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our common stock, whether or not participatinghiis ffering, may be required to deliver a prospecthis i:
in addition to the dealer's obligation to deliveprspectus when acting as an underwriter and regpect t
unsold allotments or subscriptions.

PROSPECTUS SUMMARY

This summary highlights the material information contained el sewhere in this prospectus. This summary
may not contain all of the information that may be important to you. We urge you to read this entire prospectus
carefully, including the more detailed information about us and about the shares of our common stock being sold
in this offering and our consolidated financial statements and related notes appearing elsewhere in this
prospectus, the "Risk Factors" section, and the documents to which we refer, before making an investment
decision. Unless the context otherwise requires, all references in this prospectus to "Ormat," "the Company,”
"we," "us," "our company" or "our" refer to Ormat Technologies, Inc. and its consolidated subsidiaries. As used
in this prospectus, "pro forma" information is information presented giving effect to the acquisition of the Heber
1 and Heber 2 projects and our 50% ownership interest in the Mammoth project that was consummated on
December 18, 2003 and the acquisition of the Puna project that was consummated on June 3, 2004, asif such
acquisitions were consummated on January 1, 2003, but not including the acquisitions of the Seamboat 2/3
project and the Steamboat Hills project that were consummated on February 13 and May 20, 2004, respectively.

Ormat Technologies, Inc.

We are a leading vertically integrated company gadan the geothermal and recovered energy power
business. We design, develop, build, own and opetatin, environmentally friendly geothermal popiants,
and we also design, develop and build, and plawtoand operate, recovered energy-based powesplant
each case using equipment that we design and na@uarda\We conduct our business activities in twsitess
segments. We develop, build, own and operate gentigower plants in the United States and othentges
around the world and sell the electricity they gate= In addition, we design, manufacture andgs®eAler units



for geothermal and recovered enetmpsed electricity generation and other power géingraquipment an
provide services relating to the engineering, precient, construction, operation and maintenancgotherma
and recovered energy power plants. As we manufaeiod design the equipment used in our power plesats
are able to operate and maintain our projectsieffity and to respond to operational issues imely and cost-
efficient manner.

All of the projects that we currently own or opergroduce electricity from geothermal energy sosirce
Geothermal energy is a clean, renewable and génsteitainable form of energy derived from the naitheat
of the earth. Unlike electricity produced by bugniossil 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 energyrcesi
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, a geothermal powantplaes not need to purchase fuel (such as caakahgas, o
fuel oil) in order to generate electricity. Thusgce the drilling of geothermal wells is complete plant is not
exposed to fuel price or fuel delivery risk. Thebaracteristics give us a competitive advantage foasil fuel-
based electricity generation as countries increghsseek to balance environmental concerns withadets for
reliable sources of electricity.

In addition to our geothermal energy power genendbusiness, we have developed and continue tdafx
products that produce electricity from recoveredrgy or so-called "waste heat." Recovered energyaste
heat represents residual heat that is generat@dgproduct of gas turbine-driven compressoratatand in a
variety of industrial processes, such as cemenufaaturing, and is not otherwise used for any psep&uch
residual heat, that would otherwise be wastedaguzred in the recovery process and is used byeeed
energy power plants to generate electricity witHmuhing additional fuel and without emissions.

Our Power Generation Business

We are the fastest growing geothermal power geioerabmpany in the United States measured by growth
in generating capacity. We increased our net ovigiiaterest in generating capacity by 164 megan@tiN)
between December 31, 2002 and June 30, 2004, chvith2 MW was attributable to our acquisition of
geothermal power plants from third parties and M Mas attributable to increased generating capa€itur
existing geothermal power plants resulting frormpkechnology upgrades and improvements to ourhgewtal
reservoir operations. We also own and operate atraioand operate geothermal projects in Guatenkaaya,
Nicaragua and the Philippines and continue to muogportunities to acquire and develop similar grty
elsewhere in the world, including in the Unitedt&a Most of our projects are located in regionsngtthere is,
or is expected to be, demand for additional gemeyaapacity.

In 2003, pro forma revenues from the sale of al&ttrby our domestic projects were $128.7 million,
constituting approximately 79.2% of our total poorha revenues from the sale of electricity, andfprma
revenues from the sale of electricity by our foreigojects were $33.9 million, constituting approately
20.8% of our total pro forma revenues from the sélelectricity. In 2003, our actual revenues frtira sale of
electricity by our domestic projects were $43.8lionl and by our foreign projects were $33.9 million
respectively. Pro forma revenues from the saldeaftécity constituted approximately 79.6% of oatal pro
forma revenues in 2003. Such pro forma revenuamtinclude revenues generated from the Steamlidat 2
project and Steamboat Hills project, two additiothamestic projects that were acquired this year.

All of the revenues that we derive from the salelettricity are from fully-contracted payments and
long-term power purchase agreements, providingrgdperedictable cash flows. All of our geothernpalwer
plants supply a part of the baseload capacity @fthctric system in their respective markets, rimggthat they
operate to serve all or a part of the minimum poreguirements of the electric system in such mavkein
around-the-clock basis and are only marginally tveiatiependent. In the United States, the powelhpisars
under such agreements are all investor-owned &letilities. More than 70% of our total pro formavenues
for 2003 from the sale of electricity by our donegirojects were derived from power purchasers thatently
have investment grade credit rating. The purchasfeztectricity from our foreign projects are eittstateewned
entities or recently privatized state-owned ergitd/e have obtained political risk insurance frewm t
Multilateral Investment Guarantee Agency of the W&ank group for all of our foreign projects (othkan the



Leyte project) in order to cover a portion of angd that we may suffer upon the occurrence of icerta
political events covered by such insurance.

Development, Construction and Acquisition.  We have experienced significant growth in régesmars,
principally through the acquisition of geothermaingr plants from third parties and the expansiah an
enhancement of our existing projects. In Decemb@B2we acquired the Heber 1 and Heber 2 projextoar
50% ownership interest in the Mammoth project; ébfaary 2004, we acquired the Steamboat 2/3 praject
May 2004, we acquired the Steamboat Hills projedtia June 2004, we acquired the Puna projectthi, twe
have increased our net ownership interest in géngreapacity from 94 MW as of December 31, 2003a6
MW as of June 30, 2004. We currently expect to iooltgrowing our power generation business through:

« the development and construction of new geothkéand recovered energy-based power plants;

« the expansion and enhancement of our existioggts; and

« the acquisition of additional geothermal andeottenewable assets from third parties.

As part of these efforts, we regularly monitor resgis for proposals from, and submit bids to, inmest
owned electric utilities in the United States toyade additional generating capacity, primarilyttie western
United States where geothermal resources are dsnemacentrated. We also respond to internatioeadiers
issued by foreign state-owned electric utilitiestfte

development, construction and operation of newhggratal power plants. In addition, we apply our
technological expertise to upgrade the facilititsur existing geothermal power plants and to cardusly
monitor and manage our existing geothermal ressuircerder to increase the efficiency and genegatapacity
of such facilities.

We are currently in varying stages of developmermtomstruction of new projects and enhancement of
existing projects. Based on our current developraadtconstruction schedule, which is subject tongkaat any
time and which we may not achieve, we expect telmpproximately 66 additional MW in generating aatya
in the United States by the end of 2006 and appratély 20 additional MW in Guatemala by June 2006.are
also currently in discussions with the Kenyan gowgnt and Kenya Power & Lighting Co. Ltd. regarding
among other things, the construction of Phase thefOlkaria Il project in Kenya which, if compést, we
expect would add approximately 35 MW in generatiagacity to the current Olkaria Il project. We atso in
the early development stage of a project in Chida.intend to pursue these opportunities to thenexbey
continue to meet our investment criteria and bissrstrategy.

Our Products Business

We design, manufacture and sell the following purtsldior electricity generation and provide thedualing
services:

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

Power Units for Recovered Energy-Based Power Generation.  We design, manufacture and sell power
units used to generate electricity from recovermselgy or so-called "waste heat" that is generaseal 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¢éisand
operators, and other companies engaged in othegyeirdgensive industrial processes.

Remote Power Units and other Generators.  We design, manufacture and sell fossil fuel @a@a turbo-
generators with a capacity ranging between 200sveaitl 5,000 watts, which operate unattended ireer
climate conditions, whether hot or cold. Our custegrinclude contractors installing gas pipelineseimote



areas. In addition, we design, manufacture andysekrators for various other uses, including hemty
direct current generators.

Engineering, Procurement and Construction of Power Plants.  We engineer, procure and construct (EPC),
as an EPC contractor, geothermal and recoveredyperver plants on a turnkey basis, using poweisune
design and manufacture. Our customers are geothpowmer plant owners as well as the same customers
described above that we target for the sale opowrer units for recovered energy-based power géorra
Unlike many other companies that provide EPC sesyiwve believe we have an advantage in that wesimg
our own manufactured equipment and thus have bagterol over the timing and delivery of required
equipment and its costs.

Operation and Maintenance of Power Plants. We provide operation and maintenance servizes f
geothermal power plants owned by us and by thirdgsa

In 2003, our actual revenues from our productsrass were $41.7 million, constituting approximately
20.4% of our total pro forma revenues and approteiga84.9% of our actual revenues.

History

Ormat Industries is our parent company. Ormat Itréissis an international power systems companyss
predecessor, Ormat Turbines Ltd., was founded @b 1 Lucien and Yehudit Bronicki for the principal
purpose of developing equipment for the productibolean, renewable energy. Lucien and Yehudit Ridn
continue to be Ormat Industries' controlling shatdérs. Ormat Industries and its subsidiaries ltexeloped
geothermal power plants, remote power units, irrdilsecovered energy systems and solar energyglan
worldwide. At December 31, 2003, Ormat Industried @s subsidiaries had more than 600 employees
worldwide, and had revenues of approximately $1b8ilBon. Ormat Industries is listed on the Tel Atock
Exchange under the symbol "ORMT." Ormat Industaied its subsidiaries have supplied, developed,
constructed or rehabilitated gross installed capadiapproximately 700 MW of geothermal power pacor
over 700 MW including recovered energy power plpim®2 countries, constituting approximately 9% of
geothermal installed capacity worldwide.

We were formed by Ormat Industries in 1994 forghepose of investing and holding ownership interest
in power projects, as well as constructing and aiey power plants owned by us and by third pariiée have
served as the holding company for all of Ormat Bidas' geothermal power projects. In December 20@3
acquired the Heber 1 and Heber 2 projects and @r &vnership interest in the Mammoth project; ibfeary
2004, we acquired the Steamboat 2/3 project; in R34, we acquired the Steamboat Hills projectianiline
2004, we acquired the Puna project. On Februarg@34, Ormat Funding, our wholly owned subsidiary,
completed an offering of senior secured notesrtiaéd gross proceeds of $190 million. Pursuatitederms of
such offering, Ormat Funding is required to excleathge senior secured notes it issued thereundsefoor
secured notes registered under the SecuritiesfAQ38, as amended, no later than January 200&ctifé as o
July 1, 2004, Ormat Industries sold to us its bessénrelating to the manufacturing and sale of grezigted
equipment and services, which is based in Isralowing this sale, we now hold all of Ormat Indies$' power
generation products business, and had, as of J@QQu, 676 employees. Upon completion of thisroftg
Ormat Industries will own approximately 79.6% of @utstanding common stock.

Corporate Structure

A summary chart of our corporate structure showaingmain subsidiaries and assets following the
completion of this offering is depicted below.
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Issuer

Common stock offered by Ormat

Technologies, Inc.

Underwriters' option to purchase additional

shares

The Offering

Ormat Technologies, Inc.

6,250,000 shares

937,500 shares

Common stock outstanding after giving effect30,624,996 shares

to this offering

Use of proceeds

We estimate that the net proceeds we will receivm fthis
offering will be approximately $89.9 million, or pximately
$103.8 million if the underwriters exercise theieoallotmen
option in full, in each case after deducting thdemuriting
discounts and commissions and estimated expengbis of
offering payable by us. We expect to use all ofrtae
proceeds from this offering for general corporatgppses,
which may include making investments or acquisgioVe
have no present understanding or agreement relatiagy
specific acquisition. Accordingly, management \dive



significant flexibility in applying the net procegdf the
offering. Pending the use of such proceeds as ibescabove
we intend to invest such proceeds in interest-bgari
investment-grade instruments and bank deposits($see of
Proceeds."

Proposed New York Stock Exchange symbolORA

Except as otherwise indicated, all common stocrmftion in this prospectus is based on the nurober
shares of common stock outstanding on Octoberd®} after giving effect to the 1 for 1.325444 reseestock
split effected on October 21, 2004 in connectiothwhis offering and:

e assumes an initial public offering price of §i& share, the mid-point of the range on the cof/ée
prospectus;

e excludes 230,000 shares of common stock issugdne the exercise of stock options that will be
outstanding as of the effective date of the regfigtn statement at a weighted average exercise pf
$16 per share;

* excludes 1,020,000 shares of common stock reddor future issuance under our 2004 Incentive
Compensation Plan; and

» excludes the 937,500 shares of common stoclesutyj the option granted to the underwriters to
purchase additional shares of common stock inatfiésing to cover over-allotments.

Dividend Policy We have adopted a dividend policy pursuant to whieh
currently expect, commencing with the first fudal quarter
following the consummation of this offering, to tlisute at
least 20% of our annual profits available for disttion by
way of quarterly dividends. Notwithstanding thidipg,
dividends will be paid only when, as and if detared by our
board of directors out of funds legally availaliierefor. Our
board of directors may, from time to time, examine
dividend policy and may, in their absolute disaefichange
such policy.

Risk Factors

Investing in our common stock involves a numbematerial risks. For a discussion of certain risktdas
that should be considered in connection with yauestment in our common stock, see "Risk Factoegirning
on page 10.

Corporate Information

Our principal executive offices are located at @8@g Street, Sparks, Nevada 89431. Our telephone
number is (775) 356-9029. The majority of our sem@nagement and all of our production and manufang
facilities are located in Yavne, Israel.

Information in Prospectus

You should rely only on the information containadhis prospectus. We have not authorized anyone to
provide you with information that is different frotihat contained in this prospectus. This prospéestnst an



offer to sell or a solicitation of an offer to belares of our common stock in any jurisdiction vehsurch
offer or any sale of shares of our common stockldibe unlawful. The information in this prospecisis
complete and accurate only as of the date on tme fover regardless of the time of delivery ofthiospectus
or of any sale of shares of our common stock.

Summary Historical and Unaudited Pro Forma Condense Consolidated Financial Data

The following table sets forth our summary histaliand unaudited pro forma condensed consolidated
financial data for the periods ended and at thesdatdicated in such table. We have derived thefisl
consolidated financial data as of and for the plriended December 31, 2001, 2002 and 2003 frorawalited
consolidated financial statements included elsew/frethis prospectus. We have derived the histbrica
consolidated financial data as of and for the sbnths ended June 30, 2003 and June 30, 2004 from ou
unaudited consolidated financial statements induglsewhere in this prospectus. In the opinionwf o
management, our unaudited historical consoliddtethtial statements contain all adjustments, ctingisnly
of normal recurring adjustments, necessary foirgpf@sentation of our financial position, resulfoperations
and cash flows. The results of operations for ther®onth periods ended June 30, 2003 and June(®d, are
not necessarily indicative of the operating resuaitse expected for the full fiscal years encomipassuch
periods. The pro forma data for the fiscal yeareghDecember 31, 2003 is derived from the unaugitedorma
financial statements included elsewhere in thispectus and gives effect to the acquisition ofthber 1 and
Heber 2 projects and our 50% ownership intereterMammoth project that was consummated on Decembe
18, 2003 and the acquisition of the Puna projeattwas consummated on June 3, 2004, as if suchs#amns
were consummated on January 1, 2003, but not imgutie acquisitions of the Steamboat 1/1A project,
Steamboat 2/3 project and the Steamboat Hills préfet were consummated on June 30, 2003, Febti3ary
2004 and May 20, 2004, respectively. The pro fodai@ also gives effect to (i) Ormat Funding's issgaof
8v4% senior secured notes in the amount of $19@mjvhich offering was completed on February 1B)2
and (ii) OrCal Geothermal's loan agreement withl Beenk in the amount of $154.5 million in connectiwith
the acquisition of the Heber 1 and Heber 2 projantsour 50% ownership interest in the Mammothgmts;

The information set forth below should be readanjanction with "Unaudited Pro Forma Condensed
Financial Data", "Selected Historical Financial &at'Management's Discussion and Analysis of Fir@nc
Condition and Results of Operations" and our cadatdd financial statements and the financial statgs

relating to the Heber 1, Heber 2, Mammoth and Rungects included elsewhere in this prospectus.

Summary Historical and Unaudited Pro Forma Condensd Consolidated Financial Data

Six Months
Year Ended December 31, Ended June 30,
Pro Forma
2001 2002 2003 2003 2003 2004
(inthousands,
(in thousands, exceptpersharedata)
except per share data) (unaudited) (unaudited)
Statement of Operations Da
Revenues
Electricity Segmen $ 3395 $ 6549 $ 77,75 $ 162,62( $ 3565] $ 70,21t
Products Segme! 13,95¢ 20,13¢ 41,68¢ 41,68¢ 16,02: 29,491
47,91t 85,62¢ 119,44( 204,30t 51,67: 99,70¢

Cost of Revenue:!



Electricity Segmen 12,53¢ 33,48: 46,72¢ 98,90! 22,16t 40,61

Products Segmel 17,454 17,29: 29,49/ 29,49/ 10,30¢ 23,127
29,99( 50,77t 76,22( 128,39! 32,47 63,73¢
Gross margir 17,92¢ 34,85¢ 43,22( 75,91 19,20z 35,97
Operating incom: 4,217 20,227 25,49( 56,54¢ 11,61 25,60¢
Interest expens (4,337 (6,179 (8,120 (40,367 (3,835 (19,47
Income (loss) from
continuing operation (1,732 8,51« 15,65¢ 33,50( 5,81¢ 6,27¢
Discontinued operatior (4,687) (9,55¢) — — — —
Net income (loss $ (6,417 $ (1,049 $ 1545 § 33,50 $ 5614 $ 6,27¢
Basic and diluted income (loss)
share $ 0.27) $ (0.0 $ 0.6€ $ 144 $ 024 $ 0.27
Income (loss) from
continuing operatiol $ 0.079) $ 037 $ 0.6€ $ 144 $ 0.2 $ 0.27
Loss from discontinued
operations (0.20) (0.4)) — — — —
Net income (loss (0.27) (0.09 0.6€ 1.44 0.24 0.27

Weighted average number of
shares outstandir 23,214,28 23,214,28  23,214,28 23,214,28 23,214,28  23,227,03

June 30, 2004

(Unaudited)

Balance Sheet Data:

Cash and cash equivalel $ 21,17(
Working capital 11,12¢
Property, plant and equipment, | 472,21°
Total asset 778,18:
Long-term debr 442,30(
Notes payable to Pare 193,85:
Stockholder's equit 63,23

RISK FACTORS

You should carefully consider the risks described below together with the other information included in this
Prospectus before deciding to invest in our common stock. Our business, financial condition, or results of
operations could be adversely affected by any of these risks. If any of these risks occur, the value of our common
stock could decline and you might lose all or part of your investment.

Risks Relating to Our Business and Industry

Our financial performance depends on the successful operation of our geothermal power plants, which is
subject to various operational risks.

We depend upon the successful operation of oulidiabges' geothermal power plants. In connectiothwi
such operations, we derived approximately 70.4%uoftotal revenues for the six months ended Jun@GW4
from the sale of electricity. The cost of operatand maintenance and the operating performanceaihgrmal
power plants may be adversely affected by a vagéfgactors, including some which are discussedveltere in
these risk factors and the following:



* regular and unexpected maintenance and replaterpenditures;

e shutdowns due to the breakdown or failure ofemuipment or the equipment of the transmission
serving utility;

« labor disputes;

« the presence of hazardous materials on ourgrsjes; and

« catastrophic events such as fires, explosicrshguakes, floods, releases of hazardous materials
severe storms or similar occurrences affectingpoajects or any of the power purchasers or othed
parties providing services to our projects.

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 adefect
our business, financial condition, future resuitd aash flow.

Our exploration, development, and operation of geothermal energy resourcesis subject to geological risksand
uncertainties, which may result in decreased performance or increased costs for our projects.

Our business involves the exploration, developnaedtoperation 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 agab 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 progmtthermal energy resource requires special reiserv
management and monitoring. Further, since the camaraent of their operations, several of our prgjéetve
experienced geothermal resource cooling in the aboourse of operations. The temperature of théhgemal
resource at our Heber 1 project has declined sheeroject commenced operations and, as a rédselproject
currently operates at a level that is close tontlirémum performance requirements set forth in tfaget's
power purchase agreement. Because geothermal o@seaxe complex geological structures, we can only
estimate their geographic area and sustainableibutpe viability of geothermal projects dependgdferent
factors directly related to the geothermal resousaeh as the heat content (the relevant composifio
temperature and pressure) of the geothermal rasgitve useful life (commercially exploitable lifef the
reservoir and operational factors relating to tkieaetion of geothermal fluids. Our geothermal giygorojects
may suffer an unexpected decline in the capacithaf respective geothermal wells and are exptsedisk of
geothermal reservoirs not being sufficient for aimtd generation of the electrical power capacity

10

desired over time. In addition, we may fail to fioommercially viable geothermal resources in theeeted
guantities and temperatures, which would adversfct our development of geothermal power projects

Additionally, geothermally active areas, such asdteas in which our projects are located, areestiby
frequent low-level seismic disturbances. Seriousnsie disturbances are possible and could res@lamage to
our projects or equipment or degrade the qualityurfgeothermal resources to such an extent thabwiel not
perform under the power purchase agreement faaffeeted project, which in turn could reduce ourineome
and materially and adversely affect our busingsantial condition, future results and cash flofwé suffer a
serious seismic disturbance, our business intéomipind property damage insurance may not be atietua
cover all losses sustained as a result there@fddiition, insurance coverage may not continue tavadable in
the future in amounts adequate to insure agaimst seismic disturbances.

Our business development activities may not be successful and our projects under construction may not
commence operation as scheduled despite the expenditure of significant amounts of capital.



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 immatation 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 arfavie 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.

Currently, we have power plants under developmenbaostruction in the United States, Kenya, Guatey
China and El Salvador, and we intend to pursuexipansion of some of our existing plants and the
development of other new plants. Our completiothete facilities is subject to substantial risksJuding:

e unanticipated cost increases;

» shortages and inconsistent qualities of equignmeaterial and labor;

e work stoppages;

« inability to obtain permits and other regulatongtters;

- failure by key contractors and vendors to timeagl properly perform;

* adverse environmental and geological conditigamduding inclement weather conditions); and

e our attention to other projects,

any one of which could give rise to delays, cosirawns, the termination of the plant expansionstwoiction or
development or the loss (total or partial) of mterest in the project under development, consonair
expansion.

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

Our geothermal power plants generally have beeméiad using leveraged financing structures, cangist
of non-recourse or limited recourse debt obligatioks of June 30, 2004, we had approximately $686l/n
of total consolidated indebtedness (including inddbess to our parent

11

company in the amount of $193.9 million), of whighproximately 59.2% represented non-recourse debt a
limited recourse debt held by our subsidiaries hE@foour projects under development or construcéind those
projects and businesses we may seek to acquienstract will require substantial capital investriedur
continued access to capital with acceptable tesmgc¢essary for the success of our growth strat@gy.
attempts to obtain future financings may not beessful or on favorable terms.

Market conditions and other factors may not pefuatitre project and acquisition financings on terms
similar to those our subsidiaries have previousteived. Our ability to arrange for financing osudostantially
non-recourse or limited recourse basis and thesadstuch capital are dependent on numerous fadtatading
general economic and capital market conditiongjitevailability from banks, investor confidenclet



continued success of current projects, the creditity of the projects being financed, the politisiduation
in the country where the project is located andcth@tinued existence of tax and securities lawsvhre
conducive to raising capital. If we are not ablelbain financing for our projects on a substalytinbn+ecourse
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 altetiwas could have a material adverse effect on cowth
prospects.

Our foreign projects expose usto risks related to the application of foreign laws, taxes, economic
conditions, labor supply and relations, political conditions and policies of foreign governments, any of which
risks may delay or reduce our ability to profit from such projects.

We have substantial operations outside of the driftates that generated revenues in the amouwdt20d $
million for the six-month period ended June 30,4£00hich represented 42.1% of our total revenuesdch
six-month period. Our pro forma revenues from thie sf electricity by our foreign projects constiitd
approximately 20.8% of our total pro forma revenfiem the sale of electricity in 2003. Our foreigperations
are subject to regulation by various foreign gomeents and regulatory authorities and are subijeitteto
application of foreign laws. Such foreign laws egulations may not provide for the same type ddllegrtainty
and rights, in connection with our contractual tielaships in such countries, as are afforded topoojects in th
United States, which may adversely affect our ghit receive revenues or enforce our rights inneation with
our foreign operations. In addition, the laws agglulations of some countries may limit our abitiyhold a
majority interest in some of the projects that wayrdevelop or acquire, thus limiting our abilitydontrol the
development, construction and operation of sucfept®. Our foreign operations are also subjecigwificant
political, economic and financial risks, which vdry country, and include:

« changes in government policies or personnel;

e changes in general economic conditions;

e restrictions on currency transfer or converii;l

e 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

e expropriation and confiscation of assets andifigs.

In particular, the Philippines is in the midst of @angoing privatization of the electric industrypdan

Guatemala the electricity sector was partially atized and it is currently unclear whether furthgvatization

will occur in the future. Such developments maetffour existing Leyte and Zunil projects and theahitlan
project currently under construction if, for exaepghey result in
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changes to the prevailing tariff regime or in tteritity and creditworthiness of our power purchasker
Nicaragua, there is potential labor unrest anchgtteening of labor unions, which may adversely afteur



Momotombo project. In Kenya, the new governmenttele in 2002 is making an effort to deliver on camp
promises to reduce the price of electricity andgdplying pressure on independent power producec$, &s our
Olkaria Ill project, to lower their tariffs. In adibn, Kenya's new government is considering ahfeirt
restructuring and privatization of the electriditgustry and may divide Kenya Power & Lighting @td., the
power purchaser for our Olkaria Il project, ineparate entities and then privatize one or mosaioh resulting
entities. A material tariff reduction or any breafx-and potential privatization of Kenya Power & liimg Co.
Ltd. may adversely affect our Olkaria Il proje¢fe have recently held discussions with the Kenyareghmen
and Kenya Power & Lighting Co. Ltd. regarding, amather things, the construction of Phase Il ofGliearia
[l project in Kenya and the provision of certaimllateral and government support. We must notifpyaePowe
& Lighting Co. Ltd., by April 17, 2005, whether weill proceed to construct Phase Il of the Olkatlgtoject
and, if we notify Kenya Power & Lighting Co. Ltdhat we will not proceed with such construction nttiee
portion of the current power purchase agreemenicaye to Phase Il of the Olkaria Il project wile
terminated (but the current portion applicable ha$e | will be unaffected). If we fail to providech
notification we will be required to construct Phadisend reach commercial operations by May 31, 2@03rder
to avoid the application of financial penalties apthe latest by April 17, 2008 in order to avtddmination of
the entire power purchase agreement. In additiome ido not proceed with the construction of PHasee may
lose some or all of our investment relating to RH&swhich is approximately $22.4 million as oh&u30, 2004.

Although we generally obtain political risk insucanin connection with our foreign projects, suclitjpal
risk insurance does not mitigate all of the abowextioned risks. In addition, insurance proceedsived
pursuant to our political risk insurance policiesiere applicable, may not be adequate to covéosges
sustained as a result of any covered risks andanames be pledged in favor of the lenders tocget as
collateral. Also, insurance may not be availabléhimfuture with the scope of coverage and in artsooh
coverage adequate to insure against such riskdiatutbances.

Our foreign projects and foreign manufacturing operations expose us to risks related to fluctuationsin
currency rates, which may reduce our profits from such projects and operations.

Risks attributable to fluctuations in currency exiehe rates can arise when any of our foreign sisioid
borrow funds or incur operating or other expensasnie type of currency but receive revenues intrarotn
such cases, an adverse change in exchange rate=dcae such subsidiary's ability to meet its delvice
obligations, reduce the amount of cash and incomeaaeive from such foreign subsidiary or incresssh
subsidiary's overall expenses. In addition, thedsitipn by foreign governments of restrictions ba transfer o
foreign currency abroad or restrictions on the ewsion of local currency into foreign currency wibhlave an
adverse effect on the operations of our foreigieote and foreign manufacturing operations and limaiy or
diminish the amount of cash and income that weivedeom such foreign projects and operations.

A significant portion of our net revenueis attributed to payments made by power purchasersunder power
purchase agreements. The failure of any such power purchaser to perform its obligations under the
relevant power purchase agreement or the loss of a power purchase agreement due to a default would
reduce our net income and could materially and adversely affect our business, financial condition, future
results and cash flow.

A significant portion of our net revenue is attribd to revenues derived from power purchasers uhéer
relevant power purchase agreements. Southern @adifedison Company, Hawaii Electric Light Company,
PNOC-Energy Development Corporation and Sierrafled@ower Company have accounted for 48.3%, 9.2%,
6.2% and 5.6% of our pro forma revenues, respdytif@ the fiscal year ended December 31, 2003thée we
nor any of our affiliates make any representat@as#o the financial condition or creditworthine$soy
purchaser under a power purchase agreement andaaitthis prospectus should be construed as auch
representation.
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There is a risk that any one or more of the powclpasers may not fulfill their respective payment
obligations under their power purchase agreemeotsexample, as a result of the energy crisis iif@aia,
Southern California Edison Company withheld payraéndwed under various of its power purchase agess
with a number of power generators (such as the Saptéeber 1, Heber 2, and Mammoth projects) payable
certain energy delivered between November 2000Mardh 2001 under such power purchase agreemeriks unt
March 2002. In the case of our Ormesa project (vhie acquired in April 2002), the payment withhieid
Southern California Edison Company totaled $21 Hani If any of the power purchasers fails to miget
payment obligations under its power purchase agee&nit could materially and adversely affect business,



financial condition, future results and cash flow.

In connection with the power purchase agreementth&Ormesa project, Southern California Edison
Company has expressed its intent not to pay theamimate for the power supplied by the GEM 2 &M 3
plants to the Ormesa project for auxiliary purpo¥ee have commenced discussions with SoutherndZaii#
Edison Company to resolve the dispute. In theiimt@eriod, Southern California Edison Company has
tentatively agreed to pay a lower fixed price focls power. We cannot evaluate the potential largy financia
impact of a failure to reach a resolution with $muh California Edison Company, among other thimgsause
the current contract rates will fluctuate as of NP7, however, financial loss at the reduced paid by
Southern California Edison Company for our fiscadlyended December 31, 2005 may be in the ran§e of
million.

Seasonal variations may cause significant fluctuationsin our cash flows, which may cause the market price of
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 underdlewyant power purchase agreements during the samm
months and due to the generally higher short randad costs in effect during the summer months. &ofrour
other projects may experience reduced generatianglwarm periods due to the lower heat differdrigtweer
the geothermal fluid and the ambient surroundiSgEh seasonal variations could materially and ager
affect our business, financial condition, futureuks and cash flow. If our operating results lielow the
public's or analysts' expectations in some futeméopl or periods, the market price of our commaristwill
likely fall in such period or periods.

Pursuant to the terms of some of our power purchase agreements with investor-owned electric utilitiesin
states that have renewable portfolio standards, the failure to supply the contracted capacity thereunder may
result in the imposition of penalties.

Pursuant to the terms of the Galena, Desert Paakl Desert Peak 3 power purchase agreements that we
have entered into and under which we will sell gieity from the Galena, Desert Peak 2 and DeseakF3
projects that are currently under development amdtcuction, we may be required to make paymerntiseto
relevant power purchaser in an amount equal to puathaser's replacement costs for renewable emelagng
to any shortfall amount of renewable energy thatiweot provide as required under the power puechas
agreement and which such power purchaser is fdocettain from an alternate source. These threeepow
purchase agreements are expected to phase-in amdese generating revenues starting in 2006. When a
three are generating revenues, measured againg\vanues from the sale of electricity for the pérending
June 30, 2004 and assuming no other changes ieeemues, the revenues from such agreements wautd h
constituted, collectively, less than 8% of our koéwenues from the sale of electricity. In additizve may be
required to make payments to the relevant powestasger in an amount equal to its replacement celstsng tc
any renewable energy credits we do not provideaqsired under the relevant power purchase agreemént
may also be required to pay liquidated damagesrthn minimum performance requirements are notunder
certain of our power purchase agreements, all a€lwbould materially and adversely affect our basg)
financial condition, future results and cash fldke minimum performance requirements are desciibed
"Description of Certain Material Agreements—Projesfated Agreements." With respect to certain of gwer
purchase
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agreements, we may also be required to pay ligeiddamages to our power purchaser if the releviangd g
does not maintain availability of at least 85% dgrapplicable peak periods. The maximum aggregataiat of
such liquidated damages for the Steamboat 2 aradrBi@at 3 power purchase agreements would be
approximately $1.5 million for each project. ThenBuproject was not in compliance with the minimum
performance requirements of its power purchasecaggat at the time we acquired such project andrieotly
not in compliance with such requirements. Such cmmpliance has resulted in the imposition of samstithat
have reduced, and as long as such non-compliamtmaes to exist, will continue to reduce, the aggte
amount of revenues payable to us from the poweshaser by approximately $6,000 per month. Further,
temperature of the geothermal resource at our Hepeoject has declined from the date on whichpitogect
commenced operations and, as a result, the prajeantly operates at a level that is close taniramum
performance requirements set forth in the projectiser purchase agreement. If we fail to upgradeptioject's
facilities and the project's performance deterggdtelow the minimum capacity requirements, we lvall
obligated to pay a one-time penalty to the powecipaser of approximately $500,000 per each MW dficed



capacity.

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

Under the power purchase agreements for our peojed@alifornia, the price that Southern California
Edison Company pays for energy is based upon it sin avoided costs, which are the incrementsiscthat i
would have incurred had it generated the relevisatrical energy itself or purchased such energgnfothers.
Under settlement agreements between Southern @adifadison Company and a number of Qualifying Ksci
power generators in California, including our sdimies, the energy price component payable byteont
California Edison Company has been fixed throughl&®07, and thereafter will be based on Southern
California Edison Company's short run avoided ¢asgetermined by the California Public Utilities
Commission, which we refer to as CPUC. These gshioravoided costs are made available by Southern
California Edison Company to the public and may\arbstantially on a monthly basis, based primaniygas
prices and other factors. The levels of short nided cost prices paid by Southern California Bdi€ompan)
may decline following the expiration date of thétlsenent agreements, which in turn would reducepraject
revenues derived from Southern California Edisom@any under our power purchase agreements witidit a
could materially and adversely affect our businéeancial condition, future results and cash flow.

In addition, under certain of the power purchaseagents for our projects in Nevada, the price $atra
Pacific Power Company pays for energy and capa&itased upon its short run avoided costs. Thesg gin
avoided costs, and in turn the rates payable bhysRacific Power Company, may decline, which im twould
reduce the aggregate amount of project revenueseesd by our Nevada projects pursuant to the aalepowe
purchase agreements. Such a decrease in projectuey could adversely affect our business, finhncia
condition, future results and cash flow.

In response to an order issued by a CalifornieeSTaturt of Appeal, the CPUC has commenced an
administrative proceeding in order to address stuprtavoided cost pricing for Qualifying Facilitiésr the
period spanning from December 2000 to March 200&. dourt directed the CPUC to modify short run dedi
cost pricing on a retroactive basis to the extieat the CPUC determined that short run avoided micts were
not sufficiently "accurate" or "correct.” If theath run avoided cost prices charged during theoplen question
were determined by the CPUC not to be "accuratétamrect,” retroactive price adjustments coulddguired
for any of our Qualifying Facilities in Californi@hose payments are tied to short run avoided gashg,
including the Heber 1, Mammoth and Ormesa proj&atsrently, it is not possible to predict the outeof sucl
proceeding, however, any retroactive price adjustmequired to be made in relation to any of owjguts may
require such projects to make refund payments argehless for future sales, which could materiaiig
adversely affect our business, financial conditfoiyre results and cash flow.
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If any of our domestic projectsloses its Qualifying Facility status under PURPA, or if amendments to PURPA
are enacted that substantially reduce the benefits currently afforded to our Qualifying Facilities, our domestic
operations could be adversely affected.

The operations of most of our domestic projectssatgect to, and benefit from, the Public Utility
Regulatory Policies Act of 1978, as amended, whietrefer to as PURPA, are subject to limited priovis of
the Federal Power Act, which we refer to as FPA, @ potentially subject to the provisions of vas other
energy laws and regulations, including the Publitity Holding Company Act of 1935, as amended, gthive
refer to as PUHCA, other provisions of the FPA aadain state and local laws and regulations reggnates
and financial and organizational requirements fecteic utilities.

Qualifying Facility status under PURPA exempts projects from PUHCA, most of the provisions of the
FPA, and certain state laws concerning rates amfitancial and organizational regulation of eliecttilities. If
any of our domestic projects in which we have aergst loses its Qualifying Facility status andegulatory
exemptions apply, or if amendments to PURPA aretedahat substantially reduce the benefits culrent
afforded Qualifying Facilities, our operations abble adversely affected.

In the event that one of our domestic projectsdatseQualifying Facility status, such project amel would
become subject to PUHCA and such project would imecsubject to the full scope of the FPA and appliea
state regulations unless an exemption or waiveliegsuch as "exempt wholesale generator" ("EVS",
defined under PUHCA) status or "utility geotherraadall power production facility” (as defined undRJRPA



regulations) status, for such project. The apgbeedf PUHCA and such other regulations to our @cty
would require our operations to comply with an @agingly complex regulatory regime that may belg@std
greatly reduce our operational flexibility. In thelikely event that none of the PUHCA exemptionsvaivers
are available, we could become a public utilitydiied company under PUHCA, which could be deemeattut
prospectively or retroactively to the date that ahgur projects lost its Qualifying Facility statun addition,
our other domestic projects could lose Qualifyirgility status because our interests in such pteould be
considered to be electric utility holding companterests for purposes of the 50% limit on ownersiip
Qualifying Facilities by electric utilities or el utility holding companies. As a result of suos of
Qualifying Facility status, and in the absencerofpplicable exemption or waiver, the Federal Eperg
Regulatory Commission, which we refer to as FERCelevant state regulators, whichever has jurigatic may
order partial refunds of past amounts paid by éheviant power purchaser or order a reduction ofdbe
pursuant to the power purchase agreement prospbgtor both, and thus could cause the loss of samadl of
our revenues payable pursuant to the related ppurehase agreement, result in significant liabildyrefunds
of past amounts paid, or otherwise impair the valueur projects.

A loss of Qualifying Facility status also could petrthe power purchaser, pursuant to the termbhef t
particular power purchase agreement, to ceasegtakid paying for electricity from the relevant gajor,
consistent with FERC precedent, to seek refungssf amounts paid. This could cause the loss oéswmall of
our revenues payable pursuant to the related ppurehase agreement, result in significant liabildyrefunds
of past amounts paid, or otherwise impair the valueur project. If a power purchaser were to ceéakimg and
paying for electricity or seek to obtain refundgabt amounts paid, there can be no assurancthéhepsts
incurred in connection with the project could beoeered through sales to other purchasers or teatould
have sufficient funds to make such payments. Intimad the loss of Qualifying Facility status woube an ever
of default under the financing arrangements culyentplace for some of our projects, which woulthble the
lenders to exercise their remedies and enforcéehe on the relevant project.

The United States Congress is considering proplesgsiation that would amend PURPA by limiting the
mandatory purchase obligations of power purchaseder new power purchase agreements. The enacatrhent
such legislation could adversely affect our newjguts or enhancements of existing projects thatatdave a
current power purchase agreement.
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An adverse FERC ruling related to the use by a project of power generated from another Qualifying Facility
for auxiliary purposes may adversely affect our operations and financial results.

According to a recent FERC decision, a geothermallifying Facility that obtains electricity for the
operation of its reinjection pumps from an electriiéity must reduce its net capacity available $afe by an
equivalent amount. However, if the electricity femjection pumping is provided by Qualifying Féidds that
are cogeneration or small power production faesitino reduction in net capacity is required. Twouy
projects obtain electricity from an electric ufilfior the operation of their reinjection pumpsthie past, these
projects did not reduce their net capacity avadldbt sale by an equivalent amount. The applicatioRERC's
recent ruling to such projects could have an a@veffect on their revenues received from powerssate their
operations and financial condition.

Our financial performanceis significantly dependent on the successful operation of our projects, which is
subject to changesin the legal and regulatory environment affecting 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 regulati@uigsently, and may continue to be, subject tolehgkes,
modifications, the imposition of additional regualgt requirements, and restructuring proposals. Weaur
power purchasers may not be able to obtain alllaégry 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 throughaiel
tax subsidies. We are permitted to claim in oursotidated federal tax returns approximately 10%hef
construction cost of each new geothermal powertgam credit against our consolidated federalimetaxes.



We are also permitted to deduct, as a depreciatipense on our consolidated federal tax returnsy up
95% of the cost of the power plant over five yaarsan accelerated basis, which results in morhetost bein
deducted in the first few years than during theaimaer of the depreciation period. In addition,lvesre the
ability to obtain value from these tax incentivesugh lease financing transactions even when e@atrin a
position to use them directly. Any reduction inlstax incentives or any restrictions on such ldemscing
transactions would materially and adversely aftestbusiness, financial condition, future resuftd aash flow.

Any such changes could significantly increase #witatory-related compliance and other expenses
incurred by the projects and could significantlgluee or entirely eliminate the revenues generaysahle 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, which currently are significant, may increase in the

future and could materially and adversely affect our business, financial condition, future results and cash flow
and any non-compliance with such laws or regulations may result in the imposition of liabilities which could
materially and adversely affect our business, financial condition, future results and cash flow.

Our projects are required to comply with numerooimestic and foreign federal, regional, state andllo
statutory and regulatory environmental standardistammaintain numerous environmental permits and
governmental approvals required for constructio@noperation. Some of the environmental permits a
governmental approvals that have been issued tortjects contain conditions and restrictions, udahg
restrictions or limits on emissions and dischamgfgollutants and contaminants, or may have limtgrds. 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

17

or obtain all environmental permits and governmlesgpprovals required for the continued operatiofuather
development of the projects, as a result of whikghdperation of the projects may be limited or sasied.
Environmental laws, ordinances and regulationsctiffg us can be subject to change and such changeé c
result in increased compliance costs, the needdditional capital expenditures, or otherwise aslelgraffect
us.

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

Our projects are subject to numerous domestic argligh federal, regional, state and local statuéorg
regulatory standards relating to the use, storaged@sposal of hazardous substances. We use is@huta
isopentane, industrial lubricants and other sulestsat our projects which are or could become ifled s
hazardous substances. If any hazardous substanectesiad to have been released into the environatent by
the projects, we could become liable for the ingagion and removal of those substances, regardfebeir
source and time of release. If we fail to complyhwihese laws, ordinances or regulations (or aayngh
thereto), we could be subject to civil or crimifiability, the imposition of liens or fines, andrige expenditures
to bring the projects into compliance. Furthermanghe United States, we can be held liable ferdleanup of
releases of hazardous substances at other locattoere we arranged for disposal of those substarges if
we did not cause the release at that location.cbseof any remediation activities in connectiothva spill or
other release of such substances could be sigmifica

We believe that at one time there may have beeasatgtion located on the Mammoth project site, but
because of significant surface disturbance andtagi®n since that time further physical evaluataf the
former gas station site has been impractical. Theg be soil or groundwater contamination and eelditibility
exposure of which we are unaware related to thésvehich may be significant and may adversely aatenmally
affect our operations and revenues.

We may not be able to successfully integrate companies that we have acquired or which we may acquirein the
future, which could materially and adversely affect our business, financial condition, future results and cash
flow.

We recently acquired our Heber 1, Heber 2, Mamn®thamboat 2/3, Steamboat Hills and Puna projects.
Our strategy is to continue to expand in the futureluding through acquisitions. Integrating aciions is



often costly, and we may not be able to succegsifutgrate our acquired companies with our exgstin
operations without substantial costs, delays oerotitlverse operational or financial consequenoésgtating
our acquired companies involves a number of rieks ¢ould materially and adversely affect our beis#
including:

- failure of the acquired companies to achieveréiselts we expect;

inability to retain key personnel of the acqdiempanies;

« risks associated with unanticipated eventsadnilities; and

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

If any of our acquired companies suffers custoniesadisfaction or performance problems, the samélco
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 characterized by intense competition, and we encounter competition from
electric utilities, other power producers, and power marketers that could materially and adver sely affect our
business, financial condition, future results and cash flow.

The power generation industry is characterizedhbsrise 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
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short-term or "spot" markets, and competition hagtributed to a reduction in electricity pricesr e most
part, we expect that power purchasers interestezhgrterm arrangements with a capacity price camepowill
engage in "competitive bid" solicitations to satisbw capacity demands. This competition could esblg
affect our ability to obtain power purchase agresimiand the price paid for electricity by the relevpower
purchasers. There is also increasing competititwden electric utilities. This competition has puessure on
electric utilities to lower their costs, includitize cost of purchased electricity, and increasormgetition in the
future will put further pressure on power purchagerreduce the prices at which they purchaseraliggtfrom
us.

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

If a project experiences a force majeure eventsabsidiary owning that project would be excusednfits
obligations under the relevant power purchase ageae However, the relevant power purchaser mayeaot
required to make any capacity and/or energy paysnagith respect to the affected project or planiosg as the
force majeure event continues and, pursuant taiocesf our power purchase agreements, will haveigie to
prematurely terminate the power purchase agreerAdditionally, to the extent that a forced outage h
occurred, the relevant power purchaser may noedeired to make any capacity and/or energy paymeritse
affected project, and if as a result the projeits t@ attain certain performance requirements uedetain of our
power purchase agreements, the purchaser may iavigit to permanently reduce the contract cap4aitd,
correspondingly, the amount of capacity paymenesmlursuant to such agreements in the future), isfakds
of certain past capacity payments, and/or premigttgeminate the power purchase agreement. As a
consequence, we may not receive any net revenuestire affected project or plant other than thepeds
from any business interruption insurance that agplb the force majeure event or forced outage tiite
relevant waiting period and may incur significaabllities in respect of past amounts requiredeadfunded.
Accordingly, our business, financial condition,te results and cash flows could be materially asheersely
affected.

The existence of a force majeure event or a forced outage affecting the transmission system of the Imperial



Irrigation District could reduce our net income and materially and adversely affect our business, financial
condition, future results and cash flow.

If the transmission system of the Imperial IrrigatDistrict experiences a force majeure eventforeed
outage which prevents it from transmitting the tleity from the Heber 1 and Heber 2 projects @& @rmesa
project to the relevant power purchaser, the relepawer purchaser would not be required to malezgn
payments for such non-delivered electricity and malybe required to make any capacity payments negpect
to the affected project so long as such force nmajeuent or forced outage continues. Our pro fareranues in
2003 from the projects utilizing the Imperial Irakjpn District transmission system were approxiry$68.6
million. The impact of such force majeure would eeg on the duration thereof, with longer outagsslting in
greater revenue loss.

Some of our leases will terminate if we do not extract geothermal resourcesin " commercial quantities,”" thus
requiring usto enter into new leases or secure rightsto alternate geothermal resources, none of which may be
available on terms as favorable to us as any such terminated lease, if at all.

Most of our geothermal resource leases are fotealforimary term, and then continue for so long as
geothermal resources are extracted in "commeraihtities" or pursuant to other terms of extensidre land
covered by some of our leases is undeveloped amddtayet produced geothermal resources in "comalerc
guantities." Leases that cover land which remaideueloped and does not produce, or does not centin
produce, geothermal resources in commercial qiestind leases that we allow to expire, will tefbén In the
event that a lease is terminated and we determatente will need that lease once the applicablgeptds
operating, we would need to enter into one or nmesg leases with the owner(s) of the premises tteatre
subject of the
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terminated lease(s) in order to develop geotheresaurces from or inject geothermal resourcessath
premises or secure rights to alternate geothemsalurces or lands suitable for injection, all ofakbmay not b
possible or could result in increased cost to Us¢clvcould materially and adversely affect our hass,
financial condition, future results and cash flow.

Our Bureau of Land Management leases may be terminated if we fail to comply with any of the provisions of
the Geothermal Steam Act of 1970 or if we fail to comply with the termsor stipulations of such leases, which
may materially and adversely affect our business and operations.

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 takemgtigating actions required by the BLM to proteue tsurface
of and the environment surrounding the relevard I&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 asiitha payment of royalties for timber and the isifion of
certain restrictions on residential developmenttenleased land. In the event of a default undeBdmM lease,
or the failure to comply with such requirementsany non-compliance with any of the provisionshaf t
Geothermal Steam Act of 1970 or regulations isgheceunder, the BLM may, 30 days after notice dadlk is
provided to our relevant project subsidiary, susp@perations until the requested action is taketiermoninate thi
lease, either of which could materially and advgraéfect our business, financial condition, futuesults and
cash flows.

Some of our leases (or subleases) could terminate if the lessor (or sublessor) under any such lease (or
sublease) defaults on any debt secured by the relevant property, thus terminating our rights to access the
underlying geothermal resources at that location.

The fee interest in the land which is the subjé&azh of our leases (or subleases) may currestlyrimay
become subject to encumbrances securing loanstfriodhparty lenders to the lessor (or sublessouy. @hts a:
lessee (or sublessee) under such leases (or selems 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 theeulying
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 regigirenir operations.
We depend on key personnel for the success of our business.

Our success is largely dependent on the skillsegspce and efforts of our senior management teaim a
other key personnel. In particular, our succes&dép on the continued efforts of Lucien Bronickghvdit
Bronicki, Hezy Ram, Nadav Amir, Yoram Bronicki anther key employees. The loss of the services pkag
employee could materially harm our business, firdrondition, future results and cash flow. Altigbuio date
we have been successful in retaining the servitesraor management and have entered into emplaymen
agreements with Lucien Bronicki, Yehudit Bronickiezy Ram and Yoram Bronicki, such members of our
senior management may terminate their employmeweeagents without cause and with notice periodsinang
from 120 to 180 days. We may also not be abledat®or employ on acceptable terms qualified reglents
for our senior management or key employees if thetivices were no longer available.
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Our projects have generally been financed through a combination of parent company loans and limited- or
non-recourse project finance debt. If our project subsidiaries default on their obligations under such limited-
or non-recourse debt, we may be required to make certain paymentsto the relevant debt holders and if the
collateral supporting such leveraged financing structuresis foreclosed upon, we may lose certain of our
projects.

Our projects have generally been financed usingnabination of parent company loans and limited- or
non-recourse project finance debt. Non-recoursggrdinance debt refers to debt that is repaiélgdtom the
project's revenues and is secured by the projgtysical assets, major contracts, cash accountsranthny
cases, our ownership interest in the project sidoyidLimited- recourse project finance debt refersur
additional agreement, as part of the financing pfaect, to provide limited financial support fitve project
subsidiary in the form of limited guarantees, indéas, capital contributions and agreements toqeatain dek
service deficiencies. If our project subsidiariesadilt on their obligations under the relevant dédatuments,
creditors of a limited-recourse project financinij Wwave direct recourse to us, to the extent aflounited-
recourse obligations, which may require us to uskiblutions received by us from other projectsyadl as
other sources of cash available to us, in ordeatisfy such obligations. In addition, if our preijsubsidiaries
default on their obligations under the relevanttalzuments (or a default under such debt docunagisss as
result of a cross-default to the debt documentoaofe of our other projects) and the creditors fosecon the
relevant collateral, we may lose our ownershipriggein the relevant project subsidiary or our @cogubsidiary
owning the project would only retain an interesthia physical assets, if any, remaining after elitd and
obligations were paid in full.

Changesin costs and technology may significantly impact our business by making our power plants and
products less competitive.

A basic premise of our business model is that geimgy baseload power at central geothermal povaatgl
achieves economies of scale and produces elegtaicé competitive price. However, traditional ctiegd
systems and gas-fired systems may under certamoeto conditions produce electricity at lower aggr@rices
than our geothermal plants. In addition, thereodiner technologies that can produce electricitystmotably
fossil fuel power systems, hydroelectric systems| €ells, microturbines, windmills and photovattésolar)
cells. Some of these alternative technologies atlgr@roduce electricity at a higher average ptin our
geothermal plants; however, research and developactinities are ongoing to seek improvements ithsu
alternate technologies and their cost of produelegtricity is gradually declining. It is possilileat advances
will further reduce the cost of alternate methofipawer 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 potential for the devel opment of recovered energy-based power
generation may not materialize, and as a result we may not derive any significant revenues from thisline of
business.

We have identified recovered energy-based powegrgdion as a significant market opportunity for us.
Demand for our recovered energy-based power geoenatiits 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. If this market does not materializ¢éhatlevels th:
we expect, such failure may materially and advgra#fect our business, financial condition, futoesults and



cash flow.
Our intellectual property rights may not be adequate to protect our business.

Our intellectual property rights may not be adequatprotect our business. While we occasionaliy 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
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In order to safeguard our unpatented proprietapmkhow, trade secrets and technology, we rely milgna
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 enfahese
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 coitgrstor other parties may assert that certain sy 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 changing economic and political environment, which may
adversely affect our financial stability or the financial stability of our counterparties.

The risk of terrorist attacks in the United Stateglsewhere continues to remain a potential soofrce
disruption to the nation's economy and financiatkees in general. The availability and cost of taldfior 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 counparrties in
transactions.

Possible fluctuationsin the cost of raw materials may materially and adversely affect our business,
financial condition, future results and cash flow.

Our manufacturing operations are dependent onupgly of various raw materials, including primarily
steel and aluminium, and on the supply of varioalustrial equipment components that we use. Wenthyr
obtain all such materials and equipment at prevgitharket prices. We are not dependent on any umgier
and do not have any long-term agreements with &ouosuppliers. Future cost increases of suchmaterials
and equipment, to the extent not otherwise padsed & our customers, could adversely affect aafip
margins.

Conditionsin Israel, where the majority of our senior management and all of our production and
manufacturing facilities are located, may adversely affect our operations and may limit our ability to produce
and sell our products or manage our projects.

Operations in Israel accounted for approximately3%d, 56.3%, and 51.0% of our operating expenses in
fiscal year 2001, fiscal year 2002 and fiscal y&#03, respectively. Political, economic and seguwritnditions
in Israel directly affect our operations. Since ¢istablishment of the State of Israel in 1948, mbmr of armed
conflicts have taken place between Israel andiigdbAeighbors, and the continued state of hostitdyying in
degree and intensity, has led to security and enanproblems for Israel. Since October 2000, there been a
significant increase in violence, primarily in tidest Bank and Gaza Strip, and more recently I$rasl
experienced a significant increase in terroristdents within its borders. As a result, negotiasitaetween Israel
and representatives of the Palestinian Authoritiehzeen sporadic and have failed to result in pe&feecould
be adversely affected by hostilities involving krahe interruption or curtailment of trade betwésrael and its
trading partners, or a significant downturn in #e®nomic or financial condition of Israel. In adlit, the sale ¢
products manufactured in Israel may be adversédctd in certain countries by restrictive lawsljges or
practices directed toward Israel or companies hipgperations in Israel.

In addition, some of our employees in Israel atgest to being called upon to perform military seevin



Israel, and their absence may have an adversd affen our operations. Generally, unless exemple ma
adult citizens of Israel under the age of 41 atlegated to perform up to 36 days of
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military reserve duty annually. Additionally, alleh citizens are subject to being called to adfivey at any tim
under emergency circumstances.

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

Failure to comply with certain conditions and restrictions associated with tax benefits provided to Ormat
Systems by the Government of | srael asan " approved enterprise” may require usto refund such tax
benefits and pay future taxesin I srael at higher rates.

Our subsidiary, Ormat Systems, has received "aggrenterprise” status under Israel's Law for
Encouragement of Capital Investments, 1959, wispeet to two of its investment programs. As an ayped
enterprise, our subsidiary is exempt from Israglbime taxes with respect to revenues derived framapprove
investment program for a period of two years comeivenon the year it first generates profits frora gpprove!
investment program, and thereafter such reven@esudnject to reduced Israeli income tax rates &6 & an
additional five years. These benefits are subjecettain conditions set forth in the certificat@pproval from
Israel's Investment Center, which include, amomgiothings, a requirement that Ormat Systems comujity
Israeli intellectual property law, that all tran8ans between Ormat Systems and our affiliatest laenas length,
and that there will be no change in control ofaatumulative basis, more than 49% of Ormat Systeastal
stock (including by way of a public or private offeg) without the prior written approval of the kEstment
Center. If Ormat Systems does not comply with tleeselitions, in whole or in part, it would be recpd to
refund the amount of tax benefits (as adjustechbyldraeli consumer price index and for accrueer@st) and
would no longer benefit from the reduced Israelirates, which could have an adverse effect orfinancial
condition, future results and cash flow. If Ormgs®ms distributes dividends out of revenues ddriduing the
tax exemption period from the approved investmeogram, it will be subject, in the year in whickchu
dividend is paid, to Israeli income tax on the rilistted dividend.

If our parent defaults on its|ease agreement with the | srael Land Administration, or isinvolved in a
bankruptcy or similar proceeding, our rights and remedies under certain agreements pursuant to which we
acquired our products business and pursuant to which we sublease our land and manufacturing facilities
from our parent may be adversely affected.

We acquired our business relating to the manufa@nd sale of products for electricity generatiod a
related services from our parent, Ormat Industiiesonnection with that acquisition, we enterei ia sublease
with Ormat Industries for the lease of the land fauiities where our manufacturing and productiqerations
are conducted and where our Israeli offices aratémt Under the terms of our parent's lease agmemith the
Israel Land Administration, any sublease for aqubof more than five years may require the prigrrapal of
the Israel Land Administration. As a result, thiéiah term of our sublease with Ormat Industriefoisa period
of four years and eleven months, extendable totiwvive years (which includes the initial term) st our
parent obtain the approval of the Israel Land Adstiation, to the extent necessary. If such an@amris
required and our parent fails to obtain the Istaeld Administration's approval, our sublease wethtinate on
June 1, 2009, at which time we will have to renigetthe terms of a new sublease. We may not beessful in
reaching an agreement with our parent as to tiestef a new sublease or in obtaining such sublease
favorable terms, both of which would adversely etffaur manufacturing activities and our financiaspion.
Additionally, if our parent were to breach its galtions to the Israel Land Administration undetéatse
agreement, the Israel Land Administration couldiiaate the lease agreement and, consequentlyublease
would terminate as well.

As part of the acquisition described in the preeggiaragraph, we also entered into a patent license
agreement with Ormat Industries, pursuant to whiehwere granted an exclusive license for certatamia and
trademarks relating to certain technologies thatused in our business. If a bankruptcy case warerenced
by or against our parent, it is possible that penénce of all or
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part of the agreements entered into in connectiitih such acquisition (including the lease of land $acilities
described above) could be stayed by the bankrugatast in Israel or rejected by a liquidator appethpursuant
to the Bankruptcy Ordinance in Israel and thush@oénforceable. Any of these events could havetarrahand
adverse effect on our business, financial conditioture results and cash flow.

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

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 subsidiag@siings
and cash flow.

The agreements pursuant to which most of our sisisgid have incurred debt restrict the ability lefge
subsidiaries to pay dividends, make distributionstberwise 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.

Risks Relating to this Offering
Our controlling stockholders may take actions that conflict with your interests.

Immediately following this offering, 79.6% of ouommon stock will be held by Ormat Industries, Ltd.
(77.2% if the underwriters exercise their overafient option in full), which is controlled by Branki
Investments Ltd. Bronicki Investments Ltd. is avptely held Israeli company and is controlled byien and
Yehudit Bronicki. Because of these holdings, ouepaicompany and its controlling stockholders Wwélable to
exercise control over all matters requiring stoddboapproval, including the election of directamendment
of our certificate of incorporation and approvakdgjnificant corporate transactions, and they hale
significant control over our management and pddiciehe directors elected by these stockholdersbeithble to
significantly influence decisions affecting our @tapstructure. This control may have the effectlefaying or
preventing changes in control or changes in managgror limiting the ability of our other stockheld 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 @ction requires the affirmative vote of at Ie&s¥% of our
outstanding shares.

Some of our directors that also hold positions with our parent may have conflicts of interest with respect to
matters involving both companies.

Two of our three directors are directors and/oiceffs of Ormat Industries. These directors will énav
fiduciary duties to both companies and may havdlicts of interest on matters affecting both us awnd parent
and in some circumstances may have interests agte@mur interests. Our Chairman, Director and £Chie
Technology Officer, Mr. Bronicki, will continue tioe Chairman of our parent following the offering.dddition,
our Chief Executive Officer and Director, Mrs. Bidki, will continue to be the Chief Executive Oféicof our
parent following the offering.

There has been no prior market for our common stock and an active trading market may not develop.

Prior to this offering, there has been no publicketafor our common stock. An active trading mankety
not develop following the closing of this offering, if developed, may not be sustained.
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The lack of an active market may impair your apita sell your shares of common stock at the time wish to
sell them or at a price that you consider reas@ndltile lack of an active market may also reducdainenarket
value and increase the volatility of your sharesahmon stock. An inactive market may also impair ability
to raise capital by selling shares of common stk may impair our ability to acquire other comparir



technologies by using our shares of common stodoasideration.
The price of our common stock may fluctuate substantially and your investment may declinein value.

The initial public offering price for the sharesafr common stock sold in this offering will be elehined
by negotiation between the representative of tltemwriters and us. This price may not reflect therkat price
of our common stock following this offering. In atidn, the market price of our common stock is lyke be
highly volatile and may fluctuate substantially daemany factors, including:

e actual or anticipated fluctuations in our reswlf operations including as a result of seasoaahtions
in our electricity-based revenues;

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

< conditions and trends in the end markets weesemd changes in the estimation of the size andgthro
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 aungetitors;

« the trading volume of our common stock; and

general economic conditions.

In addition, the stock market in general, and tlesvNYork 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@if our common stock, regardless of our operating
performance. In the past, following periods of Vititg 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 coatérially
harm our business, financial condition, future hssand cash flow.

Our management team may invest or spend the proceeds of this offering in ways with which you may not
agree or in ways that may not yield a positive return.

Presently, anticipated uses of the proceeds td tésooffering include funding business growth and
expansion, providing additional working capitalddor other general corporate purposes. We carpettify
with certainty how we will use the net proceedshid offering. Accordingly, our management will leav
considerable discretion in the application of thes®eeds, and you will not have the opportunitgtsess
whether these proceeds are being used appropridtedge proceeds may be used for corporate purgustedo
not increase our operating results or market valmil the net proceeds are used, they may be glace
investments that do not produce income or thatvadee.

Future sales of our common stock may depress our share price.

After this offering, we will have 30,624,996 shacdsommon stock outstanding. The 6,250,000 sheolel
in this offering (or 7,187,500 shares if the undéevs' over-allotment option is exercised
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in full) will be freely tradable without restrictioor further registration under federal securitags unless
purchased by our affiliates. The remaining shafemmmon stock outstanding after this offering subject to
lock-up agreements, will be available for salehia public market beginning 180 days after the déthis
prospectus, and will be subject to certain volummgtations under Rule 144 of the Securities Aci883, as
amended. Lehman Brothers Inc. may waive the lockrapisions in its sole discretion.

Sales of substantial amounts of our common stotkerpublic market following this offering, or the
perception that these sales may occur, could daesmarket price of our common stock to declineoAprior
to the closing of this offering, we will enter indoregistration rights agreement with Ormat IndastrSee
"Certain Relationships and Related Transactionstrfore information.

This offering will cause substantial dilution in the net tangible book value of your shares of common stock.

The initial public offering price of our common stois considerably more than the net tangible baake
per share of our outstanding common stock. Accagiigjrinvestors purchasing shares of common stotkig
offering will contribute 78.8% of the total amountested to fund our company, but will own only 4. of the
shares of common stock outstanding after this ioileiTo the extent outstanding stock options amr@sed,
there will be further dilution to new investors.eS®ilution" for more information.

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

Our restated certificate of incorporation and oylatys contain provisions that could make it hafderm
third party to acquire us without the consent aflooard of directors. These provisions do not peatiions by
our stockholders by written consent. In additidgse provisions include procedural requirementding to
stockholder meetings and stockholder proposalscthati make stockholder actions more difficult. ®oard of
directors will be classified into three classesliofctors serving staggered, three-year terms andlya removed
only for cause. Any vacancy on the board of directoay be filled only by the vote of the majoritydirectors
then in office. Our board of directors has the trighissue preferred stock without stockholder apgl, which
could be used to institute a "poison pill" that Wbwork to dilute the stock ownership of a potelttiastile
acquirer, effectively preventing acquisitions thate not been approved by our board of directoeta\idare law
also imposes some restrictions on mergers and btl#ness combinations between us and any holdEs%for
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, thesevisions
apply even if the offer may be considered bendflyyasome stockholders.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements made in this prospectusm@vard-looking statements. These forward looking
statements are based upon our current expectaimhprojections about future events. When usehisn t
prospectus, the words "believe", "anticipate",émd", "estimate", "expect”, "should", "may" and #an
expressions, or the negative of such words andcesgfms, are intended to identify forward-lookitatements,
although not all forward-looking statements contich words or expressions. The forward-lookintgestants
in this prospectus are primarily located in theeamat set forth under the headings "Prospectus Sanyim'Risk
Factors", "Capitalization”, "Management's Discussimd Analysis of Financial Condition and Resufts o
Operations", and "Business", but are found in otbeations as well. These forwalabking statements genere
relate to our plans, objectives and expectationfufore operations and are based upon managencentsit
estimates and projections of future results ordselthough we believe that our plans and objestireflected
in or suggested by these forward-looking statemar@gseasonable, we may not achieve these plans or
objectives. You should read this prospectus corajyleind with the understanding that actual futesailts may
be materially different from what we expect. Welwibt update forward-looking statements even though

situation may change in the future.

Specific factors that might cause actual resultiffer from our expectations or may affect theweabf our



common stock include, but are not limited to:

« significant considerations and risks discussetthis prospectus;

« operating risks, including equipment failuresl @aime amounts and timing of revenues and expenses;

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

* environmental constraints on operations andrenwental liabilities arising out of past or preisen
operations;

e project delays or cancellations;

« financial market conditions and the resultsinéficing efforts;

» political, legal, regulatory, governmental, admirative and economic conditions and developmen
the United States and other countries in which perate;

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

e contract counterparty risk;

« weather and other natural phenomena,;

« the impact of recent and future federal andestagulatory proceedings and changes, including
legislative and regulatory initiatives regardingetgpulation and restructuring of the electric utilit
industry and incentives for the production of reable energy, changes in environmental and other
laws and regulations to which our company is subpgswell as changes in the application of exjstin
laws and regulations;

< current and future litigation;

< our ability to successfully identify, integreaad complete acquisitions;

« competition from other similar geothermal enepggjects, including any such new geothermal energy
projects developed in the future, and from altémeaglectricity 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; and

» the direct or indirect impact on our company's bess resulting from terrorist incidents or resperte
such incidents, including the effect on the avdlitgtof and premiums on insurance.
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USE OF PROCEEDS

We estimate that the net proceeds we will recemm fthis offering will be approximately $89.9 mdli, or
approximately $103.8 million if the underwriterseegise their over-allotment option in full, in eacdse after
deducting the underwriting discounts and commissinmd estimated expenses of this offering payablesbWe
expect to use all of the net proceeds from thisraff for general corporate purposes, which maldemaking
investments or acquisitions. We have no presengnstahding or agreement relating to any specifiissition.
Accordingly, management will have significant fleitity in applying the net proceeds of the offerifending
the use of such proceeds as described above, @it invest such proceeds in interest-bearingsimrent-
grade instruments or bank deposits.
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DIVIDEND POLICY

We have adopted a dividend policy pursuant to whietcurrently expect, commencing with the first ful
fiscal quarter following the consummation of thffeaing, to distribute at least 20% of our annuifis
available for distribution by way of quarterly dikeinds. In determining whether there are profitdlabvie for
distribution, our board of directors will take irgcount our business plan and current and expebleghtions,
and no distribution will be made that in the judgref our board of directors would prevent us fror@eting
such business plan or obligations.

Notwithstanding this policy, dividends will be paidly when, as and if approved by our board ofaloes
out of funds legally available therefor. The actarmount and timing of dividend payments will depepdn our
financial condition, results of operations, busgpeospects and such other matters as the boardeesy
relevant from time to time. Even if profits are Bakle for the payment of dividends, the board inéctors coulc
determine that such profits should be retainedioextended period of time, used for working céjpitapposes,
expansion or acquisition of businesses or any @ppropriate purpose. As a holding company, we are
dependent upon the earnings and cash flow of dagidiaries in order to fund any dividend distriloui$, and, a
a result, we may not be able to pay dividends aoatance with our policy. Our board of directorsynfaom
time to time, examine our dividend policy and miayits absolute discretion, change such policyadoordance
with this policy, conditional upon, and effective af, the effectiveness of the registration statgméwhich this
prospectus forms a part, we will pay an interimdiwnd for 2004 of $2.5 million to our parent compa®@rmat
Industries.
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CAPITALIZATION

The following table summarizes our capitalizatisnoéa June 30, 2004:

* o0n a historical basis; and

e (a) on a pro forma basis to give effect to (i)iaterim dividend for 2004 of $2.5 million to oparent
company pursuant to our dividend policy that isdibanal upon, and effective as of the effectivenes
of this registration statement, and (ii) the $4i8iom cash payment and the reclassification of the
divisional deficit of $10.3 million to retained edmgs related to the purchase on July 1, 2004 of ou
parent's power generation business; and (b) astedjto give effect to the completion of this offigy



including the application of the estimated net pexts to us from this offering as described undee"U
of Proceeds."

You should read the following table in conjunctieith "Management's Discussion and Analysis of

Financial Condition and Results of Operations," $&tion of Capital Stock" and our consolidatethficial
statements and related notes appearing elsewh#ris iprospectus.

As of June 30, 2004

Pro Forma
Actual As Adjusted
(unaudited)
(in thousands)

Cash and cash equivalel $ 21,17 $ 103,74
Debt:

Parent company loal 193,85 193,85

Long-term deb 442,30( 442,30

Total debt 636,15: 636,15:

Shareholders' equit
Common stock, $0.001 par value; 200,000,000 steartmrized and

24,374,996 shares issued and outstanding, histio2i2@,000,000 shares

authorized and 30,624,996 shares issued and oditsggaipro forma as

adjustec 24 30
Additional paic-in capital 27,00: 116,86
Divisional deficit (10,29y —
Unearned stoc-based compensatic (5Y) (52)
Retained Earning 46,55; 28,95¢

Total shareholders' equi 63,23: 145,80:

Total capitalizatior $ 699,38 $ 781,95¢

The discussion and tables above exclude (i) 23056@0es of our common stock issuable upon the isgerc
of stock options that will be outstanding as of ¢ffective date of the registration statement, @pnd.,020,000
shares of our common stock reserved for futureaissel under our 2004 Incentive Compensation Plam. Se
"Management—Stock Option Plan."
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DILUTION

At June 30, 2004, the net tangible book value ofammmon stock was approximately $13.5 million, or
approximately $0.56 per share of our common staéfer giving effect to the sale of shares of oumeoon
stock in this offering at an assumed initial puldftering price of $16.00 per share, and after dédg estimate
underwriting discounts and commissions paid byndstae estimated expenses of this offering, thearggible
book value at June 30, 2004 attributable to comstockholders would have been approximately $103l&m
or approximately $3.38 per share of our commonkstdhis represents an immediate increase in nefitibn
book value of $2.82 per share, and an immediatgiaiil in net tangible book value of $12.62 per sharnew
stockholders. The following table illustrates thexr share dilution to new stockholders:

Assumed initial public offering price per shi $ 16.0C
Net tangible book value per share before the offs $ 0.5¢€
Net increase in tangible book value per sharebatible to new stockholde 2.82

Net tangible book value per share after the ofte 3.3¢



Dilution in net tangible book value per share tavrstockholder: $ 12.67

The table below summarizes, as of June 30, 20@4jifferences for our existing stockholders and new
stockholders in this offering, with respect to thamber of shares of common stock purchased frorthedptal
consideration paid and the average price per gfwdebefore deducting fees and expenses.

Shares Issuec Total Consideration .
Average Price
Number Percentage Amount Percentage Per Share
(dollars in thousands, except per share dat¢
Our existing stockholdel 24,374,99 79.¢% $ 26,86 21.2% $ 1.1C
New stockholders in this offerir 6,250,00! 20.4% 100,00( 78.€% 16.0(C
Total 30,624,99 100.(% $ 126,86: 100.(%

The discussion and tables above exclude (i) 2306s8@€es of our common stock issuable upon the isgerc
of stock options that will be outstanding as of ¢fffective date of the registration statement, @ind.,020,000
shares of our common stock reserved for futureaissel under our 2004 Incentive Compensation Plaa. Se
"Management—Stock Option Plan."
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SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

The following table sets forth our selected cortattd financial and other data for the periods draatel at
the dates indicated. We have derived the selectesbtidated financial and other data as of andHfemperiods
ended December 31, 2001, 2002 and 2003 from outealucbnsolidated financial statements includedwelere
in this prospectus. We have derived the selectaddimlated financial data as of and for the peremi$ed
December 31, 1999 and 2000 from our unaudited diolaged financial statements not included in this
prospectus. We have derived the selected consetidatancial and other data as of and for the gixtims ende
June 30, 2003 and June 30, 2004 from our unauddesolidated financial statements included elses/hethis
prospectus. In the opinion of our management, aaudited consolidated financial statements coratin
adjustments, consisting only of normal recurringistinents, necessary for a fair presentation ofioancial
position, results of operations and cash flows. fE@sellts of operations for the six months endece B 2003
and June 30, 2004 are not necessarily indicatitheobperating results to be expected for thefiedhl years
encompassing such periods.

The information set forth below should be readanjanction with the "Management's Discussion and
Analysis of Financial Condition and Results of Ggiems" and our consolidated financial statememtkided
elsewhere in this prospectus.

Six Months Ended
Year Ended December 31 June 30,

1999 2000 2001 2002 2003 2003 2004
(in thousands, except per shar

(unaudited) data) (unaudited)
Statement of Operations Data:
Revenues
Electricity Segment
Energy and capaci $15,16¢ $20,78( $33,95¢ $65,49: $ 77,75. $35,65! $ 48,04¢
Lease — — — — — — 22,161
Total Electricity Segmer 15,16¢  20,78( 33,95¢ 65,49: 77,752 35,65! 70,21¢
Products Segmel 64,38¢ 27,78( 13,95¢  20,13¢ 41,68¢ 16,022 29,49:

79,557 48,56( 47,91t  85,62¢ 119,44( 51,67¢ 99,70¢




Cost of revenue
Electricity Segment

Energy and capacit 6,847 8,55¢ 12,53¢ 33,48: 46,72¢ 22,16¢ 29,44(
Lease — — — — — — 11,17:
Total Electricity Segmer 6,847 8,65¢ 12,53¢  33,48: 46,72¢ 22,16t 40,61:
Products Segmel 40,64¢ 22,70¢ 17,45  17,29: 29,49« 10,30¢ 23,12:
47,497 31,26F 29,99C 50,77¢ 76,22( 32,47 63,73¢
Gross Margir 32,066 17,29t 17,92t 34,85« 43,22( 19,20: 35,97
Operating Expense
Research and development exper 3,28¢ 2,26( 1,72¢ 1,50z 1,391 871 1,20z
Selling and marketing expens 6,59: 3,62¢ 6,53t 6,051 7,087 2,66¢ 3,94¢
General and administrative expen 7,61¢ 6,632 5,44¢ 7,077 9,252 4,057 5,21¢
Operating incom: 14,57( 4,77¢ 4,217 20,227 25,49( 11,612 25,60t
Other income (expense
Interest incomt 961 1,49¢ 1,32 60¢ 607 29¢ 431
Interest expens (3,799 (3,700) (4,33) (6,179 (8,120 (3,83  (19,47YH
Foreign currency translation and transaction gaiss{ 9) 25 30& (323) (316) (15)) (397)
Other nor-operating incom 222 7,88¢ 30C 1,19t 464 27¢ 14¢
Income from continuing operations before income
taxes, minority interest and equity in income of
investee: 11,95 10,48: 1,81z  15,52¢ 18,12¢ 8,20: 6,30¢
Income tax provisiol (3,226) (494) (3,065 (6,135 (2,50€) (2,179 (1,95%)
Minority interest in earnings of subsidiari (277) (55C) (645 (1,199 (519 (399 (10€)
Equity in income of investee 4 69 16€ 314 55¢ 18¢ 2,03t
Income (loss) from continuing operatic 8,45: 9,512 (1,739 8,51« 15,65¢ 5,81¢ 6,27¢
Discontinued operation
Loss from operations of discontinued activities in
Kazakhstar (3,374 (2,91)) (4,68) (3,119 — — —
Loss on sale of Kazakhstan operati — — — (6,444 — — —
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Six Months Ended June
Year Ended December 31, 30,
1999 2000 2001 2002 2003 2003 2004
(unaudited) (in thousands, except per share data) (unaudited)
Income (loss) before cumulative effect
of change in accounting princig 5,07¢ 6,601 (6,417) (1,049 15,65¢ 5,81¢ 6,27¢
Cumulative effect of change in accounting
principle (net of tax benefit of $12 — — — — (205) (205) —
Net income (loss $ 507¢ $ 6,601 $ (6,417 $ (1,044 $ 1545 $ 5614 $ 6,27¢
Basic and diluted income (loss) per shi
Income (loss) from continuing operatic $ 0.3€ $ 041 $ 0.079) $ 037 $ 0.67 $ 0.2 $ 0.27
Loss from discontinued operatio (0.19 (0.13%) (0.20) (0.47) — — —
Cumulative effect of change in accounting
principle — — — — (0.09) (0.09) —
Net income (loss $ 02z $ 0.2 $ (0.27) $ (0.0 $ 0.6€ $ 024 $ 0.27
Weighted average number of shares
outstanding 23,214,28 23,214,28 23,214,28 23,214,28 23,214,28 23,214,28  23,227,03
Balance Sheet Data (at end of period):
Cash and cash equivalel $ 780: $ 10,077 $ 13,20 $ 36,68 $ 887: ¢ 17,71¢ $  21,17(
Working capital (deficit)(1 (6,037 (23,397 (50,459 (79,859 2,671 (76,97%) 11,12
Property, plant and equipment, | 60,16 90,94¢ 132,36 152,34. 344,01 160,69° 472,21°



Total assets(1 139,26¢ 167,94( 226,61 287,37t 543,13t 275,46! 778,18!

Long-term debr 51,11¢ 61,35¢ 91,32 95,807 260,48t 101,04: 442,30(
Notes payable to Pare — — — — 177,00« — 193,85:
Stockholder's equity(1 21,33t 29,001 22,96¢ 27,831 36,97t 35,09¢ 63,23

(1) As described in Note 20 to the financial statats, the balance sheets as of December 31, 1600, 2001, 2002 and 2003 have been
revised to reclassify certain amounts due to/fremparent, originally reported as an asset/liahiliis a component of stockholder's equity.
As a result of such revision, the (i) working capinhcreased (reduced) by $(5,173), $(4,716), $582,806, and $(4,549); (ii) total assets
increased (reduced) by $0, $0, $7,227, $0, an@%8}; and (iii) stockholder's equity increased (aetl) by $(5,514), $(4,449), $(2,938),
$1,806, and $(4,549), as of December 31, 1999, 20001, 2002, and 2003, respectively.
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL DA TA

The unaudited pro forma condensed combined statsménperations for the year ended December 31,
2003 and for the six months ended June 30, 2008as®d on our consolidated financial statementdtend
financial statements of the Puna, Heber 1, Helmrd?Mammoth projects, which Heber 1 and Heber pt®
and our 50% ownership interest in the Mammoth ptojeere acquired on December 18, 2003, and the Puna
project was acquired on June 3, 2004 and adjustgivé effect to the acquisitions thereof as ifrehad
occurred on January 1, 2003.

The unaudited pro forma condensed combined finhdaia gives effect to the acquisitions of the Runa
Heber 1 and Heber 2 projects and our 50% owneistepest in the Mammoth project, which are accodfide
using the purchase method of accounting. Pursoasudh method, the purchase price has been altbttatae
principal categories of assets and liabilities Has® independent valuations. It should be notetlitbeause the
acquisitions of the (i) Steamboat 1/1A project anel 30, 2003, (ii) Steamboat 2/3 project on Felyraar 2004,
and (iii) Steamboat Hills project on May 20, 200é aot material under applicable Securities Aatsubuch
transactions have not been included in the accoyipgupro forma balance sheet or results of opematidhe
historical unaudited combined revenues and comhie¢ihcome of the Steamboat 1/1A, Steamboat 2I3 an
Steamboat Hills projects for the twelve months endecember 31, 2003 amounted to revenues of $18idm
and combined net income of $1.7 million.

The unaudited pro forma condensed combined finhdata also give effect to (i) Ormat Funding's &ste
of 8%%senior secured notes in the amount of $190 milkdmrich offering was completed on February 13, 2
and (ii) Orcal Geothermal's entering into a loareagient with Beal Bank amounting to $154.5 million
connection with the acquisition of the Heber 1, &feb and Mammoth projects.

The unaudited pro forma condensed combined finhdata presented herein does not necessarily teflec
what our actual results of operations would havenbead the transactions occurred at the datesaitedicor
project our results of operations for any futuréedar period.

The unaudited pro forma condensed combined finadata should be read in conjunction with our
historical consolidated financial statements amdhistorical financial statements of the Heber ébét 2,
Mammoth and Puna projects included elsewhere sngfuspectus.
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Unaudited Pro Forma Condensed
Combined Statement of Operations
For the Six Months Ended June 30, 2004
(in thousands, except per share data)

Puna Project



for the period

from
Ormat January 1, 2004
Technologies to Pro Forma Pro Forma
Consolidated June 2, 2004 Adjustments Combined
Revenues
Electricity Segmen $ 70,21 $ 9,75¢ $ 79,97¢
Products Segme! 29,49; — 29,49:
99,70¢ 9,75¢ 109,46!
Cost of revenues
Electricity Segmen 40,61: 8,35: (1,33%)(a) 47,941
313(b)
Products Segmel 23,12: — 23,12:
63,73¢ 8,35 71,06
Gross margir 35,97 1,40¢ 38,40:
Operating expense
Selling, general and administrati 10,367 842 11,20¢
Operating incom: 25,60¢ 564 27,19:
Other income (expense
Interest incom: 431 — 431
Interest expens (19,475 (4,149 4,147%(c) (23,499
(2,099 (d)
(1,929)(f)
Foreign currency translation and transaction (397) — (397)
Miscellaneous incom 14E& — 14E
Income before income taxes, minority interest
and equity in income of investe 6,30¢ (3,589 3,87¢
Income tax provisiol (1,95%) 1,362 (459 (9) (1,059
Minority interest in earnings of subsidiari (108¢) — (10¢)
Equity in income of investee 2,03t — 2,03t
Net income $ 6,27¢ 3 (2,22)) $ 4,74
Pro forma net income per sh— basic and diluter $ 0.27 $ 0.2C
Shares used in computing pro forma net income per
share— basic and dilute: 23,227,03 23,227,03
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Unaudited Pro Forma Condensed
Combined Statement of Operations
For the Year Ended December 31, 2003
(in thousands, except per share data)
Heber Projects
for the period
from
January 1, 2003
Ormat to
Technologies December 17, Puna Pro Forma Pro Forma
Consolidated 2003 Project Adjustments Combined
Revenues
Electricity Segmen $ 77,75: % 66,13, $ 18,737 $ 162,62
Products Segmel 41,68¢ — — 41,68¢
119,44( 66,13 18,73: 204,30¢

Cost of revenues



Electricity Segmen 46,72¢ 37,48: 14,73¢ (1,58¢)(a) 98,90:
1,545(b)
Products Segmel 29,49¢ — — 29,49¢
76,22( 37,48: 14,73t 128,39!
Gross margir 43,22( 28,64¢ 4,00z 75,918
Operating expense
Selling, general and administrati 17,73( 29 1,60¢ 19,36¢
Operating incom: 25,49( 28,61¢ 2,397 56,54¢
Other income (expense
Gain on discharge of liabilities subject
to compromise — 31,46( — 31,46(
Reorganization cos — (4,029 — (4,029
Interest incomi 607 99 — 70€
Interest expens (8,120 (1,799 (3,429 5,21%c) (40,367
(16,78%)(d)
(11,609(e)
(3,850(f)
Foreign currency translation and
transaction los (31€) — — (31¢)
Miscellaneous incom 464 — — 464
Income from continuing operations
before income taxes, minority
interest and equity in income of
investee: 18,12¢ 54,35t (1,02¢) 44,47
Income tax provisiol (2,506 (20,65%) 39C 10,794(qg) (12,979
Minority interest in earnings of
subsidiarie: (519 — — (519
Equity in income of investee 55¢ — — 967(h) 1,52¢
Income before cumulative effect of
change in accounting princig ~ $ 15,65¢ $ 33,70C $ (63€) $ 33,50(
Pro forma income per share — basic and
diluted $  0.67 $ 1.4
Shares used in computing pro forma
income per shar— basic and dilute 23,214,28 23,214,28
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Notes to Unaudited Pro Forma
Condensed Combined Financial Data

The following adjustments were applied to our hist financial statements and those of the Puredner
1, Heber 2 and Mammoth projects in order to prefagro forma condensed combined financial data.

Statements of Operations Footnotes:

The unaudited pro forma condensed combined statsroéoperations for the year ended December 31,
2003 and for the six months ended June 30, 2008zs®d on our consolidated financial statementgtend
financial statements of the Puna, Heber 1, Helmrd2Mammoth projects, and adjusted to give effetié
acquisitions as if they had occurred as of Janta®003 by: (1) combining our results of operatitorshe year
ended December 31, 2003 and the six months enaed3ly 2004, with (i) the Puna project's operatfonshe
year ended December 31, 2003 and for the periad Sanuary 1, 2004 to June 2, 2004, and (i) theeHékanc
Heber 2 projects' operations for the period fromuday 1, 2003 to December 17, 2003, and (2) reogrdur
50% equity in the income of the Mammoth projecttfar period from January 1, 2003 to December 1320
with our results for the year ended December 30320

(a) Represents the recording of the changepned@tion resulting from the (step-down)/step-upasis



of $(80.3) million and $110 million of property,git and equipment to their respective fair valedested tc
the acquisitions of the Puna, Heber 1, and Helpgoj2cts, respectively. Property, plant and equipnage being
depreciated using the straight-line method oveesianated service period of 15 to 23 years. Tép-dbwn of
$80.3 million related to the Puna project represéme difference between the net book value oPiivea
project's long-lived assets prior to our purchasethe fair value allocated to the Puna projedisgr plant
based on an independent valuation. Despite thedstep upon our purchase of the Puna project, n@impent
charge was recorded as detailed impairment analysisg periods prior to our purchase concluded ttia sum
of the undiscounted expected future cash flows wesee than the carrying amount of the Puna pragjéatig-
lived assets.

(b) Represents the recording of the change iorézation resulting from the step-up in basis b4 $
million and $25.3 million of power purchase agreaisdo their respective fair values related togbeuisition
of the Puna, Heber 1 and Heber 2 projects, resfgdgtiusing the straight-line method over the eatad
contract periods of 15 to 23 years.

(c) Represents the elimination of interest esparlated to (i) the Puna project of $4.1 millfadich
includes $2.8 million related to the terminatioraofinterest rate swap agreement discussed betowhd six
months ended June 30, 2004 and $3.4 million foy&a ended December 31, 2003 and (ii) the Helaerdl
Heber 2 projects of $1.8 million for the periodrfrdanuary 1, 2003 to December 17, 2003. The Pujegpr
included $43.3 million of indebtedness which wasaid on June 3, 2004. The average interest rate on
approximately 75% of such indebtedness was 8.17@@&non approximately 25% of such indebtedness. In
addition, an interest rate swap agreement in cdiomewith the Puna project indebtedness was terrathan
June 3, 2004. Notes payable in connection witiHéleer 1 and Heber 2 projects in the amount of $a#ll%n,
which notes payable were terminated as part oatigiisition thereof, accrued interest at LIBOR plu&% per
annum from January 31, 2002 through July 31, 2808h indebtedness was extinguished as of Deceniber 1
2003. Capital leases related to the Heber 1 an@H&projects, which were also terminated as ffatte
acquisition thereof, in the amount of $19.7 milliaecrued interest at 5.34% per annum. Such indebgs was
extinguished as of January 30, 2004.

(d) Represents the recording of interest expepréar to February 13, 2004, associated with tiosg
proceeds of $190 million pursuant to the issuarc®tmat Funding of the senior secured notes witmsarest
rate of 8.25%, in the amount of $1.9 million foetperiod from January 1, 2004 to February 13, 20a#1$15.7
million for the fiscal year ended December 31, 2G081 the amortization of debt issue costs in theumt of
$0.2 million for the period from January 1, 2004&bruary 13, 2004 and $1.1 million for the fisgaar ended
December 31, 2003.
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(e) Represents the recording of interest expasseciated with the gross proceeds of $154.5amifliom
Beal Bank with an interest rate of 7.125% in theant of $11.0 million for the fiscal year ended Petder 31,
2003, and the amortization of debt issue costeératmount of $0.6 million for the fiscal year endEtember
31, 2003. Such debt was incurred for the acquisibiothe Heber 1 and Heber 2 projects.

(f) Represents the recording of interest expensledramount of $1.1 million for the six months eshdeine
30, 2004 and $2.3 million for the fiscal year en@etember 31, 2003 related to shareholder loatieiamoun
of $32.8 million bearing an interest rate of 7.586 interest expense of $0.8 million for the six terended
June 30, 2004 and $1.6 million for the fiscal yeaded December 31, 2003, related to short-ternslo&f40
million bearing an interest rate of 4%. The shat@#oloans and short-term loans were incurred imeation
with the acquisition of the Puna project.

(g) Represents the recording of income tax espeito reflect an effective tax rate of 40% onpitee
forma adjustments, which is our expected effedi@xerate.

(h) Represents the recording of our 50% equithée income of the Mammoth project (net of taxethe
amount of $645), increased by the amortizatiormefaquity basis difference, and has been presest&gquity
in income of investee." As the purchase pricess khan the underlying net equity of the Mammaotijqut by
$9.5 million, the equity basis will be amortizedeothe remaining useful life of the property, plant
equipment and the power purchase agreements, wghagiproximately 12 to 17 years.

Summarized statement of operations informatiomefilammoth project for the period from JanuarydQ2to
December 17, 2003 is as follows (in thousands):



Revenue: $ 16,35:

Gross margir 4,28¢
Net income 2,02¢
Company's equity in income of the Mammoth proj
50% of the Mammoth project net incot $ 1,012
Plus amortization of the equity basis differe 60C
$ 161C
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our results of operations, financial condition and
liquidity in conjunction with our consolidated financial statements and the related notes. Some of the information
contained in this discussion and analysis or set forth elsewhere in this prospectus, including information with
respect to our plans and strategies for our business, statements regarding the industry outlook, our expectations
regarding the future performance of our business, and the other non-historical statements contained herein are
forward-looking statements. See " Special Note Regarding Forward-Looking Statements." You should also review
the "Risk Factors" section of this prospectus for a discussion of important factors that could cause actual results
to differ materially from the results described herein or implied by such forward-looking statements. Unless
specifically stated otherwise, references to balances and results of operations in this section are to our
continuing operations and do not include our discontinued operations discussed below. For a discussion of the
effect of our significant acquisitions, please see "Unaudited Pro Forma Condensed Combined Financial Data"
included elsewhere in this prospectus, which does not include the acquisition of the Seamboat 2/3 project and
Seamboat Hills project.

Overview

We are a leading vertically integrated company gadan the geothermal and recovered energy power
business. We design, develop, build, own and opetatin, environmentally friendly geothermal poplants,
and we also design, develop and build, and plawto and operate, recovered energy-based poweisplant
each case, using equipment that we design and ancocg. In addition, we sell the equipment we desigd
manufacture for geothermal electricity generatiecpvered energy-based electricity generation caimelr
equipment for electricity generation to third pastiOur operations consist of two principal busireegments.
The first consists of the sale of electricity framr power plants, which we refer to as the EleityriSegment,
while the second consists of the design, manufagfand sale of equipment for electricity genemtibe
installation thereof and the provision of servioglating to the engineering, procurement, consitvacbperation
and maintenance of geothermal and recovered eperggr plants, which we refer to as the Productsrieeg.

Our Electricity Segment currently consists of aurdstment in power plants producing electricitynfro
geothermal resources. It will also include our plkeahinvestment in power plants producing electrifribm
recovered energy resources. Our geothermal powatspinclude both power plants that we have built powe
plants that we have acquired. Our Products Segooersists of the design, manufacture and sale apamnt
that generates electricity, principally, from gemtial and recovered energy resources, but alsg osirer fuel
sources as well. Our Products Segment also incltddise extent requested by our customers, thallagon of
our equipment and other related power plant iretiaths and the provision of services relating ® th
engineering, procurement, construction, operatimhraaintenance of geothermal and recovered enenggm
plants. For the six months ended June 30, 2004k metricity Segment represented approximately %ot our
total revenues, while our Products Segment reptedepproximately 29.6% of our total revenues dysunch
period.

Our Electricity Segment operations are conductetiénUnited States and throughout the world. Welse
fastest growing geothermal power generation comjratlye United States, measured by growth in geimgra
capacity. We have increased our net ownershipastén generating capacity by 164 MW between De@mb



31, 2002 and June 30, 2004, of which 152 MW watbatable to our acquisition of geothermal power
plants from third parties and 12 MW was attribuéatal increased generating capacity of our exiggemothermal
power plants resulting from plant technology upgsadnd improvements to our geothermal reservoiratipes,
which include improving methods of heat source $uppd delivery. Since January 1, 2001, we havepteted
various acquisitions of geothermal power planth@aUnited States with an aggregate acquisitiot, oes of
cash received, of $502.3 million. We also own aperate or control and operate geothermal projects i
Guatemala, Kenya, Nicaragua and the Philippine2008, pro forma revenues from the sale of elattriny our
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power plants were $162.6 million. Our net ownershipur generating capacity has increased from 94, s
of December 31, 2001, to 305 MW, as of June 304280ch revenues do not include any revenues w@itibke
to our Steamboat 2/3 project and Steamboat Hiligept that were acquired in 2004, which we estinflatsed
on, in the case of the Steamboat 2/3 project, $lldn of revenues generated by such projectd@2and, in
the case of the Steamboat Hills project, $3.0 amlbbased on the current revenue generation of agbct,
computed on an annualized basis) to be approxisn&fel.0 million for the fiscal year ended Decem®ey
2003.

Our Products Segment operations are also condircted United States and throughout the world.tRer
fiscal year ended December 31, 2003, revenuebuttible to our Products Segment were $41.7 millguch
revenues included approximately $5.0 million reedifrom the construction of a recovered energy-dasaver
plant in a gas processing plant in the United Statée expect that an important component of oudkts
Segment will be the design, manufacturing and shiecovered energy products, which is a markebappity
we have identified that we expect will allow us ¢ur Electricity Segment) and potential customaroqr
Products Segment) to utilize waste heat for the@ae of producing electricity.

Our Electricity Segment is characterized by rekltipredictable revenues generated by our poweaitpla
pursuant to long-term power purchase agreementis terims which are generally up to 20 years. Bytrest,
revenues attributable to our Products Segment,indirie based on the sale of equipment and the pyowis$
various services to our customers are far lessqiedde and may vary significantly from period terjpd. Our
management assesses the performance of our twesegof operation differently. In the case of oledicity
Segment, when making decisions about potentialisitipns or the development of new projects, our
management typically focuses on the internal ratetarn of the relevant investment, relevant técairand
geological matters and other relevant businessiderations. Additionally, as part of our ElectncBegment,
our management evaluates our operating projectslbas the performance of such projects in termswanues
and expenses in contrast to projects that are waelopment, which our management evaluates lasedsts
attributable to each such project. Our managemeaitiates the performance of our Products Segmesetchan
the timely delivery of our products, performancealiy of our products and costs actually incurre¢dmplete
customer orders as compared to the costs origibaliigeted for such orders.

Recent Devel opments

In December 2003, we acquired our Heber 1 and Helpeojects and our 50% ownership interest in the
Mammoth project for a total cost of approximateBb6.8 million. The acquisition of our Heber 1 anelddr 2
projects and our 50% ownership interest in the Maithnproject was financed with a combination of pare
company loans, project finance debt provided byl Baak and short-term loans. We accounted for such
acquisition pursuant to the purchase method ofwattony in accordance with Statement of Financiatdmting
Standards (which we refer to as SFAS) No. 141.

In February 2004, we acquired the Steamboat 2/@gtréor a total cost of approximately $82.8 mitiio
The acquisition of the Steamboat 2/3 project waarfced with a portion of the proceeds received fitoen
issuance of the 8%9% senior secured notes by Oramatifrg. Such acquisition was accounted for pursteatite
purchase method of accounting in accordance withSSNo. 141.

At the end of May 2004, we acquired the Steambalét project for a total cost of approximately $20.
million and in early June 2004, we acquired thedPpimject for a total cost of approximately $71.ifliom. The
acquisition of the Steamboat Hills project was ficed with internally generated cash while the agitjian of the
Puna project was financed with parent company laasshort-term loans. We accounted for the adgpnsi of
both of the Puna and Steamboat Hills projects @unsto the purchase method of accounting in acomelavith
SFAS No. 141.



As a result of our recent acquisitions, our resoifitgperations for the various periods covered tny o
financial statements attached hereto may not bgpacaible with each other or indicative of futureutes
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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 1990s, growth and develqt in
the geothermal industry occurred primarily in fgremarkets and only minimal growth and development
occurred in the United States. Since 2001, thesébken increased demand for energy generated from
geothermal resources in the United States as ptiodumosts for electricity generated from geothdrraaources
have become more competitive relative to fossil figmeration due to increasing gas prices andrasudt of
newly enacted legislative and regulatory incentigesh as state renewable portfolio standards. abétse
increasing demand for energy generated from gewmidleand other renewable resources in the UnitegStand
the further introduction of renewable portfoliorstiards as the most significant trends affectingimdustry
today and in the immediate future. Our operationéthe trends that from time to time impact ourrafiens are
subject to market cycles.

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

« We have experienced significant growth throughabguisition and enhancement of geothermal p
plants. On a pro forma basis, the Heber 1 and H2Ipeojects and the Puna project accounted for
33.3% and 9.2% of our pro forma revenues, respagtiand 52.3% and 4.2% of our pro forma
operating profits, respectively, for the fiscal yeaded December 31, 2003. As a result of such
acquisitions, we expect an increase in our reveandsoperating profits for the current fiscal yesr,
compared to our consolidated revenues and opernattofiys for the fiscal year ended December 31,
2003. We also expect an increase in our revenwtsperating profits for the current fiscal yeamas
result of the acquisition of the Steamboat 2/3quband the Steamboat Hills project this year.

* In the United States, we expect to continue to fieinem the increasing demand for renewable en
as a result of favorable legislation adopted btafes, including California, Nevada and Hawaii
(where we have been the most active in our geotilestievelopment and in which all of our U.S.
projects are located). In each of these statesyant legislation currently requires that an insheg
percentage of the electricity supplied by eleattitity companies operating in such states be @eriv
from renewable energy resources until certain gtakdished goals are met. We expect that the
additional demand for renewable energy from ugiitin such states will create additional oppories
for us to expand existing projects and build newoplants.

< Outside of the United States, we expect thatraety of governmental initiatives, including thead
of long-term contracts to independent power gepesathe creation of competitive wholesale markets
for selling and trading energy, capacity and relaeergy products and the adoption of programs
designed to encourage "clean" renewable and sablaienergy sources, will create new opportunities
for the development of new projects as well asteradditional markets for our remote power units
and other products.

* We have identified recovered enetggsed power generation as a significant market reyppity for us
in the United States and throughout the world. VWeeimitially targeting the North American market
and, thereafter, we intend to leverage our sudoessch market in order to expand such operations
throughout the world. If our expectations regardimg growth in demand for our recovered energy
units are not met, we may not be able to genehategvenues we expect from such operations.

* In the short term, we may experience a declingurr revenues attributable to our Products Segaeent



we currently do not have any new orders to replage existing contracts. In pursuing new orders
participate in tenders for projects and proposaisristallations and identify and monitor markets
which utilize or plan to utilize geothermal enemyyd in which
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geothermal resources are available. While awkedhi the revenues attributable to our Products
Segment may have an adverse impact on our regudfseations for the relevant periods, we do not
expect that any such decline would have a matadatrse effect on our liquidity and capital reses

for the relevant periods over the short-term. Qkierlongterm, we intend to continue to pursue grc

in our recovered energy business, which may hegfset any potential adverse impact on our results
of operations for the relevant periods.

e We expect to continue to generate the majofityun revenues from the sale of electricity fromr ou
power plants. All of our current revenues from slaée of electricity are derived from fully-contradt
payments under long-term power purchase agreements.

* We expect that our financing expenses duringtheent fiscal year will increase, as comparedun
financing expenses for the fiscal year ended Deeer®b, 2003, as we financed the majority of our
recent acquisitions with long-term non- and limitedourse financing.

» The viability of the geothermal resources witiZoy our power plants depends on various factars s
as the heat content of the geothermal reservafulife of the reservoir (the term during whialck
geothermal reservoir has sufficient extractablefidor our operations) and operational factoratiet
to the extraction of the geothermal fluids. Ourtheomal power plants may experience an unexpected
decline in the capacity of their respective geatt@mwells. Such factors, together with the posisibil
that we may fail to find commercially viable geatimal resources in the future, represent significant
uncertainties we face in connection with our operest

» Our foreign operations are subject to signiftqaolitical, economic and financial risks, whichrydoy
country. Such risks include the ongoing privatizatof the electricity industry in the Philippinglse
partial privatization of the electricity sector@uatemala, labor unrest and strengthening of urifons
Nicaragua and the political uncertainty currentigy@iling in Kenya. Although we maintain politic
risk insurance as an attempt to mitigate such risksh insurance does not provide complete coverage
with respect to all such risks.

« We do not expect the current low interest radrenment to continue in the foreseeable futuney A
increases in interest rates that impact our exjdtimancings or future financings could increase th
aggregate amount of our interest expenses andcthuld have an adverse effect on our results of
operations.

« We have experienced recent increases in theofoatv materials required for our equipment
manufacturing activities, which we believe haveutiesl primarily from increased demand in the
Chinese market for such raw materials and increiastb® cost of transportation of our products. An
increase in such costs may have an adverse effemirdfinancial condition and results of operations

Revenues

We generate our revenues primarily from the salgeftricity from our geothermal power plants, the
design, manufacturing and sale of equipment fartetaty generation and the construction, instédlatand
engineering of power plant equipment.

Revenues attributable to our Electricity Segmeetralatively predictable as they are derived fromgale



of electricity from our power plants pursuant tadeterm power purchase agreements, however, such
revenues are subject to seasonal variations, as fuldy described below in the section entitled &Senality”.
Our power purchase agreements generally providéh&payment of capacity payments, energy payments,
both. Generally, capacity payments are paymentsilzabd based on the amount of time that our pgheets
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
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payments are either fixed (subject, in certain sagecertain adjustments) or are based on theaeigower
purchaser's short run avoided costs (the increrhenosés that the power purchaser avoids by notriggio
generate such electrical energy itself or purclitafsem others). As required by Emerging IssueskTiagrce No.
01-8,Determining Whether an Arrangement Contains a Lease , we assessed all of our power purchase
agreements acquired since July 1, 2003, and coedlticht all such agreements related to our Helaed12,
Steamboat 2/3, Steamboat Hills, and Puna projectsamed a lease element requiring lease accounting
Accordingly, revenues related to the lease eleroktite agreements are presented as "lease" rewsithehe
remaining revenue related to the production antveigi of the energy presented as "energy and cfjaci
revenue in our financial statements. As the leagenue and the energy and capacity revenues aved &om
the same arrangement and both fall within our gtdtyt segment, we analyze such revenues, andeckladsts,
on a combined basis for management purposes.

Revenues attributable to our Products Segmentarerglly unpredictable because larger customer®rde
for our products are typically a result of our papating in, and winning, tenders issued by pdsmiustomers
in connection with projects they are developingctSprojects often take a long time to design anetldp and
are often subject to various contingencies sugchasustomer's ability to raise the necessary imanfor such
project. As a result, we are generally unable &t the timing of such orders for our productd aray not be
able to replace existing orders that we have comegleith new ones. As a result, our revenues fram o
Products Segment fluctuate (and at times, extelyjifrem period to period.

The following table sets forth a breakdown of aewenues for the periods indicated:

Revenues % of revenues for period indicated
(in thousands)
Six months Six months
Year ended December 31, ended June 30, Year ended December 31, ended June 30,
2001 2002 2003 2003 2004 2001 2002 2003 2003 2004
(unaudited) (unaudited)
Revenue:
Electricity Segmen $33,95¢ $6549. $ 77,75. $35,65. $70,21¢ 70.%% 76.5% 65.1% 69.(% 70.2%
Products Segme 13,95¢ 20,13¢ 41,68¢ 16,02: 29,49’ 29.1 23.E 34.€ 31.C 29.€
Total $4791F $85,62¢ $119,44( $51,67: $99,70¢ 10(% 10(% 10(% 10(% 10(%

Geographical breakdown

11.7%, 48.0% and 56.4% of the revenues attributabdeir Electricity Segment were generated in the
United States in 2001, 2002, and 2003, respectivay the six months ended June 30, 2004, 80.78ti0f
revenues attributable to our Electricity Segmentangenerated in the United States, as compare®. 28for
the same period in 2003. During the past threalfigears, the percentage of our total revenuebuatiible to the
sale of electricity in the United States has insegbsignificantly, as compared to the percentagripfotal
revenues that is attributable to the sale of @ttty our foreign projects that has declined coemsurately.
Such increase is largely attributable to our reeequisition of various projects in the United 8&iThe
following table sets forth the geographic breakdm#iithe revenues attributable to our Electricitg®ent for



the periods indicated:

Six Months
Year ended December 31, ended June 30,
2001 2002 2003 2003 2004
United State: 11.7% 48.(% 56.4% 52.2% 80.7%
Foreign 88.2% 52.(% 43.6% 47.8% 19.2%

Historically, revenues attributable to our Produg¢gment, after giving effect to the elimination of
intercompany balances, have been derived primixaip outside of the United States, which is reflecf the
historical demand in the United States describsevethere in this prospectus. Since 2003, we havenbieg
generate revenues attributable to our Products 8egimthe United States
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as well. However, as a result of the volatility anmgpredictability of the revenues attributable tw Broducts
Segment and the impact that a few sales or EPCQamstcan have on the geographic distribution ohsu
revenues, the geographical distribution of suclemeres may not be indicative of any developing tsesrdof our
future results.

Seasonality

The demand for the electricity generated by our ki projects and the prices paid for such elgttri
pursuant to our power purchase agreements arecstdjseasonal variations. The demand for elettrfoom
the Heber 1 project and Heber 2 project, the Marhrpatject and the Ormesa project is the highesten
summer months of June through September, becaggmiter purchaser for those projects, SoutherridCaia
Edison Company, delivers more electricity to itdifdenia markets during such period in order to tnéemand
for air conditioning and other energy-intensive lawpsystems utilized during such summer monthe Th
demand for electricity from the Steamboat compled the Brady project is more balanced, consistirgpth
summer and winter peaks that reflect the greatepéeature variation in Nevada. Similarly, the dethéor
electricity from the Puna project is balanced duthe equatorial temperature in Hawaii (with lessnpunced
temperature variations during the year). In Cafifar the capacity rates payable pursuant to thécaybe power
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 tgpower
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 ytwer purchaser in California in the summer meatha
result of the increase in demand and in pricesahasre significant impact on our revenues thandh#te
higher energy revenues generally generated in mihte to increased efficiency, and as a resultexgnues are
generally higher in the summer than in the winter.

Expenses
Electricity Segment

The principal expenses attributable to our opegapirojects include operation and maintenance exgsens
such as salaries, equipment expenses, cost ofgrattshemicals, costs related to third-party sesjitease
expenses, royalties, startup and auxiliary elattrijurchases, property taxes and insurance andhéo
California projects, transmission charges, schedutharges and purchases of sweet water for user iplant
cooling towers. Some of these expenses, such tsarat third- party services, are not incurred oegalar
basis, which results in fluctuations in our experaed our results of operations for individual pot$ from
quarter to quarter.

Our partner in the Mammoth project reimburses u$036 of the actual costs associated with the dioera
and maintenance of the project, plus certain géamadministrative expenses.

Lease expenses are included as a component oftiogegapenses and principally consist of payments
made to government agencies and private entitiesrapensation for the use of the relevant geotherma



resources and site leases where plants are located.

Royalty payments are payments made as compendatitre right to use certain geothermal resources a
are included as a component of operating expemskara paid as a percentage of the revenues ddroradhe
associated geothermal resources.

Products Segment

The principal expenses attributable to our ProdBetgment include materials, salaries and relatquosee
benefits, expenses related to subcontracting &iesyitransportation expenses, sales commissioseles
representatives and royalties pertaining to govemtrparticipation in our research and developmergnams at
a rate of 3.5% of the proceeds recovered fromaleedf products which were developed pursuant ¢b su
research and development programs.
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Some of the principal expenses attributable toRvoducts Segment, such as a portion of the cdstedetc
labor, utilities and other support services, axediand, in order to maintain our current producdod
construction capability, must be incurred, notwitimsling the revenues attributable to our Produetgr&nt. As
a result, the cost of revenues attributable toRyoducts Segment, expressed as a percentagelottsaues, is
often very volatile. To date, our management hadenthe strategic decision to maintain our productind
construction capacity and, therefore, maintainfitked cost component of the total costs attribugablour
Products Segment at the current level. Anotherore&sr such volatility is that in responding to sifibr our
products, we price our products and services atigel to existing competition and other prevailingrket
conditions, which may vary substantially from orteiorder.

Critical Accounting Policies

Our critical accounting policies are more fully deked in Note 1 to our audited consolidated finahc
statements. However, certain of our accountingcpesiare particularly important to the portrayabaf financia
position and results of operations. In applyingstheritical accounting policies, our managemens itse
judgment to determine the appropriate assumptioibg tused in making certain estimates. Such esgat
based on management's historical experience, s t@f existing contracts, management's observaficends
in the geothermal industry, information providedday customers and information available to managegm
from other outside sources, as appropriate. Suahates are subject to an inherent degree of uaiogyt Our
critical accounting policies include:

« Revenues. Revenues related to the sale of electricynflour geothermal power plants and capacity
payments paid in connection with such sale arerdecbbased upon output delivered and capacity
provided by such power plants at rates specifiedyant to the relevant power purchase agreements.
Revenues generated from engineering and operaingss and sales of products and parts are
recorded once the service is provided or produlitety is made, as applicable. Revenues generated
from the construction of geothermal power plantipopent, on behalf of third parties, is recognizex
the percentage completion method, which is thdicglship between costs actually incurred and total
estimated costs to completion. Such cost estinsateade by management in part based on prior
operations and in part based on specific projeatatteristics and designs. If management's estimate
utilized with respect to our Products Segment tdltestimated costs to completion are inaccurbhgs,
the percentage of completion will also be inaceueatd thus lead management to over- or under-
estimate the gross margins for our Products SegrBefiing, general and administrative costs are
charged as and when incurred. Provisions for estidnlasses relating to contracts are made in the
period in which such losses are determined. Chaimgeb performance, job conditions, and estimated
profitability, including those arising from the djgation of penalty provisions in relevant contsaanc
final contract settlements, may result in revisitmsosts and income and are recognized in thegeri
in which the revisions are determined.

« Impairment of Long-lived Assets and Long-lived Assetsto Be Disposed of . Long-lived assets are
reviewed for impairment whenever events or chaimgescumstances indicate that the carrying
amount of an asset may not be recoverable. Reduligraf assets to be held and used is measure
a comparison of the carrying amount of an assestimnated future net undiscounted cash flows



expected to be generated by the relevant assesighiéicant assumptions that we use in estimating
our undiscounted future cash flows include (i) potgd generating capacity of the project and ttates
be received under the respective power purchasemgnts, and (ii) projected operating expenses of
the relevant project. If assets are consideree tinnipaired, the impairment to be recognized is
measured by the amount by which the carrying amofitite assets exceeds the fair value of the a
Assets to be disposed of are reported at the lofvire carrying amount or fair value, less costsetih.
Our assessment regarding the existence of impairfaetors is based on market conditions,
operational performance and legal factors relatingur business. Our review of existing
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factors and the resulting appropriate carryingeaf our long-lived assets are subject to judgame
and estimates that management is required to rifd&eoelieve that no impairment exists for our long-
lived assets, however future estimates as to twvegability of such assets may change based on
revised circumstances.

Obligations Associated with the Retirement of Long-Lived Assets.  Effective January 1, 2003, we
adopted SFAS No. 143ccounting for Obligations Associated with the Retirement of Long-Lived

Assets . Pursuant to SFAS No. 143, entities are requine@c¢ord the fair market value of any legal
liability related to the retirement of any of itssets in the period in which such liability is ined.

Our liabilities related to the retirement of ousets include our obligation to capping wells upon
termination of our operating activities, the disithiag of our geothermal power plants upon cessation
of our operations and the performance of certaimeial measures related to the land on which such
operations were conducted. When a new liabilitydiorasset retirement obligation is recorded, we
capitalize the costs of such liability by increagthe carrying amount of the related long-livedeiss
Such liability is accreted to its present valuehgaeriod, and the capitalized cost is depreciated o
the useful life of the related asset. At retiremantentity either settles the obligation for #sarded
amount or incurs a gain or a loss with respecetioeias applicable. We estimate the costs related t
such liabilities and if such estimates are incdrréhen the capitalized costs and carrying amofithie
related long-lived asset will change and as a tesay affect our financial condition.

Derivative Instruments.  SFAS No. 133Accounting for Derivative Instruments and Hedging
Activities, as amended and interpreted by other related adoguiterature, establishes accounting
reporting standards for derivative instrumentsl(idmg certain derivative instruments embedded in
other contracts). SFAS No. 133 requires companiesdord derivatives on their balance sheets as
either assets or liabilities measured at theirnfalue unless such instruments are exempted from
derivative treatment as a normal purchase and daaha All changes in the fair value of derivative
are recognized currently in earnings unless speldtge criteria are met, which requires a compa
formally document, designate and assess the eféexss of transactions that receive hedge
accounting.

We maintain a risk management strategy that paraites the use of interest rate swaps and interest
rate caps to minimize significant fluctuation irshdlows and/or earnings that is caused by inteete
volatility. Gain or loss on contracts that initiatjualify for cash flow hedge accounting is inclddss
component of other comprehensive income and argesuiently reclassified into earnings when
interest on the related debt is paid. Gain or tyssontracts that are not designated to qualify eash
flow hedge is included as a component of interegense.

We were required to adopt and have become suiojélee provisions of SFAS No. 133 Derivative
Implementation Group ("DIG") Issue No. C15 (DIGuesNo. C15)Normal Purchases and Normal
Sales Exception for Certain Option-Type Contracts and Forward Contractsin Electricity , which
expands the requirements for the normal purchad@ammal sales exception to include electricity
contracts entered into by a utility company whertaie criteria are met. Also, pursuant to DIG Issue
No. C15, contracts that have a price adjustmeniseldased on an index that is not directly reltxt
the electricity generated, as defined in SFAS N3, Ho not meet the requirements for the normal
purchases and normal sales exception. We have males agreements that qualify as derivative



instruments under DIG Issue No. C15 and do not iteegxception as they have a price adjustment
clause based on an index that does not directiyeréd the sources of the power used to generate th
electricity. Our adoption of the provisions of DI§sue No. C15 in 2002 did not have a material irt
on our consolidated financial position and resoftsperations.

In June 2003, the FASB issued DIG Issue No. @&2fpe Exceptions. Interpretation of the Meaning of
Not Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a Price Adjustment
Feature . DIG Issue No. C20 specified additional circumstmin which a
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price adjustment feature in a derivative contvaatild not be an impediment to qualifying for the
normal purchases and normal sales scope exceptater $FAS No. 133. DIG Issue No. C20 was
effective as of the first day of the fiscal quatteginning after July 10, 2003, or October 1, 2fi3

us. DIG Issue No. C20 requires contracts that didoreviously qualify for the normal purchases and
normal sales scope exception, and do qualify feretkception under DIG Issue No. C20, to freeze the
fair value of the contract as of the date of thgahapplication, and amortize such fair value othe
remaining contract period. Upon our adoption of $&ue No. C20, we elected the normal purchase
and normal sales scope exception under FAS Nordl@&d to our power purchase agreements. Such
adoption did not have a material impact on our otidated financial position and results of openasi

Accounting for Income Taxes. As part of the process of preparing our cadatéd financial
statements, we are required to estimate our indaxim each of the jurisdictions in which we operat
This process requires us to estimate our actuatcttax exposure and make an assessment of
temporary differences resulting from differing treant of items for tax and accounting purposesh
differences result in deferred tax assets andliligsi which are included on our consolidated batan
sheet. We must then assess the likelihood thadeferred tax assets will be recovered from future
taxable income and, to the extent we believe theth secovery is not likely, we must establish a
valuation allowance. To the extent we establishlaation allowance or increase such allowance in a
period, we must include an expense within the taxipion in our statement of operations.
Management uses significant judgment in determioingdeferred tax assets and liabilities and any
valuation allowance recorded against our net dedetaix assets. In the event that we generate &axabl
income in a particular jurisdiction in which we oat and in which we have net operating loss carry-
forwards for which a deferred tax valuation allowarmas been established, we may be required to
adjust our valuation allowance.

Sock-Based Compensation . We account for stock-based compensation baiseke provisions of
Accounting Board Opinion No. 28ccounting for Stock Issued to Employees , which we refer to as
APB 25, which states that no compensation expensguired to be recorded for stock options or
other stock-based awards to employees that aréegrarith an exercise price equal to or above the
estimated fair value per share of common stockenr¢levant grant date. In the event that stock
options are granted at a price that is lower tharfair market value on the relevant date, thesdiffice
between the fair market value of the common stackthe exercise price of the stock options is
recorded as unearned compensation. Unearned coatjpenis amortized to compensation expense
over the vesting period applicable to the stockoopiWe have adopted the disclosure requirements of
SFAS No. 123Accounting for Stock-Based Compensation , as it relates to stock options granted to
employees, which requires pro forma net incomeetdibclosed based on the fair value of the options
granted at the date of the relevant grant.

New Accounting Pronouncements

Consolidation of Variable Interest Entities

In January 2003, the Financial Accounting States8aiard, which we refer to as FASB, issued
Interpretation No. 46Consolidation of Variable Interest Entities, an interpretation of ARB 51 , which
we refer to as FIN No. 46, as amended by FIN N& #6December 2003. Among other things, FIN



No. 46R generally deferred the effective date &f Rlo. 46 to the quarter ended March 31, 2004. The
objectives of FIN No. 46R are to provide guidanodlte identification of Variable Interest Entities,
which we refer to as VIEs, for which control is &sted through means other than ownership of a
majority of the voting interest of an entity, anolhto determine which company (if any), as the iy
beneficiary, should consolidate such VIE. A varginiterest in a VIE, by definition, is an asset,
liability, equity, contractual arrangement or oteepnomic interest that absorbs the entity's ecamom
variability.

Effective as of March 31, 2004, we adopted FIN #88R. In connection with the adoption of FIN No.
46R, we concluded that Ormat-Leyte Co. Ltd., inakhive have an 80% ownership

a7

interest, should be deconsolidated. Ormat-Leytel@b's operating results were accounted for using
the consolidated method of accounting for the tmeath period ended March 31, 2004 and, effective
April 1, 2004, our ownership interest in Ormat-Leyto. Ltd. is accounted for using the equity method
of accounting.

Derivative Instruments and Hedging Activities

In April 2003, the FASB issued SFAS No. 14@nendment of Statement 133 on Derivative Instruments
and Hedging Activities. SFAS No. 149 amends and clarifies the accouraimreporting treatment for
derivative instruments, including certain derivai\vembedded in other contracts, and hedging aesivit
under SFAS No. 133. The amendments set forth inSSRA. 149 require that contracts with
comparable characteristics be accounted for agatem instruments. SFAS No. 149 clarifies the
circumstances under which a contract meets thectaistics of a derivative instrument according to
SFAS No. 133 and clarifies when a derivative insieat contains a financing component that warrants
special reporting in the statement of cash flowse flequirements of SFAS No. 149 are effective for
contracts entered into or modified after June 8032 and for hedging arrangements designated after
June 30, 2003. We adopted the provisions of SFASLH® effective July 1, 2003, which did not have a
material impact on our consolidated results of apens and financial position as of December 31,
2003.

Accounting for Certain Financial Instruments with Characteristics of both Liability and Equity

In May 2003, the FASB issued SFAS No. 1B6counting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity . SFAS No. 150 establishes standards for how a aagnp
classifies and measures in its statement of firgupasition certain financial instruments with
characteristics of both liabilities and equityrdtjuires that a company classify a financial instnt
that is within its scope as a liability becausd flrncial instrument embodies an obligation af th
company. The requirements of SFAS No. 150 are &@ffeéor financial instruments entered into or
modified after May 31, 2003, effective the firstarim period beginning after June 15, 2003. For
financial instruments created prior to the issuatete of SFAS No. 150, a transition is achieved by
reporting the cumulative effect of a change in actimg principle. We adopted the provisions of SFAS
No. 150 effective July 1, 2003, which did not hawmaterial impact on our consolidated results of
operations and financial position as of Decembe2803.

Determining Whether an Arrangement Contains a Lease

In May 2003, the Emerging Issues Task Force ("EJTeached consensus in EIFT Issue No. 01-8,
Determining Whether an Arrangement Contains a Lease, to clarify the requirements of identifying
whether an arrangement contains a lease at itptiooe The guidance in the consensus is designed to
broaden the scope of arrangements, such as powargse agreements, accounted for as leases. EITF
No. 01-8 requires both parties to an arrangemedétermine whether a service contract or similar
arrangement is, or includes, a lease within theesa SFAS No. 13Accounting for Leases. The
consensus is being applied prospectively to arnaegés agreed to, modified, or acquired in business
combinations on or after July 1, 2003. The adoptibBITF No. 01-8 effective July 1, 2003 did not
have a material effect on our financial positioresults of operations. Power purchase agreements
acquired as part of the projects purchased singelJ2003 (Heber 1 and 2, Steamboat 2/3, Steamboat
Hills, and Puna projects), contain lease elementimthe scope of SFAS 13. Accordingly, for the si
months ended June 30, 2004, revenues and costsaasdawith the lease element of the power



purchase agreements that were acquired since JAB0B have been presented as "lease” revenue, with
the remaining revenue related to the productiondelidery of the energy being presented as "energy
and capacity" revenue in our financial statemdrgase revenue related to the Heber 1 and 2 projects
from the date we acquired it (December 18, 2008)@éoember 31, 2003 was not material.
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Obligations Associated with the Retirement of Long-Lived Assets.
For a discussion of SFAS No. 143, please see Hoaision set forth above.

Results of Operations

Our historical operating results as a percentagdetaf revenues are presented below. A compari§timeo
different periods described below may be of limitatue, as a result of the effects that (i) ouerg@cquisition:
and enhancements of acquired projects, (ii) the albdur investment in Karaganda Holding Compartyictvwe
refer to as KHC, in the third quarter of 2002, whawned and operated two coal fired power plants in
Kazakhstan, and (iii) volatility in revenues of denoducts Segment, in each case, have had onsiaribal
operating results.

Six Months ended

Year ended December 31, June 30,
2001 2002 2003 2003 2004
(in thousands) (inthousands)
(unaudited)
Statements of Operations Data
Revenues:
Electricity Segmer 70.€ 76.5 65.1 69.C 70.4
Products Segme 29.1 23.F 34.¢ 31.C 29.€
100.(% 100.(% 100.(% 100.(% 100.(%
Cost of revenues
Electricity Segmer 36.¢ 51.1 60.1 62.2 57.¢
Products Segme 125.( 85.¢ 70.7 64.¢ 78.4
62.€ 59.5 63.¢ 62.€ 63.€
Gross margin:
Electricity Segmer 63.1 48.¢ 39.¢ 37.¢ 42.2
Products Segme (25.0) 14.1 29.Z 35.7 21.€
37.4 40.7 36.2 37.2 36.1
Operating expenses
Research and developm 3.€ 1.8 1.2 1.7 1.2
Selling and marketin 13.€ 7.1 5.6 5.2
General and administrati 11.4 8.2 7.7 7.€ 5.2
Operating incom 8.8 23.t 21.4 22.F 25.7
Other income (expense)
Interest incom 2.8 0.7 0.5 0.€ 0.4
Interest expens (9.2 (7.2) (6.9) (7.9 (19.5)
Foreign currency translation and transaction gaissj 0.€ (0.9 0.3 0.9 (0.9
Miscellaneous incom 0.6 1.E 04 0.E 0.1
Income (loss) from continuing operations before
income taxes, minority interest and equity in
income of investee 3.7 18.1 15.2 15.¢ 6.2
Income tax provisiol (6.4) (7.2) (2.7 (4.2 (2.9
Minority interest in earnings of subsidiari 1.2) 1.9 (0.5) 0.9 (0.3

Equity of income of investet 0.3 0.4 0.5 0.4 2.5




Income (loss) from continuing operatic (3.€) 9.¢ 13.1 11.2 6.2
Discontinued operations:

Loss from operations of discontinued activities in

Kazakhstar (9.9 (3.6) — — —
Loss of sale of Kazakhstan operatis _ (7.5) _ _ _
Income (loss) before cumulative effect of change in

accounting principle (13.9 1.2 13.1 11.2 6.2
Cumulative effect of change in accounting principét

of tax benefil — — (0.2) (0.4 _

Net income (loss (13.9) (1.2) 12.€ 10.¢ 6.2
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Comparison of the Sx Months Ended June 30, 2004 and the Six Months Ended June 30, 2003
Total Revenues

Total revenues for the six months ended June 34 2@re $99.7 million, as compared with $51.7 wiilli
for the six months ended June 30, 2003, which sgmted a 92.8% increase in total revenues. Suchase was
attributable to additional revenues being generfted the Heber 1 project and the Heber 2 projeat tvere
acquired in December of 2003 and the Steamboatr@jdct that was acquired on February 13, 2004hSuc
increase in revenues was also due to an additgirgab million received from the sale of productsig such
period.

Electricity Segment

Six Months ended

June 30,
2003 2004

(in millions)
Heber 1 and Heber 2 Proje $ — $ 27.4
Steamboat Proje! — 6.S
Puna Projec — 1.8
Steamboat Hills Proje: — 0.t
Other Project: 35.7 33.€
Total $ 35.7 % 70.2

Revenues attributable to our Electricity Segmentlie six months ended June 30, 2004 were $70lbm
as compared with $35.7 million for the six monthgled June 30, 2003, which represented a 96.6%saisera
such revenues. Such period included $27.4 millioreeenues generated by the Heber 1 project anétzb
project, $6.9 million of revenues generated bySteamboat 1/1A and Steamboat 2/3 projects, $11Bmof
revenues generated by the Puna project and $0i6mof revenues generated by Steamboat Hills ptpges
compared to the same period in 2003, during whieldid not record any revenues from such projeaseRue
from other projects decreased due to the decordmitof the Leyte project as of April 1, 2004.

Products Segment

Revenues attributable to our Products Segmenhéosix months ended June 30, 2004 were $29.5 millio
as compared with $16.0 million for the six monthgled June 30, 2003, which represented an 84.4%dsern
such revenues. This increase resulted from addeshues of $13.5 million, principally attributabketivo large
projects (Mokai and Wairakei) during the six-mop#riod ended June 30, 2004. Such increase refteets
volatility of the revenues generated from our PaidiBegment.

Total Cost of Revenues

Total cost of revenues for the six months endee By 2004 was $63.7 million, as compared with $32.



million for the six months ended June 30, 2003,cvhiepresented an 96.0% increase in total cost of
revenues. As a percentage of total revenues, talrdost of revenues for the six months ended 30n2004
and the six months ended June 30, 2003 were 6318%28%, respectively.

Electricity Segment

Total cost of revenues attributable to our EleitiriSegment for the six months ended June 30, 2043}
$40.6 million, as compared with $22.2 million faetsix months ended June 30, 2003, which reprasente
82.9% increase in cost of revenues for such segriBrtsix months ended June 30, 2004 included $17.3
million, $3.7 million $1.1 million and $0.3 milliqrrespectively, of cost of revenues attributabléhteoHeber 1
project and the Heber 2 project and the Steambi@éat 4nd Steamboat 2/3 projects, as compared tsixhe
months ended June 30, 2003, during which such gsojeere not
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included in our results of operations. As a peragatof total electricity revenues, total cost efereues
attributable to our Electricity Segment for the sinnths ended June 30, 2004 (57.8%) was slightheidhan
the percentage for the six months ended June 83 (B2.2%) because as a percentage of revenuaiscadst of
revenues for our newly acquired projects were ijgbwer than the projects in our portfolio priwr such
acquisitions.

Products Segment

Total cost of revenues attributable to our Prod&etgment for the six months ended June 30, 2004 was
$23.1 million, as compared with $10.3 million faetsix months ended June 30, 2003, which reprasente
124.3% increase in cost of revenues related to segment. Such $12.8 million increase in cost eéneles was
attributable to an increase in revenues recogrizeithg the relevant period in 2004 as a resultnoiharease in
the volume of sales, as compared to the relevaidga 2003. As a percentage of total producteneres, our
total cost of revenues attributable to our ProdSetgment for the six months ended June 30, 2004 8486
and for the six months ended June 30, 2003 wa®®4Be lower percentage of cost of revenues in 2003
resulted from the cancellation of a provision releat in 2002 for the construction of a project falilog
negotiations with a customer.

Research and Development Expenses

Research and development expenses for the six sientted June 30, 2004 were $1.2 million, as cor|
with $0.9 million for the six months ended June 3003, which represented a 33.3% increase in relseed
development expenses. Such increase was in theaoydiourse of our operations and does not repressn
significant change in our research and developmpeagram or our ability to maintain and continuelavelop
our technologies and operations and reflects fhtatas in the period in which actual expenses wearerred.

Selling and Marketing Expenses

Selling and marketing expenses for the six montitded June 30, 2004 were $3.9 million, as compaitt
$2.7 million for the six months ended June 30, 20@dch represented a 44.4% increase in selling and
marketing expenses. Selling and marketing expeoséke six months ended June 30, 2004 constitii@%h of
total revenues for such period, as compared wiboSor the six months ended June 30, 2003. Suc 1.2
decrease is attributable to the fixed cost natlicedain of our selling and marketing expensescaspared to a
larger revenue base. The larger revenue base weaspailly attributable to an increase in the revengenerated
by our Electricity Segment. Once a project is iem@pion and generates electricity, selling and idmk
expenses attributable to such project are relatinsignificant.

General and Administrative Expenses

General and administrative expenses for the sixthsoended June 30, 2004 were $5.2 million, as cosd
with $4.1 million for the six months ended June 3003, which represented a 26.8% increase in geaeda
administrative expenses. Such increase was prilhcgéributable to an increase in professional/ees fees
related to our business development activitiebénUnited States. General and administrative exgsefus the
six months ended June 30, 2004 constituted 5.28taifrevenues for such period, as compared wabofor
the six months ended June 30, 2003. Such 2.6%akexie attributable to the fixed cost nature ofaterof our
general and administrative expenses as comparethtger revenue base.



Interest Expense

Interest expense for the six months ended Jun2(®@ was $19.5 million, as compared with $3.8 wnilli
for the six months ended June 30, 2003, which ssgmited a 413.2% increase in such interest expense.
Approximately $5.9 million of such increase wasihtttable to the interest expenses incurred byagedf our
subsidiaries in connection with the Beal Bank fitiag and approximately
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$6.3 million of such increase was attributableh® interest expenses incurred in connection wighsbuance b
Ormat Funding, on February 13, 2004, of $190.0iomlbf senior secured notes. The remaining $3.5anil
increase was attributable to an increase in p@@npany loans.

Income Taxes

Income taxes for the six months ended June 30, 2@0d $2.0 million, as compared with $2.2 millian f
the six months ended June 30, 2003, which repreden®.1% decrease in such income taxes. Theig#eaak
rate for six months ended June 30, 2004 and Jun2083 was 31.0% and 26.5%, respectively. The lower
effective rate for the six months ended June 3032@as primarily due to the tax holiday in the Ripines that
was applicable in 2003, but not in 2004.

Equity in Income of | nvestees

Our participation in the income generated fromiouestees for the six months ended June 30, 2084 wa
$2.0 million (net of tax expense in the amount @5million), as compared with $0.2 million for thix months
ended June 30, 2003, which represented a 900.0%ase. Such increase was principally attributabtée
income generated in connection with our 50.0% gdquterest in the Mammoth project, which was acegin
December, 2003 and which accounted for $0.7 milibsuch income for the six months ended June G042
and from income generated in connection with oW &@uity interest in the Ormat Leyte project whizhs
deconsolidated as of April 1, 2004 (as a resuthefapplication of FIN No. 46) and which accounfied$1.0
million.

Net Income

Net income for the six months ended June 30, 208%1$6.3 million, as compared with $5.6 million fbe
six months ended June 30, 2003, which represemtétteease of 12.5% in our net income. Net incosa a
percentage of our total revenues for the six moettted June 30, 2004 was 6.3%, as compared wialior
the six months ended June 30, 2003. Such decregeedentage was principally attributable to amease in
our financing expenses relating to the financinghefacquisition of the Heber 1 project, Heber &jgmt and
Steamboat 2/3 project.

Comparison of the Year Ended December 31, 2003 and the Year Ended December 31, 2002
Total Revenues

Total revenues for the year ended December 31, 2@08 $119.4 million, as compared with $85.6 milio
for the year ended December 31, 2002, which reptedea 39.5% increase in our total revenues. Swriease
was principally attributable to the receipt of gdial revenues generated by the Ormesa projeciviis
acquired on April 15, 2002 and the increase inmeres generated from the sale and installation wipatent to
power plants worldwide.

Electricity Segment

Year ended December 31,
2002 2003
(in millions)
Ormesa Projec $ 21.¢ $ 30.t
Heber 1 and Heber 2 Proje: — 2.C
Steamboat 1/1A Proje — 1.C




Leyte Projec 15.€ 12.€

Momotombo Projec 9.2 11.€
Other Project: 18.¢ 20.1
Total $ 65.5 $ 77.€

Revenues from the sale of electricity for the yaaded December 31, 2003 were $77.8 million, as
compared with $65.5 million for the year ended Deber 31, 2002, which represented a 18.8%
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increase in such revenues. Such increase waslaoEgi) the acquisition of the Ormesa projectApril of
2002, which for the full fiscal year ended DecemBEr2003 generated $30.5 million of revenues paspared
to $21.8 million for the eight months of operatiar2002 following its acquisition; (ii) $2.0 millioof revenues
generated by the Heber 1 project and the Hebeoj2girfor the 13-day period ended December 31, 2863
compared with no revenues attributable to sucheptsjin 2002; and (iii) $1.0 million of revenuesgeated by
the Steamboat 1/1A project as compared with nomese attributable to such project in 2002. Thedase in
our revenues for the fiscal year ended Decembe2@®13, as compared to the fiscal year ended Deaedihe
2002, would have been higher but for the one-tidditeon to the revenues received in 2002 in the @mhof
$2.7 million, as a result of a disputed performanaeus that was resolved and recognized in 2002.

Products Segment

Revenues from our Products Segment for the yeardebgcember 31, 2003 were $41.7 million, as
compared with $20.1 million for the year ended Deber 31, 2002, which represented a 107.5% incriease
such revenues. Such increase resulted primarity 894.0 million of revenues primarily attributaltetwo large
projects (Mokai and Miravalles) and the sale ofduats, services and parts for the year ended Deze@ih
2003. Such increase reflects the volatility of teenues generated from our Products Segment.

Total Cost of Revenues

Total cost of revenues for the year ended Decedbe2003 was $76.2 million, as compared with $50.8
million for the year ended December 31, 2002, whegresented a 50.0% increase. As a percentagéabf t
revenues, our total cost of revenues for the yede@ December 31, 2003 was 63.8%, as compared3&c5er
the year ended December 31, 2002. This increasglained below.

Electricity Segment

Cost of revenues attributable to our Electricitg®ent for the year ended December 31, 2003 wag $46.
million, as compared with $33.5 million for the yemded December 31, 2002, which represented &39.4
increase for such cost of revenues. Such increasegvincipally attributable to the acquisition loé tOrmesa
project, as cost of revenues for the year ende@mber 31, 2003 included expenses of the Ormesaqprioj the
amount of $23.3 million, as compared to $15.7 wnillfor the year ended December 31, 2002. The Ormesa
project had higher operating expenses than the ptbhgcts we operated at such time due to addition
transmission costs relating to the transmissiosl@dtricity over the Imperial Irrigation Distriatansmission
system and the type of equipment used in the Ormgact, which is more costly to operate and namthan
the equipment used in our other projects that ediat the time of such acquisition. As a percentdgetal
electricity revenues, the total cost of revenugsbatable to our Electricity Segment was 60.1%tfor year
ended December 31, 2003 as compared to 51.1%dgretlr ended December 31, 2002. Such increase, on a
percentage basis, was patrtially attributable t@ $2llion of revenues received as a result of atome disputed
performance bonus that was resolved and recogmz2@0?2.

Products Segment

Cost of revenues attributable to our Products Segfoe the year ended December 31, 2003 was $29.5
million, as compared with $17.3 million for the yemded December 31, 2002, which represented &670.5
increase in such cost of revenues. Such $12.2omillicrease in cost of revenues was attributabibeeto
generation of additional revenues from the saleusfequipment during the year ended December 313.28s a
percentage of our total Products Segment reveouesost of revenues attributable to our Produetmn&nt for
the year ended December 31, 2003 was 70.7% as ced4ma85.9% for the year ended December 31, 2002.
Such 15.2% decrease was primarily attributable67%a5% increase in our Products Segment reversues a



compared to the fixed nature of much of our cosegénues, such as salaries, depreciation, expenses
related to maintaining operations, utilities andparty expenses.
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Research and Development Expenses

Research and development expenses for the yead &etember 31, 2003 were $1.4 million, as compared
with $1.5 million for the year ended December 3102, which represented a 6.7% decrease in suchrofsanc
development expenses. Such decrease reflectstaation in the ordinary course of our business éwes not
represent a significant change in our researctdamdlopment program or our ability to maintain aodtinue tc
develop our technologies and operations.

Selling and Marketing Expenses

Selling and marketing expenses for the year endambbber 31, 2003 were $7.1 million, as comparel wit
$6.1 million for the year ended December 31, 20@#ch represented a 16.4% increase in such sellig
marketing expenses. Selling and marketing expdiosékse year ended December 31, 2003 represeréd &f
our total revenues, as compared to 7.1% for thegmeded December 31, 2002. Such 1.2% decreasessila of
the effect of the fixed cost component of our sglland marketing expenses over a larger revene bhe
larger revenue base was principally attributablartancrease in the revenues generated by ourriglgct
Segment. Once a project is in operation and geeeréctricity, selling and marketing expensegaledively
insignificant.

General and Administrative Expenses

General and administrative expenses for the yedgdbecember 31, 2003 were $9.3 million, as contpare
with $7.1 million for the year ended December 3102, which represented a 31.0% increase in geaadl
administrative expenses. Such increase was atifilito costs related to an increase in our pespwages
and professional services and other costs relatedrtbusiness development activities in the Un@tates
which were primarily related to the pursuit and sammation of the acquisition of the Heber 1 andédiiéb
projects and our 50% ownership interest in the Maithnproject. As a percentage of our total revengeseral
and administrative expenses were 7.7% of such tesfor the year ended December 31, 2003 and 8f3uct
revenues for the year ended December 31, 2002.

I nterest Expense

Interest expense for the year ended December 8B, @8s $8.1 million, as compared with $6.2 millfon
the year ended December 31, 2002, which represantettrease of 30.6% in our total interest expegaeh
increase resulted from $1.9 million of interestexge incurred in connection with the United Capitaject
finance loan incurred on December 31, 2002 by oojept subsidiary to refinance the Ormesa acqaisit$0.8
million of interest expense incurred in connectiath outstanding parent company loans, and $0.4amibf
interest expense incurred in connection with thalBank loan incurred on December 18, 2003, in iotde
finance the acquisition of the Heber 1 project,Haber 2 project and the Mammoth project. Inteegpenses
related to certain other bank loans decreased [&illion for the fiscal year ended December 3102 due to
decrease in outstanding corresponding balances.

Income Taxes

Income taxes for the year ended December 31, 2@08 $2.5 million, as compared with $6.1 million for
the year ended December 31, 2002, which represandedrease of 59.0% in such income taxes. Thetiefe
tax rate for the years ended December 31, 2002@08 was 13.8% and 39.5%, respectively. For the gredec
December 31, 2003, our effective tax rate was redily approximately 8.4% as a result of the apfitineof
investment tax credits. In addition, our foreigr tates were substantially lower than our U.S.r&dgs due
primarily to the tax holiday in the Philippines ttepplied to us and the reversal of a deferred/éduxation
allowance related to the realization of net opagptosses in Ormat Systems which decreased owtieHdax
rate by approximately 5.6%. For the year ended Bébes 31, 2002, our effective tax rate was reduged b
approximately 2.5% as a result of the applicatibmeestment tax credits and increased by approtema.0%
related to a deferred tax valuation allowance &gjpid the net operating losses in Ormat Systems.
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Equity in Income of | nvestees

Our participation in the income generated fromiouestees for the year ended December 31, 2003 was
$0.6 million, as compared with $0.3 million for thear ended December 31, 2002, which represented an
increase of 100%. Such increase was principalijbatable to an increase in our income derived foam?21.0%
ownership of the Zunil project, which had lower tlsérvice and therefore higher net income.

Discontinued Operations

Losses from operations of discontinued activitreKazakhstan and losses from the sale of our Kastakh
operations were $3.1 million and $6.4 million, resgvely for the year ended December 31, 2002.SHfhe of
our Kazakhstan operations (consisting of coal figeder plants and related assets), occurred oreéetr 16,
2002. Such losses were recorded and reflectedrifirmncial statements for the fiscal year endedddgber 31,
2002.

Net Income

Our income from continuing operations was $15.7iomilin the fiscal year ended December 31, 2003, as
compared to $8.5 million in fiscal year ended Deben81, 2002, representing 13.1% of revenues i3 280
compared to 9.9% of revenues in 2002. Such increaseattributable to increased revenues in botmsets.

Net income in 2002 was equal to a loss of $1.0ionilas a result of the loss from discontinued oip@na in
Kazakhstan and the loss from the sale of our Kestakhassets. Net income in 2003 was $15.5 million.

Comparison of the Year Ended December 31, 2002 and the Year Ended December 31, 2001

Total Revenues

Total revenues for the year ended December 31, 2@02 $85.6 million, as compared with $47.9 million
for the year ended December 31, 2001, which reptedea 78.7% increase in such total revenues. [Boobase
in total revenues was principally attributabletie tevenues generated by the acquired Ormesa panig@Brady
project and is also due to an increase in the te®generated by our Products Segment.

Electricity Segment

Year ended December 31,

2001 2002
(in millions)
Brady Projec $ 4C $ 9.€
Ormesa Projec — 21.¢
Leyte Projec 12.t 15.¢
Other Project: 17.E 18.E
Total $ 34.C $ 65.5

Revenues attributable to our Electricity Segmenttie year ended December 31, 2002 were $65.5milli
as compared with $34.0 million for the year ended@nber 31, 2001, which represented a 92.6% ireiras
such revenues. Such increase in revenues waspailycattributable to the acquisition of the Ormesaject, as
total revenues for the year ended December 31, R@led $21.8 million of revenues generated fthm
Ormesa project, as compared with the year endedreer 31, 2001, during which no revenues from the
Ormesa project were recorded. Additionally, theugsition of the Brady project on June 29, 2001 also
contributed additional revenues, as total reveforethe year ended December 31, 2002 included Bpaojgct
revenues in the amount of $9.6 million, while thegipd from June 29, 2001 to December 31, 2001 malyded
$4.0 million of Brady project revenues. Lastly, aucreased revenues were partially attributab®2d@ million
of revenues received as a result of a one-timautisiperformance bonus that was resolved and resadin
2002.
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Products Segment

Revenues from our Products Segment for the yeaceBecember 31, 2002 were $20.1 million, as
compared with $14.0 million for the year ended Deber 31, 2001, which represented a 43.6% increasech
revenues. Such increase resulted from revenues.@fillion attributable to the Miravalles powerpt during
the year ended December 31, 2002, as comparedwitbvenues from any large project during 2001hSuc
difference reflects the volatility of the revenyggnerated from our Products Segment.

Total Cost of Revenues

Total cost of revenues for the year ended DeceBibg2002 was $50.8 million, as compared with $30.0
million for the year ended December 31, 2001, whegtresented a 69.3% increase in total cost ofmgz®e As
percentage of our total revenues, our total costwénues for the year ended December 31, 2005%a8%0, as
compared with 62.6% for the year ended Decembe2@1].

Electricity Segment

Cost of revenues attributable to our Electricitg®ent for the year ended December 31, 2002 wa$ $33.
million, as compared with cost of revenues of $Ifilion for the year ended December 31, 2001, Wwhic
represented a 168.0% increase in such cost of uege®uch increase was principally attributabléo
acquisition of the Ormesa project, as cost of raesrfor the year ended December 31, 2002 incluxieeihses
of the Ormesa project equal to $15.7 million, anpared to operating expenses relating to the Ormegact
during the year ended December 31, 2001. In additidhe acquisition of the Ormesa project, asalt®f the
acquisition of Brady project, operating expensedte year ended December 31, 2002 included expdasthe
Brady project equal to $5.3 million, as comparethifiscal year ended December 31, 2001, whicludie
$2.6 million of such expenses. As a percentagaiofatal Electricity Segment revenues, our coseoenues
attributable to our Electricity Segment was 51.1%the fiscal year ended December 31, 2002, as amdpwith
36.9% for the fiscal year ended December 31, 280th increase was primarily attributable to the obs
revenues for the Ormesa project which were subatgniigher than the cost of revenues of our otrasting
projects at the time of such acquisition whichdue to additional transmission costs relating etthnsmission
of electricity over the Imperial Irrigation Disttitransmission system and the type of equipment irsthe
Ormesa project, which is more costly to operateraathtain than the equipment used in our otheregtsjthat
existed at the time of such acquisition.

Products Segment

Cost of revenues attributable to our Products Segfoe the year ended December 31, 2002 was $17.3
million, as compared with $17.5 million for the yeanded December 31, 2001, which represented a 1.1%
decrease in such cost of revenues. As a perceotame total Products Segment revenues, our cosvehues
attributable to our Products Segment for the figealr ended December 31, 2002 was 85.9%, as codchyitte
125.0% for the fiscal year ended December 31, 280¢h reduction was primarily attributable to aheig
volume of product sales which was sufficient tordase the related fixed costs, such as salaripseclation,
expenses related to maintaining operations, @filiind property expenses, whereas in 2001, cost@fiues
attributable to our Products Segment exceeded v@gegenerated from our Products Segment.

Research and Development Expenses

Research and development expenses for the yead &wteember 31, 2002 were $1.5 million, as compared
with $1.7 million for the year ended December 3102, which represented a 11.8% decrease in resaacch
development expenses. Such decrease was in ordioarge of our operations and does not represent a
significant change in our research and developmegram or our ability to maintain and continuelevelop
our technologies and operations.
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Selling and Marketing Expenses



Selling and marketing expenses for the year endambmber 31, 2002 were $6.1 million, as comparel wit
$6.5 million for the year ended December 31, 20¢ich represented a 6.2% decrease in such selidg a
marketing expenses. Selling and marketing expdiosékse year ended December 31, 2002 represeritéd Gt
our total revenues, as compared with 13.6% foy#se ended December 31, 2001. Such 6.5% decrease is
attributable to the fixed cost nature of certaimof selling and marketing expenses as comparadaer
revenue base. The larger revenue base was prilycgtalbutable to an increase in the revenues geeaé by ou
Electricity Segment. Once a project is in operadod generates electricity, selling and marketimgeases
attributable to such project are relatively insfigint.

General and Administrative Expenses

General and administrative expenses for the yedgdbecember 31, 2002 were $7.1 million, as contpare
with $5.4 million for the year ended December 3102, which represented a 31.5% increase in geaadl
administrative expenses. Such increase was prihcgtéributable to an increase in our businessetigyment
activities in the United States, an increase is@anel and the retainer of professional consultantennection
with the acquisition of the Ormesa project. Genaral administrative expenses for the year endeéibeer 31
2002 constituted 8.3% of our total revenues, aspaoed to 11.3% for the year ended December 31,.2001

Interest Expense

Interest expense for the year ended December B2, ®8s $6.2 million, as compared with $4.3 millfon
the year ended December 31, 2001, which represarddd?% increase in our total interest expenseh Su
increase was primarily attributable to an incraasaterest expense and related guarantee feek.®fillion
relating to short term bank loans.

Income Taxes

Income taxes for the year ended December 31, 2@02 $6.1 million, as compared with $3.1 million for
the year ended December 31, 2001, which represanté@ttrease of 96.8% in such income taxes. Tieet@it
tax rate for the years ended December 31, 2002@01 was 39.5% and 169.2%. For the year ended Dmsrem
31, 2002, our effective tax rate was reduced by@apmately 2.5% as a result of the applicationrafastment
tax credits and increased by approximately 8.0%teelto a deferred tax valuation allowance appbeitie net
operating losses of Ormat Systems. For the yeagdebeécember 31, 2001, our effective tax rate waeased
by a deferred tax valuation allowance applied tortat operating losses in Ormat Systems.

Equity in Income of | nvestees

Our participation in the income generated fromiouestees for the year ended December 31, 2002 was
$0.3 million, as compared with $0.2 million for thear ended December 31, 2001, which represented an
increase of 50.0%. Such increase was principatfipatable to an increase in our income derivednfiaur
21.0% ownership interest of the Zunil project, whiad lower debt service and therefore highernmime.

Discontinued Operations

Losses from operations of discontinued activiteKazakhstan and losses from the sale of our dpagain
Kazakhstan were $3.1 million and $6.4 million, ectpvely, for the year ended December 31, 2002sé&wdromn
operations of discontinued activities in Kazakhdtarthe year ended December 31, 2001 were $4liomil
Net Income (L 0ss)

Our income from continuing operations was $8.5iomlin the fiscal year ended December 31, 2002, as
compared to a loss of $1.7 million for the fiscahy ended December 31, 2001. Such increase
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was attributable to increased revenues generatédthysegments. Loss from discontinued operatiomsuated
to $3.1 million compared with $4.7 million in 200h.2002, we also recorded a loss on the sale of ou
Kazakhstan assets of $6.4 million. The net incoras avloss of $1 million in 2002, compared to a Wfsg6.4
million in 2001.

Quarterly Results of Operations



