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wish to extend warm welcome to all the

shareholders of our Company In my short time

at Raser am pleased with our progress and

excited about the opportunities in front of us Our

Company possesses
the key ingredients needed to

successfully grow into an industry leader in the

development of renewable energy projects
While

2009 was challenging year for Raser and many
others in the energy industry we completed the

year stronger than we started on many fronts

accepted the position of CEO because believe

Raser possesses
the critical attributes to become

solid developer of geothermal power Never in

the history of the United States has the demand

for renewable energy been so great from both

lawmakers and citizens alike In our discussions

with various utilities it is clear the
pressure

to

increase clean energy production is very real We

are the beneficiaries of that industry demand



We have lot of work to do as Company in

order to realize our full potential and bring value

to you our stockholders have every confidence

this Company is on course to success An integral

part
of this course is to communicate responsible

and realistic time frames to our stockholders and

customers and we will work hard to maintain your

confidence and support

We have dedicated team at Raser all of whom

are committed to executing the vision we have

laid out for the Company key component of

this vision involves growing our internal core

competencies on the resource management

side of the business We intend to enhance our

expertise in areas such as well field management
reservoir engineering and geology to ensure our

resource assessment and drilling programs are

managed competently and efficiently Another

key component of the Raser vision involves the

commitment to construct the above ground portion

of our future
projects on time and on budget We

will work with prominent EPC contractors as well

as equipment manufacturers to ensure our projects

are constructed to the highest of standards

While we have seen our share of challenges

at our first power plant Ihermo No am

happy to report
that the plant continues to run

very well At the time this letter went to print

the plant was selling more than six megawatts of

electricity to Anaheim California We continue to

make modifications to increase the output of the

plant and we hope these efforts will increase the

electricity available for sale generated by the plant

Rasers first geothermal power plant

$33 million US Treasury grant awarded to the

Thermo No project

Major construction completed in less than six

months

Bottom cycling cascading being added to some

generating units to increase overall plant output

One of the most exciting aspects of Raser is the

Companys impressive resource portfolio Raser has

geothermal interests in approximately 275000 acres

in Utah New Mexico Nevada and Oregon These

sites were selected after careful evaluation of data

obtained from previous drilling and exploration

activities We also have geothermal concession

giving us an interest in more than 100000 acres in

Indonesia

We are happy to report that we are moving

forward on our next project Lightning Dock

located in New Mexico This is one of the most

studied undeveloped geothermal resources in

the U.S Our next steps
involve re-drilling and

testing an existing
well at the site If this

testing is

favorable we intend to secure financing for the full

well field development of the project Ultimately

we believe the Lightning Dock site could support

15 megawatt plant

One of the biggest challenges in geothermal

power development is obtaining drilling

capital because drilling is the riskiest phase of

development In December 2009 we signed

commitment letter with Evergreen Clean Energy

Fund which we believe could provide source of

drilling capital for our immediate projects



Eighteen Projects and Prospect Areas in Development

Despite the many global difficulties in 2009

we were able to achieve the following significant

geothermal milestones

We began selling power to Anaheim CA from

Thermo No our first geothermal power plant

located in southern Utah

Thermo No was recognized as the Alternative

Energy Geothermal Power Plant of the Year

at the annual ELECTRIC POWER Conference

We amended the Thermo No financing

agreements to take advantage of available

federal grants

We leased additional geothermal interests for

potentialfuture development in Oregon and

Utah totaling more than 100000 acres

In addition to our operating power plant

Thermo No we have two projects in active

development and six projects in early stage

development We have also identified ten other

prospect areas with leases in hand and studies

underway These projects and additional ten

prospect areas are located in Utah New Mexico

Nevada and Oregon We made progress on

permitting at some of these sites in 2009 but

focused much of our attention and resources on

Therrno We intend to move forward on developing

additional projects and advancing prospect areas as

we secure financing

believe support for geothermal power

development and renewable energy in general

will continue to increase in the coming years

making Raser an increasingly attractive company

for investors The American Recovery and

Reinvestment Act of 2009 demonstrated the federal

governments willingness to support renewable

energy projects As part of the Recovery and

Reinvestment Act Raser received $33 million

grant for the Thermo No project in early 2010

We expect to apply for additional federal grants and

potentially loan guarantees in connection with the

financing arrangements for future projects

This is an exciting time for renewable energy

companies The demand is strong Currently 32

states and the District of Columbia have adopted

Renewable Portfolio Standards RPS and others

have stated goals to purchase more green energy

That is encouraging as we look for new markets to

deliver geothermal power

Operating Plants

Active Development Early Stage Projects

Prospect Areas

Potential International Projects

Secured Geothermal Resources

Evaluating Geothermal Resources
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No eglslation

Some have referred to geothermal power as the

sleeping giant As of 2008 the U.S produced

little over three thousand megawatts of geothermal

power The United States Geological Survey

estimates 13 western United States alone have

the potential to produce approximately 30000

megawatts of power

Much of the geothermal potential in the U.S

is expected to be in the low to mid-temperature

resources These
types

of resources require binary

closed-looped systems like what we have installed

at Thermo No

In 2008 the National Renewable Energy

Laboratory said this about low-temperature

geothermal resources in the U.S and the use of

modular power generating equipment

Small low-temperature power generation

units began to account for signiji cant portion of

the overall geothermal market trend expected to

continue for at least the next several years Modular

low-temperature electricity generation units gained

popularity These units have the potential to become

major contributor to the national geothermal

energy portfolio over the next few years

Raser is focused on these types of resources

which are abundant in the western United States

We recognize that these projects require

significant amounts of capital to develop Despite

the challenging economic conditions we were abJe

to raise $25.5 million in registered direct offerirìg

and later in early 2010 another $5 million through

private placement of preferred stock with Fletcher

Asset Management We believe these transactions

show the markets confidence in Raser and the

renewable space We also repaid portion of our

line of credit obtained from group of private

lenders In addition to more traditional forms of

financing we continue to look for creative ways

to fund our projects including drilling funds

joint ventures and government grants and loan

guarantees

20 by 2020



In 2009 we unveiled the electric Hummer H3E

demonstration vehicle at the Society of Automotive

Engineers SAE World Congress in Detroit MI
The plug-in hybrid electric PFIEV Hummer was

well received

few weeks later we showcased the H3E at the

New York Stock Exchange during an invitation to

Raser to ring the Opening Bell From there the

demonstration vehicle made stops in Washington

D.C Utah and California where Governor Arnold

Schwarzenegger test-drove the electric Hummer

and praised Rasers technology

Raser partnered with General Motors Hummer

division and FEV which integrated Rasers electric

powertrain technology into the H3E The vehicle is

designed to achieve 100 mpg Fully charged lithium

batteries have taken the vehicle over 40 miles

using less than 60% of the charge This technology

could bring significant savings to drivers since the

majority of Americans drive fewer than 40 miles

day

For long trips the PHEV has cylinder

gas powered engine that will kick in at about

40 miles to recharge the batteries Unlike other

companies focused on making smaller vehicles

more fuel efficient Raser is dedicated to providing

technologies that can make larger more desirable

vehicles including SUVs and pickup trucks fuel

efficient as well With Rasers PHEV technology

drivers can travel approximately 400 miles on

single tank of gas

Its no secret that 2009 was another

challenging year for the automotive industry

Despite the challenges we continue to pursue

joint ventures and other strategic partnerships

on the path to commercialization

As we have previously announced we

are currently evaluating the advantages

and disadvantages of possible business

separation involving our Transportation

and Industrial segment which may include

spinning off the Transportation and Industrial

business to our stockholders as separate

independent company We believe that

separation involving the Transportation and

Industrial business would facilitate the ability

to raise capital for both businesses including

the capital needed to further develop and

commercialize the Symetron familyof

technologies

As the new CEO of Raser Technologies

Id like to thank you for your support We

recognize the challenges Raser has faced

over the last year and appreciate your

commitment believe we are on the right

track and we will see increased value in the

Company as we execute our goals and

objectives

Nick Goodman

Chief Executive Officer

Raser Technologies

April 22 2010
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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON JUNE 2010

To our Stockholders

You are cordially invited to attend the 2010 Annual Meeting of Stockholders of Raser Technologies Inc

Delaware corporation the Company The meeting will be held at the Provo Marriott Hotel Conference

Center 101 West 100 North Provo Utah 84601 on Wednesday June 2010 for the following purposes

To elect two Class II directors to serve for three-year term that expires at the 2013 Annual Meeting of

Stockholders or until their successors have been duly elected and qualified

To ratify the appointment of Hem Associates LLP as our independent registered public accountants

for the fiscal year ending December 31 2010 and

To consider and transact such other business as may properly come before the Annual Meeting

including any motion to adjourn to later date to permit further solicitation of proxies if necessary or

before any adjournment thereof

The foregoing items of business are more fully described in the proxy statement accompanying this notice

The meeting will begin promptly at 230 p.m local time and check-in will begin at 200 p.m local time

Only holders of record of shares of Raser Technologies common stock NYSE RZ at the close of business on

Monday April 19 2010 are entitled to vote at the meeting and to notice of any postponements or adjournments

of the meeting

For period of at least 10 days prior to the meeting complete list of stockholders entitled to vote at the

meeting will be available and open to the examination of any stockholder for any purpose germane to the

meeting during normal business hours at our corporate headquarters located at 5152 North Edgewood Drive

Suite 200 Provo UT 84604

By order of the Board of Directors

/5/ Nicholas Goodman

Nicholas Goodman

Chief Executive Officer

Provo UT

April 29 2010

YOUR VOTE IS IMPORTANT

PLEASE SUBMIT YOUR PROXY AS PROMPTLY AS POSSIBLE

BY FOLLOWING THE INSTRUCTIONS ON THE ENCLOSED PROXY CARD

IMPORTANT NOTICE REGARDING AVAILABILITY OF PROXY MATERIALS FOR THE 2010 ANNUAL
MEETING OF STOCKHOLDERS TO BE HELD ON JUNE 2010

The notice of annual meeting of stockholders our proxy statement and annual report to stockholders on

Form 10-K are available at www.rasertech.comlannualreport2009
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RASER TECHNOLOGIES INC

PROXY STATEMENT

GENERAL INFORMATION

This proxy statement is being furnished to the stockholders of Raser Technologies Inc Delaware

corporation in connection with the solicitation of proxies by its Board of Directors The proxies will be used at

our 2010 Annual Meeting of Stockholders to be held at the Provo Marriott Hotel Conference Center 101 West

100 North Provo Utah 84601 beginning at 230 p.m on Wednesday June 2010 and at any postponements

or adjournments thereof This proxy statement contains important information regarding the meeting

Specifically it identifies the matters upon which you are being asked to vote provides information that you may
find useful in determining how to vote and describes the voting procedures

Our Board of Directors is soliciting your proxy to vote your shares at the Annual Meeting We will bear the

cost of the solicitation including the cost of the preparation assembly printing and where applicable mailing of

this proxy statement the proxy card the notice of internet availability of proxy materials Notice of Internet

Availability and any additional information furnished to our stockholders In addition to solicitation by mail

certain of our directors officers and employees may without extra compensation solicit proxies by telephone

facsimile electronic means and personal interview Upon request we will also reimburse brokerage houses and

other custodians nominees and fiduciaries for forwarding proxy solicitation materials to the beneficial owners of

Raser common stock

We use several abbreviations in this proxy statement We may refer to our company as Raser the

Company we our or us The term proxy materials includes this proxy statement and our Annual

Report on Form 10-K for the year ended December 31 2009 Our Annual Report on Form 10-K was filed with

the U.S Securities and Exchange Commission the SEC on March 18 2010 If you requested paper copy of

these materials by mail the proxy materials also include proxy card or voting instruction card for the Annual

Meeting The term meeting means our 2010 Annual Meeting of Stockholders

The Notice of Internet Availability and the proxy materials are first being made available on or about

April 30 2010 tostockholders of record and beneficial owners who owned shares of our common stock at the

close of business on April 19 2010 the Record Date

INTERNET AVAILABILITY OF PROXY MATERIALS

In accordance with rules of the SEC we have elected to furnish proxy materials including this proxy

statement and our Annual Report to Stockholders for the year ended December 31 2009 to our stockholders by

providing access to such documents on the Internet instead of mailing printed copies Stockholders who receive

Notice of Internet Availability will not receive printed copy of the proxy materials unless they request one

Instead the Notice of Internet Availability contains instructions on how stockholders can access and review our

proxy materials on the Internet The Notice of Internet Availability also instructs stockholders on how to vote

through the Internet or by telephone Some stockholders in accordance with their prior requests will be mailed

paper copies of our proxy materials and proxy card or voting form

Internet distribution of our proxy materials is designed to expedite receipt by stockholders lower the cost of the

Annual Meeting and conserve natural resources However if you would prefer to receive printed proxy materials

please follow the instructions included in the Notice of Internet Availability



QUESTIONS AND ANSWERS CONCERNING THIS SOLICITATION

AND VOTING AT THE ANNUAL MEETING

When and where is the meeting The meeting will be held on Wednesday June 2010

beginning at 230 p.m at the Provo Marriott Hotel

Conference Center 101 West 100 North Provo Utah

8460 Check-in will begin at 200 p.m local time

What is the purpose of the annual meeting At our meeting stockholders of record will vote upon the

matters outlined in the notice of meeting including the

election of two Class II directors the ratification of

Hem Associates LLP as our independent registered

public accounting firm and consideration of any other

matters properly presented at the Annual Meeting in

accordance with our Bylaws The Board is not aware of

any other matters to be presented at the meeting In

addition management will report on the performance of

the Company and respond to questions from stockholders

following the adjournment of the formal business at the

Annual Meeting

Who is entitled to attend the meeting You are entitled to attend the meeting only if you were

Raser stockholder or joint holder of record as of the

close of business on the Record Date or if you hold

valid proxy for the meeting You should be prepared to

present photo identification for admittance

Please also note that if you are not stockholder of record

but hold shares in street name that is through broker or

nominee you will need to provide proof of beneficial

ownership as of the Record Date such as your most recent

brokerage account statement prior to the Record Date

copy of your Notice of Internet Availability or voting

instruction card as applicable provided by your broker

trustee or nominee or other similar evidence of

ownership If you do not provide photo identification or

comply with the other procedures outlined above upon

request you will not be admitted to the meeting

Who is entitled to vote at the meeting Only stockholders of record who owned Raser common

stock at the close of business on the Record Date are

entitled to notice of and to vote at the meeting and at any

postponements or adjournments thereof The stockholders

of record who owned Raser preferred stock are not

entitled to notice of or to vote at the meeting

As of the Record Date 88360007 shares of Raser

common stock were outstanding You will have one vote

at the meeting for each share of Raser common stock you

owned as of the Record Date Accordingly there are

maximum of 88360007 votes that may be cast at the

meeting



How many shares must be present or represented The presence at the meeting in
person or by proxy of the

to conduct business at the meeting that is what holders of one-half of the voting power of the outstanding

constitutes quorum shares of Raser common stock entitled to vote at the

meeting will constitute quorum quorum is required to

conduct business at the meeting The presence of the

holders of Raser common stock representing at least

44180004 shares present in person or represented by

proxy will be required to establish quorum at the

meeting Both abstentions and broker non-votes are

counted for the purpose of determining the presence of

quorum but will not be included in vote totals and will not

affect the outcome of the vote

To elect two Class II directors to serve for three-

year term that expires at the 2013 Annual Meeting of

Stockholders or until their successors have been duly

elected and qualified

To ratify the appointment of Hem Associates LLP

as our independent registered public accountants for

the fiscal year ending December 31 2010 and

To consider and transact such other business as may

properly come before the Annual Meeting including

any motion to adjourn to later date to permit further

solicitation of proxies if necessary or before any

adjournment thereof

These proposals are described more fully below in these

proxy materials As of the date of this proxy statement the

only business that our Board of Directors intends to

present or is aware that others will present at the meeting

is as set forth in this proxy statement If any other matter

or matters are properly brought before the meeting it is

theintention of the persons who hold proxies to vote the

shares they represent in accordance with their best

judgment

Our Board of Directors recommends that you vote your

shares FOR each of the director nominees and FOR
the ratification of the appointment of Hem Associates

LLP as our independent registered public accountants for

the 2010 fiscal year

You may vote all shares of Raser common stock owned by

you as of the Record Date including shares held

directly in your name as the stockholder of record and

shares held for you as the beneficial owner through

broker trustee or other nominee such as bank but only

as described below

What items of business will be voted on at the

meeting

The items of business scheduled to be voted on at the

meeting are as follows

How does the Board of Directors recommend that

vote

What shares can vote at the meeting



What is the difference betveen holding sharesas Most Raser stockholders hold their shares through

stockholder of record and as beneficial owner broker or other nominee rather than directly in their own

name As summarized below thereare some distinctions

between shares held of record and those owned

beneficially and the Notice of Internet Availability or

proxy materials are being forwarded to you by your broker

or nominee

Stockholders of Record If your shares are registered

directly in your name with our transfer agent Interwest

Transfer Company Inc you are considered with respect

to those shares the stockholder of record and the Notice

of Internet Availability or these proxy materials are being

sent directly to you by us As the stockholder of record

you have the right to grant your voting proxy directly to

Raser or to vote in person at the meeting

Beneficial Owner If
your shares are held in brokerage

account or by another nominee you are considered the

beneficial owner of shares held in street name and the

Notice of Internet Availability or these proxy materials are

being forwarded to you by your broker or nominee which

is considered with respect to those shares the stockholder

of record As the beneficial owner you have the right to

direct your broker trustee or nominee how to vote and are

also invited to attend the annual meeting Please note that

since beneficial owner is not the stockholder of record

you may not vote these shares in
person at the meeting

unless you obtain legal proxy from the broker trustee

or nominee that holds
your shares giving you the right to

vote the shares at the meeting Your broker trustee or

nominee has provided voting instructions for you to use in

directing the broker trustee or nominee how to vote your

shares

How can access the proxy materials over the Your Notice of Internet Availability proxy card or voting

Internet instruction card as applicable contains instructions on

how to

view our proxy materials for the Annual Meeting on

the Internet and

instruct us to send our future proxy materials to you

electronically by e-mail

If you choose to access future proxy materials

electronically you will receive an e-mail with instructions

containing link to the website where those matenals are

available and link to the proxy voting website Your

election to access proxy materials by mail will remain in

effect until you terminate it



What different methods can use to vote We are offering the following methods of voting

Voting In-Person

Stockholders of Record Shares held directly in your name

as the stockholder of record may be voted in person at the

Annual Meeting If you choose to vote in person at the

Annual Meeting please bring your Notice of Internet

Availability or proxy card as applicable or personal

identification

Street Name Shares held in street name may be voted in

person by you only if you obtain legal proxy from the

stockholder of record giving you the right to vote your

beneficially owned shares

Voting via the Internet

Shares may be voted via the Internet at

www.proxyvote.com Your voting instructions will be

accepted up until 1159 p.m Eastern Time on June

2010 Have your
Notice of Internet Availability or proxy

card in hand when you access the website and follow the

instructions to obtain your records and to create an

electronic voting instruction form

Voting via Telephone

Shares may be voted via any touch-tone telephone at

1-800-454-8683 Your voting instructions will be accepted

up until 1159 p.m Eastern Time on June 82010 Have

your Notice of Internet Availability or proxy card in hand

when you call and then follow the instruction given

Voting via Mail

If you requested paper proxy card your
shares may be

voted via mail by marking signing and dating your proxy

card and returning it to Vote Processing do Broadridge

51 Mercedes Way Edgewood New York 11717

EVEN IF YOU CURRENTLY PLAN TO ATTEND THE

ANNUAL MEETING WE RECOMMEND THAT YOU

ALSO SUBMIT YOUR PROXY AS DESCRIBED

ABOVE SO THAT YOUR VOTE WILL BE COUNTED

IF YOU LATER DECIDE NOT TO ATTEND THE

MEETING SUBMITTING YOUR PROXY VIA

INTERENT TELEPHONE OR MAIL DOES NOT

AFFECT YOUR RIGHT TO VOTE IN PERSON AT

THE ANNUAL MEETING



Can change my vote after submitting my proxy If you are stockholder of record you may revoke

previously submitted proxy at any time before the polls

close at the Annual Meeting by

voting again by telephone or through the Internet

prior to 1159 p.m Eastern Time on June 2010

requesting completing and mailing in paper proxy

card as outlined in the Notice of Internet

Availability

giving written notice of revocation to our Corporate

Secretary by mail to Corporate Secretary 5152 North

Edgewood Drive Suite 200 Provo Utah 84604 or by

facsimile at 801 374-3344 or

attending the Annual Meeting and voting in person

Attending the Annual Meeting will not by itself have the

effect of revoking previously submitted proxy If you are

street name holder you must follow the instructions on

revoking your proxy if any provided by your bank or

broker

Who can help answer my questions If you have any questions about the meeting or how to

vote or revoke your proxy please contact

Richard Clayton

Executive Vice President General Counsel

and Secretary

Raser Technologies Inc

5152 North Edgewood Drive Suite 200

Provo Utah 84604

Phone 1-801-765-1200

If you need additional copies of this proxy statement or

voting materials please contact Richard Clayton

General Counsel and Secretary as described above or

send an e-mail to info@rasertech.com

What vote is required to approve each item and The vote required to approve each item of business and

how are votes counted the method for counting votes is set forth below

Election of Directors The two Class II director

nominees receiving the highest number of affirmative

FOR votes at the meeting plurality of votes cast will

be elected to serve as Class II directors You may vote

either FOR or WITHHOLD your vote for the director

nominees properly executed proxy marked

WITHHOLD with respect to the election of one or more

directors will not be voted with respect to the director or

directors indicated although it will be counted for

purposes
of determining whether there is quorum



All Other Items For each of the other items of business

the affirmative FOR vote of majority of the shares

represented in person or by proxy and entitled to vote on

the item will be required for approval

You may vote FOR AGAINST or ABSTAIN for

these items of business If you ABSTAIN your

abstention has the same effect as vote AGAINST

If you provide specific instructions with regard to certain

items your
shares will be voted as you instruct on such

items If you sign your proxy card or voting instruction

card without giving specific instructions your shares will

be voted in accordance with the recommendations of the

Board of Directors FOR all of the Companys nominees

to the Board of Directors FOR ratification of the

appointment of Hem Associates LLP as our

independent registered public accountants for the 2010

fiscal year and in the discretion of the proxy holders on

any other matters that properly come before the meeting

or any adjournment or postponement thereof

What is broker non-vote Under the rules that govern brokers who have record

ownership of shares that are held in street name for their

clients who are the beneficial owners of the shares

brokers have the discretion to vote such shares on routine

matters such as ratification of the appointment of

independent accountants but not on non-routine matters

such as election of directors and stockholder proposals

Thus if you do not otherwise instruct your broker the

broker may turn in proxy card voting your shares FOR
routine matters but not non-routine matters broker

non-vote occurs when broker expressly instructs on

proxy card that it is not voting on matter whether

routine or non-routine

How are broker non-votes counted Broker non-votes will be counted for the purpose of

determining the
presence or absence of quorum for the

transaction of business but they will not be counted in

tabulating the voting result for any particular proposal

How are abstentions counted If you return proxy card that indicates an abstention

from voting in all matters the shares represented will be

counted for the purpose of determining both the presence

of quorum and the total number of votes cast with

respect to proposal other than the election of directors

but they will not be voted on any matter at the meeting In

the absence of controlling precedent to the contrary we

intend to treat abstentions in this manner Accordingly

abstentions will have the same effect as vote

AGAINST proposal



Other than the items of business described in this proxy

statement we are not aware of any other business to be

acted upon at the annual meeting If you grant proxy the

persons named as proxy holders Nicholas Goodman our

Chief Executive Officer or John Peny our Chief

Financial Officer will have the discretion to vote your

shares on any additional matters properly presented for

vote at the meeting If for any unforeseen reason any of

our nominees is not available as candidate for director

the persons named as proxy holders will vote your proxy

for such other candidate or candidates as may be

nominated by our Board of Directors

Who will serve as inspector oI election We expect Richard Clayton our Executive Vice

President General Counsel and Secretary to tabulate the

votes and act as inspector of election at the meeting

What should do in the event that receive more You may receive more than one Notice of Internet

than one Notice of Internet Availability or more Availability or more than one set of these proxy

than one set of proxy materials solicitation materials including multiple copies of this

proxy statement and multiple proxy cards or voting

instruction cards For example if you hold your shares in

more than one brokerage account you may receive

separate Notice of Internet Availability or voting

instruction card for each brokerage account in which you

hold shares If you are stockholder of record and your

shares are registered in more than one name you will

receive more than one Notice of Internet Availability or

proxy card Please utilize each Notice of Internet

Availability or complete sign date and return each Raser

proxy card and voting instruction card that you receive to

ensure that all your shares are voted

We intend to announce preliminary voting results at the

meeting We will report final results at

www.rasertech.com and in Form 8-K filed within four

business days after our 2010 Annual Meeting of

Stockholders

As stockholder you may be entitled to present proposals

for action at future meeting of stockholders

Stockholder Proposals For stockholder proposal to be

considered for inclusion in the Raser proxy statement for

the annual meeting to be held in 2011 the written

proposal must be received by the Corporate Secretary of

Raser at our principal executive offices no later than

December 31 2010 If the date of next years annual

meeting is moved more than 30 days before or after the

anniversary date of this years annual meeting the

deadline for inclusion of proposals in the Raser proxy

statement is instead reasonable time before Raser begins

to print and mail its proxy materials

What happens if additional matters are presented

at the meeting

Where can Ifind the voting results of the

meeting

What is the deadline to propose actions for

consideration at next years annual meeting of

stockholders or to nominate individuals to serve as

directors



Such proposals also must comply with the requirements of

Rule 14a-8 of the Securities Exchange Act of 1934 as

amended the Exchange Act and any other applicable

rules established by the SEC Proposals should be

addressed to

Corporate Secretary

Raser Technologies Inc

5152 North Edgewood Drive Suite 200

Provo UT 84604

For stockholder proposal that is not intended to be

included in the Raser proxy statement in accordance with

Rule 14a-8 the stockholder must give timely notice to the

Corporate Secretary of Raser To be considered timely the

notice must be received by the Corporate Secretary of

Raser at our principal executive offices no later than

March 2011 If the date of next years annual meeting is

moved more than 30 days before or after the anniversary

date of this years annual meeting then notice of

stockholder proposal that is not intended to be included in

the Raser proxy statement under Rule 14a-8 for such

future meeting must be received within reasonable time

before Raser begins to print and mail its proxy materials

How may communicate with the Board of Stockholders may address inquiries to any of Raser

Directors of Raser or the non-management directors or to the full Board of Directors by writing to

directors on the Raser Board of Directors Raser Technologies Inc Attn Corporate Secretary 5152

North Edgewood Drive Suite 200 Provo Utah 84604

Each communication from stockholder should include

the following information in order to permit stockholder

status to be confirmed and to provide an address to

forward response if deemed appropriate the name

mailing address and telephone number of the stockholder

sending the communication and ii if the stockholder is

not record holder of our common stock the name of the

record holder of our common stock must be identified

along with the stockholder Our Corporate Secretary will

forward all appropriate communication to the Board of

Directors or individual members of the Board of Directors

specified in the communication Communications

intended for non-management directors should be directed

to the Chairperson of the Nominating and Governance

Committee at the Companys address listed above



VOTING SECURITIES AND PRINCIPAL HOLDERS THEREOF

Security Ownership of Certain Beneficial Owners

Common Stock

The following tables set forth as of March 31 2010 certain information regarding beneficial ownership of

our common stock by each person or entity who is known by us to own beneficially more than 5% of the

outstanding shares of common stock ii each of our directors iiieach of our named executive officers and

iv all of our current directors and executive officers as group As of March 31 2010 we had one class of

voting securities that consisted of 79873315 shares of our common stock issued and outstanding In computing

the number and percentage of shares beneficially owned by person shares of common stock that person has

right to acquire within sixty 60 days of March 31 2010 pursuant to options warrants or other rights are

counted as outstanding while these shares are not counted as outstanding for computing the percentage

ownership of any other person The following tables are based upon information supplied by directors officers

and principal stockholders and reports filed with the SEC

Amount and Nature of

Title of Class Name and Address of Beneficial Owner Beneficial Ownership Percent of Class

Common Stock Kraig Higginson 101300991 12.4%

5152 Edgewood Dr Suite 200

Provo Utah 84604

Common Stock Fletcher International Ltd 87761902 9.9%

48 Wall Street 5th Floor

New York New York 10005

Common Stock Jack Kerlin 40179523 5.0%

5152 Edgewood Dr Suite 200

Provo Utah 84604

Consists of 5615600 shares held in the name of Higginson Family Investments LLC 1835954 shares

held in the name of Radion Energy LLC 490650 shares held in the name of Jeanette Higginson 629772
shares held in street name and 500000 shares held in the name of HP Fund LLC each of which are

deemed to be controlled by Mr Higginson Includes options to purchase 12500 shares of our common stock

exercisable within 60 days of March 31 2010 by Mr Higginson Also includes warrants held by Radion

Energy LLC at March 31 2010 to acquire up to 1045623 shares of our common stock at an exercise price

of $6.00 per share The options and warrants are also deemed to be controlled by Mr Higginson

As reported on Schedule 13G/A filed by Fletcher International Ltd on February 16 2010 Fletchers

ownership consists of 7875190 beneficially owned shares On November 14 2008 in connection with our

$20.0 million equity financing with Fletcher we issued warrants to Fletcher to acquire shares of our

common stock in an aggregate value of up to $20.0 million that may not exceed 7458532 shares of our

common stock at an exercise price of the lesser of $6.00 per share or the 40-day volume weighted

average price less $.60 per
share In accordance with the anti-dilution provision in the warrant agreement

in November 2009 we issued to Fletcher 445901 shares of our common stock and in March 2010 we
issued an additional 218189 shares of our common stock At March 31 2010 the beneficial ownership

included warrants to acquire 6794442 shares at an exercise price equal to the 40 day volume weighted-

average price less $.60 per share which equaled $0.41 On April 2010 Fletcher exercised the warrant

and we issued the remaining 6794442 shares of our common stock to Fletcher to satisfy the terms of the

warrant On February 2010 in connection with our $5.0 million equity financing with Fletcher we issued

5000 preferred shares convertible into shares of our common stock at conversion price of $5.00 per
share

The shares may also be redeemed at the sole discretion of Fletcher on the earlier of the date when our stock

price reaches $2.00 per share July 28 2010 or the date on which change in control is announced The

preferred stock may be redeemed at the greater of the 40-day volume weighted average price three

business days prior to conversion or $1.22 per share The total number of common shares that may be
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issued upon conversion of the preferred stock is limited so that the total beneficial ownership by Fletcher in

the Company does not exceed 9.90% Accordingly Fletchers beneficial ownership also includes 901000

shares of our common stock that are convertible from our preferred stock held by Fletcher as of March 31

20 10

Consists of 2096226 shares held in the name of the Lorisa Kerlin Trust DTD and 1921726 share held in

the name of the Jack Kerlin Trust DTD each of which are deemed to be controlled by Mr Kerlin

Series 1-A Convertible Preferred Stock

The following tables set forth as of March 31 2010 certain information regarding beneficial ownership of

our Series 1-A convertible preferred stock Preferred Stock by each person or entity who is known by us to

own beneficially more than 5% of the outstanding shares of Preferred Stock ii each of our directors iiieach

of our named executive officers and iv all of our current directors and executive officers as group As of

March 31 2010 we had one class of Preferred Stock that does not contain general voting rights which consisted

of 5000 shares of our Preferred Stock issued and outstanding In computing the number and percentage of shares

beneficially owned by person shares of Preferred Stock that person has right to acquire within sixty

60 days of March 31 2010 pursuant to options warrants or other rights are counted as outstanding while these

shares are not counted as outstanding for computing the percentage ownership of any other person The following

tables are based upon information supplied by directors officers and principal stockholders and reports filed with

the SEC

Amount and Nature of

Title of Class Name and Address of Beneficial Owner Beneficial Ownership Percent of Class

Series 1-A Preferred Stock Fletcher International Ltd 190001 100%

48 Wall Street 5th Floor

New York New York 10005

On February 2010 in connection with our $5.0 million equity financing with Fletcher we issued 5000

preferred shares convertible into shares of our common stock at conversion price of $5.00 per share The

shares may also be redeemed at the sole discretion of Fletcher on the earlier of the date when our stock

price reaches $2.00 per share July 28 2010 or the date on which change in control is announced The

preferred stock may be redeemed at the greater of the 40-day volume weighted average price three

business days prior to conversion or $1.22 per share Also includes preferred warrants held by Fletcher

to purchase up to 14000 preferred shares convertible into shares of our common stock exercisable within

60 days of March 31 2010 The preferred warrants are exercisable from time to time in full or in part in two

tranches of up to 7000 shares of preferred stock at an exercise price of $1000 per share of preferred stock

subject to adjustment for up to $7.0 million for each tranche The right of the holder of the preferred

warrants to exercise the second tranche is independent of the exercise if any of the first tranche The first

tranche of up to 7000 shares of preferred
stock for up to $7.0 million will beginning on February 2010

be exercisable on or before August 2010 subject to extension under certain circumstances so long as the

Prevailing Market Price as defined in the Certificate of Rights and Preferences of Series A-i Cumulative

Preferred Stock rises above $2.00 per share during such period Otherwise the first tranche of up to 7000

shares of preferred stock for up to $7.0 million will beginning on February 2010 be exercisable on or

before February 2011 subject to extension under certain circumstances The second tranche of up to

$7.0 million will beginning on February 2010 be exercisable on or before February 2011 subject to

extension under certain circumstances so long as the Prevailing Market Price rises above $2.00 per share

during such period Otherwise the second tranche of up to 7000 shares of preferred stock for up to $7.0

million will beginning on February 2010 be exercisable on or before February 2013 subject to

extension under certain circumstances
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Security Ownership of Management and Directors

Lessthanl%

Consists of 615 600 shares held in the name of Higginson Family Investments LLC 835 954 shares

held in the name of Radion Energy LLC 490 650 shares held in the name of Jeanette Higginson 629 772

shares held in street name and 500000 shares held in the name of HP Fund LLC each of which are

deemed to be controlled by Mr Higginson Includes options to purchase 12500 shares of our common stock

exercisable within 60 days of March 31 2010 by Mr Higginson Also includes warrants held by Radion

Energy LLC at March 31 2010 to acquire up to 1045623 shares of our common stock at an exercise price

of $6.00 per share The options and warrants are also deemed to be controlled by Mr Higginson

Consists of 600 shares held in the name of Mr Clayton 250 shares held in the name of Gissa Clayton each

of which are deemed to be controlled by Mr Clayton Also includes options to purchase 114050 shares of

our common stock exercisable within 60 days of March 31 2010 by Mr Clayton

Consists of 21775 shares held in the name of Reynoldand Wendy Roeder JTWROS and 2000 shares

held in street name each of which re deemed to be controlled by Mr Roeder Also includes options to

purchase 73750 shares of our common stock exercisable within 60 days of March 31 2010 by Mr Roeder

Consists of 4000 shares held in street name by Mr Perriton Also includes options to purchase 70000
shares of our common stock exercisable within 60 days of March 31 2010 by Mr Perriton

Consists of 32800 shares held by Mr Herickhoff and 5000 shares held in street name each of which are

deemed to be controlled by Mr Herickhoff Also includes options to purchase 34583 shares of our common
stock exercisable within 60 days of March 31 2010 by Mr Herickhoff

Includes options to purchase 64800 shares of our common stock exercisable within 60 days of March 31
2010 by Mr Brown

Consists of 32800 shares held in the name of Mr Markowitz and 4000 shares held in street name each of

which are deemed to be controlled by Mr Markowitz Also includes options to purchase 16250 shares of

our common stock exercisable within 60 days of March 31 2010 by Mr Markowitz

Includes options to purchase 19047 shares of our common stock exercisable within 60 days of March 31
2010 by Mr Goodman

Consists of 9500 shares held in the name of Mr Doughman Also includes options to purchase 6250 shares

exercisable within 60 days of March 31 2010 by Mr Doughman

No shares of Preferred Stock are owned by members of our Board of Directors or by executive

management

Changes in Control

To the knowledge of the Companys management there are no present arrangements or pledges of the

Companys securities which may result in change of control

Title of Class Name of Beneficial Owner

Common Stock Kraig Higginson

Common Stock Richard Clayton

Common Stock Reynold Roeder

Common Stock Alan Perriton

Common Stock James Herickhoff

Common Stock Steven Brown

Common Stock Barry Markowitz

Common Stock Nicholas Goodman

Common Stock Scott Doughman
Common Stock John Perry

All Directors and Executive Officers as Group

Amount and Nature of

Beneficial Ownership Percent of Class

101300991 12.4%

1139002

950253

740004

723835

648006
530507

190478

157509

10638054 13.0%
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SECTION 16a BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16a of the Exchange Act requires our officers and directors and persons who own more than 10%

of our common stock to file reports of ownership and changes in ownership with the SEC Executive officers

directors and greater than 10% stockholders are required by the SEC regulations to furnish us with copies of all

Section 16a forms they file Based solely on our review of the copies of such formsthat we have received or

written representations from reporting persons we believe that during the fiscal year ended December 31 2009

all executive officers directors and greater than 10% stockholders complied with all applicable filing

requirements except for the following

Number of

Transactions that were

Number of not Reported on Any Known Failure to

Name Late Reports Timely Basis File Required Form

Kraig Higginson

Scott Doughman

Barry Markowitz

James Herickhoff

DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth the name age and position of each executive officer and each current director

of Raser and the period during which each has served as director of Raser Information as to the stock

ownership of each of our directors and all of our current executive officers is set forth above Information as to

the stock ownership of each of our directors and all of our current executive officers is set forth above under

Voting Securities and Principal Holders Thereof

To our knowledge there are no family relationships between any director and executive officer

Director

Name Position Age Since

Kraig Higginson Executive Chairman of the Board of Directors Class III Director 55 2003

Nicholas Goodman Chief Executive Officer principal executive officer Class II 41 2010

Director

Scott Doughman Class III Director 42 2008

James Herickhoff Class II Director 67 2005

Reynold Roeder Class Director 51 2005

Barry Markowitz Class Director 68 2005

Alan Perriton Class Director 64 2005

John Peny Chief Financial Officer principal financial and accounting officer 44

Richard Clayton Executive Vice President General Counsel and Secretary 54

Steven Brown Executive Vice President of Construction 52

Mr Goodman began employment as Chief Executive Officer on January 25 2010 On Apnl 22 2010 the

Board of Directors appointed Mr Goodman as Class II Director to fill the vacancy resulting frOm the

resignation of Mr Cook on August 2009

Mr Perry began employment on March 10 2010 Hisduties as Chief Financial Officer started on March 23

2010 Mr Perry succeeded Martin Petersen who resigned effective January 15 2010 Since Mr Perry did

not assume his duties as Chief Financial Officer until after our December31 2009 Annual Report on

Form 10-K was issued Mr Clayton certified the December 31 2009 Form 10-K as the Principal Financial

Officer
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The information presented below for each of our directors includes the specific experience qualifications

attributes and skills that led us to the conclusion that such director should be nominated to serve on our Board of

Directors in light of our business The information is current as of April 29 2010

Kraig Higginson Mr Higginson has served as Chairman of the Board of Directors since October 2003

He has also served as the Companys President from October 2003 to March 2004 and as the Companys Chief

Executive Officerfrorn March 2004 to January 2005.Mr Higginson founded American Telemedia Network

Inc publicly-traded corporation that developed nationwide satellite network of data and audio-visual

programming He served as President and Chief Executive Officer of Telemedia Network from 1984 through

1988 From 1988 through 2002 Mr Higginson worked as business consultant through Lighthouse Associates

an entity he controls We believe that Mr Higginson unique
role in the history and development of our

Company his extensive management and consulting background as well as his proven skill in leadership and

strategic development support the conclusion that he should serve as one of our directors

Scott Doughman Mr Doughman has served as director of Raser since May 200 Mr Doughman is

currently Partner with Banyan Venture Partners which he joined in 2009 He was previously with Daniels

Capital from 2006 to 2008 prior to which he led Corporate Development for the Higher Education and Public

Sector Division of SunGard Data Systems Inc based in Philadelphia Pennsylvania from 2004 to 2006

Mr Doughman played an active role in the 2005 leveraged buyout of SunGard led by Silver Lake Partners for

$11.3 billion and has been involved in numerous merger and acquisition transactions in the software and

services industry Prior to SunGard he was Senior Vice President of Corporate Development for Systems

Computer Technology Corporation SCT from 2002 to 2004 where he was responsible for strategic planning

and business development Prior to SCT Mr Doughman was Vice President of Corporate Development for

Campus Pipeline from 2000 to 2002 venture backed software company based in Salt Lake City Utah Senior

Director of StrategicPlanning forKinkos Corporate Offices from 1998 to 2000 in VenturaCalifomia Senior

Associate for Booz Allen and Hamilton from 1996 to 1998 in San Francisco California Associate for Fidelity

Investments in 1995 in Boston Massachusetts and Senior Consultant for Price Waterhouse from 1992 to 1994 in

New York City New York Mr Doughman received BS in Electrical Engineering from BYU anMBA from

the Wharton School at the University of Pennsylvania and executive education in MA from Stanford

University We believe that Mr Doughman significant experience in strategy and finance including his

background in private equity and management consulting as well as his broad management experience support

the conclusion that he should serve as one of our directors

Reynold Roeder Mr Roeder has served as director of Raser since October 2005 and serves on the Audit

Committee Chairman Since 2004 until present he has served as Chief ExecUtive Officer and Co-Owner of

LECTRIX LLC North American developer of merchant electrical transmission projects From 2006 to his

retirement in November of 2008 Mr Roeder was founder and most reºently the CEO of United Fund Advlsors

LLC an investment bank specializing in New Market Tax Credit and tax-advantaged energy transactions Upon
retirement from United Fund Advisors Mr Roeder has been active as the founder and CEO of Roeder

Company LLC community development entity certified by the U.S Treasury and engaged in tax advantaged

transactions and advisory services Mr Roeder also serves as Chief Operating Officer of Northwest Renewable

LLC company currently developing biomass projects in the State of Washington From 1981 to 1990 he held

various positions with Deloitte Touche and held CPA certifications in the states of Oregon New York and

California Mr Roeder left public accounting to join PacifiCorp Financial Services Inc in 1990 and held

various officer positions including Assistant Controller Controller and Vice President Mr Roeder

responsibilities at PacifiCorp Financial Services included compliance and SEC reporting Mr Roeder served as

director of Terra Systems Inc from May 2007 until May 2009 We believe that Mr Roeder extensive

background in accounting and finance as well as his strong management and leadership skills support the

conclusion that he should serve as one of our directors

Barry Markowitz Mr Markowitz has served as director of Raser since November 2005 and serves on

the Audit Nominating and Governance and Compensation Committees He retired in December 2004 from
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serving as president of DTE Energy Services sister company to Detroit Edison and subsidiary of DTE

Energy While at DTE Energy Services Mr Markowitz helped to successfully acquire and integrate several

businesses and executed major transactions with firms such as General Motors DaimlerChrysler Ford Duke

Energy Kimberly Clark and US Steel Prior to his position.at DTE Energy Services Mr Markowitz was Vice

President for the Bechtel Group of Companies focusing on power industry engineering and construction

Mr Markowitz served as director of Earthfirst Technologies from September 2005 until March 2007 We
believe that Mr Markowitzs significant experience within the energy industry his proven skill in negotiating

large transactions as well as his proven leadership and business capabilities support the conclusion that he

should serve as one of our directors

Alan Perriton Mr Perriton has served as director of the Company since January 2006 Mr Perriton

spent over 34 years with General Motors in various management roles including executive management

assignments in the United States and Asia Since July 2007 to present he has been serving as Mission President

for The Church of Jesus Christ of Latter-day Saints in Korea Mr Perriton was also Executive in Charge of

Strategic Alliances and New Business Development for General Motors Asia Pacific He held several key

procurement management positions within General Motors In addition he was named Advisor Materials

Management for GM Toyota joint venture New United Motor Manufacturing Inc NUMMI He subsequently

became part of the initial team to create the newly formed Saturn division of General Motors in 1985 and held

responsibility as President of General Motors Korea from 1996 through 2001 Mr Perriton currently serves on

the Brigham Young University Marriott School of Management National Advisory Council and is member of

the U.S Korea business Advisory Council We believe that Mr Perriton extensive management experience at

General Motors large public company his valuable experience in business development and strategic alliances

in GMs foreign divisions as well as his board-level management experience support the conclusion that he

should serve as one of our directors

John Perry Mr Perry began employment on March 10 2010 His duties as Chief Financial Officer began

on March 22 2010 Mr Perry served as President and Chief Executive Officer of Nord Resources Corporation

copper mining company with totalassets in excess of $50 million from 2007 until 2010 From 2005 until 2007

Mr Perry served as Chief Financial Officer Senior Vice President Secretary and Treasurer of Nord Resources

Corporation Mr Peny was Vice PresidentDirector with CB Richard Ellis International Mining and Metals

Group from 2003 to 2005 Prior to that he held various positions with BHP Billiton Base Metals and BHP

Copper Inc including Vice President Finance with BHP Billiton Base Metals from 2002 to 2003 President

BHP Copper Inc from 1999 to 2002 and Vice President Finance and Administration for BHP Copper Inc He is

Certified Public Accountant and holds an undergraduate degree in Accounting and Finance as well as an MBA
from the University of Arizona Mr Perry has served as director of Homeland Uranium Incorporated since

March 2008 and as director of Geovic Mining Company since June 2009

Richard Clayton Mr Clayton has served as Executive Vice President General Counsel and Secretary

since March 2007 From August 2009 until January 2010 Mr Clayton also served as Interim Principal Executive

Officer during the interim time necessary to successfully complete our search for our Chief Executive Officer

and then as Interim Principal Financial Officer until March 22 2010 From 2001 to 2007 Mr Clayton practiced

corporatelaw with Holland Hart LLP specializing inmergers and acquisitions corporate finance and

corporate governance He also served as member of the board of directors and executive vice president of

Geneva Steel Company NYSE listed where his responsibilities included corporate finance capital projects

energy and environmental matters Mr Clayton received BS degrees in accounting and finance from the

University of Utah and JD degree from the University of Utah

Steven Brown Mr Brown joined Raser in January 2007 as Vice President of Construction and has an

extensive background in the start-up of technology based companies and project management of complicated and

diverse projects In May 2008 Mr Brown was promoted to Executive Vice President of Construction From June

2000 until he joined Raser he was the owner operator of Construction Management Services Inc where he

provided consulting services to government agencies private owners banks law firms and contractors
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throughout the United States These services included engineering construction management on-site owner

representation cost estimating scheduling and construction claim litigation preparation and expert witness

testimony Mr Brown also served as Senior Vice President at Headwaters and was responsible for the

development construction and operations of twenty-four synthetic facilities from 1995 to 2000 The facilities

were constructed over two year period with an investment of $310 million and will generate $2.5 billion of

Section 29 tax credits over the ten year period of their operations Mr Brown also served on Headwaters board

of directors and assisted in the formulation and implementation of Headwaters technology licensing strategy

Mr Brown has also been involved with new business development operations financial analysis and business

plan development in the telecommunications mining engineering and construction industries Mr Brown

received his Bachelor of Science in Civil Engineering and Masters of Business Administration from Brigham

Young University

Class II Director Nominees

Nicholas Goodman Mr Goodman began serving as Chief Executive Officer on January 25 2010 On

April 222010 the Board of Directors appointed Mr Goodman as Class II Director to fill the vacancy resulting

from the resignation of Mr Cook on August 2009 Mr Goodman has extensive experience growing power

companies through project development and acquisition From 2003 to 2010 he served as Chief Executive

Officer of TDX Power Inc an electric utility holding company and power generation project developer Under

his leadership TDX Power Inc has grown from $3 million to over $60 million in annual recurring revenues At

three different wholly owned projects of TDX Power Inc Mr Goodman managed the initial development and

conceptual design as well as Federal licensing and permitting for Alaskas largest hydroelectric power project

330 MW Alaskas second geothermal project and several of Alaskas largest wind diesel power projects

Mr Goodman was also responsible for securing project finance through combination of public and private

funding sources In addition he led the development of power plants for two military installations in Alaska as

well as other sites in the U.S and abroad In 1999 Mr Goodman founded Northern Renewables consulting

and development firm dedicated to assisting renewable
energy technology companies in Alaska and other areas

in the United States Mr Goodman served as its Managing Director until 2003 From 1998 to 1999 he served as

General Manager for Tidal Electric marine hydropower development company Mr Goodman holds

Bachelor of Arts Degree in Geography from Middlebury College and Masters of Science Degree in Natural

Resource Development and Business Administration from the University of Vermont We believe that

Mr Goodmans extensive experience developing companies within the energy industry his specific experience

consulting renewable
energy companies as well as his proven leadership and executive-level management skills

support the conclusion that he should serve as one of our directors

James Herickhoff Mr Herickhoff has served as director of Raser since March 2005 Since January

2000 Mr Herickhoff has served as the President and Chief Executive Officer of American Talc Company which

operates one of the largest talc mines in theUnited States Mr Herickhoff has served as Director of Headwaters

Inc since August 1997 and was elected Vice Chairman Of Headwaters in April 1999 From 1987 to 1994 he

served as President of Atlantic Richfield Companys Thunder Basin Coal Company He previously served as

President of Mountain Coal Company managing all of ARCOs underground mining and preparation plants He

is the past President of the Wyoming Mining Association and former board member of the Colorado and Utah

Mining Associations Mr Herickhoff received Bachelor of Science degree in 1964 from St Johns University

Master of Science degree in 1966 from St Cloud State University and attended Kellogg Executive

Management Institute at Northwestern University in 1986 We believe that Mr Herickhoffs extensive board and

executive-level management experience and proven leadership and business capabilities support the conclusion

that he should serve as one of our directors
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COMPENSATION OF EXECUTIVE OFFICERS

Compensation Discussion and Analysis

This discussion and analysis provides you with an understanding of our executive compensation philosophy

plans and practices and gives you the context for understanding and evaluating the more specific compensation

information contained in the tables and related disclosures that follow

Overview of Our Compensation Program Philosophy and Process

We are an environmental energy technology company focused on geothermal power development and

technology licensing We operate two business segments Power Systems and Transportation Industrial Our

Power Systems segment develops geothermal electric power plants Our Transportation Industrial segment

focuses on using our SymetronTM family of technologies to improve the efficiency of electric motors generators

and power electronic drives used in electric and hybrid electric vehicle propulsion systems Through these two

business segments we are employing business strategy to produce positive impact on the environment and

economically beneficial results for our stockholders By executing our business strategy we aim to become

producer of geothermal electric power as well as provider of electric and hybrid-electric vehicle technologies

and products

We strongly believe that our ability to attract and retain high caliber of executive talent in the marketplace

is essential for us to execute the business plans of each of our business segments In light of the extraordinary

challenges facing our business we believe that our compensation practices play an important part in attracting

and retaining the talent necessary to achieve our desired outcomes

The Compensation Committee is responsible for approving the nature and amount of compensation paid to

and the employment agreements entered into with our named executive officers establishing and evaluating

performance based goals related to compensation overseeing our cash bonus and equity based plans approving

guidelines for grants of awards under these plans and determining and overseeing our compensation and benefits

policies generally Compensation Committee members are independent directors as defined under NYSE

rules non-employee directors as defined in Rule 16b-3 of the Exchange Act and outside directors as

defined in Section 162m of the Internal Revenue Code When deemed necessary the Compensation

Committee uses the services of an independent compensation consultant to assist it in carrying out its

responsibilities

Each year the Compensation Committee performs review of our executive compensation packages and

evaluates the performance of our named executive officers The Compensation Committee reviews the nature and

amounts of all elements of the executive officers compensation both separately and in the aggregate to ensure

that both total compensation and its individual components are strongly competitive with respect to similarly-

sized public companies in similar industries The Compensation Committee also reviews each element of the

executive officers compensation for internal consistency Finally the Compensation Committee also reviews the

current value of outstanding stock options and share grants as compared to their grant date value

Following these reviews and after taking into account the market data and other considerations described

below the Compensation Committee adjusts the compensation package for each executive officer In

determining individual compensation the Compensation Committee assesses the executives length of service

individual performance and contributions during the year individual responsibility and role with respect to

overall corporate policy-making management and administration and the importance of retaining the executive

The Compensation Committee believes that the Companys executive compensation program has been

appropriately designed to provide level of incentives that do not encourage our executive management to take

unnecessary risks in managing their respective business segments or functions We place great importance on the

consistency of our executive management in achieving results that we believe will enhance long-term
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shareholder value The Compensation Committee believes that using an effective and individualized executive

compensation package will serve to attract motivate and retain highly qualified executive officers and provide

them with the opportunity to build meaningful ownership stake in our Company substantial portion of our

executive managements compensation is performance-based Our annual incentive compensation program is

designed to reward annual development operational and/or strategic performance in areas considered critical to

the short- and long-term success of our Company We believe this discourages risk-taking that focuses

excessively on short-term profits at the sacrifice of the long-term health of our Company In combination the

Compensation Committee believes that the various elements of our executive compensation program sufficiently

tie our executives compensation opportunities to our focus on sustained long-term growth and performance

Use of Competitive Market Data

The Compensation Committee will periodically refer to readily available market data to compare or

benchmark our compensation levels for our named executive officers We believe that executive

compensation levels from similarly-sized public companies in similar industries provide comparable range
of

companies to help ensure that our executive officers are fairly compensated

The Compensation Committee may review compensation data disclosed in the SEC filings of certain

companies named executive officers and reviews other available compensation summary data The

Compensation Committee makes comparisons based on functional responsibility to the extent possible

The Compensation Committee may also use marketplace compensation data to determine the mix provided

in each category of compensation cash and noncash short-term and long-term However the Compensation

Committee has not adopted specific policy or formula to allocate value between the various categories or

subcategories of compensation elements Generally the Compensation Committee has used mix of short term

cash and long-term equity based compensation We believe this approach aligns our named executive officers

interests with those of our stockholders We believe this approach is an effective incentive for our executives to

be forward-looking and proactive in meeting the challenges presented by the continual changes in our

competitive environment We also believe this approach has significant retention value

We are aware that the use of benchmark surveys
has the inherent effect of ratcheting up executive

compensation The Compensation Committee does not make any determination of or change to compensation in

reaction to market data alone but rather uses this information periodically as one of many factors among the

several considerations described above in determining compensation levels

Elements and Mix of Our Compensation Program

Our executive compensation program for our named executive officers includes the following key

components cash base salary performance based annual short-term cash bonus and long-term equity based

compensation in the form of stock options and share grants In addition executive officers are eligible to receive

certain insurance benefits and participate in employee benefit plans that are generally available to all employees

These elements are the same as or similar to those used by most other similarly-sized public companies

Although other companies may place great value on certain types of compensation we have our own

perspective on the relative importance and value of each element For example we do not offer any pension or

other defined benefit-type plans to the executive officers

Base Salary This element of compensation is necessary to attract and retain employees in an organization

As the basic fixed element of the compensation package it serves as baseline measure of an employees value

Base salary is the only guaranteed compensation i.e not based directly on performance other than benefits

received by an executive officer in exchange for investing the executives career with us
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Our current named executive officers are employed on an at-will basis with no guaranteed annual increase

in base salary However salary increases may be awarded to any executive officer at the discretion of the

Compensation Committee In establishing named executive officers initial base salary level the Compensation

Committee considers prior experience and salary history job responsibilities job performance seniority and

market data on base salary levels from various survey sources and overall inherent risk to executives in public

companies The Compensation Committee also reviews basç salary based on internal comparisons of executives

relative to their responsibilities Any increases during the term of the employment are generally based on

individual performance the levels of achievement of our performance goals during the tenure of the executive

and any increase in duties and responsibilities placed on the executive as result of our continuing and

significant growth

Cash Bonus Incentive Compensation Our cash bonus incentive plan provides variable element to annual

short-term cash compensation that is based on performance against predetermined performance targets and

objectives This element is needed to complete competitive total annual cash compensation package However

it is at risk for performanØe This plan puts significant amount of annual cash compensation at risk and supports

our objective that our executive officers balance achieving satisfactory or better current year development and

operating results with achieving long-term development and profitability objectives For 2010 the Compensation

Committee and management are now in the process of reviewing and approving the key elements of cash bonus

incentive compensation including target percentage of base salary for each named executive officer

Equity Based Incentive Compensation In our view one of the most important elements of the executive

function is the assessment and management of risk Our equity based long-term incentive compensation program

is the compensation link between the executive officer decision making and the long term outcomes of those

decisions As described in more detail below our standard vesting schedules require relatively long holding

period before meaningful portion of the equity based compensation can be realized allowing time to see the

results of the decisions and providing the market time to react to the results as well as providing greater

retention value

In March 2004 our Board of Directors adopted the Raser Technologies Inc Amended and Restated 2004

Long-Term Incentive Plan the Plan and in May 2004 our board recommended and our stockholders

approved the Plan The Plan was adopted to facilitate grants of wider range of stock incentive awards

including restricted stock stock appreciation rights performance shares and performance units an automatic

annual increase to the number of shares of common stock reserved for issuance under the Plan beginning in 2005

equal to the lesser of 1750000 shares of common stock 3% of the outstanding shares of common stock on the

first day of each fiscal year or an amount determined by the Board of Directors and optional automatic

nondiscretionary annual stock option grants for employees and non-employee directors As of January 2010

we were authorized to issue up to 11443173 shares of common stock pursuant to the Plan

We believe that strong reliance on long term equity based compensation is advantageous because this type

of compensation fosters long term commitment by executive employees and motivates them to improve the

long term market performance of our stock In prior years we attempted to achieve this goal with large share

grants to our executives which typically vested over three-year period However certain of those executives

resigned when their share grants became substantially vested Beginning in 2006 the Compensation Committee

decided that more effective way to provide sufficient incentives to retain executive talent was to grant options

to purchase our common stock upon initial employment and granting additional options from time to time The

option grant dates are not established to coincide with releases of material non-public information Rather the

option grant dates are established as the start date of the executives employment or the approval date of the

Compensation Committee Options granted to executive officers typically vest over three to five-year period

We have also amended the options agreement for both granted and to-be-granted options to extend the time an

employee is allowed to exercise vested options once they terminate employment The Compensation Committee

considers the base salary cash bonus incentive plan and the current Black-Scholes value of the stock options to

determine the quantity and vesting period See the tables below regarding share grants and option grants awarded

to our executive officers
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On December 2009 as part of general corporate award the Compensation Committee of our Board of

Directors awarded Mr Higginson Mr Clayton and Mr Brown options to purchase shares of our common stock

totaling 250000 100000 and 25000 respectively The stock option grants provided for the vesting of 12500

5000 and 1250 shares respectively each three months until December 2014

Management periodically performs review of our processes for share grants and stock option grants and

exercises under the Plan We believe that our executive officers have been in compliance with the terms of the

Plan as well as applicable legal and tax requirements and accounting principles

Insurance Benefits As part of our competisation program we currently pay all or portion of the premiums

on certain health insurance policies for executive officers These benefits are also extended to all employees in

non-discriminatory manner

Perquisites Executive officers receive an annual allotment of personal time off PTO based upon the

number of years
of service and executive level position All unused PTO at the end of 2009 was forfeited by

executive officers

Payments in Connection with Change in Control Following change in control two of our named

executive officers CEO and CFO are entitled to receive 18 months base salary as severance Additionally all

unvested share grants and unvested stock options held by any named executive officer will become immediately

vested following change in control of company ownership

Payments in Connection with Severance Two of our named executive officers CEO and CFO are entitled

to receive 12 months base salary as severance upon termination for reason other than cause as defined in the

employment agreement or the named executive officer terminates employment for good reason as defined in

the employment agreement

Emphasis on Performance

As described above the Compensation Committee has set various company and individual targets

objectives and performance metrics for our executive officers to earn annual cash bonuses These targets

objectives and performance metrics are designed to reflect the development stage of our business We also

believe that measuring performance at both the Company level and the individual level is appropriate because

our executive group needs to operate as team and as individuals to achieve our objectives

Generally the Compensation Committee does not base compensation levels or awards directly on our stock

price performance because it believes that it is not equitable to tie such compensation levels or awards on

performance rewards based on quantitative metric that management cannot directly control Moreover close

relationship between compensation levels and our stock price could lead to an undesirable focus on short-term

results However the Compensation Committee does periodically review benchmark data comparing our stock

price performance to that of similarly sized public companies and does consider this information in general

way in setting compensation levels each year In addition because material portion of compensation for named

executive officers is normally in the form of stock based incentives significant portion of each executive

compensation is inherently tied to stock price movement

Emphasis on Long Term Stock Ownership

Vesting of Equity Based Incentive Compensation We seek to achieve the long-term objectives of equity

compensation in part by having vesting period of three to five years for stock options granted to our employees

Policies Regarding Hedging and Insider Trading Our policy prohibits any executive officer from buying or

selling any Company securities or options or derivatives with respect to Company securities without obtaining

prior approval from one of our Compliance Officers This policy is designed to reduce the risk that an executive

will trade in our securities at time when he or she is in possession of inside information or could be deemed to
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be in possession of inside information Our policy prohibits hedging except in exceptional and limited

circumstances approved by the Nominating and Governance Committee of the Board of Directors of the

Company in its sole and absolute discretion Investing in derivatives of the Companys securities may be

permitted provided that any such investment is subject to compliance with the Companys pre-clearance process

set forth in the policy Federal securities laws prohibit our executive officers directors and 10% stockholders

from selling short our stock

Tax and Accounting Considerations

The Compensation Committee periodically reviews our compensation practices for
purposes

of obtaining

the maximum tax deductibility of compensation paid consistent with our employment agreement contractual

commitments and as one factor in our compensation philosophy From time to time the Compensation

Committee has awarded and may in the future award compensation that is not fully deductible if it determines

that such award is consistent with this philosophy and is in the best interests of the Company and its

stockholders The Compensation Committee also endeavors to ensure that any compensation that could be

characterized as non-qualified deferred compensation complies with Section 409A of the Internal Revenue Code

Such endeavors may include amending existing compensatory arrangements

The Compensation Committee also takes into account the accounting treatment of compensation elements in

determining types or levels of compensation for our executive officers

Other Considerations

The Compensation Committee does not take into account aggregate amounts realized or realizable from

prior years compensation when making decisions regarding current compensation levels The Compensation

Committee believes that in order to maintain the best group of executives to lead the Company we need to

provide individualized compensation packages which are highly competitive with the marketplace and reward

performance High-quality executive talent with the experience and capabilities sought by us is scarce The

Compensation Committee believes that if.we could not provide attractive compensation packages to each

executive there would be risk to stockholder value Conversely to reduce current year compensation below

competitive levels is seen by the Compensation Committee as counterproductive

Role of Named Executive Officers in the Compensation Process As part of their job responsibilities certain

of our named executive officers participate in gathenng and presenting facts related to compensation and benefit

matters as requested by the Compensation Committee and in formulating and making recommendations to the

Compensation Committee in these areas The executives together with our employees who.work in the

compensation area and the compensation consultants also conduct research with other expert sources to keep

abreast of developments in these areas All .decisions however regarding the compensation of our executive

officers are made by the Compensation Committee which consists entirely of independent members of the Board

of Directors

Compensation Committee Report

The Compensation Committee of the Board of Directors has reviewed and discussed the foregoing

compensation discussion and analysis with management Based upon our review and discussions the

Compensation Committee has recommended to the Board of Directors that the compensation discussion and

analysis be included in this proxy statement for filing with the Securities and Exchange Commission

THE COMPENSATION COMMITTEE OF

THE BOARD OF DIRECTORS

Barry Markowitz Committee Chair

James Herickhoff

Scott Doughman
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Summary Compensation Table for Fiscal Year 2OO9

and accounting officer

Salary

Year

Stock

Bonus Awards

Changes in

Pension Value

and

Non-Qualified

Non-Equity Deferred

Incentive Plan Compensation

Compensation Earnings

______ ________ __________

Option
Awards

2009

2008

2007

All Other

Compensation Total

$120876

19533

1200

412542

989533

$1234500

Name and Principal Position

Brent Cook $145833 $145833

Former Chief Executive $247500 722500

Officer principal executive $220000 $1013300

officer

Nicholas Goodman 2009

Chief Executive Officer 2008

principal executive officer 2007

Martin Petersen 2009 $192400 1200 193600

Former Chief Financial 2008 $186850 12105 1200 200155

Officer principal financial 2007 $181458 $1472125 $1654783

John Perry 2009

Chief Financial Officer 2008

principal financial and 2007

accounting officer

Kraig Higginson 2009 $180000 241025 1200 422225

Chairman of the Board 2008 $180000 1200 181200

2007 $180000 900 180900

Richard Clayton6 2009 $181050 96410 1200 278660

Executive Vice President 2008 $172763 586891 1200 760854

General Counsel Secretary 2007 $133882 456734 900 591516

Steven Brown 2009 1200 193303

Executive Vice President 2008 1200 744466

2007 150 733 688

Brent Cook joined the Company in January 2005 and received base salary of $220000 until 2008 when his annual

base salary was increased to $250000 Mr Cook did not receive any additional compensation for serving as member

of our Board of Directors On August 2009 Mr Cook resigned as Chief Executive Officer and as member of our

Board of Directors As part of Mr Cooks termination agreement he received monthly payments Of $20833 per

month through December 31 2009 and seven months salary of $145833 in shares of our common stock which were

issued on January 2010 During 2008 Mr Cook also received PTO payout in accordance with his previous

employment contract which is included in all other compensation column above totaling $18333 Mr Cook

forfeited 175000 unvested options that had an aggregate fair value of $947195 computed on the respective grant

dates as result of his resignation in August 2009

Nicholas Goodman began employment as the Chief Executive Officer in January 2010 with base salary of $300 000

Martin Petersen began employment in January 2007 and received compensation of $181 458 during 2007 which

equated to an annualized base salary of $185000 During 2008 the annual base salary of Mr Petersen increased to

$192400 Mr Petersen resigned as Chief Financial Officer on January 152010 Mr Petersen forfeited 47250 unvested

options that had an aggregate fair value of $274060 computed on the respective grant dates as result of his

resignation in January 2010

John Perry began employment as the Chief Financial Officer in March 2010 with base salary of $250000

Kraig Higginson is the founder of the Company As Executive Chairman Mr Higginson received base salary of

$180000 in 2007 2008 and 2009

$168000

$156375

$147083

24103

586891

585455

22



Richard Clayton began employment in March 2007 and received compensation of $133882 which

equated to an annualized base salary of $170000 During 2008 the annual base salary of Mr Clayton

increased to $181050 In January 2010 his annual base salary increased to $220000

Steven Brown began employment in January 2007 and received compensation of $147083 including

signing bonus of $15000 which equated to an annualized base salary of $145000 During 2008 his annual

base salary increased to $168000

Columns and represent the aggregate grant date fair value of stock awards and stock option awards

made to the named executive officers in 2009 The reported amounts are calculated in accordance with the

provisions of ASC Topic 718 Equity Based Compensation Under SEC rules relating to executive

compensation disclosure the amounts shown exclude the impact of estimated forfeitures related to service

based vesting conditions Fair values relating to share grants have been determined under Topic 718 of the

Accounting Standards Codification and were calculated using the common stock closing price on the date of

grant and multiplying that price by the number of shares subject to the share grant See Grants in 2009 of

Plan Based Awards table below For option awards we utilize the Black-Scholes option-pricing model to

determine the fair value on the date of the grant multiplied by the number of options subject to the option

grants in accordance with Topic 718 of the Accounting Standards Codification For any awards that are

subject to performance conditions the aggregate fair value at the grant date assume that the highest level of

performance conditions will be achieved For information on the assumptions used to calculate the fair value

of stock option grants refer to Footnote Summary of Significant Accounting Policies to our financial

statements in our Annual Report on Form 10-K for the year ended December 31 2009 No other stock

option awards received by our named executives above were forfeited or cancelled during 2009 The 2008

and 2007 stock option award amounts have been restated from prior proxy disclosures to reflect recent

changes in the SEC rules
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Grants in 2009 of Plan-Based Awards

The following table provides information about equity and non equity awards granted to our named executive officers

in 2009 as follows the grant date for equity awards the estimated future payouts under non equity incentive plan

awards the estimated future payouts under equity incentive plan awards which consist of performance based options to

purchase shares of our common stock all other share awards and option awards which includes the number of shares

underlying such stock option awards the exercise price of the stock option awards which reflects the closing price of our

common stock on the date of grant and the grant date aggregate fair value of each equity award computed under Topic

718 of the Accounting Standards Codification

All Grant

Other Date

All Other Option Fair

Estimated Future Payments Estimated Future Payments Num Execise Vuef
Under Non-Equity Incentive Under Equity Incentive

Number of Securities Price of and

Grant
Plan Awards Plan Awards

Shares or Underlying Option Option

Date Threshold Target Maximum Threshold Target Maximum Units Options Awards Awards

Name $d if 34 $Ish

Brent Cook -.-

8/5/2009 121 5272 $145 8334

Nicholas Goodman ..

Martin Petersen

John Perry

Kraig Higginson ...

12/4/2009 2500003 $1.16 $241 0254

Richard Clayton ...

12/4/2009 1000003 $1.16 964104

Steven Brown

12/4/2009 250003 $1.16 241004

In prior years we implemented non-equity performance based bonus plan available to our named executive officers

based upon achieving minimum target and maximum performance levels The actual amounts earned with respect to

these bonuses were zero as reflected in the Summary Compensation Table for Fiscal Year 2009 above under the

Non-Equity Incentive Plan Compensation column Bonus amounts were determined based upon the achievement of

positive cash flow and operating profitability calculated as earnings before interest taxes depreciation and

amortization Since we did not achieve positive cash flow and operating profitability during 2009 non-equity

incentive plan bonus was not paid For 2010 the Compensation Committee and management are now in the process of

reviewing and approving the key elements of cash bonus incentive compensation including target percentages of base

salary for each named executive officer

As part of Mr Cooks termination agreement he received grant award equal to $145833 divided by the 30-day

volume weighted average
share price on December 31 2009 $1.20 per share totaling 121527 shares The grant award

vested on January 2010

On December 2009 as part of general corporate award the Compensation Committee of our Board of Directors

awarded Mr Higginson Mr Clayton and Mr Brown options to purchase shares of our common stock totaling 250000

100000 and 25000 respectively The stock option grants provided for the vesting of 12500 5000 and 1250 shares

respectively each three months until December 2014

Amounts are based on the aggregate grant date fair value of stock awards and stock option awards made to the named

executive officers in 2009 The reported amounts are calculated in accordance with the provisions of ASC Topic 718

For information on the assumptions used to calculate the fair value of stock option grants refer to Footnote

Summary of Significant Accounting Policies to our financial statements in our Annual Report on Form 10-K for the

year
ended December 31 2009
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Outstanding Equity Awards at December 31 2009

The following table provides information on the current holdings of stock options and stock awards by our named

executive officers This table includes unexercised vested and unvested option awards see columns and

and unvested stock awards see column The vesting schedules for these grants are disclosed in the footnotes to this

table The market value of the stock awards is based upon the closing market price of share of our common stock as of

December 31 2009 which was $1.24 per share

Option Awards Stock Awards

Equity

Incentive

Equity Plan

Incentive Awards
Plan Market or

Awards Payout

Equity Number of Value of

Incentive Market Unearned Unearned

Plan Number of Value of Shares Shares

Awards Shares or Shares or Units or Units or

Number of Number of Number of Units of Units of Other Other

Securities Securities Securities Stock Stock Rights Rights

Underlying Underlying Underlying That That That That

Unexercised Unexercised Unexercised Option Option Have Have Have Have

Options Options Unvested Exercise Expiration Not Not Not Not

Exercisable Unexercisable Options Price Date Vested Vested Vested Vested

Name

BrentM Cook 1000001 $4.15 8/5/2013

1500001 $5.01 8/5/2013

250001 $9.11 8/5/2013

1215272 $1.20 $145833

Nicholas Goodman

Martin Petersen 160000 900004 $7.25 1/8/2017

750 22505 $5.13 9/16/2018

John Perry
-i-

Kraig Higginson ... 2500006 $1.16 12/4/2019

Richard Clayton ... 72250 427507 $4.94 3/19/2017

22500 525008 $9.60 5/13/2018

875 26259 $5.13 9/16/2018

10000010 $1.16 12/4/2019

Steven Brown 27500 2250011 $7.25 1/8/2017

22500 525008 $9.60 5/13/2018

875 26259 $5.13 9/16/2018

2500012 $1.16 12/4/2019

5000013 $7.20 5/31/2017

On August 2009 Mr Cook resigned as Chief Executive Officer and terminated his employment In accordance with

the employee option agreement Mr Cook forfeited 175000 unvested options and the expiration date for all vested

options changed to August 2013

As part of Mr Cooks termination agreement he received grant award equal to $145833 divided by the 30-day

volume weighted average share price on December 31 2009 $1.20 per share totaling 121527 shares The grant award

vested on January 2010

As part of Mr Goodmans employment agreement 228571 options to purchase shares of our common stock were

awarded on January 25 2010 at an exercise price of $1.05 per share 19048 shares underlying the options vest quarterly

from April 25 2010 to January 25 2013

45000 shares underlying the options vest on January 2010 and 2011 On January 15 2010 Mr Petersen resigned as

Chief Financial Officer and terminated his employment In accordance with the employee option agreement

Mr Petersen forfeited 45000 shares and the expiration date for all vested options changed to January 15 2013
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150 shares underlying the options vest quarterly from March 16 2010 to September 16 2013 On

January 15 2010 Mr Petersen resigned as Chief Financial Officer and terminated his employment In

accordance with the employee option agreement Mr Petersen forfeited 2250 shares and the expiration date

for all vested options changed to January 15 2013

As part of Mr Perry employment agreement 194 174 options to purchase shares of our common stock

were awarded on March 10 2010 at an exercise price of $1.03 per share 16181 shares underlying the

options vest quarterly from June 10 2010 to March 10 2013

12500 shares underlying the options vest quarterly from March 2010 to December 2014

4750 shares underlying the options vest quarterly until March 19 2012

3750 shares underlying the options vest quarterly until May 13 2013

175 shares underlying the options vest quarterly until September 16 2013

10 5000 shares underlying the options vest quarterly until December 2014

11 2500 shares underlying the options vest quarterly until January 2012

12 1250 shares underlying the options vest quarterly until December 2014

13 50000 shares underlying the options contingently vest upon successfully placing each of our first three

geothermal power plants in service 16 666 shares underlying the options vest for the first plant placed in

service 16667 shares underlying the options vest for the second plant placed in service and 16667 shares

underlying the options vest for the third plant plnced in service As of December 31 2009 management

assessed the likelihood of placing all three plants in service and determined that the likelihood of placing the

first plant in service as probable and the likelihood ofplacing the other two plants in service as

reasonably possible as defined in the Accounting Standards Codification As of December 31 2009 none

of these performance based options have vested

Options Exercised and Stock Vested in 2009

The following table provides information for each named executive officer on stock option exercises

during 2009 including the number of shares acquired upon exercise and the value realized and the number of

shares delivered resulting from vesting of stock grants and the value realized before payment of any applicable

withholding tax No stock options or stock awards vested during 2009 for any officer of the Company

Option Awards Stock Awards

Number of Shares Value Realized Number of Shares Value Realized

Acquired on Exercise on Exercise Acquired on Vesting on Vesting

Name

Brent Cook

Nicholas Goodman

Martin Petersen

John Perry

Kraig Higginson

Richard Clayton

Steven Brown

Employment Contracts and Change in Control Arrangements

Except as indicated below there are no employment contracts compensatory plans or arrangements

including payments to be received from us with respect to any director or executive officer that would in any

way result in payments to any such person because of his or her resignation retirement or other termination of

employment with the Company or any subsidiary any change in control of the Company or change in the

persons responsibilities following change in control of the Company All options will automatically vest in full

upon change in control of the Company as defined in the option agreements If change in control in our

Company had occurred as of December 31 2009 92250 unvested options for Mr Petersen would have vested
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immediately 197875 unvested options for Mr Clayton would have vested immediately and 152625 unvested

options for Mr Brown would have vested immediately

Mr Goodman and Mr Perry have been awarded options as part Of their respective employment agreements

described below If change in control in our Company occurs as of the date of this proxy 228571 unvested

options for Mr Goodman wouldvest immediately and 194174 unvested options for Mr Perry would vest

immediately

Agreements with our Named Executive Officers

The following is descnption of selected terms of the agreements that we have entered into with our named

executive officers as such terms relate to the compensation reported and described in this proxy statement

Employment Agreement with Nicholas Goodman

Base Salary The agreement provides for an annual salary of $300000 from inception of this agreement on

January 25 2010 The agreement is an At Will agreement with no expiration date

Bonus The agreement provides that Mr Goodman is eligible to participate in an incentive bonus plan at

50% of base salary

Equity-Based Incentive Awards The agreement provides that Mr Goodman is granted incentive stock

options to purchase $240000 of our common stock based upon the closing market price on January 25 2010

which was $1.05 The options shall vest ratably over three years

Severance Agreement The agreement provides that in the event Mr Goodman is terminated for reason other

than cause as defined in the employment agreement or if Mr Goodman terminates employment for good

reason as defined in the employment agreement he will be entitled to receive as severance one year base

salary $300000 based upon current salary within 30 days of such termination and all unvested options will vest

immediately If there shall be change of control such as the sale of the Company merger or acquisition and if

within one year of such change in control Mr Goodmans employment is terminated or if his responsibilities

shall be other than those typically granted to chief executive officer or within 60 days of the change of control

he elects to terminate his employment with the Company he will be paid eighteen months base salary $450 000

based upon current salary as severance within thirty days of the event giving nse to the nght to such payment

Perquisites The agreement provides that Mr Goodman is entitled to six weeks paid time off annually

Mr Goodman is also entitled to normal and customary moving and house hunting expenses including $20000

for incidentals relating to his move from Alaska

Employment Agreement with John Perry

Base Salary The agreement provides for an annual salary of $250Q00 from inception of this agreement on

March 10 2010 The agreement is an At Will agreement with no expiration date

Bonus The agreement provides that Mr Perry is eligible to participate in an incentive bonus plan at 50% of

base salary Mr Perry will also receive quarterly payment of $5000 during the first year of employment

Equity-Based Incentive Awards The agreement provides that Mr Perry is granted incentive stock options to

purchase $200000 of our common stock based upon the closing market price on March 10 2010 which was

$1.03 The options shall vest ratably over three years
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Severance Agreement The agreement provides that in the event Mr Perry is terminated for reason other

than cause as defined in the employment agreement or if Mr Perry terminates employment for good reason

as defined in the employment agreement he will be entitled to receive as severance one year base salary

$250000 based upon current salary within 30 days of such termination and all unvested options will vest

immediately If there shall be change of control such as the sale of the Company merger or acquisition and if

within one year
of such change in control Mr Perry employment is terminated or if his responsibilities shall be

other than those typically granted to chief financial officer or within 60 days of the change of control he elects

to terminate his employment with the Company he will be paid eighteen months base salary $375000 based

upon current salary as severance within thirty days of the event giving rise to the right to such payment

Perquisites The agreement provides that Mr Perry is entitled to six weeks paid time off annually Mr Perry

is also entitled to normal and customary moving and house hunting expenses including $10 000 for incidentals

relating to his move from Arizona

Employment Agreement with Martin Petersen

Mr Petersen was an at-will employee with an employment agreement that covered the duration of his

employment which was terminated on Jahuary 15 2010 As part of his termination agreement Mr Petersen

forfeited all unvested options and received one-time payment of $4000 and share grant of 92250 shares of

our common stock which was delivered on April 19 2010

Non-Competition and Confidentiality

Employees agree
that for period of two years after the termination of employment they will not directly

compete with us or our business within the continental United States of America The employees agree to hold in

confidence for our benefit all secrets or confidential information knowledge or data relating to us or any of our

affiliated companies or subsidiaries

COMPENSATION OF DIRECTORS

Compensation of the Chairman

Mr Kraig Higginson has served as our Chairman and director since 2003 In addition to serving as our

Chairman Mr Higginson served as full time employee From October 2003 to March 2004 Mr Higginson

served as our President and from March 2004 to January 2005 as our Chief Executive Officer From August 2009

to December 2009 Mr Higginson served as our Co-Principal Executive Officer His duties as our full-time

employee consist pnmanly of providing support and advice to our executive officers as well as helping structure

capital transactions and work with investors

Because Mr Higginson continues to serve as an employee he does not receive any additional compensation

for his services as director During 2009 Mr Higginson received salary totaling $180000 On December

2009 he was awarded 250000 options to purchase shares of our common stock at an exercise price of $1.16 per

share The shares vest quarterly over afive-year period and have fair value totaling $241025 which will be

recognized at rate of $4017 per month beginning in January 2010 These options expire on December 2019

Mr Higginson did not have any outstanding equity awards at December 31 2008

Compensation of Other Directors

Consistent with similarly-sized public companies in similar industries we offer compensation to the

non-employee members of our Board of Directors Directors who are also our employees do not receive any fees

for their services as directors The director compensation is based upon review of compensation levels for
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outside directors at comparable similarly-sized public companies that occurred in 2006 Accordingly based

upon the review and subsequent approval by the Compensation Committee each non-employee director receives

an $8 000 annual retainer $2 000 quarterly Additionally each non employee director receives annual Board

meeting fees totaling $10 000 $2 500 quarterly and annual Committee fees totaling $15 000 $3 750 quarterly

Mr Markowitz receives an annual fee of $5 000 $1 250 quarterly in his capacity as the chairperson of the

Compensation Committee Mr Henckhoff receives an annual fee of $5 000 $1 250 quarterly in his capacity as

the chairperson of the Nominating and Governance Committee Mr Roeder receives an annual fee of $15000

$3750 quarterly in his capacity as chairperson of the Audit Committee

Non-employee directors and employee directors are reimbursed for travel expenses for meetings attended

On July3 2006 the Compensation Committee of the Board of Directors approved new compensation plan

for our outside directors The standard equity package pursuant to the new plan consists of common stock awards

varying in quantity from year to year based upon the nominal fair value of $95000 as of the date of each Annual

Meeting of Stockholders each actual share award is rounded to the nearest round lot of 100 shares

Effective June 25 2009 Mr Roeder and Mr Pernton elected to participate in the new compensation plan

Accordingly Mr Roeder and Mr Perriton were awarded 26000 shares each that vest on June 25 2010 As

result of electing to participate in the new compensation plan Mr Roeder forfeited 30000 unvested options and

Mr Perriton forfeited 35000 unvested options As of June 2009 all directors had elected to participate in the

new compensation plan

On December 2008 the Board of Directors appointed Scott Doughman as special advisor to us for

four month period ending March 31 2009 to evaluate specific proposals for strategic transactions

Mr Doughman was paid $10000 per
month and was granted 5000 stock options vesting over one year period

and having ten year term

On July 13 2009 the Board of Directors created special committee for period of two months ending on

September 15 2009 consisting of Mr Roeder and Mr Markowitz The special committee was assigned to

evaluate the effectiveness of our current operations and management provide status reports and

recommendations to the Board of Directors and instruct management to implement operational or management

changes authorized by the special committee For their service on the special committee Mr Roeder and

Mr Markowitz received $50000 each

On August 17 2009 the Board of Directors authorized us to contract with Mr Doughman to provide certain

consulting services relating to evaluating and recommending corporate strategic initiatives to the Board of

Directors Mr Doughman received approximately $92250 for his services which terminated on December 31

2009

On December 2009 the Compensation Committee awarded Messrs Markowitz Herickhoff Doughman

and Roeder 25000 options each to purchase shares of our common stock at an exercise price of $1.16 per share

The shares vest quarterly over five-year period and have fair value totaling $24100 which will be recognized

at rate of $402 per
month beginning inJanuary 2010 These options expire on December 2019
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Director Compensation Table for Fiscal Year 2009

The following table sets forth specified information regarding the compensation for 2009 Of our

non-employee directors Our employee directors Messrs Kraig Higginson and Nicholas Goodman do not

receive any compensation for their services as directors Beºause Mr Perriton is currently living in Korea and

serving as Mission President for The Church of Jesus Christ of Latter-day Saints he can participate in Board

and Committee meetings only occasionally and only telephonically As result Mr Perriton did not receive any

cash compensation for his service as director during 2009

Change in

Pension and

Fees Non-Equity Nonqualified

Earned or Stock Options Incentive Plan Compensation All Other

Paid in Cash Awards Awards Compensation Earnings Compensation Total

Name

Kraig Higginson

Nicholas Goodman

Scott Doughman $69250 $95.l60 $24100 $92250 $280760

James Herickhoff2 ... $38000 $95160 $24100 $157260

Barry Markowitz ... $88000 $95160 $24100 $. $207260

Reynold Roeder $98000 $52860 $24100 $174960

Alan Perriton $48610 48610

On June 25 2009 Mr Doughman received stock award in accordance with the new compensation plan

described above Accordingly Mr Doughman was granted 26000 shares that will vest and be delivered on

June 25 2010 one year after the2009 Annual Meeting of Stockholders The fair value of the stock award

was computed based upon the closing market price of our common stock on the grant date totaling $95160

On December 2009 the Compensation Committee granted to Mr Doughman 25000 options to purchase

shares of our common stock vesting quarterly over five years The strike price of the options was

determined as the closing market price on the grant date or $1.16 per
share The fair value of the 25000

options on the grant date computed using the Black-Scholes option-pricing model was $24100 The

aggregate number of Mr Doughman unexercised option awards outstanding at December 31 2009 totaled

30000

On June 25 2009 Mr Herickhoff received stock award in accordance with the new compensation plan

described above Accordingly Mr Herickhoff was granted 26000 shares that will vest and be delivered on

June 25 2010 one year
after the 2009 Annual Meeting of Stockholders The fair value of the stock award

was computed based upon the closing market price of our common stock on the grant date totaling $95160

On December 2009 the Compensation Committee granted to Mr Herickhoff 25000 options to purchase

shares of our common stock vesting quarterly over five years The strike price of the options was

determined as the closing market price on the grant date or $1.16 per share The fair value of the 25000

options on the grant date computed using the Black-Scholes option-pricing model was $24100 The

aggregate number of Mr Herickhoff unexercised option awards outstanding at December 31 2009 totaled

58333

On June 25 2009 Mr Markowitz received stock award in accordance with the new compensation plan

described above Accordingly Mr Markowitz was granted 26000 shares that will vest and be delivered on

June 25 2010 one year after the 2009 Annual Meeting of Stockholders The fair value of the stock award

was computed based upon the closing market price of our common stock on the grant date totaling $95160

On December 2009 the Compensation Committee granted to Mr Markowitz 25000 options to purchase

shares of our common stock vesting quarterly over five years The strike price of the options was

determined as the closing market price on the grant date or $1.16 per share The fair value of the 25000

options on the grant date computed using the Black-Scholes option-pricing model was $24100 The

aggregate number of Mr Markowitz unexercised option awards outstanding at December 31 2009 totaled

40000

On June 25 2009 Mr Roeder received stock award in accordance with the new compensation plan

described above Accordingly Mr Roeder was granted 26000 shares that will vest and be delivered on
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June 25 2010 one year after the 2009 Annual Meeting of Stockholders The fair value of the stock award

was computed based upon the closing market price of our common stock on the grant date totaling $95160

On December 2009 the Compensation Committee granted to Mr Roeder 25000 options to purchase

shares of our common stock vesting quarterly over five years The strike price of the options was

determined as the closing market price on the grant date or $1.16 per share The fair value of the 25000

options on the grant date computed using the Black-Scholes option-pricing model was $24100 The

aggregate number of Mr Roeders unexercised option awards outstanding at December 31 2009 totaled

95000

On June 25 2009 Mr Perriton received stock award in accordance with the new compensation plan

described above Accordingly Mr Perriton was granted 26000 shares that will vest and be delivered on

June 25 2010 one year after the 2009 Annual Meeting of Stockholders The fair value of the stock award

was computed based upon the closing market price of our common stock on the grant date totaling $95160

No options were granted to Mr Perriton during 2009 The aggregate number of Mr Perriton unexercised

options at December 31 2009 totaled 70000

On June 25 2009 Mr Roeder and Mr Perriton elected to participate in the new compensation plan described

above Accordingly Mr Roeder was required to forfeit 30000 unvested options and Mr Peniton was required

to forfeit 35000 unvested options Because of these elections the incremental fair value between the unvested

options which were forfeited and the stock grant on the date of the grant for Mr Roeder and Mr Perriton

totaled $52860 and $48610 respectively on the date of the grant as presented in the table

Column represents the aggregate grant date fair value of stock option awards made to the named

executive officers in 2009 The reported amounts are calculated in accordance with the provisions of ASC

Topic 718 Equity Based Compensation Under SEC rules relating to executive compensation disclosure

the amounts shown exclude the impact of estimated forfeitures related to service based vesting conditions

We utilize the Black-Scholes option-pricing model to determine the fair value on the date of the grant

multiplied by the number of options subject to the option grants in accordance with Topic 718 of the

Accounting Standards Codification For information on the assumptions used to calculate the fair value of

stock option grants refer to Footnote Summary of Significant Accounting Policies to our financial

statements in our Annual Report on Form 10-K for the
year

ended December 31 2009

On August 17 2009 the Board of Directors authorized us to contract with Mr Doughman to provide certain

consulting services relating to evaluating and recommending corporate strategic initiatives to the Board of

Directors which terminated on December 31 2009 Mr Doughman was paid total of $92950 for his

services as consultant in 2009

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Policies and Procedures for Review of Related Party Transactions

Under the rules of the SEC public issuers such as Raser must disclose certain Related Party

Transactions These are transactions in which Raser is participant where the amount involved exceeds

$120000 and director executive officer or holder of more than 5% of our common stock has direct or

indirect material interest

Raser has adopted written policy requiring that each director or executive officer involved in such

transaction notify the Chief Executive Officer and Chief Financial Officer and that each such transaction be

approved by the Audit Committee

In determining whether to approve Related Party Transaction the Audit Committee will consider the

following factors among others to the extent relevant to the Related Party Transaction

The Audit Committee finds that there is compelling business reason to approve the transaction taking

into account such factors as the absence of other unrelated parties to perform similarwork for similar

price within similar timeframe and
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The Audit Committee finds that it has been fully informed of all significant conflicts that may exist or

otherwise arise on account of the transaction and it believes nonetheless that the Company is

warranted entering into the Related Party Transaction and has developed an appropriate plan to manage

the potential conflicts of interest

Related Party Transactions

In 2009 there was one Related Party Transaction under the relevant standards on January 27 2009 we

entered into an Unsecured Line of Credit Agreement and Promissory Note the Line of Credit among Radion

Energy LLC Radion Ocean Fund LLC Primary Colors LLC and Thomas Bailey an individual

collectively the Lenders The Line of Credit allowed us to borrow up to $15.0 million subject to the final

approval of each advance by the Lenders Radion committed $7.2 million of this amount and is controlled by our

Chairman of the Board of Directors Kraig Higginson

Under the Line of Credit each Lender received warrants each Warrant to purchase our common stock

for each advance of funds made under the Line of Credit The number of shares underlying each Warrant is equal

to 50% of the total amounts funded by the applicable Lender divided by the closing price of our common stock

on the date of the advance The Warrants have an exercise price of $6.00 per share

During 2009 in connection with borrowings under our Line of Credit we issued to the Lenders Warrants to

acquire approximately 1799774 shares of our common stock at strike price of $6.00 per share Of these

Warrants issued to the Lenders Warrants to acquire 1045600 shares of our common stock were issued to

Radion There is no anti-dilution or pricing reset feature associated with the Warrants As of March 31 2010

none of the Warrants had been exercised

As of March 31 2010 we have fully repaid all advances made to us under the Line of Credit by the

Lenders except for advances made by Radion As of March 31 2010 we had total obligation of $5.2 million

including principal and interest under the Line of Credit that we owe to Radion Our remaining obligations

under the Line of Credit are due in July 2010 unless Radion exercises its option to require repayment at any time

prior to the maturity date

The Audit Committee reviewed and approved this transaction under the Companys Related Party

Transactions Policy No other Related Party Transactions occurred during fiscal year
2009

CORPORATE GOVERNANCE PRINCIPLES AND BOARD MATTERS

Raser is committed to having sound corporate governance principles Having such principles is essential to

running our business efficiently and to maintaining our integrity in the marketplace

Board Structure and Committee Composition

According to our Bylaws the business and affairs of our Company are to be managed by and under the

direction of our Board of Directors The Board may exercise all powers not expressly given to our stockholders

through our Certificate of Incorporation Bylaws or as required by law Our Corporate Governance Guidelines

provide that the Board will review the Companys long-term strategic plans and the big-picture challenges faced

by the Company in executing its strategy In accordance with our Corporate Governance Guidelines the

Chairman of the Board is responsible for establishing the agenda for each Board meeting Each board member is

free to suggest the inclusion of items on the agenda and to raise subjects at any Board meeting that are not on the

agenda for the meeting Kraig Higginson currently serves as our Executive Chairman and Nicholas Goodman

serves as our Chief Executive Officer In accordance with our Corporate Governance Guidelines the Board has
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no policy with respect to the separation of the offices of Chairman of the Board and Chief Executive Officer and

if they are to be separate whether the Chairman of the Board should be selected from the non-employee directors

or be an employee If the Chairman of the Board is also an employee of the Company he or she is referred to as

the Executive Chairman The Board believes that the issue of the separation of these positions should be

considered periodically as part of the succession planning process Based on these principles the Board may

determine that it is appropriate in the future to combine the roles of Chairman of the Board and Chief Executive

Officer The Board does believe however that if the roles of Chief Executive Officer and the Chairman of the

Board are combined sound governance practices require strong countervailing governance structure that

includes among other things the appointment of Lead Independent Director with broad set of duties

When Lead Independent Director is appointed our Corporate Governance Guidelines provide that the

Lead Independent Directors duties shall include at minimum presiding at all meetings of the Board at

which the Chairman is not present including executive sessions of independent directors ii serving as liaison

between the Chairman and the independent directors iii approving Board meeting schedules to assure that there

is sufficient time for discussion of all agenda items iv having authority to call meetings of the independent

directors and if requested by major shareholders ensuring he or she is available for consultation and direct

communication

We believe that the appropriate Board leadership structure for our Company may vary depending on the

circumstances facing the Board and our Company at any given time We believe that our current Board

leadership structure efficiently addresses the present needs of our Company and allows our Board to fulfill its

role in exercising effective independent oversight of our management on behalf of our stockholders Our Board

further believes that we have in place effective structures processes and arrangements to ensure that the work of

our Board is completed in manner that maintains the highest standards of corporate governance independence

and leadership as well as continued accountability of management

As of the date of this proxy statement our Board of Directors is comprised of seven directors and

maintains the following three standing committees Audit Committee Compensation Committee and

Nominating and Governance Committee Each of these committees has written charter approved by the Board

These charters are available on our website at www.rasertech.com We will also furnish copies of our charters to

any person who requests them Requests for copies should be directed to the Secretary 5152 North Edgewood

Drive Suite 200 Provo Utah 84604

Effective August 2009 Mr Cook resigned as Chief Executive Officer and class II Director of the Board

of Directors On April 22 2010 the Board of Directors appointed Mr Goodman as the Class II Director to fill

the vacancy created by the resignation of Mr Cook Mr Goodman was appointed to serve the remaining term as

Class II Director which expires at the 2010 Annual Meeting of Stockholders The Nominating and Governance

Committee has nominated Nicholas Goodman the current Chief Executive Officer for election at the 2010

Annual Meeting of the Stockholders See discussion of the nominees for Class II Directors below

The Board of Directors has determined that Messrs Herickhoff Roeder Markowitz and Perriton have no

material relationship with the Company and are independent within the meaning of the NYSE corporate

governance listing standards and the rules of the SEC However on August 17 2009 the Board of Directors

authorized us to contract with Mr Doughman to provide certain consulting services relating to evaluating and

recommending corporate strategic initiatives to the Board of Directors which terminated on December 31 2009

While Mr Doughman was acting in the capacity of consultant the Board of Directors determined that he was

no longer considered independent with respect to his duties as member of the Board of Directors However on

March 12 2010 the Board of Directors reviewed the requirements for Mr Doughman to reestablish his

independence as member of the Board of Directors Since Mr Doughman had not participated in the

development of corporate strategic initiatives for over 60 days the Board of Directors determined that he had met

the requirements to be reestablished as an independent director

33



The membership as of the date of this proxy statement and the function of each of the standing committees

are described below

Nominating and

Audit Compensation Governance

Name of Director Committee Committee Committee

Non-Employee Independent Directors

Scott Doughman

James Herickhoff

Reynold Roeder

Barry Markowitz XK

Alan Perriton

Employee Directors

Kraig Higginson

Nicholas Goodman

Committee Member Chairperson

Our Board of Directors held 17 meetings during the fiscal year ended December 31 2009 the Last Fiscal

Year Each director attended at least 75% of all Board of Directors and applicable committee meetings except

for Mr Perriton Mr Pernton currently resides in Korea as Mission President for The Church of Jesus Chnst of

Latter day Saints and can participate in Board and Committee meetings only occasionally and only

telephonically The Board of Directors has decided to exempt Mr Perriton from minimum meeting attendance

requirements until he completes his three-year mission in Korea in July 2010 The Board of Directors encourages

its members to attend annual meetings of stockholders of Raser All elected directors attended the 2009 Annual

Meeting of Stockholders except for Mr Perriton

Executive Sessions of the Board

In accordance with our corporate govemance guidelines the non-management directors meet in executive

session without management at least once year The Chairperson of our Nominating and Governance

Committee is the presiding Director at these sessions

Board Role in Risk Oversight

Our Board is responsible for overseeing the Companys management of risk The Board strives to

effectively oversee the Companys enterprise-wide risk management in way that balances managing risks while

enhancing the long-term value of the Company for the benefit of the stockholders The Board understands that its

focus on effective risk oversight is critical to setting the Companys tone and culture towards effective risk

management To administer its oversight function the Board seeks to understand the Companys risk philosophy

by having discussions with management to establish mutual understanding of the Companys overall appetite

for risk The Board maintains an active dialogue with management about existing risk management processes and

how management identifies assesses and manages the Companys most significant risk exposures The Board

expects frequent updates from management about the Companys most significant risks so as to enable it to

evaluate whether management is responding appropriately

Our Board relies on each of its committees to help oversee the risk management responsibilities relating to

the functions performed by such conmiittees Our Audit Committee provides oversight of and reviews at least

annually the Companys guidelines and policies with respect to risk assessment and risk management including

the Companys investment policies Our Compensation Committee helps the Board to identify the Companys

exposure to any risks potentially created by our compensation programs and practices Our Nominating and

Corporate Governance Committee oversees risks relating to the Companys corporate compliance programs and

assists the Board and management in promoting an organizational culture that encourages commitment to ethical
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conduct and commitment to compliance with the law Each of these committees is required to make regular

reports of its actions and any recommendations to the Board including recommendations to assist the Board with

its overall risk oversight function During each regularly scheduled Board meeting each year the full Board also

reviews the Companys long-term strategic plans for particular segment and the principal issues including

foreseeable risks that segment expects to face in the future

Audit Committee

The Audit Committee was established in accordance with Section 3a58A of the Exchange Act The

primary responsibility of the Audit Committee is to oversee the accounting and financial reporting processes
of

Raser and report the financial results to the Board of Directors The current members of the Audit Committee are

Reynold Roeder Chair James Herickhoff and Barry Markowitz The Audit Committee assists the Board

of Directors in fulfilling its responsibilities for general oversight of the integrity of the financial statements

compliance with legal and regulatory reqUirements the independent auditors qualifications independence and

performance and internal accounting and financial controls and reporting practices Among other things the

Audit Committee prepares the Audit Committee report for inclusion in the annual proxy statement of Raser

annually reviews the Audit Committees charter and the Audit Committee performance appoints evaluates and

approves the compensation of our independent registered public accountants reviews and approves the scope of

the annual audit the audit fee and the financial statements reviews our disclosure controls and procedures

internal controls information security policies internal audit function and corporate policies with respect to

financial information and earnings guidance oversees investigations into complaints concerning financial

matters and reviews other nsks that may have significant impact on the financial statements of Raser The

Audit Committee works clOsely with management as well as our independent auditors The Audit Committee

also has the authority to obtain advice and assistance from and receive appropriate funding from Raser for

outside legal accounting or other advisors as the Audit Committee deems
necessary to carry out its duties

Our Board of Directors has deterrmned that each member of the Audit Comrmttee meets the independence

criteria prescribed by applicable law and the rules of the SEC for audit committee membership Also our Board

of Directors has determined that Reynold Roeder an independent member of the Board of Directors qualifies as

an audit committee financial expert as defined in the rules and regulations of the SEC and in accordance with

the corporate governance standards of the New York Stock Exchange the NYSE

The report of the Audit Committee is included on page 39 of this proxy statement The Audit Committee of

the Board of Directors operates under written charter adOpted by the Board of Directors The Audit Committee

Charter is available on our website at www.rasertech.com

Compensation Committee

The Compensation Committee assists the Board of Directors in discharging its responsibilities relating to

the compensation of our executive officers and directors The Compensation Committee consists of three

independent directors Mr Markowitz Chairman Mr Herickhoff and Mr Doughman None of our executive

officers serve as members of the Compensation Committee The Compensation Committee determines approves

and reports to the Board of Directors on all elements of compensation for our executive officers including

salaries bonuses stock option grants and other benefits and compensation arrangements The Compensation

Committee provides general oversight of our compensation structure and also has the authority to make grants

under and otherwise administer our equity compensation plans

The report of the Compensation Committee is included on page 21 of this proxy statement The

Compensation Committee Charter is available on our website at www.rasertech.com
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Nominating and Governance Committee

The Nominating and Governance Committee assists our Board of Directors in fulfilling its responsibilities

with respect to corporate governance of Raser The Nominating and Governance Committee is responsible for

developing and recommending to the Board of Directors the governance principles applicable to Raser

overseeing the evaluation of the Board of Directors and management of Raser recommending to the Board of

Directors director nominees for each committee and assisting the Board of Directors in identifying prospective

director nominees and determining the director nominees for election at annual meetings of stockholders of

Raser Among other things the Nominating and Governance Committee determines the criteria for qualification

and selection of directors for election to the Board of Directors oversees the organization of the Board of

Directors with view to facilitating the Board of Directors proper
and efficient discharge of its duties and

responsibilities and identifies best practices in the area of corporate governance principles including giving

proper attention and providing effective responses to stockholder concerns regarding corporate governance

Other specific duties and responsibilities of the Nominating and Governance Committee include annually

assessing the size and composition of the Board of Directors developing qualifications for the Board of Directors

committees as appropriate defining criteria for director independence monitoring compliance with Board of

Directors and Board of Directors committee membership criteria annually reviewing and recommending

directors for continued service coordinating and assisting management and the Board of Directors in recruiting

new members to the Board of Directors reviewing
and recommending proposed changes to our Certificate of

Incorporation or Bylaws and Board of Directors committee charters recommending Board of Directors

committee assignments reviewing approving
and monitoring all service by executive officers on outside boards

of directors overseeing the evaluation of the Board of Directors and management reviewing and approving in

advance any proposed related party transactions reviewing approving and monitoring compliance with the Code

of Business Conduct and Ethics of Raser

Our Board of Directors has determined that each member of the Nominating and Governance Committee

meets the independence criteria prescribed by NYSE rules The Nominating and Governance Committee of the

Board of Directors operates under written charter adopted by the Board of Directors The Nominating and

Governance Charter is available on our website at www rasertech com

Corporate Governance Guidelines

Our Board has adopted Corporate Governance Guidelines and the Nominating and Governance Committee

is responsible for implementing the guidelines and making recommendations to the Board concerning corporate

governance matters The guidelines are available on our website at www.rasertech.com We will also furnish

copies of the guidelines to any person who requests them Requests for copies should be directed to the

Secretary 5152 North Edgewood Drive Suite 200 Provo Utah 84604

Among other matters the guidelines include the following

Membership on the Board will be made of up majority of independent directors who at minimum

meet the criteria for independence required by the NYSE

Directors oversee and provide policy guidance on the business and affairs of the Company and monitor

overall corporate performance the integrity of the Companys internal controls and the effectiveness

of its legal compliance programs

Directors oversee the strategic and business planning process

Executive sessions of solely independent directors will be held regularly and such sessions will be

scheduled and chaired by the chair of the Nominating and Governance Committee

The Board and its committees each conduct an annual self-evaluation

Directors are not permitted to serve as director for more than three other public companies

36



Directors are expected to prepare for attend and participate in all meetings of the Board and of the

committees of which they are members

Generally Directors may not stand for re-election after age 74 unless the Board elects to waive such

prohibition

Code of Business Conduct and Ethics of Raser

Our Board of Directors has adopted Code of Business Conduct and Ethics This Code of Business Conduct

and Ethics applies to all directors officers and employees of our company and our subsidiaries Among other

matters the Code of Business Conduct and Ethics is designed to promote

honest and ethical conduct including the ethical handling of actual or apparent conflicts of interest

between personal and professional relationships

full fair accurate timely and understandable disclosure in reports and documents that we file with or

submit to the SEC and in our other public communications

compliance with applicable laws rules and regulations

prompt internal reporting of violations of the code to an appropriate person or persons identified in the

Code of Business Conduct and Ethics and

accountability for adherence to the Code of Business Conduct and Ethics

The complete Code of Business Conduct and Ethics may be found on our website at www.rasertech.com

We will also furnish copies of the Code of Business Conduct and Ethics to any person who requests it Requests

for copies should be directed to the Secretary 5152 North Edgewood Drive Suite 200 Provo Utah 84604

Consideration of Director Nominees

Stockholder nominees

The policy of the Board of Directors is to consider properly submitted stockholder nominations for

candidates for membership on the Board of Directors as described under Identifying and Evaluating Nominees

for Directors below In evaluating such nominations the Board of Directors seeks to achieve balance of

knowledge experience and capability on the Board of Directors and to address the membership criteria set forth

under Director Qualifications below Any stockholder nominations proposed for consideration by the Board of

Directors should include the nominees name and qualifications for Board of Directors membership and should

be addressed to

Corporate Secretary

Raser Technologies Inc

5152 North Edgewood Drive Suite 200

Provo UT 84604

For description of the process for nominating directors please refer to Questions and Answers Concerning this

Solicitation and Voting at the Annual MeetingWhat is the deadline to propose actions for consideration at next

years annual meeting of stockholders or to nominate individuals to serve as directors on page

Director Qualification Standards and Diversity

The Nominating and Governance Committees minimum qualifications and specific qualities and skills

required for directors are set forth in Section of our Corporate Governance Guidelines which are available on

our website at www.rasertech.com These Guidelines require that candidates and nominees must reflect Board

that is comprised of directors who are predominantly independent ii are of high integrity iiihave

qualifications that will increase the overall Board effectiveness and iv meet other requirements as may be
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required by applicable rules of the NYSE and the SEC Each of our directors is expected to devote sufficient time

and effort to learn the business of our Company and the Board to use hisor her own unique skills and

experiences to provide independent oversight to our business to participate in constructive and collegial

manner to exhibit high level of commitment to our Company and to exhibit independent thought and judgment

Each of our directors is expected to be committed to enhancing stockholder value and must devote sufficient time

to carry out his or her duties and each is expected to represent the interests of all stockholders Our Corporate

Governance Guidelines include policy that no director will be nominated for election to the Board after their

74th birthday unless the Board waives this limitation

Although we do not have separate diversity policy relating to the identification and evaluation of nominees

for director our Nominating and Governance Committee considers each candidates character judgment

diversity age expertise corporate experience length of service other time commitments independence depth

and breadth of experience within the Companys industry and otherwise leadership ability and the like in the

context of the needs of the Board when evaluating director nominees These considerations help the Board as

whole to have the appropriate mix of diversity characteristics skills and experiences for the optimal functioning

of the Board in its oversight of our Company As part of its periodic self-assessment process the Nominating and

Governance Committee annually reviews and evaluates its performance including overall composition of the

Board and the criteria that it uses for selecting nominees in light of the specific skills and characteristics

necessary
for the optimal functioning of the Board in its oversight of our Company

Identifying and Evaluating Nominees for Directors

The Board of Directors utilizes variety of methods for identifying and evaluating nominees for director

The Board of Directors regularly assesses the appropriate size of the Board of Directors and whether any

vacancies on the Board of Directors are expected due to retirement or otherwise In the event that vacancies are

anticipated or otherwise arise the Board of Directors considers various potential candidates for director

Candidates may come to the attention of the Board of Directors through current members of the Board of

Directors professional search firms stockholders or other persons These candidates are evaluated at regular or

special meetings of the Board of Directors and may be considered at any point during the year As described

above the Board of Directors considers properly submitted stockholder nominations for candidates for the Board

of Directors Following verification of the stockholder status of persons prOposing candidates recommendations

are aggregated and considered by the Board of Directors at regularly scheduled meeting whiÆh is generally the

first or second meeting prior to the issuance of the proxy statement for the annual meeting If any materials are

provided by stockholder in connection with the nomination of director candidate such materials are

forwarded to the Board of Directors The Board of Directors also reviews materials provided by professional

search firms or other parties in connection with nominee who is not proposed by stockholder In evaluating

such nominations the Board of Directors seeks to achieve balance of knowledge experience and capability on

the Board of Directors

Compensation Committee Interlocks and Insider Participation

No interlocking relationship exists between any member of the Compensation Committee and any member
of any other companys board of directors or compensation committee

Communications with the Board of Directors

Individuals may communicate with our Board of Directors by writing to Corporate Secretary Raser

Technologies Inc 5152 North Edgewood Drive Suite 200 Provo Utah 84604 Our Corporate Secretary will

forward all appropriate communication to the Board of Directors or individual members of the Board of

Directors specified in the communication Communications intended for non-management directors should be

directed to the Chairperson of the Nominating and Governance Committee at the Companys address listed

above
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2009 REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

Notwithstanding any statement to the contrary in any of our previous orfuture filings with the Securities

and Exchange Commission this report of the Audit Committee of the Board of Directors shall not be deemed

filed with the Commission or soliciting material under the Securities Exchange Act of 1934 as amended

and shall not be incorporated by reference into any such filings

The following is the Audit Committees report submitted to the Board of Directors for the fiscal year ended

December 31 2009

The Audit Conmiittee of the Board of Directors has

reviewed and discussed the Companys audited financial statements for the fiscal year
ended

December 31 2009 with the Companys management

discussed with Hem Associates LLP the Companys independent registered public accountants for

the year ended December 31 2009 the materials required to be discussed by Statement on Auditing

Standards No 61 and

reviewed the written disclosures and the letter from Hem Associates LLP required by Independence

Standards Board Standard No and has discussed with Rein Associates LLP its independence

Based on the foregoing review and discussion the Audit Committee recommended to the Board of Directors

that the audited financial statements be included in the Companys 2009 Annual Report on Form 10-K and

appointed Rein Associates LLP to serve as the Companys independent registered public accountants for the

year ending December 31 2010

AUDIT COMMITTEE

Reynold Roeder Committee Chair

James Herickhoff

Barry
Markowitz
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PROPOSALS TO BE VOTED ON

PROPOSAL

ELECTION OF DIRECTORS

Raser Certificate of Incorporation provides that the Board of Directors shall be divided into three classes

designated as Class Class II and Class III respectively with the classes of directors serving for staggered

three-year terms We have three Class directors Reynold Roeder Barry Markowitz and Alan Perriton

whose terms expire at our 2012 Annual Meeting of Stockholders two Class II directors Nicholas Goodman

and James Herickhoff whose terms expire at the 2010 Annual Meeting of Stockholders and two Class III

directors Kraig Higginson and Scott Doughman whose terms expire at our 2011 Annual Meeting of

Stockholders In accordance with our Certificate of Incorporation any additional directorships resulting from an

increase in the number of directors shall be apportioned among the three classes so as to maintain the number of

directors in each class as nearly equal as possible

Class II Director Nominees

Our Board of Directors upon recommendation of our Nominating and Govemance Committee has

nominated Nicholas Goodman and James Herickhoff for election as Class Ii directors If elected

Messrs Goodman and Herickhoff will hold office as Class II directors until Rasers 2013 Annual Meeting of

StockhOlders or until their respective successors are elected and duly qualified or until their earlier death

resignation or removal Our Board of Directors believes that Mr Goodmans extensive experience developing

companies within the
energy industry his specific experience consulting renewable energy companies as well as

his proven leadership and executive-level management skills support the conclusion that he should serve as one

of our directors Additionally our Board of Directors believes that Mr Herickhoffs extensive board and

executive-level management experience and proven leadership and business capabilities support the conclusion

that he should serve as one of our directors

If you sign your proxy or voting instruction card but do not give instructions with respect to the voting of

directors your shares will be voted for the two Class II nominees recommended by our Board of Directors If

you wish to give specific instructions with respect to the voting of directors you may do so by indicating your

instructions on your proxy or voting instruction card The Board of Directors expects that Messrs Goodman and

Herickhoff will be available to serve as directors In the event Messrs Goodman and Herickhoff become

unavailable however the proxy holders will vote for any nominee designated by the Board of Directors unless

the Board of Directors chooses to reduce the number of directors serving on the Board of Directors In the event

that additional persons are nominated for election as directors the proxy holders intend to vote all proxies

received by them in the absence of contrary instruction in such manner as to assure the election of

Messrs Goodman and Herickhoff

Vote Required and Recommendation of the Board of Directors

The two Class II nominees receiving the highest number of affirmative FOR votes at the meeting

plurality of votes cast will be elected to serve as Class II directors Votes withheld from any director nominee

will be counted for purposes of determining the presence or absence of quorum but have no other legal effect

under Delaware law

The Board of Directors recommends vote FOR the election of Nicholas Goodman and James

Herickhoff as Class II directors
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PROPOSAL

RATIFICATION OF APPOINTMENT OF INDEPENDENT ACCOUNTANTS

The Audit Committee of the Board of Directors has appointed Hem Associates LLP independent

registered public accountants to audit our financial statements for the fiscal year ending December 31 2010

Services provided to Raser and its subsidiaries by Hem Associates LLP during the fiscal year ended

December 31 2009 are described under Audit and Related Fees for Fiscal 2009 and 2008 below

Representatives of Hem Associates LLP will be present at the 2010 Annual Meeting of Stockholders where

they are expected to be available to respond to appropriate questions and if they desire to make statement

Audit and Related Fees for Fiscal Years 2009 and 2008

The following table sets forth summary of the fees billed to us by Hem Associates LLP for professional

services performed for the years ended December 31 2009 and 2008 respectively

2009 2008

Audit Fees Hem Associates LLP $374069 $424490

Audit-Related Fees 8323 10864

Tax Fees

All Other Fees

Total $382392 $435354

Consisted of fees for professional services rendered by Hem Associates LLP for the audit of our annual

financial statements included in our Annual Report on Form 10-K and the review of financial statements

included in our Forms 10-Qs or services that are normally provided by our principal accountants in

connection with statutory and regulatory filings or engagements

Consisted of fees for assurance and related services by our principal accountants that are reasonably related

to the performance of the audit or review of our financial statements and are not reported under Audit fees

such as comfort or assurance letters

Consisted of fees for professional services rendered by our principal accountants for tax compliance tax

advice and tax planning

As discussed in Corporate Governance Principles and Board Matters above the Audit Committee

appoints evaluates and approves the compensation of our independent registered public accountants reviews and

approves the scope of the annual audit the audit fee and the financial statements The Audit Committee also

approves all audit-related fees that are reasonably related to the performance of the annual audit such as comfort

or assurance letters Our Audit Committee has concluded that Hem Associates LLP has remained independent

throughout the audit processes for the years ending December 31 2009 and 2008 respectively

Vote Required and Recommendation of the Board of Directors

Ratification of the appointment of Hem Associates LLP as our independent registered public accountants

for the fiscal year ending December 31 2010 requires the affirmative vote of majority of the shares of Raser

common stock present in person or represented by proxy and entitled to be voted at the meeting Abstentions

have the same effect as vote against the proposal

The Board of Directors recommends vote FOR the ratification of the appointment of Hem

Associates LLP as our independent registered public accountants for the fiscal year ending December 31

2010
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Ratification of the appointment of Hem Associates LLP as our independent registered public accountants

is not required by our Bylaws or other applicable legal requirement However our Board of Directors is

submitting the selection of Hem Associates LLP to the stockholders for ratification as matter of good

corporate practice If the stockholders fail to ratify the selection the Audit Committee of the Board of Directors

will reconsider whether or not to retain that firm Even if the selection is ratified the Audit Comnuttee at its

discretion may direct the appointment of different independent registered public accounting firm at any time

during the year if it determines that such change would be in the best interest of the Company and its

stockholders

ANNUAL REPORT

Our Annual Report to Stockholders for the fiscal year ended December 31 2009 is being furnished to our

stockholders primarily via the Internet On April 30 2010 we mailed to our stockholders Notice of Internet

Availability containing instructions on how to access our proxy materials including our proxy statement and our

annual report

copy of the Annual Report on Form 10-K for the fiscal year ended December 31 2009 but not

including exhibits is also available at www.rasertech.com copy of our Form 10-K will be furnished at

no charge to each person to whom proxy statement is delivered upon the request of such person

however our copying costs will be charged if copies of exhibits to the Form 10-K are requested Such

requests should be directed to our Corporate Secretary at 801 765-1200 or info@rasertech.com

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS

FOR THE STOCKHOLDER MEETING TO BE HELD ON JUNE 2010

The Notice of Annual Meeting of Stockholders this Proxy Statement and the Annual Report to

Stockholders for the fiscal year ended December 31 2009 of Raser Technologies Inc are available at

httpllwww.rasertech.com/annualreport2009

OTHER MATTERS

We are not aware of any other business to be presented at the meeting As of the date of this proxy

statement no stockholder had advised us of the intent to present any business at the meeting Accordingly the

only business that our Board of Directors intends to present at the meeting is as set forth in this proxy statement

If any other matter or matters are properly brought before the meeting the proxies will use their discretion

to vote on such matters in accordance with their best judgment

STOCKHOLDERS SHARING THE SAME LAST NAME AND ADDRESS

We are sending only one copy of the Notice of Internet Availability or set of proxy materials as applicable

to stockholders who share the same last name and address unless they want to continue receiving multiple copies

This practice known as householding is designed to reduce duplicate mailings and save significant printing

and processing costs as well as natural resources

If you received household mailing this year and you would like to have additional copies of the Notice of

Internet Availability or set of proxy materials as applicable mailed to you or you would like to opt out of this

practice for future mailings please submit your request to our Corporate Secretary by calling 801 765-1200
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We will promptly send you additional copies of the Notice of Internet Availability or set of proxy materials as

applicable upon receipt of such request You may also contact us if you received multiple copies of the Notice of

Internet Availability or set of proxy materials as applicable and would prefer to receive single copy in the

future

Unfortunately householding for bank and brokerage accounts is limited to accounts within the same bank or

brokerage firm For example if you and your spouse
share the same last name and address and you and your

spouse have two accounts containing Raser stock at two different brokerage firms your household will receive

two copies of the Notice of Internet Availability or set of proxy materials as applicableone from each

brokerage firm

By order of the Board of Directors

Is RICHARD CLAYTON

Richard Clayton

Executive Vice President General Counsel and Secretary

Provo Utah

April 29 2010
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PART

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain information set forth in this report contains forward-looking statements within the meaning of the

federal securities laws Forward-looking statements include statements concerning our plans objectives goals

strategies future events future revenues or performance capital expenditures financing needs plans or

intentions relating to acquisitions or dispositions and other information that is not historical information In some

cases forward-looking statements can be identified by terminology such as believes expects may will

should anticipates or intends or the negative of such terms or other comparable terminology or by

discussions of strategy We may also make additional forward-looking statements from time to time All such

subsequent forward-looking statements whether written or oral by us or on our behalf are also expressly

qualified by these cautionary statements

All forward-looking statements including without limitation managements examination of historical

operating trends are based upon our current expectations and various assumptions Our expectations beliefs and

projections are expressed in good faith and we believe there is reasonable basis for them but there can be no

assurance that managements expectations beliefs and projections will result or be achieved All forward-looking

statements apply only as of the date made We undertake no obligation to publicly update or revise forward-

looking statements which may be made to reflect events or circumstances after the date made or to reflect the

occurrence of unanticipated events

There are number of risks and uncertainties that could cause our actual results to differ materially from the

forward-looking statements contained in or contemplated by this report Any forward-looking statements should

be considered in light of the risks set forth in Item 1A Risk Factors and elsewhere in this report

ITEM Business

Unless the context requires otherwise all references in this annual report to Raser the Company

we us our company Raser Technologies or our refer to Raser Technologies Inc and its

consolidated subsidiaries

Overview

We are an environmental energy technology company focused on geothermal power development and

technology licensing We operate two business segments Power Systems and Transportation Industrial Our

Power Systems segment develops geothermal electric power plants and anticipates also developing bottom-

cycling operations in the future Our Transportation Industrial segment focuses on using our SymetronTM

family of technologies to improve the efficiency of electric motors generators and power electronic drives used

in electric and hybrid electric vehicle propulsion systems Through these two business segments we are

employing business strategy to produce positive impact on the environment and economically beneficial

results for our stockholders By executing our business strategy we aim to become producer of geothermal

electric power as well as provider of electric and hybrid-electric vehicle technologies and products

Power Systems Segment

We have accumulated portfolio of geothermal interests in four western continental states and geothermal

concession in Indonesia These geothermal interests are important to our ability to develop geothermal power

plants We continue to seek and accumulate additional interests in geothermal resources for potential future

projects

We have initiated the development of eight geothermal power plant projects in our Power Systems segment

to date We have placed one power plant in service to date which we refer to as our Thermo No plant and we



are currently selling electricity generated by the Thermo No plant The Thermo No plant is currently

generating approximately MW of electrical power gross After deducting the electricity required to power the

plant also known as parasitic load the net power produced by the Thermo No plant is approximately MW
In addition we also purchase power for remote pumps in our well field which are required to ensure adequate

flow of hot water Both the gross output and the net output of the plant are below the amounts the plant was

designed to produce primarily due to issues related to temperatUre of the resource from the well field We are

working to improve the electrical oUtput of the plant and the teniperature of the resource

Due to the economic downturn difficult financing environment difficulties experienced at the Thermo

No plant and other factors we have had to adjust our development plans We had anticipated to be in

position to move forward with the simultaneous development of the other seven sites we have initiated In light

of current conditions we believe we need to focus most of our time and resources on development of the one or

two projects we believe are best positioned for development at this time Thus we intend to focus on improving

the electrical output from our Thermo No plant and completing the well field development at our Lightning

Dock and/or Thermo No and No projects We will continue to undertake permitting at the other sites we

have initiated The status of each of the eight projects we have initiated is described below see Current

Geothermal Power Projects section below

Our ability to develop our geothermal power projects is dependent on our ability to obtain adequate

financing to fund those projects We intend to evaluate variety of alternatives to finance the development of our

projects These alternatives could include government funding from grants loan guarantees or private activity

bonds joint ventures the sale of one or more of our projects or interests therein pre-paid power purchase

agreements with utilities or municipalities or merger and/or other transaction consequence of which could

include the sale or issuance of stock to third parties We cannot be certain that funding from any of these sources

will be available If we are unable to secure adequate funds on timely basis on terms acceptable to us we may

need to modify our current plans for plant construction well field development and other development activities

extend the time frame over which these activities will take place or cease operations

Historically federal and state governments have provided incentives and mandates for the development of

renewable resources including geothermal projects The American Recovery and Reinvestment Act of 2009 the

Recovery Act provides for number of additional incentive programs to help fund renewable energy projects

Among these new programs is the Section 1603 renewable
energy grant program under the Recovery Act

Pursuant to the Recovery Act an owner of qualified geothermal power plant may elect to receive grant from

the U.S Treasury Department of up to 30% of certain qualifying construction and drilling costs in lieu of

claiming either the energy credit sometimes refened to as the investment tax credit ITC or the production

tax credit PTC The owner of qualified geothermal power plant may apply for grant of up to 30% of the

cost of qualifying geothermal property placed in service in 2009 or 2010 or placed in service before 2014 if

construction began in 2009 or 2010 Grants are to be paid 60 days after the later of the date of the application for

the grant is deemed complete or the date the project is placed in service

We originally financed the construction of the Thermo No plant through project financing and tax equity

financing arrangements Subsequent to the adoption of the Recovery Act we amended these financing

arrangements to be consistent with the Recovery Act and take advantage of the grants available under the

Recovery Act We obtained grant of approximately $33.0 million which we received in February 2010

Approximately $3.8 million of the grant funds were released to us as owner of the project The remainder of the

grant funds will be held in escrow until June 30 2010 and the amounts to be released to the other parties that

provided the debt and equity financing for the project will be determined based on the electrical output and the

operational costs of the plant at that time Up to $4.3 million of any amounts not released to these parties will be

paid to Pratt Whitney Power Systems PWPS as final payment for the turbines in production at the Thermo

No plant Any remaining amount after the payment to PWPS will be released to us

We believe the demand for clean renewable energy will continue to increase in the future and we believe

we are well positioned to play meaningful role in providing clean renewable power to consumers Not



everything has been in keeping with our original timeframes and cost expectations Some of our projects have

experienced longer development timelines or higher costs than originally planned Moreover the current

economic conditions in the United States and around the world make it more difficult to secure the financing and

complete the other various steps necessary to develop our projects Nevertheless we intend to continue to

implement our business strategy of rapid deployment of our geothermal power projects

Our Thermo No plant was the first geothermal power plant to be constructed utilizing PureCycle 280

generation units PureCycle units manufactured by PWPS The PureCycle units are small modular units each

producing approximately 280 kilowatts kW of gross
electrical output each We installed fifty PureCycle units

at the Thermo No plant While we believe that the PureCycle units have advantages in certain scenarios our

current development plans anticipate using larger binary cycle units that produce 2.5 megawatts MW to 10

MW of gross electrical output per unit We have received proposals from number of equipment manufacturers

and believe that moving to larger generating units could result in greater returns on our future projects

Our geothermal resources portfolio consists of over 275000 acres in the United States and concession of

over 100000 acres in Indonesia Our portfolio of geothermal leases contains mix of private state and federal

leases We utilize our in-house full-time geologists independent geologists in-house and independent

transmission specialists
ARC-GIS specialists and others on our development team to help identify and locate

areas that are favorable to development We are primarily
interested in securing locations that we believe contain

the targeted geothermal activity present favorable development environment considering permitting

requirements topography site access etc and allow transmission access to favorable power markets Each

lease we acquire is based upon these key indicators of the projects geothermal potential Some prospect areas

like our Lightning Dock project have been the subjects of extensive exploration and data analysis while others

will require additional exploration
and evaluation Some of the geothermal leases in our portfolio have not been

extensively explored and documented and could ultimately be rejected for full-scale development We seek to

acquire broad-based portfolio of prospects
and we continue to evaluate new areas to target for leasing in

addition to studying the prospect areas we currently have under lease

Transportation Industrial Segment

Our Transportation Industrial segment focuses on commercializing our electric motor generator and

drive technologies such as our series plug-in hybrid vehicle PHEV with range extender technologies into

applications In 2008 we began work to integrate SymetronTM traction motor generator
and controller drive in

Hummer H3 demonstration vehicle Hummer Demonstration Vehicle The Hummer Demonstration Vehicle

was built under collaborative arrangement with General Motors Inc General Motors and our integration

partner FEV Inc The Hummer Demonstration Vehicle was designed to achieve 100 mpg equivalent to

demonstrate the benefits of our plug-in electric drive system in Sports Utility Vehicle SUV and light truck

applications Our plug-in electric drive system is designed to allow light trucks and SUVs to achieve the

equivalent of over 100 mpg in typical local daily driving with near zero emissions by using electricity instead of

petroleum as the primary fuel Recently General Motors decided to discontinue the Hummer brand We believe

however that our technology is capable of being used in other types of SUVs and light truck applications
and we

believe that our systems for light weight trucks and SUVs are ahead of our competitors in the market

We completed the initial phase of developing our Hummer Demonstration Vehicle and unveiled the

prototype at the 2009 SAE International World Congress in Detroit Michigan We are currently in the process of

further testing the Hummer Demonstration Vehicle and seeking manufacturing partner for small scale

manufacturing of additional prototype
vehicles We also expect to begin to realize modest revenues from the sale

of enhanced motors and generators through our business cooperation agreement with HHI although the exact

amount and timing of these revenues will be dependent on HHI ability to implement these enhanced designs

into its manufacturing and distribution system which we anticipate to occur during 2010 Although progress
is

being made by each of our business segments with respect to this initiative we may not be able to generate

significant revenues from this technology by either of our segments if at all



We intend to continue to explore opportunities to commercialize our motor and drive technologies

However the recent economic downturn has had dramatic and adverse effect on the automotive industry and

other large industrial manufacturers that would otherwise be in position to use and benefit from our

technologies As result we believe our ability to commercialize our SymetronTM technologies will be limited

until economic conditions improve In light of the current economic conditions we have reduced our resources

committed to new developmental efforts We intend to evaluate the prospects for our technologies on an ongoing

basis If we believe there are attractive opportunities we will devote the resources to pursue those opportunities

to the extent we believe appropriate If on the other hand we determine that the risks and uncertainties for this

business segment are too great in light of the current economic climate we may choose to further reduce the

resources devoted to these efforts

We are also currently evaluating the advantages and disadvantages of apossible business separation

transaction involving the Transportation and Industrial segment which may include spinning off the

Transportation and Industrial business to our stockholders as separate independent company We believe that

separation transaction involving the Transportation and Industrial business would facilitate the ability to raise

capital for both businesses including the capital needed to further develop and commercialize the SymetronTM

family of technologies However we may ultimately determine that business separation transaction involving

the Transportation and Industrial segment is not feasible for financial legal or other reasons For discussion of

the revenues profit/loss and total assets of the Transportation andIndustrial segment for the years ended

December 31 2009 2008 and 2007 please see Note 20 Business Segments in our audited consolidated

financial statements

Operating History Corporate Structure and Capital Requirements

Consistent with our limited operating history we have generated limited revenues from operations While

our Power Systems segment has begun to generate revenue from the operation of our Thermo No plant we do

not expect to generate significant additional revenues from this segment until we develop additional plants and

place them in service To date our Transportation Industrial segment has generated only limited amount of

revenue from research and development subcontracts administered through contractors for certain government

agencies Future revenues from our Transportation Industrial segment will depend on our ability to

commercialize our SymetronTM technologies and we cannot predict when those efforts will be successful if at

all

Limited historical information exists upon which an evaluation can be made regarding our business and

prospects We also have limited insight into how market and technology trends may affect our future business

The revenue and income potential of both of our business segments is unproven and the markets in which we

expect to compete are very competitive and rapidly evolving To date all of our revenues have been derived from

domestic sources Our business and prospects should be considered in light of the risks expenses cash

requirements challenges and uncertainties that exist in an early stage company seeking to develop new

technologies and products in competitive and rapidly evolving markets

We have incurred substantial losses since inception and we are not operating at cash breakeven Our

continuation as going concern is dependent on efforts to raise additional capital increase revenues reduce

expenses and ultimately achieve profitable operations If substantial losses continue or if we are unable to raise

sufficient additional capital on reasonable terms liquidity concerns may require us to curtail or cease operationr

liquidate or sell assets or pursue
other actions that could adversely affect future operations

Given our current business strategy we will need to secure additional financing in order to execute our

plans and continue our operations We may acquire this additional funding through the issuance of debt

preferred stock equity or combination of these instruments We also intend to evaluate variety of alternatives

to finance the development of our geothermal power projects These alternatives could include project financing

and tax equity financing government funding from grants loan guarantees or private activity bonds joint



ventures the sale of one or more of our projects or interests therein entry into prepaid power purchase

agreements with utilities or municipalities or merger and/or other transaction consequence of which could

include the sale or issuance of stock to third parties The amount and timing of our future capital needs will

depend on many factors including the timing of our development efforts opportunities for strategic transactions

and the amount and timing of any revenues we are able to generate We cannot be certain that funding will be

available to us on reasonable terms or at all If we are unable to secure adequate funds on timely basis on terms

acceptable to us we may be unable to execute out plans or continue our operations

We are incorporated in Delaware We are the successor to Raser Technologies Inc Utah corporation

which was formerly known as Wasatch Web Advisors Inc Wasatch Web Advisors acquired 100% of our

predecessor corporation in reverse acquisition transaction in October of 2003 Prior to that transaction our

predecessor corporation was privately-held company

Industiy Overview

Our Power Systems segment is seeking to develop geothermal power plants Geothermal energy
is one of

several clean renewable energy sources that are part of the renewable
energy industry Our Transportation

Industrial segment is focused on commercializing technologies that improve electric motors and related

components with particular emphasis on electric and hybrid electric vehicle propulsion systems

The Renewable Energy Industry and Geothermal Energy

The global demand for electrical power has continued to grow significantly each year In recent years

concerns about C02 emissions from fossil fuel power plants and the potential effect of CO2 emissions on global

climate change together with concerns about sustainability and the United States dependence on foreign energy

sources have led to an increased emphasis on domestic renewable energy Renewable energy sources generally

include geothermal solar wind hydro biomass fuel cells using renewable fuels ocean wave ocean thermal

and tidal current

number of states and the District of Columbia offer some form of regulation or financial incentive related

to the increased use of renewable energy Among the most wide-reaching regulations currently adopted by 32

states and the District of Columbia is the establishment of Renewable Portfolio Standards RPS which either

mandate or set goals that electrical utilities operating in state obtain minimum level of energy from renewable

energy sources by stated deadline Eligible sources of renewable energy vary by state but generally include

geothermal and certain of the other renewable
energy sources described above For example California one of

the primary states to which we intend to sell our renewable power has one of the.most ambitious RPS

requirements in the country Californias RPS target is to achieve 20 percent renewable supply by 2010 with

mandate to achieve 33 percent by the end of 2020 In addition to the state regulations and financial incentives

the federal government is considering national RPS mandate and has provided tax incentives grants and loan

guarantees to encourage
the development of renewable energy sources

The need for utilities to meet RPS requirements and the available state and federal incentives among other

factors have led to significant increase in the development of renewable energy projectsbased on variety of

energy sources While geothermal is only one of several renewable energy sources we believe geothermal

projects offer several advantages over other types of renewable energy Geothermal power plants can provide

reliable continuous power supply in contrast to wind and solar sources that can only produce energy when an

abundance of wind or sun is available Intermittent resources such as wind and solar have to be firmed by

arranging for power supply when the resource is not available Additionally intermittent sources of power

require transmission capacity be available at its peak generation capacity even though such capacity is only used

intermittently Such use of capital assets is inefficient These attributes of intermittent renewable power add to

the cost of power for utilities continuous source of firm power is called base load energy Geothermal plants

based on modern technologies can provide base loadpower with virtually no emissions These factors make

geothermal energy
attractive to utilities and other purchasers of renewable energy



Geothermal energy is derived from the natural heat of the earth thathas been transferred from the core of

the earth to hot or molten rocks nearer to the surface The heat resource can be used to generate electricity

through transfer medium such as water When water comes sufficiently close to hot or molten rock it is super

heated and ascends toward the surface of the earth Geothermal fluids cannot be transported economically over

longer distances due to heat and pressure losses Therefore geothermal power plants must normally be located

within approximately one to two miles of the geothermal production wells Geothermal energy projects typically

have higher capital costs compared to fossil fuel power plants However geothermal power plants tend to have

significantly lower variable operating costs due primarily to the elimination of fuel expense

Advances in heat transfer technology such as the binary cycle technology utilized in our plant designs have

made it possible to generate electricity from lower temperature sources of geothermal heat that were previously

unusable for such purposes Binary cycle technology can utilize water-based geothermal resources with

temperatures ranging from approximately 200 to 350 degrees Fahrenheit Binary cycle technology is closed-

loop heat transfer system in which the hot water from the geothermal resource is cycled or pumped to the

surface through production wells and channeled through surface pipes into heat transfer equipment In binary

system the geothermal water never comes into direct contact with the blades of the turbine generator The

geothermally-heated water is used to heat an organic compound or working fluid located in thepower

generating units which then vaporizes at lower temperature than boiling water into
gas to turn the turbine

generator After the heat transfer process is complete all of the geothermal water remains in the pipes at cooler

temperature The cooler water is reinjected into the ground to renew the geothermal resource All of the

geothermal water is then returned to the geothermal heat resource under the earths surface through reinjection

well to ensure that the heat resource is properly maintained As result no water is permanently extracted

from the earth In light of the nature of the heat transfer and the fact that all of the geothermal water is returned

to the heat source the resource is considered fully renewable and can be used in sustainable manner for long

periods of time

Geothermal power currently represents less than 1% of the totalelectrical power produced in the United

States However studies by the National Renewable Energy Laboratory and the Massachusetts Institute of

Technology suggest that geothermal energy could become significant source of electrical energy growing to as

much as 10% of the United States overall electrical power production

Transportation and Other Electric Motor Industries

Many of the same concerns that have led to an increased focus on renewable energy have also led to an

increased focus on energy efficiency and conservation Manufacturers and users of generators alternators

motors and adjustable-speed drive systems continue to seek improved operating efficiencies and higher power

and torque outputs Many large industries such as automotive heating ventilating and air conditioning

HVAC public transportation military and others use induction motors and drives as well as generators and

alternators Each of these industries is large and requires different specifications to meet their application

requirements AC induction motors for example are the workhorses of industry and are found throughout

factories buildings and residences Power electronic drives are used to control the speed and performance of AC

induction motors in order to save energy With the cost of electrical energy continuing to rise end-user demand

for higher efficiency electric motors generators and adjustable-speed motor-drive systems is steadily increasing

At the same time in order to minimize power plant emissions and reduce electrical power demand government

agencies are increasingly mandating higher efficiency electric motor and motor-drive system standards

Through internal and collaborative research and development our Transportation Industrial segment has

developed several innovations in electric motors generators and their associated power electronic drives and

controller technologies that allow for increased torque power and efficiency These technologies can be applied

to industrial AC induction motors and drives permanent magnet synchronous motors AC generators and

automotive alternators foruse in industrial and transportation applications hybrid-electric and electric vehicle

propulsion systems and other applications where the efficiency of electricity-to-motion or motion-to-electricity

power conversions can be improved



We believe our SymetronTM technologies are particularly well-suited for PHEV propulsion systems PREY

systems are one of the new areas of focus among many auto companies for the next generation of hybrid

vehicles We are collaborating with other companies to develop PHEV integrated master control hardware and

software system and have developed our own electric vehicle propulsion system incorporating our technologies

We have successfully integrated many of these technologies into ourHummer Demonstration Vehicle and have

filed additional patent applications related to their use in the Hummer Demonstration Vehicle These

technologies could also have applications in other SUVs and light truck systems

Business Strategy

Our primary energy technology objectives are to be leading developer of geothermal power plants and

leading developer and licensor of technologies that improve the performance of electric motors generators

drives and related components We believe the growing demand for clean renewable energy sources and the

increased emphasis on energy efficiency and conservation present significant growth opportunities for both of

our business segments We intend to pursue our objective through the following strategies

Focus on Development of Geothermal Power Plants

Our Power Systems segment has initiated the development of eight geothermal projects in the United States

to date including the construction of our Thermo No plant which has been operating and selling electricity to

the City of Anaheim California since April 2009 We have either obtained or are in the process of obtaining

permits for the development of seven other geothermal power projects we have initiated Continued development

of each of these projects is dependent on our ability to obtain additional financing

Due to the economic downturn difficult financing environment difficulties experienced at the Thermo

No plant and other factors we have had to adjust our development plans We had hoped to be in position to

move forward with the simultaneous development of the other seven sites we have initiated However we now

believe we will need to focus most of our time and resources on the development of one or two projects we

believe are best positioned for development at this time Thus we intend to focus on improving the electrical

output from our Thermo No plant and completing the well field development at our Lightning Dock and/or

Thermo No and No projects We will continue to undertake some permitting activities at the other sites we

have initiated but we do not expect to conduct any significant development activities with respect to these

projects until we have completed the projects just mentioned or further resources become available to us

We intend to initiate the development of new projects each year and we expect to maintain portfolio or

series of projects in development at all times Our current goal is to develop over the nextfew years new

projects each year that will generate cumulative total of approximately 40 MW Of electricity per year

However the number of projects we initiate each year will depend on number of factors including the

availability of adequate financing the availability of adequate geothermal resources the demand for renewable

power the total number of projects we have under development at one time and our available resources to

devote to our project development efforts

Refine Rapid Deployment Strategy

Our current development efforts are focused on deployment of modular binary-cycle generation units where

the level of on-site construction activities can be decreased and development timelines shortened when compared

to traditional geothermal power plant development We installed PWPS PureCycle units at our Thermo No

plant to accomplish this goal Major construction of the Thermo No plant was completed in less than nine

months but unforeseen challenges occurred in well field development that have prevented us from generating the

level of electrical output the plant was designed to produce We continue to take steps to increase the electrical

output at the plant However we may not be able to increase the output to full capacity on cost effective basis

or in time to meet the requirements for Final Completion as defined in the Thermo Financing Agreements

discussed below of the plant by June 30 2010



Based on experience with the Thermo No plant we are evaluating refinements to our plant design in an

effort to maximize electrical output from future plants we develop For example we are currently evaluating the

benefits of utilizing larger modular units in the range of 2.5 MW to 10 MW as opposed to the smaller PureCycle

modular units We are also increasing our focus on early well field development activities prior to beginning the

construction phase of development Rapid deployment remains however key focus of our development efforts

as we believe it provides competitive advantages in number of areas

Continue to Finance the Development of Geothermal Power Plants through Various Arrangements

Each geothermal power project generally consists of three phases During the first phase the site is

identified and evaluated During the second phase the power plant transmission lines and pipelines are

constructed and the production and reinjection wells are drilled The third and final phase is the production

phase during which the power plant is operated over its useful life different mix of financing alternatives is

available for the various development phases and activities To date we have funded the site identification and

evaluation phase of each project as well as the drilling of production and reinjection wells primarily from our

funds available for general corporate purposes which we have obtained principally from the issuance of

convertible debt and equity securities from time to time However we intend to explore or have already explored

other potential alternatives to finance the drilling of production and reinjection wells for our projects including

drilling-specific investment funds government grants loan guarantees and private activity bonds joint ventures

or other strategic transactions

Sufficient financing to complete the development of each of our geothermal power projects is critical to the

success of our strategy We believe that access to capital will be gating factor for beginning drilling and

construction on geothermal projects we intend to develop in 2010 and beyond While the current financing

environment is difficult due to economic conditions the current economic recession has also resulted in lower

commodity prices and construction costs Further the Recovery Act provides for number of grants and tax

incentives to help fund renewable energy projects The Recovery Act includes provisions that

Extend the 10
year

PTC for qualified geothermal facilities placed in service through 2013

Permit taxpayers to elect to claim an ITC in place of the PTC for certain projects including

geothermal energy facilities placed in service from 2009 through 2013 The amount of the ITC would

generally be 30 percent of the qualifying costs

Modify the ITC by eliminating the reduction of the ITC for prOperty financed by subsidized
energy

financing or tax-exempt private activity bonds

Permit developer to receive grant from the Treasury Department in place of claiming tax

credits for certain properties placed in service in 2009 and 2010 that would otherwise qualify for the

PTC or ITC Property placed in service after 2010 but on or before the applicable credit termination

date could qualify for the grants as long as construction began in 2009 or 2010 The amount of grant

would generally be equal to the amount of the ITC for which the project would have otherwise been

eligible

Extend first-year bonus depreciation to property placed in service in 2009 This means an owner of

qualifying property placed in service in 2009 could deduct 50 percent of the adjusted basis of the

property in 2009 The remaining 50 percent would be depreciated using the 5-year Modified

Accelerated Cost Recovery System MACRS

Authorize an additional $1.6 billion of Clean Renewable Energy Bonds CREBsto finance facilities

that generate electricity from certain renewable resources

Authorize an additional $6.0 billion in loan guarantees for qualified facilities

We are hopeful that the provisions of the Recovery Act will help us obtain financing for plant construction

when we are in position to begin the construction phase of project However we cannot be certain the

financing will be available to us on favorable terms or at all
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Prior to obtaining financing for the construction of power plant we also seek to enter into power

purchase agreement with investor-owned or municipal-owned utilities This type of long-term contractual

arrangement to sell power facilitates number of funding mechanisms Some utilities may arrange to pay part of

the purchase price of the power up front in order to assist with the financing of construction and development of

the power plant This arrangement is referred to as prepaid power purchase agreement We may explore prepaid

power purchase agreements as source of construction financing at one or more of our projects as cost

effective alternative source of financing

As described above we are exploring potential alternatives to finance the drilling of production and

reinjection wells for our projects On December 2009 we entered into an agreement the Co-Development

Agreement with Evergreen Clean Energy LLC Evergreen which could provide an alternative source of

funding for drilling or other early-stage development activities at certain projects Evergreens funding

obligations with respect to each site selected for development are subject to the satisfaction of number of

conditions including satisfactory due diligence the completion of certain milestones the granting of security

interest and the negotiation of definitive agreements relating to the financing of each project Moreover

Evergreen is newly formed clean-energy fund in the
process

of raising capital for its first investments in

renewable energy projects Therefore the ability of Evergreen to perform its obligations and provide funding for

one or more of our projects under the Co-Development Agreement is dependent upon Evergreens ability to

obtain sufficient capital commitments from investors

We previously entered into Commitment Letter with Merrill Lynch to finance up to 155 MW of future

projects Merrill Lynch provided financing for the construction of our Thermo No plant in accordance with this

Commitment Letter The Commitment Letter was subsequently terminated as part of an overall restructuring of

the project finance and tax equity agreements for the Thermo No plant As result we have no existing

commitments to finance the construction of the power plants we intend to develop We intend to seek appropriate

financing arrangements on project-by-project basis once project is ready to move to the construction phase

Expand Power Systems Segment to Include Development of Bottom Cycling and Waste Heat Recovery

Facilities

We believe that some of our projects will allow for expansions of the power plants through bottom-

cycling operations When the temperature of the geothermal fluids produced from the well field is sufficiently

high the geothermal fluids which are discharged from the plant can potentially carry enough heat to generate

additional electricity In bottom-cycling operation the discharged geothermal fluids are passed through

additional generating units to generate electricity without the risk and expense of drilling new wells We are in

the process
of implementing limited bottom-cycling operation on the Thermo No plant in order to improve

the efficiency and output of the project

We also believe the technologies used in our geothermal power projects can be used to generate electricity

from waste heat associated with certain industrial operations However based upon our limited internal resources

at the present time we do not expect to pursue opportunities to expand our Power Systems segment to include

the development of facilities that utilize waste heat to generate electricity until we believe our resources are

sufficient to successfully pursue this opportunity We believe there are number of companies that could benefit

from these waste heat recovery facilities including cement plants conventional power plants steel mills and

others

Continue to Identify and Acquire Potential Geothermal Resources

We have accumulated domestic geothermal interests in Nevada New Mexico Oregon and Utah We believe

we have aggregated one of the largest portfolios of potential geothermal resources in the United States With the

help of internal and external geologists we intend to continue to identify evaluate and acquire additional

interests in properties that have the potential to provide sufficient geothermal energy to operate geothermal
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power plants We intend to target well-studied properties with known geothermal anomalies Generally we

intend to seek resources that have been previously passed over for development by other companies but are

suitable for binary cycle plants which have lower grade heat characteristics than those required for higher

temperature flash geothermal power generating technologies If we discover or acquire heat resources that have

higher temperatures than those most suitable for binary cycle technology we intend to evaluate the use of

traditional flash technology to generate power from these resources

In addition to our geothermal interests in the United States in September 2008 we and Indonesia Power

were selected as low bidders on geothermal project in Indonesia As result both companies were awarded

concession by the Indonesian government that includes approximately 100000 acres of land that contains

potential geothermal resources In the third quarter of 2009 we and Indonesia Power submitted joint

application for U.S Trade and Development Agency USTDA grant for an exploration program on the

resource in Indonesia During the first quarter of 2010 Indonesia Power received notice of approval of the grant

from USTDA We have been appointed by Indonesia Power as sole source contractor for the project Under the

grant USTDA will reimburse us up to $934000 which is 70% of the overall estimated costs of $1343000 to be

incurred for the exploration program Accordingly 30% or $409000 of the overall costs required as part of the

cost matching provision will not be reimbursed Any costs incurred in excess of $1343000 will also not be

reimbursed

Commercialize Electric Powertrain Propulsion Solutions for the Transportation Industry

We intend to continue our efforts to market the technologies developed by our Transportation Industrial

business and our manufacturing partners to the global transportation industry in the areas of electric and hybrid

electric vehicles We believe these technologies are suited for use in industrial and transportation applications

hybrid-electric and electric vehicle propulsion systems and other applications where the improvement in

efficiency and power torque density of electricity-to-motion or motion-to-electricity power conversions provides

competitive advantage We believe that manufacturers of electric motors and industries that make extensive use

of electric motors and drives can utilize our Symetron1M technologies to improve the efficiency of electric motors

generators and related power electronic adjustable-speed drive systems without significant increase in their

manufacturing costs To date we have entered into three SymetronTM licensing or cooperative development

agreements to explore these types of applications of our technologies

Pursue Acquisitions Opportunistically

We may explore opportunities to acquire technologies or resources that complement or enhance our existing

asset base In addition we may pursue acquisitions that accelerate our plans to develop geothermal power plants

Our Business Segments

We operate two business segments Power Systems and Transportation Industrial Our Power Systems

segment develops clean renewable geothermal electric power plants and anticipates developing bottom-cycling

operations in the future Our Transportation Industrialsegment focuses on using our SymetronTM family of

technologies to improve the efficiency of electric motors generators and power electronic drives used in electric

and hybrid electric vehicle propulsion systems The sources of revenue and potential sources of revenue from our

segments are further described below

Power Systems

With respect to each geothermal power plant we develop we expect to generate revenues and cash flows

from two primary sources First we will generate revenues through power purchase agreements with utilities

from the sale of electrical power generated by the power plants Second we expect to receive revenue and cash

flows in the form of fees and distributions from our projects primarily related to the tax structuring of the
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projects We expect that tax equity partners who are in position to benefit from the tax benefits associated with

the geothermal power plants we plan to develop will make capital contributions to fund portion of our projects

and related fee payments and distributions We expect to share the power sales revenues and tax benefits with the

tax equity partner in consideration for fees and other distributions During the first ten years of the life of power

plant for which we claim the production tax credit the tax equity partner would receive larger percentage of the

tax benefits as part of its equity interest in consideration for payments made to the operating entity After the first

five to ten years of operations when most of the tax benefits have been exhausted we would expect to receive

most of the excess cash flows generated by the operating entity while the tax equity partner would continue to

receive small percentage
of excess cash flows The exact terms of these arrangements however will depend on

negotiations with individual tax equity partners and may vary from project to project These techniques for tax

equity financing have traditionally been applied to wind power projects but we believe that they are applicable

and available to geothermal power projects We utilized similar structure to finance the construction of our

Thermo No plant However we subsequently modified our financing structure of the Thermo No plant to

take advantage of the Section 1603 grant under the Recovery Act

Transportation Industrial

During 2010 our Transportation Industrial segment plans to continue to focus primarily on

commercializing the applications contemplated by our agreements with FEV Inc and HHI However the recent

economic downturn has had dramatic adverse effect on the automotive industry and other large industrial

manufacturers that would be in position to use and benefit from our technologies As result we believe our

ability to commercialize our SymetronTM technologies will be limited until economic conditions improve

Accordingly we may be unable to generate significant revenues from this business segment for the foreseeable

future In the interim we have taken steps to reduce the resources committed to new developmental efforts We

intend to evaluate the prospects for our Transportation Industrial segment on an ongoing basis If we believe

there are attractive opportunities we will devote the resources to pursue those opportunities to the extent we

believe appropriate If on the other hand we determine that the risks and uncertainties for this business segment

are too great in light of the current economic climate we may choose to further reduce the resources devoted to

these efforts

Our Potential Geothermal Resources

We have accumulated large portfolio of geothermal interests in four western states in Utah Nevada New

Mexico and Oregon We believe these interests have the potential to provide sufficient geothermal energy to

operate binary cycle geothermal power plants In addition to our geothermal interests in the United States in

September 2008 we and Indonesia Power were selected as successful bidders on geothermal project in

Indonesia As result both companies were awarded concession by the Indonesian government that includes

approximately 100000 acres of land that contains potential geothermal resources

With the help of internal and external geologists we intend to continue to identify evaluate and acquire

interests in additional properties with potential geothermal resources Typically when we acquire an interest in

property with potential geothermal resources we do so by entering into geothermal lease with the owner of the

property Under the terms of the typical lease the owner of the property grants us the right to explore and

develop the geothermal resources on the property These leases are generally long term in nature and may be

renewed at the expiration of the term We generally pay upfront lease bonuses and annual delay rentals for the

leases until geothermal power plant is placed in service If plant is placed in service on property we are

obligated to pay royalties to the owner of the property on all power produced

In addition to entering into long-term geothermal leases for properties with potential geothermal resources

we have acquired interests in several properties where wells have been drilled on or in the vicinity of the

properties In addition we have acquired interests in three properties where the geothermal resources have

sustained established greenhouse operations The acquisition of properties with established geothermal resources

13



significantly reduces the exploration risk and the amount of development time that is required to place the

planned geothermal power plant into operation Therefore we intend to continue to explore opportunities to

acquire interests in properties with established geothermal resources and properties with operating wells

Properties with established geothermal resources usually cost more to acquire but the amount of time and capital

for well field development and the risks associated with such development are generally reduced

We cannot be sure that property will ultimately provide sufficient geothermal resource to operate

binary cycle geothermal power plant without drilling or other testing The costs associated with drilling and

testing varies from property to property and can often be significant Generally drilling and testing must be at

least partially completed before project-specific financing is available from tax equity partners or other third-

parties As result we potentially must fund the costs associated with drilling testing and other up-front

development activities from other funds available to us or by separately financing these activities

For additional information on the property interests we have acquired and the properties on which we are

currently conducting drilling and testing see Development of Geothermal Power Plants below

Development of Geothermal Power Plants

Each geothermal power project we develop consists of three phases During the first phase the site is

identified and evaluated During the second phase the power plant transmission lines and pipelines are

constructed and the production and reinjection wells are drilled The third and final phase is the production

phase during which the power plant is operated over its useful life We consider development to mean the time

after initial exploration is complete but before the plant is placed into service The order in which certain

development activities are conducted may vary depending on the unique characteristics of each site

Site IdentifIcation and Evaluation

We utilize our in-house full-time geologists independent geologists in-house and independent transmission

specialists ARC-GIS specialists and others on our development team to help identify and locate areas that are

favorable to development We are primarily interested in securing locations that we believe contain the targeted

geothermal activity present favorable development environment considering permitting requirements

topography site access etc and allow transmission access to favorable power markets

As part of our site identification and evaluation process we perform certain internal reviews and we

contract with independent third party transmission geologic and geothermal consultants to provide independent

analysis These reviews can typically be categorized as either preliminary site identification reviews which are

used to either identify parcels of land for which we want to pursue leases or to identify parcels within an already

leased area that are of high interest Preliminary Site Review or ii resource evaluation and internally-

generated basic economic analysis Resource Evaluation

Preliminary Site Review will generally take into account well drilling logs if available geophysical

features geological samples geothermal anomalies such as hot springs other readily available geologic studies

and data from third-party mining operations We will also do basic review of accessibility to the power grid and

prepare maps of the property owners in the area through search of title records or tax plats The Preliminary

Site Review does not generally entail new geologic surveys or other reviews that are more costly The purpose of

such study is to identify areas of high interest for the lowest cost possible We generally initiate Preliminary

Site Review after we have either identified an area that we think may be of interest or after we have been

approached by landowner or other third party about an area The purpose of these studies is typically to help us

decide if we want to pursue geothermal lease in the area and undertake the next phase of geologic study and

review Often these sites were previously passed over for geothermal development by other companies due to

among other reasons limitations of older technologies The Preliminary Site Reviews are generally performed by

our in-house geologists or by third-party geothermal engineers with whom we contract review of transmission
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is prepared by our in-house transmissiOn specialists or our independent transmission consultants ZGlobal

Engineering and Energy Services These reviews can take the form of formal report or may simply be presented

to management orally

When Preliminary Site Review identifies an area to be of high interest we begin the process of lease

acquisition Suitable geothermal resources are located on federal state or private lands Once the land owners

are identified we enter into either public or private geothermal and/or surface leases with those land owners

Public land leases are normally obtained either directly or through public auction Occasionally we may
determine that it is more economically feasible to purchase the land directly instead of entering into lease

agreement For additional information on the property interests we have acquired see Our Potential Geothermal

Resources above

Resource Evaluation is typically more detailed review of the prospects of resource and the likelihood

that the resource contains developable geothermal resource As part of this more detailed review we will

generally perform or hire others to perform additional geologic and geophysical studies like well or hot

spring sampling and geochemical analysis of the samples ii on-site geologic mapping generally done via

detailed walk-through of the area iiigravity ground magnetic telluric-magnetotelluric self-potential and/or

seismic surveys and iv drilling of thermal-gradient wells or exploratory slimholes Often times at least

some of these geophysical studies have already been performed and it is often not necessary or advisable due to

cost to perform all of them Depending on the nature of the studies which have already been performed and

which studies we determine to be necessary or advisable Resource Evaluation can cost anywhere from several

thousand dollars to several hundred thousand dollars

We generally ask for formal report to be prepared as part of Resource Evaluation but before such

report is finalized we will have several interim meetings to discuss relevant findings It is possible that if the

interim findings are favorable enough we will begin permitting and possibly even drilling before final report is

prepared This was the case with our Thermo No plant as discussed below The
purpose

of Resource

Evaluation is to help us determine whether we have high degree of confidence that the resource can support

10 MW or larger geothermal project If the results of the Resource Evaluation are inconclusive we may seek

additional exploratory work to be performed or we may abandon the prospect If the results of the Resource

Evaluation are favorable however we will begin development of project by securing permits and drilling our

first full-sized production well While the drilling of slim holes may be appropriate at certain sites we do not

believe it necessary to drill slim holes at all sites in order to determine with high degree of confidence that

suitable geothermal resource exists To date we have contracted with The Energy and Geoscience Institute at the

University of Utah GeothermEx Inc and others to prepare
this type of resource evaluation

The process of site identification and Resource Evaluation is fluid process that is managed by experienced

geologists geothermal experts and our internal development staff As noted above many of the sites we have

pursued were passed over by other developers in the past after numerous studies had been performed Because of

this there is oftentimes sufficient data already available to conclude with high degree of confidence that 10

MW or larger project is commercially viable with little additional study or review by our team In these instances

we may not necessarily strictly follow this two-phase review process

The high degree of confidence threshold reflects conclusion reached by management based on

judgment experience and available information which typically includes internal and external evaluations of the

potential resource and in some cases could include the evaluation of non-production slim holes drilled at the

site While managements conclusion necessarily reflects managements assessment that property contains

commercially viable geothermal resource this conclusion is not based on precise statistical measurement of

probability Further managements conclusion is not necessarily based on an independent feasibility study or

systematic drilling program intended to definitively establish the size and characteristics of the potential

resource and we believe we can reach conclusion with respect to site without necessarily drilling

non-production slim holes Managements conclusion does however reflect our belief that with high degree of
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confidence the resource will support one or more power plants justifying the commitment of substantial

resources to begin the process to construct the power plant transmission lines production and reinjection wells

and pipelines

Well Drilling and Plant Construction

The second phase of project development consists of variety of activities including permitting drilling of

production and reinjection wells and construction of the power plant transmission lines and pipelines The

determination to proceed with this phase of development is based on obtaining sufficient third-party evaluation

and analysis supporting the conclusion with high degree of confidence that the given site contains adequate

renewable geothermal resources to continually produce electricity without any substantial degradation in the heat

resource

During the second phase of development we initiate number of activities concurrently We start acquiring

the necessary water rights file for interconnection and transmission agreements and begin acquiring rights of

way as necessary for transmission lines. We also prepare
all necessary environmental reviews and reports and

begin negotiations for power purchase agreements

As component of our business model when an independent geologist is able to readily identify the general

location of the geothermal resource and its characteristics with high degree of confidence we omit drilling slim

holes and begin drilling larger diameter production holes to be used as either production or reinjection wells for

the production of electricity The purpose of drilling the production and reinjection wells is to prepare the

established geothermal resource for use in the commercial production of electricity The number of production

and reinjection wells required for each project will vary
based upon the combined gross generating capacity of

the power generating units used at each power plant and the combined production capability of the production

wells Generally project-specific financing is not available until the well field has been at least partially drilled

and power purchase agreement is in place for project To date we have funded the site identification and

evaluation phase of each project as well as the drilling of production and reinjection wells primarily from our

funds available for general corporate purposes which we have obtained principally from the issuance of

convertible debt and equity securities from time to time However we intend to explore and have already

explored other potential alternatives to finance the drilling of production and reinjection wells for our projects

including drilling-specific investment funds joint ventures or other strategic transactions We have an agreement

with newly formed drilling-specific fund Evergreen Clean Energy Fund which is described in more detail

above

After well is drilled and tested it is classified as either production well ii reinjection well or

iii non-commercial well production well is one that is capable of producing sufficient water flow and heat

to generate electricity when run through geothermal turbine reinjection well is one that demonstrates the

necessary permeability to allow reinjection of the geothermal fluids discharged from the plant in manner we

believe will not detrimentally impact the geothermal resource or our production wells non-commercial well is

one that does not currently demonstrate sufficient heat water flow or permeability to be either production well

or reinjection well or which provides inconclusive results but which we have determined to not pursue at that

time for variety of reasons including availability of funding for additional testing or drilling

With sufficient drilling of the well field and power purchase agreement in place we next seek funding

from third parties for the plant construction phase of the project Third party financing sources generally require

resource validation by an independent geologist prior to releasing the funds to complete the construction portion

and drilling portion of the project The third party financing companies generally contract with independent

geothermal engineers to independently validate and quantify the power producing potential of the resource The

independent geothermal engineers also help monitor the drilling of the production and reinjection wells necessary

to produce electricity After each well is completed we perform tests of the heat and volume of flow of the water

for the financiers Based upon the results of our testing the independent engineers estimate the electricity
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generating capacity of each well When the total production capacity of the production and reinjection wells

included in the applicable project achieve the electricity generating capacity needed for the planned power plant

the well field is considered completed If the total production capacity of the wells is insufficient to generate the

electrical capacity of the constructed geothermal power plant additional wells are typically drilled accordingly

With the preliminary results from the wells we can determine the economic terms associated with the

power plant development and the subsequent sale of the power Accordingly we believe that we should generally

be able to obtain third party financing to complete the plant construction phase of our projects Typical financing

for geothermal projects comes in the form of project debt and tax-equity financing Project financing can come

from variety of sources including traditional financial institutions large utility partners or through government

loan guarantee and grant programs In addition to seeking traditional financing sources we intend to explore

prepaid power purchase agreements joint ventures and other arrangements which may provide additional

sources of financing for the plant construction phase of our projects The tax incentives associated with

geothermal renewable energy projects have placed in service deadlines We have incurred and may incur in the

future significant additional costs during this phase in order to meet placed in service deadline imposed by tax

rules and regulations

While the total development time will vary from project to project we believe we can complete the

development of most projects including well field development and plant construction in eighteen months to

two years from the time we begin drilling the well field This rapid deployment is made possible by conducting

number of development steps simultaneously and using modular generating units We intend to further refine and

improve the speed and efficiency of this rapid deployment model as we develop additional projects

Production Phase

The third and final phase of development is the production phase During the production phase the power

plant is operated over its useful life We expect to generate revenues and cash flows from two primary sources

during the production phase of project First we expect to generate revenues through power purchase

agreements with utilities from the sale of electrical power generated by the power plant Second we expect to

generate revenues and cash flows in the form of fees and distributions from our projects which we expect to be

funded primarily by contributions made by tax equity partners See Our Business SegmentsPower Systems

above and Tax Incentives and Financing below

Current Geothermal Power Projects

We have initiated the development of eight geothermal projects in our Power Systems segment to date We
have placed one power plant in service to date which we refer to as our Thermo No plant and we are currently

selling electricity generated by the Thermo No plant

As stated earlier we have had to adjust.our development plans by delaying certain projects We had hoped

to be in position to move forward with the simultaneous development of the other seven sites we have initiated

In light of current conditions we believe we need to focus most of our time and resources on the development of

one or two projects we believe are best positioned for development at this time At the present time we intend to

focus on improving the electrical output from our Thermo No plant and completing the well field development

at our Lightning Dock and/or Thermo No and No projects We will continue to undertake preliminary

development activities such as permitting at the other sites we have initiated but we do not expect to conduct any

considerable development activities with respect to these projects at this time Once we have advanced the

development of the Lightning Dock and/or Thermo No and No projects to the point where we can devote

resources to other projects we intend to resume active development at one or more of our other projects The

current status of each of the eight projects we have initiated is described below

Thermo No Plant Utah We completed major construction of the cooling towers and transmission

lines and installed the power generating units at the Thermo No plant located in Beaver County
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Utah in the fourth quarter of 2008 We completed the commissioning of the power plant in the first

quarter of 2009 and in April 2009 we began selling electricity generated by our Thermo No plant to

the City of Anaheim pursuant to our power purchase agreement The Thermo No 1-plant is currently

generating about 7.0 MW of gross electrical power After deducting the electricity required to power

the plant which we purchase from other sources due to favorable rates the net power sold by the

Thermo No plant is approximately 6.0 MW Both the gross output and net output of the plant sold to

the City of Anaheim are below the amounts the plant was designed to produce We are working to

improve the electrical output of the plant The development history of the Thermo No plant is

described below

In 2007 with the help of external consulting geologists we began evaluating preliminary geologic

studies of possible geothermal resources near Beaver Utah referred to as the Thermo Known

Geothermal Resource Area the Thermo KGRA The area in and around the Thermo KGRA was

targeted initially because multiple geologic studies had been performed over many years in the area

and because geothermal well had been drilled in the area that reached temperature of 345 degrees

Fahrenheit Our consulting geologists reviewed numerous studies on the area including gravity ground

magnetic telluric-magnetotelluric and self-potential surveys They also reviewed data from dozens of

thermal-gradient wells that have been drilled in and around the Thermo KGRA After analyzing all of

the available data we concluded that the Thermo area was high-prospect area and likely suitable for

at least 10 MW geothermal power plant

After identifying the Thermo prospect area we began acquiring the exclusive geothermal rights to land

located in the Thermo prospect area Beginning in April 2007 we entered into several lease agreements

with the State of Utah School and Institutional Trust Lands Administration the State for geothermal

rights in the Thermo area totaling approximately 5500 acres The initial term of the geothermal leases

is 10 years subject to extension for as long as we are actively pursuing or generating electricity from

geothermal resources from the leased lands Annual delay rental payments on the State of Utah leases

are $1.00 per acre and-are due on each anniversary date until production begins If geothermal power

plant is constructed which utilizes geothermal resources covered by the leases royalties are paid based

on percentage of electrical sales from the plant The leases provide for rights to the geothermal

resource and rights to utilize the surface as necessary for the development of the geothermal rights

Additionally in September 2007 we entered into lease agreement with private landowner to obtain

the geothermal rights on approximately 11000 acres of land located in the Thermo area Through this

lease we acquired 75% undivided interest in the geothermal rights on the properties We acquired the

remaining 25% undivided interest via lease with another private entity which was finalized in the

fourth quarter of 2009 The expenses associated with the negotiation document preparation due

diligence and other acquisition related activities were capitalized as part of the land acquisition The

initial term of the lease with 75% undivided interest is ten years Cumulative annual delay rental

payments on the lease with 75% undivided interest is $1.00 per acre and is due on each respective

anniversary date until production has begun If geothermal power plant is constructed which utilizes

geothermal resources covered by the lease royalties are owed to the landowner based on percentage

of electrical sales from the plant The lease provide for rights to the geothermal resource and rights -to

utilize the surface as necessary for the development o-f the geothermal rights The lease on the

remaining 25% undividedinterest has five year
initial term with other provisions similar to the 75%

lease

While the leases mentioned above cover most of the area we consider to be the heart of the Thermo

geothermal resource we have signed additional agreements with private landowners and the State of

Utah in the vicinity of the Thermo area covering an additional approximately 35 000 acres We

anticipate that we will dedicate small portion likely less than 000 acres of our leased acreage for

each individual 10-11 MW project we develop We expect that parcel of approximately 640800

acres will be ultimately dedicated to the Thermo No plant The Thermo No plant can be accessed

utilizing public roads suitable for unrestricted ground transportation
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After acquiring the appropriate geothermal leases we tasked our external geologic consultants with

performing Resource Evaluation as described above During the evaluation process we obtained

high degree of confidence supporting the conclusion that the Thermo No site contained

commercially viable geothermal resource to continually produce electricity without any substantial

degradation in the heat resource Therefore in November 2007 prior to the completion of the final

Resource Evaluation report we omitted drilling slim holes and began drilling larger diameter

production and reinjection wells for the production of electricity Shortly thereafter we received the

written Resource Evaluation report We continued drilling and after completing the drilling of several

wells we commissioned an independent geothermal engineer to issue an additional report on the wells

and the overall resource The report issued in August of 2008 concluded that parts of our Thermo

leasehold are underlain by relatively large geothermal reservoir and that the resource underlying the

proposed project site could support 10 MW project The report also concluded that the overall

Thermo resource could likely support well over 200 MW of power generation The reservoir is

contained within relatively thin intervals in Paleozoic rock predominantly limestone dolomite and

quartzite

On March 10 2008 prior to obtaining the geothermal engineers report we executed renewable

power purchase and sale agreement the Thermo PPA with the City of Anaheim California Subject

to certain conditions the Thermo PPA provides for the delivery by the Thermo No plant of up to Ii

megawatts of geothermal renewable power for 20 years Subject to certain exceptions we were

required to begin delivering electricity from the power plant no later than May 15 2009 The Thermo

PPA provides for selling price of $78 per megawatt hour with two percent per annum increase over

the term of the Thermo PPA Under the Thermo PPA the City of Anaheim also pays for the wheeling

costs or cost for transmission of the electricity from the Thermo No plant to the City of Anaheim

In May 2008 concurrent with the drilling of the wells we began construction of the Thermo No
plant and began receiving 50 PureCycle units We were able to obtain the financing to complete the

construction of the Thermo No plant with the related equipment transmission lines substations and

pipelines from the well heads to the PureCycle units from Merrill Lynch For further discussion of the

financing arrangement please refer to FinancingThe Thermo Financing section below

We completed the major construction of the cooling towers transmission lines and setting of the

PureCycle units at the Thermo No plant in October of 2008 Commissioning testing of the PureCycle

units was completed in the first quarter of 2009 using two production wells and one reinjection well

that we had connected to the plant In April 2009 we began selling electricity generated by the Thermo

No plant to the City of Anaheim pursuant to our power purchase agreement Accordingly in 2009

we reclassified the cost of the related leases wells transmission lines and substations and construction

in progress as geothermal property plant and equipment on the balance sheet For further discussion

and summary of the capitalized costs of the Thermo No plant refer to Note Geothermal Property

Plant and Equipment below

During the year ended December 31 2009 we delivered 25200 MW hours of electricity to the City of

Anaheim Thus far we have been unable to operate the plant at full capacity due to insufficient heat

and flow from the production wells that provide geothermal water to the plant In the fall of 2009 we

undertook comprehensive review of the plant and well field operations at the Thermo No plant and

together with outside experts and our financing partners developed plan for increasing the output of

the Thermo No plant The key component of this plan was to re-work certain wells in order to

eliminate down flow of shallower cooler zone of geothermal fluids which was mixing with the

deeper hotter zones In general this cooler zone contains geothermal fluids in the range of 200

while the deeper zone contains temperatures greater than 300 Fahrenheit We believe that well field

work and optimization of certain operations at the plant have the potential to significantly increase the

net power production from the plant during 2010 However we have not completed all of the necessary

well field or plant work and testing and we ºannot be certain the changes will allow us to significantly

increase the power production at the Thermo No plant Although well field heat up is taking longer
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than originally anticipated and additional work may be necessary to improve the output of the wells we

continue to believe we can significantly increase power production at the Thermo No plant and

eventually be able to operate the Thermo No plant at its full designed capacity of 11 MW

The power produced by the Thermo No plant is purchased by the City of Anaheim California

pursuant to power purchase agreement the Thermo PPA which we entered into on March 10

2008 before the plant was constructed Subject to certain conditions the Thermo PPA provides for the

delivery by the Thermo No plant of up to 11 megawatts of geothermal renewable power for 20 years

The Thermo PPA provides for selling price of $78 per megawatt hour with two percent per annum

increase over the term of the Thermo PPA Under the Thermo PPA the City of Anaheim is also

obligated to pay for the wheeling costs or cost for transmission of the electricity from the Thermo

No plant to the City of Anaheim There is no penalty under the Thermo PPA for delivering less than

11 megawatts of geothermal renewable power

We have drilled seven production wells and two reinjection wells that we expect to utilize for the plant

Of these wells we believe that one may eventually be transferred to and used as production well for

the Thermo No plant This decision is dependent upon the performance of the existing wells

The geothermal resources utilized by the Thermo No plant are believed to be renewable so long as

the plant is operated at or below the maximum level studies indicate that the resource will support all

of the geothermal fluids are recycled without losses and the hydrological balance of the geothermal

resource is properly maintained

In addition to the wells described above we drilled two wells that we in consultation with our drilling

and geothermal consultants determined to be non-commercial wells at this time The first of these two

wells is the first well that we drilled on the site This well exhibited positive early testing and appeared

to be good production well However the well became partially obstructed during the final stages of

the drilling process Shortly thereafter we terminated our relationship with our original drilling

contractor and hired new contractor to re-drill the well The re-drilled well again exhibited strong

signs of being good production well but again encountered problems during the final stages of

drilling and became partially obstructed Even with the obstruction the well still exhibited signs of

being useful for commercial production In the fourth quarter of 2008 however acting on the advice of

our consultants we determined that it would be better to abandon further efforts to produce the well

and dnll an entirely new well adjacent to the original well The new well is one of the seven production

wells described above

We are in the process
of implementing limited bottom-cycling operation at the Thermo No plant to

improve the electrical output of the Thermo No plant In bottom-cycling operation the discharged

geothermal water from the main plant is cascaded through second set ofPureCycle units extracting

more heat to generate additional power

We have experienced certain delays and cost overruns relating to the construction of the Thermo No

plant and related well field The Thermo No plant is the first ever large-scale commercial application

of the UTCP generation units and the first plant built under our rapid-deployment approach so such

delays and overruns are not entirely unexpected The key drivers of the delays and cost overruns are as

follows

Well Field Development

Increased costs to broaden previous well field plans

Complications encountered by drilling contractors

High demand for drilling services and related materials due to the rapid increase in the price of oil
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Construction

Wider than planned step-outs for injection wells which increased piping costs due to concerns of

lenders

Additional costs related to establishing the greater Thermo area

High demand for steel concrete and other commodities caused prices to increase

Accelerated construction schedule required overtime and other additional costs

Equipment

Expenses associated with installing PureCycle units for the first time which allowed us to identify

design changes for the benefit of future plants

Transmission

In anticipation of future plants we built larger transmission infrastructure

The Thermo No plant is accessible by road suitable for unrestricted ground transportation The plant

is interconnected to power line along Thermo Road owned by Rocky Mountain Power

Lightning Dock Plant New Mexico We are in the process of obtaining the final necessary permits

for the Lightning Dock plant Numerous exploratory wells and two production wells were drilled prior

to our acquiring the site We have purchased and received most of the essential major equipment

needed for construction of the geothermal power plant such as the cooling towers transformers and

other electronic equipment which is currently being stored at the site We are currently evaluating

multiple turbine suppliers and expect to make final decision with respect to which supplier to use for

the construction of the power plant in the first half of 2010 In the second quarter of 2010 we intend to

re-drill and test an existing well for production capabilities prior to seeking funding to drill additional

production and reinjection wells We are in the process of selecting drilling contractor

Our lease acquisition costs for the Lightning Dock plant totaled $4.7 million In addition we have

taken delivery of components for the cooling towers and other transmission equipment totaling $3.5

million We had previously taken delivery of 48 PureCycle units for which the title was returned to

PWPS in 2009 We currently anticipate that the total costs of the completed Lightning Dock

geothermal power plant will range from $65.0 to $80.0 million including the costs of well field

development and transmission line construction We intend to seek financing for the drilling of

production and reinjection wells Once the production and reinjection wells have been completed and it

is demonstrated that the wells can support power plant of 1215 MW or larger we intend to seek

financing for the construction of the plant The development history of the Lightning Dock plant is

described below

We obtained an assignment of BLM Lease and acquired other miscellaneous assets from subsidiary of

GeoLectric LLC in 2007 the Purchase Under the BLM Lease we obtained rights to begin

development of one or more geothermal power plants on the property located on approximately 2500

acres in Hidalgo County New Mexico Subsequent to the Purchase the BLM converted another lease into

Lightning Docks name for 640 acres of property next to leased property acquired from GeoLectric LLC

at no cost We also obtained the exclusive rights to the geothermal energy resource contained on the

property The initial lease term of the assigned BLM Lease began in January 1979 and has been extended

based upon certain conditions in the lease until January 2024 Annual delay rental payments of $5000 are

required on each anniversary date until geothermal power production has begun If geothermal power

plant isconstructed which utilizes geothermal resources coveredby the lease royalties are owed to the

BLM based on percentage of electrical sales from the plant We have capitalized certain legal fees

directly associated with completing the Purchase and obtaining the ELM lease We also capitalized the

obligations we assumed to plug certain abandoned wells located on the property
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With respect to the same 3140 acres in Hidalgo County New Mexico in January 2008 we also

entered into surface access and use lease agreement or surface lease agreement with private

property owner in New Mexico the New Mexico Property Owner and paid $320000 to obtain

surface right-of-way access and drilling rights The term of the surface lease agreement continues until

our geothermal rights respective to the BLM lease have expired Pursuant to the surface lease

agreement we also obtained certain water rights for the project

In August 2008 we paid $1200 as lease bonus and entered into ground lease agreement for 20

acres with the New Mexico Property Owner The term of the ground lease agreement is indefinite as

long as the power plant transmission and related facilities on the leased property are producing or

capable of producing electricity from geothermal resources No annual payments are required for the

ground lease agreement Under the ground lease agreement we obtained the right to construct and

operate geothermal power plant and transmission facilities on the property

The New Mexico resource is one of the most studied moderate-temperature geothermal resources in the

country The New Mexico resource is located in topographic low bounded on the west by the

Peloncillo Mountains and on the east by the Pyramid Mountains Relatively young basaltic volcanism

is widespread in the area Rocks exposed in the bordering mountain ranges include granodiorite

Paleozoic and Mesozoic sedimentary rocks Tertiary/Cretaceous volcanic rocks Tertiary intrusive

rocks and Tertiary conglomerate The prominent features of the valley are the north east trending

Animus Valley and western faults which displace the Tertiary volcanic tuft in fractured basement

rocks creating an ideal location for geothermal activity The New Mexico property can be accessed by

road suitable for unrestricted ground transportation and is approximately 14 miles from the nearest

transmission lines Based on the leases described above we believe we have secured the necessary

surface rights and rights of way to construct the power plant We believe that we can obtain the

necessary rights of way to construct an interconnection line to connect the planned power plant to the

existing nearby transmission lines The source of water to be used at the property is an underground

well located at the site There is greenhouse operation and fish farm nearby that utilize the

geothermal resource for direct-use heating

Prior to our obtaining an interest in the Lightning Dock leases multiple shallow and deep wells had

been drilled on the leased property exhibiting temperatures in the range of 227 to 329 degrees

Fahrenheit Previous studies indicate that an operational production well on the leased property has the

potential to generate up to approximately MW of electricity Based upon the available studies and on

the evaluation completed by our external geologic consultants we concluded with high degree of

confidence that commercially viable geothermal resource exists beneath the Lightning Dock project

surface We have received permits for drilling and storm water discharge received Finding of No

Significant Impact FONSI related to the federal NEPA requirements received permits for up to five

new production and three reinjection wells and are in the process of finalizing other permits to be able

to begin drilling at the site However to date we have not drilled production or reinjection wells on

this site Regarding use of surface water for cooling operations we are awaiting final approval to

proceed with permitting from the local government officials pending ruling relating to protest filed

by nearby land owner

The power generated from the facility will be sold to the Salt River Project Agricultural Improvement

and Power District in Phoenix Arizona pursuant to 20-year power purchase agreement

Thermo No and No Plants Utah Based on our Preliminary Site Review the written Resource

Evaluation report on the Thermo resource and the report prepared by our consulting reservoir

engineers we concluded with high degree of confidence that the Thermo area containeda

conimercially viable geothermal resource which could support additional power plants When it

became clear that the geothermal resource located on our leased lands in the Thermo area could support

more than just the Thermo No plant we began preliminary planning for the Thermo No and

Thermo No.3 projects including preparing permit applications securing water rights filing for

transmission interconnection securing rights of way for the expected new transmission line and
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beginning environmental work These permits include among others air quality permits hazardous

materials permits and storm water discharge permits We have begun obtaining the necessary permits

for the Thermo No project and the Thermo No project At the present time we are seeking

funding to continue the development of the Thermo No and Thermo No plants

For additional information regarding description of the Thermo area the terms and conditions

associated with the applicable geothermal lease agreements and discussion of the studies performed

to obtain high degree of confidence that commercially viable geothermal resource exists in the

Thermo area please see the description of the Thermo No Plant Utah above The Thermo No
and project sites are accessible utilizing public roads suitable for unrestricted ground transportation

The Thermo No plant was able to interconnect to the Rocky Mountain Power system via an

approximately mile long transmission line that we built We are currently obtaining the proper

easements and right of way permits from the federal state and private land owners to construct 17

mile long transmission line from our Thermo No interconnect location to Rocky Mountain Power

system interconnect location We have also purchased the appropriate transformers and some reclosers

in anticipation of obtaining the necessary approvals to proceed with the construction of the proposed

transmission lines totaling $1.9 million as of December 31 2009 We anticipate the total cost to

complete the 17 mile transmission line to range between $15.0 to $18.0 million

Klamath Falls Plant Oregon We have obtained the necessary zoning permit and drilling permit to

drill the first well at our Klamath Falls project We are in the process of obtaining the necessary water

change permit for injecting water into the ground along with permits for construction air quality and

other permits necessary to begin construction of our geothermal power plant We have performed some

preparations at the site but have not begun drilling activities At the present time we are focusing

primarily on other projects Other than obtaining additional permits as appropriate we do not expect to

conduct any significant development activities with respect to the Klamath Falls plant until we have

advanced the development of one or more of our other projects The timing of beginning and

completing the construction of the Klamath Falls plant will in large part depend upon the timing of

available financing The development history of the Klamath Falls project is described below

With the assistance of external consultants we identified the Klamath Falls site for evaluation The site

has few existing shallow wells with temperatures of approximately 195 degrees Fahrenheit that have

been used to supply greenhouse operation for approximately twenty-five years We undertook

Preliminary Site Review Based upon data obtained from an independent geochemistry study and the

existing shallow wells we determined to proceed with the Kiamath Falls project

In January 2008 we paid $10000 as lease bonus and entered into geothermal lease with private

land owners for 984 acres approximately 13 miles south of Kiamath Falls Oregon The leased property

is farm that contains residential house barns hay storage sheds greenhouses and bio diesel plant

Under the lease agreement we obtained the right to begin development and construction of geothermal

power plants The initial lease term is 10 years subject to extension for as long as we are actively

pursuing or generating resources from the leased lands Annual delay rental payments of $1000 are

due on each anniversary date until production begins If geothermal power plant is constructed which

utilizes geothermal resources covered by the lease royalties are owed to the landowner based on

percentage of electrical sales from the plant

Upon signing the lease we retained independent geological consulting firms to perform Resource

Evaluation to further evaluate the information known about the Klamath Basin and conduct additional

geologic and geophysical surveys to determine drilling targets The independent geologists concluded

that geothermal fluids at the Klamath Falls project site are fault-controlled deeply circulating waters

that have encountered temperatures up to about 248 degrees Fahrenheit The hot wells in the Klamath

Falls project area ranging from 194 degrees Fahrenheit to 199 degrees Fahrenheit are associated with

fault that generally bounds in the range This fault is part of the fault system that runs through an area

where opal and silica veins are found in both sandstone and basalt Hydrothermal alteration and self

potential anomalies are also found in this area The geologists concluded that the coalescence of these
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factors suggest that hot water is circulating throughout the fault system Based upon the studies and

evaluations completed by our external geologic consultants we reached high degree of confidence

that commercially viable geothermal resource exists beneath the Klamath Falls project surface

The Klamath Falls project can be accessed by road suitable for unrestricted ground transportation and

is approximately miles from the nearest appropriate transmission interconnection location We have

begun the
process

of securing rights of way for the proposed transmission line to interconnect the

project to the grid

In addition to the lease acquisition costs for the Klamath Falls project totaling $10000 we have

incurred permitting costs totaling $78100

Truckee Plant Nevada We have obtained the drilling construction air quality water rein jection

water quality and other permits that are necessary to begin drilling at the Truckee site We are in the

process
of obtaining the environmental assessment from the BLM that is necessary to construct the

Truckee plant We drilled the first well at this site in the fourth quarter of 2007 However the results of

the first well were inconclusive We will have additional independent geologic studies performed

before we proceed with any additional drilling With other projects showing greater geothermal

resources we have sought financing for our other projects ahead of the Truckee project Further

development on the Truckee resource will be dependent upon more positive geological studies and the

availability of financing for the resource At the present
time we are focusing primarily on other

projects Other than obtaining additional permits as appropriate we do not expect to conduct any

significant development activities with respect to the Truckee plant until we have advanced the

development of one or more of our other projects The development history of the Truckee plant is

described below

With the assistance of external consultants we identified site in Nye County Nevada known as the

Big Smoky Valley for evaluation We and our external geologic consultants prepared Preliminary

Site Review of the entire valley by gathering historic geophysical data that was available for the Big

Smoky Valley area For example regional-scale gravity data audio-magnetotelluric magnetotelluric

soundings and telluric profiles were completed as part of USGS exploration program in 1976

Additional gravity profiles and limited electrical resistivity and shallow temperature measurements

were completed by the Nevada Bureau of Mines under Department of Energy program The most

recent geophysical surveys completed include ground magnetic survey As part of the Preliminary

Site Review we also analyzed land positions and transmission access

Based on the results of the Preliminary Site Review we identified three areas to pursue within the valley

the Truckee project area the Devils Canyon project area and the Trail Canyon project area The Truckee

project is located near the mid-point of the Big Smoky Valley on generally flat to gently sloping land We

identified certain private and federal lands in the area to pursue In December 2006 we paid $25000 in

cash as lease bonus to cover the first year rental obligation and issued to the owner 25000 restricted

shares of our common stock that had fair value of $115250 on the grant
date to obtain the right to begin

development and construction of geothermal power plants on three ranches in central Nevada consisting

of approximately 11600 acres In August 2007 we also granted to the private property owner 35000

options at strike price of $15.10 representing the closing market price on the date of the grant as

consideration to cancel previously awarded contingently vesting stock The fair value of the 35000

options was recorded as power project leases totaling $424000 Annual delay rental payments total

$34800 on each anniversary date until production of electricity begins If geothermal power plant is

constructed which utilizes geothermal resources covered by the lease royalties are owed to the landowner

based on percentage
of electrical sales from the plant The terms of the lease agreement are for 50 years

subject to extension for as long as we are actively pursuing or generating resources from the leased lands

Lease acquisition costs for the Truckee project total $755900

In June 2007 we paid $40000 to the private land owner that held the geothermal rights and entered

into geothermal lease agreement for the same 11600 acres described above Under the terms of this
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lease agreement there are no delay rental payments Of the 11600 acres of leased property

approximately 1000 acres have been designated for the Truckee project In September 2007 we

participated in United States Bureau of Land Management BLM auction to obtain the geothermal

development rights for certain parcels of land in the Truckee project site We successfully won the bid

for one parcel of land and entered into 10-year lease agreement with the BLM covering total of

approximately 5000 acres Our payment obligation under this lease was $55000 which was paid in

the third quarter of 2007 Pursuant to the terms of the BLM leases annual delay rental payments total

$15000 If geothermal power plant is constructed which utilizes geothermal resources covered by the

lease royalties are owed to the BLM based on percentage of electrical sales from the plant

After we acquired the geothermal rights to the Truckee project we contracted with external geologic

consultants to perform Resource Evaluation and assist with the determination of the drilling

locations Based upon completed study and evaluation by our external geologic consultants we

received high degree of confidence that commercially viable geothermal resource exists beneath the

Truckee project surface As result we omitted drilling slim holes and began drilling production

well in late 2007 to depth of approximately 7000 feet Preliminary testing of the well indicated that

temperatures were within commercial ranges but the flow data was inconclusive as to whether the well

could be used to produce electricity Since the results of the well were inconclusive we determined to

allow the well to stabilize and redirect efforts toward the construction of the Thermo No plant and

delayed further testing of the Truckee well and drilling of the Truckee resource

As of December 31 2008 we performed an impairment review of the Truckee well and determined

that it should be impaired Management believes that the Truckee well could still be used in the

production of electricity as either production or reinjection well in the future should the appropriate

financing be obtained However until more detailed testing is performed on the well we will not know

if it will be production well reinjection well or will be abandoned

The Truckee project can be accessed by road suitable for unrestricted ground transportation and is

approximately one mile from the nearest appropriate transmission interconnection location

Devils Canyon Plant Nevada We have obtained drilling permits for up to eight production wells

and three reinjection wells at our Devils Canyon project We are in the process of obtaining the

necessary
environmental assessment permit from the BLM water change permit for reinjecting water

into the ground construction air quality environmental and other permits necessary to begin

construction of our geothermal power plant We have not yet begun drilling activities At the present

time we are focusing primarily on other projects Other than obtaining additional permits as

appropriate we do not expect to conduct any significant development activities with respect to the

Devils Canyon plant until we have advanced the development of one or more of our other projects

The timing of beginning and completing the construction of the Devils Canyon plant will in large part

depend upon the timing
of available financing The development history of Devil Canyon plant is

described below

The Devils Canyon project is located in the southern part of Big Smoky Valley Nye County Nevada

on generally flat to gently sloping land Based upon the Preliminary Site Review we performed on the

Big Smoky Valley described above we identified the Devils Canyon area as an area of high interest

The Devils Canyon area exhibits several geothermal anomalies including an active hot spring

geothermal well drilled on an adjacent property in 1963 exhibited temperatures of 265 degrees

Fahrenheit Based on these positive signs we determined to proceed with the Devils Canyon project

We have also obtained subsequent external studies from independent consultants concluding that the

Devils Canyon resource equilibrium temperatures are likely in the 240-270 degrees Fahrenheit range

and that the resource is fault controlled Currently additional geologic studies and other preparations

are being done on the site

Our Devils Canyon leases are adjacent to certain federal lands administered by the BLM which are

under lease to Oski Energy Oski another geothermal developer In 2009 we entered into
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cooperative exploration agreement with Oski Under the agreement Oski performed certain

geophysical studies on both their leased parcels and our leased parcels in an attempt to better

understand the Devils Canyon resource Under the agreement we would have to pay for portion of

the study costs in order to have access to the data We are currently discussing these tests with Oski and

expect to add data from their studies to our Devils Canyon resource review in the second quarter of

2010

In February 2007 we entered into lease agreement with private property owner covering

approximately 155 acres in Devils Canyon Under the lease agreement we obtained the right to begin

development and construction of geothermal power plants The initial term of the lease agreement is 10

years subject to extension for as long as we are actively pursuing or generating resources from the

leased lands Concurrently we were assigned the rights of the private property owners BLM lease

covering 240 acres Under the lease agreement we obtained the right to begin development and

construction of geothermal power plants The remaining term of the BLM lease agreement is four

years subject to extension for as long as we are actively pursuing or generating resources from the

leased lands In June 2008 we leased an additional 600 acres of private land from another private

landowner adjacent to our previously leased property Under the lease agreement we obtained the right

to begin development and construction of geothermal power plants The initial term of the lease

agreement is 50 years subject to extension for as long as we are actively pursuing or generating

resources from the leased lands Annual delay rental payments of $20000 are due on each anniversary

date until production begins

Our Devils Canyon geothermal leases are located on ranches that contain shed with no other

structures

In December 2008 we purchased cold water well containing certain water rights on property that we
had leased for geothermal development We expect this well to provide portion of the water needed to

operate the Devils Canyon plant

The Devils Canyon project can be accessed by road suitable for unrestricted ground transportation and

is less than one mile from the nearest appropriate transmission interconnection location We have

begun the process of securing rights of way for the proposed transmission line to interconnect the

project to the grid

In addition to the lease acquisition costs for the Devils Canyon projecttotaling $45700 we incurred

permitting costs totaling $121200

Trail Canyon Plant Nevada We have not yet obtained any permits for the Trail Canyon project We
are in the process of obtaining the

necessary environmental assessment permit from the BLM and are

moving forward with drilling permits the water change permit for re injecting water into the ground

construction air quality and other permits necessary to begin construction of our geothermal power

plant Accordingly we have not yet begun drilling activities We currently anticipate that we will begin

drilling activities in 2010 or later At the present time we are focusing primarily on other projects

Other than obtaining additional permits and cOnducting additional studies as appropriate we do not

expect to conduct any significant development activities with respect to the Trail Canyon plant until we
have advanced the development of one or more of our other projects The timing of beginning and

completing the construction of the Devils Canyon plant will in large part depend upon the timing of

available project financing The development history of the Trail Canyon plant is described below

The Trail Canyon project is located in the northern part of the Big Smoky Valley on generally flat to

gently sloping land As part of our Preliminary Site Review of the Big Smoky Valley we identified the

Trail Canyon area as high prospect area Data obtained from external studies indicate the existence of

several geothermal anomalies and an active hot spring with promising geochemistry temperatures in

the 260 degrees Fahrenheit range Once we have made substantial progress developing the well fields

at our Lightning Dock and Thermo No and No projects we expect to undertake additional studies

to determine the highest prospect drill sites

26



After the Preliminary Site Review we began acquiring land on or near the Trail Canyon project site In

January 2007 we paid $5000 and issued 5000 restricted shares of our common stock to private land

owner and entered into geothermal lease agreement on 635 acres of private land in the Trail Canyon

area The terms of the lease agreement are for 50 years subject to extension for as long as we are

actively pursuing or generating resources from the leased lands Annual delay rentals total $635 on

each anniversary date of the lease until production of electricity begins In addition concurrent with

entering into this lease agreement the private land owner assigned to us BLM lease in the Trail

Canyon project for the same 635 acres The BLM lease contains the rights to develop and construct

geothermal power plant The term of the BLM lease is 10 years subject to extension for as long as we

are actively pursuing or generating resources from the leased lands Annual delay rentals for the BLM

lease total $635 due on each anniversary date until production of electricity begins If geothermal

power plant is constructed which utilizes geothermal resources covered by these leases royalties are

owed to the respective landowners based on percentage of electrical sales from the plant

In September 2007 we participated in United States BLM auction to obtain the geothermal

development rights for certain parcels of land in the Trail Canyon project site We successfully won the

bid for one parcel of land and entered into 10-year lease agreement with the BLM covering total of

approximately 1900 acres Our payment obligation under this lease was $126800 which was paid in

the third quarter of 2007 Pursuant to the terms of the BLM leases annual delay rental payments total

$5700 If geothermal power plant is constructed which utilizes geothermal resources covered by the

lease royalties are owed to the BLM based on percentage of electrical sales from the plant

In August and November 2007 we paid total of $5000 and entered into seven separate lease

agreements with seven private land owners of the same private property near the Truckee project

drilling site consisting of 4444 acres to obtain the right to develop and construct geothermal power

plant The terms of the lease agreements are for 50 years subject to extension for as long as we are

actively pursuing or generating resources from the leased lands Pursuant to the terms of these lease

agreements annual delay rentals total $4444 on each anniversary date until production of geothermal

power plant begins If geothermal power plant is constructed which utilizes geothermal resources

covered by the leases royalties are owed to the respective landowners based on percentage
of

electrical sales from the plant

In May 2008 we paid $15000 as lease bonus and entered into geothermal
lease with private land

owners for 560 acres in the Trail Canyon project Under the lease agreement we obtained the right to

begin development and construction of geothermal power plants The initial lease term is 15 years

subject to extension for as long as we are actively pursuing or generating resources from the leased

lands The annual delay rental payments total $5000 on each anniversary date until production of

electricity begins If geothermalpower plant is constructed which utilizes geothermal resources

covered by the leases royalties are owed to the respective landowners based on percentage of

electrical sales from the plant

The Trail Canyon project can be accessed by road suitable for unrestricted ground transportation and is

approximately three miles from the nearest appropriate
transmission interconnection location We have

begun the process of securing rights of way for the proposed transmission line to interconnect the

project to the grid

In addition to the lease acquisition costs for the Trail Canyon project totaling $179600 we incurred

permitting costs totaling $239000
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As described above we have initiated two additional projects in the Thermo area because that area appears

to have the potential to support additional plants We believe that the geothermal resource for each of these

projects has the potential to provide at least enough geothermal energy for commercial power plant of

approximately 20 MW of net electrical power Like the Thermo No plant we expect that other project sites we

develop may have potential resources to generate more than 10 MW of net electrical power We intend to seek to

maximize the full power generating potential of all the sites we select for development

The timing for construction and completion of each of the projects described above will depend on number

of factors including the receipt of necessary permits timely granting of interconnection and transmission access

and the ability to obtain adequate financing for both the well-field development phase and the plant construction

phase of each project Uncertainties associated with these factors could result in unexpected delays In addition

the feasibility of number of the projects described above is still subject to further geological testing and/or

drilling to determine whether an adequate geothermal resource exists to support geothermal power plant

In addition to the projects cunently under development we intend to initiate the development of additional

projects from time to time However the number of projects we initiate each year will depend on number of

factors including the availability of adequate financing the availability of adequate geothermal resources the

demand for renewable power the number of projects we have under development and our available resources to

devote to our project development efforts

The following map indicates the geographical locations of our projects

Geothermal Project Locations

raser
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Tax Incentives

In order to promote the production of renewable energy including geothermal energy the federal

government has created several significant tax incentives These tax incentives are instrumental to our ability to

finance and develop geothermal power plants by providing increased economic benefits If the available tax

incentives were reduced or eliminated the economics of the projects would be adversely affected and there could

be reductions in our overall profitability or the amount of funding available from tax equity partners Some

projects may not be viable without these tax incentives

Available federal tax incentives include deductibility of intangible drilling costs accelerated depreciation

depletion allowances and the JTC all of which currently are permanent features of the Internal Revenue Code

with respect to geothermal power projects In addition the Recovery Act extended the availability of the PTC for

geothermal projects placed in service before 2014 and created new grant program for geothermal projects that

are placed in service in 2009 or 2010 regardless of when construction begins or for which construction begins in

2009 or 2010 and which are placed in service before 2014

The ITC is claimed in the year in which the qualified project is placed in service and the amount of the

credit is specified percentage 10% or 30% of the eligible costs of the facility All or some of the ITC is

subject to recapture if the property eligible for the credit is sold or otherwise disposed or ceases to be eligible

property within five years after being placed in service In lieu of claiming the ITC project owner generally can

claim the PTC during the first ten years
after the project is placed in service The amount of the PTC is adjusted

for inflation For 2009 the amount was $21.00 per megawatt hour of electricity produced from the facility and

sold to unrelated parties The amount for 2010 has not been announced The amount of the PTC also is subject to

phase-out if the national average price of electricity produced from qualified energy resources exceeds an

inflation adjusted threshold

In addition pursuant to the Recovery Act an owner may elect to receive grant from the U.S Treasury

Department in lieu of claiming either the ITC or the PTC For geothermal project the amount of the grant is

30% of the cost of qualifying geothermal property placed in service in 2009 or 2010 or placed in service before

2014 if construction begins in 2009 or 2010 Grants are to be paid 60 days after the date the U.S Treasury

Department deems the application is properly submitted and complete All or some of the grant is subject to

recapture
if the property eligible for the grant is sold or otherwise disposed or ceases to be eligible property

within five years
after being placed in service None of the grant should be included in federal taxable income

but may be included in applicable state taxable income

Owners of projects also are permitted to depreciate for tax purposes most of the cost of the power plant on

an accelerated basis generally over five- year period If an owner elects to receive grant from the U.S

Treasury Department in lieu of claiming either the ITC or PTC or if the owner elects to receive the ITC the

basis of the property for depreciation purposes
is reduced by an amount equal to 50 percent of the grant or ITC

whichever is applicable

All of these programs are subject to review and change by Congress from time to time In addition several

of the programs are currently scheduled to expire and continuation of those incentives will require affirmative

Congressional action Moreover there are ambiguities as to how some of the provisions of the Recovery Act will

operate

Many of the tax incentives associated with geothermal power projects generally are beneficial only if the

owners of the project have sufficient taxable income to utilize the tax incentives Due to the nature and timing of

these tax incentives it is likely that the tax incentives available in connection with our geothermal power plants

other than the grant in lieu of the ITC and PTC will exceed our ability to efficiently utilize these tax benefits for

at least several years of operations Therefore an important part of our strategy
involves partnering with

investors that are able to utilize the tax incentives to offset taxableincome associated with their operations

unrelated to our geothermal power plants For example corporation in an unrelated industry may be willing to
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finance the development of geothermal power plant in exchange for receiving the benefit of the tax incentives

which it could then use to reduce the tax liability associated with its regular operations

In addition to the federal tax incentives certain state tax benefits may be available for some of our

geothermal power projects These incentives vary state by state and generally range from sales and property tax

exemptions to state production tax credits

The current economic conditions in the United States and around the world are likely to make it more

difficult to secure the financing necessary to develop our projects Weak economic conditions generally reduce

the demand for tax-driven investments because many potential investors have or expect to have little or no tax

liability that can be reduced by such investments While the demand for these types of investments is

significantly lower than it has been in recent years we believe the tax incentives available to our geothermal

power projects remain an attractive investment option for companies that are in position to benefit from these

tax incentives

Financing

To date we have financed our operations principally through the sale of equity and equity related securities

and borrowings under our line of credit We also financed the plant construction phase of our Thermo No plant

through combination of debt financing and tax equity capital that we obtained through Merrill Lynch

We have incurred losses since inception and we are not operating at cash flow breakeven Our cash balance

at year
end is not sufficient to fully fund our business plan or to satisfy our cash requirements for our anticipated

additional land acquisitions development activities and business growth over the next twelve months

The execution of our business plan and the funding of our capital expenditures are dependent on our ability

to obtain additional financing for our activities including power plant development In addition the availability

of such financing will affect the timing pace scope and amount of our capital expenditures We believe we will

be able to finance our activities through financing of tax benefits by tax equity partners debt or equity financing

project financing government funding from grants loan guarantees or private activity bonds joint ventures the

sale of one or more of our projects or interests therein pre-paid power purchase agreements with utilities or

municipalities or merger and/or other transaction consequence of which could include the sale or issuance of

stock to third parties or combination of these sources There can be no assurance however that we will be able

to obtain additional financing reduce expenses or successfully complete other steps to continue as going

conccrn If we are unable to obtain sufficient funds to satisfy our future cash requirements we may be forced to

curtail or cease operations dispose of assets or seek extended payment terms from our vendors Such events

would materially and adversely affect our financial position and results of operations

As described above an important part of our strategy for obtaining the necessary capital to fund the

development of geothermal power plants is to develop strategic alliances with utilities that need clean renewable

power and tax equity partners who are in position to take advantage of certain tax benefits associated with the

geothermal power plants we intend to develop Through these alliances we will seek to obtain funding pursuant

to prepaid power purchase agreements and tax equity financing agreements We also intend to pursue

government funding from grants loan guarantees or other incentives

We believe that in the current economic environment the combination of tax equity partnerships private

equity funds and other sources with the 30% renewable energy grants that are currently being offered by the

government may provide additional sources of capital to help fund our development efforts However until

financing can be obtained through these types of alternatives we will also need to fund certain early-stage

development activities such as permitting analysis of the well field and drilling slim holes to verify the resource

We will need to fund these expenditures from our existing cash balances additional debt or equity financing
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private drilling funds joint ventures the sale of one or more of our projects or interests therein or merger and

or other transaction Although we believe that we will be able to obtain sufficient financing to successfully

implement our business plan we cannot provide any assurances that we will be able to obtain financing on

favorable terms or at all

The Thermo Financing

On May 16 2008 pursuant to commitment letter with Merrill Lynch we and our fully-consolidated

subsidiary Thermo No BE-Ol LLC the Thermo Subsidiary entered into financing commitment letter

the Thermo Commitment with Merrill Lynch relating to the project financing and tax equity funding for the

Thermo No plant On August 31 2008 we finalized the project financing arrangements for the Thermo No

plant and entered into definitive agreements the Thermo Financing Agreements that provided debt financing

and tax equity capital for the Thermo No plant The Thermo No plant is held by our Thermo Subsidiary

which is responsible for debt service all maintenance and operations expenses and the payment of various fees

and distributions The Thermo Financing Agreements provided for approximately $31.2 million of permanent

non-recourse debt financing for the Thermo No plant with fixed annual interest rate of 7.00% The Thermo

Subsidiary received proceeds from the debt financing of approximately $26.1 million for construction of the

Thermo No plant after an original issue discount of approximately $5.0 million From the proceeds of the debt

financing we received approximately $14.1 million from the Thermo Subsidiary as repayment for construction

costs at the Thermo No plant that were incurred by us prior toclosing the project financing Under the Thermo

Financing Agreements approximately $24.5 million of tax equity capital for the tax benefits associated with the

Thermo No plant was provided to the Thermo Subsidiary by ML Holdings Our equity contribution to the

Thermo Subsidiary of approximately $29.0 million was comprised primarily of the partially completed well field

Under the Thermo Financing Agreements Merrill Lynch was entitled to receive 99% of all residual cash

flows from the Thermo No plant after paying all expenses and debt service until the date that Merrill Lynch

achieved its target rate of return the Flip Date After the Flip Date Merrill Lynch was entitled to receive 5%

of the residual cash flows for the remaining useful life of the Thermo No plant In connection with the Thermo

Financing Agreements and the Thermo No plant financing we and our affiliates entered into certain other

ancillary agreements including Pledge Agreement with Deutsche Bank to secure payment and performance

under the Credit Agreement The Pledge Agreement granted Deutsche Bank continuing security interest in and

lien on certain membership interests or other interests in the Thermo No plant We have also entered into

Guaranty Agreement in favor of the Thermo No plant and ML Holdings pursuant to which we guaranteed

certain obligations of certain parties to the Thermo Financing Agreements

Under the Thermo Financing Agreement the Thermo No plant waS initially required to achieve Final

Completion as defined in the Thermo Financing Agreements by June 30 2008 After the Recovery Act was

passed in February of 2009 it became apparent that the Thermo No plant would benefit from taking advantage

of U.S Department of Treasury renewable energy grant under Section 1603 of the Recovery Act in lieu of tax

credits offered under the Internal Revenue Code At the same time we were working on increasing the output of

the Thermo No plant and were not in position to achieve Final Completion by the June 30 2009 deadline In

December of 2009 we completed negotiations with the Thermo No financing partners Prudential and Merrill

Lynch and entered into several amendments to the Thermo Financing Agreements the Restructuring

Amendments

On December4 2009 pursuant to the Restructuring Amendments the original Limited Liability Company

Agreement was amended to enable the Thermo Subsidiary to apply for grant the Grant under Section 1603

of the Recovery Act rather than take PTCs The Grant is available to companies with qualified renewable energy

projects Qualified renewable energy projects may receive cash grant in lieu of ITCs or PTCs

As part of the Restructuring Amendments the Thermo Subsidiary and Merrill Lynch entered into

Redemption Agreement pursuant to which Merrill Lynch withdrew from the Thermo Subsidiary The redemption

of Merrill Lynchs interest was effective on December 11 2009 According to promissory note given by us to
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Merrill Lynch the Thermo Note the amount to be paid to Merrill Lynch for the redemption the Redemption

Amount is variable depending on number of factors As result of receiving Grant proceeds of $33.0 million

on February 19 2010 the Redemption Amount has been adjusted to either $17.5 million or $20.0 million If we

reduce the amount of our outstanding 8.00% convertible notes the Convertible Notes by greater than 50%

before June 30 2010 the Redemption Amount will be $17.5 million Otherwise the Redemption Amount will

remain at $20.0 million plus interest until paid

The Thermo Note is subject to payment out of Grant proceeds under the order of priority for payments

described above We provided Merrill Lynch with both Guaranty of the Thermo Note and separate note the

Raser Note to guaranty the payment in the event the escrowed funds are unavailable or insufficient to pay the

Redemption Amount If the Redemption Amount is not fully paid by the escrowed funds prior to June 30 2010

Merrill Lynch will have no remaining claim against the Thermo Subsidiary for any shortfall but will look only to

the Raser Note to pay the shortfall The Raser Note may be secured by certain assets currently securing

Prudential debt which are scheduled to be released from Prudential upon achieving Final Completion

In February 2010 we amended the Restructuring Amendments to extend the date of Final Completion to

June 30 2010 Under the terms of the Restructuring Amendments approximately $3.8 million was distributed to

us The remaining proceeds received from the Grant were placed into an escrow account and will be paid out in

the following order on or about June 30 2010 first Prudential will potentially receive pre-payment together

with pre-payment penalty of its outstanding debt depending on the performance of the Thermo No plant at

the time iiproject escrow accounts will be funded as required by the Thermo Financing Agreements

iiiMerrill Lynch will receive its Redemption Amount as described above iv Pratt Whitney Power

Systems will receive any amounts left owing to it as the turbine supplier for the Thermo No plant and
any

remaining amounts will be placed in the revenue escrow account and will ultimately flow through as

distribution to us

Prior to the redemption of Memll Lynch equity interest in the Thermo Subsidiary we had evaluated

Memll Lynch voting participation and protective rights in the Thermo Subsidiary along with variable interest

entity accounting guidance and determined that the Thermo Subsidiary financing arrangement should not be

classified as variable interest entity and that the Thermo Subsidiary was properly consolidated for financial

statement purposes As of December 31 2009 based upon the redemption of Merrill Lynch equity interest in

the Thermo Subsidiary we once again evaluated the variable interest entity accounting guidance We determined

that Memll Lynch has no continuing rights with respect to the Thermo Subsidiary and only maintains the right to

the distribution of portion of the $33.0 million of federal grant funds as discussed above Based upon our

analysis we determined that the Thermo Subsidiary should not be classified as variable interest entity under the

new financing arrangements for the Thermo Subsidiary and that the Thermo Subsidiary should continue to be

consolidated for financial statement purposes In determining whether the Thermo Subsidiary should be

classified as variable interest entity we had to make certain judgments and assumptions If these judgments and

assumptions prove to be incorrect it could result in the deconsolidation of our Thermo Subsidiary and have

material impact on our results of operations and financial position

The SymelronTM Family of Technologies

Our SymetronTM technologies consist of electromagnetic machine and power electric logic and topology

innovations developed for electric motors generators and their associated drives and controllers These

innovations can increase torque power and efficiency of such machines and drive systems These efficiency and

power torque density improvements can increase motors continuous power rating as well as decrease its power

consumption during periods of high torque output using conventional materials and manufacturing processes

We believe that ourmotor and drive technologies are scalable and can apply to radial axial and pancake

shaped motors These concepts have also been applied to alternators and generators with observed increases in

efficiency and power density
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Raser Series Demonstration PHEV

We have entered into collaborative arrangement with FEV Inc large automotive parts and vehicle

integration supplier and General Motors to integrate our SymetronhM technologies into Hummer

Demonstration Vehicle with the objective to perform an all-electric emissions-free driving range
of 40 miles and

an average driving fuel economy of 100 miles per gallon for the average
American driver This Hummer

Demonstration Vehicle uses an enhanced motor generator and power electronic drive controller for its electric

powertrain We have incorporated newly-developed plug-in hybrid master controller with integrated software

to control the vehicles propulsion generation transmission power management motion control and other

electrical subsystems We unveiled the Hummer Demonstration Vehicle at the 2009 SAE International World

Congress in Detroit Michigan The recent economic challenges that have dramatically impacted the automotive

industry may further delay or eliminate the resources available to complete this project We intend to continue to

work closely with FEV and General Motors in an effort to complete the project in 2010

Motor and Drive Technology

An induction motor drive/controller controls the performance of an AC induction motor including its speed

torque and direction of rotation In an integrated starter alternator ISA the controller also serves to control

the flow of regenerated electric power back from the ISA to the batteries and to regulate the voltage output of the

ISA when in generation mode We believe our technologies can be used to increase the operating efficiency of

both the driven motor and the drives power converter optimizing the utilization of its power devices

During 2006 under STAC grant administered by the United States Department of Energy we developed

flexible modular power electronic motor controller based upon efficiency optimized motor control technology

FlexModTM for variable-torque HVAC applications Independent testing conducted by the testing firm

Advanced Energy demonstrated an improvement of up to 10% when compared to leading variable drive systems

We continue to explore opportunities to license our technologies to manufacturers of HVAC AC drives and

equipment

Integrated Starter Alternators

An ISA serves the combined function of the starter motor and the alternator or generator in an automobile

We intend to explore opportunities to license our technologies relating to ISAs for use in PHEV electric hybrid

electric and fuel-cell powered automobiles as well as certain other applications The target applications for our

AC induction and permanent-magnet motor designs include mild hybrid traction drives such as are used in mild

hybrid belt-starter applications and integrated in-line transmission assemblies In the last half of 2006 we were

awarded contract with ARINC to complete follow-on tasks to our prior development work with the United

States Army to develop an ISA for military HMMWV hybrid vehicle During 2007 we successfully completed

the first three payment milestones of this follow-on task with ARINC In the first half of 2008 we completed this

phase of the project and demonstrated two working ISA prototypes for use in prototype vehicles for the United

States Anny We continue to look for opportunities to commercialize our ISA-related technologies but it is not

focus of our commercialization efforts at this time

Alternators/Intelligent Voltage Regulators IVR
Alternators We have licensed our Symetron technologies for use in brushless claw-pole alternators for

automobiles trucks buses and other vehicles third party has successfully completed durability testing in the

field and the laboratory However we have been unable to generate revenues from Our IVR technology We

continue to seek other customers that may be able to help commercialize our IVR technology

Efficiency Optimized Line-Driven AC Motor Technology EQ
High-Efficiency AC Induction Motors In cooperation with Hyundai Heavy Industries HHI one of the

worlds largest manufacturing companies we have sought to develop an enhanced line-driven AC induction
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generator and an AC induction motor for HVAC chiller applications We anticipate these generators and motors

will demonstrate that our technologies can increase the efficiency of line-driven AC induction motors and

generators without increasing manufacturing costs If tests of these units are successful we intend to explore

opportunities to license our technologies to other manufacturers of high efficiency AC induction motors and

generators

In January 2008 we signed business cooperation agreement with HIlT under which HHI will manufacture

and sell Symetron enhanced AC motors generators and drives for use in geothermal energy generation plant

HVAC and refrigeration equipment and other industrial applications

Patents and Other Intellectual Property Rights

Our Power Systems segment utilizes certain patented heat transfer technologies and proprietary plant

designs in our geothermal power plant projects including binary cycle technology Our Thermo No plant

uses PureCycle geothermal power generating units The PureCycle units utilize proprietary binary cycle

technology developed by PWPS

We also have license to use Kahna-cycle heat transfer technologies from third party licensor Five

United States patents have been issued to the licensor and one is pending with respect to these technologies We

may use these technologies primarily within the United States and we believe the patents are sufficient to protect

the proprietary nature of the technologies covered by our license Our Power Systems segment also intends to

explore ways to incorporate our SymetronTM technologies into the motors generators and drives used in the

geothermal power plants we intend to develop We believe these technologies can be applied in number of

ways to make geothermal power plants more efficient Our SymetronTM technologies are further described above

Our Transportation Industrial segment has developed intellectual property that focuses on innovations we

developed for electric motors and their associated drives and controllers The electromagnetic machine and

power electronic drive technology is trademarked under the names SymetronTM and RaserTM

The United States Patent and Trademark Office has issued seven patents to us including two for resonant

motors U.S Patent Nos 6847186 and 7034498 one for resonant unipolorgenerators U.S Patent

No 7459823 one for electromagnetic motors U.S Patent No 7034499 one for motor controllers U.S
Patent No 7026785 one for pancake motors U.S Patent No 7116029 and one for hydrodynamic slip rings

U.S Patent No 7019431 We have filed additional patent applications and expect to continue to file new

patent applications as we continue to refine our PHEV project

We regularly review our patented technologies the patent applications we have filed and the patent

applications we have been prepanng to file in order to assess the commercial viability of each patent or

application Based upon the results of this assessment we may shift commercialization efforts away from some

of our patented technologies and focus efforts on commercialization of others

We rely on combination of laws and contractual restrictions with employees customers suppliers

affiliates and others to establish and protect proprietary rights Applications for patent protection for key

technologies are made on global basis We require technical personnel to sign confidentiality agreements that

contractually obligate them to assign new intellectual property to us Legal expertise has been engaged to help

process applications to protect our intellectual property Despite these precautions it may be possible for third

party to copy or otherwise obtain and use our intellectual property without authorization In addition others may

independently develop substantially similar intellectual property

Research and Development

Our Transportation Industrial segment has sought to develop and demonstrate newapplications for our

motor and drive/controller-related technologies as well as our new extended range PHEY-based product and
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solution technologies We have made periodic introductions of new motor and generator-related technologies

application of technologies to manufacturers test applications testing and performance evaluations of these

technologies and participation in the design and engineering of related projects for original equipment

manufacturers OEMs

We have devoted considerable effort to further develop various technologies and to internally test refine

characterize and further verify the technologies Characterization of the technology is the process by which the

performance levels that can be achieved over range of likely operating conditions are determined This data

provides performance description that is useful to the Customer in understanding the capabilities of the motor

without revealing the intellectual property underlying the improved performance levels

Our research and development costs for the years ended December 31 2009 2008 and 2007 totaled

$1855858 $4762733 and $3390688 respectively Due to the current economic weakness in the automotive

industry and impact on other manufacturers we have reduced our resources committed to further research and

develop new solutions based on our technologies We believe future research and development expenditures are

required in order to develop additional extended range technologies primarily relating to plug-in hybrid electric

vehicles and electric and electric-hybrid propulsion systems ISAs AC electric motors generators and power

electronic AC drives However for the foreseeable future particularly until economic conditions improve we

intend to focus our efforts on commercializing already licensed technologies and technologies developed by our

manufacturing partners

Suppliers and Key Relationships

We entered into purchase agreements with affiliates of United Technologies Inc These agreements

provided for the delivery of PureCycle units for the Thermo No plant Subject to our obtaining financing and

payment of the purchase price these agreements also provide for the delivery of PureCycle modular units for

the other plants we intend to build The PureCycle units enables us to construct power plants utilizing heat from

geothermal resources with cooler to lower temperatures than conventional equipment at fraction of the time

otherwise required Our agreements with PWPS contemplate long-term relationship in developing geothermal

resources as well as potential exchanges of technology

We believe that other equipment suppliers may be able to provide generation units which meet our standards

and fit into our rapid deployment strategy In an effort to reduce our dependence on any one turbine supplier we

have been in discussions with alternate suppliers and may in the future purchase generation units from other

suppliers in addition to PWPS

In the second quarter of 2007 we also signed Geothermal Project Alliance Agreement and Consulting

Services Agreement with Cummins Barnard Inc CB full service engineering consulting company

Under these agreements CB will provide program management and construction services for the development

of our first three geothermal power plants In January 2008 HDR leading architecture engineering and

consulting firm acquired and changed its name to HDR- Cummins Barnard HDR-CB New

HDR-CB management has indicated that they remain committed to the original agreement and continue to

provide the program management and construction services for the development of our first three geothermal

power plants Except for the three plants covered by the agreements with HDR-CB we do not currently have

any agreements in place for the program management and construction services relating to any of the other

projects we intend to develop

Drilling operations are necessary to develop the well field for each geothermal power project we develop

We utilize various suppliers to obtain the appropriate permits rent drilling equipment perform drilling services

provide casing and other tangible assets for the well and provide well testing services Should one supplier fail to

meet our purchasing requirements we are confident that other suppliers could be identified and the appropriate

items procured and obtained without significant delays Patterson-UTI Energy Inc publicly-traded drilling

company has performed the majority of our drilling services to date
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Competition

Our Power Systems segment primarily competes in the power generation industry Competition in the power

generation industry is characterized by intense competition from not only large power plants burning fossil fuels

but from other companies trying to develop clean renewable
energy

from sources such as geothermal solar

wind ethanol hydro-electric and other sources of clean energy In the last year competition from the wind and

solar power generation industry has increased While we anticipate that the current demand for renewable energy

is large enough that this increased competition will not significantly impact our ability to obtain new power

purchase agreements this increased competition
could contribute to reduction in electricity pnces for new

renewable projects We believe this risk is substantially mitigated by the fact the geothermal power represents

base load source of renewable energy

In general the primary competitive factors for the geothermal market are the ability to obtain properties with

the appropriate heat sources technologies and equipment geographic locations of power plants access to prime

market and transmission infrastructures and favorable regulatory and tax environments for renewable energy In

the geothermal power generation sector our main competitors in the United States are Ormat Technologies

Calpine CalEnergy Generation Terra-Gen Power and other smaller-sized developers such as U.S Geothermal

Nevada Geothermal RAM Magma Renewables Agua Caliente and Vulcan Power

Our Transportation Industrial segment competes primarily with other developers of electric powertrains

PHEV technologies and with other developers of technologies designed to improve the efficiency of electric

motors generators and related systems As the market for electric and hybrid electric vehicle propulsion systems

high performance motors generators drives and controllers grows we believe that the number of competitors

will increase We also expect that manufacturers of electric vehicles and Hybrid electric vehicles electric motors

generators drives and controllers including many of our potential customers will seek to develop their own

technologies that would compete with our technologies In general the competitive factors for electric motor

generator drive and related technologies are efficiency power and torque density peak torque costs of

production reliability and expected warranty costs We believe that our PHEV strategy of targeting light trucks

and SUVs for our technology has put us in favorable position as compared to our competitors We believe that

our technology is in more advanced state as evidenced by our Hummer Demonstration Vehicle

Some of our existing and potential competitors have greater brand recognition longer operating histories

larger customer bases and significantly greater financial marketing and other resources than we do Smaller

competitors may also achieve competitive advantages by entering into strategic or commercial relationships with

larger more established and well-financed companies Many of our competitors could devote greater resources to

plant development marketing and research and development efforts than we can New technologies and the

continued enhancement of existing technologies also may increase competitive pressures in the future

Government Regulation

Power Systems

The following is summary overview of the electric utility industry and applicable federal and state

regulations and should not be considered full statement of the law or all issues pertaining thereto

We are subject to both federal and state regulation with respect to the production sale and distribution of

electricity Federal legislation includes the Federal Power Act FPA as well as the Public Utility Regulatory

Policies Act of 1978 PURPA and the Energy Policy Act of 2005 EPACT 2005 which among other

things repealed the Public Utility Holding Company Act of 1935 and enacted the Public Utility Holding

Company Act of 2005 PUHCA 2005 Our current electric generation projects are planned to be developed as

qualifying facilities Qualifying Facilities under regulations of the Federal Energy Regulatory Commission

FERC adopted pursuant to PURPA This legislative act encourages the development of alternative energy

sources such as geothermal wind biomass solar and cogeneration
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PUHCA

Although EPACT 2005 repealed the Public Utility Holding Company Act of 1935 PUCHA 2005 granted

state regulators and the FERC broad access to books and records of non-exempt project companies PUCHA
2005 also provided for FERC review of the allocation of costs for non-power goods or services between

regulated and unregulated affiliates of such companies Geothermal project companies can obtain an exemption

from these requirements by obtaining status as Qualifying Facility under PURPA

PURPA

As described below PURPA provides certain benefits if project is Qualifying Facility There are two

types of Qualifying Facilities cogeneration facilities and small power production facilities small power

production facility is Qualifying Facility if the facility does not exceed 80 MW ii the primary energy

source of the facility is biomass waste renewable resources or any combination thereof and at least 75% of the

total energy input of the facility is from these sources and iiithe facility has filed with FERC notice of self-

certification of qualifying status or has filed with FERC an application for FERC certification of qualifying

status that has been granted

PURPA exempts Qualifying Facilities from most provisions of the FPA and state laws relating to the

financial organization and rate regulation of electric utilities In addition FERCs regulations promulgated under

PURPA require that electric utilities purchase electricity generated by Qualifying Facilities at rate based on the

purchasing utilitys incremental cost of purchasing or producing energy also known as avoided cost

Pursuant to EPACT 2005 FERC issued final rule that subjects Qualifying Facilities to FERC rate

regulation for sales of energy or capacity unless such sales are either from Qualifying Facilities 20 MW or

smaller in size ii pursuant to contract executed on or before March 17 2006 or iiipursuant to state

regulatory authoritys implementation of section 210 of PURPA The practical effect of this final Trule is to

require Qualifying Facilities that are larger than 20 MW in size to obtain market-based rate authority from FERC

for non-PURPA sales of power i.e power that is sold in manner that is not pursuant to state implementation of

PURPA

EPACT 2005 also allows FERC to terminate utilitys PURPA obligation to purchase energy from

Qualifying Facility upon finding that the Qualifying Facility has nondiscriminatory access to either

independently administered auction-based day ahead and real time wholesale markets for electric energy
and

wholesale markets for long-term sales of capacity and electric energy Day wholesale markets

ii transmission and interconnection services provided by FERC-approved regional transmission entity and

administered under an open-access transmission tariff that affords nondiscriminatory treatment to all customers

and competitive wholesale markets that provide meaningful opportunity to sell capacity and energy including

long and short term sales to buyers other that the utility to which the Qualifying Facility is interconnected or

iii wholesale markets for the sale of capacity and energy that are at minimum of comparable competitive

quality as markets described in and ii above FERC adopted rule to implement these provisions of the

EPACT 2005 The rule creates rebuttable presumption that for Qualifying Facilities larger than 20 MW if the

utility is member of any of four regional transmission organizations or independent system operators with Day

wholesale markets Midwest ISO PJM ISO-NE NYISO the Qualifying Facility does have nondiscriminatory

access to the relevant wholesale market utility in those areas thus will be eligible for relief from the mandatory

obligation While the rule creates rebuttable presumption regarding nondiscriminatory transmission access to

all markets where there is filed open access transmission tariff or reciprocity tariff of non-jurisdictional

utility the order did not find that any markets other than the four listed RTOIISOs and ERCOT under separate

exemptionsprovide meaningful opportunity to sell capacity and energy including long and short-termsales to

buyers other than the utility to which the Qualifying Facility is interconnected Further the rule provides

procedure for utilities to file to obtain relief from the mandatory purchase obligation on an individual service

territory-wide or regional basis and establishes procedures for affected Qualifying Facilities to seek

reinstatement of the purchase obligation The rule creates rebuttable presumption that Qualifying Facility with
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net capacity no greater than 20 MW does not have nondiscriminatory access to any wholesale market and the

mandatory purchase obligation remains The rule also protects Qualifying Facilitys rights under any contract

or obligation for the sale of energy in effect or pending approval before the appropriate state regulatory authority

or non-regulated electric utility on or before August 2005

Prior to EPACT 2005 electric utilities or electric utility holding companies could not own more than 50%

equity interest in Qualifying Facility EPACT 2005 eliminates the restriction on utility ownership of

Qualifying Facility

We expect that all of the projects we intend to develop will meet the criteria required for Qualifying

Facilities under PURPA However it is possible that the utilities that purchase power from the projects could

successfully obtain an elimination of the mandatory-purchase obligation in their service territories

FPA

Pursuant to the FPA the FERC has exclusive rate-making jurisdiction over wholesale sales of electricity

and transmission in interstate commerce These rates may be based on cost of service approach or may be

determined on market basis through competitive bidding or negotiation Qualifying Facilities have certain

exemptions from the FPA that
vary depending on their size If any of the projects were to lose its Qualifying

Facility status such project could also become subject to the full scope of the FPA and applicable state

regulations The application of the FPA and other applicable state regulations to the projects could require

operations to comply with an increasingly complex regulatory regime that may be costly and greatly reduce

operational flexibility Even if project does not lose Qualifying Facility status pursuant to final rule issued by

FERC pursuant to EPACT 2005 the project will become subject to rate regulation under the FPA unless it is 20

MW or smaller or has sales contract executed on or before March 17 2006 or made pursuant to state

regulatory authoritys implementation of section 210 of PURPA

If project that is exempt from rate regulation was to become subject to FERCs ratemaking jurisdiction

under the FPA as result of loss of Qualifying Facility status and the power purchase agreement remains in

effect the FERC may determine that the rates currently set forth in the power purchase agreement are not

appropriate and may set rates that are lower than the rates currently charged In addition the FERC may require

that the project refund certain amounts previously paid by the relevant power purchaser to such project Such

events would likely result in decrease in future revenues or in an obligation to disgorge profits previously

received from the project plus interest either of which would have an adverse effect on revenues

State Regulations

Qualifying Facilities that make only wholesale sales of electricity are not subject to rate financial and

organizational regulations applicable to electric utilities in those states Our projects will likely sell their

electrical output under power purchase agreements to electric utilities We expect the power purchase agreements

with those utilities except certain utilities such as municipalities that are not regulated by state utility

commissions will be submitted by the utilities for approval by their respective state public utility commissions

While geothermal power generation operations produce electricity without emissions of certain pollutants

such as nitrogen oxide and with far lower emissions of other pollutants such as carbon dioxide than conventional

fossil fuel fired power generation operations some geothermal projects may emit air pollutants in quantities that

are subject to regulation under applicable environmental air pollution laws Such operations typically require air

permits Especially critical to geothermal operations are those permits and standards applicable to the

construction and operation of geothermal wells and brine reinjection wells In the United States injection wells

are regulated under the federal Safe Drinking Water Act Underground Injection Control program which we refer

to as UIC Geothermal reinjection wells typically fall into UIC Class one of the least regulated categories

because fluids are reinjected to enhance utilization of the geothermal resource Geothermal plants are required to
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comply with numerous federal regional state and local statutory and regulatory environmental standards and to

maintain numerous environmental permits and governmental approvals required for their operation

Transportation Industrial

While the activities of our Transportation Industrial segment are not subject to direct regulation the

commercialization of our technologies for certain applications such as hybrid-electric vehicles may be

somewhat dependent on government regulations EPACT 2005 contains numerous provisions that could affect

the pace at which hybrid-electric technology is adopted by the automobile industry For example EPACT 2005

continued to provide tax incentives for purchasers of hybrid-electric vehicles and provided direct funding for

research to advance the commercialization of hybrid and plug-in flexible fuel vehicles EPACT 2005 also

extended incentives for alternate fuel vehicles that could be considered competitors to hybrid-electric vehicles

Similarly government initiatives such as the FreedomCAR and Fuel Partnership and the 21St Century Truck

Partnership could play significant role in accelerating the adoption of applicable technologies in the automotive

and other related transportation industries The United States Department of Energy DOE is directed by the

Energy Policy and Conservation Act to consider establishing minimum efficiency standards for various

consumer products including central air conditioners and central air conditioning heat pumps In 2004 DOE
amended the minimum efficiency standards for new central air conditioners and heat pumps The new standards

went into effect on January 23 2006 raising the Seasonal Energy Efficiency Ratio for residential air conditioners

to 13 and increasing the Heating Seasonal Performance Factor for central air conditioning heat pumps to 7.7

Likewise under EPACT 2005 in the U.S and various directives in the EU standard general-purpose AC

induction motors are subject to minimum operating efficiency standards In general higher efficiency standards

for air conditioners heat pumps and AC motors which are currently under review at the relevant regulating

agencies could make certain applications of our technologies more attractive to manufacturers of those systems

Employees

As of December 31 2009 we had 42 full-time employees including four dedicated to the Transportation

Industrial segment eighteen dedicated to the Power Systems segment and twenty in the sales marketing and

administrative departments Currently there are no employees under collective bargaining agreement We
consider our employee relationships to be positive

Executive Officers of the Registrant

The following table sets forth the name position and age of each of our executive officers

Name Position Age

Kraig Higginson Chairman of the Board 55

Nicholas Goodman Chief Executive Officer 41

John Perry Chief Financial Officer 43

Richard Clayton Principal Financial Officer Executive Vice-President General Counsel

and Secretary 53

Steven Brown -Executive Vice-President 51

Mr Goodman began employment as Chief Executive Officer on January 25 2010

Mr Perry began employment on March 10 2010 His duties as Chief Financial Officer will start on

March 22 2010 Mr Perry will succeed Martin Petersen who resigned effective January 15 2010 Since

Mr Perry will not have assumed his duties as Chief Financial- Officer prior to when our December 31 2009

Annual Report on Form 10-K is issued Mr Clayton will certify the December 31 2009 Form 10-K as the

Principal Financial Officer

Kraig Higginson Mir Higginson has served as- Chairman of the Board of Directors since October 2003

He has also served as the Companys President from October 2003 to March 2004 and as the Companys Chief
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Executive Officer fromMarch 2004 to January 2005 Mr Higginson founded American Telemedia Network

Inc publicly-traded corporation that developed nationwide satellite network of data and audio-visual

programming He served as President and Chief Executive Officer of Telemedia Network from 1984 through

1988 From 1988 through 2002 Mr Higginson worked as business consultant through Lighthouse Associates

an entity he controls

Nicholas Goodman Mr Goodman began serving as Chief Executive Officer on January 25 2010

Mr Goodman has extensive experience growing power companies through project development and acquisition

From 2003 to 2010 he served as Chief Executive Officer of TDX Power Inc an electric utility holding company

and power generation project developer Under his leadership TDX Power Inc has grown from $3 million to

over $60 million in annual recurring revenues At three different wholly owned projects of TDX Power Inc

Mr Goodman managed the initial development and conceptual design as well as Federal licensing and

permitting for Alaskas largest hydroelectric power project 330 MW Alaskas second geothermal project and

several of Alaskas largest wind diesel power projects Mr Goodman was also responsible for securing project

finance through combination of public andprivate funding sources In addition he led the development of

power plants for two military installations in Alaska as well as other sites in the U.S and abroad In 1999

Mr Goodman founded Northern Renewables consulting and development finn dedicated to assisting

renewable energy technology companies in Alaska and other areas in the United States Mr Goodman served as

its Managing Director until 2003 From 1998 to 1999 he served as General Manager for Tidal Electric marine

hydropower development company Mr GoodmanhOlds Bachelor of Arts Degree in Geography from

Middlebury College and Masters of Science Degree in Natural Resource Development and Business

Administration from the University of Vermont

John Perry Mr Perry began employment on March 10 2010 His duties as Chief Financial Officer will

begin on March 22 2010 Mr Perry served as President and Chief Executive Officer of Nord Resources

Corporation copper mining company with total assets in excess of $50 million from 2007 until 2010 From

2005 until 2007 Mr Perry served as Chief Financial Officer Senior Vice President Secretary and Treasurer

Mr Perry was Vice President Director with CB Richard Ellis International Mining and Metals Group from 2003

to 2005 Prior to that he held various positions with BHP Billiton Base Metals and BHP Copper Inc including

Vice President Finance with BHP Billiton Base Metals from 2002 to 2003 President BHP Copper Inc from

1999 to 2002 and Vice President Finance and Administration for BHP Copper Inc He is Certified Public

Accountant and holds an undergraduate degree in Accounting and Finance as well as an MBA from the

University of Arizona He is also director of Homeland Uranium Incorporated and Geovic Mining Company

Richard Clayton Mr Clayton has served as Executive Vice President General Counsel and Secretary

since March 2007 From August 2009 until January 2010 Mr Clayton also served as Interim Principal Executive

Officer during the interim time necessary to successfully complete our search for our Chief Executive Officer

and then as Interim Principal Financial Officer until March 22 2010 From 2001 to 2007 Mr Clayton practiced

corporate law with Holland Hart LLP specializing in mergers and acquisitions corporate finance and

corporate governance He also served as member of the board of directors and executive vice president of

Geneva Steel Company NYSE listed where his responsibilities included corporate finance capital projects

energy and environmental matters Mr Clayton received BS degrees in accounting and finance from the

University of Utah and JD degree from the University of Utah

Steven Brown Mr Brown joined Raser in January2007 and has an extensive background in the start-up

of technology based companies and project managementof complicated .and diverse projects From June 2000

until he joined Raser he was the owner operator of Construction Management Services Inc where he provided

consulting services to government agencies private owners banks law firms and contractors throughout the

United States These services included engineering construction management on-site owner representation cost

estimating scheduling and construction claim litigation preparation and expert witness testimony Mr Brown

also served as Senior Vice President at Headwaters Inc and was responsible for the development construction

and operations of twenty-four synthetic fuel facilities from 1995 to 2000 The facilities were constructed over
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two year period with an investment of $310 million and will generate $2.5 billion of Section 29 tax credits over

the ten year period of their operations Mr Brown also served on Headwaters board of directors and assisted in

the formulation and implementation of Headwaters technology licensing strategy Mr Brown has also been

involved with new business development operations financial analysis and business plan development in the

telecommunications mining engineering and constructions industries Mr Brown received his Bachelor of

Science in Civil Engineering and Masters of Business Administration from Brigham Young University

Available Information

Our internet address is www.rasertech.com We make available free of charge on or through our website our

annual reports on Form 10-K quarterly reports on Form 10-Q current reports on Form 8-K and amendments to

those reports filed or furnished pursuant to Section 13a or 15d of the Exchange Act as soon as reasonably

practicable after we electronically file such material with or furnish it to the Securities and Exchange

Commission SECThe public may also read and copy any materials filed with the SEC at the SEC Public

Reference Room at 100 Street NE Washington DC 20549 The public may obtain information on the

operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330 The SEC also maintains web

site www.sec.gov that contains reports proxy and information statements and other information regarding

issuers that file electronically with the SEC The content on any web site referred to in this Form 10-K is not

incorporated by reference into this Form 10-K unless expressly noted

ITEM 1A Risk Factors

The following risk factors among others could cause our financial performance to differ significantly from

the goals plans objectives intentions beliefs and expectations expressed in this report If any of the following

risks and uncertainties or other risks and uncertainties not currently known to us or not currently considered to be

material actually occur our business financial condition or operating results could be harmed substantially

We will need to secure additional financing and if we are unable to secure adequate funds on terms

acceptable to us we will be unable to support our business requirements build our business or continue as

going concern

At December 31 2009 we had approximately $42000 in cash and cash equivalents and $11.3 million in

restricted cash and marketable securities As such our cash balances are not sufficient to satisfy our anticipated

cash requirements for normal operations and capital expenditures for the foreseeable future Our operating

activities used approximately $23.5 million of cash for the year ended December 31 2009 and approximately

$22.9 million of cash during the year ended December 31 2008 We have incurred substantial losses since

inception and we are not operating at cash breakeven Obligations that may exert further pressure on our liquidity

situation include the obligation to repay remaining amounts borrowed under our Line of Credit which are due in

July 2010 unless the remaining Line of Credit lender exercises his option to require repayment at any time

starting up to the maturity date

From time to time we have raised additional capital through the sale of equity and equity-related securities

Most recently on February 2010 we completed the sale of $5.0 million convertible of Series A-i Cumulative

Convertible Preferred Stock the Preferred Stock to Fletcherinternational Ltd Fletcher an affiliate of

Fletcher Asset Management Inc Our proceeds from the sale of the convertible preferred stock were

approximately $4.7 million after deducting underwriters fees legal fees and expenses

Our continuation as going concern is dependent on efforts to secure additional funding increase revenues

reduce expenses and ultimately achieve profitable operations The current economic environment will make it

challenging for us to access the funds that we need on terms acceptable to us to successfully pursue our

development plans and operations The cost of raising capital in the debt and equity capital markets has increased

substantially while the availability of funds from those markets generally has diminished significantly If we are
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unable to raise sufficient additional capital on reasonable terms we may be unable to satisfy our existing

obligations or to execute our plans In such case we would be required to curtail or cease operations liquidate or

sell assets modify our current pians for plant construction well field development or other development

activities or pursue other actions that would adversely affect future operations Further reduction of

expenditures could have negative impact on our business reduction of expenditures would make it more

difficult for us to execute our pians to develop geothermal power plants in accordance with our expectations It

would also make it more difficult for us to conduct adequate research and development and other activities

necessary to commercialize our SymetronTM technologies

In order to execute our business strategy and continue our business operations we will need to secure

additional funding from other sources through the issuance of debtpreferred stock equity or combination of

these instruments We may also seek to obtain financing through joint venture the sale of one or more of our

projects or interests therein entry into pre-paid power purchase agreements with utilities or municipalities

merger and/or other transaction consequence of which could include the sale or issuance of stock to third

parties We cannot be certain that funding that we seek from any of these sources will be available on reasonable

terms or at all

If we raise additional capital through the issuance of equity or securities convertible into equity our

stockholders may experience dilution Any new securities we issue may have rights preferences or privileges

senior to those of the holders of our common stock such as dividend rights or anti-dilution protections We have

previously issued warrants to acquire our common stock in connection with certain transactions Some of these

warrants continue to be outstanding and contain anti-dilution provisions Pursuant to these anti-dilution

provisions the exercise price of the applicable warrants will be adjusted if we issue equity securities or securities

convertible into equity securities at price lower than the exercise price of the applicable warrants

We may also seek to secure additional financing by incurring indebtedness However as result of concerns

about the stability of financial markets generally and the solvency of counterparties specifically the cost of

obtaining money from the credit markets generally has increased as many lenders and institutional investors have

increased interest rates enacted tighter lending standards refused to refinance existing debt at maturity on terms

that are similar to existing debt and reduced or in some cases ceased to provide funding to borrowers In

addition any indebtedness we incur could constrict our liquidity result in substantial cash outflows and

adversely affect our financial health and ability to obtain financing in the future Any such debt would likely

contain restrictive covenants that may impair our ability to obtain future additional financing for working capital

capital expenditures acquisitions general corporate or other purposes and substantial portion of cash flows if

any from our operations may be dedicated to interest payments and debt repayment thereby reducing the funds

available to us for other purposes Any failure by us to satisfy our obligations with respect to these potential debt

obligations would likely constitute default under such credit facilities

Financing needed to develop geothermal power projects may be unavailable

substantial capital investment will be necessary to develop each geothermal power project our Power

Systems segment seeks to develop Our continued access to capital through project financing or other

arrangements is necessary for us to complete the geothermal power projects we plan to develop We have had

difficulty raising the capital we need in the current economic environment and our future attempts to secure

capital on acceptable terms may not be successful

Market conditions and other factors may not permit us to obtain financing for geothermal projects on terms

favorable to us Our ability to arrange for financing on substantially non-recourse or limited recourse basis and

the costs of such financing are dependent on numerous factors including general economic and capital market

conditions credit availability from banks investor confidence the success of our projects the credit quality of

the projects being financed the political situation in the state in which theproject is located and the continued

existence of tax and securities laws which are conducive to raising capital If we are not able to obtain financing
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for our projects on substantially non-recourse or limited recourse basis or if we are unable to secure capital

through partnership or other arrangements we may have to finance the projects using recourse capital such as

direct equity investments which would have dilutive effect on our common stock Also in the absence of

favorable financing or other capital options we may decide not to pursue certain projects Any of these

alternatives could have material adverse effect on our growth prospects and financial condition

In addition the tax benefits originating from geothermal power projects are anticipated to provide

significant portion of the funding of the geothermal projects This tax equity has traditionally been driven by the

tax liability of the major financial industry companies Many of these companies are currently experiencing

significantly reduced income or incurring substantial losses As result they are seeking fewer tax-advantaged

investments and this may reduce the amount of readily available tax credit equity available for our geothermal

projects or reduce the amount of tax equity that can be obtained as these investors seek higher rates of return for

the tax equity they invest

The United States Congress recently passed the Recovery Act that was subsequently signed into law by

President Obama The Recovery Act provides certain economic incentives such as clean energy grants that are

designed to provide developers of geothermal and other clean energy projects with cash to help fund the projects

These incentives are designed in part to address some of the current problems in the tax equity markets and

provide an alternative funding mechanism Accordingly part of our short-term strategy to obtain additional

funding includes applications for loan guarantees and government grants

In February of 2010 we received grant from the U.S Treasury under the Recovery Act totaling $33.0

million Approximately $3.8 million will be used by us The remaining proceeds received from the Grant will be

placed into an escrow account and paid out in the following order on or about June 30 2010 first Prudential

will potentially receive pre-payment together with pre-payment penalty of its outstanding debt depending

on the performance of the Project at the time ii the project escrow accounts will be funded as required by the

Thermo Financing Agreements iiiMerrill Lynch will receive its Redemption Amount either $17.5 million or

$20.0 million subject to certain conditions iv Pratt Whitney Power Systems will receive any amounts left

owing to it as the turbine supplier for the Project and any remaining amounts will be placed in revenue

escrow account and will ultimately flow through as distribution to us

One of our applications for loan guarantees was denied and we were not awarded small grants for three

projects that we applied for in connection with certain exploration activities We cannot predict whether we will

be able to successfully obtain additional grants or loan guarantees under these new government programs

Although we are seeking loan guarantees and grants from the government we will still need to obtain

financing from other sources for the development of our projects Many of our projects will require funding for

early-stage development activities such as drilling as well as more traditional project financing for the

construction of the power plant

We recently terminated our Commitment Letter with Merrill Lynch to finance up to 155 MW of future

projects The Commitment Letter was terminated as part of an overall restructuring of the project finance and tax

equity agreements for the Thermo No plant We are currently seeking other financing arrangements to fund the

development of additional projects

Early-stage development activities such as drilling at potential project sites preliminary engineering

permitting legal fees and other expenses can be difficult to finance Project financing is not typically available

for these preliminary activities As result we have generally had to fund these activities out of funds available

for general corporate purposes On December 2009 we entered into the Co-Development Agreement with

Evergreen which could provide an alternative source of funding for drilling or other early-stage development

activities at certain projects Evergreens funding obligations with respect to each site selected for development

are subject to the satisfaction of number of conditions including satisfactory due diligence the completion of
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certain milestones the granting of security interest and the negotiation of definitive agreements relating to the

financing of each project Under the terms of the Co-Development Agreement Evergreen would receive warrants

to purchase shares ofour common stock in connection with the funding of each project selected for development

The total amount of warrants to be issued will be dependent upon the amount of funding provided

Evergreen is newly formed clean-energy fund in the process of raising capital for its first investments in

renewable energy projects Evergreen has informed us that it is in discussions with institutional investors

interested in making capital commitments to Evergreen In connection with these discussions we have provided

diligence materials to Evergreen and Evergreens potential investors relating to our Thermo and Lightning Dock

projects The ability of Evergreen to perform its obligations and provide funding for one or more of our projects

under the Co-Development Agreement is dependent upon Evergreens ability to obtain sufficient capital

commitments from investors Evergreens efforts to raise the funds it is seeking are beyond our control and we

cannot predict whether Evergreen will be able to successfully raise sufficient capital to fund one or more of our

projects

The terms of our outstanding preferred stock and certain other rights we have granted security holders may

make it more difficult for us to sell additional securities

Certain terms and conditions included in securities that we have sold or rights granted to purchasers of

securities we have sold may make it more difficult for us to negotiate and complete sales of our securities in the

future The terms of our outstanding securities could also require us to issue additional shares to purchasers of

securities we have sold or adjust the price of outstanding warrants to purchase our common stock

The terms of our outstanding Preferred Stock provide that each share of Preferred Stock is entitled to

quarterly dividend payable in cash or shares of our common stock at an annual rate equal to the 3-month London

Interbank Rate LIBOR plus 8% but in no event higher than 14% The terms of the Preferred Stock restrict

our ability to pay dividends to our common stockholders unless we are current in our dividend obligations to the

Preferred Stock and any dividend payment to our common stockholders is made equally to the holders of the

Preferred Stock as if such holders had converted or redeemed their Preferred Stock for shares of our common

stock In addition the holders of the Preferred Stock may redeem the shares of Preferred Stock at the earlier of

July 28 2010 or the date on which the price of our common stock exceeds $2.00 per share or the date of public

announcement of the intention or agreement to engage in transaction or series of transactions that may result in

change of control The preferential dividend and redemption rights of the Preferred Stock may make

investments in our securities less attractive to potential investors

The holders of the Preferred Stock are also entitled to voting rights that require the majority vote of the

outstanding Preferred Stock prior to making certain amendments or changes to our certificate of incorporation or

bylaws including the terms of the Preferred Stock majority vote of the Preferred Stock is also required prior

to any future issuance of our securities subject to certain exceptions including an exception that allows us to

issue up to $25 million of our securities as long as we have given the holders of the Preferred Stock the exclusive

right to purchase such securities prior to their issuance We cannot predict whether we will be able to obtain any

approvals required by these voting requirements and the uncertainties associated with these voting requirements

could adversely affect our ability to negotiate with potential investors

In connection with an offering of securities that we completed in July 2009 we granted the purchasers of

those securities the right subject to certain exceptions to participate in any future equity financing by us prior to

December 30 2010 The participation right allows the investors to purchase up to 35% of any equity securities

we offer These participation rights may make investments in our securities less attractive to potential investors

and could adversely affect our ability to negotiate with potential investors

Outstanding warrants to purchase 7012632 shares of our common stock contain an exercise price reset

feature that may be triggered upon certain events such as the issuance of shares of common stock at price
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below the maximum warrant exercise price If triggered the exercise price reset feature results in downward

adjustment to the maximum warrant exercise price to an amount equal to the
average

of the then current

maximum exercise price and the lowest price at which shares of our common stock are issued on the date when

the event occurred Other outstanding warrants to purchase 1350000 shares of our common stock provide for

anti-dilution protection which adjusts the exercise price of each warrant from time to time upon the occurrence

of certain events including the issuance of shares of common stock at price lower than the exercise price stock

splits dividends recapitalizations and similarevents These price adjustment provisions may result in dilution to

potential investors which could make investments in our securities less attractive to potential investors and

could adversely affect our ability to negotiate with potential investors

We have agreed to issue additional shares to one institutional investor Fletcher if prior to any exercise of

warrants by Fletcher that we issued in 2008 we announce the sale of additional equity securities The issuance of

additional shares to Fletcher pursuant to this agreement may result in dilution to potential investors which could

make investments in our securities less attractive to potential investors and could adversely affect our ability to

negotiate with potential investors

The geothermal power production development activities of our Power Systems segment may not be

successful

We are devoting substantial amount of our available resources to the power production development

activities of our Power Systems segment To date we have placed one geothermal power plant in service and we

continue our efforts to ramp up production of that plant However our ability to successfully complete that plant

and develop additional projects is uncertain

In connection with our first power plant Thermo No we have experienced unexpected difficulties and

delays in developing well field that will produce sufficient heat to operate the plant at full capacity While we

have gained valuable experience that could benefit future projects we could experience similarunexpected

difficulties at future projects which could adversely affect the economics of those projects As result we

cannot be certain that we will be able to operate any of our plants at full capacity on an economic basis

Our success in developing particular geothermal project is contingent upon among other things locating

and developing viable geothermal site negotiation of satisfactory engineering procurement and construction

agreements negotiation of satisfactory power purchase agreements receipt of required governmental permits

obtaining interconnection rights obtaining transmission service rights obtaining adequate financing and the

timely implementation and satisfactory completion of construction We may be unsuccessful in accomplishing

any of these necessary requirements or doing so on timely basis

We have limited operating experience and revenue and we are not currently profitable We expect to

continue to incur net losses for the foreseeable future and we may never achieve or maintain profitability

We have limited operating history and from our inception we have earned limited revenue from

operations We have incurred significant net losses in each year of our operations including net loss applicable

to common stockholders of approximately $20.2 million and $45.5 million for the years ended December 31

2009 and 2008 respectively As result of ongoing operating losses we had an accumulated deficit of

approximately $109.7 million on cumulative revenues from inception of approximately $3.2 million as of

December 31 2009 In addition at December 31 2009 we had negative working capital totaling $6.4 million

Under our current growth plan we do not expect that our revenues and cash flows will be sufficient to cover

our expenses unless we are able to successfully place number of power plants in service As result we expect

to continue to incur substantial losses until we are able to generate significant revenues Our ability to generate

significant revenues and become profitable will depend on many factors including our ability to

secure adequate capital

identify and secure productive geothermal sites
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verify that the properties in which we have acquired an interest contain geothermal resources that are

sufficient to generate electricity

acquire electrical transmission and interconnection rights for geothermal plants we intend to develop

enter into power purchase agreements for the sale of electrical power from the geothermal power plants

we intend to develop at prices that support our operating and financing costs

enter into additional tax equity partner agreements with potential financing partners that will provide

for the allocation of tax benefits to them and for the contribution of capital by them to our projects or to

successfully utilize new incentive provisions being implemented by the United States government

finance and complete the development of multiple geothermal power plants

manage construction drilling and operating costs associated with our geothermal power projects

successfully license commercial applications of our motor generator and drive technologies

enforce and protect our intellectual property while avoiding infringement claims

comply with applicable governmental regulations and

attract and retain qualified personnel

Our independent registered public accounting firms report on our 2009 financial statements questions our

ability to continue as going concern

Our independent registered public accounting firms report on our financial statements as of December 31

2009 and 2008 and for the three year period ended December 31 2009 expresses doubt about our ability to

continue as going concern Their report includes an explanatory paragraph stating that there is substantial doubt

about our ability to continue as going concern due to the lack of sufficient capital as of the date their report

was issued to support our business plan through the end of 2010

We will need to secure additional financing in the future and if we are unable to secure adequate funds on

terms acceptable to us we will be unable to support our business requirements build our business or continue as

going concern Accordingly we can offer no assurance that the actions we plan to take to address these

conditions will be successful Inclusion of going concern qualification in the report of our independent

accountants or any future report may have negative impact on our ability to obtain financing and may adversely

impact our stock price

The current worldwide political and economic conditions specifically disruptions in the capital and credit

markets may materially and adversely affect our business operations andfinancial condition

Recently general worldwide economic conditions have expenenced downturn due to the credit conditions

resulting from the subprime-mortgage turmoil and other factors slower economic activity concerns about

inflation and deflation decreased consumer confidence reduced corporate profits and capital spending recent

international conflicts recent terronst and military activity and the impact of natural disasters and public health

emergencies If the current market conditions continue or worsen our business operations and financial

condition will likely be materially and adversely affected

The United States credit and capital markets have become increasingly volatile as result of adverse

conditions that have caused the failure and near failure of number of large financial services companies If the

capital and credit markets continue to experience volatility and the availability of funds remains limited our

ability to obtain needed financing on favorable terms could be severely limited In the current environment

lenders may seek more restrictive lending provisions and higher interest rates that may reduce our ability to

obtain financing and increase our costs Also lenders may simply be unwilling or unable to provide financing
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Longer term disruptions in the capital and credit markets as result of uncertainty changing or increased

regulation reduced alternatives or failures of significant financial institutions could adversely affect our access to

capital needed for our operations and development plans If we are unable to obtain adequate financing we could

be forced to reduce delay or cancel planned capital expenditures sell assets or seek additional equity capital or

pursue other actions that could adversely affect future operations Failure to obtain sufficient financing or

reduction of expenditures may cause delays and make it more difficult to execute our plans to develop

geothermal power plants in accordance with our expectations It would also make it more difficult to conduct

adequate research and development and other activities necessary tocommercialize our SymetronTM technologies

The market price for our common stock has experienced sign ificant price and volume volatility and is likely

to continue to experience significant volatility in the future Such volatility may cause investors to

experience dramatic declines in our stock price from time to time may impair our ability to secure

additional financing and may otherwise harm our business

The closing price of our common stock deØlined significantly during 2009 The closing price fluctuated

from low of $0.89 per share to high of $4.71 per share during the period from January 2009 to March 12

2010 Our stock price is likely to experience significant volatility in the future as result of numerous factors

outside of our control including the level of short sale transactions As result the market price of our stock

may not reflect our intrinsic value In addition following periods of volatility in our stock price there may be

increased risk that securities litigation governmental investigations or enforcement proceedings may be

instituted against us Any such litigation andinvestigation or other procedures regardless-of merits could

materially harm our business andcause our stock price to decline due to potential diversion of management

attention and harm to our business reputation

In addition if the market price for our common stock remains below $5.00 per share our common stock

may be deemed to be penny stock and therefore subject to-rules that imposeadditional sales practices on

broker-dealers who sell our securities For example broker-dealers must make special suitability determination

for the purchaser and have received the purchasers written consent to the transaction prior to sale Also

disclosure schedule must be delivered to each purchaser of penny stock disclosing sales commissions and

current quotations for the securities Monthly statements are also required to be sent disclosing recent price

information for the penny stock held in the account and information on the limited market in penny stocks

Because of these additional conditions some brokers may choose to not effect transactions in penny stocks This

could have an adverse effect on the liquidity of our common stock

The volatility in our stock price could-impair our ability to raise additional capital Further to the extent we

do raise additional funds through equity financing we may need to issue such equity at substantial discount to

the market price for our stock This in turn could contribute to the volatility in our stock price In addition in

connection with future equity financing transactions we may be required to issue additional shares of stock to

investors who purchased securities from us in prior transactions and future equity financings may result in

adjustments to the exercise price of our outstanding warrants These factors could also contribute to volatility in

our stock price

The financial performance of our Power Systems segment is subject to changes in the legal and regulatory

environment

Our geothermal power projects will be subject to extensive regulation Changes in-applicable laws or

regulations or interpretations of those-laws and regulations could result in increased compliance costs and

require additional capital expenditures Future changes could also reduce or eliminate certain benefits that are

currently available

Federal and State energy regulation is subject to frequent challenges modifications the imposition of

additional regulatory requirements and restructuring proposals We may not be able to obtain-or maintain all
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regulatory approvals or modifications to existing regulatory approvals that may be required in the future In

addition the cost of operation and maintenance and the financial performance of geothermal power plants may

be adversely affected by changes in certain laws and regulations including tax laws

In order to promote the production of renewable energy including geothermal energy the federal

government has created several significant tax incentives These tax incentives are instrumental to our ability to

finance and develop geothermal power plants by providing increased economic benefits If the available tax

incentives were reduced or eliminated the economics of the projects would be adversely affected and there could

be reductions in our overall profitability or the amount of funding available from tax equity partners Some

projects may not be viable without these tax incentives

Available federal tax incentives include deductibility of intangible drilling costs accelerated depreciation

depletion allowances and the ITC all of which currently are permanent features of the Internal Revenue Code

with respect to geothermal power projects In addition the Recovery Act extended the availability of the PTC

for geothermal projects placed in service before 2014 and created new grant program for geothermal projects

that are placed in service in 2009 or 2010 regardless of when construction begins or for which construction

begins in 2009 or 2010 and whichare placed in service before 2014

The ITC is claimed in the year in which the qualified project is placed in service and the amount of the

credit is specified percentage 10% or 30% of the eligible costs of the facility All or some of the ITC is

subject to recapture if the property eligible for the credit is sold or otherwise disposed or ceases to be eligible

property within five years after being placed in service In lieu of claiming the ITC project owner generally

can claim the PTC during the first ten years after the project is placed in service The amount of the PTC is

adjusted for inflation For 2009 the amount was $21.00 per megawatt hour of electricity produced from the

facility and sold to unrelated parties As extended by the Recovery Act the PTC applies to Qualifying Facilities

that are placedin service before 2014 The amount of the PTC also is subject to phase-out if the national average

price of electricity produced from qualified energy resources exceeds an inflation adjusted threshold

In addition pursuant to the Recovery Act an owner may elect to receive grant from the U.S Treasury

Department in lieu of claiming either the ITC or the PTC For geothermal project the amount of the grant is

30% of the cost of qualifying geothermal property placed in service in 2009 Or 2010 or placed in service before

2014 if construction begins in 2009 or 2010 Grants are to be paid 60 days after the date the U.S Treasury

Department deems the application is properly submitted and complete All or some of the grant is subject to

recapture if the property eligible for the grant is sold or otherwise disposed or ceases to be eligible property

within five years after being placed in service None of the grant should be included in federal taxable income

but may be included in applicable state taxable income

Owners of projects also are permitted to depreciate for tax purposes most of the cost of the power plant on

an accelerated basis generally over five-year period If an owner elects to receive grant from the U.S

Treasury Department in lieu of claiming either the ITC or PTC or if the owner elects to receive the ITC the

basis of the property for depreciation purposes is reduced by an amount equal to 50 percent of the grant or ITC

whichever is applicable

All of these programs are subject to review and change by Congress from time to time For example recent

legislation has been introduced to remove equipment sourced outside of the United States from the eligible basis

used in calculating the Section 1603 grant In addition several of the programs are currently scheduled to expire

and continuation of those incentives will require affirmative Congressional-action Moreover there are

ambiguities as to how some of the provisions of the Recovery Act will operate

Many of the tax incentives associated with geothermal power projects generally are beneficial only if the

owners of the project have sufficient taxable income to utilize the-tax incentives Due to the nature and timing of

these tax incentives it is likely that the tax incentives available in connection with our geothermal power plants
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other than the grant in lieu of the ITC and PTC will exceed our ability to efficiently utilize these tax benefits for

at least several years
of operations Therefore an important part of our strategy involves partnering with

investors that are able to utilize the tax incentives to offset taxable income associated with their operations

unrelated to our geothermal power plants For example corporation in an unrelated industry may be willing to

finance the development of geothermal power plant in exchange for receiving the benefit of the tax incentives

which it could then use to reduce the tax liability associated with its regular operations

Tax reform has the potential to have material effect on our business financial condition future results and

cash flow Tax reform could reduce or eliminate the value of the tax subsidies currently available to geothermal

projects Any restrictions or tightening of the rules for lease or partnership transactions whether or not part of

major tax reform could also materially affect our business financial conditionfuture results and cash flow In

addition changes to the Internal Revenue Code could significantly increase the regulatory-related compliance

and other expenses incurred by geothermal projects which in turn could materially and adversely affect our

business financial condition future results and cash flow Any such changes could also make it more difficult for

us to obtain financing for future projects

significant part of our business strategy is to utilize the tax and other incentives available to developers of

geothermal power generating plants to attract strategic alliance partners with the capital sufficient to complete

these projects Many of the incentives available for these projects are new and highly complex There can be no

assurance that we will be successful in structuring agreements that are attractive to potential strategic alliance

partners If we are unable to do so we may be unable to complete the development of our geothermal power

projects and our business could be harmed

The exploration development and operation of geothermal energy resources by our Power Systems

segment is subject to geological risks and uncertainties which may result in decreased performance

increased costs or abandonment of our projects

Our Power Systems segment is involved in the exploration development and operation of geothermal

energy resources These activities are subject to uncertainties which vary among different geothermal resources

These uncertainties include dry holes flow-constrained wells wells that become obstructed during drilling

uncontrolled releases of pressure and temperature decline and other factors all of which can increase our

operating costs and capital expenditures or reduce the efficiency of our power plants In addition the high

temperature and high pressure in geothermal energy resources requires special resource management and

monitoring Because geothermal resources are complex geological structures we can only estimate their

geographic area The viability of geothermal projects depends on different factors directly related to the

geothermal resource such as the heat content the relevant composition of temperature and pressure flow of the

geothermal resource the useful life commercially exploitable life of the resource and operational factors

relating to the extraction of geothermal
fluids Although we believe our geothermal resources will be fully

renewable if managed appropriately the geothermal resources we intend to exploit may not be sufficient for

sustained generation of the anticipated electrical power capacity over time Further any of our geothermal

resources may suffer an unexpected decline in capacity In addition we may fail to find commercially viable

geothermal resources in the expected quantities and temperatures which would adversely affect our development

of geothermal power projects

The operation of geothermal power plants depends on the continued availability of adequate geothermal

resources Although we believe our geothermal resources will be fully renewable if managed properly we cannot

be certain that any geotherm.al resource will remain adequate for the life of geothermal power plant If the

geothermal resources available to power plant we develop become inadequate we may be unable to perform

under the power purchase agreement for the affected power plant which in turn could reduce our revenues and

materially and adversely affect our business financial condition future results and cash flow If we suffer

degradation in our geothermal resources our insurance coverage may not be adequate to cover losses sustained

as result thereof
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Our ability to operate geothermal plant at full capacity depends significantly on the characteristics of the

production wells we drill to use for the plant The wells need to provide sufficient heat at flow rates that can be

maintained without significant increase in the parasitic load associated with the plant The parasitic load refers

to the amount of electricity used by the plant and well field to maintain operations significant portion of the

parasitic load results from pumps and other equipment used to maintain the flow of geothermal water from the

earth through the plant and back into the earth through reinjection wells Generally water with ahigher

temperature will allow the plant to operate with slower rate of flow which results in decrease in the parasitic

load because less electricity is required to maintain the necessary flow rate Water with lower temperatures on

the other hand requires higher flow rate to operate the plant which increases the parasitic load.Unless the

water produced by well is hot enough to increase the amount of power generated by the plant without

corresponding increase to the parasitic load the well will not result in net increase in the amount of power
available for sale from the plant Therefore the overall temperature of the water produced by the production

wells is critical to our ability to operate the plant at full capacity Similarly deeper resource increases parasitic

load because the pumps have to lift the water greater distance We cannot be certain whether wells will increase

net production at plant until the wells are brought online and the impact to the parasitic load at the plant has

been determined

We have experienced certain delays and cost overruns on the Thermo No plant and we may experience

similar delays and cost overruns on subsequent projects

We completed major construction of the cooling towers and transmission lines and installed the power

generating units at the Thermo No plant in the fourth quarter of 2008 We ºompleted the commissioning of the

plant in the first quarter of 2009 In April 2009 we began selling electricity generated by the Thermo No plant

to the City ofAnaheim pursuant to power purchase agreement we previously entered into with Anaheim

During the
year

ended December 31 2009 we delivered 25200 MW hours of electricity to the City of

Anaheim The Thermo No plant is currently transmitting approximately MW of electricity to the City of

Anaheim which represents approximately half of the plant designed capacity Thus far we have been unable to

operate the plant at full capacity due to insufficient heat and flow from the production wells that provide

geothermal water to the plant In the fall of 2009 we undertook comprehensive review of the plant and well

field operations at the Thermo No plant and together with outside experts and our financing partners

developed plan for
increasing

the
output of the Thermo No plant The key component of this plan was to

re work certain wells in order to eliminate down flow of shallower cooler zone of geothermal fluids which was

mixing with the deeper hotter zones In general this cooler zone contains geothermal fluids in the range of 200

Fahrenheit while the deeper zone contains temperatures greater than 300 Fahrenheit We believe that well field

work and optimization of certain operations at the plant have the potential to significantly increase the net power

production from the plant during 2010 However we have not completed all of the necessary drilling stimulation

work and testing and we cannot be certain the additional modifications to the well field will allow us to operate

the Thermo No plant at full capacity

The Thermo No plant is the first ever large scale commercial application of the PWPS Pure Cycle units

and the first plant built under our rapid-deployment approach so delays and overruns are not entirely unexpected

Some of the key drivers of the delays and cost overruns are as follows

Well Field Development

Increased costs to broaden previous well field plans

Complications encountered by drilling contractors

High demand for drilling services and related materials due to the rapid increase in the price of oil

Higher than expected loads for well field pumps
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Construction

Wider than necessary step-outs for injection wells which increased piping and electrical costs due to

concerns of lenders

Construction of primary access road improvements to accommodate wider access to Thermo No than

previously anticipated

Additional costs incurred to connect piping from additional production wells to the plant

Additional costs incurred relating to establishing the greater Thermo area

Increased prices for steel concrete and other commodities due to high demand

Payment of overtime and other additional costs in order to accelerate the construction schedule

Equipment

Expenses associated with installing PWPS power generating units for the first time which allowed us

to identify design changes for the benefit of future plants

Transmission

In anticipation of future plants we built larger transmission infrastructure

If we are unable to find adequate solutions for the problems we are encountering with the construction and

operation of the Thermo No plant we may experience similardelays and cost overruns on subsequent projects

Our Power Systems segment operations may be materially adversely affected if we fail to properly manage
and maintain our geothermal resources

Our geothermal power plants use geothermal resources to generate electricity When we develop

geothermal power plant we conduct hydrologic and geologic studies Based on these studies we consider all of

the geothermal resources used in our power plants to be fully renewable

Unless additional hydrologic and geologic studies confirm otherwise there are number of events that

could have material adverse effect on our ability to generate electricity from geothermal resource and/or

shorten the operational duration of geothermal resource which could cause the applicable geothermal resource

to become non-renewable wasting asset These events include

Any increase in power generation above the amount our hydrological and geological studies indicate

that the applicable geothermal resource will support

Failure to recycle all of the geothermal fluids used in connection with the applicable geothermal

resource and

Failure to properly maintain the hydrological balance of the applicable geothermal resource

While we intend to properly manage and maintain our geothermal resources in order to ensure that they are

fully renewable our ability to do so could be subject to unforeseen risks and uncertainties beyond our control

Our Power Systems segment may be materially adversely affected if we are unable to successfully utilize

certain heat transfer technologies in our geothermal power projects

Our Power Systems segment intends to utilize certain heat transfer technologies in its geothermal power

projects One of the providers of these heat transfer technologies is PWPS PWPSs heat transfer technologies are

designed to enable the generation of power from geothermal resources that are lower in temperature than those

resources used in traditional flash steam geothermal projects
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PWPS heat transfer technologies have limited operating history and have only been deployed in

limited number of geothermal power projects Although we are using these technologies in our Thermo No

plant that power plant has only been operating for short time As result we cannot be certain that PWPSs

heat transfer technologies or other vendors heat transfer technologies can be successfully implemented If we are

not able to successfully utilize heat transfer technologies in our geothermal power projects and we are unable to

utilize appropriate substitute technologies we may be unable to develop our projects and our business prospects

financial condition and results of operations could be harmed

The costs of compliance with environmental laws and of obtaining and maintaining environmental permits

and governmental approvals required for construction and/or operation of geothermal power plants are

substantial and any non-compliance with such laws or regulations may result in the imposition of

liabilities which could materially and adversely affect our business financial condition future results and

cash flow

Our geothermal power projects are required to comply with numerous federal regional state and local

statutory and regulatory environmental standards Geothermal projects must also maintain numerous

environmental permits and governmental approvals required for construction and/or operation Environmental

permits and governmental approvals typically contain conditions and restrictions including restrictions or limits

on emissions and discharges of pollutants and contaminants or may have limited terms If we fail to satisfy these

conditions or comply with these restrictions or we fail to comply with any statutory or regulatory environmental

standards we may become subject to regulatory enforcement action and the operation of the projects could be

adversely affected or be subject to fines penalties or additional costs

The geothermal power projects developed by our Power Systems segment could expose us to significant

liability for violations of hazardous substances laws because of the use or presence of such substances

The geothermal power projects developed by our Power Systems segment will be subject to numerous

federal regional state and local statutory and regulatory standards relating to the use storage and disposal of

hazardous substances We may use industrial lubricants water treatment chemicals and other substances at our

projects that could be classified as hazardous substances If any hazardous substances are found to have been

released into the environment at or near the projects we could become liable for the investigation and removal of

those substances regardless of their source and time of release If we fail to comply with these laws ordinances

or regulations or any change thereto we could be subject to civil or criminal liability the imposition of liens or

fines and large expenditures to bring the projects into compliance Furthermore we can be held liable for the

cleanup of releases of hazardous substances at other locations where we arranged for disposal of those

substances even if we did not cause the release at that location The cost of any remediation activities in

connection with spill or other release of such substances could be significant

In order to finance the development of our geothermal power projects we may transfer portion of our

equity interest in the individual proj ects to third party and enter into long-term .fixed price power purchase

agreements Under generally accepted accounting principles this may result in the deconsolidation of these

subsidiaries and the reflection of only our net ownership interests in our financial statements

Each of the geothermal power projects our Power Systems segment develops will likely be owned by

separate subsidiary The geothermal power projects developed by these subsidiaries will likely be separately

financed To obtain the financing necessary to develop the geothermal power projects we may transfer portion

of our equity interest in the individual subsidiaries to third party and enter into long-term fixed price power

purchase agreements Depending upon the nature of these arrangements and the application of generally accepted

accounting principles we may be required to deconsolidate one or more or all of these subsidiaries which would

result in our share of the net profits or loss generated by the deconsolidated entities being presented as net

amount in our financial statements As result our financial statements would not reflect the gross revenues and

expenses
of the deconsolidated entities However we do not expect the effect of such deconsolidation if

required to have an impact on our stockholders equity deficit net income/loss or earnings/loss per share

52



Our foreign projects expose us to risks related to the application offoreign laws taxes economic

conditions labor supply and relations political conditions and policies offoreign governments any of

which risks may delay or reduce our ability to profit from such projects

We have accumulated large portfolio of geothermal interests in four western continental states and

geothermal concession in Indonesia These geothermal interests are important to our ability to develop

geothermal power plants We continue to accumulate additional interests in geothermal resources for potential

future projects Our foreign operations are subject to regulation by various foreign governments and regulatory

authorities and are subject to the application of foreign laws Such foreign laws or regulations may not provide

for the same type of legal certainty and rights in connection with our contractual relationships in such countries

as are afforded to our projects in the United States which may adversely affect our ability to receive revenues or

enforce our rights in connection with our foreign operations Furthermore existing laws or regulations may be

amended or repealed and new laws or regulations may be enacted or issued In addition the laws and regulations

of some countries may limit our ability to hold majority interest in some of the projects that we may develop or

acquire thus limiting our ability to control the development construction and operation of such projects Our

foreign operations are also subject to significantpolitical economic and financial risks which vary by country

and include

changes in government policies or personnel

changes in general economic conditions

restrictions on currency transfer or convertibility

changes in labor relations

political instability and civil unrest

changes in the local electricity market

breach or repudiation of important contractual undertakings by governmental entities and

expropriation and confiscation of assets and facilities

Our foreign projects may expose us to risks related to fluctuations in currency rates which may reduce our

profits from such projects

Risks attributable to fluctuations in currency exchange rates can arise when any of our foreign subsidiaries

borrow funds or incur operating or other expenses in one type of currency but receive revenues in another In

such cases an adverse change in exchange rates can reduce such subsidiarys ability to meet its debt service

obligations reduce the amount of cash and income we receive from such foreign subsidiary or increase such

subsidiarys overall expenses In addition the imposition by foreign governments of restrictions on the transfer

of foreign currency abroad or restrictions on the conversion of local currency into foreign currency would have

an adverse effect on the operations of our foreign projects andforeign manufacturing operations and may limit

or diminish the amount of cash and income that we receive from such foreign proects and operations

significant portion of our net revenue is attributed to payments made by power purchasers under power

purchase agreements The failure of any such power purchaser to perform its obligations under the relevant

power purchase agreement or the loss of power purchase agreement due to default would reduce our net

income and could materially and adversely affect our business financial condition future results and cash

flow

significant portion of our net revenue is attributed to revenues derived from power purchasers under the

relevant power purchase agreements The City of Anaheim has accounted for 100% of our revenues for the year

ended December 31 2009 We do not make any representations as to the financial condition or creditworthiness

of any purchaser under power purchase agreement and nothing in this annual report should be construed as

such representation
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There is risk that the City of Anaheim or any future power purchasers may not fulfill their respective

payment obligations under their power purchase agreements If any of the power purchasers fails to meet its

payment obligations under its power purchase agreements it could materially and adversely affect our business

financial condition future results and cash flow

If any of our domestic projects loses its current Qualifying Facility status under PURPA or if amendments

to PURPA are enacted that substantially reduce the benefits currently afforded to Qualifying Facilities our

domestic operations could be adversely affected

Most of our domestic projects are Qualifying Facilities pursuant to PURPA and are eligible for regulatory

exemptions from most provisions of the FPA and certain state laws and regulations which largely exempts the

projects from the FPA and certain state and local laws and regulations regarding rates and financial and

organizational requirements for electric utilities

If any of our domestic projects were to lose its Qualifying Facility status such project could become subject

to the full
scope

of the FPA and applicable state regulation The application of the FPA and other applicable state

regulation to our domestic projects could require our operations to comply wjth an increasingly complex

regulatory regime that may be costly and greatly reduce our operational flexibility

In addition pursuant to the FPA FERC has exclusive rate-making jurisdiction over wholesale sales of

electricity and transmission of public utilities in interstate commerce These rates may be based on cost of

service approach or may be determined on market basis through competitive bidding or negotiation Qualifying

Facilities are largely exempt from the FPA If domestic project were to lose its Qualifying Facility status it

would become public utility under the FPA and the rates charged by such project pursuant to its power

purchase agreements would be subject to the review and approval of FERC FERC upon such review may

determine that the rates currently set forth in such power purchase agreements are not appropriate and may set

rates that are lower than the rates currently charged In addition FERC may require that some or all of our

domestic projects refund amounts previously paid by the relevant power purchaser to such project Such events

would likely result in decrease in our future revenues or in an obligation to disgorge revenues previously

received from our domestic projects either of Which would have an adverse effect on our revenues Even if

project does not lose its Qualifying Facility status pursuant to final rule issued by FERC for projects above

20 MW if projects power purchase agreement is terminated or otherwise expires and the subsequent sales are

not made pursuant to states implementation of PURPA that project will become subject to FERC ratemaking

jurisdiction under the FPA Moreover loss of Qualifying Facility status also could permit the power purchaser

pursuant to the terms of the particular power purchase agreement to cease taking and paying for electricity from

the relevant project or consistent with FERC precedent to seek refunds of past amounts paid This could cause

the loss of some or all of our revenues payable pursuant to the related power purchase agreements result in

significant liability for refunds of past amounts paid or otherwise impair the value of our projects If power

purchaser were to cease taking and paying for electricity or seek to obtain refunds of past amounts paid there can

be no assurance that the costs inŁurred in connection with the project could be recovered through sales to other

purchasers or that we would have sufficient funds to make such payments In addition the loss of Qualifying

Facility status would be an event of default under the financing arrangements currently in place for some of our

projects which would enable the lenders to exercise their remedies and enforce the liens on the relevant project

Pursuant to the EPACT 2005 FERC was also given authority to prospectively lift the mandatory obligation

of utility under PURPA to offer to purchase the electricity from Qualifying Facility if the utility operates in

workably competitive market Existing power purchase agreements between Qualifying Facility and utility

are not affected If the utilities in the regions in which our domestic projects operate were to be relieved of the

mandatory purchase obligation they would not be required to purchase energy from the project in the region

under Federal law upon termination of the existing power purchase agreement or with respect to new projects

which could materially and adversely affect our business financial condition future results and cash flow
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Some of our leases will terminate if we do not achieve commercial production during the primary term of

the lease thus requiring us to enter into new leases or secure rights to alternate geothermal resources none

of which may be available on terms as favorable to us as any such terminated lease if at all

Most of our geothermal resource leases are for fixed primary term and then continue for so long as we

achieve commercial production or pursuant to other terms of extension The land covered by some of our leases

is undeveloped and has not yet achieved commercial production of the geothermal resources Leases that cover

land which remains undeveloped and does not achieve commercial production and leases that we allow to expire

will terminate In the event that lease is terminated and we determine that we will need that lease once the

applicable project is operating we would need to enter into one or more new leases with the owners of the

premises that are the subject of the terminated leases in order to develop geothermal resources from or inject

geothermal resources into such
premises or secure rights to alternate geothermal resources or lands suitable for

injection all of which may not be possible or could result in increased cost to us which could materially and

adversely affect our business financial condition future results and cash flow

Claims have been made that some geothermal plants cause seismic activity and related property damage

There are approximately two-dozen geothermal plants operating within fifty-square-mile region in the area

of Anderson Springs in Northern California and there is general agreement that the operation of these plants

causes generally low level of seismic activity Some residents in the Anderson Springs area have asserted

property damage claims against those plant operators There are significant issues whether the plant operators are

liable and to date no court has found in favor of such claimants While we do not believe the areas that we are

developing as noted above will present the same geological or seismic risks there can be no assurance that we

would not be subject to similarclaims and litigation which may adversely impact our operations and financial

condition

Our Transportation Industrial segment may be unable to successfully license our intellectual property

significant part of our long term business strategy for our Transportation Industrial segment is based

upon the licensing of our SymetronTM technologies to electric motor controller alternator and generator

manufacturers suppliers and system integrators We expect the sales cycle with respect to the licensing of our

technology to be lengthy and there can be no assurance that we will achieve meaningful licensing revenues in

the time frames that we expect

Our SymetronTM technologies are relatively new and commercially unproven While we have completed

some laboratory testing our technologies have not yet been durability tested for long-term applications We can

provide no assurance that our technologies will prove suitable for our target business segments Our potential

product applications require significant and lengthy product development efforts To date we have not developed

any commercially available products It may be years before our technology is proven viable if at all During our

product development process we may experience technological issues that we may be unable to overcome

Superior competitive technologies may be introduced or potential customer needs may change resulting in our

technology or products being unsuitable for commercialization Because of these uncertainties our efforts to

license our technologies may not succeed

We are currently focusing on commercializing our SymetronTM technologies in the transportation and

industrial markets We cannot predict the rate at which market acceptance of our technologies will develop in

these markets if at all Additionally we mayfocus our product commercialization activities on particular

industry or industries which may not develop as rapidly as other industries if at all The commercialization of

our products or the licensing of our intellectual property in an industry or industries that are not developing as

rapidly as other industries could harm our business prospects financial condition and results of operations

The demand for our technologies may be dependent on government regulations and policies such as

standards for Corporate Average Fuel Economy or CAFE Renewable Portfolio Standards or RPS the Clean Air
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Act and Section 45 of the Internal Revenue Code Changes in these regulations and policies could have

negative impact on the demand for the power we plan to generate and our technologies Any new government

regulations or policies pertaining to our products or technologies may result in significant additional expenses to

us and our potential customers and could cause significant reduction in demand for our technologies and

thereby significantly harm our Transportation Industrial segment

The recent economic downturn has had dramatic adverse effect on the automotive industry and other large

industnal manufacturers that would be in position to use and benefit from our technologies As result we

believe our ability to commercialize our SymetronTM technologies will be limited until economic conditions

improve We intend to evaluate the prospects for our Transportation Industnal segment on an ongoing basis If

we believe there are attractive opportunities we will devote the resources to pursue those opportunities to the

extent we believe appropriate If on the other hand we determine that the risks and uncertainties for this

business segment are too great in light of the current economic climate we may choose to further reduce the

resources devoted to these efforts We may also be required to develop new longterm business strategy for the

Transportation Industrial segment or discontinue operating this business segment

We may not be able to enforce or protect the intellectual property that our Transportation Industrial

segment is seeking to license

The success of our Transportation Industrial segment is dependent upon protecting our proprietary

technology We rely primarily on combination of copyright patent trade secret and trademark laws as well as

confidentiality procedures and contractual provisions tO prOtect our proprietary rights These laws procedures

and prOvisions provide only limited protection We have applied for patent protection on most of our key

technologies We cannot be certain that our issued United States patents or our pending United States and

international patent applications will result in issued patents or that the claims allowed are or will be sufficiently

broad to protect the inventions derived from our technology or prove to be enforceable in actions against alleged

infringers Also additional patent applications that we may file for our current and future technologies may not

be issued We have received three trademark registrations in the United States and ten trademark registrations

internationally We have also applied for five additional trademark registrations in the United States and one

additional trademark registration internationally which may never be granted

The contractual provisions we rely on to protect our trade secrets and proprietary information such as our

confidentiality and non-disclosure agreements with our employees consultants and other third parties may be

breached and our trade secrets and proprietary information may be disclosed to the public Despite precautions

that we take it may be possible for unauthorized third parties to copy aspects of our technology or products or to

obtain and use information that we regard as proprietary In particular we may provide our licensees with access

to proprictary information underlying our licensed applications which they may improperly appropriate

Additionally our competitors may independently design around patents and other proprietary rights we hold

Policing unauthorized use of our technology may be difficult and some foreign lawsdo not protect our

proprietary rights to the same extent as United States laws Litigation may be necessary in the future to enforce

our intellectual property rights or determine the validity and scope of the proprietary rights of others Litigation

could result in substantial costs and diversion of resources and management attention resulting in significant

harm to our business

If third parties assert that our current or future products infringe their proprietary rights we could incur costs

and damages associated with these claims whether the claims have merit or not which could significantly harm

our business Any future claims could harm our relationships with existing or potential customers In addition in

any potential dispute involving our intellectual property our existing or potential customers could also become

the targets of litigation which could trigger indemnification obligations under license and service agreements

and harm our customer relationships If we unsuccessfully defend an infringement claim we may lose our

intellectual property rights which could require us to obtain licenses which may not be available on acceptable

terms or at all
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We license patented intellectual property rights from third party owners If such owners do not properly

maintain or enforce the patents underlying such licenses our competitive position and business prospects

could be harmed Our licensors may also seek to terminate our licenses

We are party to licenses that give us rights to third-party intellectual property that is
necessary or useful to

our business Our success will depend in part on the ability of our licensors to obtain maintain and enforce our

licensed intellectual property Our licensors may not successfully prosecute the patent applications to which we

have licenses Even if patents are issued in respect of these patent applications our licensors may fail to maintain

these patents may determine not to pursue litigation against other companies that are infringing these patents or

may pursue such litigation less aggressively than we would Without protection for the intellectual property we

license other companies might be able to offer substantially identical products for sale which could adversely

affect our competitive business position and harm our business prospects

Our licensors may allege that we have breached our license agreement with them and accordingly seek to

terminate our license If successful this could result in our loss of the right to use the licensed intellectual

property which could adversely affect our ability to commercialize our technologies products or services as

well as harm our competitive business position and our business prospects

Our Transportation Industrial segment could incur significant expenses ifproducts built with our

technology contain defects

If our Transportation Industrial segment successfully licenses our technology products built with that

technology may result in product liability lawsuits for any defects that they may contain Detection of any

significant defects may result in among other things loss of or delay in market acceptance and sales of our

technology diversion of development resources injury to our reputation or increased service and warranty costs

material product liability claim could significantly harm our business result in unexpected expenses
and

damage our reputation

We face significant competition in each of our business segments If we fail to compete effectively our

business will suffer

Our Power Systems segment faces significant competition from other companies seeking to develop the

geothermal opportunities available Some of our competitors for geothermal projects have substantial capabilities

and greater financial and technical resources than we do As result we may be unable to acquire additional

geothermal resources or projects on terms acceptable to us

Our Power Systems segment also competes with producers of energy from other renewable sources This

competition may make it more difficult for us to enter into power purchase agreements for our projects on terms

that are acceptable to us

We believe our Transportation Industrial segment will face significant competition from existing

manufacturers including motor controller alternator and transportation vehicle companies We may also face

significant competition from our future partners
These partners may have better access to information regarding

their own manufacturing processes which may enable them to develop products that can be more easily

incorporated into their products If our potential partners improve or develop technology that competes directly

with our technology our business will be harmed

In each of our business segments we face competition from companies that have access to substantially

greater financial engineering manufacturing and other resources than we do which may enable them to react

more effectively to new market opportunities Many of our competitors may also have greater name recognition

and market presence
than we do which may allow them to market themselves more effectively to new customers

or partners
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We may pursue strategic acquisitions that could have an adverse impact on our business

Our success depends on our ability to execute our business strategies Our Power Systems segment is

seeking to develop geothermal power plants Our Transportation Industrial segment is seeking to license our

intellectual property to electric motor and controller manufacturers suppliers and system integrators Executing

these strategies may involve entering into strategic transactions to acquire complementary businesses or

technologies In executing these strategic transactions we may expend significant financial and management

resources and incur other significant costs and expenses There is no assurance that the execution of any strategic

transactions will result in additional revenues or other strategic benefits for either of our business segments The

failure to enter into strategic transactions if doing so would enable us to better execute our business strategies

could also harm our business prospects financial condition and results of operations

We may issue company stock as consideration for acquisitions joint ventures or other strategic transactions

and the use of common stock as purchase consideration could dilute each of our current stockholders interests

In addition we may obtain debt financing in connection with an acquisition Any such debt financing could

involve restrictive covenants relating to capital-raising activities and other financial and operational matters

which may make it more difficult for us to obtain additional capital and pursue business opportunities including

potential acquisitions In addition such debt financing may impair our ability to obtain future additional

financing for working capital capital expenditures acquisitions general corporate or other purposes and

substantial portion of cash flows if any from our operations may be dedicated to interest payments and debt

repayment thereby reducing the funds available to us for other purposes and could make us more vulnerable to

industry downturns and competitive pressures

if we are unable to effectively and efficiently maintain our controls and procedures to avoid deficiencies

there could be material adverse effect on our operations or financial results

As publicly-traded company we are subject to the reporting requirements of the Exchange Act and the

Sarbanes-Oxley Act of 2002 These requirements may place strain on our systems and resources Our

management is required to evaluate the effectiveness of our internal control over financial reporting as of each

year end and we are required to disclose managements assessment of the effectiveness of our internal control

over financial reporting including any material weakness within the meaning of Public Company Accounting

Oversight Board or PCAOB Auditing Standard No in our internal control over financial reporting On an

on-going basis we are reviewing documenting and testing our internal control procedures In order to maintain

and improve the effectiveness of our disclosure controls and procedures and internal control over financial

reporting significant resources and management oversight will be required

No material weaknesses were identified in connection with the audit of our 2009 financial statements

However weaknesses or deficiencies could be identified in the future If we fall to adequately address any

deficiencies it could have material adverse effect on our business results of operations and financial condition

Ultimately if not corrected any deficiencies could prevent us from releasing our financial information and

periodic reports in timely manner making the required certifications regarding and complying with our other

obligations with respect to our consolidated financial statements and internal controls under the Sarbanes-Oxley

Act Any failure to maintain adequate internal controls over financial reporting and provide accurate financial

statements may subject us to litigation and would cause the trading price of our common stock to decrease

substantially Inferior controls and procedures could also subject us to risk of delisting by the New York Stock

Exchange and cause investors to lose confidence in our reported financial information which could have

negative effect on the trading price of our common stock

If we fail to comply with the New York Stock Exchange listing standards and maintain our listing on the

New York Stock Exchange our business could be materially harmed and our stock price could decline

Our shares of common stock are listed on the New York Stock Exchange Pursuant to the Sarbanes-Oxley

Act of 2002 national securities exchanges including the New York Stock Exchange have adopted more
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stringent listing requirements Our common stock could be delisted from the NYSE if we trade below $1.00 or if

we fail to meet other listing criteria Although we are currently in compliance with the minimum share price

listing rule our common stock recently traded below $1.00 for short period of time In order to maintain our

listing on the NYSE we must continue to meet the minimum share price listing rule the minimum market

capitalization rule and other continued listing criteria Under the NYSE continued listing criteria the average

closing price of our common stock must not be below $1.00 per share for 30 or more consecutive trading days In

the event that the average closing price of our common stock is below $1.00 per share over consecutive 30-day

trading period we would have six-month cure period to attain both $1.00 share price and $1.00 average

share price over 30 trading days

We may not be able to maintain our compliance with all of the listing standards of the New York Stock

Exchange Any failure by us to maintain our listing on the New York Stock Exchange could materially harm our

business cause our stock price to decline and make it more difficult for our stockholders to sell their shares

We rely on key personnel and the loss of key personnel or the inability to attract train and retain key

personnel could have negative effect on our business

We believe our future success will depend to significant extent on the continued service of our executive

officers and other key personnel Of particular importance to our continued operations are our executive

management and technical staff We do not have key person
life insurance for any of our executive officers

technical staff or other employees If we losethe services of one or more of our current executive officers or key

employees or if one or more of them decide to join competitor or otherwise compete directly or indirectly with

us our business could be harmed

In recent years we have experienced turnover in certain key positions On August 2009 our Chief

Executive Officerresigned due to health reasons He has since been replaced by Nick Goodman whom we

announced as the new Chief Executive Officer on January 11 2010 On January 13 2010 we announced that our

Chief Financial Officer had resigned On February 25 2010 we announced that we hired John Perry as our new

Chief Financial Officer Mr Perry began employment on March 10 2010 and will begin his duties as our Chief

Financial Officer on March 22 2010 The replacement of our Chief Executive Officer and our Chief Financial

Officer could result in transitional issues that could make it more difficult to execute our business plans in

timely manner

Our future success also depends on our ability to attract train retain and motivate highly skilled technical

and administrative personnel Since we have limited resources to attract qualified personnel we may not be

successful in recruiting training and retaining personnel in the future which would impair our ability to

maintain and grow our business

Our limited cash resources have in the past required us to rely heavily on equity compensation to hire and

retain key personnel and we expect this to continue in the future This practice may result in significant non cash

compensation expenses
and dilution to our stockholders

We may record impairment charges which would adversely impact our results of operations

We review our intangible assets and long lived assets for impairment annually and whenever events or

changes in circumstances indicate that the carrying amounts of these assets may not be recoverable as required

by generally accepted accounting principles

One potential indicator of impairment is whether our fair value as measured by our market capitalization

has remained below our net book value for significant period of time Whether our market capitalization

triggers an impairment charge in any future period will depend on the underlying reasons for the decline in stock

price the significance of the decline and the length of time the stock price has been trading at such prices
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In the event that we determine in future period that impairment exists for any reason we would record an

impairment charge in the period such determination is made which would adversely impact our financial

position and results of operations

The large number of shares eligible forpublic sale could cause our stock price to decline

The market price of our common stock could decline as result of the resale of shares of common stock that

were previously restricted under Rule 144 In addition if our officers directors or employees sell previously

restricted shares for tax estate planning portfolio management or other purposes such sales could be viewed

negatively by investors and put downward pressure on our stock price Approximately 67.1 million shares were

free of restrictive legend as of December 31 2009 up from approximately 40.6 million as of December 31 2008

The occurrence of such sales or the perception that such sales could occur may cause our stock pnce to decline

On February 2010-we completed the sale of 5000 shares of the Preferred Stock pursuant to which we

raised $5.0 million before deducting underwriters fees legal fees and other expenses Each share of the

Preferred Stock will pay quarterly dividend payable in cash or shares of common stock equal to an annual rate

of LIBOR plus eight percent 8% but in no event higher than 14% subject to adjustment Each share of the

Preferred Stock will be convertible into shares of our common stock at price of $5.00 per share such price

being subject to adjustment fOr stock plits recombinations stock dividends and the like The holders of the

Preferred Stock will have the right to redem the shares of the Preferred Stock purchased at the earlier of six

months after the issue date or the date on which the price of our common stock equals or exceeds $2.00 per share

or the date of public annotncement of the intentiOn Or agreement to engage in transaction or series of

transactions that may result in a- change of control of our Company The redemption price for each share of the

Preferred Stock into shares of our common stock will be at least $1.22 per share of our common stock subject to

adjustment under certain circumstances and 120% of the Prevailing Market Price as defined in the Certificate

of Rights and Preferences of the Preferred Stock at the first redemptiOn date We also issued warrants the

Preferred Warrants to purchase up to an additional 14000 shares of the Preferred Stock The issuance of any

additional shares Of common stock pursuant to -the terms of the Preferred Stock will dilute the holders of our

common stock and the possibility of these additional issuances of common stock may put downward
pressure on

our stock price

Sales of substantial number of shares of our common stock or other securities in the public markets or the

perception that these sales may occur could cause the market price of our common stock or other securities to

decline and could materially impair our ability to raise capital through the sale of additional securities

Our reported financial results- may be adversely affected by changes in United States generally accepted

accounting principles

United States generally accepted accounting principles are subject to interpretation by the Financial

Accounting Standards Board or FASB the American Institute of Certified Public Accountants the SEC and

various bodies formed to promulgate and interpret appropriate accounting principles change in these

principles or interpretations could have significant effect on our financial results For example prior to

January 2009 we were required to record certain warrants with exercise price reset features as equity if the

warrants were considered to be indexed to our own stock However for periods after January 2009 we are

required to record certain warrants with exercise-price reset features as derivative liabilities and record the

quarterly changes in fair market value as gains or losses in the financial statements significant increase in the

fair value of the warrants liability can result in significant loss recorded during the corresponding period in the

financial statements

We have never declared or paid dividends on our common stock and we do not anticipate paying dividends

on our common stock in the foreseeable future

Our business requires significant funding and we currently invest more in project development than we earn

from operating our projects and sales of our technology In addition the agreements governing our debt and the
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terms of our Preferred Stock restrict our ability to pay dividends on our common stock Therefore we do not

anticipate paying any cash dividends on our common stock in the foreseeable future We currently plan to invest

all available funds and future earnings in the development and growth of our business As result capital

appreciation if any of our common stock will be the sole source of potential gain for our common stockholders

in the foreseeable future

ITEM lB Unresolved Staff Comments

None

ITEM Properties

We lease our corporate office located at 5152 North Edgewood Drive Suite 200 Provo Utah On January

2009 we entered into new lease agreement that expanded the corporate office space from 11400 square feet to

19300 square feet Monthly rent also increased from approximately $19900 per month to approximately

$34400 per month The new lease expires on December 31 2011

We also lease our SymetronTM testing facility in Utah County Utah The testing facility has approximately

12000 square feet Effective June 2009 we modified the lease agreement which reduced the monthly rent

from approximately $6400 to $3500 per month Under the modified lease agreement the term of the lease is

month to month with 60 day notice prior to termination of the agreement The modification to the lease

agreement expires on May 31 2010 We are currently evaluating whether to extend this lease for longer period

of time The corporate offices and facilities are well maintained and in good condition

During 2008 we entered into an agreement with private land owner adjacent to our geothermal leased

property in Hidalgo County New Mexico Under the agreement we are permitted to store our cooling tower

equipment pumps and other equipment that have been delivered to New Mexico for construction of our

Lightning Dock geothermal power plant All equipment is stored outside with monthly rent computed based on

the number of units stored at the site which totals approximately $8400 per month The agreement continues on

month to month basis until all equipment is removed from the property
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We have entered into various geothermal and surface rights lease agreements primarily through our wholly-

owned subsidiaries in which we obtained the right to develop and construct geothermal power plants These

leased properties are included in our Power Systems segment and are classified as power project leases The

following table sets forth our geothermal leases at December31 2009

Power Project Lease

Acquisition

State Acreage Costs

Nevada

Truckee Area 16600 755905

Devils Canyon Area 995 45680

Trail Canyon Area 10640 179593

Other Areas 5325 437902

TotalNevada 33560 $1419080

New Mexico

Lightning Dock Area 2520 $4751863

Total New Mexico 2520 $4751863

Utah

Thermo No Leases 16650 $2514581

Greater Thermo Area and Other Projects excluding Thermo

No 145180 250003

Total Utah 161830 $2764584

Oregon

Kiamath Falls Area 984 10000

Borax Lake Area 37000 50000

Total Oregon 37 984 60 000

Total Power Project Leases 235894 $8995527

The Greater Thermo Area and Other Projects as used in this table excludes the Thermo No plant and

parcels which are in the closes proximity to the Thermo No plant This
acreage

includes other parcels which

we consider part of the greater Thermo area Our holdings in the greater Thermo area total approximately 51000

The typical project will generally have parcel of 480-1000 acres dedicated to it These larger acreage numbers

represent the total acreage of the leases on which these projects are currently being proposed However prior to

finalizing project financing for each of these we anticipate segregating these leases so that only small portion

480-1000 acres as stated above will be dedicated to typical 10-20 MW project

As described above our portfolio of potential geothermal interests consists of interests in large number of

properties We acquired many of our interests in these properties at relatively low cost based on very

preliminary evaluation of geothermal potential Generally we do not consider geothermal lease or other interest

to be material to our operations unless we have determined to initiate the development of geothermal power

project that is dependent on the applicable lease or interest Information with respect to each of our material

property interests is set forth in Item 1BusinessCurrent Geothermal Power Projects of this report
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ITEM Legal Proceedings

On August 17 2009 Kay Mendenhall Mendenhall an individual and Spindyne Inc Spindyne
Utah corporation filed complaint in Fourth Judicial District Court Utah County Utah against Jack Kerlin

an individual Kraig Higginson an individual and Raser Technologies Inc Mendenhall and Spindyne allege

that around the time that Raser was formed Kerlin on behalf of Spindyne assigned to Raser the rights to use

certain proprietary technology that was owned by Spindyne Mendenhall and Spindyne allege that they were not

properly compensated for that technology In general the complaint alleges among other claims breach of

contract breach of implied covenant of good faith and fair dealing and intentional interference with contract and

prospective economic relations The complaint seeks damages in an amount to be determined at trial for the value

of the alleged technology Neither Spindyne nor Mendenhall have any relationship with us or Mr Higginson our

Chairman The alleged technology at issue in the complaint is not currently in use and has never been used by us

or to the knowledge of the Company Mr Higginson We believe the complaint to be completely without merit

and are vigorously defending it

On May 26 2009 Bakersfield Pipe and Supply Inc Bakersfield filed complaint in Fifth Judicial

District Court Beaver County Utah against Thermo No BE-Ol LLC Intermountain Renewable Power LLC

and Raser Technologies Inc alleging breach of contract The court has entered formal judgment against us

and Bakersfield has requested the court to grant decree of foreclosure which would authorize Bakersfield to

sell all of our property at the Thermo project including associated transmission easements at sheriffs sale

The complaint sought monetary damages of approximately $1.4 million plus interest and fees We have accrued

for these amounts and hope to reach settlement with Bakersfield prior to any foreclosure on the Thermo project

Our ability to avoid foreclosure however will depend upon our ability to satisfy amounts owed to Bakersfield

pursuant to the judgment or any settlement we are able to negotiate with Bakersfield

Raser is not subject of any other legal proceedings and we are unaware of any proceedings presently

contemplated against Raser by any federal state or local government agency

ITEM Removed and Reserved
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PART II

ITEM Market for Registrants Common Equity Related Stockholder Matters and Issuer Purchases of

Equity Securities

Market Information

Our common stock is listed on the NYSE exchange under the trading symbol of RZ

Below are the high and low closing sales prices for Raser common stock for each quarter of 2009 and 2008

Closing prices were obtained from the ArcaEx now NYSE Arca and since December 22 2008 from NYSE

Fiscal 2009 Low High

Quarter ended March 31 2009 $2.54 4.71

Quarter ended June 30 2009 2.80 4.50

Quarter ended September 30 2009 1.53 2.58

Quarter ended December 31 2009 1.05 1.69

Fiscal 2008 Low High

Quarter ended March 31 2008 $7.30 $17.09

Quarter ended June 30 2008 7.87 11.37

Quarter ended September 30 2008 4.10 11.70

Quarter ended December 31 2008 2.47 8.35

On March 16 2010 the closing price for Raser common stock was $1.01 per
share

Holders

As of December 31 2009 there were approximately 315 holders of record of our common stock This does

not include an indeterminate number of stockholders who may hold their shares through broker-dealer in street

name

Dividends

We are required to pay quarterly dividend to the holders of our Preferred Stock payable in cash or shares

of common stock equal to an annual rate of LIBOR plus eight percent 8% but in no event higher than 14%

subject to adjustment We are limited in dividend payments that we can make to our common stockholders unless

such dividend payment is made equally to the holders of the Preferred Stock as if such holders had converted or

redeemed whichever is greater their Preferred Stock for shares of our common stock immediately prior to the

payment of such dividend We have never declared or paid any cash dividends with respect to our common stock

We currently anticipate that we will retain all future earnings for the operation and expansion of our business and

do not intend to declare dividends with respect to our common stock in the foreseeable future

64



Securities Authorized for Issuance under Equity Compensation Plans

The following table sets forth the number of shares of our common stock underlying outstanding options

and warrants that have been issued under our equity compensation plans as of December 31 2009

Plan Category

Equity compensation plan approved by security

holders 3552783

Equity compensation plans not approved by security

holders 16 225 941

Total 19778724

In March 2004 our Board of Directors adopted the Raser Technologies Inc Amended and Restated 2004

Long-Term Incentive Plan the Plan and in May 2004 our board recommended and our stockholders

approved the Plan The Plan was adopted to facilitate grants of wider range of stock incentive awards

including restricted stock stock appreciation rights performance shares and performance units an automatic

annual increase to the number of shares of common stock reserved for issuance under the Plan beginning in 2005

equal to the lesser of 1750000 shares of common stock 3% of the outstanding shares of common stock on the

first day of each fiscal year or an amount determined by the Board of Directors and optional automatic

nondiscretionary annual stock option grants for employees and non-employee directors As of December 31

2009 we were authorized to issue up to 9693173 shares of common stock pursuant to the Plan

The performance graph represents our cumulative total stockholder returns through December 31 2009 as

compared to the Standard and Poors Small Cap 600 Index and the Standard and Poors Industrial Index

Number of

securities to be

issued upon
exercise of

outstanding

options warrants

and rights

Number of securities

remaining available for

future issuance under

equity compensation
plans excluding

securities reflected in

column

Weighted-average
exercise price of

outstanding

options warrants

and rights

$6.39

$3.29

$3.85

1055493

1055493
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ITEM Selected Financial Data

The following table sets forth our selected consolidated financial data for the years ended December 31

2009 2008 2007 2006 and 2005 We have derived the selected consolidated financial data related to the

statements of operations for the years ended and as of December 31 2009 2008 and 2007 from our audited

consolidated financial statements set forth in Part II Item of this annual report We have derived the selected

consolidated financial data related to the balance sheets for the years ended December 31 2007 2006 and 2005

from our audited consolidated financial statements not included herein

The information set forth below should be read in conjunction with Part II Item Management

Discussion and Analysis of Financial Condition and Results of Operations and our consolidated financial

statements set forth in Part II Item of this annual report

Revenue

Operating Loss

Net Loss Applicable to Common

Stockholders 20209807 45485034 15749005 18488936 14609056

Net Loss per Common Share

basic and fully diluted O.28 0.79 0.29 0.36

Total Long-Term Obligations 94246527 82272694 86193

Total Assets 154192162 184024448 23784453 11405447

Total Stockholders Equity 16 835 006 278 322 19 451 477 10 710 201

Year Ended Year Ended

December 31 December 31
2009 2008

2194117 172303

25453662 38459409

Year Ended

December 31
2007

320072

16468138

Year Ended

December 31
2006

122732

19259166

Year Ended

December 31
2005

331735

9543579

0.29

1564651

$19194512
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ITEM Managements Discussion and Analysis of Financial Condition and Results of Operations

The following management discussion and analysis of financial condition and results of operations should

be read in conjunction with our consolidated financial statements and related notes included elsewhere in this

report This discussion contains forward-looking statements based on current expectations that involve risks and

uncertainties such as our plans objectives expectations and intentions as set forth in Part of this report under

Special Note Regarding Forward-Looking Statements Our actual results and the timing of events could differ

materially from those anticipated in these forward-looking statements as result of various factors including

those set forth in Part Item 1A and elsewhere in this report The historical results set forth in this discussion and

analysis are not necessarily indicative of trends with respect to any actual or projected financial performance

Overview

We are an environmental energy technology company focused on geothermal power development and

technology licensing We operate two business segments Power Systems and Transportation Industrial Our

Power Systems segment develops clean renewable geothermal electric power plants and anticipates also

developing bottom-cycling operations in the future Our Transportation Industrial segment focuses on using

our SymetronTM family of technologies to improve the efficiency of electric motors generators and power

electronic drives used in electric and hybrid electric vehicle propulsion systems Through these two business

segments we are employing strategy to produce positive impact on the environment and economically

beneficial results for our stockholders By executing our strategy we aim to become both producer of clean

geothermal electric power as well as provider of electric and hybrid-electric vehicle technologies and products

Sources of Revenue

Currently our primary source of revenue is from the sale of electricity generated by our Thermo No plant

to the City of Anaheim Revenue related to the sale of electricity is recorded based upon output delivered at rates

specified under relevant contract terms in the period when the electricity is delivered The Thermo No plant

began generating and transmitting nominal quantities of test electricity in December 2008 However since the

test electricity generated was insignificant and not sold under power purchase agreement no revenue was

recognized prior to April 2009 In April 2009 we began selling electricity generated by the Thermo No plant

to theCity of Anaheim under our power purchase agreement with the City of Anaheim During 2009 we sold

approximately 25200 MW hours of electricity to the City of Anaheim

The Thermo No plant is currently generating about MW of gross electrical power After deducting the

plant parasitic load to power the plant the net power sold by the Thermo No plant to the City of Anaheim is

approximately MW Both the gross output and the net output of the plant are below the amounts the plant was

designed to produce We are working to improve the electrical output of the plant However even if we are able

to operate the Thermo No plant at or near full capacity the current and expected revenues from the ThermO

No plant are not expected to have material effect on our liquidity or our needs for additional financing of

future projects

Our Transportation Industrial segment is seeking to generate revenues by licensing our SymetronTM

technologies to third parties In the past our Transportation Industrial segment has generated small amount

of revenues from research and development subcontracts as well as the development of small numberof PHEV

demonstration vehicles During 2010 our Transportation Industrial segment plans to continue to focus

primarily on commercializing the applications contemplated by our agreements with FEV Inc and HHI

However the recent economic downturn has had dramatic adverse effect on the automotive industry and other

large industrial manufacturers that would be in position to use and benefit from our technologies As result

we believe our ability to commercialize our SymetronTM technologies will be limited until economic conditions

improve and we do not expect to generate significant revenues from this business segment for the foreseeable

future In the interim we have taken steps to reduce the resources committed to new developmental efforts We
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intend to evaluate the prospects for our Transportation Industrial segment on an ongoing basis If we believe

there are attractive opportunities we will devote the resources to pursue those opportunities to the extent we

believe appropriate If on the other hand we determiiie that the risks and uncertainties for this business segment

are too great in light of the current economic climate we may choose to further reduce the resources devoted to

these efforts

Although progress
is being made by each of our business segments significant revenues may not be

generated as expected by either of our segments if at all

Sign ficant Expenses

We have incurred significant losses since our inception As of December 31 2009 we had incurred an

accumulated deficit of approximately $109.7 million on cumulative revenues since inception of approximately

$3.3 million Our net loss applicable to common stockholders for the years ended December 31 2009 2008 and

2007 totaled $20.2 million $45.5 million and $15.7 million respectively

During the twelve months ended December 31 2009 our average recurring monthly cash expenditure rate

for operations decreased to $1.4 million per month from approximately $1.7 million per
month for the twelve

months ended December 31 2008 The decrease Was due largely to lower professional services fees and reduced

staff levels in our Transportation Indusfrial business segment We expect that our average monthly cash

expenditure rate will increase again in the future as we implement our plans to develop additional geothermal

power plants

For the year
ended December 31 2009 our operating expenses consisted primarily of cost of revenue

general and administrative expenses power project development expenses and research and development

expenses Cost of revenue for each of the periods presented includes direct costs attributable to our operating

geothermal power plant including bperation and maintenance expenses such as depreciation and amortization

salaries and related employee benefits equipment expenses costs of parts and chemicals costs related to third-

party services lease expenses royalties startup and auxiliary electricity purchases property taxes insurance and

certain transmission charges Payments made to government agencies and private entities on account of site

leases where plants are located are also included in cost of revenue Royalty payments included in cost of

revenue are made as compensation for the right to use certain geothermal resources and are paid as percentage

of the revenue derived from the associated geothermal rights Cost of revenue prior to 2009 included the direct

labor materials and overhead expenses required to perform work on research and development subcontracts

which are now complete

General and administrative expenses for all periods presented include expenses related to our marketing

sales accounting legal investor relations human resources and other administrative functions General and

administrative expenses also include non-cash equity-based compensation paid to employees consultants and

service providers We have made significant use of non-cash equity-based compensation to conserve cash and

provide incentives to our employees We expect to continue to use equity-based compensation to provide

incentives to our employees and certain service providers

Power project development expenses for the years ended December 31 2009 and 2008 primarily include

professional services for mapping environmental and geological studies and other prospecting costs related to

the exploration for geothermal resources Power project development expenses
also include certain legal costs to

design the project debt andtax equity financing structure and other operating agreements as well as certain

consulting costs relating to project oversight We expect that our power project development expenses
will

increase in future periods as we pursue the development of additional power projects and continue to explore for

geothermal resources
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Critical Accounting Policies and Estimates

Certain of our accounting policies are particularly important to the understanding of our financial position

and results of operations The application of these policies requires management to use significant judgment to

determine the appropriate assumptions to be used in making certain estimates about the effects of matters that are

inherently uncertain when reporting financial results Such estimates are based upon managements historical

experience the terms of existing contracts managements observance of trends in the transportation industrial

and power production industries information provided by our customers and information available to

management from other outside sources as appropriate Such policies and estimation procedures have been

reviewed with our Audit Committee We describe specific risks related to these critical accounting policies

below In addition our significant accounting policies are more fully described in Note of our audited

consolidated financial statements set forth in Part II item of this annual report

Regarding all of our accounting policies we caution that future results rarely develop exactly as forecasted

and the best estimates routinely require adjustment Our critical accounting policies include the following

Accounting for geothermal activities

Capitalization of costs

Derivative financial instruments

Revenue recognition

Investments

Allowance for uncollectible accounts

Impairment of long-lived assets tangible and intangible

Asset retirement obligations

Valuation allowance against deferred income taxes

Equity based compensation

Business consolidations

Fair value measurements

Deferred finance costs

U.S Department of Treasury Grant under Section 1603 of the Recovery Act

Accounting for Geothermal Energy Activities

Each geothermal power project we develop consists of three phases During the first phase the site is

identified and evaluated During the second phase the power plant transmission lines and pipelines are

constructed and the production and reinjection wells are drilled The third and final phase is the production

phase during which the power plant is operated over its useful life

Site Identification and Evaluation Phase The first step
in the site identification and evaluation phase is the

identification of potential project sites As part of the identification process we incur variety of costs which

may include costs for topographical studies geological and geophysical studies rights to access and study

properties technical materials and maps Regardless of whether we pursue project at particular site all of the

costs associated with the identification of potential site are considered exploratory in nature and are expensed

as incurred

The next step in the site identification and evaluation phase is land acquisition pursuant to which we

acquire land lease land or otherwise obtain the appropriate property interests to develop potential project
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Lease acquisition costs including lease bonuses legal costs permit costs and the fair value of other forms of

compensation to acquire leases are capitalized as power project leases when incurred The power project leases are

not amortized until the related power plant constructed on the leased property is placed in service At that time the

related power project leases are capitalized as geothermal property plant and equipment and amortized over the

estimated useful life of the geothermal power plant From time to time we also purchase land outright to develop

Any land we purchase outright is not amortized and is stated in our financial statements at historical cost

Once we have acquired an interest in geothermal property we also incur costs to carry
and maintain the

undeveloped property until we are in position to determine whether or not to pursue project on the property

These costs can include delay rentals certain taxes on the properties legal costs for title defense and the

maintenance of land and lease records All of these costs are expensed when incurred

After or occasionally prior to the time we acquire an interest in property we conduct additional internal

and external studies to determine whether to initiate the development of project at the site As part of this

process we may drill slim holes or conduct other activities to help identify the general location and

characteristics of the potential geothermal resource All of these costs including slim holes are considered

exploratory in nature and are expensed as incurred

Construction Phase We only decide to pursue project at site if we determine with high degree of

confidence that the site contains an adequate renewable geothermal resource to support power plant that

will continually produce electricity without any substantial degradation of the heat resource and iiwe can

effectively transmit and sell the electricity generated at facility Once we have made this determination for

site the project begins the second development phase which consists of drilling production and reinjection wells

as well as constructing the power plant transmission lines and pipelines from the well field to the power

generating units

Before drilling and construction can begin we must obtain the appropriate permits Permitting costs are

capitalized as part of the project costs We capitalize permitting costs and record them as either well field

development-in-progress or construction-in-progress

After obtaining appropriate permits we begin to develop the well field for the project by drilling large

diameter production holes In general these holes are 20 to 22 inches in diameter at the surface and telescope

down to between nine and fourteen 14 inches depending upon the depth of the well and other conditions

Each hole we drill will result in either production well reinjection well or an unsuccessful well Production

wells and reinjection wells will ultimately be used in the production of electricity at the geothermal power plant

Therefore drilling costs for production wells and reinjection wells are capitalized Drilling costs associated with

unsuccessful wells are expensed in the period in which we determine they cannot be used in the production of

electricity Capitalized costs associated with well field development-in-progress are reclassified as geothermal

property plant and equipment once the plant is placed in service and amortized over the estimated useful life of

the plant or 35 years

Construction of the geothermal power plant the related transmission lines and the required substation

normally occur either concurrent with or subsequent to the drilling of the production and reinjection wells The

costs associated with construction of the power plant and related transmission lines are accumulated and

capitalized over the construction period We begin to depreciate the construction related costs over the estimated

useful life of the plant once the power plant is placed in service The estimated useful life of our power plants is

estimated to be 35 years

As part of the financing for project we incur costs to obtain report from an independent engineer

verifying the production capacity of the well field The costs associated with the engineers report are expensed

as consulting costs and other financing-related costs such as legal costs broker fees and accounting fees are

capitalized when incurred
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Although we placed the Thermo No plant in service in the first quarter of 2009 we have experienced

certain difficulties in ramping up the production of electricity at the Thermo No plant to full capacity In light

of these difficulties we have drilled additional new wells and performed certain recompletion work to stimulate

and improve the existing wells to increase the output of electrical production at the power plant since we placed

the power plant into service The costs associated with the additional drilling and recompletion work are also

capitalized as betterments that increase production and the useful life of the wells as incurred These costs are

amortized over the estimated useful life of our power plants or 35 years We have made significant judgments

with respect to the capitalization of drilling costs Our financial results could differ if we had made different

judgments relating to the capitalization of drilling costs or if managements judgments prove to be incorrect

Certain tax incentives are available to us through these renewable energy projects Some of these tax

incentives such as the Internal Revenue Code Section 45 production tax credit have placed in service

deadlines in order to qualify for such incentives We have incurred and may incur in the future significant

additional costs during this phase in order to meet the placed in service deadline In 2008 the deadline for use of

the production tax credit relating to geothermal power plants was extended to December 31 2013 subject to

future extensions Also refer to discussion of the U.S Department of Treasury grant under Section 1603 of the

Recovery Act below

Production Phase The final phase of project is the energy production phase The
energy production phase

begins when the plant begins selling electricity to third party in accordance with power purchase agreement

Operating costs incurred during the energy production phase are expensed as incurred Prepaid commissions if

any pursuant to power purchase agreements relating to the project are amortized over the life of agreements In

April 2009 we began selling electricity produced at the Thermo No plant to the City of Anaheim

Accordingly we also began amortizing prepaid commissions over the life of the power purchase agreements

Capitalization of Costs

Our determination to move forward with the process to construct the power plant transmission lines

production wells and pipelines for geothermal power project is based on management determination with

high degree of confidence that given site contains adequate renewable geothermal resources to support plant

that will continually produce electricity without any substantial degradation of the heat resource This

determination involves significant management judgment and is based on the information available at the time

Once this determination has been made we begin to capitalize certain construction related costs Although

management determination to proceed with construction activities and capitalize construction related costs is

based on high degree of confidence that sufficient geothermal resource exists the information available and

the uncertainties associated with potential geothermal resources could later prove our management judgments

to be incorrect If management judgments with respect to project prove to be incorrect we may have to

write-off significant costs associated with that project that were previously capitalized which could have

material adverse effect on our results of operations

With respect to the power generating units at our Thermo No plant we expect to incur maintenance costs

each five years to maintain the optimal operating efficiency of the power plant Under current accounting

guidance we may elect to either capitalize the planned major maintenance costs and amortize the costs over the

five year period or expense the costs when incurred We estimate that the actual planned major maintenance costs

may range between $3 million and $4 million at each planned maintenance event Since the PureCycle units

are based upon new technology there is no historical basis to estimate what the actual costs will be Therefore

we have elcted to recognize the planned major maintenance costs when incurred which will have the effect of

increasing the operating costs in those years that the planned major maintenance costs are incurred

Derivative Financial Instruments

During the normal course of business from time to time we issue warrants and options to vendors as

consideration to perform services or settle outstanding debt We may also issue warrants as part of debt or

equity placement offering We do not enter into any derivative contracts for speculative purposes
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Warrants that contain round down or price reset features are subject to classification as liabilities for

financial statement purposes Beginning in 2009 as required by the Derivatives and Hedging Topic of the FASB

Accounting Standards Codification we began accounting for our warrants with exercise price reset features as

liabilities These liabilities are measured at fair value with the changes in fair value at the end of each period

reflected as current period income or loss unless the derivatives qualify as hedges of future cash flows and are

accounted for as such We utilize the Black-SchOles option pricing model or Binomial pricing model to

compute the fair value of the liabilities associated with the outstanding warrants depending upon the complexity

of their contractual terms In computing the fair value of the warrants liabilities at the end of each period we use

significant judgments with respect to the risk free interest rate the volatility of our stock prices and estimated

life of the warrants The effects of these judgments if proven incorrect could have significant negative impact

to our financial statements For further discussion refer to Note 17 Warrants and Note 19 Fair Value

Measurements

Revenue Recognition

Revenue is recognized when earned in accordance with applicable accounting standards and guidance

including Staff Accounting Bulletin or SAB No 104 Revenue Recognition as amended

Revenue generated through our Power Systems segment is expected to be primarily through the sale of

electricity in accordance with power purchase agreements we intend to execute with investor owned utilities and

municipalities In April 2009 we began generating and sellingelectricity from out Thermo No plant to the

City of Anaheim Pursuant to our power purchase agreement with the City of Anaheim we are required to

deliver electricity and the related renewable energy credits produced by our Thermo No power plant While the

electricity is delivered daily the renewable energy credits are due monthly Revenue related to the sale of

electricity and delivery of the renewable energy credits are recorded based upon electricity output
delivered at

rates specified under relevant contract terms in accordance with our power purchase agreement In the State of

California the renewable energy credits cannot be sold separately from the electricity and must be sold under an

executed power purchase agreement In addition the City of Anaheim has no right of return under the power

purchase agreement Accordingly the renewable energy credits are not considered to be separate unit of

accounting from the electricity therefore we recognize revenue upon delivery of the electricity During the year

ended December 31 2009 we sold approximately 25 200 MW of electricity to the City of Anaheim and

recognized revenue totaling $2 million Prior to April 2009 we began generating and transmitting nominal

quantities of test electricity at our Thermo No plant however we recognized no revenue from the production

of this test electricity The power purchase agreement with the City of Anaheim is exempt from derivative

treatment due to the normal sales contract exception Management has made judgments with respect to the

classification of the power purchase agreement with the City of Anaheim as normal sales contract The effect of

these judgments if incorrect could have negative impact on the revenue recognized in our financial statements

Pursuant to the Thermo financing agreements we agreed to serve as the engineering procurement and

construction contractor EPC contractor for the Thermo No plant and guaranteed the completion of the

construction of the Thermo No plant Accordingly as EPC contractor we received intercompany revenues

from our Thermo Subsidiary for the completion of certain construction related milestones In addition we agreed

to serve as the Operations and Management manager OM manager for the Thermo No plant and we

expect to receive quarterly fees for the services we perform We also expect to receive fees from our Thermo

Subsidiary relating to achieving substantial completion of the Thermo No plant and for providing general

administrative services However since the Thermo Subsidiary is consolidated entity these intercompany

revenues and fees are eliminated in consolidation

Revenue from our Transportation Industrial segment is generated or expected to be generated from

the sale of prototypes of our motors or PHEV demonstration vehicles to private companies for testing and

simulation and fees and royalties generated by the sales of products and solutions of our licensed

manufacturing partners Revenue from subcontracted engineering services is recognized under the percentage
of

completion method Costs incurred to achieve the performance criteria are deferred and recognized concurrent
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with the recognition of revenue unless they are determined to be unrecoverable For contracts in which the fee is

estimated to equal 100% of the cost to complete the contract we recognize revenue as the cost is incurred to

complete the project using zero as our estimate of profit under the percentage-of-completion method If estimated

costs exceed projected revenues for reporting period we recognize loss on the contract Under the percentage

of completion method changes in the estimated time and cost to complete the contract may affect the time period

over which the unrecognized revenues and related costs are recognized

The revenue from the sale of prototypes is recognized when the prototype is delivered to the customer We
accepted an initial deposit of $200000 for production of two extended range PREYs The initial deposit was

recorded as unearned revenue until the vehicles are delivered If we accept deposits for vehicles we are ultimately

unable to deliver the deposit is returned

Investments

We classify investment securities as either available-for-sale or held-to-maturity Available-for-sale

securities and are recorded at fair market value based on quoted market prices and unrealized gains and losses

are recorded as component of comprehensive income loss Realized gains and losses which are calculated

based on the specific-identification method are recorded in operations as incurred We did not have short-term

investments classified as available-for-sale during the years ended December 31 2009 and 2008 respectively

Accordingly there was no unrealized gain or loss relating to available-for-sale short-term investments recorded

for the year ended December 31 2009 or 2008 respectively

Held-to-maturity securities include U.S Government Strips that have coupon dates and coupon amounts that

correspond with the amount of interest payable for first four semi-annual interest payments to the holders of our

Convertible Notes The held-to-maturity securities are carried and amortized at cost

Available-for-sale and held-to-maturity securities are assessed for impairment periodically To determine if

the impairment is other-than-temporary we consider the duration and severity of the loss position the strength of

the underlying collateral the term to maturity and credit rating For investments that are deemed other-than-

temporarily impaired losses are recorded and payments received on these investments are recorded using the

cost recovery method All of our current investments in securities consist of held-to-maturity securities backed by

the United States government As result we do not believe there was any impairment of our investments in

held-to maturity securities during 2009 or 2008 respectively In determining whether there was any impairment

of available-for-sale and held-to-maturity securities we must make judgments relating to the classification of our

investments as either available-for-sale or held-to-maturity If these judgments prove to be incorrect it could

have an adverse effect on our results of operations and financial position

Allowance for Uncollectible Accounts

Contractual rights to future payments associated with trade accounts receivable and notes receivable are

evaluated to determine the likelihood of collecting amounts due The evaluation includes review of available

financial information related to the debtors ability to pay historical payment pattern security positions

government regulatiOns most recent communications and an assessment of current economic conditions in

determining the net realizable value of our receivables We also review our allowance for uncollectible accounts

in aggregate for adequacy following this assessment Changes in the customer economic environment could

reduce our ability to fully collect the receivable Currently our only significant customer is the City of Anaheim

Based upon our review of the City of Anaheim ability to pay historical payment pattern and the current

economic conditions we believe that no allowance is necessary relating to the collection of revenue from the

City of Anaheim as of December 31 2009 In determining our allowance for doubtful accounts we made certain

judgments with respect to the collectability of our outstanding accounts receivables If these judgments prove to

be incorrect it could have an adverse effect on our results of operations and financial position
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Impairment of long-lived assets tangible and intangible

Adnunistrative equipment is recorded at cost and depreciated on straight line basis over estimated useful

lives of the assets ranging
from three to seven years

Leasehold improvements are recorded at cost and

depreciated over the remaining life of the lease

Costs of internally developing maintaining or restoring patents and trademarks that are specifically

identifiable and have determinate lives are capitalized The costs of patents are amortized on straight-line basis

over the estimated useful life or 20 years from the date of the first filing The costs of trademarks are capitalized

but not amortized because their useful lives are considered indefinite Costs incurred to acquire our global heat

transfer technology license have been capitalized and amortized on straight-line basis over the estimated useful

life of the related patents underlying and accompanying the license or 11.5 years

We assess recoverability of our patents and trademarks by determining whether the amortization of the

balance over its remaining life can be recovered through undiscounted future operating cash flows The amount

of impairment if any is measured based on projected discounted future operating cash flows using discount

rate which reflects our average cost of funds Abandoned patents andtrademarks are expensed in the period

abandoned

We periodically review our long-lived assets including our well field drilling costs geothermal power plant

and transmission line construction costs equipment and certain intangible assets for impairment when events or

changes in circumstances indicate that the carrying value of an asset may not be recoverable We evaluate at

each balance sheet date whether events and circumstances have occurred that indicate possible impairment

The carrying value of other long-lived assets such as the well field drilling costs geothermal power plant

transmission line construction costs equipment and certain intangible assets is considered impaired in

accordance with applicable accounting guidance when the anticipated cumulative undiscounted cash flows of the

related asset or group of assets is less than the carrying value In that event loss is recognized based on the

amount by which the carrying value exceeds the estimated fair value of the long-lived asset using discount rate

which reflects our average cost of funds In connection with performing the impairment analysis we reduced the

cost basis of our Thermo No plant at December 31 2009 by the amount of the U.S Treasury grant we received

as reimbursement of the qualified costs incurred to construct the plant on February 19 2010 totaling $33.0

million We also exercised significant judgments including the assumption that our geothermal power plant will

produce electricity over 35 years power purchase agreement will be renewed after its expiration at or near the

then current terms of our current power purchase agreement the maintenance costs associated with keeping the

power generating units in operating condition after expiration of our current maintenance agreement in 10 years

will be adjusted downward to reflect our expected internal costs and escalated at the current contracted rates of

the current maintenance agreement over the estimated useful life of the plant over 35 years

In accordance with accounting guidance we evaluated our long-lived assets for impairment as of

December 31 2009 and determined that none of our long-lived assets analyzed in 2009 have been impaired

However management has exercised significant judgments with respect to our assumptions included in our

impairment analysis If these judgments prove to be incorrect and result in an impairment of our long lived

assets it could have material negative impact on our results of operations and financial position

For further discussion of the impairment of our well costs refer to Note Geothermal Property Plant and

Equipment We also determined in the fourth quarter of 2009 that under current accounting guidance none of

our current additional wells at our Thermo No plant should be expensed as non commercial wells at this time

We will continue to monitor the production levels of our well for future impairment

Asset Retirement Obligations

We have incurred certain liabilities related to the retirement of assets in connection with drilling wells and

constructing the Thermo No plant These liabilities include our obligations to plug wells upon termination of
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our operating activities dismantle geothermal power plants upon cessation of operations and perform certain

remedial measures related to the land on which such operations were conducted When new liability for an

asset retirement obligation is recorded we capitalize the costs of such liability by increasing the carrying amount

of the related power project lease Such liability is accreted to its future value each period and the capitalized

cost is amortized over the useful life of the related geothermal power plant or 35 years As of December 31
2009 the present value of our asset retirement obligations totals $2.7 million At retirement we will either settle

the obligation for its recorded amount or incur gain or loss with respect thereto as applicable Revisions in

estimated asset retirement obligations may result from changes in estimated inflation rates discount rates

estimated inflation rates retirement costs and the estimated timing of settling asset retirement obligations

Valuation Allowance Against Deferred Income Taxes

Deferred income tax assets and liabilities are recorded when there is difference between the financial

reporting and tax treatment of financial transactions We recorded valuation allowance to offset the entire net

deferred tax asset as of December 31 2009 2008 and 2007 respectively The valuation allowance was recorded

due to the losses incurred and the uncertainties regarding the future taxable income and recoverability of such

deferred tax assets We continually evaluate the estimated recoverability of deferred tax assets

Equity Based Compensation

From time to time we issue stock and option awards to employees as compensation for their employment

We record equity based compensation for employees at the fair value of the stock or option award on the grant

date The fair value is recognized over the requisite service period of the employee Compensation expense is

adjusted for equity awards that do not vest due to the fact that service or performance conditions are not satisfied

However compensation expense already recognized is not adjusted if market conditions are not met such as

when stock options expire out-of-the-money or when options expire unexercised

For performance-based equity compensation management assesses the likelihood that the event will

successfully occur and computes the fair value of the instrument at each quarterly balance sheet date When the

performance is assessed as probable expense is recognized on pro rata basis over the estimated service

period When the performance is assessed as less than probable no expense is recognized

From time to time we issue shares of common stock stock options to purchase shares of common stock

and warrants containing underlying shares of our common stock as payment for services or purchase of assets to

certain service providers contractors and other non-employees We record equity compensation for stock stock

options or warrants issued for services based upon the fair value of the instruments on the earlier of the date of

performance commitment agreement or the date when performance is completed Expense is recognized over the

requisite service period of the stock award

Stock issued for the purchase of assets or settlement of debt is also valued based on the fair value of the

stock on the date the stock is issued or required to be issued per the purchase agreement or the fair value of the

assets acquired whichever is more readily determinable The assets purchased or the amount of debt settled are

recorded based on the more readily determinable fair value of the stock issued or price of the assets acquired or

amount of the debt settled See Note 16 Common Stock for more information regarding our stock

compensation plans

Options and warrants granted to employees and contractors are valued by applying the fair value based

method to stock-based compensation in each period utilizing the Black-Scholes option pricing model generally

accepted valuation model for determining the fair value of options The maximum term of each option is ten

years
With

respect to stock options granted and warrants issued during the years ended December 31 2009

2008 and 2007 we computed the fair value using the Black-Scholes option-pricing model
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In determining the fair value of stock issued for services we must make judgments relating to pre-requisite

service periods estimated option lives risk free rates stock volatility forfeiture rate and likelihood of

completing an applicable performance conditions If these judgments prove to be incorrect it could have

material effect on our results of operations

Business Consolidations

The consolidated financial statements include our accounts and the accounts of our consolidated

subsidiaries All significant intercompany balances and transactions have been eliminated in consolidation

Certain reclassifications have been made in the prior years consolidated financial statements to conform to the

current year presentation

We must undertake significant project financing to complete the geothermal power projects we intend to

develop We anticipate that will be able to finance our activities through financing of tax benefits by tax equity

partners joint ventures or other methods of equity financing In August 2008 Merrill Lynch had obtained

noncontrolling interest in the Thermo Subsidiary which it acquired as part of the original financing arrangements

for the Thermo No plant Effective December 11 2009 Merrill Lynch withdrew from the Thermo Subsidiary

resulting in Raser becoming the sole partner Accordingly we agreed to redeem Merrill Lynchs equity interest

in the Thermo No plant and entered into note payable for up to $24.5 million subject to certain conditions

On February 19 2010 we received $33.0 million from federal grant resulting in the principal balance of the

note payable being reduced to $20.0 million subject to certain conditions As result of Merrill Lynchs

withdrawal from the partnership we recorded the difference between the December 11 2009 noncontrolling

interest of $29.2 million and the $20.0 million note payable as additional paid in capital totaling $9.2 million

Whenever we enter into an arrangement
with tax equity joint venture or other equity partners we evaluate

the voting rights of the subsidiary and the noncontrolling holders substantive participative and protective rights

We also evaluate the conditions outlined in variable interest entity accounting guidance and determine whether

that the financing arrangement should not be classified as variable interest entity and that the subsidiary was

properly consolidated for financial statement purposes In determining whether our subsidiaries should be

classified as consolidated entities or variable interest entities we must make judgments about the voting and

other rights contained subsidiary arrangements and whether the subsidiary is variable interest and other

conditions outlined in variable interest entity accounting guidance If these judgments prove to be incorrect it

could result in the deconsolidation of our subsidiary and have material impact on our results of operations and

financial position

As of December 31 2009 based upon in the redemption of MemIl Lynch equity interest in the Thermo

Subsidiary we re evaluated the conditions outlined in the vanable interest entity accounting guidance and

determined that the Thermo Subsidiary should not be classified as variable interest entity under the new

financing arrangements and that the Thermo Subsidiary should continue to be consolidated for financial

statement purposes In August 2008 we evaluated the voting participative and protective rights and the variable

interest entity conditions and determined that the Thermo Subsidiary should be accounted for as consolidated

subsidiary

Fair Value Measurement

Under the FASB Accounting Standards Codification we are permitted to elect to measure financial

instruments and certain other items at fair value with the change in fair value recorded in earnings We elected

not to measure any eligible items using the fair value option Consistent with Fair Value Measurement Topic of

the FASB Accounting Standards Codification we implemented guidelines relating to the disclosure of our

methodology for periodic measurement of our assets and liabilities recorded at fair market value

Fair value is defined as the price that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants at the measurement date three-tier fair value hierarchy
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prioritizes the inputs used in measuring fair value The hierarchy gives the highest priority to unadjusted quoted

prices in active markets for identical assets or liabilities level measurements and the lowest priority to

unobservable inputs level measurements These tiers include

Level defined as observable inputs such as quoted prices for identical instruments in active markets

Level defined as inputs other than quoted prices in active markets that are either directly or indirectly

observable such as quoted prices for similar instruments in active markets or quoted prices for identical

or similar instruments in markets that are not active and

Level defined as unobservable inputs in which little or no market data exists therefore requiring an

entity to develop its own assumptions such as valuations derived from valuation techniques in which

one or more significant inputs or significant value drivers are unobservable

Our Level assets primarily include our cash and cash equivalents including our money market accounts

accounts receivable notes receivable interest receivable accounts payable and accrued liabilities due to the

immediate or short-term maturities of these financial instruments Valuations are obtained from readily available

pricing sources for market transactions involving identical assets or liabilities Our Level assets include our

restricted cash certificate of deposit Valuations are generally obtained from third party pricing services for

identical or comparable assets or liabilities and validated through back testing to trade data or confirmation that

the pricing services significant inputs are observable or determined through use of valuation methodologies

using observable market inputs such as market interest rates Our Level assets include the portion of our asset

retirement that is included in our power project leases

The carrying value and estimated fair value of our debt instruments at December 31 2009 were as follows

December 31 2009

Estimated Fair

Value Carrying Value

Short-term 10.00% amended unsecured line of credit 5560000 5561952

Long-term 15.00% promissory note 18767154 20000000
Long-term 9.50% senior secured note 26030000 30072969
Long-term 8.00% convertible senior notes 24750000 56106767

Total liabilities $75107154 $111741688

Represents the face value of the debt without consideration of the deferred financing costs of $33399 as of

December 31 2009

Represents the face value of the debt without consideration of the imputed interest rate of 15% from

December 11 2009 to June 30 2010 resulting in discount of $1232846 as of December 31 2009

Due to the original issue discount cash proceeds of debt are less than the face value of the debt Therefore

the effective interest rate of 9.5% is greater than the 7% stated rate Represents face value of debt without

consideration of the original issue discount of $4469479 as of December 31 2009

The estimated value of our short-term 10.00% amended unsecured line of credit long term 15.00%

promissory note and long-term 9.50% senior secured note was determined by management who based its

judgment relating to fair value on discounted cash flow analysis that were developed with the assistance of

third-party valuation consultant Our cash flow model utilized the projected cash outflows and discount rate

which was derived from market and non-market inputs Our estimate of the value of our short-term 10.00%

amended unsecured line of credit long term 15.00% promissory note and long-term 9.50% senior secured note

secured note depends on judgments relating to the projected cash flows and discount rate If these judgments

prove to be incorrect it could have material effect on our results of operations and financial position
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To estimate the fair value of our long-term 8.00% convertible senior note we used third party pricing

service that estimated the fair value based upon theoretical values based on assumptions that market participants

would use to price the Convertible Notes

Deferred Finance Costs

Deferred finance costs are recorded at cost and includecosts relating to undertaking debt financing

activities Deferred finance costs are amortized over the life of the maturity of the respective debt and recorded as

interest expense Original issue discounts are recorded as reductions to the related long-term debt for financial

statement purposes
and accreted up to the face value of the respective debt instrument over the life of the

maturity of the respective
debt and recorded as interest expense Costs associated with equity financings are

recorded as reduction of additional paid in capital If related financing is not successfully completed these

costs will be expensed in the period when the related financing is determined to be unsuccessful At

December 31 2009 our deferred finance costs totaled $6 million The acceleration of debt terms or

extinguishment of debt related to these financing fees would result in accelerating the recognition of interest

expense in the period in which the event occurred

U.S Department of Treasury Grant under Section 1603 of the Recovery Act

Pursuant to the Recovery Act an owner of qualified geothermal power plant may elect to receive grant

from the U.S Treasury Department of up to 30% of certain qualifying construction and drilling costs in lieu of

claiming either ITCs or the PTC The amount of the grant for qualified geothermal power plant is up to 30% of

the cost of qualifying geothermal property placed in service in 2009 or 2010 or placed in service before 2014 if

construction begins in 2009 or 2010 Grants are to be paid 60 days after the later of the date of the application for

the grant is deemed complete or the date the project is placed in service

On December 2009 we submitted our application for U.S Department of Treasury grant under

Section 1603 of the Recovery Act the Grant totaling approximately $33.0 million On February 19 2010 we

received the Grant totaling $33.0 million

We elected to reduce the cost basis of our Thermo No plant by the amount of the grant we received from

the U.S Department of Treasury Grants under Section 1603 of the Recovery Act on the date the Grant was

deemed complete by the U.S Department of Treasury By electing to reduce the cost basis the depreciation

expense going forward will also be reduced by approximately $0.8 million per year An alternative method

would be to record the amount received from the grant as deferred credit and amortize it over the useful life of

the Thermo No plant on straight line basis We elected to reduce the cost basis of our Thermo No plant

because this approach more accurately reflects the reimbursement nature of the grant Had we elected to amortize

deferred credit over the estimated life of the plant instead of reducing the cost basis of the Thermo No plant

and decreasing the amount of depreciation the net effect to net income or loss would be zero
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Results of Operations

The following table sets forth our resUlts of operations for the years ended December 31 2009 2008 and

2007

Revenue

Cost of revenue

Direct costs

Depreciation and amortization

Gross margin

Operating expense

General and administrative

Power project development

Unsuccessful and impaired wells

Research and development

Total operating expenses

Operating loss

Interest income

Interest expense

Gain on derivative instruments

Gain on federal grant

Loss on extinguishment of debt

Other

Loss before income taxes

Income tax benefit expense

Net loss

Non-controlling interest in the Thermo No subsidiary

Net loss applicable to common stockholders

Loss per common share-basic and diluted

Weighted average common shares-basic and diluted

Comparison of Years Ended December 31 2009 and 2008

Revenue

Year Ended December 31

2009 2008 2007

2194117 172303 320072

4219913 74112

2255426
___________ ___________

4281222 98191
___________

10169361

9147221

1855858

21172440

25453662
140576

11367002

15046026

3048606

2112801

200000

20898257

20898257 41963418
688450 3521616

20209807 45485034

0.28 0.79

70925000 57653000

During the year ended December 31 2009 we recognized revenue totaling $2.2 million Revenue increased

$2.0 million from the year ended December 31 2008 During the second quarter of 2009 we began selling

electricity generated by our Thermo No plant to the City of Anaheim During the year ended December 31

2009 we generated and sold approximately 25200 MW hours of electricity resulting in revenue totaling $2.2

million Revenue for 2008 reflects payments we received pursuant to research and development subcontract

with ARINC which we completed in the first quarter of 2008 We accounted for this subcontract on percentage

of completion basis

Cost of revenue

We reported cost of sales for the years ended December 31 2009 and 2008 totaling $6.5 million and $0.1

million respectively The increase in cost of sales was primarily due to sales of electricity from the Thermo

79

9819455

10351060

13624352

4762733

38557600

38459409
410907

3198280

716636

41963418

627207

307135

10133000

2637315

3390688

16161003

16468138
752599

2307

31159

15749005

15749005

15749005

0.29

54197000



No plant during the year ended December 31 2009 Cost of revenue includes depreciation expense totaling

$2.3 million parasitic load costs totaling $1.0 million our initial property tax assessment for 2009 totaling $0.8

million consulting and insurance costs totaling $0.7 million maintenance costs for the Thermo No power

generating units totaling $0.7 million chemicals and lubricants totaling $0.2 million and payroll related costs of

$0.4 million Although the gross margin was negative for the year ended December 31 2009 we expect the

revenue from the Thermo No plant to exceed the cost of revenue in the future as result of our efforts to

improve electric output at ThermO No and an expected decline in certain consulting expenses
and parasitic

load costs associated with the plant Cost of revenue for the year ended December 31 2008 primarily resulted

from costs associated with completing the ARINC subcontract objectives during the first quarter of 2008

Operating expenses

General and Administrative General and administrative expenses increased by approximately $0.4 million

from $9 million to $10 million for the years ended December 31 2008 and 2009 respectively Equity based

non cash employee compensation expense increased by $0 million to $2 million for the twelve months ended

December 31 2009 pnmarily as result of two directors electing to participate in the new director compensation

plan As result the directors forfeited cumulative total of 65 000 unvested options and were awarded

cumulative total of 52OOO shares that had an incremental and overall fair value of $0.5 million on the date of

grant Equity-based non-cash service provider compensation for the year ended December 31 2009 decreased by

approximately $0.1 million from the prior year primarily due to fewer grants of options to service providers

Professional services decreased by approximately $0.5 million during the year
ended December 31 2009 as

compared to 2008 The higher professional fees during 2008 consisted primarily of professional services

associated with the overall tax equity financing structure for the Thermo No financing arrangements

Employment related costs remained relatively flat at $2.9 million during the
year

ended December 31 2009

compared to 2008 reflecting minimal administrative employee turnOver Office expenses increased by $0.7

million for the year ended December 31 2009 as compared to 2008 The increase was primarily due to $0.2

million of additional office related expenses associated with corporate expansion during 2009 additional NYSE

stock exchange listing fees of $0 million and increased Delaware franchise taxes of $0 million The increase

in stock exchange listing fees and Delaware franchise taxes was due primarily to an increase in the number of

shares of common stock issued and outstanding during 2009

Power Project Developments Power project development expenses during the year ended December 31

2009 totaled $9.1 million compared to $10.4 million for the year
ended December 31 2008 Equity-based

non cash employee and contractor compensation for the year ended December 31 2009 remained relatively flat

at $0.8 million as compared to the year ended December 31 2008 as result of maintaining relatively the same

levels of stock option awards to employees during both 2009 and 2008 Employment related costs for power

project development employees increased during the year
ended December 31 2009 by $0.4 million over 2008

as we increased our work force levels to execute our business plan During 2009 professional services decreased

by $4.7 million from 2008 The higher professional fees during 2008 consisted primarily of professional services

associated with the overall tax equity financing structure for the Thermo No financing arrangements and

geological engineering consulting fees associated withthe development of the Thermo No plant Property

related expenses such as delay rentals completed transmission line capacity studies and insurance increased

during the year ended December 31 2009 over the same prior year period by approximately $0.1 million due to

delay rentals on the anniversary date of each of the geothermal leases we acquired during 2008 We also incurred

$0.8 million of costs related to testing and sealing off
upper production zores in two wells that were previously

expensed and are currently used for monitoring and testing the well field during the year ended December 31

2009 These expenses were not incurred during 2008 In addition office expenses increased by approximately

$1.6 million during the year ended December 31 2009 as compared to 2008 This increase in office expenses

was primarily due to cancellation fee relating to an April 2009 deposit refund from PWPS totaling $1.5 million

Unsuccessful and Impaired Wells Unsuccessful and impaired wells expense decreased $13.6 million during

the year ended December 31 2009 from 2008 The decrease was primarily due to higher expense amounts in
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2008 including $10.6 million related to expensing two wells at the Thermo No plant and $3.0 million related

to expensing of one well at the Truckee project As result of evaluating the combined production capacity of the

Thermo No plant and the combined electricity producing capacity of the production wells in accordance with

our policy we identified two completed productionsized wells that are unlikely to be used for the production of

electricity The determination that the Truckee well was impaired was based primarily on the difficult financing

environment and our decision to focus on the development of other projects As result of these factors we

determined the future undiscounted cash flows from the Truckee were uncertain Management believes that the

Truckee well could still be used in the production of electricity as either production or re-injection well in the

future should we decide to resume active development of the Truckee project Based upon our internal

impairment analysis of our current wells we concluded that as of December 31 2009 none of our remaining

wells should be expensed

Research and Development Research and Development expense decreased from $4.8 million in the year

ended December 31 2008 to $1.9 million for the year
ended December 31 2009 Equity based non-cash

employee compensation for the
year

ended December 31 2009 remained relatively flat at $0.6 million This was

due primarily to offsetting factors relating to decreasing headcount from the prior year while issuing stock grants

to employees as part of their severance agreements during the current year as result our decision to reduce the

cash requirements at our design center Cash based employee compensation during the twelve months ended

December 31 2009 decreased by approximately $0.8 million compared to the
year

ended December 31 2008

reflecting reduction in the number of employees performing research and development activities Professional

services decreased by approximately $1.5 million during the year ended December 31 2009 over the same period

of 2008 This increase was primarily to the substantial completion of the consulting work relating to the PHEV

early in 2009 The portion of engineering expenses that could be attributed to cost of sales decreased

approximately $0.6 million during the twelve months ended December 31 2009 from the comparable 2008

period due primarily to the decreased materials consumed in testing our PHEV prototype

Interest and Other Income Interest income for the year ended December 31 2009 decreased to $0.1 million

from $0.4 million for the same period in 2008 The decrease was due primarily to lower average monthly cash

balances and decreased interest rates due to the overall economic conditions during the twelve months ended

December 31 2009 compared to the 2008 period Interest expense for the year ended December 31 2009

increased $8.2 million from the same period in 2008 This increase is primarily due to placing the Thermo No

plant into serviceduring the first quarter of 2009 Once the plant was placed in service we could no longer

capitalize interest expense associated with the financing for the construction of the plant Gain on derivatives

increased $15.0 million during the
year

ended December 31 2009 compared to year ended December 31 2008

due primarily the decrease in the fair value of outstanding warrants that contain anti-dilutive features We

incurred loss on the extinguishment of debt during the year ended December 31 2009 primarily due to issuing

warrants associated with the October 2009 registered direct stock offering to the participants in our unsecured

Line of Credit LOC In addition to selling 3.2 million shares of our common stock to the participants in the

LOC we also issued warrants to acquire 1.6 million shares of our common stock at strike price of $1.61 per

share The fair value of the warrants issued in connection with the October 2009 registered direct offering

resulting in the loss on extinguishment of debt totaled $2.2 million Other expenses
decreased by $0.5 million

during the year
ended December 31 2009 as compared to the same prior year period due to liquidated damages

we incurred under registration rights agreement We were unable to have registration statement declared

effective by the SEC during the period required by the agreement due to comments we received from the SEC

These comments were subsequently resolved and the registration statement was declared effective We recorded

gain on the federal grant totaling $3.0 million during the year ended December 31 2009 The gain resulted

from allocating portion of the $33.0 U.S Treasury grant to two wells that we use for monitoring and have

capitalized for tax purposes but we have expensed for book purposes
because they are not used commercially to

produce electricity at the Thermo No plant

Noncontrolling Interest Noncontrolling interest represented the non-controlling tax equity partners claim

on the assets of Thermo No In previous filings noncontrolling interest was referred to as minority interest
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Noncontrolling interest decreased by approximately $4.2 million during the year ended December 31 2009 over

the same period in 2008 Noncontrolling interest for the year ended December 31 2009 includes an adjustment

resulting from correction of an error from prior period that resulted from modifying Our hypothetical

liquidation at book value computation to include basis differencethat arises under the recast-financial-

statements approach Such modification resulted in decrease in non-controlling interest occurred in the first

quarter of 2009 totaling $2.1 million Noncontrolling interest also increased approximately $1.9 million during

the year ended December 31 2009 due primarily to the accrual of liquidation preferences in accordance with the

Thermo Financing Agreements Effective December 11 2009 the tax equity partner withdrew from the Thermo

Subsidiary and will no longer have claim on the assets of the partnership

Comparison of Years Ended December 31 2008 and 2007

Revenue

Dunng the
year

ended December 31 2008 we recognized revenue totaling $0 million Revenue decreased

$0.1 million from the year ended December 31 2007 as result Of completing our research and development

subcontract with ARINC in the first quarter of 2008 We accounted for this subcontract on percentage of

completion basis

Operating expenses

Cost of sales We reported cost of sales for the years ended December 31 2008 and 2007 totaling

$0.1 million and $0.6 million respectively The decrease in cOst of sales for 2008 compared to the prior year
is

primarily related to $342000 loss during the first quarter of 2007 resulting from costs greater than originally

anticipated to complete the ARINC subcontract objectives that did not occur in 2008

General and Administrative General and administrative expenses decreased to approximately $9.8 million

for the year ended December 31 2008 from approximately $10.1 million for the year ended December 31 2007

This decrease was primarily due to reduction in equity-based non-cash employee compensation expense which

declined to $2.2 million for the twelve months ended December 31 2008 compared to $2.7 million for the same

period of 2007 Equity-based non-cash compensation expense was higher during the year ended December 31
2007 due to the vesting of larger number of executive stock and option grants Equity-based non-cash service

provider compensation for the year ended December 31 2008 decreased by approximately $0.8 million from the

same period in 2007 While no shares issued to service providers were expensed as general and administrative

during 2008 200000 shares of common stock were issued to provider of financial advisory services during the

year ended December 31 2007 totaling $1.0 million We also granted to service provider 95000 options to

purchase shares of our common stock during 2008 totaling $0.2 million This decrease is partially offset by

increased professional services associated with financing structuring whiŁh increased approximately

$0.6 million during the year ended December 31 2008 over the same period in 2007 Employment related costs

increased approximately $05 million during the year ended December 31 2008 compared to the same period of

2007 reflecting higher average salaries and employment levels required to support the ramp up in activity of the

Power Systems segment Office expenses totaled $0.7 million for the year ended December 31 2008 which

represents an increase of $0.1 million when compared to the same period in 2007 The increase is primarily due

to increased service fees to administer the cash payments for the Thermo No plant and additional office related

expenses due to current year corporate expansion

Power Project Developments Power project development expenses during the year ended December 31
2008 totaled $10.4 million compared to $2.6 million for the year ended December 31 2007 Equity-based

non-cashemployee and contractor compensation for the year ended December 31 2008 increased $0.5 million

over the year ended December 31 2007 as result of stock option grants to new employees Employment related

costs for power project development employees increased during the year ended December 31 2008 by

$1.3 million over the same period of 2007 as we increased our work force levels to execute our business plan

During the 2008 professional services increased by $4.6 million from 2007 The higher professional fees during
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2008 consisted primarily of professional services associated with the overall tax equity financing structure for the

Thermo No financing arrangements and geological engineering consulting fees associated with the

development of the Thermo No plant Property related expenses such as delay rentals completed transmission

line capacity studies and insurance increased during the
year

ended December 31 2008 over 2007 by

approximately $0.6 million due to delay rentals on the anniversary date of each of the geothermal leases we

acquired In addition since we began construction of our Thermo No plant in 2008 we incurred costs related

to performing transmission line capacity studies and certain insurances that were not incurred in the previous

year During the
year

ended December 31 2008 other expenses also increased by $0.6 million as compared to

2007 The higher expenses
in 2008 consisted primarily of write-off associated with promissory note that we

deemed to be uncollectible and certain lease acquisition costs relating to properties in California Utah and

Washington that we expensed in 2008

Unsuccessful and Impaired Wells Unsuccessful and impaired wells expense increased $13.6 million during

the year ended December 31 2008 over 2007 The increase was primarily due to higher expense amounts in

2008 including $10 million related to expensing two wells at the Thermo No plant and $3 million related

to expensing of one well at the Truckee project As result of evaluating the combined production capacity of the

Thermo No plant and the combined electricity producing capacity of the production wells in accordance with

our policy we identified two completed production-sized wells that are unlikely to be used for the production of

electricity at the Thermo No plant

The determination that the Truckee well was impaired was based primarily on the difficult financing

environment and our decision to focus on the development of other projects As result of these factors we

determined the future undiscounted cash flows from the Truckee were uncertain Management believes that the

Truckee well could still be used in the production of electricity as either production or re-injection well in the

future should we decide to resume active development of the Truckee project

Research and Development Research and Development expense increased from $3.4 million in the year

ended December 31 2007 to $4.8 million for the year ended December 31 2008 Equity based non-cash

employee compensation for the year ended December 31 2008 decreased by approximately $0.1 million from

the prior year primarily due to the termination of employment of an employee during 2008 Cash based employee

compensation during the twelve months ended December 31 2008 decreased by approximately $0.4 million

compared to the year ended December 31 2007 reflecting reduction in the number of employees performing

research and development activities Professional services increased by approximately $1.2 million during the

year
ended December 31 2008 over the same period of 2007 This inºrease was due to the timing of consulting

work performed by our PHEV consultants and the hiring of former key employee as consultant The portion

of engineering expenses that could be attributed to cost of sales increased approximately $0.5 million during the

twelve months ended December 31 2008 over the comparable 2007 period due primarily to the increased

materials consumed in testing our PHEV prototype

Interest and Other Income Interest income for the year
ended December 31 2008 decreased to $0.4 million

from $0.8 million for the same period in 2007 The decrease was due primarily to lower average monthly cash

balances and decreased interest rates due to the overall economic conditions during the twelve months ended

December 31 2008 compared to the 2007 period Interest expense for the year ended December 31 2008

increased $3.2 million from the same period in 2007 The increase was due to accrued interest expense relating to

the issuance of the Convertible Notes and the non-recourse Thermo Note Other expense also increased

$0.8 million during the year ended December 31 2008 over the same period in 2007 due to liquidated damages

we incurred under registration rights agreement We were unable to have registration statement declared

effective by the SEC during the period required by the agreement due to comments we received from the SEC

These comments were subsequently resolved and the registration statement was declared effective

Noncontrolling Interest Noncontrolling interest for the
year

ended December 31 2008 includes the portion

of the net loss that is allocated to third party that owns noncontrolling interest in our Thermo Subsidiary

totaling $1.8 million There was no noncontrolling in 2007
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Liquidity and Capital Resources

Cash and Cash Equivalents 2009 2008 2007

Cash $30135 59492 516938

Certificate of deposit unrestricted portion 325000

Money market account 11647 1475328

Total $41782 $1534820 $5912210

The accompanying consolidated financial statements have been prepared ona going concern basis which

contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of

business As reflected in the accompanying consolidated financial statements as of December 30 2009 we had

approximately $41800 in cash and cash equivalents on hand and restricted cash and marketable securities of

approximately $11 million and accounts payable and accrued liabilities of $16 million Cash used in

operations totaled approximately $23 million $22 million and $6 million for the years ended

December 31 2009 2008 and 2007 respectively Our accumulated deficit at December 31 2009 totaled

$109 million We have incurred substantial losses since inception and we are not operating at cash breakeven

Our ability to secure liquidity in the form of additional financing or otherwise is crucial for the execution of

our plans and our ability to continue as going concern Our current cash balance together with cash anticipated

to be provided by operations will not be sufficient to satisfy our anticipated cash requirements for normal

operations and capital expenditures for the foreseeable future During 2008 and 2009 economic conditions have

weakened significantly and global financial markets have expenenced significant liquidity challenges Despite

these challenges we have been able to obtain limited amount of financing

Our independent registered public accounting firms report on our financial statements expresses doubt

about our ability to continue as going concern The report includes an explanatory paragraph stating that there

is substantial doubt about our ability to continue as going concern due to the Company incurring significant

losses the use of significant cash in operations and the lack of sufficient capital as of the date the report was

issued to support our business plan through the end of 2010 or later

We are not currently generating sigmficant revenues and our cash and cash equivalents will continue to be

depleted by our ongoing development efforts as well as our general and administrative expenses Until we are in

position to generate significant revenues we will need to continue to raise additional funds to continue

operating as going concern We may seek this additional funding through the issuance of debt preferred stock

equity or combination of these instruments We may also seek to obtain financing through government funding

from grants loan guarantees and private activity bonds joint ventures the sale of one or more of our projects or

interests therein entry into pre paid power purchase agreements with utilities or municipalities or merger andl

or other transaction consequence of which could include the sale or issuance of stock to third parties We

cannot be certain that funding from any of these sources will be available on reasonable terms or at all If we are

unable to secure adequate funds on timely basis on terms acceptable to us we may need to curtail or cease

operations modify our current plans for plant construction well field development and other development

activities or extend the time frame over which these activities will take place

Recent Financing Activities

We completed an offering of 5000 shares of the Preferred Stock at negotiated price of $1000 per share

for total purchase price of $5000000 and the Preferred Warrant to purchase an additional 14000 shares of

Preferred Stock These securities were purchased by Fletcher The net proceeds to the Company from the sale of

the Preferred Stock after deducting the underwriter fees of $250000 were approximately $4.75 million The

holder of the Preferred Stock is entitled to quarterly dividend payable in cash or shares of our common stock at

an annual rate equal to LIBOR plus eight percent but in no event higher than 14% subject to adjustment

Each share of Preferred Stock is convertible into shares of our common stock at price of $5.00 per share The
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holders of the Preferred Stock may also redeem the shares of Preferred Stock at the earlier of July 28 2010 or the

date on which the Daily Market Price as defined in the Certificate of Rights and Privileges exceeds $2.00 per

share The redemption price is the greater of $1 .2277 per share and 120% of the Prevailing Market Price

as defined in the Certificate of Rights and Privileges subject to certain adjustments As consideration for acting

as underwriter in the Preferred Stock transaction with Fletcher we paid to CapStone underwriter fees of

$250000 and issued to Capstone warrant the Private Underwriter Warrant to purchase 171568 shares of

our common stock at an exercise price of $1 .275 per share The Private Underwriter Warrant is exercisable at the

option of the holder for period of five years commencing 181 days after the issue date of the Private

Underwriter Warrant

During 2009 we established an Unsecured Line of Credit Agreement and Promissory Note dated

January 27 2009 and amended on July 22 2009 the Line of Credit among Radion Energy LLC Radion
Ocean Fund LLC Ocean Fund Primary Colors LLC Primary Colors and Thomas Bailey an

individual collectively the LOC Lenders During 2009 we borrowed total of $13.5 million under the Line

of Credit In October 2009 we sold shares of our common stock and warrants to acquire shares of our common

stock to three of the LOC Lenders for total purchase price of $5.4 million We received the purchase price in

the form of promissory notes which were then used as an offset to settle our outstanding obligations to the

participating LOC Lenders under the Line of Credit and reduce our outstanding borrowings under the Line of

Credit to $5.3 million This transaction reduced our liabilities but did not change our available cash Although

the $5.3 million of outstanding borrowings under the Line of Credit are due in July 2010 the remaining LOC

Lender is related party and has informed us that he does not intend to exert further pressure on our liquidity

situation Therefore we may seek to extend the maturity date for these borrowings or otherwise modify the

payment terms of the Line of Credit if we are unable to repay the outstanding borrowings We cannot provide

any assurance however that we will be able to modify the terms of the Line of Credit and if we are unable to

repay the outstanding borrowings when due we would be in default under the terms of the Line of Credit Any

default under the Line of Credit would also trigger cross-default under the Convertible Notes

In July 2009 we completed $25.5 million registered offering of common stock and warrants We sold an

aggregate of 8550339 units Units primarily to institutional investors Each Unit consists of one share of our

common stock and one warrant to purchase 0.50 share of the Common Stock pursuant to Warrant to Purchase

Common Stock The per
share exercise price of the July 2009 Warrants is $4.62 The investors purchased the

Units for negotiated price of $2.98 per Unit Our net proceeds from the offering after deducting placement

agents fees and offering expenses totaling $1.7 million were approximately $23.8 million Under the

subscription agreements with each investor the investors have the right subject to certain exceptions to

participate in any future equity financing by us prior to December 30 2010 The participation right allows the

registered direct investors to purchase up to 35% of the securities offered

On November 14 2008 we sold 2000000 shares of our common stock at fixed price of $5.00 per share in

private placement with Fletcher We also sold to Fletcher 2360417 shares of our common stock on

December 12 2008 for $4.23654 per share which represented price per
share equal to $10.0 million divided by

110% of the average
of the daily volume-weighted average price on the NYSE Arca exchange for the common

stock for the ten business days ending on and including December 11 2008 The gross proceeds from the closing

of the November 14 2008 and December 12 2008 private placement transactions were $20000000 before

deducting fees and commissions We paid commissions of $1232000 to placement agent
in connection with

the closing of the private placement transactions In connection with this private placement we issued warrants

to purchase up to maximum of 7458532 of our shares of common stock Under our agreements with Fletcher

we were required to file registration statement with the SEC to register the resale of the shares of common

stock acquired by Fletcher Although we timely filed that registration statement the registration statement was

not declared effective by the SEC until the SEC staff completed its review of our filings on May 26 2009 Due to

this delay we were obligated to pay damages to Fletcher As of December 31 2009 we had accrued $800000 to

reflect the amounts owed to Fletcher Subsequently in connection with the sale of the Preferred Stock to Fletcher

in February 2010 the accrued fees were waived
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During the third
quarter of 2008 we raised net proceeds of approximately $24.2 million from the sale of

shares of our common stock pursuant to an ATM Equity Offering Sales Agreement with Merrill Lynch Co
Merrill Lynch Pierce Fenner Smith Incorporated Also during the third quarter of 2008 we obtained project

financing for the Thermo No plant The project financing arrangements for the Thermo No plant included

approximately $31.2 million of permanent non-recourse debt financing for the Thermo No plant with fixed

annual interest rate of 7.00% The financing arrangements for the Thermo No plant are described in more

detail below

In March 2008 we raised gross proceeds of $50.0 million before deducting fees and commissions from the

issuance of the Convertible Notes We placed approximately $7.9 million of the proceeds in an escrow account to

secure payment of the first four interest payments payable on the Convertible Notes We also used approximately

$15.0 million of the proceeds to enter into forward stock purchase transaction pursuant to which we will

repurchase shares of our common stock and approximately $5.9 million of net proceeds to fund call spread

option transaction On April 2008 the initial purchaser of the Convertible Notes exercised its overallotment

option and we sold an additional $5.0 million aggregate principal amount of Convertible Notes We placed

approximately $0.8 million of the proceeds from the overaliotment exercise in an escrow account to secure

payment of the first two years of interest payable on the additional Convertible Notes issued pursuant to the

overallotment exercise

Our outstanding Convertible Notes pay interest semi-annually on April and October of each year at

rate of 8.00%
per annum As described above we placed an aggregate of approximately $8.7 million in an

escrow account to secure payment of the first two years of interest payable on the Convertible Notes The

Convertible Notes are convertible at the holders option at an initial conversion rate of 108.3658 shares of

common stock per $1000 principal amount of Convertible Notes The conversion rate is subject to adjustment If

fundamental change occurs holders will have the right to require us to repurchase for cash all or any portion of

their notes at 100% of the principal amount of the notes to be repurchased plus accrued and unpaid interest

Holders who convert their notes in connection with certain fundamental changes may also be entitled to make

whole premium in the form of additional shares of our common stock The maturity date of the Convertible

Notes is April 2013

Although we were able to obtain limited financing through the sources described above these sources of

funding alone will be insufficient for us to properly execute our current business plan We have substantial short-

term and long-term obligations and need to obtain additional financing to meet these obligations However the

current economic environment makes it challenging for us to obtain the financing that we need on terms

acceptable to us

The cost of raising capital in the debt and equity capital markets has increased substantially while the

availability of funds from those markets generally has diminished significantly Also as result of concerns

about the stability of financial markets generally and the solvency of counterparties the cost of obtaining money
from the credit markets generally has increased as many lenders and institutional investors have increased

interest rates enacted tighter lending standards refused to refinance existing debt at maturity on terms that are

similar to existing debt and reduced or in some cases ceased to provide funding to borrowers If we are unable

to secure adequate funds on timely basis on terms acceptable to us we will be unable to satisfy our existing

obligations or execute our plans In such case we would be required to curtail or cease operations liquidate or

sell assets modify our current plans for plant construction well field development and other development

activities or extend the time frame over which these activities will take place or pursue other actions that could

adversely affect future operations Federal and state governments have recognized the financing challenges faced

by many businesses and have established programs to help companies engaged in the development of renewable

energy projects These programs include loan guarantee government grant and other programs Accordingly part

of our short-term strategy to obtain additional funding includes applications for loan guarantees and government

grants
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In February of 2010 we received grant from the U.S Treasury under the Recovery Act that will enable us

to redeem the interest of the tax equity investor in our Thermo No plant and make other modifications to the

financing arrangements for the Thermo No plant We continue to review filing requirements for additional

loan guarantees and grants under the Recovery Act and other stimulus programs While we are optimistic that we

can qualify for such grants we cannot predict whether we will be able to successfully obtain loan guarantees or

grants under government programs In the third quarter of 2009 we and Indonesia Power submitted joint

application for U.S Trade and Development Agency USTDA grant for an exploration program on the

resource in Indonesia During the first quarter of 2010 Indonesia Power received notice of approval of the grant

from USTDA We have been appointed by Indonesia Power as sole source contractor to the project Under the

grant USTDA will reimburse us up to $934000 which is 70% of the overall estimated costs of $1343000 to be

incurred for the exploration program Accordingly 30% or $409000 of the overall costs required as part of the

cost matching provision will not be reimbursed Any costs incurred in excess of $1343000 will not be

reimbursed

We intend to continue to seek financing arrangements to fund our development activities from variety of

sources which may include the issuance of debt preferred stock equity or combination of these instruments

We also continue to evaluate variety of alternatives to finance the development of our geothermal power

projects These alternatives include project financing and tax equity financing government funding from grants

loan guarantees or private activity bonds joint ventures the sale of one or more of our projects or interests

therein entry into prepaid power purchase agreements with utilities or municipalities or merger and/or other

transaction consequence of which could include the sale or issuance of stock to third parties The amount and

timing of our future capital needs will depend on many factors including the timing of our development efforts

opportunities for strategic transactions and the amount and timing of any cash flows we are able to generate We

cannot be certain that funding will be available to us on reasonable terms or at all

Certain Commitments

At December 31 2009 we had approximately $16.7 million in accounts payable and accrued expenses

Approximately $4.3 million of this amount was owed to PWPS for power generating units received for the

Thermo No plant Under the terms of our agreement with PWPS these amounts are not due and payable until

specific tests have been successfully completed If these tests indicate problem with the generating units that

prevented the timely completion of the Thermo No plant we may be entitled to retain portion of the amount

owed as liquidated damages The remaining balance of our accounts payable and accrued expenses is for

amounts owed for well field development other equipment and construction costs for the Thermo No plant

and for general and administrative costs

As part of our geothermal power project development efforts we have made variety of financial

commitments Currently our most significant financial commitments relate to our obligations under our purchase

agreements with PWPS and other vendors These purchase agreements allow us to order and purchase generating

units transformers pumps cooling towers transmission lines power substations fire safety equipment and other

major electronic components for use in our geothermal power plants We also have obligations to pay delay

rentals and other expenses associated with the geothermal resources on properties in which we have acquired an

interest As of December 31 2009 we were obligated to pay the vendors and the lessors of our geothermal leases

approximately $12.4 million in 2010 $1.3 million in 2011 $1.4 million in 2012 $1.5 million in 2013 and

$1.6 million in 2014

In 2008 we entered into series of purchase agreements with UTC Power Corporation UTCP
subsidiary of United Technologies Inc The agreements provided for the purchase of power generating units for

use at our Thermo No plant and other projects we planned to develop The original agreements were

subsequently assigned to PWPS
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At March 31 2009 we had taken delivery of 163 power generating units pursuant to these agreements

including 50 units that were installed at the Thermo No plant and capitalized as Geothermal property plant

and equipment on our condensed consolidated balance sheet Subsequently during 2008 and 2009 we amended

our agreements with PWPS Under the amended agreements title for the 113 power generating units previously

delivered to us was transferred back to PWPS We and PWPS also agreed that until the earlier of April 92012
and the date on which we have installed 200 power generating units in addition to the power generating units

installed at our Thermo No plant site

PWPS will be the exclusive provider of heat-to-electricity equipment used for each merchant power plant

project we develop if PWPS can provide equipment meeting the needs of the project We are currently evaluating

whether PWPS or other power generating equipment can meet our power generating needs at our Lightning Dock
location Pursuant toour agreement PWPS agreed that we would receive preferential pricing until April 2011
We had previously paid deposits for the generating units totaling $8.9 million As part of the amended

agreements $1.5 million of these deposits was retained by PWPS as restructuring charge and the remaining

$7.4 million of deposits was refunded

Project Financing

We will need to finance each of the geothermal power plants we develop on project by project basis We

previously entered into Commitment Letter with Merrill Lynch to finance up to 155 MW of future projects

Merrill Lynch provided financing for the construction of our Thermo No plant in accordance with this

Commitment Letter The Commitment Letter was subsequently terminated as part of an overall restructuring of

the project finance and tax equity agreements for the Thermo No plant As result we have no existing

commitments to finance the construction of the power plants we intend to develop

The Thermo Financing

On August 31 2008 we finalized the Thermo Financing Agreements that provided for approximately

$31.2 million of permanent non-recourse debt financing for the Thermo No plant with fixed annual interest

rate of 7.00% The Thermo Subsidiary received proceeds from the debt financing of approximately $26.1 million

for construction of the Thermo No plant after an original issue discount of approximately $5.0 million From
the proceeds of. the debt financing we received approximately $14..1 million from the Thermo Subsidiary as

repayment for construction costs at the Thermo No plant that were incurred by us prior to closing the project

financing Under the Thermo Financing Agreements approximately $20.8 million of tax equity capital for the tax

benefits associated with the Thermo No plant was provided to the Thermo Subsidiary by ML Holdings Our

equity contribution to the Thermo Subsidiary of approximately $29.0 million was comprised primarily of the

partially completed well field

Under the Thermo Financing Agreements Merrill Lynch was entitled to receive 99% of all residual cash

flows from the Thermo No plant after paying all expenses and debt service until the Flip Date After the Flip

Date Merrill Lynch was entitled to receive 5% of the residual cash flows for the remaining useful life of the

Thermo No plant In connection with the Thermo Financing Agreements and the Thermo No plant

financing we and.our affiliates entered into certain other ancillary agreements including Pledge Agreement

with Deutsche Bank to secure payment and performance under the Credit Agreement The Pledge Agreement

granted Deutsche Bank continuing security interest in and lien on certain membership interests or other

interests in the Thermo No plant We also entered into Guaranty Agreement in favor of the Thermo No
plant and ML Holdings pursuant to which we guaranteed certain obligations of certain parties to the Thermo

Financing Agreements

Under the Thermo Financing Agreement the Thermo No power plant was initially required to achieve

Final Completion as defined in the Thermo Financing Agreements by June 30 2009 After the Recovery Act

was passed in February of 2009 it became
apparent that the Thermo No plant would benefit from taking
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advantage of U.S Department of Treasury renewable energy grant under Section 1603 of the Recovery Act in

lieu of tax credits offered under the Internal Revenue Code At the same time we were working on increasing the

output of the Thermo No plant and were not in position to achieve Final Completion by the June 30 2009

deadline In December of 2009 we completed negotiations with the Thermo No financing partners Prudential

and Merrill Lynch and entered into several amendments to the Thermo Financing Agreements or the

Restructuring Amendments

On December 2009 pursuant to the Restructuring Amendments the original Limited Liability Company

Agreement was amended to enable the Thermo Subsidiary to apply for Section 1603 grant or the Grant The

Grant is available to companies with qualified renewable energy projects Qualified renewable energy projects

may receive cash grant in lieu of ITCs or PTCs

As part of the Restructuring Amendments the Thermo Subsidiary and Merrill Lynch entered into

Redemption Agreement pursuant to which Merrill Lynch withdrew from the Thermo Subsidiary The redemption

of Merrill Lynchs interest was effective on December 11 2009 According to the Thermo Note the Redemption

Amount to be paid to Merrill Lynch is variable depending on number of factors As result of receiving Grant

proceeds of $33.0 million on February 19 2010 the Redemption Amount has been adjusted to either $17.5

million or $20.0 million If we reduce the amount of our Convertible Notes by greater than 50% before June 30

2010 the Redemption Amount will be $17.5 million Otherwise the Redemption Amount will remain at $20.0

million plus interest until paid

The Thermo Note is subject to payment out of Grant proceeds under the order of priority for payments

described below Pursuant to the Raser Note we provided Merrill Lynch with both Guaranty of the Thenno

Note and separate note to guaranty the payment in the event the escrowed funds are unavailable or insufficient

to pay the Redemption Amount If the Redemption Amount is not fully paid by the escrowed funds prior to

June 30 2010 Merrill Lynch will have noremaining claim against the Thermo Subsidiary for any shortfall but

will look only to the Raser Note to pay the shortfall The Raser Note may be secured by certain assets currently

secunng Prudential debt which are scheduled to be released from Prudential upon achieving Final Completion

In February 2010 we amended the Restructuring Amendments to extend the date of Final Completion to

June 30 2010 Under the terms of the Restructuring Amendments approximately $3.8 million was distributed to

us The remaining proceeds received from the Grant were placed into an escrow account and will be paid out in

the following order on or about June 30 2010 first Prudential will potentially receive pre-payment together

with pre-payment penalty of its outstanding debt depending on the performance of the Thermo No plant at

the time ii project escrow accounts will be funded as required by the Thermo Financing Agreements

iiiMerrill Lynch will receive its Redemption Amount as described above iv Pratt Whitney Power

Systems will receive any amounts left owing to it as the turbine supplier for the Thermo No plant and any

remaining amounts will be placed in revenue escrow account and will ultimately flow through as distribution

to us

Construction Financing for Future Projects

We intend to seek appropriate financing arrangements
for the construction of future power plants on

project-by-project basis once project is ready to move to the construction phase The timing of construction for

the geothermal power plants we intend to develop as well as the specific sites we choose to develop and

construct will depend on number of factors including drilling results permitting and our ability to obtain

adequate financing

Our Commitment Letter with Evergreen Clean Energy

We are exploring potential alternatives to finance the drilling of production and reinjection wells for our

projects On December 2009 we entered into the Co-Development Agreement with Evergreen which could
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provide an alternative source of funding for drilling or other earlystage development activities at certain

projects Evergreens funding obligations with respect to each site selected for development are subject to the

satisfaction of number of conditions including satisfactory due diligence the completion of certain milestones

the granting of security interest and the negotiation of definitive
agreements relating to the financing of each

project Moreover Evergreen is newly formed clean-energy fund in the process of raising capital for its first

investments in renewable energy projects Therefore the ability of Evergreen to perform its obligations and

provide funding for one or more of our projects under the Co-Development Agreement is dependent upon

Evergreens ability to obtain sufficient capitalconimitments from investors

We have provided diligence materials to Evergreen and Evergreen potential investors relating to our

Thermo No and Lightning Dock projects Under the terms of the Co Development Agreement we must meet

the following development milestones before Evergreen will commit to fund project acquire the

development site through lease or purchase ii provide detailed third-party report on the geothermal resource

iii prepare pro forma projection for the proposed project iv make substantial progress in the negotiation of

power purchase agreements and construction financing arrangements and drill and test the first geothermal

well for the project If we satisfy the milestones Evergreen will have 20 business days to issue development

commitment and proceed with final documentation or decline the project Once Evergreen issues development

conmiitment for specific project the Co Development Agreement contemplates that the definitive

documentation will contain the following key terms Evergreen will reimburse us for the costs of drilling the

first well on the project ii Evergreen will finance all future well field dnlling and testing activities up to

maximum amount expected to be approximately $25.0 million for typical project iiiEvergreen will receive

an equity interest in the project expected to be approximately50% for typical project iv Evergreen will make

buy in payment to us of $5 million per typical project after project is operating commercially

Evergreen will receive preferential distnbution of cash flows from the project to repay its investment plus rate

of return of 15% and then we will receive distributions until we receive our return on investment and vi once

Evergreen and our target returns are achieved project cash flows will be distributed in accordance with the

respective ownership interests in the project The agreement also provides that Evergreen will receive warrants to

purchase shares of our common stock in connection with each funding under the Commitment Letter The

amount of warrants issued will be dependent upon the amount of funding provided

Consolidated Statements of Cash Flows

Operating Activities Cash consumed by operating activities fOr the year ended December 31 2009

consisted primarily of net loss applicable to common stockholders of approximately $20.2 million adjusted for

approximately $4.0 million of stock-based compensation and stock issued for services and $2.8 million in

depreciation amortization and accretion primarily due to placing the Thermo No plant in service and

beginning depreciating the asset during the second quarter of 2009 We also adjusted our net loss applicable to

common stockholders for our loss on extinguishment of debt resulting from issuing warrants associated with the

October 2009 registered direct stock offenng to the participants in our unsecured Line of Credit LOC In

addition to selling 3.2 million shares of our common stock to the participants in the LOC we also issued

warrants to acquire 1.6 million shares of our common stock at strike price of $1.61
per share The fair value of

the warrants issued in connection with the October 2009 registered direct offering resulting in the loss on

extinguishment of debt totaled $2.2 million Certain of the capital expenditures for our $33.0 million federal

grant qualified as reimbursable costs.for tax
purposes and w.ere previously expensed for book purposes

Accordingly for those capital expenditures that had been previously expensed for book purposes we recorded

gain on the federal grant totaling $3.0 million We adjusted our net loss applicable to common stockholders for

the non-controlling interest in our Thermo No subsidiary totaling $0.7 million and recognized gain on
derivatives totaling $15.0 million due to decreases in the fair value of our warrants that have been classified as

liabilities due to price reset features contained in the warrants We adjusted our net loss applicable to common
stockholders for amortization of our deferred financing fees totaling $6.0 million primarily relating to the

settlement of portion of the LOC debt in October 2009 in which the outstanding discount relating to that debt

was expensed Accounts payable and accrued liabilities decreased from $64.5 million at December 31 2008 to

$16.7 million at December 31 2009 which included $33.4 million reduction in accounts payable as result of
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returning the title to 113 PureCycle units pursuant to the PWPS Agreement settlement of outstanding obligations

in stock totaling $3.5 million and normal vendor payments of approximately $10.9 million Accounts receivable

from the City of Anaheim increased by $0.3 million relating to the generation of electricity by our Thermo No
plant Other assets decreased by approximately $0.1 million due to closing our July 2009 financing transaction

for which we applied certain prepaid fees to the cost of the closing

Cash consumed by operating activities for the year ended December 31 2008 consisted primarily of net

loss applicable to common stockholders of approximately $45.5 million adjusted for approximately $3.8 million

of stock-based compensation and stock issued for services and $13.6 million related to managements

determination to impair and expense two wells at the Thermo No plant that were not likely to be used in the

production of electricity and impair and expense one well at the Truckee project as result of the current

economic conditions and tightening credit markets that caused us to reprioritize our cash uses and concentrate

our efforts on our largest known resources instead of Truckee Accounts payable and accrued liabilities increased

from $4.2 million at December 31 2007 to $64.5 million at December 31 2008 primarily due to accrued

expenses for well field development geothermal power plant construction transmission line construction and

the purchase of power systems equipment for the Thermo No plant The portion of accrued liabilities relating

to well field development construction-in-progress and power systems equipment totaling $60.0 million has

been reclassified as non-cash item to decrease the change in accrued liabilities Deferred revenues increased by

approximately $0.2 million reflecting down payment received for our anticipated PHEV Noncontrolling

interest in operations of our subsidiary totaled $3.5 million at December 31 2008 representing the allocated loss

since the time noncontrolling interest in the Thermo Subsidiary was acquired by third party in connection

with the equity financing arrangements for the Thermo No plant and certain liquidation preferences that the

noncontrolling interest holder would receive upon liquidation We prepaid commissions arising from entering

into the City of Anaheim power purchase agreement totaling $0.4 million at December 31 2008 and we have

also made deposits to manufacture prototypes of our Transportation Industrial segment designs totaling $0.4

million

Cash consumed by operating activities for the year ended December 31 2007 consisted primarily of net

loss applicable to common stockholders of approximately $15.7 million adjusted for approximately $4.9 million

of stock-based compensation and stock issued for services Interest receivable at December 31 2007 decreased

by approximately $0.4 million compared to December 31 2006 as result of the repayment of note receivable

in March 2007 Accounts payable and accrued liabilities increased $3.7 million to $4.3 million at December 31

2007 due primarily to accrued fees for professional services relating to well field development and design and the

Commitment Letter Other current assets increased by approximately $0.3 million reflecting an increase in

prepaid insurance during 2007

Investing Activities We maintain portion of our available unrestricted cash in deposit accounts in two

banks in Utah At times cash balances in these accounts may exceed federally insured limits From time to time

we purchase investments in marketable debt securities as means of temporarily investing the proceeds from

financings until the funds are needed for operating purposes Due to the nature of these investments we consider

it reasonable to expect that their fair market values will not be significantly impacted by change in interest

rates and that they can be liquidated for cash on short notice Our investments are intended to establish high-

quality portfolio that preserves principal meets liquidity needs avoids inappropriate concentrations and delivers

an appropriate yield in relationship to our investment guidelines and market conditions Concentration of credit

risk is normally managed by diversifying investments among variety of high credit-quality issuers

We invest portion of our unrestricted cash in an AIM Funds money market account which is not affiliated

with the bank where we maintain our deposit accounts The money market account earns interest based on

variable rate At December 31 2009 our balance in the money market account was $11600 and the interest rate

applicable to the money market account was 0.10 percent per annum The average
interest rate applicable to the

money market account during the quarter ended and year ended December 31 2009 was 0.12 percent and 0.24

percent per annum respectively
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Cash from ourchecking account is swept nightly into an interest bearing account At December 31 2009

we had balance of $18700 in this sweep account and the interest rate applicable to the sweep account was 0.50

percent per annum We also maintain cash in non-interest bearing deposit account and an interest bearing

money market account at separate bank At December 31 2009 we had balance of $10800 in these account

and the interest rate applicable to the money market account was 0.10 percent per annum

Project financing proceeds received by our subsidiaries are subject to the terms and conditions of those

arrangements An independent administrative agent was appointed to administer all of the Thermo Subsidiarys

cash deposits and disbursements The independent administrative agent deposited our restricted cash into

money market fund managed by the JP Morgan Fund which earns interest at variable rate At December 31

2009 we had balance of $9.1 million invested in this money market fund and the interest rate applicable to the

fund was 0.00 percent per annum Due to the nature of the investments included in the money market accounts

we consider it reasonable to expect that the fair market values of these investments will not be significantly

impacted by change in interest rates and that they can be liquidated for cash on short notice

Investing activities used approximately $10.9 million of cash in the year ended December 31 2009 During

the year ended December 31 2009 we paid $20.7 million for construction costs relating to the Thermo No

plant and $15.6 million relating to drilling the Thermo No well field As result these construction and well

field expenses were primarily paid through our Thermo No restricted cash account currently totaling $9.1

million We were refunded certain deposits from drilling and construction contractors totaling $2.6 million that

we used to pay our well field development and construction costs We also purchased certain equipment for the

operation of the Thermo No plant totaling $0.3 million and the purchase of additional water rights totaling

$0.1 million in New Mexico Cash was provided from our marketable equity securities totaling $4.4 million that

matured on March 31 and September 30 2009 that were used to pay the April and October 2009 interest

payments of the Convertible Notes as defined below Cash was also provided as result of entering into the

PWPS Agreement described above Pursuant to the PWPS Agreement we received $7.1 million as net refund

of deposits previously paid to UTCP

Investing activities consumed approximately $106.2 million in the year ended December 31 2008

reflecting net increase in deposits of $0.6 million for the purchase of electric generating units for use in the

geothermal pOwer plants we intend to develop in the future During 2008 we also purchased $32.9 million of

equipment for geothermal well field development projects primarily in Utah and we incurred construction costs

on the Thermo No plant totaling $38.8 million We deposited approximately $2.8 million primarily with

drilling vendors transmission line contractors and utilities to conduct transmission line capacity and routing

studies on our behalf We paid $1.8 million for land and $1.0 million for water rights in the Thermo No plant

area primarily for transmission line easements and for water use operations We also paid $0.8 million in

connection with the acquisition of leases and the exercise of certain options relating to interests in geothermal

properties in Oregon Nevada and Utah In connection with the issuance of the Convertible Notes we invested

portion of the proceeds totaling $8.7 million into four discounted U.S Treasury Strips that mature separately on

each of the first four semi-annual interest payment dates of the Convertible Notes The U.S Treasury Strips were

placed into an escrow account to secure the first four interest payments on the Convertible Notes On October

2008 we received proceeds from the martirity of the securities totaling $2.3 million which was used to pay the

first semi-annual interest payment on the Convertible Notes These expenditures were partially offset by cash

provided by investing activities including the net change in the notes receivable totaling $0.2 million In

connection with the Thermo Financing Agreements the funds received through the financing were deposited into

restricted money market fund accounts for the purposes
of paying for the well field costs to complete the drilling

and certain equipment costs to complete the construction of the geothermal power plant resulted in change in

restricted cash totaling $20.9 million

Investing activities consumed approximately $9.9 million in the year ended December 31 2007 reflecting

deposits of $3.6 million towards the purchase of electric turbines for use in the geothermal power plants we

intend to develop We have also made deposits of $0.6 million to fulfill certain bonding requirements in
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connection with certain testing equipment and prototypes used by our Transportation Industrial segment

During 2007 we also purchased $4.8 million of equipment for geothermal well field development projects in

Nevada and Utah We also paid $5.4 million in connection with the acquisition of leases and the exercise of

certain options relating to interests in unproved geothennal properties including $4.1 million for the purchase of

lease giving us the rights to develop geothermal power plants on certain BLM property in New Mexico During

2007 we also purchased certain power project development equipment for $0.6 million Additionally we paid

approximately $0.3 million on equipment and fees relating to filings for patents and trademarks These

expenditures were partially offset by cash provided by investing activities including the collection in full of

note receivable in the amount of $5.0 million and achange in the status from restricted to unrestricted of $0.3

million of our certificate of deposit

Financing Activities Financing activities provided approximately $33.0 million and $124.7 million of cash

in the year ended December 31 2009 and 2008 respectively During the year ended December 31 2009 we

obtained the Unsecured Line of Credit to provide working capital for general corporate purposes As of

December 31 2009 we had borrowed total of $13.5 million under the Line of Credit We also completed

registered direct offering in July of 2009 of 8550339 units Units primarily to institutional investors Each

Unit consisted of one share of our common stock and one warrant to purchase 0.5 shares of our common stock

The investors agreed to purchase the Units for negotiated price of $2.98 per Unit resulting in net proceeds

after deducting placement agents fees and estimated offering expenses totaling $23.6 million During the year

ended December 31 2009 we made principal payments of $2.9 million on the Line of Credit balance and our

Thermo Subsidiary also made principal payments of $0.1 million on the 7.00% senior secured note non-

recourse We incurred financing costs related to the offerings above totaling $0.5 million

We completed the issuance of the Convertible Notes and the related overallotment option totaling $55.0

million on April 2008 In connection with the sale of the Convertible Notes we incurred financing fees of $2.2

million which was paid to Merrill Lynch We also entered into call spread option transaction and forward

stock purchase transaction totaling $5.9 million and $15.0 million respectively We used the remaining net

proceeds from the offering for general corporate purposes
and to continue well field and other development

activities for our geothermal power projects In connection with the purchase of BLM lease in New Mexico we

entered into promissory note payable and received cash for $0.9 million in February 2008 On June 17 2008

we entered into an ATM at-the-market Equity Offering Sales Agreement with Merrill Lynch Co Merrill

Lynch Pierce Fenner Smith Incorporated pursuant to which we were able to offer and sell through Merrill

Lynch as our sales agent from time to time shares of our common stock with an aggregate sales price of up to

$25000000 During the third quarter of 2008 we raised net proceeds totaling $24.2 million from our

participation in the ATM equity program In addition pursuant to the Thermo Financing Agreements we

received capital contribution for minority interest in our Thermo Subsidiary totaling $24.5 million Under the

same Thermo Financing Agreements we also entered into an 18 year permanent non-recourse senior secured

note bearing annual interest at 7.00% and received net proceeds totaling $26.1 million Most recently on

November 14 2008 we sold 2000000 shares of our common stock at fixed price of $5.00 per share in

private equity transaction or $10.0 million We also sold 2360417 shares of our common stock on December 12

2008 for $4.23654 per share which is price per share equal to $10.0 million divided by 110% of the
average

of

the daily volume-weighted average price on the NYSE Area exchange for the common stock for the ten business

days ending on and including December 11 2008 The gross proceeds from the closing of the November 14

2008 and December 12 2008 private placement transactions were $20000000 before deducting fees and

conmTlissions We paid commissions of $1232000 to placement agent in connection with the closing of the

private placement transactions During the year ended December 31 2008 we also received approximately $0.7

million from the exercise of other outstanding stock options and warrants

As of December 31 2009 we had stockholders equity of approximately $16.8 million and approximately

$41800 in cash and cash equivalents and restricted cash and marketable securities of approximately $11.3

million Our cash balance together with cash anticipated to be provided by customer sales will not be sufficient

to satisfy our anticipated cash requirements for normal operations and capital expenditures for the year ending
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December 31 2010 or later To strengthen our financial position we intend to seek additional funding to be used

for general corporate purposes as well as geothermal development activities including advancing well field

development activities and project permitting We intend to seek funding for our capital needs through the

issuance of debt preferred stock equity government grants loan guarantees prepaid power purchase

agreements with utilities or municipalities or combination of these instruments We may also seek to obtain

financing through private activity bonds joint ventures the sale of one or more of our projects or interests

therein or merger and/or other transaction consequence of which could include the sale or issuance of stock

to third parties Weexpect that we will be able to secure sufficient financing tosatisfy our anticipated cash

requirements for normal operations and capital expenditures through at least December 31 2010 although

current economic and market conditions will make it challenging for us to do so We intend to seek separate

financing commitments with respect to each geothermal power project we intend to develop in order to fund

construction and other development costs We cannot be certain that we can obtain financing on terms acceptable

to us or at all If we are not able to raise additional capital we will not have sufficient cash to fund our

operations In such case we would be required to curtail or cease operations liquidate or sell assets modify our

current plans for plant construction well field development and other development activities or extend the time

frame over which these activities will take place or pursue other actions that would adversely affect future

operations

Dividends related to convertible preferred stock There were no dividends related to convertible stock

during the years ended December 31 2009 2008 and 2007 respectively As of December 31 2009 we had no

shares of preferred stock outstanding On February 2010 we issued the Preferred Stock to Fletcherin

consideration for $5.0 million The holder of the Preferred Stock is entitled to quarterly dividend payable in

cash or shares of our common stock at an annual rate equal to LIBOR plus eight percent but in no event

higher than 14% subject to adjustment

Off-Balance Sheet Arrangements

As of December 31 2009 we had the following off-balance sheet arrangements as defined by item

303a4II of SEC Regulation S-K

As described above if there are insufficient funds remaining in the project accounts on the Final

Completion Date after the payout of any potential buy-down amounts to pay the remaining amounts owed to

PWPS we will reimburse PWPS for any remaining unpaid amounts owed to it To secure payment of our

obligations to reimburse PWPS we provided security interest PWPS in five patents relating to our

Transportation Industrial segment We are unable to estimate the maximum potential obligation we may have

for future reimbursement payments to PWPS at this time We believe that the likelihood that we will be obligated

to reimburse PWPS forliquidated damages under our amended agreements is remote and accordingly no

liability was recorded for the year ended December 31 2009

Contractual Obligations and Commitments

We lease our corporate office located at 5152 North Edgewood Drive Suite 200 Provo Utah The corporate

office has 19300 square feet with monthly rent of approximately $34400 The lease expires on December 31

2011

We lease our SymetronTM testing facility in Utah County Utah The current lease for this facility provides

rent of approximately $3500 per month The term of the lease is month to month with 60 day notice prior to

termination of the agreement Unless terminated earlier the lease agreement expires on May 31 2010

We currently lease plot of land adjacent to our Lightning Dock project in Hidalgo County New Mexico

Under the lease we are permitted to store our power generating units cooling tower equipment pumps and other

equipment that have been delivered for use at our Lightning Dock project All equipment is stored outside with
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monthly rent computed on per
unit basis of approximately $8400 per month The lease continues on month to

month basis until all equipment is removed from the property

Total rent expense for all of our office space testing facilities and outdoor stOrage site leases for the year

ended December 31 2009 was approximately $446800 Total rent expense for all of our office space testing

facilities and outdoor storage site leases for the years ended December 31 2008 and 2007 was approximately

$316200 and $265000 respectively The properties covered by these leases are well maintained and in good

condition

Pursuant to Road Construction and Maintenance Agreement with Beaver County Utah we are obligated to

post $100000 improvement bond or provide for mutually agreed upon equivalent We are currently in the

process
of securing the improvement bond

The table below summarizes our operating lease obligations pursuant to our non-cancelable leases our long-

term debt and our executed purchase obligations as of December 31 2009

Payments due by period

Less than to to More than

Total year years years years

Operating Lease Obligations 854361 422359 432002

Long Term Debt principal and

interest 150972771 12887420 36825921 62903677 38355753
Purchase Obligations 20691489 12381321 2753047 3051222 2505899
Asset Retirement Obligations 2749341 225285 2524056

Total $175267962 $25916385 $40010970 $65954899 $43385708

The contractual purchase obligations set forth above are not recorded as liabilities in our consolidated

financial statements Our equipment purchase obligations are recorded as liabilities when the equipment is

received by us or the risk of loss has been legally transferred to us Amounts payable pursuant to our operating

leases are expensed during the reporting period in which the amounts are due and payable The operating lease

obligations include operating leases for our corporate headquarters and our testing facility

The purchase obligations set forth in the table above include our amended agreements with PWPS for the

purchase of power generating units and certain other agreements with vendors of equipment and services As of

December 31 2009 we were obligated to pay the vendors approximately $12.4 million in 2010 $1.3 million in

2011 $1.4 million in 2012 $1.5 million in 2013 and $1.6 million in 2014 as reflected in the table above Since

our geothermal lease agreements are not considered to be operating leases the purchase obligations also include

delay rental payments that we have agreed to make in order to maintain our granted rights to the leased

properties

The asset retirement obligations set forth in the table above include our future obligation to dismantle the

geothermal power plant plug and abandoned our production-sizedwells that we have drilled and restore the

property to its original state at the end of the power plants useful life which is estimated at 35 years We have

also incurred an obligation to plug and abandon certain wells at our Lightning Dock project and our Thermo

No plant within one year Therefore we have estimated the present value of the asset retirement liabilities for

the Thermo No plant and for each of the respective wells In connection with our asset retirement obligation

we have posted drilling bonds with the Nevada Department of Minerals totaling $50000 the Utah Division of

Water Rights totaling $50000 and the Oregon Department of Geology Minerai Industries totaling $25000 to

ensure that we comply with the local plug and abandonment requirements associated with drilling wells

We have employment commitments with our chief executive officer and the future chief financial officer

However amounts due under these employment contracts are not reflected in the table above
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Recently issued accounting pronouncements

In January 2010 the Financial Accounting Standards Board the FASB issued new accounting guidance

relating to improving disclosures about fair value measurement The new accounting guidance requires new

disclosures and clarifies certain existing disclosure requirements about fair value measurements reporting

entity is required to disclose significant
transfers in and out of Level and Level fair value measurements to

describe the reasons for the transfers and to present separately information about purchases sales issuances and

settlements for fair value measærements using significant unobservable inputs This new accounting guidance is

effective on January 2010 except for the disclosures about purchases sales issuances and settlements in the

roll forward of activity in Level fair value measurements which is effective on January 2011 and early

adoption is permitted We do not expect that the adoption of will have material impact on our financial

position results of operations or cash flows

In October 2009 the FASB issued new accounting guidance relating to multiple-deliverable revenue

arrangements The new accounting guidance changes the requirements for establishing separate units of

accounting in multiple element arrangement and requires the allocation of arrangement consideration to each

deliverable to be based on the relative selling price The selling price used for each deliverable should be based

on vendor-specific objective evidence if available third-party evidence if vendor specific evidence is not

available or the estimated selling price Although the effective date of this new pronouncement is January

2011 early adoption is permitted We elected to adopt this new guidance effective January 2010 which had not

material impact on our financial condition results of operations or cash flows in prior years

In October 2009 the FASB issued new accounting guidance relating to lending shares in contemplation of

convertible debt issuances or other financings The new accounting guidance amends the accounting and

reporting guidance for debt and certain preferred stock with specific conversion features or other options The

effective date of this nev guidance is January 2010 Since we did not enter into share lending arrangement

upon the issuance of our convertible debt implementation of this new guidance will not impact on our financial

position results of operations or cash flows

In September 2009 the FASB issued new accounting guidance to provide implementation guidance for

uncertainty in income taxes for pass through entities The amendments clarify that management

determination of the taxable status of the entity is tax position subject to the standards required for accounting

for uncertainty in income taxes This new guidance became effective on July 2009 We implemented this

guidance on July 2009 and it had no material impact on our financial condition results of operations or cash

flows

In August 2009 the FASB issued new accounting guidance to provide clarification on measuring liabilities

at fair value when quoted price in an active market is not available This new guidance became effective on

July 2009 We implemented this guidance on July 2009 and it had no material impact on our financial

condition results of operations or cash flows

In June 2009 the FASB issued new accounting guidance relating to codification of accounting principles

and authoritative hierarchy On the effective date of this Statement the Codification superseded all existing

non-SEC accounting and reporting standards All other non-grandfathered non-SEC accounting literature not

included in the Codification will become non-authoritative The new accounting guidance was effective for

financial statements issued for interim and annual periods ending after September 15 2009 We implemented this

guidance on July 2009 and it had no material impact on our financialcondition results of operations or cash

flows

In June 2009 the FASB issued new accounting guidance to improve financial reporting by enterprises

involved with variable interest entities and to provide more relevant and reliable information to users of financial

statements This new accounting guidance becomes effective as of the beginning of each reporting entitys first
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annual reporting period that begins after November 15 2009 for interim periods within that first annual

reporting period and for interim and annual reporting periods thereafter Based upon current assumptions we
believe that adoption of this new accounting guidance will not immediately change the designation of our

Thermo Subsidiary from being consolidated entity for financial statement purposes However we will continue

to evaluate events under this new pronouncement that may result in the deconsolidation of the Thermo

Subsidiary as they arise

In March 2008 the FASB issued new accounting guidance relating to disclosures about derivative

instruments and hedging activities The new accounting guidance is intended to improve financial reporting

about derivative instruments and hedging activities by requiring enhanced disclosures to enable investors to

better understand their effects on an entitys financial position results of operations and cash flows The new
standard also improves transparency about how and why company uses derivative instruments and how

derivative instruments and related hedged items are accounted for under the Accounting Standards Codification

It is effective for financial statements issued for fiscal years and interim periods beginning after November 15

2008 with early application encouraged We adopted this new accounting guidance effective January 2009

and addressed the relevant disclosures accordingly

In December 2007 the FASB issued new accounting guidance relating to non controlling interests in

consolidated financial statements In the new accounting guidance the FASB established accounting and

reporting standards that require non-controlling interests to be reported as component of equity changes in

parent ownership interest while the parent retains its controlling interest to be accounted for as equity

transactions and any retained non controlling equity investment upon the deconsolidation of subsidiary to be

initially measured at fair value This new accounting guidance was effective January 2009 and retroactive

application was prohibited We adopted this new accounting guidance effective January 2009 which primarily

resulted in moving the presentation of non controlling interest to the Stockholders equity section of our

condensed consolidated balance sheets

We also adopted the recent accounting revisions relating to the classification and measurement of

redeemable securities The accounting revisions require that secunties with redemption features that are not

solely within the control of the company should be classified outside of permanent equity as temporary equity

We adopted these revisions effective Jantiary 2009 As result of the adoption we classified non-controlling

interest as temporary equity outside of the permanent equity section

In December 2007 the FASB issued new accounting guidance relating to collaborative arrangements This

new accounting guidance prescribes the accounting for parties of collaborative arrangement to present the

results of activities for the party acting as the principal on gross basis and report any payments received from

made to other collaborators based on other applicable GAAP or in the absence of other applicable GAAP
based on analogy to authoritative accounting literature or reasonable rational and consistently applied

accounting policy election Further this new accounting guidance clarified the determination of whether

transactions within collaborative arrangement are part of vendor-customer or analogous relationship subject

other accounting considerations This new accounting guidance is effective for collaborative arrangements that

exist on January 2009 and application is retrospective We adopted this new accounting guidance effective

January 2009 and the adoption had no material effect on our financial position or results of operations

In June 2008 the FASB ratified new accounting guidance relating to determining whether an instrument or

embedded feature is indexed to our own stock The new accounting guidance provides that an entity should use

two-step approach to evaluate whether an equity-linked financial instrument or embedded feature is indexed to its

own stock including evaluating the instruments contingent exercise and settlement provisions It also clarifies the

impact of foreign currency denominated strike prices and market-based employee stock option valuation

instruments on the evaluation This new accounting guidance was effective for fiscal years beginning January

2009 which we adopted on January 2009 The adoption of this new accounting guidance resulted in our warrants

with anti-dilutive provisions being classified as derivatives For further discussion of the adoption of this new

accounting guidance please refer to Note 17 Warrants and Note 19 Fair Value Measurements below
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ITEM 7A Quantitative and Qualitative Disclosures About Market Risk

Disclosures About Market Risk

In addition to the risks inherent in our operations we are exposed to financial market political and

economic risks The following discussion provides information regarding our exposure to the risks of changing

interest rates

As of December 31 2009 we had approximately $41800 in cash and cash equivalents and $9.1 million in

restricted cash that were invested primarily In low risk money market accounts and certificates of deposit until

needed for operating and other activities Current money market rates range
from approximately 0.00% to 0.10%

The money market interest rates have declined from 1.32% over the last twelve months review of our money

market accOunts indicated that no impairment occurred during the year
ended December 31 2009 and no write-

down in fair value is considered necessary

Concurrent with the issuance of the Convertible Notes we entered into call spread option transaction with

an affiliate of Merrill Lynch for the cost of $5.9 million The call spread option transaction was intended to

reduce the potential dilution of our common stock upon conversion of the Convertible Notes The Convertible

Notes are convertible at any time prior to maturity at conversion rate of 108 3658 shares per $1 000 principal

amount of Convertible Notes which represents conversion price
of $9 23 per share subject to adjustment The

call spread option transaction allows us to receive up to 934 118 shares of our common stock at $9 23 per share

from the call spread option transaction holder equal to the amount of our common stock related to the excess

conversion value that we would deliver to the holders of the Convertible Notes upon conversion The number of

shares that we would receive pursuant to the call spread option transaction declines after the market price

exceeds $11 15 per share to reflect the aggregate market value of $10 million of our common stock The call

spread option transaction will terminate upon the earlier of the maturity date of the Convertible Notes or the first

day all of the Convertible Notes are no longer outstanding due to conversion or otherwise Our ability to receive

the maximum aggregate market value of shares of our common stock pursuant to the call spread option

transaction is dependent upon the performance of our stock price
and the desire of holders to convert the

Convertible Notes into shares of our common stock If holders fail to convert the Convertible Notes into shares

of our common stock prior to the due date in 2013 the call spread option transaction will expire without the

shares of our common stock being delivered to us

Concurrent with the issuance of the Convertible Notes we entered into forward stock purchase transaction

with Merrill Lynch at cost of $15.0 million Pursuant to the forward stock purchase transaction we are entitled

to receive from Merrill Lynch 1.95 million shares of our common stock on or about the maturity date of the

Convertible Notes to reduce the potential dilution to our common stock upon conversion of the Convertible

Notes If the stock price falls below $7.69 per
share on or about the maturity date of the Convertible Notes the

aggregate valqe of our common stock received would be less than the amount paid for the forward stock

purchase transaction

Changes in interest rates also impact the amount of tax credit equity we may be able to raise for project

under development In general as interest rates rise the tax equity investors hurdle rate for their investments

increases As the hurdle rate increases the amount of tax credit equity that can be raised for project decreases

We are exposed to losses in the event of nonperforinance by the counterparties on the instruments described

above
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ITEM Financial Statements and Supplementary Data

Our audited Consolidated Financial Statements including the notes thereto appear beginning on page F-i

of this report

ITEM Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

ITEM 9A Controls and Procedures

Evaluation of disclosure controls and procedures

Our management with the participation of our chief executive officer and principal financial officer

evaluated the effectiveness of our disclosure controls and procedures as defined in Rule 13a-15e under the

Securities Exchange Act of 1934 as of the end of the period covered by this Annual Report on Form 10-K In

designing and evaluating the disclosure controls and procedures our management recognized that any controls

and procedures no matter how well designed and operated can provide only reasonable assurance of achieving

the desired control objectives In addition the design of disclosure controls and procedures must reflect the fact

that there are resource constraints and that management is required to apply its judgment in evaluating the

benefits of possible controls and procedures relative to their costs The design of any disclosure controls and

procedures also is based in part upon certain assumptions about the likelihood of future events and there can be

no assurance that any designwill succeed in achieving its stated goals under all potential future conditions

Based on that evaluation our chief executive officer and principal financial officer concluded that as of

December 31 2009 our disclosure controls and procedures were subject to the limitations noted above effective

to provide reasonable assurance that information we are required to disclose in reports that we file or submit

under the Exchange Act is recorded processed summarized and reported within the time periods specified in

SEC rules and forms and that such information is accumulated and communicated to our management including

our chief executive officer and principal financial officer as appropriate to allow timely decisions regarding

required disclosure

Changes in internal control over financial reporting

We continued to formalize documentation and perform testing of our financial processes during the period

covered by this Annual Report on Form 10-K Our Chief Executive Officer resigned in August 2009 In addition

our Chief Financial Officer resigned in January 2010 prior to the filing of our 2009 Annual Report on Form 10-

As result of the management turnover individual responsibilities for certain internal controls over financial

reporting changed including the individuals responsible for preparing and reviewing the Consolidated Statement

of Cash Flows Subsequent to these changes reclassification was identified affecting the unaudited interim

Condensed Consolidated Statements of Cash Flows for the periods ended September 30 2009 June 30 2009 and

March 31 2009 Refer to Note 24 Selected Quarterly Financial Data unaudited for further discussion The

reclassifications did not have an impact on the Consolidated Statements of Cash Flows included in this Annual

Report on Form 10-K There were no other changes in our internal control over financial reporting during our

fourth quarter of fiscal 2009 that materially affected or is reasonably likely to materially affect our internal

control over financial reporting

Managements report on internal controls over financial reporting

Management is responsible for establishing and maintaining adequate internal control over financial

reporting as defined in Rule 13a-15f under the Securities and Exchange Act of 1934 Internal control over

financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and

the preparation of financial statements for external purposes in accordance with GAAP Internal control over

financial reporting includes those policies and procedures that pertain to the maintenance of records that in

99



reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the company

provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with GAAP and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the

companys assets that could have material effect on the financial statements

Because of its inherent limitations system of internal control over financial reporting can provide only

reasonable assurance and may not prevent or detect misstatements Projections of any evaluation of effectiveness

to future periods are subject to the risk that controls may become inadequate because of changes in conditions or

that the degree of compliance with the policies or procedures may deteriorate Therefore even those systems

determined to be effective can provide only reasonable assurance with respect to financial statement preparation

and presentation

Management assessed the effectiveness of our internal control over financial reporting as of December 31

2009 In making its assessment management used the critena set forth in Internal ControlIntegrated

Framework issued by the Committee of Sponsoring Organizations COSO of the Treadway Commission

Based on management assessment management determined that the Company maintained effective internal

control over financial reporting as of December 31 2009 based on the COSO cnteria

Our independent registered public accounting firm Hem Associates LLP independently assessed the

effectiveness of the Companys internal controls over financial reporting Hem Associates LLP has issued an

attestation report concurring with managements assessment which is included herein
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Report of independent registered public accounting firm

To the Board of Directors and Stockholders

Raser Technologies Inc

Provo Utah

We have audited Raser Technologies Inc and subsidiaries the Company internal control over financial

reporting as of December 31 2009 based on criteria established in Internal ControlInte grated Framework

issued by the Committee of Sponsoring Organizations of the Treadway Commission the COSO
criteria Raser Technologies Inc.s management is responsible for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness of internal control over financial reporting included

in the accompanying Managements Report on Internal Control over Financial Reporting Our responsibility is to

express an opinion on the Companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether effective internal control over financial reporting was maintained in all material respects Our

audit included obtaining an understanding of internal control over financial reporting assessing the risk that

material weakness exists and testing and evaluating the design and operating effectiveness of internal control

based on the assessed risk Our audit also included performing such other procedures as we considered necessary

in the circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with generally accepted accounting principles and that receipts and expenditures of the company are being made

only in accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the

companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or the degree of compliance with the policies

or procedures may deteriorate

In our opinion Raser Technologies Inc and subsidiaries maintained in all material respects effective

internal control over financial reporting as of December 31 2009 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of Raser Technologies Inc and subsidiaries as of December 31

2009 and 2008 and the related consolidated statements of operations stockholders equity and cash flows for

each of the three years in the period ended December 31 2009 and our report dated March 17 2010 expressed an

unqualified opinion thereon

Is HEIN ASSOCIATES LLP

Denver Colorado

March 17 2010

ITEM 9B Other Information

None
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PART III

ITEM 10 Directors Executive Officers and Corporate Governance

The information required by this item is included in our definitive proxy statement to be filed with the

Securities and Exchange Commission pursuant to Regulation 14A of the Exchange Act in connection with our

2010 annual meeting of stockholders and is incorporated herein by reference In addition we refer you to Part

of this report

ITEM 11 Executive Compensation

The information required by this item is included in the proxy statement referred to above and is

incorporated herein by reference

ITEM 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The information required by this item is included in the proxy statement referred to above and is

incorporated herein by reference

ITEM 13 Certain Relationships and Related Transactions and Director Independence

The information required by this item is included in the proxy statement referred to above and is

incorporated herein by reference

ITEM 14 Principal Accounting Fees and Services

The information required by this item is included in the proxy statement referred to above and is

incorporated herein by reference

ITEM 15 Exhibits Financial Statement Schedules

Exhibit

Number Description of Document

2.1 Agreement and Plan of Reorganization dated October 2003 among Wasatch Web Advisors Inc

the Company and the stockholders of the Company incorporated by reference to Exhibit to our

current report on Form 8-K filed October 14 2003 File No 000-30657

2.2 Agreement and Plan of Merger between Raser Technologies Inc Utah corporation and Raser

Technologies Inc Delaware corporation dated April 17 2007 incorporated by reference to

Exhibit 2.1 to our current report on Form 8-K filed April 23 2007 File No 001-32661

3.1 Certificate of Incorporation of the Company incorporated by reference to Exhibit 3.1 to our current

report on Form 8-K filed June 182007 File No 001-32661

3.2 Bylaws of the Company incorporated by reference to Exhibit 3.2 to our current report on Form 8-K

filed June 18 2007 File No 001-3266

4.1 Form of Common Stock Certificate of the Company incorporated by reference to Exhibit 4.1 to our

annual report on Form 10-K filed March 11 2008 File No 001-32661

4.2 Registration Rights Agreement dated as of July 22 2004 among the Company and the Purchasers

as defined therein incorporated by reference to Exhibit 10.6 to our current report on Form 8-K

filed July 28 2004 File No 000-30657

4.3 Form of Warrant to Purchase Shares of the Companys Common Stock incorporated by reference to

Exhibit 10.7 to our current report on Form 8-K filed July 28 2004 File No 000-30657
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Exhibit

Number Description of Document

4.4 Form of Registration Rights Agreement dated as of March 30 2007 incOrporated by reference to

Exhibit 4.2 to our current report on Form 8-K filed April 2007 File No 001-32661

4.5 Common Stock Purchase Warrant dated January 16 2008 incorporated by reference to Exhibit 4.1

to our current report on Form 8-K filed January 23 2008 File No 001-3266

4.6 Registration Rights Agreement dated as of January 16 2008 between the Company and Merrill

Lynch Pierce Fenner Smith Incorporated incorporated by reference to Exhibit 4.2 to our current

report on Form 8-K filed January 23 2008 File No 001-32661

4.7 Indenture dated as of March 26 2008 between Raser Technologies Inc and The Bank of New York

incorporated by reference to Exhibit 4.1 to our current report on Form 8-K filed March 27 2008

File No 001-32661

4.8 Registration Rights Agreement dated March 26 2008 between Raser Technologies Inc and Merrill

Lynch Pierce Fenner Smith Incorporated incorporated by reference to Exhibit 4.2 to our current

report on Form filed March 27 2008 File No 001 32661

4.9 Agreement dated November 13 2008 between Raser Technologies Inc and Fletcher International

Ltd incorporated by reference to Exhibit 4.1 to our current report on Form 8-K filed November 14

2008 File No 001 32661

4.10 Warrant dated November 13 2008 granted by Raser Technologies Inc to Fletcher International

Ltd incorporated by reference to Exhibit 4.2 to our current report on Form 8-K filed November 14

2008 File No 001 32661

4.11 Unsecured Line of Credit Agreement and Promissory Note dated January 27 2009 among Raser

Technologies Inc Radion .Energy LLC Ocean Fund LLC Primary Colors LLC and Thomas

Bailey incorporated by reference to Exhibit to our current report on Form filed February

2009 File No 001-32661

4.12 Form of Warrant issued pursuant to the Unsecured Line of Credit Agreement and Promissory Note

incorporated by reference to Exhibit to our current report on Form 8-K filed February 2009

File No 001-3266

4.13 Form of Warrant to Purchase Common Stock for the July 2009 Registered Direct Offering between

the Company and the investor signatories thereto incorporated by reference to Exhibit to our

current report on Form filed June 30 2009 File No 001 32661

4.14 Amendment No to Unsecured Line of Credit Agreement and Promissory Note dated July 22

2009 among Raser Technologies Inc Radion Energy LLC Ocean Fund LLC Pnmary Colors

LLC and Thomas Bailey incorporated by reference to Exhibit to our current report on

Form 8-K filed July 24 2009 File No 001-3266

15 Form of Warrant to be issued by the Company in October 2009 incorporated by reference to

Exhibit ito our current report on Form filed October 19 2009 File No 001 32661

4.16 Certificate of Rights and Preferences of Series A-i Cumulative Convertible Preferred Stock of Raser

Technologies Inc dated February 2010 incorporated by reference to Exhibit 4.1 to our current

report on Form filed February 2010 File No 001 32661

4.17 Form of Preferred Warrant incorporated by reference to Exhibit 4.2 to our current report on

Form 8-K filed February 2010 File No 001-32661

4.18 Form of Private Underwriter Warrant incorporated by reference io Exhibit 4.3 to our current report

on Form 8-K filed February 2010 File No 001-32661
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Exhibit

Number Description of Document

10 Amended and Restated 200$ Long-Term Incentive Plan incorporated by reference to Appendix to

our information statement on Schedule 14C filed May 14 2004 File No 000-30657

10.2 Form of Stock Option Agreement for the Amended and Restated 2004 Long-Term Incentive Plan

incorporated by reference to Exhibit 10.4 to our quarterly report on Form 10-QSB filed August 13

2004 File No 000-30657

10.3 Restricted Stock Grant Agreement dated as of February 23 2004 between the Company and

John Ritter incorporated by reference to Exhibit 10.5 to our quarterly report on Form l0-QSB

filed November 2004 File No 000-30657

10.4 Restricted Stock Grant Agreement dated as of February 25 2004 between the Company and Timothy

Fehr incorporated by reference to Exhibit 10.6 to our quarterly report on Form 10-QSB filed

November 2004 File No 000-30657

10 At Will Employment Confidential Information Invention Assignment Noncompetition and

Arbitration Agreement effective as of August 2004 between the Company and William Dwyer

incorporated by reference to Exhibit 10.7 to our quarterly report on Form 10-QSB filed November

2004 File No 000-30657

10 Form of Award Agreement for Outside Directors under the Amended and Restated 2004 Long Term

Incentive Plan incorporated by reference to Exhibit 10.20 to our current report on Form 8-K/A filed

July 20 2006 File No 001-32661

10.7 Employment Agreement dated January 31 2005 between the Company and Brent Cook

incorporated by reference to Exhibit 10.8 to our current report on Form 8-K filed February 2005

File No 000-30657

10 Amended Restricted Stock Grant Agreement dated as of April 29 2005 between the Company and

John Ritter incorporated by reference to Exhibit 10.10 to our current report on Form 8-K filed

May 2005 File No 000-30657

10 Lease Agreement by and between the Company and EsNET Properties dated as of March 11

2005 incorporated by reference to Exhibit 10.11 to our current report on Form 8-K filed May 24

2005 File No 000-30657

10 10 Second Amended Restricted Stock Grant Agreement dated as of July 12 2005 between the Company

and John Ritter incorporated by reference to Exhibit 10 12 to our quarterly report on

Form 10-QSB filed November 14 2005 File No 001-32661

10 Third Amended Restricted Stock Grant Agreement dated as of July 29 2005 between the Company

and John Ritter incorporated by reference to Exhibit 10 13 to our quarterly report on

Form 10-QSB filed November 14 2005 File No 001-32661

10 12 First Amended At Will Employment Confidential Information Invention Assignment

Noncompetition and Arbitration Agreement dated as of July 29 2005 between the Company and

William Dwyer incorporated by reference to Exhibit 10.14 to our quarterly report on Form 10-QSB

filed November 142005 File No 001-32661

10 13 Amended Restricted Stock Grant Agreement dated July 22 2005 between the Company and Timothy

Fehr incorporated by reference to Exhibit 10.15 to our quarterly report On Form 10-QSB filed

November 14 2005 File No 001-32661

10 14 Fifth Amended Restricted Stock Grant Agreement dated as of January 15 2006 between the

Company and John C.Ritter incorporated by reference to Exhibit 10.16 to our quarterly report on

Form 10-Q filed May 15 2006 File No 001-32661
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Exhibit

Number Description of Document

10.1 Second Amended At Will Employment Confidential Information Invention Assignment

Noncompetition and Arbitration Agreement dated as of January 31 2006 between the Company and

William Dwyer incorporated by reference to Exhibit 10.17 to our quarterly report on Form 10-Q

filed May 15 2006 File No 001-3266

10 16 Second Amended Restricted Stock Grant Agreement dated February 2006 between the Company
and Timothy Fehr incorporated by reference to Exhibit 10.18 to our quarterly report on Form 10-Q

filed May 15 2006 File No 001-32661

10 17 Employment Agreement dated as of June 27 2006 between the Company and Patrick Schwartz

incorporated by reference to Exhibit 10.16 to our current report on Form 8-K filed June 30 2006

File No 001-32661

10 18 Termination Agreement and Mutual General Release dated as of September 2006 by and among
the Company Power Acquisition Corp Amp Resources LLC Amp Capital Partners LLC
Highland Capital Partners VI Limited Partnership Highland Subfund VT-Amp Limited Partnership

Highland Entrepreneurs Fund VI Limited Partnership Sorenson Capital Partners and

John Stevens individually and as representative of the Amp Resources LLC Equityholders as

defined therein incorporated by reference to Exhibit 10.21 to our quarterly report on Form 10-Q

filed November 2006 File No 001-32661

10 19t Promissory Note dated September 2006 between Amp Resources LLC and the Company

incorporated by reference to Exhibit 10.22 to our quarterly report on Form 10-Q filed November

2006 File No 001-32661

10.20t Amended and Restated License and Sublicense Agreement dated as of November 2006 by and

between RaserPower Systems LLC and Recurrent Engineering L.L.C incorporated by reference

to Exhibit 10.23 to our quarterly report on Form 10-Q filed November 2006 File No 001-32661

10.21 First Amendment to Intercreditor and Subordination Agreement dated as of September 2006 by

and among Highland Capital Partners VI Limited Partnership Highland Subfund VT-Amp Limited

Partnership Highland Entrepreneurs Fund VT Limited Partnership SCP/ARLLC AMP Capital

Partners LLC and the Company incorporated by reference to Exhibit 10.24 to our quarterly report

on Form l0-Q filed November 2006 File No 001-32661

10.22t Guaranty dated September 2006 by and between the Company and Recurrent Engineering LLC

incorporated by reference to Exhibit 10.25 to our quarterly report on Form 10-Q filed November

2006 File No 001-32661

10.23 Third Amended At Will Employment Confidential Tnformation Tnvention Assignment

Noncompetition and Arbitration Agreement dated as of July 31 2006 between the Company and

William Dwyer incorporated by reference to Exhibit 10 28 to our quarterly report on Form 10

filed November 2006 File No 001 32661

10.24t Geothermal Lease Agreement dated December 22 2006 among Raser-Power Systems LLC and

Truckee River Ranch LLC incorporated by reference to Exhibit i0.33 to our annual report on

Form 10-K filed on March 20 2007 File No 001-32661

10.25 Settlement Agreement Severance Agreement and Release dated January 2007 between the

Company and Wilijam Dwyer incorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed January 2007 File No 001-32661

10.26 Employment Agreement dated as of January 2007 by and between Raser Technologies Operating

Company Inc and Martin Petersen incorporated by reference to Exhibit 10.1 to our current report

on Form 8-K filed January 11 2007 File No 001-32661
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10.27 Third Amended Restricted Stock Grant Agreement dated as of January 16 2007 between the

Company and Timothy Fehr inºorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed January 19 2007 File No 001-32661

10.28 Securities Purchase Agreement dated as March 30 2007 among the Company and the Purchasers as

dthned in the Agreement incorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed April 2007 File No 001-32661

10.29t Geothermal Lease Agreement dated January 17 2007 by and between Raser Power Systems LLC
Richard Guelich and Charles McGee incorporated by reference to Exhibit 10.33 to our registration

statement on Form S-3 filed May 2007 File No 333-142779

10.30t Advisory Agreement dated as of March 22 2007 by and between the Company and Objective Equity

LLC incorporated by reference to Exhibit 10.35 to our registration statement on Form S-3 filed

May9 2007 File No 333-142779

10 31t Sourcing and Development Agreement dated as of Apnl 2007 by and between the Company and

UTC Power Corporation incorporated by reference to Exhibit 10 37 to our registration statement on

Form filed May 2007 File No 333 142779

10.32t Service Agreement dated as of April 2007 by and between UTC Power Corporation and Truckee

Geothermal No SV-01 LLC incorporated by reference to Exhibit 10.38 to our registration

statement on Form filed May 2007 File No 333 142779

l0.33t Purchase Contract dated as of April 2007 by and between UTC Power Corporation and Truckee

Geothermal No SV-01 LLC incorporated by reference to Exhibit 10.39 to our registration

statement on Form filed May 2007 File No 333 142779

10.34 Offer to Lease and Lease for Geothermal Resources effective September 2007 between Raser

Power Systems LLC and the BLM incorporated by reference to Exhibit 10.1 to our current report

on Form filed September 2007 File No 001 32661

10 35 Fourth Amended Restricted Stock Grant Agieement dated September 2007 between the Company

and Timothy Fehr incorporated by reference to Exhibit 10.2 to our current report on Form 8-K filed

September 2007 File No 001-32661

10.36t Letter Agreement dated September 27 2007 between Raser Technologies Inc and GeoLectric

Power Company NM LLC incorporated by reference to Exhibit 10.12 to our quarterly report on

Form 10-Q filed November 2007 File No 001-32661

10.37t Lightning Dock Geothermal Inc Asset Purchase Agreement dated as of December 2007 by and

imong Lightning Dock Geothermal HI 01 LLC Delaware limited hability company Lightning

Dock Geothermal Inc New Mexico corporation GeoLectric Power Company NM LLC New

Mexico limited liability company and Edward Fisch resident of the State of California Edward

Fisch Trustee of the Edward Fisch Defined Benefit Plan trust established pursuant to

ERISA andJack Wood Trustee of the Wood Family Trust trust established pursuant to the

laws of the State of California incorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed on December 10 2007 File No 001-32661

10.38 Commitment Letter dated January 16 2008 among the Company Truckee Geothermal No

SV-01 LLC and Merrill Lynch Pierce Fenner Smith Incorporated incorporated by reference to

Exhibit 10.1 to our current report on Form 8-K filed January 23 2008 File No 001-32661

10.39t Surface Access and Use Agreement dated December 14 2007 between Raser Power SystemsLLC

and Truckee River Ranch LLC incorporated by reference to Exhibit 10.39 to our annual report on

Form 10-K filed March 11 2008 file No 001-32661
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10.40 Renewable Power Purchase and Sale Agreement dated March 10 2008 between City of Anaheim

and Thermo No BE-Ol LLC incorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed March 19 2008 File No 001-32661

10.41 Renewable Power Purchase and Sale Agreement dated March 10 2008 between City of Anaheim

and Harmony Geothermal No IR-Ol LLC incorporated by reference to Exhibit 10.2 to our current

report on Form 8-K filed March 19 2008 File No 001-32661

10.42 Purchase Agreement dated March 19 2008 by and between Raser Technologies Inc and Merrill

Lynch Co Merrill Lynch Pierce Fenner Smith Incorporated incorporated by reference to

Exhibit 10.1 to our current report on Form 8-K filed March 25 2008 File No 001-32661

10.43 Call Spread Option Transaction dated March 19 2008 between Merrill Lynch Financial Markets

Inc Merrill Lynch Pierce Fenner Smith Incorporated and Raser Technologies Inc

incorporated by reference to Exhibit 10.2 to our current report on Form 8-K filed March 25 2008

File No 001-32661

10.44 Confirmation of Forward Stock Purchase Transaction dated March 19 2008 between Merrill Lynch

Financial Markets Inc Merrill Lynch Pierce Fenner Smith Incorporated and Raser

Technologies Inc incorporated by reference to Exhibit 10.3 to our current report on Form 8-K filed

March 25 2008 File No 001-32661

10.45 Pledge and Escrow Agreement dated as of March 26 2008 among Raser Technologies Inc The

Bank of New York as escrow agent and The Bank of New York as trustee incorporated by

reference to Exhibit 10.1 to our current report on Form 8-K filed March 27 2008 File No 001-

32661

10.46t Purchase Contract dated April 2008 between UTC Power Corporation and Raser Technologies

Inc incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed April 2008

File No 001-32661

10.47 Employment Agreement dated April 2008 by and between Raser Technologies Inc and Brent

Cook incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed May 19

2008 File No 001-32661

10.48t Commitment Letter dated May 16 2008 among Merrill Lynch Pierce Fenner Smith

Incorporated Raser Technologies Inc and Thermo No BE-Ol LLC incorporated by reference to

Exhibit 10.1 to our current report on Form 8-K filed May 21 2008 File No 001-32661

10.49t Renewable Power Purchase and Sale Agreement dated June 11 2008 between the Salt River Project

Agricultural Improvement and Power District and Lightning Dock Geothermal HI-0 LLC

incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed June 13 2008 File

No 001-32661

10.50 Conmitment Letter dated July 18 2008 among Merrill Lynch Pierce Fenner Smith

Incorporated Raser Technologies Inc and Lightning Dock Geothermal HI-Ol LLC incorporated

by reference to Exhibit 10.1 to our current report on Form 8-K filed July 21 2008 File No
001-32661

10.51 Account and Security Agreement dated as of August 31 2008 by and between Thermo No

BE-Ol LLC and Deutsche Bank Trust Company Americas incorporated by reference to Exhibit 10.1

to our current report on Form 8-K filed September 2008 File No 001-32661

10.52 Engineering Procurement and Construction Agreement dated as of August 31 2008 by and

between Thermo No BE-Ol LLC and Raser Technologies Inc incorporated by reference to

Exhibit 10.2 to our current report on Form 8-K filed September 2008 File No 001-32661
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10.53 Equity Capital Contribution Agreement dated as of August 31 2008 by and among Intermountain

Renewable Power LLC and Thermo No BE-Ol LLC on the one hand and Merrill Lynch L.P

Holdings Inc on the other hand incorporated by reference to Exhibit 10.3 to our current report on

Form 8-K filed September 2008 File No 001-3266

10.54 Operation and Maintenance Agreement dated as of August 31 2008 by and between Thermo No

BE-Ol LLC and Raser Power Systems LLC incorporated by reference to Exhibit 10.4 to our

current report on Form 8-K filed September 2008 File No 001-32661

10 55 Credit Agreement dated as of August 31 2008 among Thermo No BE 01 LLC the Lenders as

defined in the Credit Agreement and Deutsche Bank Trust Company Americas incorporated by

reference to Exhibit 10.5 to our current report on Form 8-K filed September 2008 File No 001-

32661

10.56 Amended and Restated Limited Liability Company Agreement of Thermo No BE-Ol LLC
Delaware limited liability company dated as of August 31 2008 by and between Intermountain

Renewable Power LLC and Merrill Lynch L.P Holdings Inc incorporated by reference to

Exhibit 10.6 to our current report on Form 8-K filed September 2008 File No 001-32661

10.57 Closing Date and Funding Acknowledgment dated August 31 2008 by and among Thermo No

BE-Ol LLC Merrill Lynch Credit Products LLC and Deutsche Bank Trust Company Americas

incorporated by reference to Exhibit 10.7 to our current report on Form 8-K filed September 2008

File No 001-32661

10.58 Agreement among Raser Technologies Inc Trail Canyon Geothermal No SV-02 LLC Raser

Power Systems LLC and Pratt Whitney Power Systems Inc dated as of April 2009

incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed April 17 2009

File No 001-32661

10.59 Amended and Restated Utah State Mineral Lease FormGeothennal Energy Lease ML 50921

effective as of July 2007 between Raser Technologies Inc and the State of Utah acting by and

through the School and Institutional Trust Lands Administration incorporated by reference to

Exhibit 10 to our quarterly report on Form 10 filed May 11 2009 File No 001 32661

10.60 Utah State Mineral Lease FormGeothermal Energy Lease ML 51151 effective as of December

2007 between Intermountain Renewable Power LLC and the State of Utah acting by and through

the School and Institutional Trust Lands Administration incorporated by reference to Exhibit 10 to

our quarterly report on Form 10-Q filed May 11 2009 File No.001-32661

10.61 Utah State Mineral Lease FormGeothermal Energy Lease ML 51193 effective as of March

2008 between Raser Technologies Inc and the State of Utah acting by and through the School and

Institutional Trust Lands Administration incorporated by reference to Exhibit 10.4 to our quarterly

report on Form 10-Q filed May 112009 File No 001-32661

10.62 Utah State Mineral Lease FormGeothermal Energy Lease ML 50856 effective as of June 2007

between Raser Technologies Inc and the State of Utah acting by and through the School and

Institutional Trust Lands Administration incorporated by reference to Exhibit 10.5 to our quarterly

report on Form l0-Q filed May 11 2009 File No 001-32661

10.63 Utah State Mineral Lease FormGeothermal Steam ML 50773 effective as of April 2007

between Intermountain Renewable Power LLC and the State of Utah acting by and through the

School and Institutional Trust Lands Administration incorporated by reference to Exhibit 10.6 to our

quarterly report on Form 10-Q filed May 11 2009 File No 001-32661

10.64t Geothermal Resources Lease dated as of September 25 2007 between Intermountain Renewable

Power LLC and Minersville Land and Livestock Company incorporated by reference to

Exhibit 10.7 to our quarterly report on Form 10-Q/A filed May 26 2009 File No 001-32661
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10.65t Purchase Contract dated August 31 2008 between Thermo No BE-Ol LLC and UTC Power

Corporation incorporated by reference to Exhibit 10.8 to our qutrterly report on Fonn 10-Q/A filed

May 26 2009 File No 001-32661

10.66t Service Agreement dated August 31 2008 between Thermo No BE-0 LLC and UTC Power

Corporation incorporated by reference to Exhibit 10.9 to our quarterly report on Form 10-Q filed

May 112009 File No 001-32661

10.67 Form of Subscription Agreement for the July 2009 Registered Direct Offering between the Company

and the investor signatories thereto incorporated by reference to Exhibit 10.1 to our current report on

Form 8-K filed June 30 2009 File No 001-3266

10.68 Schedule Amendment dated as of September 15 2009 among Thermo No BE-Ol LLC
Deutsche Bank Trust Company Americas The Prudential Insurance Company of America

Intermountain Renewable Power LLC Merrill Lynch Pierce Fenner and Smith Incorporated Raser

Technologies Inc Raser Power Systems LLC and Pratt Whitney Power Systems incorporated

by reference to Exhibit 10.1 to our current report on Form 8-K filed September 17 2009 File No

001-32661

10.69 Schedule Amendment dated as of October 2009 among Thermo No BE-Ol LLC Deutsche

Bank Trust Company Americas The Prudential Insurance Company of America Intermountain

Renewable Power LLC Merrill Lynch Pierce Fenner and Smith Incorporated Raser Technologies

Inc and Raser Power Systems LLC incorporated by reference to Exhibit 10.1 to our current report

on Form 8-K filed October 2009 File No 001-3261

10.70 Schedule Amendment dated as of October 16 2009 among Thermo No BE-Ol LLC Deutsche

Bank Trust Company Americas The Prudential Insurance Company of America Intermountain

Renewable Power LLC Merrill Lynch Pierce Fenner and Smith Incorporated Raser Technologies

Inc and Raser Power Systems LLC incorporated by reference to Exhibit 10.1 to our current report

on Form 8-K filed October 19 2009 File No 001-32661

10.71 Form of Subscription Agreement dated October 19 2009 between the Company and the investor

signatories thereto incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed

October 19 2009 File No 00 1-32661

10.72 Schedule Amendment dated as of November 2009 among Thermo No BE-Ol LLC
Deutsche Bank Trust Company Americas The Prudential Insurance Company of America

Intermountain Renewable Power LLC Memll Lynch Pierce Fenner and Smith Incorporated Raser

Technologies Inc and Raser Power Systems LLC incorporated by reference to Exhibit 10.1 to our

current report on Form 8-K filed November 2009 File No 001-32661

10.73 Schedule Amendment dated as of November 30 2009 among Thermo No BE-Ol LLC
Deutsche Bank Trust Company Americas The Prudential Insurance Company of America

Intermountain Renewable Power LLC Memli Lynch Pierce Fenner and Smith Incorporated Raser

Technologies Inc and Raser Power Systems LLC incorporated by reference to Exhibit 10.1 to our

current report on Form 8-K filed December 2009 File No 001-32661

10.74 First Amendment to Account and Security Agreement dated December 2009 between Thermo No

BE-Ol LLC and Deutsche Bank Trust Company Americas as Collateral Agent incorporated by

reference to Exhibit 10.1 to our current report on Form 8-K filed December 11 2009 File No

001-32661

10.75 First Amendment to Equity Capital Contribution Agreement dated December 2009 among Thermo

No BE-Ol LLC Intermountain Renewable Power LLC and Merrill Lynch Pierce Fenner

Smith Inc incorporated by reference to Exhibit 10.2 to our current report on Form 8-K filed

December 112009 File No 001-32661
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10.76 First Amendment to Engineering Procurement and Construction Agreement dated December 2009

between Thermo No BE-Ol LLC and Raser Technologies Inc incorporated by reference to

Exhibit 10.3 to our current report on Form 8-K filed December 11 2009 File No 001-32661

10.77 First Amendment to Limited Liability Company Agreement of Thermo No BE-Ol LLC dated

December 2009 incorporated by reference to Exhibit 10.4 to our current report on Form 8-K filed

December 11 2009 File No 001-32661

10.7 Second Amendment to Limited Liability Company Agreement of Thermo No BE-Ol LLC dated

December 2009 incorporated by reference to Exhibit 10.5 to our current report on Form 8-K filed

December 11 2009 File No 001-32661

10.79 Redemption Agreement dated December 2009 among Thermo No BE-Ol LLC Intermountain

Renewable Power LLC Raser Technologies Inc and Merrill Lynch Pierce Fenner Smith Inc

incorporated by reference to Exhibit 10.6 to our current report on Form 8-K filed December 11

2009 File No 001-32661

10.80 Co-Development Agreement dated December 2009 between Evergreen Clean Energy LLC and

Raser Technologies LLC incorporated by reference to Exhibit 10.7 to our current report on

Form filed December 11 2009 File No 001 32661

10 81 Promissory Note of Thermo No BE 01 LLC dated December 2009 for the benefit of Memil

Lynch Pierce Fenner Smith incorporated by reference to Exhibit 10.8 to our current report on

Form 8-K filed December 11 2009 File No 001-32661

10.82 Promissory Note of Raser Technologies Inc effective February 16 2010 for the benefit of Merrill

Lynch Pierce Fenner Smith incorporated by reference to Exhibit 10.9 to our current report on

Form 8-K filed December 11 2009 File No 001-32661

10.83 Employment Agreement dated January 2010 between Nicholas Goodman and Raser

Technologies Inc incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed

January 13 2010 File No 001-32661

10.84 Amended and Restated Agreement among Raser Technologies Inc CapStone Investments and

Fletcher International Ltd dated February 2010 incorporated by reference to Exhibit 10.1 to our

current report on Form 8-K filed February 2010 File No 001-32661

10.85 Schedule Amendment dated as of February 162009 among Thermo No BE-Ol LLC
Deutsche Bank Trust Company Americas The Prudential Insurance Company of America

Intermountain Renewable Power LLC Merrill Lynch Pierce Fenner and Smith Incorporated Raser

Technologies Inc and Raser Power Systems LLC incorporated by reference to Exhibit 10.1 to our

current report on Form 8-K filed February 22 2010 File No 001-32661

10 86 First Amendment to Redemption Agreement dated February 16 2010 among Thermo No BE 01

LLC Intermountain Renewable Power LLC Raser Technologies Inc and Memll Lynch Pierce

Fenner Smith Inc incorporated by reference to Exhibit 10 to our current report on Form

filed February 22 2010 File No 001-32661

10 87 Amended and Rested Promissory Note of Raser Technologies Inc dated February 16 2010

incorporated by reference to Exhibit 10 to our current report on Form filed February 22 2010

File No 001-32661

10.88 Employment Agreement dated February 19 2010 between John Perry and Raser Technologies Inc

incorporated by reference to Exhibit 10 to our current report on Form filed February 25 2010

File No 001 32661

21.1 Significant Subsidiaries of Raser Technologies Inc
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Consent of Hem Associates LLP Independent Registered Public Accounting Firm

Consent of Energy and Geoscience Institute incorporated by reference to Exhibit 23.1 to our

quarterly report on Form 10-Q/A filed May 26 2009 File No 001-32661

Consent of Dr Carl Austin and Richard Austin incorporated by reference to Exhibit 23.2 to

our quarterly report on Form 10-QIA filed May 26 2009 File No 001-32661

Consent of GeothernEx Inc incorporated by reference to Exhibit 23.3 to our quarterly report on

Form 10-Q/A filed May 26 2009 File No 001-32661

Certification of Chief Executive Officer pursuant to Exchange Act Rule 13a-14a

Certification of Principal Financial Officer pursuant to Exchange Act Rule 13a 14a

Certification of Chief Executive Officer and Principal Financial Officer pursuant to 18 U.S.C

Section 1350

Management contracts or compensation plans or arrangements in which directors or executive officers are

eligible to participate

Confidential treatment has been requested for portions of this exhibit

To be filed herewith

Exhibit

Number

23.1

23.2

23.3

23.4

31.1

31.2

32.1
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SIGNATURES

In accordance with Section 13 or 15d of the Exchange Act the registrant has caused this report to be

signed on its behalf by the undersigned thereunto dUly authoried

BASER TECHNOLOGIES INC

Date March 18 2010 Is NIcHoLAs GOODMAN

Nicholas Goodman

Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS that each person whose signature appears below

constitutes and appoints Nicholas Goodman and Richard Clayton and each or any one of them as his true and
lawful attorney-in-fact and agent with full power of substitution and re-substitution for him and in his name
place and stead in any and all capabilities to sign any and all amendments to this Annual Report on Form 10-K
and to file the same with all exhibits thereto and other documents in connection therewith with the Securities

and Exchange Commission granting unto said attorneys-in-fact and agents and each of them full power and

authonty to do and perform each and every act and thing requisite and necessary to be done in connection

therewith as fully to all intents and purposes as he might or could do in person hereby ratifying and confirming
that all said attorneys-in-fact and agents or any of them or their or his substitute or substituted may lawfully do

or cause to be done by virtue hereof

Pursuant to the Exchange Act this report has been signed below by the following persons on behalf of the

registrant and in the capacities and on the dates indicated

Date March 18 2010

Date March 18 2010

Date March 18 2010

Date March 18 2010

Date March 18 2010

Date March 18 2010

Date March 18 2010

Date March 18 2010

Is NICHOLAS GOODMAN

Nicholas Goodman Chief Executive Officer

principal executive officer

Is KRAIG HIGGiN50N

Kraig Higginson Executive Chairman of the Board

Is RICHARD CLAYTON

Richard Clayton Principal Financial Officer

principal financial and accounting officer

Is REYNOLD ROEDER

Reynold Roeder Director

Is BARRY MARKOWITZ

Barry Markowitz Director

Is ALAN PERRITON

Alan Perriton Director

Is JAMES HERICKHOFF

James Herickhoff Director

Is SCOTT DOUGHMAN

Scott Doughman Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders

Raser Technologies Inc

Provo Utah

We have audited the accompanying consolidated balance sheets of Raser Technologies Inc and subsidianes

the Company as of December 31 2009 and 2008 and the related consolidated statements of operations

stockholders equity and cash flows for each of the three years in the penod ended December 31 2009 These

consolidated financial statements are the responsibility of the Company management Our responsibility is to

express an opinion on these consolidated financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes examining on test

basis evidence supporting the amounts and disclosures in the financial statements An audit also includes

assessing the accounting principles used and significant estimates made by management as well as evaluating

the overall financial statement presentation We believe that our audits provide reasonable basis for our

opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects

the consolidated financial position of Raser Technologies Inc and subsidiaries as of December 31 2009 and

2008 and the results of their consolidated operations and their consolidated cash flows for each of the three years

in the period ended December 31 2009 in conformity with United States generally accepted accounting

principles

The accompanying consolidated financial statements have been prepared assuming that the Company will

continue as going concern As discussed in Note to the consolidated financial statements the Company has

suffered recurring losses has used significant cash for operating activities since inception has significant

purchase commitments in 2010 and has lack of sufficient working capital This raises substantial doubt about

the Companys ability to continue as going concern Managements plans in regard to these matters are also

described in Note The consolidated financial statements do not include any adjustments that might result from

the outcome of this uncertainty

As described in Note 17 to the financial statements effective January 2009 the Company adopted new
accounting policy related to its accounting for warrants that have contingent exercise prices in certain

circumstances The accounting change resulted in the fair value of these warrants being classified from equity to

liability

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States Raser Technologies Inc and subsidiaries internal control over financial reporting as of

December 31 2009 based on criteria established in Internal ControlInte grated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission COSO and our report dated March 17
2010 expressed an unqualified opinion on the effectiveness of the Companys internal control over financial

reporting

Is HEIN ASSOCIATES LLP

Denver Colorado

March 17 2010
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Consolidated Balance Sheets

December 31 December 31
2009 2008

Assets

Current assets

Cash and cash equivalents
41782 1534820

Restricted cash 76921 75704

Federal grant receivable 32990089

Trade accounts and notes receivable net 336788 144525

Restricted short-term marketable securities held to maturity 2191339 4366257

Prepaid expenses
and short-term deposits 1050590 1147562

Total current assets 36687509 7268868

Restricted cash 9074770 20900135

Restricted long-term marketable securities held to maturity 2155090

Land 1811063 1811063

Geothermal property plant and equipment net 80433597

Power project leases and prepaid delay rentals 6530946 8630643

Geothermal well field development-in-progress
885586 31388628

Power project construction-in-progress
8278500 74072394

Power project equipment net 19727500

Equipment net 606421 608886

Intangible assets net
1552425 1587310

Deferred financing costs net 6928593 7670382

Power project development deposits
4196550

Other assets
1402752 4006999

Total assets
154192162 $184024448

Liabilities and Stockholders Equity

Current liabilities

Accounts payable and accrued liabilities 16677632 64471336

15.00% senior secured note net of discount of $1232846 18767154

Unsecured line of credit net of discount of $33399 5528553

Short-term portion of long-term notes 1937290 1831147

Note payable
945833

Deferred revenue
200000 200000

Total current liabilities
43110629 67448316

Asset retirement obligation
2749342 2152230

Long-term 7.00% senior secured note non-recourse net of discounts of $4469481 and

$4952505 respectively
24772966 25120464

Long-term 8.00% convertible senior notes 55000000 55000000

Warrant liabilities
11724219

Total liabilities
137357156 149721010

Contingencies and commitments Notes 6712 13 15 16 17 23

Noncontrolling interest in Thermo No subsidiary
28025116

Stockholders equity

Preferred stock $.Ol par value 5000000 shares authorized no shares issued and

outstanding

Common stock $.01 par value 250000000 shares authorized 79266927 and

63519455 shares issued and outstanding respectively 792669 635195

Additional paid in capital
125757611 102350814

Accumulated deficit 109715274 96707687

Total stockholders equity
16835006 6278322

Total liabilities and stockholders equity
154192162 $184024448

See accompanying notes to consolidated financial statements
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Consolidated Statements of Operations

Year Ended December 31

Revenue

Cost of revenue

Direct costs

Depreciation and amortization

Gross margin

Operating expense

General and administrative

Power project development

Unsuccessful and impaired wells

Research and development

Total operating expenses

Operating loss

Interest income

Interest expense

Gain on derivative instruments

Gain on federal grant

Loss on extinguishment of debt

Other
__________

Loss before income taxes

Income tax benefit expense

Net loss

Non-controlling interest in Thermo No subsidiary

Net loss applicable to common stockholders

Loss per common share-basic and diluted

Weighted average common shares-basic and diluted

See accompanying notes to consolidated financial statements

F-4

2009 2008 2007

2194117 172303 320072

4219913 74112 627207

2255426

4281222 98191 307135

10169361

9147221

1855858

21172440

25453662
140576

11367002

15046026

3048606

2112801

200000

20898257

20898257

688450

20209807

0.28

70925000

9819455 10133000

10351060 2637315

13624352

4762733 3390688

38557600 16161003

38459409 16468138
410907 752599

3198280 2307

716636 31159

41963418 15749005

41963418 15749005

3521616

45485034 15749005

0.79 0.29

57653000 54197000
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Year Ended December 31

2009 2008 2007

Cash flows from operating activities

Net loss applicable to common stockholders $20209807 45485.034 $15749005
Adjustments to reconcile net loss to net cash used in operating activities

Depreciation amortization and accretion expense 2791983 304259 272375

Deferred financing costs amortization 6005882 593393

Baddebtexpense 145.403 162200
Write off of abandoned patent and trademark applications 101613 14668 111460

Write off of power project lease acquisitions 331720

Unsuccessful and impaired wells 13624352
Gain on change in fair value of warrant liabilities 15046.026
Gain on federal grant 3048606
Gain on completion of contract 75357
Loss gain on disposal of assets 397578 30382 100
Expiration of options to purchase water rights 24.000

Common stock stock options and warrants issued for services 4021140 3756259 4877876

Non-controlling interest in Thermo No subsidiary 688450 3521616
Loss on extinguishment of debt 2112771

Increase decrease in accounts receivable 336.788 72700

Increase decrease in unbilled receivable 192157 192157
Increase decrease other assets 115104 804823 138032
Decrease increase in interest receivable 66704 46091 398250

Decrease increase in account payable and accrued liabilities 135377 805778 3575970

Decrease increase in unearned/deferred revenues 200000 24433
Decrease in asset retirement obligation 26453

Net cash used in operating activities 23545530 22900974 6795096

Cash flows from investing activities

Purchase of restricted marketable equity securities 8687174
Proceeds from the maturity of restricted marketable equity securities 4.400.000 2262000

Decrease increase in notes receivable 207500 5047552
Decrease increase in deposits 2.574027 2.834448 576440
Decrease increase in restricted cash 11.824148 20900839 325000

Increase in intangible assets 116310 1112730 92783
Purchase of equipment 344.618 215464 249763
Refund from power project lease 199191

Acquisition of power project leases 219830 760471 5334608
Acquisition of land 1811063
Well field development-in-progress costs 20.693.751 32907343 4750525

Construction-in-progress costs 15628.733 38792.019 603814
Power project equipment deposits refunds 7056375 634050 3562500
Proceeds from the sale of equipment 17861 18403 5000

Net cash used in investing activities 10.931640 106167698 9792881

Cash flows from financing activities

Proceeds from exercise of common stock warrants 27854 6426043

Proceeds from exercise of common stock options 650744 868825

Proceeds from the issuance of 8.00% convertible senior notes 55000.000
Proceeds from the issuance of 7.00% senior secured note non-recourse 26130.873

Principal payments on 7.00% senior secured note non-recourse 724380 377743
Proceeds from the issuance of 10.00% unsecured line of credit non-recourse 13488000

Proceeds from the sale of common stock in registered direct offering 23575332

Principal payments on 10.00% unsecured line of credit non-recourse 2900000
Proceeds from ATM equity financing 24160319

Forward stock purchase transaction 15000000
Call spread option transaction 58500000
Incurrence of deferred financing fees 454820 4172.728
Proceeds from issuance of note payable 900000

Proceeds from minority interest capital contribution 24503500

Proceeds from the sale of common stock in
private equity placement 18718463 11853751

Net cash provided by financing activities 32984132 124.691282 19148619

Net increase decrease in cash and cash equivalents 1493038 4377390 2560642
Cash and cash equivalents at beginning of period 1534820 5912210 3351568

Cash and cash equivalents at end of period 41782 1534820 5912210

See accompanying notes to consolidated financial statements
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Note Nature of Business and Basis of Presentation

Nature of Business

We are an environmental energy technology company focused on geothermal power development and

technology licensing We operate two business segments Power Systems and Transportation Industrial Our

Power Systems segment develops geothermal electric power plants and anticipates also developing bottom-

cycling operations in the future Our Transportation Industrial segment focuses on using our SymetronTM

family of technologies to improve the efficiency of electric motors generators and power electronic drives used

in electric and hybrid electric vehicle propulsion systems Through these two business segments we are

employing business strategy to produce positive impact on the environment and economically beneficial

results for our stockholders By executing our business strategy we aim to become producer geothermal

electric power as well as provider of electric and hybrid-electric vehicle technologies and products

Power Systems Segment

Our power systems segment focuses on the development of geothermal power plants Our geothermal

resources portfolio consists of over 275000 acres in the United States and concession of over 100000 acres in

Indonesia These geothermal interests are important to our ability to develop geothermal power plants

We have initiated the development of eight geothermal power plant projects in our Power Systems segment

to date We have placed one power plant in service to date which we refer to as our Thermo No plant and we

are currently selling electricity generated by the Thermo No plant The Thermo No plant is currently

generating approximately MW of electrical power gross After deducting the electricity required to power the

plant also known as parasitic load the net power produced by the Thermo No plant is approximately MW
In addition we also purchase power for remote pumps in our well field which are required to ensure adequate

flow of hot water Both the gross output and the net output of the plant are below the amounts the plant was

designed to produce primarily due to issues related to the temperature of the resource from the well field We are

working to improve the electrical output of the plant and the temperature of the resource

Our Thermo No plant was the first geothermal power plant to be constructed utilizing PureCycle 280

generation units PureCycle units manufactured by PWPS The PureCycle units are small modular units

producing approximately 280 kilowatts kW of gross electrical output each We installed fifty PureCycle units

at the Thermo No plant

Our ability to develop our geothermal power projects is dependent on our ability to obtain adequate

financing to fund those projects These alternatives could include government funding from grants loan

guarantees or private activity bonds joint ventures the sale of one or more of our projects or interests therein

pre-paid power purchase agreements with utilities or municipalities or merger and/or other transaction

consequence of which could include the sale or issuance of stock to third parties We cannot be certain that

funding from any of these sources will be available if we are unable to secure adequate funds on timely basis

on terms acceptable to us we may need to modify our current plans for plant construction well field

development and other development activities extend the time frame over which these activities will take place

or cease operations

We originally financed the construction of the Thermo No plant through project financing and tax equity

financing arrangements Subsequent to the adoption of the Recovery Act we amended these financing

arrangements to be consistent with the Recovery Act and take advantage of the grants available under the

Recovery Act We obtained grant of approximately $33.0 million which we received in February 2010
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial StatementsContinued

Approximately $3.8 million of the grant funds were released to us as owner of the project The remainder of the

grant funds will be held in escrow until June 30 2010 and the amounts to be released to the other parties that

provided the debt and equity financing for the project will be determined based on the electrical output of the

plant at that time Up to $4.3 million of any amounts not released to these parties will be paid to Pratt Whitney

Power Systems PWPS as final payment for the turbines installed at the Thermo No plant Any remaining

amount after the payment to PWPS will be released to us

Transportation
Industrial Segment

Our Transportation Industrial segment focuses on commercializing our electric motor generator and

drive technologies such as our series plug-in hybrid vehicle PHEV with range
extender technologies into

applications In 2008 we began work to integrate SymetronTM traction motor generator and controller drive in

Hummer H3 demonstration vehicle Hummer Demonstration Vehicle The Hummer Demonstration Vehicle

was built under collaborative arrangement with General Motors Inc General Motors and our integration

partner FEV Inc The Hummer Demonstration Vehicle was designed to achieve 100 mpg equivalent to

demonstrate the benefits of our plug-in electric drive system in Sports Utility Vehicles SUVs and light truck

applications Our plug-in electric drive system
is designed to allow light trucks and SUVs to achieve the

equivalent of over 100 mpg in typical local daily driving with near zero emissions by using electricity instead of

petroleum as the primary fuel Recently General Motors decided to discontinue the Hummer brand We believe

however that our technology is capable of being used in other types of SUVS and light truck applications

We completed the initial phase of developing our Hummer Demonstration Vehicle and unveiled the

prototype at the 2009 SAE International World Congress in Detroit Michigan We are currently in the process of

further testing the Hummer Demonstration Vehicle and seeking manufacturing partner
for small scale

manufacturing of additional prototype vehicles We also expect to begin to realize modest revenues from the sale

of enhanced motors and generators through our business cooperation agreement with HHI although the exact

amount and timing of these revenues will be dependent on HHIs ability to implement these enhanced designs

into its manufacturing and distribution system which we anticipate to occur during 2010

We are also currently evaluating the advantages and disadvantages of possible business separation

transaction involving the Transportation and Industrial segment which may include spinning off the

Transportation and Industrial business to our stockholders as separate independent company However we may

ultimately determine that business separation transaction involving the Transportation and Industrial segment is

not feasible for financial legal or other reasons For discussion of the revenues profit/loss and total assets of

the Transportation and Industrial segment for the years ended December 31 2009 2008 and 2007 please see

Note 20 Business Segments in our audited consolidated financial statements

Basis of Presentation

The consolidated financial statements have been prepared on going concern basis which contemplates the

realization of assets and the settlement of liabilities and commitments in the normal course of business In 2008

and 2007 our financial statements were presented as development stage company However in April 2009 we

began selling electricity generated by our Thermo No plant to the City of Anaheim Accordingly we believe

that we transitioned from development stage company to an operating stage company during the second quarter

of 2009

As reflected in the accompanying consolidated financial statements as of December 31 2009 we had cash

and cash equivalents on hand of $41800 and accounts payable and accrued liabilities of $16.7 million Cash used

in operations totaled approximately $23.5 million for the year ended December 31 2009 and the accumulated
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RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial StatementsContinued

deficit totaled $109.7 million We have incurred substantial losses since inception and we are not operating at

cash breakeven

Our continuation as going concern is dependent on efforts to secure additional funding increase revenues

reduce expenses and ultimately achieve profitable operations The current economic environment will make it

challenging for us to access the funds that we need on terms acceptable to us to successfully pursue our

developmental plans and operations The cost of raising capital in the debt and equity capital markets has

increased substantially while the availability of funds from those markets generally has diminished significantly

If we are unable to raise sufficient additional capital on reasonable terms we may be unable to satisfy our

existing obligations or to execute our plans In such case we would be required to curtail or cease operations

liquidate or sell assets modify our current plans for plant construction well field development or other

development activities or pursue other actions that would adversely affect future operations

Although we raised substantial proceeds during the year ended December 31 2009 we have used or

committed substantial portion of these proceeds to fund our operations and development efforts Further we are

not currently generating enough revenues to cover our operating costs and our cash and cash equivalents will

continue to be depleted by our ongoing development efforts Until we are in position to generate significant

revenues we will need to continue to raise additional funds to continue operating as going concern We may
seek this additional funding through the issuance of debt preferred stock equity ora combination of these

instruments We may also acquire financing through government funding from grants loan guarantees and

private activity bonds joint ventures the sale of one or more of our projects or interests therein entry into

prepaid power purchase agreements with utilities or municipalities or merger and/or other transaction

consequence of which could include the sale or issuance of stock to third parties The accompanying consolidated

financial statements do not include any adjustments relating to the recoverability and classification of assets or

the amounts and classification of liabilities that might be necessary shoujd we be unable to continue as going

concern

New Accounting Pronouncements adopted in 2009

In October 2009 the FASB issued new accounting guidance relating to multiple deliverable revenue

arrangements The new accounting guidance changes the requirements for establishing separate units of

accounting in multiple element arrangement and requires the allocation of arrangement consideration to each

deliverable to be based on the relative selling pnce The selling pnce used for each deliverable should be based

on vendor-specific objective evidence if available third-party evidence if vendor specific evidence is not

available or the estimated selling price Although the effective date of this new pronouncement is January

2011 early adoption is permitted We elected to adopt this new guidance effective January 2010 which had no

matenal impact on our financial condition results of operations or cash flows in pnor years

In September 2009 the FASB issued new accounting guidance to provide implementation guidance for

uncertainty in income taxes for pass through entities The amendments clarify that managements

determination of thetaxable status of the entity is tax position subject to the standards required for accounting

for uncertainty in income taxes This new guidance became effective on July 2009 We implemented this

guidance on July 2009 and it had no material impact on our financial condition results of operations or cash

flows

In August 2009 the FASB issued new accounting guidance to provide clarification on measuring liabilities

at fair value when quoted price in an active market is not available This new guidance became effective on

July 2009 We implemented this guidance on July 2009 and it had no material impact on our financial

condition results of operations or cash flows
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In June 2009 theFASB issued newaccounting guidance relating to codification of accotinting principles

and authoritative hierarchy On the effective date of this Statement the Codification superseded all existing

non-SEC accounting and reporting standards All other non-grandfathered non-SEC accounting literature not

included in the Codification will become non-authoritative The new accOunting guidance was effective for

financial statements issued for interim and annual periods ending after September 152009 We implemented this

guidance on July 2009 and it had no material impact on our financial condition results of operations or cash

flows

In March2008 the Financial Accounting Standards Board the FASB issued new accounting guidance

relating to disclosures about derivative instruments and hedging activities The new accounting guidance is

intended to improve financial reporting about derivatiie instruments and hedging activities by requiring

enhanced disclosures to enable investors to better understandtheir effects on an entitys financial position results

of operations and cash flows The new standard also improves transparency about how and why company uses

derivative instruments and how derivative instruments and related hedged items are accounted for under the

Accounting Standards Codification It is effective for financial statements issued for fiscal
years

and interith

periods beginning after November 15 2008 with early application encouraged We adopted this new accounting

guidance effective January 2009 and addressed the relevant disclosures accordingly

In December 2007 the FASB issued new accounting guidance relating to non controlling interests in

consolidated financial statements In the new accounting guidance the FASB established accounting and

reporting standards that require non controlling interests to be reported as component of equity changes in

parent ownership interest while the parent retains its controlling interest to be accounted for as equity

transactions and any retained non controlling equity investment upon the deconsolidation of subsidiary to be

initially measured at fair value This new accounting guidance was effective January 2009 and retroactive

application was prohibited We adopted this new accounting guidance effective January 2009 which primarily

resulted in moving the presentation of non-controlling interest to the Stockholders equity section of our

condensed consolidated balance sheets

We also adopted the recent accounting revisions relating to the classification and measurement of

redeemable securities The accounting revisions require that securities with redemption features that are not

solely within the control of the company should be classified outside of permanent equity as temporary equity

We adopted these revisions effective January 2009 As result of the adoption we classified non controlling

interest as temporary equity outside of the permanent equity section

In December 2007 the FASB issued new accounting guidance relating to collaborative arrangements This

new accounting guidance prescribes the accounting for parties of collaborative arrangement to present the

results of activities for the party acting as the principal on gross basis and report any payments received from

made to other collaborators based on other applicable GAAP or in the absence of other applicable GAAP
based on analogy to authoritative accounting literature or reasonable rational and consistently applied

accounting policy election Further this new accounting guidance clarified the determination of whether

transactions within collaborative arrangement are part of avendor-customer or analogous relationship subject

other accounting considerations This new accounting guidance is effective for collaborative arrangements that

exist on January 2009 and application is retrospective We adopted this new accounting guidance effective

January 2009 and the adoption had no material effect on our financial position or results of operations

In June 2008 the FASB ratified newaccounting guidance relating to determining whether an iflstrument or

embedded feature is indexed to our ownstock The new accounting guidance provides that an entity should use

two-step approach to evaluate whether an equity-linked financial instrumentor embedded feature is indexed
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to its own stock including evaluating the instruments contingent exercise and settlement provisions It also

clarifies the impact of foreign currency
denominated strike prices and market-based employee stock option

valuation instruments on the evaluation This new accounting guidance was effective for fiscal
years beginning

January 2009 which we adopted on January 2009 The adoption of this new accounting guidance resulted in

our warrants with anti-dilutive provisions being classified as derivatives For further discussion of the adoption of

this new accounting guidance please refer to Note 17 Warrants and Note 19 Fair Value Measurements

below

New Accounting Pronouncements effective in future years

In January 2010 the FASB issued new accounting guidance relating to improving disclosures about fair

value measurement The new accounting guidance requires new disclosures and clarifies certain existing

disclosure requirements about fair value measurements reporting entity is required to disclose significant

transfers in and out of Level and Level fair value measurements to describe the reasons for the transfers and

to present separately information about purchases sales issuances and settlements for fair value measurements

using significant unobservable inputs This new accounting guidance is effective on January 2010 except for

the disclosures about purchases sales issuances and settlements in the roll forward of activity in Level fair

value measurements which is effective on January 2011 and early adoption is permitted We do not expect

that the adoption of will have material impact on our financial position results of operations or cash flows

In October 2009 the FASB issued new accounting guidance relating to lending shares in contemplation of

convertible debt issuances or other financings The new accounting guidance amends the accounting and

reporting guidancefor debt and certain preferred stock with specific conversion features or other options The

effective date of this new guidance is January 2010 Since we did not enter into share lending arrangement

upon the issuance of our convertible debt implementation of this new guidance willnot impact on our financial

position results of operations or cash flows

In June 2009 the FASB issued new accounting guidance to improve financial reporting by enterprises

involved with variable interest entities and to provide more relevant and reliable information to users of financial

statements This new accounting guidance becomes effective as of the beginning of each reporting entitys first

annual reporting period that begins after November 15 2Q09 Based upon current assumptions we believe that

adoption of this new accounting guidance will not immediately change the designation of our Thermo Subsidiary

from being consolidated entity for financial statement purposes However we will continue to evaluate events

under this new pronouncement that may result in the deconsolidation of the Thermo Subsidiary as they arise

No other new accounting pronouncement that became effective during the current fiscal year had or is

expected to have material impact on our consolidated financial statements

Concentration of Credit Risk

We maintain portion of our available unrestricted cash in deposit accounts in two banks in Utah At times

cash balances in these accounts may exceed federally insured limits From time to time we purchase investments

in marketable debt securities as means of temporarily investing the proceeds from financings until the funds are

needed for operating purposes Due to the nature of these investments we consider it reasonable to expect that

their fair market values will not be significantly impacted by change in interest rates and that they can be

liquidated for cash on short notice Our investments are intended to establish high-quality portfolio that

preserves principal meets liquidity needs avoids inappropriate concentrations and delivers an appropriate yield

in relationship to our investment guidelines and market conditions Concentration of credit risk is normally

managed by diversifying investments among variety of high credit-quality issuers
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We invest portion of our unrestricted cash in an AIM Funds money market account which is not affiliated

with the bank where we maintain our deposit accounts The money market account earns interest based on

variable rate At December 31 2009 our balance in the money market account was $11600 and the interest rate

applicable to the money market account was 0.10 percent per annum The average interest rate applicable to the

money market account during the quarterended and year ended December 31 2009 was 0.12 percent and 0.24

percent per annum respectively

Cash from our checking account is swept nightly into an interest bearing account At December 31 2009

we had balance of $18700 in this sweep account and the interest rate applicable to the sweep account was 0.50

percent per annum We also maintain cash in non-interest bearing deposit account and an interest bearing

money market account at separate bank At December 31 2009 we had balance of $10800 in these account

and the interest rate applicable to the money market account was 0.10 percent per annum

Project financing proceeds received by our subsidiaries are subject to the terms and conditions of those

arrangements An independent administrative agent was appointed to administer all of the Thermo Subsidiarys

cash deposits and disbursements The independent administrative agent deposited our restricted cash into

money market fund managed by the JP Morgan Fund which earns interest at variable rate At December 31

2009 we had balance of $9.1 million invested in this money market fund and the interest rate applicable to the

fund was 0.00 percent per annum Due to the nature of the investments included in the money market accounts

we consider it reasonable to expect that the fair market values of these investments will not be significantly

impacted by change in interest rates and that they can be liquidated for cash on short notice

On December 2009 we entered into Redemption Agreement the Redemption Agreement with

Merrill Lynch the Class Member Pursuant to the Redemption Agreement the Class Member withdrew

from the Thermo Subsidiary effective on December 11 2009 Concurrently we issued promissory note payable

to redeem the Class Member for up to $24.5 million subject to certain conditions relating to the timing and

receipt of our 30% grant under Section 1603 of the American Recovery and Reinvestment Act of 2009 the

Recovery Act On February 19 2010 we received $33.0 million from the 30% grant under Section 1603 of

the Recovery Act which resulted in the promissory note payables principal balance being adjusted to up to $20.0

million Although the Class Member had withdrawn from the Thermo Subsidiary the Thermo Financing

Agreements were not amended with respect to the establishment of an independent administrative agent

primarily to maintain the rights and privileges previously granted to the current holder of the Thermo Subsidiary

debt Accordingly the independent agent continues to administer all of the Thermo Subsidiarys cash deposits

and disbursements

We reviewed the underlying investments included in the money market accounts described above and

concluded that the money market accounts are properly classified as cash equivalents for financial statement

purposes Due to the nature of the investments included in these money market accounts we consider it

reasonable to expect that the fair market values of these investments will not be significantly impacted by

change in interest rates and that they can be liquidated for cash on short notice We have not experienced losses

in our money market accounts and we believe that we are not exposed to any significant credit risks relating to

our money market accounts

We have also invested $76900 into certificate of deposit for the sole purpose of covering the credit limit

on our corporate credit card and minimize the credit risk to the bank The certificate of deposit matured on

March 2010 We rolled the outstanding balance on March 2010 of $77100 into new certificate of deposit

which matures on September 2010 and bears an interest rate of 0.25% Since this certificate of deposit is

guaranteed by the FDIC we believe that we are not exposed to any significant credit risks relating to our

certificate of deposit
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Concurrent with the issuance of our Convertible Notes we entered into Pledge and Escrow Agreement

that required us to utilize approximately $8.7 million of the gross proceeds to purchase portfolio of U.S

Treasury Strips that were placed in escrow to secure the payment of the first four interest payments on the

Convertible Notes As of December 31 2009 we had used proceeds from these U.S Treasury Strips to pay the

holders of the Convertible Notes three semi-annual interest payments Accordingly the remaining portfolio of

U.S Treasury Strips that were placed in escrow approximates $2.2 million The effective interest rates applicable

to these U.S Treasury Strips range
from 1.44% to 1.72 per annum Since these U.S Treasury Strips are

backed by the United States government we believe that we are not exposed to any significant credit risk relating

to these government securities

During the year
ended December 31 2009 we sold electricity generated by our Thermo No plant to the

City of Anaheim in accordance with our power purchase agreement Pursuant to power purchase agreement we

invoice the City of Anaheim within 15 days after each month end for the previous months activity The City of

Anaheim is required to remit payment to us within 15 days after receiving the invoice We do not believe that we

are exposed to any significant credit risks relating to collecting payments in accordance with our power purchase

agreement

Note Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include our accounts and the accounts of our consolidated

subsidiaries All significant intercompany balances and transactions have been eliminated in consolidation

Certain reclassifications have been made in the prior years consolidated financial statements to conform to the

current year presentation

In August 2008 we entered into various financing arrangements in which we sold Class membership in

Thermo No BE-Ol LLC the Thermo Subsidiary to Merrill Lynch the Class member for $24.5

million representing 78.7% of the agreed-upon value of the Thermo Subsidiary which was $31.1 million We
through our wholly owned subsidiary maintained the Class membership representing 1.3% of the agreed-upon

value

Under the financing arrangements the tax benefit and profit/loss allocations is 1% to the Class member

and 99% to the Class Member until the Class Member achieves 15% internal rate of return IRR on the

project Upon achieving 15% IRR the equity ownership would have automatically flipped so that 95% of the

tax benefits and profit/loss allocations flowed to us through the Class Member and 5% to the Class Member

According to financing agreements between the Class Member and us we also contributed as equity to

ThermoNo the fair value of six leases 640 acres of current well field and 10000 additional acres of

surrounding leased property totaling approximately $29500 to serve as security collateral for the Class

Members financing We also contributed as equity to Thermo No completed well field costs of approximately

$26.8 million

In 2008 we evaluated the Class and Class member voting rights the minority holders substantive

participative and protective rights and conditions outlined in variable interest entity accounting guidance and

determined that the financing arrangement should not be classified as variable interest entity and that the

subsidiary should continue to be consolidated for financial statement purposes

On December 2009 we entered into series of agreements with the Class Member that amended the

provisions of the August 2008 financing arrangements noted above These amendments were necessary to allow
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the Thermo Subsidiary to apply for grant under Section 1603 of the Recovery Act the Grant Pursuant to the

amendments we transferred the cost overruns net of amortization incurred as the EPC contractor on the Thermo

No plant to the Thermo Subsidiary totaling approximately $25.9 million On December 2009 we also

amended the LLC Agreement Pursuant to the amended LLC Agreement the Class member withdrew from the

Thermo Subsidiary and the tax benefit and profit/loss allocations changed to 0% to the Class Member and

100% to the Class Member effective December 11 2009 Concurrently on December 2009 we entered into

Redemption Agreement with the Class Member Pursuant to the Redemption Agreement we issued

promissory note payable to redeem the Class Member for up to $24.5 million subject to certain conditions

including the timing and receipt of the Grant On February 19 2010 we received $33.0 million in cash from the

Grant which resulted in reducing the maximum principal balance of the promissory note payable to $20.0 million

due to the timing and amount of the Grant per the Redemption Agreement

As of December 31 2009 based upon this change in ownership in the Thermo Subsidiary we evaluated the

conditiOns outlined in the variable interest entity accounting guidance and determined that the Thermo Subsidiary

should not be classified as variable interest entity under the new financing arrangement and that the Thermo

Subsidiary should continue to be consolidated for financial statement purposes In determining whether our

subsidiaries should be classified as variable interest entities we must make judgments about whether the

subsidiary is variable interest and other conditions outlined in variable interest entity accounting guidance If

these judgments prove to be incorrect it could result in the deconsolidation of our subsidiary and have material

impact on our results of operations and financial position

Use of Etimates

The preparation of consolidated financial statements in conformity with United States Generally Accepted

Accounting Principles GAAP requires management to make estimates and assumptions that affect the

amounts reported in the consolidated financial statements and accompanying notes Actual results could differ

significantly from those estimates

Fair Value of Financial Instruments

The carrying amounts reported in the accompanying consolidated financial statements for cash and cash

equivalents restricted cash accounts receivable notes receivable interest receivable accounts payable and

accrued liabilities approximate fair values because of the immediate or short term maturities of these financial

instruments See Note 19 Fair Value Measurements for additional discussion below

The carrying value and estimated fair value of our debt instruments at December 31 2009 were as follows

December 31 2009

Estimated Fair Value Carrying Value

Short term 10 0% amended unsecured line of credit 560 000 561 952

Long-term 15.0% prOmissory note 18767154 20000000
Long-term 9.5% senior secured note 26030000 30072969
Long-term 8.00% convertible senior notes 24750000 56106767

Total liabilities $75107154 $111
Represents the face value of the debt without consideration of the deferred financing costs of $33399 as of

December 31 2009

Represents the face value of the debt without consideration of the imputed interest rate of 15% from

December 11 2009 to June 30 2010 resulting in discount of $1232846 as of December 31 2009
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Due to the original issue discount cash proceeds of debt are less than the face value of the debt Therefore

the effective interest rate of 9.5% is greater than the 7% stated rate Represents face value of debt without

consideration of the amortized original issue discounts as of December 31 2009 and 2008 totaling

$4469479 and $4952505 respectively

The estimated value of our short-term 10.00% amended unsecured line of credit long term 15.00%

promissory note and long-term 9.50% senior secured note was determined by management who based its

judgment relating to fair value on discounted cash flow analysis that were developed with the assistance of

third-party valuation consultant Our cash flow model utilized the projected cash outflows and discount rate

which was derived from market and non-market inputs Our estimate of the value of our short-term 10.00%

amended unsecured line of credit long term 15.00% promissory note and long-term 9.50% senior secured note

secured note depends On judgments relating to the projected cash flows and discount rate If these judgments

prove to be incorrect it could have material effect on our results of operations and financial position

To estimate the fair value of our long-term 8.00% convertible senior note we used market pricing service

that estimated the fair value based upon theoretical values based on assumptions that market participants would

use to price the convertible notes

Cash and Cash Equivalents

All highly liquid investments with an onginal maturity of three months or less are classified as cash

equivalents

Restricted Cash

Restricted cash at December 31 2009 consisted of $76900 certificate of deposit held with bank to

secure credit card purchasing arrangement utilized to facilitate employee travel and certain ordinary purchases

for our business operations The certificate of deposit earned 1.0% interest per annum until it matured on

September 2009 On September 2009 we rolled over the amount from the previous certificate of deposit

into new certificate of deposit that earned 0.50% interest per annum and matured on March 2010 On March

2010 we rolled over the amount from the previous certificate of deposit into new certificate of deposit that

earns 0.25% and matures on September 2010

On August 31 2008 we and our subsidiary Thermo No BE-Ol LLC the Thermo Subsidiary entered

into debt financing and tax equity capital arrangement with Merrill Lynch the Class Member for the

construction of our Thermo No plant Under the arrangement Merrill Lynch provided debt financing totaling

$26.1 million net of an original issue discount of $5.0 million and $24.5 million of tax equity capital In

addition we contributed approximately $29.0 million primarily of well field drilling costs that we had incurred

to that date and agreed to make additional capital contributions as necessary to cover the costs to complete the

well field Pursuant to the arrangement both parties agreed that the cash held at the Thermo Subsidiary would be

restricted for use to complete the construction service the debt and provide for continued operations of the

Thenno No plant The Thermo Subsidiary cash is located in separate cash accounts which are administered by

Deutsche Bank

On December 2009 we entered into series of agreements with the Class Member that amended the

provisions August 2008 financing arrangements noted above On December 2009 we amended the LLC

Agreement in which the Class member withdrew from the Thermo Subsidiary and the tax benefit and profit

loss allocations changed to 0% to the Class Member and 100% to the Class Member to be effective on
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December ii2009 Concurrently on December 2009 we entered into Redemption Agreement with the

Class AMember Pursuant to the Redemption Agreement we issued promissory note payable to redeem the

Class Memberfor upto $24.5 million subject to certain conditions relating to the timing and receipt of our

30% grant under Section 1603 of the Recovery Act On February 19 2010 we received $33.0 million from the

30% grant under Section 1603 of the Recovery Act which resulted in the promissory note payables principal

balance being adjusted to up to $20.0 million Although the Class Member had withdrawn from the Thermo

Subsidiary the Thermo Financing Agreements were not amended with respect to the establishment of an

independent administrative agent primarily to maintain the rights and privileges previously granted to the current

holder of the Thermo Subsidiary debt Accordingly the independent agent continues to administer all of the

Thermo Subsidiarys cash deposits and disbursements

Since the Thermo Subsidiary cash is restncted for use we record their cash accounts as restncted cash As

of December 31 2009 and 2008 the Thermo Subsidiary maintained restricted cash balances of $9.1 million and

$20.9 million respectively The Thermo Subsidiary cash is to be used to pay accounts payable relating to the

construction of the plant well field development plant operations and to fund the distribution account and other

reserve accounts

Investments

We classify investment securities as either available-for-sale or held-to-maturity Available-for-sale

securities and are recorded at fair market value based on quoted market prices and unrealized gains and losses

are recorded as component of comprehensive income loss Realized gains and losses which are calculated

based on the specific-identification method are recorded in operations as incurred We did not have short-term

investments classified as available-for-sale during the years ended December 31 2009 and 2008 respectively

Accordingly there was no unrealized gain or loss relating to available-for-sale short-term investments recorded

for the years ended December 31 2009 or 2008 respectively

Held-to-maturity securities include U.S Government Strips that have coupon dates and coupon amounts that

correspond with the amount of interest payable for the April 2010 semi-annual interest payments to the holders

of our Convertible Notes The held to maturity securities are camed and amortized at cost

Available-for-sale and held-to-maturity securities are assessed for impairment periodically To determine if

the impairment is other-than-temporary we consider the duration and severity of the loss position the strength of

the underlying collateral the term to maturity and credit rating For investments that are deemed other-than-

temporarily impaired losses are recorded and payments received on these investments are recorded using the

cost recovery method Since our investments are backed by the United States government we believe that no

impairment occurred during 2009 All of our current investments in securities consist of held-to-maturity

securities backed by the United States Government As result we do not believe there was any impairment of

our investments in held-tomaturity securities during 2009 or 2008 respectively In determining whether there

was any impairment of available-for-sale and held-to-maturity securities we must make judgments relating to the

classification of our investments as either available-for-sale or held-to-maturity If these judgments prove to be

incorrect it could have an adverse effect on oUr results of operations and financial position

Accounts Receivable and Allowance for Uncollectible Accounts

Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables

based on review of all outstanding amounts on periodic basis Management estimates an allowance for

doubtful accounts by identifying aged delinquent accounts determined by contractual terms and by using

historical experience Accounts receivable are written ff when deemed uncollectible Recoveries of accounts
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receivable previously written-off are recorded when received as credit to the allowance Based upon our review

of the payment history andthe current credit ratings of the City of Anaheim management believes that no

reserve is necessary for our outstanding accounts receivable at December 31 2009 The accounts receivable

balance relating to the City of Anaheim was collected in January 2010

Accounting for Geothermal Energy Activities

Each geothermal power project we develop consists of three phases During the first phase the site is

identified and evaluated During the second phase the power plant transmission lines and pipelines are

constructed and the production and reinjection weilsare drilled The third and final phase is the production

phase during which the power plant is operated over its useful life We consider development to mean the time

after initial exploration is complete but before the plant is placed into service The order in which development

activities are conducted may vary depending on the unique characteristics of each site

Site Identification and Evaluation

The first step in the site identification and evaluation phase is the identification of potential project sites As

part of the identification process we incur variety of costs which may include costs for topographical studies

geological and geophysical studies rights to access and study properties technical materials and maps

Regardless of whether we pursue project at particular site all of the costs associated with the identification of

potential site are considered exploratory in nature and are expensed as incurred

The next step in the site identification and evaluation phase is land acquisition pursuant to which we

acquire land lease land or otherwise obtain the appropriate property interests to develop potential project

Lease acquisition costs including lease bonuses legal costs permit costs and the fair value of other forms of

compensation to acquire leases are capitalized as power project leases when incurred The power project leases

are not amortized until the related power plant constructed on the leased property is placed in service At that

time the related power project leases are capitalized as geothermal property plant and equipment and amortized

over the estimated useful life of the geothermal power plant From time to time we also purchase land outright to

develop Any land we purchase outright is not amortized and is stated in our financial statements at historical

cost

Once we have acquired aninterest in geothermal property we also incur costs to carry and maintain the

undeveloped property until we are in position to determine whether or not to pursue project on the property

These costs can include delay rentals certain taxes on the properties legal costs for title defense and the

maintenance of land and lease records All of these costs are expensed when incurred

After or occasionally prior to the time we acquire an interest in property we conduct additional internal

and external studies to determine whether to initiate the development of project at the site As part of this

process we may drill slim holes or conduct other activities to help identify the general location and

characteristics of the potential geothermal resource All of these costs including slim holes are considered

exploratory in nature and are expensed as incurred

Well Drilling and Plant Construction

We only decide to pursue project at site if we determine with high degree of confidence that the

site contains an adequate renewable geothermal resource to support power plant that will continually produce

electricity without any substantial degradation of the heat resource and iiwe can effectively transmit and sell
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the electricity generated at facility Once we have made this determination for site the project begins the

second development phase which consists of drilliiag production and reinjection wells as well as constructing

the power plant transmission lines and pipe1ines from the well field to the power generating units

Before drilling and construction can begin we must obtain the appropriate permits Permitting costs are

capitalized as part of the project costs We capitalize permitting costs and record them as either well field

development-in-progress or construction-in-progress

After obtaining appropriate permits we begin to develop the well field for the project by drilling large

diameter production holes In general these holes are 20 to 22 inches in diameter at the surface and telescope

down to between nine and fourteen 14 inches depending upon the depth of the well and other conditions

Each hole we drill will result in either production well reinjection well or an unsuccessful well Production

wells and reinjection wells will ultimately be used in the production of electricity at the geothermal power plant

Therefore drilling costs for production wells and reinjection wells are capitalized Drilling costs associated with

unsuccessful wells are expensed in the period in which we determine they cannot be used in the production of

electricity Capitalized costs associated with well field development-in-progress are reclassified as geothermal

property plant and equipment once the plant is placed in service and amortized over the estimated useful life of

the plant or 35 years

Construction of the geothermal power plant the related transmission lines and the required substation

normally occur either concurrent with or subsequentto the drilling of the production and reinjection wells The

costs associated with construction of the power plant and related transmission lines are accumulated and

capitalized over the construction period We begin to depreciate the construction related costs over the estimated

useful life of the plant once the power plant is placed in service The estimated useful life of our power plants is

estimated to be 35 years

As part of the financing for project we incur costs to obtain report from an independent engineer

verifying the production capacity of the well field The costs associated with the engineers report are expensed

as consulting costs and other financing-related costs such as legal costs broker fees and accounting fees are

capitalized when incurred

Although we placed the Thermo No plant in service in the first quarter of 2009 we have experienced

certain difficulties inramping up the production of electricity at the Thermo No plant to full capacity In light

of these difficulties we have drilled additional new wells and performed certain recompletion work to stimulate

and improve the existing wells to increasethe output of electrical production at the power plant since we placed

the power plant into service The costs associated with the additional drilling and recompletion work are also

capitalized as betterments that increase production and the useful life of the wells as incurred These costs are

amortized over the estimated useful life of our power plants or 35 years We have made significant judgments

with respect to the capitalization of drilling costs Our financial results could differ if we had made different

judgments relating to the capitalization of drilling costs or if managements judgments prove to be incorrect

Certain tax incentives are available to us through these renewable
energy projects Some of these tax

incentives such as the Internal Revenue Code Section 45 production tax credit have placed in service

deadlines in order to qualify for such incentives We have incurred and may incur in the future significant

additional costs during this phase in order to meet the placed in service deadline In 2008 the deadline for use of

the production tax credit relating to geothermal power plants was extended to December 31 2013 subject to

future extensions Also refer to discussion of the U.S Department of Treasury grant under Section 1603 of the

Recovery Act below
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Production Phase

The final phase of project is the energy production phase The energy production phase begins when the

plant begins selling electricity to third party in accordance with power purchase agreement Operating costs

incurred during the energy production phase are expensed as incurred Prepaid commissions if any pursuant to

power purchase agreements relating to the project are amortized over the life of agreements In April 2009 we

began selling electricity produced at the Thermo No plant to the City of Anaheim Accordingly we also began

amortizing prepaid commissions over the life of the power purchase agreements

Capitalization of Costs

Our determination to move forward with the
process to construct the power plant transmission lines

production wells and pipelines for geothermal power project is based on managements determination with

high degree of confidence that given site contains adequate renewable geothermal resources to support plant

that will continually produce electricity without any substantial degradation of the heat resource This

determination involves significant management judgment and is based on the information available at the time

Once this determination has been made we begin to capitalize certain construction-related costs Although

managements determination to proceed with construction activities and capitalize construction-related costs is

based on high degree of confidence that sufficient geothermal resource exists the information available and

the uncertainties associated with potential geothermal resources could later prove our managements judgments

to be incorrect If managements judgments with respect to project prove to be incorrect we may have to

write-off significant costs associated with that project that were previously capitalized which could have

material adverse effect on our results of operations

With respect to the power generating units at our Thermo No plant we expect to incur maintenance costs

each five years to maintain the optimal operating efficiency of the power plant Under current accounting

guidance we may elect to either capitalize the planned major maintenance costs and amortize the costs over the

five year period or expense the costs when incurred We estimate that the actual planned major maintenance costs

may range between $3.0 million and $4.0 million at each planned maintenance event Since the PureCycle units

are based upon new technology there is no historical basis to estimate what the actual costs will be Therefore

we have elected to recognize the planned major maintenance costs when incurred which will have the effect of

increasing the operating costs in those years
that the planned major maintenance costs are incurred

Interest costs associated with the development of our well fields and construction of our power plants are

capitalized during the period for which the development and construction activities are in progress Interest

ceases to be capitalized when the power plant is placed in service See Note Geothermal Property Plant and

Equipment Note Geothermal Well FieldDevelopment-in-Progress and Note Power Project

Construction-in-Progress for amounts of interest capitalized
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Property plant and equipment

Property plant and equipment are stated at cost Geothermal power plants and related transmission

equipment production and re-injection wells and power project leases for properties on which the applicable

geothermal power plant and related wells are located are capitalized at cost and depreciated or amortized over the

estimated useful life of the geothermal power plant when it is placed in service Equipment is recorded at cost

and is depreciated over the estimated useful life of the related asset Depreciation and amortization are computed

using the straight-line method for financial reporting purposes The estimated useful lives are as follows

Office software 3-5 years

Office equipment 3-7 years

Engineering software 5-7 years

Engineering equipment 3-7 years

Demonstration vehicles 5-7 years

Marketing equipment 3-7 years

Geothermal power plants transmission equipment

production and re-injection wells and power project

leases 35 years

As of December 31 2009 only the Thermo No plant had been placed in service

Depreciation expense for the years ended December 31 2009 2008 and 2007 totaled $2551444 $277300

and $245800 respectively

Expenditures for repairs and maintenance are charged to expense when incurred Expenditures for major

renewals and betterments that extend thu useful lives of existing equipment are capitalized and depreciated

Leasehold improvements are depreciated over the remaining life of the lease Upon retirement or disposition of

equipment the cost and related accumulated depreciation are removed from the accounts and any resulting gain

or loss is recognized in the consolidated statements of operations

With respect to the power generating units at our Thermo No plant we expect to incur maintenance costs

each five years to maintain the optimal operating efficiency of the power plant We elected to expense our

planned major maintenance the costs when incurred

Intangible Assets

Costs of internally developing maintaining or restoring patents and trademarks that are specifically

identifiable and have determinate lives are capitalized The costs of patents are amortized on straight-line basis

over the estimated useful life or 20 years from the date of the first filing The costs of trademarks are capitalized

but not amortized because their useful lives are indefinite

We assess recoverability of our patents by determining whether the amortization of the balance over its

remaining life can be recovered through undiscounted future operating cash flows The amount of impairment if

any is measured based on projected discounted future operating cash flows using discount rate which reflects

our average cost of funds

Costs incurred to acquire the global heat transfer technology license have been capitalized and amortized on

straight-line basis over the estimated useful life of the related patents underlying and accompanying the license

or 11.5 years
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Costs incurred with obtaining water rights and easements are capitalized and not amortized due to the

non-depreciable nature of the asset Costs to extend or renew the water rights and easements are expensed

accordingly When management determines that the water rights and easements are no longer required the

previously capitalized costs are expensed accordingly

We periodically review intangible assets for impairment Abandoned or permanently impaired intangible

assets are written off and expensed in the period when the impairment occurs

Our power project leases are considered contract-based intangible assets and the costs to acquire the power

project leases are capitalized accordingly Costs incurred to extend the terms of the power project lease are

considered to be delay rentals and are expensed when incurred Impairment of the power project leases is

evaluated in accordance with accounting guidance which consists of comparison of the fair value with its

carrying amount at the balance sheet date In accordance accounting guidance we evaluated our intangible assets

as of December 31 2009 for impairment and determined that none of our intangible assets were impaired

Deferred Finance Costs

Deferred finance costs are recorded at cost and include costs relating to undertaking debt financing

activities Deferred finance costs are amortized over the life of the maturity of the respective debt based upon the

interest method of accounting and recorded as interest expense Original issue discounts are recorded as

reductions to the related long-term debt for financial statement purposes
and accreted up to the face value of the

respective debt instrument over the life of the maturity of the respective debt and recorded as interest expense

Costs associated with equity financings are recorded as reduction of additional paid in capital If related

financing is not successfully completed these costs will be expensed in the period when the related financing is

determined to be unsuccessful At December 31 2009 our deferred finance costs totaled $6.9 million The

acceleration of debt terms or extinguishment of debt related to those financing fees would result in accelerating

the recognition of interest expense in the period in which the event occurred

Impairment of Long-Lived Assets

We periodically review our long-lived assets including our well field drilling costs geothermal power plant

and transmission line construction costs equipment and certain intangible assets for impairment when events or

changes in circumstances indicate that the carrying value of an asset may not be recoverable We evaluate at

each balance sheet date whether events and circumstances have occurred that indicate possible impairment

The carrying value of other long-lived assets such as the well field drilling costs geothermal power plant

transmission line construction costs equipment and certain intangible assets is considered impaired in

accordance with applicable accounting guidance when the anticipated cumulative undiscounted cash flows of the

related asset or group of assets is less than the carrying value In that event loss is recognized based on the

amount by which the carrying value exceeds the estimated fair value of the long-lived asset using discount rate

which reflects our average cost of funds We also exercised significant judgments including the assumption that

our geothermal power plant will produce electricity over 35 years power purchase agreement will be renewed

after its expiration at or near the then current terms of our current power purchase agreement the maintenance

costs associated with keeping the power generating units in operating condition after expiration of our current

maintenance agreement in 10 years
will be adjusted downward to reflect our expected internal costs and

escalated at the current contracted rates of the current maintenance agreement over the estimated useful life of

the plant over 35 years
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In accordance with accounting guidance we evaluated our long-lived assets for impairment as of

December 31 2009 and determined that none of our long-lived assets analyzed in 2009 have been impaired

However management has exercised significant judgments with respect to our assumptions included in our

impairment analysis If these judgments prove to be incorrect and result in an impairment of our long-lived

assets it could have material negative impact on our results of operations and financial position

For further discussion of the impairment of our well costs refer to Note Geothermal Property Plant and

Equipment We also determined in the fourth quarter of 2009 that none of our current wells at our Thermo

No plant should be expensed as non-commercial wells at this time We will continue to monitor the production

levels of our well for future impairment

Asset Retirement Obligations

We have incurred certain liabilities related to the retirement of assets in connection with drilling wells and

constructing the Thermo No plant These liabilities include our obligations to plug wells upon termination of

our operating activities dismantle geothermal power plants upon cessation of operations and perform certain

remedial measures related to the land on which such operations were conducted When new liability for an

asset retirement obligation is recorded we capitalize the costs of such liability by increasing the carrying amount

of the related power project lease Such liability is accreted to its future value each period and the capitalized

cost is amortized over the useful life of the related geothermal power plant or 35 years As of December 31

2009 the present value of our asset retirement obligations total $2.7 million At retirement we will either settle

the obligation for its recorded amount or incur gain or loss with respect thereto as applicable Revisions in

estimated asset retirement obligations may result from changes in estimated inflation rates discount rates

estimated inflation rates retirement costs and the estimated timing of settling asset retirement obligations

Derivative Financial Instruments

During the normal course of business from time to time we issue warrants and options to vendors as

consideration to perform services or settle outstanding debt We may also issue warrants as part of debt or

equity placement offering We do not enter into any derivative contracts for speculative purposes

Warrants that contain round down or price reset features are subject to classification as liabilities for

financial statement purposes Beginning in 2009 as required by the Derivatives and Hedging Topic of the FASB

Accounting Standards Codification we began accounting for our warrants with exercise price reset features as

liabilities These liabilities are measured at fair value with the changes in fair value at the end of each period

reflected as current period income or loss unless the derivatives qualify as hedges of future cash flows and are

accounted for as such For warrants that contain certain conditions resulting in the price reset feature becoming

fixed upon contingent event the fair market value of the warrant liability on the date of the triggering event is

reclassified to equity and the liability account is reduced accordingly We utilize the Black-Scholes option

pricing model or Binomial pricing model to compute the fair value of the liabilities associated with the

outstanding warrants depending upon the complexity of their contractual terms In computing the fair value of

the warrants liabilities at the end of each period we use significant judgments with respect to the risk free interest

rate the volatility of our stock prices and estimated life of the warrants The effects of these judgments if

proven incorrect could have significant negative impact to ourfinancial statements For further discussion

refer to Note 17 Warrants and Note 19 Fair Value Measurements
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Income Taxes

We recognize deferred income tax assets or liabilities for the expected future tax consequences of events

that have been recognized in the consolidated financial statements or income tax returns Deferred income tax

assets or liabilities are determined based upon the difference between the financial statement and tax basis of

assets and liabilities using enacted tax rates expected to apply when the differences are expected to be settled or

realized Deferred income tax assets are reviewed periodically for recoverability and valuation allowances are

provided as necessary
We classify penalties and interest in general and administrative expenses

Revenue Recognition

Revenue is recognized when earned in accordance with applicable accounting standards and guidance

including Staff Accounting Bulletin or SAB No 104 Revenue Recognition as amended

Revenue generated through our Power Systems segment is expected to be primarily through the sale of

electricity in accordance with power purchase agreements we have executed or intend to execute with investor

owned utilities and municipalities In April 2009 we began generating and selling electricity from our Thermo

No plant to the City of Anaheim Pursuant to our power purchase agreement with the City of Anaheim we are

required to deliver electricity and the related renewable energy
credits produced by our Thermo No plant

While the electricity is delivered daily the renewable energy credits are due monthly Revenue related to the sale

of electricity and delivery of the renewable energy credits are recorded based upon electricity output delivered at

rates specified under relevant contract terms in accordance with our power purchase agreement In the State of

California the renewable energy credits cannot be sold separately from the electricity and must be sold under an

executed power purchase agreement In addition the City of Anaheim has no right of return under the power

purchase agreement Accordingly the renewable energy credits are not considered to be separate unit of

accounting from the electricity Therefore we recognize revenue upon delivery of the electricity

Prior to April 2009 we began generating and transmitting nominal quantities of test electricity at our

Thermo No plant however we recognized no revenue from the production of this test electricity The power

purchase agreement wIth the City of Anaheim is exempt from derivative treatment due to the normal sales

contract exception Management has made judgments with respect to the classification of the power purchase

agreement with the City of Anaheim as normal sales contract The effect of these judgments if incorrect could

have negative impact on the revenue recognized in our financial statements

However since the Thermo Stibsidiary is consolidated entity these intercompany revenues and fees are

eliminated in consolidation

Revenue from our Transportation Industrial segment is generated or expected to be generated from

the sale of prototypes of ouç motors or PFTEV dernonstratiQn vehicles to private companies for testing and

simulation and from fee and royalties generated by the sales of products and solutions of our licensed

manufacturing partners Revenue from subcontracted engineering services is recognized under the percentage of

completion method Costs incurrd to achieve thç performance criteria are deferred and recognized concurrent

with the recognition of revenue unless they are determined to be unrecoverable For contracts in which the fee is

estimated to equal 100% of the cost to complete the contract we recognize revenue as the cost is incurred to

complete the project using zero as our estimate of profit under the percentage-of-completion method If estimated

costs exceed projected revenues for reporting period we recognize loss on the contract Under the percentage

of completion method changes in the estimated time and cost to complete the contract may affect the time period

over which the unrecognized revenues and related costs are recognized

The revenue from the sale of prototypes is recognized when the prototype is delivered to the customer We

accepted an initial deposit of $200000 for production of two extended range PHEVs The initial deposit was

F-23



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial Statements.Continued

recorded as unearned revenue until the vehicle is delivered Revenue will be recognized pursuant to the

percentage of completion method described above If we accept deposits for vehicles and we are ultimately

unable to deliver the deposit is returned

Cost of Revenue

Cost of revenue includes direct costs attributable to our operating geothermal power plant including

operation and maintenance expenses such as depreciation and amortization salaries and related employee

benefits equipment expenses costs of parts and chemicals costs related to third-party services lease expenses

royalties startup and auxiliary electricity purchases property taxes insurance and certain transmission charges

Payments made to government agencies and private entities on account of site leases where plants are located are

also included in cost of revenue Royalty payments included in cost of revenue are made as compensation for

the right to use certain geothermal resources and are paid as percentage of the revenue derived from the

associated geothermal nghts

Equity Based Compensation

From time to time we issue stock and option awards to employees as compensation for their employment

We record equity based compensation for employees at the fair value of the stock or option award on the grant

date The fair value is recognized over the requisite service penod of the employee Compensation expense is

adjusted for equity awards that do not vest due to the fact that service or performance conditions are not satisfied

However compensation expense already recognized is not adjusted if market conditions are not met such as

when stock options expire out of the money or when options expire unexercised

For performance-based equity compensation management assesses the likelihood that the event will

successfully occur and computes the fair value of the instrument at each quarterly balance sheet date When the

performance is assessed as probable expense is recognized on pro rata basis over the estimated service

period When the performance is assessed as less than probable no expense is recognized

From time to time we issue shares of common stock stock options to purchase shares of common stock

and warrants containing underlying shares of our common stock as payment for services or purchase of assets to

certain service providers contractors and other non-employees We record equity compensation for stock stock

options or warrants issued for services based upon the fair value of the instruments on the earlier of the date of

performance commitment agreement or the date when performance is completed Expense is recognized over the

requisite service period of the stock award

Stock issued for the purchase of assets or settlement of debt is also valued based on the fair value of the

stock on the date the stock is issued or required to be issued per the purchase agreement or the fair value of the

assets acquired whichever is more readily determinable The assets purchased or the amount of debt settled are

recorded based on the more readily determinable fair value of the stock issued or price of the assets acquired or

amount of the debt settled

See Note 16 Common Stock for more information regarding our stock compensation plans
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Options and warrants granted to employees and contractors are valued by applying the fair value based

method to stock-based compensation in each period utilizing the Black-Scholes option pricing model generally

accepted valuation model for determining the fair value of options The maximum term of each option is ten

years With respect to stock options granted and warrants issued during the years ended December 31 2009

2008 and 2007 we computed the fair value using the Black-Scholes option-pricing model computations were as

follows

Year ended December 31

2009 2008 2007

Risk-free interest rate 1.76 3.01% 0.93 3.4 1% 3.65 5.05%

Expected dividend yield
0.0% 0.0% 0.0%

Volatility
104 106% 97 105% 97 101%

Expected exercise life in years 6.5 2.0 6.0 4.0 6.0

The risk-free interest rate is based on yield curve of interest rates at the time of the grant based on the

contractual life of the option Expected dividend yield is based on our dividend history and anticipated dividend

policy Expected volatility is based on historical volatility for our common stock Expected exercise life is based

on management estimates of future attrition and early exercise rates giving consideration to employee exercise

behavior since filing of our initial S-8 registration statement for our Amended and Restated 2004 Long Term

Incentive Plan on March 2005

Research and Development

Research and development costs are charged to expense
when incurred

Loss per Share of Common Stock

The computation of basic loss earnings per common share is based on the weighted average
number of

shares outstanding in accordance the Earnings per Share Topic of the FASB Accounting Standards Codification

Stock warrants stock options and unvested share awards are not included in the calculation of dilutive loss

per common share because we have experienced operating losses in all periods presented and therefore the

effect would be anti-dilutive

Unvested stock grants totaling 130000 shares and 30084 shares were outstanding on December 31 2009

and 2008 respectively Since these unvested stock grants were granted to employees and Board of Directors and

would participate in dividends if declared as defined in the share grant agreements they were included in the

net loss per share computation Our common stock underlying the call spread option transaction and forward

stock purchase transaction would be recorded as treasury stock when delivered and therefore would be excluded

from the calculation of diluted net loss per share because their effect is anti-dilutive Also see Note 18 Net Loss

per Common Share of Common Stock for potentially dilutive shares

Noncontrolling Interest in Consolidated Entities

The accompanying consolidated financial statements include all assets liabilities revenues and expenses
in

our Thermo Subsidiary that we control but own less than 100% Accordingly we recorded noncontrolling

interests in the earnings and equity of that subsidiary We record adjustments to noncontrolling interest for

allocable portions of income and loss to which the noncontrolling interest holders are entitled plus an allocable

liquidated book value based upon contractual liquidation preference arrangements

The Thermo Financing Agreements contain certain complex liquidation preference provisions which

required certain distributions to each of the members of the Thermo Subsidiary in the event that liquidation
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would occur According to the Thermo Financing Agreements upon liquidation of the Thermo Subsidiary and
after payment of all outstanding debt any remaining funds would be distributions distributed in the following

manner first to both the Class Member and the Class Member in the amount of the agreed upon initial

capital contributions for tax purposes ii second to the Class Member so that any shortfall in achieving its

target internal rate of return of 15% would have been achieved and iiithird to both the Class Member and

the Class Member with an allocation of 5% to the Class Member and 95% to the Class Member To

determine the non-controlling interest we utilized hypothetical liquidation at book value methodology at each

balance sheet date For the period ending March 31 2009 we modified our hypothetical liquidation at book

value methodology to include the recast-financial-statements approach Under the hypothetical liquidation

methodology we utilized the recast-financial-statements approach which captured the initial relevant fair values

of the assets and liabilities and follows generally accepted accounting principles for any additional transactions

We believe that the recast-financial-statements approach closely reflected the Class Members claim on the

Thermo Subsidiarys book value at each balance sheet date because the tax equity financing documents with the

Class Member contained liquidation preference According to the recast-financial-statements approach upon

the initial sale of the membership interests the assets and liabilities are hypothetically liquidated at the recast

book value at the end of each period and the portions of the Class Members claim relating to liquidation

preferences are recorded as gains or losses Because we have modified our hypothetical liquidation at book value

methodology for the period ending March 31 2009 certain differences resulted in the Non-controlling interest

balance at March 31 2009 as compared to the balance at December 31 2008 and September 30 2008 We
treated these differences as correction of an error and such differences resulting from the modification to our

methodology resulted in immaterial differences to the prior and current year disclosure

As noted above on December 2009 we entered into series of agreements with the Class Member that

amended the provisions August 2008 Thermo financing arrangements These amendments were necessary to

allow the Thermo Subsidiary to apply for grant under Section 1603 of the Recovery Act Pursuant to the

amendments we transferred the cost overruns net of amortization incurred as the EPC contractor on the Thermo

No plant to the Thermo Subsidiary totaling approximately $25.9 million On December 2009 we also

amended the LLC Agreement in which the Class member withdrew from the Thermo Subsidiary and the tax

benefit andprofit/loss allocations changed to 0% to the Class Member and 100% to the Class Member to be

effective on December 11 2009 Accordingly we computed the final hypothetical liquidation at book value

balance on December 11 2009 and the noncontrolling interest was eliminated The difference between the

redemption amount for the Class Member and the norcontrolling interest at December II 2009 was recorded

as additional paid in capital For further discussion of noncontrolhng interest see Note 14 Noncontrolling

Interest below

We exercised significant judgments in computing the hypothetical liquidation at book value financial recast

method including the amortization of the basis difference required by the financial recast method over 20 years

Department of Treasury Grant under Section 1603 of the Recovery Act

Pursuant to the Recovery Act an owner of qualified geothermal power plant may elect to receive grant

from the U.S Treasury Department of up to 30% of certain qualifying construction and drilling costs in lieu of

claiming either ITCs or the PTC The amount of the grant for qualified geothermal power plant is up to 30% of

the cost of qualifying geothermal property placed in service in 2009 or 2010 or placed in service before 2014 if

construction begins in 2009 or 2010 Grants are to be paid60 days after the later of the date of the application for

the grant is deemed complete or the date the project is placed in service

We qualified for U.S Treasury grant totaling $33.0 million We elected to reduce the cost basis of our

Thermo No plant by the amount of the grant we received from the U.S Department of Treasury Grants under
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Section 1603 of the Recovery Act on the date the Grant was deemed complete by the U.S Department of

Treasury By electing to reduce the cost basis the depreciation expense going forward will also be reduced by

approximately $0.8 million per year An altemative method would be to record the amount received from the

grant as deferred credit and amortize it over the useful life of the Thermo No plant on straight-line basis

We elected to reduce the cost basis of our Thermo No plant because this approach more accurately reflects the

reimbursement nature of the grant Had we elected to amortize deferred credit over the estimated life of the

plant instead of reducing the cost basis of the Thermo No plant and decreasing the amount of the depreciation

the net effect to net income or loss would be zero For further discussion of the Grant please refer to Note

Federal Grant Receivable and Note Geothermal Property Plant and Equipment below

Note Federal Grant Receivable

As noted above pursuant to the Recovery Act an owner of qualified geothermal power plant may elect to

receive grant from the U.S Treasury Department in lieu of claiming either the ITC or the PTC For

geothermal project the amount of the grant is 30% of the cost of qualifying geothermal property placed in

service in 2009 or 2010 or placed in service before 2014 if construction begins in 2009 or 2010 Grants are to be

paid 60 days after the date the U.S Treasury Department deems the application is properly submitted and

complete All or some of the grant is subject to recapture if the property eligible for the grant is sold or otherwise

disposed or ceases to be eligible property within five years after being placed in service None of the grant

should be included in federal taxable income but may be included in applicable state taxable income

On December 2009 we submitted our application for U.S Department of Treasury grant
under

Section 1603 of the Recovery Act the Grant totaling approximately $33.0 million On February 19 2010 we

received the Grant totaling $33.0 million Although the actual Grant was not received until February 19 2010

the Grant was deemed completed by the U.S Department of Treasury on December 22 2009 Accordingly we

recorded the federal grant receivable on December 22 2009

We elected to reduce the cost basis of our Thermo No plant by the amount of the capital expenditures

included in our Geothermal property plant and equipment account that qualified for reimbursement under the

Grant Accordingly we reduced the cost basis of our Thermo No plant by $29.2 million

In addition certain of the capital expenditures that qualified for tax purposes had previously been expensed

for book purposes Accordingly for those capital expenditures that had been previously expensed for book

purposes we recorded Gain on Federal Grant totaling $3.0 million For further discussion of the Grant

please refer to Note Geothermal Property Plant and Equipment below

The following table sets forth the total capital expenditures that qualified for the Grant

Qualifying Amount

Capital Receivable from

Expenditures 30% Grant

Intangible drilling costs 35194823 $10558448

Tangible drilling costs 6005800 1801740

Engineering and plant construction costs 58604317 17581295

Previously expensed costs 10162020 3048606

Total qualified costs $109966960 $32990089
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Note Restricted Short-Term and Long-Term Marketable Securities

On March 26 2008 we sold $50.0 million aggregate principal amount of our Convertible Notes pursuant to

the terms of purchase agreement dated March 19 2008 the Purchase Agreement between Merrill Lynch
Co Merrill Lynch Pierce Fenner Smith Incorporated the Initial Purchaser or Merrill Lynch and us On

April 2008 we sold an additional $5 million aggregate principal amount of the Convertible Notes pursuant

to the exercise of the Initial Purchaser overallotment option The accrued interest payments on the Convertible

Notes are due semi-annually on October and April of each
year

from October 2008 until April 2013

On March 26 2008 we used approximately $7.9 million of the proceeds from the Convertible Notes to

purchase four discounted U.S Treasury Strips that have coupon dates and coupon amounts that correspond with

the amount of interest payable at each semi-annual payment date of the Convertible Notes On April 2008 we
also purchased additional U.S Treasury Strips totaling approximately $0.8 million to secure the first four interest

payments on the additional $5.0 million of Convertible Notes Under the Pledge and Escrow Agreement we are

required to hold these securities to maturity Accordingly the discounts are amortized over the period Of the

coupon and recognized as interest income The short-term marketable securities at December 31 2009 were as

follows

Principal Coupon
Maturity Amount Cost Coupon Date Amount

Short-term portion

03/15/10 $2000000 $1933080 04/01/10 $2000000
03/15/10 200000 194420 04/01/10 200000

2127500
Discount amortization 63839

Total at December 31 2009 $2191339

Interest payments on the Convertible Notes during the years ended December 31 2009 and 2008

respectively totaled $4400000 and $2261556

Note Geothermal property plant and equipment net

The Thermo No plant was placed in service during the first quarter of 2009 Accordingly we reclassified

our related power project lease acquisition costs from the Power project leases and prepaid delay rentals

account well field drilling costs from the Geothermal well field development-in-progress account and power

plant construction and transmission equipment costs from the Power project construction-in-progress account

to the Geothermal property plant and equipment account in accordance with our company policy

Accordingly we began to amortize the capitalized costs related to the power plant over the estimated useful life

of the Thermo No plant in the second quarter of 2009 The useful life of the Thermo No plant is estimated to

be 35 years

During the year ended December 31 2009 we delivered 25200 MW hours of electricity to the City of

Anaheim Thus far we have beenunable to operate the plant at full capacity due to insufficient heat and flow

from the production wells that provide geothermal water to the plant In the fall of 2009 we undertook

comprehensive review of the plant and well field operations at the Thermo No plant and together with outside

experts and our financing partners developed plan for increasing the output of the Thermo No plant The key

component of this plan was to re-work certain wells in order to eliminate down flow of shallower cooler zone

of geothermal fluids which was mixing with the deeper hotter zones In general this cooler zone contains

F-28



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial StatementsContinued

geothermal fluids in the
range

of 200 while the deeper zone contains temperatures greater than 300 Fahrenheit

We believe that well field work and optimization of certain operations at the plant have the potential to

significantly increase the net power production from the plant during 2010 However we have not completed all

of the
necessary

well field or plant work and testing and we cannot be certain the changes will allow us to

significantly increase the power production at the Thermo No plant Although our efforts to increase the

temperature of the well field is taking longer than originally anticipated and additional work may be necessary to

improve the output of the wells we continue to believe that we can significantly increase power production at the

Thermo No plant and eventually be able to operate the Thermo No plant at its full designed capacity of 11

MW

Because we have experienced these difficulties in order to improve our production levels we have incurred

significant construction well field drilling and transmission equipment costs to improve the current levels of

production through December 31 2009 These costs have been capitalized directly into the Geothermal

property plant and equipment account in accordance with our company policy and depreciated accordingly

As noted above pursuant to the Recovery Act an owner of qualified geothermal power plant may elect to

receive grant from the U.S Treasury Department in lieu of claiming either the ITC or the PTC For

geothermal project the amount of the grant is 30% of the cost of qualifying geothermal property placed in

service in 2009 or 2010 or placed in service before 2014 if construction begins in 2009 or 2010 Grants are to be

paid 60 days after the date the U.S Treasury Department deems the application is properly submitted and

complete All or some of the grant is subject to recapture if the property eligible for the grant is sold or otherwise

disposed or ceases to be eligible property within five
years

after being placed in service None of the grant

should be included in federal taxable income but may he included in applicable state taxable income Currently

the federal grant is not taxable in the State of Utah

On December 2009 we submitted our application for U.S Department of Treasury grant under

Section 1603 of the Recovery Act the Grant totaling approximately $33.0 million On February 19 2010 we

received the Grant totaling $33.0 million Although the actual Grant was not received until February 19 2010

the Grant was deemed completed by the U.S Department of Treasury on December 22 2009 Accordingly we

recorded the receivable on December 22 2009

We elected to reduce the cost basis of our Thermo No plant by the amount of the capital expenditures

included in our Geothermal property plant and equipment account that qualified for reimbursement under the

Grant Accordingly we reduced the cost basis of our Thermo No plant by $29.2 million We will also decrease

depreciation expense on go forward basis and depreciate the net capitalized costs of the Thermo No plant as

of December 22 2009 over its remaining useful life on straight-line basis For further discussion of the federal

grant please refer to Note Federal Grant Receivable above
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The table below sets forth the capitalized costs relating to our geothermal property plant and equipment

after reducing the costs by the amount of the federal grant
received as of December 31 2009

December 31
2009

Thermo No Plant

Power project lease acquisitions 2514581

Well field drilling costs 31813747

Power plant 43046.062

Transmission equipment 5301379

Accumulated depreciation 2242172

Net geothermal property plant and equipment $80433597

Thermo No Construction Costs

We purchased PWPS power generating units for the construction of our Thermo No plant Fifty of these

power generating units were installed at the Thermo No plant In addition to the power generating units

construction costs include the construction of cooling tower pipelines from the well field to the power

generating units electronic monitoring equipment buildings to house the equipment office space fences and

roadways to the Thermo No plant

The Thermo No plant construction costs included costs to construct transmission lines connecting

substations and electrical lines from the substation to the well pumps In order to connect geothermal power

plant to the existing power lines we must construct transmission lines from the plant to the local utility

interconnection point We also must construct substation at or near the facility that will increase the voltage

from the generation facility to match local utility transmission voltages We completed construction of

approximately 6.5 miles of transmission lines for the Thermo No plant and the associated substation and other

interconnection lines with the plant We capitalized approximately $5.5 million of direct costs associated with the

construction of these transmission lines and substation

Thermo No Wells

At our Thermo No plant as of December 31 2008 we had completed the drilling of five wells that had

been identified as production wells two wells that had been identified as reinjection wells one cold water well

that is utilized for the cooling towers and two wells that we have determined to be non-commercial wells These

two non-commercial wells were expensed in 2008

During 2009 we drilled two additional wells that we expect to use as production wells pending completion

of testing Although we had completed the initial drilling of both wells by December 31 2009 based upon our

limited capital resources we have not been able to fully evaluate the commercial viability of both wells Both

wells initially demonstrated potential production level properties relating to heat and flow of the geothermal

fluids However the initial heat levels in both wells are currently at levels which would only marginally increase

the production of electricity Additional time and work is required to fully assess the commercial viability of both

of these wells Accordingly both of these wells have been classified as pending until we can fully evaluate the

heat and flow characteristics No additional wells were being drilled at December 31 2009 Capitalized interest

included in the costs of the Thermo No geothermal property plant and equipment totaled $1713145
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The following table is roll forward of the capitalized well costs for pending wells at the Thermo No
plant for the years ended December 31 2009 and 2008 respectively

Thermo No plant

Balance at December 31 2007 1720691
2008 Activity

Additions to capitalized well costs for pending wells 39642671
Wells charged to expense 10622102
Reclassification of capitalized well costs from pending wells to

wells used in production 28842583

Balance at December 31 2008 1898677

2009 Activity

Additions to capitalized well costs for pending wells 8011669
Wells charged to expense

Reclassification of capitalized well costs from pending wells to

wells used in production

Balance at December 31 2009 9910346

In December 2008 we completed the testing of our PWPS power generating units and began generating and

transmitting nominal quantities of test electricity As result of evaluating the combined production capacity

of the geothermal power plant and the combined electricity producing capacity of the production wells in

accordance with our policy we identified two completed production-sized wells at Thermo No that were

unlikely to be used for the production of electricity at the Thermo No plant Although one well initially

exhibited production level heat it was damaged and after rednlling and marginally restoring the well with the

assistance of independent consultants we determined that it should be expensed In addition the other well also

initially demonstrated marginal production capabilities however we also determined that the well would not

likely be used for the production of electricity Accordingly we expensed the wells at December 31 2008

totaling $10.6 million

Thermo No.1 Leases

After identifying the Thermo No prospect area we began acquiring geothermal rights Beginning in April

2007 we entered into several lease agreements with the State of Utah School and Institutional Trust Lands

Administration the State for geothermal rights in the Thermo No area totaling approximately 5500 acres in

Beaver and Iron Counties Utah The initial term of the geothermal leases is 10 years subject to extension for as

long as we are actively pursuing or generating electricity from the geothermal resources from the leased lands

Annual delay rental payments on the State of Utah leases are $1.00 per acre and are due on each anniversary date

until production begins If geothermal power plant is constructed which utilizes geothermal resources coverd by

the leases royalties are paid based on percentage of electrical sales from the plant

Additionally in September 2007 we entered into lease agreement with private landowner for

geothermal rights on approximately 11000 acres of land located in the Thermo area Through this lease we

acquired 75% undivided interest in the geothermal rights on the properties In October 2008 we acquired the

remaining 25% undivided interest via lease with another private entity The initial term of the lease with 75%
undivided interests is ten years The initial term of the lease with the 25% undivided interests is five years

Royalties are paid oil the leased properties on which the Thermo No plant is located and are based on

percentage of electrical sales from the plant The cumulative lease bonuses paid for both leases totaled $147800

We also capitalized the present value of our asset retirement obligation totaling $2.5 million that we assumed to
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plug our wells and decommission our geothermal power plant at the end of its estimated useful life This asset

retirement obligation is included in the carrying cost of the leased properties and amortized when the geothermal

power plant is placed in service over its estimated useful life of 35 years

Collateralized Thermo No Leases

On May 16 2008 we and our Thermo Subsidiary entered into financing commitment letter the Thermo

Commitment with Merrill Lynch relating to the project financing and tax equity funding for the Thermo No

plant On August 31 2008 we finalized the project financing arrangements for the Thermo No plant and

entered into the Thermo Financing Agreements that provide debt financing and tax equity capital for the Thermo

No plant

Pursuant to the Thermo Financing Agreements we agreed to contribute as Class membership equity

interests seven geothermal leases held by certain of our wholly owned subsidiaries to the Thermo Subsidiary

One of the geothermal leases contains the property totaling 1507 acres on which we had drilled wells that are

being developed as either production wells or re-injection wells for the Thermo No plant The other six

geothermal leases represent parcels of land surrounding the Thermo No plant area totaling 8892 acres

Collateral Parcels The Thermo Subsidiary also granted to Deutsche Bank the Collateral Agent security

interest and continuing lien on all of our right title and interest in the seven contributed geothermal leases to be

held as collateral by the Collateral Agent to secure prompt and complete payment when any and all of the

obligations become due

Pursuant to the Thermo Financing Agreements the Collateral Agent is instructed to release all liens and

return the Collateral Parcels to us when construction of the geothermal power plant is deemed to be substantially

complete Additionally the Collateral Agent is further instructed to remove all liens on approximately 867 acres

of the remaining leased property upon receiving certification from an independent geothermal engineer at any

time after 18 months that the geothermal resource is expected to remain viable long-term

Note Power Project Leases and Prepaid Delay Rentals

The first phase of our development and construction of our geothermal power projects is site identification

and evaluation The first step in the site identification and evaluation phase is the identification of potential

project sites As part of the identification process we incur variety of costs which may include costs for

topographical studies geological and geophysical studies rights to access and study properties technical

materials and maps Regardless of whether we pursue project at particular site all of the costs associated with

the identification of potential site are considered exploratory in nature and are expensed as incurred

The next step in the site identification and evaluation phase is land acquisition pursuant to which we

acquire land lease land or otherwise obtain the appropriate property interests to develop potential project

Lease acquisition costs including lease bonuses legal costs permit costs and the fair value of other forms of

compensation to acquire leases are capitalized as power project leases when incurred The power project leases

are capitalized but not amortized until the related power plant is placed in service At that time the related power

project leases are capitalized as geothermal property plant and equipment and amortized over the estimated

useful life of the geothermal power plant From time to time we also purchase land outright to develop Any land

we purchase outright is not amortized and is stated in our financial statements at historical cost

Our power project leases are considered contract-based intangible assets and the costs to acquire the power

project leases are capitalized accordingly Impairment of the power project leases is evaluated based upon
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Truckee area

Devils Canyon area

Trail Canyon area

Other areas

Total Nevada

New Mexico

Lightning Dock area

Total New Mexico

Greater Thermo and other areas

excluding Thermo No.1

Total Utah

Oregon

Klamath Falls area

Borax Lake area

Total Oregon

Total Power Project Leases

805905

45680

179593

437902

$1469080

comparison of the fair value with its carrying amount at the balance sheet date We evaluatedour power project

leases as of December 31 2009 for impairment and determined that none of our intangible assets were impaired

Once we have acquired an interest in geothermal property we also incur costs to carry and maintain the

undeveloped property until we are in position to determine whether or not to pursue project on the property

These costs can include delay rentals certain taxes on the properties legal costs for title defense and the

maintenance of land and lease records All of these costs are expensed when incurred

As part of our site identification and evaluation process as of December 31 2009 we had accumulated

large portfolio of geothermal interests in four western states in the United States that have the potential to provide

sufficient geothermal energy to operate binary cycle geothermal power plants In addition to our geothermal

interests in the United States in September 2008 we and Indonesia Power were selected as low bidders on

geothermal project in Indonesia As result both companies were awarded concession by the Indonesian

government that includes approximately 100000 acres of land that contains potential geothermal resources Once

we have obtained sufficient project financing we intend to pursue the exploration and development of our

geothermal concession Indonesia We are currently in discussions with Indonesia Power to form joint venture

subject to Board of Director approval

The following represent capitalized power project lease and acquisition costs by geographical area and by

general project area which include leases surrounding the target project development site at December 31 2009

normally the well field and power plant are designed to be drilled and constructed on leased properties between

480 and 1000 acres within the project site

Capitalized Prepaid

Power Project Lease Delay Total

Acquisition Rental Capitalized

State Acreage Costs Costs Costs

Nevada

16600 755905 $50000

995 45680

10640 179593

5325 437902

33560 $1419080 $50000
_________

2520 $4751863 $4751863

2520 $4751863 $4751863

145180 250003 250003

145180 250003 250003

984 10000 10000

37000 50000 50000

37984 60000 60000

219244 $6480946 $50000 $6530946

The Greater Thermo and other areas as used in this table excludes the Thermo No plant and parcels which

are in the closest proximity to the Thermo NO plant This acreage includes other parcels which we consider

F-33

Utah



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial Statements-Continued

part of the greater Thermo area Our holdings in the greater Thermo area total approximately 51000 acres The

typical project will generally have parcel of 480-1000 acres dedicated to it These larger acreage numbers

represent the total
acreage

of the leases on which these projects are currently being proposed However prior

to finalizing project financing for each of these we anticipating segregating these leases so that only small

portion 480 000 acres as stated above will be dedicated to typical 10 211 MW project

The following represent capitalized power project lease and acquisition costs by geographical area and by

general project area which include leases surrounding the target project development site at December 31 2008

normally the well field and power plant are designed to be drilled and constructed on leased properties between

480 and 000 acres within the project site

Capitalized Prepaid

Power Project Lease Delay Total

Acquisition Rental Capitalized

State Acreage Costs Costs Costs

Nevada

Truckee area 16600 734544 $50000 784544

Devils Canyon area 995 45680 45680

Trail Canyon area 10640 179593 179593

Other areas 5325 437912 437912

Total Nevada 33560 $1397729 $50000 $1
New Mexico

Lightning Dock area 2520 $4751863 $4751863

Total New Mexico 2520 $4751863 $4751863

Utah

Thermo area 25644 $2051076 $2051076

Other areas 135651 369975 369975

Total Utah 161295 $2421051 $2421051

Oregon

Kiamath Falls area 984 10000 10000

Total Oregon 984 10000 10000

Total Power Project Leases ... 198359 $8580643 $50000 $8630643

The Thermo area as used in this table includes the Thermo No plant and parcels which are in the closest

proximity to the Thermo No plant This acreage does not include other parcels which we consider part of

the greater Thermo area Our holdings in the immediate vicinity of the Thermo No plant and the greater

Thermo area total approximately 51000 acres The typical project will generally have parcel of 480-1000

acres dedicated to it These larger acreage numbers represent the total acreage of the leases on which these

projects are currently being proposed However prior to finalizing project financing for each of these we

anticipating segregating these leases so that only small portion 480-1000 acres as stated above will be

dedicated to the typical 10-20 MW project

Greater Thermo Area Leases excluding Thermo No leases

After identifying the Thermo prospect area we began acquiring geothermal rights Beginning in April 2007

we entered into several lease agreements with the State of Utah School and Institutional Trust Lands

Administration the State for geothermal rights in the Greater Thermo area of approximately 5500 acres in
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Beaver and lion Counties Utah The initial term of the geothermal leases is 10 years subject to extension for as

long as we are actively pursuing or generating electricity from the geothermal resources from the leased lands

Annual delay rental payments on the States leases are $1.00 per acre and are due on each anniversary date until

production begins If geothermal power plant is constructed which utilizes geothermal resource covered by the

leases royalties are paid based on percentage of electrical sales from the plant The leases provide rights to the

geothermal resource and rights to utilize the surface as necessary for the development of the geothermal rights

During 2008 we entered into three separate geothermal leases with private land owners in the Greater

Thermo area for $41200 covering approximately 10800 acres The initial terms of the leases are between five

and ten years subject to certain extensions Annual delay rentals for the three leases total $33300 and are due on

each anniversary date until production begins If geothermal power plant is constructed which utilizes

geothermal resource covered by the lease royalties are owed to the landowner based on percentage of electrical

sales from the plant

During 2009 we entered into two separate geothermal leases with private land owners in the Greater

Thermo area for $4500 covering approximately 475 acres The initial terms of the leases are ten years subject to

certain extensions Annual delay rentals for the two leases total $950 and are due on each anniversary date until

production begins If geothermal power plant is constructed which utilizes geothermal resource covered by the

lease royalties are owed to the landowner based on percentage
of electrical sales from the plant We continue

to pursue the acquisition of geothermal leases on other State parcels and geothermal leases with other private

landowners in the Thermo area

Our general strategy in the Thenno area has been to lease as much property as possible that we consider to

be located in the Greater Thermo resource We anticipate that each typical 10- 20 MW project will have smaller

portion of property dedicated to it typically 4801000 acres We expect to segregate these smaller parcels out

from the larger leased positions as we finalize the project financing for each individual project

Lightning Dock Area Leases

In 2007 we entered into an agreement to acquire GeoLectric LLC This agreement was later superseded by

our agreement to purchase BLM lease and other miscellaneous assets totaling $4260000 from subsidiary of

GeoLectric LLC the Purchase The expenses associated with the negotiation document preparation due

diligence and other acquisition related activities were capitalized as part of the land acquisition The Purchase

was subject to theBLM approval of the assignment of the BLM Lease from the subsidiary of GeoLectric LLC

to us On December 13 2007 the BLM approved the assignment of the BLM Lease to us which fulfilled the

condition required to complete the Purchase pursuant to the terms of agreement Under the assigned BLM Lease

we obtained rights to begin development of one or more geothermal power plants on the property located on

approximately 2500 acres in Hidalgo County New Mexico The initial lease term of the assigned BLM Lease

began in January 1979 and has been extended based upon certain conditions in the lease until January 2024

Annual delay rental payments of $5000 are required on each anniversary date until geothermal power production

has begun If geothermal power plant is constructed which utilizes geothermal resource covered by the lease

royalties are owed to the BLM based on percentage of electrical sales from the plant We have capitalized

certain legal fees directly associated with completing the Purchase and obtaining the BLM lease We also

capitalized the present value of our asset retirement obligation totaling $85600 that we assumed to plug certain

wells associated with the BLM property This asset retirement obligation is included in the carrying cost of the

leased properties and amortized when the geothermal power plant is placed in service over its estimated useful

life of 35 years

F-35



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial StaternentsContinued

With respect to the same 2500 acres in Hidalgo County New Mexico in January 2008 we also entered into

surface access and use lease agreement or surface lease agreement with private property owner in New

Mexico the New Mexico Property Owner and paid $320000to Obtain surface right-of-way access and

drilling rights The term of the surface lease agreement continues until our geothermal rights respective to the

BLM lease have expired Pursuant to the surface lease agreement we also obtained certain water rights at $0.50

per acre foot of water with minimum annual fee of $1000 during the term surface lease agreement which is

due on each anniversary date of the surface lease agreement

In August 2008 we paid $1200 as lease bonus and entered into ground lease agreement for 20 acres

with the New Mexico Property Owner The term of the ground lease agreement is indefinite as long as the power

plant transmission and related facilities on the leased property are producing or capable of producing electricity

from geothermal resources No annual payments are required for the ground lease agreement Under the ground

lease agreement we obtained the right to construct and operate geothermal power plant and transmission

facilities on the property

Kiamath Falls Area Leases

In January 2008 we paid $10000 as lease bonus and entered into geothermal lease with private land

owners for 984 acres approximately 13 miles south of Kiamath Falls Oregon The leased property is farm that

contains residential house barns hay storage sheds greenhouses and boi diesel plant Under the lease

agreement we obtained the right to begin development and construction of geothermal power plants The initial

lease term is 10 years subject to extension for as long as we are actively pursuing or generating resources from

the leased lands Annual delay rental payments of $1000 are due on each anniversary date until production

begins If geothermal power plant is constructed which utilizes geothermal resources covered by the lease

royalties are owed to the landowner based on percentage of electrical sales from the plant

Truckee Area Leases

In December 2006 we paid $25000 in cash as lease bonus to cover the first
year

rental obligation and

issue to the owner 25000 restricted shares of our common stock thathad fair value of $115250 on the grant

date to obtain the right to begin development and construction of geothermal power plants on three ranches in

central Nevada consisting of approximately 11 600 acres In August 2007 we also granted to the private property

owner 35 000 options at strike price of $15 10 representing the closing market
price on the date of the grant as

consideration to cancel previously awarded contingently vesting stock The fair value of the 35 000 options was

recorded as power project leases totaling $424 000 Annual delay rental payments total $34 800 on each

anniversary date until production of electricity begins If geothermal power plant is constructed which utilizes

geothermal resource covered by the lease royalties are owed to the landowner based on percentage of electrical

sales from the plant The terms of the lease agreement are for 50 years subject to extension for as long as we are

actively pursuing or generating resources from the leased lands Lease acquisition costs for the Truckee project

total $755900

In June 2007 we paid $40000 to the private land owner that held the geothermal rights and entered into

geothermal lease agreement for the same 11 600 acres described above Under the terms of this lease agreement

there are no delay rental payments Of the 11 600 acres of leased property approximately 000 acres have been

designated for the Truckee project In September 2007 we participated in United States Bureau of Land

Management BLM auction to obtain the geothermal development rights for certain parcels of land in the

Truckee project site We successfully won the bid for one parcel of land and entered into 10-year lease

agreement with the BLM covering total of approximately 5000 acres Our payment obligation under this lease
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was $55000 which was paid in the third quarter of 2007 Pursuant to the terms of the BLM leases annual delay

rental payments total $15000 If geothermal power plant is constructed which utilizes geothermal resources

covered by the lease royalties are owed to the BLM based on percentage of electrical sales from the plant

Devils Canyon Area Leases

In February 2007 we entered into lease agreement with private property owner covering approximately

155 acres in Devils Canyon Under the lease agreement we obtained the right to begin development and

construction of geothermal power plants The initial lease terms of the lease agreement is 10 years subject to

extension for as long as we are actively pursuing or generating resources from the leased lands Concurrently we

were assigned the rights of the private property owners BLM lease covering 240 acres Under the lease

agreement we obtained the rightto begin development and construction of geothermal power plants The

remaining lease terms of the BLM lease agreement is years subject to extension for as long as we are actively

pursuing or generating resources from the leased lands In June 2008 we leased an additional 600 acres of

private land from another private landowner adjacent to our previously leased property Under the lease

agreement we obtained the right to begin development and construction of geothermal power plants The initial

lease terms of the lease agreement is 50 years subject to extension for as long as we are actively pursuing or

generating resources from the leased lands Annual delay rental payments of $20000 are due on each anniversary

date until production begins If geothermal power plant is constructed which utilizes geothermal resource

covered by the lease royalties are owed to the landowner based on percentage of electrical sales from the plant

In December 2008 we purchased cold water well containing certain water rights on property that we had

leased for geothermal development We expect to use this water in our operations of the Devils Canyon plant

Trail Canyon Area Leases

In January 2007 we paid $5000 and issued 5000 restricted shares of our common stock to private land

owner and entered into geothermal lease agreement on 635 acres of private land in the Trail Canyon project

The terms of the lease agreement are for 50 years subject to extension for as long as we are actively pursuing or

generating resources from the leased lands Annual delay rentals total $635 on each anniversary date of the lease

until production of electricity begins In addition concurrent with entering into this lease agreement the private

land owner assigned to us BLM lease in the Trail Canyon project for the same 635 acres The BLM lease

contains the rights to develop and construct geothermal power plant The term of the BLM lease is 10 years

subject to extension for as long as we are actively pursuing or generating resources from the leased lands Annual

delay rentals for the BLM lease total $635 due on each anniversary date until production of electricity begins If

geothermal power plant is constructed which utilizes geothermal resources covered by these leases royalties are

owed to the respective landowners based on percentage of electrical sales from the plant

In September 2007 we participated in BLM auction to obtain the geothermal development rights for

certain parcels of land in the Trail Canyon project site We successfully won the bid for one parcels of land and

entered into 10-year lease agreement with the BLM covering total of approximately 1900 acres Our payment

obligation under this lease was $126800 which was paid in the third quarter of 2007 Pursuant to the terms of

the BLM leases annual delay rental payments total $5700 if geothermal power plant is constructed which

utilizes geothermal resources covered by the lease royalties are owed to the BLM based on percentage of

electrical sales from the plant

In August and November 2007 we paid total of $5000 and entered into seven separate lease agreements

with seven private land owners of the same private property near the Truckee project drilling site consisting of

4444 acres to obtain the right to develop and construct geothermal power plant The terms of the lease
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agreements are for 50 years subject to extension for as long as we are actively pursuing or generating resources

from the leased lands Pursuant to the terms of this lease agreement annual delay rentals total $4444 on each

anniversary date until production of geothermal power plant begins If geothermal power plant is constructed

which utilizes geothermal resources covered by the leases royalties are owed to the respective landowners based

on percentage of electrical sales from the plant

In May 2008 we paid $15000 as lease bonus and entered into geothermal lease with private land owners

for 560 acres in the Trail Canyon project Under the lease agreement we obtained the right to begin development

and construction of geothermal power plants The initial lease term is 15 years subject to extension for as long as

we are actively pursuing or generating resources from the leased lands The annual delay rental payments total

$5000 on each anniversary date until production of electricity begins If geothermal power plant is constructed

which utilizes geothermal resources covered by the leases royalties are owed to the respective landowners based

on percentage of electrical sales from the plant

Additional Power Project Leases

In addition to our power project leases described above we have also acquired certain additional leases for

properties that we are currently evaluating for future projects

In January 2009 we entered into alO-year geothermal lease agreement with private land owner to obtain

geothermal development rights for approximately 37000 acres in Harney County Oregon Our obligation under

the lease was $50000 which was paid in the first quarter of 2009 Pursuant to the geothermal lease agreement

annual delay rentals total $37000 for the first three years $148000 for year four $185000 for year five and

$222000 for year six and thereafter Royalty payments are 3.5% of gross revenues for the first five years and 4%

thereafter

In September 2008 in conjunction with bid jointly submitted with Indonesia Power we were also granted

100000 acre geothermal concession in West Java Indonesia As we finalize our joint venture agreement with

Indonesia Power subject to approval from our Board of Directors which is expected in 2010 we intend to enter

into long term lease agreement with the government of Indonesia to develop these geothermal resources

In September 2007 we participated in BLM auction to obtain the geothermal development rights for

certain parcels of land in the Big Smoke Valley of Nye County Nevada We successfully won the bid for one

parcels of land for the Truckee project one parcel of land for the Trail Canyon project and two parcels of land for

project that is yet to be determined The terms of the BLM lease are 10 years The acreage acquired that has not

been assigned to project totals approximately 8400 acres Our payment obligation under these leases was

$437900 which was paid in the third quarter of 2007 Pursuant to the terms of the BLM leases annual delay

rental payments total $25200 If geothermal power plant is constructed which utilizes geothermal resources

covered by the leases royalties are owed to the BLM based on percentage of electrical sales from the plant

Since March 2007 we have entered into approximately 70 geothermal leases with the State throughout Utah

totaling approximately 120 000 acres These leases are located in areas that we are currently evaluating for future

projects The terms of these geothermal leases are 10 years with an annual delay rental payment on each

anniversary date of $1.00 per acre until production of electricity begins The lease acquisition costs for these

State leases totaled approximately $130000 as of December 31 2008 If geothermal power plant is constructed

which utilizes geothermal resources covered by the leases royalties are paid based on percentage of electrical

sales from the plant
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As part of the overall consideration for three of our geothermal lease agreements in Nevada we issued

25000 5000 2500 and 1000 restricted shares of our common stock respectively The fair values of these

equity awards were $115250 $27350 $12450 and $9930 on the respective grant dates respectively We have

also granted options to purchase 35000 shares of our common stock at strike price of $15.10 per share to

property owner in Nevada The Black-Scholes fair value of the options on the grant date total $423987 These

costs have been capitalized as power project leases Certain legal fees incurred in connection with acquiring the

geothermal lease agreements were also capitalized as power project leases totaling $55700 We also agreed to

pay $50000 as an advance against future delay rentals and/or royalties beginning in the second year of one of the

lease agreements in Nevada Power project leases are not amortized until geothermal power plant constructed

on the applicable leased property is placed in service In addition the prepaid delay rentals are not amortized

Abandoned Leases and Lease Options

In December 2008 we participated in BLM atiction to obtain the geothermal development rights for

certain parcels of land in Utah We successfully won the bids for four parcels of land and entered into four

separate 10-year renewable lease agreements with the BLM covering total of approximately 60300 acres Our

total payment obligation under these leases was $503816 of which $199190 was paid in the fourth quarter of

2008 However our January 2009 payment for the remaining $304 626 was rejected and returned to us due to

our clerical error We believe that the payment was valid and we filed an appeal to re instate the leases In

December 2009 we were notified by the BLM that we had lost the appeal and the $199 190 was returned to us

less nominal administrative fees Accordingly we reduced the capitalized power project lease costs relating to

this property by $199190

In January 2008 we paid $25000 to obtain binding option agreement with land owner in Utah Under

the terms of the binding option agreement 90 days from the execution of the agreement we had the option to

lease certain geothermal rights on the property totaling 108 acres Based upon managements further evaluation

of the property we decided not to exercise this option and terminated the binding option agreement Accordingly

we expensed $25000 of capitalized power project lease costs relating to this property

During the first quarter of 2008 we paid $40000 to enter into two separate binding option agreements with

two private property owners in Utah Under the terms of the binding option agreements we had options to lease

certain geothermal and water rights on the properties Based upon managements further evaluation of the

properties we decided not to exercise these options and terminated our binding option agreements Accordingly

we expensed $40000 of capitalized power project lease costs relating to this property

Note Geothermal Well Field Development-in-Progress

Once we have obtained sufficient third-party evaluation and analysis supporting the conclusion with high

degree of confidence that our leased geothermal property contains adequate renewable geothermal resources to

continually produce electricity we begin drilling production and reinjection wells for use at the geothermal

power plant we intend to build Depending on the depth of the well and conditions encountered it typically takes

approximately 25 to 90 days to drill production or reinjection well Once drilled the determination of whether

the well can be used in the production of electricity can take another six months or more and is normally based

upon several factors such as the results of testing the heat and volume flow of the geothermal liquids the

combined production capacity of the geothermal power plant the combined electricity producing capacity of

the other production wells and the required total quantity of reinjection wells for the project The costs of the

wells for which the determination of the viability for Use as production or reinjection well is pending are

capitalized with thOse wells that have already been determined for use as production or reinjection wells The

capitalized costs for pending wells and wells that have been determined to be used in the production of electricity
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are classified on the balance sheet as either well field development-in-progress or as geothermal property plant

and equipment if the plant is already placed in service When management determines that it is probable that

well will not be used to in the production of electricity by the respective geothermal power plant the previously

capitalized costs of that well are expensed in the period in which the wells are determined to be unusable

During the first quarter of 2009 we placed our Thermo No plant in service and reclassified the

accumulated costs of Thermo No wells from well field development-in-progress to geothermal property plant

and equipment For further discussion of the Thermo No wells see Note Geothermal Property Plant and

Equipment

Impairment of the Truckee Well

As of December 31 2008 we had drilled one production-sized well at the Truckee project After performing

an impairment analysis of our long-lived assets at December 31 2008 as required by the FASB Accounting

Standards Codification we determined that the Truckee well was impaired Accordingly we expensed the well at

December 31 2008 totaling $3 million

The circumstances that led to the impairment of the Truckee well were primarily due the current world wide

economic conditions that have led to tightening credit markets Because of the tightening credit markets we

determined that our access to capital may be constrained in the future Accordingly we prioritized our cash uses

concentrating our efforts on our largest known resources As result the future undiscounted cash flows from the

Truckee well have become uncertain because of the re-prioritization of our projects based upon the changing

economic conditions Therefore we considered our ability to secure sufficient financing necessary to continue

drilling at the Truckee project and determined it was uncertain if we would be able to finance continued drilling

at the Truckee project in the near term in addition to our other projects of higher priority Because of this

uncertainty we expensed $3 million in the Power Systems business segment in the fourth quarter of 2008

accordingly However management believes that this well could still be used in the production of electricity as

either production or reinjection well in the future should the appropriate financing be obtained

No new wells have been drilled during 2009 except for the two Thermo No wells discussed in Note

Geothermal Property Plant and Equipment

The following table is roll forward of the capitalized well costs for pending wells at the Truckee project

for the year ending December 31 2009

Truckee Project

Balance at December 31 2007 2953580

2008 Activity

Additions to capitalized well costs for pending wells 48670

Wells charged to expense 3002250
Reclassification of capitalized well costs from pending wells to

wells used in production

Balance at December 31 2008

2009 Activity

Additions to capitalized well costs for pending wells

Wells charged to expense

Reclassification of capitalized well costs from pending wells to

wells used in production

Balance at December 31 2009
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The costs to drill production and reinjection wells include tangible and intangible drilling costs Tangible

drilling costs include tangible materials that remain as part of the well after drilling is complete such as casing

pipes wellheads pumps rings and drilling pads Intangible drilling costs include tangible and intangible

materials that do not remain as part of the well after the drilling is complete such as permit preparation drilling

rig rental salaries and
expenses

incurred by drilling personnel lubricants drilling mud cement and other

materials used in the drilling process drill bits freight to deliver the products fishing costs sample testing

rental equipment survey costs excavation cost drainage cost and other expenditures incurred analyzing the

drilling process
Internal costs that are directly identified with development of specific well field are also

capitalized when incurred

Once the related geothermal power plant is placed in service the drilling costs are reclassified as

Geothermal property plant and equipment and depreciated over the estimated useful life of the related

geothermal power plant or 35 years

During 2009 we reclassified the well field drilling costs incurred by the Thermo No plant to Geothermal

property plant and equipment We have either obtained or are in the
process

of obtaining permits to develop

well fields at the Devils Canyon and Trail Canyon project sites in Nevada the Thermo No and Thermo No

project sites in Utah the Lightning Dock project site in New Mexico and the Klamath Falls project site in

Oregon

The following table sets forth our capitalized permitting costs for projects to develop geothermal power

plants that had not yet been placed in service by geographical area and by project as of December 2009

Total

Intangible Drilling Tangible Drilling Capitalized

State and Permitting Costs Costs Costs

Nevada

Truckee project

DevilsCanyonproject 121221 121221

Trail Canyon project 238975 238975

Total Nevada $360196 $360196

New Mexico

Lightning Dock project $340595 $340595

Total New Mexico $340 595 $340 595

Utah

Thermo No and Thermo No

projects 28066 28066

Other projects 78610 78610

Total Utah $106676 $106676

Oregon

Klamath Falls project 78119 78119

Total Oregon 78119 78119

Total $885586 $885586
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The following table sets forth our capitalized drilling and permitting costs for projects to develop

geothermal power plants that hadnot yet been placed in service by geographical area and by project as of

December 31 2008

State
________________ ____________ __________

Nevada

Truckee project

Devils Canyon project

Trail Canyon project __________ _________ __________

Total New Mexico

Utah
Thermo No plant

Thermo No and Thermo No.3

projects

Other projects
___________ __________ ___________

Oregon

Kiamath Falls project 75559
_________ _________

Total Oregon 75559
_________ __________

Total $26637641
_______ ________

Intangible drilling costs are normally higher than tangible drilling cost because tangible costs are limited to

tangible materials such as pipe and well casings that become part of the well when the well is completed

Capitalized interest costs included in well field development in progress totaled $1215800 and $652900 for the

year ended December 31 2009 and 2008 respectively

Note Power Project Construction-in-Progress

The construction of the geothermal power plant the related transmission lines and the required substation

takes place concurrently with the drilling of the production and re-injection wells An independent engineering

firm prepares the basic blue print design for each geothermal power plant project The blueprints are customized

for each plant pnor to beginning construction Depending on the contractual agreement with the entity financing

the project we either hire third party general contractor and several subcontractors to complete the construction

of the power plant installation of the power generating units cooling towers and other electrical equipment or

we act as the EPC contractor for the project The construction of the power plant and related transmission lines

are accumulated and capitalized over the construction period Once the geothermal power plant is placed in

service the related construction costs will be reclassified as Geothermal property plant and equipment

In 2007 we began purchasing UTPC power generating units for the construction of our geothermal power

plant at the Thermo No plant As of December 31 2008 pursuant to purchase agreements with manufacturer

we had taken delivery of 163 generating units for use in the geothermal power plants we are developing Fifty of

these generating units were installed at the Thermo No plant We had taken delivery of 48 power generating

units that were stored at the Lightning Dock project pending installation at that project These UTCP power

generating units were capitalized as power project construction-in-progress We had also taken delivery of 27
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Total Nevada

New Mexico

Lightning Dock project

Total

Tangible Drilling Capitalized

Costs Costs

77138

139806

216944

IiitangibleDrilliæg

and Permitting Costs

77138

139806

216944

283484

283484

$2599Q273

5322
66059

$26061654Total Utah

$4750987

$4750987

$4750987

283484

283484

$30741260

66059

$30812641

75559

75559

$31388628
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power generating units that were stored on the Thermo No plant site that were not assigned to specific

project and 38 power generating units were stored at independent storage facilities in New York and

Pennsylvania that were not assigned to specific project These 65 power generating units that had not yet been

assigned to specific project were recorded as Power project equipment on our consolidated balance sheets

totaling $19.7 million Once the UTCP power generating units were assigned to project for the purpose of

beginning construction at the project site the applicable costs of the UTCP power generating units will be

reclassified from power project equipment to power project construction-in-progress

On April 2009 we entered into an agreement the PWPS Agreement with Trail Canyon Geothermal

No SV-02 LLC Trail Canyon Raser Power Systems LLC and PWPS pursuant to which we and PWPS

agreed to terminate certain agreements that had been assigned to PWPS from UTCP relating to power generating

units collectively the Terminated Agreements Under the terms and conditions of the PWPS Agreement we

agreed to transfer title to PWPS of 113 power generating units previously delivered or held for delivery for us
free and clear of all liens and encumbrances We and PWPS also agreed that until the earlier of April 2012

and the date on which we have installed 200 power generating units in addition to the power generating units

installed at our Thermo No plant PWPS will be the exclusive provider of heat-to-electricity equipment used

for any merchant power plant project developed by us or any of our affiliates so long as PWPS can meet the

needs of the particular project PWPS agreed that it would maintain 50 power generating units in inventory

throughout 2009 that would be allocated to us and that we would receive preferential pricing until April 2011

Pursuant to the Terminated Agreements we had previously paid to UTCP non-refundable deposits totaling $8.9

million As part of the PWPS Agreement $1.5 million of these deposits was retained by PWPS as restructuring

charge PWPS agreed to refund the remaining $7.4 million of deposits the Deposit Refund subject to the

satisfaction of certain conditions The purpose of the Deposit Refund is to help facilitate payment for certain

work necessary for the completion of the Thermo No plant including the payment of certain existing accounts

payable Accordingly PWPS is only required to distribute portions of the Deposit Refund if we provide

reasonable documentation to PWPS evidencing the work performed at the Thermo No plant site by third

party vendor provide reasonable documentation to PWPS evidencing the payment of such third party vendor

and represent that the amount of the Deposit Refund to be paid is related solely to the Thermo No plant site

and is necessary to keep the project moving forward The Deposit Refund was released to Raser in installments at

times and in the amounts determined at the sole reasonable discretion of PWPS

Notwithstanding the PWPS Agreement our agreements with PWPS relating to the purchase of the power

generating units for the Thermo No plant and the associated services agreement remain in full force and effect

In April 2009 we began selling electricity generated by the Thermo No plant to the City of Anaheim

pursuant to power purchase agreement we previously entered into with the City of Anaheim Since our Thermo

No plant was placed into service in the first quarter of 2009 we reclassified these construction costs as

Geothermal property plant and equipment accordingly For further discussion of Thermo No construction

costs refer to Note Geothermal Property Plant and Equipment

We are currently obtaining the proper easements and right of way permits from the federal state and private

land owners to construct 17 mile long transmission line from our Thermo No interconnect location to

Rocky Mountain Power system interconnect location We have also purchased the appropriate transformers and

some reclosers in anticipation of obtaining the necessary approvals to proceed with the construction of the

proposed transmission lines totaling $1.9 million as of December 31 2009 We anticipate the total cost to

complete the 17 mile transmission line to range between $15.0 to $18.0 million

As of December 31 2009 pursuant to certain vendor purchase commitments we had taken delivery at our

Lightning Dock project site of equipment to construct our cooling towers water pumps and pipes to transport

geothermal water from the wellheads to the power generating units and other electronic equipment that will be
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used to operate the geothermal power plant at the Lightning Dock project site This equipment is capitalized as

Power project construction-in-progress on our consolidated balance sheets as detailed below Under the PWPS

Agreement we agreed to terminate certain agreements relating to the purchase of power generating units and

related services as discussed above in more detail This equipment is capitalized as power project

construction-in-progress at the Lightning Dock project below

Power project construction-in-progress consisted of the following at December 31 2009 by project

December 312009 December 31 2008

Thermo No plant

Power plant construction-in-progress $49722241

Transmission lines construction-in-progress 3831789

Accumulated depreciation

Total Thermo No plant 53554030

Lightning Dock project

Power plant construction-in-progress $3518385 $1 8146538

Transmission lines construction-in-progress

AccumUlated depreciation

Total Lightning Dock project 3518385 18146538

Other projects

Power plant construction-in-progress $2855936 2371826

Transmission lines construction-in-progress 1904179

Accumulated depreciation

Total other projects 4760115 2371826

Net power project construction in progress $8 278 500 $74 072 394

Capitalized interest included in construction in progress
totaled $908 300 and $368 300 for the years ending

December 31 2009 and 2008 respectively Amounts capitalized as power project construction-in-progress will

not be depreciated until the applicable geothermal power plant is placed in service

Note Equipment net

Equipment consisted of the following at December 31

2009 2008

Office software 62022 62022

Office equipment 566806 337620

Engineering software 336496 336496

Engineering equipment 447965 486720

Demonstration vehicles 25663 15813

Marketing equipment 12250 12250

Geothermal Software 37091 19811

Geothermal equipment 53403 24585

Leasehold improvements 98117 81682

Total 1639813 1376999

Accumulated depreciation 1033394 768113

Net equipment 606 419 608 886
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Note 10 Intangible Assets net

At December 31 2009 and 2008 we had capitalized costs directly related to internally developing

maintaining or restoring patents and trademarks totaling $434667 and $531377 respectively The accumulated

amortization related to patents at December 31 2009 and 2008 totaled $48942 and $46865 respectively Since

trademarks are considered to have indefinite lives the costs of trademarks are not amortized

December 31

2009 2008

Patents $250222 $350036

Trademarks 184445 181342

Patents and Trademarks at Cost 434667 531378

Accumulated Amortization 48942 46865

Net Patents Trademarks $385725 $484513

Amortization expense relating to patents totaled $14700 $14900 and $15800 for the
years

ended

December 31 2009 2008 and 2007 respectively Patent amortization expense for the succeeding five years is

$12995 per year or $64975 At December 31 2009 the weighted average
amortization period for our patents is

15.75 years

Abandoned or impaired patents and trademarks are written off in the period of abandonment or when the

impairment occurred and loss is recorded based upon the historical cost less accumulated amortization of the

asset For the years ended December 31 2009 2008 and 2007 losses relating to abandonment of patents and

trademarks total $101613 $11554 and $111460 respectively

At December 31 2009 our global license excluding Australia New Zealand South Africa and Canada

for certain key heat transfer technologies including geothermal waste heat recovery and bottom-cycling

applications totaled $88955 The amortization expense related to our global license at December 31 2009 2008

and 2007 totaled $10892 $10892 and $10892 respectively Amortization expense relating to the global heat

transfer technology license forthe succeeding five years is $10892 per year or $54460

We have entered into various agreements to purchase the water rights from private owners of water rights in

Utah Nevada and New Mexico in order to provide the necessary water to operate the geothermal power plants

that we intend to develop The following table sets forth the quantity and costs of our water rights as of

December 31 2009 and 2008 respectively

December 31

2009 2008

Thermo No 1500 acre feet per year 867950 867950

Lightning Dock Project options to purchase 850 and

1200 acres feet per year respectively 43156 35000

Other Projects 100 acre feet per year 100000 100000

Total Water Rights $1011106 $1002950

In May of 2009 we did not exercise the options to purchase 800 acre feet per year for our Lightning Dock

project and expensed $24000 accordingly Since water rights normally increase in value over time no

amortization is recorded
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Note 11 Deferred Acquisition and Financing Fees

Deferred financing fees consisted of the following at December 31 2009 and 2008 respectively

December 312009 December 312008

Deferred financing fees for placement of 8.00% convertible senior notes 2573048 $2572728

Accumulated amortization 1018945 383063

Net deferred financing fees for 8.00% convertible senior notes 1554103 2189665

Deferred financing fees for fair value of Merrill Lynch warrants vested

upon closing Thermo No financing 3999334 $3999334

Accumulated amortization 455686 89526

Net deferred financing fees for fair value of Merrill Lynch warrants

vested upon closing Thermo No financing 3543648 3909808

Deferred financing fees for closing Thermo No financing 1600000 $1600000

Accumulated amortization 182306 29091

Net deferred financing fees for the Thermo No financing 1417694 1570909

Deferred financing fees for the Thermo Subsidiary restructuring on

December 11 2009 302145

Accumulated amortization 40171

Net deferred financing fees for the Thermo Subsidiary restructuring on

December 11 2009 261 974

Deferred financing fees for the modification of Thermo Subsidiary debt

terms on December 2009 152356

Accumulated amortization 1181

Net deferred financing fees for the modification of Thermo Subsidiary

debtonDecember42009 151175
________

Net deferred financing fees 6928594 $7670382

Refer to Note 12 Short-term and Long-Term Debt Instruments for further discussion of the 8.00%

convertible senior notes deferred financing fees and discussion of the Thermo No financing and restructuring

agreements Also refer to Note 17 Warrants for further discussion of the fair value of the warrants that vested

upon entering into the Thermo No plant financing arrangements

Note 12 Short-Term andLong-Term Debt Instruments

Merrill Lynch Amended Promissory Note Payable

On December 2009 we entered into Redemption Agreement the Redemption Agreement with

Merrill Lynch the Class Member Pursuant to the Redemption Agreement the Class Member withdrew

from the Thermo Subsidiary effective on December 11 2009 Concurrently we issued promissory note payable

to redeem the Class Member for up to $24.5 million subject to certain conditions including the timing and

amount of proceeds from the 30% grant under Section 1603 of the Recovery Act and the amount of the

convertible notes issued by us on March 18 2008 the Convertible Notes held by the current holders of the

Convertible Notes as defined in the Redemption Agreement on February 16 2010
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The promissory note payable bears no interest until February 16 2010 and is due and payable on

February 15 2011 Principal amounts and unpaid interest shall bear interest at rate of fifteen percent

15%per annum from February 15 2010 through August 15 2010 and eighteen percent 18%per annum from

August 16 2010 through February 15 2011 or until paid in full

The December 2009 promissory note was later amended on February 16 2010 to change the effective

date of the promissory note to June 30 2010 Accordingly the amended promissory note payable bears no

interest until June 30 2010 and is due and payable on June 30 2011 Principal amounts and unpaid interest shall

bear interest at rate of fifteen percent 15% per annum from June 30 2010 through December 30 2010 and

eighteen percent 18%per annum from December 31 2010 through June 30 2011 or until paid in full On

February19 2010 we received the 30% grant under Section 1603 ofthe Recovery Act totaling $33.0 million

Since more than 50 percent of the COnvertible Notes held on December 2009 were still outstanding on

February 16 2010 the principal balance of the amended promissory note payable at December 31 2009 totaled

$20.0 million We imputed interest at 15%
per annum totaling $1.4 million which is has been accreted to reflect

discount against the note payable totaling $1.2 million at December 31 2009

Line of Credit

On January 27 2009 we entered into the Line of Credit with the LOC Lenders party thereto Pursuant to the

Line of Credit we could borrow up to $15.0 million subject to the final approval of each advance by the LOC

Lenders Radion one of the LOC Lenders is controlled by the Chairman of our Board of Directors Kraig

Higginson The commitment amounts under the Line of Credit from each of the LOC Lenders were as follows

$7.2 million from Radion $5.3 million from Ocean Fund $2.0 million from Primary Colors and $500000 from

Mr Bailey Under the Line of Credit advances are subject to the final approval of the LOC Lenders and

amounts borrowed under the Line of Credit accrue iiiterest at the rate of 10% per annum Under the Line of

Credit each LOC Lender receives warrants the LOC Warrants to purchase our common stock for each

advance of funds made under the Line of Credit The number of shares underlying each LOC Warrant is equal to

50% of the total amounts funded by the applicable LOC Lender divided by the closing price of our common

stock on the date of the advance The LOC Warrants have an exercise price of $6.00 per
share As of June 30

2009 we had borrowed $13.4 million of the Line of Credit and the LOC Lenders had received LOC Warrants to

acquire approximately 1755048 shares of our common stock at strike price of $6.00 per share as result of the

amount borrowed On July 22 2009 we amended the Line of Credit agreement with the LOC Lenders Under the

amendment we paid $2.9 million of the loan principal and approximately $0.4 million of accrued interest In

connection with the amendment the due date of the remaining principal balance was extended until July 31

2010 without an early payment penalty However LOC Lenders have the right to demand early repayment of all

or part of the outstanding balance at any time after November 15 2009 The principal balance and any accrued

interest thereon can be paid in the form of cash or equity securities at our sole discretion

On October 19 2009 we sold shares of our common stock and warrants to three of the LOC Lenders in

consideration for $5.4 million in promissory notes for further discussion of the registered offering see Note 17

Warrants and Note 16 Common Stock below On October 23 2009 we entered into agreements With the

three LOC Lenders to cancel the $5.4 million promissory notes as an offset to settle the equivalent amount owed

to the participating LOC Lenders for their respective portions of the outstanding Line of Credit balance on that

date Since this transaction in substance was an extinguishment of debt we are required to compute the fair

value of the warrants on the date sold and record loss on extinguishment of debt We computed the fair value of

the warrants using the Black-Scholes option pricing model on the date sold and recorded loss on

extinguishment of debt totaling $2.2 million
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In December 2009 we borrowed an additional $115000 of the Line pf Credit and the remaining LOC

Lender received additional LOC Warrants to acquire 44726 shares of our common stock at strike price of

$6.00 per
share as result of the amount borrowed At December 31 2009 the amount of principal and accrued

interest outstanding on the Line of Credit totaled $5.6 million

Long-term 700% Senior Secured Note Non-recourse

On August 31 2008 we finalized the project financing arrangements for the Thermo No plant and

entered into the Thermo Financing Agreements that provide debt financing and tax equity capital for the Thermo

No plant According to the Thermo Financing Agreements the project financing arrangements for the Thermo

No plant included approximately $31.1 million of permanent non-recourse debt financing for the Thermo

No plant with fixed annual interest rate of 7.00% over 18 years Our Thermo Subsidiary received proceeds

from the debt financing of approximately $26.1 million for construction of the Thermo No plant after an

original issue discount of approximately $5.0 million After the effect of the original issue discount the effective

interest rate on the $26.1 million of debt financing proceeds is 9.50% Pursuant to the Thermo Financing

Agreements the debt financing for the Thermo No plant is held by our Thermo Subsidiary which is

responsible for debt service all maintenance and operations expenses and the payment of various fees and

distributions to us and Merrill Lynch Accordingly if our Thermo Subsidiary defaulted on the loan there would

be no recourse to us to pay the unpaid balance As of December 31- 2009 we have made principal and interest

payments toward the $31.1 million 7.00% senior secured note totaling $724380 and $2138443 respectively

Long term 800% Convertible Senior Notes

On March 26 2008 we sold $50.0 million aggregate principal amount of our 8.00% Convertible Notes due

2013 pursuant to the terms of the Purchase Agreement between the Initial Purchaser and us.- We-granted the

Initial Purchaser of the Convertible Notes 30-day overallotment option to purchase up to an additional $5.0

million -aggregate principal amount of the Convertible Notes On April 2008 we sold an additional$5.0

million aggregate principal amount of the Convertible Notes pursuant to the exercise of the Initial Purchasers

overallotment option The Convertible Notes were offered through the Initial Purchaser only to qualified

institutional buyers in accordance with Rule 144Aunder the Securities Act of 1933 as amended Six qualified

institutional buyers purchased the Convertible Notes The netproceeds from the sale of the Convertible Notes

after deducting financing fees of $2.2 million totaled $52.8 million The Convertible Notes financing fees of

$2.2 million has been capitalized as deferred financing fee and will be amortized as additional interest expense

over the five-year term of the Convertible Notes -As of October 2009 we had paid the first three semi-annual

interest payments to the current holders of the Convertible Notestotaling $6.7 million

The Convertible Notes bear interest at rate of 8.00% per annum which is- payable semi-annually The

Convertible Notes are convertible at the holders option at an initial conversion rate of 108.3658 shares of

common stock per $1000 principal amount of Convertible Notes which represents 20% conversion premium

based on the last reported sale price of $7.69 per share of ourcommon stock on March 19 2008 Conversion of

all Convertible Notes will result in the issuance of up to maximum of 5960121 shares of our common stock

As of December 31 2009 none of the Convertible Notes had been converted The Convertible Notes are

unsecured and rank on parity with all of our other existing and future unsecured indebtedness
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The table set forth below represents outstanding payments for our long-term senior secured note non
recourse convertible senior notes and the Merrill Lynch amended promissory note payable and related

scheduled payments as of December 31 2009

Year Year Year Year Year Thereafter Total

Long-term 7.00% senior

secured non-recourse

note 830523 $956577 $1093290 1202279 $828600 $25161700 30072969

Long-term 8.00%

convertible senior

notes 55000000 55000000

Merrill Lynch amended

promissory note

payable 20000000 20000000

Short-term 10.0%

amended unsecured

line of credit 5330430 5330430

Total long term debt

obligations $26160953 $956577 $1093290 $56202279 $828600 $25161700 $110403399

Scheduled payments represent payments on the face value of the note without the recorded discount of

$4469481

Scheduled payments represent payments on the face value Of the note without the recorded discount of

$1232846

Scheduled payments represent payments on the face value of the note without the recorded discount of

$33399

Concurrently with the pricing of the Convertible Notes we entered into call spread option transaction and

confirmation of forward stock purchase transaction with an affiliate of the Initial Purchaser of the Convertible

Notes We used approximately $15.0 million of the net proceeds from the offering to repurchase shares of our

common stock pursuant to the forward stock purchase transaction and approximately $5.9 million of net proceeds

to fund the call spread option transaction We used the remaining net proceeds from the offering for general

corporate purposes
and to continue well field and other development activities for the geothermal power plants

we are developing For further discussion of the call spread option and forward purchase transaction refer to

Note 16 Common Stock below

On February 15 2008 we executed promissory note whereby we agreed to pay to Lightning Dock

Geothermal Inc Lender $900000 in principal plus $50000 in interest on or before January 2009 Accrued

interest payable on this promissory note at December 31 2008 totaled $45833 On January 27 2009 we settled

the promissory note payable and issued to the Lender 263108 shares of our common stock at closing market

price of $3.35 per
share at fair market value of $881412
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Note 13 Asset Retirement Obligation

The following table sets forth reconciliation of beginning and ending aggregate carrying amount of asset

retirement obligation for the years presented below

December 31

2009 2008

Balance at beginning of year $2152230 86193

Actual cost incurred to retire asset 26453

Changes in price estimates 10338
Liabilities incurred 394244 2101675

Accretion expense 202868 1153

Total asset retirement obligation $2749342 $2152230

Pursuant to the purchase of our BLM lease in New Mexico we agreed to assume certain plug and abandon

obligations for certain wells on the leased land Management determined that the present value of the total

estimated costs to plug and abandon the wells was $86193 In February 2008 we plugged and abandoned 11 of

the well sites at cost of $26453 No additional wells were required to be plugged and abandoned through the

year ended December 312009

We completed the construction of the cooling towers transmission lines and setting of the PWPS power

generating units at our Thermo No plant in October 2008 In April 2009 we began selling electricity generated

by the Thermo No plant to the City of Anaheim In connection with the construction of the Thermo No
plant we have incurred future obligation to dismantle the geothermal power plant plug and abandoned our

production-sized wells that we have drilled and restore the property to its original state at the end of the power

plants useful life which is estimated at 35 years Therefore we have estimated the present value of the asset

retirement liabilities for the Thermo No plant and for each of the respective wells of approximately $2.5

million None of the Thermo No wells have been plugged and abandoned as of December 31 2009

Asset retirement liabilities for other projects were estimated at $0.1 million at December 31 2009

In connection with our asset retirement obligation we have posted drilling bonds with the Nevada

Department of Minerals totaling $50000 the Utah Division of Water Rights totaling $50000 and the Oregon

Department of Geology Mineral Industries totaling $25000 to ensure that we comply with the local plug and

abandonment requirements associated with drilling wells

Note 14 Noncontrolling Interest

On August 31 2008 and in conjunction with th Thermo No plant financing our Thermo Subsidiary

issued new member units to Merrill Lynch the Class Member which contributed $24.5 milliOn in exchange

for an equity interest We received $3.7 million of the total contribution on September 2008 and the remaining

balance of $20.8 million was received on October 20 2008

The Thermo Financing Agreements provided for the allocation of 99% of profits and losses to the Class

Member until the Class Member earned target internal rate of return of 15% 100% of the intangible drilling

costs were allocated directly to us Upon reaching the target internal rate of return the Class Members

allocation of profits and losses would have automatically been reduced to 5.00%
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Because we maintained 75% voting interest in the Thermo Subsidiary we consolidated 100% of the assets

and liabilities of the Thermo Subsidiary The Class Members interest in the Thermo Subsidiary was reflected

as Noncontrolling interest in our consolidated balance sheet and statement of operations

The Thermo Financing Agreements also contained certain complex liquidation preference provisions that

require certain distributions to each of the members of the Thermo Subsidiary in the event of liquidation

According to the Thermo Financing Agreements upon liquidation of the Thermo Subsidiary and after payment

of all outstanding debt any remaining funds were to be distributed in the following manner first to both the

Class Member and to us in the amount of the agreed upon initial capital contributions for tax purposes

ii second to the Class Member so that any shortfall in achieving its target internal rate of return of 15%

would have been achieved and iii third to both the Class Member and to us with an allocation of 5% to the

Class Member and 95% to us To determine the non-controlling interest we utilize hypothetical liquidation

at book value methodology at each balance sheet date For the period ending March 312009 we modified our

hypothetical liquidation at book value methodology to include the recast-financial-statements approach Under

the hypothetical liquidation methodology we utilized the recast-financial-statements approach which captures

the initial relevant fair values of the assets and liabilities and follows generally accepted accounting principles for

any additional transactions We believe that the recast-financial-statements approach closely reflected the

Class Members claim on the Thermo Subsidiarys book value at each balance sheet date because the tax

equity financing documents with the Class Member contained liquidation preference According to the

recast financial statements approach upon the initial sale of the membership interests the assets and liabilities

are hypothetically liquidated at the recast book value at the end of each period and the portions of the Class

Member claim relating to liquidation preferences were recorded as gains or losses Because we had modified

our hypothetical liquidation at book value methodology for the period ended March 31 2009 certain differences

resulted in the Noncontrolling interest balance at March 31 2009 as compared to the balance at December 31

2008 and September 30 2008 We treated these differences as correction of an error in the first quarter of 2009

Based on our results of operations for 2009 we do not believe that the correction of the error totaling $2.1

million from the first quarter of 2009 was material to our overall results for 2009 For further discussion of the

correction of error see Note 24 Quarterly Financial Data below

As noted above on December 2009 we entered into series of agreements with the Class Member that

amended the provisions August 2008 Thermo financing arrangements These amendments were necessary to

allow the Thermo Subsidiary to apply for grant under Section 1603 of the Recovery Act Pursuant to the

amendments we transferred the cost overruns net of amortization incurred by us as the EPC contractor on the

Thermo No plant to the Thermo Subsidiary totaling approximately $25.9 million On December 2009 we

also amended the LLC Agreement in which the Class member withdrew from the Thermo Subsidiary and the

tax benefit and profit/loss allocations changed to 0% to the Class Member and 100% to the Class Member to

be effective on December 11 2009 Accordingly we computed the final hypothetical liquidation at book value

balance on December 11 2009 and the noncontrolling interest was eliminated The difference between the

redemption amount for the Class Member and the noncontrolling interest at December 11 2009 was recorded

as additional paid in capital

Effective January 2009 we adopted new accounting pronouncement whereby the FASB established

accounting and reporting standards that require non-controlling interests to be reported as component of equity

Changes in parents ownership interest while the parent retains its controlling interest are to be accounted for as

equity transactions Operating gains or losses attributable to non-controlling interests are excluded from the net

profit and loss calculation but included in the earnings and loss per share computations
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Non-controlling interest totaled zero and $28.0 million at December 31 2009 and December 31 2008

respectively Changes in non-controlling interest during the year ended December 31 2009 are set forth below

Year ended

Non-controlling Interest December 31 2009

Balance at January 2009 28 025 116

Correction of error from prior period 2079402

Redemption of non-controlling interest due to withdrawal of Class Member 18602770

Reclassification of non-controlling interest in excess of redemption due to

withdrawal of Class Member 10676425

Non-controlling interest from operations and liquidation preferences 1390952

Non-controlling interest from additional parent capital contributions 1942529

Balance at December 31 2009

From time to time we were required to pay operating expenses on behalf of the Thermo Subsidiary which

resulted in decreases to the non controlling interest We received reimbursement of operating expenses paid on

behalf of the Thermo Subsidiary totaling $750 000 in November 2009

In accordance with accounting guidance relating to the classification and measurement of redeemable

secunties we classified noncontrolling interest outside of permanent equity at December 31 2008 because the

Thermo Financing Agreements contained conditional redemption provision that was based upon the occurrence

of an event that was not solely within our control However at December 31 2009 since Merrill Lynch had

withdrawn as tax equity partner effective December 31 2009 there was no noncontrolling interest

Note 15 Contingencies and Commitments

We have entered into non-cancelable operating leases for our corporate offices and testing facility We
have commitments under these leases that extend through December 31 2011

Future minimum lease payments under non-cancelable operating leases under the Leases Topic of the FASB

Accounting Standards Codification as of December 31 2009 were as follows

Minimum lease

Year Ending December 31 payment

2010 $422359

2011 432002

2012

2013

2014

Thereafter

Total minimum payments $854361

Total rent expense for the years
ended December 31 2009 2008 and 2007 was approximately $447 000

$316 000 and $265 000 respectively

On April 21 2008 our wholly-owned subsidiary entered into Road Construction and Maintenance

Agreement with Beaver County Utah to post an improvement bond or mutually agreed upon equivalent in the

amount of $100000 We are currently in the process of securing the improvement bond
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During 2007 and 2008 we executed multiple purchase agreements with UTCP relating to the purchase of

250 power generating units for the geothermal power plants we intend to develop Under the provisions of these

agreements we had paid down payments totaling approximately $3.8 million in 2007 and $7.3 million in 2008

On August 31 2008 we finalized the project financing arrangements to provide for debt financing and tax equity

capital for the Thermo No plant Concurrent with the closing of the debt financing our Thermo Subsidiary

paid approximately $6.2 million toward the UTCP power generating units received in accordance with the first

purchase agreement

On December 23 2008 the first purchase agreement with UTCP was terminated and the other purchase

agreements with UTCP were amended into three separate purchase agreements the Amended Agreements to

properly reflect the actual distribution of the generating units to the Thermo No plant site and establish greater

flexibility for distribution of the generating units to future projects Under the Amended Agreements the deposits

and payments already made under the previous purchase agreements were allocated to the new purchase

agreements consistent with the actual and intended future distributions of the generating units In 2009 the

purchase agreement was assigned to PWPS As of December 31 2008 we were obligated to pay UTCP

approximately $56.3 million to complete the agreements of which approximately $34.1 million is included in our

accounts payables and accrued liabilities At December 31 2009 we were obligated to pay PWPS $5.0 million

which is included in our accounts payables

On April 2009 we entered into an agreement the PWPS Agreement with Trail Canyon Geothermal

No SV-02 LLC Trail Canyon Raser Power Systems LLC and PWPS pursuant to which we and PWPS

agreed to terminate certain agreements that had been assigned to PWPS from UTCP relating to power generating

units collectively the Terminated Agreements Under the terms and conditions of the PWPS Agreement we

agreed to transfer title to PWPS of 113 power generating units previously delivered or held for delivery for us

free and clear of all liens and encumbrances We and PWPS also agreed that until the earlier of April 2012

and the date on which we have installed 200 power generating units in addition to the power generating units

installed at our Thermo No plant PWPS will be the exclusive provider of heat-to-electricity equipment used

for any merchant power plant project developed by us or any of our affiliates so long as PWPS can meet the

needs of the particular project PWPS agreed that it would maintain 50 power generating units in inventory

throughout 2009 that would be allocated to us and that we would receive preferential pricing until April 2011

Pursuant to the Terminated Agreements we had previously paid to UTCP non-refundable deposits totaling $8.9

million As part of the PWPS Agreement $1.5 million of these deposits were retained by PWPS as

restructuring charge PWPS agreed to refund the remaining $7.4 million of deposits the Deposit Refund

subject to the satisfaction of certain conditions The purpose of the Deposit Refund is to help facilitate payment

for certain work necessary for the completion of the Thermo No plant including the payment of certain

existing accounts payable Accordingly PWPS is only required to distribute portions of the Deposit Refund if we

provide reasonable documentation to PWPS evidencing the work performed at the Thermo No plant site by

third party vendor provide reasonable documentation to PWPS evidencing the payment of such third party

vendor and represent that the amount of the Deposit Refund to be paid is related solely to the Thermo No

plant site and is necessary to keep the project moving forward The Deposit Refund was released to Raser in

installments at times and in the amounts determined at the sole reasonable discretion of PWPS

Notwithstanding the PWPS Agreement our agreements with PWPS relating to the purchase of the power

generating units for the Thermo No plant and the associated services agreement remain in full force and effect

We have also entered into certain purchase obligations including series of purchase and service

agreements whereby certain vendors have agreed to provide certain equipment and services to us As of

December 31 2009 we were obligated to pay the vendors including PWPS approximately $12.4 million in 2010

$1.3 million in 2011 $1.4 million in 2012 $1.5 million in 2013 and$1.6 million in 2014 Of these obligations
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approximately $5.1 million of the obligations was included in our aöcounts payable at December 31 2009 Since

our geothermal lease agreements are not considered to be operating leases under the Leases topic of the FASB

Accounting Codification these purchase obligations include delay rental payments that we have agreed to make

in order to maintain our granted rights to the leased properties

Contingent Options Warrants and Share Grants

From time to time we issued contingent options warrants and share grants as an incentive for performance

based compensation or purchase of assets Below are descriptions of contingent options warrant and share grants

that are outstanding as of December 31 2009

We currently maintain 10-year geothermal lease agreement to obtain the exclusive right to drill for

extract produce remove utilize sell and dispose of all forms of thermal energy on the private lands in Nevada

This lease was necessary to more fully secure our interest in the property As part of the consideration for the

10-year geothermal lease agreement we committed to grant 25000 restricted shares of our common stock

contingent upon successfully placing geothermal power plant in operation upon the leased lands At the end of

each quarter since the grant date management assessed the likelihood of completing the contingent requirements

and concluded that it remained reasonably possible as defined in the Liabilities Topic of the FASB Accounting

Standards Codification Accordingly we did not recognize equity compensation during the years ended

December 31 2009 2008 and 2007 respectively

We granted options to purchase 50000 shares of our common stock to key executive in our power systems

segment Vesting of these options is contingent upon successfully placing each of our first three geothermal

power plants in service The options will vest with respect to one third of the shares each time one of the three

geothermal power plants is successfully placed in service The option exercise price is $7.20 per share which

was the closing market price on the grant date Failure to successfully place any of the first three geothermal

power plants in service will result in the forfeiture of one third of the unvested contingent options During the

second quarter of 2008 management assessed the likelihood of completing the contingent requirements and

concluded that the completion of the first geothermal power plant was considered probable as defined in the

FASB Accounting Standards Codification Accordingly we recognized equity compensation for the years ended

December 31 2009 2008 and 2007 totaling $15981 $80844 and zero respectively For the other two specific

projects management assessed the likelihood of completing the contingent requirements and concluded that it

remained reasonably possible as defined in the FASB Accounting Standards Codification Accordingly we did

not recognize equity compensation for the other two specific projects during the years ended December 31 2009

2008 and 2007 respectively

On December 2008 the Board of Directors granted options to purchase 50000 shares of our common

stock to service provider The option price is $4.00 per share which exceeded the closing market price on the

day of the grant of $3.55 per share Vesting of these options is contingent upon the successful completion of

strategic transaction which nets to us cash proceeds in an amount greater than or equal to $50.0 million At

December 31 2009 management assessed the likelihood of completing the contingent requirements as defined in

the FASB Accounting Standards Codification Based on this assessment management concluded that it is

reasonably possible that strategic transaction which nets to us cash proceeds in an amount greater than or

equal to $50.0 million will be successfully completed Accordingly we did not recognize equity compensation

during the years ended December 31 2009 and 2008

On April 2009 the Board of Directors granted contingent contractor warrants to purchase 50000 shares

of our common stock to service provider at an exercise price of $4.00 per shares which exceed the closing

market price on the day of the grant of $3.83 per share Vesting of these the first 25000 warrants is contingent
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upon successful execution of joint venture agreement between Indonesia Power and us for predefined project

Vesting of the second 25000 warrants is contingent upon breaking groitnd for the geothermal power plant to be

constructed at the predefined project site in Indonesia At December 31 2009 management assessed the

likelihood of completing the contingent requirements as defined in the FASB Accounting Standards Codification

Based on this assessment management concluded that it is reasonably possible that joint venture agreement

between Indonesia Power and us will be executed and that ground breaking for the geothermal power plant to be

constructed at the predetermined project site in Indonesia Accordingly we did not recognize equity

compensation during the year ending December 31 2009

We entered into geothermal project alliance agreement whereby service provider agreed to provide

engineering advice to us relating to geothermal drilling and geothermal power plant construction As part of the

consideration for the agreement we agreed to grant 5000 shares ofcommon stock upon issuance of certificate

of completion with respect to each of the first three specific projects During the second quarter of 2008

management assessed the likelihood of completing the contingent requirements and concluded that the

completion of the first geothermal power plant was cOnsidered probable as defined in the FASB Accounting

Standards Codification Accordingly we recognized equity compensation for the years ended December 31

2009 2008 and 2007 totaling zero $29100 and zero respectively For the other two specific projects

management assessed the likelihood of completing the contingent requirements and concluded that it remained

reasonably possible as defined in the FASB Accounting Standards Codification Accordingly we did not

recognize equity compensation for the other two specific projects during the years ended December 31 2009

2008 and 2007 respectively

Guarantees

On August 31 2008 we finalized the project financing arrangements for the Thermo No plant and entered

into various definitive agreements the Thermo Financing Agreements The Thermo Financing Agreements

included an equity capital contribution agreement the ECCA between Thermo No BE-0 LLC Thermo

Subsidiary and Merrill Lynch LP Holdings Inc the minority member of the Thermo Subsidiary the Class

Member Pursuant to the ECCA our Thermo Subsidiary agreed to fund any drilling costs in excess of the

original drilling account escrow of $5.7 million established to complete the well field drilling of the Thermo

No plant the Drilling Escrow Top Up ThroughDecember 31 2009 we have contributed anadditional

16.4 million to the drilling account escrow for completion of the well field These drilling costs are accrued in

the period in which they are incurred

The Thermo Financing Agreements include guaranty agreement dated August 31 2008 among our

Thermo Subsidiary the Class Member and us the Guaranty Agreement Under the Guaranty Agreement

we guarantee the full payment of the Drilling Escrow Top Up Our liability under the Guaranty Agreement will

continue until the guaranteed obligation is satisfied in full We have experienced certain difficulties in ramping

up the production of electricity at the Thermo No plant to full capacity In light of these difficulties we may be

required to perform certain recompletion work to stimulate the existing wells or drill additional wells to satisfy

the production requirements relating to the Final Completion as defined in the Thermo Financing Agreements

date of June 30 2010 While weexpect to complete our well drilling at the Thermo No plant during 2010 the

maximum potential future payments may be unlimitedif our wells cannotproduce sufficient resource both heat

and flow so that the Thermo No plant can achieve the designated level of electricity generation These drilling

costs are accrued in the period in which they are incurred

The Thermo Financing Agreements also include an engineering procurement and construction agreement

the EPC Agreement with ourThermo Subsidiary Pursuant to the EPC Agreement we agreed to oversee the

engineeringprocurement and construction of the Thermo No plant In addition we guaranteed the completion
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of the geothermal power plant construction and the payment of all services performed by the subcontractors We

expect to make the payments to the subcontractors including cost overruns if any in the ordinary course of

business On December 2009 we entered into series of agreements with the Class Member that amended

the provisions August 2008 Thermo financing arrangements Theseamendments were necessary to allow the

Thermo Subsidiary to apply for grant under Section 1603 of the Recovery Act Pursuant to the amendments we

transferred the cost overruns net of amortization incurred as the EPC contractor during the construction of the

Thermo No plant to the Thermo Subsidiary totaling approximately $25.9 million Our liability under this

agreement will continue until the guaranteed obligation is satisfied in full We expect to complete our

construction phase at the Thermo No plant prior to the Final Completion date which is currently June 30 2010

In connection with the Thermo Financing Agreements we also entered into an amended and restated

purchase contract the Amended and Restated Purchase Contract with.UTC Power UTCP relating to the

purchase of generating units for the Thermo No plant The agreements relating to the purchase of the power

generating units have since been assigned from UTCP to Pratt Whitney Power Systems PWPS Under the

terms of the Amended and Restated Purchase Contract PWPS is required to allow us to retain certain portion

of the purchase price of the generating units pending the successful completion of the Thermo No plant If the

Thermo No plant is not successfully completed as result of a.problem with the generating units then we will

keep the retained portion of the purchase price as liquidated damages payment If the Thermo No plant is not

successfully completed as result of any other reason we will reimburse PWPS for any liquidated damages paid

by PWPS To secure payment of our obligations to reimburse PWPS under the Amended and Restated Purchase

Contract we provided security interest to PWPS in five patents relating to our Transportation Industrial

segment We believe that the likelihood that we will be obligated to reimburse PWPS for liquidated damages

under the Amended and Restated Purchase Contract is remote Accordingly we estimate the maximum

potential obligation and the related fair value of the obligation under the Amended and Restated Purchase

Contract to be immaterial at this time Therefore no liability was recorded at December 31 2009

The Thermo Financing Agreements also contain conditional redemption provision whereby the Thermo

No plant must achieve Final Completion as defined in the Thermo Financing Agreements by June 15 2009

The Final Completion Date has been since extended to June 30 2010 Under the original Thermo Financing

Agreements if the Thermo No plant fails to achieve certain levels of production either the Class Member or

the debt holder could exercise its rights to require us to make buy-down payment On December 2009 we

entered into Redemption Agreement the Redemption Agreement with Class Member Pursuant to the

Redemption Agreement the Class Member withdrew from the Thermo Subsidiary effective on December ii

2009 Accordingly the Class Member is no longer entitled to the buy-down payment Currently the buy-down

payment is based upon calculation that effectively enables the current debt holder to achieve the same debt

service coverage ratio and economic return anticipated in the original debt agreement Any amounts payable

under the buy-down provision to the debt holder will be disbursed from the $33.0 million grant proceeds we

received on February 19 2010 and were placed in an escrowed account maintained at our Thermo Subsidiary

If the buy-down computation is greater than $30.0 million we would have to make up the difference out of

general corporate funds In addition to the buy-down payment make whole penalties are also incurred of

approximately 20% of the amount of the buy-down payment The make whole penalties if any cannot be

estimated at this time and will be determined upon completion of the 10-day performance test prior to Final

Completion by June 30 2010

After achieving Final Completion we will compute the buy-down payment and penalties The buy-down

payment and penalties if any will be paid to the then current Thermo debt holder After payment to the Thermo

debt holder based upon the Redemption Agreement Merrill Lynch would receive up to $20.0 million of the

amount remaining to settle the Redemption Note payable Since Merrill Lynch is required to receive
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distribution of the federal grant proceeds of up to $20.0 million the Redemption Note payable of up to $20.0

million net of discount at minimum should be classified as short-term liability After payments of the

buy-down payment and related penalties if any and the Redemption Note payable of up to $20.0 million any

remaining funds will be paid to PWPS of up to $4.3 million which is included in our accounts payable balance in

current liabilities

As of December 31 2009 we did not have any letters of credit or repurchase obligations

Legal Proceedings

On August 17 2009 Kay Mendenhall Mendenhall an individual and Spindyne Inc Spindyne
Utah corporation filed complaint in Fourth Judicial District Court Utah County Utah against Jack Kerlin

an individual Kraig Higginson an individual and Raser Technologies Inc Mendenhall and Spindyne allege

that around the time that Raser was formed Kerlin on behalf of Spindyne assigned to Raser the rights to use

certain proprietary technology that was owned by Spindyne Mendenhall and Spindyne allege that they were not

properly compensated for that technology In general the complaint alleges among other claims breach of

contract breach of implied covenant of good faith and fair dealing and intentional interference with contract and

prospective economic relations The complaint seeks damages in an amount to be determined at trial for the value

of the alleged technology Neither Spindyne nor Mendenhall have any relationship with us or Mr Higginson our

Chairman The alleged technology at issue in the complaint is not currently in use and has never been used by us

or to the knowledge of the Company by Mr Higginson We believe the complaint to be completely without

merit and are vigorously defending it

On May 26 2009 Bakersfield Pipe and Supply Inc Bakersfield filed complaint in Fifth Judicial

District Court Beaver County Utah against Thermo No BE-Ol LLC Intermountain Renewable Power LLC

and Raser Technologies Inc alleging breach of contract The court has entered formal judgment against us

and Bakersfield has requested the court to grant decree of foreclosure which would authorize Bakersfield to

sell all of our property at the Thermo project including associated transmission easements at sheriffs sale

The complaint sought monetary damages of approximately $1.4 million plus interest and fees We have accrued

for these amounts and hope to reach settlement with Bakersfield prior to anyforeclosure on the Thermo project

Our ability to avoid foreclosure however will depend upon our ability to satisfy amounts owed to Bakersfield

pursuant to the judgment or any settlement we are able to negotiate with Bakersfield

Raser is not subject of any other legal proceedings and we are unaware of any proceedings presently

contemplated against Raser by any federal state or local government agency

Note 16 Common Stock

2009 Registered Direct Offerings

October 2009 Registered Direct Offering

On October 19 2009 we sold 3201526 shares of our common stock and warrants to acquire up to

1600763 shares of our common stock to three of the LOC Lenders in consideration for $5.4 million in

promissory notes The common stock and warrants were sold as units the Units with each Unit consisting of

one share of common stock and one warrant to acquire 0.50 shares of our common stock each Warrant and

collectively the Warrants at an exercise price of $1.61 per share The October 2009 Warrants expire on

October 19 2019 Each Unit was sold at negotiated price of $1.68 per unit On October 23 2009 we entered

into agreements with the three participating LOC Lenders to cancel the $5.4 million promissory notes as an offset

to settle the equivalent amount owed to the participating LOC Lenders for their respective portions ofthe

outstanding Line of Credit balance on that date

F-57



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notesto Consolidated Financial StatementsContinued

Pursuant to the registered offering we sold 3201526 Units to three of the LOC Lenders each of whom had.

advanced funds to us pursuant to the Line of Credit We did not offer Units to the one lender under the Line of

Credit that is controlled by.our Chairman of the Board Kraig Higginson due to certain regulatory restrictions

relating to the saleof Units to an officer The proceeds from the sale of these units to the three participating LOC

Lenders totaled $5.4 million before deducting estimated offering expenses of approximately $75000 We

accepted promissory notes totaling $5.4 million from the three participating LOC Lenders for the 3201526

Units sold On October 23 2009 we entered into agreements with the three LOC Lenders to cancel the $5.4

million promissory notes as an offset to settle the equivalent amount owed to the participating LOC Lenders for

their respective portions of the outstanding Line of Credit balance on that date

In connection with the cancelation of the promissory notes we computed the fair value Warrants issued at

$2.1 million Since these warrants were issued with the stock to extinguish the outstanding debt we recorded

loss on extinguishment of debt totaling $2 million for the year ended December 31 2009 In addition to the sale

of the Units to the three participating LOC Lenders we also offered an aggregate of 1120526 additional Units to

certain stockholders and former stockholders of our Company the Participation Rights Holders pursuant to

agreements dated June 3Q 2009 between us and the Participation Rights Holders Each of the Participation

Rights Holders was entitled to purchase number of Units equal to at least its pro rata portion of 35% of the

Units offered on the same terms and conditions as the three participating LOC Lenders None of the Participation

Rights Holders elected to participate in this offering

June 2009 Registered Direct Offering

On June 30 2009 we entered into Placement Agent Agreement the Placement Agent Agreement in

which Calyon Securities USA Inc RBC Capital Markets Corporation and JMP Securities LLC served as

placement agents relating to registered direct offering by us of up to an aggregate of 8550339 units Units
primarily to institutional investors Each Unit consists of one share of our common stock and one warrant to

purchase 0.50 share of the Common Stock pursuant to Warrant to Purchase Common Stock The sale of the

Units was made pursuant to Subscription Agreements dated June 30 2009 the Subscription Agreements
with each of the investors The per share exercise price of the July 2009 Warrants is $4.62 see Note Warrants

for further discussion of the July 2009 Warrants

The investors purchased the Units for negotiated price of $2.98 per Unit resulting in gross proceeds to us

of approximately $25.5 million before deducting placement agents fees and offering expenses totaling $1.7

million We closed the registered direct offering on July 2009 and received the net offering proceeds from the

sale of the Units after deducting the placement agents fees and other offering expenses totaling approximately

$23.5 million

In connection with the registered direct offering that we completed on July 2009 we granted the investors

the right subject to certain exceptions to participate in any future equity financing by us prior to December 30

2010 The participation right allows the registered direct investors to purchase up to 35% of the securities offered

at the same terms offered to other investors in future financings Since these participation rights give the holders

the right to purchase stock at market terms we have concluded that the participation rights should not be

separately treated as derivatives

2009 Line of Credit

On January 27 2009 we entered into an Unsecured Line of Credit Agreement and Promissory Note the

Line of Credit among Radion Energy LLC Radion Ocean Fund LLC Ocean Fund Primary Colors
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LLC Primary Colors and Thomas Bailey an individual collectively the LOC Lenders Pursuant to the

Line of Credit we may borrow up to $15.0 million subject to the final approval of each advance by the LOC

Lenders Radion is controlled by the Chairman of our Board of Directors Kraig Higginson The commitment

amounts under the Line of Credit from each of the LOC Lenders are as follows $7.2 million from Radion $5.3

million from Ocean Fund $2.0 million from Primary Colors and $500000 from Mr Bailey We obtained the

Line of Credit in order to provide working capital for general corporate purposes We intend to repay the

borrowings under the Line of Credit primarily with proceeds from other financing arrangements with shares of

our common stock Under the Line of Credit advances are subject to the final approval of the LOC Lenders and

amounts borrowed under the Line of Credit accrue interest at the rate of 10% per annum The Line of Credit

matures mature and amounts borrowed must be repaid on demand Under the Line of Credit each LOC Lender

receives warrants the LOC Warrants to purchase our common stock for each advance of funds made under

the Line of Credit The number of shares underlying each warrant is equal to 50% of the total amounts funded by

the applicable LOC Lender divided by the closing price of our common stock on the date of the advance The

warrants have an exercise price of $6.00 per share As of December 31 2009 we had borrowed $13.5 million

under the Line of Credit of which $5.6 million remains outstanding Accordingly as of December 31 2009 the

LOC Lenders had received warrants to acquire approximately 1799774 shares of our common stock at strike

price of $6.00 per
share as result of the amount borrowed

2008 Private Equity Placement

On November 14 2008 we sold 2000000 shares of our common stock at fixed price of $5.00 per share in

private equity transaction or $10.0 million We also sold 2360417 shares of our common stock on

December 12 2008 for $4.23654 per share which is price per
share equal to $10.0 million divided by 110% of

the average
of the daily volume-weighted average price on the NYSE Arca exchange for the common stock for

the ten business days ending on and including December 11 2008 The gross proceeds from the closing of the

November 14 2008 and December 12 2008 private placement transactions were $20000000 before deducting

fees and commissions We paid commissions of $1232000 to placement agent in connection with the closing

of the private placement transactions In connection with this private placement we issued 7458532 warrants to

purchase our shares of common stock see Note 17 Warrants below

2008 ATM Transaction

On June 17 2008 we entered into an ATM at-the-market Equity Offering Sales Agreement the Sales

Agreement with Merrill Lynch Co Merrill Lynch Pierce Fenner Smith Incorporated Merrill Lynch

pursuant to which we were able to offer and sell through Merrill Lynch as our sales agent from time to time

shares of our common stock with an aggregate sales price of up to $25.0 million the ATM Program Sales of

shares under the ATM Program were made by means of ordinary brokers transactions on the NYSE Arca

exchange at market prices Merrill Lynch received from us commission of 2.00% based on the gross
sales

price per share for any shares sold through it as our agent under the Sales Agreement We began selling shares

pursuant to the ATM Program during the third quarter of 2008 and we sold 732000 shares pursuant to the ATM

Program for an aggregate of $7.2 million After deducting commissions of $0.1 million we received net proceeds

of $7.1 million from the sale of these shares On August 15 2008 we entered into an amendment to the Sales

Agreement pursuant to which we sold to Merrill Lynch 1986173 shares of our common stock in connection

with public offering of such shares at public offering price per
share of $8.95 Merrill Lynch acted as

underwriter of the offering The net proceeds from the sale of the 1986173 shares after deducting Merrill

Lynchs underwriting discount of $695161 and the offering expenses payable by us were approximately $17.1

million The 1986173 shares together with the 732000 shares previously sold pursuant to the Sales Agreement

constitutedall $25.0 million of the shares of common stock contemplated to be sold pursuant to the Sales

Agreement
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Stock-Based Compensation

In March 2004 our Board of Directors the Board adopted the Raser Technologies Inc Amended and

Restated 2004 Long Term Incentive Plan the Plan and in May 2004 our board recommended and the

stockholders approved the Plan The Plan was adopted to facilitate grants of wider range of stock incentive

awards including restncted stock stock appreciation nghts performance shares and performance units an

automatic annual increase to the number of shares of common stock reserved for issuance under the Plan

beginning in 2005 equal to the lesser of 750 000 shares of common stock 3% of the outstanding shares of

common stock on the first day of each fiscal
year or an amount determined by the Board and optional

automatic nondiscretionary annual stock option grants for employees and non employee directors As of

December 31 2009 we were authonzed to issue up to 693 173 shares of common stock pursuant to the Plan

Our Board of Directors also participates in an additional compensation plan for our outside directors The

standard equity package under this plan consists of stock awards each award having nominal value of $95000
as of the date of the Annual Meeting of Stockholders with the actual share award rounded to the nearest round

lot of 100 shares In order to participate in this plan the Directors were required to make an election which

resulted in them retaining all options vested up to that point under previous compensation arrangements and

forfeiting all unvested options Prior to 2008 three of the eligible outside directors elected to adopt this plan One

May 28 2008 the date of the 2008 Annual Meeting of the Stockholders three eligible outside directors were

granted 9500 shares each to be delivered on May 28 2009 On June 25 2009 the remaining two eligible outside

directors elected to adopt this plan Accordingly the two outside directors that elected this plan forfeited

cumulative total of 65 unvested options On June 25 2009 the date of the 2009 Annual Meeting of the

Stockholders all five outside directors were granted total of 26000 shares each to be delivered on June 25
2010 If the director resigns prior to the delivery date the shares will be forfeited and not delivered

Employee and Director Share Grants and Option Grants

We granted common stock to our employees and directors totaling 186593 shares during the year ended

December 31 2009 We also granted options to purchase an aggregate of 816750 shares of common stock

during the year ended December 31 2009 During the
years ended December 31 2008 and 2007 we granted to

our employees and directors 28500 and 43100 shares of common stock respectively and options to purchase an

aggregate of 557950 and 992500 shares of common stock respectively During the years ended December 31
2009 2008 and 2007 vested options expired out of the money and were not exercised totaling 78 050 and

000 respectively In September 2008 our Compensation Committee modified the terms of our options to

increase the period in which the holder of the vested options is eligible to exercise those options after termination

of employment from 90 days to predetermined formula based upon the number of years of employment

Employees that terminate employment prior to their third
anniversary date would be eligible to exercise their

vested options for two years after employment terminated Employees that terminate employment after achieving

their third anniversary date will be able to exercise their vested options after employment is terminated based

upon the number of years employed

During the years ended December 31 2009 2008 and 2007 employees forfeited 617750 92325 and

10500 of unvested options to purchase shares of common stock respectively The increase in forfeitures during

2009 is primarily due to reductions in corporate staffing levels and executive resignations

During the years ended December 31 2009 former employee forfeited 500 unvested stock share grants

During the year ended December 31 2008 no unvested share grants were forfeited During the year ended

December 31 2007 former employee forfeited 2000 unvested stock grant shares
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During the year ended December 31 2009 no shares of our common stock were issued as result of option

exercises However we issued 445901 shares of our common stock as the result of an anti-dilution provision

contained in our 2008 private placement agreement with Fletcher International Limited Fletcher As result

of the issuance of 445901 shares to Fletcher the maximum number of shares of our common stock underlying

the Fletcher warrant decreased by 445901 shares During the year
ended December 31 2008 we issued 43125

shares of our common stock as result of option exercises and 5990 shares of common stock as result of

warrant exercises During the year ended December 31 2007 we issued 199500 shares of common stock as

result of option exercises and 1069726 shares of common stock as result of warrant exercises

Third Party Share Grants

During the year ended December 31 2009 in settlement of an outstanding promissory note and outstanding

payables to various vendors we issued 142013 restricted shares and 3321518 unrestricted shares of our

common stock to settle outstanding debt totaling $9327500 As result we incurred gain on the

extinguishment of debt totaling $68588

During the year ended December 31 2008 in settlement of outstanding payables to various venders and to

acquire 10-year geothermal lease with private land owner in Nevada we issued 319779 restricted shares of

our common stock to settle outstanding debt and the lease bonus cost totaling $1848906 The fair value of the

restricted shares on the respective grant dates equaled the amounts outstanding on the respective invoices and

lease agreement The lease costs were capitalized as power project leases and prepaid delay rentals

During the first quarter of 2007 we issued to three separate owners of geothermal properties in Nevada

total of 7500 shares of our common stock pursuant to two separate 50-year geothermal lease agreements The

common stock had fair value totaling $39800 on the respective grant date These costs have been capitalized

and classified as unproved property and prepaid delay rentals

During the first quarter of 2007 we granted 200000 shares of restricted common stock to service provider

to advise us on various matters Pursuant to the terms of the agreement 150000 shares were delivered in April

2007 and 50000 shares were delivered in September 2007 Accordingly the stock was valued on the grant date

and was recognized in the first quarter of 2007 as non-cash general and administrative expense totaling

$990000

During the second quarter of 2007 we granted 15000 shares of registered common stock to service

provider to advise us on engineering matters relating to geothermal drilling and power plant construction The

stock had fair value on the grant date totaling $110250 and was recognized as non-cash power project

development expense

Convertible Preferred Stock

We did not issue convertible preferred stock during the years ended December 31 2009 and 2008 For

discussion of convertible preferred stock issued during 2010 see Note 23 Subsequent Events

Third Party Option and Warrant Grants

Stock options granted to non-employees for services are accounted for in accordance with the Equity Topic

of the FASB Accounting Standards Codification which requires expense recognition based on the fair value of

the options We calculate the fair value of options and warrants that have been granted by using the Black

Scholes pricing model

During the year ended December 31 2009 we did not grant options to purchase shares of our common

stock to third parties
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Number of Options Weighted Average Aggregate Intrinsic

and Warrants Exercise Price Value

2007780 7.95

2189512 7.01

1269226 5.75

17500 13.18
__________

2910566 $8.14 _________

11961482 8.66

154115 4.40

165375 10.69

14552558 8.57
__________

8665059 4.05

445901

2992993 11.42

19778723 3.83
__________

1499641 6.99
__________

10578354 7.20
__________

18337523 3.80
__________
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On December 2008 we granted options to purchase 95000 shares of our common stock to service

provider for consulting services to assist us with entering into corporate alliance to finance the construction of

future geothermal power plants The options have an exercise price of $4.00 per share which exceeded the

closing market price on the grant date of $3.55 per share The options have fair value of $175351 which was

recorded as power project development expense

During the third quarter of 2007 we granted options to purchase 35000 shares of our common stock to the

owner of three ranches in Nevada as consideration to secure certain surface rights to the land The options have

an exercise price of $15.10 per
share which was established as the closing market price on the grant date The

options had fair value of $423987 that was recorded as power project leases

For discussion of contingently vesting warrants and non contingently vesting warrants issued dunng 2009

and 2008 and utilization of binomial lattice model to calculate their fair value in Note 17 Warrants below

The activity for stock options and warrants during the years ending December 31 2009 2008 and 2007

respectively is summarized as follows

Outstanding at January 2007

Granted

Exercised

Expired or forfeited

Outstanding at December 31 2007

Granted

Exercised

Expired or forfeited

Outstanding at December 31 2008

Granted

Exercised

Expired or forfeited

Outstanding at December 31 2009

Exercisable at December 31 2007

Exercisable at December 31 2008

Exercisable at December 31 2009

$20494977

50560

4897395

$12410954

49235

4838715

On August 25 2009 we issued 445901 shares of our common stock as result of an anti-dilution provision

contained in our 2008 private placement agreement with Fletcher As result of the issuance of 445901 shares

to Fletcher the maximum number of shares of our common stock underlying the Fletcher warrant decreased

by 445 901 shares

The total intrinsic value of options and warrants exercised in the years ended December 31 2009 2008 and

2007 was approximately $1123671 $297394 and $8943604 respectively The cash received from exercises of

options and warrants in the years
ended December 31 2009 2008 and 2007 was approximately $0 $678597

and $7294868 respectively
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The following tables summarize certain stock option and warrant information at December 31 2009

Outstanding Options and Warrants Fully Vested and/or Expected to Vest

Range of exercise price

$0.55 $5.75

$6.00$11.00

$11.01 $17.20

$25.95

Total

Number

15069366

2812674

1863350

33333

19778723

Weighted average

contractual life

7.43

8.39

5.43

5.30

7.38

Weighted average

exercise price

2.20

6.81

12.08

25.95

3.83

Outstanding Options and Warrants Fully Vested and Exercisable

Weighted average Weighted average

Range of exercise price Number contractual life exercise price

$0.55 $5.75 14063365 7.33 2.22

$6.00$11.00 2453224 8.50 6.60

$l1.01$17.20 1787600 5.33 11.98

$25.95 33333 5.30 25.95

Total 18337522 7.29 3.80

The following table summarizes the non-vested stock options at December 31 2009

Intrinsic value

$4838715

$4838715

Non-Vested Option Grants

Non-vested at January 2007

Granted....

Vested

Forfeited

Non-vested at December 31 2007

Granted

Vested

Forfeited

Non-vested at December 31 2008

Granted

Vested

Forfeited

Non vested at December 31 2009
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Number of Options

684558

1137500

410633

15500

1395925

802950

482346

92325

1624204

816750

432003

617750

1391201

Weighted average

per option fair

market value

$10.28

6.30

7.92

10.66

7.73

6.74

6.57

11.96

7.34

1.13

6.82

8.45

3.37

Intrinsic value

$4897395

$4897395
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The following table summarizes the non-vested stock awards at December 31 2009

Non-Vested Share Awards

Number of Shares

63717

265600

282467

2000

Non-vested at December 31 2007 44850

Granted 348279

Vested 363045
Forfeited

_________

Non-vested at December 31 2008
_________

Weighted average

per share fair

market value

9.79

5.62

6.02

17.19

$8.54

6.21

6.18

As of December 31 2009 there was $4198807 pre-tax and $237900 pre-tax of unrecognized

compensation expense related to nonvested stock option and stock award grants respectively This expense is

expected to be recognized over weighted average period of 2.19 years The following table summarizes the

unrecognized compensation expense expected to be recognized in future periods at December 31 2009

2010

2011

2012

2013

2014

Total

Call Spread Option Transaction

Concurrent with the issuance of the Convertible Notes we entered into call spread option transaction with

an affiliate of Merrill Lynch for the cost of $5.9 million The call spread option transaction was intended to

reduce the potential dilution of our common stock upon conversion of the Convertible Notes The Convertible

Notes are convertible at any time prior to maturity at conversion rate of 108.3658 shares
per $1000 principal

amount of Convertible Notes which represents conversion price of $9.23 per share subject to adjustment for

certain corporate fundamental transactions such as stock splits and stock dividends payments to all stockholders

The call spread option transaction allows us to receive up to 934118 shares of our common stock at $9.23 per

share from the call spread option transaction holder equal to the amount of our common stock related to the

Non-vested at January 2007

Granted

Vested

Forfeited

30084

Granted 3651195

Vested 3550779
Forfeited 500

130000Non-vested at December 31 2009

$10.07

2.74

2.27

6.60

3.66

Stock-based

compensation

expense pre
tax

$1727521

1087577

833857

635024

152728

$4436707
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excess conversion value that we would deliver to the holders of the Convertible Notes upon conversion The

number of shares that we would receive pursuant to the call spread option transaction declines after the market

price
exceeds $11 15 per share to reflect the aggregate market value of $10 million of our common stock The

call spread option transaction will terminate upon the earlier of the maturity date of the related Convertible Notes

or the first day all of the related Convertible Notes are no longer outstanding due to conversion or otherwise Our

ability to receive the maximum aggregate market value of shares of our common stock pursuant to the call spread

option transaction is dependent upon the performance of our stock price and the desire of holders to convert the

Convertible Notes into shares of our common stock If holders fail to convert the Convertible Notes into shares

of our common stock prior to the due date in 2013 the call spread option transaction will expire without the

shares of our common stock being delivered to us

In accordance with current accounting guidance we recorded the $5 850 000 cost of the call spread option

transaction as net reduction in additional paid in capital on the Consolidated Balance Sheets for the year ended

December 3.1 2008 and will not recognize subsequent changes in fair value

Forward Stock Purchase Transaction

Concurrent with the issuance of the Convertible Notes we entered into forward stock purchase transaction

with Merrill Lynch under which we are entitled to receive from Merrill Lynch 1.95 million shares of our

common stock on or about the maturity date of the Convertible Notes The forward stock purchase transaction

was also intended to reduce the potential dilution of our common stock that would result from the conversion of

the Convertible Notes into shares of our common stock The Convertible Notes are convertible at any time prior

to maturity at conversion rate of 108.3658 shares per $1000 principal amount of Convertible Notes which

represents conversion price of $9.23 per share subject to adjustment

In accordance with current accounting guidance the $15.0 million cost of the forward stock purchase

transaction was recorded as reduction to additional paid in capital on the Consolidated Balance Sheets for the

year
ended December31 2008 and we will not recognize subsequent changes in fair value

Contingent Options and Share Grants

Refer to discussion of contingent options warrants and share grants in Note 15 Commitment and

Contingencies above

Note 17 Warrants

Derivative Liability Warrants

Effective January 2009 we adopted the provisions of new accounting pronouncement which applies to

any freestanding financial instruments or embedded features that have the characteristics of derivative and to

any freestanding financial instruments that are potentially settled in an entitys own common stock As result

certain of our issued and outstanding warrants previously treated as equity pursuant to the derivative treatment

exemption are no longer considered exempt Accordingly effective January 2009 we reclassified the fair

value of the warrants described below which have exercise price reset features from equity to liability status as

if these warrants had been treated as derivative liability since the date they were issued The fair value of the

derivative liability warrants on January 2009 totaled $27.2 million At December 31 2009 the fair value of the

derivative liability warrants totaled $11.7 million resulting in gain on derivatives for the year ended

December 31 2009 totaling $15.0 million
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Fletcher Warrants

As part of $20 million private placement to Fletcher in November of 2008 we issued to Fletcher

warrants to acquire shares of our common stock in an aggregate value of up to $20 million the Fletcher

Warrants The number of shares issued pursuant to the Fletcher Warrajrits may not exceed 458 532 shares of

our common stock The Fletcher Warrants had an original strike price per share equal to the lesser of six

dollars $6 00 or ii price equal to the weighted-average df the daily market prices of our common stock for

the forty 40 business days ending on the third business day prior to the exercise of the Fletcher Warrants less

$0 60 subject to certain adjustments see Fletcher Warrants Price Reset Feature below In addition our

agreement with Fletcher requires us to issue additional shares to Fletcher if prior to the first
year anniversary of

the 2008 private placement transaction or any exercise of the Fletcher Warrants by Fletcher we engage in

public disclosure of our intention or agreement to engage in sale or issuance of any shares of or securities

convertible into exercisable or exchangeable for or whose value is derived in whole or in part from any shares

of any class of our capital stock As result of the issuance of the units in the July 2009 registered direct offering

we issued 445901 additional shares of common stock to Fletcher which were delivered in August 2009

Accordingly as of September 30 2009 the number of shares that may be issued pursuant to the Fletcher

Warrants was reduced by the amount of additional shares issued and may not exceed 7012631 Furthermore as

result of the issuance of additional units in the October 2009 registered offering to the participating LOC
Lenders an additional 218189 shares became issuable to Fletcher Since these warrants are no longer subject to

the price reset feature described above the fair value warrants were reclassified from warrat liabilities to

additional paid in capital on the consolidated balance sheets As of December 31 2009 we have not issued the

218189 shares to Fletcher As result of the 218189 shares becoming issuable to Fretcher the maximum

number of shares of our mmon stock underlying the Fletcher warrant decreased by 218189 shares

At December 31 2009 based upon an exercise price equal to the weighted average of the daily market

prices of our common stock for the forty 40 business days ending on the third business day prior to the exercise

of the Fletcher Warrants less $0.60 on that date the Fletcher Warrants would have been exercisable for total of

7012631 shares of our commoti stock The Fletcher Warrants expire on November 14 2018 The Fletcher

Warrants would generate proceeds totaling $3.9 million if all of the Fletcher Warrants are exercised unless

Fletcher decides to exercise the Fletcher Warrants through cashless exercise

Fletcher Warrants Price Reset Feature

As described above the Fletcher Warrants issued in November of 2008 would have been exercisable for

total of 5861622 shares of our common stock at June 30 2009 The Fletcher Warrants contain an exercise price

reset feature that may be triggered upon certain events such as the issuance of shares of common stock at price

below the maximum Fletcher Warrant exercise price If triggered the exercise price reset feature results in

downward adjustment to the original maximum Fletcher Warrant exercise price of $600 per
share to an amount

equal to the average of the then current maximum exercise price and the lowest price at which shares are issued

on the date when the event occurred On July 2009 we closed $25.5 million registered direct offering that

triggered price reset with respect to the Fletcher Warrants Pursuant to the registered direct offering we sold

units of one share of our common stock and one warrant to acquire 0.50 share of our common stock the July

2009 Warrants for negotiated price of $2.98 per unit The per share exercise price of the July 2009 Warrants

is $4.62 The issuance of the units in connection with the July 2009 registered direct offering triggered price

reset with respect to the Fletcher Warrants resulting in maximum exercise price of $3.99 for the Fletcher

Warrants as of September 30 2009

On October 22 2009 we closed $5.4 million registered offering that triggered anotherprice reset with

respect to these warrants Pursuant to the registered offering we sold units that included one share of our common
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stock and one warrant to acquire 0.50 share of our common stock the October 2009 Warrants for negotiated

price of $1.68 per unit The per share exercise price of the October 2009 Warrants associated with the units is $1.61

The issuance of the units in connection with the October 2009 registered offering triggered price reset with respect

to the Fletcher Warrants resulting in current maximum exercise price of $2.80 for the Fletcher Warrants

Contingent Warrants

On January 16 2008 we granted to Merrill Lynch warrants to acquire up to 3700000 shares of our

common stock subject to vesting requirements associated with the financing of our geothermal power plants the

Contingent Warrants The Contingent Warrants expire on January 16 2015 On August 31 2008 the

Contingent Warrants to purchase 1350000 shares of our common stock vested in connection with the closing of

the project financing arrangements for the Thermo No plant and became immediately exercisable In

accordance with the accounting pronouncements the performance criteria related to the vesting of the warrants

had been completed Since the vesting of warrants was result of closing the project financing we allocated the

fair value between the net proceeds of the debt and the amount of equity contribution in our Thermo Subsidiary

We used binomial lattice option-pricing model to calculate the fair value of the vested warrants Accordingly

the fair value of the vested warrants allocated to the issuance of debt totaled $3999334 and the fair value of the

vested warrants allocated to the equity contribution in our Thermo Subsidiary totaled $3749728

However since the performance criteria related to the vesting of the remaining unvested warrants has not been

completed we did not recognized the fair value of the unvested Contingent Warrants as deferred financing costs

On December 2009 as part of the Thermo No subsidiary restructuring the original Commitment Letter

between Merrill Lynch and us was terminated by mutual agreement which resulted in the cancellation of the

remaining unvested Contingent Warrants to acquire 2350000 shares of our common stock As of December 31

2009 none of the Contingent Warrants had been exercised

Contingent Warrant Price Reset Feature

The vested Contingent Warrants contain certain anti-dilution provisions which were triggered by the

issuance of the Convertible Notes the issuance of common stock during the third and fourth quarters of 2008 the

issuance of the LOC Warrants in connection with the Line of Credit during the second quarter of 2009 resulted

in reduction of the original strike price of the Contingent Warrants from $14.98 to $13.07 The issuance of units

in connection with the July 2009 registered direct offering as described above and subsequent issuance of shares

to Fletcher International also in connection with July 2009 registered direct offer resulted in further reduction

of the strike price to $11.65 The issuance of units in connection with the October 2009 registered offering

resulted in an additional reduction of the strike price to $11.09 The warrants expire on January 16 2015 and

would generate proceeds totaling $15.0 million if all of the warrants vest and are exercised

The terms of the Contingent Warrants also provide for anti-dilution protection which adjusts the exercise

price of each Contingent Warrant from time to time upon the occurrence of certain events including stock splits

dividends recapitalizations and similarevents Upon the occurrence of such events the exercise price of the

Contingent Warrants will be appropriately adjusted

Contingent Warrants Call Provision

Any vested warrants may be called for cancellation by us if certain conditions have been met In general

warrants may be called for cancellation if during any period of twenty 20 consecutive trading days concluding

at any time after September of 2008 the closing price of the common stock exceeds specified price ranging

between $23.66 and $39.43 per share
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Series Warrants

Holders of Series Preferred Stock were granted 412 691 cash only exercise warrants equal to 25% of the

common stock available to them upon conversion at an exercise price of $8.55 per share During the year ending

December 31 2009 and 2008 zero and 5990 warrants were exercised by holders of Series Preferred Stock

providing $0 and $27850 in cash to us

Series Warrant Price Reset Feature

The Series warrants also contained an exercise price reset feature based upon certain conditions and

events that would cause the warrant exercise price for outstanding warrant holders to be adjusted downward to

fair value of the common stock on the date when the event occurred We had issued shares to service provider

shares in connection with private placement shares in connection with the $20 million pnvate placement to

Fletcher and shares issued in connection with the $25 million registered director offering with Calyon which

triggered the warrant re pricing
feature from the original exercise price

of $8 55
per

share to new exercise price

of $4.24 per share On October 2009 25243 Series warrants expired unexercised

The above warrants that are classified as derivative liability do not qualify for hedge accounting and as

such all future changes in the fair value of these warrants will be recognized currently in earnings until such time

as the warrants are exercised or expire In addition these warrants do not trade in an active securities market and

as such we estimate the fair value of these warrants using either Binomial Lattice valuation model or the

Black-Scholes option pricing model whenever appropriate The fair values of the warrants treated as derivatives

were computed using the following assumptions

December 312009 January 12009

Risk-free interest rate 2.65 3.78% 0.32 2.23%

Expected dividend yield 0.0% 0.0%

Volatility 103% 105 106%

Time to maturity in years 5.0 9.0 0.75 10.0

The risk4ree interest rate is based on yield curve of interest rates at the time of the grant based on the

contractual life of the option Expected dividend yield is based on our dividend history and anticipated dividend

policy Expected volatility is based on historical volatility for our common stock We currently have no reason to

believe future volatility over the expected remaining life of these warrants is likely to differ materially from

historical volatility The expected life is based on the remaining term of the warrants

Detachable Warrants

Line of Credit Warrants

On January 27 2009 we entered into the Line of Credit with the LOC Lenders Pursuant to the Line of

Credit each of the LOC Lenders received warrants to acquire our common stock for each advance of funds made

under the Line of Credit The number of shares underlying each warrant is equal to 50% of the total amounts

funded by the applicable LOC Lender divided by the closing price of our common stock on the date of the

advance The warrants have an exercise price of $6.00 per share As of December 31 2009 we had borrowed

$13.5 million under the Line of Credit of which $5.6 million remains outstanding Accordingly as of

December 31 2009 the LOC Lenders had received warrants to acquire approximately 1799774 shares of our

common stock at strike price of $600 per share as result of the amount borrowed Since these warrants were

issued based upon the amount that we borrowed from our Line of Credit we allocated the total proceeds from the

Line of Credit to the debt and the warrants The amount of proceeds allocated to the warrants was recorded as
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discount totaling approximately $4.2 million which was accreted up to the face value of the Line of Credit over

the life of the loan As of December 31 2009 we had expensed approximately all of the $4.2 million relating to

the discount For further discussion of the Line of Credit refer to Note 12 Short-Term and Long-Term Debt

Instruments above

There is no anti-dilution or pricing reset feature associated with the Line of Credit warrants As of

December 31 2009 none of the Line of Credit warrants had been exercised

July 2009 Warrants

On July 2009 we closed our $25.5 million registered direct offering in which we sold an aggregate of

8550339 units primarily to institutional investors Each unit consisted of one share of our common stock and

one warrant to purchase 0.50 share of our common stock pursuant to Warrant to Purchase Common Stock

Accordingly we issued warrants to purchase 4275170 shares of our common stock to the participants in the

July registered direct offering The July 2009 Warrants have an exercise price of $4.62 per
share and expire on

July 2014

There is no anti-dilution or pricing reset feature associated with the July 2009 Warrants As of December 31

2009 none of the July 2009 Warrants had been exercised

October 2009 Warrants

On October 22 2009 we completed our registered offering in which we sold an aggregate of 3201526

units to certain of the LOC Lenders in connection with the settlement of $5.4 million of the outstanding

Unsecured Line of Credit Each unit consisted of one share of our common stock and one warrant to purchase

0.50 share of our common stock pursuant to Warrant to Purchase Common Stock Accordingly we issued

warrants to purchase 1600762 warrants to the participants in the October 22 registered offering The October

2009 Warrants have an exercise price of $1.61 per share and expire on October 19 2019

There is no anti-dilution or pricing reset feature associated with the October 2009 Warrants As of

December 31 2009 none of the October 2009 Warrants had been exercised

Contractor Warrants

On October 25 2007 we issued warrants to purchase 15000 shares our shares of common stock to service

provider for advice counsel and other investor relations services The warrants carry an exercise price of $12.06

which is equal to the five day average closing price of our common stock prior to the contract signature date The

contract signature date is also the grant date The warrants vest on October 25 2008 and expire on October 25

2011 The expense was properly recognized in 2007

On March 11 2009 we also issued warrants to purchase 122603 shares to service provider for

construction services relating to the Thermo No transmission lines in order to partially settle outstanding

payable balances totaling $250000 The fair value of the warrant on the grant date approximated the amount of

the debt settled totaling $250000 The warrants carry an exercise price of $5.35 per share and expire on

March 11 2014 As of December 31 2009 none of the Contractor Warrants had been exercised

Contingent Contractor Warrants

Refer to discussion of contingent options warrants and share grants in Note 15 Commitment and

Contingencies above
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The following table summarizes the warrants outstanding and exercisable at December 31 2009

Grant dates

Exercise price

Expiration date

Warrants outstanding

Warrants exercisable

Proceeds if exercised

Grant dates

Exercise price

Expiration date

Warrants outstanding

Warrants exercisable

Proceeds if exercised

Fletcher Warrants

November 2008

2.80 to 0.55

November 14 2018

7012631

7012631

3736943

Line of

Credit Warrants

January 2009

6.00

January 27 2019

1799774

1799774

10798644

July 2009 Warrants

July 2009

4.62

July 2014

4275170

4275170

19751285

October 2009 Warrants

Grant dates

Exercise price

Expiration date

Warrants outstanding

Warrants exercisable

Proceeds if exercised

October 2009

1.61

October 19 2019

1600762

1600762

2577226

Contingent Warrants Registration Rights Agreement

In connection with the Commitment Letter and the issuance of warrants to purchase up to 3700000 shares

of our common stock we entered into registration rights agreement that provides the holder of the warrants

with certain rights to register the resale of the warrants and the shares of common stock issuable upon exercise of

the warrants Warrants to purchase up to 1350000 shares of our common stock vested upon the completion of

the Thermo No financing On December 2009 both Merrill Lynch and we cancelled the Commitment Letter

resulting in the forfeiture of warrants to purchase 2350000 of our common stock Upon series of warrants

vesting we are obligated to register the shares underlying the vested warrants for resale pursuant to the exercise

of such warrants and cause the registration statement to remain continuously effective until all vested warrants

are exercised or expired Merrill Lynch agreed to permit us to defer our obligation to register the resale of the

warrants to purchase 1350000 shares of our common stock until such registration is requested by Merrill Lynch

We do not believe the merger of Merrill Lynchs parent with Bank of America Corporation will alter our

obligations under the registration rights agreement with Merrill Lynch Management currently believes that the

likelihood we will fail to register the shares in accordance with the registration rights agreement or fail to cause

the registration statement to remain continuously effective is remote as defined in accounting literature

Accordingly no accrued liability is deemed necessary

Fletcher Warrants Registration Rights Agreement

In connection with our $20.0 million private placement on November 14 2008 described above the

purchasers of the common stock and related warrants also entered into registration rights agreement that

Contingent

Contractor Warrants Merrill Lynch Warrants Contractor Warrants

Oct 2007-Mar 2009 January 2008 April 2009

5.35 -12.06 11.09 4.00

Oct.2011-Mar.2014 January 15 2015 April 2014

137603 1350000 50000

137603 1350000

836826 14971500
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required us to register the resale of the common stock purchased in the private placement and pursuant to the

exercise of related warrants We were obligated to file registration statement with the United States Securities

and Exchange Commission registering the sale of the shares of common stock and the shares of common stock

underlying the Warrants no later than November 14 2008 and to use our best efforts to cause the registration

statement to be declared effective by December 29 2008 for the first 2.0 million shares of our common stock

purchased and by January 30 2009 for the remaining 2.3 million shares purchased and the related 7.5 million

warrants We are also obligated to use our best efforts to keep the registration statement continuously effective

Liquidated damages for failure to become effective or maintain effectiveness of the registration statement on

Form S-3 equals one percent of the $20.0 million received
per

month up to maximum of $2.0 million in

aggregate Our registration statement on Form S-3 was not declared effective by the SEC due to unresolved

comments from their SEC Comment Letters Accordingly we recorded liability to accrue for the liquidated

damages totaling $800000 In connection with our February 2010 issuance of $5.0 million of convertible

preferred stock we received waiver of all outstanding liquidated danages from Fletcher International See Note

23 Subsequent Events for further discussion

Note 18 Net Loss Per Common Share

Basic net loss per common share Basic EPS is computed by dividing the net loss applicable to common

stockholders by the weighted average
number of common shares outstanding during the period Diluted net loss

per common share Diluted EPS is computed by dividing net loss applicable to common stockholders by the

sum of the weighted average number of common shares outstanding and the weighted average dilutive common

share equivalents then outstanding The computation of Diluted EPS does not assume exercise or conversion of

secunties that would have an anti dilutive effect Common share equivalents consist of shares issuable upon the

exercise of options and warrants to purchase common stock the conversion of any convertible debentures and

related accrued interest and shares issuable upon conversion of any preferred stock

The following table sets forth the number of shares that would be outstanding if outstanding securities

convertible into common stock were converted into common stock whether the convertible securities were in

the money or out of the money based upon the closing market price on December 31 2009

In the Money Out of the Money

Warrants granted 7012631 9213309

Vested employee options 2161582

Unvested employee options 731750 479451

Vested contractor options 130000

Unvested contractor options 50000

Convertible notes maximum number of

shares that can be converted 5960121

The following table sets forth the number of shares that would be outstanding if outstanding securities

convertible into common stock were converted intO common stock whether the convertible securities were in

the money or out of the money based upon the closing market price on December 31 2008

In the Money Out of the Money

Warrants granted 11198775

Vested employee options 523250 1076428

Unvested employee options 8750 1615355

Vested contractor options 130000

Convertible notes maximum number of

shares that can be converted 5960121
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These warrants and options were not included in the calculation of diluted net loss per share because their

effect was anti-dilutive Unvested stock grants totaling 130000 and 30084 were outstanding on December 31

2009 and 2008 respectively Since these shares were granted to employees and Board of Directors and contain

certain rights as defined by the share grant agreements they were included in the net loss per share computation

We also agreed to contingently grant 5000 shares of common stock to service provider upon issuance of

certificate of completion with respect to each of the.first three specific geothermal power plant construction

projects During the second quarter of 2008 management assessed the likelihood of completing the contingent

requirements and concluded that the completion of the first geothermal power plant was considered probable

as defined in the FASB Accounting Standards Codification As of December 31 2009 management also assessed

the likelihood of completing the contingent requirements as reasonably possible as defined in the FASB

Accounting Standards Codification for the remaining 10000 contingent share grants Our common stock

underlying the call spread option transaction and forward stock purchase transaction would be recorded as

treasury stock when delivered and therefore would be excluded from the calculation of diluted net loss per share

because their effect is anti-dilutive

Note 19 Fair Value Measurement

Effective January 2008 we adopted the new accounting guidance relating to fair value measurements as

required by the Fair Value Measurement Topic of the FASB Accounting Standards Codification for financial

instruments measured at fair value on recurring basis and effective January 2009 on non recurring basis

The new accounting guidance defines fair value establishes framework for measuring fair value in accordance

with accounting principles generally accepted in the United States and expands disclosures about fair value

measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer liability an

orderly transaction between market participants at the measurement date Accounting Standards Codification

Topic 820 establishes three tier fair value hierarchy which prioritizes the inputs used in measuring fair

value The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets

or liabilities level measurements ahd the lowest priority to unobservable inputs level measurements These

tiers include

Level defined as observable inputs such as quoted prices for identical instruments in active markets

Level defined as inputs other than quoted prices in active markets that are either directly or indirectly

observable such as quoted prices for similar instruments in active markets or quoted prices for identical

or similar instruments in markets that are not active and

Level defined as unobservable inputs in which little or no market data exists therefore requiring an

entity to develop its own assumptions such as valuations derived from valuation techniques in which

one or more significant inputs or significant value drivers are unobservable

Warrants

Effective January 2009 we adopted the new accounting guidance relating to determining whether

financial instrumentis indexed to its own stock as required by the Derivatives and Hedging Topic of the FASB

Accounting Standards Codification The adoption of the new accounting guidance can affect the accounting for

warrants and many ºonvertible instruments with provisions that protect holders from decline in the stock price

down round provisions For example warrants with such provisions will no longer be recorded in equity

Down round provisions reduce the exercise price of warrant or convertible instrument if company either
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issues equity shares for price that is lower than the exercise price of those instruments or issues new warrants or

convertible instruments that have lower exercise price We evaluated whether warrants to acquire shares of our

common stock contain provisions that protect holders from declines in the stock price or otherwise could result in

modification of the exercise price and/or shares to be issued under the respective warrant agreements based on

variable that is not an input to the fair value of fixed-for-fixed option Accordingly we determined that the

following warrants contained such provisions thereby concluding they were not indexed to our common stock

Series Warrants exercisable for 25243 shares of our common stock that expired unexercised on

October 2009

Contingent Warrants issued to Merrill Lynch exercisable for 1350000 shares of our common stock

that expire January 16 2015

Fletcher Warrants to acquire shares of our common stock in an aggregate value of up to $20.0 million

that may not exceed 7012631 shares of our common stock exercisable at December 31 2009 for

7012631 shares of our common stock that expire November 14 2018

For further discussion of these financial instruments refer to Note 17 Warrants and Note 16 Common
Stock

Beginning January 2009 we recognized these warrants as liabilities at their respective fair values on each

reporting date The cumulative effect of the change in accounting for these warrants of $7.2 million was

recognized as an adjustment to the opening balance of accumulated deficit at January 2009 The cumulative

effect adjustment was the difference between the amounts recognized in the consolidated balance sheet before

January 2009 and the amounts recognized in the consolidated balance sheet after January 2009 The

amounts recognized in the consolidated balance sheet on January 2009 were determined based on the amounts

that would have been recognized if the change had been applied from the issuance date of the warrants We
measured the fair value of these warrants as of March 31 2009 and recorded $0.9 million loss on derivatives

and recorded the liabilities associated with these warrants at their respective fair values as of March 31 2009 For

the quarter ended June 30 2009 we measured the fair value of these warrants as of June 30 2009 and recorded

$7.9 million gain on derivatives We also recorded the liabilities associated with these warrants at their respective

fair values as of June 30 2009 We also measured the fair value of these warrants as of September 30 2009 and

recorded $5.9 million gain on derivatives for the quarter ended September 30 2009 and recorded the liabilities

associated with these warrants at their respective fair values as of September 30 2009 The Senes Warrants

expired on October 2009 Accordingly we no longer computed the fair value of the Series Warrant after

their expiration We also measured the fair value of the remaining warrants as of December 31 2009 and

recorded $2.1 million gain on derivatives for the quarter ended December 31 2009 and recorded the liabilities

associated with these warrants at their respective fair values as of December 31 2009 We determined the fair

values of these securities using the Binomial Lattice and Black Scholes valuation models when appropriate

Asset Retirement Obligations

We report the fair value of asset retirement obligations on nonrecurring basis in our consolidated balance

sheets We estimate the fair value of asset retirement obligations based on discounted cash flow projections using

numerous estimates assumptions and judgments regarding such factors as the existence of legal obligation for

an asset retirement obligation estimated probabilities amounts and timing of settlements the credit-adjusted

risk-free rate to be used and inflation rates These inputs are unobservable and thus result in Level

classification See Note 19 Asset Retirement Obligations for further information on asset retirement

obligations which includes reconciliation of the beginning and ending balances which represent the entirety of

our Level fair value measurements
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The following table represents the fair value hierarchy for assets and liabilities measured at fair value at

December 31 2009

Level

Cash and cash equivalents ... 41782
Restricted cash 9074770
Power project leases asset retirement obligation

portion ______ _________ _________

Total assets $9116552
Merrill Lynch 2008 Contingent Warrants

Fletcher Warrants

Asset retirement obligations

Total liabilities

See asset retirement obligations roliforward atNOte 19 Asset Retirement Obligation

Cash and cash equivalents and restricted cash measured using Level inputs consist primarily of money

market accounts that are traded on active exchange markets Valuations are obtained from readily available

pricing sources for market transactions involving identical instruments

Restricted cash measured using Level inputs consist of certificates of deposit Valuations are generally

obtained from third party pricing services for or comparable instruments and validated through back testing to

trade data or confirmation that the pricing services significant inputs are observable or determined through use

of valuation methodologies using observable market inputs such as market interest rates

We determined the fair value of the Contingent Warrants and the Fletcher Warrants using Binomial

Lattice valuation model that considered their down round provisions that reduce the exercise price if we issues

new warrants or equity at lower pnce The model considered the historical volatility of our stock pnce See

discussion of variable inputs to the valuations of these warrants in Note 17 Warrants above

Recurring Level Activity Reconciliation and Basis for Valuation

The table below provides reconciliation of the beginning and ending balances for the major classes of

assets and liabilities measured at fair value using significant unobservable inputs Level The table reflects

gains and losses for the quarter for all financial assets and liabilities categorized as Level as of December 31

2009

Fair Value Measurements Using Significant Unobservable Inputs Level in thousands

Total

Assets

Balance as of January 2009 2485581
Total realized and unrealized gains losses

Balance as of December 31 2009 2485581
Liabilities

Balance as of January 2009 29921055
Increase in fair vake of derivative warrants unrealized

gain 15046026
Reclassification from derivative warrants to equity 401469

Balance as of December 31 2009 14473560

Level Level

0$
76921

Total

41782

9151691

$76921

2485581 2485581

2485581 $11679054

734886 734886

10989332 10989332

2749342 2749342

$14473560 $14473560
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The carrying amounts reported in the accompanying consolidated financial statements for cash and cash

equivalents accounts receivable notes receivable interest receivable accounts payable and accrued liabilities

approximate fair values because of the immediate or short-term maturities of these financial instruments

Note 20 Business Segments

The basis for presenting segment information results generally is consistent with our overall operating

practices All consolidating items and corporate
administrative costs are included in Corporate and Other

We pursue opportunities to develop technologies in the Power Systems market to supplement the

development of technologies targeted for the Transportation Industrial markets Accordingly the presentation

below comprises financial information relating to the years ended December 31 2009 2008 and 2007

respectively

As of and for the Year Ended Transportation Corporate and

December 312009 Industrial Power Systems Other Total

Revenues 2194117 2194117

Segment Operating Loss 1971184 13428444 10054034 25453662

Depreciation Amortization and Accretion 183432 2518211 90339 2791982

Unsuccessful and Impaired Wells

Interest Expense 2887211 8479791 11367002

Fixed Asset Purchases 262117 73686 335803

Geothermal Well Field Drilling Purchases 13670892 13670892

Geothermal Well Field Drilling

Reimbursement Receivable from Federal

Grant 12360188 12360188

Power Project Construction-in-Progress

Purchases 13804552 13804552

Power Project Construction-in-Progress

Reimbursement Receivable from Federal

Grant 17581295 17581295
Power Project Equipment Purchases

Total Assets 447254 $149152045 4592863 $154192162

As of and for the Year Ended Transportation Corporate and

December 312008 Industrial Power Systems Other Total

Revenues 142303 30000 172303

Segment Operating Loss 4724107 23966896 9768406 38459409

Depreciation Amortization and Accretion 200557 20977 82725 304259

Unsuccessful and Impaired Wells 13624352 13624352

Interest Expense 632558 2565692 3198250

Fixed Asset Purchases 106994 29282 88003 224279

Geothermal Well Field Drilling Purchases 40262455 40262455

Power Project Construction-in-Progress

Purchases 73468580 73468580

Power Project Equipment Purchases 19727500 19727500

Total Assets 749185 $168405311 14869952 $184024448

F-75



RASER TECHNOLOGIES INC AND SUBSIDIARIES

Notes to Consolidated Financial StatementsContinued

As of and for the Year Ended Transportation Corporate and

December 31 2007 Industrial Power Systems Other Total

Revenues 320072 320072

Segment Operating Loss 3990583 2673583 9806279 16470445

Depreciation and Amortization 181299 11542 79534 272375

Interest Expense

Fixed Asset Purchases 117305 15114 117344 249763

Geothermal Well Field Drilling Purchases 4750000 4750000

Power Project Construction-in-Progress

Purchases

Power Project Equipment Purchases 603814 603814

Total Assets 1105628 $16076942 6601883 23784453

Included in total assets for the Power Systems segment is note receivable from potential merger

candidate totaling $0 $0 and $506273 at December 31 2009 2008 and 2007 respectively

Note 21 Income Taxes

As required by the Income Taxes topic of the FASB Accounting Standards Codification we are required to

determine whether it is more likely than not that tax position will be sustained upon examination based upon

the technical merits of the position If the more-likely-than-not threshold is met company must measure the tax

position to determine the amount to recognize in the financial statements The application of income tax law is

inherently complex Laws and regulation in this area are voluminous and are often ambiguous As such we are

required to make many subjective assumptions and judgments regarding the income tax exposures

Interpretations of and guidance surrounding income tax laws and regulations change over time As such changes

in the subjective assumptions and judgments can materially affect amounts recognized in the balance sheets and

statements of income

There has been no significant change in the unrecognized tax benefit during the years ended December 31

2009 and 2008 respectively

We classify interest and penalties arising from the underpayment of income taxes in the statement of income

under general and administrative expenses As of December 31 2009 we had no accrued interest or penalties

related to uncertain tax positions The tax years 2006-2009 federal return remains open to examination The

Internal Revenue Service completed their examination of our 2005 federal tax return without significant

adjustment to our financial statements However the Internal Revenue Service reserves the right to audit the

original tax returns for any year in which net operating loss originated and is utilized through the carryback

provisions of the Internal Revenue Code Since we have incurred net operating loss for each year of operations

since 2004 the portion of the 2004 and 2005 tax returns that relate to the computation of the net operating loss

remains open to examination In addition tax years
2006-2008 also remain open to examination by other taxing

jurisdictions to which we are subject

At December 31 2009 we had net operating loss carry-forwards available to offset future taxable income of

approximately $107178000 which will begin to expire in 2021 for federal tax purposes and 2018 for state tax

purposes The utilization of the net operating loss carry-forwards is dependent upon the tax laws in effect at the time

the net carry forwards can be utilized The Internal Revenue Code contains provisions that likely could reduce or

limit the availability and utilization of these net operating loss carry-forwards For example limitations are imposed

on the utilization of net operating loss carry-forwards if certain ownership changes have taken place We will

perform an analysis to determine whether any such limitations have occurred as the net operating losses are utilized
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The amount of and ultimate realization of the benefits from the net operating losses is dependent in part upon the

tax laws in effect our future earnings and other future events the effects of which cannot be determined

At December 31 2009 we had research and development tax credit totaling $1.1 million The research

and development credit will begin to expire in 2019 for federal tax purposes We have established valuation

allowance for all deferred income tax assets not offset by deferred income tax liabilities due to the uncertainty of

their realization At December 31 2009 the valuation allowance totaled $51.3 million representing an increase of

$14.9 million over the valuation allowance at December 31 2009 Approximately $0.8 million related to the

true up of the 2008 tax return filed in 2009 Accordingly there is no benefit for income taxes in the

accompanying consolidated statements of operations

Deferred income taxes are determined based on the estimated future effects of differences between the

financial statement and income tax reporting bases of assets and liabilities given the provisions of currently

enacted tax laws and the tax rates expected to be in place The deferred income tax assets liabilities are

comprised of the following at December 31 2009 and December 31 2008

December 31

2009 2008

Net operating loss carry-forwards 39978000 40060000

Research and development tax credit 1135000 1062000

Depreciation and amortization 3211000 47000

Partnership investments 6546000

Organization costs 733000

Stock compensation 2203000 1595000

Exploration and intangible drilling costs 3895000 137000

Unearned revenue 75000 75000

Allowance for bad debts 109000 56000

Accrued vacation 7000

Charitable contribution carry
forward 4000 2000

Valuation allowance 51343000 36401000

Net deferred income tax asset

Reconciliations between the benefit for income taxes at the federal statutory income tax rate and our benefit

for income taxes for the years ended December 31 2009 and December 31 2008 is as follows

December 31

2009 2008

Federal income tax benefit at statutory rate 6871000 16074000

Book and tax differences for warrant and stock

transactions 742000 435000
Research and development creditnet tax effect 46000 194000

State tax expense benefit 667000 1560000

Provision true-up 776000
Warrant derivative liabilities transactions 3862000

IDC gain 1137000

APIC adjustment 102000

Other permanent items 3791000

Other 16000 18000

Change in valuation allowance 14942000 17375000

Income tax benefit for fiscal year
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Note 22 Supplemental Cash Flow Information

For the year ended December 31 2009

We paid $6 979 552 for interest and $400 for income taxes

We recorded in accrued liabilities crtain capitalized well field development expenditures that were not

paid as of December 31 2009 These accrued capitalized costs included both tangible and intangible

drilling costs and were omitted from the statement of cash flows as non-cash items totaling $3825735

We recorded in accrued liabilities and accounts payable certain capitalized power systems equipment

and contractor fees that were not paid as of December 31 2009 These accrued expenses included

equipment such as pumps cooling towers generating units and related construction costs for

geothermal power plant under construction These accrued capitalized costs were omitted from the

statement of cash flows as non cash items totaling $5 959 042

We recorded five non-cash payments totaling $40000 for 11035 shares of our common stock issued to

settle outstanding invoices from two service providers for consulting relating to our PHEV project The

non-cash payments were equal to the fair market value of the shares on the date the shares were granted

We recorded $2000000 non-cash payment for 574713 shares of our common stock issued to settle

an outstanding invoice from service provider for construction of our Thermo No plant The

non-cash payment approximated the fair market value of the shares on the date the shares were granted

We recorded $950 000 non cash payment for 263 108 shares of our common stock issued to settle

promissory note with former merger candidate that was settled on January 27 2009 The non-cash

payment resulted in gain on extinguishment of debt totaling $68588

We recorded five non-cash payments totaling $3500000 for 70197 restricted shares of our common

stock 1004094 unrestricted shares of our common stock and 122603 warrants to acquire shares of

our common stock issued to settle an outstanding invoice from service provider for construction of

our Thermo No plant The non-cash payment approximated the fair market value of the shares on the

date the shares were granted

We recorded four non-cash payments totaling $216290 for 20000 restricted shares of our common

stock and 88810 unrestricted shares of our common stock issued to settle outstanding invoices from

two service providers for consulting relating to our investor relations and expansion of our geothermal

operations The non-cash payment approximated the fair market value of the shares on the date the

shares were granted

We recorded nineteen non-cash payments totaling $2939800 for 1431574 shares of our common

stock to settle outstanding invoices from the service providers for construction of our Thermo No

plant The non-cash payments approximated the fair market value of the shares on the date the shares

were granted

For the year ended December 31 2008

$2944000 was paid for interest and $400 was paid for income taxes

We recorded in accrued liabilities certain capitalized well field development expenditures that were not

paid as of December 31 2008 These accrued capitalized costs included both tangible and intangible

drilling costs and were omitted from the statement of cash flows as non-cash items totaling $7389.063

We recorded in accrued liabilities and accounts payable certain capitalized power systems equipment

and contractor fees that were not paid as of December 31 2008 These accrued expenses included
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equipment such as pumps cooling towers generating units and related construction costs for

geothermal power plant under construction These accrued capitalized costs were omitted from the

statement of cash flows as non-cash items totaling $32885311

We recorded as an increase to power project leases and to asset retirement obligation for the present

value cost to decommission our power plant and plug the related wells totaling $2066037

We recorded $450000 non-cash payment for 45732 shares of our common stock issued to settle an

outstanding invoice from service provider for design and engineering services relating to construction

of geothermal power plant The non-cash payment was equal to the fair market value of the shares on

the date the shares were granted

We recorded $419000 non-cash payment for 100000 shares of our common stock issued to settle

portion of an outstanding invoice from service provider for design and engineering services relating

to construction of geothermal power plant The non-cash payment was equal to the fair market value

of the shares on the date the shares were granted

We recorded $31 8814 non-cash payment for 22217 shares of our common stOck issued to settle an

outstanding invoice from service provider for design and engineering services relating to construction

of geothermal power plant The non-cash payment was equal to the fair market value of the shares on

the date the shares were granted

We recorded $51 158 non cash payment for 565 shares of our common stock issued to settle an

outstanding invoice for professional services related to obtaining the
proper permits that enable us to

dnll for geothermal resources The non cash payment was equal to the fair market value of the shares

on the date the shares were granted

We recorded $9930 non-cash payment for 1000 shares of ourrestricted common stock issued to

acquire geothermal mineral rights on properties in Nevada The non-cash payment was equal to the fair

market value of the shares on the date the 10-year geothermal leases were signed

We recorded $450000 non-cash payment for 112782 shares of our common stock issued to settle

portion of an outstanding invoice from service provider for design and engineenng services relating

to construction of geothermal power plant The noncash payment was equal to the fair market value

of the shares on the date the shares were granted

We recorded $150 000 non cash payment for 34 483 shares of our common stock issued to settle

portion of an outstanding invoice from service provider for construction services for our Thermo

No plant The non-cash payment was equal to the fair market value of the shares on the date the

shares were granted

For the year ended December 31 2007

No cash was paid for interest and $300 was paid for income taxes

We recorded $39800 non-cash payment of 7500 shares of our common stock issued to acquire the

geothermal rights on properties in Nevada The non-cash payment was equal to the fair market value of

the shares on the date the 50-year geothermal leases were signed

We recorded $990000 non-cash payment of 200000 shares of restricted common stock issued to

service provider for advisory services The non-cash payment was equal to thefair market value of the

shares on the date the advisory services payment was approved by our Board of Directors

We recorded an $110250 non-cashpayment of 15000shares of unrestricted common stock issued to

service provider for advisory services The non-cash payment was equal to the fair market value of the

shares on the date the advisory services agreement was signed
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We recorded $423987 non-cash payment of options to purchase 35000 shares of common stock at

an exercise price of $15.10 per share issued to acquire the geothermal surface rights on land in Nevada

The non-cash payment was equal to the fair market value of the shares on the date the issuance was

approved by the Board of Directors

We recorded an $118889 noncash payment of warrants to purchase 15000 shares of our common

stock at an exercise price of $12.06 per share issued to service provider for investor relations

services The non cash payment was equal to the fair market value of the shares on the date the service

provider agreement was signed

Note 23 Subsequent Events

On February 2010 we completed the sale of 5000 shares of Series A-i Cumulative Convertible Preferred

Stock the Preferred Stock pursuant to which we raised $5.0 million before deducting underwriters fees

legal fees and other expenses Each share of the Preferred Stock will pay quarterly dividend payable in cash or

shares of common stock equal to an annualrate of LIBOR plus eight percent 8% but in no event higher than

14% subject to adjustment Each share of the Preferred Stock will beconvertible into shares of our common

stock at price of $5.00 per share such price being subject to adjustment for stock splits recombinations stock

dividends and the like The holders of the Preferred Stock will have the right to redeem the shares of the

Preferred Stock purchased at the earlier of six months after the issue date or the date on which the price of our

common stock equals or exceeds $2 00
per

share or the date of public announcement of the intention or

agreement to engage in transaction or senes of transactions that may result in change of control of our

Company The redemption price for each share of the Preferred Stock into shares of our common stock will be at

least $1.22 per share of our common stock subject to adjustment under certain circumstances and 120% of

the Prevailing Market Price as defined in the Certificate of Rights and Preferences of the Preferred Stock at the

first redemption date We also issuedwarrants the Preferred Warrants to purchase up to an additional 14000

shares of the Preferred Stock

On December 2009 we submitted our application for Department of Treasury grant under

Section 1603 of the Recovery Act the Grant totaling approximately $33 million On February 19 2010 we

received the Grant totaling $33.0 million Although the actual Giant was not received until February 19 2010

the Grant was deemed completed by the U.S Department of Treasury on December 22 2009 Accordingly we

recorded the federal grant
receivable on December 22 2009

On February 19 2010 we received the full grant amount of $33.0 million Under the terms of the

Restructuring Amendments approximately $3.8 million was distributed to us The remaining proceeds received

from the Grant were placed into an escrow account and will be paid out in the following order on or about

June 30 2010 first Prudential will potentially receive pre-payment together with pre-payment penalty of

its outstanding debt depending on the performance Of the Thermo No plant at the time iiproject escrow

accounts will be funded as required by the Thermo Financing Agreements iiiMerrill Lynch will receive its

Redemption Amount as described above iv Pratt Whitney Power Systems will receive any amounts left

owing to it as the turbine supplier for the Thermo No plant and any remaining amounts will be placed in

revenue escrow account and will ultimately flow through as distribution to us

On December 2009 the parties to the Thermo Financing Agreements entered into senes of amendments

to the Thermo Financing Agreements theAmendments in order to extend the Final Completion Date of the

Thermo No plant On February 16 2010 thepartiesto the Thermo Financing Agreements entered into

additional definitional amendments in order to extend the date upon which the Thermo project is required to

achieve Final Completion from February 16 2010 to June 30 2010
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On January 25 2010 Nicholas Goodman began employment as the Chief Executive Officer In connection

with Mr Goodmans employment his annual base salary is $300000 Mr Goodman also received options to

purchase 228571 shares of our common stock at an exercise price of $1.05 per share The stock options had

fair market value of $199200 on the date of the grant and will vest quarterly over three years

On January 15 2010 Martin Petersen resigned as Chief Financial Officer John Perry began

employment on March 10 2010 His duties as Chief Financial Officer will begin on March 22 2010 In

connection with Mr Perrys employment his annual base salary is $250000 Mr Perry also received options to

purchase 194174 shares of our common stock at an exercise price of $1.03 per share The stock options had

fair market value of $165700 on the date of the grant and will vest quarterly over three years Since Mr Perry

will not have assumed his duties as Chief Financial Officer when the December 31 2009 Form 10-K is issued

Mr Clayton will certify the December 31 2009 Form 10-K as the Principal Financial Officer

Note 24 Selected Quarterly Financial Data unaudited

Selected quarterly data unaudited for the years ending December 31 2009 and 2008 are as follows

2009 2008

Quarter 2nd Quarter Quarter 4th Quarter Quarter Quarter 3rd Quarter 4th Quarter

Revenue 407241 845265 941611 130543 5880 30000 5880

Gross margin 1161179 2040513 1079530 56431 5880 30000 5880

Operating loss 5276490 7931998 6003531 6241643 5480044 6514945 6621532 19842888
Net loss applicable

to common

stockholder 6673409 3985667 3781571 5769160 5410465 7441173 8831267 23802129
Net loss per share

Basic 0.10 0.06 0.05 0.07 0.10 0.13 0.15 0.39

Diluted 0.10$ 0.06$ 0.05$ 0.07$ 0.lO$ 0.l3$ 0.15$ 0.39

Significant year
end adjustments for 2008 include expensing the costs of two wells at the Thermo No

plant and expensing the cost of one well at the Truckee project totaling $13.6 million The result of this

adjustment in 2008 is an increase in our loss per share in the fourth quarter of 2009 calculation of $0.22 per

share
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Reclassification of quarterly consolidated condensed statement of cash flows unaudited

0.03

0.03

In connection with preparing the December 31 2009 consolidated financial statements management

determined that the unaudited condensed consolidated statements of cash flows for the quarters ended

September 30 2009 June 30 2009 and March 31 2009 included in our Quarterly Reports on Form 10-Q for

those quarters incorrectly classified certain quarterly amounts as cash used in operating activities that should

have been classified as cash used in investing activities for such periods

In connection with the preparation of the consolidated financial statements for the year
ended December 31

2009 we have reclassified certain amounts in our unaudited financial statements for the quarters ended

September 30 2009 June 30 2009 and March 31 2009 in order to be consistent with the presentation contained

in the financial statements included in this Annual Report on Form 10-K

As discussed in Note 14 Noncontrolling Interest noncontrolling interest decreased during the first quarter

of 2009 by $2.1 million due to correction of an error from prior period that resulted from modifying our

hypothetical liquidation at book value compOtation to include basis adjustment that arises under the recast-

financial-statement approach The noncontrolling interest calculation during the first qtiarter
of 2009 was

computed utilizing the modified methodology for the period covering August 31 2008 to March 31 2009 As

result of modifying our hypothetical liquidation at book value methodology our loss per share for the first

quarter
of 2009 decreased by $0.03 per share Since we did notrecord the correction of error in the prior year due

to its immaterial effect to the December 312008 financial statements below represents the net effect during the

current year
of recOrding the correction of error in the December 31 2009 financial statements

December 31
2009

December 31 effect of

2009 change in

as reported computation Difference

Noncontrolling interest

Net loss applicable to common stockholder 20209807 22289209 2079401

Accumulated deficit 109715274 109715274

Net loss per share

Basic 0.28 0.31

Diluted 0.28 0.31

We believe that this prior period adjustment listed above did not materially impact the 2009 consolidated

financial statements for the year ended December 31 2009 or for any interim period
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The reclassifications identified in connection with the year-end closing result in decrease in the cash used in operating

activities which is offset by an increase in investing activities for each of the periods ended September 30 2009 June 30 2009

March 31 2009 September 30 2008 June 30 2008 and March 31 2008 as follows

For the three months ended For the six months ended For the nine months ended

March 31 March 31 June 30 June 30 September 30 September 30
2009 2009 2009 2009 2009 2009

as reported reclassified Difference as reported reclassified Difference as reported reclassified Difference

Net cash used in

operations $8090613 $4964093 3126520 $18725197 $13507346 5217851 $24683156 $18994733 5688423

Net cash used in

investing

activities 1627880 4754400 3126520 4156352 1061179 5217531 6611255 12299358 5688103
Net cash provided by

financing

activities 8342740 8342740 13046739 13046419 320 33577223 33576903 320
Net increase

decrease in cash

and cash

equivalents 1375753 1375753 1522106 1522106 2282812 2282812

Cash and cash

equivalents at

beginning of

period 1534820 1534820 1534820 1534820 1534820 1534820

Cash and cash

equivalents at end

of period 159067 159067 12714 12714 3817632 3817632

These adjustments correct the previously incorrect classification of certain transactions as changes in accounts payable and

accrued liabilities which should have been classified as geothermal property plant and equipment purchases and geothermal

deposits These adjustments do not affect any of the assets liabilities or equity accounts of our unaudited condensed consolidated

balance sheets and they do not affect any of the revenue and expense accounts of our unaudited condensed consolidated statements

of operations including our net loss per share for the periods ended March 31 2009 June 30 2009 and September 30 2009
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EXHIBIT 31.1

CERTIFICATION

Nicholas Goodman certify that

have reviewed this annual report on Form 10-K of Raser Technologies Inc the Registrant

Based on my knowledge this report does not contain any untrue statement of material fact or omit to

state material fact necessary to make the statements made in light of the circumstances under which such

statements were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the

Registrant as of and for the periods presented in this report

The Registrants other certifying officers and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 3a-l 5e and 15d- 15e and internal

control over financial reporting as defined in the Exchange Act Rules 3a- 151 and 5d- 15f for the Registrant

and have

Designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that material information relating to the

Registrant including its consolidated subsidiaries is made known to us by others within those entities

particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over

financial reporting to be designed under our supervision to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes
in

accordance with generally accepted accounting principles

Evaluated the effectiveness of the Registrants disclosure controls and procedures and presented in

this report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of

the period covered by this report based on such evaluation and

Disclosed in this report any change in the Registrants internal control over financial reporting that

occurred during the Registrants most recent fiscal quarter the Registrants fourth fiscal quarter in the case

of an annual report that has materially affected or is reasonably likely to materially affect the Registrants

internal control over financial reporting

The Registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the Registrants auditors and the audit committee of the Registrants

board of directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control

over financial reporting which are reasonably likely to adversely affect the Registrants ability to record

process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the Registrants internal control over financial reporting

Date March 18 2010 Is NICHOLAS GOODMAN

Nicholas Goodman

Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION

Richard Clayton certify that

have reviewed this annual report on Form 10-K of Raser Technologies Inc the Registrant

Based on my knowledge this report does not contain any untrue statement of material fact or omit to

state material fact necessary to make the statements made in light of the circumstances under which such

statements were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the

Registrant as of and for the periods presented in this report

The Registrants other certifying officers and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and internal control over

financial reporting as defined in the Exchange Act Rules 13a-15f and 15d-15f for the Registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that material information relating to the

Registrant including its consolidated subsidiaries is made known to us by others within those entities

particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over

financial reporting to be designed under our supervision to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles

Evaluated the effectiveness of the Registrants disclosure controls and procedures and presented in

this report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of

the period covered by this report basedon such evaluation and

Disclosed in this report any change in the Registrants internal control over financial reporting that

occurred during the Registrants most recent fiscal quarter the Registrants fourth fiscal quarter in the case

of an annual report that has materially affected or is reasonably likely to materially affect the Registrants

internal control over financial reporting

The Registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the Registrants auditors and theaudit committee of the Registrants

board of directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control

over financial reporting which are reasonably likely to adversely affect the Registrants ability to record

process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the Registrants internal controlover financial reporting

Date March 18 2010 Is RICHARD CLAYTON

Richard Clayton

Principal Financial Officer



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

Pursuant to

18 U.S.C Section 1350

As Adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002

Nicholas Goodman certify pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002 that to my knowledge the Annual Report of Raser Technologies Inc on

Form 10-K for the year ended December 31 2009 fully complies with the requirements of Section 13a or 15d
of the Securities Exchange Act of 1934 and that information contained in such Annual Report on Form 10-K

fairly presents in all material respects the financial condition and results of operations of Raser Technologies

Inc

Date March 18 2010 Is NICHOLAS GOODMAN

Nicholas Goodman

Chief Executive Officer

Principal Executive Officer

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

Pursuant to

18 U.S.C Section 1350
As Adopted pursuant to

Section 906 of the Sarbanes-Oxtey Act of 2002

Richard Clayton certify pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002 that to my knowledge the Annual Report of Raser Technologies Inc on

Form 10-K for the year ended December 31 2009 fully complies with the requirements of Section 13a or 15d
of the Securities Exchange Act of 1934 and that information contained in such Annual Report on Form 10-K

fairly presents in all material respects the financial condition and results of operations of Raser Technologies

Inc

Date March 18 2010 Is RICHARD CLAYTON

Richard Clayton

Principal Financial Officer

Principal Financial and Accounting Officer

signed original of each of the written statements above required by Section 906 of the Sarbanes-Oxley

Act of 2002 has been provided to Raser Technologies Inc and will be retained by Raser Technologies Inc and

furnished to the Securities and Exchange Commission or its staff upon request
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Cautionary Note Regarding Forward-Looking Statements

This Letter to Stockholders contains certain forward-looking

statements within the meaning of Section 27A of the Securities

Act of 1933 end Section 21 of the Securities Exchange Act of

1934 including but not limited to statements regarding our

beliefs about preliminary drilling results our beliefs about the

potential for geothermal power generation on our leased proper

ties our belief about our ability to exploit available geothermal

resources our beliefs about the expected timing relating to the

completion of our geothermal power projects our beliefs aboat

our ability to obtain adequate development funding our beliefs

about our ability to utilize our technology
and other avail

able technologies to produce electric power from the available

renources our beliefs about the geothermal market in
general

our beliefs about the performance and market
applicability of

our products our beliefs about the status and
enforceability

of the Companys intellectual
property our beliefs about the

strength
of our existing

and
potential business relations in the

motor industry our beliefs about the performance capabilities of

our technology our beliefs about the capabilities expertise and

intentions of our partners our ability to hire train and retain key

personnel our ability to successfully complete field testing of

SymetronTM technologies

These
forward-looking statements involve certain rinks and

uncertainties that could cause actual results to differ including

without limitation the competitive environment and our ability to

compete in the industry our ability to adapt our technology for

geothermal applications our ability to secure necessary permits

the strength of our intellectual property our ability to attract

train and retain key personnel and such other risks as identified

in our annual report on Form 10-K for the
year

ended December

31 2009 as filed with the Securities and Exchange Commission

and all subsequent filings

All forward-looking statements in this document are based

on information available to us as of the date hereof and we

undertake no obligation to update forward-looking Statements

to reflect events or circumstances occurring after the date of this

document


