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Cautionary Note Regarding Forward-Looking Statements

This annual report includes ‘‘forward-looking statements’’ within the meaning of the Private Securities Litigation Reform
Act of 1995. All statements, other than statements of historical facts, included in this report that address activities,

events or developments that we expect or anticipate will or may occur in the future, including such matters as our
projections of annual revenues, expenses and debt service coverage with respect to our debt securities, future capital
expenditures, business strategy, competitive strengths, goals, development or operation of generation assets, market

and industry developments and the growth of our business and operations, are forward-looking statements. When used

LR Y] 99 ¢ 29 G LRI

in this annual report, the words ‘‘may’’, “‘will’’, *‘could’’, ‘‘should’’, “‘expects’’, ‘‘plans’’, ‘‘anticipates’’, ‘‘believes’’, ‘‘estin
‘‘projects’’, ‘‘potential’’, or ‘‘contemplate’’ or the negative of these terms or other comparable terminology are intended to
identify forward-looking statements, although not all forward-looking statements contain such words or expressions.

The forward-looking statements in this report are primarily located in the material set forth under the headings
‘“Management’s Discussion and Analysis of Financial Condition and Results of Operations’’ contained in Part II, Item 7,
“‘Risk Factors’’ contained in Part I, Item IA, and ‘‘Notes to Financial Statements’’ contained in Part II, Item 8 of this annual
report, but are found in other locations as well. These forward-looking statements generally relate to our plans,

objectives and expectations for future operations and are based upon management’s current estimates and projections

of future results or trends. Although we believe that our plans and objectives reflected in or suggested by these
forward-looking statements are reasonable, we may not achieve these plans or objectives. You should read this annual
report completely and with the understanding that actual future results and developments may be materially different

from what we expect due to a number of risks and uncertainties, many of which are beyond our control. We will not

update forward-looking statements even though our situation may change in the future.

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

significant considerations, risks and uncertainties discussed in this annual report;

* operating risks,
including equipment failures and the amounts and timing of revenues and expenses;

* geothermal resource
risk (such as the heat content of the reservoir, useful life and geological formation);

* environmental
constraints on operations and environmental liabilities arising out of past or present operations, including the risk that
we may not have, and in the future may be unable to procure, any necessary permits or other environmental
authorization;

* construction or
other project delays or cancellations;

* financial market
conditions and the results of financing efforts;

* political, legal,
regulatory, governmental, administrative and economic conditions and developments in the United States and other
countries in which we operate;

* the enforceability of
the long-term power purchase agreements for our projects;

* contract
counterparty risk;

» weather and other
natural phenomena;
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* the impact of recent
and future federal, state and local regulatory proceedings and changes, including legislative and regulatory initiatives
regarding deregulation and restructuring of the electric utility industry and incentives for the production of renewable

energy in the United States and elsewhere;
* changes in

environmental and other laws and regulations to which our company is subject, as well as changes in the application

of existing laws and regulations;
* current and future

litigation;
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* our ability to
successfully identify, integrate and complete acquisitions;

* competition from
other similar geothermal energy projects, including any such new geothermal energy projects developed in the future,
and from alternative electricity producing technologies;

* the effect of and
changes in economic conditions in the areas in which we operate;

* market or business
conditions and fluctuations in demand for energy or capacity in the markets in which we operate;

* the direct or indirect
impact on our company’s business resulting from terrorist incidents or responses to such incidents, including the effect
on the availability of and premiums on insurance;

* the effect of and
changes in current and future land use and zoning regulations, residential, commercial and industrial development and
urbanization in the areas in which we operate; and

* other uncertainties
which are difficult to predict or beyond our control and the risk that we incorrectly analyze these risks and forces or
that the strategies we develop to address them could be unsuccessful.

4
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PART 1
ITEM 1. BUSINESS

Certain Definitions

29 G LRI Y3 29 G LRI

Unless the context otherwise requires, all references in this annual report to ‘‘Ormat’’, ‘‘the Company’’, ‘‘we’’, ‘“‘us’’, ‘‘our
company’’, ‘‘Ormat Technologies’’ or ‘‘our’’ refer to Ormat Technologies, Inc. and its consolidated subsidiaries. The *‘OFC
Senior Secured Notes’’ refers to the 8%4% Senior Secured Notes due 2020 that were issued in February 2004 by our
subsidiary, Ormat Funding Corp. The ‘‘OrCal Senior Secured Notes’’ refers to the 6.21% Senior Secured Notes due 2020

that were issued in December 2005 by our subsidiary, OrCal Geothermal Inc.
Overview

We are a leading vertically integrated company engaged in the geothermal and recovered energy power business. We
design, develop, build, own and operate clean, environmentally friendly geothermal and recovered energy-based
power plants, usually using equipment that we design and manufacture. Our geothermal power plants include both
power plants that we have built and power plants that we have acquired, while all of our recovered energy-based
plants have been constructed by us. We conduct our business activities in two business segments, which we refer to as
our Electricity Segment and Products Segment. In our Electricity Segment, we develop, build, own and operate
geothermal and recovered energy-based power plants in the United States and geothermal power plants in other
countries around the world and sell the electricity they generate. In our Products Segment, we design, manufacture
and sell equipment for geothermal and recovered energy-based electricity generation, remote power units and other
power generating units and provide services relating to the engineering, procurement, construction, operation and
maintenance of geothermal and recovered energy power plants. Both our Electricity Segment and Products Segment
operations are conducted in the United States and throughout the world. We currently own or control, as well as
operate, geothermal projects in the United States, Guatemala, Kenya and Nicaragua, as well as recovered energy
generation (REG) plants in the United States.

The charts below show the relative contributions of the Electricity Segment and the Products Segment to our
consolidated revenues and the geographical breakdown of our segment revenues for our fiscal year ended
December 31, 2007. Additional information concerning our segment operations, including year-to-year comparisons
of revenues, the geographical breakdown of revenues, cost of revenues, results of operations, and trends and

uncertainties is provided below in Item 7 — ‘‘Management’s Discussion and Analysis of Financial Condition and Results
of Operations’” and Item 8 — ‘‘Financial Statements and Supplementary Data’’.
5
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The following chart sets forth a breakdown of revenues for the year ended December 31, 2007:

The following chart sets forth the geographical breakdown of the revenues attributable to our Electricity Segment for
the year ended December 31, 2007:

6
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The following chart sets forth the geographical breakdown of the revenues attributable to our Products Segment for
the year ended December 31, 2007:

Most of the projects that we currently own or operate produce electricity from geothermal energy sources. Geothermal
energy is a clean, renewable and generally sustainable form of energy derived from the natural heat of the earth.
Unlike electricity produced by burning fossil fuels, electricity produced from geothermal energy sources is produced
without emissions of certain pollutants such as nitrogen oxide, and with far lower emissions of other pollutants such as
carbon dioxide. Therefore, electricity produced from geothermal energy sources contributes significantly less to local
and regional incidences of acid rain and global warming than energy produced by burning fossil fuels. Geothermal
energy is also an attractive alternative to other sources of energy as part of a national diversification strategy to avoid
dependence on any one energy source or politically sensitive supply sources.

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

Company Contact and Sources of Information

We file annual, quarterly and periodic reports, proxy statements and other information with the Securities and
Exchange Commission, which we refer to as the SEC. You may obtain and copy any document we file with the SEC
at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1580, Washington D.C. 20549. You may obtain
information on the operation of the SEC’s Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC
maintains an Internet website at http://www.sec.gov that contains reports, proxy and other information statements, and
other information regarding issuers that file electronically with the SEC. Our SEC filings are accessible via the
Internet at that website.

On May 17, 2007, we submitted to the New York Stock Exchange (NYSE) an Annual Written Affirmation, in the
prescribed form and with no qualifications, regarding our compliance with the NYSE’s Corporate Governance listing
standards. In addition, our reports on Form 10-K, 10-Q and 8-K, and amendments to those reports are available at our
website www.ormat.com for downloading,

7
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free of charge, as soon as reasonably practicable after these reports are filed with the SEC. Our Code of Business
Conduct and Ethics, Code of Ethics Applicable to Senior Executives, Audit Committee Charter, Corporate
Governance Guidelines, Nominating and Corporate Governance Committee Charter, Compensation Committee
Charter, and Insider Trading Policy, as amended, are also available at our website address mentioned above. The
content of our website, however, is not part of this annual report.

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

Our Power Generation Business

We own or control, and operate geothermal and recovered energy projects in the United States. We also own or
control, and operate geothermal projects in Guatemala, Kenya and Nicaragua. We continue to pursue opportunities to
acquire and develop similar projects throughout the world. Most of our projects are located in regions where there is,
or is expected to be, demand for additional generating capacity. During 2007, we completed the construction of power
plants that added an additional 61 megawatts (MW) to our owned generating capacity. Our ownership interest in
generating capacity was increased by 14 MW between December 31, 2006 and December 31, 2007. This change is
primarily attributable to the following:

* A
reduction of 39 MW in our owned generating capacity, attributable to our September 25, 2007 transfer of the Leyte
power plant to PNOC Energy Development Corporation, upon termination of a Build, Operate, and Transfer
agreement under which we previously owned and operated the power plant.

* Anincrease of 17
MW, attributable to the Galena 3 project at the Steamboat complex, which commenced commercial operation on
February 21, 2008

* Anincrease of 10
MW, attributable to the Galena 2 project at the Steamboat complex, which commenced commercial operation in the
second quarter of 2007;

* An increase of 20
MW, attributable to the completion of Amatitlan geothermal power plant in Nicaragua;

* Anincrease of 14
MW, attributable to increased generating capacity of our existing geothermal power plants, which was achieved
during the second quarter of 2007; and

* A reduction of 7
MW in the generating capacity at our Brady complex, attributable to the shutdown of the Desert Peak 1 project in the
first quarter of 2007.

8
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Projects in Operation

The table below summarizes certain key non-financial information relating to our projects that are in operation as of
February 28, 2008:

Projects under Ownership(1)

Project Location Ownership(l) Generating
Capacity in
MW(2) Power
Purchaser Contracts
Expiration Domestic Ormesa Complex East Mesa, California 100% 57 Southern California
Edison Company 2018 Heber Complex(3) Heber, California 100% 82 Southern California Edison Company
and Southern California Public Power Authority 2015/2023/2031 Steamboat Complex(4) Steamboat, Nevada
100% 84 Sierra Pacific Power Company/Nevada Power Company 2007(5)/2018/
2022/2026/2028 Mammoth Complex Mammoth Lakes, California 50% 15 Southern California Edison
Company 2014/2020 Puna Puna, Hawaii 100% 30 Hawaii Electric Light Company 2027 Brady Churchill
County, Nevada 100% 12 Sierra Pacific Power Company 2022 Desert Peak 2 Churchill County, Nevada
100% 11 Nevada Power Company 2027 OREG 1 North and South Dakota 100% 22 Basin Electric
Power Cooperative 2031 Total For Domestic
Projects under Ownership 313 Foreign Momotombo Nicaragua 100% 30
DISNORTE/DISSUR 2014 Zunil Guatemala 100% 24 Instituto Nacional de Electricidad 2019 Olkaria III
(Phase I) Kenya 100% 13 Kenya Power and Lighting Co. Ltd. 2020(6) Amatitlan Guatemala 100% 20
Instituto Nacional de Electricidad 2026 Total for foreign

projects under ownership 87 Total for projects under ownership 400

(1) We
own and operate all of our projects, except the Momotombo project in Nicaragua, which we do not own but which we
control and operate through a concession arrangement with the Nicaraguan government, and the Mammoth project, in
which we have a 50% ownership interest. (2) References to generating capacity refers to the gross capacity less
auxiliary power, in the case of all of our existing domestic projects and the Momotombo, Amatitlan and Olkaria III
projects (three of our foreign projects), and to the generating capacity that is subject to the ‘‘take or pay’” power purchase
agreements in the case of the Zunil project (one of our foreign projects). We determine the generating capacity figures
in any given year from available historical operational data of our operating projects taking into account resource
capabilities. This column represents the generating capacity of the project, not our net ownership in such generating
capacity. In any given year, the actual power generation of a particular project may differ from that project’s generating
capacity due to operational issues affecting performance during that year. In 2007, the total actual power generation of
the projects we operate in the U.S. was 282,618 MWh lower than the energy potential commensurate with our
generating capacity due to operational factors discussed elsewhere in this annual report. (3) The Heber complex
includes the Heber 1 and 2 projects and the Gould project.

9
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projects, the Burdette project, the Steamboat Hills project, the Galena 2 project, and the Galena 3 project which
reached commercial operation on February 21, 2008. (5) The initial term of the power purchase agreement expired on
December 31, 2006, but it continues to be in effect until either party terminates it on a one month notice. (6) The
power purchase agreement for the Olkaria III project will expire 20 years from the completion of Phase II of this
project. Phase II of this project involves the construction of additional facilities that we expect would add
approximately 35 MW of generating capacity to this project. See ‘‘Description of our Projects’” below.

Projects under Construction

The table below summarizes certain key non-financial information relating to projects that were under construction as
of December 31, 2007:

Project Location Ownership Projected
Commercial
Operation
Date Projected
Generating
Capacity in
(MW) Power
Purchaser Contract Expiration Heber South East Mesa, California 100% Q1/2008 10 N/A(1) N/A(1)
North Brawley Imperial County, California 100% End 2008 50 Southern California Edison Company 20
years following commercial operation date Olkaria III (Phase II) Kenya 100% End 2008 35 Kenya Power
and Lighting Co. N/A(2) GDL Kawerau,
New Zealand 49% 2008/2009 5 Bay of Plenty Electricity of New Zealand 7 years following commercial
operation date with an option for additional 5 years OREG II North Dakota, Montana 100% 2008/2009(3) 22
Basin Electric Power Cooperative 25 years from Jan. 1st following commissioning of the project Puna Puna,
Hawaii 100% 2009 8 Hawaii Electric Light Company N/A(4) Peetz Denver, Colorado 100% 2009 4
Highline Electric Association 20 years following commercial operation date(5) East Brawley Imperial County,

California 100% End of 2009 50 N/A N/A Total 184

(1) We are
currently negotiating a power purchase agreement with Southern California Public Power Authority and Southern
California Edison for this project. (2) The power purchase agreement for the Olkaria III Phase II project will expire 20
years from the completion of Phase II. (3) Two units of the OREG II projects are expected to come on line by the end
of 2008 or early 2009 and the other two units are expected to come on line by the end of 2009. (4) The power
purchase agreement is currently under negotiation with Hawaii Electric Light Company. (5) The power purchase
agreement for the Peetz project will expire the earlier of 20 years from the commercial operation date or the end of
2029.

10
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Projects under Development

The table below summarizes certain key non-financial information relating to projects under development, which, if
implemented, will come on-line after 2009:

Project Location Ownership Projected
Generating
Capacity in
(MW) Power
Purchaser Contract Expiration Carson Lake Nevada 100%  18-30 Nevada Power Company 20 years
following commercial operation date Buffalo Valley Nevada 100%  18-30 Nevada Power Company 20 years
following commercial operation date Grass Valley Nevada 100%  18-30 Nevada Power Company 20 years
following commercial operation date GRE(1) Minnesota 100% 5 Great River Energy NA(2) Sarulla
Indonesia 12.75%(3) 43 PT Perusahaan Listrik Negara NA(4) Total 102-138

(1) The
GRE project is a recovered energy generation power plant. (2) We are currently negotiating a power purchase
agreement with Great River Energy (3) Currently our ownership interest in the project is 25%, but we expect to reduce
it to 12.75%. (4) The contract will expire 360 months after completion of the last stage of the project, and in all cases
504 months after the effective date of the contract, which is subject to financing closing.

Almost all of the revenues that we currently derive from the sale of electricity are pursuant to long-term power
purchase agreements. Approximately 76.4% of our total revenues in the year ended December 31, 2007 from the sale
of electricity by our domestic projects were derived from power purchasers that currently have investment grade credit
rating. The purchasers of electricity from our foreign projects are either state-owned entities or private entities. We
have obtained political risk insurance from the Multilateral Investment Guarantee Agency of the World Bank Group
(MIGA) or from Zurich Re, a private sector political risk insurer, for all of our foreign projects (with the exception of
the Zunil project for which we are currently negotiating insurance coverage) in order to cover a portion of any loss
that we may suffer upon the occurrence of certain political events covered by such insurance.

Development, Construction and Acquisition. We have experienced significant growth in recent years, principally
through the acquisition of geothermal power plants from third parties, development of new power plants and the
expansion and enhancement of our existing projects, including the following: (i) We completed the construction of the
10 MW Galena 2 and 17 MW Galena 3 power plants, which were added to the Steamboat complex, (ii) we increased
the generating capacity of the Ormesa complex by an additional 10 MW; and (iii) we completed the construction of
the 20 MW Amatitlan project in Guatemala. We currently expect to continue growing our power generation business
through:

* the
development and construction of new geothermal and recovered energy-based power plants;
* the expansion and
enhancement of our existing projects;
* the acquisition of
additional geothermal and other renewable assets from third parties; and
* the entry into
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As part of these efforts, we regularly monitor requests for proposals from, and submit bids to, investor-owned and
other electric utilities in the United States to provide additional generating capacity, primarily in the western United
States where geothermal resources are generally concentrated. During 2007, we responded to several requests for
proposals issued by different utilities interested in purchasing renewable energy. Our proposals covered approximately
120 MW of capacity in Nevada and California. There can be no assurance, however, that we will succeed in
negotiating power purchase agreements with the various utilities. We also respond to international tenders issued by
foreign state-owned electric utilities for the development, construction and operation of new geothermal power plants.
In addition, we apply our technological expertise to upgrade the facilities of our existing geothermal power plants and
to continuously monitor and manage our existing geothermal resources in order to increase the efficiency and
generating capacity of such facilities.

We are currently in varying stages of development of new projects and construction of new and existing projects.
Based on our current development and construction schedule, which is subject to change at any time and which may
not be met in its entirety, we expect to declare commercial operation of the 10 MW Heber South project during the
first half of 2008, and of the 50 MW North Brawley project by the end of 2008. In addition, we expect to add
approximately 84 MW in generating capacity from geothermal and recovered energy power plants in the United States
by the end of 2009 or early 2010. Outside of the U.S., we expect to complete the construction of the 35 MW Olkaria
III Phase II project in Kenya by the end of 2008. In addition, we expect to add approximately 10 MW from the GDL
project in New Zealand, in which we have a 49% ownership interest.

The total of owned generating capacity that we have under construction and under development is between 286 and
322 MW.

We are a member in a consortium, which is in the process of developing a geothermal power project in Indonesia of
approximately 340 MW that is expected to come on line in phases between 2010 and 2012. The consortium is
currently negotiating a power purchase agreement with a local utility. We estimate that our minority interest will be
equivalent to 43 MW, taking into account the reduction in our ownership in the consortium from 25% to 12.75%.

Our Products Business

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

Power Units for Geothermal Power Plants. We design, manufacture and sell power units for geothermal electricity
generation, which we refer to as Ormat Energy Converters or ‘‘OECs’’. Our customers include contractors and
geothermal plant owners and operators.

Power Units for Recovered Energy-Based Power Generation. We design, manufacture and sell power units used to
generate electricity from recovered energy or so-called ‘‘waste heat’’ that is generated as a residual by-product of gas
turbine-driven compressor stations and a variety of industrial processes, such as cement manufacturing, and is not
otherwise used for any purpose. Our existing and target customers include interstate natural gas pipeline owners and
operators, gas processing plant owners and operators, cement plant owners and operators, and other companies
engaged in other energy-intensive industrial processes.

Remote Power Units and other Generators. We design, manufacture and sell fossil fuel powered turbo-generators
with a capacity ranging between 200 watts and 5,000 watts, which operate unattended in extreme climate conditions,

16



Edgar Filing: ORMAT TECHNOLOGIES, INC. - Form 10-K

whether hot or cold. Our customers include contractors installing gas pipelines in remote areas. In addition, we design,
manufacture and sell generators for various other uses, including heavy duty direct current generators.
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Engineering, Procurement and Construction (EPC) of Power Plants. We engineer, procure and construct, as an EPC
contractor, geothermal and recovered energy power plants on a turnkey basis, using power units we design and
manufacture. Our customers are geothermal power plant owners as well as the same customers described above that
we target for the sale of our power units for recovered energy-based power generation. Unlike many other companies
that provide EPC services, we have an advantage in that we are using our own manufactured equipment and thus have
better control over the timing and delivery of required equipment and its costs.

History

We were formed by Ormat Industries Ltd. (also referred to in this annual report as the ‘‘Parent’’, ‘‘Ormat Industries’’, ‘‘the
parent company’’ or ‘‘our parent’’) in 1994 in the State of Delaware for the purpose of investing and holding ownership
interests in power projects, as well as constructing and operating power plants owned by us and by third parties.

Ormat Industries, which is based in Israel, is an international power systems company whose predecessor, Ormat

Turbines Ltd., was founded in 1965 by Lucien and Dita Bronicki for the principal purpose of developing equipment

for the production of a clean, renewable and generally sustainable form of energy. Ormat Industries sold to us its

business relating to the manufacturing and sale of energy-related equipment and services. Following this sale, we now

hold all of Ormat Industries’ power generation products business. Ormat Industries owns approximately 60.3% of our
outstanding common stock.

Industry Background
Geothermal Energy

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

Geothermal Power Plant Technologies

Geothermal power plants generally employ either binary systems or conventional flash systems, as described below.
In our projects, we also employ our proprietary technology of combined geothermal cycle systems. See ‘‘Our
Technology’’.

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

Flash Design System

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

Market Opportunity

The geothermal energy industry in the United States experienced significant growth in the 1970s and 1980s, followed
by a period of consolidation of owners and operators of geothermal assets in the 1990s. The industry, once dominated
by large oil companies and investor-owned electric utilities, now includes several independent power producers.
During the 1990s, growth and development in the geothermal energy industry occurred primarily in foreign markets,
and only minimal growth and development occurred in the United States. Since 2001, there has been renewed interest
in geothermal energy in the United States as production costs for electricity generated from geothermal resources have
become more competitive relative to fossil fuel-based electricity generation, due to the increasing cost of natural gas,
and as legislative and regulatory incentives, such as state renewable portfolio standards, have become more prevalent.

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

The Western Governors Association (WGA) estimates that 13,000 MW of identified resources will be developed by
2025. Of that amount, 5,600 MW is expected to be added by 2015, assuming geothermal generated electricity remains
at competitive prices (taking into account production tax credits).

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

An additional factor fueling recent growth in the renewable energy industry is global concern about the environment.
Power plants that use fossil fuels generate higher levels of air pollution and their emissions have been linked to acid
rain and global warming. In response to an increasing demand for ‘‘green’’ energy, many countries have adopted
legislation requiring, and providing incentives for, electric utilities to sell electricity generated from renewable energy
sources. In the United States, Arizona, California, Colorado, Connecticut, Delaware, Hawaii, Illinois, Iowa, Maine,
Maryland, Massachusetts, Minnesota, Missouri, Montana, New Hampshire, Nevada, New Jersey, New Mexico, New
York, North Carolina, North Dakota, Oregon, Pennsylvania, Rhode Island, Texas, Virginia, Vermont, Washington,
Wisconsin and the District of Colombia have all adopted renewable portfolio standards, renewable portfolio goals, or
other similar laws requiring or encouraging electric utilities in such states to generate or buy a certain percentage of
their electricity from renewable energy sources or recovered heat sources. Twenty states (including California, Nevada
and Hawaii, where we have been the most active in our geothermal energy development and in which all of our U.S.
geothermal projects are located) and the District of Columbia define geothermal resources as ‘ ‘renewables’” and seven
states recognize recovered heat sources as eligible for renewable portfolio standards. A bill establishing renewable
portfolio standards is currently before the Kansas legislature.

We believe that these legislative measures and initiatives present a significant market opportunity for us. For example,
California generally requires that each investor-owned electric utility company operating within the state increase the
amount of renewable generation in its resource mix by 2% per year so that 20% of its retail sales are procured from
eligible renewable energy sources by 2010, ahead of the previous statutory mandated target of December 2017.
California’s three large electric utilities collectively served 13.2% of their 2006 electricity retail sales with renewable
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power. Nevada’s renewable portfolio standard requires each Nevada electric utility to obtain 9% of its annual energy
requirements from renewable energy sources in 2007-2008, which requirement thereafter increases by 3% every two
years until 2015, when 20% of such annual energy requirements must be provided from renewable energy sources or
energy efficiency projects. As of December 2006, 6% of the electricity
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retail sales in Nevada were from renewable energy sources Hawaii’s renewable portfolio standard requires each
Hawaiian electric utility to obtain 10% of its net electricity sales from renewable energy sources by

December 31, 2010 and 20% by December 31, 2020. In 2006, Hawaiian Electric Company and its subsidiaries
achieved a consolidated renewable portfolio standard of 13.8%.

In addition to renewable portfolio standards, several federal climate change proposals are being considered. For
example, the Lieberman-Warner Climate Security Act (S. 2191) was approved by the United States Senate
Environment and Public Works Committee on December 5, 2007. This bill would place a cap on greenhouse gas
emissions and require increasing reductions in greenhouse gas emissions. In the absence of federal legislation, states
are passing greenhouse gas legislation. For example, on September 27, 2006, the California Global Warming
Solutions Act of 2006 (the Act) was signed into law. The Act regulates most sources of greenhouse gas emissions and
is expected to result in a reduction of carbon emissions to 1990 levels by 2020, representing a twenty-five percent
reduction in greenhouse gas emissions. To accomplish this, the Act provides a framework for greenhouse gas
emissions reductions through the use of emissions control technologies and other cost-effective reduction strategies,
one of which may involve the use of market-based trading of emissions rights. In addition to California, sixteen other
states have set greenhouse gas emissions targets (Arizona, Connecticut, Florida, Hawaii, Illinois, Massachusetts,
Maine, Minnesota, New Hampshire, New Jersey, New Mexico, New York, Oregon, Rhode Island, Vermont and
Washington). Regional Initiatives are also being developed to reduce greenhouse gas emissions and develop trading
systems for renewable energy credits. For example, many northeastern states are part of the Regional Greenhouse Gas
Initiative (‘‘RGGI’’), a regional cap-and trade system to limit carbon dioxide. In addition to RGGI, other states have also
established the Midwestern Regional Greenhouse Gas Reduction Accord and the Western Climate Initiative. Although
individual and regional programs will take some time to develop, their requirements, particularly the creation of any
market-based trading mechanism to achieve compliance with emissions caps, should be advantageous to in-state and
in-region (and, in some cases, such as RGGI and the state of California, inter-regional) energy generating sources that
have low carbon emissions such as geothermal energy. Although it is currently hard to quantify the direct economic
benefit of these efforts to reduce greenhouse gas emissions, we believe they will prove advantageous to us.

The federal government also encourages production of electricity from geothermal resources through certain tax
subsidies. We are permitted to claim approximately 10% of the cost of each new geothermal power plant in the United
States as an investment tax credit against our federal income taxes. Alternatively, we are permitted to claim a
“‘production tax credit’’, which in 2007 was 2.0 cents per kWh and which is adjusted annually for inflation. The
production tax credit may be claimed on the electricity output of new geothermal power plants put into service by
December 31, 2008. Credit may be claimed for ten years on the output from any new geothermal power plants put into
service prior to December 31, 2008. The owner of the project must choose between the production tax credit and the
10% investment tax credit described above. In either case, under current tax rules, any unused tax credit has a
one-year carry back and a twenty-year carry forward. Whether we claim the production tax credit or the investment
credit, we are also permitted to depreciate most of the plant for tax purposes over five years on an accelerated basis,
meaning that more of the cost may be deducted in the first few years than during the remainder of the depreciation
period. If we claim the investment credit, our ‘‘tax base’’ in the plant that we can recover through depreciation must be
reduced by half of the tax credit; if we claim a production tax credit; there is no reduction in the tax basis for
depreciation.

Collectively, these tax benefits (to the extent fully utilized) have a present value equivalent to approximately 30% to
40% of the capital cost of a new project.

On December 15, 2007, delegates from nearly 190 nations, including the U.S., announced in Bali the adoption of a
plan that will be negotiated through 2009 and ultimately would succeed the Kyoto Protocol following 2012.
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Outside of the United States, the majority of power generating capacity has historically been owned and controlled by
governments. Since the early 1990s, however, many foreign governments
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have privatized their power generation industries through sales to third parties and have encouraged new capacity
development and/or refurbishment of existing assets by independent power developers. These foreign governments
have taken a variety of approaches to encourage the development of competitive power markets, including awarding
long-term contracts for energy and capacity to independent power generators and creating competitive wholesale
markets for selling and trading energy, capacity and related products. Some countries have also adopted active
governmental programs designed to encourage clean renewable energy power generation. Several Latin American
countries have rural electrification programs and renewable energy programs. For example, Guatemala, where our
Zunil and Amatitlan projects are located, approved in November 2003 a law which creates incentives for power
generation from renewable energy sources by, among other things, providing economic and fiscal incentives such as
exemptions from taxes on the importation of relevant equipment and various tax exemptions for companies
implementing renewable energy projects. We believe that these developments and governmental plans will create
opportunities for us to acquire and develop geothermal power generation facilities internationally as well as create
additional opportunities for us to sell our remote power units and other products.

In addition to our geothermal power generation activities, we are pursuing recovered energy-based power generation
opportunities in North America and the rest of the world. We believe recovered energy-based power generation will
benefit from the increased attention to energy efficiency. For example, in the United States, FERC has indicated its
position that the primary goal of natural gas pipeline design should be the efficient, least cost transportation of fuel,
including using waste heat (recovered energy) from combustion turbines or reciprocating engines that drive station
compressors to generate electricity for use at compressor stations or to generate electricity for sale. Recently, FERC
has requested natural gas pipeline operators filing for a certificate of approval for new pipeline construction or
expansion projects to discuss ‘‘opportunities to enhance efficiencies for any energy consumption processes in the
development and operation’’ of the new pipeline. We have initially targeted the North American market, where we have
begun to build power plants, which generate electricity from ‘‘waste heat’’ from gas turbine-driven compressor stations
along interstate natural gas pipelines, from midstream gas processing facilities, and from processing industries in
general.

Further supporting recovered energy-based power generation, several states, as well as the federal government, have
recognized the environmental benefits of recovered energy-based power generation. For example, Nevada,
Connecticut, New Mexico and Hawaii allow electric utilities to include recovered energy-based power generation in
calculating their compliance with renewable portfolio standards. In addition, North Dakota, South Dakota and the U.S.
Department of Agriculture (through the Rural Utilities Service) have approved recovered energy-based power
generation units as renewable energy resources, which qualifies recovered energy-based power generators (whether in
those two states or elsewhere in the United States) for federally funded, low interest loans. We believe that the
European market has similar potential and we expect to leverage our early success in North America in order to
expand into Europe and other markets worldwide. In North America alone, we estimate the potential total market for
recovered energy-based power generation to be approximately 1,000 MW.

Competitive Strengths

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

Contracted Generation. Virtually all of the electricity generated by our geothermal power plants is currently sold
pursuant to long-term power purchase agreements, providing generally predictable cash flows.

* Baseload
Generation.  All of our geothermal power plants supply a part of the baseload capacity of the electric system in their
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respective markets, meaning that they operate to serve all or a part of the minimum power requirements of the electric
system in such market on an around-the-clock basis. Because our projects supply a part of the baseload needs of the
respective electric system and are only marginally weather dependent, we have a competitive
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advantage over

other renewable energy sources, such as wind power, solar power or hydro-electric power (to the extent dependent on
precipitation), which compete with us to meet electric utilities’ renewable portfolio requirements but which cannot
serve baseload capacity because of the weather dependence and thus intermittent nature of these other renewable
energy sources.

» Competitive
Pricing. Geothermal power plants, while site specific, are economically feasible to develop, construct, own and
operate in many locations, and the electricity they generate is generally price competitive as compared to electricity
generated from fossil fuels or other renewable sources under existing economic conditions and existing tax and
regulatory regimes.

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

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

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

Technological Innovation. We own or have rights to use over 75 patents relating to various processes and renewable
resource technologies. All of our patents are internally developed and therefore costs related thereto are expensed as
incurred. Our ability to draw upon internal resources from various disciplines related to the geothermal power sector,
such as geological expertise relating to reservoir management, and equipment engineering relating to power units,
allows us to be innovative in creating new technologies and technological solutions.

No Exposure to Fuel Price Risk. A geothermal power plant does not need to purchase fuel (such as coal, natural gas,
or fuel oil) in order to generate electricity. Thus, once the geothermal reservoir has been identified and estimated to be
sufficient for use in a geothermal power plant and the drilling of wells is complete, the plant is not exposed to fuel
price or fuel delivery risk.

Business Strategy
Our strategy is to continue building a geographically balanced portfolio of geothermal and recovered energy assets,
and to continue to be a leading manufacturer and provider of products and services related to renewable energy. We

intend to implement this strategy through:
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Development and Construction of New Projects — continuously seeking out commercially exploitable geothermal
resources, developing and constructing new geothermal and recovered energy-based power projects and entering into
long-term power purchase agreements providing stable cash flows in jurisdictions where the regulatory, tax and
business environments encourage or provide incentives for such development and which meet our investment criteria;
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* Developing
Recovered Energy Projects — establishing a first-to-market leadership position in recovered energy projects in North
America and building on that experience to expand into other markets worldwide;

* Acquisition of New

Assets — acquiring from third parties additional geothermal and other renewable assets that meet our investment
criteria; .
Increasing Output from Our Existing Projects — increasing output from our existing geothermal power projects by

adding additional generating capacity, upgrading plant technology, and improving geothermal reservoir operations,
including improving methods of heat source supply and delivery; and

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

Operations of our Power Generation Segment

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

How We Obtain Development Sites and Geothermal Resources. For domestic projects, we either lease or own the
sites on which our power plants are located. In our foreign projects, our lease rights for the plant site are generally
contained in the terms of a concession agreement or other contract with the host government or an agency thereof. In
certain cases, we also enter into one or more geothermal resource leases (or subleases) or a concession or other
agreement granting us the exclusive right to extract geothermal resources from specified areas of land, with the
owners (or sublessors) of such land. A geothermal resource lease (or sublease) or a concession or other agreement will
usually give us the right to explore, develop, operate and maintain the geothermal field including, among other things,
the right to drill wells (and if there are existing wells in the area, to alter them) and build pipelines for transmitting
geothermal fluid. In certain cases, the holder of rights in the geothermal resource is a governmental entity and in other
cases a private entity. Usually, the terms of the lease (or sublease) and concession agreement correspond to the terms
of the relevant power purchase agreement. In certain other cases, we own the land where the geothermal resource is
located, in which case there are few restrictions on its utilization. Leasehold interests in federal land in the United
States are regulated by the Bureau of Land Management and the Minerals Management Service. These agencies
recently issued separate final rules revising the geothermal leasing process. The new rules include, among other
things, a requirement that geothermal resources be offered through a competitive lease process; the introduction of a
new royalty methodology; the introduction of increased rental payments; a new scheme of lease terms and extensions;
and new ‘‘production incentives’’ for new facilities and qualified expansion facilities that are put into commercial
operation by August 8, 2011, in the form of a four-year 50% reduction in royalties from what would otherwise be due.
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How We Explore and Evaluate Geothermal Resources. Historically we have located and developed proven

geothermal resources. In 2006, we expanded our activities to include the exploration and identification of geothermal
resources. After entering into an appropriate lease we carry out several tests followed by exploratory drilling first to
validate and then to quantify the size of the potential geothermal resource. Resource validation and exploratory

drilling is a long process that requires substantial capital investment, as it may necessitate the drilling of shallow
temperature-gradient wells, ‘‘slim holes’’, exploration wells, and production-sized exploration wells. We do not expect to
succeed in developing every resource that undergoes exploration activity.

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

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

We currently own 400 MW of generating capacity (See Note (2) page 9 for an explanation of how we determine the
generating capacity of our projects). As a result of our vertical integration, our proprietary technology and our
operational and maintenance expertise, we have been successful in increasing the capacity, efficiency and
performance of most of our acquired facilities in California, Hawaii and Nevada, and were able to use the staff
required to operate these facilities more efficiently. For example, we have been able to increase the output of the
Ormesa project by approximately 10 MW following its acquisition in 2002. We have also increased the capacity of the
Heber complex by 10 MW.

Safety is a key area of concern to us. We believe that the most efficient and profitable performance of our projects can
only be accomplished within a safe working environment for our employees. Our compensation and incentive
program includes safety as a factor in evaluating our employees, and we have a well-developed reporting system to
track safety and environmental incidents at our projects.
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limited recourse debt, lease financing, parent company loans, funds

20

32



Edgar Filing: ORMAT TECHNOLOGIES, INC. - Form 10-K

Table of Contents

for which are derived from various liquidity sources available to us, as discussed in Item 7 — ‘‘Management’s Discussion
and Analysis of Financial Condition and Results of Operations’” under the heading ‘‘Liquidity and Capital Resources’’ and
internally generated cash. Such leveraged financing permits the development of projects with a limited amount of

equity contributions, but also increases the risk that a reduction in revenues could adversely affect a particular project’s
ability to meet its debt obligations. Leveraged financing also means that distributions of dividends or other

distributions by plant subsidiaries to us are contingent on compliance with financial and other covenants contained in

the financing documents.

Non-recourse debt or lease financing refers to debt or lease arrangements involving debt repayments or lease
payments that are made solely from the project’s revenues (rather than our revenues or revenues of any other project)
and generally are secured by the project’s physical assets, major contracts and agreements, cash accounts and, in many
cases, our ownership interest in that project affiliate. These forms of financing are referred to as ‘‘project financing’’.
Project financing transactions generally are structured so that all revenues of a project are deposited directly with a
bank or other financial institution acting as escrow or security deposit agent. These funds then are payable in a
specified order of priority set forth in the financing documents to ensure that, to the extent available, they are used
first to pay operating expenses, senior debt service (including lease payments) and taxes and to fund reserve accounts.
Thereafter, subject to satisfying debt service coverage ratios and certain other conditions, available funds may be
disbursed for management fees or dividends or, where there are subordinated lenders, to the payment of subordinated
debt service.

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

Limited recourse debt refers to project financing as described above with the addition of our agreement to undertake
limited financial support for the project affiliate in the form of certain limited obligations and contingent liabilities.
These obligations and contingent liabilities take the form of guarantees of certain specified obligations, indemnities,
capital infusions and agreements to pay certain debt service deficiencies. To the extent we become liable under such
guarantees and other agreements in respect of a particular project, distributions received by us from other projects and
other sources of cash available to us may be required to be used to satisfy these obligations. To the extent of these
limited recourse obligations, creditors of a project financing of a particular project may have direct recourse to us.

Recently, we have also used a financing structure to monetize production tax credits and other favorable tax benefits
derived from the financed projects (as fully described under Item 7 — ‘‘Management’s Discussion and Analysis of
Financial Condition and Results of Operations’’, under the heading ‘‘OPC Tax Monetization Transactions’’).

How We Mitigate International Political Risk. We generally purchase insurance policies to cover our exposure to
certain political risks involved in operating in developing countries, as described below under the heading ‘‘Insurance’’.
The policies are issued by entities which specialize in such policies, such as MIGA, and from private sector providers,
such as Zurich Re, AIG and other such companies. To date, our political risk insurance contracts are with MIGA and
Zurich Re. Such insurance policies generally cover, subject to the limitations and restrictions contained therein, 80%

to 90% of our revenue loss derived from a specified governmental act such as confiscation, expropriation, riots, the
inability to convert local currency into hard currency and, in certain cases, the breach of agreements. We have

obtained such insurance for all of our foreign projects in operation with the exception of the Zunil project for which

we are currently negotiating insurance coverage.
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Recent Developments

* In
February 2008, we received a $20 million limited notice to proceed under a fixed-price, date-certain EPC contract to
be signed with Nevada Geothermal Power (NGP) to supply and construct the Phasel power plant of NGP’s planned
geothermal power project at Blue Mountain, Nevada. We will commence detailed engineering design, manufacturing
and purchasing of certain long-lead items for the project in order to meet the guaranteed substantial completion date of
December 31, 2009. Full release of the EPC contract is subject to finalizing of the financing for the project and is
expected to occur before June 30, 2008. The EPC contract to be entered with NGP will add approximately $55 million
to the $20 million of the limited notice to proceed, bringing the total EPC contract to $75 million.

* During the year
ended December 31, 2007, we achieved several milestones related to our projects and operations:

* We acquired two drilling
rigs, one of which is used for the drilling of production wells and the second of which is used for exploratory drilling.

* In

December 2007, the Sarulla consortium (consisting of our wholly owned subsidiary, a subsidiary of Medco Energi
Internasional Tbk, and Itochu Corporation of Japan) developing the 340 MW Sarula project in Indonesia completed
the execution of the project documents. The consortium signed an Amendment to the Joint Operating Contract (JOC)
with PT Pertamina Geothermal Energy (PGE), a wholly owned subsidiary of the Indonesian state-owned oil and gas
company, PT Pertamina (Persero), and, together with PGE, signed an Amendment to the Energy Sale Contract (ESC)
with the state-owned Indonesian power company, PT Perusahaan Listrik Negara (PLN).

* We commenced
commercial operation of the Desert Peak 2, Galena 2, and Amatitlan projects.

* We completed the
construction of additional Ormat Energy Converter (OEC) units in the Ormesa and Steamboat complexes.

* During the last
month of 2007 and the first two months of 2008, we have entered into several supply agreements for delivery of our
equipment to various customers, thus increasing our product backlog by approximately $16 million. The projected
delivery dates under these agreements are during the fourth quarter of 2008 and the first quarter of 2009.

¢ In December 2007,
we signed a 20-year power purchase agreement with Southern California Edison Company (Southern California
Edison) for the sale of 30 MW of energy to be produced from a new power plant that will be built in Imperial Valley,
California. The power purchase agreement includes an option to increase the capacity of the plant and the amount of
energy to be sold up to 100 MW at our discretion, and is subject to the approval of the California Public Utilities
Commission. We estimate that the new Imperial Valley power plant will come on line by mid 2012.

¢ In November 2007,
the Nevada Public Utilities Commission approved a new 20-year power purchase agreements that we entered into in
May 2007 with Nevada Power Company, a subsidiary of Sierra Pacific Resources, for the sale of 18-30 MW of energy
to be produced from the Grass Valley geothermal power plant that we plan to build in Lander County in northern
Nevada. We estimate that the Grass Valley project will come on line in late 2010.

* On
October 26, 2007, we completed a sale of 3,000,000 shares of common stock to Lehman Brothers Inc. in a block trade
at a price of $45.90 per share (net of underwriting fees and commissions), under a shelf registration statement filed in
early 2006. Net proceeds to us, after deducting underwriting fees and commissions and estimated offering expenses
associated with the offering, were approximately $137.2 million. On the same date, we completed an unregistered sale
of 381,254 shares of common stock to our parent, Ormat Industries Ltd., at a price of $45.90 per share, or
approximately $17.5 million in the aggregate. A portion of the proceeds from the block trade and the unregistered sale
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note owed to our
parent in the amount of $50.7 million. On January 8, 2008, we completed another unregistered sale of 693,750 shares
of common stock to our parent at a price of $48.02 per share, or approximately $33.3 million. The proceeds of that
sale will be used for general corporate purposes, which may include construction of geothermal and recovered energy
generation power plants and other investments, and the financing of possible acquisitions.

* In August 2007, we
secured lease agreements for seven new sites covering approximately 68,900 acres of federal land in Nevada through a
competitive auction conducted by the Bureau of Land Management. Our winning bid was for a total amount of
approximately $8.2 million. We expect that this additional acreage will support our growth plans in the years to come;
however, there is no assurance that all of the leases will yield sufficient (if any) geothermal resources suitable for
commercial projects. This is in addition to other lease agreements in Nevada and California that we have signed since
the beginning of the year.

* In August 2007, we
entered into a $5.7 million agreement with Italcementi Group of Bergamo, Italy, for the supply of one OEC for a new
REG power plant. The OEC is to be installed in the Martinsburg, West Virginia cement plant, belonging to Essroc, an
Italcementi subsidiary in the US. The equipment is to be supplied within 14 months from the contract date. The
Italcementi Group will construct the REG power plant. When completed, the REG power plant will convert unused
exhaust air from the cement plant’s clinker cooler into electric power.

* In July 2007, we
signed a 20-year power purchase agreement with Highline Electric Association, a consumer-owned cooperative
serving load in Colorado and Nebraska, for the sale of electricity generated from a 4 MW Ormat REG facility to be
constructed along a natural gas compression station near Denver, Colorado. The facility will convert the recovered
waste heat from the exhaust of existing gas turbines into clean energy, and is expected to be commissioned in
mid-2009. We will own and operate this facility through the term of the power purchase agreement.

¢ In June 2007, we
signed a 20-year power purchase agreement with Southern California Edison for the sale of 50 MW of energy to be
produced from the North Brawley project, which we are currently constructing in Imperial County, California. The
power purchase agreement includes an option to increase the capacity of the plant and the amount of energy to be sold
up to 100 MW at our discretion and is subject to the approval of the California Public Utilities Commission. We
estimate that the North Brawley project will come on line by the end of 2008.

* In May 2007, we
reached agreement with Sierra Pacific Power Company and Nevada Power Company, the purchasers of electricity
generated by our existing and planned geothermal power projects in Nevada, regarding certain amendments to the
power purchase agreements for a number of our existing geothermal projects in operation and some of our geothermal
projects under development and construction. These amendments (i) provide for a mechanism to share production tax
credits with the relevant purchaser pursuant to a reduction in the price for electricity paid by the power purchaser
under the relevant power purchase agreement, bringing additional power purchase agreements in line with the
production tax credit sharing arrangements included in other power purchase agreements with these purchasers in
Nevada, (ii) revise certain generation thresholds based on a more definitive understanding of the geothermal resource
at the respective projects, and (iii) address certain delays in meeting contract milestones as a result of ordinary course
project construction delays. The amendments are subject to the approval of the Public Utilities Commission of
Nevada. If the amendments are not approved, we may face claims from the power purchasers under the power
purchase agreements stemming from the project delays and reduced power generation.

e In May 2007,
pursuant to an existing Power Purchase Option Agreement with Basin Electric Power Cooperative (Basin Electric)
that we signed in January 2007, we entered into four out
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of the five
definitive 25-year power purchase agreements. Under these agreements we will sell electricity that will be produced
by four new Ormat REG facilities that will have a net capacity of 5.5 MW each. These facilities will convert the
recovered waste heat from the exhaust of existing gas turbines at compressor sites located on the Northern Border
natural gas pipeline into clean energy. Two plants are expected to be commissioned at the end of 2008 or early 2009,
and the other two, in late 2009. We have secured the rights to the waste heat for all five facilities.

* In April 2007, we
received a 21 million New Zealand dollars order (approximately $15.4 million at the date of the order) from
Geothermal Development Ltd (GDL), a company in which we own 49%, to supply and construct a geothermal power
plant in Kawerau, New Zealand. Ormat will also provide the required construction loan. GDL expects to sell
electricity produced by the project to Bay of Plenty Electricity of New Zealand under an existing 7-year power
purchase agreement extendable an additional 5 years by mutual agreement. We have an option to acquire the
remaining 51% of GDL before the completion of construction. Construction is expected to be completed by late 2008
or early 2009.

e In March 2007, we
entered into an $11.5 million contract with ENAGAS, S.A. of Madrid, Spain for the supply of one OEC unit for a
REG plant. The REG plant is being specially designed to use the residual energy from the vaporization process of a
Liquefied Natural Gas regasification terminal located in Huelva, Spain. The equipment is scheduled to be supplied
and installed within 26 months from the