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Part I- Financial Information

Item 1 - Financial Statements

The financial statements included herein have been prepared by the Company, without audit,
pursuant to the rules and regulations of the Securities and Exchange Commission. Certain
information and footnote disclosures normally included in financial statements prepared in
accordance with generally accepted accounting principles may have been condensed or omitted.
However, in the opinion of management, all adjustments (which include only normal recurring
accruals) necessary to present fairly the financial position and results of operations for the
periods presented have been made. These financial statements should be read in conjunction with
the accompanying notes, and with the audited financial statements and notes to the financial
statements included in the Company’s 10-K for the year ended, March 31, 2007. The results of
operations for the three months and the six months ended September 30, 2007 are not necessarily
indicative of the results to be expected for the fiscal year ending March 31, 2008.
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U.S. GEOTHERMAL INC.
(A Development Stage Company)
CONSOLIDATED BALANCE SHEETS

(Stated in U.S. Dollars)

(Unaudited)

September 30, March 31,
2007 2007
ASSETS
Current
Cash and cash equivalents $ 24,208,713 $ 6,759,161
Restricted cash 2,709,000 5,363,400
Receivable from subsidiary 110,136 154,277
Other current assets 37,389 27,706
Total current assets 27,065,238 12,304,544
Investment in subsidiary (note 2) 6,624,534 6,230,410
Property, plant and equipment, net 5,425,293 4,138,386
Total assets $ 39,115,065 $ 22,673,340
LIABILITIES
Current:
Accounts payable and accrued liabilities $ 76,133 $ 1,446,952
Related party accounts payable 13,332 9,510
Total current liabilities 89,465 1,456,462
Long-term:
Stock compensation payable 2,666,696 2,533,858
Total liabilities 2,756,161 3,990,320
Commitments and Contingencies
STOCKHOLDERS’ EQUITY
Capital stock
Authorized:
100,000,000 common shares with a $0.001 par value
Issued and outstanding:
53,428,445 shares at September 30, 2007 and
43,810,512 shares at March 31, 2007 53,429 43,811
Additional paid-in capital 44,901,312 25,781,832
Accumulated deficit before development stage (1,004,630) (1,004,630)
Accumulated deficit during development stage (7,591,207) (6,137,993)
Total stockholders’ equity 36,358,904 18,683,020
Total liabilities and stockholders’ equity $ 39,115,065 $ 22,673,340

The accompanying notes are an integral part of these interim consolidated financial statements.
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U.S. GEOTHERMAL INC.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF OPERATIONS
(Stated in U.S. Dollars)

(Unaudited)

(Unaudited) (Unaudited) Cumulative Period
Three Months Ended Six Months Ended F;g&ifggg;%ﬁ? '
mber mber
September 30, September 30, to September 30,
2007 2006 2007 2006 2007
Revenue $ - 3 - $ - 3$ - $ -
Operating Expenses
Loss from investment in subsidiary 26,188 - 113,309 - 215,645
Consulting fees 16,027 31,572 31,141 97,027 494,946
Corporate admin and development 71,943 124,261 113,504 151,565 666,201
Exploration expenditures - - - - 440,611
Professional fees 197,127 272,632 379,684 487,898 1,983,674
Management fees 6,224 - - 10,131 346,542
Salaries and wages 80,495 326,052 157,979 864,627 1,252,203
Stock based compensation 802,448 - 1,029,590 - 2,931,053
Travel and promotion 173,833 99,516 243,700 204,563 1,126,274
Loss from Operations (1,374,285) (854,003) (2,068,907) (1,815,811) (9,457,149)
Other Income
Foreign exchange gain (loss) (4,107) (258) 75,268 410,071 497,879
Other income (3,494) - 10,050 - 100,257
Interest income 339,208 174,270 530,375 353,232 1,267,806
Net Loss $ 1,042,678) $ (680,021) $ (1,453,214) $ (1,052,508) $ (7,591,207)
Basic And Diluted Net Loss Per
Share $ 0.02 $  (0.02 $ 0.03 $  (0.02

Weighted Average Number of
Shares Outstanding for Basic and 53,349,355 43,501,344 49,960,760 43,481,344

Diluted Calculations
]

The accompanying notes are an integral part of these interim consolidated financial statements.
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U.S. GEOTHERMAL INC.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Stated in U.S. Dollars)

(Unaudited)

For the Six Months Ended

(Unaudited)
From February 26,
2002 (Inception) to

September 30, September 30,
2007 2006 2007
Operating Activities:
Net loss (1,453,214) $  (1,052,508) $ (7,591,207)
Add non-cash items:
Depreciation 23,649 4,341 43,485
Loss of operations of subsidiary 113,309 - 246,613
Loss on disposal of equipment 12,375 - 12,375
Shares issued for other than cash - - 198,984
Share based compensation 1,029,590 624,653 2,931,053
Change in non-cash working capital items:
Receivable subsidiary 44,141 - (110,136)
Accounts payable and accrued liabilities (37,543) 644,904 83,205
Prepaid expenses & other (9,683) (2,305) (37,389)
Total cash provided (used) by operating activities (277,376) 219,085 (4,223,017)
Investing Activities:
Purchases of property, plant and equipment (2,652,385) (10,507,582) (6,805,815)
Cash acquired in business combination - - 5,798
Cash released from (restricted by) under contract 2,654,400 - (2,709,000)
Investment in subsidiary (507,433) - (10,424,534)
Reimbursement from partner - - 4,917,100
Total cash used by investing activities (505,418) (10,507,582) (15,016,451)
Financing Activities:
Issuance of share capital, net of share issue cost 18,232,346 20,259,793 43,448,181
Total cash provided by financing activities 18,232,346 20,259,793 43,448,181
Increase in Cash and Cash Equivalents 17,449,552 9,971,296 24,208,713
Cash and Cash Equivalents, Beginning of Period 6,759,161 196,499 -
Cash and Cash Equivalents, End of Period 24,208,713 $ 10,167,795 $ 24,208,713

The accompanying notes are an integral part of these interim consolidated financial statements.
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U.S. GEOTHERMAL INC.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(Stated in U.S. Dollars)

_ ) (Unaudited)
(Unaudited) (Unaudited) ¢ February 26,

Six Months Ended September 30, 2002 (Inception) to

2007 2006 September 30, 2007
Supplemental Disclosure:
Non-cash investing and financing activities
Shares issued for settlement of debt $ - 3 - $ 173,639
Transfer of property and equipment to subsidiary - - 1,363,714
Shares issued with employment agreements - - 198,984
Shares issued for geothermal property - - 77,350
Purchase of property and equipment on account (1,329,454) - 6,260
Warrants issued for share issue cost - - 158,778

The accompanying notes are an integral part of these interim consolidated financial statements.
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CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

FROM INCEPTION, FEBRUARY 26, 2002, TO SEPTEMBER 30, 2007
(Stated in U.S. Dollars)

U.S. GEOTHERMAL INC.
(A Development Stage Company)

Shares issued for cash at $0.015 per share — February 26,
2002

Shares and warrants issued for Geothermal property at
$0.009 - March 5, 2002

Balance, March 31, 2002 — U.S. Geothermal Inc. — Idaho

Shares issued for cash at $0.25 per share — May 28, 2002

Shares issued for services at $0.25 per share — May 28,
2002

Shares issued for cash at $0.30 per share — November 1,
2002

Shares issued for services at $0.30 per share — November
1, 2002

Shares issued for services at $0.30 per share — February
14, 2003

Net loss for the period

Balance carried forward, March 31, 2003 - U.S.
Geothermal Inc. — Idaho

ACCUM.
NUMBER ADDITIONAL  CAPITAL STOCK OTHER
OF PAID-IN STOCK PURCHASE COMP. ACCUM.

SHARES AMOUNT CAPITAL ISSUABLE  WARRANTS  INCOME  DEFICIT TOTAL
2,600,000 $ 2,600 $ 37,400 - - % - $ - % 40,000
1,895,000 1,895 15,105 - - - - 17,000
4,495,000 4,495 52,505 - - - - 57,000

395,000 395 98,355 - - - - 98,750
5,000 5 1,245 - - - - 1,250
1,023,667 1,024 306,076 - - - - 307,100
10,000 10 2,990 - - - - 3,000
151,170 151 45,199 - - - - 45,350

- - - - - - (164,909) (164,909)
6,079,837 $ 6,080 $ 506,370 - - % - $ (164909) $ 347541
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U.S. GEOTHERMAL INC.
(A Development Stage Company)

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (Continued)

FROM INCEPTION, FEBRUARY 26, 2002, TO SEPTEMBER 30, 2007
(Stated in U.S. Dollars)

ACCUM.
NUMBER ADDITIONAL CAPITAL STOCK OTHER
OF PAID-IN STOCK PURCHASE COMP. ACCUM.
SHARES AMOUNT CAPITAL ISSUABLE WARRANTS INCOME DEFICIT TOTAL

Balance carried forward, March 31, 2003 - U.S.

Geothermal Inc. — Idaho 6,079,837 $ 6,080 $ 506,370 $ - $ - 3 - $ (164909 $ 347,541
Consolidation adjustment to the number of shares issued

and outstanding as a result of the reverse take-over

transaction- U.S. Geothermal Inc.- Idaho; December

19, 2003 (6,079,837) (6,080) 6,080 - - - - -
Legal parent company shares issued and outstanding at

time of reverse take-over- U.S. Cobalt Inc.; December

19, 2003 2,274,616 2,275 (2,275) - - - - -
Shares issued for acquisition of U.S. Geothermal Inc.-

Idaho 6,939,992 6,940 (6,940) - - - (408,166) (408,166)
Warrants issued for acquisition of U.S. Geothermal Inc.-

Idaho - - - - 629,256 - (629,256) -
Shares and warrants issued for cash at a price of $0.45 per

share in a private placement, net of share issue costs of

$75,122 paid in cash and $25,437 paid by issuance of

83,333 agent’s warrants- December 19, 2003 3,322,221 3,322 959,230 - 457,326 - - 1,419,878
Shares and warrants issued for conversion of notes at

$0.45 per share — February 20, 2004 385,864 386 123,090 - 50,162 - - 173,638
Stock options granted - - 296,081 - - - - 296,081
Foreign currency translation gain - - - - - 35,792 - 35,792
Net loss for the year - - - - - - (676,398) (676,398)
Balance, March 31, 2004 12,922,693 $ 12923 $ 1,881,636 $ - 3 1,136,744 $ 35792 $ (1,878,729) $ 1,188,366
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U.S. GEOTHERMAL INC.
(A Development Stage Company)
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (Continued)

FROM INCEPTION, FEBRUARY 26, 2002, TO SEPTEMBER 30, 2007
(Stated in U.S. Dollars)

ACCUM.
NUMBER ADDITIONAL CAPITAL STOCK OTHER
OF PAID-IN STOCK PURCHASE COMP. ACCUM.
SHARES AMOUNT CAPITAL ISSUABLE WARRANTS INCOME DEFICIT TOTAL

Balance carried forward, March 31, 2004 12,922,693 $ 12,923 $ 1,881,636 $ - $ 1,136,744 $ 35,792 $ (1,878,729) $ 1,188,366
Shares and warrants issued for cash at a price of $0.66 in

a private placement, net of share issue costs of

$225,131 paid in cash and $133,341 paid by the

issuance of 280,000 agent’s warrants- September 17,

2004 4,000,001 4,000 1,103,082 - 1,324,038 - - 2,431,120
Shares issued for property at a price of $0.60- February

22, 2005 100,000 100 60,251 - - - - 60,351
Shares issued for stock options exercised 308,735 309 145,133 - - - - 145,442
Stock options granted - - 295,540 - - - - 295,540
Foreign currency translation gain - - - - - 129,470 - 129,470
Net loss for the year - - - - - - (1,830,421) (1,830,421)
Balance, March 31, 2005 17,331,429 17,332 3,485,642 - 2,460,782 165,262 (3,709,150) 2,419,868
Stock options granted - - 180,780 - - - - 180,780
Expiration of stock purchase warrants - - 1,061,145 - (1,061,145) - - -
Shares issued for stock options and warrants exercised 812,415 812 526,753 - (75,599) - - 451,966
Stock issued as result of employment agreements 120,000 120 83,880 - - - - 84,000
Foreign currency translation loss - - - - - (165,262) 32,792 (132,470)
Capital stock issuable as result of a private placement to

be closed April 3, 2006 - - - 20,134,260 - - - 20,134,260
Stock compensation liability - - (383,510) - (1,324,038) - - (1,707,548)
Net loss for the year - - - - - - (1,523,385) (1,523,385)
Balance, March 31, 2006 18,263,844 $ 18,264 $ 4,954,690 $ 20,134,260 $ - $ - $ (5199,743) $ 19,907,471
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CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (Continued)

U.S. GEOTHERMAL INC.
(A Development Stage Company)

FROM INCEPTION, FEBRUARY 26, 2002, TO SEPTEMBER 30, 2007

(Stated in U.S. Dollars)

ACCUM.
NUMBER ADDITIONAL CAPITAL STOCK OTHER
OF PAID-IN STOCK PURCHASE COMP. ACCUM.
SHARES AMOUNT CAPITAL ISSUABLE WARRANTS INCOME DEFICIT TOTAL

Balance carried forward, March 31, 2006 18,263,844 18,264 $ 4954690 $ 20,134,260 $ - $ - $ (5199,743) $ 19,907,471
Stock issued as result of employment agreements 49,168 49 65,331 - - - 4 65,384
Stock options granted - - 978,772 - - - - 978,772
Shares issued for stock options and warrants

exercised 497,500 498 487,595 - (137,806) - - 350,287
Capital stock issued as result of a private

placement closed April 3, 2006, net of issuance

costs 25,000,000 25,000 20,109,260 (20,134,260) - - - -
Stock purchase warrants expired - - 1,186,232 - (1,186,232) - - -
Stock compensation liability - - (2,000,048) - 1,324,038 - - (676,010)
Net loss for the period - - - - - (1,942,884) (1,942,884)
Balance, March 31, 2007 43,810,512 43,811 25,781,832 - - - (7,142,623) 18,683,020
Capital stock issued as result of a private

placement closed June 5, 2007, net of issuance

costs 9,090,900 9,091 17,757,681 - - - - 17,766,772
Shares issued for stock options and warrants

exercised 527,033 527 465,046 - - - - 465,573
Stock compensation liability - - 896,753 - - - - 896,753
Net loss for the period - - - - - - (1,453,214) (1,453,214)
Balance, September 30, 2007 (unaudited) 53,428,445 53,429 $ 44901312 $ - $ - $ - $ (8595837) $ 36,358,904

The accompanying notes are an integral part of these interim consolidated financial statements.
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U.S. GEOTHERMAL INC.
(A Development Stage Company)
(Unaudited)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 2007
(Stated in U.S. Dollars)

NOTE 1- ORGANIZATION AND DESCRIPTION OF BUSINESS

When U.S. Cobalt Inc. (“GTH” or the “Company”) completed a reverse take-over on December 19,
2003, the former stockholders of U.S. Geothermal Inc. (“GEO - Idaho”) a company incorporated on
February 26, 2002 in the State of Idaho, U.S.A.; acquired control of GTH. In connection with the
transaction, U.S. Cobalt Inc. changed its name to U.S. Geothermal Inc. and consolidated its common
stock on a one new to five old basis. All references to common shares in these financial statements
have been restated to reflect the roll-back of common stock.

The Company has been in the development stage since its formation and has not yet realized any
revenues from its planned principle operations. GEO - ldaho operates for the purpose of acquiring
geothermal properties and entered into an agreement with Vulcan Power Company (“Vulcan”) of Bend,
Oregon, U.S.A., pursuant to which it acquired a 100% interest in the Raft River Geothermal Property
located in Cassia County, Idaho, U.S.A. (Note 3).

Basis of Presentation

These unaudited interim consolidated financial statements of the Company and its subsidiaries have
been prepared in accordance with the rules and regulations of the Securities and Exchange Commission
(“SEC™). Such rules and regulations allow the omission of certain information and footnote disclosures
normally included in financial statements prepared in accordance with generally accepted accounting
principles in the United States of America, so long as such omissions do not render the financial
statements misleading. Certain prior period amounts have been reclassified to conform to the current
period presentation.

In the opinion of management, these financial statements reflect all adjustments that are necessary for a
fair statement of the results for the periods presented. All adjustments were of a normal recurring
nature. These interim financial statements should be read in conjunction with the annual financial
statements of the Company included in its FYE 2007 Annual Report on Form 10-K.

The Company consolidates more-than-50% owned subsidiaries that it controls and entities over which
control is achieved through means other than voting rights. These consolidated financial statements
include the accounts of the Company and its wholly-owned subsidiaries. The accounts of the following
companies are consolidated in these financial statements:

i) U.S. Geothermal Inc. (incorporated in the State of Delaware);

ii) U.S. Geothermal Inc. (incorporated in the State of Idaho);

iii) U.S. Cobalt Inc. (incorporated in the State of Colorado);

iv) U.S. Geothermal Services, LLC (incorporated in the State of Delaware).
All intercompany transactions are eliminated upon consolidation.

Raft River Energy |1 LLC was consolidated through July 2006, after which the entity is recorded under
the equity method. See Consolidation of Variable Interest Entity in Note 2 for further discussion.

-14-



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following are summarized accounting policies considered to be significant by the Company’s
management:

Accounting Method

The Company’s financial statements are prepared using the accrual basis of accounting in accordance
with accounting principles generally accepted in the United States of America and have been
consistently applied in the preparation of the financial statements.

Development Stage Company

Pursuant to Statement of Financial Accounting Standards No. 7, “Accounting and Reporting by
Development Stage Enterprises” (SFAS 7), the Company is considered to be a development stage
enterprise since its planned principal operations have not commenced. The various entities that
comprised the Company prior to February 26, 2002 were not engaged in operations directly related to
the development of geothermal power plants. After that time, the Company began its current and
primary development activities, and accordingly, accounted for the accumulated deficit separately from
the prior operations. The consolidated statements of operations, stockholders’ equity and cash flows
present the accumulated activities from the inception of the current operating activities to present. This
presentation will continue until the Company begins its planned principle operations.

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles
requires the use of estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities known to exist as of the date the financial statements are
published, and the reported amounts of revenues and expenses during the reporting period.
Uncertainties with respect to such estimates and assumptions are inherent in the preparation of the
Company’s financial statements; accordingly, it is possible that the actual results could differ from
these estimates and assumptions and could have a material effect on the reported amounts of the
Company’s financial position and results of operations.

Cash and Cash Equivalents

The Company considers all unrestricted cash, short term deposits, and other investments with
maturities of no more than ninety days when acquired to be cash and cash equivalents for the
purposes of the statement of cash flows. Discussion regarding restricted cash is included in Note 9.
With the large value of funds invested in short term deposits, small variations in short term interest
rates may materially affect the value of cash equivalents. Investments in government obligations
accumulate higher interest, but the principal balance is not insured by the FDIC. All investments held
by the Company are highly liquid and available on demand.

Concentration of Credit Risk

The Company’s cash and cash equivalents consisted of commercial bank deposits, a money market
account, and petty cash. The money market funds totaled $26,785,188, and are not subject to deposit
insurance. Cash deposits are held in a commercial bank in Boise, Idaho, and in a commercial bank in
Vancouver, British Columbia. The accounts in Idaho are guaranteed by the Federal Deposit
Insurance Corporation (FDIC) up to $100,000. The Canadian dollar accounts in British Columbia are
guaranteed by the Canadian Deposit Insurance Corporation (CIDC) up to $100,000 Canadian
(approximately $99,300 in U.S. dollars at September 30, 2007). At September 30, 2007, the Company
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exceeded the FDIC insured amount by approximately $16,800 and did not exceed the CIDC insured
amount.

Consolidation of Variable Interest Entities

The Company has a significant interest in a Raft River Energy I, LLC (RREI), which has been
determined to be a variable interest entity as defined by FASB Interpretation No. 46(R) (FIN 46(R)).
RREI’s purpose is to hold the financial interests of the first phase of the Raft River project for the
construction of a geothermal power plant. As described below, the Company’s interest changed during
the current fiscal period from primary beneficiary to a significant interest.

RREI resulted from agreements signed August 9, 2006, between U.S. Geothermal Inc. and Raft River
Holdings, LLC, a subsidiary of the Goldman Sachs Group, for construction financing of Phase | of the
Raft River project. To accommodate the construction financing, U.S. Geothermal sold 50% of its
ownership in Raft River Energy to Raft River Holdings. As a result of the agreements, U.S. Geothermal
is required to contribute approximately $6,400,000 in cash and property, and Raft River Holdings is
required to contribute $34,170,100 to RREI.

As of September 30, 2007, U.S. Geothermal Inc. has contributed $6,866,714 in cash and property to the
project, while Raft River Holdings has contributed $34,170,100. As a result, Raft River Holdings has
been designated the primary beneficiary.

For periods prior to August 2006, U.S. Geothermal was the 100% owner of RREI and consolidated the
loss of $30,968. For the period August 2006 to March 2007, U.S. Geothermal recorded RREI under the
equity method of accounting for investments in subsidiaries based on the capital contribution ratio at
March 31, 2007 (loss of $102,336).

RREI’s latest audited financial information is summarized as follows:

As of November 24, 2006:

Total current assets $ 3,417,793
Property and equipment 18,618,764
Total assets $ 22,036,557
Total current liabilities $ 3,360,052
Members’ equity 18,676,505
Total liabilities and equity $ 22,036,557

From inception on August 18, 2005 to
November 24, 2006:

Operating revenues $ 0
Operating loss (245,879)
Net loss (237,309)

Property, Plant and Equipment

Costs of acquisition of geothermal properties are capitalized on an area-of-interest basis. Depreciation
of these costs will be on a unit-of-production basis, based on estimated proven geothermal reserves
should such reserves be found. If an area of interest is abandoned, the costs thereof are charged to
income in the year of abandonment. With the inherent uncertainty of calculating the units of production
for a renewable resource, revisions to the estimates and the subsequent field performance of the
resource could cause the life of the resource to differ significantly from the estimated units of
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production. A large percentage increase or decrease in the estimated reserves could increase or decrease
the depreciation, depletion or amortization of capital costs proportionately.

The Company expenses all costs related to the development of geothermal reserves prior to the
establishment of proven and probable reserves.

Depreciation will be based upon the estimated useful life of the asset. For assets directly related to
revenue production defined by a specific contract, the estimated useful lives will not exceed the life of
the contract. Depletion on wells and other assets directly involved in the extraction of the natural
resources will be based upon the total estimated capacity on a unit of production basis. Units will be
defined as gallons of geothermal water processed through the plant and used directly in the
production of revenues.

Other equipment is recorded at cost. Depreciation of other equipment is calculated on an annual
rate of 30%.

Impairment of Long-Lived Assets

Statement of Financial Accounting Standards No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets” (SFAS 144) establishes a single accounting model for long-lived assets to be
disposed of by sale including discontinued operations. SFAS 144 requires that these long-lived assets
be measured at the lower of the carrying amount or fair value less cost to sell, whether reported in
continuing operations or discontinued operations. The Company has adopted SFAS 144 and evaluates
its long-term assets annually for impairment or when circumstances or events occur that may impact
the fair value of the assets. The fair value of geothermal property is primarily evaluated based upon
the present value of expected revenues directly associated with those assets. An impairment loss
would be recognized if the carrying amount of a capitalized asset is not recoverable and exceeds its
fair value. Management believes that there have not been any circumstances that have warranted the
recognition of losses due to the impairment of long-lived assets as of September 30, 2007.

Stock Options Granted to Employees and Non-employees

On April 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (revised
2004), “Share-Based Payment” (SFAS 123(R)), which requires the measurement of the value of
employee services received in exchange for an award of an equity instrument based on the grant-date
fair value of the award. For employees, directors and officers, the fair value of the awards are expensed
over the vesting period. The current vesting period for all options is eighteen months.

Under SFAS 123(R), the Company elected to use the modified prospective transition method, and
accordingly, the Company’s consolidated financial statements for periods prior to adoption of SFAS
123(R) have not been restated to reflect, and do not include the impact of adopting SFAS 123(R).

For non-employee stock based compensation, the Company adopted EITF Issue No. 96-18,
“Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in
Conjunction with Selling, Goods or Services” and EITF Issue No. 00-18, “Accounting Recognition
for Certain Transactions involving Equity Instruments Granted to Other Than Employees.” Non-
employee stock options have been granted, at the Board of Director’s discretion, to select vendors as
a bonus for exceptional performance. Prior to issuance of the awards, the Company was not under
any obligation to issue the stock options. Subsequent to the award, the recipient was not obligated to
perform any services. Therefore, the fair value of these options was expensed on the grant date,
which was also the measurement date.

-17-



The Company accounts for stock-based compensation in accordance with SFAS 123(R). Under the
fair value recognition provisions of this statement, share-based compensation cost is measured at the
grant date based on the value of the award and is recognized as expense over the vesting period.
Determining the fair value of share-based awards at the grant date requires judgment, including
estimating expected dividends. In addition, judgment is also required in estimating the amount of
share-based awards that are expected to be forfeited. If actual results differ significantly from these
estimates, stock-based compensation expense and our results of operations could be materially
impacted.

Earnings Per Share

The Company has adopted Statement of Financial Accounting Standard No. 128 “Earnings per
Share” (SFAS 128), which provides for calculation of "basic” and "diluted” earnings per share. Basic
earnings per share includes no dilution and is computed by dividing net income available to common
shareholders by the weighted average common shares outstanding for the period. Diluted earnings
per share reflect the potential dilution of securities that could share in the earnings of an entity similar
to fully diluted earnings per share. Although there were common stock equivalents outstanding at
September 30, 2007 and March 31, 2007, they were not included in the calculation of earnings per
share because their inclusion would have been considered anti-dilutive.

Financial Instruments

The Company’s financial instruments consist of cash and cash equivalents, refundable tax credits, and
accounts payable and accrued liabilities. Unless otherwise noted, it is management’s opinion that the
Company is not exposed to significant interest, currency or credit risks arising from these financial
instruments. The fair values of these financial instruments approximate their carrying values, unless
otherwise noted.

Refundable tax credit is comprised of Goods and Services Tax (“GST”) which is refundable from the
Government of Canada and is included in other assets.

Foreign Currency Transactions

The Company’s functional currency is the U.S. dollar. Monetary items are converted into U.S. dollars
at the rate prevailing at the balance sheet date. Resulting gains and losses are generally included in
determining net income for the period in which exchange rates change. The Company does not have
financial interests that are specified by contract to be settled in foreign currencies.

Foreign Operations

The accompanying balance sheet contains certain recorded Company assets (principally cash) in a
foreign country (Canada). Although Canada is considered economically stable, it is always possible
that unanticipated events in foreign countries could disrupt the Company’s operations.

Provision for Taxes

Income taxes are provided based upon the liability method of accounting pursuant to Statement of
Financial Accounting Standards No. 109, “Accounting for Income Taxes” (SFAS 109). Under this
approach, deferred income taxes are recorded to reflect the tax consequences in future years of
differences between the tax basis of assets and liabilities and their financial reporting amounts at each
year-end. A valuation allowance is recorded against deferred tax assets if management does not
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believe the Company has met the “more likely than not” standard imposed by SFAS 109 to allow
recognition of such an asset.

At September 30, 2007, the Company had net deferred tax assets calculated at an expected rate of
34% of approximately $2,652,000 (March 31, 2007 - $2,177,500) principally arising from net
operating loss carry forwards and stock compensation. As management of the Company cannot
determine that it is more likely than not that the Company will realize the benefit of the net deferred
tax asset, a valuation allowance equal to the net deferred tax asset was recorded at September 30,
2007. The significant components of the deferred tax asset at September 30, 2007 and March 31,
2007 were as follows:

September 30, March 31,
2007 2007
Estimated net operating loss carry forward $ 7,800,000 $ 6,404,500
Deferred tax asset $ 2,652,000 $ 2,177,500
Deferred tax asset valuation allowance (2,652,000) (2,177,500)
Net deferred tax asset $ - $ -

At September 30, 2007, the Company has net operating loss carry forwards of approximately
$7,800,000 ($6,404,500 in March 31, 2007), which expire in the years 2023 through 2027. The change
in the allowance account from March 31, 2007 to September 30, 2007 was $474,500.

Although we believe that our estimates are reasonable, no assurance can be given that the final tax
outcome of these matters will not be different than that which is reflected in our tax provisions.
Ultimately, the actual tax benefits to be realized will be based upon future taxable earnings levels,
which are very difficult to predict.

Going Concern

Based on the Company’s projected spending over the next 12 months, the approximate $17.8 million
in cash generated from the private placement completed June 5, 2007, and the Company’s other
available resources obtained from prior issuance stock offerings; the Company’s auditors have
removed the going concern qualification on the Company’s financial statements. Management
believes that sufficient funding will be available to meet its business objectives, including anticipated
cash needs for working capital, and financing for construction of the phase one power plant. As
shown in the accompanying consolidated financial statements, the Company has incurred an
accumulated deficit of $8,595,837 and has no revenue from operations. In the ordinary course of
constructing a power plant facility of this size and complexity, cost overruns, variances in geothermal
reservoir conditions and contract delays can significantly affect the economics of the project. Failure
to achieve commercial operations of the power plant prior to December 31, 2008 would jeopardize
the production tax credit, and could materially affect the ability of U.S. Geothermal to operate as a
going concern.

NOTE 3 - REVERSE TAKE-OVER

Effective December 19, 2003, GTH acquired 100% of the issued and outstanding voting shares of GEO
- Idaho by issuing 6,939,992 common shares and 2,420,217 share purchase warrants. Each share
purchase warrant entitled the holder to purchase one additional common share at a price of $0.75 per
share until December 19, 2005. All of the stock purchase warrants noted above expired without
exercise. Since the transaction resulted in the former shareholders of GEO - Idaho owning the majority
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of the issued shares of GTH, the transaction, which was referred to as a “reverse take-over”, was treated
for accounting purposes as an acquisition by GEO - Idaho of the net assets and liabilities of GTH.
Under this purchase method of accounting, the results of operations of GTH where included in these
consolidated financial statements from December 19, 2003. GEO - Idaho was deemed to be the
purchaser for accounting purposes. Accordingly, its net assets were included in the balance sheet at
their previously recorded values.

The Company determined that the share purchase warrants issued as part of the aforementioned
transaction had a fair value of $629,256 as determined by using the Black-Scholes pricing model with
the assumptions as stated in Note 6. The amount was considered to be additional consideration given to
the former GEO - Idaho shareholders and, as such, was allocated, along with the net liabilities assumed
of GTH, to accumulated deficit. The acquisition is summarized as follows:

Current assets (including cash of $5,798) $ 11,616
Current liabilities (419,782)
Net liabilities assumed $ (408,166)

The net liabilities assumed have been charged to accumulated deficit.

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT

During the quarter ended September 30, 2007, the Company incurred costs related to the development
of the Neal Hot Springs property for $21,525. Two vehicles and a compressor were purchased for
$99,896 and miscellaneous equipment for $6,487 that will be utilized by the corporate administrative
and the Raft River site offices.

During the quarter ended June 30, 2007, the Company incurred costs of $101,647 in the continued
construction of Raft River Project phase I. The Company acquired additional geothermal rights for
$1,015,102. An interconnection facility study was competed that amounted to $56,000. Vehicles and
computer equipment utilized by the corporate administrative and the Raft River site offices were
purchased for $21,827.

During the year ended March 31, 2007, the Company incurred an additional $12,084,849 in
construction costs for Raft River Project phase I. These costs were primarily for the drilling of
additional wells and the construction of the power plant and related infrastructure. Raft River Holdings
reimbursed the Company for $4,917,100 in amounts associated with Raft River Energy phase I. As
described in note 2, property (both geothermal property and construction in process) was transferred to
Raft River Energy, in exchange Company’s interest in the subsidiary that amounted to $6,363,714. In
addition to construction activities, the Company acquired 1,083 acres of surface rights in exchange for
cash payments of $1,281,006 and 631 acre feet per annum in water rights for $138,820. Legal fees for
$87,121 were incurred for the acquisition of mineral rights. The Company acquired access to 5,409
acres of surface, mineral and geothermal rights through a lease payment of $15,000. Vehicles, furniture
and computer equipment utilized by the corporate administrative and the Raft River site offices were
purchased for $102,800.
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Property, plant and equipment activities for the six months ended September 30, 2007 are summarized
as follows:

Balance Balance
March 31, September 30,
2007 Additions Deletions 2007
Land $ 384000 % - $ - 9% 384,000
Water rights 1,146,003 - - 1,146,003
Geothermal and mineral rights 286,112 1,092,627 - 1,378,739
Furniture and equipment 108,125 128,657 (15,000) 221,782
Construction in progress, Raft
River Project 2,233,982 101,647 - 2,335,629
$ 4158222 $ 1322931 $ (15,000) 5,466,153
Less: accumulated depreciation (40,860)
$ 5,425,293

Depreciation expense charged to operations for the three months ended March 31, 2007 and the six
months ended September 30, 2007 amounted to $15,746 and $23,649, respectively.

NOTE 5 - CAPITAL STOCK

The Company is authorized to issue 100,000,000 shares of common stock. All shares have equal
voting rights, are non-assessable and have one vote per share. Voting rights are not cumulative and,
therefore, the holders of more than 50% of the common stock could, if they choose to do so, elect all
of the directors of the Company.

During the quarter ended September 30, 2007, the Company issued 235,833 common shares to officers,
employees and consultants upon exercise of stock options at strike prices ranging from $0.60 CDN to
$1.40 CDN (average $1.03 U.S.).

During the quarter ended June 30, 2007, the Company issued 291,200 common shares to officers,
employees and consultants upon exercise of stock options at strike prices ranging from $0.60 CDN to
$1.40 CDN (average $0.76 U.S.).

On June 5, 2007, the Company completed a private placement of 9,090,900 common shares at a price
of $2.20 CDN ($2.08 U.S. as of June 5, 2007). Proceeds, net of financing fees, totaled $17,766,772.

During the quarter ended March 31, 2007, the Company issued 62,500 common shares upon the
exercise of 12,500 stock options, plus 50,000 broker compensation options at an exercise price of
$1.00 CDN ($0.83 U.S.).

During the quarter ended December 31, 2006, the Company issued 72,741 shares to employees in
satisfaction of employment agreements at an average price of $0.90, and 23,573 shares previously
held in escrow were cancelled.

During the quarter ended September 30, 2006, the Company issued 395,000 common shares upon the
exercise of 280,000 stock purchase warrants at an exercise price of $0.85 CDN ($0.73-$0.75 U.S.),
the exercise of 15,000 stock purchase warrants at an exercise price of $1.25 CDN ($0.86 U.S.), and
the exercise of 100,000 options at an exercise price of $0.60 CDN ($0.54 U.S.).
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During the quarter ended June 30, 2006, the Company issued 40,000 common shares upon the
exercise of 40,000 options at an exercise price of $0.60 CDN ($0.53 U.S.).

On April 3, 2006, the Company completed a private placement of 25,000,000 common shares at a
price of $1.00 CDN ($0.86 U.S. as of April 3, 2006). Proceeds, net of financing fees, totaled
$20,134,260. Of the net proceeds, $172,370 had been received in the Company’s bank accounts prior
to year end. Since the subscription forms reflected a March 30, 2006 date, and the remainder of the
cash of $19,961,890 was on deposit with Dundee Securities Corporation, the private placement was
recorded as “Private placement proceeds receivable” and as “Capital Stock Issuable” in the financial
statements at March 31, 2006.

NOTE 6 - STOCK BASED COMPENSATION

The Company’s stock option plan provides for the grant of incentive stock options for up to
5,342,845 common shares to employees, consultants, officers and directors of the Company. All
terms and conditions of the options are the same for external parties as well as internal employees and
directors. Options are granted for a term of up to five years from the date of grant. Stock options
granted generally vest over a period of eighteen months, with 25% vesting on the date of grant and
25% vesting every six months thereafter. Since the plan has been administered by the Company’s
Vancouver office and Pacific Corporate Trust Company, the Company has issued stock options with
an exercise price stated in Canadian dollars per share. The Company recognizes compensation
expense using the straight-line method of amortization. Historically, the Company has issued new
shares to satisfy exercises of stock options and the Company expects to issue new shares to satisfy
any future exercises of stock options.

U.S. Geothermal and their Board of Directors have previously provided additional incentive to our
United States (“U.S.A.”) employees and consultants by offering stock options at a discount off market
price as allowed by the TSX Venture exchange. The U.S.A. legislature and the Internal Revenue
Service (“IRS”) are now issuing regulations to dissuade companies from granting these discounted
stock options. Through the American Jobs Creation Act of 2004 and the Internal Revenue Code
Section 409A, discounted stock options have now been classified as deferred compensation in which
the “discount” is taxable at the date of vesting, instead of upon the date of exercise. They have also
dictated that a 20% penalty on all discounts is to be paid at date of vesting. These new rules have been
retroactively applied to all options vesting after January 1, 2005.

Since U.S. Geothermal stock options vest 25% on date of grant and 25% every six months thereafter,
option holders would be subject to amending tax returns for prior years and paying tax and penalty on
the value of the discount. These amendments and payments would be required whether or not the
option holder exercises the options. The IRS is allowing option holders until December 31, 2007 to
rectify the situation by allowing them to reprice the existing options to the market price on the date of
option grant. As of March 31, 2007, the majority of our U.S.A. option holders have repriced their
options to the market price on the date of grant. An adjustment to the fair market value of the repriced
options was included in the stock compensation accrual for March 2007.

During the quarter ended September 30, 2007, the Company granted 775,000 stock options to
consultants and employees exercisable at a price of $2.41 U.S. until January 22, 2012.

During the quarter ended March 31, 2007, the Company granted 235,000 stock options to consultants
and employees exercisable at a price of $1.40 CDN ($1.24 U.S.) until January 22, 2012.
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During the quarter ended September 30, 2006, the Company granted 170,000 stock options to
consultants and employees exercisable at a price of $1.00 CDN ($0.89 U.S.) until July 31, 2011.

During the quarter ended June 30, 2006, the Company granted 1,763,000 stock options to consultants,
employees, directors and officers exercisable at prices ranging from $0.85 to $1.00 CDN ($0.77 to
$0.90 U.S.) until April 12, 2011.

The following table reflects the summary of stock options outstanding at September 30, 2007 and
changes during the three and six months ended:

Weighted
Average Weighted Aggregate
Number of Exercise Average Intrinsic
shares under Price Per Fair Value Value
options Share (Us) (Us)
Balance outstanding, March 31, 2006 1,065,628 $ 0.69CDN $ 0.37 $ 399,146
Forfeited (145,000) 0.86 CDN 0.62 (90,487)
Exercised (152,500) 0.63 CDN 0.30 (46,427)
Granted 2,168,000 1.05 CDN 0.99 2,140,719
Balance outstanding, March 31, 2007 2,936,128 0.96 CDN 0.82 2,402,951
Forfeited - - - -
Exercised (291,200) 0.83 CDN 0.44 (128,209)
Granted - - - -
Balance outstanding, June 30, 2007 2,644,928 0.98 CDN 0.86 2,274,742
Forfeited (5,000) 1.00 CDN 0.80 (4,000)
Exercised (235,833) 1.09 CDN 0.96 (225,581)
Granted 775,000 2.41 US 1.54 1,193,500
Balance outstanding, September 30,
2007 3,175095 $ 132CDN $ 102 $ 3,238,661

The fair value of each option award is estimated on the date of grant using the Black-Scholes option-
pricing model using the assumptions noted in the following table. Expected volatilities are based on
historical volatility of the Company’s stock. The Company uses historical data to estimate option
exercises and employee termination within the Black-Scholes model. The expected term of options
granted represents the period of time that options granted are expected to be outstanding, based upon
past experience and future estimates and includes data from the Plan. The risk-free rate for periods
within the expected term of the option is based upon the U.S. Treasury yield curve in effect at the time
of grant. The Company currently does not foresee the payment of dividends in the near term.

The fair value of the stock options granted was estimated using the Black-Scholes option-pricing model

and is amortized over the vesting period of the underlying options. The assumptions used to calculate
the fair value are as follows:
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Fiscal Years Ended

2008 2007
Dividend yield 0 0
Expected volatility 77-140% 82-149%
Risk free interest rate 458-5.00%  3.94-4.20%
Expected life (years) 3.50 3.36

Changes in the subjective input assumptions can materially affect the fair value estimate and,
therefore, the existing models do not necessarily provide a reliable measure of the fair value of the
Company’s stock options.

The following table summarizes information about the stock options outstanding at September 30, 2007:

OPTIONS OUTSTANDING

REMAINING NUMBER OF
EXERCISE NUMBER OF CONTRACTUAL OPTIONS
PRICE OPTIONS LIFE (YEARS) EXERCISABLE
$ 0.60 CDN 260,628 1.33 260,628
0.72 CDN 109,167 2.08 109,167
0.85 CDN 20,000 3.50 20,000
0.90 CDN 232,500 2.08 232,500
1.00 CDN 1,536,800 3.50 1,536,800
1.15CDN 78,750 3.83 59,063
1.40 CDN 166,250 4.33 83,125
241 US 775,000 4.83 193,750
$ 1.32CDN 3,179,095 3.55 2,495,033

The following table summarizes information about the stock options outstanding at March 31, 2007:

OPTIONS OUTSTANDING

REMAINING NUMBER OF
EXERCISE NUMBER OF CONTRACTUAL OPTIONS
PRICE (CDN) SHARES LIFE (YEARS) EXERCISABLE
$ 0.60 355,628 191 355,628
0.72 197,500 2.67 197,500
0.85 20,000 4.00 15,000
0.90 347,500 2.67 347,500
1.00 1,615,500 4.00 807,750
1.15 165,000 4.50 82,500
1.40 235,000 4.83 58,750
$ 0.96 2,936,128 3.59 1,864,628
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A summary of the status of the Company’s nonvested stock options for the fiscal year ended March 31,
2007 and for the quarter ended September 30, 2007 are presented as follows:

Weighted Weighted
Average Grant Average
Number of Date Fair Value  Grant Date
Options Per Share Fair Value
Nonvested, March 31, 2006 142500 $ 069CDN $ 037
Granted 2,168,000 1.05 CDN 0.99
Vested (1,094,000) 0.63 CDN 0.30
Forfeited (145,000) 0.86 CDN 0.62
Nonvested, March 31, 2007 1,071,500 0.96 CDN 0.82
Granted - -
Vested (403,875) 1.00 CDN 0.68
Forfeited - - -
Nonvested, June 30, 2007 667,625 1.12 CDN 1.10
Granted 775,000 2.41 US 1.54
Vested (753,563) 1.05 CDN 0.99
Forfeited (5,000) 1.00 CDN 0.80
Nonvested, September 30, 2007 684,062 $ 1.12CDN $ 155

As of September 30, 2007, there was $1,060,284 of total unrecognized compensation cost related to
nonvested share-based compensation arrangements granted under the Plan. That cost is expected to be
recognized over a weighted-average period of 1.5 years. The total fair value of shares vested during the
year ended March 31, 2007 was $1,129,072; for the quarter ended September 30, 2007 was $802,448;
and for the six months ended September 30, 2007 was $1,029,590.

Stock Purchase Warrants

At June 30, 2007, 454,545 share purchase warrants at an exercise price of $2.08 US were issued to
compensate brokers resulting from the private placement of 9,090,900 common shares issued June 5,
2007.

During the quarter ended September 30, 2006, stock purchase warrants representing 3,985,001 common
shares at an exercise price of $1.25 CDN expired without being exercised, stock purchase warrants
representing 280,000 common shares at an exercise price of $0.85 CDN were exercised, and stock
purchase warrants representing 15,000 common shares at an exercise price of $1.25 CDN were
exercised.

NOTE 7 - RELATED PARTY TRANSACTIONS

At September 30, 2007 and March 31, 2007, the amounts of $13,332 and $9,510, respectively, are
payable to directors and officers of the Company. These amounts are unsecured and due on demand.

The Company’s subsidiary Raft River Energy |, LLC owed the Company $110,136 and $154,277 at

September 30, 2007 and March 31, 2007; respectively, for operating and maintenance expenses. The
receivable balance is comprised of unsecured demand obligations due within twelve months.
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Administrative services

Director fees
Consulting fees

The Company incurred the following transactions with directors, officers and a company with a
common director:

Six Months
Ended Year Ended
September 30, March 31,
2007 2007

$ 10,715 $ 20,563
15,000 23,250

12,000 24,000

$ 37,715 $ 67,813

NOTE 8 - DIFFERENCES BETWEEN CANADIAN AND U.S. GAAP

The Company’s consolidated financial statements have been prepared in accordance with U.S.
generally accepted accounting principles (“GAAP”). The material difference in respect to these
financial statements between U.S. and Canadian GAAP is reflected in the recording of Property, Plant
and Equipment. Under Canadian GAAP, development and exploration costs associated with the Raft
River project (property lease payments, geological consulting fees, well monitoring and permitting,
etc.) are recorded as a capital asset. Under U.S. GAAP, these amounts are expensed. As a result of
the above, under Canadian GAAP the following line items in the consolidated balance sheets and
income statements would have been presented as follows:

Canadian

. U.S. GAAP U.S. GAAP Canadian
Consollg?]t;ee(isBalance September 30, Se t(z QQ; 30 March 31, GAAP March
2007 P ! 2007 31, 2007
2007
Plant, Property and
Equipment $ 5425293 | $ 5865904 | $ 4,138,386 | $ 4,578,997
Total Assets 39,115,065 45,421,580 22,673,340 23,113,951
Stockholders’ Equity 36,358,904 36,799,515 18,683,020 19,123,631
Total Liabilities and
Stockholders’ Equity $ 39,115,065 | $ 39,555,676 | $ 22,673,340 | $ 23,113,951
U.S. GAAP Canadian .
Consolidated Statements Six Months GAAP Six U.S. GAAP Canadian
; Year ended GAAP Year
of Operations and Ended Months Ended
) March 31, ended March
Comprehensive Loss September 30, | September 30, 2007 312007
2007 2007 ’
Exploration Expenditures $ -1 $ - 1% - $ -
Loss from Operations (2,068,907) (2,068,907) (3,138,169) (3,138,169)
Net Loss (1,453,214) (1,453,214) (1,942,884) (1,942,884)
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NOTE 9 - COMMITMENTS AND CONTINGENCIES

Operating Lease Agreements

The Company has entered into several lease agreements with terms expiring up to December 1, 2034
for geothermal properties adjoining the Raft River Geothermal Property and for Neal Hot Springs.
The leases provide for the following annual payments within the next five fiscal years:

Year
Ending
March 31, Amount
2008 $ 45,400
2009 50,800
2010 53,800
2011 54,100
2012 46,250
Thereafter 379,100

Power Purchase Agreement

The Company has signed a power purchase agreement with Idaho Power Company for sale of power
generated from its planned phase one power plant. The Company has also signed a transmission
agreement with Bonneville Power Administration for transmission of the electricity from this plant to
Idaho Power, and from the phase two plants to other purchasers. These agreements are all contingent
upon successful financing and construction of the power plant at Raft River. These agreements will
govern the operational revenues for the initial phases of the Company’s operating activities.

Construction Contract

On December 5, 2005, the Company signed a contract (the “Ormat EPC Agreement”) with Ormat
Nevada, Inc. (Ormat) for Ormat to construct a 13 megawatt geothermal power plant at Raft River, Idaho
for a lump sum price of $20,200,000 (exclusive of taxes). The Company expects the out