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Cautionary Note Regarding Forward-Looking Statenents

This annual report includes "forward-looking stagets” within the meaning of the Private Securities
Litigation Reform Act of 1995. All statements, othkan statements of historical facts, includethin report
that address activities, events or developmentsitbaxpect or anticipate will or may occur in fhture,
including such matters as our projections of annenadnues, expenses and debt service coverageesijibct to
the notes, future capital expenditures, busineasesfy, competitive strengths, goals, developmenperation
of generation assets, market and industry develafsrand the growth of our business and operatames,
forward-looking statements. When used in this ahrefort, the words "may," "will," "could," "shoult
"expects"”, "plans"”, "anticipates”, "believes", Tesites"”, "predicts", "projects”, "potential”, ordlatemplate"” or
the negative of these terms or other comparahteinetogy are intended to identify forward-looking®ments,
although not all forward-looking statements contich words or expressions. The forward-lookintgestants
in this report are primarily located in the matksiat forth under the headings "Management's D&onsand
Analysis of Financial Condition and Results of Ggiems", "Risk Factors" contained in Part Il, [t&nof this
annual report and "Notes to Financial Statemerdatained in Part Il, Item 8 of this annual repbrit are found
in other locations as well. These forward-lookitgtements generally relate to our plans, objectares
expectations for future operations and are based onagement's current estimates and projectidiusune
results or trends. Although we believe that ounpland objectives reflected in or suggested byetfasvard-
looking statements are reasonable, we may noteethese plans or objectives. You should readathisial
report completely and with the understanding tlctaal future results and developments may be nadieri
different from what we expect due to a number ssiand uncertainties, many of which are beyondontrol.
We will not update forward-looking statements etlawugh our situation may change in the future.

Specific factors that might cause actual resuldiffer from our expectations include, but are lmited to:

« significant considerations and risks discussetthis report;

e operating risks, including equipment failuresl dime 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 andrenwiental liabilities arising out of past or preisen
operations;

project delays or cancellations;

financial market conditions and the resultsinéficing efforts;

political, legal, regulatory, governmental, admirasive 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;

contract counterparty risk;

weather and other natural phenomena,;

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

current and future litigation;

Our ability to successfully identify, integraaad 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.




PART |
ITEM 1. BUSINESS

Certain Definitions

Unless the context otherwise requires, all refezenie this annual report to "Ormat,

the Compariwg,"
"us," "our company", "Ormat Technologies" or "ovefer to Ormat Technologies, Inc. and its constdida
subsidiaries. The "Senior Secured Notes" refe@rtoat Funding Corp, one of our subsidiaries' 8¥.#i@e
Secured Notes due 2020 that were issued in FebRidy.

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 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: (i) PowerGeneration We develop, build, own and operate geothermalgsg@lants in the United
States and other countries around the world ahdheetlectricity they generate. (ii) Products addition, we
design, manufacture and sell equipment for geothkamd recovered enerdpased electricity generation, rem
power units and other power generating units andige services relating to the engineering, procuanat,
construction, operation and maintenance of geothkamd recovered energy power plants.

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 teaergy
produced by burning fossil fuels. Geothermal enésglso an attractive alternative to other soucfesnergy as
part of a national diversification strategy to al’dependence on any one energy source or polftisafisitive
supply sources.

In addition to our geothermal energy 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.

Company Contact and Sources of Information

We file annual, quarterly and periodic reports xyretatements and other information with the SEGuY
may obtain and copy any document we file with tB€St the SEC's Public Reference Room at 450 Eiftbet
N.W., Washington, D.C. 20549. You may obtain infation on the operation of the SEC's Public Refes
Room by calling the SEC at 1-800-SEC-0330. The &&@htains an Internet websitehdtp://www.sec.gothat
contains reports, proxy and other information stegists, and other information regarding issuersfileat
electronically with the SEC. Our SEC filings areegsible via the Internet at that website.

Our reports on Form 10-K, 10-Q and 8-K, and amemds® those reports are available at our website
www.ormat.confor downloading, free of charge, as soon as reddpmaacticable after these reports are filed
with the SEC. Our Code of Business Conduct andcEtl@ode of Ethics Applicable to Senior Executivasdit
Committee Charter, Corporate Governance Guidelideminating and Corporate Governance Committee
Charter, Compensation Committee Charter, Insidadifig Policy, and amendments thereof are alsoablaibt
our website address mentioned aboVle content of our website, however, is not pathaf annual report.

You may request a copy of our SEC filings, as waslthe foregoing corporate documents at no cogiug
by writing to the Company address appearing inrgy®rt or by calling us at (775) 356-9029.



Our Power Generation Business

We increased our net ownership interest in gemgyat@pacity by 162 MW between December 31, 2002
and December 31, 2004, of which 150 MW was attablg to our acquisition of geothermal power pldram
third parties and 12 MW was attributable to incezhgenerating capacity of our existing geotherroatgr
plants resulting from plant technology upgradesiamtovements to our geothermal reservoir operatidvie
own and operate or control and operate geothermggis in the United States, Guatemala, Kenyaatdigua,
and the Philippines and continue to pursue oppii#srto acquire and develop similar projects tigtmut the
world. Most of our projects are located in regisi®ere there is, or is expected to be, demand fditiadal
generating capacity.

In 2004, revenues from our electricity segment v§dr88.8 million constituting approximately 72.4% of
our total revenues in 2004. Revenues from thedafadtectricity by our domestic projects were $13¢#iflion,
constituting approximately 84.7% of our total rewes from the sale of electricity, and revenues ftbensale of
electricity by our foreign projects were $24.3 ioifi, constituting approximately 15.3% of our tatenues
from the sale of electricity.

The table below summarizes key information relatmgur projects that are currently in operatiamger
construction and/or subject to enhancement.

6
Generating
Commerecial Capacity Contract
Project Location Ownership Operation Date in Mw (@ Power Purchaser Expiration
Projects in Operation
Domestic
Ormesa East Mesa, 10C% 1986/1987 47 Southern California 2017/2018
California Edison Compan
Heber Complex Heber, 10C(% 1985/1993 72 Southern California 2015/2023
California Edison Compan
Steamboat? Steamboat, 10(% 1986/1988/199 34 Sierra Pacific Power 2006/2018/202
Nevada Company
Mammoth®) Mammoth 50% 1984/1990 25 Southern California 2014/2020
Lakes, Edison Company
California
Puna Puna, Hawaii 10C% 1993 25 Hawaii Electric Light 2027
Company
Brady Churchill 10C(% 1985/1992 20 Sierra Pacific Power 2022
County, Company
Nevada
Steamboat Hills Steamboat, 10C(% 1988 6 Sierra Pacific Power 2018
Nevada Company
Total Domestic
Projects in
Operation: 229
Foreign
Leyte® Philippines 80% 1997 49 PNOC - Energy 2007
Development
Corporatior
Momotombo® Nicarague 10C(% mid 1980's 28 DISNORTE/DISSUR 2014
Zunil @ Guatemala 21% 1999 24 Instituto Nacional de 2019
Electricidad
Olkaria Il Kenya 10C% 2000 13 Kenya Power & 20204
Lighting Co. Ltd.
Total Foreign Projects in
Operation:
114
Total Projects in Operation:
343

Projects under
Construction and
Enhancement



Desert Peak 2 Churechill 10(% 2005®) 15 Nevada Powe N/A @)
County, Company
Nevada
Galena Steamboat, 10(% 2005®) 13(6) Sierra Pacific Power N/A @)
Nevada Company
Desert Peak 3 Churchill 10(% 2006 10-15 Sierra Pacific Power N/A ©)
County, Company
Nevada
OREG 1 Project!®) North and 10C% 20067 22 Basin Electric Power N/A (14)
South Dakot: Corporatior
Heber Complex:
Heber 1 and 2 Heber, 10C(% 200515) g (11) Southern California
California Edison Compan'
Heber 3 Heber, 10(% 2005(15) 101D Third Party
California
Puna Puna, Hawaii 100% 2005®) 5(12)
Steamboat H|||§lo) Steamboat 10C% 2007 7
Hills, Nevada
Mammoth(lo) Mammoth 50% 2006 4
Lakes,
California
Ormesa East Mesa, 10(% 2006 1013 Third Party N/A
California
Amatitlan Guatemala 10(% 2006 20 Instituto Nacional de N/A ©)
Electricidad
Total Projects under
Construction and
Enhancement: 124 -129

(€Y

@

©)

4)

©)

(6)

@)

References to generating capacity refer to theametunt of electrical energy available for saleh® power
purchaser, in the case of all of our existing ddingsojects and the Momotombo and Olkaria Ill paif (two
of our foreign projects), and to the generatingacéty that is subject to the "take or pay" powerchase
agreements in the case of the Leyte and Zunil ptej@nother two of our foreign projects). In tlse of
projects under construction and enhancement, refessto generating capacity refer to the net amofunt
electrical energy that we expect will be availdolesale to the relevant power purchasers. Thisral
represents the net generating capacity of the grajet our net ownership in such generating capasuch ne
generating capacity is based on operational datdéo12-month period beginning January 1, 200duth and
including December 31, 2004.

Includes the Steamboat 1/1A project and the Steatrii8 project.

We own and operate all of our projects, exceptMbenotombo project in Nicaragua, which we do not dwuah
which we control and operate through a concesgi@mgement with the Nicaraguan government, and the
Mammoth project, Leyte project and Zunil projeatwhich we have a 50%, 80% and 21% ownership,
respectively.

The power purchase agreement for the Olkaria tjgmt will expire in 2020 or, if Phase |l of theopect is
constructed and completed, 20 years from the cdioplef such Phase Il. Phase Il of this projecbines a
proposed construction of additional facilities tihegt expect would add approximately 35 MW of geriegat
capacity to this project.

Projected fourth quarter of 2005.

Incremental megawatts to the Steamboat complex.

Projected.



®) The power purchase agreement will expire 20 yaara the January 1 immediately following the comrisdrc
operation date.

) The power purchase agreement will expire at ther laft 20 years from the commencement of commercial
operations or 23 years from the commencement dftoaction works.

(10) These projects are in their early engineering stage

(11) We expect to sell an additional 8 MW under the tixispower purchase agreement and another 10 M\
new long-term power purchase agreement with a tharty, currently under negotiation.

(12) We expect to sell an additional 5 MW under the taxispower purchase agreement.

(13) We expect to sell an additional 10 MW. We are auttyenegotiating with a third party for the saletbis
additional output pursuant to a new long-term pomachase agreement.

(14) The power purchase agreement will expire 25 yeites its effective date.

(15 2MW was completed in the first quarter of 2005, amdexpect completion of an additional 16 MW in kst
quarter of 2005.

(16) This is a recovered energy project.

All of the revenues that we derive from the salelettricity are pursuant to long-term power pusgha
agreements. In the United States, the power puechamder such agreements are all investor-owrsedriel
utilities. Approximately 79% of our total revenuas2004 from the sale of electricity by our domesgtiojects
were derived from power purchasers that curreralyehnvestment grade credit rating. The purchasfers
electricity from our foreign projects are eitheatetowned entities or recently privatized statared entities. W
have obtained political risk insurance from the tilatleral Investment Guarantee Agency of the W&dohk
Group ("MIGA") for all of our foreign projects (ogh than the Leyte project) in order to cover aiparbf any
loss that we may suffer upon the occurrence ofgepolitical events covered by such insurance.

Development, Construction and AcquisitionWe have experienced significant growth in régears,
principally through the acquisition of geothermalygr plants from third parties and the expansiah an
enhancement of our existing projects. In Febru@@42 we acquired the Steamboat 2/3 project; in R2G4, we
acquired the Steamboat Hills project and in Jur@2@e acquired the Puna project. In total, we hagmeased
our net ownership interest in generating capacitynf94 MW as of December 31, 2001 to 302 MW as of
December 31, 2004. We currently expect to contgrogving our power generation business through:

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

« the expansion and enhancement of our existiogets; and

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

As part of these efforts, we regularly monitor resjis for proposals from, and submit bids to, inuest
owned and others electric utilities in the Unitadt8s to provide additional generating capacitynarily in the
western United States where geothermal resoureegesrerally concentrated. We also respond to iatiemmal
tenders issued by foreign state-owned electridigsifor the development, construction and operatif new



geothermal power plants. In addition, we applyteehnological expertise to upgrade the facilitieewr
existing geothermal power plants and to continuoasbnitor and manage our existing geothermal recssuin
order to increase the efficiency and generatingiciap of such facilities.

We are currently in varying stages of developmémiesv projects and construction and enhancement of
new and existing projects. Based on our currenéld@gvment and construction schedule, which is stilbgec
change at any time and which we may not achieveexpect to have approximately 97-102 additional MW
generating capacity in the United States by theadr2)06 and approximately 20 additional MW in Garaala
by June 2006. In addition, we have obtained exetusghts to develop the geothermal resourcespubpect in
China, which, if implemented, is expected to pradapproximately 50 MW in generating capacity. Agneats
are in place with the Kenya Power & Lighting Cod Ltegarding, among other things, (i) the constomobf
Phase Il of the Olkaria Ill project in Kenya, ({enya Power & Lighting Co. Ltd.'s provision of carn
collateral, and (iii) its efforts to strengthen gowment support for Olkaria 11l project. The recues
strengthened government support has not been acceptiate by the Kenyan government. Upon
implementation, we expect Phase Il to add approéin@5 MW in generating capacity to the current&ia Ill
project. In preparation for the release of Phaseélhave recently asked Kenya Power & Lighting Gd. to
provide the necessary collateral. We must notifpyéePower & Lighting Co. Ltd., by April 17, 2005 hether
we will proceed to construct Phase Il of the Oladt project and, if we notify Kenya Power & Lighy Co.
Ltd. that we will not proceed with such construntithen the portion of the current power purchageement
applicable to Phase Il of the Olkaria Il projedtiwe terminated (but the current portion applieato Phase |
will be unaffected). If we fail to provide such ifimation we will be required to construct Phasard reach
commercial operations by May 31, 2007 in ordentoidthe application of financial penalties or la¢ latest by
April 17, 2008 in order to avoid termination of taetire power purchase agreement.

Our Products Business

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

Power Units for Geothermal Power Plants.We design, manufacture and sell power unitgémthermal
electricity generation, which we refer to as OrfEaergy Converters or OECs. Our customers include
contractors and geothermal plant owners and opstatée recently sold two of our OEC units, witlogat gros:
output of approximately 18 MW, to the Instituto @asicense de Electricidad in Costa Rica, whictidgeloping
the Miravalles V geothermal power project in thatictry, and we sold one of our OEC units with tofiass
output of approximately 2 MW for installation at@®n Farm in Kenya, where farmers grow flowersewport.

Power Units for Recovered Energy-Based Power Géimgra We design, manufacture and sell power
units used to generate electricity from recovemetrg@y or so-called "waste heat" that is generaseal i@sidual
by-product of gas turbine-driven compressor stati@md a variety of industrial processes, such aene
manufacturing, and is not otherwise used for amp@ge. Our existing and target customers inclutastate
natural gas pipeline owners and operators, gaepstotg plant owners and operators, cement plan¢imand
operators, and other companies engaged in othegyeigensive industrial processes. We have irestiatine of
our recovered energy-based generation units atjitige Product's Neptune gas processing plant uisiana.

Remote Power Units and other GeneratorsWe design, manufacture and sell fossil fuel @aa turbo-
generators with a capacity ranging between 200sveattl 5,000 watts, which operate unattended i etr
climate conditions, whether hot or cold. Our custesrinclude contractors installing gas pipelineseimote
areas. In addition, we design, manufacture andyselkrators for various other uses, including hekty direct
current generators. Our remote power units werenticinstalled on a Pemex pipeline in Mexico.

Engineering, Procurement and Construction ("EPC'Power Plants. We engineer, procure and
construct, as an EPC contractor, geothermal arayeeed energy power plants on a turnkey basisgusinver
units we design and manufacture. Our customergeothermal power plant owners as well as the same
customers described above that we target for tleeof@ur power units for recovered energy-basedgro
generation. Unlike many other companies that pm&&C services, we have an advantage in that wesare
our own manufactured equipment and thus have bagtgrol over the timing and delivery of required
equipment and its costs. Recent examples of owstagstion activities include the design and corwton of the



Mokai and Wairakei geothermal power plants in Nezaland.

Operation and Maintenance of Power PlantsWe provide operation and maintenance servizes f
geothermal power plants.

In 2004, our revenues from our products businese %&0.4 million, constituting approximately 27.&f
our total revenues.

History

We were formed by Ormat Industries Ltd. (also neféito in this annual report as the "Parent”, "Grma
Industries”, "the parent company" or "our parem'1994 in the state of Delaware for the purposiadésting
and holding ownership interests in power projeassyell as constructing and operating power plamsed by
us and by third parties. Ormat Industries, whicbhdsed in Israel, is an international power systeonspany
whose predecessor, Ormat Turbines Ltd., was found&865 by Lucien and Yehudit Bronicki for the mipal
purpose of developing equipment for the productibolean, renewable energy. Ormat Industries swlastits
business relating to the manufacturing and saénefgy-related equipment and services. Followiigdale, we
now hold all of Ormat Industries' power generatiooducts business, and had, as of July 1, 2004, 677

employees. Ormat Industries owns 77.2% of our antihg common stock.

Industry Background
Geothermal Energy

All of our projects produce geothermal energy. Geaonal energy is a clean, renewable and generally
sustainable energy source that, because it doagitioé combustion in the production of electigiteleases
significantly lower levels of emissions, principafiteam, than those that result from energy geioeraased on
the burning of fossil fuels. Geothermal energydsvkd from the natural heat of the earth when wedenes
sufficiently close to hot molten rock to heat thater to temperatures of 300 degrees Fahrenheiboe.rithe
heated water then ascends toward the surface efitiie where, if geological conditions are suitdblets
commercial extraction, it can be extracted by idigllgeothermal wells. The energy necessary to ¢pera
geothermal power plant is typically
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obtained from several such wells which are drilisthg established technology that is in some rdsmilar tc
that employed in the oil and gas industry. Geottaipnoduction wells are normally located within
approximately one to two miles of the power plagaothermal fluids cannot be transported econdiniceer
longer distances due to heat and pressure losgyddtbermal reservoir is a renewable source ofggriénatura
ground water sources and reinjection of extractstlgermal fluids are adequate over the long-terneptenish
the geothermal reservoir following the withdrawafeothermal fluids and if the wellfield is propgdperated.
Geothermal energy projects typically have highgitehcosts (primarily as a result of the costsilastable to
wellfield development) but tend to have signifidghdwer variable operating costs, principally cistiag of
maintenance expenditures, than fossil fuel-firedigroplants that require ongoing fuel expenses.

Geothermal Power Plant Technologies

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

Binary System

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



Air-Cooled Binary Geothermal Power Plant
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Flash Design System

In a plant using flash design, geothermal fluiggracted from the underground reservoir and flom
the wellhead through a gathering system of insdlateel pipelines to flash tanks and/or separaldrsre, the
steam is separated from the brine and is sentléaraster in the plant, where any remaining watepkts are
removed. This produces a stream of dry steam, wdvigles a turbine generator to produce electri¢itysome
cases, the brine at the outlet of the separaftasked a second time (dual flash), providing add#l steam at
lower pressure used in the low pressure secti@mstarbine to produce additional electricity. Stehausted
from the steam turbine is condensed in a surfackrect contact condenser cooled by cold water faoonoling
tower. The non-condensable gases (such as carbride) are removed through the removal systemdeioio
optimize the performance of the steam turbines.cdmelensate is used to provide make-up water écdloling
tower. The hot brine remaining after separatiogtedm is injected back into the geothermal resadimoeigh a
series of injection wells. The flash technologgépicted in the graphic below.
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Geothermal Flash Power Plant
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In some instances, the wells directly produce tiegms (the flashing occurring under ground). In stabes
the steam is fed directly to the steam turbinethedest of the system is similar to the flash poglant
described above.

Market Opportunity



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

Electricity generation from geothermal resourceth@United States currently constitutes a $1 l®hHa-
year industry (in terms of revenues) and accowntd 9% of all no-hydropower renewable energy-based
electricity generation in the United States. Altgbielectricity generation from geothermal resouisesirrently
concentrated in California, Nevada, Hawaii and Uthkre are opportunities for development in offtates suc
as Alaska, Arizona, Idaho, New Mexico and Oregoea tuthe availability of geothermal resources amdome
cases, a favorable regulatory environment in steties

A 2004 forecast of the U.S. Department of Energyjguts the addition of geothermal installationghwit
generating capacity totaling 6,840 MW by 2025, dase the assumption that natural gas prices writlaie
relatively stable at current levels. This foredadiased on existing, known geothermal resourcéslaas not
take into account any positive effects on genegatapacity resulting from new technology, suchrdsmaced
utilization of existing geothermal bases and erngjieé geothermal systems (according to the Eneifgyniration
Administration, Annual Energy Outlook 2004).

An additional factor fueling recent growth in trenewable energy industry is global concern abaait th
environment. Power plants that use fossil fuelsegate higher levels of air pollution and their esioas have
been linked to acid rain and global warming. Irpaesse to an increasing demand for "green" energpym
countries have adopted legislation requiring, amdiging incentives for, electric utilities to sellectricity
generated from renewable energy sources. In theet &itates, Arizona, California, Colorado, Conreerdti
Hawaii, lllinois, lowa, Maine, Maryland, MassachtiseMinnesota, Nevada, New Jersey, New Mexico, New
York, Pennsylvania, Rhode Island,
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Texas, Wisconsin and the District of Colombia halledopted renewable portfolio standards, renesvabl
portfolio goals, or other similar laws requiringemcouraging electric utilities in such stateseaerate or buy a
certain percentage of their electricity from renbleaenergy sources or recovered heat sources. Etdtbese
eighteen states (including California, Nevada aa@véii, where we have been the most active in oatrgemal
energy development and in which all of our U.Sjguts are located) define geothermal resources as
"renewables". lllinois, Kansas and Vermont are tiagavhether to adopt a renewable portfolio staddar

We believe that these legislative measures anidtinis present a significant market opportunityuds. Fo
example, California generally requires that easlestor-owned electric utility company operatinghintthe
state increase the amount of renewable generatibs iesource mix by 1% per year so that 20%sofatail
sales are procured from eligible renewable eneogyces by 2017. Presently, approximately 10% of the
electricity generated in California is derived freemewable resources (not counting hydroelectrasty
renewable power). Nevada's renewable portfoliodstedhrequires each Nevada electric utility to ab&#b of its
annual energy requirements from renewable enengrcee in 2004, which requirement increases to 72006
and thereafter increases by 2% every two years 2013, when 15% of such annual energy requirenmeots
be provided from renewable energy sources. Hawaiilswable portfolio standard requires each Hawaiia
electric utility to obtain 8% of its net electrigisales from renewable energy sources by Decenihe(B5,
10% by December 31, 2010 and 20% by December 20.20

In addition, in some states an entity generatiegtatity from renewable resources, such as geathler
energy, is awarded Renewable Energy Credits (whizhefer to as RECs) that can be sold for cash.Riz®@e
been sold for a wide range of prices during the paar, but because the markets for these RECsestihin
limited, the prices have been volatile, and vasagly from state to state. On October 14, 2004emiered into
agreements with Sierra Pacific Power Company,liyutompany in the state of Nevada, to sell RE€sutting
from electricity we generate for station use atDasert Peak, Brady, Steamboat Hills and Stean#i8at
projects. The price for such RECs under such ageatsnis $0.005 per kWh, subject to a reductior0tO®45



per kWh if we generate less than 80% or more tlz@94l.of a baseline amount. On February 23, 200%thes
agreements were approved by the Public Utility Cassian ("PUC").

The federal government also encourages producfieteotricity from geothermal resources throughaiel
tax subsidies. We are permitted to claim approxityat0% of the cost of each new geothermal powentgh
the United States as an investment tax credit again federal income taxes. We are also permitieteduct uj
to 95% of the cost of the power plant over fivergaan an accelerated basis, which results in mitteeccost
being deducted in the first few years than durhgremainder of the depreciation period. Thesetaxdenefits
collectively offset approximately one-third of thapital cost of each new project. Any unused invesit tax
credit has a 3-year carry back and a 15-year ¢arward.

Under Section 710 of the American Jobs CreationoA@004 that was signed into law on October 22,
2004, geothermal power companies are allowed tmdd'production tax credit" of 1.8 cents per kWh o
electricity produced from geothermal resources.okding to this law, credit can be claimed on suelcteicity
sold during the first five years after a projedhiaves commercial operation. Projects put intoiserfrom
October 22, 2004 through December 31, 2005 quidifguch production tax credit. The owner of theject
must choose between this production tax creditthed 0% investment tax credit described above. dmysed
production tax credit has a 1-year carry back ag@-gear carry forward.

The Kyoto Protocol entered into force on Februa@y2005, making the emission targets undertaketh
2008-2012 period by more than 30 developed coumtineluding the EU members, Russia, Japan, Cahssla,
Zealand, Norway and Switzerland, legally bindinge ¥kpect that the effect of the Kyoto treaty wélto
encourage renewable energy installation outsidbeotJnited States, as the United States has rifiedathe
Kyoto treaty.

Outside of the United States, the majority of pogemerating capacity has historically been ownetl an
controlled by governments. During the past dechdeiever, many foreign governments
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have privatized their power generation industri@eugh sales to third parties and have encouragedcapacity
development and/or refurbishment of existing adsgindependent power developers. These foreign
governments have taken a variety of approachesdoueage the development of competitive power niarke
including awarding long-term contracts for energg @apacity to independent power generators aradicge
competitive wholesale markets for selling and mgdénergy, capacity and related products. Sometdesmave
also adopted active governmental programs designedcourage clean renewable energy power generatio
example, China, where we are currently developipgogect, has in place a five-year Plan for New and
Renewable Energy Commercialization Development.dlae's goals include increasing production of
geothermal energy as well as providing electrizityemote areas. Several Latin American countragelrural
electrification programs and renewable energy @ogr. For example, Nicaragua, where we operate the
Momotombo project, is currently developing a nagilomural electrification plan with the support bgtWorld
Bank. One of the plan's primary goals is the rednadf market barriers to renewable energy techgiekuseful
for remote areas not connected to the main el@gtgcad. Nicaragua also has a national master fdan
geothermal energy, which is intended to facilitie awarding of concessions for geothermal explomand
development in the country. Guatemala, anothertcgimwhich we have ongoing operations (the Zpndject)
and development activities (the Amatitlan projectiently approved a law which creates incentieepbwer
generation from renewable energy sources by, arath@g things, providing economic and fiscal incesdi sucl
as exemptions from taxes on the importation ofvaai¢ equipment and various tax exemptions for congsa
implementing renewable energy projects. We belthaethese developments and governmental planreite
opportunities for us to acquire and develop geatlaépower generation facilities internationallyveall as
create additional opportunities for us to sell mmote power units and other products.

In addition to our geothermal power generationvitétis, we have also identified recovered energygro
generation as a significant market opportunityusiin the United States and internationally. Weiit&lly
targeting the North American market, where we ekfieat recovered energy-based power generatiorbwill
derived principally from compressor stations alamgrstate pipelines, from midstream gas procedsiaifjties,
and from processing industries in general. Seateaats, as well as the federal government, hawgnized the
environmental benefits of recovered energy-basaktpgeneration. For example, Nevada and Hawaiwallo
electric utilities to include recovered energy-lthpewer generation in calculating their compliandtn the
state's renewable portfolio standards. In additiorth Dakota, South Dakota and the Departmentgrfcdlture



(through the Rural Utilities Service) have approvecovered energy-based power generation units as
renewable energy resources, which qualifies re@alvenergy-based power generators (whether in thase
states or elsewhere in the United States) for #lyefiunded, low interest loans. We believe tha Huropean
market has similar potential and we expect to kegerour early success in North America in ordexjgand int
Europe and other markets worldwide. In North Ameeadone, we estimate the potential total market for
recovered energy-based generation to be approXintg@d0 MW.

Competitive Strengths

Competitive Assets. Our assets are competitive for the followingsens:

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

« Baseload Generatior All of our geothermal power plants supply atmdithe baseload capacity of
the electric system in their respective marketsamireg that they operate to serve all or a parhef t
minimum power requirements of the electric systaralich market on an around-the-clock basis.
Because our projects supply a part of the baseleads of the respective electric system and ase onl
marginally weather dependent, we have a competiilv@ntage over other renewable energy sources,
such as wind power, solar power or hydro-electoiwex (to the extent dependent on precipitation),
which compete with us to
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meet electric utilities' renewable portfolio réguents but which cannot serve baseload capacity
because of the weather dependence and thus irtesmtmiature of these other renewable energy
sources.

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

Growing Legislative Demand for Environmentally-Frily Renewable Resource AssetdAll of our
existing projects produce electricity from geothatenergy sources. Geothermal energy is a cleaawable
and generally sustainable energy source. Unliketrédéty produced by burning fossil fuels, elecityoproduced
from geothermal energy sources is produced witemissions of certain pollutants such as nitrogedepand
with far lower emissions of other pollutants sushcarbon dioxide. Such clean and renewable chaistate of
geothermal energy give us a competitive advantagefossil fuel-based electricity generation asrtdas
increasingly seek to balance environmental conoeitisdemands for reliable sources of electricity.

High Efficiency from Vertical Integration. Unlike any of our competitors in the geotherindustry, we
are a fully-integrated geothermal equipment, seviend power provider. We design, develop and naatwie
most of the equipment we use in our geothermal pg@leats. Our intimate knowledge of the equipméat e
use in our operations allows us to operate andtaiaiour projects efficiently and to respond to rgpienal
issues in a timely and cosfficient manner. Moreover, given the efficient coomications among our subsidie
that designs and manufactures the products wenumér ioperations and our subsidiaries that owncgeaate
our projects, we are able to quickly and cost ¢iffety identify and repair mechanical issues anddoe
technical assistance and replacement parts availahis as and when needed.

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

Technological Innovation. We own or have rights to use more than 70 patefating to various
processes and renewable resource technologiesf dlir patents are internally developed and theeefosts
related thereto are expensed as incurred. Outyatdldraw upon internal resources from variousigines



related to the geothermal power sector, such asgjeal expertise relating to reservoir managemamnd,
equipment engineering relating to power units vedlais to be innovative in creating new technologies
technological solutions.

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

Business Strategy

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

« Development and Construction of New Proje— continuously seeking out commercially exploitable
geothermal resources and developing and constguaéw geothermal and recovered energy-based
power projects in jurisdictions where the regublatéax and business environments encourage or
provide incentives for such development and whigetour investment criteria;
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e Increasing Output from Our Existing Proje— increasing output from our existing geothermal
power projects by adding additional generating cipaupgrading plant technology, and improving
geothermal reservoir operations, including imprgumnethods of heat source supply and delivery;

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

» Technological Expertise- investing in research and development of renesvabkrgy technologies
and leveraging our technological expertise to ecngusly improve power plant components, reduce
operations and maintenance costs, develop conveetitid environmentally friendly products for
electricity generation and target new service opyities;

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

« Long-term Contracts— entering into long-term contracts with energyghasers that will provide
stable cash flows.

Operations of our Power Generation Segment

How We Own Our Power Plants. We customarily establish a separate subsidtaoyvn interests in each
power plant. Our purpose in establishing a sepaateidiary for each plant is to ensure that thatpland the
revenues generated by it, will be the only souoccedpaying indebtedness, if any, incurred to foeathe
construction or the acquisition (or to refinance #tquisition) of the relevant plant. If we do pain all of the
interest in a power plant, we enter into a shaggrslagreement or a partnership agreement thatrgothe
management of the specific subsidiary and ourioglghip with our partner in connection with our jei. Our
ability to transfer or sell our interest in certgirojects may be restricted by certain purchas@oepbr rights of
first refusal in favor of our project partners betproject's power purchasers and/or certain chahgentrol and
assignment restrictions in the underlying projeat financing documents. All of our domestic proggetith the
exception of the Puna project, which is an ExempbWsale Generator ("EWG"), are Qualifying Fa@hti
under the Public Utility Regulatory Policy Act 0878 ("PURPA") and are eligible for regulatory exdiops



from most provisions of the Federal Power Act ("FRA&ertain state laws and regulations, and thdi®ub
Utility Holding Company Act ("PUHCA") as set forth 18 C.F.R. Section 292, Subpart F. As an EWG, the
Puna project is exempt from regulation under PUH&#d does not cause us to be regulated as a holding
company under PUHCA. The Puna project is not stibpethe FPA.

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

How We Sell Electricity. In the United States, the purchasers of povegn four projects are investor-
owned electric utility companies. Outside of thdtea States, the purchaser is typically a
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state-owned utility or distribution company or aertly privatized state-owned entity and we typjcaperate
our facilities pursuant to rights granted to usallyovernmental agency pursuant to a concessioeragrg. In
each case, we enter into long-term contracts @lpicalled power purchase agreements) for thesfale
electricity or the conversion of geothermal resesrinto electricity. A project's revenues undepwgr purchas
agreement usually consist of two payments, eneagynents and capacity payments. Energy payments are
normally based on a project's electrical outputi@tt delivered to the purchaser measured in kitbwaurs,
with payment rates either fixed or indexed to tbever purchaser's "avoided" costs (i.e., the costpbwer
purchaser would have incurred itself had it prodiute power it is purchasing from third partieglsas us).
Capacity payments are normally calculated baseti@generating capacity or the declared capacitymbject
available for delivery to the purchaser, regardtdghe amount of electrical output actually proeldior
delivered. In addition, most of our domestic prtgdocated in California are eligible for capadignus
payments under the respective power purchase agréempon reaching certain levels of generation.

How We Operate and Maintain Our Power PlantsWe usually employ one of our subsidiaries tioaasc
operator of our power plants pursuant to the tesfres operation and maintenance agreement. Ouatipes
and maintenance practices are designed to miniogieeating costs without compromising safety or
environmental standards while maximizing plantifdity and maintaining high reliability. Our appaioh to
plant management emphasizes the operational autoabour individual plant managers and staff tonitify
and resolve operations and maintenance issuesiatélspective projects; however, each project drapon our
available collective resources and experience ladaf our subsidiaries. We have organized ouratjmars sucl
that inventories, maintenance, backup and otheratipeal functions are pooled within each projemhplex ani
provided by one operation and maintenance provid@s approach enables us to realize cost savings a
enhances our ability to meet our project availgbgoals.

We currently operate and maintain approximately B48 of generating capacity. Since our recent
acquisitions in California and Nevada, as a resfuttur vertical integration, our proprietary teckogy and our
operational and maintenance expertise, we have hemessful in increasing the efficiency and pentomce of
most of our acquired facilities and have been ablgse the staff required to operate these faslithore
efficiently. For example, we have been able togase the output of the Brady project by approximd&e%
since the date of its acquisition.

Safety is a key area of concern to us. We belieaethe most efficient and profitable performantewr
projects can only be accomplished within a safekimgrenvironment for our employees. Our compensadiod
incentive program includes safety as a factor alwating our employees, and we have a well-develope
reporting system to track safety and environmentatients at our projects.

How We Finance Our Power Plants.Historically, we have funded our projects watikombination of



non-recourse or limited recourse debt, parent compizans and internally generated cash. Such lgeera
financing permits the development of projects waitimited amount of equity contributions, but alsoreases
the risk that a reduction in revenues could adWiect a particular project's ability to mees debt
obligations. Leveraged financing also means thatilutions of dividends or other distributions filgnt
subsidiaries to us are contingent on complianch financial and other covenants contained in tharfting
documents.

Non-recourse debt refers to debt that is repaid sdéletyn the project's revenues (rather than our regem
revenues of any other project) and generally isisetby the project's physical assets, major cotstrand
agreements, cash accounts and, in many casesywoarship interest in that project affiliate. Thypé of
financing is referred to as "project financing.bject financing transactions generally are strigdgo that all
revenues of a project are deposited directly witlaak or other financial institution acting as escior security
deposit agent. These funds then are payable iecfigul order of priority set forth in the finangilocuments t
ensure that, to the extent available, they are fisstdo pay operating expenses, senior debt serand taxes al
to fund reserve accounts. Thereafter, subjecttisfgiag debt service coverage ratios and cert#ieio
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conditions, available funds may be disbursed fonmgament fees or dividends or, where there arerdunated
lenders, to the payment of subordinated debt servic

In the event of a foreclosure after a default, maject affiliate owning the project would only a&t an
interest in the assets, if any, remaining aftedabts and obligations were paid in full. In adsfitiincurrence of
debt by a project may reduce the liquidity of oqui¢y interest in that project because the inteisestpically
subject both to a pledge in favor of the projdetglers securing the project's debt and to tramsfdrchange of
control restrictions set forth in the relevant ficang agreements.

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

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

Recent Developments

On December 9, 2004 we received a purchase ordike iamount of approximately $16.9 million to syppl
102 remote power units for Communications and GdithBrotection along a pipeline on the Sakhaliardlin
the Russian Federation. Delivery of the units igeeted to take place between August 2005 and V2GOB,
with revenue expected to be realized during thieti

On January 4, 2005, through a newly establisheggtrsubsidiary, we entered into a 25-year Power
Purchase Agreement (PPA) with Basin Electric Po@@nporation according to which we will supply
approximately 22 MW from recovered energy genengtiower plants. The power plants are to be constriuc
between 15 and 18 months from the effectivenesiseoPPA. The power plants will be constructed a& ga
compressor stations along a Natural Gas pipeliidoitth and South Dakota. The PPA has not yet become
effective and is subject to certain conditions.

On February 13, 2004, $190 million in aggregatag@pal amount of the Senior Secured Notes was dssue
in a capital markets offering subject to Rule 144l Regulations of the Securities Act, as amen@edviarch



16, 2005, our subsidiary, Ormat Funding Corp. ("@rfunding"), completed an offering to exchange
$1,000 principal amount of its Senior Secured Nttaswere registered under the Securities Acto8B] as
amended, for each $1,000 principal amount of itstanding Senior Secured Notes. Currently, theeggie
principal amount of the Senior Secured Notes onthte is $189,488,618.

On February 14, 2005 two of our subsidiaries edtér® Supply and Engineering Procurement contracts
for a new geothermal power plant to be construote®ao Miguel Island in the Azores. The contraptsfar a
total of approximately £9.2 million (approximately US$25 million). Consttion on the power plant is expec
to be completed within 19 months from the contdate.
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As a result of our recent acquisitions, our resoifltgperations for the various periods covered tny o
consolidated financial statements attached heratpnmot be comparable with each other or indicativieiture
results.

Description of Our Projects

In 2004, revenues from the sale of electricity by domestic projects were $134.6 million, consitityit
84.7% of our total revenues from the sale of eieityr and revenues from the sale of electricitydoy foreign
projects were $24.3 million, constituting 15.3%o0f total revenues from the sale of electricity.

The financing of certain of our projects and thentg of our power purchase agreements and certaér ot
agreements related to our operations are furthearited in the "Description of Certain Material Agments"
section.

Domestic Projects

Our projects in operation in the United States remgenerating capacity of approximately 229 MW. &lI
our current domestic projects are located in Calitp Nevada and Hawaii. We also have projects unde
construction or enhancement in California, Nevauth ldawaii.

The Ormesa Project

The Ormesa project is located in East Mesa, Imp€aanty, California. The Ormesa project consigtsio
plants, OG I, OG IE, OG IH (collectively, the O@lants), OG Il, GEM 2 and GEM 3. The various OGarnts
commenced commercial operations between 1987 a8l &8d the OG Il plant commenced commercial
operations in 1988. The GEM 2 and GEM 3 plants cemead commercial operations in April 1989. The OG
plants utilize a binary system, and the GEM planilize a flash system. The OG | plants have aggeneratin
capacity of 41 MW; the OG Il plant has a gross gatireg capacity of 19 MW, and the GEM 2 and GEM 3
plants have a gross generating capacity of 34 M@wever, electricity generated by the GEM 2 and GEM
plants is not sold under a power purchase agreeeeatise their power is used to provide auxilianyer for
wellfield operations at the Ormesa project. The Esanproject sells its electrical output to Soutt@atifornia
Edison Company under two separate power purchasemgnts. In certain circumstances, Southern Caiio
Edison Company or its designee has a right of fgtsal to acquire the OG | and OG Il plants. Timesa
project was acquired by us in April 2002, was ailji re-financed with project finance debt from téa Capital
and was re-financed again with the proceeds framdsuance by Ormat Funding of its Senior SecuraddNon
February 13, 2004. The Senior Secured Notes al@emllized by all of the assets of the Ormesaggtdand
any and all proceeds arising therefrom) and oujeptaubsidiary, Ormesa LLC, the direct owner & @rmesa
project, has jointly and severally with certainooir other subsidiaries fully and unconditionallyaganteed
Ormat Funding's obligations under the Senior SetNi@tes. See "Management's Discussion and Anatysis
Financial Condition and Results of Operations"ddurther description of the collateralization loétSenior
Secured Notes.

In connection with the power purchase agreementth&Ormesa project, Southern California Edison
Company has expressed its intent not to pay theaminate for the power supplied under the Ornpeseer
purchase agreement as a result of the supply bgEd 2 and GEM 3 plants to the Ormesa project aflzuny
power. We expect to resolve the issue throughdheaf the GEM 2 and 3 power that was used to suppl
auxiliary power to Ormesa to a different offtakand we are currently negotiating with a third pahty sale of
some of the power (10 MW) pursuant to a long-teawer purchase agreement.

The Heber Projects



The Heber 1 Project. The Heber 1 project is located in Heber, ImgdeCiounty, California. The Heber 1
project includes one power plant, which commenaedroercial operations in 1985, and a
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geothermal resources field. The plant utilizes al dlash system and has a generating capacity M\88 The
Heber 1 project sells its electrical output to $euh California Edison Company under a power pweha
agreement. In certain circumstances, Southernd@ai# Edison Company and its affiliated entitiegéna right
of first refusal to acquire the power plant. Upatisfaction of certain conditions specified in fieaver purchase
agreement and subject to receipt of requisite apggand negotiations between the parties, oueptoj
subsidiary will have the right to demand that SeuthCalifornia Edison Company purchase the powantpIT he
Heber 1 project was acquired, and was financed &¢tlity and non-recourse debt from Beal Bank, inddeber
2003.

The Heber 2 Project. The Heber 2 project is also located in Helapdrial County, California. The
Heber 2 project includes one power plant which cemced commercial operations in 1993. The plantzasia
binary system and has a generating capacity of B4 Whe Heber 2 project sells its electrical outipuSoutherr
California Edison Company under a power purchaseemgent. The Heber 2 project was acquired in, aasl w
financed with equity and non-recourse debt froml Beank, in December 2003.

We are currently negotiating with a third party Hade of an additional 10 MW from the Heber complex
under a long-term power purchase agreement.

The Steamboat Projects

The Steamboat 1/1A Project. The Steamboat 1/1A project is located in Stezatblills, Washoe County,
Nevada. The Steamboat 1/1A project includes twogugMants which commenced commercial operatior
1986 and 1988, respectively. The Steamboat 1/1fegratilizes a binary system and has a gross géngr
capacity of 10 MW. The Steamboat 1/1A project s#dl€lectrical output to Sierra Pacific Power Camyp
under two separate power purchase agreements.t&€amBoat 1/1A project was acquired in June 2003gusi
internally generated cash, and was re-financed thétproceeds from the issuance by Ormat Fundiritg of
Senior Secured Notes on February 13, 2004. Theo68ricured Notes are collateralized by all of thsets of
the Steamboat 1/1A project (and any and all proseeding therefrom) and our project subsidiarga8tboat
Geothermal LLC, the direct owner of the Steambdb& Project, has jointly and severally with certaihour
other subsidiaries fully and unconditionally gudega Ormat Funding's obligations under the Sergéou&d
Notes. See "Management's Discussion and Analydisnaincial Condition and Results of Operations"ftother
description of collateralization of the Senior SecliNotes.

The Steamboat 2/3 Project. The Steamboat 2/3 project is also located éa®boat Hills, Washoe Cour
Nevada. The Steamboat 2/3 project consists of tweep plants which commenced commercial operatini
1992. The Steamboat 2/3 project utilizes a bingsyesn and has a gross generating capacity of 29 Wh'.
Steamboat 2/3 project sells its electrical outpusierra Pacific Power Company under two separatep
purchase agreements. The Steamboat 2/3 projecegagred in February 2004 using internally generatesh
and proceeds from the issuance by Ormat Fundiitg 8enior Secured Notes on February 13, 2004 SEmgor
Secured Notes are collateralized by all of thetassfethe Steamboat 2/3 project (and any and attgeds arisir
therefrom) and our project subsidiary, Steamboatel@ment Corp., the direct owner of the SteamBéat
project, has jointly and severally with certainooir other subsidiaries fully and unconditionallyaganteed
Ormat Funding's obligations under the Senior SetNi@tes. See "Management's Discussion and Anatysis
Financial Condition and Results of Operations"ftother description of collateralization of the 8arSecured
Notes. A dispute over the purchase price adjustrieeran immaterial amount is currently the subjgfc
litigation.

The Steamboat Hills Project. The Steamboat Hills project is also locate&t@amboat Hills, Washoe
County, Nevada. The Steamboat Hills project is cogegd of one plant and commenced commercial opersti
in 1988. The Steamboat Hills project utilizes aykrflash system and water cooled condenser and has
generating capacity of 6 MW, although the capaaitgler the power purchase agreement is 12.5 MW. The
Steamboat Hills project sells its electrical outfmuSierra Pacific Power Company pursuant to a p@uechase
agreement. The project, under the predecessor pexgerienced difficulties operating at full caggcamong
other reasons because of a well blow-out. We
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intend to increase the generating capacity of tear8boat Hills project by additional drilling andrtain other
capital expenditures to take full advantage offbeer purchase agreement. The Steamboat Hillsginajes
acquired in May 2004 using internally generateccas

The Mammoth Project

The Mammoth project is located in Mammoth Lakedif@aia. The Mammoth project is comprised of
three plants, G-1, G-2 and G-3. The G-1 plant contad commercial operations in 1985 and the G-2Gx3d
plants commenced commercial operations in 1990.M&@&moth project utilizes a binary system and has a
gross generating capacity of 35 MW. Our projectsadiary, OrMammoth, Inc., owns a 50% partnershtpriest
in Mammoth-Pacific, L.P., which owns 100% of thevlaoth project. The other 50% partnership interest i
owned by an unrelated third party. The Mammotheuogells its electrical output to Southern CatifarEdison
Company under three separate power purchase agreerdader the G-1 power purchase agreement, fainer
circumstances, Southern California Edison Companisa@ffiliates has a right of first refusal tocgaire the
plant. Our 50% ownership interest in the Mammotbjguot was acquired in December 2003 using inteynall
generated cash and project finance debt from BaakBand was réinanced with the proceeds from the issu:
by Ormat Funding of its Senior Secured Notes orrilaly 13, 2004. The Senior Secured Notes are eddiizec
by a pledge of our 50% ownership interest in Mamm¥acific, L.P. and our project subsidiary, OrMantimo
Inc. has jointly and severally with certain of ather subsidiaries fully and unconditionally gudesd Ormat
Funding's obligations under the Senior Secured \&ee "Management's Discussion and Analysis @fricial
Condition and Results of Operations" for furthesaetion of collateralization of the Senior SealiMdotes.

The Brady Project

The Brady project is located in Churchill Countyewdda and includes the Brady plant and the Desak P
1 plant. The Desert Peak 1 plant is approximaté&ydiles southeast of the Brady plant. The Bradypl
commenced commercial operations in 1992 and theBgak 1 plant commenced commercial operations in
1985. The Brady project has a gross generatingeitgpaf 32 MW and has in the past utilized a duash
design. In August 2002, an additional 6 MW binamit was added to the Brady plant to generate amtditi
power from the brine before its reinjection. ThesBxt Peak 1 plant utilizes a dual flash design. Bitealy
project sells its electrical output from the Braagnt and Desert Peak 1 plant to Sierra Pacificd?@®ompany
under a power purchase agreement. Our projectdiahsis currently evaluating the replacement ef Bresert
Peak 1 plant with a new plant that would be mofieieht. The new plant may be constructed on theesaite a:
the existing Desert Peak 1 plant. Constructiomt&cgated to be completed in 2007, at an estimadtad project
cost of approximately $8 million. The Brady projes acquired in June 2001 using internally geedraash
and was re-financed with the proceeds from theaisse by Ormat Funding of its Senior Secured Nates o
February 13, 2004. The Senior Secured Notes al&ellized by all of the assets of the Brady miofand any
and all proceeds arising therefrom) and our prgabsidiary, Brady Power Partners, the direct ovafighe
Brady project, has jointly and severally with cartaf our other subsidiaries fully and unconditibbpa
guaranteed Ormat Funding's obligations under timoE&ecured Notes. See "Management's Discussin an
Analysis of Financial Condition and Results of Ggiems" for further description of collateralizatiof the
Senior Secured Notes.

The Puna Project

The Puna project is located in the Puna distrieiyedi. The Puna plant commenced commercial operstio
in 1993. The Puna plant utilizes an ORMAT geothédmoanbined cycle system, and has a designed gémgrat
capacity of 25 MW, although the power purchase emgent is for 30 MW. The ORMAT geothermal combined
cycle system consists of a back pressure steariméyiib which the lower pressure steam exhausted the
turbine is condensed in a binary system. This systesures a higher efficiency of geothermal stadth,a
resulting lower steam rate, in resources produstagm above 150psi (10 bar), or even 100psi ifthem has a
high non-condensable gas content. The Puna prgdistits electrical output to Hawaii Electric Ligompany
under two power purchase
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agreements. Although the Puna project has signifigaothermal resources, because of existing gealog
conditions, these resources are difficult to managthe past, the Puna project required exterlsiels of
investment mainly to address problems with the petidn and injection wells related to the geothdrma
resources. We intend to increase the output oftirea project by upgrading the technology of thatafarough
the addition of Ormat Energy Converters, drillimgpther production well, and negotiating a new popaichas
agreement for the additional generating capacaywill be available as a result of such activitiese Puna
project was acquired in June 2004 with the proceégarent company loans and short-term bank |0Afes.
currently intend to refinance the acquisition aafsthe Puna project by the first half of 2005. bmoection with
such refinancing we signed a term sheet with afityevestor and we are currently holding negotia with
two financial institutions which we expect to prdeidebt financing as part of the contemplated erbeye lease
financing transaction.

Foreign Projects

Our projects in operation outside of the United&tdave a generating capacity of approximatelyMtd
We also have projects under construction in Gualgeanad projects under development in China and Keny

The Leyte Project (The Philippines)

The Leyte project is located in the Philippines tloa Isle of Leyte. The Leyte project consists @iogver
plants. The Leyte plants utilize steam systems,comentional flash steam plant and three ORMAT
manufactured topping steam turbines and have aio@thigenerating capacity of 49 MW. The ORMAT toppin
steam turbines generate additional power by u$iageduction in pressure to the inlet of the cotieeal flash
steam plant, situated downstream, necessitated thleegxisting steam field produced steam at a nighessure
than can be accommodated by the conventional fiestm plant. Our project subsidiary has an 80%neestip
interest in Ormat-Leyte Co. Ltd., which owns 100f4h@ Leyte project. The remaining 20% partnershiprest
in Ormat-Leyte Co. Ltd. is held by two unrelateddiparties. In August 1995, following a build-op&riransfel
agreement, which we refer to as BOT, internatio@adler, Ormat Inc. (which later transferred iteiast in the
BOT agreement to Ormat-Leyte Co. Ltd.) entered mBOT agreement with PNOC-Energy Development
Corporation, a Philippine company wholly owned thylippine National Oil Company, a government-owned
company. Ormat-Leyte Co. Ltd. has an outstandimgnegourse loan from the Export-Import Bank of the
United States the outstanding balance of which$t&s0 million as of December 31, 2004. The loaduis and
payable in approximately equal quarterly installtsehrough July 2007.

The Government of The Philippines has initiatedgheatization of its electricity industry. Howevavre
cannot foresee when such privatization may be cetag! If such privatization is achieved in a marthat
jeopardizes PNO-Energy Development Corporation's or its affiliatability to comply with their obligations
under the BOT agreement, the parties are requireégotiate an amendment to the power purchaseragre.
Should they fail to reach an agreement, PNOC-EnBrpelopment Corporation has the obligation (and ou
project subsidiary has the right to require PNO@iigg Development Corporation) to buy out Ormat-kee@b.
Ltd.'s rights in the project at a price based ugennet present value of the projected cash flomfthe project
for the remaining term of the BOT agreement.

In July, 2004, a transformer for one of the plaitthe Leyte project ceased operating for a pesfdtree
months. In addition, in August 2004, one of theegators at the Leyte project also ceased operafieghave
replaced the transformer and sent the generatoefair, which was completed by the second weelantiary,
2005. As a result of these events, for the yeae@mecember 31, 2004, Ormlatyte Co. Ltd experienced a $
million reduction in revenues compared to our expeécevenues for that period. Our commercial arginess
interruption insurance policies have already pBytEovered, and we expect them to fully cover,jeabto
deductibles and applicable waiting periods, thescassociated with such replacement and repaiedsw/to
cover the reduction in revenues we experiencedrasudt of the reduced electricity generation. Weeaurrently
in the process of obtaining approval by our insoeacarrier for the transformer claim.
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The Momotombo Project (Nicaragua)

The Momotombo project is located in Momotombo, Mécaia. The Momotombo project is comprised of
one plant and a geothermal field. The plant wasadly in existence when we signed the concessi@eagmnt
for the project in March 1999, and had commencedmercial operations in the miB80s utilizing a dual flas
system. In 2003, an additional 6 MW binary unit vadsled, bringing the generating capacity to appnaiely



28 MW. The Momotombo project has a power purchgseeament with Empresa Distribuidora de
Electricidad del Norte (DISNORTE) and Empresa [lisiidora de Electricidad del Sur (DISSUR), two
corporations which own the power distribution right Nicaragua. Our project subsidiary, which opegdhe
Momotombo project, has an outstanding loan fromkBdapoalim B.M., the outstanding balance of whicksw
$17.0 million as of December 31, 2004.

The Olkaria Ill Project — Phase | (Kenya)

The Olkaria Il project is located in Naivasha, anThe Olkaria Ill project is comprised of onergla
which commenced commercial operations in Augus02@6d a geothermal field. The plant currently &as
generating capacity of approximately 13 MW (Phas&he parties have been working on the constroaifo
Phase Il of this project which we expect, upon cletiqgn, would increase the generating capacithef®@lkaria
Il project to approximately 48 MW. A descriptiofi Bhase 11 of this project is set forth below irrdfects under
Development.” Phase | of the Olkaria Ill projedtizgés a binary system. In November 1998, followary
international tender, our project subsidiary erdén¢o a power purchase agreement with the KenyeeP&
Lighting Co. Ltd., which was further amended inyJ2000 and April 2003. Our project subsidiary leattee site
on which the geothermal resources and the plailitifes are located from the Kenyan governmentspant to
an agreement which will expire in 2040. The Kengamernment granted our project subsidiary a licejigiag
it exclusive rights of use and possession of thevamnt geothermal resources for an initial perib8®years,
expiring in 2029, which initial period may be exdexnl for two additional five-year terms by us. Thenian
Minister of Energy has the right to terminate oralee the license in the event our project subsydiaases wor
in or under the license area during a period ofisinths, or has failed to comply with the termshef license or
the provisions of the law relating to geothermabuigces. Our project subsidiary is obligated to thayKenyan
government monthly fees and royalties based oaitihaunt of power supplied to the Kenya Power & Liigint
Co. Ltd.

The Zunil Project (Guatemala)

The Zunil project is located in Zunil, Guatemal&eTZunil project is comprised of one plant which
commenced commercial operations in 1999. The pitiites a binary system consisting of Ormat Energy
Converters and has a generating capacity of 24 WIW¥.project is owned by Orzunil | de Electricidadnitada,
which owns 100% of the Zunil project. Our projegbsidiary owns 21% of the outstanding partnershigrests
of Orzunil | de Electricidad, Limitada. Another ofir subsidiaries provides operation and maintenaapdces
to the project. The Zunil project sells its geniagatapacity to Instituto Nacional de Electrifiaatipursuant to a
power supply agreement. As of the date of this ahreport, Orzunil | de Electricidad, Limitada hHas senior
outstanding non-recourse loans, one from Internatiinance Corporation (IFC) and the other from th
Commonwealth Development Corporation (CDC), theragate total balance of which was, as of December 3
2004, $28.9 million. The loans are due and payabtgiarterly installments through November 201 1ctEaf
the IFC and the CDC owns 14% of the issued andandsg partnership interests of Orzunil | de Hiewad,
Limitada. The remaining 51% is owned by an unrelgtarty.

Projects under Construction or Enhancement

We are in varying stages of construction or enhanece: of projects, both domestic and foreign. Based
our current construction and enhancement schedelexpect to have an additional generating capatity
approximately 97 MW to 102 MW in the United Stalbgsthe end of 2006 and an additional generatingaap
of approximately 20 additional MW in Guatemala bg third quarter of 2006.
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The Desert Peak 2 Project

Our project subsidiary is currently constructing thesert Peak 2 project in Churchill County, Nevadsar
the Brady project). The Desert Peak 2 project [geeied to have a generating capacity of up to 15 afid/will
utilize our Ormat Energy Converters. The electramatbut from the project will be sold, and reneveadhergy
and environmental credits will be transferred, evhida Power Company under a power purchase agredrat
has a 20-year term commencing on the January dwimg the commercial operation date of such povientp
The Desert Peak 2 project is expected to be coetplatthe fourth quarter of 2005.

The Galena Project

Our project subsidiary is in the process of repig¢he equipment currently used in the Steambabject



with new, upgraded equipment. Our project subsydidh also augment the operation of the Steamboat
1/1A project with additional geothermal resourceisaeted from the Steamboat 2/3 project's leasssatl be
diverted for use by the Steamboat 1/1A project.

After such improvements, we will rename the SteashlidlA project as the Galena project. We beliénd
this upgrade will allow the Galena project to obtaigenerating capacity of 20 MW (adding an incretalel 3
MW to the existing Steamboat complex). We anti@gagat the Galena project will achieve commercial
operations in the fourth quarter of 2005 and thatgroject will sell its electrical output and tséer its
renewable energy credits to Sierra Pacific Powen@my under a power purchase agreement that Hayea?
term commencing on the January 1 following the cemuial operation date of such power plant. OurquDj
subsidiary is coordinating the transition from Steamboat 1/1A project to the Galena project widr& Pacific
Power Company.

The Desert Peak 3 Project

The Desert Peak 3 project in Churchill County, Nkevs currently in the engineering stage and igetqul
to have a generating capacity of 10 MW to 15 MWr Poject subsidiary will sell electrical outpubin the
plant, and transfer the renewable energy and emviemtal credits, to Nevada Power Company undemapo
purchase agreement that has a 20-year term commgenicithe January 1 following the commercial operat
date of the plant and which was signed as partesfala Power Company's efforts to comply with Nelgada
renewable portfolio standards.

The OREG 1 Project

The OREG 1 project is currently in the engineestage and is expected to have a generating capd@df
MW. Our project subsidiary has entered into a 2&rymwer purchase agreement with Basin ElectricdPow
Corporation according to which the project willlsgectrical output from recovered energy generafiower
plants. The power plants will be constructed on@maepressor stations along a natural gas pipetildoith and
South Dakota.

The power purchase agreement has not yet becoewtiedf and is subject to certain conditions, intcigd
agreement for the purchase of the recovered ermrdya variety of other agreements necessary fastéreof
construction.

The Amatitlan Project (Guatemala)

Our project subsidiary is currently constructingemthermal power plant in Amatitlan, Guatemala on a
"build, own and operate" or "BOO" basis. The prbjecomprised of one power plant which we expetithave
a generating capacity of 20 MW, and has obtainedithhts to various geothermal production and esitipn
wells. The Amatitlan plant will use our Ormat EngKgonverters.

The term of the power purchase agreement for thatiflan project is 20 years from the date of the
commencement of operations at the power plant gre28s from the date of commencement of the coctibru
works, whichever is later. During a period of tweays after the completion of the
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construction of the power plant, and subject tosipaing of an additional agreement with the lustitNacional
de Electrification and the result of a feasibili&gt, our project subsidiary may increase the p@eeerating
capacity of the power plant to up to an aggrega&8dVMW by drilling additional wells. We anticipatkat the
Amatitlan project will be completed in 2006.

Other Projects

We are currently pursuing the addition of OrmatifggeConverters for the Heber complex and Ormesa
project, the drilling of additional wells for theeHer complex and the Ormesa and Puna projectgthad
activities for the Heber complex. We believe tlgste activities could increase the generating digpafcthe
Heber complex and the Puna and Ormesa projecectioily by 33 MW, and we are currently in discossi
with Southern California Edison Company and anoffegential purchaser for this additional electrisaiver.
We are also in the early engineering stages ohaarmcement program for the Mammoth and Steambdiat Hi
projects, which we believe could increase the gty capacity of these facilities by 4 MW and 7 MW
respectively.



Projects under Development

We also have projects under development in theedrfitates, China and Kenya. In certain cases, we ha
obtained concession agreements and/or financingnionents, and in other cases, the projects arariy e
development stages. We expect to continue to expl@se and other opportunities for expansionsg &s the
continue to meet our business objectives and imest criteria.

The Yunnan Project (China)

OrYunnan Geothermal Co., Ltd., which is a joint tuga established between our project subsidiary and
Yuan Province Geothermal Development Co., Ltd., ®@xclusive rights to develop all of the geothermal
resources in Teng Chong County, Baoshan City, innén Province, southwest China. Our project sudsidi
owns 85% of the interests in OrYunnan Geothermall@h, which owns all of the ownership interestshe
Yunnan project. The area of the geothermal conorssiapproximately 65 square miles and is located
approximately 200 miles southwest of Kunming, thevpcial capital of Yunnan, and approximately 40es
from the border with Myanmar. We estimate the poaiof the geothermal resources in the concessiea to
be between 150 to 200 MW. Initially, our projecbsidliary and its partner intend to develop a geotléfield
and construct a power plant with a generating dapatapproximately 48 MW, which we estimate witlquire
a capital investment of approximately CNY 940.0lioil (approximately $113.4 million calculated aéth
prevailing exchange rate as at December 31, 26@49f the date hereof, our project subsidiary isidnwg
completion of the Chinese central government apgrprocedures, following which negotiations witle th
provincial utility company towards the signing opawer purchase agreement can conclude. On Ma3022,
our project subsidiary entered into a memoranduomogrstanding, which we refer to as an MOU, reigarthe
main terms of the power purchase agreement and wifjer project agreements with Yunan Electric Po@e.,
Ltd., a state-owned utility company, concerning plnechase of electric power by the utility compdmyn our
project subsidiary on a 30-year basis and theaglmterconnection arrangements. The MOU estinthtdshe
commercial operation date of the plant is to besdanl, 2006. However, we have been in the devedopistag
of the OrYunnan Project for several years anddhie will have to be extended for an appropriateofde
following the completion of the Chinese central gmment's approval.

The Olkaria Ill Project — Phase Il (Kenya)

As previously noted, our project subsidiary in Kenyhas been working towards the construction eSEh
Il of the Olkaria Il project. As of the date hefeour project subsidiary has drilled wells and coemced
preliminary construction activities but has not ble@ny material construction activities with regged®hase II.
We halted our construction activities due to uraiaty relating to the form of government suppdraiy) that
would be provided for the project and the related
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collateral package, both of which we requestedrespnditions for the financing of Phase Il. Wereutly have
until April 17, 2005 to notify Kenya Power & Ligintiy Co. Ltd. whether we will proceed to construcaghll of
the Olkaria Ill project, in which case the currpotver purchase agreement with respect to Phaderkewiain
valid until 2020. In the past, when the Kenya Po&erighting Co. Ltd. was in a depressed financials,
exacerbated by a prolonged local drought, the erdthletter of support from the Kenyan Governmerg wa
considered a necessary prerequisite for the retdd@base Il. Since that time, a combination ofréssumption
of hydro power sourced revenues, a debt to eqoityersion which also effectively increased the kamny
government's stake, a lowering of tariffs by sgediSuppliers and outside donor funding have impdothat
entity's financial position. In preparation for ttedease of Phase I, we have recently requesteg&Bower &
Lighting Co. Ltd to post the collateral. At the satime and for the same reasons, we are expldnig t
possibility of financing and completing Phase Itheiut the additional government support is beingjtpeely
explored. As previously stated, we currently hargl épril 17, 2005 to notify Kenya Power & LightinCo.
Ltd. whether we will proceed with the constructifgPhase 1l of the Olkaria 11l project. In the eveve decide
not to proceed with Phase II, and notify Kenya Pofvéighting Co. Ltd about this decision, the curtgpower
purchase agreement with respect to Phase | wilhiewalid until 2020. If we notify Kenya Power & dfiting
Co. Ltd. that we will not proceed then the portadrihe current power purchase agreement applicalidase I
of the Olkaria Ill project will be terminated (bilte current portion applicable to Phase | will naffected). If
we fail to make such notification that we will qmmbceed, we will be required to construct Phasad reach
commercial operations by May 31, 2007 in ordentoidthe application of financial penalties, otla latest by
April 17, 2008 in order to avoid termination of taetire power purchase agreement. . In additiongilo not



proceed with the construction of Phase I, we naagIsome or all of our investment relating to Phlasehich
is approximately $20.9 million as of December 3102.

Geothermal Assets for Future Development in the Utéd States

We have various geothermal leases for future dewedmt in the United States. These geothermal leases
include the Meyberg lease near Steamboat, Nevadaéwberry lease in Oregon, the Rhyolite Plateasd
near Mammoth, California, various leases for futlegelopment in Puna, Hawaii and various otherdgésr
development in Nevada.

Operations of our Products Segment

Power Units for Geothermal Power Plants.We design, manufacture and sell power unitgémthermal
electricity generation, which we refer to as Orfaaergy Converters or OECs. Our customers include
contractors and geothermal plant owners and opsr&ecently, one of our 1.8 MW power units wagalhsd a
Oserian Farm in Kenya, where farmers grow flowersekport.

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

Power Units for Recovered Energy-Based Power Géimera 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 othegyeirgensive industrial processes. We view receger
energy generation as a significant market oppastior us, and plan to utilize two different busisemodels in
connection with such business opportunity. The,fihich is similar to the model utilized in ourajeermal
power generation
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business, consists of the development, constryati@nership and operation of recovered energy-based
generation power plants. In this case, we will eimt® agreements to purchase industrial waste hedtinto
long-term power purchase agreements with offtatesell the electricity generated by the recoveneergy
generation unit that utilizes such industrial wastat. We expect that the power purchasers in casis will be
investor-owned electric utilities or local electicooperatives. The first agreement was sign@®@# and we
expect it will become effective in the second geiadf 2005.

Pursuant to the second business model, we consindctell the power units for recovered energy-thase
power generation to third parties for use in "iestde-fence" installations or otherwise. Our cusimsminclude
gas processing plant owners and operators, cerntaritgwners and operators and companies in theepsoc
industry. The Neptune recovered energy projechiexample of such a model. There, we installedadroair
recovered energy-based generation units at Enserprioduct's Neptune gas processing plant in lanasiThe
unit utilizes exhaust gas from two gas turbinethatplant and is providing electrical power thatasisumed
internally by the facility (although a portion dfe generated electricity is also sold to the lebadtric utility).

Our recovered energy generation units qualify aali@ing Facilities under PURPA for regulatory
purposes and, if structured properly, may alsoligéte for favorable tax treatment, such as theeseyear
modified accelerated cost recovery under relevaBt téderal tax rules.

Remote Power Units and other GeneratorsWe design, manufacture and sell fossil fuel @aa turbo-
generators with a capacity ranging between 200sveattl 5,000 watts, which operate unattended i etr
climate conditions, whether hot or cold. The renude/er units supply energy for remote and unmanned
installations and along communications lines arttaxdic protection along gas and oil pipelines. Gustomers
include contractors installing gas pipelines in otgrareas. In addition, we manufacture and sekigaars for
various other uses, including heavy duty directenirgenerators. Our remote power units were r@carstallec



on a Pemex pipeline in Mexico. The terms of salthefturbo-generators are similar to those forptner
units produced for power plants.

Engineering, Procurement and Construction ("EPCI'Power Plants. We engineer, procure and
construct (EPC), as an EPC contractor, geothernthtecovered energy power plants on a turnkey pasisg
power units we design and manufacture. Our cust®®@ner geothermal power plant owners as well asdhmee
customers described above that we target for tlieeo@ur power units for recovered energy-basedgro
generation. Unlike many other companies that p&&C services, we have an advantage in that wesarg
our own manufactured equipment and thus have bagterol over the timing and delivery of required
equipment and its costs. Recent examples of owstagtion activities include the design and corwton of the
Mokai and Wairakei geothermal power plants in Nezal&nd.

The consideration for such services is usually paidstallments, in accordance with milestonedrséte
EPC contract and related documents. We usuallyigeeqyerformance guarantees or letters of crediirisg our
obligations under the contract. Upon delivery & gant to its owner, such guarantees are replatadc
warranty guarantee, usually for a period rangiognfrl2 months to 36 months. The EPC contract uspélyes
a cap on our liabilities for failure to meet outightions thereunder. For example, our subsidi@mnynat Pacific,
Inc., is currently acting as EPC contractor for yemthermal projects in New Zealand owned by CarEaergy
Limited and Tuaropaki Power Company Limited, respety. Ormat Industries has guaranteed Ormat Racif
Inc.'s obligations under both agreements. Ormate8ys, our Israeli subsidiary, will supply the equgnt and
products necessary for the construction and ojerafi these power plants.

We also design and construct the recovered enenggrgtion units on a turnkey basis, and may proaide
long-term agreement to supply non-routine mainteadar such units. Our customers are interstaterabgas
pipeline owners and operators, gas processing planérs and operators, cement plant owners andigpsan
companies engaged in the process industry.
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Operation and Maintenance of Power PlantsWe provide operation and maintenance servizes f
geothermal power plants owned by us and by thirtlgzg For example, we provide operations and memagt
services to the Orzunil project in Guatemala, inclvtwe have a minority ownership interest.

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

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

The Company and our wholly owned subsidiaries lapeoducts backlog of $86.4 million as of March 15,
2005 including revenues for the period between dignii, 2005 and March 14, 2005, compared to $107.6
million for delivery as of January 1, 2004. Thddaling is a breakdown of the products segment toagkl

Products Backlog

Expected Sales

until End of
Expected Completion Contract
of Contract (millions)

North America
OPTI Canada’ 2006 11.2
Total North Americe 11.2
Worldwide (Except North America)
Mokai Il, New Zealanc 2005 4.3

Wairakei, New Zealan 2005 5.4



Salavatli, Turkey 2005 3.6

Bareket, Turke) 2006 5.4
Sakhalin, Russian Federati 2006 16.9
Sao Miguel, Azore 2006 25.0
Management and operation of Power PI; 2011 11.0
Other Units 2005 3.6
Total Worldwide (Except North America) 75.2
Total Products Backlog 86.4

*  Related party

We expect that our revenues from electricity fo@2€om our wholly owned projects will be $170 railt
and $18 million of revenues from electricity, whishour share in the revenues generated by ouidsabies
accounted for by the equity method.

Our Technology

Our proprietary technology covers power plants afieg according to the Organic Rankine Cycle omly o
in combination with the Steam Rankine Cycle andyBna Cycle, as well as integration of power plamith
energy sources such as geothermal, recovered etféogyass, solar energy and fossil fuels. Spediyicaur
technology involves original designs of turbinesips, and heat exchangers, as well as formulafionganic
motive fluids. All of our motive fluids are non-oze-depleting substances. Using advanced compuldiird
dynamics and other computer aided design, or CAwsare as well as our test facilities, we continsly seek
to improve power
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plant components, reduce operations and maintercstg, and increase the range of our equipment and
applications. In particular, we are examining waygcrease the output of our plants by utilizivgeorative
cooling, cold reinjection, performance simulationgrams, and topping turbines. In the geothermaledbas
the recovered energy (waste heat) area, we areimxantwo-level recovered energy systems and neww&o
fluids.

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

In the conversion of geothermal energy into eleityri our technology has a number of advantages
compared with conventional geothermal steam turplaets. A conventional geothermal steam turbirmafpl
consumes significant quantities of water, causiggietion of the aquifer, and also requires coolirger
treatment with chemicals and thus a need for thpadiition of such chemicals. A conventional gectiadistean
turbine plant also creates a significant visualaetpn the form of an emitted plume from the cogliower
during cold weather. By contrast, our binary anthbmed cycle geothermal power plants have a lowilpro
with minimum visual impact and do not emit a plumigen they use air cooled condensers. Our binary and
combined cycle geothermal power plants reinjecvfhe geothermal fluids utilized in the respeetprocesses
into the geothermal reservoir. Consequently, suohgsses generally have no emissions. Accidenfaigiive
emissions (that result from minor leaks) of mofiviéds are within the limits defined by federalatg and local
regulatory standards.

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

We use the same elements of our technology inemavered energy products. The heat source could be
exhaust gases from a simple cycle gas turbinepl@ssure steam or medium temperature liquid fonride
process industry. In most cases, we attach aniadalitheat exchanger in which we circulate therailaio
transfer the heat into the Ormat Energy Convertavis vaporizer in order to provide greater operatlo
flexibility and control. Once this stage of eachaeery is completed, the rest of the operatiodéniical to the



Ormat Energy Converter used in our geothermal pghaatts. The same advantages of using the Organic
Rankine Cycle apply here as well. In addition, mahnology allows for better load following than a
conventional steam turbine can exhibit, requiresvater treatment as it is air cooled, and doesempiire the
continuous presence of a steam licensed operatsiten

More than 70 United States patents (and about 48ipg patents) cover our products (mainly powetsuni
based on the Organic Rankine Cycle) and systemimlingeothermal power plants and industrial wastath
recovery for electricity production). The systeratated patents cover not only a particular compbhetrather
the overall effectiveness of the plant's systerasfthe "fuel” (i.e., geothermal fluid, waste héagmass or
solar) to generated electricity. The duration aftspatents ranges from one year to 18 years. Nypespatent on
its own is material to our business.

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

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

The power generation industry is characterizedhbsrise competition from electric utilities, othewer
producers, and marketers. In recent years, theetdi@tates in particular has seen increasing cotigueii
power sales, in part due to excess capacity imabeu of U.S. markets and an emphasis on short+tearkets.
Such competition has contributed to a reductiogléttricity prices.

In the geothermal power generation sector, our ro@mpetitors in the United States are CalEnergy,
Calpine and Caithness. Some of these companiedsaractive outside of the United States. Outsfdbe
United States, aside from these companies, we maivecently encountered competition from any gewsecto
geothermal power developer, but may face competftiom national electric utilities or state-ownet o
companies.

In the products business, our main competitordvlirgubishi, Fuji and Toshiba of Japan, GE/Nuevo
Pignone and Ansaldo of Italy, Siemens of Germargtoin of France and Kaluga of Russia. Recently, new
small players have been trying to penetrate théetain the remote power unit business, we facepaidition
from Global Thermoelectric, as well as from mantdeers of diesel generator sets.

Siemens of Germany as well as other manufactufarsrventional steam turbines are potential
competitors in the recovered energy generatiomiegsi although we believe that our recovered energy
generation unit has technological and economicahaiiges over the Siemens/Kalina technology and
conventional steam technology. Recently, Unitedhietogies announced the introduction of a small RGO
Organic Rankine Cycle for recovered energy.

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

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

Customers

All of our revenues from the sale of electricityreelerived from fully-contracted energy and/or @iya
payments under long-term power purchase agreemaitgiovernmental and private utility companies.
Southern California Edison Company, Sierra Paéifisver Company and Hawaii Electric Light Companyehav
accounted for 41.4%, 12.9%, and 7.1% of revenespectively, for the fiscal year ended Decembe804.
Based on publicly available information, as of Dmber 31, 2004, the issuer ratings of Southern Qaii



Edison Company, Sierra Pacific Power Company andlie Power Company (a potential power purch
for the Desert Peak 2 and Desert Peak 3 projeets) ®aal (stable outlook), B1 (stable outlook) Badstable
outlook), respectively, from Moody's Investors Seeg¢ and BBB+ (stable outlook), B+ (negative outlp@nd
B+ (negative outlook), respectively, from Stand&rBoor's Ratings Services and the issuer ratingavfaii
Electric Light Company was BBB+ (stable outlool)rfr Standard & Poor's Ratings Services. The cratitgs
of any power purchaser may decrease from timerte.tirhere is no publicly available information wigspect
to the credit rating or stability of the power plasers under the power purchase agreements féoreign
power projects.

Our revenues from the products business were dkfioen contractors or owners or operators of power
plants, process companies and pipelines, includliokai and Wairakei which accounted for 51.4% andb3§
respectively, of our revenues from the sale of potslin 2004.

Raw Materials

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

As of December 31, 2004, we had 677 employeeshaftw?228 were in the United States, 295 were in
Israel and 154 were located in other countries.e®feect that future growth in the number of our esypes will
be mainly attributable to the purchase and/or dgraknt of new power plants.

None of our employees (other than the Momotombgept@mployees) are represented by a labor union,
and we have never experienced any labor dispuike str work stoppage. We consider our relationth wur
employees to be satisfactory. We believe our fusuezess will depend on our continuing ability i@h
integrate and retain qualified personnel.

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

Insurance

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

We generally purchase insurance policies to coueemposure to certain political risks involved in
operating in developing countries. The policiesiaseed by entities which specialize in such peicsuch as
the Multilateral Investment Guarantee Agency (a fenof the World Bank Group), and from private sect
providers, such as Zurich Re, AlG and other suchpganies. To date all of our political risk insurarmmntracts
are with the Multilateral Investment Guarantee Agyeand with Zurich Re. Such insurance policies cowve
general, and subject to the limitations and retsbris contained therein, 80%-90% of our revenus tesived



from a specified governmental act, such as cortfstaexpropriation, riots, the inability to contvéscal
currency into hard currency and, in certain catbesbreach of agreements. We have obtained suahaimse for
all of our foreign projects in operation except floe Leyte project.

Regulation of the Electric Utility Industry in the United States

The following is a summary overview of the electitdity industry and applicable regulations in tHaited
States and should not be considered a full stateaiehe law or all issues pertaining thereto.

PURPA

PURPA, in relevant part, exempts renewable eleggiterating projects that are "Qualifying Facititie
from various regulations under the FPA. There aretypes of Qualifying Facilities: "Qualifying Sndower
Production Facilities" and "Qualifying Cogeneratieacilities.” Under the FPA as amended by PURPAthad
regulations promulgated thereunder, a power praolucacility
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is a "Qualifying Small Power Production Facility'(i) the facility produces no more than 80 MW (@met
capacity basis) or satisfies certain Federal EnBegulatory Commission ("FERC") certification and
construction dates, (ii) the primary energy sowftthe facility is biomass, waste, renewable resesi
geothermal resources or any combination thereaf aaiheast 75% of the total energy input is fromsta source
and (iii) the facility is owned by a person notrparily engaged in the generation or sale of elegower (other
than electric power solely from cogeneration ftielli or small power production facilities) (i.etproject
company cannot be controlled by, more than 50%®fguity interests of the facility may not be oditgy, and
more than 50% of the equity benefits cannot beivedeby an electric utility, an electric utility llbing company
or a combination thereof or their subsidiaries).

PURPA Qualifying Facilities receive two primary ledits. First, PURPA exempts Qualifying Facilities,
such as our domestic projects (other than the Projact), from the definition of "electric utilitpompany"
under PUHCA, most provisions of the FPA and staesland regulations relating to financial, orgatiiraand
rate regulation of electric utilities. Second, thgulations promulgated by FERC under PURPA reqiire
relevant part, that electric utilities (i) purchaseergy and capacity made available by Qualifyiagiliies,
construction of which commenced on or after Noven®d 978, at a rate based on the purchasingytgifill
"avoided costs" and (ii) sell supplementary, bapkfaintenance and interruptible power to Qualiyin
Facilities on a just and reasonable and nondispdtory basis. FERC's regulations define "avoideddas the
"incremental costs to an electric utility of eléctenergy or capacity or both which, but for theghase from the
Qualifying Facility or Qualifying Facilities, sualtility would generate itself or purchase from drestsource.
Utilities may also purchase power at prices othantavoided cost pursuant to negotiations as peoMiy
FERC's regulations. Under an amendment to PURPAP&IRIPA regulations, FERC has also provided that
utility of geothermal small power production fatiés (that is, geothermal small power productiailitées that
would be Qualifying Facilities except that they amened by a person primarily engaged in the geiweratr sale
of electric energy) are exempt from PUHCA but rtatesregulation or, if applicable, the FPA.

We expect that our domestic projects will contitueneet all of the criteria required for Qualifying
Facilities under PURPA. If any of our domestic piif in which we have an interest loses its Qualtifyracility
status or if amendments to PURPA are enacted tifistantially reduce the benefits currently affortted
Qualifying Facilities, our operations could be acbedy affected. Loss of Qualifying Facility stafies one of oul
domestic projects for having more than 50% utititynership would make that facility a utility geotheal small
power production facility. Such facilities are exgnfrom PUHCA but are subject to state regulatind, af
applicable, the FPA. Loss of Qualifying Facilitysts for any other reason would also make theitiasilibject
to state regulation and, if applicable, the FPAadidition, loss of Qualifying Facility status famareason other
than utility ownership would make the facility sebjto PUHCA unless it has EWG status or falls inimothe
exemption. If a facility lost Qualifying Facilitytatus for any reason other than utility ownershig eas
ineligible for EWG status because it made retddsave would face the choice between discontinthiegetail
sales and filing for EWG status or becoming subjie@?UHCA. At present, none of our domestic prgjenake:
retail sales of electricity (other than to affiga). In the unlikely event that we become a pultiitty holding
company, which could be deemed to occur prospdgtoreretroactively to the date that any of ouritalost its
Qualifying Facility status (assuming that that plams neither an EWG nor a utility geothermal smallver
production facility), our other domestic projectsitd lose Qualifying Facility status because oteriests in



such projects could be considered to be electilitydiolding company interests for purposes of the
Qualifying Facility ownership requirements. Thisutshcause all of our projects to become subjeétderal and
state energy regulations. In addition, a loss ddilifying Facility status could allow the power phaser,
pursuant to the terms of the particular power pasetagreement, to cease taking and paying forielgctrom
the relevant project or, consistent with FERC pdece, to seek refunds of past amounts paid. Thiklatause
the loss of some or all contract revenues, resudignificant liability for refunds of past amoumtaid, or
otherwise impair the value of a project. If a powarchaser were to cease taking and paying fotralig or
seek to obtain refunds of past
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amounts paid, there can be no assurance that steinourred in connection with the project couddrbcovered
through sales to other purchasers or that we waNe sufficient funds to make such refund paymiant.
addition, such a loss of status would be an evedéfault under the financing arrangements curyentplace
for some of our projects, which would enable thedkss to exercise their remedies and enforce ¢ne Ibn the
relevant project.

In 2003, Congress proposed legislation that, another provisions, would have had the practicalctfte
repealing PUHCA and shifting regulatory oversighholding companies to FERC, and of repealing the
mandatory purchase requirements of PURPA. Althdhgt?003 legislation would not affect existing powe
purchase agreements for Qualifying Facilities, dagislation or other legislation could (i) repealamend
PURPA in a manner that substantially reduces tinefits currently afforded Qualifying Facilities, (i)
otherwise make more burdensome the requirementléqgurojects to maintain their status as Qualgyin
Facilities. In such event, operations at the ptgjec compliance with the terms of the power puseha
agreements could be adversely affected, whichrmaauld reduce our net income and materially afhesely
affect our business, financial condition and futtgsults of operation and cash flow.

PUHCA

PUHCA, in relevant part, provides that any corporatpartnership or other entity or organized grtuat
owns, controls or holds power to vote 10% or mdréhe outstanding voting securities of a "publidityt
company" (which is defined to include an "electriidity company" or a "gas utility company"), or afcompany
that is a "holding company" of a public utility cpamy or public utility holding company, is subj¢at
registration with the Securities and Exchange Cassian and to regulation under PUHCA, unless exethipye
a Securities and Exchange Commission ("SEC") refgulation or order. An entity may also be deentelet a
holding company if the Securities and Exchange Cision determines, after providing notice and an
opportunity for a hearing, that such entity exesia controlling influence over the managemenboticies of
any public utility or holding company as to makedicessary or appropriate in the public interesbothe
protection of investors or consumers that suchyeh# regulated as a holding company. Unless amptien is
obtained, PUHCA requires registration for a holdimgnpany of a public utility company and requirgsualic
utility holding company to limit its utility opergns to a single integrated utility system anditeest any other
operations not functionally related to the operatid the utility system. In addition, a public itiilcompany that
is a subsidiary of a registered holding companyeai®lUHCA is subject to financial and organizational
regulation, including approval by the SEC of itsafincing transactions.

Under current federal law, we are not subject guiaion as a holding company under PUHCA and will
not be subject to such regulation as long as thetplin which we have an interest are (i) Qualiyftacilities,
(i) "Exempt Wholesale Generators" (as defined WHZA) or (iii) subject to another exemption or waiysuch
as status as an electric utility geothermal sn@allgr production facility.

FPA

Under the FPA, FERC has exclusive rate-makingdlictoon over wholesale sales of electricity and
transmission in interstate commerce. These ratgsba®ased on a cost of service approach or may be
determined through competitive bidding or negatiatilf a project were to lose its Qualifying Failstatus, the
rates set forth in its power purchase agreementdamave to be filed with FERC and would be subjeateview
by FERC under the FPA, unless the project is latatdHawaii, Alaska or the parts of Texas thatrasedeeme:
to be interstate commerce, in which case statdaggns would apply. Under FERC policy, the rateder thos
circumstances could be no higher than the rateice the relevant power purchaser would have paighergy
had it not been required to purchase from sucteptajnder PURPA's mandatory purchase requiremiests,



such power purchaser's economy energy (incremerasi)during the period of non-compliance with
Qualifying Facility requirements, unless the apglile power purchase agreement otherwise provides fo
alternative rates to apply in the event of suck lmfsQualifying Facility status and FERC acceptshsalternative
rates.
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State Regulation

Our projects in California and Nevada, by virtuébeing Qualifying Facilities and because they eegag
wholesale sales of electricity to public electriitities in California and Nevada, are not subjectate, financial
and organizational regulations applicable to puéléctric utilities in those states. The projecstesell or will
sell their electrical output to public electriclitiies (either Sierra Pacific Power Company, NevRdaver
Company or Southern California Edison Company) Wiaite regulated by their respective state publiityut
commission. Sierra Pacific Power Company and Nevaweer Company are regulated by the Public Utility
Commission of Nevada, which we refer to as NPUQItlern California Edison Company and a small partt
Sierra Pacific Power Company in the Lake Tahoe areaegulated by the California Public Utility Conission,
which we refer to as CPUC. Since the NPUC and tR8C regulate the retail rates through which the
purchasing utilities recover their payments to fagilities from the retail electric customers oétpublic electric
utilities under their jurisdiction, it is importafdr the purchasing electric utilities to obtairpagval by their
respective public utility commissions of their agmeents with our projects. It is also importanttfog public
electric utilities to be allowed continued recovaryheir retail electric rates of the cost paidto projects for
electricity.

The NPUC has previously approved the agreementsafchn of our existing projects located in Nevada an
has continuously allowed recovery of the costdefdlectricity from those projects in the retadlattic rates
charged by Sierra Pacific Power Company. The NRuW@suant to a delegation of authority from FERGpal
sets the avoided cost basis for updating the matesveral of our contracts. While we have no reasdelieve
that the NPUC will not continue to allow such reegrvand continue to set the appropriate avoidetreds, we
cannot guarantee a specific avoided cost rate teuwecovery in rates by the regulated public wytillThe
inability to recover the full cost of the electticfrom our project by a public utility could adsety impact the
ability of the public utility to pay for the eledatity from a project, but such adverse treatmeninikkely given
the pre-approval of the agreements. Further, wiesmethat federal law requires the state commissiorpermit
full recovery of PURPAbased wholesale rates by the purchasing utilityweuare aware of no judicial decisic
in California, Nevada, or Hawaii upholding thisrpriple.

Under Hawaii law, non-fossil generators are notlipultilities. Hawaii law provides that a geothedma
power producer is to negotiate the rate for itpouwith the public utility purchaser. If such ra@nnot be
determined by mutual accord, the Hawaii PublicitytiCommission will set a just and reasonable rtte.non-
fossil generator in Hawaii is a Qualifying Facilifgderal law applies to such Qualifying Facilitydathe utility
is required to purchase the energy and capacftylavoided cost.

Foreign Regulation of the Electric Utility Industry

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

Nicaragua. In 1998 two laws were approved by Nicaraguahaities, Law No. 272-98 and Law No.
271-98, which define the structure of the new eypaegtor in the country. Law No. 272-98 providestfe
establishment of a National Energy Commission, tiie refer to as CNE, that is responsible for isgtti
policies, strategies and objectives for such seamtdrapproving indicative plans therefor. Law N61-28
formally assigned regulatory, supervisory, inspettnd oversight functions to the Nicaraguan latgiof
Energy, which we refer to as INE. The Nicaraguavegoment currently owns all of the commercial atigg in
the energy sector through Empresa Nacional derifielztd ("ENEL").. The Nicaraguan energy sector has
recently been restructured and partially privatiZzeallowing such restructuring and privatizatidme t
government has retained title and control of thegmission assets and has created the Empresal Bstat
Transmision ("ENTRESA"), which is in charge of thgeration of the transmission system in the couatiy of
the new wholesale market. As part of the recerntuesiring of the energy sector, most of the disttion
facilities previously owned by the Nicaraguan Hiedty Company, the government-owned verticallyeigtated
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monopoly, were transferred to two companies, EngBistribuidora de Electricidad del Norte ("DISNOR')
and Empresa Distribuidora de Electricidad del SDi§SUR"), which in turn were privatized and acauirby ai
affiliate of Union Fenosa, a large Spanish utilfpllowing such privatization, the power purchageeement fo
our Momotombo project was assigned by the Nicamaggtlactricity Company to DISNORTE and DISSUR. A
subsidiary of the Nicaraguan Electricity CompaniTRESA, owns the transmission grid . In addition, a
National Dispatch Center was created to work wiHTRESA and provide for dispatch and wholesale e
administration. On October 2002, Law No.443 wasathby the National Congress related specifidally
Geothermal resources for energy production. Thisrkgulates the granting of exploration and expt@mn
concessions for geothermal fields. The INE adoftedlaw.

Guatemala. The General Electricity Law of 1996 createdtelgsale electricity market in Guatemala
established a new regulatory framework for thetelgty sector. The law created a new regulatomnougssion,
the National Electric Energy Commission ("CNEE"Hannew wholesale power market administrator, the
Administrator of the Wholesale Market ("AMM"), félhe regulation and administration of such sectbe T
CNEE functions as an independent agency under thist@ of Energy and Mines and is in charge ofulaging
the electricity law, overseeing the market andrsgtiates for transmission services and for eleitgrservice to
medium and small customers. All distribution comipammust supply electricity to such customers pamsto
long-term contracts with electricity generatorstgeacustomers can contract directly with the disttibn
companies, electricity generators or power marketarbuy energy in the spot market. Guatemalaappsoved
a Law of Incentives for the Development of Renewdbhergy Projects in order to promote the developrok
renewable energy projects in Guatemala. Such lawiges certain benefits to companies utilizing wealsle
energy, including a 10-year corporate income taagtion and a 10-year business tax exemption.

Kenya. Kenya's Electric Power Act of 1997 restructuttes electricity sector in such country. Among
other things, the Act provides for the licensingetectricity power producers and public electrigtyppliers or
distributors. The Kenya Power & Lighting Co. Ltd.the only licensed public electricity supplier drab a
monopoly in the transmission and distribution @o#ticity in the country. The Act permitted Indegent Powe
Producers ("IPPs") to install power generators seitelectricity to Kenya Power & Lighting Co. Ltdvhich is
owned by various private and government entitiesvanich currently purchases energy and capaciiy frwo
other IPPs in addition to our Olkaria Il proje€he Act also created the Electricity Regulation Bioas an
independent regulator for the electricity sectagnita Power & Lighting Co. Ltd.'s retail electricitytes are
subject to approval by the Electricity RegulatiomalBd.

Philippines. The Philippine's Electric Power Industry Refoket of 2001 created the Energy Regulatory
Commission, which is an independent quasi-judigglulatory body mandated to promote competition,
encourage market development, ensure customerechoit penalize abuse of market power in the rasnec
electricity industry. The Energy Regulatory Comrigass responsible for the enforcement of the raled
regulations governing the operations of the eleityrspot market and the activities of the spotketapperator
and other participants to ensure a greater supyyational pricing of electricity. In addition,dlEnergy
Regulatory Commission determines, fixes, and amgsdransmission and distribution wheeling charges a
retail electricity rates for the captive marketadistribution utility through a methodology thaestablishes and
enforces. The Energy Regulatory Commission alsoitmenand takes measures to penalize abuse of marke
power and anti-competitive or discriminatory beloa\iy any electric power industry participant.

Permit Status

While our power generation operations produce etgist without emissions of certain pollutants swash
nitrogen oxide, and with far lower emissions ofesthollutants such as carbon dioxide, some of onjepts do
emit air pollutants in quantities that are subjeategulation under applicable environmental aitytion laws.
Such operations typically require air permits. Espléy critical to our geothermal operations aresé permits
and standards applicable to the construction aedatipn of geothermal wells and brine reinjectioslsr In the
United States, injection wells are
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regulated under the federal Safe Drinking WaterWatlerground Injection Control, which we refer ®W@iIC,
program. Our injection wells typically fall into GIClass V, one of the least regulated categoresase fluids
are reinjected to enhance utilization of the gewtiaé resource. Our projects are required to comgitly
numerous domestic and foreign federal, regionatesind local statutory and regulatory environnmiestsandard
and to maintain numerous environmental permitsganvernmental approvals required for their operatigome
of the environmental permits and governmental apgdsothat have been issued to the projects contaiditions
and restrictions, including restrictions or limis emissions and discharges of pollutants and nongats, or
may have limited terms.

Our operations are designed and conducted to cowiityapplicable permit requirements. Noampliance
with any such requirements could result in finesthier penalties. We are not aware of any compliance witt
such requirements that would be likely to resufines or penalties; however, the Heber 1 and fepte
received a notice from the California Division of,@5as and Geothermal Resources that the pretstets at
some of the geothermal fluid injection wells wese high, and the California Regional Water Quatigntrol
Board and the Colorado River Basin Region hasiedtihe Heber 1 and 2 projects that recent tests tesulte
in lower-than-required survival rates for bioasgaicity tests conducted on the cooling tower blowd water
discharged under the NPDES (National Pollutant lBasge Elimination System) permit. In order to addréhe
pressure levels at the Heber 1 and 2 projectdiié¢iier 1 and 2 projects proposed the constructidroperation
of a pipeline to carry geothermal injection fluadther project injection wells, which proposal bagn acceptse
as an appropriate solution to the pressure levéhéyCalifornia Division of Oil, Gas and GeotherrRasources.
The pipeline was completed in the first quarteP@®5. With the cooperation of the California Regibwater
Quality Control Board, Colorado River Basin Regitire Heber 1 and 2 projects are also conductinggmor
frequent monitoring and bioassays, and conductifgxcity Identification Evaluation (TIE) study in effort
to determine the source of the apparent coolingtddowdown water toxicity. If the source of theitdty is not
identified, or cannot easily be corrected, the Hdband 2 projects may instead inject the coolovgetr
blowdown water into the geothermal injection resa@nas do other geothermal projects in the Impé&fédley.

As of the date of this annual report, all of thetenial permits and approvals required to operatepoojects
have been obtained and are currently valid, exfoegghe fact that certain permits for some of thejgcts are
held in the name of predecessor owners and foethesmits which must be transferred or reissuddeaorrect
entity, we believe this will occur in the ordinazgurse and we have already filed some of thesécapiphs.
Typically, permit transfers or the reissuance afiges in connection with a change of ownershiprargine
administrative matters.

Environmental Laws and Regulations

Geothermal operations can produce significant duesiof brine and scale, which builds up on metal
surfaces in our equipment with which the brine cemo contact. These waste materials, most of lwaie
currently reinjected into the subsurface, can dantarious concentrations of hazardous materiatduting
arsenic, lead, and naturally occurring radioactagerials. We also use various substances, in@udobutene,
isopentane, and industrial lubricants, that cowlddme potential contaminants and are generallynilabte.
Hazardous materials are also used and generatedirection with our equipment manufacturing operetiin
Israel. As a result, our projects are subject tmenous domestic and foreign federal, state and &atutory anc
regulatory standards relating to the use, storfagijve emissions and disposal of hazardous substa The
cost of any remediation activities in connectiotiva spill or other release of such contaminantdccbe
significant.

Although we are not aware of any mismanagemertaxf@ materials, including any mismanagement prior
to the acquisition of some of our projects, that imapaired any of the project sites, any disposatizase of
these materials onto project sites, other than égma of permitted injection wells, could resultriaterial
cleanup requirements or other responsive obligatismder applicable environmental laws. We beliéag at
one time there may have been a gas station locatéite Mammoth project site (which we lease), madduse o
significant surface disturbance and
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construction since that time further physical eatibn of the former gas station site has been iotjpa. We
believe that, given the subsequent surface distgdand construction activity in the vicinity oktbuspected
location of the service station, it is likely thhe former facilities and any associated undergiatarage tanks
would have already been encountered if they stiited.



ITEM 2. PROPERTIES

We lease our corporate offices at 980 Greg St8grks, Nevada 89431. We also occupy an approxiyr
66,000 square meter office and manufacturing tgdibicated in the industrial park of Yavne, Israghich we
sublease from Ormat Industries. See "Certain Relglkiips and Related Transactions." We also leaa# sm
offices in each of the countries in which we operat

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

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

Information and descriptions of our plants and prtips are included in Item 1, "Business", of gmsual
report.

ITEM 3. LEGAL PROCEEDINGS

There were no material developments in any legatgedings to which the Company is a party durieg th
fiscal year 2004, other than the settlement withds described below.

In August 2003, Ormesa LLC agreed to enter intalipig arbitration with the Imperial Irrigation Digtt,
which we refer to as the IID, in connection witle thD's claim that Ormesa LLC was obligated to pay
scheduling and transmission charges (includingettaggplicable to the GEM 2 and GEM 3 plants) throtigh
effective date of relinquishment of nominated céydor the GEM 2 and GEM 3 plants. The amountispdte
was $529,000. Ormesa LLC contended that it wa®bligated to pay the subject charges for the GEAh@
GEM 3 plants after the January 1, 2003 effectivie @& the Energy Services Agreement that Ormesa LLC
entered into with the IID. In December, 2004, al8etent Agreement and Mutual Release between ID an
Ormesa LLC was reached, under which Ormesa LLC gh&idum of US$330,630 in full settlement of theirol

As a result of our acquisition of the Steamboand 3A plants, our subsidiary Steamboat Geotherrhél L
has become a party to litigation pending in theo8dcJudicial District Court in Washoe County, Nexadth
Geothermal Development Associates and Delphi S&esirinc. In April 2002, these plaintiffs initiate lawsuit
against the former owner and operator of the Steatb/1A project. The plaintiffs dispute amountsedvto
them pursuant to an agreement, dated July 14, J@85uant to which Geothermal Development Assogiate
assigned all of its right, title, and interesthe tsubject geothermal leasehold property in exahémga net
operating royalty interest in the revenues of ttea@iboat 1 plant. The plaintiffs allege damagesdapon
three separate theories: (i) that the actionsefdhmer owner in developing the Steamboat 1A phave
decreased the output of the Steamboat 1 planthét)general, administrative, and corporate exgeigluded
by the former owner in the calculation of the r@talty amount were overstated for the years 20002801,
and (iii) that, in addition to its royalty interdstthe revenues from the Steamboat 1 plant, pitsrsre entitled t
a net revenue royalty interest from the SteambAgtlant. The matter was originally set for a tiralSeptember
2003, but the trial date was adjourned in ordegilmwv the plaintiffs to obtain substitute coundaltial
evidentiary disclosures as well as some initiatoNry requests, had been made before the triahdjasirned.
No dispositive motions are pending before the Cand the trial date has not been rescheduled. W
initiated settlement discussions with the plaisti#s part of such discussions, we have receivettex from the
plaintiffs in which they assert that, in additianthe amounts they claim are owed to them, theals@entitled
to a reasonable net operating royalty payment mamGalena project. We believe that such asseidi@rnthout
merit, and that any outcome of such litigation ettiement discussions will not
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have a material impact on our results of operatigvis estimate that the aggregate amount of alililizis
resulting from such litigation will not exceed $1llion, and we have recorded a provision in thabant in our
financial records.

From time to time, we (including our subsidiarias a party to various other lawsuits, claims ahero
legal and regulatory proceedings that arise irotldénary course of our (and their) business. Tleti®ns
typically seek, among other things, compensatiorafieged personal injury, breach of contract, prop
damage, punitive damages, civil penalties or dibgses, or injunctive or declaratory relief. Widspect to such
lawsuits, claims and proceedings, we accrue resémaccordance with U.S. generally accepted adoaun



principles. We do not believe that any of thesepedings, individually or in the aggregate, would
materially and adversely affect our business, figrcondition, future results or cash flows.

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

There were no matters submitted to a vote by diersockholder, Ormat Industries, during the fourth
quarter of 2004. On October 21, 2004, prior toittigal public offering of the Company's commonatpOrmat
Industries acted on several matters by unanimoiitewiconsent. The following matters were actednupo

1) Second Amended and Restated Certificate ofrporation — The sole stockholder approved the
Second Amended and Restated Certificate of Incatjmor.

2) Second Amended and Restated By-laws — Thessobkholder approved the Second Amended and
Restated By-laws.

3) Rights Agreement — The sole stockholder apptdire Rights Agreement.

4) Ormat Technologies, Inc. 2004 Incentive Comp#ar Plan — The sole stockholder approved the
Ormat Technologies, Inc. 2004 Incentive Compensdiian.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the New York StockHaxige under the symbol "ORA". Public trading of
our stock commenced on November 11, 2004. Pritirat there was no public market for our stock. The
approximate number of holders of record of our camrstock was two at March 15, 2005. On March 19520
our stock's closing price as reported on the Newk\&tock Exchange was $15.31 per share.

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

Notwithstanding this policy, dividends will be paidly when, as and if approved by our Board of Ctives
out of funds legally available therefor. The actardount and timing of dividend payments will depepdn our
financial condition, results of operations, busgpsospects and such other matters as the boardeeay
relevant from time to time. Even if profits are dahle for the payment of dividends, the Board dafelbtors
could determine that such profits should be rethfioe an extended period of time, used for worldagital
purposes, expansion or acquisition of businessasynbther appropriate purpose. As a holding compae are
dependent upon the earnings and cash flow of dagidiaries in order to fund any dividend distrilou$ and, as
a result, we may not be able to pay dividends aoetance with our policy. Our Board of Directorsynfiom
time to time, examine our dividend policy and miayits absolute discretion, change such policy.

We did not declare any cash dividends on the constak for fiscal year 2003. In fiscal year 2004, w
declared, approved and authorized the paymentofidend to our stockholders of record on OctolderZ004,
related to the year 2004 profits in the aggregatewat of $2.5 million ($0.1025 per share). The diérid was
paid on March 2, 20050n March 22, 2005, by a unanimous written conséontioBoard of Directors we
declared, approved and authorized the payment afiditional dividend of $0.03 per share, basechemumbe
of shares issued and outstanding at March 22, 2006h should not change until the date of paymemnt,
account of fourth quarter profits, to all issued autstanding shares of common stock on April 452@ayable



on April 18, 2005.

Ormat Technologies, Inc. (ORA) — High and Low Psi¢er the Fourth Quarter Period, Ending December
31, 2004, and until March 15, 2005:

Fourth Quarter 2004
High: $ 18.70

Low: $ 15.20

January 1March 15, 2005
High: $ 16.5

Low: $ 15.01

Equity Compensation Plan Information

For information on our equity compensation plae$erto Item 12 "Security Ownership of Certain
Beneficial Owners and Managments."
Unregistered Sales of Equity Securities and Use Bfoceeds

On June 30, 2004, we issued 1,160,714 shares @ooumon stock to Ormat Industries in connectiowit
the conversion of a $20.0 million loan to equitye Wave relied on the private placement exemptioayaunt to
Section 4(2) of the Securities Act of 1933, as ageeln with respect to the issuance of such shares.
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On November 10, 2004, the SEC declared effectiveenistration statement on Form S-1 (File No. 333-
117527) ("Registration Statement") for our Iniffalblic Offering. Under the Registration Statemevg,
registered and sold 7,187,500 shares of our constomk. All of the 7,187,500 shares sold in thaeoffg were
sold at $15.00 per share. The offering closed omeNter 16, 2004. The underwriting syndicate wasagead
by Lehman Brothers Inc., Deutsche Bank Securities RBC Capital Markets Corporation, and Wellsgéar
Securities LLC.

The aggregate gross proceeds from the sale of BA@8hares of common stock were $107.8 milliore Th
aggregate net proceeds to us after the offering $87.0 million, after deducting an aggregate o5$illion in
underwriting discounts and commissions paid touthgerwriters and $3.3 million in other expensesiired in
connection with the offering.

As of the date of this filing, we invested our pebceeds in interest-bearing investment-gradetnstnts
and bank deposits

ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected cortaikd financial data for the years ended and addkes
indicated. We have derived the selected consolid@&tancial data for the years ended December 30422003
and 2002 and as of December 31, 2004 and 2003dtworaudited consolidated financial statementsarh in
Part Il Item 8 of this annual report. We have dedithe selected consolidated financial data foydses ended
December 31, 2001 and 2000, and as of Decemb&082, 2001 and 2000 from our audited consolidated
financial statements not included herein.

The information set forth below should be readanjanction with Iltem 7 — "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations” and our consolidated financial statemeset
forth in Part Il Item 8 of this annual report.

Year Ended December 31,

2004 2003 2002 2001 2000

(in thousands, except per share data)
Statement of Operations Data



Revenues
Electricity Segment

Energy and capaci $ 100,28: $ 77,75 $ 6549 $ 33,95¢ $ 20,78(
Lease portion of energy and capat 58,55( _ _ — _
Total Electricity Segmer 158,83: 77,752 65,49: 33,95¢ 20,78(
Products Segmel 60,39¢ 41,68¢ 20,13¢ 13,95¢ 27,78(
219,23( 119,44( 85,62¢ 47,91t 48,56(
Cost of revenues
Electricity Segment
Energy and capaci 63,30( 46,72t 33,48: 12,53¢ 8,55¢
Lease portion of energy and capat 26,44 — _ _ _
Total Electricity Segmer 89,74: 46,72t 33,48: 12,53¢ 8,55¢
Products Segme! 46,33¢ 29,49¢ 17,29: 17,45¢ 22,70¢
136,07¢ 76,22( 50,77¢ 29,99( 31,26¢
Gross Margir 83,15 43,22( 34,85¢ 17,92¢ 17,29:
Operating expenses (incom
Research and development expet 2,17t 1,391 1,50z 1,72¢ 2,26(
Selling and marketing expens 7,76¢ 7,081 6,051 6,53¢ 3,62«
General and administrative expen 11,60¢ 9,252 7,07: 5,44¢ 6,632
Gain on sale of geothermal resource ri¢ (845) — — _ _
Operating incom: 62,44« 25,49( 20,227 4,217 4,77¢
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Year Ended December 31,
2004 2003 2002 2001 2000
(in thousands, except per share data)
Other income (expense
Interest incomi 1,31¢ 607 60¢ 1,328 1,49¢
Interest expens (42,785 (8,120 (6,179 (4,339 (3,700
Foreign currency translation and transaction gain
(loss) (14€) (31€) (329 30t 25
Other nor-operating income(1 112 464 1,19t 30C 7,88¢
Income from continuing operations before income
taxes, minority interest and equity in income of
investee: 20,94 18,12¢ 15,52¢ 1,812 10,48:
Income tax provisiol (6,609 (2,506 (6,135 (3,065 (499
Minority interest in earnings of subsidiari (108) (519 (1,199 (645) (550
Equity in income of investet 3,567 55¢ 314 16€ 69
Income (loss) from continuing operatic 17,79: 15,65¢ 8,51« (1,732 9,512
Discontinued operation
Loss from operations of discontinued activities in
Kazakhstar — — (3,119 (4,687 (2,917
Loss on sale of Kazakhstan operati — — (6,444 — _
Income (loss) before cumulative effect of
change in accounting princig 17,79 15,65¢ (1,044 (6,417 6,601
Cumulative effect of change in accounting principle
(net of tax benefit of $125,00 — (205) — _ _
Net income (loss $ 17,797 $ 1545¢ $ (1,049) $ (6,41 $ 6,601




Basic and diluted income (loss) per shi

Income (loss) from continuing operatic $ 0.7z % 0.67 $ 037 $ (0.07) ¢ 0.41
Loss from discontinued operatio — — (0.47) (0.20 (0.13)
Cumulative effect of change in accounting
principle — (0.0)) — — —
Net income (loss $ 07z $ 0.6 $ (0.04) $ 0.29) $ 0.2¢
Weighted average number of shares outstar 24,80¢ 23,21« 23,214 23,21« 23,21«
Balance Sheet Data (at end of year):
Cash and cash equivalel $ 36,75 $ 887 $ 36,68 $ 13,20 $ 10,07:
Working capital (deficit 50,34: 2,671 (79,857 (50,459 (23,399
Property, plant and equipment, net (including
constructio-in process 527,00: 379,13 180,11¢ 153,74( 97,20:
Total asset 850,08t 543,13t 287,37¢ 226,61 169,13
Long-term debt (including current portio 384,51! 260,48t 95,807 91,32: 61,35¢
Notes payable to Parent (including current port 193,85. 177,00« — — —
Stockholder's equit 167,91« 36,97t 27,831 22,96¢ 29,00:

(1) Includes a non-recurring $7.6 million gain rgozed during the year ended December 31, 200ftimglto the sale of 50% of our interest
in a coal fired heating and electricity power planthe Republic of Kazakhstan. The sale agreemetgred into in 1998 provided the
purchaser with the right, conditional upon occuceenf certain adverse events before September 20@8quire us to repurchase all of the
ownership interests sold to the purchaser. Thesgefur gain was recognized at the time of the osigiale transaction in 1998. When the
conditional right expired in 2000, we recognized thll amount of the gain.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following discussion and anglysour results of operations, financial conditiand
liquidity in conjunction with our consolidated fineial statements and the related notes. Some ohtbiemation
contained in this discussion and analysis or sghfelsewhere in this annual report including infeattion with
respect to our plans and strategies for our businstatements regarding the industry outlook, oyreetations
regarding the future performance of our busines&l the other non-historical statements containesineare
forward-looking statementsSee "Cautionary Note Regarding Forward-Looking &tants". You should also
review the "Risk Factors" section under this Itemd discussion of important factors that could saactual
results to differ materially from the results débed herein or implied by such forward-looking staents.

General
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 popiants,
and we also design, develop and build, and plawtoand operate, recovered energy-based powesplant
each case, using equipment that we design and actoté. In addition, we sell the equipment we desigd
manufacture for geothermal electricity generatiecpvered energy-based electricity generation cdimelr
equipment for electricity generation to third pastiOur operations consist of two principal busireegments.
The first consists of the sale of electricity fromr power plants, which we refer to as the EleityriSegment,
while the second consists of the design, manufegfand sale of equipment for electricity generatibe
installation thereof and the provision of servioggting to the engineering, procurement, constwacbperation
and maintenance of geothermal and recovered eperggr plants, which we refer to as the Productsrige).

Our Electricity Segment currently consists of aurdstment in power plants producing electricityniro
geothermal resources. It will also include our pkahinvestment in power plants producing electrifribm
recovered energy resources. Our geothermal powaatginclude both power plants that we have built powe
plants that we have acquired. Our Products Segowoersists of the design, manufacture and sale apemnt



that generates electricity, principally from geathal and recovered energy resources, but also oty
fuel sources as well. Our Products Segment aldodes, to the extent requested by our customegs, th
installation of our equipment and other related @oplant installations and the provision of sersioglating to
the engineering, procurement, construction, opamaind maintenance of geothermal and recoveredgner
power plants. For the year ended December 31, 2004 lectricity Segment represented approximatlyi%
of our total revenues, while our Products Segmemitasented approximately 27.6% of our total revemiuging
such period.

Our Electricity Segment operations are conductetiénUnited States and throughout the world. Weshav
increased our net ownership interest in generatapgcity by 162 MW between December 31, 2002 and
December 31, 2004, of which 150 MW was attributableur acquisition of geothermal power plants fritvind
parties and 12 MW was attributable to increaseageing capacity of our existing geothermal powanfs
resulting from plant technology upgrades and imprognts to our geothermal reservoir operations.eSinc
January 1, 2001, we have completed various aciuisibf geothermal power plants in the United Statih an
aggregate acquisition cost, net of cash receivied5@3.9 million. We also own or control as well@gsrate
geothermal projects in Guatemala, Kenya, Nicaragehthe Philippines. Our net ownership in our gatieg
capacity has increased from 94 MW, as of DecembeP@01, to 302 MW, as of December 31, 2004.

In the year ended December 31, 2004, total Elégti82gment revenues from the sale of electricitybr
wholly owned power plants (including revenues of 80% owned Leyte Project for the three month ended
March 31, 2004, as described below) were $158.Bomil
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In addition, revenues from our 50% ownership offMtemmoth Project for the year ended December 31,
2004 and revenues from our 80% ownership of thed Byoject for the period from April 1, 2004 to Retber
31, 2004 (due to the deconsolidation of the Leytgdet on April 1, 2004, as a result of adoptior=tfl No.
46R), were $14.5 million. The investments of sunhjgrts are accounted for in our consolidated faren
statements under the equity method.

Our Products Segment operations are also condircted United States and throughout the world.tRer
year ended December 31, 2004, revenues attribuiabler Products Segment were $60.4 million. Weet
identified recovered energy-based power generatsoa significant market opportunity for us in theited
States and throughout the world. We expect than@ortant element of our growth in the ProductsrBexgt will
be the design, manufacturing and sale of recovenedgy products that will allow us (in our Eleditic
Segment) and potential customers (in our Produgti@et) to utilize waste heat for the purpose ofipoing
electricity.

Our Electricity Segment is characterized by rekltiypredictable revenues generated by our poweaitpla
pursuant to long-term power purchase agreementts t@rims which are generally up to 20 years. Bytrean,
revenues attributable to our Products Segment,indnie based on the sale of equipment and the ows$
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 waeiopment, which our management evaluates lasedsts
attributable to each such project. Our managemeaitiates the performance of our Products Segmeseichan
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.

During the year ended December 31, 2004, our tetanues increased by 83.5% (from $119.4 to $219.2
million) over the previous year. It is importantrtote, however, that the year ended December 1 &Gthe
first year in which our total revenues includedemwes generated by power plants that we acquinéaigdiine
twelve months preceding December 31, 2004. Accgidirour results of operations for the various gear
covered by our consolidated financial statemerttfosth in Part 1l Item 8 of this annual report magt be
comparable with each other or indicative of futtesults.

The profitability of our acquisition and expansistnategy is reflected by the growth in our opeatin
income, which increased to $62.4 million for thayended December 31, 2004 compared with $25.%miibr



the year ended December 31, 2003. There can besooaamce, however, that our operations will cortitu
achieve this level of profitability. Please revidéwve section "Risk Factor&actors that could affect future resu
set forth in this item for a description of thekeghat may affect our business.

Recent Developmet

On November 16, 2004, we completed an initial pubffering of 7,187,500 shares (including the
underwriters' over-allotment option) of our comnstack pursuant to a prospectus dated NovemberQDa, 2t
$15 per share. Net proceeds to us after commisaioth®ffering related expenses were approximat@fdh
million. As of March 15 2005, there were 31,562,495 shares of our comnoak stutstanding.

Trends and Uncertainties

The geothermal industry in the United States hstofically experienced significant growth followbd a
consolidation of owners and operators of geothepualer plants. During the 1990s, growth and devekt in
the geothermal industry occurred primarily in fgremarkets and only
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minimal growth and development occurred in the ethiStates. Since 2001, there has been increasexhddon
energy generated from geothermal resources in tlited)States as production costs for electricityegated
from geothermal resources have become more coinpatitiative to fossil fuel generation due to irasig gas
prices and as a result of newly enacted legislatieregulatory incentives, such as state renewststéolio
standards. We see the increasing demand for egerggrated from geothermal and other renewable res®in
the United States and the further introductionesfewable portfolio standards as the most signifitands
affecting our industry today and in the immediateife. Our operations and the trends that from tortéme
impact our operations 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 and expect to experience additional growtntd the construction of additional projects. As a
result of such acquisitions, we expect an incrégaser consolidated revenues as well as in our
operating income attributable to our ElectricitygBeent in 2005, as compared to our consolidated
revenues and in our operating income attributableur Electricity Segment for the year ended
December 31, 2004.

< In the United States, we expect to continue to fiefnem the increasing demand for renewable en
as a result of favorable legislation adopted bgth8es and the district of Colombia, including
California, Nevada and Hawaii (where we have béemtost active in our geothermal development
and in which all of our U.S. projects are locatdd)each of these states, relevant legislationeciily
requires that an increasing percentage of theraiggtsupplied by electric utility companies opting
in such states be derived from renewable energyuress until certain pre-established goals are met.
We expect that the additional demand for renewabérgy from utilities in such states will create
additional opportunities for us to expand existimgjects and build new power plants.

* Outside of the United States, we expect thadréety of governmental initiatives, including thead
of long-term contracts to independent power geonesathe 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 royppity for us
in the United States and throughout the world. \Weeiritially targeting the North American market
and, thereafter, we intend to leverage our sudoedsmt 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.

* We expect the revenues from our Products Segime@®05 to be similar to the revenue level we
achieved in 2004. In pursuing new orders, we pasdte in tenders for projects and proposals for
installations and identify and monitor markets, ethutilize or plan to utilize geothermal energydan
in which geothermal resources are available. Owefdng-term, we intend to continue to pursue
growth in our recovered energy business, and weaxpat the portion of revenues from our
recovered energy business as a percentage oftéheegeenues from our Product Segment will
increase.

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 slade of electricity are derived from fully-contradt
payments under long-term power purchase agreements.
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» The viability of the geothermal resources wtiZoy 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 extractabl@fidor our operations) and operational factoratme¢
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 operst

< Our foreign operations are subject to signiftqawlitical, 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 currentigyailing 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 expect current interest rates to gradualtyaase in the short-term. Any increases in inteedst
that impact our existing financings or future finargs could increase the aggregate amount of our
interest expenses and thus could have an advdest efi 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 inceesthe cost of transportation of our products. An
increase in such costs may have an adverse effemirdfinancial condition and results of operations

e Under Section 710 of the American Jobs Creafioihof 2004 that was signed into law on October 22,
2004, owners of geothermal power companies arevatido claim a "production tax credit" of 1.8
cents per kWh on electricity produced from geottanmmasources. Under the Act, we may claim these
credits on electricity generated as a result oplhened enhancement or construction of projeets th
will be put in service before December 31, 2005, @#ethe owner of the project must choose between
this production tax credit and a 10% investmentct@dit. The production tax credit that could be
claimed on electricity sold during the first fivg) (years after the project achieves commercial
operation may significantly improve our financiakults. Some of our power purchase agreements
allow the power purchaser to benefit from partwdtsproduction tax credits, if and when they bec
available to us.

Revenues



We generate our revenues primarily from the salgedftricity from our geothermal power plants, the
design, manufacture and sale of equipment for tégtgeneration and the construction, installatand
engineering of power plant equipment.

Revenues attributable to our Electricity Segmeetralatively predictable as they are derived fromgale
of electricity from our power plants pursuant tadgeterm power purchase agreements; however, suehues
are subject to seasonal variations, as more febcdbed below in the section entitled "Seasorialidyr power
purchase agreements generally provide for the payofeapacity payments, energy payments, or both.
Generally, capacity payments are payments cal@ltzdsed on the amount of time that our power plargs
available to generate electricity. Some of our poptgchase agreements provide for bonus paymetiein
event that we are able to exceed certain targetdend the potential forfeiture of payments iffaieto meet
minimum target levels. Energy payments, on therdthed, are payments calculated based on the arnbunt
electrical energy delivered to the relevant powecpaser at a designated delivery point. The igeticable to
such payments are either fixed (subject, in cexases, to certain adjustments) or are based aeleéhent
power purchaser's short run avoided costs (thenental costs that the power purchaser avoids blraving tc
generate such electrical energy itself or purclitafsem others).
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As required by Emerging Issues Task Force No. @e8ermining Whether an Arrangement Contains a
Lease, we assessed all of our power purchase agreememigred since July 1, 2003, and concluded that all
such agreements related to our Heber 1 and 2, $ted/3, Steamboat Hills, and Puna projects coetba
lease element requiring lease accounting. Accolglingvenue related to the lease element of theeagents are
presented as "lease portion of energy and capaetghue, with the remaining revenue related tgtlduction
and delivery of the energy presented as "energycapécity” revenue in our consolidated financiatesnents.
As the lease revenue and the energy and capaeépnues are derived from the same arrangement ahddib
within our Electricity Segment, we analyze sucherawes, and related costs, on a combined basis for
management purposes.

Revenues attributable to our Products Segmentearerglly unpredictable because larger customersrde
for our products are typically a result of our papiating in, and winning, tenders issued by pagmiustomers
in connection with projects they are developingctBprojects often take a long time to design anetkbg and
are often subject to various contingencies suchasustomer's ability to raise the necessary Gimanfor a
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 aewanues for the years indicated:

Revenues in thousands % of revenues for period indicated
Year Ended December 31, Year Ended December 31,
2004 2003 2002 2004 2003 2002
Revenues
Electricity Segmen $ 15883 $ 77,75. % 65,49: 72.% 65.1% 76.5%
Products Segme! 60,39¢ 41,68¢ 20,13¢ 27.6% 34.9% 23.5%
Total $ 219,23( $ 11944( $ 85,62¢ 100.(% 100.(% 100.(%

Geographical breakdown of revenues

84.7%, 56.4% and 48.0% of the revenues attributabdeir Electricity Segment were generated in the
United States in the year ended December 31, ZIMAR, and 2002, respectively. During the past thiseal
years, the percentage of our total revenues atafilieito the sale of electricity in the United 8tahas increase
significantly, as compared to the percentage oftotal revenues that is attributable to the salelectricity by
our foreign projects that has declined commenslyrai&e revenues of our foreign projects for tharyended
December 31, 2004 also decreased due to the ddictati®m of the Leyte Project from our consolidated
financial statements as of April 1, 2004. The iasein our Electricity Segment is largely attriliésto our



recent acquisition of various projects in the Usi&ates. The following table sets forth the gephia
breakdown of the revenues attributable to our Elgtst Segment for the years indicated:

Year Ended December 31,

2004 2003 2002
United State: 84.1% 56.4% 48.(%
Foreign 15.2% 43.6% 52.(%

Historically, revenues attributable to our Produ®¢gment, after giving effect to the elimination of
intercompany transactions, have been derived pilyrfaom outside of the United States, which ideefive of
the historical demand in the United States desdrédgewhere in this annual report. Since 2003, awe libegun
to generate revenues attributable to our Prodwgsn®nt in the United States as well. However, @salt of the
fluctuation and unpredictability of the revenuesilatitable to our Products Segment and the impeatta few
sales or EPC contracts can have on the geograjsiiitbdtion of such revenues, the geographicalithistion of
such revenues may not be indicative of any devetppiends or of our future results.
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Seasonality

The demand for the electricity generated by our ki projects and the prices paid for such elgttri
pursuant to some of our power purchase agreementibject to seasonal variations. The demandédotrieity
from the Heber 1 and 2 projects, the Mammoth ptaed the Ormesa project is the highest in the semm
months of June through September, because the puwehaser for those projects, Southern CalifoEdeson
Company, delivers more electricity to its Calif@mnarkets during such period in order to meet denfianair
conditioning and other energy-intensive coolingeyss utilized during such summer months. The denfiand
electricity from the Steamboat complex and the Bnabject is more balanced, consisting of both semand
winter peaks that reflect the greater temperatar&@ations in Nevada. The demand for electricityrfrine Puna
project is balanced due to the equatorial tempezatuHawaii (with less pronounced temperatureatamns
during the year). In California, the capacity rgtegable pursuant to the applicable power purchgssement
are higher in the summer months and as a resule@ave higher revenues during such months. Inrast
there are no significant changes in prices dufligyear payable pursuant to our power purchaseiagnmet for
the Puna project and the Nevada projects. In tinéewidue principally to the lower ambient temperat our
power plants produce more energy and as a resukteedve higher energy revenues. However, the highe
capacity payments payable by the power purchaggalifiornia in the summer months as a result ofinlcecase
in demand and in prices have a more significanichpn our revenues than that of the higher energgnues
generally generated in winter due to increasedieficy, and as a result our revenues are gendiigiher in the
summer than in the winter.

Breakdown of Expense
Electricity Segment

The principal expenses attributable to our opegapirojects include operation and maintenance exgsens
such as salaries, equipment expenses, costs sfgrattchemicals, costs related to third-party sesyilease
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 oagular basis,
which results in fluctuations in our expenses amdresults of operations for individual projectsrfr quarter to
quarter.

Payments made to government agencies and privategas compensation for the use of the relevant
geothermal resources and site leases where plankscated are included in cost of revenues.

Royalty payments are payments made as compengatithre right to use certain geothermal resources a
are included as a component of cost of revenuesasnpaid as a percentage of the revenues ddriwadhe
associated geothermal rights. For the year endedrleer 31, 2004, royalties were approximately 3d0%he
electricity revenues.



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% to 5.0% of the proceeds recovermd the sale of products which were developed putsioa
such research and development programs.

Some of the principal expenses attributable toRvoducts Segment, such as a portion of the cdstedetc
labor, utilities and other support services arediand, in order to maintain our current productiod
construction capability must be incurred, notwidmgting the revenues attributable to our Producgsrsat. As |
result, the cost of revenues attributable to oodBects Segment, expressed as a percentage ofde¢alues, is
often very fluctuant. To date, our management hadenthe strategic decision to maintain our prodacsind
construction capacity and, therefore, maintainfitked cost component of the total costs attribwgablour
Products
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Segment at the current level. Another reason foh $luictuation is that in responding to bids for puoducts,
we price our products and services in relationxisteng competition and other prevailing market ditions,
which may vary substantially from order to order.

Cash, Cash Equivalents and Marketable Securities

Our cash, cash equivalents and marketable sesuai®@f December 31, 2004 increased to $125.%milli
from $8.9 million as of December 31, 2003, prindlipdue to the additional cash received from: (dgeeds
from the IPO of shares of our common stock on teerNork Stock Exchange that was completed on Nows
16, 2004., (ii) proceeds from the issuance of #ei@ Secured Notes, and (iii) the operating ati¢igiof the
acquired projects.

Critical Accounting Policies

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

« Revenues and Cost of Reven. Revenues related to the sale of electricitynflour geothermal
power plants, and capacity payments paid in coioregtith such sales, are recorded based upon
output delivered and capacity provided by such pguents at rates specified pursuant to the refevan
power purchase agreements. Revenues generate@mgineering and operating services and sales of
products and parts are recorded once the servimevided or product delivery is made, as applieabl
Revenues generated from the construction of gemtdeand recovered energy power plant equipment
on behalf of third parties is recognized on theepetage completion method, which is the relatignshi
between costs actually incurred and total estimetests to completion. Such cost estimate is made by
management in part based on prior operations apdrirbased on specific project characteristics and
designs. If management's estimates utilized wispeet to our Products Segment of total estimated
costs to completion are inaccurate, then the p&gerof completion will also be inaccurate and thus
lead management to over or unéstimate the gross margins for our Products SegrReoxisions fol
estimated losses relating to contracts are matteiperiod in which such losses are determined.
Changes in job performance, job conditions, anitheséd profitability, including those arising from
the application of penalty provisions in relevaobttacts and final contract settlements, may result
revisions to costs and revenues and are recogitizbéd period in which the revisions are determined

< Determining whether a Arrangement Contains a Le.  In May 2003, the Emerging Issues Task
Force ("EITF") reached consensus in EITF Issue0d4e8,Determining Whether an Arrangement



Contains a Leaseto clarify the requirements of identifying whettam arrangement contains a leas

its inception. The guidance in the consensus igded to broaden the scope of arrangements, such as
power purchase agreements, accounted for as l&a3ésissue No. 01-8 requires both parties to an
arrangement to determine whether a service contragitnilar arrangement is, or includes, a lease
within the scope of SFAS No. 18ccounting for LeasesThe consensus is being applied prospect

to arrangements agreed to, modified, or acquirdniginess combinations on or after July 1, 200&
adoption of EITF Issue No. 01-8 effective July @02 did not have a material effect on our financial
position or results of operations. The power puseh@greements acquired in connection with the
acquisition of the Heber 1 and 2, Steamboat 2&ar8boat Hills and Puna projects contain a lease
element within the scope of SFAS No. 13. Accordinégdr the

48

year ended December 31, 2004, revenues and cesisiated with the lease element of the Stearr

2/3 power purchase agreements have been presantieéise portion of energy and capacity” revenue,
with the remaining revenue related to the productiod delivery of the energy being presented as
"energy and capacity" revenue in our statementgpefation.

Impairment of Lon-lived Assets and Long-lived Assets to Be Disposed Long-lived assets
including unconsolidated investments and power lpase agreements are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset may not be
recoverable. Recoverability of assets to be hettuamed is measured by a comparison of the carrying
amount of an asset to estimated future net undigedwcash flows expected to be generated by the
relevant asset. The significant assumptions thafiseein estimating our undiscounted future cash
flows include: (i) projected generating capacitytlté project and rates to be received under the
respective power purchase agreements, and (ii@qtesj operating expenses of the relevant project. |
assets are considered to be impaired, the impairtndre recognized is measured by the amount by
which the carrying amount of the assets exceedfathealue of the assets. Assets to be disposed of
are reported at the lower of the carrying amourfainrvalue less costs to sell. Our assessment
regarding the existence of impairment factors seleon market conditions, operational performance
and legal factors relating to our business. Ouiekgwf existing factors and the resulting apprajeria
carrying value of our long-lived assets are suliegidgment and estimates that management is
required to make. We believe that no impairmensgtexior our long-lived assets; however future
estimates as to the recoverability of such assajsahange based on revised circumstances.

Obligations Associated with the Retirement of Langd Assets Effective January 1, 2003, we
adopted Statement of Financial Accounting Stand@®ISAS") No. 143 of the Financial Accounting
Standards Board ("FASB"Accounting for Obligations Associated with the Fstient 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 ouseis include our obligation to cap wells upon
termination of our operating activities, the disithiag of our geothermal power plants upon cessation
of our operations and the performance of certaimedial 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 consolidated financial conditiorda
results of operations.

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 theirfalue unless such instruments are exempted from



derivative treatment as a normal purchase and riaaha 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 effeess of transactions that receive hedge
accounting.

We maintain a risk management strategy that parates the use of interest rate swaps and interest
rate caps to minimize significant fluctuation irshélows and/or earnings that are caused by irteres
rate volatility. Gain or losses on contracts thmétially qualify for cash flow hedge accounting t vé
related taxes, are included as a component of atiraprehensive income or loss and are subseqt
reclassified into earnings when interest on thateel
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debt is paid. Gain or losses on contracts theahat designated to qualify as a cash flow hedge ar
included as a component of interest expense.

We adopted and have become subject to the poogisif SFAS No. 133 Derivative Implementation
Group (DIG") Issue No. C1%ormal Purchases and Normal Sales Exception fotaleOption-Type
Contracts and Forward Contracts in Electricityhich expands the requirements for the normal
purchase and normal sales exception to includérigi®¢ contracts entered into by a utility company
when certain criteria are met. Also, pursuant t&@dsue No. C15, contracts that have a price
adjustment clause based on an index that is netttiirrelated to the electricity generated, asraefiir
SFAS No. 133, do not meet the requirements fontirenal purchases and normal sales exception. We
have power sales agreements that qualify as deévisistruments under DIG Issue No. C15 and do
not meet the exception as they have a price adgmtolause based on an index that does not directly
relate to the sources of the power used to gendratelectricity. Our adoption of the provisions of
DIG Issue No. C15 in 2002 did not have a matenmdact on our consolidated financial position and
results of operations.

In June 2003, the FASB issued DIG Issue No. G20pe Exceptions: Interpretation of the Meanin
Not Clearly and Closely Related in Paragraph 10@xnarding Contracts with a Price Adjustme
Feature. DIG Issue No. C20 specified additional circumstmin which a price adjustment feature in
a derivative contract would not be an impedimergualifying for the normal purchases and normal
sales scope exception under SFAS No. 133. DIG INsu€20 was effective as of the first day of the
fiscal quarter beginning after July 10, 2003, otdber 1, 2003 for us. DIG Issue No. C20 requires
contracts that did not previously qualify for thermal purchases and normal sales scope exception,
and do qualify for the exception under DIG Issue 820, to freeze the fair value of the contraabias
the date of the initial application, and amortigetsfair value over the remaining contract period.
Upon our adoption of DIG Issue No. C20, we ele¢hednormal purchase and normal sales scope
exception under FAS No. 133 related to our poweclase agreements. Such adoption did not have a
material impact on our consolidated financial positand results of operations.

Accounting for Income Tax. As part of the process of preparing our cddated financial
statements, we are required to estimate our indarim each of the jurisdictions in which we operat
This process requires us to estimate our actua¢ttax exposure and make an assessment of
temporary differences resulting from differing tmeant of items for tax and accounting purposesh
differences result in deferred tax assets andliligsi which are included in our consolidated bakan
sheet. We must then assess the likelihood thahetdeferred tax assets will be recovered fromréutu
taxable income and, to the extent we believe thelt 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 taxigion in our consolidated statement of
operations. Management uses significant judgmedéetarmining our deferred tax assets and liaksl
and any valuation allowance recorded against oudeferred tax assets. In the event that we gemerat
taxable income in a particular jurisdiction in wihiwe operate and in which we have net operating los
carryforwards for which a deferred tax valuatiolowhnce has been established, we may be required
to adjust our valuation allowance. We account fimestment tax credits and we will account in the



future, if applicable, for production tax credis@reduction to income tax in the year in whiah th
credits arise.

Stock-Based Compensation We account for stock-based compensation basé¢hke provisions of
Accounting Principles Board Opinion No. 2&;counting for Stock Issued to Employaed related
interpretations, which we refer to as APB Opinion. [85, which states that no compensation expense
is required to be recorded for stock options oep#tock-based awards to employees that are granted
with an exercise price equal to or above the eséithtair value per share of common stock on the
relevant grant date. In the event that stock optame granted at a price that is lower than the fai
market value on the relevant grant date, the diffee between the fair market value of the common
stock and the
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exercise price of the stock options is recordedreearned compensation. Unearned compensation is
amortized to compensation expense over the vegtrigd applicable to the stock option. We have
adopted the disclosure requirements of SFAS No, A28unting for Stock-Based Compensatias

it relates to stock options granted to employedschvrequires pro forma net income to be disclosed
based on the fair value of the options granteti@tiaite of the relevant grant.

New Accounting Pronouncemel

Consolidation of Variable Interest Entities

In January 2003, the FASB, issued Interpretation46oConsolidation of Variable Interest Entities, an
interpretation of ARB 51which we refer to as FIN No. 46, as amended By Ro. 46R in December
2003. Among other things, FIN No. 46R generallyedefd the effective date of FIN No. 46 to the
quarter ended March 31, 2004. The objectives of [RtN46R are to provide guidance on the
identification of Variable Interest Entities, whiefe refer to as VIEs, for which control is achieved
through means other than ownership of a majoritthefvoting interest of the entity, and how to
determine which company (if any), as the primamgdfigiary, should consolidate such VIE. A variable
interest in a VIE, by definition, is an asset, lid, equity, contractual arrangement or otherremmic
interest that absorbs the entity's economic vdiiabi

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., inclitwe have an 80% ownership interest, should be
deconsolidated. Ormat Leyte Co., Ltd.'s operatemyits were accounted for using the consolidated
method of accounting for the thregenth period ended March 31, 2004 and, effectival Ap 2004, ou
ownership interest in Ormat Leyte Co., Ltd. is aosted for using the equity method of accounting.

Share-Based Payments

In December 2004, the FASB issued the revised SRASL23,Share-Based Paymenthich we refer
to as SFAS No.123R and which addresses the acoguioti sharehased payment transactions in wr
a company obtains employee services in exchangé)equity instruments of the company, or (ii)
liabilities that are based on the fair value of thenpany's equity instruments or that may be seltie
the issuance of such equity instruments. SFAS NBR1liminates the ability to account for employee
share-based payment transactions using APB Ophir25,Accounting for Stock Issued to
Employeesand requires instead that such transactions besatemb for using the grant date fair value
based method. SFAS No. 123R will be effective athefbeginning of the first interim or annual
reporting period that begins after June 15, 2008 (I, 2005 for us). Early adoption of FAS No.123}
encouraged. SFAS No0.123R applies to all awardsegaor modified after the Statement's effective
date. In addition, compensation cost for the uracepbrtion of previously granted awards that remain
outstanding on the Statement's effective date blealecognized on or after the effective datehas t
related services are rendered, based on the awaan$'date fair value as previously calculatedtifier
pro forma disclosure under SFAS No.123.



We estimate that the cumulative effect of adop8HR#\S N0.123R as of its adoption date by us (July 1,
2005), based on the awards outstanding as of DesreBih 2004, will be immaterial. This estimate ¢
not include the impact of additional awards, whichy be granted, or forfeitures, which may occur
subsequent to December 31, 2004 and prior to ayptanh of SFAS No.123R. We expect that upon the
adoption of SFAS No.123R, we will apply the modifigrospective application transition method, as
permitted by the Statement. Under such transitiethod, upon the adoption of SFAS No0.123R, our
consolidated financial statements for periods padhe effective date of the Statement will not be
restated. We do not expect SFAS No. 123R to hawmatarial impact on our results of operations and
financial position in future periods.
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Inventory Costs

In November 2004, the FASB issued SFAS No. 1&dentory Costs - an amendment of ARB 43,
Chapter 4SFAS No0.151 amends the guidance in ARB No. 43, @&hnal Inventory Pricing, to clarify
the accounting for abnormal amounts of idle facéikpense, freight, handling costs, and wasted
material. This Statement requires that those iteensecognized as current period charges. In additio
this Statement requires that allocation of fixeddurction overheads to the costs of conversion beda
on the normal capacity of the production faciliti8&AS No.151 will be effective for inventory costs
incurred during fiscal years beginning after JuBe2D05 (January 1, 2006 for us). Earlier applorati
SFAS No.151 is permitted. The provisions of SFAS1SaG shall be applied prospectively. We do not
expect SFAS No.151 to have a material impact orre@auwlts of operations and financial position in
future periods.

Exchange of Non-monetary Assets

In December 2004, the FASB issued SFAS No. Ex8hanges of Non-monetary Assets - An
Amendment of APB Opinion No. BFAS No. 153 amends APB Opinion No. 2@counting for Non-
monetary TransactionsThe amendments made by SFAS No. 153 are bastr gminciple that
exchanges of non-monetary assets should be medsased on the fair value of the assets exchanged.
Further, the amendments eliminate the exceptiondormonetary exchanges of similar productive
assets and replace it with a general exceptioeXohanges of non-monetary assets that do not have
commercial substance. The provisions in SFAS NodrgZffective for non-monetary asset exchanges
occurring in fiscal periods beginning after June 2805 (July 1, 2005 for us). Early application of
SFAS No. 153 is permitted. The provisions of SFAS1$3 shall be applied prospectively. We do not
expect SFAS No.153 to have a material impact orr@auwlts of operations and financial position in
future periods.

Whether an Investor Should Apply the Equity Methioficcounting to Investments Other Than Com
Stock

In July 2004, the FASB issued EITF Issue No. 02¥¥#gether an Investor Should Apply the Equity
Method of Accounting to Investments Other Than Cam&tockEITF Issue No. 02-14 addresses
whether the equity method of accounting appliesmdneinvestor does not have an investment in v
common stock of an investee but exercises sigmifitdluence through other means. EITF Issue No.
02-14 states that an investor should only appletiity method of accounting when it has investment
in either common stock or in-substance common sbd¢ke investee, provided that the investor has th
ability to exercise significant influence over thygerating and financial policies of the investelee T
provisions in EITF Issue No. 02-14 are effectivergporting periods beginning after September 15,
2004 (October 1, 2004 for us). The adoption of EIFgue No. 02-14 by us did not have any our impact
on our results of operations and financial position

Results of Operations

Our historical operating results in dollars andg®rcentage of total revenues are presented bAlow.
comparison of the different periods described batoay be of limited value, as a result of the efemt our
historical operating results of each of the follogi (i) our recent acquisitions and enhancemenésgfired
projects, (ii) the sale of our investment in Kanag@a Holding Company, which we refer to as KHC ha third
quarter of 2002, which owned and operated two figad power plants in Kazakhstan, and (iii) fludioa in



revenues of our Products Segment.

52
Year Ended December 31,
2004 2003 2002
(in thousands, except per share data)
Statements of Operations Historical Data
Revenues:
Electricity Segmen $ 158,83. % 77,75: $ 65,49:
Products Segme! 60,39¢ 41,68¢ 20,13¢
219,23( 119,44( 85,62¢
Cost of revenues
Electricity Segmen 89,74 46,72¢ 33,48:
Products Segmel 46,33¢ 29,49 17,29;
136,07¢ 76,22( 50,77t
Gross margin:
Electricity Segmen 69,08¢ 31,02¢ 32,00¢
Products Segmel 14,06: 12,19« 2,84¢
83,15 43,22( 34,85«
Operating expenses (income):
Research and developm 2,17t 1,391 1,50:
Selling and marketin 7,76¢ 7,087 6,051
General and administrati\ 11,60¢ 9,252 7,07:
Gain on sale of geothermal resource ri¢ (84E) _ _
Operating incom 62,44« 25,49( 20,22;
Other income (expense):
Interest incomi 1,31¢ 607 60¢
Interest expens (42,785 (8,120 (6,179
Foreign currency translation and transaction (14€) (31€) (329)
Other nol-operating incomi 112 464 1,19t
Income from continuing operations before incometaxninority
interest and equity in income of invest 20,94: 18,12t 15,52¢
Income tax provisiol (6,609 (2,506 (6,135
Minority interest in earnings of subsidiari (108) (519 (1,199
Equity in income of investee 3,567 55¢ 314
Income from continuing operatiol 17,79: 15,65¢ 8,51¢
Discontinued operations:
Loss from operations of discontinued activitieKazakhstar — — (3,119
Loss of sale of Kazakhstan operatit — — (6,447)
Income (loss) before cumulative effect of changadoounting
principle 17,79: 15,65¢ (1,044
Cumulative effect of change in accounting principlet of tax
benefit — (205) —
Net income (loss $ 17,79. $ 1545 § (1,049
Basic and diluted income (loss) per shi
Income from continuing operatiol $ 0.7z % 0.61 $ 0.317
Loss from discontinued operatio — — (0.4))
Cumulative effect of change in accounting princ — (0.07) _
Net income (loss) $ 0.7z $ 0.6 $ (0.04)
Weighted average number of shares outstar 24,80¢ 23,21« 23,21«
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Statements of Operations Percentage Data:
Revenues:

Electricity Segmen

Products Segmel

Cost of revenues:
Electricity Segmen
Products Segmel

Gross margin:
Electricity Segmen
Products Segmel

Operating expenses (income’
Research and developmt
Selling and marketin
General and administratiy
Gain on sale of geothermal resource ri¢
Operating incom:
Other income (expense)
Interest incom:
Interest expens
Foreign currency translation and transaction glaiss{
Other nol-operating incomi

Income (loss) from continuing operations beforeoime taxes,

minority interest and equity in income of invest
Income tax provisiol
Minority interest in earnings of subsidiari
Equity in income of investee
Income from continuing operatiol
Discontinued operations:

Loss from operations of discontinued activitieKewakhstar

Loss of sale of Kazakhstan operatis

Income before cumulative effect of change in actiogrmrinciple
Cumulative effect of change in accounting principlet of tax

benefit
Net income (loss

Year Ended December 31,

2004 2003 2002
72.0% 65.1% 76.5%
27.6% 34.9% 23.5%

100.(% 100.(% 100.(%
56.5% 60.1% 51.1%
76.7% 70.7% 85.9%
62.1% 63.6% 59.5%
43.5% 39.9% 48.%%
23.5% 29.5% 14.1%
37.% 36.2% 20.7%

1.0% 1.2% 1.6%
3.5% 5.9% 7.1%
5.3% 7.7% 8.2%
(0.4)% — —
28 5% 21.2% 23.5%
0.6% 0.5% 0.7%
(19.5% (6.8)% (7.2)%
0.1)% 0.9% 0.4%
0.1% 0.4% 1.5%
9.6% 15.2% 18.1%
(3.0% 2.0% (7.2)%
0.1)% (0.5)% (1.4%
1.6% 0.5% 0.4%
8.1% 13.1% 9.9%
— — (3.6%
— — (7.5)%
8.1% 13.1% 1.2)%
— (0.2)% —
8.1% 12.5% 1.2)%

Comparison of the Year Ended December 31, 2004 tradYear Ended December 31, 2003

Total Revenues

Total revenues for the year ended December 31, 2@0d $219.2 million, as compared with $119.4 ol
for the year ended December 31, 2003, which reptedean 83.5% increase in total revenues. Thigas® is
primarily attributable to additional revenues begenerated from the Heber 1 and 2 projects, whielagquired
in December of 2003, the Steamboat 2/3 projectchvhie acquired on February 13, 2004, the Steanthidiat

project, which we acquired on May 20, 2004 and
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the Puna project, which we acquired on June 3, 280éh increase in revenues was also due to aticaddi
$18.7 million generated by our Products Segmenhd#004.

Electricity Segment

Year ended December 31,

2004 2003
(in millions)
Heber 1 and 2 Projec $ 59.7 $ 2.C
Steamboat Proje 15.4 1.C
Puna Projec 15.t —
Steamboat Hills Projet 1.8 —
Other Project: 66.4 74.€
Total $ 158.¢ $ 77.€

Revenues attributable to our Electricity Segmenttie year ended December 31, 2004 were $158.8
million, as compared with $77.8 million for the yemded December 31, 2003, which represented 8%04.
increase in such revenues. As noted above, suckeise is principally due to our acquisition aci@gt The
decrease in revenues from other projects is dtigetdeconsolidation of the Leyte project as of Apri2004,
which represented $12.6 million of our revenuestieryear ended December 31, 2003, versus onlyrfilicn
of our revenues for the year ended December 34.200

Products Segment

Revenues attributable to our Products Segmenh&yé¢ar ended December 31, 2004 were $60.4 million,
as compared with $41.7 million for the year ended@nber 31, 2003, which represented a 44.9% ireinas
such revenues. This increase resulted from addethues of $18.7 million, principally attributabtetivo large
geothermal projects (Mokai and Wairakei) duringykear ended December 31, 2004. Such increasetseflex
fluctuation of the revenues generated from our BctslSegment.

Total Cost of Revenues

Total cost of revenues for the year ended Dece@be2004 was $136.1 million, as compared with $76.2
million for the year ended December 31, 2003, whegresented a 78.5% increase in total cost ofnge As
percentage of total revenues, our total cost cdmees for the year ended December 31, 2004 and#rended
December 31, 2003 were 62.1% and 63.8%, respectivel

Electricity Segment

Total cost of revenues attributable to our ElettyriSegment for the year ended December 31, 2064 wa
$89.7 million, as compared with $46.7 million faetyear ended December 31, 2003, which represar@2dL¥
increase in cost of revenues for such segmenty&@aeended December 31, 2004 included $35.2 m|l$3r8
million, $2.0 million and $6.5 million, respectiyelof cost of revenues attributable to the Heband 2 projects
the Steamboat 1/1A and Steamboat 2/3 project$Stergmboat Hills project and the Puna project, agpeoed tc
the year ended December 31, 2003, during which pugjects were not included in our results of opiers
(other than a minimal amount in connection with ¢bet of revenues for Heber 1 and 2 projects ineDdaer
2003). As a percentage of total electricity reventietal cost of revenues attributable to our Eieity Segment
for the year ended December 31, 2004 (56.5%) vigistls! lower than the percentage for the year ended
December 31, 2003 (60.1%) because as a percerftegeaues, total cost of revenues for our newtyuared
projects were slightly lower than the projects um portfolio prior to such acquisitions. This weset slightly
by the deconsolidation of the Leyte project as pfilAL, 2004, for which the cost of revenues ageentage of
total Electricity Segment revenues for the yeareehBecember 31, 2003, was 45.7%, which is lower tha
average cost of revenues.
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Products Segment

Total cost of revenues attributable to our Prod&etgment for the year ended December 31, 2004 was
$46.3 million, as compared with $29.5 million faetyear ended December 31, 2003, which represarG@dl¥
increase in cost of revenues related to such seigi@ech $16.8 million increase in cost of revendiesng the
year ended December 31, 2004 was due to an indre#fse volume of sales, as compared to the yeded
December 31, 2003. As a percentage of total predesenues, our total cost of revenues attributabdeir
Products Segment for the year ended December 84,\28s 76.7% and for the year ended December 8B, 20
was 70.7%. The lower percentage of cost of reveimu2803 resulted from the cancellation of a primris
recorded in 2002 for the construction of a profeibbwing negotiations with a customer.

Research and Development Expen:

Research and development expenses for the yead &etember 31, 2004 were $2.2 million, as compared
with $1.4 million for the year ended December 3102 which represented a 56.4% increase in reseath
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 reflectsdhttdns in the period in which actual expenses \ererred.

Selling and Marketing Expense

Selling and marketing expenses for the year endamémber 31, 2004 were $7.8 million, as comparel wit
$7.1 million for the year ended December 31, 20@8¢ch represented a 9.6% increase due to an ireiras
activities. Selling and marketing expenses forythar ended December 31, 2004 constituted 3.5%alf to
revenues for such year, as compared with 5.9%hfoyéar ended December 31, 2003. Such 2.4% dedsease
principally attributable to the fixed cost naturfecertain of our selling and marketing expensesaaspared to a
larger revenue base. The larger revenue base weaspaily attributable to an increase in the revengenerated
by our Electricity Segment. Once a project is iem@pion and generates electricity, selling and midmk
expenses attributable to such project are relatinsignificant.

General and Administrative Expenses

General and administrative expenses for the yedgdbecember 31, 2004 were $11.6 million, as
compared with $9.3 million for the year ended DelbenB1, 2003, which represented a 25.5% increase in
general and administrative expenses. Such increaserincipally attributable to an increase in pesional
services fees related to our business developneéwities in the United States. General and adriaiive
expenses for the year ended December 31, 2004itcoedts.3% of total revenues for such year, aspared
with 7.7% for the year ended December 31, 2003h 2u4% decrease is attributable to the fixed cagine of
certain of our general and administrative expeasesompared to a larger revenue base. We expegeoaral
and administrative expenses to further increa®®@5 as a result of additional professional ses/iees,
additional personnel expenses and other admiristrakpenses, as a result of being a public compdrose
shares are traded on the New York Stock Exchange.

Gain on Sale of Geothermal Resource Rights

On December 17, 2004, we sold a subsidiary thathamhcession over the geothermal field relatingpéo
San Vicente project and the Chanameca project Babfador to a local company for $2.4 million n&t o
transaction costs. As a result of the sale we m@ized a gain of $0.8 million.

Interest Expens

Interest expense for the year ended December 84, ®8s $42.8 million, as compared with $8.1 million
for the year ended December 31, 2003, which reptede 426.9% increase in such interest
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expense. Approximately $13.3 million of such ineeavas attributable to the interest expenses ieduny
certain of our subsidiaries in connection with Beal Bank financing (including $1.6 million of maatk to
market expenses relating to an interest rate cegeagent through September 30, 2004) and approxiyrid.8
million of such increase was attributable to thieriest expenses incurred in connection with theaisse by
Ormat Funding, on February 13, 2004, of $190.0iomlbf Senior Secured Notes, in addition, in tharyended
December 31, 2004, we incurred $0.6 million of &ddal amortization of deferred financing costaagsult of
our early repayment of the Ormesa loan on Dece®be?004. See "—Liquidity and Capital resourcesie T



remaining $5.7 million increase was mainly attréhle to an increase in parent company loans. Wetlo
expect a significant increase in our interest espen 2005, other than costs which may be incufredna’s
refinancing is in a form other than an operatiragte

Income Taxes

Income taxes for the year ended December 31, 2@0d $6.6 million, as compared with $2.5 million for
the year ended December 31, 2003, which represanté8.7% increase in such income taxes. The aféetztx
rate for the years ended December 31, 2004 and\®8631.6% and 13.8%, respectively. For the yede@n
December 31, 2004, our effective tax rate was redily approximately 2.4% as a result of lower &g in
certain of our foreign operations (such as NicagdgHor the year ended December 31, 2003, ourtaféetmx
rate was reduced by approximately 8.4% as a rektiie application of investment tax credits. lalgidn, our
foreign tax rates were substantially lower thandi8. tax rates due primarily to the tax holidayha
Philippines that applied to us, and the reversal déferred tax valuation allowance related torédadization of
net operating losses in Ormat Systems which deedeasr effective tax rate by approximately 5.6 %.

Equity in Income of Investee

Our participation in the income generated fromiouestees for the year ended December 31, 2004 was
$3.6 million (net of tax expense in the amount @B$million), as compared with $0.6 million for thear ended
December 31, 2003, which represented a 538.1%adsereSuch increase was principally attributabléixahe
income generated in connection with our 50% equigrest in the Mammoth project, which was acquired
December 2003 and which accounted for $1.5 milibsuch income for the year ended December 31,,20D4
income generated in connection with our 80% equigrest in the Ormat Leyte project which was
deconsolidated as of April 1, 2004 (as a resuthefapplication of FIN No. 46R) and which accourf@d$1.5
million and (iii) $0.1 million from the increase the profits of the Zunil project.

Net Income

Net income for the year ended December 31, 200494&<3 million, as compared with $15.5 million for
the year ended December 31, 2003, which represantettrease of 15.1% in our net income. Net incama
percentage of our total revenues for the year eBaegmber 31, 2004 was 8.1%, as compared with 188%
the year ended December 31, 2003. Such decreasedentage was principally attributable to an iaseein our
interest expenses relating to the financing ofabguisition of the Heber 1 and 2 projects and tiear8boat 2/3
project, and the refinancing of existing projectfset by the increase in gross margin due to tpesjects.

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

Total revenues for the year ended December 31, 2@08 $119.4 million, as compared with $85.6 millio
for the year ended December 31, 2002, which reptede 39.5% increase in our total revenues. Suakase
was principally attributable to the receipt of dddial revenues generated by the Ormesa projecividi:
acquired on April 15, 2002 and the increase inmees generated from the sale and installation wippegent to
power plants worldwide.
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Electricity Segment
Year ended
December 31,
2003 2002

(in millions)
Ormesa Projec $ 30t $ 21.¢
Heber 1 and 2 Projec 2.C —
Steamboat 1/1A Proje 1.C —
Leyte Projec 12.€ 15.€
Momotombo Projec 11.€ 9.2

Other Project: 20.1 18.€




Total $ 77.€ $ 65.5

Revenues from the sale of electricity for the ymatted December 31, 2003 were $77.8 million, as
compared with $65.5 million for the year ended Deber 31, 2002, which represented an 18.8% incriease
such revenues. Such increase was a result ofie(¢quisition of the Ormesa project in April o020which for
the full fiscal year ended December 31, 2003 geadr$30.5 million of revenues, as compared to $21ilion
for the eight months of operation in 2002 followiitgjacquisition; (ii) $2.0 million of revenues gaated by the
Heber 1 and 2 projects for the 13-day period emdlstember 31, 2003, as compared with no revenues
attributable to such projects in 2002; and (iii)@nillion of revenues generated by the Steambkiat project
as compared with no revenues attributable to sugjegt in 2002. The increase in our revenues feryear
ended December 31, 2003, as compared to the ydad é&ecember 31, 2002, would have been higherdbout f
the one-time addition to the revenues received®22n the amount of $2.7 million, as a result dfisputed
performance bonus that was resolved and recogmz2@02.

Products Segment

Revenues from our Products Segment for the yeaceBecember 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 824.0 million of revenues primarily attributalitetwo large
projects (Mokai and Miravalles) and the sale ofquats, services and parts for the year ended Deme&ih
2003. Such increase reflects the fluctuation ofrévenues generated from our Products Segment.

Total Cost of Revenues

Total cost of revenues for the year ended Dece@ibe2003 was $76.2 million, as compared with $50.8
million for the year ended December 31, 2002, whegtresented a 50.0% increase. As a percentagéabf t
revenues, our total cost of revenues for the yrde@ December 31, 2003 was 63.8%, as compared3éo50r
the year ended December 31, 2002. This increaselained 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 yeanded December 31, 2002, which represented &39.4
increase for such cost of revenues. Such increasgvmincipally attributable to the acquisition & tOrmesa
project, as cost of revenues for the year ende@mber 31, 2003 included expenses of the Ormesaqpiioj the
amount of $23.3 million, as compared to $15.7 waillfor the year ended December 31, 2002. The Ormesa
project had higher operating expenses than the ptgects we operated at such time due to addition
transmission costs relating to the transmissiogl@dtricity over the Imperial Irrigation Distriatansmission
system and the type of equipment used in the Ormegect, which is more costly to operate and naamthan
the equipment used in our other projects that ediat the time of such acquisition. As a percentddetal
electricity revenues, the total cost of revenugtbatable to our Electricity Segment was 60.1%tfa year
ended December 31, 2003 as compared to 51.1%eoredr ended December 31, 2002.
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Such increase, on a percentage basis, was pagtailyutable to $2.7 million of revenues receiasda result of
a one-time disputed performance bonus that wasvexband recognized in 2002.

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 yeanded December 31, 2002, which represented &670.5
increase in such cost of revenues. Such $12.2omillicrease in cost of revenues was attributablbeeo
generation of additional revenues from the saleunfequipment during the year ended December 313.28s a
percentage of our total Products Segment reveouegost of revenues attributable to our Produetm&nt for
the year ended December 31, 2003 was 70.7% as cedma85.9% for the year ended December 31, 2002.
Such 15.2% decrease was primarily attributablet67a5% increase in our Products Segment reveraues a
compared to the fixed nature of much of our coses€nues, such as salaries, depreciation, expesiaésd to
maintaining operations, utilities and property exges.

Research and Development Expent



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 @wes not
represent a significant change in our researctdamdlopment program or our ability to maintain aodtinue tc
develop our technologies and operations.

Selling and Marketing Expense

Selling and marketing expenses for the year endamémber 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 expdiosélse year ended December 31, 2003 represeréd &f
our total revenues, as compared to 7.1% for thegeded 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 yededDecember 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 geaathl
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@eates
which were primarily related to the pursuit and semmation of the acquisition of the Heber 1 andd}egts
and our 50% ownership interest in the Mammoth ptoj&s a percentage of our total revenues, ge el
administrative expenses were 7.7% of such revefuneke year ended December 31, 2003 and 8.3%abf su
revenues for the year ended December 31, 2002.

Interest 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 interestenxge 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 and 2 ptsjaad the Mammoth project. Interest expensesectiat
certain other bank loans decreased by $1.2 mifbothe year ended December 31, 2003 due to a aseia
outstanding corresponding balances.
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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 represendedrease of 59.0% in such income taxes. Thetizie
tax rate for the years ended December 31, 2002802 was 13.8% and 39.5%, respectively. For the gxedec
December 31, 2003, our effective tax rate was redily approximately 8.4% as a result of the apfitinaof
investment tax credits. In addition, our foreigr tates were substantially lower than our U.S.rtdgs due
primarily to the tax holiday in the Philippines ttegpplied to us and a partial reversal of a defetag valuation
allowance related to the realization of net opagpldosses in Ormat Systems which decreased owtiedax
rate by approximately 5.6%. For the year ended Bbes 31, 2002, our effective tax rate was reduged b
approximately 2.5% as a result of the applicatibmeestment tax credits and increased by approtaéina.0%
related to a deferred tax valuation allowance &gipid the net operating losses in Ormat Systems.

Equity in Income of Investee

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 principaltibatable to an increase in our income derived foam21.0%
ownership of the Zunil project, which had lower tsérvice and therefore higher net income.

Discontinued Operation:



Losses from operations of discontinued activitreKazakhstan and losses from the sale of our Katakh
operations were $3.1 million and $6.4 million, resgively 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 year ended Decer@bep002.

Net Income

Our income from continuing operations was $15.7iomlin the year ended December 31, 2003, as
compared to $8.5 million in year ended Decembe2802, representing 13.1% of revenues in 2003 axpace!
to 9.9% of revenues in 2002. Such increase wabutible to increased revenues in both segmentsnbieme
in 2002 was a loss of $1.0 million as a resulthefloss from discontinued operations in Kazakhatahthe loss
from the sale of our Kazakhstan assets. Net indar2803 was $15.5 million.

Liquidity and Capital Resources

To date, our principal sources of liquidity havebelerived from cash from operations, proceeds from
parent company loans, third party debt in the fofrhorrowing under credit facilities, issuance loé Senior
Secured Notes and project financing. We have atllithis cash to fund our acquisitions, develop@mstruct
power generation plants and meet our other cashiguidity needs. Most recently we have increased o
liquidity position and raised capital through teeuance of shares of common stock on the publiketsar

Loan Agreements with our Parer

In 2003, we entered into a loan agreement with ®@inwustries (the parent company), which was furthe
amended on September 20, 2004. Pursuant to thisag@ement, Ormat Industries agreed to make attoas
in one or more advances not exceeding a total ggggeamount of $150 million. The proceeds of tlamlare to
be used to fund our general corporate activitiesiamestments. We are required to repay the loareanrued
interest in full and in accordance with an agrepdrurepayment schedule and in any event on or fwidune 5,
2010. Interest on the loan is
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calculated on the balance from the date of theipeoéeach advance until the date of payment thfeaiea rate
per annum equal to Ormat Industries' average @fecbst of funds plus 0.3% percent in U.S. do]larsich
represented a rate of 7.5% for the advances maitegd2003. All computations of interest shall bedady
Ormat Industries on the basis of a year consisif®50 days. As of December 31, 2004, the outstendalanc
of the loan was approximately $143.2 million.

In addition to the above loan, pursuant to the $eofra capital note, as further amended on Septegthe
2004, Ormat Industries converted outstanding ba&lsuoeved by us to Ormat Industries into a subordthabn-
interest bearing loan in an amount equal to NIS@4dlllion. At any time after November 30, 2007 apo
demand by Ormat Industries, we will be requiredetmay the loan in full. The final maturity of theah is
December 30, 2009. In accordance with the ternssict note, we will not be required to repay any @amhn
excess of $50.7 million (using the exchange ratstieg on the date of such note).

Third Party Debt

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

Limited and No-Recourse Debt

OrCal Geothermal, one of our subsidiaries, entereda non-recourse project finance loan from Hsaik
for the purpose of financing the acquisition of Hheber 1 and 2 projects and our 50% ownershipesten the
Mammoth project, of which $150.6 million was outsiang as of December 31, 2004, bearing an inteadstof
the greater of 7.125% or LIBOR plus 5.125% per amnihe Bank Hapoalim project finance debt, of which
$17.0 million was outstanding as of December 3042@earing an interest rate of LIBOR plus 2.375%6 p
annum on tranche one of the loan and LIBOR plu%3@r annum on tranche two of the loan, and theoExp
Import Bank of the United States project financbtdef which $14.0 million was outstanding as ofcBmber
31, 2004, bearing an interest rate of 6.54% peummmvere entered into by our relevant subsidiaddmance
the Momotombo project and the Leyte project (whics deconsolidated as of April 1, 2004), respeltiven



December 31, 2004, Ormesa LLC, our subsidiary,ideipats entirety a senior secured loan in the anto
of $13.1 million under its credit facility with Urad Capital, a division of Hudson United Bank. To&n was
secured by a first priority lien on the Ormesa ecbjand this lien was released contemporaneousiytiag
repayment of the loan. In accordance with the tesfraur indenture governing the Senior Secured dl(tee
below), immediately upon the repayment of the Id@dmmesa executed a guarantee of the Senior Sebioted
and granted a first priority lien on the Ormesaggeband all other Ormesa assets in favor of thkateoal agent
for the benefit of the holders of the Senior SeduMetes. We repaid the loan with amounts set d@ridecash
escrow that was funded from proceeds from thedfalee Senior Secured Notes

Senior Secured Notes — Non-Recourse

On February 13, 2004, Ormat Funding, one of ousisiidries, issued 8%% Senior Secured Notes in a
capital markets offering subject to Rule 144A arjiation S of the Securities Act of 1933, as aredntbr the
purpose of refinancing the acquisition cost ofBnady, Ormesa and Steamboat 1/1A projects, anfirthecing
of the acquisition cost of the Steamboat 2/3 pitpjgicwhich $189.5 million was outstanding as ottBmber 31,
2004. The Senior Secured Notes are collateraligesuibstantially all of the assets of Ormat Fundind fully
and unconditionally guaranteed by all of the whalyned subsidiaries of Ormat Funding, and (withaier
exceptions) by all real property, contractual riglevenues and bank accounts, intercompany reggajn
insurance policies and guarantees of Ormat Furalilgits subsidiaries.

There are various restrictive covenants under #mod Secured Notes, which include limitations on
additional indebtedness and payment of dividendsofADecember 31, 2004, we were in compliance thi¢h
covenants under the Senior Secured Notes.
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A registration statement on Form S-4 relating ® $enior Secured Notes was filed with and declared
effective by the Securities and Exchange CommissioRebruary 9, 2005. On March 16, 2005, we exchdng
these unregistered notes for Senior Secured Natesubstantially identical terms that have beagistered
under the securities Act of 1933, as amended. @tlyrehere is $189,488,618 of Senior Secured Notes
outstanding.

Refinancing of the Puna Proje

We currently intend to refinance the acquisitiostaaf the Puna project by the first half of 2005. |
connection with such refinancing, we signed a teh@et with an equity investor and we are curremlging
negotiations with two financial institutions whigke expect to provide debt financing as part ofdbetemplate
a leverage lease financing transaction.

In anticipation of such financing, we have entdred a rate lock agreement with Lehman Brotherscighe
Financing, Inc. to provide interest rate protecti®ach forward rate agreement and its implicatamesfurther
described under "Exposure to Market Risks" belole proceeds from the refinancing will be used femeayal
corporate purposes and for future capital expensttu

Full-Recourse Debt

Our full-recourse third party debt includes the followingris: (i) a $20.0 million credit facility from Unid
Mizrahi Bank, of which $20.0 million was outstangdias of December 31, 2004, bearing an interesofate
LIBOR plus 1.2% per annum; the loan was repaidh@first quarter of 2005; (ii) a $20 million credkicility
from Bank Leumi, which was repaid during the lasaer of 2004, and which bore an interest ratel BOR
plus 1.5% per annum; (iii) medium term loans froank Continental, which were repaid during the tastrter
of 2004. These loans bore an interest rate of LIBRR 1% per annum in the first half of 2004 andrderest
rate of LIBOR plus 2.5% per annum in the seconél ¢fa2004; and (iv) a medium term loan from Israel'
Industrial Development Bank, of which $3.3 millis@s outstanding as of December 31, 2004, bearing an
interest rate of LIBOR plus 2.6% per annum, whiasvully repaid on March 2005. Our payment obligadi
under such credit facilities are all currently qarteed by our parent. In addition, our third palpt includes a
medium term loan from Bank Hapoalim, of which $mhillion was outstanding as of December 31, 2004,
bearing an interest rate of LIBOR plus 1.7% penann

In connection with our acquisition of the power gation business by Ormat Systems Ltd. from ouen;
we have entered into certain agreements with ebBlarck Hapoalim, Bank Leumi, United Mizrahi Bankdan
Israel's Industry Development Bank. Under theseements, in exchange for such banks' release gfarant's



guarantee and a release of their security interestthe assets of our subsidiary, Ormat Systeragwd
Ormat Systems have agreed to certain negative aotgrincluding, but not limited to, a prohibition: (i)
creating any floating charge or any permanent @edbarge or lien over our assets without obtaittegprior
written approval of the lender; (ii) guaranteeihg tiabilities of any third party without obtainirnige prior
written approval of the lender; and (iii) sellirggsigning, transferring, conveying or disposinglbbr
substantially all of our assets. In some caseamieOrmat Systems have agreed to maintain cefteindial
ratios such as a debt service coverage ratio awthiato equity ratio. We do not expect that theseenants or
ratios, which apply to us on a consolidated basismaterially limit our ability to execute our fure business
plans or our operations. The failure to perfornoleserve any of the covenants set forth in sucheageats,
subject to various cure periods, would result edlscurrence of an event of default and would entifg lendel
to accelerate all amounts due under each suchragree

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

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

In 2003, one of our lenders granted a waiver wagpect to the failure of our parent company fofigsal
year 2001 and 2002 to meet certain financial rat@gained in its guarantee relating to our loare@ment witt
such lender. We provided no consideration for suaiver. As of December 31, 2004, the balance ot
pursuant to such loan agreement was $4.0 million.

62

Our management believes that we are currently mmptiance with our covenants with respect to ourdthi
party debt.

Letters of Credit and Guarantee

We also have outstanding letters of credit issyeBdnk Hapoalim in the total amount of $17.8 miilias
of December 31, 2004.

Our subsidiary, Ormat Nevada, has also enteredhiétter of credit agreement with Hudson UnitediiBa
which is described in further detail under "Off-Bate Sheet Arrangements" below.

From time to time, Bank Leumi has issued, as sictot certain of our obligations, performance dest of
credit in favor of our customers. Our parent is¢banterparty with respect to such letters of d¢rdlirsuant to
certain existing agreements with our parent desdréddsewhere in this annual report, we are requaeay to
our parent a guarantee fee with respect to sutdrdetf credit (and other guarantees) and are nséigle to
reimburse our parent for any draw or payment makeuthese letters of credit or guarantees. Aseafeinber
31, 2004, the outstanding aggregate amount avaitalibe drawn under these letters of credit was $#lion.

Dividend

In accordance with our dividend policy, prior tordnitial public offering we have declared an iriter
dividend of $2.5 ($0.1025 million per share) fol02Go our parent company, Ormat Industries, whia$ leen
paid on March 2, 2005. On March 22, 2005, we dedaapproved and authorized the payment of a qiyarte
dividend of $0.03 per share which should not chang# the date of payment), to all issued and tauiding
shares of common stock on April 4, 2005, payablépnl 18, 2005. We expect to pay a similar divideguring
the next three quarters.

Historical Cash Flows

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

Year Ended December 31,

2004 2003 2002
(in thousands)
Net cash provided by operating activit $ 63,45¢ $ 46,01¢ $ 11,63¢

Net cash used in investing activit| (310,58 (285,18() (60,527)



Net cash provided by financing activiti 275,00: 211,35( 72,42(
Effect of foreign currency translation adjustme — — (51)
Net increase (decrease) in cash and cash equis $ 27877 $ (2781) $ 23,48:

For the Year Ended December 31, 2004

Net cash provided by operating activities for tlkaryended December 31, 2004 was $63.5 million, as
compared with net cash provided by operating a@&iof $46.0 million for the year ended DecemhkkrZD03.
Such increase was principally attributable to tHi@itton of cash flows from the operating activit@sthe Heber
1 and 2 projects, Steamboat 2/3 project, Steanthidatproject and Puna project whose revenues dutie yea
ended December 31, 2004 amounted to $59.7 milfias,4 million, $15.5million and $1.8 million, resprely.

Net cash used in investing activities for the yeraded December 31, 2004 was $310.6 million, as aoed
with $285.2 million for the year ended DecemberZ103. The principal factors that affected the azsdd in
investing activities during the current year wdre aggregate amount of cash paid for acquisitiogisof cash
received, which, for the year ended December 304 28s a result of the acquisitions of the SteainP3a
project, the Puna project and the Steamboat Hitifept, were equal to $82.8 million, $72.8 milliand $20.3
million respectively, marketable securities of $fillion derived from the public offering issuangmceeds, i
addition to the increase in our restricted cashaasth equivalents during such year, which was equd.0
million resulting
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primarily from the issuance by Ormat Funding Carfots 8%4% Senior Secured Notes in the amount 80%1
million. A portion of the proceeds from the issuamé such Senior Secured Notes was escrowed aec/eesfo
additional investments for the Galena project.

Net cash provided by financing activities for theay ended December 31, 2004 was $275.0 million, as
compared with $211.4 million for the year ended &eber 31, 2003. The principal factors that affettedcash
flow provided by financing activities during theareended December 31, 2004 were the net proceamistiiie
IPO of $97.0 million, the proceeds of $190.0 millivom the issuance of the Senior Secured Notesder to
finance the acquisition of the Steamboat 2/3 pt@ed to refinance the acquisition of the OrmesadB,
Mammoth and Steamboat 1/A projects the proceeds fhe United Mizrahi Bank loan of $20.0 million anet
proceeds from parent company loans in the amou®59f3 million.

For the Year Ended December 31, 2003

Net cash provided by operating activities for tlkaryended December 31, 2003 was $46.0 million, as
compared with $11.6 million for the year ended Deber 31, 2002. Such change was principally attaiblet to
an increase in revenues, in an amount equal torBi@n, as a result of the acquisition of the @sa project
and an increase in revenues, in an amount eq$&l1t® million, generated from our Products Segment.

Net cash used in investing activities for the yexaded December 31, 2003 was $285.2 million, as aoed
with $60.5 million for the year ended December&102. The principal factors that affected the iaseein the
use of our cash flow for investing activities dgrisuch period included:

« Cash paid for acquisitions (net of cash receiwethe amount of $256.6 million, relating to the
acquisition of the Heber 1 and 2 projects and @4 ®wnership interest in the Mammoth project; and

« Capital expenditures spent in connection with@rmesa project in an amount equal to $17.0 millio
for the installation of new power units and the ifiodtion of the geothermal fluid gathering and
electrical systems, in order to increase the c@ypaeiliability and availability of the Ormesa peai.

Net cash provided by financing activities for ttemy ended December 31, 2003 was $211.4 million, as
compared with $72.4 million for the year ended Deber 31, 2002. The principal factors that impactedcash
flow provided by financing activities during theareended December 31, 2003 were the incurrencéoafreby
OrCal in an amount of $154.5 million from Beal BankDecember 2003, and the receipt of $126.3 milbd
proceeds from parent company loans, less a repayoh&85.0 million of short-term debt.



Capital Expenditures

Our capital expenditures primarily relate to twinpipal components: the enhancement of our existing
power plants and the development of new power pldntaddition, we have budgeted approximately $5.0
million for the next two years for the acquisitiohmachinery and equipment and for an office buaidi

To the extent not otherwise described below, weseiihat the following enhancements of our existing
power plants will be funded from internally genexhtash or other available corporate resourceshwhée
expect to subsequently refinance with non or lichitecourse debt at the project level. Initially, weend to func
the construction projects described below fromrita#ly generated cash or other available corpaedeurces.
We currently do not contemplate obtaining any neank from our parent company.

Mammoth Project. Mammoth-Pacific, L.P. is planning a $5 millienhancement program ($2.5 million
to be funded by us) of the Mammoth project, coimgisprimarily of drilling activities, which we bedive will
result in an increase in the output of the propgcd MW and is expected to be completed in 2008uBstantial
portion of the funds required for such enhancerhame been earmarked from the project's funds @andsour
partners for such enhancement program. Mammoth
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is currently evaluating changes to this enhancempergram that may result in an additional costs of
approximately $2.5 million ($1.25 million to be fued by us).

Heber Complex In connection with the Heber 1 and 2 projertd the new Heber 3 project, we are
currently pursuing a program consisting of geottadrfield optimization, the drilling of an additiohaell and
the addition of Ormat Energy Converter ("OEC") arat the Heber projects in order to increase tinergging
capacity of the Heber 1 and 2 projects by an esticdha8 MW, for an estimated total budgeted investroé
approximately $28.0 million. As of December 31, 208pproximately $8.0 million in costs had beerumed
related to the Heber project. We expect that tlgmam will be completed by the end of 2005.

Puna Project In connection with the Puna project, an apprately $15.5 million enhancement program
is currently planned and is intended to increaseptitput of the project by an estimated 5 MW anidnjorove its
reliability. We expect that such enhancement pnograll be completed in the fourth quarter of 2005.

Ormesa Project In connection with the Ormesa project, we pgtadrill two additional wells, add
additional OEC units and replace existing unitsriter to increase the output of the project bystimated 10
MW. We estimate that the costs of such enhancemeélhtse up to $27 million. We are currently negding
with a third party for the sale of the additionatut under a long-term power purchase agreemeateXjgect
that such enhancement program will be complet&D06.

Galena Project We commenced construction of the Galena praiedng the third quarter of 2004 and
expect to complete construction and commence couiat@perations in the fourth quarter of 2005.
Construction costs of $23.1 million are being fuh@d®m the proceeds of Ormat Funding Corp.'s affpof
Senior Secured Notes, which are currently depositath escrow account, and will be released in r@zowe
with the progress of the construction phase fohsmhancement. Additional costs of constructiothénamount
of $2 million will be funded out of available cailbw. As of December 31, 2004, approximately $5i8iom in
costs had been incurred related to the Galenagtrdased on the final design of the project, wangb increas
the Steamboat complex output by a total increade8 dfi\W.

Desert Peak 2 Project In connection with the Desert Peak 2 projeet,have already drilled the
necessary production wells and expect to begimiteufacturing and construction of the associatedep@lant
shortly, which manufacturing and construction ip&oted to be completed in the fourth quarter of52abe
total construction cost for the construction of #fieMW power plant is estimated to be $32.5 millids of
December 31, 2004, approximately $11.1 millionasts had been incurred related to the Desert Ppagject.

Desert Peak 3 Project In connection with the Desert Peak 3 projeet,plan to construct a power plan
the Steamboat complex, which will supply electyicinder the Desert Peak 3 power purchase agreeamdnt
expect construction of the Desert Peak 3 projebetoompleted in 2007. The total construction émsthe 10-
15 MW power plant is estimated to be $30 millione @stimate that the Desert Peak 3 project willdrestucte:
during 2005 and 2006.

Amatitlan Project The Amatitlan project is scheduled to be cartgad in 2006 at an aggregate
construction cost for the 20 MW plant is estimaiethe approximately $32.5 million. As of Decembir 32004,



approximately $2.8 million in costs had been inedrrelated to the Amatitlan project.

OREG 1 Project The recovered energy project is scheduleetodmpleted in 2006, at an aggregate
construction cost for the 22 MW plant of approxietat$35 million. As of December 31, 2004, approxiema
$4.0 million in costs had been incurred in relatiorthis project.

In addition to the above projects, we plan to dteetconstruction and enhancement of additiongepte
for a total amount of approximately $10 million.

Other than the enhancements and new projects dedabove, and a possible further enhancemengéto th
Ormesa project which is in the early stages of ephal design, we do not anticipate any other rizteapital
expenditures in the near term for any of our opegagtrojects, other than ordinary maintenance requénts,
which we typically fund with internally generatedst.
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Exposure to Market Risks

One market risk to which power plants are typicabyosed is the volatility of electricity pricesuO
exposure to such market risk is principally dutghefact that our long-term power purchase agre&reve
fixed or escalating rate provisions, that limit @xposure to changes in electricity prices. Howglheginning in
May 2007, the energy payments under the power psechgreements the Heber 1 and 2 projects, thesarme
project and the Mammoth project will be determitgdeference to the relevant power purchaser's stior
avoided costs. In addition, under certain of thergropurchase agreements for our projects in Neuhdgyrice
that Sierrra Pacific Power Company pays for enargyy capacity is based upon its short run avoidstsciVe
estimate that energy payments will represent apprately two-thirds of those projects' revenuesra2@)7 and
as a result, expect that there will be some vitlatih the revenues received from such projects.

As of December 31, 2004, 49.3% of our consolid&ted-term debt (excluding amounts owed to our
parent) was in the form of fixed rate securitied #rerefore not subject to interest rate volatilisk. However,
as of such date, 50.7% of our debt was in the foirenfloating rate instrument, exposing us to clesnig interes
rates in connection therewith. In order to mitigaeh risks, we have acquired an interest rateot60% with
respect to the LIBOR component of the interest apigicable to the Beal Bank loan from 2007 to 2044 of
December 31, 2004, $343.3 million of our debt, wddhg $143.2 million owed to our parent, remainebjsct to
some floating rate risk. As such, we are exposathémges in interest rates with respect to our-teng
obligations. The detrimental effect on our pre-¢axnings of a hypothetical 50 basis point incréaseterest
rates would be approximately $0.8 million. See Uidtity and Capital Resources" above for furthecdssion o
our debt instruments.

In anticipation of our plans to refinance the asgian cost of our Puna project, on December 3042We
entered into a rate lock agreement with Lehmanhgmst Special Financing, Inc. at a locked-in treasate of
4.2693%, with a notional amount of $52.0 millioarminating on February 28, 2005 (referred to as the
determination date). The rate lock is based on-geld treasury security (referred to as the basestiry rate)
that matures on August 15, 2014. Pursuant to sgireenent, if the base treasury rate on the detatiomdate
is greater than 4.2693%, our counterparty willdguired to pay us a floating amount; however, éflase
treasury rate is less than 4.2693%, we will be ireguo pay to our counterparty the floating amotinthe base
treasury rate equals 4.2693% on the determinatibs, cio payment will be required to be made byeeittarty.
On February 25, 2005, we extended the rate loakemgent until March 31, 2005 at a new lock-in treasate
of 4.31%. The extended Rate Lock is based on a&eddtyeasury security that mature on February @552
There was no consideration paid by either party @sult of such extension. Based on treasury eatdshe
yield curve on December 31, 2004, each 1 basid pddference between the lock-in rate and the base treasury
rate equalled approximately $42,000

Another market risk to which we are exposed is prity related to potential adverse changes in prei
currency exchange rates, in particular the flugdmadf the U.S. dollar versus the new Israeli sheRisks
attributable to fluctuations in currency exchangies can arise when any of our foreign subsididngesws
funds or incurs operating or other expenses intgpe of currency but receives revenues in anothesuch
cases, an adverse change in exchange rates cae tth subsidiary's ability to meet its debt servi
obligations, reduce the amount of cash and incomeageive from such foreign subsidiary or increageh
subsidiary's overall expenses. Risks attributatofuttuations in foreign currency exchange rat@s arise whe



the currency-denomination of a particular contisctot the U.S. dollar. All of our power purchase
agreements in the international markets are eth®r dollar-denominated or linked to the U.S. dol@ur
construction contacts from time to time contemptaists which are incurred in local currencies. &ample, in
February 2005, we signed a large contract in theustnof approximately $25 million for a constructiof a
power plant which is denominated in Euros. A suliisshportion of such contract will be matched lmgsts
denominated in Euros. The way we often mitigatésisk is to receive part of the proceeds fromghle
contract in the currency in which the expensesranarred. Currently, we have not used any matéoiaign
currency exchange contracts or other derivativeingents to reduce our exposure to this risk. énfthure, we
may use such foreign currency exchange contract®#ner derivative instruments to
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reduce our foreign currency exposure, to the extendeem such instruments to be the appropriatédoo
managing such exposure. We do not believe thagxchiange rate exposure has or will have a magsizdrse
effect on our financial condition, results of ogeras or cash flows.

We currently maintain our surplus cash in shonttanterest-bearing bank deposits and Preferred
Auctioned Rate Securities, which we refer to as BA&eposits of entities with a minimum investmenatdg
rating of AA (by Standard & Poor's Ratings Servjged/e do not expect that a 300 basis point ineaeas
decrease from current interest rates would havatenml adverse effect on our financial positiout, Wwill have
an effect on our results of operations and cashsflo

Effects of Inflation

We do not expect that the low inflation environmehtecent years in most of the countries in whieh
operate will continue. To address rising inflatisome of our contracts include certain mitigatiagtérs against
any inflation risk. In connection with the ElectticSegment, inflation may directly impact an expetncurred
for the operation of our projects, hence increa#firegoverall operating cost to us. The negativeaichpf
inflation may be partially offset by price adjustme built into some of our power purchase agreesniuait
could be triggered upon such occurrences. Energmeats pursuant to the power purchase agreemaeritsefo
Mammoth project (after April 2007), Ormesa proj@ter April 2007), Heberl and 2 projects (afterihp007)
and Steamboat 1/1A project will change becausaiopower purchasers' underlying short run avoidesisc To
the extent that inflation causes an increase iadhshort run avoided costs, higher energy paynoentsl have
an offsetting impact to any inflation-driven incsean our expenses. Similarly, the energy paymamtsuant to
the power purchase agreements for the Brady prégéeamboat 2/3 project, the Steamboat Hills pt@gad the
Galena project increase every year through theoétitk relevant terms of such agreements, though su
increases are not directly linked to the CPI. Lgasgnents are generally fixed, while royalty payteeare
generally determined as a percentage of revenuktharefore are not significantly impacted by itifla.

The recent price increase in the cost of raw matethat we use in our Products Segment has natdwse
to inflation, but rather to a high demand for suav materials which we believe mainly to resulinfrdemand
generated by the Chinese market. This increasecansge a reduction in the profitability of our Protdu
Segment, as well as an increase in the capitad odstur projects under construction and enhancemen

Overall, we believe that the impact of inflation @ur business will not be significant.
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Contractual Obligations and Commercial Commitments

The following table sets forth our material contreat obligations as of December 31, 2004, excluding
interest (in thousands):



Payment of Principal Due By Period

Remaining
Total 2005 2006 2007 2008 2009 Thereafter
Long-term non-recourse and limited
recourse dek $167,66' $ 8,29t $ 10,61 $ 15,63« $ 13,31¢ $ 10,22¢ $109,58:
Long-term recourse del 27,36 23,52¢ 1,83: 1,00(C 1,00 — —
Non-recourse Senior Secured Notes due
2020 189,48¢ 6,09( 9,611 8,93 7,83¢ 9,141 147,88(
Ormat Industries notes payal 193,85t 22,047 31,647 31,64¢ 31647 67,26¢ 9,60(
Total $578,37: $ 59,96( $ 53,70¢ $ 57,21: $ 53,79¢ $ 86,63¢ $267,06:

The following table sets forth our interest paynsgudyable in connection with our contractual ollayes
as of December 31, 2004 (in thousands):

Payment of Interest Due By Period

Remaining
Total 2005 2006 2007 2008 2009 Thereafter
Long-term non-recourse and limited
recourse dek $117,32( $ 13,03¢ $ 12,40« $ 11,87 $ 11,05« $ 10,377 $ 58,57¢
Long-term recourse del 65E 42¢F 12t 78 27 — —
Non-recourse Senior Secured Notes due
2020 146,17- 15,81: 15,14« 14,35¢ 13,62¢ 12,947 74,28¢
Ormat Industries notes payal 53,15¢ 3,19¢ 6,711 17,01  11,52¢ 7,09¢ 7,60¢
Total $317,30: $ 32,47: $ 34,38¢ $ 43,31 $ 36,23¢ $ 30,42( $140,47:

Interest on the Senior Secured Notes due in 20f%eid at a rate of 8.25%. Interest on the remariabt
is variable (based primarily on changes in LIBORs& Accordingly, for purposes of the above caltiah of
interest payments pertaining to variable rate dbletmethodology used to determine future LIBORsatas th
use of Constant Maturity Swaps.

Off-Balance Sheet Arrangements

On June 30, 2004, our subsidiary, Ormat Nevaderedtinto a Letter of Credit Agreement with Hudson
United Bank, pursuant to which Hudson United Bagkead to issue one or more letters of credit inggregatt
face amount of up to $15.0 million. As of the diageeof, two letters of credit have been issuedyansto this
facility. The first was issued in favor of the ttews for the 8%% Senior Secured Notes, for a facauatof $8.1
million, which was increased by an additional antafr$2.7 million on December 30, 2004. The secoad
issued in favor of Beal Bank, for a face amour$®® million. Such letters of credit have been égbkto
substitute for current cash balances in respeotiserve accounts. The unrestricted cash resultimy this
exchange is being used for working capital and ¢c&das of outstanding bank debt. In the event thatbank is
required to pay on a letter of credit drawn by bleeeficiary thereof, such letter of credit convéots loan,
bearing interest at LIBOR plus 4.0%, and maturethemext expiration date of the Letter of Credifréement.
There are various restrictive covenants under #tet of Credit Agreement, which include maintagnaertain
levels of tangible net worth, leverage ratio, aridimum coverage ratio. Our management believesviieadre
currently in compliance with our covenants.

On July 15, 2004, we entered into a reimbursemgrreieament with Ormat Industries, pursuant to whieh w
agreed to reimburse Ormat Industries for any draade on any standby letter of credit issued by ®rma
Industries that is subject to the guarantee feeeagent between us and Ormat Industries, and anyiqray
made under any guarantee provided by Ormat Inessstibject to such
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agreement. Interest on any amounts owing pursoahetreimbursement agreement is paid in U.S. dotlba
rate per annum equal to Ormat Industries' avertget®e cost of funds plus 0.3%, which currentig@unts to



7.5%.

Some of our customers require our project subsadidgo post letters of credit in order to guararkesr
respective performance under relevant contractsa¥also required to post letters of credit taiszour
obligations under various leases and licenses ay from time to time, decide to post letters @dit in lieu of
cash deposits in reserve accounts under certanding arrangements. In addition, our subsidiarya
Systems, is required from time to time to post @@nfance letters of credit in favor of our customeith respec
to orders of products.

Bank Hapoalim has issued such performance letfarsedit in favor of our customers from time to &m
Initially, our parent, Ormat Industries, was Ban&gdalim's counterparty on such letters of creditae paid
our parent a guarantee fee and were responsibdénturse our parent for any draw under thesergettecredit
In connection with the acquisition transactionhe power generation business by Ormat Systemsdtom
parent, we have assumed such letters of crediaendow the direct counterparty of Bank Hapoalinsoch
letters of credit. As of December 31, 2004, theraggte amount available to be drawn under thetsrdeaif
credit was $17.8 million. The amount that can kmndr under some of these letters of credit may beeased
from time to time, subject to the satisfaction eftain conditions.

As of the date hereof, we have not had a draw ptedeagainst any letter of credit issued or proide
our behalf.

Concentration of Credit Risk

Our credit risk is currently concentrated withraited number of major customers: Sierra Pacific &ow
Company, Southern California Edison Company, Hawkctric Light Company, PNOC-Energy Development
Corporation, The Kenya Power and Lighting Compamyited and two electricity distribution companiekiah
are assignees of Empresa Nicaraguense de Eleattididany of these electric utilities fails to neaiayments
under its power purchase agreements with us, silchd would have a material adverse impact orfioancial
condition.

Historically, Southern California Edison Companyga@anted for 41.4%, 26.6% and 25.5% of our total
revenues for the three years ended December 34, 2003 and 2002, respectively. Southern CalifoEdeson
Company is also the power purchaser and revenueesér our Mammoth project, which we account for
separately under the equity method of accounting.

Sierra Pacific Power Company accounted for 12.9%8/46%nd 11.2% of our total revenues for the three
years ended December 31, 2004, 2003 and 2002 ctasghe.

PNOC-Energy Development Corporation accounted #¥61 10.6% and 18.2% of our total revenues for
the three years ended December 31, 2004, 200300%] &spectively.

The two electric distribution companies which assignees of Empresa Nicaraguense de Electricidad
accounted for 5.1%, 9.7% and 10.8% of our totaénexes for the three years ended December 31, 2003,
and 2002, respectively.

The Kenya Power & Lighting Co. Ltd. accounted fds%, 8.1% and 10.8% of our total revenues for the
years ended December 31, 2004, 2003 and 2002 ctasghe.

Following the acquisition of the Puna project, Haugectric Light Company has become one of our key
customers, accounting for approximately 7.1% oftotal revenues for the year ended December 34.200
Government Grants and Tax Benefits

Our subsidiary, Ormat Systems, has received "Apgdanterprise” status under Israel's Law for
Encouragement of Capital Investments, 1959, wispeet to two of its investment programs. One syghiaval
was received in 1996 and the other was receivédbiy 2004. As an Approved

69

Enterprise, our subsidiary is exempt from Isragtoime taxes with respect to income derived fromafi@roved
investment program for a period of two years, comecih® on the year it first generates profits frda t

approved investment program, and thereafter summie is subject to reduced Israeli income tax rat@&s.0%
for an additional five years. These benefits algestt to certain conditions set forth in the cértife of approval



from Israel's Investment Center including, amortgeothings, a requirement that Ormat Systems comijily
Israeli intellectual property law, that all transans between Ormat Systems and our affiliatest laenas length,
and that there will be no change in control of mibign 49% of Ormat Systems' capital stock (inclgdig way
of a public offering) on a cumulative basis withthe prior written approval of the Investment Cente

Prior to 2003, our research and development effeet® partially funded through grants from the €dfof
the Chief Scientist of the Israeli Ministry of Ingtuy, Trade and Labor. We currently have no sueimigr
available or outstanding. Under Israeli law, weraguired to pay royalties to the Israeli governhissed on
revenues derived from the sale of products develegth the assistance of such grants. The appkcatyalty
rate is between of 3.5% to 5.0%, and the amourty@lties required to be paid are capped at theuainaf the
grants received (in U.S. dollars). The outstandial;ance of grants provided after January 1, 19@8uadnteres
at a rate equal to the 12-month LIBOR, as publistrethe first day of the calendar year in which plaeticular
grant was approved. Because the royalties are fEgaly from revenues, if any, derived from theekeint
products, we only recognize a royalty expense éqythvernment upon delivery of the product to owstamers.

Risk Factors

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

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

Our financial performance depends on the succespiiation of our subsidiaries' geothermal powantsl
In connection with such operations, we derived apipnately 72.4% of our total revenues for the yeded
December 31, 2004 from the sale of electricity. €bst of operation and maintenance and the opgratin
performance of geothermal power plants may be aéierffected by a variety of factors, includingreothat
are discussed elsewhere in these risk factorstenfbliowing:

< regular and unexpected maintenance and replatempenditures;

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

« labor disputes;

» the presence of hazardous materials on ourgrsijtes; and

e catastrophic events such as fires, explosicarshguakes, floods, releases of hazardous materials
severe storms or similar occurrences affectingpoojects or any of the power purchasers or othedt
parties providing services to our projects.

Any of these events could significantly increase élxpenses incurred by our projects or reducevbst
generating capacity of our projects and could $icamtly reduce or entirely eliminate the revengeserated by
one or more of our projects, which in turn woulduee our net income and could materially and adeiffect
our business, financial condition, future resuitd aash flow.
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Our exploration, development, and operation of geanal energy resources is subject to geologicKsiand
uncertainties, which may result in decreased penfamce or increased costs for our projects.

Our business involves the exploration, developraedtoperation of geothermal energy resources. These
activities are subject to uncertainties, which vamyong different geothermal reservoirs and ar@imesrespects
similar to those typically associated with oil agabk exploration, development and exploitation, sagtry



holes, uncontrolled releases and pressure and tatnpedecline, all of which can increase our ofrega
costs and capital expenditures or reduce the effagi of our power plants. Prior to our acquisitidrihe
Steamboat Hills project, one of the wells relatethe project experienced an uncontrolled reldasaddition,
the high temperature and high pressure in the pruojact's geothermal energy resource requires ajp@servoi
management and monitoring. Further, since the camaraent of their operations, several of our prsjéeive
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 résalproject
was operating at a level that is close to the mimmperformance requirements set forth in the ptgj@ower
purchase agreement. Because geothermal reservicsrmplex geological structures, we can only estntheil
geographic area and sustainable output. The wiabiligeothermal projects depends on differentdiectirectly
related to the geothermal resource, such as thiechrtent (the relevant composition of temperaaneé
pressure) of the geothermal reservoir, the usd&u{dommercially exploitable life) of the reservaind
operational factors relating to the extraction ebthermal fluids. Our geothermal energy projectyg swdfer an
unexpected decline in the capacity of their respedeothermal wells and are exposed to a riskeottgermal
reservoirs not being sufficient for sustained gatien of the electrical power capacity desired diree. In
addition, we may fail to find commercially viablegthermal resources in the expected quantities and
temperatures, which would adversely affect our tigpraent of geothermal power projects.

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

Our business development activities may not beesisful and our projects under construction may not
commence operation as scheduled despite the expendf 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 satisfacengineering
and construction agreements and power purchaseragrgs, receipt of required governmental permits,
obtaining adequate financing, and the timely impatation and satisfactory completion of constructie
may be unsuccessful in accomplishing any of thesters or doing so on a timely basis. Although vaym
attempt to minimize the financial risks attributald the development of a project by securing aravie power
purchase agreement, obtaining all required goventethpermits 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, Guatama
and China, and we intend to pursue the expansigorog of our existing plants and the developmeptloér
new plants. Our completion of these facilitiesubjsct to substantial risks, including:

e unanticipated cost increases;
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« shortages and inconsistent qualities of equignmeaterial and labor;

* work stoppages;

< inability to obtain permits and other regulatomatters;



» failure by key contractors and vendors to timetyl 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, cograwns, the termination of the plant expansion strotetion or
development or the loss (total or partial) of auerest in the project under development, constouar
expansion.

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

Our geothermal power plants generally have beeméiad using leveraged financing structures, cangist
of non-recourse or limited recourse debt obligatioks of December 31, 2004, we had approximateR8%5
million of total consolidated indebtedness (inchglindebtedness to our parent company in the anafunt
$193.9 million), of which approximately 61.2% repeated non-recourse debt and limited recoursetdgttoy
our subsidiaries. Each of our projects under dgrakmt or construction and those projects and bssasewe
may seek to acquire or construct will require saisal capital investment. Our continued accessafital with
acceptable terms is necessary for the success gfowth strategy. Our attempts to obtain futuraficings ma
not be successful or on favorable terms.

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

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

We have substantial operations outside of the drimtes that generated revenues in the amou®2of $
million for the year ended December 31, 2004, whegtresented 37.4% of our total revenues for swehve-
month period. Our foreign operations are subjecetmlation by various foreign governments and laguy
authorities and are subject to the applicatioroedifyn laws. Such foreign laws or regulations matyprovide
for the same type of legal certainty and rights;annection with our contractual relationshipstts countries,
as are afforded to our projects in the United Statdnich may adversely affect our ability to reeerevenues or
enforce our rights in connection with our foreigrecations. In addition, the laws and regulationsarhe
countries may limit our ability to hold a majorityterest in some of the projects that we may dewveloacquire,
thus limiting our ability to control the developnteaonstruction and operation of such projects. Ortgign
operations are also subject to significant polifieaonomic and financial risks, which vary by ctrynand
include:
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« changes in government policies or personnel;



« changes in general economic conditions;

e restrictions on currency transfer or converit;l

« changes in labor relations;

e political instability and civil unrest;

« changes in the local electricity market;

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

» expropriation and confiscation of assets andifies.

In particular, the Philippines is in the midst of @angoing privatization of the electric industrypdan
Guatemala the electricity sector was partially gtized, 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 exampghey result in changes to the prevailing tagffime or in the
identity and creditworthiness of our power purchask Nicaragua, there is potential labor unrest a
strengthening of labor unions, which may adverséigct our Momotombo project. In Kenya, the new
government elected in 2002 is making an effortetivér on campaign promises to reduce the pricgetricity
and is applying pressure on independent power perdusuch as our Olkaria Il project, to loweritthariffs. In
addition, Kenya's new government is consideringrthér restructuring and privatization of the alietty
industry and may divide Kenya Power & Lighting Ctd., the power purchaser for our Olkaria Ill prtjeinto
separate entities and then privatize one or moseicii resulting entities. A material tariff redoctior any break-
up and potential privatization of Kenya Power & hiipg Co. Ltd. may adversely affect our Olkariagtbject.
We have recently held discussions with the Kenyareghment and Kenya Power & Lighting Co. Ltd.
regarding, among other things, the constructioRlase Il of the Olkaria Il project in Kenya ane throvision
of certain collateral and the strengthening of goreent support. The request for strengthened gavenn
support has not been accepted to date by the Kegoparnment. Upon implementation, we expect Phlatge |
add approximately 35 MW in generating capacityn® ¢urrent Olkaria Il project. In preparation fhe release
of Phase I, we have recently asked Kenya Poweighting Co. Ltd. to provide the necessary colldtefse
must notify Kenya Power & Lighting Co. Ltd., by Apt7, 2005, whether we will proceed to construlcase |l
of the Olkaria Il project and, if we notify Kenygower & Lighting Co. Ltd. that we will not procewdth such
construction, then the portion of the current popuierchase agreement applicable to Phase I of tkari@ Il
project will be terminated (but the current portapplicable to Phase | will be unaffected). If wé fo provide
such notification we will be required to constr@ttase 1l and reach commercial operations by May@Q7y in
order to avoid the application of financial peresdtior at the latest by April 17, 2008 in ordeavoid
termination of the entire power purchase agreentertddition, if we do not proceed with the constion of
Phase Il, we may lose some or all of our investmelating to Phase Il, which is approximately $2@iflion as
of December 31, 2004.

Although we generally obtain political risk insucanin connection with our foreign projects, suchtpal
risk insurance does not mitigate all of the abowationed risks. In addition, insurance proceedsived
pursuant to our political risk insurance policietiere applicable, may not be adequate to covéosikes
sustained as a result of any covered risks andan@mes be pledged in favor of the project lendersollateral
Also, insurance may not be available in the futuith the scope of coverage and in amounts of cgeera
adequate to insure against such risks and distogsan

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

Risks attributable to fluctuations in currency exahe rates can arise when any of our foreign sisvid
borrow funds or incur operating or other expensesnie type of currency but receive revenues intarotn
such cases, an adverse change in exchange ratesdcae such subsidiary's
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ability to meet its debt service obligations, regltive amount of cash and income we receive frorh fareign
subsidiary or increase such subsidiary's overgleages. In addition, the imposition by foreign goweents of
restrictions on the transfer of foreign currencyoaldl, or restrictions on the conversion of locatency into
foreign currency, would have an adverse effecthendperations of our foreign projects and foreign
manufacturing operations, and may limit or diminik amount of cash and income that we receive foch
foreign projects and operations.

A significant portion of our net revenue is attribd to payments made by power purchasers underry
purchase agreements. The failure of any such ppwahaser to perform its obligations under the velet
power purchase agreement or the loss of a powerhase agreement due to a default would reduce et
income and could materially and adversely affectlmsiness, financial condition, future results aragh flow.

A significant portion of our net revenue is attiibbdi to revenues derived from power purchasers uhéer
relevant power purchase agreements. Southern @aéifadison Company, Hawaii Electric Light Compaagd
Sierra Pacific Power Company have accounted fat9417.1% and 12.9%, respectively, of our revenoeshie
year ended December 31, 2004. Neither we nor aoyoéffiliates make any representations as tdittacial
condition or creditworthiness of any purchaser ursdgower purchase agreement, and nothing in tnsal
report should be construed as such a representation

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 and 2, and Mammoth projects) payable fo
certain energy delivered between November 2000Mardh 2001 under such power purchase agreemeriks unt
March 2002. In the case of our Ormesa project (whie acquired in April 2002), such payments werhmeld
by Southern California Edison Company for someqakedaf time prior to our purchase. If any of the pow
purchasers fails to meet its payment obligatiordeuiits power purchase agreements, it could méteaiad
adversely affect our business, financial conditfoiyre results and cash flow.

In connection with the power purchase agreementh&Ormesa project, Southern California Edison
Company has expressed its intent not to pay theaairate for the power supplied by the GEM 2 &M 3
plants to the Ormesa project for auxiliary purpo¥ge have commenced discussions with Southerndtaii#
Edison Company to resolve the dispute. In the iimt@eriod, Southern California Edison Company has
tentatively agreed to pay a lower fixed price facks power. We cannot evaluate the potential lmrgy financia
impact of a failure to reach a resolution with $wuh California Edison Company, among other thingsause
the current contract rates will fluctuate as of N2®@7; however, financial loss at the reduced i by
Southern California Edison Company for our fiscatyended December 31, 2005 may be in the rangg of
million.

Seasonal variations may cause significant fluctuatiin our cash flows, which may cause the manket jof
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 underdlewvant power purchase agreements during the samm
months, and due to the generally higher short uaidad costs in effect during the summer monthsa&of our
other projects may experience reduced generatianglwarm periods due to the lower heat differdrigtweer
the geothermal fluid and the ambient surroundiSggh seasonal variations could materially and asder
affect our business, financial condition, futursulés and cash flow. If our operating results felow the
public's or analysts' expectations in some futeméop or periods, the market price of our commamisill
likely fall in such period or periods.
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Pursuant to the terms of some of our power purclaggseements with inves-owned electric utilities in states
that have renewable portfolio standards, the faltw supply the contracted capacity thereunder reaylt 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 amstruction, we may be required to make paymentse
relevant power purchaser in an amount equal to puothaser's replacement costs for renewable emelatyng
to any shortfall amount of renewable energy thativaot 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 amdere generating revenues starting in 2006. When a
three are generating revenues, measured againstvanues from the sale of electricity for the yeaded
December 31, 2004 and assuming no other changes ievenues, the revenues from such agreements wou
have constituted, collectively, less than 8% of totizl revenues from the sale of electricity. Inligéidn, we may
be required to make payments to the relevant ppweshaser in an amount equal to its replacemens cos
relating to any renewable energy credits we dgpnatide as required under the relevant power pweha
agreement. We may also be required to pay liqguiddéenages if certain minimum performance requiréman
not met under certain of our power purchase agratsnall of which could materially and adverselfeaf our
business, financial condition, future results aashcflow. With respect to certain of our power ase
agreements, we may also be required to pay ligeiddamages to our power purchaser if the relevaieqt
does not maintain availability of at least 85% dgrapplicable peak periods. The maximum aggregatriat of
such liquidated damages for the Steamboat 2 aradrBi@at 3 power purchase agreements would be
approximately $1.5 million for each project. ThenBwroject was not in compliance with the minimum
performance requirements of its power purchaseeageat at the time we acquired such project, acdriently
not in compliance with such requirements. Such cmmpliance has resulted in the imposition of samstithat
have reduced, and as long as such non-compliamt&aes to exist, will continue to reduce, the agate
amount of revenues payable to us from the powestyaser 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 progecbeen operating at a level that is close tortimemum
performance requirements set forth in the projectiser purchase agreement.

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

Under the power purchase agreements for our peojed@alifornia, the price that Southern California
Edison Company pays for energy is based upon @ sin avoided costs, which are the incrementsiscthat i
would have incurred had it generated the relevisatrécal energy itself or purchased such energgnfothers.
Under settlement agreements between Southern @adifEdison Company and a number of Qualifying Fsci
power generators in California, including our sdimiies, the energy price component payable byl&ont
California Edison Company has been fixed throughil&®07, and thereafter will be based on Southern
California Edison Company's short run avoided ¢casddetermined by the California Public Utilities
Commission, which we refer to as CPUC. These siioravoided costs are made available by Southern
California Edison Company to the public and mayy\arbstantially on a monthly basis, based primanity
natural gas prices and other factors. The leveshoft run avoided cost prices paid by Southerif@ala
Edison Company may decline following the expiratitaie of the settlement agreements, which in twualadv
reduce our project revenues derived from Southatifdgnia Edison Company under our power purchase
agreements with it and could materially and advgra#ect our business, financial condition, futuesults and
cash flow.

In addition, under certain of the power purchase@ments for our projects in Nevada, the price $hatra
Pacific Power Company pays for energy and cap&itased upon its short run avoided costs. Thes gin
avoided costs, and in turn the rates payable byskacific Power Company,

75

may decline, which in turn would reduce the aggreganount of project revenues recovered by our teva
projects pursuant to the relevant power purchasseatents. Such a decrease in project revenues aduddsel
affect our business, financial condition, futureuks and cash flow.

In response to an order issued by a CalifornieeSTaturt of Appeals, the CPUC has commenced an
administrative proceeding in order to address stusrtavoided 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". On Febrpd5, 2005 the CPUC issued a draft decision affignthat
short run avoided cost prices during the disputibd were correct and in compliance with PURPA
requirements and that no retroactive adjustmemtsvarranted. Comments on the draft may be filedaafidal



decision from the CPUC could be issued in late Mancearly April 2005. If the short run avoided tos
prices charged during the period in question weterdhined by the CPUC not to be "accurate" or ‘&t
retroactive price adjustments could be requiredafor of our Qualifying Facilities in California whe payments
are tied to short run avoided cost pricing, inahggdihe Heber 1, Mammoth and Ormesa projects. Cilyrénis
not possible to predict the outcome of such proicegsd however, any retroactive price adjustmentiiregl to be
made in relation to any of our projects may reqaireh projects to make refund payments or chasgefte
future sales, which could materially and adversélgct our business, financial condition, futureuiés and cash
flow.

If any of our domestic projects loses its Qualifyfracility status under PURPA, or if amendmentBtiRPA
are enacted that substantially reduce the benefitsently afforded to our Qualifying Facilities, odomestic
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, whielrefer 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 was other
energy laws and regulations, including the Publi¢ity Holding Company Act of 1935, as amended, gthive
refer to as PUHCA, other provisions of the FPA aadain state and local laws and regulations reggnctes
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 anéitancial and organizational regulation of eliectttilities. If
any of our domestic projects in which we have aergst loses its Qualifying Facility status andregulatory
exemptions apply, or if amendments to PURPA aretedahat substantially reduce the benefits culyrent
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 fmecsubject to the full scope of the FPA and applea
state regulations unless an exemption or waiveliepsuch as "exempt wholesale generator” ("EV&S",
defined under PUHCA) status or "utility geotherraadall power production facility” (as defined undRJRPA
regulations) status, for such project. EWG statasld/protect the project and us against PUHCA ratipr, but
would not exempt the project from FPA or state fation. The application of PUHCA and such other
regulations to our projects would require our opens to comply with an increasingly complex regoigt
regime that may be costly and greatly reduce oerainal flexibility. In the unlikely event thabne of the
PUHCA exemptions or waivers are available, we cdnéldome a public utility holding company under PUSC
which could be deemed to occur prospectively aoeetively to the date that any of our projectd Itss
Qualifying Facility status. In addition, our othdwmestic projects could lose Qualifying Facilitatsis because
our interests in such projects could be considarde electric utility holding company interests fmrposes of
the 50% limit on ownership of Qualifying Facilitiey electric utilities or electric utility holdingompanies. As
result of such loss of Qualifying Facility statasd in the absence of an applicable exemption arenahe
Federal Energy Regulatory Commission, which werreefas FERC, or relevant state regulators, whiehéas
jurisdiction, may order partial refunds
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past amounts paid by the relevant power purchasander a reduction of the rate pursuant to thegrgquurchas
agreement prospectively, or both, and thus couldeghe loss of some or all of our revenues payalisuant t
the related power purchase agreement, result imifisignt liability for refunds of past amounts paat otherwise
impair the value of our projects.

A loss of Qualifying Facility status also could petrthe power purchaser, pursuant to the termbef t
particular power purchase agreement, to ceasegakid paying for electricity from the relevant jajor,
consistent with FERC precedent, to seek refungmsf amounts paid. This could cause the loss oésorall of
our revenues payable pursuant to the related ppurehase agreement, result in significant liability refunds
of past amounts paid, or otherwise impair the valueur project. If a power purchaser were to caakimg and
paying for electricity or seek to obtain refundgpabt amounts paid, there can be no assuranct¢hedsts
incurred in connection with the project could beawered through sales to other purchasers or thatould
have sufficient funds to make such payments. Intiaag the loss of Qualifying Facility status woubg an ever
of default under the financing arrangements culyéntplace for some of our projects, which woutthble 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.

A decision by the U.S. Court of Appeals to overaufERC decision relating to the use by a projégiawer
generated from another Qualifying Facility for aliay purposes may adversely affect our operatiand
financial results

According to a recent FERC decision regarding oumé€a project, a geothermal Qualifying Facilityttha
obtains electricity for the operation of its reicjen pumps from an electric utility must reducgriet capacity
available for sale by an equivalent amount. Howetler FERC decision held that if the electricity feinjection
pumping is provided by Qualifying Facilities thaeaogeneration or small power production fac#itieo
reduction in net capacity is required. Since eleityrfor reinjection pumping is provided to ther®esa project
by this type of Qualifying Facility, no change iperations at the Ormesa project is required by-HRC
decision. However, a petition for review of thipast of the FERC's decision has been filed befozd LS.
Court of Appeals for the District of Columbia. e Court of Appeals were to overturn the FERC'smec
decision regarding the use of electricity for reatjon pumping provided by the Qualifying Facilitihat are
cogeneration or small power production facilitigere could be an adverse effect on revenues ext@iom
power sales on the Ormesa facility, and thus, aeraé effect on our operations and financial result

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

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

The federal government also encourages producfieteotricity from geothermal resources throughaiel
tax subsidies. We are permitted to claim in oursctidated federal tax returns either an investrntredit for
approximately 10% of the cost of each new geothepmaer plant or "production tax credits” of 1.&tea
kilowatt hour on the first five years of electrictbutput. (Production tax credits can only be ckdhon new
plants put into service between October 23, 2004
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and December 31, 2005.) We are also permitteddaatanost of the cost of the power plant as "deptien"
over five years on an accelerated basis. The fiatthe deductions are accelerated means thatahtite cost i
deducted in the first few years than during theaimater of the depreciation period. In addition,lvewe the
ability to transfer the value of these tax inceasiwhen we are not in a position to use them dijrgeor
instance, energy credits can be transferred thrteage financing, and production tax credits mayrdmesferred
by bringing in another company who can use thewn @artner in the project.

President Bush has made it a central theme oflisral term to simplify the U.S. tax code. Among the
options that are expected to be considered aradiegl or supplementing the corporate income tak wivalue-
added-tax, stripping away many tax subsidies, éindrating taxes on interest, dividends and otletums to
capital. Significant tax reform has the potentiahive a material effect on our business, finaramabition,
future results and cash flow. It could reduce onelate the value that geothermal companies redeive the
current tax subsidies. Any restrictions or tightenof the rules for lease or partnership transastie- whether
or not part of major tax reform -eould also materially affect our business, finahctndition, future results ar
cash flow.

Any such changes could significantly increase #uitatory-related compliance and other expenses
incurred by the projects and could significantlgiuee or entirely eliminate the revenues generayashie or
more of the projects, which in turn would reduce et income and could materially and adverselgafbur



business, financial condition, future results aashcflow.

The costs of compliance with environmental lawschvburrently are significant, may increase in fiséure and
could materially and adversely affect our busindéissncial condition, future results and cash floaviy non-
compliance with such laws or regulations may resuthe imposition of liabilities which could maitgty and
adversely affect our business, financial conditiomre results and cash flow.

Our projects are required to comply with numeroomestic and foreign federal, regional, state acdllo
statutory and regulatory environmental standardistamaintain numerous environmental permits and
governmental approvals required for constructiotV@noperation. Some of the environmental permits a
governmental approvals that have been issued tprtjects contain conditions and restrictions, udahg
restrictions or limits on emissions and dischamfgollutants and contaminants, or may have limigrdhs. If
we fail to satisfy these conditions or comply wiitlese restrictions, or with any statutory or retpria
environmental standards, we may become subjeegtdatory enforcement action and the operatiomef t
projects could be adversely affected or be sulbjefihes, penalties or additional costs. In additiwe may not
be able to renew, maintain or obtain all environtakpermits and governmental approvals requiredifer
continued operation or further development of thagqets, as a result of which the operation ofghgects may
be limited or suspended. Environmental laws, omtiea and regulations affecting us can be subjedtange
and such change could result in increased comiaasts, the need for additional capital expenestuor
otherwise adversely affect us.

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

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

We may not be able to successfully integrate corapdhat we have acquired or which we may acquirihé
future, which could materially and adversely affest business, financial condition, future resutsl cast
flow.

We recently acquired our Heber 1 and 2, Mammotiai@boat 2/3, Steamboat Hills and Puna projects. Our
strategy is to continue to expand in the futureluding through acquisitions. Integrating acquisis is often
costly, and we may not be able to successfullygiatie our acquired companies with our existing afens
without substantial costs, delays or other advepsgational or financial consequences. Integratingacquired
companies involves a number of risks that couldematy and adversely affect our business, inclgdin

» failure of the acquired companies to achieveréisellts we expect;

< inability to retain key personnel of the acqdi@mmpanies;



» risks associated with unanticipated eventsatnilities; and

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

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

The power generation industry is characterizedriignse competition, and we encounter competitiom fr
electric utilities, other power producers, and powarketers that could materially and adverselyaffour
business, financial condition, future results aagtt flow.

The power generation industry is characterizedchbsrise competition from electric utilities, othewer
producers and power marketers. In recent yeans thes been increasing competition in the saldeatricity, in
part due to excess capacity in a number of U.Sketsiand an emphasis on short-term or "spot" msykeid
competition has contributed to a reduction in eleity prices. For the most part, we expect that@o
purchasers interested in long-term arrangementsavitapacity price component will engage in "coritipet
bid" solicitations to satisfy new capacity demanilsis competition could adversely affect our apitih obtain
power purchase agreements and the price paiddotriglty by the relevant power purchasers. Ther@so
increasing competition between electric utiliti€his competition has put pressure on electrictigdito lower
their costs, including the cost of purchased dldttr and increasing competition in the future lvpilit further
pressure on power purchasers to reduce the ptieesieh they purchase electricity from us.

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

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 paymenesmglursuant to such agreements in the future),
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seek refunds of certain past capacity paymentgpapdematurely terminate the power purchase ageaernAs ¢
consequence, we may not receive any net revenuestire affected project or plant other than thepeds
from any business interruption insurance that aglb the force majeure event or forced outage tiite
relevant waiting period, and may incur significhabilities in respect of past amounts requirethéarefunded.
Accordingly, our business, financial condition,te results and cash flows could be materially asheersely
affected.

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

If the transmission system of the Imperial IrrigatiDistrict experiences a force majeure eventfor@ed
outage which prevents it from transmitting the ieity from the Heber 1 and 2 projects or the Osmeroject
to the relevant power purchaser, the relevant p@uerhaser would not be required to make energynpays
for such non-delivered electricity and may not éguired to make any capacity payments with redpeitie
affected project so long as such force majeuretemeiorced outage continues. Our revenues foyéae ended
December 31, 2004, from the projects utilizing litn@erial Irrigation District transmission systemeng
approximately $90.8 million. The impact of suchdemajeure would depend on the duration theredk, wi
longer outages resulting in greater revenue loss.

Some of our leases will terminate if we do notaettgeothermal resources in "commercial quantiti¢stis



requiring us to enter into new leases or securétsgo alternate geothermal resources, none of lvhiay be
available on terms as favorable to us as any saominated lease, if at all.

Most of our geothermal resource leases are foteal forimary term, and then continue for so long as
geothermal resources are extracted in "commeruiahtities" or pursuant to other terms of extensidre land
covered by some of our leases is undeveloped amddtayet produced geothermal resources in "comaierc
guantities". Leases that cover land which remaimdeueloped and does not produce, or does not centi
produce, geothermal resources in commercial questind leases that we allow to expire, will tefaén 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 nmemwe leases with the owner(s) of the premises tteathee
subject of the terminated lease(s) in order to ldgvgeothermal resources from, or inject geothemesdurces
into, such premises or secure rights to alternatétgermal resources or lands suitable for injectidirof which
may not be possible or could result in increased twous, which could materially and adversely @ffeur
business, financial condition, future results aashcflow.

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

Pursuant to the terms of our Bureau of Land Manageifwhich we refer to as BLM) leases, we are
required to conduct our operations on BLM-leased i a workmanlike manner and in accordance with a
applicable laws and BLM directives and to takemitigating actions required by the BLM to proteut tsurface
of and the environment surrounding the relevand l&wditionally, certain BLM leases contain addit#d
requirements, some of which relate to the mitigatio avoidance of disturbance of any antiquitiestucal
values or threatened or endangered plants or asiitha payment of royalties for timber and the isifion of
certain restrictions on residential developmenthenleased land. In the event of a default undeBmM lease,
or the failure to comply with such requirementsany non-compliance with any of the provisionshaf t
Geothermal Steam Act of 1970 or regulations isgbeteunder, the BLM may, 30 days after notice daulk is
provided to our relevant project subsidiary, sushbeumr operations until the requested action isrtaketerminat
the lease, either of which could materially andeadely affect our business, financial conditionufa results
and cash flow.

Some of our leases (or subleases) could termifitite lessor (or sublessor) under any such leassyblease)
defaults on any debt secured by the relevant ptgp#rus terminating our rights to access the uhdeg
geothermal resources at that locatic
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The fee interest in the land which is the subjé&axh of our leases (or subleases) may currestlyrimay
become subject to encumbrances securing loanstfiodhparty lenders to the lessor (or sublessouy. @hts a:
lessee (or sublessee) under such leases (or seb)lems or may be subject and subordinate to gihesrof any
such lender. Accordingly, a default by the lessorsiblessor) under any such loan could resultfareclosure
on the underlying fee interest in the property tadeby terminate our leasehold interest and rastitie
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 stthpé our
sublease could result in the termination of suelséeand thereby terminate our sublease interesiwamight to
access the underlying geothermal resources regigrexir operations.

We depend on key personnel for the success ofusumdss.

Our success is largely dependent on the skillsggepce and efforts of our senior management team a
other key personnel. In particular, our succes&dég on the continued efforts of Lucien Bronickéhvdit
"Dita" Bronicki, Hezy Ram, Nadav Amir, Yoram Brokicand other key employees. The loss of the sesvide
any key employee could materially harm our businfasancial condition, future results and cash fléMthough
to date we have been successful in retaining thécss of senior management and have entered into
employment agreements with Lucien Bronicki, YehuBita" Bronicki, Hezy Ram and Yoram Bronicki, such
members of our senior management may terminatee¢hgloyment agreements without cause and witfcaoti
periods ranging from 120 to 180 days. We may atddoe able to locate or employ on acceptable teunadified
replacements for our senior management or key grapif their services were no longer available.



Our projects have generally been financed througiombination of parent company loans and limitedaan-
recourse project finance debt. If our project sdimiies default on their obligations under suchitad- or non-
recourse debt, we may be required to make certaymgnts to the relevant debt holders and if thiatsial
supporting such leveraged financing structure®igd¢losed upon, we may lose certain of our projects

Our projects have generally been financed usingnabination of parent company loans and limitedamr-n
recourse project finance debt. Non-recourse prdigahce debt refers to debt that is repaid sdi@lgn the
project's revenues and is secured by the projgity'sical assets, major contracts, cash accountsranthny
cases, our ownership interest in the project sidrgidLimited- 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 subsidiariegadlt on their obligations under the relevant didstuments,
creditors of a limited recourse project financindl have direct recourse to us, to the extent aflounited
recourse obligations, which may require us to usiiblutions received by us from other projectswadl as
other sources of cash available to us, in ordsatisfy such obligations. In addition, if our prajsubsidiaries
default on their obligations under the relevanttdkizuments (or a default under such debt docunaeisiss as
result of a cross-default to the debt documentoaie of our other projects) and the creditors fosecon the
relevant collateral, we may lose our ownershiprggein the relevant project subsidiary or our @cbpubsidiary
owning the project would only retain an interesttia physical assets, if any, remaining after alitd and
obligations were paid in full.

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

A basic premise of our business model is that ggimgy 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 certaimoado conditions produce electricity at lower aggrrices
than our geothermal plants. In addition, thereodiner technologies that can produce electricitystmotably
fossil fuel power systems, hydroelectric systems,
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fuel cells, microturbines, windmills and photovddtésolar) cells. Some of these alternative tecbgiels
currently produce electricity at a higher averagegpthan our geothermal plants; however, reseanch
development activities are ongoing to seek impramsin such alternate technologies and theirafost
producing electricity is gradually declining. Itpessible that advances will further reduce thé obalternate
methods of power generation to a level that is Eguar below that of most geothermal power genienat
technologies. If this were to happen, the competitidvantage of our projects may be significamtipaired.

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

We have identified recovered energy-based powegrgdion as a significant market opportunity for us.
Demand for our recovered energy-based power geoenanits may not materialize or grow at the lewhkst we
expect. We currently face competition in this marfkem manufacturers of conventional steam turbines may
face competition from other related technologiethafuture. If this market does not materializ¢éhatlevels the
we expect, such failure may materially and advgra#fect our business, financial condition, futuesults and
cash flow.

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

Our intellectual property rights may not be adeguatprotect our business. While we occasionaky fi
patent applications, patents may not be issueti@badsis of such applications or, if patents aneed, they may
not be sufficiently broad to protect our technololyyaddition, any patents issued to us or for Whie have use
rights may be challenged, invalidated or circumednt

In order to safeguard our unpatented proprietapnkhow, 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 measmaas 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 aiterAlso,
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 changt@nomic and political environment, which may adebr
affect our financial stability or the financial $igity 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 transan
counterparties.

Possible fluctuations in the cost of raw materiaay materially and adversely affect our busingsgial
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 varioaustrial equipment components that we use. Wentlyr
obtain all such materials and equipment at prengitharket prices. We are not dependent on any upaisr
and do not have any long-term agreements with doyosuppliers. Future cost increases of suchmaterials
and equipment, to the extent not otherwise padsed & our customers, could adversely affect aafip
margins.
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Conditions in Israel, where the majority of our EBrmanagement and all of our production and manotifeing
facilities are located, may adversely affect oueigtions and may limit our ability to produce aredlour
products or manage our projec

Operations in Israel accounted for approximatelyp®® 51%, and 56.3% of our operating expensesen th
year ended December 31, 2004, 2003 and 2002, tasggcPolitical, economic and security conditiandsrae
directly affect our operations. Since the establisht of the State of Israel in 1948, a number ofeat conflicts
have taken place between Israel and its Arab neighland the continued state of hostility, vanjimglegree an
intensity, has led to security and economic proksléon Israel. Since October 2000, there has besgnificant
increase in violence, primarily in the West Bankl @waza Strip, and more recently Israel has expegitta
significant increase in terrorist incidents withii; borders. As a result, negotiations betweerelsaad
representatives of the Palestinian Authority hagerbsporadic and have failed to result in peacectuiid be
adversely affected by hostilities involving Isratble interruption or curtailment of trade betwesraél 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 hpoperations 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 affea our operations. Generally, unless exemplie mdult
citizens of Israel under the age of 41 are oblig&beperform up to 36 days of military reserve datyually.
Additionally, all such citizens are subject to lgpalled to active duty at any time under emergency
circumstances.

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

Failure to comply with certain conditions and restions associated with tax benefits provided ton@r System
by the Government of Israel as an "approved entsgfirmay require us to refund such tax benefits @angd
future taxes in Israel at higher rate

Our subsidiary, Ormat Systems, has received "aggrenterprise” status under Israel's Law for



Encouragement of Capital Investments, 1959, wisipeet to two of its investment programs. As an
approved enterprise, our subsidiary is exempt fignaeli income taxes with respect to revenues ddrivom the
approved investment program for a period of twageammencing on the year it first generates gdfdém the
approved investment program, and thereafter suamntees are subject to a reduced Israeli incomeataxof
25% for an additional five years. These benefigssubject to certain conditions set forth in theifieate of
approval from Israel's Investment Center, whichiude, among other things, a requirement that OByatems
comply with Israeli intellectual property law, thelt transactions between Ormat Systems and oliet#s be at
arms length, and that there will be no change mrobof, on a cumulative basis, more than 49% ohéax
Systems' capital stock (including by way of a peilli private offering) without the prior written gqoval of the
Investment Center. If Ormat Systems does not comjily these conditions, in whole or in part, it idbe
required to refund the amount of tax benefits @jasied by the Israeli consumer price index ancatmrued
interest) and would no longer benefit from the ilisraeli tax rate, which could have an adveffeeteon our
financial condition, future results and cash fléfAOrmat Systems distributes dividends out of rexenderived
during the tax exemption period from the approvastment program, it will be subject, in the yieawhich
such dividend is paid, to Israeli income tax ondrstributed dividend.
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If our parent defaults on its lease agreement Withlsrael Land Administration, or is involved irbankruptcy
or similar proceeding, our rights and remedies undertain agreements pursuant to which we acquaed
products business and pursuant to which we subleastand and manufacturing facilities from our gat may
be adversely affected.

We acquired our business relating to the manufacod sale of products for electricity generatiod a
related services from our parent, Ormat Industiiresonnection with that acquisition, we entereid ia sublease
with Ormat Industries for the lease of the land faudities where our manufacturing and productiqerations
are conducted and where our Israeli offices aratémt: Under the terms of our parent's lease agraenith 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 totwive years (which includes the initial term). Thensent o
the Israel Land Administration was obtained foreaigd of the shorter of (i) 25 years or (ii) thenagning period
of the underlying lease agreement with the Isragld_ Administration, which terminates between 204@& 2047
If our parent was to breach its obligations toldrael Land Administration under its lease agreentbe Israel
Land Administration could terminate the lease agre® and, consequently, our sublease would termamat
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 penence of all or part of the agreements enteredimtonnection
with such acquisition (including the lease of lamdl facilities described above) could be stayethby
bankruptcy court in Israel or rejected by a liqudataappointed pursuant to the Bankruptcy Ordindnderael
and thus not be enforceable. Any of these eventlkldmve a material and adverse effect on our legsin
financial condition, future results and cash flow.

We are a holding company and our revenues depdvatantially on the performance of our subsidiaes the
projects they operate, most of which are subjecéstrictions and taxation on dividends and diaitibns.

We are a holding company whose primary assetswuarevenership of the equity interests in our
subsidiaries. We conduct no other business ardl result, we depend entirely upon our subsidiagi@siings
and cash flow.

The agreements pursuant to which most of our si#vsd have incurred debt restrict the abilityltodde
subsidiaries to pay dividends, make distributionstberwise transfer funds to us prior to the §atison of othe
obligations, including the payment of operatingexges, debt service and replenishment or mainterafreash
reserves. In the case of some of our projects, aa¢the Mammoth project, there may be certain it
restrictions on dividend distributions pursuanoto agreements with our partners. Further, if veeteo receive
distributions of earnings from our foreign operapwe may incur United States taxes on accoustict
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 desdrikbove



may reduce or eliminate the aggregate amount @fmgss we can receive from our subsidiaries.
Our controlling stockholders may take actions tbanflict with your interests.

Ormat Industries, which is controlled by Bronickivestments Ltd. holds 77.2% of our common tock.
Bronicki Investments Ltd. is a privately held ISfa®mpany and is controlled by Lucien and Yehwgtibnicki.
Because of these holdings, our parent companytamdmtrolling stockholders will be able to exeectontrol
over all matters requiring stockholder approvatjuding the election of directors, amendment of eertificate
of incorporation and approval of significant corpiartransactions, and they will have significanitoa over ou
management and policies. The directors electethdset stockholders will be able to significantlyuehce
decisions affecting our capital structure. Thistodmmay have the effect of delaying or preventihgnges in
control or changes in
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management, or limiting the ability of our othesckholders to approve transactions that they maynd® be in
their best interest. For example, our controllitmckholders will be able to control the sale oresttisposition
of our products business to another entity or thesfer of such business outside of the Stateraélsas such
action requires the affirmative vote of at leas¥/6f our outstanding shares.

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

Three of our six directors are directors and/oicefs of Ormat Industries. These directors will dav
fiduciary duties to both companies and may havdlictsof interest on matters affecting both us awnd parent,
and in some circumstances may have interests adteur interests. Our Chairman, Director and hie
Technology Officer, Mr. Bronicki, is the Chairmahaur parent and our Chief Executive Officer andebtor;
Mrs. Bronicki is the Chief Executive Officer of oparent.

We will incur increased costs as a result of barqgublic company.

As a public company, we have incurred and will are to incur significant legal, accounting andesth
expenses that we did not incur as a private compafeywill incur costs associated with our publienpany
reporting requirements. We also anticipate thatwllencur costs associated with recently adopterporate
governance requirements, including requirementgutice Sarbanes-Oxley Act of 2002, as well as nédesr
implemented by the Securities and Exchange Comonisaid the NYSE. We expect these rules and regofati
to increase our legal and financial compliancesastd to make some activities more time-consuming a
costly. We also expect these new rules and regakatinay make it more difficult and more expensoreus to
maintain director and officer liability insurancedawe may be required to accept reduced policytdimnd
coverage or incur substantially higher costs taiobthe same or similar coverage. As a resultay tme more
difficult for us to attract and retain qualifieddiniduals to serve on our Board of Directors oegscutive
officers. We are currently evaluating and monitgrievelopments with respect to these new rulesyand
cannot predict or estimate the amount of additicoats we may incur or the timing of such costs.

The price of our common stock may fluctuate sulisignand your investment may decline in value.

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

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

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

« conditions and trends in the end markets weesemnd 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 aunetitors;

« the trading volume of our common stock; and

* general economic conditions.

In addition, the stock market in general, and tleevNYork Stock Exchange and the market for energy
companies in particular, have experienced extremee pnd volume fluctuations that have often beerelated

or disproportionate to the operating performancpasficular companies affected. These broad manhket
industry factors may materially harm the market@mf our

85

common stock, regardless of our operating perfoomalm the past, following periods of volatility ihe market
price of a company's securities, securities clatsralitigation has often been instituted agathst company.
Such litigation, if instituted against us, couldul in substantial costs and a diversion of mamegw's attention
and resources, which could materially harm ourress, financial condition, future results and désh.

Future sales of our common stock may depress aregirice.

We have 31,562,495 shares of common stock outstgndf which 7,187,500 shares are freely tradable
without restriction or further registration undedéral securities laws unless purchased by odiaéd. The
remaining shares of common stock outstanding desuto lock-up agreements, are available for sathe
public market beginning 180 days after November2004, and will be subject to certain volume lirtidas
under Rule 144 of the Securities Act of 1933, asrmthed. Lehman Brothers Inc. may waive the lock-up
provisions in its sole discretion.

Sales of substantial amounts of our common stotkarpublic market, or the perception that thesessa
may occur, could cause the market price of our comatock to decline. On November 10, 2004, we edter
into a registration rights agreement with Ormatuistties whereby Ormat Industries may require usgdster
our common stock held by it or its directors, aéfic and employees with the Securities and Exchange
Commission or to include our common stock heldthor its directors, officers and employees in dierfig and
sale by us.

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

Our restated certificate of incorporation and oylatys contain provisions that could make it hafder
third party to acquire us without the consent af Baard of Directors. These provisions do not péantions by
our stockholders by written consent. In additidigse provisions include procedural requirementging to
stockholder meetings and stockholder proposalscthatt make stockholder actions more difficult. @ward of
Directors are classified into three classes ofatiines serving staggered, three-year terms and magrhoved
only for cause. Any vacancy on the Board of Direstmay be filled only by the vote of the majoritiydirectors
then in office. Our Board of Directors has the tighissue preferred stock without stockholder apgl, which
could be used to institute a "poison pill" that Wbwork to dilute the stock ownership of a potekttiastile
acquirer, effectively preventing acquisitions thate not been approved by our Board of Directoeda®are
law also imposes some restrictions on mergers #rat business combinations between us and anyholde
15% or more of our outstanding common stock. Altffowe believe these provisions provide for an ooty



to receive a higher bid by requiring potential doeps to negotiate with our Board of Directors,dbe
provisions apply even if the offer may be considdveneficial by some stockholders.

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

Information responding to Item 7A is included iartt 7, "Management's Discussion and Analysis of
Financial Condition and Results of Operations,thid annual report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Ormat Technologies, Inc.

In our opinion, the accompanying consolidated bzgasheets and the related consolidated statenfents o
operations and comprehensive income, of stockhsléguity and of cash flows present fairly, inra#terial
respects, the financial position of Ormat Techn@sginc. and its subsidiaries at December 31, 2042003,
and the results of their operations and their ¢lasts for each of the three years in the periodeghbDecember
31, 2004 in conformity with accounting principlesngrally accepted in the United States of Amefitese
financial statements are the responsibility of@wenpany's management. Our responsibility is to&sgan
opinion on these financial statements based omwdits. We conducted our audits of these statenients



accordance with the standards of the Public Compaepunting Oversight Board (United States). Those
standards require that we plan and perform thet &dmdbtain reasonable assurance about whethéindrecial
statements are free of material misstatement. Alit mcludes examining, on a test basis, evidenppsrting
the amounts and disclosures in the financial statgsy assessing the accounting principles usedignificant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beligna our
audits provide a reasonable basis for our opinion.

As discussed in Note 10 to the financial statemeaitsctive January 1, 2003, the Company adopted th
provisions of Statement of Financial Accountingrisiards No. 143Accounting for Obligations Associated with
the Retirement of Long-Lived Assets

/sl PricewaterhouseCoopers LLP

Sacramento, California
March 21, 2005
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

2004 2003

(in thousands, except
per share amounts)

Assets
Current asset:

Cash and cash equivalel $ 36,75 $ 8,87:
Marketable securitie 89,16¢ —
Restricted cash, cash equivalents and marketablgites 3,67¢ 16,371

Receivables
Trade 26,91: 28,68¢
Related entitie 2,413 1,93¢
Other 1,81¢ 72¢
Inventories, ne 6,04¢ 3,71
Costs and estimated earnings in excess of billimggsncompleted contrac 3,164 1,92z
Deferred income taxe 1,001 —
Prepaid expenses and otl 2,371 2,091
Total current asse 173,32. 64,32¢
Restricted cash and cash equival¢ 19,33¢ —
Unconsolidated investmer 48,81¢ 46,76(
Deposits and othe 13,75¢ 13,071
Deferred income taxe 3,044 —
Property, plant and equipment, | 466,82t 344,01¢
Constructio~in-process 60,177 35,11¢
Deferred financing costs, n 15,87: 7,84:
Intangible assets, n 48,93( 32,00t
Total asset $ 850,08¢ $ 543,13t

Liabilities and Stockholders' Equity

Current liabilities:
Accounts payable and accrued expel $ 37,56¢  $ 27,47¢
Billings in excess of costs and estimated earnargencompleted contrac 6,13¢ 7,84
Current portion of lon-term debt:



Limited and no-recourse 8,29t 15,68¢

Full recourse 24,36! 10,49(

Senior secured notes (r-recourse’ 6,09( —
Due to Parent, including current portion of notaggble to Parer 40,537 151

Total current liabilities 122,98: 61,64¢
Long-term debt, net of current portio
Limited and no-recourse 159,37( 193,25
Full recourse 3,00 41,061
Senior secured notes (r-recourse’ 183,39¢ —
Notes payable to Parent, net of current por 171,80¢ 177,00«
Other liabilities 1,38¢ 1,46¢
Deferred income taxe 18,36¢ 13,88¢
Liabilities for severance pe 11,12¢ 9,99:
Asset retirement obligatic 10,66¢ 5,731
Total liabilities 682,11( 504,05(
Minority interest in net assets of subsidial 64 2,11¢
Commitments and contingencies (Notes 6, 10, 16180
Stockholders' equity
Common stock, par value $0.001 per share; 200,000%Bares authorized,;

31,562,495 and 23,214,281 shares issued and oditsg¢ 31 23
Additional paic-in capital 124,00¢ 7,00z
Divisional deficit — (11,267)
Unearned sto-based compensatic (244) (86)
Retained earninc 44,44 41,29¢
Accumulated other comprehensive I (322) —

Total stockholders' equit 167,91« 36,97¢
Total liabilities and stockholders' equ $ 850,08t $ 543,13t
The accompanying notes are an integral part ofitlagcial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME
Year Ended December 31,
2004 2003 2002

Revenues
Electricity:
Energy and capacit
Lease portion of energy and capa¢
Total electricity
Products
Total revenue
Cost of revenues
Electricity:
Energy and capacit
Lease portion of energy and capa¢
Total electricity

(in thousands, except per share amounts)

100,28: $ 77,75. $ 65,49
58,55( — —
158,83 77,75: 65,49
60,39¢ 41,68¢ 20,13¢
219,23( 119,44( 85,62
63,30 46,72¢ 33,48:
26,44; — _
89,74 46,72¢ 33,48:



Products 46,33¢ 29,49« 17,29:

Total cost of revenue 136,07¢ 76,22( 50,77¢
Gross margit 83,15 43,22( 34,85¢
Operating expenses (incom
Research and development exper 2,17¢ 1,391 1,50z
Selling and marketing expens 7,76¢ 7,087 6,051
General and administrative expen 11,60¢ 9,252 7,07t
Gain on sale of geothermal resource ri¢ (845) — _
Operating incom: 62,44« 25,49( 20,225
Other income (expense
Interest income 1,31¢ 607 60¢
Interest expens (42,78%) (8,120 (6,17¢)
Foreign currency translation and transaction lo (14¢€) (31€) (323)
Other nor-operating incom 112 464 1,19¢
Income from continuing operations before incomesaxninority
interest, and equity in income of invest 20,94 18,12t 15,52¢
Income tax provisiol (6,609 (2,50€6) (6,13%)
Minority interest in earnings of subsidiari (10¢) (519) (1,199
Equity in income of investee 3,561 55¢ 314
Income from continuing operatiol 17,79: 15,65¢ 8,51/

Discontinued operations (Note :

Loss from operations of discontinued activitieewakhstar — — (3,119
Loss on sale of Kazakhstan operati — — (6,449
Income (loss) before cumulative effect of changadoounting
principle 17,79: 15,65¢ (1,049
Cumulative effect of change in accounting princiflet of tax benefit of
$125,000; — (205) —
Net income (loss 17,79: 15,45¢ (1,049

Other comprehensive income (loss), net of reladeds:
Loss in respect of derivative instruments desighéte cash flow

hedge (net of tax benefit of $198,0( (322) — —

Foreign currency translation adjustme — — (52)
Reclassification adjustmer — — 1,18¢
Comprehensive incorr $ 17,46¢ $ 15,45  § 89

Basic and diluted income (loss) per shi

Income (loss) from continuing operatic $ 0.7z % 0.67 $ 0.37
Loss from discontinued operatio — — (0.41)
Cumulative effect of change in accounting princ — (0.07) —
Net income (loss $ 0.7z $ 0.6€ $ (0.0
Weighted average number of shares outstan 24,80¢ 23,21« 23,21«

The accompanying notes are an integral part ofitlacial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Accumulated
Common Stock  Additional Other
Unearned Comprehensive
Paid-in Divisional = Stock-based Retained
Shares Amount Capital Deficit ~ Compensatior Earnings Loss Total




(in thousands)

Balance at December 31, 2001 23,21¢ % 23 $ 6,83¢ (4,500 — $ 21,737 % (1,137 $ 22,96¢
Foreign currency translation adjustme — — — — — — (5)1) (51)
Reduction of accumulated foreign currency
translation losse — — — — — — 1,18¢ 1,18¢
Unearned sto-based compensatic — — 14¢ — (149) — — —
Amortization of unearned stock-based
compensatiol — — — — 38 — — 38
Contribution from Parer — — — 4,744 — — — 4,744
Net income (loss — — — (6,847 — 5,79¢ — (1,044
Balance at December 31, 2002 23,21« 23 6,98¢ (6,599 (111) 27,53¢ — 27,830
Unearned sto-based compensatic — — 14 — (14) — — —
Amortization of unearned stock-based
compensatiol — — — — 39 — — 39
Distribution to Paren — — — (6,35%) — — — (6,35%)
Net income — — — 1,691 — 13,76 — 15,45¢
Balance at December 31, 2003 23,21« 23 7,002 (11,269 (86) 41,29¢ — 36,97
Unearned stoc-based compensatic — — 52 — (52) — — —
Amortization of unearned stock-based
compensatiol — — — — 61 — — 61
Conversion of note payable to Parent to eq 1,161 1 19,99¢ — — — — 20,00(
Reclassification of divisional defic — — — 10,23¢ (167) (10,069 — —
Distribution to Parent for purchase of OSL (net of
$3,747,000 deferred ta — — — — — (1,057 — (1,059
Cash dividend declared, $0.1025 per sl — — — — — (2,500 — (2,500
Issuance of common stock in initial public
offering 7,18¢ 7 96,95t — — — — 96,96:
Loss in respect of derivative instruments
designated for cash flow hedge, net of related
taxes — — — — — — (322) (322)
Net income — — 1,027 — 16,76¢ — 17,79:
Balance at December 31, 2004 31,56 $ 31 $ 124,00¢ — (244 $ 44,441 $ (322 $167,91
The accompanying notes are an integral part ofitlacial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Year Ended December 31
2004 2003 2002
(in thousands)
Cash flows from operating activities:
Net income (loss $ 17,797 $ 15,45: (1,042)
Adjustments to reconcile net income (loss) to rehcprovided by operating activitie
Depreciation and amortizatic 37,10¢ 16,61¢ 14,477
Minority interest in earnings of subsidiari 10€ 51¢ 1,19¢
Loss on sale of subsidia — — 6,44¢
Equity in income of investet (3,567) (559) (3149
Distributions from unconsolidated investme 3,99¢ — —
Gain on sale of geothermal resource rig (845) — —
Recovery of doubtful accoun — (234 (25€)



Deferred income tax provisic 3,78t 2,06( 5,88:
Cumulative effect of change in accounting princ — 20¢E —

Changes in operating assets and liabilities, nettef and acquisition

Receivable: 3,00¢ 1,34% (10,51¢)
Costs and estimated earnings in excess of billimgsncompleted contrac (1,242) (1,929 —
Inventories (2,339 2,23¢ 40¢
Prepaid expenses and ol (339 32 1,62¢
Deposits and othe 1,57¢ (231) (2,037)
Accounts payable and accrued expei 5,09¢ 5,26¢ (3,67¢)
Due from/to related entities, n (627) (150) 19t
Billings in excess of costs and estimated earnargencompleted contrac (1,709 4,691 (581)
Other liabilities (80)
Liabilities for severance pe 1,13¢ 45¢ (175)
Asset retirement obligatic 58¢ 231 _
Net cash provided by operating activit 63,45¢ 46,01¢ 11,63¢

Cash flows from investing activities:

Distribution from unconsolidated investme 2,50( — —
Marketable securities, n (90,916
Change in restricted cash and cash equiva (9,039 (2,407 (3,347
Capital expenditure (38,127) (25,29¢) (22,710)
Decrease of cash resulting from deconsolidatioBloEL (1,807) — —
Proceeds from sale of geothermal resource r 2,42( — —
Increase in severance fund asset, (463) (44€) (44¢)
Repayment from joint venture 78¢ 794 1,67¢
Cash received from sale of subsidi — — 3,96¢
Cash paid for acquisitions, net of cash rece (175,95() (257,829 (39,660
Net cash used in investing activiti (310,58)) (285,18() (60,527)
Cash flows from financing activities:
Due to Parent, n¢ 55,33¢ (582) 5,15¢
Proceeds from issuance of notes payable to P — 126,33¢ —
Distributions to minority shareholde — (940) (1,320)
Contributions from (distributions to) Pare (4,500 (6,355) 4,74¢
Proceeds from issuance of sl-term debt — — 50,00(
Proceeds from issuance of l-term debt 210,00( 178,01¢ 20,27¢
Repayments of short term and l-term debi (68,19¢) (78,33€) (6,437)
Deferred debt issuance co (10,787) (6,799 —
Payment for interest rate ¢ (3,820 — —
Proceeds from initial public offering, net of issga cost: 96,96 — —
Net cash provided by financing activiti 275,00: 211,35( 72,42(
Effect of foreign currency translation adjustme — — (51)
Net increase (decrease) in cash and cash equis. 27,871 (27,81)) 23,48:
Cash and cash equivalents at beginning of the 8,87% 36,68¢ 13,20:
Cash and cash equivalents at end of the $ 36,75( $ 8,87 $ 36,68

Supplemental disclosure of cash flow information
Cash paid during the year fc
Interest $ 28,537 $ 4937 $ 5,05¢

Income taxe: $ 9 $ —  $ 452

Supplemental nor-cash investing and financing activities

Effect of adopting SFAS No. 143 (Note 1

Asset retirement co: $ 2210 $ 247t $ —

Asset retirement obligatic $ 2,21C $ 2,80t $ —
Conversion of amounts due to Parent to notes payatParen $ — 50,66 $ —
Conversion of note payable to Parent to eq $ 20,000 $ — $ —
Accounts payable related to purchases of proppliynt and equipmet $ 1,30¢ $ 748 $ —
Cash dividend declare $ 2,500 $ — 3 —
Deconsolidation of OLCL Nc-cash Asset $ — 3 - —




Business acquisitior— See Note @

The accompanying notes are an integral part ofitlacial statements.
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ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — BUSINESS AND SIGNIFICANT ACCOUNTING POLICI ES

Business

Ormat Technologies, Inc. (the "Company"), a sulasidof Ormat Industries Ltd. (the "Parent"), is aggd
in the geothermal and recovered energy businedsiding the supply of equipment that is manufaaiurg the
Company and the design and construction of suctepplants for projects owned by the Company ottiod
parties. The Company owns and operates geothemadrplants in various countries, including the tedi
States of America ("U.S"), Kenya, Nicaragua, thdiftines and Guatemala. The Company also ownel coa
fired heating and electricity power plants andribsition facilities in the Republic of Kazakhstan
("Kazakhstan"), that were sold on September 162466e Note 2). The Company's equipment manufacturi
operations are located in Israel.

Several of the Company's power plant facilitieslasted as Qualifying Facilities ("QF") under thali#ic
Utility Regulatory Policies Act ("PURPA"). The reéal power purchase agreements for such facilities a
dependent upon their maintaining QF status. Manageivelieves that all of the facilities were in qiance
with QF status as of December 31, 2004.

Recapitalization

On June 29, 2004, the Company amended and regatadtificate of incorporation, pursuant to whitle
authorized capital stock of the Company was in@édom 754 shares of $1.00 par value common stock
155,892,833 authorized shares, comprised of 15(883%hares of $0.001 par value common stock and
5,000,000 shares of $0.001 par value preferredstdavhich 500,000 shares have been designatSe@ass A
Preferred Stock. The Company's Board of Directassthe authority to issue the undesignated prefestiaek in
one or more series and to establish the right$emeces, privileges and restrictions thereof. @toQer 21,
2004, the Company further amended and restateerit$icate of incorporation, pursuant to which thehorizet
capital stock of the Company was increased from8&0)833 shares of $0.001 common stock immediately
following the split (see below) to 200,000,000 awibed shares of $0.001 par value common stock.

Additionally, on June 29, 2004, the issued andtantting 151 shares of $1.00 par value common stock
were divided and converted (stock split) to 23,284,shares of $0.001 par value common stock.

Further, on June 29, 2004, $20 million outstangingsuant to the note payable to the Parent wasectat/
to 1,160,714 shares of $0.001 par value commork stbthe Company. Such conversion reduced the ataoun
payable pursuant to the Parent Loan Agreementrammddsed the stockholder's equity by $20 milliott aa gai
or loss was recognized as a result thereof.

On October 21, 2004, the Board of Directors appiavé-for-1.325444 reverse stock split of the
Company's common stock. Accordingly, all commorrstznd per common share amounts in these consadidat
financial statements have been restated to giveagtive effect to the reverse stock split foryalars presented.
The par value of the common stock remained at 40p@® share.

Cash Dividend

On October 21, 2004, the Company's Board of Dirsadeclared and authorized the payment of a cash
dividend in the aggregate amount of $2.5 milliord($025 per share). Such dividend was paid on M2y&@v05
and is presented in the balance sheet as of Dece1hp2004, in the "Due to Parent" balance.

Initial public offering



In November 2004, the Company completed an intiddlic offering ("IPO") of 7,187,500 shares of
common stock. Net proceeds to the Company aftanated) underwriting fees and offering related exgeemn
were approximately $97 million.
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Rounding

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

Basis of presentation

The consolidated financial statements include tu@ants of the Company and its wholly owned
subsidiaries, an 85% interest in OrYunnan Geothke@oal td. ("OrYunnan"), an 80% interest in Ormagytte
Co, Ltd. ("OLCL") prior to March, 31, 2004, a 50%térest in Karaganda Holding Company ("KHC") ptior
March 12, 2002, and a 100% interest in KHC from ¢ltat2, 2002 to September 16, 2002. All intercompany
accounts and transactions are eliminated.

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

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

The Company's consolidated balance sheets incld@ bf the assets and liabilities of OrYunnan ahd o
OLCL prior to March 31, 2004. The unrelated ergit}5% interests in OrYunnan, and 20% interest iICOL
prior to March 31, 2004, have been reflected astivity interest in net assets of subsidiaries’him Company's
consolidated balance sheets and the earnings ithieréfive been reflected on the consolidated statisnoé
operations and comprehensive income for all yemrsgmted and have been reflected in "Minority ggem
earnings of subsidiaries". Intercompany accoundsteansactions have been eliminated in the corestidid.

The Company accounts for its interests in partripsséind companies in which it has equal to ortleas a
50% ownership interest under the equity method.ddtite equity method, original investments are nded at
cost and adjusted by the Company's share of uitiit#d earnings or losses of such companies. Thep@ny's
earnings in investments accounted for under théyemethod have been reflected as "Equity in incarhe
investees" on the Company's consolidated stateroéntserations and comprehensive income.

Adoption of FIN No. 46R

In January 2003, the Financial Accounting Stand&aizrd ("FASB") issued Interpretation No. 46,
Consolidation of Variable Interest Entities, andrretation of ARB 5{'FIN No. 46"), and amended it by
issuing FIN No. 46R in December 2003. Among othéargs, FIN No. 46R generally deferred the effectiage
of FIN No. 46 to the quarter ended March 31, 200% objectives of FIN No. 46R are to provide guitkaon
the identification of Variable Interest Entitied/(Es") for which control is achieved through meariser than
ownership of a majority of the voting interest bétentity, and how to determine which companyrgif)aas the
primary beneficiary, should consolidate the VIEvdiable interest in a VIE, by definition, is arsas liability,
equity, contractual arrangement or other economarést that absorbs the entity's economic vaitgbil

Effective as of March 31, 2004, the Company adopt®tiNo. 46R. In connection with the adoption oNF
No. 46R, the Company concluded that OLCL, in whitod Company has an 8C
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ownership interest, should be deconsolidated. Ot Gpkrating results continued to be accountedgimguhe
consolidated method of accounting for the threetimperiod ended March 31, 2004 Effective April @02, the
Company's ownership interest in OLCL is accountrdising the equity method of accounting. The Camfsa
maximum exposure to loss as a result of its involeet with OLCL is estimated to be $4.6 million, ehiis the
Company's net investment at December 31, 2004.

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

Purchase of the power generation business from thHearent

As of July 1, 2004, a wholly owned subsidiary af thompany, Ormat Systems Ltd. ("OSL"), an Israeli
company, acquired from the Parent for $11 millioa power generation business which includes the
manufacturing and sale of energy-related produetsming mainly to the geothermal and recoverestgn
industry.

The Company considers this business to be syniergigh its ownership and operation of geothermal
power plants as well as to the construction ofpitogects (on a turnkey basis). In addition to adqgithe
tangible net assets of the power generation busi@SL has assumed the title and interest toe(tpm related
contracts, and (ii) liabilities and rights underegments with employees and consultants, and @atain
perpetual license of all intellectual property péring to the power generation business from threrRaFurther,
in connection with binding work and product ordérat the Parent had with its customers, which were
transferred to OSL as part of the acquisition, @&k agreed to pay the Parent a commission ranging2.5%
to 5% of sales by OSL related to such work and peodrders. The maximum aggregate amount of such
commissions, which is subject to receipt of paymmémm customers, is approximately $2.2 million.
Commissions expense for the six-month period efmsmEmber 31, 2004 was $0.8 million.

In connection with the acquisition, OSL and thedhahave entered into an agreement whereby OSL will
provide to the Parent, for a monthly fee of $10,3f8tain corporate administrative services, incigdhe
services of executive officers. In addition, OSIs lagreed to provide the Parent with services dghteskilled
engineers at OSL's cost plus 10%, adjusted annimlishanges in the Israeli Consumer Price IndexhS
agreements may be terminated by either party efeemitial term which ends in 2009.

Also in connection with the acquisition, OSL entkigto a rental agreement with the Parent for e af
office and manufacturing facilities in Yavne, Idrdfer a monthly rent of $52,000, adjusted annu&dychanges
in the Israeli Consumer Price Index, plus tax ati@iocosts to maintain the properties. The terthefrental
agreement is 59 months and it expires in June 200&h term has been extended by a consent oftiaell
Land Administration for a period the shorter of:4b years (including the initial term) or (ii) themaining
period of the underlying lease agreement with #hadl Land Administration (which terminates betw26t38
and 2047).

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

The financial statements for all years presenteliide the historical financial information of th@@pany
prior to the acquisition of the power generatiosibass, combined with the historical financial infiation of
the acquired power generation business which wagdaut of the Parent for all years presented.difierence
between the assets and liabilities of the poweegsion
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business consists of accumulated retained ear(degdigit) as well as amounts due to/from Parentliezgy from
cash transfers. Such amounts have been aggregatgniesented in the statements of stockholder#yeag
"divisional deficit" because it is not possibledistinguish the beginning balance as the records wet
available to accurately break out the two compahedh July 1, 2004, the effective date of the tatien, the
divisional deficit was reclassified to retainedréags and unearned stobsed compensation. Retained earr
in the statements of stockholders' equity for alng prior to the year ended December 31, 2004sept the
retained earnings of the Company prior to the asitjom of the power generation business.

The preparation of these financial statements dedithe use of "carve out" accounting proceduresy&ih
certain assets, liabilities, revenues and expenisasrically recorded or incurred at the Parenelewhich were
related to OSL, have been identified and allocatedppropriate to present the financial positigerating
results, and cash flows of OSL for the years preskn

The statement of operations for OSL was carvedisimg specific identification for revenues and aufst
revenues, research and development expense, safithmarketing expenses, general and administrative
expenses and interest income and expense. The én@onprovision was recalculated based on the atpar
return method pursuant to Statement of Financiglfating Standards ("SFAS") No. 108;counting for
Income Taxe.

The balance sheet for OSL was carved out of therRaising specific identification of assets andiliies.
Certain assets and liabilities were allocated toatance with the terms of the signed definitiveeagnents.

The OSL financial statements have been preparaddardance with accounting principles generally
accepted in the United States of America and iraamar which management believes are reasonable and
appropriate. All significant intercompany transans and accounts have been eliminated. The alosadnd
estimates used may not necessarily reflect thediahposition, operating results and cash flowslie periods
presented had OSL been operated as a separaje entit

Of the $11 million purchase price, the Company [#@8 million in cash and assumed $6.2 million eébd
and other liabilities. As the Company's purchasthefpower generation business effective July 042tas bee
accounted as a transfer of assets between entittles common control, the excess of the considerataid
over the historical net book value of the purchdseginess has been recorded as a distributioretBdhnent,
which reduced stockholders' equity by approxima$y8 million at July 1, 2004. Because the defemedme
taxes at June 30, 2004 had a full valuation allmeathere was no tax effect for the difference leetwthe book
and tax basis of the purchased assets and liabili#idditionally, as mentioned above, on July D4£@&he
Company reclassified the divisional equity to ne¢al earnings and unearned stock-based compensation.

Cash and cash equivalents

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

Marketable securities

Marketable securities consist of debt securitiesf@red auction rated securities). The Compangats
for such securities in accordance with SFAS No., Btsounting for Certain Investments in Debt and Bqui
SecuritiesThe Company determines the appropriate classificaif all marketable securities as held-to-
maturity, available-for-sale or trading at the tiofehe purchase and re-evaluates such classtfitatieach
balance sheet date. At December 31, 2004 all oEthrapany's investments in marketable securitieg wer
classified as available-for-sale securities and sssult, were reported at their fair value upandgboted market
prices of such securities at year end. Net unregliains or
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losses are reported as a component of accumuldied @mprehensive income (loss) in stockholdepsite.
Net realized gains or losses are reported in isténeome. The net unrealized gains or losses e¢ibber 31
2004 are immaterial.

The securities are included in the balance shdeeae¢mber 31, 2004, as follows:

(in
thousands)
Marketable securitie $ 89,16¢
Amount presented among short-term restricted azsth
equivalents and marketable securi 1,75(C
Total $ 90,91¢

The cost of the marketable securities at Decembge?@4 approximates their fair value.

Restricted cash, cash equivalents and marketableseities

Under the terms of certain long-term debt agreesyeneé Company is required to maintain certain debt
service reserve, cash collateral and operating &acdunts that have been classified as restriesid, cash
equivalents and marketable securities. Funds thiabevused to satisfy obligations due during tlestrtwelve
months are classified as current restricted casdh equivalents and marketable securities, withehminder
classified as non-current restricted cash and egslvalents. Such amounts are invested primarimamey
market accounts and preferred auction rated semuvitith a minimum investment grade of "AA". Ther@uany
considers all highly liquid instruments, with angimal maturity of three months or less, to be cegtivalents.
Preferred auction rated securities are classifeeavailable-for-sale.

Certain of the restricted cash accounts can baceglby a letter of credit, and as further desdriheNote
17, two letters of credit aggregating $14.4 milliware issued by the Company to release restrictiofunds the
were used as collateral for the Company's 8% seeitured notes (the "Notes") and loan agreemehtBatl
Bank ("Beal Bank Credit Agreement”).

Concentration of credit risk

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

The Company places its temporary cash investmatsrearketable securities with high credit quality
financial institutions located in the U.S. and andign countries. At December 31, 2004 and 20@8Cbmpany
had deposits in five and six, respectively, U.Bafficial institutions that were federally insuredto$100,000
per financial institution. At December 31, 2004 &3, the Company's deposits in foreign countfes
approximately $9,184,000 and $9,927,000, respdgtiweere not insured.

At December 31, 2004 and 2003, accounts receivaldéed to operations in foreign countries amouied
approximately $7,963,000 and $13,029,000, respalgtiit December 31, 2004 and 2003, accounts rabésv
from the Company's major customers (see Note 14uatad to approximately 80% and 57% of the Comgany'
accounts receivable, respectively. The Companypad ongoing credit evaluations of its customensirfcial
condition. The Company requires the customer iraNigua to provide a cash security arrangementsor i
payment obligations. The Company has historicadlgrbable to collect on substantially all of itsaigable
balances, and accordingly, no provision for dodlaticounts has been made.

Inventories

Inventories consist primarily of raw material paated sub assemblies for power units, and are statnd
lower of cost or market value, using the movingrage cost method and are stated net of provisiosldav-
moving and obsolescence, which was not significant.
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Deposits and other

Deposits and other consist primarily of performabeoads for construction projects, a long-term iasge
contract and hedge instruments.

Property, plant and equipment

Property, plant and equipment are stated at cdistodts associated with the acquisition, developnaad
construction incurred as part of the constructibpawer plants operated by the Company are capétaliMajor
improvements are capitalized and repairs and maamiee costs are expensed. Power plants operatbée by
Company are depreciated using the straight-lindatkbver the term of the relevant power purchaseesgent
(see Note 12). The geothermal power plants in ttigpBines and Nicaragua are to be fully depreciateer the
period that the plants are owned by the Compang.other assets are depreciated using the straightdethod
over the following estimated useful lives of theets:

Leasehold improvemen 15-20 year
Machinery and equipme— manufacturing 10 year
Machinery and equipme— computers 3-5 year:
Office equipmen— furniture and fixture: 5-15 year
Office equipmen— other 5-10 year
Automobiles 5-7 year:

The cost and accumulated depreciation of items@otdtired are removed from the accounts. Any|ties)
gain or loss is recognized currently and is recdiideoperating income.

The Company capitalizes interest costs as pammgtcucting power plant facilities. Such capitatize
interest is recorded as part of the asset to wihighates and is amortized over the asset's estinsseful life.
Capitalized interest costs amounted to approxim&é28,000, $297,000, and $201,000 for the yealsen
December 31, 2004, 2003 and 2002, respectively.

Deferred financing costs

Deferred financing costs are amortized over the tefrthe related obligation using the effectiveenaist
method. Amortization of deferred financing costpriesented as interest expense in the statemepeodtions.
Accumulated amortization related to deferred finag@costs amounted to $1,708,000 and $576,000 ce:ridlee
31, 2004 and 2003, respectively. Amortization exsecfior the years ended December 31, 2004, 2002G0”i
amounted to $2,705,000, $576,000, and $0, resgdgtiv

Intangible assets

Intangible assets consist of allocated acquisitimsts of power purchase agreements, which are aexrt
over the 15 to 23-year terms of the agreementgubm straight-line method.

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

Long-lived assets including unconsolidated investim@and power purchase agreements are reviewed for
impairment whenever events or changes in circurastamdicate that the carrying amount of an assgtmot
be recoverable. Recoverability of assets to be &etbused is measured by a comparison of the ngramount
of an asset to future net undiscounted cash floyeaed to be generated by the asset. If suchsamset
considered to be impaired, the impairment to begeized is measured by the amount by which theyicayr
amount of the assets exceeds the fair value cdgbets. Assets to be disposed of are reported &imvter of the
carrying amount or fair value less costs to selnislgement believes that no impairment exists fog-loved
assets, however, future estimates as to the reaoligr of such assets may change based on revised
circumstances.

98



ORMAT TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Derivative instruments

SFAS No. 133Accounting for Derivative Instruments and Hedgirgivities,as amended and interpreted
by other related accounting literature, establistee®unting and reporting standards for derivatiggruments
(including certain derivative instruments embeditedther contracts). SFAS No. 133 requires comsatue
record derivatives on their balance sheets asraaggets or liabilities measured at their fair ealnless
exempted from derivative treatment as a normallpage and sale. All changes in the fair value afvdéves are
recognized currently in earnings unless specifiatgieecriteria are met, which requires that a compangt
formally document, designate, and assess the e#eetss of transactions that receive hedge acaaunti

The Company maintains a risk management strategyrtborporates the use of interest rate swaps and
interest rate caps to minimize significant fluctaatin cash flows and/or earnings that are caugadtbrest rate
volatility. Gains or losses on contracts that allyi qualify for cash flow hedge accounting, netelated taxes
are included as a component of other comprehemsieene or loss and are subsequently reclassifigd in
earnings when interest on the related debt is zaihs or losses on contracts that are not desigriatqualify
as a cash flow hedge are included as a componémteoést expense.

The Company is subject to the provisions of SFAS 83 Derivative Implementation Group ("DIG") Ist
No. C15,Normal Purchases and Normal Sales Exception fotaeOption-Type Contracts and Forward
Contracts in Electricity which expands the requirements for the normatipase and normal sales exception to
include electricity contracts entered into by ditytcompany when certain criteria are met. Alsa@enDIG Issut
No. C15, contracts that have a price adjustmeniseldased on an index that is not directly reltddte
electricity generated, as defined in SFAS No. H&gB8not meet the requirements for the normal pueshasd
normal sales exception. The Company has power agleements that qualify as derivative instrumantier
DIG Issue No. C15 because they have a price adggtolause based on an index that does not dinedtie to
the sources of the power used to generate theieigctThe adoption of the provisions of DIG IssNe. C15 in
2002 did not have a material impact on the Comgargnsolidated financial position and results afragions.

In June 2003, the FASB issued DIG Issue No. G2@pe Exceptions: Interpretation of the Meanintlof
Clearly and Closely Related in Paragraph 10(b) netiag Contracts with a Price Adjustment FeatullG
Issue No. C20 superseded DIG Issue No. @Gitérpretation of Clearly and Closely Related infracts That
Qualify for the Normal Purchases and Normal Salgsdption, and specified additional circumstances in which
a price adjustment feature in a derivative contwamtld not be an impediment to qualifying for thermal
purchases and normal sales scope exception undée 8b. 133. DIG Issue No. C20 was effective aseffirst
day of the fiscal quarter beginning after July 2003, (i.e. October 1, 2003, for the Company).dnjanction
with initially applying the implementation guidand®IG Issue No.C20 requires contracts that didgneviously
qualify for the normal purchases normal sales sexgeption, and do qualify for the exception urd&s Issue
No. C20, to freeze the fair value of the contracbfthe date of the initial application, and anzed such fai
value over the remaining contract period. Upon &domf DIG Issue No. C20, the Company electedribienal
purchase and normal sales scope exception unde® 8l6A133 related to its power purchase agreem8uoth
adoption did not have a material impact on the Camfs consolidated financial position and results o
operations.

Foreign currency translation

The functional currency of all foreign entitiestlie reporting currency (U.S. dollar or dollar). Foese
entities, monetary assets and liabilities are teded at the current exchange rate, while non-naopétems are
translated at historical rates. Income and expiese are translated at the average exchangearatiesf year,
except for depreciation, which is translated atdnisal rates. Translation adjustments and tramsacfains or
losses are included in results of operations.
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The Company's functional currency of certain Kaza#h activities was considered to be the localenay;
accordingly, all assets and liabilities were trateddl at the exchange rate as of the balance stieetRevenues,
costs and expenses were translated at the weiglgzdge exchange rate for the period. Translatipmsaments
were accumulated in a separate component of sttadtsbequity. Upon sale of the Kazakhstan busifess
Note 2), the accumulated foreign currency trarstatdsses were eliminate

Comprehensive income reporting

The Company accounts for comprehensive income SFAS No. 130Reporting Comprehensive Income,
which requires comprehensive income and its compisrte be reported when a company has items of othe
comprehensive income. Comprehensive income inclndesmcome plus other comprehensive income, wiac
the Company consists of foreign currency transtaéidjustments and the mark-to-market losses onatem
instruments designated for cash flow hedge. Thesadjents for the year ended December 31, 2002adidave
any tax effect as Karaganda Holding Company ("KH&4} not in a taxable position due to its recuriogges
that resulted in a full valuation of deferred inataxes. In connection with the sale of KHC thduither
discussed in Note 2, the Company recorded a rexuofi$1,184,000 in accumulated foreign currency
translation losses, and included such accumulatesks as a component of "Loss on sale of Kazakhstan
operations" in determining the net loss for therysaled December 31, 2002.

Revenues and cost of revenues

Revenues are primarily related to: (i) sale of &leity from geothermal power plants owned and apea
by the Company; and (ii) geothermal and recoveregtgy power plant equipment engineering, sale,
construction and installation and operating seszice

Revenues related to the sale of electricity fromtigermal power plants and capacity payments aded
based upon output delivered and capacity provideates specified under relevant contract termsdéscribed
below, for power purchase agreements ("PPAs") aequis part of the projects purchased since JW9d3
(see Note 2), revenues related to the lease eleshémt PPA are included as "lease portion of enargl
capacity " revenues, with the remaining revenulzded to the production and delivery of energy enésd as
"energy and capacity".

Revenues from engineering, operating servicesparns and product sales are recorded upon provitimg
service or delivery of the products and parts. Raes from the supply and/or construction of geotfz¢iand
recovered energy power plant equipment on behaitfladrs are recognized on the percentage completion
method. Revenue is based on the percentage relaiothat incurred costs bear to total estimatexisc@Costs
include direct material, labor, and indirect coStslling, marketing, general, and administrativets@re charge
to expense as incurred. Provisions for estimatsskl® on uncompleted contracts are made in thedgerishich
such losses are determined. Changes in job perfa@ngob conditions, and estimated profitabilitycluding
those arising from contract penalty provisions final contract settlements, may result in revisiBmsosts and
revenues and are recognized in the period in wiielrevisions are determined.

In May 2003, the Emerging Issues Task Force ("EJTBached consensus in EITF Issue No. 01-8,
Determining Whether an Arrangement Contains a Ly, to clarify the requirements of identifying whettas
arrangement contains a lease at its inception giidance in the consensus is designed to broagesctipe of
arrangements, such as power purchase agreemesusanssd for as leases. EITF Issue No. 01-8 reqbinés
parties to an arrangement to determine whethervéceecontract or similar arrangement is, or inelsida lease
within the scope of SFAS No. 18ccounting for LeasesThe consensus is being applied prospectively to
arrangements agreed to, modified, or acquired §inegs combination on or after July 1, 2003. Thegp#dn of
EITF Issue No. 01-8 effective July 1,
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2003 did not have a material effect to the Comgafiyancial position or results of operations. Adlier
discussed in Note 12, PPAs acquired as part githjects purchased since July 1, 2003 (Heber 12and
Steamboat 2/3, Steamboat Hills, and Puna projeeesNote 2), contain lease elements within theesodSFAS
No. 13. Lease revenue related to the Heber 1 gndj2cts from the date of acquisition (December2l®)3) to
December 31, 2003 was not material.

Warranty on products sold

The Company generally provides a one-year warrag@nst defects in workmanship and materials relate
to the sale of products for electricity generatiBstimated future warranty obligations are provibgatharges t
operations in the period in which the related remeis recognized. Such charges have historicaliybe
immaterial.

Research and development

Research and development costs incurred by the Gayripr the development of existing and new
geothermal, recovered energy and remote power ddatjies are expensed as incurred. Grants receigedthe
Office of the Chief Scientist ("OCS") of the Isre@lovernment are offset against the related rekeamd
development expenses. Such grants amounted td 42,000 and $531,000 during the years ended Degembe
31, 2004, 2003, and 2002, respectively.

Advertising expense

Advertising costs are expensed as incurred antbtb&v4,000, $58,000 and $72,000 for the yearsdende
December 31, 2004, 2003, and 2002, respectively.

Patent expense

Patents are internally developed, and thereforts @e expensed as incurred and totaled $290,000,
$377,000 and $436,000 for the years ended DeceBih@004, 2003, and 2002, respectively.

Income taxes

Income taxes are accounted for using an assefatility approach, which requires the recognitidriaxes
payable or refundable for the current year andrdedgtax assets and liabilities for the future ¢arsequences
events that have been recognized in the Compangisdial statements or tax returns. The measureafent
current and deferred tax assets and liabilitiedased on provisions of the enacted tax law; tfexef of future
changes in tax laws or rates are not anticipathd. Jompany accounts for investment tax creditsraslaction
to income taxes in the year in which the credesi The measurement of deferred tax assets icee,dil
necessary, by the amount of any tax benefits tizested on available evidence, are not expected tedtieed.

Income (loss) per share

Basic income (loss) per share is computed by digidghcome (loss) available to common stock
shareholders by the weighted average number oéstmicommon stock outstanding for the year. The@amy
does not have any equity instruments that areidduexcept for employee stock options which wesnted on
November 10, 2004 and whose dilutive effect onntiieincome per share for the year ended Decemh@08%
is immaterial. The stock options granted to empdsyef the Company in the Parent's stock are nativkl to the
Company's income per share.

Stock-based compensation

The Company accounts for stock-based compensagieedon the provisions of Accounting Principles
Board Opinion No. 25Accounting for Stock Issued to Employg€@d®B No. 25"), and FASB Interpretation No.
44, Accounting for Certain Transactions Involving St@impensationand
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other related interpretations which states thatarapensation expense is required to be recordestdok
options or other stock-based awards to employessatie granted with an exercise price equal tdovathe
estimated fair value per share of common stockergtant date. In the event that stock optiongeapted at a



price lower than the fair market value at that dtite difference between the fair market valuehef¢common
stock and the exercise price of the stock optiemed¢orded as unearned compensation. Unearned neaijos
is amortized to compensation expense over thengepgriod applicable to the stock option. The Comydzas
adopted the disclosure requirements of SFAS No, A28unting for Stock-Based Compensatias it relates
stock options granted to employees, which requiredforma net income (loss) be disclosed basedh®effiatr
value of the options granted at the date of thatgra

The Company calculated the fair value of each optio the date of grant using the Black-Scholesaopti
pricing model using the following assumptions:

Year Ended December 31,

2004 2003 2002

For Stock options issued by the Compse

Risk-free interest rate 3.€% — —

Expected lives (in year: 5 — —

Dividend yield 4% — —

Expected volatility 40% — —
For Stock options issued by the Part

Risk-free interest rate 4.7% 4.7% 4.7%

Expected lives (in year: 5 5 5

Dividend yield 0% 0% 0%

Expected volatility 28% 31% 37%

Had compensation cost for the options granted tpl@yaes of the Company been determined based on the
fair value method prescribed by SFAS No. 123, tbenany's pro forma net income (loss) and earnilogs)
per share would have been as follows:

Year Ended December 31,

2004 2003 2002
(in thousands, except per share amounts)

Net income (loss)

As reportec $ 17,790 $ 1545 $ (1,049
Add: Total stock-based employee compensation

expense included in reported net income, net o 61 24 24
Deduct:

Total stock-based employee compensation expense in

respect of the Company's stock options determined

under fair value based method, net of (6) — —
Total stock-based employee compensation expense in

respect of the Parent's stock options determined

under fair value based method, net of (685) (175) (94)
Pro forma net income (los $ 17,16 $ 1530! $ (1,119
Basic and diluted net income (loss) per sh
As reportec $ 0.7z % 0.6¢ $ (0.09
Pro forma $ 0.6 $ 0.6 $ (0.05)
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Fair value of financial instruments

The carrying amount of cash and cash equivalemsoapnates fair value because of the short matarfity
those instruments. The marketable securities asepted at fair value. The fair value of long-teiebt is
estimated based on the current borrowing ratesifoifar issues, which approximates carrying amdanall
long-term debt except for the Notes. For the N¢des Note 9) such fair value amounted to $191.Bomil
compared to carrying amount of $189.5 million at®maber 31, 2004.

Accounting estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiges
management to make estimates and assumptiondfeztttae reported amounts of assets and lialsliied the
disclosure of contingent assets and liabilitiehatdates of such financial statements and theteghamounts ¢
revenues and expenses during the reporting perdadsal results could differ from those estimates.

New accounting pronouncements
SFAS No. 123 (Revised 20— Share-Based Paymen

In December 2004, the FASB issued the revised SRASL23,Share-Based PaymefiGFAS No.123R"),
which addresses the accounting for share-basedgrgytnansactions in which a company obtains emgloye
services in exchange for: (i) equity instrumentshef company, or (ii) liabilities that are basedtloa fair value
of the company's equity instruments or that mageditled by the issuance of such equity inStrum&RAS
No0.123R eliminates the ability to account for enyele shar-based payment transactions using APB No. 25 and
requires instead that such transactions be acabfmteising the grant date fair value based metB&AS
No.123R will be effective as of the beginning of first interim or annual reporting period that imsgafter Jun:
15, 2005 (July 1, 2005 for the Company). Early aidopof SFAS No.123R is encouraged. SFAS No0.123R
applies to all awards granted or modified after$tetement's effective date. In addition, compénsaiost for
the unvested portion of previously granted awalds temain outstanding on the Statement's effedtie shall
be recognized on or after the effective date, aselated services are rendered, based on the sivgaadt date
fair value as previously calculated for the praniardisclosure under SFAS No.123.

The Company estimates that the cumulative effeadopting SFAS No0.123R as of its adoption datehey t
Company (July 1, 2005), based on the awards oulistgras of December 31, 2004, will be immateri&lisT
estimate does not include the impact of additiaverds, which may be granted, or forfeitures, wiey occu
subsequent to December 31, 2004 and prior to tmep@oy's adoption of SFAS No.123R. The Company %
that upon the adoption of SFAS No0.123R, it will Bpihe modified prospective application transitimethod, a:
permitted by the Statement. Under such transitiethod, upon the adoption of SFAS No.123R, The Cayipa
consolidated financial statements for periods padhe effective date of the Statement will noréstated. The
Company does not expect SFAS No. 123R to have eriadimpact on its results of operations and fziah
position in future periods.

SFAS No. 15— Inventory Cost:

In November 2004, the FASB issued SFAS No. 1&entory Costs — An Amendment of ARB 43, Chapter
4. SFAS No0.151 amends the guidance in ARB No. 43, @nahlnventory Pricing, to clarify the accounting f
abnormal amounts of idle facility expense, freigi@ndling costs, and wasted material. This Statenegjuires
that those items be recognized as current periatgels. In
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addition, this Statement requires that allocatibfixed production overheads to the costs of cosiggr be based
on the normal capacity of the production faciliti8&AS No.151 will be effective for inventory costsurred
during fiscal years beginning after June 15, 2@@&gary 1, 2006 for the Company). Earlier applicatf SFAS
No.151 is permitted. The provisions of SFAS No.$5all be applied prospectively. The Company doé:
expect SFAS No.151 to have a material impact oregslts of operations and financial position itufe
periods.



SFAS No. 15— Exchange of Nonmonetary Ass

In December 2004, the FASB issued SFAS No. Ex8hanges of Nonmonetary Assets — An Amendment
of APB Opinion No. 26FAS No. 153 amends APB Opinion No. 28counting for Nonmonetary
Transactions The amendments made by SFAS No. 153 are bastt gminciple that exchanges of
nonmonetary assets should be measured based fairth@lue of the assets exchanged. Further, thendment
eliminate the exception for nonmonetary exchandeainalar productive assets and replace it witteaegal
exception for exchanges of nonmonetary assetslthabt have commercial substance. The provisioBFiaS
No.153 are effective for nonmonetary asset exchangeurring in fiscal periods beginning after Jabe200%
(July 1, 2005 for the Company). Early applicatidrs&AS No.153 is permitted. The provisions of SAA& 153
shall be applied prospectively. The Company doéexrpect SFAS No0.153 to have a material impact®n i
results of operations and financial position irufetperiods.

EITF Issue No. (-14 — Whether an Investor Should Apply the Equigyhidd of Accounting to
Investments Other Than Common Si

In July 2004, the FASB issued EITF Issue No. 02¥¥#Aether an Investor Should Apply the Equity Method
of Accounting to Investments Other Than CommorkSEEF Issue No. 02-14 addresses whether the equity
method of accounting applies when an investor doésave an investment in voting common stock of an
investee but exercises significant influence thfoather means. EITF Issue No. 02-14 states thatvastor
should only apply the equity method of accountifgewit has investments in either common stock-or in
substance common stock of the investee, provideithie investor has the ability to exercise sigaifit
influence over the operating and financial policéshe investee. The provisions in EITF Issue 014 are
effective for reporting periods beginning after @epber 15, 2004 (October 1, 2004 for the Compahysg.
adoption of EITF Issue No. 02-14 by the Companyraitthave any impact on its results of operation a
financial position.
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NOTE 2 — BUSINESS ACQUISITIONS AND SALE

Acquisitions and sale in 2002
Karaganda Holding Company ("KHC")

KHC was established for the purpose of generatowgep and selling and distributing electricity arehting
power in Kazakhstan. Prior to March 12, 2002, teenfany had a 50% ownership interest in KHC. Effecti
March 12, 2002, the Company purchased the remab0fg interest in KHC for $500,000. Such transacti@s
accounted for under the purchase method of acaayrend the allocation of the $500,000 purchasseprias as
follows:

(dollars in

thousands)
Cash and cash equivalel $ 2,541
Accounts receivable assum 6,98¢
Property, plant and equipme 9,08¢
Other assets assum 3,05¢
Accounts payable and accrued liabilities assu (9,749
Long-term debt assume (10,637
Deferred tax liabilities assumt (795)
Total cash pait $ 50C

On September 16, 2002, the Company sold all afvitsership interest in KHC to a third party for



approximately $4.1 million, less approximately $tlion of costs related to the sale. The Company
recognized a loss on the sale of this subsidianakip approximately $6.4 million during 2002, iddétion to the
operational losses incurred prior to such sale.riéiassets of KHC on the date of the sale wefellasvs:

(dollars in

thousands)
Accounts receivabl $ 12,71¢
Inventory, prepaid expenses and of 5,03¢
Property, plant and equipme 27,06
Accounts payable and accrued liabilit (13,96¢)
Long-term debi (19,989
Deferred tax liabilities (1,639
Accumulated foreign currency translation adjustra 1,18¢
Net asset $ 10,41(

The sale of KHC resulted in the Company discontiglits operating activities in Kazakhstan. The net
results of operations of the discontinued actisitie Kazakhstan prior to September 16, 2002 are/slio the
statement of operations for the year ended DeceBhez002 as "Loss from discontinued activities in
Kazakhstan".

The Ormesa Project

On April 15, 2002, the Company acquired 100% ofebeity interests in the Ormesa Project, located in
Imperial Valley, California, to expand its geothedrpower plant operations. The Ormesa Project stssf six
power plants and was owned by several unrelateghanies. The Company acquired 100% interests indbur
the entities and acquired the assets of a fifthyefthese entities
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and assets were merged into Ormesa, LLC ("Ormés&)02. The Company paid approximately $41.7 omlli
for the ownership of the Ormesa Project, of whippraximately $35.7 million and $6.0 million has hee
allocated to property, plant and equipment anchigitsle assets, respectively. The acquisition waswaated for
under the purchase method of accounting and th&irachjassets are being depreciated over their at&in
useful lives of five to fifteen years. The resudfoperations of the Ormesa Project have beendeclun the
consolidated financial statements since April 1H)2

Acquisitions in 2003
The Steamboat 1/1A Project

On June 30, 2003, the Company acquired from twapg®f unrelated sellers, a 100% interest in
Steamboat Geothermal LLC ("SG"), which owns geattapower plants ("Steamboat 1/1A") in Nevada. The
purchase price of $1.2 million was paid in cashybich, $2.1 million has been recorded as propgtdnt and
equipment, less assumption of liabilities of $0i8iom. The acquisition has been accounted for urtde
purchase method of accounting and the acquiredsaasebeing depreciated over their estimated Ubeds of
three to fifteen years. The results of operatidith® Steamboat 1/1A Project have been includeden
consolidated financial statements since July 13200

The Heber and Mammoth Projects

On December 18, 2003, the Company purchased cegeatfmermal assets from Covanta Energy
Corporation ("CEC"), an unrelated entity for a tqtarchase price of $215 million, plus transactiosts of
approximately $3.2 million. As further discussedNiate 9, the Company entered into a loan agreeareht
borrowed $154.5 million from Beal Bank, all of whits collateralized by the acquired assets destietow,



except for the assets related to the Company's@@fership interest in Mammoth-Pacific, L.P.
("Mammoth").

The assets purchased include: (i) a 100% owneishigber Geothermal Company, which owns a 38
megawatt ("MW") geothermal power plant ("Heber 18y;ated near Heber, California; (ii) a 100% owh@gysn
Second Imperial Geothermal Company ("SIGC"), trest fights to the lessee position of a 34 MW geatiaér
power plant ("Heber 2"), adjacent to the Heberahpl(iii) a 100% ownership in Heber Field Compatiyat has
the rights to the geothermal resources used byHebad 2; and (iv) 50% ownership interest in Martimthat
owns and operates three geothermal plants, withmdbined generating capacity of 25 MW, located rlearcity
of Mammoth, California.

In addition, the Company acquired all of the beriafirights, title and interest in the Heber 2 dwomal
power plant from the lessor for a purchase pricappiroximately $38.5 million.

The results of operations of the Heber Projectemeen included in the consolidated financial stetgs
since December 18, 2003. The results of operatibttee Mammoth Project have been included in the
consolidated financial statements using the equ#thod of accounting since December 18, 2003.
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The Steamboat 1/1A and the Heber and Mammoth ggdjgsset acquisitions have been accounted for
under the purchase method of accounting and théirecassets and intangibles are being depreoistedtheir
estimated useful lives of three to twenty yearse phrchase price has been allocated based on imdieqte
valuation and management's estimates as follows:

Heber and
Steamboat Mammoth
1/1A Projects Total
(dollars in thousands)

Cash and cash equivale! $ — % 195 % 19t
Restricted cas — 5,95¢ 5,95¢
Accounts receivable assum — 7,15¢ 7,15¢
Property, plant and equipme 2,13¢ 184,58! 186,72:
Intangibles (power purchase agreem — 25,27: 25,27:
Investment in Mammot — 38,63: 38,63:
Other assets assum — 27C 27C
Accounts payable and other liabilities assur (929) (2,559 (3,482)
Asset retirement obligatic — (2,701) (2,701)
Total cash pai $ 1,21t $ 256,80¢ $ 258,02

The following unaudited pro forma financial infortizan for the years ended December 31, 2003 and,2002

assumes the Heber and Mammoth projects acquisitionigred as of the beginning of the respectivesyedter
giving effect to certain adjustments, including #meortization of intangible assets, interest expens
acquisition debt, depreciation based on the adgistsito the fair market value of the property, pkamd
equipment acquired, and related income tax effatts.pro forma results have been prepared for cratipa
purposes only and are not necessarily indicatih®fesults of operations that may occur in ther&uor that
would have occurred had the acquisition of the Helnel Mammoth projects been affected on the dates
indicated.

Year Ended December 31,




2003 2002
(dollars in thousands, except
per share amounts)

Revenue! $ 185,57. $ 150,70°
Income before cumulative effect of accounting che 42,24¢ 10,68¢
Net income 40,38: 10,68¢
Basic and diluted income per shi $ 174 $ 0.4¢

Acquisitions in 2004
The Steamboat 2/3 Project and Meyberg Property

On February 11, 2004, the Company acquired 100&eobutstanding shares of capital stock of Steamboa
Development Corp. ("SDC"), and certain real propéitieyberg Property") from an unrelated party. SDC
owned certain leasehold interests as a lessee itwth Steamboat 2/3 geothermal power plants aridicer
related geothermal leases. On February 13, 2084C¢mpany acquired all of the beneficial rightde tiand
interest in the Steamboat 2/3 geothermal powettplaom the lessor. The Company acquired SDC aad th
Meyberg Property to increase its geothermal povartpperations in the United States. The Companyised
the lessee and lessor positions of the Steamb®ate@thermal power plants for a combined purchase pf
approximately $82 million, plus transaction cosapproximately $0.8 million. The results of SDQxemtions
have been included in the consolidated financakstents since February 11, 2004.
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The Steamboat Hills Project

On May 20, 2004, the Company completed the acuisitf 100% of the equity interests of Yankee
Caithness Joint Venture, L.P. ("Yankee"), whichrefer to as Steamboat Hills, from unrelated pafies
purchase price of approximately $20.3, includinguasition costs of approximately $0.1 million. Yagkowns
and operates a geothermal electric generation,ptarated in Steamboat Springs, Nevada. The Company
purchased Yankee in order to increase its geotHgroveer plant operations in the United States. YanWwas
subsequently renamed as Steamboat Hills. The sesuiteamboat Hills' operations have been inclia¢le
consolidated financial statements since May 204200

The Puna Project

On June 3, 2004, the Company completed the acguisif 100% of the equity interests of Puna
Geothermal Venture ("PGV") from an unrelated péotya purchase price of $72.9 million, includingjaisition
costs of approximately $0.2 million. PGV operategeathermal power plant ("Puna Project") locatedhen
island of Hawaii. The Company purchased PGV in ptdéncrease its geothermal power plant operationkse
United States. The results of PGV's operations baes included in the consolidated financial steteis since
June 3, 2004.

The Puna Project was not in compliance with thesthold minimum performance requirements of its pr
purchase agreement at the time of the acquisiiod,is currently not in compliance with such regoients,
which non-compliance has resulted in the impositibeanctions that reduce the aggregate amoumevehues
payable to the Company from the relevant powerhmser, and amounted to $0.4 million for the pefiocth
June 3, 2004 to December 31, 2004.

The Steamboat 2/3 Project, the Meyberg PropergySteamboat Hills Project and the Puna Project
acquisitions have been accounted for under thenpsecmethod of accounting and the acquired dejplecia
assets and intangibles are being depreciated begrestimated useful lives of 14 to 23 years. plaehase pric
(including of the lessee and lessor position inSleamboat 2/3 Project) has been allocated basediepender
valuation and management's estimates as follows:



Steamboat 2/3

Project and Steamboat
Meyberg Hills Puna
Property Project Project Total
(dollars in thousands)
Accounts receivable assum $ 1,94¢ % — 3 1,87C $ 3,81«
Property, plant and equipme 78,71¢ 20,80¢ 56,88: 156,40¢
Intangibles (power purchase agreem: 4,49¢ — 14,99: 19,49:
Accounts payable and other liabilities assur (1,455 — (79 (1,639
Asset retirement obligatic (941) (54€) (6471) (2,130
Total cash pait $ 82,76¢ $ 20,26. $ 72,92 $ 175,95(

The following unaudited pro forma financial infortian for the years ended December 31, 2004 and,2003

assumes the Steamboat 2/3 Project and Meyberg Brofiee Steamboat Hills Project and the Puna Etoje

acquisitions occurred as of the beginning of ttepeetive years, after giving effect to certain atthents,

including the amortization of intangible assetseliast expense on acquisition debt, depreciatisedan the
adjustments to the fair market value of the propeatant and equipment acquired, and related inctaxe
effects. The pro forma results have been prepanedoimparative purposes only and are not necegsaril

indicative of the results of operations that magusdn the future or that would have occurred Hadcquisitior

of the Steamboat 2/3 Project and Meyberg ProptréySteamboat Hills Project and the Puna Projest be

affected on the dates indicated.
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Year Ended December 31,

2004 2003

Revenue! $

Income before cumulative effect of accounting
change

Net income

Basic and diluted income per shi $

NOTE 3 — INVENTORIES

Inventories consist of the following:

(dollars in thousands, except
per share amounts)

231,78t $ 155,90(
17,78¢ 18,32¢
17,78¢ 18,12«

0.7z $ 0.7¢

December 31,

2004 2003
(dollars in thousands)
Raw materials and purchased parts for asse $ 1,66¢ $ 2,181
Self-manufactured assembly parts and finished
products 4,38: 1,531
Total $ 6,04¢ $ 3,71




NOTE 4 — COST AND ESTIMATED EARNINGS ON UNCOMPLETED CONTRACTS

December 31,

2004 2003
(dollars in thousands)

Costs and estimated earnings incurred on unconablete

contracts $ 19,36¢ $ 12,49:
Less billings to dat (22,349 (18,419
Total $ (2,975 $ (5,92))

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

December 31,

2004 2003
(dollars in thousands)

Costs and estimated earnings in excess of billimgs

uncompleted contrac $ 3,164 $ 1,922
Billings in excess of costs and estimated earnamgs

uncompleted contrac (6,139 (7,849
Total $ (2,979 $ (5,927

The completion costs of the Company's construat@niracts are subject to estimation. Due to unicgits
inherent in the estimation process, it is reasgnpbésible that estimated contract earnings wiliusther revise
in the near term.
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NOTE 5 — UNCONSOLIDATED INVESTMENTS

Unconsolidated investments in power plant projeotssist of the following:

December 31

2004 2003
(dollars in thousands)

Orzunil:
Investmen $ 3,391 $ 2,722
Advances 4.47¢ 5,26¢€
7,86¢ 7,98¢
Mammoth 36,36. 38,77:
OLCL 4,58¢ _
Total $ 48,81¢ $ 46,76(

The Zunil Project



The Company has a 21% ownership interest in OrzwiglElectricidad, Limitada ("Orzunil"), a limited
responsibility company incorporated in Guatemalé established for the purpose of the generationcand
generation of power from a geothermal power plarthe Province of Quetzaltenango in Guatemala. The
Company operates and maintains the geothermal poesetr and the power purchaser supplies geothdiual
to the power plant. The Company's 21% ownershgrést in Orzunil is accounted for under the equigthod
of accounting as the Company has the ability tocse significant influence, but not control, o¥@zunil.

Notes receivable for cash advances to Orzunil sbo$ithe following:

December 31, Interest Rate Maturity Date
2004 2003
(dollars in thousands)

November 1&

Subordinater $ 3,83t $ 4,207 LIBOR +4% 2011
Junior subordinate 6452 1,05¢ 0% see belov
$ 4.47¢ $ 5,26¢€

All available cash after the debt service undersiligordinated loan is used to repay the junior slibated
loan. Interest income received from these loansusmeal to approximately $ 214,000, $270,000 and @6
during the years ended December 31, 2004, 2002@d2|, respectively.

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

The Mammoth Project

As discussed in Note 2, on December 18, 2003, trepgany acquired a 50% interest in the Mammoth
Project, which is comprised of three geothermal groglants. The purchase price was less than therkyimh
net equity of Mammoth by approximately $9.3 milligks such, the basis difference will be amortizedrghe
remaining useful life of the property, plant andiggent and the power purchase agreements, whigfefaom
12 to 17 years. Effective December 18, 2003, the@my operates and maintains the geothermal poametsp
under an operating and maintenance ("O&M") agreemidre Company's 50% ownership interest in Mammoth
is accounted for under the equity method of acdngrds the Company has the ability to exerciseifsogmt
influence, but not control, over Mammoth.
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The condensed financial position and results ofatpms of Mammoth are summarized below:

December 31,

2004 2003
(dollars in thousands)

Condensed balance shet

Current assel $ 11,08¢ $ 11,18:
Non-current assel 83,94 88,91¢
Current liabilities 924 60¢
Non-current liabilities 3,77¢ 3,68(

Partners' Capite 90,33« 95,81:



Period from
December 18,

Year Ended 2003 to
December 31, December 31,
2004 2003

(dollars in thousands)
Condensed statements of operatic

Revenue:! $ 15,81 $ 672
Gross margir 3,83( 252
Net income 3,521 24¢€
Company's equity in income of Mammo

50% of Mammoth net inconr 1,761 12z
Plus amortization of basis differen 592 18

2,35¢ 141
Less income taxe (894) —
Total $ 1,46( $ 141

The Leyte Project ("OLCL")

The Company holds an 80% interest in OLCL (whicmswthe Leyte Project), however, as further
discussed in Note 1, upon the adoption of FIN N&iR 4&he balance sheet of OLCL was deconsolidated as
March 31, 2004, and the income and cash flow statésrhave been deconsolidated effective April 0420

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

December 31,

2004
(dollars in
thousands)
Condensed balance she
Current assel $ 7,17¢
Non-current asset 16,86¢
Current liabilities 6,03t
Non-current liabilities 8,88¢
Stockholders' equit 9,11¢
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Condensed statement of operatic
Revenue:
Gross margir
Net income

Period from
April 1, 2004

to December 31,

2004

(dollars in thousands)

$ 8,217
2,592
83¢



Company's equity in income of OLC

80% of OLCL net incom $ 67C
Plus amortization of deferred revenue on intercamgpaofit

($2.9 million unamortized balance at December 8042 78¢

Total $ 1,45¢

OLCL's operating results for all periods prior taidh 31, 2004 have been accounted for on the
consolidated method of accounting, and effectivelAp 2004, the Company's ownership interest inGDLs
accounted for using the equity method of accounting

NOTE 6 — PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, net, consist ofdHewing:

December 31,

2004 2003
(dollars in thousands)

Land $ 11,447 $ 1,09(
Leasehold improvemen 96€ 907
Machinery and equipme! 11,57¢ 10,67:
Office equipmen 2,30¢ 2,21¢
Automobiles 1,07¢ 1,221
Geothermal power plants, including geothermal
wells:
United States of Americ 420,13- 269,10t
Foreign countrie 68,48¢ 11317
Asset retirement co: 9,65¢ 5,31¢
525,65: 403,70¢
Less accumulated depreciati (58,825 (59,694
Total $ 466,82t $ 344,01!

Depreciation expenses for the years ended Decedih@004, 2003 and 2002 amount to $31,729,000,
$15,519,000 and $14,115,000, respectively.

U.S. operations:

The net book value of the property, plant and emeipt, including construction in process, locatethi
United States is approximately $ 444,703,000 ant®55,000 as of December 31, 2004 and 2003, rixgplyc
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Foreign operations:

In 1996, OLCL entered into a Build, Operate, andrisfer ("BOT") agreement with PNOC-Energy
Development Corporation ("PNOC") in connection wile geothermal power plants located in Leyte,
Philippines. The BOT agreement calls for the Comyardesign, construct, own, and operate geothermal
electricity generating plants, utilizing the geathal resources of the Leyte Geothermal Power Optition



Project Area. During 1997, the power plants stacmadmercial operations and began selling power to
PNOC under a ten year power purchase agreemeliridtatrangement). The Company owns the planta for
ten-year period ending September 2007, at which they will be transferred to PNOC for no further
consideration. As such, the Company's cost is beépgeciated over the ten-year period. The net vable of
the assets related to the geothermal power placéddd in the Philippines amounted to approximately
$17,433,000 at December 31, 2003. As further dissdiin Note 1, the Company deconsolidated the balan
sheet of OLCL as of March 31, 2004.

During 1998, the Company entered into a power mselagreement with Kenya Power and Lighting
Company Limited ("KPLC"). Under the agreement, @@mpany will design, construct and operate geothkrm
power plants in Kenya in several phases. Upon ¢heptetion of construction of each phase, KPLC inoitted
to purchase the electricity generated by the pgaarts for a minimum of 20 years under the termthefpower
purchase agreement. Phase | of the Olkaria lllggtdjas been completed and the net book valueeatdbets
related to the generation power plant and theeelaiells amounted to approximately $32,533,000 and
$32,722,000 at December 31, 2004 and 2003, respctThe Company is currently in discussions vifith
Kenyan government and KPLC regarding, among ottirgs, the construction of Phase Il of the Olk#lia
project and the provision of certain collateral gadernment support. The Company must notify KPhy,
April 17, 2005, whether it will proceed to constrighase Il of the Olkaria Il project and, if the@pany
notifies KPLC that it will not proceed with suchriruction, then the portion of the current powarchase
agreement applicable to Phase Il of the Olkarigidject will be terminated (but the current pant@pplicable t
Phase | will be unaffected). If the Company faidlptovide such naotification it will be required ¢onstruct
Phase Il and reach commercial operations by May@Q@7 in order to avoid the application of finatcia
penalties, or at the latest by April 17, 2008 idasrto avoid termination of the entire power pusghagreement.
As of December 31, 2004 and 2003, the Companyriadred approximately $20,890,000 and $22,189,000,
respectively, (included in construction{imecess) in connection with construction of Phasd the power plant
which is required to be completed no later than720@anagement believes that the discussions will be
successful and the project will be completed inrdwiired timeframe. If the Company does not prdaeith the
construction of Phase Il, the Company may lose sonad of its investment in the construction-imspess
relating to Phase II.

In June 1999, the Company entered into an agreewitmNicaraguan Electricity Company ("NEC") a
Nicaraguan power utility, whereby the Company wahabilitate existing wells, drill new wells, angderate the
geothermal facilities. The Company owns the plémts fifteen-year period ending in 2014, at whiithe they
will be transferred to NEC at no cost. The Compselis the power from the facilities to two powengzanies
who are assignees of NEC at the agreed upon pritéeams of the "take or pay" power purchase agesém
The net book value of the assets related to thetamted plant and wells and rehabilitated existirds
amounted to approximately $23,784,000 and $26,087a0 December 31, 2004 and 2003, respectively.
Additionally, as of December 31, 2004 and 2003,Gbenpany has incurred approximately $1,046,000 and
$1,103,000, respectively, (included in construciimprocess) to drill an additional well.
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The Company is engaged in the construction of s¢geothermal power plants in other foreign coastri
At December 31, 2004 and 2003, such projects wetiee early stages of construction and the reledsts
totaling approximately $2,781,000 and $3,588,088pectively, have been included as constructigoracess.

NOTE 7 — INTANGIBLE ASSETS

Intangible assets consist of all of the Compangiggr purchase agreements acquired in business
combinations and amounted to $48,930,000 and $3800, net of accumulated amortization of $3,440 8Gc
$926,000 as of December 31, 2004 and 2003, respctAmortization expense for the years ended D
31, 2004, 2003 and 2002 amount to $2,523,000, $824and $362,000, respectively.

Estimated future amortization expense for the igitale assets as of December 31, 2004 is as follows:



Year ending December 31:
2005

2006

2007

2008

2009

Thereafte

Total

NOTE 8 — ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consist dbitbwing:

Trade payable

Scheduling and transmission char
Royalties

Salaries and other payroll co:
Debt issuance cos

Accrued interes

VAT payable

Income tax payabl

Other

Total
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(dollars in
thousands)

$ 2,742
2,74:

2,742

2,74:

2,742

35,22(

$ 48,93(

December 31,

2004 2003
(dollars in thousands)
$ 19,52¢ $ 11,52¢
3,97( 3,68¢
1,604 2,57(C
4,96\ 3,85¢
— 1,313
331 631
21t 30¢€
2,41¢ —
4,541 3,59¢
$ 37,56 $ 27,47¢
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NOTE 9 — LONG-TERM DEBT

Long-term debt consists of notes payable undefdlteving agreements:

Limited and no-recourse agreemen
Non-recourse agreemen
Eximbank Credit Agreement (Term loe
Ormesa loal
Beal Bank Credit Agreeme

December 31,

2004 2003

(dollars in thousands)

150,63°

19,04¢
15,47:
154,50!



Limited recourse agreemel

Credit facility agreemer 17,02¢ 19,91!
167,66! 208,93

Less current portio (8,295 (15,68¢)
$ 159,37( $ 193,25:

Full recourse agreements with ban

Loan one $ 4,000 $ 5,00(
Loan two — 4,90(
Loan three 3,33t 6,66
Loan four — 8,14:
Loan five — 6,78¢
Bridge loan — 20,00(
Bridge loan twc 20,00( —
Other 28 55
27,36! 51,55

Less current portio (24,367 (10,490
$ 3,000 $ 41,06:

Senior secured notes (non recou $ 189,48¢ $ —
Less current portio (6,090) —
$ 183,39¢ $ —

Eximbank credit agreement (Term Loan)

In connection with the construction of four geothat power generation plants, with a total capacity
49MW in Leyte, Philippines, the subsidiary in tha&lpines (which was deconsolidated as from ApriP004)
obtained a term loan ("Term Loan") amounting toragjmately $44.5 million from the Export-Import Baof
the government of the United States ("Eximbanktindpal is payable in equal quarterly installmetiiough
July 2007. Interest on the Term Loan is at a firee of 6.54% and is payable quarterly. The TermarLis
collateralized by a mortgage on all real propeaty assignment of revenues, and the pledge of psahipe
interests in OLCL. There are various covenants utideTerm Loan, which include maintaining minimiswels
of equity ratio, as defined, and limitations on itiddal indebtedness and payment of dividends. {A3ecember
31, 2004, management believes the Company wasnpl@nce with the covenants under the Term Loan.
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Ormesa loan

On December 31, 2002, a wholly owned subsidiathefCompany ("Ormesa LLC"), that owns and
operates the Ormesa Complex, entered into a se@éoired credit facility agreement ("Ormesa Loan")
amounting to $20 million with a bank. On Decembg&r 3004, Ormesa LLC repaid this loan in its enyiret

Beal Bank Credit Agreement

In December 2003, in connection with the acquisittbthe CEC geothermal power plant assets (see Not
2), OrCal Geothermal, Inc. ("OrCal"), a wholly owethgubsidiary of the Company, entered into a loaeegent
with Beal Bank amounting to $154.5 million. Pringigpayments range from 0.25% to 3.5% of the outktan
balance and are payable in quarterly paymentstmamenced in June 2004 and continue through Deaembe
2019. Interest payments on the unpaid principa@ commenced in March 2004, and are payableenlyaat
a variable rate determined on each anniversaryafdte loan as the greater of 7.125% or LIBOR @ili25%.



The applicable interest rate will increase by 0E886ting in December 2011. The LIBOR rate as of
December 31, 2004 was 3.017%.

The Beal Bank Credit Agreement is collateralizedsbigstantially all of the assets of OrCal and derta
OrCal subsidiaries ("OrCal Subsidiaries"). Perfonceaunder the Beal Bank Credit Agreement is guaeghby
OrCal and its subsidiaries. Funds held in debtisemeserve accounts established under a depositwegement
are pledged for the benefit of Beal Bank and haantincluded in restricted cash in the balancetshee

There are various restrictive covenants under ted Bank Credit Agreement, which include limitagomm
indebtedness, transactions with related partiepagthents of dividends. As of December 31, 2004,
management believes that the Company is in congadiarith all covenant terms.

During the second quarter of 2004, the OrCal edtam® two separate interest rate cap agreeme@eg("
Transactions") with two different financial instiitons to mitigate the interest rate risk associatéd the Beal
Bank Credit Agreement. Pursuant to the Cap Tramsas;tOrCal paid an aggregate of $3,820,000 to the
financial institutions providing such interest rateestments. The Cap Transactions are effectivef March 30
2007 and terminate on March 31, 2011. Pursuattederms of the Cap Transactions, the financiditinons
providing the cap are required to pay to OrCaldifference between the LIBOR rate and 6.0%, (if OB is
greater than 6.0%), times the notional amount, lvFoc each of the contracts will be $67,401,00Gtmn
effective date and reduces each payment period do®49,633,000 upon termination. As of Octobe24,
the Cap Transactions qualify for cash flow hedgmaating. The fair value of the Cap TransactionBetembe
31, 2004 amounted to $1,663,000, and the decraabe fair value for the period from the initiatiohthe Cap
Transactions through September 30, 2004 of $1,68Mhas been recorded in the consolidated statemfient
operations as interest expense, while the deciedke fair value for the period from October 102Go
December 31, 2004 of $520,000, net of related tak&498,000 is included as "Loss in respect oivddives
instruments designated for cash flow hedge, netlated taxes" under "Other comprehensive incooss]T.
The fair value of the Cap Transactions is the estih amount that OrCal would currently pay to teate the
transactions at the reporting date, taking intaaot current interest rates and the current crexditviness of the
counterparties to the agreements.

Credit facility agreement (the Momotombo Project)

In September 2000, Ormat Momotombo Power Compa@MPC"), a wholly owned subsidiary of the
Company, entered into a credit facility agreemeitih Bank Hapoalim B.M. pursuant to which OMPC execu
a two-phase loan with the bank in the amounts {435,000 ("Phase | Loan") and
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$36,800,000 ("Phase Il Loan") (collectively "CreBacility Agreement"). In March 2003, OMPC signed a
amendment to the Credit Facility Agreement changfiregamount of the Phase Il Loan from $36,800,000 t
$15,000,000. Principal and interest payments orPtiese | Loan are payable in 32 equal quarterlyneays tha
commenced upon completion of Phase | of the prajePecember 2001. Interest on the Phase | Loaarigble
based on LIBOR plus 2.375%. Principal and intepagiments on the Phase Il Loan are payable in &fual
quarterly payments that commenced in March 20Gérést on the Phase Il Loan is variable based BOR
plus 3.0%, and is added to the outstanding balasfcib& Phase Il Loan until the commencement ofttirecipal
and interest payments. At December 31, 2004, aA8,2§5,856,000 and $8,046,000, respectively, was
outstanding under the Phase | Loan and approxiyndfe),172,000 and $11,869,000, respectively, was
outstanding under the Phase Il Loan. The Crediliga&greement is collateralized by liens over adhl and
personal property comprising the Momotombo Progect the Company's ownership interest in OMPC. There
are various restrictive covenants under the Crealiflity Agreement, which include maintaining céantéevels of
debt to equity ratio and debt service coverage ratid limitations on additional indebtedness aayghpent of
dividends. As of December 31, 2004, managemeng\adithat the Company was in compliance with the
covenants under the Credit Facility Agreement.

Loan one



In May 1998, the Company entered into an $8 mill@man agreement, with principal payable in $1 roli
annual installments that commenced in May 2001 ,camtinue through May 2008. Interest is computed at
LIBOR plus 1.7%, and is payable annually. The Papeovided a guarantee, whereby in the event tieat t
Company failed to perform its obligation under th@&n agreement, the Parent would be required tahpapank
the remaining outstanding balance of the loan. $uerantee was cancelled on July 15, 2004.

In 2003, the Parent obtained a waiver from the haitik respect to the failure by the Parent in 2@
2002 to meet certain financial ratios containedsrguarantee. The Parent provided no consideré&tiosuch
waiver. The Parent has since been in compliande twé required financial ratios. Management bekebe
Parent was in compliance with the covenants urideildan agreement.

Loan two

In July 2000, the Company entered into a $5.6 amllban agreement with principal payable in eqeatis
annual payments that commenced in January 2003;artthue through July 2010. On July 14, 2004, the
Company repaid the loan in full.

Loan three

In March 2001, the Company entered into a $10 onilloan agreement, with principal payable in equal
quarterly payments that commenced in April 2008, eontinue through January 2006. Interest is coatpat
LIBOR plus a margin as calculated by the bank epdrter (2.6% at December 31, 2004), and is payable
quarterly. The Parent has provided a guaranteerelilien the event that the Company fails to perfadem
obligation under the loan agreement, the Parentduoei required to pay the bank the remaining ontttey
balance of the loan. On March 10, 2005, the Compepgid the loan in full.

Loan four

In July 2001, the Company entered into a $9.5 amillban agreement, with principal payable in ecpeshi-
annual payments that commenced in July 2003, antince through July 2006. On November 21, 2004, the
Company repaid the loan in full.
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Loan five

In July 2001, the Company entered into a $9.5 amllban agreement, with principal payable in ecaahi-
annual payments that commenced in May 2003, antincenthrough May 2006. On November 21, 2004, the
Company repaid the loan in full.

Bridge loan

During 2003, a wholly owned subsidiary of the Compamended the Bridge Loan by changing the
maximum loan amount from $40 million to $20 millic@dn September 1, 2004, the Company repaid $1tomill
of the loan. On December 1, 2004, the Company depa@ remaining $5 million balance of the loan. The
unutilized line of credit as of December 31, 20Qswalid through February 2, 2005 and was guardritgé¢he
Parent.

Bridge loan two

In June 2004, the Company entered into a $20 milban agreement, with principal payable by Novembe
2005. Interest is computed at LIBOR plus 1.45% witincipal payable no later than December 31, 200b
interest payable quarterly. The Parent has provédgdarantee, whereby in the event that the Comfadlsyto
perform its obligation under the loan agreemen,Rarent would be required to pay the financidltiunson the
remaining outstanding balance of the loan. On Falyri0, 2005, the Company repaid the loan in Tithle
unutilized line of credit as of February 10, 200! dhereafter is valid through December 31, 20Gbian
guaranteed by the Parent.



Future minimum payments

Future minimum payments under long-term obligati@exsluding the senior secured notes and notes
payable to Parent, as of December 31, 2004 ardlaw$§:

(dollars in
Year ending December 31: thousands)
2005 $ 32,65¢
2006 11,61
2007 16,63«
2008 14,31¢
2009 10,22¢
Thereaftel 109,58:
Total $ 195,02

Senior secured notes

On February 13, 2004, the Company, through Ormatifig Corporation ("OFC"), a wholly owned
subsidiary, completed the issuance of 8% sentursd notes (the "Notes") pursuant to an exempt ioij
under Rule 144A and Regulation S of the Securfigtsof 1933, as amended (the "Offering"), amountimg
$190 million, and received net cash proceeds ofegmately $179.7 million after deduction of defedrbond
issuance costs of approximately $10.3 million, \athave been included in deferred financing cosBeatembe
31, 2004. The Notes have a final maturity date eé&nber 30, 2020. Principal and interest on theNate
payable in semi-annual payments that commencegdria 30, 2004. The Notes are collateralized by anlisily
all of the assets of OFC and fully and unconditiiynguaranteed by all of the wholly owned subsigiarof
OFC, and (with certain exceptions) by all real gy, contractual rights, revenues and bank acspunt
intercompany notes, certain insurance policiesquaadantees of OFC and its subsidiaries. Thereareus
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restrictive covenants under the Notes, which inellighitations on additional indebtedness and payroén
dividends. As of December 31, 2004, managemeng\adithat the Company was in compliance with the
covenants under the Notes.

The Company may redeem the Notes, in whole oriip phany time at a redemption price equal to the
principal amount of the Notes to be redeemed ptasuad interest, premium and liquidated damagesyif plut
a "make-whole" premium. Upon certain events, amddfin the note agreement, the Company may bereztju
to redeem a portion of the Notes at a redempti@epanging from 100% to 101% of the principal amioof the
Notes being redeemed plus accrued interest, premngiiquidated damages, if ar

A registration statement on Form S-4 relating tlotes was filed with and declared effective by th
Securities and Exchange Commission on Februar@®.2Pursuant to the registration statement, OF@eraa
offer to the holders of the Notes to exchange tfampublicly registered exchange notes with sutititip
identical terms until March 11, 2005. On March 2805 the exchange offer was completed.

Non-current restricted cash at December 31, 20@4img to proceeds from the Offering consists &f th
following:

Galena re-powering construction reserve

As required under the terms of the Notes, the Cowypaas required to set aside approximately $25.8
million ($19.4 million at December 31, 2004) to leage the existing equipment at the Steamboat Lfbfept
with more efficient equipment, in order to optimibe geothermal resources available. After suctacement,



the Company will rename the Steamboat 1/1A prajsdhe Galena project. The Company expects the re-
powering will be complete and the project will amé commercial operations by the end of 2005.

Also as required under the terms of the NotesCibwmpany has restricted cash accounts, consistitigeof
following, which are classified as current on tfadalmce sheet:

Debt service reserve

The Company maintains an account to fund an amsuffitient to pay scheduled debt service amounts,
including principal and interest, due under theteof the Notes in the following six months. AddEcember
31, 2004, the restricted cash accounts have beéacesl by a letter of credit which was issued ey@ompany
on July 1, 2004 and December 30, 2004 in the sotadunt of approximately $10.8 million (see Note.17)

Revenue reserve

The Company deposits all revenues received intoethenue account. Such amounts are used to pay
operating expenses and fund the debt service eseoount, but the funds are only available taGbmpany
upon submission of draw requests by the Compafiyetdank. As such amounts are not fully unrestlitbeuse
by the Company, they have been classified as cesdrin the balance sheets. As of December 31,,2084
balance of such account was $0.
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Future minimum payments under the Notes, as of iDbee 31, 2004 are as follows:

(dollars in
Year ending December 31: thousands)
2005 $ 6,09
2006 9,611
2007 8,932
2008 7,83%
2009 9,14(
Thereaftel 147,88:
Total $ 189,48¢

Refinancing of the Puna project

The Company intends to refinance the acquisitiat obthe Puna project by the first half of 2005. |
connection with such refinancing the Company sigméerm sheet with an equity investor and it iseuily
holding negotiations with two financial institutisavhich the Company expects to provide debt finranpart of
the contemplated leverage lease financing trarwacti

In anticipation of the above refinancing, on Decem®0, 2004, the Company entered into a treastey ra
lock agreement ("Rate Lock Agreement”) with a ficiahinstitution, at a locked-in treasury rate d2@93%,
with a notional amount of $52.0 million, and ter@aimg on February 28, 2005 (the "Determination Dafehe
rate lock is based on a 10-year treasury secumétyrhatures on August 15, 2014. Pursuant to the Ratk
Agreement, if the base treasury rate on the Detextioin Date is greater than 4.2693%, the countgrpal be
required to pay the Company a floating amount; h@wgf the base treasury rate is less than 4.26%3&6
Company will be required to pay to the counterpérgy/floating amount. If the base treasury rateaéqju
4.2693% on the Determination Date, no paymentheltequired to be made by either party. On FebrRary
2005, the Company extended the Rate Lock AgreemititMarch 31, 2005 (the "New Determination Datat)
a new lock-in treasury rate of 4.31%. The exteriatk Lock is based on a 10-year treasury secinaty t
matures on February 15, 2015. There was no comgidemaid by either party as a result of suchresits.
Based on treasury rates and the yield curve onibleee31, 2004, each 1 basis point difference batwiee



locked-in rate and the base treasury rate equaledeimately $42,000.

NOTE 10 — ASSET RETIREMENT OBLIGATION

The Company adopted SFAS No. 1A8counting for Obligations Associated with the Ratient of Long-
Lived Asset, effective January 1, 2003. Under SFAS No. 148ties are required to record the fair value of a
legal liability for an asset retirement obligationthe period in which it is incurred. The Companiggal
liabilities include capping wells and padbsure costs of geothermal power producing sitésen a new liabilit
for asset retirement obligations is recorded, tben@any capitalizes the costs of the liability bgramsing the
carrying amount of the related long-lived asset T&bility is accreted to its present value eaetiqu, and the
capitalized cost is depreciated over the usefeldifthe related asset. At retirement, an entitifesethe
obligation for its recorded amount or incurs a gaitoss. On January 1, 2003, the Company recaaded
cumulative effect of change in accounting principlé205,000, net of related tax benefit of $128,00

The following table presents a reconciliation af tieginning and ending aggregate carrying amouassd
retirement obligation for the years presented below
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December 31,

2004 2003
(dollars in thousands)

Balance at beginning of ye $ 57371 $ 2,80¢
Change in price estimat 2,21C —
Liabilities incurred 2,13C 2,701
Accretion expens 58¢ 231
Balance at end of ye $ 10,66t $ 5,73i

During the fourth quarter of 2004, the Companyéased the aggregate carrying amount of its asset
retirement obligation by $2,210,000. The increasa iesult of increased costs associated withrdyitigs,
cement and cement services, general manpower,esr@ig fees and other outside services, sincedbptian
of SFAS No. 143.

NOTE 11 — STOCK OPTIONS

The 2004 Incentive Compensation Plan

On October 21, 2004, the Company's Board of Dirscidopted the 2004 Incentive Compensation Plan
("2004 Incentive Plan™), which provides for the mraf the following types of awards: incentive &aptions,
non-qualified stock options, restricted stock, ktappreciation rights, stock units, performance rawaphantom
stock, incentive bonuses and other possible refitédend equivalents to employees of the Compdirgctors
and independent contractors. Under the 2004 IngeRtian, a total of 1,250,000 shares of the Company
common stock have been reserved for issuancef, ahich could be issued as options or as other $oom
awards. On November 10, 2004, the Company grantahtive stock options to purchase 200,000 shdres o
common stock to employees and non-qualified stgdions to purchase 22,500 shares of common stock&re
employee directors at an exercise price of $15pare, which represented the fair value of the Gomg
common stock on such date. Such options will exigineyears from the date of grant, with optionsggd to
employees vesting at 25%, 25% and 50%, in yearttwee, and four, respectively, after the daterahy and
options granted to non-employee directors vestimgpeédiately upon the filing of a registration staggrnby the
Company on Form S-8 with the Securities and Excad@gmmission with respect to the shares of common



stock underlying such option grants. The weightestage fair value of each option as of the grate da
$0.96.

The Parent's Stock Option Plans

The Parent has four stock option plans: the 200pl&yee Stock Option Plan, the 2002 Employee Stock
Option Plan, the 2003 Employee Stock Option Plad,the 2004 Employee Stock Option Plan (collecyivéte
Parent's Plans”). Options under the 2004 Employeek$ption Plan were granted in April 2004. Unthey
Parent's Plans, employees of the Company wereggtaptions in the Parent's ordinary shares, whieh a
registered and traded on the Tel-Aviv Stock Exclealntgl. Options under the Parent's Plans cliff aest are
exercisable from the grant date as follows: 25%r&#td months, 25% after 36 months, and the rengB@¥6
after 48 months. Vested shares may be exercisagpfty five years from the date of grant. The maxim
aggregate number of shares that may be optionedaddinder the Parent's Plans is determined esahby th
board of directors of the Parent, and is equah¢otumber of options granted during each plan y¢ame of the
options are exercisable or convertible into shaféke Company.

The following table summarizes the status of theeRs Plans as of and for the periods presentiedvbe
(shares in thousands):
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Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2004 2003 2002
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding, beginning of ye 1,93C $ 1.81 1,32 $ 1.8¢ 69t $ 2.2¢
Granted, below fair valu 651 3.7¢ 71C 1.7t 692 1.41
Exercisec (192 1.97 (68) 2.2¢ — —
Forfeited (27 2.0C (32 2.0C (68) 1.82
Outstanding at period er 2,362 2.32 1,93( 1.81 1,32( 1.8¢
Options exercisable at period € 21E 1.8¢ 92 2.2¢ — —
Weighted-average fair value of options
granted during the yei $ 1.7 $ 0.6C $ 0.8t

The Company recorded deferred stock compensatiooptions granted below fair value of $52,000,
$14,000 and $149,000 in the years ended Decemb@084, 2003 and 2002, respectively. These balances
represent the difference between the exercise pfittee options and the fair market value of theeRtis shares
on the date of grant. The deferred stock compemséatibeing amortized to expense over the vestmmpg. The
amortization of deferred stock compensation forythars ended December 31, 2004, 2003 and 2002 |95
$39,000 and $38,000.

The following table summarizes information abowic&toptions outstanding at December 31, 2004 (share
in thousands):

Weighted-Average Weighted-Average
Number of Remaining Number of Remaining
Exercise Shares Contractual Life Shares Contractual Life



Prices Qutstanding in Years Exercisable in Years

$1.41 582 2.2 97 2.2
1.75 69¢ 3.2 — —
2.26 43z 11 11€ 11
3.78 64¢< 4.3 — —

2,362 2.8 215 1.€

The following table summarizes information abowac&toptions outstanding at December 31, 2003 (share
in thousands):

Weighted-Average Weighted-Average
Number of Remaining Number of Remaining
Exercise Shares Contractual Life Shares Contractual Life
Prices Qutstanding in Years Exercisable in Years
$1.41 65€ 3.2 — —
1.75 704 4.2 — —
2.26 57C 2.1 92 2.1
1,93( 3.2 92 2.1
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NOTE 12 — POWER PURCHASE AGREEMENTS

U.S. operations:
The Company has various power purchase agreenmetits U.S. as follows:
Southern California Edison Company ("SCE")

The Company has two power purchase agreements §'PR#th SCE related to the Ormesa Complex and
two PPAs related to Heber 1 and 2 project. The Ritésgide for the sale of capacity and energy thhotngir
respective terms, with the following expiratione&tOrmesa PPAs expiring in 2017 and 2018, and Hebad
2 PPAs expiring in 2015 and 2023, respectively. &ittle PPAs, the Company receives a fixed energymeat
through April 30, 2007, and thereafter an energynpent based on SCE's short-run avoided cost ("SRAQIE
PPAs provide for firm capacity and bonus paymeastal#ished by the contracts and are paid to thepaom
each month through the contracts' term based ont ptaformance. Bonus capacity payments are edrased
on actual capacity available during certain peakr$.o

In connection with the PPAs for the Ormesa proj8&E has expressed its intent not to pay the atirmage
for the power supplied under the Ormesa power @aelagreement as a result of the supply of auxitiawer
by the GEM 2 and GEM 3 plants to the Ormesa projétie Company expects to resolve the issue thrtugh
sale of the GEM 2 and 3 power that was used tolguxiliary power to Ormesa, to a different offtakIn the
interim period, SCE has tentatively agreed to pboneer fixed price for such power. The Company agnn
evaluate the potential long-term financial impafta dailure to reach a resolution with SCE, amotigeothings
because the current contract rates will fluctuatefaMay 2007; however, financial loss at the redlprice paid
by SCE for the year ending December 31, 2005 maw e range of $1 million. The Company is curhgent
negotiating with a third party the sale of an aiddial 10 MW under a long-term PPA.

The temperature of the geothermal resource at éieHl project has declined since the project camset
operations and as a result the project was opgratia level that was close to the minimum perfarcea
requirements set forth in its power purchase ageeé¢nin the first quarter of 2005, the Company clatga the



construction of a pipeline which increased the geti§ output generation by 2 MW net. As a resufiuzh
construction the Company achieved the minimum perémce requirements.

Sierra Pacific Power Company ("SPPC") — Nevada

The Company also has six PPAs with SPPC for operatiojects; one related to the Brady Power Plant,
two related to the Steamboat 1 and 1A Power Plantsyelated to the Steamboat Hills Power Plarit,tewo
related to the Steamboat 2 and 3 Power PlantsPPies provide for the sale of energy, and for cdpdor all
power plants except Brady, through their respedgves, with the following expiration dates: Steamitl and
1A expire in 2006 and 2018, Steamboat Hills expine2018, and Brady and Steamboat 2 and 3 expiP@22.
Energy payments under the Brady PPA are basedliverdes during specified winter and summer seagons
on-peak, mid-peak, and off-peak times. Energy paysender the Steamboat 1/1A PPAs are based on the
monthly average of the California-Oregon Border powmarket pricing, which is SPPC's adopted SRAC.

Hawaii Electric Light Company ("HELCO")

The Company has a PPA with HELCO related to theaRunject. The PPA provides for monthly energy
payments and capacity payments. The energy payrforagportion of the energy delivered are equah®o
higher of the SRAC rates for energy in effect fog televant billing period
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or a fixed rate. The energy payments for a smalbetion of energy to be delivered are equal toranunt based
on a fuel rate and a variable operation and maames rate, as each are adjusted over the terne afgiteement,
but which rate will never go below a minimum flodhe Puna project also receives a payment for ghoyi
reactive power to HELCO.

Foreign operations:
The Company has power purchase agreements in gdoaeign countries as follows:
The Olkaria Ill Project (Kenya)

In connection with the agreement with KPLC (seed\&j)t the subsidiary in Kenya, sells power to KRitC
the agreed upon price and terms of a 20-year PBés Bre paid each month through the term of theeaggnt
and vary based on plant performance.

The Leyte Project (Philippines)

In connection with the BOT agreement with PNOC (Ne&e 6), OLCL,the subsidiary in the Philippines
(which was deconsolidated as from April 1, 2004)\arts the steam delivered by PNOC into electrargy
required by the National Power Corporation ("NP"accordance with the power purchase agreemewebet
NPC and PNOC during the term of the BOT agreen@h€L receives capacity and energy fees from P}
established by the BOT agreement. Fees are paidneanth through the term of the BOT agreement amy v
based on plant performance.

The Momotombo Project (Nicaragua)

In connection with the agreement with NEC (see NQfehe subsidiary in Nicaragua sells power to two
assignees of NEC at the agreed upon price and @frm%ake or pay" power purchase agreement. &eepaid
each month through the term of the agreement anydbased on plant performance.

Pursuant to the terms of certain of the power mselagreements, the Company may be required to make
payments to the relevant power purchaser undeginazbnditions, such as shortfall on delivery ofewable
energy and energy credits, and not meeting cethia@shold performance requirements, as defined afth@unt
of payment required is dependent upon the levehoftfall on delivery or performance requirementd &
recorded in the period the shortfall occurs. Thadgrand Steamboat 2 and 3 PPAs provide that iitbect
does not maintain peak period capacity values ket 85% of those listed in each of their respeatontracts,
the Company will be obligated to pay liquidated dges to SPPC in amounts ranging from $1.0 millo$ilt.5
million. If the Ormesa and Heber 1 and 2 projeatbtb meet minimum performance requirements, dinele,



the respective project may be placed on probatiencapacity of the relevant plant may be permdyent
reduced and, in such an instance, a refund woutzael from such project to SCE. Each of the prejechy
also reduce the capacity of the plants upon netic®CE and after making a specified payment 6 the Puna
project does not meet its minimum capacity perforcearequirement, such project will be requireddyg p
HELCO $0.0214 per on-peak hour for each kilowattieficiency for the first 5 MW of deficiency and.$839
per on-peak hour for each kilowatt of deficiencyeitess of 5 MW of deficiency. In addition, for bamntract
year in which the c-peak availability of the facility is less than 95&&less the deficiency is due to a
catastrophic equipment failure, the Puna projemtdsiired to pay $8,000 to HELCO for each full pertage
point of the deficiency, and if such availabili/less than 80%, the Puna project is requiredydsfpa,000 for
each full percentage point of the deficiency. Tlwenpany has not and does not currently expect tubhigated
to make any material payments under their powechmage agreements.
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As required by EITF 01-8 (see Note 1), the Compassessed all PPAs acquired since July 1, 2003, and
concluded that all such PPAs related to our Helserdl2, Steamboat 2/3, Steamboat Hills, and Purjagts
(see Note 2) contained a lease element requiraselaccounting. Accordingly, revenue related tdehse
element of the PPA is presented as "lease porfienergy and capacity" revenue, with the remaimengenue
related to the production and delivery of the epdrging presented as "energy and capacity” reventie
consolidated statements of operations. Future mimirtease revenues under PPAs which contain a ées®n
as of December 31, 2004 were as follows:

(dollars in
Year ending December 31 thousands)
2005 $ 65,82
2006 65,42¢
2007 64,14:
2008 60,37:
2009 57,16¢
Thereaftel 705,84«
Total $1,018,77.

NOTE 13 — INCOME TAXES

Income from continuing operations before providi@nincome taxes, minority interest, and equity in
income of investees consisted of:

Year Ended December 31,

2004 2003 2002
(dollars in thousands)

u.s. $ 8,436 $ 2,26 $ 5,75¢
Non-U.S. (foreign) 12,50 15,86: 9,77:
Total $ 20,947 $ 18,12t $ 15,52¢

The components of income tax expense (benefit) rominuing operations are as follows:



Current:
Federa
Foreign

Deferred:
Federa
State
Foreign

Total

The significant components of the deferred incoaxeeixpense (benefit) from continuing operationsasre

follows:
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Year Ended December 31,

2004

2003

2002

(dollars in thousands)

$ — $ — % —
2,824 44€ 252
2,824 44€ 252
2,77 (1,210 1,61«
86 43; 87¢

927  2,83¢ 3,391
3,788 2,06( 5,88:
$ 6,60 § 2,506 $ 6,13t
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Deferred tax expense (exclusive of the effect béot
components listed belov

Benefit of operating loss carryforwa—US

Utilization (benefit) of operating loss
carryforward—Israel

Change in valuation allowan:
Benefit of investment tax credi
Total

The difference between the U.S. federal statutaxyrate and the Company's effective rate are &snfsi

U.S. federal statutory tax ra

State income taxes, net of federal ber
Effect of foreign income tax, n
Valuation allowanc—Israel
Investment tax credi

Other, ne

Year Ended December 31,

2004

2003

2002

(dollars in thousands)

$ 7,36( $ 523 $ 9,84¢
(3575 (1,64 (3,579
79¢ 1,016 (1,249
(796) (1,019  1,24¢
— (1,530 (390)

$ 3,785 $ 2,06( $ 5,88

Year Ended December 31,

Effective tax rate

2004 2003 2002
34.(% 34.0%  34.0%
0.3 1.7 2.5
(2.4) (7.0) (6.1)
— (5.6) 8.C
— (8.4) (2.5)

(0.9)% (0.9) 3.6
31.6% 13.606 _ 39.50%

The net deferred tax assets and liabilities comditie following:



December 31,
2004 2003
(dollars in thousands)

Deferred tax assets (liabilities

Net foreign deferred taxes, primarily depreciat $ (8,459 % (11,039
Depreciatior (20,12) (11,709
Net operating loss carryforwa—U.S. 10,92( 7,34¢
Net operating loss carryforwa—Israel — 6,02¢
Investment tax credit 1,971 1,971
Accrued liabilities and othe 1,361 73

$ (14,32) $ (7,319

Valuation allowanct — (6,567
Total $ (14,32) $ (13,88¢)

Realization of the deferred tax assets and invetttag credits is dependent on generating sufficien
taxable income prior to expiration of the loss glmwards. Although realization is not assured, agement
believes it is more likely than not that the deddrtax asset at December 31, 2004 will be realized.

At December 31, 2004, the Company had U.S. fedwrtabperating loss ("NOL") carryforwards of
approximately $30.0 million and $20.7 million, resfively and state NOL carryforwards of approxirhate
$20.8 million and $7.3 million, respectively, aadile to reduce future taxable income, which expéesveen
2021 and 2024 for federal NOLs and between 20238824 for state NOLs. The investment tax credithée
amount of $2.0 million at December 31, 2004 cafrgrandefinitely until utilized.
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Through June 30, 2004, the Company had net opgriatas carryforwards related to its Israeli operai
which were carved out from the Parent, of approxéiya$14.0 million available to reduce future taleaincome
which could be carried over indefinitely until igid. Further, despite the fact that the net opegdbsses
carryforward indefinitely, there is currently untanty as to the Israeli tax laws related to essabig limitations
on the use of net operating losses. In additiceretlare uncertainties as to the ability to trangfese losses froi
the Parent. Due to these uncertainties, managdméaved that it was not more likely than not thath net
operating loss carryforwards will be utilized. Segsent to July 1, 2004, it was determined thatakses could
not be transferred, therefore, the deferred tagtass respect of the Parent's net operating lasgforwards an
the valuation allowance relating to such defereedassets were removed.

The total amount of undistributed earnings of fgnesubsidiaries for income tax purposes was
approximately $40 million at December 31, 2004s the Company's intention to reinvest undistridwgarnings
of its foreign subsidiaries and thereby indefinitgbstpone their remittance. Accordingly, no praiishas been
made for foreign withholding taxes or U.S. incoragets which may become payable if undistributediegsnof
foreign subsidiaries were paid as dividends toGbmpany. The additional taxes on that portion afistnibuted
earnings which is available for dividends are macicably determinable.

Income taxes related to foreign operations

The Philippines — From OLCL's inception in 19963eptember 2003, OLCL, an 80% owned subsidiary
(which was deconsolidated as of April 1, 2004) vafierations in the Philippines, had an income tidhay.
Subsequent to September 2003, OLCL is subjectt®Hilippines regular corporate income tax rat82sh. The
tax holiday, assuming a tax rate of 32%, had tfecedf reducing tax expense by $0, $798,000 an@7&1000
and increasing net income per share by $0, $0.83ar09 for the years ended December 31, 2004, 8003
2002, respectively.



Israel — The Company's operations in Israel throD§t are taxed at the regular corporate tax rag6e6
in 2002 and 2003, 35% in 2004, 34% in 2005, 332006 and 32% in 2007 and thereafter. However, utider
Israeli Law for the Encouragement of Capital Inuestts, some of the operations of OSL have beertegtan
"Approved Enterprise" status under expansion ptdri®96 and 2003, whereby income from the Approved
Enterprise, which is determined as the increasewshues in a particular year compared to thosleeof
program's determined base year (1995 and 200X ctdgply), will be exempt from taxes for two years
commencing in the first year OSL generates taxadoi@me, which for OSL has not commenced yet, arad at
reduced tax rate of 25% for the remaining five gedahe Approved Enterprise status plans of 19962803
expire in 2010 and 2017, respectively.

Other significant foreign countries — The Compamsrations in Nicaragua and Kenya are taxed at the
rates of 25% and 40%, respectively.

NOTE 14 — BUSINESS SEGMENTS

The Company has two reporting segments that aneggted based on similar products, market and
operating factors: electricity and products segmebtich segments are managed and reported sepasatsch
offers different products and serves different mégkThe electricity segment is engaged in theafaddectricity
pursuant to power purchase agreements. The prosegisent is engaged in the manufacture, includésigd
and development, of turbines and power units ferstipply of electrical energy and in the associated
construction of power plants utilizing the poweitsmanufactured by the Company to supply energmfr
geothermal fields and other alternative energyssirTransfer prices between the operating segmemts
determined on current market values or cost plukupeof the seller's business segment.
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Summarized financial information concerning the @amy's reportable segments is shown in the follgy
tables:

Electricity Products  Consolidatec
(dollars in thousands)

Year ended December 31, 200«

Net revenues from external custom $158,83. $ 60,39¢ $ 219,23
Intersegment revenu — 13,04t 13,04
Depreciation and amortization expel 36,44 665 37,10¢
Operating incom: 55,89¢ 6,54¢ 62,44«
Segment assets at year ¢ 812,81« 37,27 850,08t
Expenditures for lor-lived asset: 213,25! 817 214,07
Year ended December 31, 200:

Net revenues from external custom $ 77,75 $41,68¢ $ 119,44
Intersegment revenu — 7,13( 7,13C
Depreciation and amortization expel 15,96¢ 65C 16,61¢
Operating incom: 20,39( 5,10C 25,49(
Segment assets at year ¢ 519,17  23,96¢ 543,13t
Expenditures for lor-lived asset: 276,26¢ 38¢€ 276,65:
Year ended December 31, 200:

Net revenues from external custom $ 65,49. $20,13¢ $ 85,62¢
Intersegment revenu — 10,157 10,157
Depreciation and amortization expel 13,78( 697 14,477

Operating incom: 21,97: (1,744 20,22;



Segment assets at year ¢ 260,18: 27,19; 287,37¢
Expenditures for lor-lived asset: 76,56¢ 207 76,77¢

Reconciling information between reportable segmantsthe Company's consolidated totals is shovtine
following table:

Year Ended December 31,

2004 2003 2002
(dollars in thousands)

Revenues
Total segment revenu $219,23( $119,44( $ 85,62¢
Intersegment revenu 13,04 7,13( 10,157
Elimination of intersegment revenu (13,045 (7,130  (10,15))
Total consolidated revenu $219,23( $119,44( $ 85,62¢
Operating income
Operating incom: $ 62,44« $ 25,49( $ 20,22:
Interest expenses, r (41,469 (7,519 (5,570
Non-operating income and other, t (34) 14€ 872

Total consolidated income from continuing
operations beforeincome taxes, minority
interest, and equity in income of invest: $ 20,94. $ 18,12t $ 15,52¢

Business segments according to geographical lotaftee Company sells electricity and products for
power plants and others, mainly to the geograplacds according to location of the customersgtaldd
below. The following table presents certain datgbggraphic area:
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Year Ended December 31,

2004 2003 2002
(dollars in thousands)

Revenues from external customers attributabl®

North America $137,12: $ 52,53 $ 33,557
Pacific Rim 50,36: 10,34( 4,502
Latin America 13,54¢ 25,01¢ 18,45¢
Africa 10,14: 12,17: 9,23¢
Far Eas 4,56¢ 17,79: 17,937
Europe 3,48¢ 1,58¢  1,93¢

Consolidated tote $219,23( $119,44( $ 85,62¢




(1) Revenues as reported in the geographic area irhvitthéyy originate

December 31,

2004

2003

2002

(dollars in thousands)

Long-lived assets (primarily power plants and eddahssets)
relating to continuing operations located

North America $509,03° $314,29¢ $ 77,61"
Latin America 26,93¢ 30,77¢ 31,33:
Africa 53,42 54,91 56,18:
Far Eas 571 17,43 22,07¢
Europe 1,837 1,568 1,78¢
Consolidated tote $591,80¢ $418,98. $188,99¢

The following table presents revenues from majct@mers:

Year ended December 31,

2004 2003 2002

Revenues % Revenues % Revenues %

(dollars in (dollars in (dollars in

thousands) thousands) thousands)
Revenues from major custome
Customer A (1 $ 90,80¢ 41 $ 32,45¢ 27 $ 21,84t 26
Customer B (2 31,05¢ 14 10,31¢ 9 — —
Customer C (1 3,09¢ 1 12,62( 11 15,59: 18
Customer D (1 11,88¢ 5 11,617 10 9,221 11
Customer E (1 28,29¢ 13 11,38¢ 10 9,60¢ 11
Customer F (1 9,90¢ 5 9,66¢ 8 9,22¢ 11

(1) Revenues reported in electricity segment
(@ Revenues reported in products segment

NOTE 15 — TRANSACTIONS WITH RELATED ENTITIES

Transactions between the Company and the relatégsmuring the years presented below and bakaat

of the dates presented below, other than thosédest elsewhere in these financial statementspappated:
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Year Ended December 31,
2004 2003 2002
(dollars in thousands)

Transactions
Property rental fee expense paid to Pa $ 627 $ 627 $ 627
Interest expense on note payable to Pe $ 9,722 $ 1,87/ $ 1,06¢
Guarantee fees to Par¢ $ 548 § T70¢ $ 78¢
Corporate financial, administrative and executiee/ges
provided to Parer $ 12 $ 12 $ 12
December 31,
2004 2003
(dollars in thousands)
Balances
Due from Orzunil $ 14¢ $ 14t
Due from subsidiaries of Pare $ 1,89¢ $ 1,794

The Company has an agreement with the Parent whdmta fee, the Parent maintains certain standby
letters of credit on behalf of the Company. Durihg years ended December 31, 2004, 2003 and 209&ds
under the agreement totaled approximately $548 $009,000 and $783,000, respectively.

The current liability due to Parent at DecemberZ)4 and 2003 of $18,484,000 and $151,000,
respectively, represents the net obligation rasgiitom ongoing operations and transactions wighRarent and
is payable from available cash flow. Interest impated on balances greater than 60 days at LIBOR I,
however not less than the change in the Israels@mer Price Index plus 4%, compounded quarterly,ign
accrued and paid to the Parent annually.

Notes payable to Parent

In 2003, the Company entered into a loan agreemiginthe Parent, which was further amended on
September 20, 2004 ("Parent Loan Agreement”) patsvavhich the Company may borrow from the Patgnt
to $150 million in one or more advances. Interest@es on the unpaid principal of the loan amotatrate per
annum of the Parent's average effective interest @i3% (7.5% during 2004 and 2003). The principal
interest on the Parent Loan Agreement are payahtarying amounts through the loan due date of 2046€.
The outstanding balance of such loan at Decemhe2@®# and 2003 was $143,187,000 (including current
portion of $22,047,000) and $126,339,000, respelstiAs further discussed in Note 1, on June 2942820
million outstanding under the Parent Loan Agreemead converted to 1,160,714 shares of $0.001 paeva
common stock of the Company.

In 2003, the Company entered into a NIS 240 millhon-interest bearing note agreements with therRare
Principal is payable upon demand at any time &ftarember 2007, but no later than December 2009 |Gdre
is subordinated to all other liabilities of the Quemy. In accordance with the terms of such noebmpany
will not be required to repay any amount in exaEs$50,669,000 (using the exchange rate existintherdate
of such note). As of December 31, 2004 the ceitif§50,669,000 is effective.

Future minimum payments under the notes payalfkatent (excluding the non-interest bearing notefas
December 31, 2004 are as follows:
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(dollars in

Year ending December 31 thousands)
2005 $ 22,04
2006 31,64,
2007 31,64¢
2008 31,64,
2009 16,60(
Thereaftel 9,60(

$ 143,18

Reimbursement agreement

On July 15, 2004, the Company entered into a reisgruent agreement with its Parent pursuant to which
the Company agreed to reimburse its Parent foan§)draws made on any standby letter of creditseid by the
Parent for the benefit of the Company; and (ii) ppyments made under any guarantee provided byatent
for the benefit of the Company. Interest on any am® owing pursuant to the reimbursement agreemment
payable at a rate per annum equal to the Parertage effective cost of funds plus 0.3% in U.Slads.

Registration rights agreement

Prior to the closing of the Company's initial peldiffering in November 2004, the Company and theta
entered into a registration rights agreement pumsioewhich the Parent may require the Compangdgster its
common stock for sale on Form S-1 or Form S-3dditeon, the Company will be required to file a istation
statement on Form $4o register for sale of its common stock thatarbave been acquired by directors, off
and employees of the Parent upon the exerciseeajfitions granted to them by the Parent. The Coynapkso
agreed to pay all expenses that result from thistragjon of the Company's common stock under ¢géstration
rights agreement, other than underwriting commissior such shares and taxes. The Company haagised
to indemnify the parent, its directors, officer ardployees against liability that may result frdrait sale of the
Company's common stock, including Securities Aattilities.

NOTE 16 — EMPLOYEE BENEFIT PLAN

401(k) Plan

Prior to July 1, 2002, the Company had a Simple (RRA Plan") plan covering substantially all
employees of the Company, ages 21 or older, witiimmim service requirements. The Company contribQfé
of the eligible employees' compensation for the yaad $6,000 to the plan for the six-month peeaded June
30, 2002. On July 1, 2002 the Company discontirmaakiing contributions to the IRA Plan, as the Conypan
exceeded the maximum number of employees allowesiufith a plan due to the purchase of the Ormegadero
Any amounts remaining in the IRA Plan will continizebe invested, and earnings applied to the pating
employees' accounts. All contributions after Jul@02 are made into the Company's 401(k) placudised
below.

On July 1, 2002 the Company established a 401@¢) Rhe "Plan") for the benefit of its employees.
Employees of the Company who have completed oneofeservice or who had one year of service upon
establishment of the Plan are eligible to partitgga the Plan. Contributions are made by employeesigh
pretax deductions up to 60% of their annual sal@pntributions made by the Company are matchea ap t
maximum of 2% of the employee's annual salary. Company's contributions to the Plan were $185,000,
$83,000 and $46,000 for the years ended Decemh@08%, 2003 and 2002.
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Severance plan

The Company, through OSL, provides limited non-pambenefits to all current employees in Israel who
are entitled to benefits in the event of terminaio retirement in accordance with the Israeli Goweent
sponsored programs. These plans generally obligat€ompany to pay one month's salary per yeagrofce tc
employees in the event of involuntary terminatidhere is no limit on the number of years of seniice
calculation of the benefit obligation. The lialiéis for these plans are accounted for under trgagae of EITF
Issue No. 88-1Determination of Vested Benefit Obligation for &fiDed Benefit Pension Plarusing what is
commonly referred to as the "shut down" method,r&t@ecompany records the undiscounted obligatighias
were payable at each balance sheet date. Suclitigshave been presented on the balance shékiaddlity
for severance pay". The Company has an obligatigrattially fund the liabilities through regularpesits in
pension funds and severance pay funds. The amhurdsed amounted to $10,503,000 and $9,440,000 at
December 31, 2004 and 2003, of which $9,187,00068227,000 was restricted, respectively, and keas b
presented on the balance sheet as part of "Defogitsther”. Under the Israeli severance pay lastricted
funds may not be withdrawn or pledged until theessive severance pay obligations have been meilldsed
under the program, earnings from the investmentisee to offset severance pay costs. Severancexpayses
for the years ended December 31, 2004, 2003 ar2 ®efe $537,000, $511,000 and $456,000, respegtivel
which includes losses (income) amounting to $(122) 65,000 and $8,000, respectively, generated fhe
regular deposits and amounts accrued in severancs.f

NOTE 17 — COMMITMENTS AND CONTINGENCIES

Geothermal resources

The Company, through its project subsidiaries emmited States, controls certain rights to geatiadr
fluids through certain leases with the Bureau afd Management ("BLM") or through private leasesy#&ttes
on the utilization of the geothermal resourcescamaputed and paid to the lessors as defined inepective
agreements. Royalties expense under the geothegsmalrce agreements were $4,716,000, $2,283,000 and
$572,000 for the years ended December 31, 20048 200 2002, respectively.

Letters of credit

In the ordinary course of business with customegadors, and lenders, the Company is contingeiaihye
for performance under letters of credit and otlrearfcial guarantees obtained by the Parent anddssa behalf
of the Company totaling $25,794,000 and $19,736@@ecember 31, 2004 and 2003, respectively.
Management does not expect any material lossestdtifrom these off-balance-sheet instrumentsusza
performance is not expected to be required, ardetare, is of the opinion that the fair value ledge
instruments is zero.

LOC Agreement

On June 30, 2004, a subsidiary of the Company ediieto a letter of credit and loan agreement ("LOC
Agreement") with a bank pursuant to which the bagieed to issue one or more letters of credit aggirey to
$15 million. The LOC Agreement expires on JuneZM7, which shall be extended for successive oae-ye
periods unless notice is provided by either the @amy or the bank to the contrary. In the eventtiatbank is
required to pay on a letter of credit drawn by ltkeeeficiary thereof, such letter of credit convénts a loan,
bearing interest at LIBOR plus 4.0%, to be repaiddual installments at the end of each of the foaxt
guarters. There are various restrictive covenamntisé LOC Agreement, which include maintaining aierievels
of tangible net
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worth, leverage ratio, and minimum coverage rattdDecember 31, 2004 the Company was in compliavite
the covenants under the LOC Agreement. On JulpQ42a letter of credit amounting to $8,125,000 anduly
6, 2004, another letter of credit amounting to $3,600 were issued under the LOC Agreement, whésle h



been used to replace cash on deposit in reserds that were used as a pledge against the OFC Blotethe
Beal Bank Credit Agreement. The amount on one elétters of credit was increased by $2,674,000 on
December 30, 2004.

Grants and royalties

The Company, through OSL, has historically, throbgitember 31, 2003, requested and received gran
research and development from the Office of theeC&cientist of the Israeli Government. OSL is iiegplito
pay royalties to the Israeli Government at a r#t& 5% to 5.0% of the revenues derived from proslactd
services developed using such grants, and amotm&H883,000, $1,171,000 and $700,000 for thesyeaded
December 31, 2004, 2003 and 2002, respectively Cldmpany is not liable for royalties if the Compaioes
not sell the respective products. Such royaltiescapped at the amount of the grants receivedipieiest at
LIBOR, and the cap at December 31, 2004 and 2@@8uated to $5,617,000 and $7,166,000, respectivély,
which approximately $1,165,000 and $825,000 ofcdye, respectively, increases based on the LIBOR aat
defined.

In addition, OSL is obligated to pay royalties toumaffiliated entity at 2% of its domestic sal@sto a
cumulative amount of $9.25 million, and royaltiesaate of 0.2% of revenues on the next $5.4 oniltelated
to a certain technology that is not currently baitiized. However, no royalties will be paid af&0 years have
elapsed from the completion of the related projf@8L has not derived any revenues from this tedgyolo
date, nor have any royalties been paid to date.

Employment agreements

The Company has employment agreements with foiis gEnior executive officers, the terms of which
expire at various times through June 2008. Suchemgents provide for monthly or annual base salaguats,
as well as for bonus and other benefits. The aggesgpbmmitment for future salaries at Decembe2804,
excluding bonuses and benefits, was approximatkly illion.

Such executives are also entitled to change irrabpayments, whereby, if within three years follogithe
occurrence of a change in control, the Companyitertas the employee or the employee terminatesrhisr
employment for good reason, as defined, or if, wit80 days following a change in control, the eoypke
terminates his or her employment, the Companyqgsired to pay 24 months of such employee's morithge
salary at the time of the change in control, plogaid and accrued base salary and bonuses. Thegadgiof 24
months of these executive's base salary, exclusbngses and benefits, as of December 31, 2004 xipmated
$0.9 million.

Contingencies

In response to an order issued by a CaliforniseSTaiurt of Appeals, the California Public Utilities
Commission ("CPUC"), has commenced an administgiroceeding in order to address short run avoidstl
("SRAC") pricing for Qualifying Facilities for thperiod spanning from December 2000 to March 20@&. T
court directed that the CPUC modify SRAC pricingaoretroactive basis to the extent that the CPU€rdenec
that SRAC prices were not sufficiently "accurate™@rrect.” On February 15, 2005, the CPUC issuédaft
decision affirming that SRAC priced during the ditgd period were corrected and compliant with thlie
Utility Regulated Policies Act ("PURPA") requirenterand that no retroactive adjustments are wardante
Comments on the draft may be filed and a final glenifrom the CPUC could happen in late March olyea
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April 2005. If the SRAC prices charged during thegipd in question were determined by the CPUC tdieo
"accurate" or "correct," retroactive price adjustitsecould be required for any of the Company's Byiad)
Facilities in California whose payments are tie®®AC pricing, including the Heber 1, Mammoth amin®sa
projects. Currently it is not possible to predit butcome of such proceedings; however, any retveaprice
adjustment required to be made in relation to drth@ Company's projects may require such projecisake
refund payments or charge less for future salegghwdould materially and adversely effect the bas#) the



financial condition, future results and cash floittee Company.

Steamboat Geothermal LLC ("SG") is party to litigatrelated to a dispute over amounts owed to the
plaintiffs under certain operating agreements. &6ihitiated settlement discussions with the pitiiahd the
Company believes that any outcome will not haveagenial impact on the Company's results of opematio

The Company is a defendant in various other legitéd & the ordinary course of business. It isdgpaion
of the Company's management that the expectedmetod these matters, individually or in the aggtegwill
not have a material effect on the results of ofp@matand financial condition of the Company.

Certain of the Company's projects are subject thested Federal Energy Regulatory Commission
("FERC") rulings whereby an adverse outcome coeduilt in a refund of a portion of previous revenaed/or ¢
reduction in future revenues from those projecte dutcome of this matter cannot be predictedistithne.
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NOTE 18 — QUARTERLY FINANCIAL INFORMATION (UNAUDITE D)

Three Months Ended

March 31, June 30, Sept. 30, Dec. 31, March 31, June 30, Sept. 30, Dec. 31,
2003 2003 2003 2003 2004 2004 2004 2004
(dollars in thousands, except per share amounts)
Revenues:
Electricity Segmen $ 17,60¢ $ 18,047 $ 2149 $ 20,607 $ 3345¢ $ 36,75¢ $ 48,80: $ 39,81
Products Segmel 7,81: 8,21( 10,90; 14,75¢ 14,14¢ 15,34¢ 14,48( 16,42¢
25,41¢ 26,257 32,401 35,36¢ 47,60¢ 52,10: 63,28 56,24
Cost of revenues
Electricity Segmen 10,14¢ 12,017 10,831 13,72« 19,39( 21,22: 25,06:¢ 24,067
Products Segme 6,317 3,98¢ 8,97: 10,21¢ 11,32¢ 11,79 10,90¢ 12,30¢
16,46¢ 16,00¢ 19,81( 23,93¢ 30,71¢ 33,01¢ 35,971 36,37:
Gross margir 8,951 10,25: 12,591 11,427 16,881 19,08t 27,31 19,86¢
Operating expenses
Research and developm 43¢ 43z 32t 19t 30z 90C 351 622
Selling and marketin 1,367 1,29¢ 2,34z 2,07¢ 1,85¢ 2,09z 1,64¢ 2,17¢
General and administratiy 2,057 1,99¢ 1,63z 3,561 2,332 2,881 2,77¢ 3,61¢
Gain on sale of geothermal
resource — — — — — — — (84E)
Operating incom: 5,08¢ 6,52¢ 8,292 5,58¢ 12,39¢ 13,20¢ 22,53¢ 14,30:
Other income (expense)
Interest incom 10¢ 19C 217 91 244 187 64 821
Interest expens (1,720 (2,115 (2,277) (2,009 (8,527 (10,959 (11,737) (11,579
Foreign currency translation and
transaction los (114) (37 (66) (99 (323) (76) (192 44%
Other nor-operating incom: 13¢ 14¢ 48 13¢ 29 16¢ 76 (109
Income from continuing
operations before income
taxes, minority interest and
equity in income of investe« 3,49¢ 4,707 6,21¢ 3,70¢ 3,77 2,53¢ 10,741 3,88t
Income tax provisiol (1,397 (77€) (2,139 1,801 (1,479 (47¢) (4,197 (455)

Minority interest in earnings ¢



subsidiaries (201) (29¢) (161) 41 (10¢) — — —
Equity in income of investee 89 99 10€ 26¢ 54¢ 1,48¢ 217 1,31¢
Income before cumulative effect

of change in accounting

principle 1,987 3,832 4,02t 5,81¢ 2,73 3,54z 6,76: 4,74¢
Cumulative effect of change in

accounting principle (net of

tax benefit of $124,74( (205) — — — — — — —
Net income $ 178 $ 383 $ 4028 $ 581t 2,731 $ 354: $ 6,760 $  4,74¢
Net income per sha—basic ani

diluted $ 0.0¢ $ 017 $ 017 $ 0.2F 01z $ 0.1t % 028 $ 0.1¢
Weighted average number of

shares 23,21« 23,21« 23,21« 23,21« 23,21« 23,23¢ 24,37 24,96¢
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NOTE 19 — SUBSEQUENT EVENTS (UNAUDITED)

On December 9, 2004, the Company received a pudraer in the amount of $16.9 million for the shy;
of 102 remote power units for communication andhadic protection along a pipeline of the Sakhatdiiard in
the Russian Federation. The order remained sutgjdictal approval by the customer, which was reedion

January 28, 2005.

On January 4, 2005, through a newly establishegggtrsubsidiary, the Company entered into a 25-year
power purchase agreement ("PPA") with Basin Ele&®ower Corporation, according to which the Company
will supply approximately 22 MW from recovered egyegeneration power plants. The power plants abeto
constructed between 15 and 18 months from theteféaess of the PPA. The power plants will be cased
on gas compressor stations along a Natural Gaingpa North and South Dakota. The PPA has nobgebm:

effective and is subject to certain conditions.

On February 14, 2005, two of the Company's subsédiantered into a contract for the supply and

engineering procurement of a geothermal power mlarao Miguel Island in the Azores in the totabamt of

Euro 19.2 million (approximately $25 million).

On March 22, 2005, by a unanimous written consétii@Board of Directors, the Company declared,
approved and authorized the payment of an additiimmlend of $0.03 per share, on account of fouytlrter
profits, to all issued and outstanding shares afroon stock of the Company on April 4, 2005, payavepril

18, 2005.
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON

ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. DISCLOSURE CONTROLS AND PROCEDURES



a. Evaluation of disclosure controls and proceslure

Our management, with the participation of our Cliigécutive Officer and Chief Financial Officer,
evaluated the effectiveness of our disclosure otsiind procedures pursuant to Rule 13a-15 under th
Securities and Exchange Act of 1934, as amendedf, the end of the period covered by this annuabre The
evaluation included certain control areas in whighhave made, and are continuing to make, changes t
improve and enhance controls. Based on that evafuas of December 31, 2004, our Chief Executivicer
and Chief Financial Officer have concluded thata@isclosure controls and procedures (as definétlies 13a-
15(e) and 15d-15(e) under the Securities Exchargg®iX1934, as amended) were effective to enswaethie
information required to be disclosed by us in #imsual report on Form 10-K was recorded, processed,
summarized and reported accurately and withinithe periods specified within the SEC's rules arstrirctions
for Form 10-K. In designing and evaluating the lisare controls and procedures, management recajthzt
any controls and procedures, no matter how welbdesl and operated, can provide only reasonabieasse
of achieving the desired control objectives, anshagement is required to apply its judgment in eatihg the
cost benefit relationship of possible controls aracedures.

b. Changes in internal controls over financialomipg

There were no changes in our internal controls €imancial reporting in the fourth quarter of 20Dt
have materially affected or are reasonably likelynaterially affect our internal controls over firtéal reporting

Recently, we began to enhance our documentatioffiusticbr analyze our system of internal controle W
have initially identified areas of our internal ¢ais requiring improvement, and are in the proecdssesigning
enhanced processes and controls to address is&ndifiéd through this review. An area of improverne
includes enhancing and streamlining our domesticiaternational financial reporting procedures. jglen to
continue this initiative, as well as prepare for fitst management report on internal control digincial
reporting, as required by Section 404 of the Sagbddxley Act of 2002, on December 31, 2005.

ITEM 9B. OTHER INFORMATION

None
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PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information required by this Item in addition tattbelow is incorporated by reference herein frbe t
Company's definitive 2005 Proxy Statement.
Directors and Executive Officers Information

The following table sets forth the name, age arsitipms of our directors, executive officers, persavho
are executive officers of certain of our subsidianvho perform policy making functions for us:

Name Age Position
Lucien Bronicki 70 Chairman of the Board of Directors;
Chief Technology Officer(3
Yehudit "Dita" Bronicki 63 Chief Executive Officer; President; Director|
Yoram Bronicki 38 Chief Operating Offic—North America; Director (1
Joseph Tenn 49 Chief Financial Officer*(4.
Lisa Kidron 41 Vice President of Financial Contrc"

Nadav Amir 54 Executive Vice Preside—Engineering”



Hezy Ram 55 Executive Vice President—Business Development,
North America™

Joseph Shiloah 59 Executive Vice PresidentMarketing and Sales, Rest
the World"

Zvi Reiss 54 Executive Vice Preside—Project Managemer’

Aaron Choresh 59 Vice President—Operations Rest of the World and
Product Suppor’

Zvi Krieger 49 Vice Presider—Geothermal Engineerir”

Etty Rosner 49 Vice President—Contract Administrator; Corporate
Secretary’

Connie Stechma 49 Vice Presiden

Independent Directors:

Dan Falk 60 Independent Director (¢
Edward R. Mullel 52 Independent Director (;
Jacob J. Worenklei 56 Independent Director (

* Performs the functions described in the tablg,ib employed by Ormat Systems.
**  Performs the functions described in the talblet is employed by Ormat Nevada.
(1) Denotes Class | Director — Term expiring a@2@®nnual Shareholders Meeting
(2) Denotes Class Il Director — Term expiring 808 Annual Shareholders Meeting
(3) Denotes Class Il Director — Term expiring2@07 Annual Shareholders Meeting

(4) Mr. Tenne was appointed Chief Financial Offioa March 9, 2005.

Lucien Bronicki. Lucien Bronicki is the Chairman of our Boarfddirectors, a position he has held since
our inception in 1994, and is also our Chief Tedbgyp Officer, effective as of July 1, 2004. Mr. Biioki co-
founded Ormat Turbines Ltd. in 1965 and is the @han of the Board of Directors of Ormat Industibg,
publicly-traded successor to Ormat Turbines Ltdd @arious of its subisidiaries. Since 1992, Mroidcki has
been the Chairman of the Board of Directors of 8®tmesh Engines, a manufacturer of jet enginesofa@eT|
Canada Inc. Since 1997, Mr. Bronicki has been thaii@Gan of the Board of Bet Shemesh Holdings, Mr.
Bronicki is also the Chairman of the Board of Dimes of Orad Hi-Tec Systems Ltd., a manufacturamafge
processing systems, and
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was the Co-Chairman of Orbotech Ltd., a NASDQ-tisteanufacturer of equipment for inspecting and iimgg
circuit boards and display panels. Mr. Bronicki asked in the power industry since 1958. He iseanber of
the Executive Council of the Weizmann InsitututeSefence and chairs the Israeli Committee of theltlVo
Energy Council. Yehudit Bronicki and Lucien Bronieke married. Mr. Bronicki obtained a postgradudagree
in Nuclear Engineering from Conservatoire Natiothed Arts et Metiers in 1958 and a Master of Scieémce
Physics from Universite de Paris in 1958 and a Btast Science in Mechanical Engineering from Ecole



Nationale Superieure d'Ingenieurs Arts et Metiar§957.

Yehudit "Dita" Bronicki . Yehudit "Dita" Bronicki is our Chief Executiv@fficer, effective as of July 1,
2004, and is also a member of our Board of Direcéord our President, positions she has held sunce o
inception in 1994, and was our Secretary from 1®@dugh November 2004. Mrs. Bronicki is also theditent
of Ormat Systems, effective as of July 1, 2004..N8renicki was also a co-founder of Ormat Turbibés and
is a member of the Board of Directors and the Garidanager (a CE@gquivalent position) of Ormat Industri
the publicly-traded successor to Ormat Turbines, ladd various of its subsidiaries. Since 1992,. Brsnicki
has also been a director of Bet Shemesh Engines.Bdonicki is also a member of the Board of Dioestof
OPTI Canada Inc., and of Orbotech Ltd., a NASDASpel manufacturer of equipment for inspecting and
imaging circuit boards and display panels. From41®@02001, Mrs. Bronicki was on the Advisory Boafdhe
Bank of Israel. Mrs. Bronicki has worked in the paindustry since 1965. Yehudit Bronicki and Lucien
Bronicki are married. Mrs. Bronicki obtained a Baldr of Arts in Social Sciences from Hebrew Univigrn
1965.

Yoram Bronicki. Yoram Bronicki is our Chief Operating Officé&prth America, effective as of July 1,
2004. Mr. Bronicki is also a member of the Boardakctors of Ormat Industries, a position he helsl Isince
2001, and a member of the Board of Directors of OPanada Inc. Mr. Bronicki was appointed a directbr
Ormat Technologies, Inc. as of November 12, 200dmF2001 to 2004, Mr. Bronicki was Vice Presideht o
OPTI Canada Inc. From 1999 to 2001, he was Prijectager of Ormat Industries and Ormat International
From 1996 to 1999, he was Project Manager of Otfnthistries, and from 1995 to 1996, he was Project
Engineer of Ormat Industries. Mr. Bronicki is trensf Lucien and Yehudit Bronicki. Mr. Bronicki abbed a
Bachelor of Science in Mechanical Engineering frbeh Aviv University in 1989 and a Certificate frotme
Technion Insitute of Management Senior ExecutivegiRam.

Joseph Tenne Effective on March 9, 2005, Mr. Joseph Tenmes appointed Chief Financial Officer of
the Company. From 2003 to 2004, Mr. Tenne was thief&inancial Officer of Treofan Germany GmbH & .Co
KG, a German company. From 1997 until 2003, Mr.fMeewas a partner in Kesselman & Kesselman, Caettifie
Public Accountants in Israel (a member firm of BviaterhouseCoopers International Limited). Mr. Teeisn
also a member of the Board of Directors of Audio€ottd., a NASDAQ-listed company. Mr. Tenne obtdiae
Master of Business Administration from Tel Aviv Warsity in 1987 and a Bachelor of Arts in Accougtand
Economics from Tel Aviv University in 1981. Mr. Tea is a Certified Public Accountant in Israel.

Lisa Kidron. Effective on March 9, 2005, and in conneciigth the appointment of Joseph Tenne as the
new Chief Financial Officer for the Company, Lisaton ceased serving as the Company's Chief Finlnci
Officer and assumed the position of Vice Presidéitinancial Controls. Ms. Kidron performed the ¢tions of
Chief Financial Officer of Ormat Systems from Jaly2004 to March 9, 2005. Ms. Kidron is the Chigfdncial
Officer of Ormat Industries, a position she hagls#hce 2002. From 2000 to 2002, Ms. Kidron wase€Chi
Financial Officer at MUL-T-LOCK Ltd. and from 1996 2000, Ms. Kidron was Chief Financial Officer at
MUL-T-LOCK Technologies Ltd. Ms. Kidron served aslisector on the boards of various subsidiariefiwit
the MUL-T-LOCK group from 1999 to 2002. Until 1999s. Kidron was a senior manager in the accounting
firm Kost-Forrer & Gabai (Ernst & Young, Global S&es). Ms. Kidron obtained an L.L.M. Degree in Law
from Bar-llan University in 2002, a Bachelor of Afih Accounting from Tel Aviv University in 1994 Master
of Science in Industrial Engineering from Ben Gurldniversity in 1987 and a Bachelor of Science amputer
Science and Mathematics from Rutgers Universit}9a5.
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Nadav Amir. Nadav Amir performs the function of our ExeceeatVice President of Engineering,
effective as of July 1, 2004. From 2001 througheJ8®, 2004, Mr. Amir was Executive Vice Presideint o
Engineering of Ormat Industries, from 1993 to 204 was Vice President of Engineering of Ormat &tdes,
from 1988 to 1993, he was Manager of Engineerin@mhat Industries, from 1984 to 1988, he was Manafe
Product Engineering of Ormat Industries, and fr@83lto 1984, he was Manager of Research and Daveloj
of Ormat Industries. Mr. Amir obtained a BachelbSgience in Aeronautical Engineering from Techriitaifa
in 1972.

Hezy Ram Hezy Ram performs the function of our Execaitlice President of Business Developmel
North America, a position he has held since Janlia004. From 1999 through December 31, 2003 Rdm
was Vice President of Business Development of Ointhistries. Mr. Ram obtained a Master of Business
Administration from Hebrew University in 1978, a Mar of Science in Mechanical Engineering from Ben



Gurion University in 1977 and a Bachelor of Scieimc#®lechanical Engineering from Ben Gurion
University in 1975.

Joseph Shiloah Joseph Shiloah performs the function of ouedive Vice President of Marketing and
Sales, Rest of the World, effective as of July@4£2 From 2001 through June 30, 2004, Mr. Shiloak the
Executive Vice President of Marketing and Sale@m@mat Industries, from 1989 to 2000, he was Viaeskient
of Marketing and Sales of Ormat Industries, fror83% 1989, he was Vice President of Special Ptojeic
Ormat Turbines Ltd., from 1984 to 1989, he was @preg Manager of the Solar Pond project of Solnyet&n:
Ltd., a subsidiary of Ormat Turbines Ltd., and fr&881 to 1983, he was Project Administrator of $lodar
Pond power plant project of Ormat Turbines Ltd. &ofinat Systems Ltd. Mr. Shiloah obtained a Baahefio
Arts in Economics from Hebrew University in 1972.

Zvi Reiss.  Zvi Reiss performs the function of our ExeceatVice President of Project Management,
effective as of July 1, 2004. From 2001 througheJ8®@, 2004, Mr. Reiss was the Executive Vice Pesgidf
Project Management of Ormat Industries, from 1998000, he was Vice President of Project Manageiofent
Ormat Industries and, from 1993 to 1994, he wasdir of Projects of Ormat Industries. Mr. Reistaoted a
Bachelor of Science in Mechanical Engineering fi®em Gurion University in 1975.

Aaron Choresh.  Aaron Choresh performs the function of ouré/Rresident of Operations and Product
Support, Rest of the World, effective as of Jul@04. From 1999 through June 30, 2004, Mr. Choveshthe
Vice President of Operations and Product Suppo@raiat Industries, from 1993 to 1998, he was thed@or of
Operations and Product Support of Ormat Industfiemy 1991 to 1992, he was Manager of Project Eagyiimg
and Product Support, and from 1989 to 1990, heMazager of Project Engineering of Ormat Industrids.
Choresh obtained a Bachelor of Science in EledtEogineering from Technion Haifa in 1982.

Zvi Krieger. Zvi Krieger performs the function of our Vi€eesident of Geothermal Engineering,
effective as of July 1, 2004. From 2001 througheJ8@, 2004, Mr. Krieger was the Vice President of
Geothermal Engineering of Ormat Industries. Mr.eger has been with Ormat Industries since 198lanagd
as Application Engineer, Manager of System EngingeDirector of New Technologies Business Develeptn
and Vice President of Geothermal Engineering. Miegfer obtained a Bachelor of Science in Mechanical
Engineering from the Technion, Israel Institutefethnology in 1980.

Etty Rosner. Etty Rosner performs the function of our Caogte Secretary, effective as of July 1, 2004.
Ms. Rosner is also the Corporate Secretary of Ohnthistries, a position she has held since 199 Vére
President of Contract Management of Ormat Industéeposition she has held since 1999. From 199996,
Ms. Rosner was Contract Administrator Manager aarp@rate Secretary and from 1981 to 1991, she lnas t
Manager of the Export Department and Office Adnimative Manager. Ms. Rosner obtained a Diploma in
General Management from Tel Aviv University in 1990

Connie Stechman Connie Stechman is our Vice President, a jposgthe has held since our inception in
1994. Prior to joining Ormat Technologies, Inc.,.¢echman worked for an
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international public accounting firm. Ms. Stechnisua Certified Public Accountant and obtained at&dar of
Science in Business and Concentration Accountiog f€alifornia State University, Sacramento, in 1977

Dan Falk. Dan Falk was appointed as a director of Orheghnologies, Inc. as of November 12, 2004.
Mr. Falk is also a member of the Board of Directok©rbotech Ltd., Nice Systems Ltd., Attunity Ltd.
ClickSoftware Technologies Ltd. and Jacada LtdNABDAQ publicly traded companies. In addition, Malk
serves as a member of the Board of Directors ofdath@wing public non-US companies: Dor Chemicatd.l.
Visionix Ltd., Orad Hi-Tech Systems Ltd., DmateldLtand Poalim Ventures | Ltd. From 2001 to 2004, M
Falk was a business consultant to several pubtiqpaivate companies. From 1999 to 2000, Mr. Falk @aief
Operating Officer and Chief Exeuctive Officer ofpBas International NV. From 1995 to 1999, Mr. Fatks ar
Executive Vice President of Orbotech Ltd. From 1883995, Mr. Falk was Vice President of Finance &hie
Financial Officer of Orbot Systems Ltd. and of Qah Ltd. Mr. Falk obtained a Master of Business
Administration from Hebrew University in 1972 an@achelor of Arts in Economics and Political Sciefiom
Hebrew University in 1968. Mr. Falk is the Chair@fmat Technologies, Inc.'s Audit Committee. Theailbof
Ormat Technologies, Inc. has determined that Mik gaalifies as an Audit Committee "financial extjamder
Section 407 of the Sarbanes-Oxley Act of 2002 agieh 401 (h) of Regulation S-K, and is "independeastthat
term is used in Item 7(d)(3)(IV) of Schedule 14Adanthe Securities Exchange Act of 1934.



Edward R. Muller. Edward Muller was appointed a director of Orffiechnolgies, Inc. as of November
12, 2004. Mr. Muller is also a member of the Boafrdirectors of GlobalSantaFe Corp. and The Keith
Companies, Inc. Since 2000, Mr. Muller has beerafe investor. From 1993 to 2000, Mr. Muller was
President and Chief Executive Officer of Edison $iie Energy, a wholly owned subsidiary of Edison
International. During his tenure, Edison MissioreEyy was engaged in developing, owning and opeyatin
independent power production facilities worldwiéieom 1999 to 2000, Mr. Muller was Deputy Chairméthe
Board of Directors of Contact Energy Ltd., a Neval&®ad electric generation company partially owngd b
Edison Mission Energy. Mr. Muller obtained a Badhedf Arts in History from Dartmouth College in 1®and
a Juris Doctor in Law from Yale Law School in 1976.

Jacob J. Worenklein  Jacob Worenklein was appointed a director wfi&@ Technologies, Inc. as of
November 12, 2004. Mr. Worenklein is also Presigamt Chief Executive Officer of US Power Genera
Company. From 1998 to 2003, he was Managing Direxrtd Global Head of Project and Sectorial Findoce
Societe Generale and, from 1996 to 1998, he wasallag Director and Head of Project Finance, Export
Finance and Commodities for the Americas, for Sedizenerale. Prior to joining Societe Generaled96l Mr.
Worenklein was Managing Director and Global Hea#afject Finance at Lehman Brothers and prior tbere
was a partner and member of the executive comnuftéee law firm of Milbank, Tweed, Hadley & McCloy
LLP, where he founded and headed the firm's powermaoject finance practice. Mr. Worenkein served a
Adjunct Professor of Finance at New York Universityd is a trustee of the Committee for Economic
Development and a member of the Council on ForBigiations. He is a member of the Board of Directord
Audit Committee of CDC Globeleq, an affiliate obtbhlK's Commonwealth Development Corporation. Mr.
Worenklein obtained a Bachelor of Arts from ColumbBiollege in 1970 and a Juris Doctor and Master of
Business Administration from New York University 1873.

Audit Committee

We are a listed issuer, as defined in Sec. 2403 0ARegulation S-K, and have a separately deséghat
audit committee established in accordance withiGe&(a)(58)(A) of the Securities Exchange Act 684,
composed of independent directors as required biidde303A.07 of the NYSE Listed Company ManualeTh
members of such committee are Dan Falk (Chair),a&dwuller and Jacob Worenklein, who are also
independent directors of our company, as definegkiction 303A.02 of the NYSE Listed Company Manual.
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ITEM 11. EXECUTIVE COMPENSATION

The information required under this item is incagied by reference herein from the Company's dafani
2005 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP AND CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The information required under this item is incagded by reference herein from the Company's defini
2005 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS

The information required under this item is incagded by reference herein from the Company's defini
2005 Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required under this item is incagded by reference herein from the Company's defini
2005 Proxy Statement.

PART IV

ITEM 15.



EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(@) (1) Listof Financial Statements
See Index to Financial Statements at Iltem 8 ofahisual report.
(2) List of Financial Statement Schedules

All applicable schedules information is includedur Financial Statements at Item 8 of this annual
report.
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(c) EXHIBIT INDEX

Exhibit No. Document

3.1 Second Amended and Restated Certificate of
Incorporation, incorporated by reference to Exhgoit
to Ormat Technologies, Inc. Registration Statenoent
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

3.2 Second Amended and Restated By-laws, incorporated
by reference to Exhibit 3.2 to Ormat Technologias,
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 22, 20(

4.1 Form of Common Share Stock Certificate, incorpat
by reference to Exhibit 4.1 to Ormat Technologias,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

4.2 Form of Preferred Share Stock Certificate, incoapex
by reference to Exhibit 4.2 to Ormat Technologias,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

4.3 Form of Rights Agreement by and between Ormat
Technologies, Inc. and American Stock Transfer &
Trust Company, incorporated by reference to Exhibit
4.3 to Ormat Technologies, Inc. Registration Statet
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 22, 200«

10.1 Financing Agreement

10.1.1 Foreign Currency Loan Agreement, dated June 1,,
between Ormat Technologies, Inc. and United Mizrahi
Bank LTD., incorporated by reference to Exhibit11Q
to Ormat Technologies, Inc. Registration Statenoant
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

10.1.2 Amended and Restated Bridge Loan Agreement, dated
October 2, 2003, by and between Ormat Nevada, Inc.
and Bank Leumi USA, incorporated by reference to
Exhibit 10.1.2 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20




10.1.3

10.1.4

10.1.5

10.1.6

Credit Facility Agreement, dated September 5, 2000,
between Ormat Momotombo Power Company and
Bank Hapoalim B.M., incorporated by reference to
Exhibit 10.1.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Credit Agreement, dated as of December 31, 2002,
among ORMESA LLC, United Capital, a division of
Hudson United Bank and the Lenders party to such
agreement from time to time, incorporated by rafee

to Exhibit 10.1.4 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Credit Agreement, dated as of December 18, 2003,
among OrCal Geothermal Inc. and Beal Bank, S.S.B.
and the financial institutions party thereto frame to
time, incorporated by reference to Exhibit 10.D.5 t
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Credit Agreement, dated May 13, 1996, between
Ormat-Leyte and Export-Import Bank of the United
States, incorporated by reference to Exhibit 10td..6
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200
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Exhibit No.

Document

10.1.7

10.1.8

10.1.9

Indenture, dated February 13, 2004, among Ormat
Funding Corp., Brady Power Partners, Steamboat
Development Corp., Steamboat Geothermal LLC,
OrMammoth Inc., ORNI 1 LLC, ORNI 2 LLC, ORNI

7 LLC, Ormesa LLC and Union Bank of California,
incorporated by reference to Exhibit 10.1.7 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

First Supplemental Indenture, dated May 14, 2004,
among Ormat Funding Corp., Brady Power Partners,
Steamboat Development Corp., Steamboat Geothermal
LLC, OrMammoth Inc., ORNI 1 LLC, ORNI 2 LLC,
ORNI 7 LLC, Ormesa LLC and Union Bank of
California, incorporated by reference to Exhibit1.8

to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Loan Agreement, dated October 1, 2003, by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.9 to Ormat Technologies, Inc. Registration



10.1.10

10.1.11

10.1.12

10.1.13

10.1.14

10.1.15

10.1.16

Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1 to Loan Agreement, dated
September 20, 2004, by and between Ormat
Technologies, Inc. and Ormat Industries Ltd.,
incorporated by reference to Exhibit 10.1.10 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Capital Note, dated December 22, 2003, by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.11 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment to Capital Note, dated September 20,
2004, by and between Ormat Technologies, Inc. and
Ormat Industries Ltd., incorporated by reference to
Exhibit 10.1.12 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Guarantee Fee Agreement, dated January 1, 1999, by
and between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.13 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Reimbursement Agreement, dated July 15, 2004, by
and between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.14 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Services Agreement, dated July 15, 2004, by and
between Ormat Industries Ltd. and Ormat Systems
Ltd., incorporated by reference to Exhibit 10.1t45
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Letter of Credit and Loan Agreement, dated June 30,
2004, by and between Ormat Nevada, Inc., and Ht
United Bank, incorporated by reference to Exhibit
10.1.16 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20(
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Document

10.1.17

First Amendment to Letter of Credit and Loan
Agreement, dated June 30, 2004, by and between



10.1.18

10.2

10.2.1

10.2.2

10.3

10.3.1

10.3.2

10.3.3

10.3.4

10.3.5

Ormat Nevada, Inc., and Hudson United Bank,
incorporated by reference to Exhibit 10.1.17 to @rm
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004.

Subordination Agreement, dated June 30, 2004, Hy an
between Ormat Technologies, Inc. and Hudson United
Bank, incorporated by reference to Exhibit 10.1d.6
Ormat Technologies, Inc. Registration Statement
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 22, 200¢

Purchase Agreements incorporated by reference to
Exhibit 10.2 to Ormat Technologies, Inc. Registmti
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Purchase and Sale Agreement, dated April 22, 20(¢
and among Constellation Power, Inc. and Cosi Puna,
Inc. and ORNI 8 LLC and Ormat Nevada, Inc.,
incorporated by reference to Exhibit 10.2.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Purchase Agreement, dated July 15, 2004, by and
between Ormat Industries Ltd. and Ormat Systems
Ltd., incorporated by reference to Exhibit 10.222 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Power Purchase Agreements incorporated by reference
to Exhibit 10.2 to Ormat Technologies, Inc.

Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Power Purchase Contract, dated July 18, 1984, lee
Southern California Edison Company and Republic
Geothermal, Inc., incorporated by reference to BEikhi
10.3.1 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1, to the Power Purchase Contract,
dated December 23, 1988, between Southern Cabi
Edison Company and Ormesa Geothermal,
incorporated by reference to Exhibit 10.3.2 to Qrma
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 200

Power Purchase Contract, dated June 13, 1984,
between Southern California Edison Company and
Ormat Systems, Inc., incorporated by reference to
Exhibit 10.3.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Power Purchase and Sales Agreement, dated as of
August 26, 1983, between Chevron U.S.A. Inc. and
Southern California Edison Company, incorporated by
reference to Exhibit 10.3.4 to Ormat Technologiers,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 1, to Power Purchase and Sale
Agreement, dated as of December 11, 1984, between



Chevron U.S.A. Inc., HGC and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.5 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20
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Exhibit No.

Document

10.3.6

10.3.7

10.3.8

10.3.9

10.3.10

10.3.11

10.3.12

Settlement Agreement and Amendment No. 2, to
Power Purchase Contract, dated August 7, 1995,
between HGC and Southern California Edison
Company, incorporated by reference to Exhibit 8).3.
to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Power Purchase Contract dated, April 16, 1985,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.7 to Ormat Technolegie
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1, dated as of October 23, 1987,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.8 to Ormat Technolsegie
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 2, dated as of July 27, 1990, between
Southern California Edison Company and Second
Imperial Geothermal Company, incorporated by
reference to Exhibit 10.3.9 to Ormat Technologies,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 3, dated as of November 24, 1992,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.10 to Ormat Technadgg
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Amended and Restated Power Purchase and Sales
Agreement, dated December 2, 1986, between
Mammoth Pacific and Southern California Edison
Company, incorporated by reference to Exhibit 10

to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Amendment No. 1, to Amended and Restated Power
Purchase and Sale Agreement, dated May 18, 1990,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.12 to Ormat Technologies, Inc. Registration



10.3.13

10.3.14

10.3.15

Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Power Purchase Contract, dated April 15, 1985,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.13 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1, dated as of October 27, 1989,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.14 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 2, dated as of December 20, 1989,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.15 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .
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Exhibit No.

Document

10.3.16

10.3.17

10.3.18

10.3.19

10.3.20

Power Purchase Contract, dated April 16, 1985,
between Southern California Edison Company and
Santa Fe Geothermal, Inc., incorporated by referée
Exhibit 10.3.16 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Amendment No. 1, to Power Purchase Contract, dated
October 25, 1985, between Southern California Ediso
Company and Mammoth Pacific, incorporated by
reference to Exhibit 10.3.17 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 2, to Power Purchase Contract, dated
December 20, 1989, between Southern California
Edison Company and Pacific Lighting Energy Systi
incorporated by reference to Exhibit 10.3.18 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Interconnection Facilities Agreement, dated October
20, 1989, by and between Southern California Edison
Company and Mammoth Pacific, incorporated by
reference to Exhibit 10.3.19 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2
Interconnection Facilities Agreement, dated October
13, 1985, by and between Southern California Edison
Company and Mammoth Pacific (ll), incorporated by
reference to Exhibit 10.3.20 to Ormat Technologies,



10.3.21

10.3.22

10.3.23

10.3.24

10.3.25

Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Interconnection Facilities Agreement, dated October
20, 1989, by and between Southern California Edison
Company and Pacific Lighting Energy Systems,
incorporated by reference to Exhibit 10.3.21 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Interconnection Agreement, dated August 12, 1985, b
and between Southern California Edison Company and
Heber Geothermal Company incorporated by reference
to Exhibit 10.3.22 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Plant Connection Agreement for the Heber Geothe
Plant No.1, dated, July 31, 1985, by and between
Imperial Irrigation District and Heber Geothermal
Company incorporated by reference to Exhibit 1®3.2
to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Plant Connection Agreement for the Second Imperial
Geothermal Company Power Plant No.1, dated,
October 27, 1992, by and between Imperial Irrigatio
District and Second Imperial Geothermal Company
incorporated by reference to Exhibit 10.3.24 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

IID-SIGC Transmission Service Agreement for
Alternative Resources, dated, October 27, 1992l
between Imperial Irrigation District and Second
Imperial Geothermal Company incorporated by
reference to Exhibit 10.3.25 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004
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10.3.26

10.3.27

Plant Connection Agreement for the Ormesa
Geothermal Plant, dated October 1, 1985, by and
between Imperial Irrigation District and Ormesa
Geothermal incorporated by reference to Exhibit
10.3.26 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Plant Connection Agreement for the Ormesa IE
Geothermal Plant, dated, October 21, 1988, by and
between Imperial Irrigation District and Ormesa IE
incorporated by reference to Exhibit 10.3.27 to @rm



Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

10.3.28 Plant Connection Agreement for the Ormesa IH
Geothermal Plant, dated, October 3, 1989, by and
between Imperial Irrigation District and Ormesa IH
incorporated by reference to Exhibit 10.3.28 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

10.3.29 Plant Connection Agreement for the Geo East Mesa
Limited Partnership Unit No. 2, dated, March 2139,
by and between Imperial Irrigation District and Geo
East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.29 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

10.3.30 Plant Connection Agreement for the Geo East Mesa
Limited Partnership Unit No. 3, dated, March 2139,
by and between Imperial Irrigation District and Geo
East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.30 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

10.3.31 Transmission Service Agreement for the Ormesa I,
Ormesa |IE and Ormesa IH Geothermal Power Plants,
dated, October 3, 1989, between Imperial Irrigation
District and Ormesa Geothermal incorporated by
reference to Exhibit 10.3.31 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

10.3.32 Transmission Service Agreement for the Geo East
Mesa Limited Partnership Unit No. 2, dated, Maréh
1989, by and between Imperial Irrigation Distrintla
Geo East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.32 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

10.3.33 Transmission Service Agreement for the Geo East
Mesa Limited Partnership Unit No. 3, dated, Maréh
1989, by and between Imperial Irrigation Distrintla
Geo East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.33 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

10.3.34 IID-Edison Transmission Service Agreement for
Alternative Resources, dated, September 26, 1985, b
and between Imperial Irrigation District and Southe
California Edison Company incorporated by reference
to Exhibit 10.3.34 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20
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10.3.35

10.3.36

10.3.37

10.3.38

10.3.39

10.3.40

10.3.41

10.3.42

Plant Amendment No. 1, to lID-Edison Transmission
Service Agreement for Alternative Resources, dated,
August 25, 1987, by and between Imperial Irrigation
District and Southern California Edison Company
incorporated by reference to Exhibit 10.3.35 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Leyte Optimization Project BOT Agreement, dated
August 4, 1995, by and between PNOC-Energy
Development Corporation and Ormat Inc. incorporated
by reference to Exhibit 10.3.36 to Ormat Technadg
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

First Amendment to Leyte Optimization Project BOT
Agreement, dated February 29, 1996, by and between
PNOC-Energy Development Corporation and Ormat
Leyte Co. Ltd. incorporated by reference to Exhibit
10.3.37 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Second Amendment to Leyte Optimization Project
BOT Agreement, dated April 1, 1996, by and between
PNOC-Energy Development Corporation and Ormat
Leyte Co. Ltd. incorporated by reference to Exhibit
10.3.38 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Agreement Addressing Renewable Energy Pricing and
Payment Issues, dated June 15, 2001, by and between
Second Imperial Geothermal Company QFID No. @
and Southern California Edison Company incorporated
by reference to Exhibit 10.3.39 to Ormat Technadsg

Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1 to Agreement Addressing
Renewable Energy Pricing and Payment Issues, dated
November 30, 2001, by and between Second Img
Geothermal Company QFID No. 3021 and Southern
California Edison Company incorporated by reference
to Exhibit 10.3.40 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Agreement Addressing Renewable Energy Pricing and
Payment Issues, dated June 15, 2001, by and between
Heber Geothermal Company QFID No. 3001 and
Southern California Edison Company incorporated by
reference to Exhibit 10.3.41 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1 to Agreement Addressing
Renewable Energy Pricing and Payment Issues, dated
November 30, 2001, by and between He

Geothermal Company QFID No. 3001 and Southern
California Edison Company incorporated by reference
to Exhibit 10.3.42 to Ormat Technologies, Inc.



10.3.43

Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Energy Services Agreement, dated February 2003, by
and between Imperial Irrigation District and ORME
LLC incorporated by reference to Exhibit 10.3.43 to
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200
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10.3.44

10.3.45

10.3.46

10.3.47

10.3.48

10.3.49

Purchase Power Contract, dated March 24, 1986, by
and between Hawaii Electric Light Company and
Thermal Power Company incorporated by reference to
Exhibit 10.3.44 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Firm Capacity Amendment to Purchase Power
Contract, dated July 28, 1989, by and between Hawai
Electric Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.45 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Amendment to Purchase Power Contract, dated
October 19, 1993, by and between Hawaii Electric
Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.46 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Third Amendment to the Purchase Power Contract,
dated March 7, 1995, by and between Hawaii Electric
Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.47 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Performance Agreement and Fourth Amendment ti
Purchase Power Contract, dated February 12, 1996, b
and between Hawaii Electric Light Company and Puna
Geothermal Venture incorporated by reference to
Exhibit 10.3.48 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Agreement to Design 69 KV Transmission Lines, a
Substation at Pohoiki, Modifications to Substatiahs
Puna and Kaumana, and a Temporary 34.5 Facility to
Interconnect PGV's Geothermal Electric Plant with
HELCO's System Grid (Phase Il and Ill), dated Jane
1990, by and between Hawaii Electric Light Company



10.4

10.4.1

10.4.2

10.4.3

and Puna Geothermal Venture incorporated by
reference to Exhibit 10.3.49 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Leases incorporated by reference to Exhibit 10.4 to
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Ormesa BLM Geothermal Resources Lease CA 966
incorporated by reference to Exhibit 10.4.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Ormesa BLM License for Electric Power Plant Site
24678 incorporated by reference to Exhibit 10.4.2 t
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Geothermal Resources Mining Lease, dated February
20, 1981, by and between the State of Hawaii, as
Lessor, and Kapoho Land Partnership, as Lessee
incorporated by reference to Exhibit 10.4.3 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.
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10.4.4

10.4.5

10.4.6

10.4.7

Geothermal Lease Agreement, dated October 20, :

by and between Ruth Walker Cox and Betty M. Smith,
as Lessor, and Gulf Qil Corporation, as Lessee
incorporated by reference to Exhibit 10.4.4 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Geothermal Lease Agreement, dated August 1, 1976,
by and between Southern Pacific Land Company, as
Lessor, and Phillips Petroleum Company, as Lessee
incorporated by reference to Exhibit 10.4.5 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Geothermal Resources Lease, dated November 18,
1983, by and between Sierra Pacific Power Company,
as Lessor, and Geothermal Development Associat
Lessee incorporated by reference to Exhibit 10d@.6
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Lease Agreement, dated November 1, 1969, by and
between Chrisman B. Jackson and Sharon Jackson,



10.4.8

10.4.9

10.4.10

10.4.11

10.4.12

husband and wife, as Lessor, and Standard Oll
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.7 to Ormat Technologies,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Lease Agreement, dated September 22, 1976, by and
between El Toro Land & Cattle Co., as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.8 to Qrma
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 200

Lease Agreement, dated February 17, 1977, by and
between Joseph L. Holtz, as Lessor, and Chevron
U.S.A. Inc., as Lessee incorporated by reference to
Exhibit 10.4.9 to Ormat Technologies, Inc. Regtibra
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Lease Agreement, dated March 11, 1964, by and
between John D. Jackson and Frances Jones Jackson,
also known as Frances J. Jackson, husband andas
Lessor, and Standard Oil Company of California, as
Lessee incorporated by reference to Exhibit 10.4010
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Lease Agreement, dated February 16, 1964, by and
between John D. Jackson, conservator for the estate
Aphia Jackson Wallan, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.11 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Lease Agreement, dated March 17, 1964, by and
between Helen S. Fugate, a widow, as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.12 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004
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10.4.13

10.4.14

Lease Agreement, dated February 16, 1964, by and
between John D. Jackson and Frances J. Jackson,
husband and wife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.13 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Lease Agreement, dated February 20, 1964, by and
between John A. Straub and Edith D. Straub, also
known as John A. Straub and Edythe D. Straub,
husband and wife, as Lessor, and Standard Oil



10.4.15

10.4.16

10.4.17

10.4.18

10.4.19

10.4.20

10.4.21

Company of California, as Lessee incorporated by
reference to Exhibit 10.4.14 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:

Lease Agreement, dated July 1, 1971, by and between
Marie L. Gisler and Harry R. Gisler, as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.15 to @rm
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(

Lease Agreement, dated February 28, 1964, by and
between Gus Kurupas and Guadalupe Kurupas,
husband and wife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.16 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:

Lease Agreement, dated April 7, 1972, by and beatwee
Nowlin Partnership, as Lessor, and Standarc
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.17 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:

Geothermal Lease Agreement, dated July 18, 1979, by
and between Charles K. Corfman, an unmarried m

his sole and separate property, and Lessor, anghUni
Oil Company of California, as Lessee incorporated b
reference to Exhibit 10.4.18 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Lease Agreement, dated January 1, 1972, by and
between Holly Oberly Thomson, also known as Holly
F. Oberly Thomson, also known as Holly Felicia
Thomson, as Lessor, and Union Oil Company of
California, as Lessee incorporated by reference to
Exhibit 10.4.19 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Lease Agreement, dated June 14, 1971, by and ha
Fitzhugh Lee Brewer, Jr., a married man as hisratg
property, Donna Hawk, a married woman as her
separate property, and Ted Draper and Helen Draper,
husband and wife, as Lessor, and Union Oil Company
of California, as Lessee incorporated by referénce
Exhibit 10.4.20 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Lease Agreement, dated May 13, 1971, by and be!
Mathew J. La Brucherie and Jane E. La Brucherie,
husband and wife, and Robert T. O'Dell and Phlis
O'Dell, husband and wife, as Lessor, and Union Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.21 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:
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10.4.22

10.4.23

10.4.24

10.4.25

10.4.26

10.4.27

10.4.28

10.4.29

Lease Agreement, dated June 2, 1971, by and between
Dorothy Gisler, a widow, Joan C. Hill, and Jean C.
Browning, as Lessor, and Union Oil Company of
California, as Lessee incorporated by reference to
Exhibit 10.4.22 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Geothermal Lease Agreement, dated February 15,
1977, by and between Walter J. Holtz, as Lessat, an
Magma Energy Inc., as Lessee incorporated by
reference to Exhibit 10.4.23 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Geothermal Lease, dated August 31, 1983, by and
between Magma Energy Inc., as Lessor, and Holt
Geothermal Company, as Lessee incorporated by
reference to Exhibit 10.4.24 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Unprotected Lease Agreement, dated July 15, 2004, b
and between Ormat Industries Ltd. and Ormat Systems
Ltd. incorporated by reference to Exhibit 10.4.85 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Geothermal Resources Lease, dated June 27, 1988, by
and between Bernice Guisti, Judith Harvey and Karen
Thompson, Trustees and Beneficiaries of the Guisti
Trust, as Lessor, and Far West Capital, Inc., asée
incorporated by reference to Exhibit 10.4.26 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Amendment to Geothermal Resources Lease, dated
January, 1992, by and between Bernice Guisti, dudit
Harvey and Karen Thompson, Trustees and
Beneficiaries of the Guisti Trust, as Lessor, aad F
West Capital, Inc., as Lessee incorporated by eafs

to Exhibit 10.4.27 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Second Amendment to Geothermal Resources Lease,
dated June 25, 1993, by and between Bernice Guisti,
Judith Harvey and Karen Thompson, Trustees and
Beneficiaries of the Guisti Trust, as Lessor, aad F
West Capital, Inc. and its Assignee, Steamboat
Development Corp., as Lessee incorporated by
reference to Exhibit 10.4.28 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Geothermal Resources Sublease, dated May 31, 1991,
by and between Fleetwood Corporation, as Lessdr, an
Far West Capital, Inc., as Lessee incorporated by
reference to Exhibit 10.4.29 to Ormat Technologies,



10.4.30

Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

KLP Lease and Agreement, dated March 1, 1981, by
and between Kapoho Land Partnership, as Lessor, and
Thermal Power Company, as Lessee incorporated by
reference to Exhibit 10.4.30 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2
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10.4.31

10.4.32

10.5

10.5.1

10.5.2

10.5.3

10.5.4

Amendment to KLP Lease and Agreement, dated July
9, 1990, by and between Kapoho Land Partnership, as
Lessor, and Puna Geothermal Venture, as Lessee
incorporated by reference to Exhibit 10.4.31 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Second Amendment to KLP Lease and Agreement,
dated December 31, 1996, by and between Kapoho
Land Partnership, as Lessor, and Puna Geothermal
Venture, as Lessee incorporated by reference tibE
10.4.32 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 2(

General incorporated by reference to Exhibit 16.5 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Engineering, Procurement and Construction Contract,
dated August 23, 2002, by and between Tuaropaki
Power Company Limited and Ormat Pacific Inc
incorporated by reference to Exhibit 10.5.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Amendment No. 1, to Engineering, Procurement and
Construction Contract, dated, 2003, by and between
Tuaropaki Power Company Limited and Ormat Pacific
Inc. incorporated by reference to Exhibit 10.5.2 to
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Engineering, Procurement and Construction Contract,
dated 2003, by and between Contact Energy Limited
and Ormat Pacific Inc. incorporated by reference to
Exhibit 10.5.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 2(

Patent License Agreement, dated July 15, 2004nhdy a
between Ormat Industries Ltd. and Ormat Systems
incorporated by reference to Exhibit 10.5.4 to Qrma



10.5.5

10.6.1

10.6.2

10.6.3

Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Form of Registration Rights Agreement by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd. incorporated by reference to Exhibi
10.5.5 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20

Ormat Technologies, Inc. 2004 Incentive
Compensation Plan incorporated by reference to
Exhibit 10.6.1 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20

Form of Incentive Stock Option Agreement
incorporated by reference to Exhibit 10.6.2 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004

Form of Nonqualified Stock Option Agreement
incorporated by reference to Exhibit 10.6.3 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004
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10.7

10.8

10.9

10.10.1

10.10.2

Form of Executive Employment Agreement of Lucien
Bronicki incorporated by reference to Exhibit 167
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Yehi
Bronicki incorporated by reference to Exhibit 1608
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Yoram
Bronicki incorporated by reference to Exhibit 1609
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Hezy
Ram incorporated by reference to Exhibit 10.10.1 to
Ormat Technologies, Inc. Registration Statement
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 20, 200

Amendment No. 1 to Form of Executive Employment



10.11

131

211

311

31.2

32.1

32.2

99.1

99.2

Agreement of Hezy Ram incorporated by reference to
Exhibit 10.10.2 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 20, 20

Form of Indemnification Agreement incorporated by
reference to Exhibit 10.11 to Ormat Technologies, |
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 20, 20

Form 10-Q for the Quarter Ended September 30, 2004,
incorporated by reference to Ormat Technologies, In
Registration Statement on Form 10-Q (File No. 000-
30827) to the Securities and Exchange Commission on
December 20, 200

Subsidiaries of Ormat Technologies, Inc., incorpeda
by reference to Exhibit 21.1 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Certification of the Chief Executive Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant taa®
302 of the Sarban-Oxley Act of 2002, filed herewitt

Certification of the Chief Financial Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant tao®
302 of the Sarban-Oxley Act of 2002, filed herewitt

Certification of the Chief Executive Officer pursuado
18 U.S.C. Section 1350, as adopted pursuant tao®
906 of the Sarban-Oxley Act of 2002, filed herewitt

Certification of the Chief Financial Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant tao®
906 of the Sarban-Oxley Act of 2002, filed herewitt

Material terms with respect to BLM geothermal
resources leases incorporated by reference to Exhib
99.1 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 20, 20

Material terms with respect to BLM site leases
incorporated by reference to Exhibit 99.2 to Ormat
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(
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99.3

99.4

Material terms with respect to agreements addrgssin
renewable energy pricing and payment issues
incorporated by reference to Exhibit 99.3 to Ormat
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(

Summary of Non-Employee Director Compensation
and benefits, filed herewitl
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Reayist
has duly caused this annual report to be signdtsdrehalf by the undersigned thereunto duly ailedr

ORMAT TECHNOLOGIES, INC.
Date: March 28, 2005 By: /s/Yehudit Bronicki

Name: Yehudit Bronick

Title: Chief Executive Officer,
President and Direct

Pursuant to the requirement of the Securities A&984, this annual report has been signed belotihdy
following persons on behalf of the Registrant ie tapacities indicated, on March 28, 2005.

Signature Capacity

/s/ YEHUDIT BRONICKI Chief Executive Officer, Prat@nt and Director (Principal
Executive Officer)

Yehudit Bronicki

/s/ JOSEPH TENNE Chief Financial Officer (Princia@hancial and Accounting
Officer)

Joseph Tenne

/s/ILUCIEN BRONICKI Chairman of the Board of Direcso& Chief Technology Officer

Lucien Y. Bronicki

/sl YORAM BRONICKI Chief Operating Officer — Northmerica & Director

Yoram Bronicki

/s/ DAN FALK Director

Dan Falk

/IsIEDWARD MULLER Director

Edward Muller

/s/IJACOB WORENKLEIN Director

Jacob Worenklein
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3.1

3.2

4.1

4.2

4.3

10.1
10.1.1

10.1.2

10.1.3

10.1.4

10.1.5

Second Amended and Restated Certificate of
Incorporation, incorporated by reference to Exhgoit
to Ormat Technologies, Inc. Registration Statenoent
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Second Amended and Restated By-laws, incorporated
by reference to Exhibit 3.2 to Ormat Technologias,
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 22, 20(

Form of Common Share Stock Certificate, incorpat
by reference to Exhibit 4.1 to Ormat Technologias,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Form of Preferred Share Stock Certificate, incoapex
by reference to Exhibit 4.2 to Ormat Technologies,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Form of Rights Agreement by and between Ormat
Technologies, Inc. and American Stock Transfer &
Trust Company, incorporated by reference to Exhibit
4.3 to Ormat Technologies, Inc. Registration Statet
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 22, 200«

Financing Agreement

Foreign Currency Loan Agreement, dated June 1,,
between Ormat Technologies, Inc. and United Mizrahi
Bank LTD., incorporated by reference to Exhibit11Q

to Ormat Technologies, Inc. Registration Statenoant
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Amended and Restated Bridge Loan Agreement, dated
October 2, 2003, by and between Ormat Nevada, Inc.
and Bank Leumi USA, incorporated by reference to
Exhibit 10.1.2 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Credit Facility Agreement, dated September 5, 2000,
between Ormat Momotombo Power Company and
Bank Hapoalim B.M., incorporated by reference to
Exhibit 10.1.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Credit Agreement, dated as of December 31, 2002,
among ORMESA LLC, United Capital, a division of
Hudson United Bank and the Lenders party to such
agreement from time to time, incorporated by reafee

to Exhibit 10.1.4 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Credit Agreement, dated as of December 18, 2003,
among OrCal Geothermal Inc. and Beal Bank, S.S.B.
and the financial institutions party thereto frame to
time, incorporated by reference to Exhibit 10.D.5 t
Ormat Technologies, Inc. Registration Statement



10.1.6

Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Credit Agreement, dated May 13, 1996, between
Ormat-Leyte and Export-Import Bank of the United
States, incorporated by reference to Exhibit 10td..6
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200
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Exhibit No.

Document

10.1.7

10.1.8

10.1.9

10.1.10

10.1.11

10.1.12

Indenture, dated February 13, 2004, among Ormat
Funding Corp., Brady Power Partners, Steamboat
Development Corp., Steamboat Geothermal LLC,
OrMammoth Inc., ORNI 1 LLC, ORNI 2 LLC, ORNI

7 LLC, Ormesa LLC and Union Bank of California,
incorporated by reference to Exhibit 10.1.7 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

First Supplemental Indenture, dated May 14, 2004,
among Ormat Funding Corp., Brady Power Partners,
Steamboat Development Corp., Steamboat Geothermal
LLC, OrMammoth Inc., ORNI 1 LLC, ORNI 2 LLC,
ORNI 7 LLC, Ormesa LLC and Union Bank of
California, incorporated by reference to Exhibit1.8

to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Loan Agreement, dated October 1, 2003, by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.9 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1 to Loan Agreement, dated
September 20, 2004, by and between Ormat
Technologies, Inc. and Ormat Industries Ltd.,
incorporated by reference to Exhibit 10.1.10 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Capital Note, dated December 22, 2003, by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.11 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment to Capital Note, dated September 20,
2004, by and between Ormat Technologies, Inc. and



10.1.13

10.1.14

10.1.15

10.1.16

Ormat Industries Ltd., incorporated by reference to
Exhibit 10.1.12 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Guarantee Fee Agreement, dated January 1, 1999, by
and between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.13 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Reimbursement Agreement, dated July 15, 2004, by
and between Ormat Technologies, Inc. and Ormat
Industries Ltd., incorporated by reference to Eithib
10.1.14 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Services Agreement, dated July 15, 2004, by and
between Ormat Industries Ltd. and Ormat Systems
Ltd., incorporated by reference to Exhibit 10.1t45
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Letter of Credit and Loan Agreement, dated June 30,
2004, by and between Ormat Nevada, Inc., and Ht
United Bank, incorporated by reference to Exhibit
10.1.16 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20(
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10.1.17

10.1.18

10.2

10.2.1

First Amendment to Letter of Credit and Loan
Agreement, dated June 30, 2004, by and between
Ormat Nevada, Inc., and Hudson United Bank,
incorporated by reference to Exhibit 10.1.17 to @rm
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004.

Subordination Agreement, dated June 30, 2004, by an
between Ormat Technologies, Inc. and Hudson United
Bank, incorporated by reference to Exhibit 10.1d 6
Ormat Technologies, Inc. Registration Statement
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 22, 200«

Purchase Agreements incorporated by reference to
Exhibit 10.2 to Ormat Technologies, Inc. Registmti
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .
Purchase and Sale Agreement, dated April 22, 26(¢
and among Constellation Power, Inc. and Cosi Puna,
Inc. and ORNI 8 LLC and Ormat Nevada, Inc.,



10.2.2

10.3

10.3.1

10.3.2

10.3.3

10.3.4

10.3.5

incorporated by reference to Exhibit 10.2.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Purchase Agreement, dated July 15, 2004, by and
between Ormat Industries Ltd. and Ormat Systems
Ltd., incorporated by reference to Exhibit 10.222 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Power Purchase Agreements incorporated by reference
to Exhibit 10.2to Ormat Technologies, Inc.

Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Power Purchase Contract, dated July 18, 1984, lee
Southern California Edison Company and Republic
Geothermal, Inc., incorporated by reference to BEikhi
10.3.1 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1, to the Power Purchase Contract,
dated December 23, 1988, between Southern Cabi
Edison Company and Ormesa Geothermal,
incorporated by reference to Exhibit 10.3.2 to Qrma
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 200

Power Purchase Contract, dated June 13, 1984,
between Southern California Edison Company and
Ormat Systems, Inc., incorporated by reference to
Exhibit 10.3.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Power Purchase and Sales Agreement, dated as of
August 26, 1983, between Chevron U.S.A. Inc. and
Southern California Edison Company, incorporated by
reference to Exhibit 10.3.4 to Ormat Technologiers,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 1, to Power Purchase and Sale
Agreement, dated as of December 11, 1984, between
Chevron U.S.A. Inc., HGC and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.5 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20
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10.3.6

Settlement Agreement and Amendment No. 2, to
Power Purchase Contract, dated August 7, 1995,
between HGC and Southern California Edison



10.3.7

10.3.8

10.3.9

10.3.10

10.3.11

10.3.12

10.3.13

10.3.14

10.3.15

Company, incorporated by reference to Exhibit 8).3.
to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Power Purchase Contract dated, April 16, 1985,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.7 to Ormat Technolegie
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1, dated as of October 23, 1987,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.8 to Ormat Technolsegie
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 2, dated as of July 27, 1990, between
Southern California Edison Company and Second
Imperial Geothermal Company, incorporated by
reference to Exhibit 10.3.9 to Ormat Technologies,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Amendment No. 3, dated as of November 24, 1992,
between Southern California Edison Company and
Second Imperial Geothermal Company, incorporated
by reference to Exhibit 10.3.10 to Ormat Technadsg
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Amended and Restated Power Purchase and Sales
Agreement, dated December 2, 1986, between
Mammoth Pacific and Southern California Edison
Company, incorporated by reference to Exhibit 10

to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Amendment No. 1, to Amended and Restated Power
Purchase and Sale Agreement, dated May 18, 1990,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.12 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Power Purchase Contract, dated April 15, 1985,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.13 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 1, dated as of October 27, 1989,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.14 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Amendment No. 2, dated as of December 20, 1989,
between Mammoth Pacific and Southern California
Edison Company, incorporated by reference to Exhibi
10.3.15 to Ormat Technologies, Inc. Registration



Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .
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10.3.16

10.3.17

10.3.18

10.3.19

10.3.20

10.3.21

10.3.22

10.3.23

Power Purchase Contract, dated April 16, 1985,
between Southern California Edison Company and
Santa Fe Geothermal, Inc., incorporated by referée
Exhibit 10.3.16 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Amendment No. 1, to Power Purchase Contract, dated
October 25, 1985, between Southern California Ediso
Company and Mammoth Pacific, incorporated by
reference to Exhibit 10.3.17 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 2, to Power Purchase Contract, dated
December 20, 1989, between Southern California
Edison Company and Pacific Lighting Energy Systi
incorporated by reference to Exhibit 10.3.18 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Interconnection Facilities Agreement, dated October
20, 1989, by and between Southern California Edison
Company and Mammoth Pacific, incorporated by
reference to Exhibit 10.3.19 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Interconnection Facilities Agreement, dated October
13, 1985, by and between Southern California Edison
Company and Mammoth Pacific (ll), incorporated by
reference to Exhibit 10.3.20 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Interconnection Facilities Agreement, dated October
20, 1989, by and between Southern California Edison
Company and Pacific Lighting Energy Systems,
incorporated by reference to Exhibit 10.3.21 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Interconnection Agreement, dated August 12, 1985, b
and between Southern California Edison Company and
Heber Geothermal Company incorporated by reference
to Exhibit 10.3.22 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Plant Connection Agreement for the Heber Geothe
Plant No.1, dated, July 31, 1985, by and between



10.3.24

10.3.25

Imperial Irrigation District and Heber Geothermal
Company incorporated by reference to Exhibit 1®3.2
to Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Plant Connection Agreement for the Second Imperial
Geothermal Company Power Plant No.1, dated,
October 27, 1992, by and between Imperial Irrigatio
District and Second Imperial Geothermal Company
incorporated by reference to Exhibit 10.3.24 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

IID-SIGC Transmission Service Agreement for
Alternative Resources, dated, October 27, 1992l
between Imperial Irrigation District and Second
Imperial Geothermal Company incorporated by
reference to Exhibit 10.3.25 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004
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10.3.26

10.3.27

10.3.28

10.3.29

Plant Connection Agreement for the Ormesa
Geothermal Plant, dated October 1, 1985, by and
between Imperial Irrigation District and Ormesa
Geothermal incorporated by reference to Exhibit
10.3.26 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 20

Plant Connection Agreement for the Ormesa IE
Geothermal Plant, dated, October 21, 1988, by and
between Imperial Irrigation District and Ormesa IE
incorporated by reference to Exhibit 10.3.27 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Plant Connection Agreement for the Ormesa IH
Geothermal Plant, dated, October 3, 1989, by and
between Imperial Irrigation District and Ormesa IH
incorporated by reference to Exhibit 10.3.28 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Plant Connection Agreement for the Geo East Mesa
Limited Partnership Unit No. 2, dated, March 2139,
by and between Imperial Irrigation District and Geo
East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.29 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2



10.3.30

10.3.31

10.3.32

10.3.33

10.3.34

Plant Connection Agreement for the Geo East Mesa
Limited Partnership Unit No. 3, dated, March 2139,
by and between Imperial Irrigation District and Geo
East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.30 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Transmission Service Agreement for the Ormesa I,
Ormesa IE and Ormesa IH Geothermal Power Plants,
dated, October 3, 1989, between Imperial Irrigation
District and Ormesa Geothermal incorporated by
reference to Exhibit 10.3.31 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Transmission Service Agreement for the Geo East
Mesa Limited Partnership Unit No. 2, dated, Maréh
1989, by and between Imperial Irrigation Distrintla
Geo East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.32 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Transmission Service Agreement for the Geo East
Mesa Limited Partnership Unit No. 3, dated, Maréh
1989, by and between Imperial Irrigation Distrintla
Geo East Mesa Limited Partnership incorporated by
reference to Exhibit 10.3.33 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

IID-Edison Transmission Service Agreement for
Alternative Resources, dated, September 26, 1985, b
and between Imperial Irrigation District and Southe
California Edison Company incorporated by reference
to Exhibit 10.3.34 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20
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10.3.35

10.3.36

Plant Amendment No. 1, to lID-Edison Transmission
Service Agreement for Alternative Resources, dated,
August 25, 1987, by and between Imperial Irrigation
District and Southern California Edison Company
incorporated by reference to Exhibit 10.3.35 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Leyte Optimization Project BOT Agreement, dated
August 4, 1995, by and between PNOC-Energy
Development Corporation and Ormat Inc. incorporated
by reference to Exhibit 10.3.36 to Ormat Technadgg
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission



10.3.37

10.3.38

10.3.39

10.3.40

10.3.41

10.3.42

10.3.43

on July 20, 2004

First Amendment to Leyte Optimization Project BOT
Agreement, dated February 29, 1996, by and between
PNOC-Energy Development Corporation and Ormat
Leyte Co. Ltd. incorporated by reference to Exhibit
10.3.37 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Second Amendment to Leyte Optimization Project
BOT Agreement, dated April 1, 1996, by and between
PNOC-Energy Development Corporation and Ormat
Leyte Co. Ltd. incorporated by reference to Exhibit
10.3.38 to Ormat Technologies, Inc. Registration
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20, .

Agreement Addressing Renewable Energy Pricing and
Payment Issues, dated June 15, 2001, by and between
Second Imperial Geothermal Company QFID No. &
and Southern California Edison Company incorporated
by reference to Exhibit 10.3.39 to Ormat Technadgg

Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1 to Agreement Addressing
Renewable Energy Pricing and Payment Issues, dated
November 30, 2001, by and between Second Img
Geothermal Company QFID No. 3021 and Southern
California Edison Company incorporated by reference
to Exhibit 10.3.40 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Agreement Addressing Renewable Energy Pricing and
Payment Issues, dated June 15, 2001, by and between
Heber Geothermal Company QFID No. 3001 and
Southern California Edison Company incorporated by
reference to Exhibit 10.3.41 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Amendment No. 1 to Agreement Addressing
Renewable Energy Pricing and Payment Issues, dated
November 30, 2001, by and between He

Geothermal Company QFID No. 3001 and Southern
California Edison Company incorporated by reference
to Exhibit 10.3.42 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Energy Services Agreement, dated February 2003, by
and between Imperial Irrigation District and ORME
LLC incorporated by reference to Exhibit 10.3.43 to
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200
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10.3.44

10.3.45

10.3.46

10.3.47

10.3.48

10.3.49

10.4

10.4.1

10.4.2

Purchase Power Contract, dated March 24, 1986, by
and between Hawaii Electric Light Company and
Thermal Power Company incorporated by reference to
Exhibit 10.3.44 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Firm Capacity Amendment to Purchase Power
Contract, dated July 28, 1989, by and between Hawai
Electric Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.45 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Amendment to Purchase Power Contract, dated
October 19, 1993, by and between Hawaii Electric
Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.46 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Third Amendment to the Purchase Power Contract,
dated March 7, 1995, by and between Hawaii Electric
Light Company and Puna Geothermal Venture
incorporated by reference to Exhibit 10.3.47 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Performance Agreement and Fourth Amendment ti
Purchase Power Contract, dated February 12, 1996, b
and between Hawaii Electric Light Company and Puna
Geothermal Venture incorporated by reference to
Exhibit 10.3.48 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 20

Agreement to Design 69 KV Transmission Lines, a
Substation at Pohoiki, Modifications to Substatiahs
Puna and Kaumana, and a Temporary 34.5 Facility to
Interconnect PGV's Geothermal Electric Plant with
HELCOQO's System Grid (Phase Il and Ill), dated Jine
1990, by and between Hawaii Electric Light Company
and Puna Geothermal Venture incorporated by
reference to Exhibit 10.3.49 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Leases incorporated by reference to Exhibit 10.4 to
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Ormesa BLM Geothermal Resources Lease CA 966
incorporated by reference to Exhibit 10.4.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004,

Ormesa BLM License for Electric Power Plant Site
24678 incorporated by reference to Exhibit 10.4.2 t
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on



10.4.3

September 28, 200

Geothermal Resources Mining Lease, dated February
20, 1981, by and between the State of Hawaii, as
Lessor, and Kapoho Land Partnership, as Lessee
incorporated by reference to Exhibit 10.4.3 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.
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Document

10.4.4

10.4.5

10.4.6

10.4.7

10.4.8

10.4.9

10.4.10

Geothermal Lease Agreement, dated October 20, :

by and between Ruth Walker Cox and Betty M. Smith,
as Lessor, and Gulf Qil Corporation, as Lessee
incorporated by reference to Exhibit 10.4.4 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Geothermal Lease Agreement, dated August 1, 1976,
by and between Southern Pacific Land Company, as
Lessor, and Phillips Petroleum Company, as Lessee
incorporated by reference to Exhibit 10.4.5 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004.

Geothermal Resources Lease, dated November 18,
1983, by and between Sierra Pacific Power Company,
as Lessor, and Geothermal Development Associa
Lessee incorporated by reference to Exhibit 10@.6
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 200

Lease Agreement, dated November 1, 1969, by and
between Chrisman B. Jackson and Sharon Jackson,
husband and wife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.7 to Ormat Technologies,
Registration Statement on Form S-1 (File No. 333-
117527) to the Securities and Exchange Commission
on July 20, 2004

Lease Agreement, dated September 22, 1976, by and
between El Toro Land & Cattle Co., as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.8 to Qrma
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 200

Lease Agreement, dated February 17, 1977, by and
between Joseph L. Holtz, as Lessor, and Chevron
U.S.A. Inc., as Lessee incorporated by reference to
Exhibit 10.4.9 to Ormat Technologies, Inc. Regtibra
Statement on Form S-1 (File No. 333-117527) to the
Securities and Exchange Commission on July 20,.

Lease Agreement, dated March 11, 1964, by and



10.4.11

10.4.12

between John D. Jackson and Frances Jones Jackson,
also known as Frances J. Jackson, husband andas
Lessor, and Standard Oil Company of California, as
Lessee incorporated by reference to Exhibit 10.4010
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 20

Lease Agreement, dated February 16, 1964, by and
between John D. Jackson, conservator for the estate
Aphia Jackson Wallan, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.11 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 2004

Lease Agreement, dated March 17, 1964, by and
between Helen S. Fugate, a widow, as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.12 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004
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Document

10.4.13

10.4.14

10.4.15

10.4.16

Lease Agreement, dated February 16, 1964, by and
between John D. Jackson and Frances J. Jackson,
husband and wife, as Lessor, and Standard Oll
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.13 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Lease Agreement, dated February 20, 1964, by and
between John A. Straub and Edith D. Straub, also
known as John A. Straub and Edythe D. Straub,
husband and wife, as Lessor, and Standard Oll
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.14 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:

Lease Agreement, dated July 1, 1971, by and between
Marie L. Gisler and Harry R. Gisler, as Lessor, and
Standard Oil Company of California, as Lessee
incorporated by reference to Exhibit 10.4.15 to @rm
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(

Lease Agreement, dated February 28, 1964, by and
between Gus Kurupas and Guadalupe Kurupas,
husband and wife, as Lessor, and Standard Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.16 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:



10.4.17

10.4.18

10.4.19

10.4.20

10.4.21

Lease Agreement, dated April 7, 1972, by and batwee
Nowlin Partnership, as Lessor, and Standarc
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.17 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:

Geothermal Lease Agreement, dated July 18, 1979, by
and between Charles K. Corfman, an unmarried m

his sole and separate property, and Lessor, anghUni
Oil Company of California, as Lessee incorporated b
reference to Exhibit 10.4.18 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Lease Agreement, dated January 1, 1972, by and
between Holly Oberly Thomson, also known as Holly
F. Oberly Thomson, also known as Holly Felicia
Thomson, as Lessor, and Union Oil Company of
California, as Lessee incorporated by reference to
Exhibit 10.4.19 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Lease Agreement, dated June 14, 1971, by and ha
Fitzhugh Lee Brewer, Jr., a married man as hisratg
property, Donna Hawk, a married woman as her
separate property, and Ted Draper and Helen Draper,
husband and wife, as Lessor, and Union Oil Company
of California, as Lessee incorporated by referd¢nce
Exhibit 10.4.20 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Lease Agreement, dated May 13, 1971, by and be!
Mathew J. La Brucherie and Jane E. La Brucherie,
husband and wife, and Robert T. O'Dell and Phlis
O'Dell, husband and wife, as Lessor, and Union Oil
Company of California, as Lessee incorporated by
reference to Exhibit 10.4.21 to Ormat Technologies,
Inc. Registration Statement on Form S-1 (File N88-3
117527) to the Securities and Exchange Commission
on July 20, 200:
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Document

10.4.22

10.4.23

Lease Agreement, dated June 2, 1971, by and between
Dorothy Gisler, a widow, Joan C. Hill, and Jean C.
Browning, as Lessor, and Union Oil Company of
California, as Lessee incorporated by reference to
Exhibit 10.4.22 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Geothermal Lease Agreement, dated February 15,
1977, by and between Walter J. Holtz, as Lessat, an
Magma Energy Inc., as Lessee incorporated by
reference to Exhibit 10.4.23 to Ormat Technologies,



10.4.24

10.4.25

10.4.26

10.4.27

10.4.28

10.4.29

10.4.30

Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Geothermal Lease, dated August 31, 1983, by and
between Magma Energy Inc., as Lessor, and Holt
Geothermal Company, as Lessee incorporated by
reference to Exhibit 10.4.24 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Unprotected Lease Agreement, dated July 15, 2004, b
and between Ormat Industries Ltd. and Ormat Systems
Ltd. incorporated by reference to Exhibit 10.4.85 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Geothermal Resources Lease, dated June 27, 1988, by
and between Bernice Guisti, Judith Harvey and Karen
Thompson, Trustees and Beneficiaries of the Guisti
Trust, as Lessor, and Far West Capital, Inc., asée
incorporated by reference to Exhibit 10.4.26 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Amendment to Geothermal Resources Lease, dated
January, 1992, by and between Bernice Guisti, Budit
Harvey and Karen Thompson, Trustees and
Beneficiaries of the Guisti Trust, as Lessor, aad F
West Capital, Inc., as Lessee incorporated by eafa

to Exhibit 10.4.27 to Ormat Technologies, Inc.
Registration Statement Amendment No. 1 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on September 28, 2(

Second Amendment to Geothermal Resources Lease,
dated June 25, 1993, by and between Bernice Guisti,
Judith Harvey and Karen Thompson, Trustees and
Beneficiaries of the Guisti Trust, as Lessor, aad F
West Capital, Inc. and its Assignee, Steamboat
Development Corp., as Lessee incorporated by
reference to Exhibit 10.4.28 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

Geothermal Resources Sublease, dated May 31, 1991,
by and between Fleetwood Corporation, as Lessdr, an
Far West Capital, Inc., as Lessee incorporated by
reference to Exhibit 10.4.29 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

KLP Lease and Agreement, dated March 1, 1981, by
and between Kapoho Land Partnership, as Lessor, and
Thermal Power Company, as Lessee incorporated by
reference to Exhibit 10.4.30 to Ormat Technologies,
Inc. Registration Statement Amendment No. 1 on |

S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2
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10.4.31

10.4.32

10.5

10.5.1

10.5.2

10.5.3

10.5.4

10.5.5

10.6.1

Amendment to KLP Lease and Agreement, dated July
9, 1990, by and between Kapoho Land Partnership, as
Lessor, and Puna Geothermal Venture, as Lessee
incorporated by reference to Exhibit 10.4.31 to @rm
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Second Amendment to KLP Lease and Agreement,
dated December 31, 1996, by and between Kapoho
Land Partnership, as Lessor, and Puna Geothermal
Venture, as Lessee incorporated by reference tibE
10.4.32 to Ormat Technologies, Inc. Registration
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 2(

General incorporated by reference to Exhibit 16.5 t
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Engineering, Procurement and Construction Contract,
dated August 23, 2002, by and between Tuaropaki
Power Company Limited and Ormat Pacific Inc
incorporated by reference to Exhibit 10.5.1 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Amendment No. 1, to Engineering, Procurement and
Construction Contract, dated, 2003, by and between
Tuaropaki Power Company Limited and Ormat Pacific
Inc. incorporated by reference to Exhibit 10.5.2 to
Ormat Technologies, Inc. Registration Statement on
Form S-1 (File No. 333-117527) to the Securitied an
Exchange Commission on July 20, 2(

Engineering, Procurement and Construction Contract,
dated 2003, by and between Contact Energy Limited
and Ormat Pacific Inc. incorporated by reference to
Exhibit 10.5.3 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 1 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on September 28, 2(

Patent License Agreement, dated July 15, 2004nhdy a
between Ormat Industries Ltd. and Ormat Systems
incorporated by reference to Exhibit 10.5.4 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 1 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on September
28, 2004

Form of Registration Rights Agreement by and
between Ormat Technologies, Inc. and Ormat
Industries Ltd. incorporated by reference to Exhibi
10.5.5 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20

Ormat Technologies, Inc. 2004 Incentive
Compensation Plan incorporated by reference to
Exhibit 10.6.1 to Ormat Technologies, Inc. Regtibra
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 22, 20



10.6.2

10.6.3

Form of Incentive Stock Option Agreement
incorporated by reference to Exhibit 10.6.2 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004

Form of Nonqualified Stock Option Agreement
incorporated by reference to Exhibit 10.6.3 to Qrma
Technologies, Inc. Registration Statement Amendment
No. 2 on Form -1 (File No. 333-117527) to the
Securities and Exchange Commission on October 22,
2004
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10.7

10.8

10.9

10.10.1

10.10.2

10.11

13.1

211

Form of Executive Employment Agreement of Lucien
Bronicki incorporated by reference to Exhibit 1607
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Yeh
Bronicki incorporated by reference to Exhibit 1608
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Yoram
Bronicki incorporated by reference to Exhibit 1609
Ormat Technologies, Inc. Registration Statement
Amendment No. 1 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
September 28, 20(

Form of Executive Employment Agreement of Hezy
Ram incorporated by reference to Exhibit 10.10.1 to
Ormat Technologies, Inc. Registration Statement
Amendment No. 2 on Form S-1 (File No. 333-117527)
to the Securities and Exchange Commission on
October 20, 200

Amendment No. 1 to Form of Executive Employment
Agreement of Hezy Ram incorporated by reference to
Exhibit 10.10.2 to Ormat Technologies, Inc.
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 20, 20

Form of Indemnification Agreement incorporated by
reference to Exhibit 10.11 to Ormat Technologias, |
Registration Statement Amendment No. 2 on Form S-1
(File No. 333-117527) to the Securities and Excleang
Commission on October 20, 20

Form 10-Q for the Quarter Ended September 30, 2004,
incorporated by reference to Ormat Technologies, In
Registration Statement on Form 10-Q (File No. 000-
30827) to the Securities and Exchange Commission on
December 20, 200:

Subsidiaries of Ormat Technologies, Inc., incorpeda
by reference to Exhibit 21.1 to Ormat Technologies,



Inc. Registration Statement Amendment No. 1 on |
S-1 (File No. 333-117527) to the Securities and
Exchange Commission on September 28, 2

31.1 Certification of the Chief Executive Officer pursuado
18 U.S.C. Section 1350, as adopted pursuant tao®
302 of the Sarban-Oxley Act of 2002, filed herewitt

31.2 Certification of the Chief Financial Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant taa®
302 of the Sarban-Oxley Act of 2002, filed herewitt

32.1 Certification of the Chief Executive Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant taa®
906 of the Sarban-Oxley Act of 2002, filed herewitt

32.2 Certification of the Chief Financial Officer pursudo
18 U.S.C. Section 1350, as adopted pursuant taa®
906 of the Sarban-Oxley Act of 2002, filed herewitt

99.1 Material terms with respect to BLM geothermal
resources leases incorporated by reference to Exhib
99.1 to Ormat Technologies, Inc. Registration
Statement Amendment No. 2 on Form S-1 (File No.
333-117527) to the Securities and Exchange
Commission on October 20, 20

99.2 Material terms with respect to BLM site leases
incorporated by reference to Exhibit 99.2 to Ormat
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(
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Exhibit No. Document

99.3 Material terms with respect to agreements addrgssin
renewable energy pricing and payment issues
incorporated by reference to Exhibit 99.3 to Ormat
Technologies, Inc. Registration Statement on Forin S
(File No. 333-117527) to the Securities and Excleang
Commission on July 20, 20(

99.4 Summary of Non-Employee Director Compensation
and Benefits, filed herwitt

171

Exhibit 31.1
Ormat Technologies, Inc.
Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002
I, Yehudit Bronicki, certify that as of the daterbef:
1. | have reviewed this annual report on ForaKl@f Ormat Technologies, Inc.;

2. Based on my knowledge, this annual repors thm¢ contain any untrue statement of a materalda
omit to state a material fact necessary to makstdtements made, in light of the circumstanceguwthich



such statements were made, not misleading wittect$p the period covered by this annual report;

3. Based on my knowledge, the financial statémemd other financial information included insthi
annual report, fairly present in all material respeahe financial condition, results of operatians! cash flows ¢
the registrant as of, and for, the periods preskint¢his annual report;

4. The registrant's other certifying officer drate responsible for establishing and maintaimiisglosure
controls and procedures (as defined in ExchangdrAitts 13a-15(e) and 15d-15(e)) for the registaadt have:

(&) Designed such disclosure controls and praesg or caused such disclosure controls and puoesd
to be designed under our supervision, to ensutanhaterial information relating to the registraingluding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in
which this annual report is being prepared;

(b) Evaluated the effectiveness of the regisBatisclosure controls and procedures and predémtéis
annual report our conclusions about the effectigertd the disclosure controls and procedures, ggeoénd of
the period covered by this annual report basedioh svaluation; and

(c) Disclosed in this annual report any chamgéhé registrant's internal control over financegdorting
that occurred during the registrant's most redsoaf year that has materially affected, or is oeably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer drithve disclosed, based on our most recent evaiuat
internal control over financial reporting, to thegistrant's auditors and the audit committee oféigéstrant's
Board of Directors (or persons performing the eglgrt function):

(&) All significant deficiencies and material akmesses in the design or operation of internairobaver
financial reporting which are reasonably likelyaidversely affect the registrant's ability to recqgnabcess,
summarize and report financial information; and

(b) Any fraud, whether or not material, thatohxes management or other employees who have a
significant role in the registrant's internal cahwver financial reporting.

Date: March 28, 2005

By: /s/ YEHUDIT BRONICKI
Yehudit Bronicki
Chief Executive Officer & Preside

Exhibit 31.2

Ormat Technologies, Inc.
Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002

I, Joseph Tenne, certify that as of the date hereof
1. | have reviewed this annual report on ForaKl@f Ormat Technologies, Inc.;

2. Based on my knowledge, this annual repors ¢hm¢ contain any untrue statement of a materalda
omit to state a material fact necessary to makstdtements made, in light of the circumstanceguwthich
such statements were made, not misleading witteot$p the period covered by this annual report;

3. Based on my knowledge, the financial stateémyemd other financial information included insthi
annual report, fairly present in all material retpehe financial condition, results of operatiansl cash flows ¢
the registrant as of, and for, the periods preskint¢his annual report;

4. The registrant's other certifying officer drate responsible for establishing and maintaimdisglosure
controls and procedures (as defined in ExchangdrAitgs 13a-15(e) and 15d-15(e)) for the registaadthave:

(@) Designed such disclosure controls and praresgl or caused such disclosure controls and puoesd
to be designed under our supervision, to ensutentaterial information relating to the registraintluding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this annual report is being prepared;



(b) Evaluated the effectiveness of the regisBatisclosure controls and procedures and predémtéis
annual report our conclusions about the effectigertd the disclosure controls and procedures, dgeoénd of
the period covered by this annual report basedioh svaluation; and

(c) Disclosed in this annual report any chamgehé registrant's internal control over financegdorting
that occurred during the registrant's most redsoaf year that has materially affected, or is oeably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer drithve disclosed, based on our most recent evaiuat
internal control over financial reporting, to thegistrant's auditors and the audit committee ofélgéstrant's
Board of Directors (or persons performing the eglgrt function):

(&) All significant deficiencies and material akmesses in the design or operation of internairobaver
financial reporting which are reasonably likelyaidversely affect the registrant's ability to recqgnabcess,
summarize and report financial information; and

(b) Any fraud, whether or not material, thatohxes management or other employees who have a
significant role in the registrant's internal cahwver financial reporting.

Date: March 28, 2005

By: /s/ JOSEPH TENNI
Joseph Tenne
Chief Financial Office

Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Yehudit Bronicki, certify, pursuant to 18 U.S.8ection 1350, as adopted pursuant to Section BO&o
Sarbanes-Oxley Act of 2002, that the annual repio@rmat Technologies, Inc. on Form KOfor the year ende
December 31, 2004 fully complies with the requiratsef Section 13(a) or 15(d) of the Securitieshaxge
Act of 1934 and that information contained in sacimual report on Form 10-K fairly presents in adterial
respects the financial condition and results ofrafens of Ormat Technologies, Inc. as of and lerperiods
presented in such annual report on Form 10-K. Whisen statement is being furnished to the Sei@sriand
Exchange Commission as an exhibit accompanying anobal report and shall not be deemed filed puitsioa
the Securities Exchange Act of 1934.

Date: March 28, 2005

By: /s/ YEHUDIT BRONICKI
Name: Yehudit Bronick
Title: Chief Executive Officer & Preside




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph Tenne, certify, pursuant to 18 U.S.Cti&ed 350, as adopted pursuant to Section 906eof th
Sarbanes-Oxley Act of 2002, that the annual repio@irmat Technologies, Inc. on Form KOfor the year ende
December 31, 2004 fully complies with the requiratseof Section 13(a) or 15(d) of the Securitiestzaxme
Act of 1934 and that information contained in sacimual report on Form 10-K fairly presents in aditerial
respects the financial condition and results ofrafens of Ormat Technologies, Inc. as of and lerperiods
presented in such annual report on Form 10-K. Whisen statement is being furnished to the Sei@sriand
Exchange Commission as an exhibit accompanying anobal report and shall not be deemed filed puitsioa
the Securities Exchange Act of 1934.

Date: March 28, 2005

By: /s/ JOSEPH TENNI
Name: Joseph Teni
Title: Chief Financial Office

Exhibit 99.4

Summary of Non-Employee Director Compensation and @nefits

Cash Compensation

Effective November 10, 2004, the cash compensatidthe non-employee directors was set as follows:

(i) Base annual retainer of $25,000;

(i) Board meeting fee

* Inperson $2,500

« Joining by telephone to an "in person" meetibh@$0

+  Telephonic meeting $500

(iif) Committee meeting fee



In person $1,500

+  Telephonic meeting $500

(iv) The Chairman of the Audit Committee receives aruahretainer of $7,500; and

The retainers and fees are payable as follows:
Meeting fees — quarterly in arrears.

Directors are also reimbursed for transportatiosh ladging expenses actually incurred in attendiogi@ and
Committee meetings.

Equity Compensatior

Each of the non-employee directors received aralgtant of options to purchase 7,500 sharesettmmon
stock of the Company at a price equal to the inptidolic offering price.

Each non-employee director shall receive annuatiynfthe second year options to purchase 5,000 sbéatbe
common stock of the Company at the closing prigespare on the New York Stock Exchange on the affaiee
grant.
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