as soon as possible following a power swing.

Power swing blocking shall be inhibited if an earth
swing.

If the associated VT supplies are lost due to VT fa
blocking Function shall not operate.

DIRECTIONAL EARTH FAULT RELAY

To achieve discriminate clearance of high resistanc
protection specified in Clause 14.4.1 shall be supp
directional earth fault [DEF] function operating in
teleprotection channels over multiplexed fibre opti
overreaching transfer trip of blocking mode selecta
two DEF relays shall preferably be provided by diff

The protection shall utilise different teleprotecti
protection specified in Clause 14.4.1.

DEF relays shall be polarised by zero sequence volt
shall be adjustable between approximately 5 and 20%
characteristic angle of 60 degrees is preferred but
considered.

To prevent maloperation under current reversal cond
clearance on the parallel circuit, the scheme shall
other suitable means.

An adjustable time delay relay shall be provided to
operate before the DEF relay for earth faults havin
which lie with the relay Zone 1 characteristic. A f
from 0-10 seconds shall be provided to enable the r
back-up protection for high resistance faults indep
equipment. Auto reclosing shall be blocked in this
selectively enable to disable the DEF Back-up funct

The DEF scheme in permissive mode shall include an
tripping of the local circuit breaker if a line fau
disconnector is open or when the remote end DEF fun
Suitable timers shall be included to prevent contin
circuit breaker is open and to remove the "echo"

d 3 of the distance relay as

time taken for the apparent
characteristic of the power
Blocking shall not take

gh the characteristics and

g range of 50 - 250 msecs.

cteristic angle shall at
ance relay zone 2 or zone 3

elay reverts to its normal
fault occurs during a power

ilure the power swing

e earth faults, the distance
lemented by an in-built
conjunction with

¢ links in a permissive

ble on site. At 220 kV, the
erent manufacturers.

on channels to the distance

age. The relay sensitivity
rated current. A relay
alternative angles will be

itions, during fault
include time delay relays or

allow distance protection to
g values of arc resistance
urther time delay adjustable
elay to provide remote
endently of carrier

case. It shall be possible to
ion.

"echo" feature to facilitate

It occurs when the remote end
ction has not started.

uous carrier send when the
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signal after a timer, sufficient for tripping to oc
signal shall not be initiated by a single pole trip

Selection facilities are required to either block o
pole delayed auto reclose as desired.

14.5 220 kv AUTOMATIC RECLOSING

Three pole and/or single pole, single shot repetiti
shall be provided for 220 kV overhead line circuit

The scheme shall be specifically designed for subst
circuit breakers are associated with a single line
included to enable the scheme to function as specif
circuit breakers is inoperable for any reason, and
pole reclosing of the circuit breakers.

Reclosure shall be initiated following tripping by

in Zone 1 or in conjunction with teleprotection rec
delayed auto-reclosing shall also be initiated by t
protection. Reclosure shall not be initiated in the
fault, nor any type of fault in the second or third
direct overtripping signal is received, nor when th
onto a fault on a previously de-energized line. The
shall be selectable by means of a switch or switche

(a) Single pole, high speed, auto-reclose. Auto-rec
in the event of a single phase to earth fault. All
result in three phase tripping without auto-reclosi

(b) Three pole delayed reclosing. Delayed reclosing
the event of a single phase or two phase fault. Thr
in tripping without auto-reclosing.

(c) Single pole, high speed and/or three phase dela
appropriate. Single pole, high speed auto-reclosing
the event of a single phase-earth fault and delayed
event of a two phase fault. Three phase tripping wi
place for three phase faults.

(d) No auto reclosing. Three phase tripping without
place for any type of fault.

If a second earth fault occurs during the single po
three phase tripping with subsequent delayed three
place. If the auto-reclose selector switch is in th
three phase tripping with lockout should follow.

The high speed and delayed reclosing dead times hav

equipment being provided at the remote substation.
follows:

High speed single pole reclose dead time - 0.3 to 3

Delayed three pole reclose dead time - 3to 30
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The reclaim time i.e. the time period following the

cur, has elapsed. The echo

r allow initiation of three

ve auto-reclosing equipment
breakers.

ation layouts in which two
end. Suitable logic shall be
ied if one of the associated

to prevent simultaneous three

the distance relay operating
eive signal. Three pole

he directional earth fault
event of a three phase
back-up zones, nor when a
e circuit breaker is closed
following modes of operation
s:

lose shall be only initiated
other types of faults shall

ng.

shall only be initiated in
ee phase faults shall result

yed, auto-reclosing as
shall be initiated only in
reclosing initiated in the
thout re-closing shall rake

auto-reclose shall take

le auto-reclose dead time,
pole auto-reclose shall take
e single pole reclose mode,

e to be co-ordinated with the
Tentative ranges are as

seconds
seconds

automatic reclosing of the



circuit breaker, during which further faults result
lockout, shall be chosen to match the duty cycle of
assuming the shortest available dead time is chosen
however, be less than five seconds, and the reclaim
180 seconds. (The reclaim time commences at the ins
given to the circuit breaker and, therefore, includ
closing time).

The closing command shall be limited to two seconds
reclosing equipment shall be automatically reset wi
timer. The reclosing equipment shall also reset if
synchronism check conditions are not satisfied with
the check relays being energized.

A counter shall be provided to record the number of

Reclosing schemes shall include voltage monitoring
relays as appropriate.

For dead line charging, voltage monitoring relays s
the line and busbar and permit three pole reclosing
de-energised and the busbar is energised. The line
de-energised when the voltage is less than twenty p
the busbar is considered to be energised when the v
percent of rated voltage.

(A signal shall be provided from the dead line chec
the line earth switches to prevent the switches bei

When a voltage is present on both sides of a circui
check relay shall monitor the magnitudes of the two
circuit breaker and the phase angle and slip freque
Closing shall only be permitted when these are with

Check synchronising relays shall comply with the re
The same relays may be used as for manual closing.

14.6 BACK-UP OVERCURRENT

Inverse definite minimum time overcurrent and/or ea
provided where specified. They shall be of Numeric
standard inverse characteristic according to IEC 60

Relays should have adjustable settings for both ope
design of the relay being such that the setting adj
on load without taking the relay out of service. Th
for phase faults shall be 50-200 per cent of rated
longer than 25 per cent intervals and the time mult
steps of 0.025.
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The relays shall be thermally rated such that the o
the highest practical current levels on any combina
multiplier settings shall not exceed the thermal wi

14.7 BREAKER FAILURE PROTECTION
Breaker failure protection shall be included for th
The breaker failure protection on a circuit breaker

the other protection devices which normally initiat
In the event of the circuit breaker failing to open

in three phase tripping and
the circuit-breakers,

. The reclaim time shall not,
time range shall extend to
tant the reclose command is
es the circuit breaker

, after which time the
thout resetting the reclaim
dead line check or

in a predetermined time of

reclosures.

and check synchronising

hall check the condition of
only when the line is

is considered to be

ercent of rated voltage, and
oltage is greater than eighty

k relays for interlocking of
ng closed onto a live line).

t breaker, the synchronism
voltages across the open
ncy between these voltages.
in prescribed limits.

quirements of Clause 14.2.

rth fault relays shall be
type and shall have a
255.

rating current and time, the
ustments can be carried out
e range of current settings
current with tappings no
iplier setting shall be in

perating time of the relay at
tion of current and time
thstand time of the relay.

e 220 kV circuit breaker.

shall be initiated by all
e tripping of that breaker.
within a pre-selected time,



the breaker failure protection shall instigate trip
breakers. It shall also incorporate provision for i
remote infeeds, via teleprotection channels over fi
Links, as appropriate.

The position of each circuit breaker shall be monit
relays fed from the back-up protection current tran
shall be connected in series in a "two out of two"
have an operating time of approximately 10 msecs, a
less than 15 msecs. The relays shall be capable of
position continuously and carrying twice the circui

The operating time of the breaker failure protectio
of timers with ranges of 50 to 500 msecs. There sha
breaker. The timer tripping outputs shall be connec
arrangement and shall energise both tripping coils
breakers. The timers shall be of static numeric des

The circuit Breaker Failure Protection Relay or Sch
employ both the Current Check and the Circuit Break
for correct operation of the Circuit Breaker Failur

Initiation and Tripping of the Circuit Breaker Falil
interlocked with the Circuit Breaker busbar disconn
Transformer Isolator. The Circuit Breaker Failure P
Tripping and initiating Breaker failure schemes for
Circuit Breakers shall be self reset. Circuit Break
however be electrically reset.

Incoming Breaker Failure Direct Inter-tripping comm
substation shall be interlocked with the status of
D.T.T. command shall not trip the circuit breakers
open position.

14.8 DISTURBANCE RECORDER AND FAULT LOCATOR

The 220 kV feeder shall be monitored by a disturban
graphically the currents and voltages during fault
operation of protective relays.

The following facilities should be provided:

[a] Analogue channels to record voltages and cu
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[b] Digital channels to record chronologically

[c] Alarm contacts to indicate "disturbance rec
"disturbance recorder failure" in the Contr

[d]  Pushbutton to manually initiate recording o
well as the digital signals.

[e] Memory for recording currents and voltages
occurrence of the fault.

[fl Provision to adjust the recording period to
trip-autoreclose-trip cycle.

[0 Device which records the precise time of th
the nearest milli-second.

ping of all adjacent circuit
nitiating tripping of any
bre optical communication

ored by two sets of current
sformers. The relay outputs
arrangement. The relays shall
nd a consistent rest time of
remaining in the operated

t rated current continuously.

n shall be selected by means
Il be two timers per circuit
ted in a "two out of two"

of the adjacent circuit

ign to minimise our travel.

eme employed shall be able to
er Closed Status Criterion

e Protection.

ure Protection shall be

ectors and the 220 kV Power
rotection Contacts for

adjacent as well as remote
er Lock-out Relays shall

ands from the remote
the bay disconnector. The
if the bay disconnector is in

ce recorder to record
conditions as well as the

rrents.

relay operations.

order operating" and

ol Room.

f currents and voltages as
ten cycles prior to the

cover a

e occurrence of the fault to



The disturbance recorder shall be a numerical devic
memory to store a large number of events.

The memory capacity supplied shall equal what is ge
market at the time of tender from leading manufactu
recorders.

FAULT LOCATION:

The disturbance reorder shall be a distance to Faul
distance to fault shall be displayed in kilometres
Disturbance Recorder LCD Display.

14.9 TRIPPING RELAYS

A Self reset Trip Relay shall be provided for each
heavy duty type suitable for panel mounting.

A Lockout, Electrically reset Trip relay shall be p
protection.

Relay operating time shall not exceed 10 ms from in
operating coil to contact close.

14.10 AUXILIARY VOLTAGE OPERATING RANGE

DC relays, coils, elements, etc. will be operated f
which under float charging conditions operates at 1
coils, elements, etc. shall be suitable for operati
121 to 88 volts i.e. 110V-20% +10%.

14.11 PROTECTION SETTINGS

Relay settings for all unit type protective schemes
be submitted to KPLC prior to commissioning of the
Transmission Interconnector for approval. Settings
those relays and other equipment provided under thi
which do not require an intimate knowledge of exist
circuit breaker fail relays. Details calculations s

the recommended settings.

The back Overcurrent and Earth Fault Relays shall b

Time-Current characteristics for IEC 60255 or BS 14
ensure coordination with other relays existing at O

91

14.12 220 kv CONTROL PANEL

One panel shall be installed at Olkaria Il Control
shall be equipped with the following equipments and

A mimic of the Switchyard design incorporating the
llluminating discrepancy control switches for circu
disconnector. Semaphore indicators for the hand ope
Earth switch.

Override/On/Off key selector switch for the 220 kV

Control selector switch for Supervisory/Remote cont
motorised disconnector.

e and shall have adequate

nerally available in the
rers of disturbance

t Location Facility. The
of line length on the

phase. This shall be of the

rovided for the line

itiation of trip relay

rom a 110 V rated DC battery,
20 volts. DC operated relays,
on over a voltage range of

and for distance relay shall
Olkaria 1l substation and
shall also be provided for

s Section of the Contract
ing relay settings e.g.

hall be provided supporting

e set using Normal Inverse
2. The Relay shall be set to
Ikaria Il substation.

room. The control panels
devices:

following:

it breaker and motorised
rated disconnector and Line
Circuit Breaker.

rol of circuit breaker and



Multi-way alarm Annunciator Relay, complete with ac
facilities. The Annunciator Relay shall provide for
220 kV Line Protection.

Instruments for 220 kV Line
MW meter:

MV Ar meter:

Ammeter:

Voltmeter with selector switch.

14.13 PROTECTION RELAY PANELS

Three Protection panels shall be provided as follow
Main 1 Protection

Main 2 Protection and Back-up Protection

Circuit Breaker Failure Protection and Autoreclose
Circuit Supervisory to be located in this panel.

110 V DC CHARGER AND BATTERIES

Duplicate sets (A & B) of 110 V DC Charger and batt
installed in Olkaria 11l Control Room.

The Charger and Batteries shall be appropriately ra
Protection and Control duties. Distribution Board w
shall be provided.

48 V DC CHARGER AND BATTERIES

Duplicate sets (A & B) of 48 V DC Charger and batte
installed in Olkaria 11l Control Room.

The Charger and Batteries shall be appropriately ra

communication duties. A distribution Board with app
provided.

92

415V AC AUXILIARY SUPPLY

415 V AC Distribution Board shall be provided at Ol
outlets for the required applications

Two sources shall be connected to the Board through
system.

Intentionally blank

cept, reset and lamp
all alarms required for the

Relay. Trip Relays and Trip

eries shall be provided and

ted for the required

ith appropriate switchgear

ries shall be provided and

ted for the required
ropriate switchgear shall be

karia 11l with adequate

an Automatic Change-over

14.14 OPGW, COMMUNICATION EQUIPMENT AND SCADA REQUIREMENTS

This section covers the Summary of Supply and Insta
telephones, tele-protection and SCADA equipment for
control, operation and maintenance of the transmiss

COMMUNICATION SYSTEM

Optical fibre communication link is required from O
Olkaria Il substation. At Olkaria Il it shall be in
existing communication System to Nairobi North and
Centre.

The optical fibres shall be optical ground wire (OP

llation of communications,
the efficient supervision,
ion system.

lkaria Il substation to
tegrated by KPLC into the
to the National Control

GW) to be installed on the



220 kV Interconnector from Olkaria Il to Existing

The system shall consist of 12-Fibre, dual window s

accordance with the ITU (T) recommendations OPGW ov

route.
SDH STM-1 optical terminal equipment

Communication equipment of Olkaria Il end will be |
substation control room.

SDH STM-1 multiplexing equipment providing protecti
communications, including all necessary interface c
new protection. SCADA and voice signals installed u
any existing services which the client required to
fibre.

Lead in cable at Olkaria Ill Substation connecting
equipment.

DC power supplies by KPLC and OrPower 4 each at its

Spare fibres will be terminated in the building in
their future use.

TERMINAL EQUIPMENT

The terminal equipment for the Fibre Optical Commun
installed at Olkaria Il substation. This shall all
SCADA, Speech and Teleprotection Signals to Olkaria
equipment shall match the Interface Equipment at Ol
by KPLC into the existing communication system at O
National Control Centre located at Juja Rd Substati
mounted in enclosed buildings at Olkaria Ill. No in
used.
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LINE DIFFERENTIAL PROTECTION
This will use dedicated fibres.
SPEECH EQUIPMENT

A PABX exchange equipment already existing at Olkar
connect two extensions from this exchange to Olkari
proposed communication link. However in case the eq
requires expansion to accommodate the additional te
be carried out by KPLC. Seller shall provide the te

REMOTE TERMINAL UNITS
A Remote Terminal Unit RTU shall be installed at Ol
purposes of Supervisory or the Substation as well a

substation Equipment.

The Philosophy of Status, Alarms, Control and Measu
i.e. type and Numbers shall be followed, and mutual

The RTU shall be microprocessor bases and capable o
at Olkaria Il Power Station and Substation.

All status inputs whether events or alarms of at le

Olkaria Il Substation.

ingle mode fibre in
er the transmission line

ocated in existing Olkaria Il

on. SCADA and voice
ards. This will provide for
nder this project as well as
be carried on the optical

the PGW to the terminal

side.

such a way as to facilitate

ication link shall be

ow connection of Data for

Il substation. This

karia 1l to allow integration
Ikaria Il and hence to

on in Nairobi, to provide
termediate repeaters will be

ia ll. It's proposed to

a |l substation through the
uipment at Olkaria Il
lephone extension, this shall
lephone sets at Olkaria Ill.

karia Il Substation for
s the control of the

rements connected to SCADA

ly agreed by the parties.

f handling all the facilities

as 20 milliseconds duration



must be captured and no power system data lost. The
totally compatible, and capable of being integrated
The new RTU supplied under this contract shall supp
minimum requirements, they shall fully support the
SINDAC RTUs and also the IEC 870-5-101 protocol to
to a different master station in the future.

The Seller shall state all the protocols supported
install and the means by which the protocol used by
later date.

In the event of loss of dc to the RTU, internal bat
required to maintain any volatile memory for severa
that require reloading of the RTU memory for whatev
should be simple without the need for sophisticated

For the purposes of RTU testing, self diagnosing fa
incorporated and visual indication, by means of lig
fault conditions shall be required.

A SCADA interface Marshalling cubicle shall be supp
system data i.e. status indication alarms, analogue
control outputs, etc. to the RTU. This cubicle shal
analogue inputs and interposing relays for control

48 volts DC power supplies shall be supplied to pow
relays, telephones equipment.
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SCOPE OF WORK

The contractor shall include detailed system design
installation, testing, commissioning, remedying of
works during the defects liability period and any i
the proper completion of the work in accordance wit
Detailed requirements are as follows:

System design - the system design and preparation o
approval of the Engineer

Supply and installation of fibre optic lead-in cabl
hardware and splicing

Supply and installation of lead in cables to the eq
Supply and installation of fibre optic terminal and

Supply and installation of supervisory management s
relevant distribution frame(s)

Supply and installation of DC power supplies in Olk

Factory testing of the terminal equipment and super
OrPower 4 supplied equipment.

Testing and commissioning of the systems up to the
I.

Multiplexed signals for permissive and direct inter
circuits.

RTUs supplied must be

with the existing system.

ort multiple protocols. As a
protocol used by the existing
enable them to be connected

by the RTU they propose to
the RTU can be changed at a

tery back-up shall be

I hours. However for system
er reason the procedure
loading or test equipment.
cilities should be

ht emitting diodes (LEDs), of

lied to interface all power

s, interposing relays for

| also house transducers for
outputs.

er the RTU, interposing

, manufacture, supply,
defects, maintaining the
ncidental work necessary for
h this contract.

f contractor's drawings to

es including mounting

uipment terminals.
multiplexing

ystem and cabling to the

aria 1l only.

visory prior to delivery of

terminal equipment in Olkaria

-trips for the 220 kV



CONTROL ROOM

A Control Room shall be constructed to house Protec
well as communications equipment and Auxiliary supp
KPLC.

The Control Room shall have the following areas:

Protection Panels area
Communication equipment area
110V & 48 V DC Charger area
110 V & 48 V DC Battery area

The designated areas shall be approximately sized t
equipments.
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PART D: METERING EQUIPME
1. METERING SYSTEM

(8 KPLC shall, at its expense, procure and pro
back-up metering equipment (the "Back-Up Me
Early Generation Facility and the Plant, an
the same for KPLC and once the Seller has i
shall own and maintain it. The Seller shall
install, own and maintain the principal met
Metering Equipment") for the Early Generati

(b) KPLC shall provide and install a strip char
continuous recording of the Net Electrical
Such Net Electrical Output and Reactive Pow
appropriate magnetic media or equivalent, w
to compute adjustments to the Capacity Paym
5. Upon installation, such strip chart reco
of the Metering System.

(c) The metering points to record the MWh and M
Seller and KPLC shall be shown on Figures 3
voltage transformers will measure current a
high voltage terminals of the step-up trans
Generation Facility and of the step-up tran
the Early Generation Facility does not have
the current and voltage transformers will b
Interconnection Point as possible. The mete
located within the switchyard in a building
cubicles, control and metering panels and c
photographic facilities will be provided by
verification process for monthly meter read

(d) The Main Metering Equipment and the Back-Up
(collectively called the Metering System) s
international standard providing a measured
each individual component.

2. INSTALLATION OF METERING SYSTEM

(&) Subject to Section 2(b), the Seller shall,
Metering System on the Early Generation Sit
to be agreed upon by the Parties, and upon
right, title and interest in the Back-Up Me
charges and encumbrances. Prior to the inst

tion and Control panels as
ly equipment belonging to

0 accommodate the respective

NT

vide to the Seller the
tering Equipment") for the
d the Seller shall install
nstalled the system KPLC
, at its expense, procure,
ering equipment (the "Main
on Facility and the Plant.

t recorder and shall make a
Output and Reactive Power.
er shall be recorded on

hich recording shall be used
ents as provided by Schedule
rder shall constitute a part

varh exchange between the
and 4. The current and

nd voltage on the outgoing
former of the Early

sformers of the Plant. Where
step up transformers then

e located as close to the

rs owned by KPLC will be
housing all marshalling
ommunication equipment. Any
the Seller as part of the
ings.

Metering Equipment
hall be to a mutually agreed
accuracy of +/- 0.2% for

at its expense, install the

e and the Site at locations
completion convey to KPLC all
tering Equipment free of all
allation by the Seller of the



Metering System, the Seller will deliver to
and the metering plan of the Early Generati
KPLC's approval. KPLC will provide written
scheme and the metering plan within thirty
The Seller will incorporate KPLC's comments
(30) day period into the protection scheme
deliver final copies to KPLC. KPLC will app
plan within fifteen (15) days or notify the
approve the scheme and plan, giving its rea
not give reasons for not approving the sche
fifteen (15) day period, KPLC shall be deem
scheme and plan. Upon
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approval by KPLC, the Seller will complete
installation of the Metering System. Such i
completed not later than fifteen (15) days

to begin initial testing of the Early Gener
The Seller shall provide KPLC with thirty (
and KPLC shall have the right to observe an
of the Metering System. KPLC shall be notif
(15) days prior to, and shall have the righ
installation of the Back-up Metering Equipm

(b) If the Back-up Metering Equipment is not pr
at a reasonable time taking into account th
then KPLC shall reimburse the Seller for al
incurred by the Seller for the acquisition
Equipment. Together with an invoice for rei
provide reasonable documentation of the exp

purchase of the Back-up Metering Equipment.

with the first scheduled payment made pursu
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PART E: DELIVERY POINT

The Delivery Point for the Early Generation Facilit
33 kV generating bus as shown on Figure 3.

The delivery point for the Plant is the OrPower sid
LD-3 as shown on Figure 4.
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PART F: RATED CAPACITY

The Rated Capacity of the Plant and of each Unit sh

Capacity in MW (at reference conditio
(see Note (1)), measured by the Meter

Plant 48.0
Unit Number

KPLC the protection scheme
on Facility and the Plant for
comments on the protection
(30) days of their receipt.

received during such thirty
and the metering plan and
rove the final scheme and

Seller that it does not
sons therefor. If KPLC does
me and plan within such
ed to have approved such

the design and commence
nstallation shall be

prior to the scheduled date
ation Facility or the Plant.
30) days advance notice of,
d inspect, the installation
ied not less than fifteen

t to observe, the

ent by the Seller.

ovided to the Seller by KPLC,
e Construction Programme,

| reasonable expenses

of the Back-up Metering
mbursement, the Seller shall
enses incurred for the
Payment shall be due along
ant to Clause 11.

y is at the early generation

e of the Line Disconnector

all be:

ns
ing System) Comments



Unit 1 4.0 Note (2)
Unit 2 4.0 Note (2)
Unit 3 3.0 Note (2)
Unit 4 12.33
Unit 5 12.33
Unit 6 12.33

Notes:
1. Reference Conditions are specified in Par t A of Schedule 2.

2. Already tested as part of the Early Gener ation Facility.
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FIGURE 1

GENERAL MAP OF THE ARE A

(See Page )
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FIGURE 2

MAP SHOWING LICENCE ARE A

(See Page )
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FIGURE 3

EARLY GENERATION FACILITY DR AWINGS

(See Page )
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FIGURE 4

PLANT DRAWING

(See Page )
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SCHEDULE 3: MAINTENANCE ALLOWANCES OF THE EARLY GERRATION FACILITY AND THE



PLANT

Early Generation Facility (at 12 MW)

Plant (at 48 MW)

Contract Contracted  Annual Scheduled Con tract Contracted Annual Scheduled
Year Capacity Maintenance Allowance Y ear Capacity Maintenance Allowance
(kw) EGSMA (kWh) (kW) SMA (kWh)
1 12,000 2,016,000 1 48,000 8,410,000
2 12,000 2,016,000 2 48,000 8,410,000
3 12,000 2,016,000 3 48,000 8,410,000
4 12,000 2,016,000 4 48,000 8,410,000
5 12,000 2,016,000 5 48,000 8,410,000
6 12,000 2,016,000 6 48,000 8,410,000
7 12,000 2,016,000 7 48,000 8,410,000
8 12,000 2,016,000 8 48,000 8,410,000
9 12,000 2,016,000 9 48,000 8,410,000
10 12,000 2,016,000 10 48,000 8,410,000
11 12,000 2,016,000 11 48,000 8,410,000
12 12,000 2,016,000 12 48,000 8,410,000
13 12,000 2,016,000 13 48,000 8,410,000
14 12,000 2,016,000 14 48,000 8,410,000
15 12,000 2,016,000 15 48,000 8,410,000
15 12,000 2,016,000 15 48,000 8,410,000
17 12,000 2,016,000 17 48,000 8,410,000
18 12,000 2,016,000 18 48,000 8,410,000
19 12,000 2,016,000 19 48,000 8,410,000
20 12,000 2,016,000 20 48,000 8,410,000

The Contracted Plant Capacity is the result of the

The Annual Scheduled Maintenance Allowance for the
for the Plant, EGSMA and SMA, set forth in this Sch

a Scheduled Maintenance Allowance for each month, E
such Contract Year using the planned maintenance pr
Seller to KPLC in accordance with
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Clause 9.3 of this Agreement such that the total of
Contract Year will equal the Annual Scheduled Maint
Contract Year. The Scheduled Maintenance Allowance
in the calculation of the Capacity Payment for such
Schedule 5. The Annual Outage Allowance for the Ear
shall be set as zero point zero eight (0.08) or eig
Annual Outage Allowance for the Plant shall be set
(0.04) or four percent (4%). This shall be used in
Unscheduled Maintenance Allowance as set out in Sch

For the Early Generation the Contract Year 1 starts

Commercial Operation Date and for the Plant the Con
Full Commercial Operation Date.
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SCHEDULE 4: PROCEDURES

PART A: COMMISSIONING AND TESTING

1. TESTS PRIOR TO SYNCHRONISATION OF EACH UNIT

Prior to the first synchronisation of each Unit and

Appraisal Works.

Early Generation Facility and
edule shall be converted into
GSMA(p) and SMA(p), during
ogramme notified by the

monthly allowances for such
enance Allowance for such
for each month shall be used
month in accordance with
ly Generation Facility (EGOA)
ht percent (8%), and the
as zero point zero four
the calculation of
edule 5.

at the Early Generation
tract Year 1 starts at the

PROCEDURES

again after the installation



of the Early Generation Facility Units at the Plant
out the following tests:

(&) automatic voltage regulator setting and adj
condition and with the generator running at

(b) turbine governor control checks, including

(c) functional testing and timing of high volta
switchyard of the Early Generation Facility

(d) the Seller and KPLC shall verify that all p
as agreed, and shall complete injection tes
the protection relays, equipment and switch

Where the Site and Temporary Site are at the same p
Early Generation Facility have not been disturbed d
Plant then the Units of the Early Generation Facili
repeat the Unit Commercial Operations Tests.

2. TESTS AFTER SYNCHRONISATION OF EACH UNIT AN
TESTS

(@) After first synchronising each Unit, initia
Unit shall be conducted by the Seller. Once
each Unit is capable of continued reliable
so notify KPLC in accordance with Clause 7
out the following tests (the "Unit Commerci
if the Unit satisfies the minimum performan
result in the Unit having satisfied that te

(i) Capacity Demonstration Test;

(ii) turbine governor operation;

(iii) reactive capability;

(iv) minimum load capability;

(v) response of plant to step load change
(b)  Minimum performance criteria for the Unit C

are set out below.
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(i) CAPACITY DEMONSTRATION TEST.

During the period of the Capacity Demonstration Tes
will be demonstrated in the Demonstration Test, the
demonstrated in the following manner:

o the Unit shall be in operation at Rat
auxiliaries and Geothermal Reservoir

0 the Seller will declare to KPLC the ¢
will record the reading of the Meteri

o0 the test duration will be six (6) hou
period the Seller will record the new
System. The Capacity as determined by
difference between the reading taken
hour period and the reading taken at

Site, the Seller shall carry

usting in stand-still
no load;

an ove rspeed test;

ge switchgear in the
and the Plant; and

rotection level settings are
ts to verify the operation of
gear.

lace and the Units of the
uring the installation of the
ty shall not be required to

D UNIT COMMERCIAL OPERATIONS

| operational testing of each
the Seller is satisfied that
operation, the Seller shall
of this Agreement and carry
al Operations Tests"), which
ce criteria therefore, will

st.

S.

ommercial Operations Tests

t, the capacity of the Unit
capacity of the Unit will be

ed Capacity with normal
load;

ommencement of the test and
ng System;

rs and at the end of this
reading of the Metering
such test shall be the

at the end of the sic (6)

the beginning of such period,



divided by six (6); provided, that th
considered to have been established u
determination is equal to or greater
such test set forth below.

During Commissioning and the Operating Period the C
measuring the output at the outgoing busbars of the
System. Tests will be based on relevant American So
standard ASME power test codes and IEC standards us
the Metering System. Test results shall be correcte
Conditions", specified in Schedule 2, Part A using
Figure 5 attached to this Schedule.

The Unit will have satisfied this test if it is dem

of the Unit is greater than 70% of the Rated Capaci

of this Agreement provided that if at least 90% of
achieved within three (3) months of the date of the
deemed to have failed the Capacity Demonstration Te
be entitled to receive any further Capacity Payment
least 90% of the Rated Capacity at the date of this

(i) TURBINE GOVERNOR OPERATION

The operation of each turbine will be demonstrated
percent (95%) to one hundred and five percent (105%

(i) REACTIVE CAPACITY

Tests will demonstrate the capability of the Units
voltage and frequency at power factors and under re

100% output 0.95 Leading Power Factor
100% output 0.85 Lagging Power Factor

The Unit shall meet the manufacturer's published cu
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(iv)  MINIMUM LOAD TESTS

Each Unit shall prove its capability to operate sta
the Capacity demonstrated in its Capacity Demonstra
(1) hour with all other Units shut down and all nor

(v) STEP LOAD CHANGE TESTS

Each Unit shall undergo a test which demonstrates i

in steps of up to 10% of operating load. At the sta
shall be operated at approximately 50% of maximum o
of five (5) minutes. The load shall be increased to
shall have passed the test if it immediately respon
maintains 55% load for a further five (5) minutes.

3. EARLY GENERATION FACILITY AND PLANT COMMERC

(@) Following satisfactory completion of the Un
Tests for all Units, the Seller shall carry
Facility or the Plant the Early Generation
or the Plant Commercial Operations Tests as
shall notify KPLC of its intention to carry
with Clause 7 which, if the Early Generatio
the case may be satisfies the minimum perfo
result in the Early Generation Facility or

e Capacity shall not be
nless the result of such
than the minimum criteria for

apacity will be determined by
Unit through the Metering
ciety of Mechanical Engineers
ing plant instrumentation and
d to the "Reference

the correction curves from

onstrated that the Capacity
ty of each Unit at the date
Rated Capacity has not been
test, the Unit shall be

st and the Seller shall not

s until the Unit achieves at
Agreement.

over the range of ninety five
) of rated speed.

to operate stably at rated
active conditions as follows:

rves at zero load.

bly at fifty percent (50%) of
tion Test for a period of one
mal auxiliaries in operation.

n capability to change load
rt of each test the Unit

utput for a continuous period
55% in one step. The unit
ds to the change in load and

IAL OPERATIONS TESTS

it Commercial Operations

out on the Early Generation
Commercial Operations Tests
the case may be. The Seller
out such tests in accordance
n Facility or the Plant as
rmance criteria thereof, will
the Pant as the case may be



having satisfied that test. These tests are
(i) Contracted Capacity Test;
(i) Reliability Run Test;
(i) Unit Trip Test;
(iv) Standby Supplies Test; and
(v) Environmental Tests.
(b)  The minimum performance criteria for the Ea

Operations Tests or the Plant Commercial Op
may be are:

(i) RELIABILITY RUN AND CONTRACTED CAPACITY

Upon completion of the Reliability Run Test prerequ
Seller shall declare to KPLC the commencement of th
During the period of the Reliability Run Test, the
Early Generation Facility or the Plant as the case

the following manner:

0 The Early Generation Facility or the
shall be in operation in full output
Geothermal Reservoir load;

0 The Seller will declare to KPLC the ¢
will record the reading of the Meteri
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0 The test duration will be six (6) hou
period the Seller will record the new
System. The Capacity as determined by
difference between the reading taken
hour period and the reading taken at
divided by six (6); provided, that th
not be considered to have been establ
such determination is equal to or gre
criteria, corrected to "Reference Con
forth below:

(i) CONTRACTED CAPACITY

During Commissioning and commercial operations the
Capacity or Contracted Plant Capacity will be deter

at the Metering Point of the Early Generation Facil

may be through the Metering System. Tests will be b
Society of Mechanical Engineers standard ASME power
using plant instrumentation and the Metering System
corrected to the "Reference Conditions" specified i

the correction curves from Figure 5 attached to thi

In the event the Contracted Early Generation Capaci
Commissioning to enable the Early Generation Commer
demonstrates that the Contracted Early Generation C
ninety five percent (95%) but less than one hundred
shown as the Early Generation Facility Contracted C
Agreement then the Contracted Capacity shall be adj

In the event the Contracted Plant Capacity Test car

rly Generation Commercial
erations Tests as the case

isites as included below the
e Reliability Run Test.
Contracted Capacity of the
may be will be determined in

Plant as the case may be
with normal auxiliaries and

ommencement of the test and
ng System;

rs and at the end of this
reading of the Metering
such test shall be the

at the end of the six (6)

the beginning of such period,
e Contracted Capacity shall
ished unless the result of
ater than the minimum
ditions" for such test as set

Contracted Early Generation
mined by measuring the output
ity or the Plant as the case
ased on relevant American
test codes and IEC standards
. Test results shall be

n Schedule 2, Part A using

s Schedule.

ty Test carried out during

cial Operation Date to occur
apacity is greater than

percent (100%) of the amount
apacity at the date of this
usted to such lesser amount.

ried out during Commissioning



to enable the Full Commercial Operation Date to occ
Contracted Plant Capacity is greater than seventy p
one hundred percent (100%) of the amount agreed or
pursuant to Clause 5, the Contracted Plant Capacity
lesser amount provided that if at least 90% of Rate
achieved within three (3) months of the date of the
deemed to have failed the Contracted Plant Capacity
not be entitled to receive any further Capacity Pay
achieves at least 90% of the Rated Capacity agreed
Clause 5.

(i) RELIABILITY RUN

A reliability run for the Early Generation Facility

be will be carried out as part of the Commissioning
period of thirty (30) days and will include seventy

one hundred percent (100%) base load (i.e. maximum
prevailing ambient temperatures). The output during
test will be as requested by KPLC in accordance wit
have been satisfactorily completed only if the Earl
Plant as the case may be experiences no more than f
Early Generation Facility or the Plant as the case
Contracted Capacity and no single event shall excee
purposes of this clause only a condition on KPLC's
delivery of electrical energy from the Early Genera
the case may be shall not be considered one of the
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allowable events. Test results shall be corrected t
specified in Schedule 2, Part A using the correctio
attached to this Schedule.

(v) UNIT TRIP TEST

Tests shall demonstrate the ability of the Early Ge
Plant as the case may be to withstand the simultane
KPLC System of the largest two (2) Units, operating
per cent (95%) of the capacity demonstrated in each
Demonstration Test, and to continue to operate in a
demonstrate that it is Capable of re-synchronisatio

(v) STANDBY SUPPLIES TEST

With all Units shut down in either the Early Genera
the case may be the Early Generation Facility or th
from the KPLC's System for six (6) hours.

The standby power supplies, as specified in paragra
Schedule 2, shall maintain the Early Generation Fac
throughout the period of disconnection from the KPL
converter Unit can be synchronised within one (1) h
System. At the end of the disconnection period the
KPLC, shall re-synchronise the Early Generation Fac

In the case of the Plant the standby power supplies
4.3(d) of Part A of Schedule 2, shall maintain the
throughout the period of disconnection from the KPL
converter Unit can be synchronised within one (1) h
System. At the end of the disconnection period the
KPLC, shall re-synchronise at least one )1) binary
(1) steam turbine Unit.

ur demonstrates that the
er cent (70%) but less than
determined by the Parties
shall be adjusted to such
d Capacity has not been
test, the Plant shall be
Test and the Seller shall
ments until the Plant

or determined pursuant to

or the Plant as the case may
tests. The run will be for a
-two (72) continuous hours at
continuous rating at the

the remaining hours of the

h Clause 8.3. The test shall

y Generation Facility or the
ive events which prevent the
may be from delivering its

d five (5) hours. For the
System which restricts

tion Facility or the Plant as
five (5)

o the "Reference Conditions",
n curves from Figure 5

neration Facility or the

ous disconnection from the
at greater than ninety five
Unit's Capacity

safe manner. Each Unit shall
n within thirty (30) minutes.

tion Facility or the Plant as
e Plant shall be disconnected

ph 4.3(d) of Part A of

ility in such a state

C System that a binary energy
our of reconnection to KPLC's
Seller, with the agreement of

lity.

, as specified in paragraph
Plant in such a state

C System that a binary energy
our of reconnection to KPLC's
Seller, with the agreement of
energy converter Unit and one



(Vi)

ENVIRONMENTAL TESTS

The Seller shall complete whatever tests are necess
with the Environmental Conditions as specified in p

Schedule 2.
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PART B: METER PROCEDURE
1. TESTING OF METERING SYSTEM

(@)

(b)

(©)

(d)

()

(f)

KPLC shall initially test the Metering Syst
with this Schedule 4 by the later of fiftee
installed by the Seller or five (5) days pr
initial testing of the Early Generation Fac
case may be to begin, and thereafter at int
hundred and eighty (180) days after giving
forty-eight (48) hours advance notice. The
representative present during any such test
inspection of the Metering System or adjust

KPLC shall also test the Metering System at
requested by the Seller, such additional te
expense unless the test indicates that the
by more than one-half percent (0.5%), in wh
cost of the additional test. The Seller may
present during any such testing, as well as
Metering System or adjustment thereof.

When on the Site, KPLC shall comply with al
the Seller and, notwithstanding any other p
the contrary, shall indemnify and hold the
or damage sustained by virtue of KPLC's neg
in the performance of its obligations but o
loss or damage is not covered by insurance

The calibration of meters will be checked t
remains within the specified limits.

The method of calibration and frequency of
the Seller, and KPLC based on knowledge of
design of the installed meters and the manu

Compensation will be made for the errors of
transformers in the meter calibration or du
records. Current and voltage transformers w
phase angle errors following manufacture at
station in the presence of representatives
Test certificates issued by the testing sta
independently to both parties.

Testing and calibration of the Metering Sys
KPLC after giving appropriate notice to the
agreed frequency of testing or in the event
reasonable cause to believe the meters are
During such tests and calibration the Selle
have a representative present at all times.
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ary to demonstrate compliance
aragraph 1.2 of Part A of

em for accuracy in accordance
n (15) days after it is

ior to the date scheduled for
ility or the Plant as the

ervals of not less than one

the Seller no less than

Seller may have a

ing, as well as during any
ment thereof.

any other time reasonably
sting to be at the Seller's
Metering System is inaccurate
ich case KPLC shall bear the
have a representative

during any inspection of the

| reasonable instructions of
rovision in this Agreement to
Seller harmless from any loss
ligence or wilful misconduct
nly to the extent that such

of the Seller.

o ensure that the accuracy

tests will be agreed between
the performance and the
facturers' recommendations.

current and voltage

ring the computation of

ill be tested for ratio and
an accredited testing

from the Seller; and KPLC.
tion will be issued

tem shall be carried out by
Seller, in line with the

of either Party having
outside specified limits.

r shall have the right to



2.

(@)

(b)

(i)

(ii)

(iii)

(iv)

READING OF METERS

PROCEDURES: The Metering System shall be re
business day of each month (or such other d
the Parties) for the purpose of determining
the Early Generation Facility or the Plant
preceding reading. The Seller shall read th
normal business hours and the Seller shall
forty-eight (48) hours notice of the time t
Metering System. In the event that a KPLC r
such reading of the Metering System for the
Electrical Output, then such reading shall
recorded.

Under normal circumstances the readings of
shall be used to determine the amount of Ne
by the Seller in any Period.

In the event that a KPLC representative is

Net Electrical Output, then the Seller's re
record such reading and make a photographic
shall maintain a log of all such meter read
shall be delivered by the recording Party t
facsimile within forty-eight (48) hours aft

the event that the Main Metering Equipment
of maintenance, repairs or testing, then th
which may include the Back-Up Metering Equi
that period.

INACCURACIES IN METERING SYSTEM: When, as a
Metering System, the Metering System is fou
than one-half percent (0.5%) or is otherwis
if any seal securing the Metering System is
correct amount of Net Electrical Output del
period during which inaccurate measurements
determined as follows:

First, the readings of the Back-up Metering
utilised to calculate the correct amount of
unless a test of such Back-up Metering Equi
Party, reveals that the Back-up Metering Eq
than one-half percent (0.5%), is otherwise
seal securing the Back-up Metering Equipmen

If there is no Back-up Metering Equipment o
Equipment is found to be inaccurate by more
(0.5%), is otherwise functioning improperly
Back-up Metering Equipment is found broken,
jointly prepare an estimate of the correct
available information and such guidelines a
between the Seller and KPLC;

In the event that KPLC and the Seller fail

the correct reading, KPLC shall make any pa
as a result of its estimate of the correct
referred by either party for determination
Clause 19; and
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The difference between the previous payment
inaccuracy and the recalculated amount shal

ad monthly on the last

ay as may be agreed upon by
the Net Electrical Output of
as the case may be since the
e Metering System during the
give KPLC at least

he Seller shall read the
epresentative is present at
purpose of measuring Net
be jointly taken and

the Main Metering Equipment
t Electrical Output delivered

not present at a reading of
presentative shall take and
record thereof. The Seller
ings. Measurements recorded
o the non-recording Party by
er the readings are taken. In
is not in service as a result

e best available information,
pment, shall be used during

result of any test of the

nd to be inaccurate by more
e functioning improperly or
found broken, then the
ivered to KPLC for the actual
were made, if any, shall be

Equipment, if any, shall be
Net Electrical Output,

pment, as required by either
uipment is inaccurate by more
functioning improperly or any
tis found broken;

r if the Back-up Metering
than one-half percent

or any seal securing the
then Seller and KPLC shall
reading on the basis of all
s may have been agreed to

to agree upon an estimate for
yments to the Seller required
reading and the matter may be
by an Expert pursuant to

s by KPLC for the period of
| be offset against or added



(@)

(ii)

(iii)

(iv)

v)

to the next payment to the Seller under thi

If the period of inaccuracy cannot be accur
deemed to have begun on the date which is m
meter was found to be inaccurate and the da
accepted by the Parties as accurate. In no
such adjustment be made for any period prio
Metering System was last tested and found t
minus one-half percent (0.5%) and not other
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PART C: OPERATING AND DESPATCH
SCHEDULING AND DESPATCH

In order to assist with scheduling of the Ea
meet the requirements of KPLC, the Parties a
procedures will be adhered to:

YEAR AHEAD NOTIFICATION: Not less than ninet
Generation Commercial Operation Date, and th
(90) days before the beginning of each Opera

to the Seller estimated requirements on a mo
Electrical Output for each subsequent Year,

by these figures.

MONTH AHEAD NOTIFICATION: Not less than four
beginning of the Month prior to the Early Ge

Date and thereafter not less than fourteen (

of each month, KPLC shall provide to the Sel

on a day-by-day basis, for Net Electrical Ou

also, provisionally, for the following Month

by these figures.

WEEK AHEAD NOTIFICATION: Not less than forty
beginning of the Week prior to the Early Gen

Date and thereafter not less than forty-eigh
beginning of each week, KPLC shall provide t
requirements, on an hour-by-hour basis, for

that week and also, provisionally, during th

shall not be bound by these figures.

EARLY GENERATION FACILITY AVAILABILITY NOTIF
give final schedules of requirements as requ

the Seller shall, by 1200 hours the day befo

Commercial Operation Date and thereafter by

KPLC of the estimated Capacity Available dur
commencing thirty-six (36) hours ahead and,
immediately thereafter. Such estimates shall

Seller, the Seller shall advise KPLC as soon

in its Declared Capacity for such days.

DAY AHEAD NOTIFICATION: Not less than seven
the day before the Early Generation Commerci
thereafter not less than seven (7) hours bef
KPLC shall provide to the Seller firm requir
basis, for Net Electrical Output for the fol
requirements shall not be binding upon KPLC
alter its requirements.

Actual operation levels requested of the Sel
requirements for operation in accordance wit
be substantially different from the informat

s Agreement, as appropriate.
ately determined, it shall be
idway between the date the
te of the last meter reading
event, however, shall any

r to the date on which the

0 be accurate within plus or
wise functioning improperly.

PROCEDURES

rly Generation Facility to
gree that the following

y (90) days before the Early
ereafter not less than ninety
ting Year, KPLC shall provide
nthly basis for Net

but KPLC shall not be bound

teen (14) days before the
neration Commercial Operation
14) days before the beginning
ler estimated requirements,
tput during that Month and

, but KPLC shall not be bound

-eight (48) hours before the
eration Commercial Operation
t (48) hours before the

o the Seller estimated

Net Electrical Output during

e following week, but KPLC

ICATION: To enable KPLC to
ired by subsection (v) below,
re the Early Generation

1200 hours each day, inform
ing each hour of that day
provisionally, for the day

not be binding upon the

as possible of any changes

(7) hours before the start of
al Operation Date and

ore the start of each day,
ements, on an hour by hour
lowing day. The firm

and KPLC may subsequently

ler will be determined by the
h economic despatch and may
ion provided in accordance



(b)

(i)

(ii)

with this Part C; provided however, that act
requested by KPLC shall at all times be subj
Operating Characteristics.
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In order to assist with scheduling of the PI
of KPLC, the Parties agree that the followin
to:

YEAR AHEAD NOTIFICATION: Not less than ninet
Commercial Operation Date, and thereafter no
before the beginning of each Operating Year,
Seller estimated requirements on a monthly b
Output for the remainder of the Operating Ye
Commercial Operation Date is scheduled to oc
subsequent Year, but KPLC shall not be bound

MONTH AHEAD NOTIFICATION: Not less than four
beginning of the Month prior to the Full Com
thereafter not less than fourteen (14) days

month, KPLC shall provide to the Seller esti
day-by-day basis, for Net Electrical Output
provisionally, for the following Month, but

these figures.

(i) WEEK AHEAD NOTIFICATION: Not less than forty

(iv)

v)

()

beginning of the Week prior to the Full Comm
thereafter not less than forty-eight (48) ho
each week, KPLC shall provide to the Seller
hour-by-hour basis, for Net Electrical Outpu
provisionally, during the following week, bu
these figures.

PLANT AVAILABILITY NOTIFICATION: To enable K
of requirements as required by subsection (v

1200 hours the day before the Full Commercia
thereafter by 1200 hours each day, inform KP
Available during each hour of that day comme

ahead and, provisionally, for the day immedi
estimates shall not be binding upon the Sell

KPLC as soon as possible of any changes in i

days.

DAY AHEAD NOTIFICATION: Not less than seven
the day before the Full Commercial Operation

than seven (7) hours before the start of eac

the Seller firm requirements, on an hour by
Electrical Output for the following day. The

be binding upon KPLC and KPLC may subsequent

Actual operation levels requested of the Sel
requirements for operation in accordance wit
be substantially different from the informat
with this Part C; provided however, that act
requested by KPLC shall at all times be subj
Operating Characteristics.

NOTICE OF CHANGE OF OPERATING LEVELS: In con

Despatch the Early Generation Facility or th
accordance with this Agreement, KPLC will pr
least five (5) minutes advance notice of cha
be achieved by the Early Generation Facility

ual operation levels
ect to compliance with the

ant to meet the requirements
g procedures will be adhered

y (90) days before the Full
t less than ninety (90) days
KPLC shall provide to the

asis for Net Electrical

ar in which the Full

cur, and thereafter for each
by these figures.

teen (14) days before the
mercial Operation Date and
before the beginning of each
mated requirements, on a
during that Month and also,
KPLC shall not be bound by

-eight (48) hours before the
ercial Operation Date and

urs before the beginning of
estimated requirements, on an
t during that week and also,

t KPLC shall not be bound by

PLC to give final schedules

) below, the Seller shall, by

| Operation Date and

LC of the estimated Capacity
ncing thirty-six (36) hours
ately thereafter. Such

er, the Seller shall advise

ts Declared Capacity for such

(7) hours before the start of
Date and thereafter not less
h day, KPLC shall provide to
hour basis, for Net

firm requirements shall not
ly alter its requirements.

ler will be determined by the
h economic despatch and may
ion provided in accordance
ual operation levels

ect to compliance with the

nection with its rights to

e Plant as the case may be in
ovide the Seller with at

nges in operating levels to
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or the Plant as the case may be (or such gre
required by the Operating Characteristics.

(d) Where the Early Generation Facility or the P
suffers an Availability Failure the Seller s
Capacity available and this shall be the Dec
practicable. When the Availability Failure h
shall notify KPLC of the increased Declared
practicable. KPLC shall always use the Decla
under this section as the upper limit for De

(e) Dispatched partial load will be no less than
Capacity. There will be no more than [2] shu

2. OPERATION IN ACCORDANCE WITH DESPATCH
Early Generation Facility or the Plant as th
operated by the Seller in accordance with th
within a despatch tolerance band of +3%.

3. RECORDING OF TELEPHONED COMMUNICATIONS
Each Party hereby authorises the other Party
voice communications relating to Declared Ca
of the Early Generation Facility or the Plan

from the other Party pursuant to this Agreem
request of the other Party, a copy or transc

116

FIGURE 5

CORRECTION CURVE

(See Page )
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SCHEDULE 5: PAYMENT
PART A: EARLY GENERATION T

The total levels of tariff payments in respect of t
in each month shall be according to the following:

(i) Prior to the Early Generation Commercial Ope
payments in any month shall be equal to EGEC

(i) Following the Early Generation Commercial Op
Early Generation Cessation Date the total ta
shall be equal to EGEC(p) plus EGCP(p).

Where EGEC(p) and EGCP(p) are calculated in accorda
Schedule.

ater period as may be

lant as the case may be
hall notify KPLC of the
lared Capacity as soon as
as been cleared the Seller
Capacity as soon as

red Capacity as notified
spatch Instructions.

fifty per cent (50%) of Unit
t downs despatched per month.

e case may be shall be
e Despatch Instructions

to record all telephoned
pacity control and Despatch

t as the case may be received
ent and shall supply, at the
ript of any such recording.

ARIFF

he Early Generation Facility

ration Date the total tariff
(p); and

eration Date but prior to the
riff payments in any month

nce with Part A of this



ENERGY CHARGES
1. CALCULATION OF ENERGY CHARGES
For the purposes of Clause 10.2, KPLC shall pay to

respect of the Net Electrical Output of the Early G
month calculated as follows:

EGEC(p) = EGNEO(p) x EGECR(p)
where:

EGEC(p) = the aggregate amount of Energy Charg
of month p;

EGNEO(p) = the aggregate Net Electrical Output
Facility in month p; and

EGECR(p) = the Energy Charges Rate (expressed i
month p as calculated in Paragraph 2
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2. ENERGY CHARGE RATE

The Energy Charges Rate for the Early Generation Fa
shall be calculated as follows:

CPI(p-1)
EGECR(p) = EGECR(b) X --------
CPI(b)
where:

EGECR(p) as previously defined;

EGECR(b) = zero point zero one five six US Dolla
the Base Energy Charge Rate

CPI(p-1) = The United States Consumer Price Inde
prior to the month p; and

CPI(b) = the United States Consumer Price Inde
The royalty charge, currently set at 0.004US$/kWh,
Charge Rate at cost.

CAPACITY PAYMENTS
1. CAPACITY CHARGE RATE

The Capacity Charge Rate for the Early Generation F
shall be calculated as follows:

EGCCR(p)=E +F

the Seller Energy Charges in
eneration Facility in each

es (US$) payable in respect

(kwh) of the Early Generation

n US$/kWh) prevailing in
directly below.

cility during each month

rs per kWh (0.0156US$/kWh)

x for the month 3 months

x for June 1996

will be added to the Energy

acility during each month



where:

EGCCR = the Capacity Charge Rate for month p, (expr

u 2z

E = ---x --- (the non-escalable component of th
12 100

where:

U = five hundred and two point nine US Dollars per
(502.9 US$/kW/year); and

Z = fifty per cent (50%) the percentage of U repres
Capacity Charge Rate
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| U G| CPI(p-1)
F=|--X--]X----- (the escalable compone
| 12 100| CPI(b) Charge Rate)

where:

G = the percentage of U represented by es
G = 100%-Z;

CPI(p-1) = as previously defined; and

CPI(b) = as previously defined

2. PASS THROUGH COST - Not Applicable
3. CALCULATION OF CAPACITY PAYMENTS

The Seller shall be entitled to Capacity Payments i
Early Generation Facility in each month calculated

EGCP(p) = EGCCR(p) x EGCC

Where:

EGCP(p) = the Capacity Payments for the month p
EGCCR(p) = as previously defined; and

EGCC = the Contracted Early Generation Capac

4. MONTHLY AVAILABILITIES

For each month in each Operating Year, starting wit
Early Generation Commercial Operation Date occurs,
Monthly Target Availability and an Actual Monthly A

essed in US$/kW/month)

e Capacity Charge Rate)

kW per year

ented by the fixed

nt of the Capacity

calable costs such that

n respect of Capacity of the
as follows:

(expressed in US$)

ity (expressed in kW)

h the month in which the
there shall be calculated a
vailability as follows:
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(i) MONTHLY TARGET AVAILABILITY
EGMTA(p) = (EGCC x H(p)) - EGSMA(p) - EGUSMA(p)
where
EGMTA(p) = the Monthly Target Availability (ex
EGCC = as previously defined;
H(p) = the hours in month p;
EGSMA(p) = the Scheduled Maintenance Allowance
kWh) representing the total energy
month p due to scheduled maintenanc
the Early Generation Capacity would
dispatched at its Contracted Capaci

values of EGSMA set forth in Schedu

EGUSMA(p) = the Unscheduled Maintenance allowan
kWh) as calculated using the follow

((EGD x M)
(EGCC x EGD x H(y) x EGOA) - [SIGMA]
(P=1)
EGUSMA(p) =
EGD x M(y)
where:
EGD = the duration in years between the Early
Operation Date and the planned date of t
Date;
H(y) = the number of hours in a year being eigh
sixty (8760);
M(y) = the number of months in a year being twe
EGOA = Annual Outage Allowance - as described i

Where the Early Generation Facility continues to op
Generation Cessation Date then this section shall b
revised planned date of the Early Generation Cessat

(1) ACTUAL MONTHLY AVAILABILITY

The Actual Monthly Availability of the Early Genera
EGAMA(p), (expressed in kwWh) shall be calculated us

(2 x H(p)) AC(y)
EGAMA(p) = [SIGMA] (-----)

(y=1) 2

where:

AC(y) = the Early Generation Available Capacity in
(expressed in kW)

pressed in kwWh);

in month p (expressed in

not available for delivery in

e outages computed assuming
otherwise have been

ty calculated using the

le 3; and

ce in month p (expressed in
ing formula:

)
EGSMA(p)

Generation Commercial
he Early Generation Cessation

t thousand seven hundred and

Ive (12); and

n Schedule 3.

erate after the Early
e recalculated using the
ion Date.

tion Facility in month p,
ing the following formula:

Settlement Period y



121

5. ADJUSTMENT OF CAPACITY PAYMENTS FOR MONTHLY
OPERATING YEAR

If in the first month of an Operating Year, startin
Early Generation Commercial Operation Date occurs,
Availability is less than the Monthly Target Availa

for that month shall be multiplied by the factor:

EGAMA(p)

EGMTA(p)

6. ADJUSTMENT OF CAPACITY PAYMENTS FOR MONTHLY
MONTHS OF OPERATING YEAR

If in any subsequent month m of an Operating Year,
Actual Monthly Availabilities for the year to date
individual Monthly Target Availabilities for the ye
Payment for that month shall be adjusted such that:

(m) EGAMA(p)
EGACP(tp) = [SIGMA] (EGCP(p) X -------- )
(p=1) EGMTA(p)

where:

EGACP(tp) = the total of the Actual Capacity Paymen
Year for each month up to and including

If in any subsequent month m of an Operating Year,
Actual Monthly Availabilities for the year to date

the sum of the individual Monthly Target Availabili
then the Capacity Payment for that month shall be a
adjustment is required, such that:

(m)
EGACP(tp) = [SIGMA] (EGCP(p))
(p=1)

7. FORCE MAJEURE PAYMENTS

For any month in which all or part of the Capacity
Facility is unavailable as a result of Force Majeur
entitled to Capacity Payments [which shall be calcu
prorated for the number of hours in the month for w
exists:

EGLC x E
122
where:
EGLC = the Capacity not Available as a result o

(expressed in kW); and

AVAILABILITY - FIRST MONTH OF

g with the month in which the
the Actual Monthly
bility, the Capacity Payment

AVAILABILITY - SUBSEQUENT

the sum of the individual
is less than the sum of the
ar to date, then the Capacity

ts received in the Operating
month m.

the sum of the individual
is greater than or equal to
ties for the year to date,
djusted, if such an

of the Early Generation
e the Seller shall be
lated as follows, and
hich the Force Majeure

f the event of Force Majeure



E = 90% of the Capacity Charge Rate as defin
(expressed in US$/kW/month).

The payment under paragraph 2 shall be reduced by a
Capacity Payment the Seller would have received had
occurred. For the purposes of this paragraph "Force
events or circumstances specified in Clauses 15.1(i

in respect of Clause 15(iii) this paragraph shall a
materially affect the operation of the Early Genera

8. CHANGES IN CONTRACTED CAPACITY
In the event that the Contracted Capacity for the E
altered under the provisions of this Agreement duri

of payments shall be adjusted pro rata to reflect t
the month for which differing Contracted Capacities
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PART B: PLANT TARIFF

The total levels of tariff payments in respect of t
be according to the following:

(i) Following the Early Generation Cessation Dat
Commercial Operation Date the total tariff p
equal to MEC(p); and

(i) Following the Full Commercial Operation Date
Term the total tariff payments in any month

CP(p).

Where MEC(p) and CP(p) are calculated in accordance
Schedule.

ENERGY CHARGES
1. CALCULATION OF ENERGY CHARGES
For the purposes of Clause 10.2, KPLC shall pay to

respect of the Net Electrical Output of the Plant i
follows:

MEC(p) = NEO(p) X ECR(p)
where:

MEC(p) = the aggregate amount of Energy Charges
month p;

NEO(p) = the aggregate Net Electrical Output (k
and

ECR(p) = the Energy Charge Rate (expressed in U
calculated in accordance with Paragrap

2. ENERGY CHARGE RATE

ed in paragraph 1 above

n amount equal to the

the Force Majeure event not
Majeure" shall not include

i), (i) and (iv) save that

pply if epidemics or plagues
tion Facility.

arly Generation Facility is

ng any month, the calculation
he differing proportions of
were agreed.

he Plant in each month shall

e but prior to the Full
ayments in any month shall be

for the remainder of the
shall be equal to MEC(p) plus

with Part B of this

the Seller Energy Charges in
n each month calculated as

(US$) payable in respect of

Wh) of the plant in month p;

S$/kWh) in month p as
h 2 directly below.



The Energy Charge Rate, ECR(p), for the Plant in mo

follows:
CPI(p-1)
ECR(p) = ECR(b) X ~--—-—
CPI(b)
where:
ECR(b) = zero point zero one nine two four US

US$/kwh) the Base Energy Charge Rate
CPI(p-1) = as previously defined; and
CPI(b) = the United States Consumer Price Ind

The royalty charge, currently set at 0.004US$/kWh,
Charge Rate at cost.
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CAPACITY PAYMENTS
1. CAPACITY CHARGE RATE

1.1 The Capacity Charge Rate for the Plant durin
following two components:

(i) CCRE(p) with respect to 25% portion (CCE) of

(i) CCRF(p) with respect to the remaining portio
Capacity.

CCE and CCF shall be calculated as follows:
CCE=CCx0.25

CCF = CC-CCE

where:

CC = the Contracted Capacity (expressed in kW).

1.2 CCRE(p) and CCRF(p) during each month shall

1.2.1 Calculation of CCRE(p)
CCRE(p) = AE + BE - R(p)

where:

CCRE(p) = the Capacity Charge Rate for CCE for mont

(expressed in US$/kW/month)

VE C
AE = -- x --- (the non-escalable component of the C
12 100

VE = VE(1) for the period commencing on the

nth p shall be calculated as

Dollars per kwh (0.01924

ex for March 2005 = 193.30

will be added to the Energy

g each month consists of the

the Contracted Capacity; and

n (CCF) of the Contracted

be calculated as follows:

hp,

apacity Charge Rate)

Full Commercial Operation



Date and ending on the eleventh (11th)
Commercial Operation Date;

or

= VE(2) for the period after the eleventh
Full Commercial Operation Date.

where:

VE(1) = five hundred sixty one point six three
year (561.636 US$/kW/year) the CCE Base

VE(2) = 12 x (CCRE(p) + R(p)) of the month in w
anniversary of the Full Commercial Oper
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C = the percentage of VE represented by the
which shall be fifty per cent (50%) unt
eleventh (11th) anniversary of the Full
and which shall be seventy-five per cen

| VE DE| CPI(p-1)
BE =] -- X === | X ===----- (the escalable compone
|12 100| CPI(b) Charge Rate)

where:

DE = the percentage of VE represented by
fixed O&M costs, insurance and admin
C

CPI(p-1) = as previously defined;

CPI(b) = CPI(bl) for the period commencing on
Operation Date and ending on the ele
the Full Commercial Operation Date;

or

= CPI(b2) for the period after the ele
the Full Commercial Operation Date.

where:

CPI(b1l) = the United States Consumer Price Ind
and

CPI(b2) = CPI(p-1) of the month in which the e
the Full Commercial Operation Date o

CPI(p-1)
R(p) = R X ------- (the reduction in the Capacity

anniversary of the Full

(11th) anniversary of the

six US Dollars per kW per
Capacity Charge Rate;

hich the eleventh (11th)
ation Date occurs; and

fixed Capacity Charge Rate,
il the day which is the
Commercial Operation Date,
t (75%) thereafter; and

nt of the Capacity

the escalable costs such as
istrative costs, DE = 100% -

the Full Commercial
venth (11th) anniversary of

venth (11th ) anniversary of

ex for March 2005 = 193.30;

leventh (11th) anniversary of
ccurs.

Charge Rate for month p,



CPI(b3) expressed in US$/kW/month)

where:

R = RY/12

RY = twenty-five US Dollars and fifty US
US$/kW/year)

CPI(b3) = the United States Consumer Price Ind

CPI(p-1) = as previously defined.

1.2.2 Calculation of CCRF(p)

CCRF(p) = AF + BF
where:

CCRF(p) = the Capacity Charge Rate for CCF for
(expressed US$/kW/month
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VF C
AF = -- x --- (the non-escalable component of the
12 100

VF = VF(2) for the period commencing on the Ful
and ending on the eleventh (11th) annivers
Operation Date;

or

= VF(2) for the period after the eleventh (1
Commercial Operation Date.

where:

VF(1) = four hundred eight-five US Dollars per
the CCF Base Capacity Charge Rate; and

VF(2) = 12 x CCRF(p) of the month in which the
of the Full Commercial Operation Date o

C = as previously defined; and

| VF DF | CPI(p-1)
BF=| --X- | X - (the escalable compon
| 12 100| CPI(b) Rate)

cents per kW per year (25.50

ex for July 2003 = 183.9

month p,

Capacity Charge Rate)

| Commercial Operation Date
ary of the Full Commercial

1th) anniversary of the Full

kW per year (485 US$/kW/year)

eleventh (11th) anniversary
ceurs; and

ent of the Capacity Charge



where:

DF = the percentage of VF represented by
O&M costs, insurance and administrat

CPI(p-1) = as previously defined;

CPI(b) = CPI(bl) for the period commencing on
Operation Date and ending on the ele
the Full Commercial Operation Date;

or

= CPI(b2) for the period after the ele
the Full Commercial Operation Date.

where:

CPI(b1l) = the United States Consumer Price Ind
and

CPI(b2) = CPI(p-1) of the month in which the e
the Full Commercial Operation Date o

2.  PASS THROUGH COST

This subsection 2 is for the KPLC's internal purpos

the calculation of Capacity Payments payable to OrP
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The Capacity Charge Rate for the Plant during each
accordance with this Part B of Schedule 5 shall inc
to consumers being a fuel displacement cost as foll

(i) With respect to 25% portion (CCE) of the Co
specified in this Part B of Schedule 5:

CCRE(ptl) = 325.749 US$KWIyr (58% of th
of 561.636 US$/KW/yr)

(i) With respect to the remaining portion (CCF)

CCRE(pt2) = 281.3 US$/kWl/yr (58% of the

485 US$/kWlyr)

where:
CCRE(ptl) = pass through component of CCRE(p)
CCRE(pt2) = pass through component of CCRF(p)

3. CALCULATION OF CAPACITY PAYMENTS

The Seller shall be entitled to Capacity Payments i
month calculated as follows:

escalable costs such as fixed
ive costs, DF = 100% - C

the Full Commercial
venth (11th) anniversary of

venth (11th) anniversary of

ex for March 2005 = 193.30;
leventh (11th) anniversary of

ccurs.

es only, and shall not affect
ower 4.

month calculated in
lude a pass through component
OWS:

ntracted Capacity as

e base Capacity Charge Rate

of the Contracted Capacity:

base Capacity Charge Rate of

n respect of Capacity in each



CP(p) = CCRE(p) x CCE + CCRF(p) x CCF

where:

CP(p) = the Capacity Payment for month p (exp

CCRE(p) = the Capacity Charge Rate for CCE for
US$/kW/month)

CCRF(p) = the Capacity Charge Rate for CCF for
US$/kW/month

CCE = the portion of the Contracted Capacit

(expressed in kW)

CCF = the portion of Contracted Capacity as
(expressed in kW)

4.  MONTHLY AVAILABILITIES

For each month in each Operating Year, starting wit

Commercial Operation Date occurs, there shall be ca
Availability and an Actual Monthly Availability as
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() MONTHLY TARGET AVAILABILITY

MTA(p) = (CC x H(p)) - SMA(p) - USMA(p)
where:

MTA(p) = the Monthly Target Availability (expre

CcC

as previously defined,;

as previously defined;

H(p)

SMA(p) = the Scheduled Maintenance Allowance in
representing the total energy not avai
due to scheduled maintenance outages ¢
would otherwise have been dispatched a
and

USMA(p) = the Unscheduled Maintenance allowance i
shall be calculated using the following

(PPA(t)) x

(CC x PPA(t) X H(y) X (OA)) - [SIGMA] SMA
(p=1)

USMA(p) =

(PPA(t) x M(y))
where:

PPA(t) = the number of years between the Full C

ressed US$);

month p (expressed in

month p (expressed in

y as previously defined

previously defined

h the month in which the Full
Iculated a Monthly Target
follows:

ssed in kwh);

month p (expressed in kWh)
lable for delivery in month p
omputed assuming the Plant
t its Contracted Capacity;

n month p (expressed in kWh)
formula:

M(y)
(P)

ommercial Date and the end of



end of the Term;

H(y) = as previously defined,;

M(y) = as previously defined; and

OA = The Annual Outage Allowance - as set f orth in Schedule 3.

Where the Contracted Capacity of the Plant changes after the Full Commercial
Operation Date then USMAp shall be recalculated fro m the date of the change in
the Contracted Capacity. PPA1 shall be the number o f years between the date of
the Contracted Capacity change and the end of the e nd of the Term which does not
have to be an integer, CC shall be the revised Cont racted Capacity in kW and all
other parameters shall be those as in the initial ¢ alculation.

(i) ACTUAL MONTHLY AVAILABILITY

2 x H(p) AC(y)
AMA(p) = [SIGMA] (------)

(y=1) 2
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where:

AMA(p) = the Actual Monthly Availability of the Plant in the month p
(expressed in kwh)

AC(y) = as previously defined

5.  ADJUSTMENT OF CAPACITY PAYMENTS FOR MONTHLY  AVAILABILITY - FIRST MONTH
OF OPERATING YEAR

If in the first month of an Operating Year, startin g with the month in which the
Full Commercial Operation Date occurs, the Actual M onthly Availability is less
than the Monthly Target Availability, the Capacity Payment for that month shall
be multiplied by the factor:

AMA(p)

MTA(p)

6. ADJUSTMENT OF CAPACITY PAYMENTS FOR MONTHLY  AVAILABILITY - SUBSEQUENT
MONTHS OF OPERATING YEAR

If in any subsequent month m of an Operating Year, the sum of the individual
Actual Monthly Availabilities for the year to date is less than the sum of the
Individual Monthly Target Availabilities for the ye ar to date, then the Capacity
Payment for that month shall be adjusted such that

(m) AMA(p)
ACP(tp) = [SIGMA] (CP(p) X ------ )

(p=1) MTA(p)
where:

ACP(tp) = the total of the Actual Capacity Paym ents received in the



Operating Year for each month up to a

If in any subsequent month m of an Operating Year,
Actual Monthly Availabilities for the year to date

the sum of the individual Monthly Target Availabili
then the Capacity Payment for that month shall be a
adjustment is required, such that:

(m)
ACP(tp) = [SIGMA] CP(p)
(p=1)

7. FORCE MAJEURE PAYMENTS

For any month in which all or part of the Capacity
as a result of Force Majeure the Seller shall be en
which shall be calculated as follows, and pro rated
the month for which the Force Majeure exists:
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LCx A
where:
LC = the Capacity not Available as a result of

(expressed in kW); and

A = 90% of the Capacity Charge Rate as defined
(expressed in US$/kW/month)

The payment under paragraph 2 shall be reduced by a
Capacity Payment the Seller would have received had
occurred. For the purposes of this paragraph "Force
events or circumstances specified in Clauses 15.1(i

in respect of Clause 15.1(iii) this paragraph shall
plagues materially affect the operation of the Plan

8. CHANGES IN CONTRACTED CAPACITY
In the event that the Contracted Capacity is altere
this Agreement during any month, the calculation of

pro rata to reflect the differing proportions of th
Contracted Capacities were agreed.
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PART C: INVOICING

1. Content: The invoice shall, subject to this
the Seller shall from time to time reasonably deter

(a) have a unique number by which the invoice may b

(b) identify the month in respect of which payment

nd including month m.

the sum of the individual
is greater than or equal to
ties for the year to date,
djusted, if such an

of the Plant is unavailable
titled to Capacity Payments
for the number of hours in

the event of Force Majeure;

in paragraph 1 above

n amount equal to the

the Force Majeure event not
Majeure" shall not include

i), (i) and (iv) save that
apply if epidemics or

t.

d under the provisions of
payments shall be adjusted
e month for which differing

Part C, be in such form as
mine, and shall:

e identified; and

is due; and



(c) state the Energy Charge for the month in respec
including the relevant quantities metered and recor
11 and Part B of Schedule 4 and such other informat
of the United States Consumer Price Index and calcu
detail, to permit KPLC to confirm the consistency o
provisions of Schedule 5; and

(d) state the Capacity Charge Rate for the month in
due and such other information including the releva
Consumer Price Index and calculations, in reasonabl
confirm consistency of the invoice with provisions

(e) state the Monthly Target Availability and the A
for that month; and

(f) state any other charge payable by KPLC together
and calculations, in reasonable detail, as shall be
that charge; and

(g) state the total amount payable; and
(h) state the due date for payment of the invoice.

2. Compliance with statutes, etc.: Each invoice sha
statutes, regulations and directives, including tho
Tax.

3. Details: Each invoice shall be accompanied by a
out the Declared Capacity in respect of each Settle
any) to the Contracted Capacity following a Contrac
any Availability Failure and the computation of the
delivered at the Delivery Point in response to a De
Settlement Period and such other information and ca
detail, as shall be required by KPLC to verify the

132

PART D: CONSUMER PRICES |

1. If in the opinion of either Party the CPI cannot
result of any of the following circumstances (an "E

(a) the non-availability or discontinuance of one o
or prices required to calculate the CPI (whether pe

(b) an error is contained in one or more of the pub
prices required to calculate the CPI;

(c) the basis upon which the CPI is calculated has
superseded so as materially to affect the validity
other than any change arising from changes in the r
patterns upon which the CPI was based;

then the Parties shall meet and seek in good faith
whereby the CPI may be adjusted or to agree upon a
Parties cannot agree upon such adjustment or replac
of thirty (30) days either Party may refer the matt
determine such replacement index as most closely re
Event and also the date from which such replacement

2. If an index other than the CPI shall be used, th
Part D of this Schedule 4 shall apply to such index

t of which payment is due,

ded in accordance with Clause

ion including relevant value
lations, in reasonable
f the invoice with the

respect of which payment is
nt value of the United States
e detail, to permit KPLC to
of Schedule 5; and

ctual Monthly Availability

with such other information
required by KPLC to verify

Il comply with all relevant
se relating to Value Added

detailed statement setting
ment Period, revisions (if
ted Capacity Test, details of
Net Electrical Output
spatch Instruction for each
Iculations, in reasonable
invoice.

NDEX

be properly calculated as a
vent"):

r more of the figures, values
rmanent or temporary);

lished figures, values or

been changed and thereby
of CPI comparison over time
espective consumption

to agree upon the means
replacement index and if the
ement index within a period
er to an Expert who shall
flects the CPI prior to the
index shall be applicable.

en the provisions of this
mutatis mutandis.



133

SCHEDULE 6: CONDITIONS PREC
Part A: Preconditions of the

(i) The grant to the Seller of geothermal resources
necessary for the Geothermal Reservoir Development;

(i) The execution by the GOK of the Site Agreement
(iii) The granting to the Seller of a Water Permit.

Part B: Preconditions of
(i) The Seller providing to KPLC such documentary e
satisfy KPLC that the Seller has or has access to s
for the conduct of the Appraisal Works and construc
Facility in accordance with the terms of this Agree

evidence shall include evidence of all loans, grant
arrangements as the Seller shall have procured.
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SCHEDULE 7: CONSTRUCTION PRO

(See Page )
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SCHEDULE 8: PARTIES' ADDRESSES AND
KPLC:
The Kenya Power & Lighting Company Ltd.
Stima Plaza
P.O. Box 30099-00100
Nairobi, 243366
Kenya
Fax: 30099
Tel: 32013201
Marked for the attention of: The Company Secretary
Seller:
OrPower 4 Inc.
6225 Neil Road Suite 300
Reno
Nevada 89511-1136
USA
Fax: Nevada, USA (775) 356-9039

Tel: Nevada, USA (775) 356-9029

EDENT
Seller

licence for the Licence Area

KPLC

vidence as shall reasonably
uch funds as are necessary
tion of the Early Generation
ment. Such documentary

s or other financing

GRAMME

NOTICE DETAILS



with copy to:

OrPower 4

Kenya Branch

Off Moi South Lake Road
Hellsgate National Park
P.O. Box 1566

20117, Naivasha, Kenya

In either case marked for the attention of: the Com
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SCHEDULE 9: INSURANCE
Part A: Construction Per
(The period from the Effective Date until the Ful
1. Marine and Air Cargo:

Cover: All materials, equipment, machinery, spares
incorporation in the Plant and the Seller's Steam F
risks of physical loss or damage while in transit b
origin anywhere in the world to the Site in Kenya,
the insured items leaving warehouse or factory for
to institute Cargo Clauses (Air), institute War Cla
Post), institute Strikes Clause (Cargo, Air Cargo)

Sum Insured: An amount equal to cost and freight of

Deductible: Not to exceed US$ 10,000 for each loss;
turbine/generators.

Insured: The Seller and its relevant contractors.

2. Loss of Revenue Profits (following Marine inci
Commercial Operation Date"

Cover: Against loss of revenue following delay in s
as a direct result of physical loss or damage to th
machinery and other items in transit by sea or air
covered under the Marine Cargo insurance.

Sum Insured: An amount equal to the estimated conti
debt service, during the indemnity period.

Indemnity Period: 12 months or the period required
materials, equipment or machinery, whichever is les

Deductible: Not to exceed 60 days.
Insured: The Seller.
3. Contractors' All Risks

Cover: The contract works including the Early Gener
Works executed and in the course of execution, mate
while on the Site, against all risks of physical lo

and kindred risks, nuclear risks, unexplained short
repairing items which are defective in workmanship
penalties; consequential losses; cash; vehicles; ve

pany President

iod

| Commercial Operation Date)

and other items for

ield Facilities against all

y sea or air from country of
or vice versa from time of
shipment to the Site. Cover
uses (Air), (Sendings By

or equivalent.

any shipment

except US$ 5,000 for the

dent) - "Marine Delay in Full

tart of commercial operations
e materials, equipment,
to the Site, to the extent

nuing expenses, including

to repair or replace
S.

ation Facility, Appraisal

rials and temporary works,
ss or damage other than war
age, cost of replacing or
material or design;

ssels; aircraft and other



standard exclusions contained in such policies. Cov
equivalent terms, conditions and perils/causes of |
Erection All Risks insurance policy.
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Sum Insured: The Contract Price.
Deductibles: In relation to Contract Works, Materia
(a) arising during the construction and testing pe

(i) from Storm, Tempest, Flood, Water Damage, Earth
Collapse - Not to exceed [US$ 10,000]

(ii) from any other cause other than in (a)(i) abov
(b) arising out of operational testing or Commissi
(i) of turbine generators - Not to exceed US$ 50,00
(ii) of plant other than turbine generators - Not t
Period of Cover: Actual construction, testing and C

Insured: The Seller, its contractors and its lender
Site; KPLC shall be added as an additional insured

4. Loss of Revenue (following C.A.R.) "Delay in a
Cover: Against loss of revenue following delay in s
as a direct result of physical loss or damage to th
or operational testing to the extent that such loss
the Contractors' All Risks policy.

Sum Insured: An amount equal to the estimated conti
debt service, during the indemnity period.

Indemnity Period: Not less than 12 months.

Insured: the Seller and its lenders.

Deductible: Not more than 90 days.

Period of Cover: Construction, testing and Commissi
Generation Facility and Plant from mobilization of
until the day following the Full Commercial Operati
5. Public Liability

Cover: Against legal liability to third parties for
property arising out of the construction, testing a

Generation Facility and the Plant.

Sum Insured: For any one claim: US$ 5,000,000.
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Deductible: Not to exceed US$ 25,000 for each claim
for injury to persons.

er shall provide the
oss provided under the

Is, etc.
riod:

quake, Subsidence and

e - Not to exceed [US$ 5,000]
oning:

0

0 exceed US$ 35,000
ommissioning.

s and all suppliers on the
as its interests may appear.

Commercial Operation Date"
tart of commercial operations

e works during construction
or damage is covered under

nuing expenses, including

oning periods of the Early
the Seller's contractors
on Date.

bodily injury or damage to
nd Commissioning of the Early

for damage to property. None



Insured: The Seller and its contractors; KPLC shall
insured as its interest may appear.

Period of Cover: The actual construction, testing a
Generation Facility and the Plant from mobilization
until the day following Full Commercial Operation D

6. Miscellaneous

Other insurance as is customary, desirable or neces

other requirements, such as Workmen Compensation In

workmen employed in the construction of the Plant a
vehicle.
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Part B: Operating Perio
(The period from the Full Commercial Operation Dat
1. All Risks Insurance - Fixed Assets

Cover: All building contents, machinery, stock, fix
personal property forming part of the Plant against

or damage, including (but not limited to) those res
explosion, spontaneous combustion, storm, wind, tem
damage, riot, strikes, malicious damage, earthquake
contents of tanks, subject to standard policy exclu

Sum Insured: Full replacement value of the Plant.
Deductible: Not to exceed US$ 50,000 each loss.

Insured: The Seller and its lenders; KPLC shall be
insured as its interests may appear.

2. Consequential Loss Following All Risks

Cover: Loss of revenue due to loss of capacity and/
consequence of loss of or damage to Plant and cause
paragraph 1 above.

Sum Insured: An amount equal to the estimated conti
debt service, during the indemnity period.

Indemnity Period: Not less than 12 months.
Deductible: Not more than 60 days.
Insured: The Seller and its lenders.

3. Machinery Breakdown

Cover: All machinery, plant and ancillary equipment
against sudden and unforeseen physical loss or dama
and electrical breakdown or derangement, explosion
vessels, electrical short circuits, vibration, misa

or voltage, abnormal stresses, centrifugal forces,
regulating devices, overheating, entry of foreign b
other similar causes.

be added as an additional

nd Commissioning of the Early
of the Seller's contractors
ate.

sary to comply with local or
surance in relation to all
nd Motor Insurance on a

d

e until the end of the Term)

tures, fittings and other

"All Risks" of physical loss
ulting from fire, lightning,
pest, flood, hurricane, water
, collapse and/or loss of
sions.

added, as an additional

or loss of output as a direct
d by a period insured under

nuing expenses, including

forming part of the Plant

ge resulting from mechanical
or collapse of pressure
lignment, excessive current
failure of protective or

odied, impact, collision and



Sum Insured: Full replacement value of all machiner
Deductible: US$ 10,000 each loss.

Insured: The Seller and its lenders; KPLC shall be
insured as its interest may appear.
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4. Consequential Loss following Machinery Breakdo

Cover: Loss of revenue due to loss of capacity and/
consequence of loss or damage to the Plant caused b
paragraph 3 above.

Sum Insured: an amount equal to the estimated conti
debt service, during the indemnity period.

Indemnity Period: Not less than 12 months.
Deductible: Not more than 60 days.
Insured: The Seller and its lenders.

5. Public Liability

Cover: Legal liability of the insured for damage to
bodily injury to third parties arising out of the o
maintenance of the Plant.

Sum Insured: US$ 5,000,000 for any occurrence.
Deductible: US$ 25,000 each claim for property. Non

Insured: The Seller and its lenders; KPLC shall be
insured as its interest may appear.

6. Off Site Facilities

The Seller shall ensure that all plant, equipment a
necessary for the operation or development of the E
the Plant but which is not located at the Temporary
may be which shall include but not be limited to: d
wells, pipework, cables and instrumentation equipme
to its replacement values. The Seller shall also pr
third party insurance to a suitable value to be agr
equipment and machinery.

7. Miscellaneous

Other insurance as are customary, desirable or nece
other requirements, such as Workmen's Compensation
workmen employed in the Plant or in connection with
Insurance on any vehicle.

If KPLC is added as an additional insured on any of
Schedule 9, KPLC acknowledges and agrees that (a) i
loss payee on any insurance proceed payments relati
coverage, and (b) it will not be involved in any cl

or settlements.
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y, plant, boilers, etc.

added as an additional

wn

or loss of output as a direct
y a peril insured under

nuing expenses, including

property of third parties or
wnership, operation and

e for injury to persons.

added as an additional

nd machinery which is

arly Generation Facility or
Site or the Site as the case
rilling rigs and equipment,

nt is comprehensively insured
ocure loss of revenue and
eed with KPLC for this plant

ssary to comply with local or
insurance in relation to all
its operation, and Motor

the insurance listed in this
t will not be included as a
ve to such insurance

aim negotiations, discussion



SCHEDULE 10
SITE AGREEMENT

(See Pages _ )
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DATED JANUARY 19, 2007
(1) THE KENYA POWER AND LIGHTI NG COMPANY LIMITED

(2) ORPOWER 4 INC.
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OLKARIA 1ll PROJECT SECURITY A
THIS AGREEMENT is dated January 19, 2007.
BETWEEN:

(1) THE KENYA POWER AND LIGHTING COMPANY LIMITED a
Kenya with its registered office at Stima Plaz
Nairobi, Kenya ("KPLC")

(2) ORPOWER 4 INC. a company incorporated in the C
Indies with its registered office in Grand Cay
with an office at 6225 Neil Road, Suite 300, R
will act through its branch at Off Moi South L
Park, P.O. Box 1566- 20117, Naivasha, Kenya ("

WHEREAS:
(A) KPLC and OrPower 4 have entered into the

(B) Pursuant to Clause 11.9.1 of the PPA, KPL
security for all sums payable by KPLC und

(C) KPLC and OrPower 4 entered into the Secur
November, 1998, and subsequently entered
Security dated 17th April 2003, which ame
original Security Agreement. The Amended
Agreement was not operationalized. KPLC a
these prior arrangements regarding securi
herein.

(D) This Olkaria Ill Project Security Agreeme
date first appearing above, and supercede
Agreement dated 5th November, 1998 and th
Security Agreement of dated 17th April 20
hereto.

WITNESSETH as follows:
1. AMENDMENT AND RESTATEMENT, DEFINITIONS AND INT

1.1 With effect from the Effective Date, the origi
5th November 1998 and the Amended and Restated
April

2003 between the Parties, inclusive of all sch
amended and restated in their entirety by this
Agreement.

1.2 In this Agreement and its recitals hereto, unl
requires, expressions and terms not otherwise
meanings given to them in the PPA.

1.3 In this Agreement the following words and expr
meanings:

"APPROVED BANK": a first class international b
nominated by KPLC and acceptable to OrPower 4,
Date, is any of Standard Chartered Bank (Kenya
Limited or Citibank N.A. (and in each case the

GREEMENT

company incorporated in
a, PO Box 30099-00100,

ayman Islands, British West
man, British West Indies,

eno, Nevada, U.S.A. and which
ake Road, Hellsgate National
ORPOWER 4")

PPA (as defined below).

C has agreed to provide
er Clause 11 of the PPA.

ity Agreement dated 5th

into the Amended and Restated
nded and restated the

and Restated Security

nd OrPower 4 wish to replace
ties, all as described

nt is entered into as of the
s the original Security

e Amended and Restated
03 between the Parties

ERPRETATION

nal Security Agreement dated
Security Agreement dated 17

Security Agreement

edules thereto, shall be
Olkaria Il Project Security

ess the context otherwise
defined herein shall have the

essions have the following

ank or financial institution
which, at the Effective

) Ltd, Barclays Bank of Kenya
ir respective successors in



title) and which, at a later date shall includ
their respective successors in title, accordin
that there is no material adverse change in th
value of its successor in title from that exis
predecessor) as of the Effective Date, and any
institution which is reasonably acceptable to

"BUSINESS DAY": any day (other than a Saturday
are open for business in Kenya;

"DOLLARS" and "$": the lawful currency for the
States of America;

"EFFECTIVE DATE": means the date first appeari

"GOOD FAITH DISPUTE PROCEDURE": shall be as de

"INSOLVENCY EVENT": any of the following event
jurisdiction, any event similar or analogous t

(a) aresolution being passed, or a petition
proceeding being commenced for the windin
administration, rehabilitation, rescue or
if OrPower 4 is or becomes the subject of
which petition or proceeding is not disch
otherwise reversed within 14 days; or

(b) OrPower being or becoming unable to pay i
threatening to suspend making payment wit
of its debts;

"KENYA SHILLINGS": means the lawful currency f

"L/C BANK": an Approved Bank;

"L/C BANK LETTER OF INSTRUCTION?": a letter in
3 (form of L/C Bank Letter of Instruction) or
KPLC and the L/C Bank may agree;

"LETTER OF CREDIT": an irrevocable and transfe
credit issued or to be issued to OrPower 4 pur
substantially in the form set out in Schedule

or, if the L/C Bank does not agree to issue a

that form in such other form as KPLC, OrPower
reasonably agree, and the expression includes
credit issued pursuant to Clauses 2.2 and 2.3;

"MONTH": a calendar month;

"PARTY" and "PARTIES": each party or (as the c
this Agreement;

"PAYMENT DEFAULT" means that KPLC shall have f
respect of the Secured Liabilities and:

(a) OrPower 4 has given to KPLC notice of tha
delivery or by facsimile transmission in
specifying in that notice the amount of t
Business Days (or where such payment was

e the above named banks (or
g to the case) on condition

e value of such bank (or the
ting with respect to its

other bank or financial
OrPower 4,

or Sunday) on which banks

time being of the Untied

ng above;
fined in the PPA;

s or, in any other
o any of the following:

being presented or any

g up, liquidation,

dissolution of OrPower 4, or
any of those procedures,
arged or cancelled or

ts debts or suspending or
h respect to all or any class

or the time being of Kenya,;

Security Agreement

the form set out in Schedule
such other form as OrPower 4,

rable standby letter of
suant to Clause 2.1 and

1 (Form of Letter of Credit)
standby letter of credit in

4 and the L/C Bank may
each successive letter of

ase may be) the parties to

ailed to make any payment in

t failure (by personal
accordance with Clause 9),
hat non-payment and two (2)
required to be made to a



payee outside the Republic of Kenya, five
elapsed since the giving of that notice;

(b) either there is no dispute regarding the
to pay, or, if there is such a dispute, s
resolved according to the Good Faith Disp

"PPA": the Amended and Restated Power Purchase
between OrPower 4 and KPLC of even date hereof

"PROJECT": the conduct of the Appraisal Works,
operation of the Early Generation Facility and
KPLC of electricity generated by and capacity
Generation Facility and the Plant;

"RESERVED AMOUNT": means an amount equal
formula:

RA=CP +0.96 * EC
where:

(a) in respect of the first three Letter
under this Agreement:

CP = CCRF(P) * 36 MW; and

EC = ECR(P) * 36 MW * 8760; and

12

(b) in respect of the fourth and each su
be issued under this Agreement:

CP = [SIGMA] (CCRF(P) * CCF)(R-12);

EC = [SIGMA] (ECR(P) * CCF)(R-12) *

(or, in respect of the fourth such L
relevant time fewer than twelve (12)
the Full Commercial Operation Date,
pro rata)

and where:

CCRF(P), ECR(P) and CCF shall have the meaning
Schedule 5 of the PPA,

R is the month in which the Reserved Amount is

[SIGMA](expression)(R-12) means the sum of tha
months prior to month R; and

"SECURED LIABILITIES": all present and future
of KPLC to pay sums on or after the Plant Comm

(5) Business Days) have
and

amount which KPLC has failed

uch dispute is not being
ute Procedure;

Agreement entered into

the design, construction and
the Plant and the sale to
made available by the Early

to RA in the following

s of Credit to be issued

Security Agreement

bsequent Letter of Credit to

etter of Credit, if at the
months have elapsed since
such amounts to be calculated

s given to those items in

calculated; and

t expression for the 12

obligations and liabilities
issioning Date to OrPower 4



under Clause 11 of the PPA.

1.4 References to Clauses and Schedules are to the
to this Agreement.

1.5 Clause headings are inserted for ease of refer
affect the interpretation of this Agreement.

1.6 Except to the extent the context otherwise req
document to this "Agreement" shall include thi
varied, supplemented, novated or replaced from

1.7 References to any person are to be construed t
person's successors, transferees and assigns.

1.8 Words denoting the singular number only shall
also and vice versa, and words denoting natura
interpreted as referring to corporations and a
vice versa.

1.9 All references to time shall be to Kenya time.
1.10 The term including shall be construed without

1.11 In the event of any conflict between the Claus
Clauses shall prevail.

2. LETTER OF CREDIT

2.1 KPLC shall, within 30 days of execution of thi
Security Agreement, procure that the L/C Bank
favour of OrPower 4 a Letter of Credit in an a
times the Reserved Amount as anticipated by th
Commercial Operation Date.

On the Effective Date, KPLC and OrPower 4 shal
Bank in accordance with the terms of the L/C B

2.2 KPLC shall ensure that the Letter of Credit sh
less than twelve (12) months from the date of
that successive Letters of Credit shall therea
Clause 2.7 and notwithstanding the provisions
periods of twelve (12) months each, each such
amount not less than four times the Reserved A
agreed or determined under Clause 2.3. OrPower
unreasonably withhold their agreement to the f
successive Letter of Credit if the L/C Bank wi
Credit substantially in the form set out in Sc

2.3 Within five (5) Business Days of the Effective
first Letter of Credit, and not less than sixt
expiry date of the first Letter of Credit and
Credit, OrPower 4 will notify KPLC, with a cop
relevant Reserved Amount to be used to calcula
succeeding Letter of Credit, such notice to be
calculations showing how that amount has been
five (5) Business Days to advise OrPower 4 whe
OrPower 4's figure. If KPLC does not agree wit
figure is not agreed between OrPower 4 and KPL

clauses and schedules of or

ence only and are not to

uires, any reference in this
s Agreement as amended,
time to time.

o include references to that

include the plural number
| persons shall be
ny other legal entities and

Security Agreement

limitation.

es and the Schedules, the

s Olkaria Il Project
establishes and maintains in
mount not less than four (4)
e Parties as at the Full

| jointly instruct the L/C
ank Letter of Instruction.

all have an expiry date not
its issue and shall ensure
fter be issued (subject to

of Clause 2.4) for successive
Letter of Credit to be in an
mount from time to time

4 and KPLC shall not

orm of the first or any

Il not issue such Letter of
hedule 1.

Date with respect to the
y-five (65) days prior to the
of each subsequent Letter of
y to the L/C Bank, of the
te the amount of the next

accompanied by its
calculated. KPLC will have
ther or not it agrees with
h that figure, and that
C within a further period of



ten (10) Business Days, KPLC may refer the mat
determination in accordance with Clause 19.3 o
refer the matter to an Expert in accordance wi
4's figure shall apply.

2.4 Subject to Clause 2.7, the L/C Bank shall be i
and by OrPower 4 that, if by the second Busine
date of any Letter of Credit, KPLC has not cau
of Credit, then the L/C Bank shall automatical
by drawing down the balance of the Letter of C
its expiry. The L/C Bank shall issue such new
expiration of the existing Letter of Credit.

2.5 On and after the occurrence of a Payment Defau

without prejudice to any other rights or remed
against KPLC, OrPower 4 shall be entitled to m
of Credit for an amount no greater than the am
Liabilities then due but unpaid. Any such dema
signed by a duly authorised representative of
provide a copy of the demand to KPLC (by perso
transmission in accordance with Clause 9) cont
of the demand to the L/C Bank.

2.6 Until such time as the Secured Liabilities are
KPLC shall use all reasonable endeavours to re

in respect of which a demand has been made pur

thirty (30) days after that demand is made and
such Letter of Credit within ninety (90) days

2.7 KPLC shall not be obliged to ensure the issue
accordance with Clause 2.2 on or at any time a
anniversary of the Full Commercial Operation D

2.8 All costs, charges, expenses, taxes and fees r
and maintenance of the Letter of Credit shall
provided however, that OrPower 4 shall reimbur
charges, expenses, taxes and fees paid up to t
1% (one percentage) per annum of the then prev
Letter of Credit issued in favour of OrPower 4

Clause 2. OrPower 4 shall reimburse amounts pa

this Clause 2.8 quarterly in arrears, within 3
documenting such costs at the end of the quart

2.9 Orpower 4 undertakes not to make a demand unde

the Plant Commissioning Date.

2.10 There are no conditions precedent to the effec
Project Security Agreement.

3. GENERAL

3.1 This Agreement shall continue in force until t
the twelfth (12th) anniversary of the Full Com

3.2 The security constituted by this Agreement sha
shall extend to the ultimate balance of the Se
continue in full force and effect notwithstand
in whole or in part of the Secured Liabilities

ter to an Expert for
f the PPA. If KPLC does not
th this Clause 2.3, OrPower

rrevocably instructed by KPLC
ss Day prior to the expiry

sed the renewal of the Letter
ly renew the Letter of Credit
redit immediately prior to
Letter of Credit upon the

Security Agreement

It which is continuing, and

ies which OrPower 4 may have
ake demand under the Letter
ount of the Secured

nd shall be in writing and
OrPower 4. OrPower 4 shall
nal delivery or by facsimile
emporaneously with delivery

paid or satisfied in full,
instate any Letter of Credit
suant to Clause 2.10 within
shall in any event reinstate
after such demand.

of a new Letter of Credit in
fter the twelfth (12th)
ate.

elating to the establishment
be borne and paid by KPLC,
se KPLC for such costs,

he total aggregate amount of
ailing face value of the

in accordance with this
yable to KPLC pursuant to

0 days of KPLC's invoice

er, up to the aforesaid cap.

r the Letter of Credit before

tivity of this Olkaria Ill

he day immediately preceding
mercial Operation Date.

Il be continuing security,
cured Liabilities and shall
ing any intermediate payment



3.3 KPLC's liability under this Agreement shall no
by:

(a) the dealing with, existence or validity o
security taken by OrPower 4 in relation t
Liabilities or any enforcement of or fail
enforce any such security;

(b) any amendment to or variation of the PPA
the PPA or the Secured Liabilities;

(c) any release of or granting of time or any
any third party; or

(d) any other act, event or omission which wo
Clause 3.3 operate to impair or discharge
or KPLC's liability under, this Clause in
thing which would or might afford a defen

4. REPRESENTATIONS, WARRANTIES AND COVENANTS

4.1 Each Party represents, warrants and undertakes

(a) this Agreement does not and will not conf
breach or constitute a default under any
obligation to which that Party is a party

(b) all necessary authorisations and consents
Party to enter into this Agreement and wh
context of this Agreement have been obtai
force and effect during the term of this

(c) that Party shall obtain, effect and maint
licences, authorisations, consents, regis
approvals which are at any time necessary
and/or perform its obligations under this

4.2 OrPower 4 undertakes:
(a) that it will give prompt notice to KPLC o
(b) immediately upon termination of this Agre
PPA, each other than due to a KPLC defaul
Liabilities, to:
(i) give notice to that effect to the L/C
(i) request and instruct the L/C Bank to

Letter of Credit, and to do all acts and thing
deliver and perfect all deeds,

instruments, notices and documents which the L

t be discharged or impaired

Security Agreement

f any other guarantee or
o the PPA or the Secured
ure to take, perfect or

or any security relating to

other indulgence to KPLC or

uld or might but for this

the security constituted by,
cluding any act, omission or
ce to a surety.

to the other that:

lict with or result in any
agreement, instrument or
or by which it is bound;

to enable or entitle that
ich are material in the
ned and will remain in full
Agreement;

ain all governmental
trations, filings or

to enable it to comply with
Agreement;

f any Insolvency Event; and
ement or (if earlier) of the

t relating to the Secured
Bank; and

cancel immediately the
s, and sign, seal, execute,

Security Agreement

/C Bank reasonably considers



to be necessary or desirable in order to effec
INDEMNITY

OrPower 4 irrevocably and unconditionally agre
it indemnified against all losses, damages, co
claims (including interest, penalties, legal a
and any taxes thereon, if applicable) incurred
and arising out of all or any of:

(a) the making of any demand under the Letter
strictly in accordance with this Agreemen

(b) the failure by OrPower 4 to give any such
request as is referred to in Clause 4.2(a

For the avoidance of doubt, in no case shall O
for any indirect or consequential losses or da

CONFIDENTIALITY

The provisions of Clause 18 of the PPA shall b
mutandis in this Agreement. The provisions of
the termination or expiry of this Agreement.

AMENDMENTS

This Agreement shall not be amended except by
the Parties.

8. MISCELLANEOUS

8.1 No delay or omission on the part of any Party

remedy under this Agreement shall impair that
or be taken to be a waiver of it nor shall any

exercise of any such right or remedy preclude
under this Agreement of that or any other righ

8.2 The rights of the Parties under this Agreement

exclusive of any rights provided by law and ma
time and as often as the Parties deem expedien

8.3 Any waiver by either Party of any terms of thi

approval given by either Party under it shall
writing and then only for the purpose and upon
any, on which it is given and if agreed to by

8.4 If at any time any one or more of the provisio

becomes illegal, invalid or unenforceable in a
any jurisdiction neither the legality, validit
remaining provisions of this Agreement nor the
enforceability of such provision under the law
shall be in any way affected or impaired as a

8.5 This Agreement may not be assigned by either P

writing of the other Party provided that:

(a) OrPower 4 may transfer, assign or novate
provider to it of finance for the purpose

t the cancellation.

es to indemnify KPLC and keep
sts, expenses, demands and
nd other costs and expenses
or to be incurred by KPLC

of Credit otherwise than
t; and

notice, instruction or

) or (b)(i).

rPower 4 be liable to KPLC
mages.

e incorporated mutatis
this Clause 6 shall survive

an instrument executed by all

in exercising any right or
right or remedy or operate as
single partial or defective
any other or further exercise
t or remedy.

are cumulative and not
y be exercised from time to
L.

s Agreement or any consent or
only be effective if given in

the terms and conditions, if
the other Party.

Security Agreement

ns of this Agreement is or
ny respect under any law of
y or enforceability of the
legality, validity or

of any other jurisdiction
result.

arty without the consent in

this Agreement to any
s of the Project; and



(b) this Agreement may be assigned by either
consent of the other Party and the provis
PPA shall apply to this Agreement.

8.6 Waiver of Sovereign Immunity

KPLC agrees that the execution, delivery and p
Agreement and the obligation to open and maint
hereunder, constitute private and commercial a
foregoing, KPLC agrees that:

(a) should any proceedings be brought against
jurisdiction in connection with this Agre
any of KPLC's obligations or any of the t
this Agreement, no claim of immunity from
claimed by or on behalf of itself or any

(b) it waives any right of immunity which KPL
may have in the future in any jurisdictio
proceedings.

9. COMMUNICATIONS

9.1 Any notice or other communication to be given

under or in connection with this Agreement sha
may be delivered personally or sent by prepaid
recipient in accordance with the details set o
address and/or facsimile number and/or person
each other in accordance with this Clause for

OrPower 4
Postal address:

6225 Neil Road Suite 300
Reno

Nevada 89511-1136

USA

Fax Number: Nevada, USA (775) 356-9039
Telephone Number: Nevada, USA (775) 356-9029
with a copy to:

OrPower 4

Off Moi South Lake Road,
Hellsgate National Park
P.O. Box 1566- 20117
Naivasha Kenya

Fax Number: +254-50-50668
Telephone Number: +254-50-50664 or +254-50-506

In either case marked for the attention of: Th

KPLC

Postal Address:

The Kenya Power and Lighting Company Limited
Stima Plaza

PO Box 30099-00100

Party with the prior written
ions of Clause 21.2 of the

erformance by it of this
ain Letters of Credit
cts. In furtherance of the

KPLC or its assets in any
ement, or in connection with
ransactions contemplated by
such proceeding will be

of its assets;

C or any of its assets has or
n in connection with any such

by one Party to the other
Il be given in writing and
airmail or facsimile to the
ut below or to such other
as the Parties may notify
such purpose:

Security Agreement
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e Company President



Nairobi
Kenya

Fax Number: Nairobi, 337351
Telephone Number: Nairobi 243366

Marked for the attention of: The Company Secre

9.2 Every notice or other communication shall be d
(if sent by post) five (5) days after being po
delivered personally or by facsimile transmiss
delivery or (in the case of a facsimile transm
transmission.

10. GOVERNING LAW AND DISPUTE RESOLUTION

10.1 This Agreement is governed by and shall be con
laws of Kenya.

10.2 Any dispute or difference of any kind between
with or arising out of this Agreement or the b
validity hereof (a "DISPUTE") shall be

finally settled by arbitration under the Rules
Arbitration of the International Chamber of Co
said Rules which Rules are deemed to be incorp
Clause 10.2. It is hereby agreed that:

(a) the seat of the arbitration shall be Lond
(b) there shall be a single arbitrator;

(c) the language of the arbitration shall be
(d) the award rendered shall apportion the co

(e) the award shall be in writing and shall s
the facts of the Dispute and the reasons

() the award in such arbitration shall be fi
Parties and judgment thereon may be enter
jurisdiction for its enforcement; and the
of appeal from the decision of the tribun
renunciation can validly be made.

If there is a conflict between this Agreement
Agreement shall prevail.

10.3 Neither Party shall have any right to commence
proceeding concerning a Dispute relating to th
Dispute has been resolved in accordance with C
enforce or execute the award under such proced

10.4 The Parties shall each secure that all arbitra
to be bound by the provisions of Clause 6 of t
of appointment.

10.5 The Parties shall continue to perform their ob
Agreement during any Expert or Arbitration pro

tary.

eemed to have been received
sted prepaid airmail and (if
ion) at the time of actual
ission) on confirmation of

strued in accordance with the

the parties in connection
reach, termination or

Security Agreement

of Conciliation and
mmerce in accordance with the
orated by reference into this

on, England,;

English;
sts of the arbitration;

et forth in reasonable detail
for the tribunal's decision;

nal and binding upon the
ed into in any Court having
Parties renounce any right
al insofar as such

and the said Rules, this

or maintain any legal

is agreement until the

lause 10.2, and then only to
ure.

tors and Experts shall agree

his Agreement as a condition

ligations under this
ceeding.



10.6 Each Party hereby represents and warrants to t
or proceeding (including but not limited to al
arbitration proceedings, or enforcement of cou
Agreement or the transactions contemplated in
against itself or is assets, it shall make no
or otherwise) from such lawsuit or proceeding
assets.

10

11. COUNTERPARTS
This Agreement may be signed in any number of
counterpart or a set of counterparts signed, i
shall constitute a full and original Agreement

IN WITNESS whereof the parties hereto have executed
as a Deed the day and year first before written.

SEALED with the COMMON SEAL of )

THE KENYA POWER AND )
LIGHTING COMPANY LIMITED )
In the presence of: )

Director

Secretary
For and on behalf of )

ORPOWER 4 INC. by Ernest Mabwa )

Authorised Representative

11

SCHEDULE 1
FORM OF LETTER OF CREDI
Draft LC TO: [ORPOWER 4, full address, to be advise

1. By order and for the account of our customer K
Road, P.O Box 30099-00100 Nairobi, we [Bank] t
establish and issue in your favour this irrevo
"Letter of Credit") payable by means of drawin
and at any particular time in the maximum amou

The amount payable under this Letter of Credit
number of drawings to and including the close

[ ("Expiry Date") against the follo
at the offices of | , Nairobi:

he other that if any lawsuit

| kinds of suits, court or

rt decisions) related to this
this Agreement is initiated
claim of immunity (sovereign
on its behalf or for its

Security Agreement

counterparts. Any single
n either case, by the Parties
for all purposes.

and delivered this Agreement

Security Agreement

T
d to [Name of Advising Bank]]

PLC of Stima Plaza, Kolobot
his[_]day of [___ ] hereby
cable letter of credit (the

gs notify us pursuant hereto
nt of [words [figures

shall be available in any
of business in Nairobi on
wing document to be presented



(a) executed demand notice purportedly signed
substantially in the form of the Appendix

(b) a copy of an independent engineer certifi
testing has been completed and the Plant
commercial operation, [and

(b) the original of this Letter of Credit for

. If you present such demand notice and this Let

on a Banking Day on or prior to the Expiry Dat
payment to you or in accordance with your inst
close of banking business on the fifth (5th) B
thereof.

The term "Banking Day" means a day (other than
which banks are open for business in the Repub

. Subject to Clause 4, this Letter of Credit sha
the Expiry Date.

. If, from time to time, by the second Banking D

shall not have issued to you a replacement Let
for the account of our customer, KPLC, in the
form as shall have substantially the same effe
reasonably agree) unless otherwise instructed
to have presented a demand notice on this Lett
office on such Banking Day for the amount avai
Letter of Credit and such deemed demand shall
of the amount available for drawing under the
account that we shall open as security and we
Letter of Credit for the amount

12

deemed drawn down for a period of twelve (12)
Date under the same terms and conditions (incl
Any such renewal shall be advised to OrPower 4
herein or such other address as may be notifie
from time to time.

This Letter of Credit sets forth in full our u
undertaking shall not in way be modified, amen
reference to any document, instrument or agree
except only the certificates, the instructions
referred to herein; and any such reference sha
incorporate herein by reference any document,
except for such certificate, such instructions

by your officer
1 attached hereto;

cate stating that Plant
is available for full

endorsement.]

ter of Credit at such office

e, we will honour the same by
ructions on or before the
anking Day after presentment

a Saturday or Sunday) on
lic of Kenya.

Il automatically terminate on

ay before the Expiry Date, we
ter of Credit by order and

form hereof (or in such other
ct or as you and we may

by you, you shall be deemed
er of Credit at our Nairobi

lable for drawing under this

be honoured by us by payment
Letter of Credit into an

will immediately renew the

Security Agreement

months from the then Expiry
uding the automatic renewal).
and KPLC at the address

d to us by KPLC and OrPower 4

ndertaking, and such

ded, amplified or limited by
ment referred to herein,

to transfer and the drafts

Il not be deemed to
instrument or agreement

to transfer and such drafts.

6. This Letter of Credit is transferable in whole or in part.
7. All Bank charges are for Applicant's account.
strued in accordance with the

s (1993 Revision),
00 provided that to the

This Letter of Credit shall be governed by, and con
Uniform Customs and Practice for Documentary Credit
International Chamber of Commerce Publication No. 5
extent that any of the provisions of this Letter of Credit are inconsistent with
or not covered by such Uniform Customs and Practice such provisions shall be
governed and construed in accordance with English | aw.



Communications with respect to this Letter of Credi

[ | attention | specifically referring
of Credit.

Yours faithfully,
Authorised Signatory
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APPENDIX
FORM OF DEMAND NOTICE
TO: [Bank]
Dear Sirs

We refer to Irrevocable Letter of Credit No. |

Credit") issued by you on the | ]inourf
Clause 1 thereof, we hereby state, that we are enti
under the Letter of Credit and hereby demand paymen
( ]) without deduction or set off (except
law) to be made to our account number

in on or before the fifth Banking Day
Credit) following your receipt of this demand.

Yours faithfully

authorised officer for and on behalf of
ORPOWER 4 INC

Copy: The Kenya Power and Lighting Company Limited

14

SCHEDULE 2
FORM OF COMFORT LETTER - WAS

The Government of the Republic of Kenya ("GOK") is
("OrPower 4") is proposing to enter into a power pu
Kenya Power and Lighting Company Limited ("KPLC") p
will: design, procure, construct, finance, test, co
maintain a generation facility of 8 MW capacity at
develop geothermal resources for the purposes of el
generation facility to be known as "Olkaria Ill"; d
finance, test and commission a high voltage interco
with the 220 kV switchyard at the proposed Olkaria
design, procure, construct, finance, test, commissi
generation facility of up to 100 MW capacity at Olk
generating capacity from Olkaria Ill to KPLC; and s
from Olkaria Il to KPLC.

t shall be addressed to us at
to the number of this Letter

Security Agreement

| (the "Letter of

avour. In accordance with
tled to make this demand

t of |

such as may be required by
at [enter details of a bank
(as defined in the Letter of

Security Agreement

PROVIDED

aware that OrPower 4 Inc.
rchase agreement with The
ursuant to which OrPower 4
mmission, operate and
Olkaria Ill; appraise and
ectricity generation at the
esign, procure, construct,
nnector connecting Olkarialll
Il generation facility;

on, operate and maintain a
aria Ill; make available

ell electricity generated



In accordance with GOK's policy on energy matters a
participation in Kenya's electricity supply industr
investment which OrPower 4 is proposing to make in

GOK recognises that in addition to making an equity
OrPower 4 will also require third party funding. GO
order to secure such third party funding KPLC and O
out in a security agreement) a form of security whi
provide.

If KPLC will not provide the agreed security to OrP
contractual obligations, GOK will, following receip
from OrPower 4, use all means within its powers to
agreed security in the manner envisaged by its cont
This letter is not intended to create any legal obl

This letter is effective from the date on which KPL
security agreement referred to in paragraph 3.

This letter is issued pursuant to the laws of the R

Yours faithfully
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SCHEDULE 3

FORM OF THE L/C BANK LETTER OF INSTRUCTION

To: [The L/C Bank]

We refer to the Olkaria Il Project Security Agreem

between The Kenya Power and Lighting Company Limite

"Security Agreement”).

We enclose for your information a copy of the Olkar
Agreement together with a copy of the PPA referred
which you hereby acknowledge.

Words and expressions defined in the Olkaria Il Pr
shall have the same meanings in this letter.

A. IRREVOCABLE RENEWAL INSTRUCTIONS

You are hereby irrevocably instructed that, if, by
before the then Expiry Date of a Letter of Credit,
have been renewed, you are to automatically draw al
drawing under the Letter of Credit, to deposit all
account as security, and to immediately renew the L
of additional 12 months each from the then Expiry D
under the same terms and conditions.

You are further instructed to advise to Beneficiary
the advising bank

B. GENERAL
1. You may,to the extent that you would have been e

had been genuine, rely on any notice, instruction,
legal opinion or other document which is not genuin

nd private sector
y, GOK welcomes the
the Republic of Kenya.

investment in Olkaria Ill.

K has been notified that in
rPower 4 have agreed (as set
ch KPLC will be obliged to

ower 4 in accordance with its
t of a written notification
cause KPLC to provide the
ractual obligations.

igation on the part of GOK.

C and OrPower 4 execute the

epublic of Kenya.

Security Agreement

ent dated | 2007
d and OrPower 4 Inc. (the

ia lll Project Security
to therein and receipt of

oject Security Agreement

the second Business Day
the Letter of Credit will not

| amounts then available for
such amounts in a depositary
etter of Credit for periods

ate of the Letter of Credit,

by authenticated swift to

ntitled to rely on it if it

communication, certificate,
e but is reasonably believed



by you to be genuine; and retain for your own benef
account any fee or other sum receivable by you for

2. OrPower 4 will keep you informed of the amount o
purposes of this letter, both at the commencement o
time to time during the course of your appointment.
in writing to the contrary, you may assume that the
amount most recently notified to you as such.

3. The provisions of Clause 9 (Communications) of t
Security Agreement shall apply to this letter as th
Project Security Agreement. Your relevant details a

[L/C Bank]

Postal Address:

Fax Number:
Telephone Number:
Notices to be sent to:

16

4. This letter shall be governed by and construed i
the Republic of Kenya.

Please signify your agreement to the terms of this
returning to each of us one of the enclosed copies

Yours faithfully Yours faith
For and on behalf of For and on
The Kenya Power and OrPower 4 |

Lighting Company Limited

[On copy] We agree to the terms of the letter of wh

For and on behalf of
[L/C Bank]

17

it and without liability to
your own account.

f the Reserved Amount for the
f your appointment and from

Unless OrPower 4 informs you
Reserved Amount is the

he Olkaria Ill Project
ey apply to the Olkaria lll
re as follows:

Security Agreement
n accordance with the laws of
letter by signing and
of this letter.

fully

behalf of
nc

ich this is a copy.



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statement on Forms S-3 (N8- 33
131064) and S-8 (No. 333-129583) of Ormat Techriekdnc. and subsidiaries of our report dated M&c
2007 relating to the financial statements, manag¢massessment of the effectiveness of internatrobover
financial reporting and the effectiveness of in&montrol over financial reporting, which appegrshis Form
10-K.

/sl PricewaterhouseCoopers LLP

San Francisco, California
March 9, 2007




Exhibit 23.Z

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference is nnual Report (10-K) of Ormat Technologies, loicour
report dated March 27, 2006, with respect to tharftial statements of Ormat Leyte Co. Ltd., inctligtethe
2006 Annual Report to Shareholders of Ormat Teagies, Inc.

We consent to the incorporation by reference infelewing Registration Statements:
(1) Registration Statement (Form S-3 No. 333-13)06

(2) Registration Statement (Form S-8 No. 333-13958

of our report dated March 27, 2006, with respedirtancial statements of Ormat Leyte Co. Ltd. ipmyated
herein by reference.

/sl SyCip Gorres Velayo & Co.

Makati City, Philippines
March 7, 2007




Exhibit 31.1

Ormat Technologies, Inc.
Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002

I, Yehudit Bronicki, certify that as of the dateréef:
1. | have reviewed this annual report on Fof¥Klof Ormat Technologies, Inc.;

2. Based on my knowledge, this report does aotain any untrue statement of a material factnoit to
state a material fact necessary to make the statsmeade, in light of the circumstances under whkiath
statements were made, not misleading with respebiet period covered by this report;

3. Based on my knowledge, the financial statémemd other financial information included insthi
report, fairly present in all material respectsfihancial condition, results of operations andcisws of the
registrant as of, and for, the periods presentedisnreport;

4.  The registrant’s other certifying officerdahare responsible for establishing and maintainin
disclosure controls and procedures (as defineckah@nge Act Rules 13a-15(e) and 15d-15(e)) andriate
control over financial reporting (as defined in Baoge Act Rules 13a-15(f) and 1%8¢f)) for the registrant ar
have:

(&) Designed such disclosure controls and praesg or caused such disclosure controls and puoesd
to be designed under our supervision, to ensutarhterial information relating to the registraingluding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in
which this report is being prepared;

(b) Designed such internal control over finahmgorting, or caused such internal control ovearicial
reporting to be designed under his/her supervismprovide reasonable assurance regarding thebilgly of
financial reporting and the preparation of finahstatements for external purposes in accordantegenerally
accepted accounting principles;

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis
report our conclusions about the effectiveness®efdisclosure controls and procedures, as of tHegthe
period covered by this report based on such evahjednd

(d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat
occurred during the registrant’s most recent fofigtal quarter that has materially affected, aeigsonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf
internal control over financial reporting, to thegistrant’s auditors and the audit committee ofrdggstrant’s
Board of Directors (or persons performing the eglgrt function):

(&) All significant deficiencies and material akmesses in the design or operation of internairobaver
financial reporting which are reasonably likelyadversely affect the registrant’s ability to regqutbcess,
summarize and report financial information; and

(b)  Any fraud, whether or not material, thatdtves management or other employees who have a
significant role in the registrant’s internal camtover financial reporting.

Date: March 9, 2007

By: /s/
YEHUDIT Yehudit Bronicki
BRONICKIChief Executive Officer and President




Exhibit 31.2

Ormat Technologies, Inc.
Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002

I, Joseph Tenne, certify that as of the date hereof
1. | have reviewed this annual report on Fof¥Klof Ormat Technologies, Inc.;

2. Based on my knowledge, this report does aotain any untrue statement of a material factnoit to
state a material fact necessary to make the statsmeade, in light of the circumstances under whkiath
statements were made, not misleading with respebiet period covered by this report;

3. Based on my knowledge, the financial statémemd other financial information included insthi
report, fairly present in all material respectsfihancial condition, results of operations andcisws of the
registrant as of, and for, the periods presentedisnreport;

4.  The registrant’s other certifying officerdahare responsible for establishing and maintainin
disclosure controls and procedures (as defineckah@nge Act Rules 13a-15(e) and 15d-15(e)) andriate
control over financial reporting (as defined in Baoge Act Rules 13a-15(f) and 1%8¢f)) for the registrant ar
have:

(&) Designed such disclosure controls and praesg or caused such disclosure controls and puoesd
to be designed under our supervision, to ensutarhterial information relating to the registraingluding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in
which this report is being prepared;

(b) Designed such internal control over finahmgorting, or caused such internal control ovearicial
reporting to be designed under his/her supervismprovide reasonable assurance regarding thebilgly of
financial reporting and the preparation of finahstatements for external purposes in accordantegenerally
accepted accounting principles;

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis
report our conclusions about the effectiveness®efdisclosure controls and procedures, as of tHegthe
period covered by this report based on such evahjednd

(d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat
occurred during the registrant’s most recent fofigtal quarter that has materially affected, aeigsonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf
internal control over financial reporting, to thegistrant’s auditors and the audit committee ofrdggstrant’s
Board of Directors (or persons performing the eglgrt function):

(&) All significant deficiencies and material akmesses in the design or operation of internairobaver
financial reporting which are reasonably likelyadversely affect the registrant’s ability to regqutbcess,
summarize and report financial information; and

(b)  Any fraud, whether or not material, thatdtves management or other employees who have a
significant role in the registrant’s internal camtover financial reporting.

Date: March 9, 2007

By: /s/
JOSEPHoseph Tenne
TENNE Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Yehudit Bronicki, certify, pursuant to 18 U.S.8ection 1350, as adopted pursuant to Section BO&o
Sarbanes-Oxley Act of 2002, that the annual repio@irmat Technologies, Inc. on Form KOfor the year ende
December 31, 2006 fully complies with the requiratseof Section 13(a) or 15(d) of the Securitiestzaxme
Act of 1934 and that information contained in sacimual report on Form 10-K fairly presents in aditerial
respects the financial condition, results of operatand cash flows of Ormat Technologies, In@fand for th
periods presented in such annual report on Forid. Ihis written statement is being furnished to 8ezurities
and Exchange Commission as an exhibit accomparsyioly annual report and shall not be deemed filed
pursuant to the Securities Exchange Act of 1934.

Date: March 9, 2007
By: /s/ YEHUDIT BRONICKI

Name: Yehudit Bronick
Title: Chief Executive Officer and Presids




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph Tenne, certify, pursuant to 18 U.S.CtiG&ed 350, as adopted pursuant to Section 906eof th
Sarbanes-Oxley Act of 2002, that the annual repio@irmat Technologies, Inc. on Form KOfor the year ende
December 31, 2006 fully complies with the requiratseof Section 13(a) or 15(d) of the Securitiestzaxme
Act of 1934 and that information contained in sacimual report on Form 10-K fairly presents in aditerial
respects the financial condition, results of operatand cash flows of Ormat Technologies, In@fand for th
periods presented in such annual report on Forid. Ihis written statement is being furnished to 8ezurities
and Exchange Commission as an exhibit accomparsyioly annual report and shall not be deemed filed
pursuant to the Securities Exchange Act of 1934.

Date: March 9, 2007
By: /s/ JOSEPH TENNE

Name: Joseph Teni
Title: Chief Financial Office




