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Definitions

The following abbreviations or acronyms are used in the text. References in this report to “we,” “us” and “our” are to
ALLETE, Inc. and its subsidiaries, collectively.
Abbreviation or Acronym Term
AC Alternating Current

AFUDC Allowance for Funds Used During Construction - the cost of both debt and equity funds
used to finance utility plant additions during construction periods

ALLETE ALLETE, Inc.
ALLETE Clean Energy ALLETE Clean Energy, Inc.
ALLETE Properties ALLETE Properties, LLC and its subsidiaries
ArcelorMittal ArcelorMittal USA, Inc.
ATC American Transmission Company LLC
Basin Basin Electric Power Cooperative
Bison Wind Energy CenterBison 1, 2 & 3 Wind Facilities
Bison 4 Bison 4 Wind Project
BNI Coal BNI Coal, Ltd.
Boswell Boswell Energy Center
CAIR Clean Air Interstate Rule
CO2 Carbon Dioxide
Company ALLETE, Inc. and its subsidiaries
CSAPR Cross-State Air Pollution Rule
DC Direct Current
EPA Environmental Protection Agency
ESOP Employee Stock Ownership Plan
FASB Financial Accounting Standards Board
FERC Federal Energy Regulatory Commission
Form 8-K ALLETE Current Report on Form 8-K
Form 10-K ALLETE Annual Report on Form 10-K
Form 10-Q ALLETE Quarterly Report on Form 10-Q
GAAP Accounting Principles Generally Accepted in the United States
GHG Greenhouse Gases
GNTL Great Northern Transmission Line
IBEW International Brotherhood of Electrical Workers
Invest Direct ALLETE’s Direct Stock Purchase and Dividend Reinvestment Plan
Item ___ Item ___ of this Form 10-K
kV Kilovolt(s)
Laskin Laskin Energy Center
LIBOR London Inter Bank Offered Rate
MACT Maximum Achievable Control Technology
Magnetation Magnetation, LLC
Manitoba Hydro Manitoba Hydro-Electric Board
MATS Mercury and Air Toxics Standards
MBtu Million British thermal units
Medicare Part D Medicare Part D provision of the Patient Protection and Affordable Care Act of 2010
Mesabi Nugget Mesabi Nugget Delaware, LLC
Minnesota Power An operating division of ALLETE, Inc.

ALLETE 2013 Form 10-K
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Definitions (continued)

Minnkota Power Minnkota Power Cooperative, Inc.
MISO Midcontinent Independent System Operator, Inc.
Moody’s Moody’s Investors Service, Inc.
MPCA Minnesota Pollution Control Agency
MPUC Minnesota Public Utilities Commission
MW / MWh Megawatt(s) / Megawatt-hour(s)
NAAQS National Ambient Air Quality Standards
NDPSC North Dakota Public Service Commission
NERC North American Electric Reliability Corporation
NOL Net Operating Loss

Non-residential Retail commercial, non-retail commercial, office, industrial, warehouse, storage and
institutional

NO2 Nitrogen Dioxide
NOX Nitrogen Oxides
Note ___ Note ___ to the consolidated financial statements in this Form 10-K
NPDES National Pollutant Discharge Elimination System
NYSE New York Stock Exchange
Oliver Wind I Oliver Wind I Energy Center
Oliver Wind II Oliver Wind II Energy Center
Palm Coast Park Palm Coast Park development project in Florida
Palm Coast Park District Palm Coast Park Community Development District
PolyMet PolyMet Mining Corporation
PPA Power Purchase Agreement
PPACA Patient Protection and Affordable Care Act of 2010
PSCW Public Service Commission of Wisconsin
Rainy River Energy Rainy River Energy Corporation - Wisconsin
RSOP Retirement Savings and Stock Ownership Plan
SEC Securities and Exchange Commission
SIP State Implementation Plan
SO2 Sulfur Dioxide
Square Butte Square Butte Electric Cooperative
Standard & Poor’s Standard & Poor’s Ratings Services
SWL&P Superior Water, Light and Power Company
Taconite Harbor Taconite Harbor Energy Center
Taconite Ridge Taconite Ridge Energy Center
Town Center Town Center at Palm Coast development project in Florida
Town Center District Town Center at Palm Coast Community Development District
U.S. United States of America
USS Corporation United States Steel Corporation
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Forward-Looking Statements

Statements in this report that are not statements of historical facts are considered “forward-looking” and, accordingly,
involve risks and uncertainties that could cause actual results to differ materially from those discussed. Although such
forward-looking statements have been made in good faith and are based on reasonable assumptions, there can be no
assurance that the expected results will be achieved. Any statements that express, or involve discussions as to, future
expectations, risks, beliefs, plans, objectives, assumptions, events, uncertainties, financial performance, or growth
strategies (often, but not always, through the use of words or phrases such as “anticipates,” “believes,” “estimates,” “expects,”
“intends,” “plans,” “projects,” “likely,” “will continue,” “could,” “may,” “potential,” “target,” “outlook” or words of similar meaning) are
not statements of historical facts and may be forward-looking.

In connection with the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, we are
providing this cautionary statement to identify important factors that could cause our actual results to differ materially
from those indicated in forward-looking statements made by or on behalf of ALLETE in this Form 10-K, in
presentations, on our website, in response to questions or otherwise. These statements are qualified in their entirety by
reference to, and are accompanied by, the following important factors, in addition to any assumptions and other
factors referred to specifically in connection with such forward-looking statements that could cause our actual results
to differ materially from those indicated in the forward-looking statements:

•our ability to successfully implement our strategic objectives;
•global and domestic economic conditions affecting us or our customers;
•wholesale power market conditions;

•

regulatory or legislative actions, including those of the United States Congress, state legislatures, the FERC, the
MPUC, the PSCW, the NDPSC, the EPA and various state and local regulators, that impact our allowed rates of
return, capital structure, ability to secure financing, industry and rate structure, acquisition and disposal of assets and
facilities, operation and construction of plant facilities, recovery of purchased power, capital investments and other
expenses, including present or prospective environmental matters;
•changes in and compliance with laws and regulations;
•effects of competition, including competition for retail and wholesale customers;
•effects of restructuring initiatives in the electric industry;
•changes in tax rates or policies or in rates of inflation;
•the impacts on our Regulated Operations of climate change and future regulation to restrict the emissions of GHG;
•the outcome of legal and administrative proceedings (whether civil or criminal) and settlements;
•weather conditions, natural disasters and pandemic diseases;
•our ability to access capital markets and bank financing;
•changes in interest rates and the performance of the financial markets;
•project delays or changes in project costs;
•availability and management of construction materials and skilled construction labor for capital projects;
•changes in operating expenses and capital expenditures and our ability to recover these costs;

•pricing, availability and transportation of fuel and other commodities and the ability to recover the costs of suchcommodities;
•our ability to replace a mature workforce and retain qualified, skilled and experienced personnel;
•effects of emerging technology;
•war, acts of terrorism and cyber attacks;
•our ability to manage expansion and integrate acquisitions;
•our current and potential industrial and municipal customers’ ability to execute announced expansion plans;
•population growth rates and demographic patterns; and
•zoning and permitting of land held for resale, real estate development or changes in the real estate market.
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Additional disclosures regarding factors that could cause our results or performance to differ from those anticipated by
this report are discussed in Item 1A under the heading “Risk Factors” beginning on page 28 of this Form 10-K. Any
forward-looking statement speaks only as of the date on which such statement is made, and we undertake no
obligation to update any forward-looking statement to reflect events or circumstances after the date on which that
statement is made or to reflect the occurrence of unanticipated events. New factors emerge from time to time, and it is
not possible for management to predict all of these factors, nor can we assess the impact of each of these factors on
our businesses or the extent to which any factor, or combination of factors, may cause actual results to differ
materially from those contained in any forward-looking statement. Readers are urged to carefully review and consider
the various disclosures made by us in this Form 10-K and in our other reports filed with the SEC that attempt to
identify the risks and uncertainties that may affect our business.
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Part I

Item 1. Business

Regulated Operations includes our regulated utilities, Minnesota Power and SWL&P, as well as our investment in
ATC, a Wisconsin-based regulated utility that owns and maintains electric transmission assets in parts of Wisconsin,
Michigan, Minnesota and Illinois. Minnesota Power provides regulated utility electric service in northeastern
Minnesota to approximately 143,000 retail customers. Minnesota Power’s non-affiliated municipal customers consist
of 16 municipalities in Minnesota. SWL&P, a wholly-owned subsidiary of ALLETE and a Wisconsin utility, is also a
customer of Minnesota Power. SWL&P provides regulated electric, natural gas and water service in northwestern
Wisconsin to approximately 15,000 electric customers, 12,000 natural gas customers and 10,000 water customers. Our
regulated utility operations include retail and wholesale activities under the jurisdiction of state and federal regulatory
authorities.

Investments and Other is comprised primarily of BNI Coal, our coal mining operations in North Dakota, ALLETE
Properties, our Florida real estate investment, and ALLETE Clean Energy, our business aimed at developing or
acquiring capital projects that create energy solutions via wind, solar, biomass, midstream gas and oil infrastructure,
among other energy-related projects. This segment also includes other business development and corporate
expenditures, a small amount of non-rate base generation, approximately 5,000 acres of land in Minnesota, and
earnings on cash and investments.

ALLETE is incorporated under the laws of Minnesota. Our corporate headquarters are in Duluth, Minnesota.
Statistical information is presented as of December 31, 2013, unless otherwise indicated. All subsidiaries are
wholly-owned unless otherwise specifically indicated. References in this report to “we,” “us” and “our” are to ALLETE and
its subsidiaries, collectively.

Year Ended December 31 2013 2012 2011

Consolidated Operating Revenue – Millions $1,018.4 $961.2 $928.2

Percentage of Consolidated Operating Revenue
Regulated Operations 91 %91 %92 %
Investments and Other 9 %9 %8 %

100 %100 %100 %

For a detailed discussion of results of operations and trends, see Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations. For business segment information, see Note 1. Operations and
Significant Accounting Policies and Note 2. Business Segments.

Regulated Operations

Electric Sales / Customers

Regulated Utility Electric Sales
Year Ended December 31 2013 % 2012 % 2011 %
Millions of Kilowatt-hours
Retail and Municipals
Residential 1,177 9 1,132 9 1,159 9
Commercial 1,455 11 1,436 11 1,433 11
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Industrial 7,338 55 7,502 57 7,365 56
Municipals 999 8 1,020 8 1,013 7
Total Retail and Municipals 10,969 83 11,090 85 10,970 83
Other Power Suppliers 2,278 17 1,999 15 2,205 17
Total Regulated Utility Electric Sales 13,247 100 13,089 100 13,175 100
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Regulated Operations (Continued)

Industrial Customers. In 2013, our industrial customers represented 55 percent of total regulated utility kilowatt-hour
sales. Our industrial customers are primarily in the taconite mining, iron concentrate, paper, pulp and wood products,
and pipeline industries.

Industrial Customer Electric Sales
Year Ended December 31 2013 % 2012 % 2011 %
Millions of Kilowatt-hours
Taconite/Iron Concentrate (a) 4,851 66 4,968 66 4,874 66
Paper, Pulp and Wood Products 1,505 21 1,571 21 1,560 21
Pipelines and Other Industrial 982 13 963 13 931 13
Total Industrial Customer Electric Sales 7,338 100 7,502 100 7,365 100

(a)Kilowatt-hour sales to taconite/iron concentrate customers decreased from 2012 primarily due to 154 millionkilowatt-hours sold in 2012 through a short-term, fixed price contract.

Five Minnesota Power taconite customers produce approximately 75 percent of the iron ore produced in the U.S.
according to the U.S. Geological Survey’s 2011 Minerals Yearbook published in January 2013. Sales to taconite
customers and iron concentrate customers represented 4,851 million kilowatt-hours, or 66 percent, of our total
industrial sales in 2013. Taconite, an iron-bearing rock of relatively low iron content, is abundantly available in
northern Minnesota and an important domestic source of raw material for the steel industry. Taconite processing
plants use large quantities of electric power to grind the iron-bearing rock, and agglomerate and pelletize the iron
particles into taconite pellets.

Minnesota Power’s five taconite customers have the capability to produce up to approximately 41 million tons of
taconite pellets annually. Taconite pellets produced in Minnesota are primarily shipped to North American steel
making facilities that are part of the integrated steel industry. Steel produced from these North American facilities is
used primarily in the manufacture of automobiles, appliances, pipe and tube products for the gas and oil industry, and
in the construction industry. Historically, less than five percent of Minnesota taconite production is exported outside
of North America.

During 2013, the domestic steel industry’s production levels enabled Minnesota taconite producers to operate at, or
near, full capacity for the entire year. According to the American Iron and Steel Institute (AISI), an association of
North American steel producers, U.S. raw steel production operated at approximately 77 percent of capacity in 2013
(75 percent in 2012 and 2011).

The past three years, annual taconite production in Minnesota has remained strong at, or near, full production . The
following table reflects Minnesota Power’s taconite customers’ production levels for the past ten years.

Minnesota Power Taconite Customer Production
Year Tons (Millions)
2013* 38
2012 39
2011 39
2010 35
2009 17
2008 39
2007 38
2006 39
2005 40
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2004 39
Source: Minnesota Department of Revenue November 2013 Mining Tax Guide for years 2004 - 2012.
* Preliminary data from the Minnesota Department of Revenue.
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Regulated Operations (Continued)
Industrial Customers (Continued)

In addition to serving the taconite industry, Minnesota Power also serves a number of customers in the paper, pulp and
secondary wood products industry, which represented 1,505 million kilowatt-hours, or 21 percent, of our total
industrial sales in 2013. Three of the four major paper mills we serve reported operating at, or near, full capacity in
2013. In October 2013, Boise, Inc. (Boise), permanently shut down two paper machines representing approximately
20 percent of its paper making capacity. Boise’s reduction in paper making capacity is not expected to have a material
impact on the Company’s consolidated financial position, results of operations, or cash flows.

Large Power Customer Contracts. Minnesota Power has 9 Large Power Customer contracts, each serving
requirements of 10 MW or more of customer load. The customers consist of five taconite producing facilities (two of
which are owned by one company and are served under a single contract), one iron nugget plant, and four paper and
pulp mills.

Large Power Customer contracts require Minnesota Power to have a certain amount of generating capacity available.
In turn, each Large Power Customer is required to pay a minimum monthly demand charge that covers the fixed costs
associated with having this capacity available to serve the customer, including a return on common equity. Most
contracts allow customers to establish the level of megawatts subject to a demand charge on a four-month basis and
require that a portion of their megawatt needs be committed on a take-or-pay basis for at least a portion of the term of
the agreement. In addition to the demand charge, each Large Power Customer is billed an energy charge for each
kilowatt-hour used that recovers the variable costs incurred in generating electricity. Three of the Large Power
Customers have interruptible service which provides a discounted demand rate in exchange for the ability to interrupt
the customers during system emergencies. Minnesota Power also provides incremental production service for
customer demand levels above the contractual take-or-pay levels. There is no demand charge for this service and
energy is priced at an increment above Minnesota Power’s cost. Incremental production service is interruptible.

All contracts with Large Power Customers continue past the contract termination date unless the required advance
notice of cancellation has been given. The required advance notice of cancellation varies from one to four years. Such
contracts minimize the impact on earnings that otherwise would result from significant reductions in kilowatt-hour
sales to such customers. Large Power Customers are required to take all of their purchased electric service
requirements from Minnesota Power for the duration of their contracts. The rates and corresponding revenue
associated with capacity and energy provided under these contracts are subject to change through the same regulatory
process governing all retail electric rates. (See Item 1. Business – Regulated Operations – Regulatory Matters – Electric
Rates.)

Minnesota Power, as permitted by the MPUC, requires its taconite-producing Large Power Customers to pay weekly
for electric usage based on monthly energy usage estimates. These customers receive estimated bills based on
Minnesota Power’s estimate of the customer’s energy usage, forecasted energy prices, and fuel clause adjustment
estimates. Minnesota Power’s four taconite-producing Large Power Customers have generally predictable energy
usage on a week-to-week basis, and any differences that occur are trued-up the following month.

ALLETE 2013 Form 10-K
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Regulated Operations (Continued)
Large Power Customer Contracts (Continued)

Contract Status for Minnesota Power Large Power Customers
As of February 1, 2014 

Customer (d) Industry Location Ownership Earliest
Termination Date

ArcelorMittal – Minorca
Mine (a) Taconite Virginia, MN ArcelorMittal January 31, 2018

Hibbing Taconite Co. (a) Taconite Hibbing, MN

62.3% ArcelorMittal
23.0% Cliffs Natural Resources
Inc.
14.7% USS Corporation

January 31, 2018

United Taconite LLC (a) Taconite Eveleth, MN Cliffs Natural Resources Inc. January 31, 2018
USS Corporation
(USS – Minnesota Ore) (a,b)Taconite

Mt. Iron, MN and
Keewatin, MN USS Corporation January 31, 2018

Mesabi Nugget Iron
Nugget Hoyt Lakes, MN 80% Steel Dynamics, Inc.

20% Kobe Steel USA December 31, 2017

Boise, Inc. Paper International Falls, MNPackaging Corporation of America December 31, 2023
UPM, Blandin Paper Mill
(a) Paper Grand Rapids, MN UPM-Kymmene Corporation January 31, 2018

NewPage Corporation –
Duluth Mill (c)

Paper and
Pulp Duluth, MN NewPage Corporation December 31, 2022

Sappi Cloquet LLC (a) Paper and
Pulp Cloquet, MN Sappi Limited January 31, 2018

(a)
The contract will terminate four years from the date of written notice from either Minnesota Power or the customer.
No notice of contract cancellation has been given by either party. Thus, the earliest date of cancellation is January
31, 2018.

(b)USS Corporation owns both the Minntac Plant in Mountain Iron, MN and the Keewatin Taconite Plant inKeewatin, MN.

(c)
On January 6, 2014, Verso Paper Corporation announced its plan to acquire NewPage Corporation, which is
expected to occur in the second half of 2014. This acquisition will not impact Minnesota Power’s electric service
agreement with NewPage Corporation.

(d)

On January 27 2014, a new electric service agreement was entered into between Minnesota Power and
Magnetation for its facility near Coleraine, Minnesota. This agreement is subject to MPUC approval and will be
effective one month following approval through December 31, 2025. In addition, a transmission service extension
is required to be constructed and is expected to complete in the fourth quarter of 2014.

Residential and Commercial Customers. In 2013, our residential and commercial customers represented 20 percent of
total regulated utility kilowatt-hour sales. Minnesota Power provides regulated utility electric service in northeastern
Minnesota to approximately 143,000 residential and commercial customers. SWL&P provides regulated electric,
natural gas and water service in northwestern Wisconsin to approximately 15,000 electric customers, 12,000 natural
gas customers and 10,000 water customers.

Municipal Customers. In 2013, our municipal customers represented 8 percent of total regulated utility kilowatt-hour
sales, which included 16 municipalities in Minnesota and 1 Wisconsin utility which terminated its contract effective
December 31, 2013.

Other Power Suppliers. The Company also enters into off-system sales with Other Power Suppliers. These sales are
sold at market-based prices into the MISO market on a daily basis or through bilateral agreements of various
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durations.

Basin Power Sales Agreement. Minnesota Power entered into an agreement to sell 100 MW of capacity and energy to
Basin for a ten-year period which began in May 2010. The capacity charge is based on a fixed monthly schedule with
a minimum annual escalation provision. The energy charge is based on a fixed monthly schedule and provides for
annual escalation based on our cost of fuel. The agreement allows us to recover a pro rata share of increased costs
related to emissions that may occur during the last five years of the contract.

Minnkota Power Sales Agreement. In December 2009, Minnesota Power entered into a power sales agreement with
Minnkota Power. Under the power sales agreement, Minnesota Power will sell a portion of its output from Square
Butte to Minnkota Power, resulting in Minnkota Power’s net entitlement increasing and Minnesota Power’s net
entitlement decreasing until Minnesota Power’s share is eliminated at the end of 2025. (See Note 12. Commitments,
Guarantees and Contingencies.)

ALLETE 2013 Form 10-K
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Regulated Operations (Continued)
Other Power Suppliers (Continued)

No power will be sold under the 2009 agreement until Minnkota Power has placed in service a new AC transmission
line, which is anticipated to occur in mid-2014. This new AC transmission line will allow Minnkota Power to transmit
its entitlement from Square Butte directly to its customers, which in turn will enable Minnesota Power to transmit
additional wind generation on the existing DC transmission line.

Seasonality

The operations of our industrial customers, which make up a large portion of our sales portfolio as shown in the table
above, are not typically subject to significant seasonal variations. As a result, Minnesota Power is generally not
subject to significant seasonal fluctuations in electric sales; however, residential sales in 2013 were higher than 2012
as heating degree days in Duluth, Minnesota were approximately 22 percent higher in 2013 than 2012 as a result of
unseasonably warm weather during 2012.

Power Supply

In order to meet our customers’ electric requirements, we utilize a mix of Company generation and purchased power.
The Company’s generation is primarily coal-fired, but also includes approximately 91 MW of hydroelectric generation
from ten hydro stations in Minnesota, 317 MW of nameplate capacity wind generation, and 81 MW of biomass
co-fired generation. Purchased power consists of long-term coal, wind and hydro PPAs as well as market purchases.
The following table reflects the Company’s generating capabilities as of December 31, 2013, and total electrical output
for 2013. Minnesota Power had an annual net peak load of 1,646 MW on August 20, 2013.
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Regulated Operations (Continued)
Power Supply (Continued)

Year Ended
Unit Year Net December 31, 2013

Regulated Utility Power Supply No. Installed Capability Generation and Purchases
MW MWh %

Coal-Fired
Boswell Energy Center 1 1958 67
in Cohasset, MN 2 1960 68

3 1973 362
4 1980 468 (a)

965 6,869,392 51.0
Laskin Energy Center 1 1953 49 (b)
in Hoyt Lakes, MN 2 1953 50 (b)

99 471,771 3.5
Taconite Harbor Energy Center 1 1957 79
in Schroeder, MN 2 1957 77

3 1967 84 (b)
240 1,064,434 7.9

Total Coal 1,304 8,405,597 62.4
Biomass/Coal/Natural Gas
Hibbard Renewable Energy Center in Duluth, MN 3 & 4 1949, 1951 58 25,216 0.2
Cloquet Energy Center in Cloquet, MN 5 2001 23 98,022 0.7
Total Biomass/Coal/Natural Gas 81 123,238 0.9
Hydro (c)
Group consisting of ten stations in MN Multiple Multiple 91 190,273 1.4
Wind (d)
Taconite Ridge Energy Center in Mt. Iron, MN Multiple 2008 25 55,891 0.4
Bison Wind Energy Center in Oliver and Morton
Counties, ND Multiple 2010-2012 292 780,799 5.8

Total Wind 317 836,690 6.2
Total Company Generation 1,793 9,555,798 70.9
Long-Term Purchased Power
Lignite Coal - Square Butte near Center, ND 1,254,622 9.3
Wind - Oliver County, ND 307,595 2.3
Hydro - Manitoba Hydro in Winnipeg, MB, Canada 261,085 1.9
Total Long-Term Purchased Power 1,823,302 13.5
Other Purchased Power (e) 2,106,725 15.6
Total Purchased Power 3,930,027 29.1
Total 1,793 13,485,825 100.0

(a)Boswell Unit 4 net capability shown above reflects Minnesota Power’s ownership percentage of 80 percent. WPPI
Energy owns 20 percent of Boswell Unit 4. (See Note 4. Jointly-Owned Facilities and Projects.)

(b)

Future plans for our Laskin Energy Center and Taconite Harbor Unit 3 are included in our “EnergyForward” plan
which includes the conversion of Laskin from coal to natural gas in 2015 and the retiring of Taconite Harbor Unit 3
in 2015. (See Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations –
Outlook – EnergyForward.)

(c)
The Thomson Energy Center is currently off-line due to damage to the forebay canal and flooding at the facility,
which occurred in June 2012. (See Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations – Outlook – Hydro Operations.)

(d)
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Taconite Ridge consists of 10 wind turbine generator units with a total nameplate capacity of 25 MW. Bison Wind
Energy Center consists of 101 wind turbine generator units, with a total nameplate capacity of 292 MW. The net
capability reflected in the table is the actual accredited capacity of the facility, which is the amount of net
generating capability associated with the facility for which capacity credit was obtained using limited historical
data. As more data is collected, actual accredited capacity may increase.

(e)Includes short-term market purchases in the MISO market and from Other Power Suppliers.
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Regulated Operations (Continued)

Fuel. Minnesota Power purchases low-sulfur, sub-bituminous coal from the Powder River Basin region located in
Montana and Wyoming. Coal consumption in 2013 for electric generation at Minnesota Power’s coal-fired generating
stations was 5.1 million tons. As of December 31, 2013, Minnesota Power had a coal inventory of 0.4 million tons.
Fuel inventory was lower in 2013 primarily due to higher than expected thermal generation and the timing of coal
shipments. Minnesota Power’s coal supply agreements have expiration dates through 2015. In 2014, Minnesota Power
expects to obtain coal under these coal supply agreements and in the spot market. Minnesota Power also continues to
explore other future coal supply options. We believe that adequate supplies of low-sulfur, sub-bituminous coal will
continue to be available.

Minnesota Power also has transportation agreements in place for the delivery of a significant portion of its coal
requirements. These transportation agreements have expiration dates through 2015. Currently, Minnesota Power is in
discussions regarding the extension of our coal supply and transportation contracts beyond 2015. The delivered costs
of fuel for Minnesota Power’s generation are recoverable from Minnesota Power’s utility customers through the fuel
adjustment clause.

Coal Delivered to Minnesota Power
Year Ended December 31 2013 2012 2011
Average Price per Ton $28.90 $29.58 $28.85
Average Price per MBtu $1.60 $1.64 $1.60

Long-Term Purchased Power. Minnesota Power has contracts to purchase capacity and energy from various entities,
including output from certain hydro and wind generating facilities.

Square Butte PPA. Under the long-term agreement with Square Butte, which expires at the end of 2026, Minnesota
Power is currently entitled to 50 percent of the output of a 455-MW coal-fired generating unit located near Center,
North Dakota. (See Note 12. Commitments, Guarantees and Contingencies.) BNI Coal supplies lignite coal to Square
Butte. This lignite supply is sufficient to provide fuel for the anticipated useful life of the generating unit. Square
Butte’s cost of lignite burned in 2013 was approximately $1.72 per MBtu.

Minnkota Power PPA. In December 2012, Minnesota Power entered into a long-term PPA with Minnkota Power.
Under this agreement, Minnesota Power will purchase 50 MW of capacity and the energy associated with that
capacity over the term June 2016 through May 2020. The agreement includes a fixed capacity charge and energy
pricing that escalates at a fixed rate annually over the term.

Oliver Wind I and II PPAs. In 2006 and 2007, Minnesota Power entered into two long-term wind PPAs with an
affiliate of NextEra Energy, Inc. to purchase the output from Oliver Wind I (50 MW) and Oliver Wind II (48
MW)—wind facilities located near Center, North Dakota. Each agreement is for 25 years and provides for the purchase
of all output from the facilities at fixed energy prices. There are no fixed capacity charges, and we only pay for energy
as it is delivered to us.

Manitoba Hydro PPAs. Minnesota Power has a long-term PPA with Manitoba Hydro that expires in May 2015. Under
this agreement, Minnesota Power is purchasing 50 MW of capacity and the energy associated with that capacity. Both
the capacity price and the energy price are adjusted annually by the change in a governmental inflationary index.

Minnesota Power has a separate long-term PPA with Manitoba Hydro to purchase surplus energy through April 2022.
This energy-only transaction primarily consists of surplus hydro energy on Manitoba Hydro’s system that is delivered
to Minnesota Power on a non-firm basis. The pricing is based on forward market prices. Under this agreement,
Minnesota Power will purchase at least one million MWh of energy over the contract term.
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In May 2011, Minnesota Power and Manitoba Hydro signed an additional long-term PPA. The PPA calls for
Manitoba Hydro to sell 250 MW of capacity and energy to Minnesota Power for 15 years beginning in 2020 and is
subject to construction of additional transmission capacity between Manitoba and the U.S., along with construction of
new hydroelectric generating capacity in Manitoba (See Item 1. Business – Regulated Operations – Transmission and
Distribution.) The capacity price is adjusted annually until 2020 by a change in a governmental inflationary index. The
energy price is based on a formula that includes an annual fixed price component adjusted for a change in a
governmental inflationary index and a natural gas index, as well as market prices.
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Regulated Operations (Continued)

Transmission and Distribution

We have electric transmission and distribution lines of 500 kV (8 miles), 345 kV (29 miles), 250 kV (465 miles), 230
kV (814 miles), 161 kV (43 miles), 138 kV (128 miles), 115 kV (1,244 miles) and less than 115 kV (6,264 miles). We
own and operate 172 substations with a total capacity of 11,110 megavoltamperes. Some of our transmission and
distribution lines interconnect with other utilities.

CapX2020. Minnesota Power is a participant in the CapX2020 initiative which represents an effort to ensure electric
transmission and distribution reliability in Minnesota and the surrounding region for the future. CapX2020, which
consists of electric cooperatives, municipal and investor-owned utilities, including Minnesota’s largest transmission
owners, has assessed the transmission system and projected growth in customer demand for electricity through 2020.
Studies show that the region’s transmission system will require major upgrades and expansion to accommodate
increased electricity demand as well as support renewable energy expansion through 2020.

Minnesota Power is participating in three CapX2020 projects: the Fargo, North Dakota to St. Cloud, Minnesota
project, the Monticello, Minnesota to St. Cloud, Minnesota project, which together total a 238-mile, 345 kV line from
Fargo, North Dakota to Monticello, Minnesota, and the 70-mile, 230 kV line between Bemidji, Minnesota and
Minnesota Power’s Boswell Energy Center near Grand Rapids, Minnesota. The 28-mile 345 kV line between
Monticello and St. Cloud was placed into service in December 2011 and the 70-mile 230 kV line between Bemidji,
Minnesota and Minnesota Power’s Boswell Energy Center near Grand Rapids, Minnesota was placed into service in
September 2012. In June 2011, the MPUC approved the route permit for the Minnesota portion of the Fargo to St.
Cloud project. The North Dakota permitting process was completed in August 2012. The entire 238-mile, 345 kV line
from Fargo to Monticello is expected to be in service by 2015.

Based on projected costs of the three transmission lines and the allocation agreements among participating utilities,
Minnesota Power plans to invest between $100 million and $110 million in the CapX2020 initiative through 2015. A
total of $80.5 million was spent through December 31, 2013, of which $69.6 million related to the Fargo, North
Dakota to Monticello, Minnesota projects and $10.9 million related to the Bemidji, Minnesota to Minnesota Power’s
Boswell Energy Center project ($48.2 million as of December 31, 2012 of which $37.3 million related to the Fargo,
North Dakota to Monticello, Minnesota projects and $10.9 million related to the Bemidji, Minnesota to Minnesota
Power’s Boswell Energy Center project). As future CapX2020 projects are identified, Minnesota Power may elect to
participate on a project-by-project basis.

Great Northern Transmission Line (GNTL). As a condition of the long-term PPA signed in May 2011 with Manitoba
Hydro, construction of additional transmission capacity is required. (See Item 1. Business – Regulated Operations –
Power Supply.) As a result, Minnesota Power and Manitoba Hydro proposed construction of the GNTL, an
approximately 240-mile 500 kV transmission line between Manitoba and Minnesota’s Iron Range in order to
strengthen the electric grid, enhance regional reliability and promote a greater exchange of sustainable energy.

The GNTL is subject to various federal and state regulatory approvals. Before a large energy facility can be sited or
constructed in Minnesota, the MPUC requires a Certificate of Need, which was filed on October 21, 2013. In an order
dated January 8, 2014, the MPUC determined the Certificate of Need application was complete and referred the
docket to an administrative law judge for a contested case proceeding. Manitoba Hydro must also obtain regulatory
and governmental approvals related to new transmission lines and hydroelectric generation development in Canada.
Upon receipt of all applicable permits and approvals, construction is anticipated to begin in 2016, and to be completed
in 2020. Minnesota Power’s portion of capital expenditures for the GNTL is estimated to be approximately $300
million depending on the final route of the line, reflecting approximately 51 percent of the total line cost.

Edgar Filing: ALLETE INC - Form 10-K

23



ATC Joint Development. Minnesota Power and ATC are evaluating the joint development of a 345 kV transmission
line from Minnesota’s Iron Range to Duluth, Minnesota, for service after 2020, connecting to the GNTL. This is in
addition to assessing transmission alternatives in Wisconsin that would allow for the movement of more renewable
energy in the Upper Midwest while at the same time strengthening electric reliability in the region. Total project costs,
ownership shares and cost allocation are still to be determined.
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Regulated Operations (Continued)

Investment in ATC

Rainy River Energy, our wholly-owned subsidiary, owns approximately 8 percent of ATC, a Wisconsin-based utility
that owns and maintains electric transmission assets in parts of Wisconsin, Michigan, Minnesota and Illinois. ATC
rates are FERC-approved and are based on a 12.2 percent return on common equity dedicated to utility plant. We
account for our investment in ATC under the equity method of accounting. As of December 31, 2013, our equity
investment in ATC was $114.6 million ($107.3 million at December 31, 2012). (See Note 6. Investment in ATC.)

In September 2013, ATC updated its 10-year transmission assessment covering the years 2013 through 2022 which
identifies a need for between $3.0 and $3.6 billion in transmission system investments. These investments by ATC are
expected to be funded through a combination of internally generated cash, debt and investor contributions. As
opportunities arise, we plan to make additional investments in ATC through general capital calls based upon our pro
rata ownership interest in ATC.

In April 2011, ATC and Duke Energy Corporation announced the creation of a joint venture, Duke-American
Transmission Co. (DATC) that intends to build, own and operate new electric transmission infrastructure in the U.S.
and Canada. DATC is subject to the rules and regulations of the FERC, MISO, PJM Interconnection LLC and various
other independent system operators and state regulatory authorities. We intend to maintain our pro rata investment
interest in ATC.

Properties

We own office and service buildings, an energy control center, repair shops, and storerooms in various localities. All
of our electric plants are subject to mortgages, which collateralize the outstanding first mortgage bonds of Minnesota
Power and SWL&P. All of our generating plants and most of our substations are located on real property owned by
us, subject to the lien of a mortgage, whereas most of our electric lines are located on real property owned by others
with appropriate easement rights or necessary permits from governmental authorities. WPPI Energy owns 20 percent
of Boswell Unit 4. WPPI Energy has the right to use our transmission line facilities to transport its share of Boswell
generation. (See Note 4. Jointly-Owned Facilities and Projects.)

Regulatory Matters

We are subject to the jurisdiction of various regulatory authorities and other organizations. The MPUC has regulatory
authority over Minnesota Power’s retail service area in Minnesota, retail rates, retail services, capital structure,
issuance of securities and other matters. The FERC has jurisdiction over the licensing of hydroelectric projects, the
establishment of rates and charges for transmission of electricity in interstate commerce and electricity sold at
wholesale (including the rates for our municipal customers), natural gas transportation, certain accounting and
record-keeping practices, certain activities of our regulated utilities, and the operations of ATC. The NERC has been
certified by the FERC as the national electric reliability organization and has jurisdiction over certain aspects of the
Company’s generation and transmission operations, including cybersecurity relating to generation and transmission
reliability. The PSCW has regulatory authority over SWL&P’s retail sales of electricity, natural gas, water, issuances
of securities, and other matters. The NDPSC has jurisdiction over site and route permitting of generation and
transmission facilities necessary for construction in North Dakota.

Electric Rates. All rates and contract terms in our Regulated Operations are subject to approval by applicable
regulatory authorities. Minnesota Power designs its retail electric service rates based on cost of service studies under
which allocations are made to the various classes of customers as approved by the MPUC. Nearly all retail sales
include billing adjustment clauses, which adjust electric service rates for changes in the cost of fuel and purchased
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energy, recovery of current and deferred conservation improvement program expenditures and recovery of certain
environmental, transmission and renewable expenditures.

Information published by the Edison Electric Institute (Typical Bills and Average Rates Report – Summer 2013 and
Rankings – July 1, 2013) ranked Minnesota Power as having the fourth lowest average retail rates out of 165 utilities in
the U.S. Minnesota Power had the lowest rates in Minnesota and second lowest in the region consisting of Iowa,
Kansas, Minnesota, Missouri, North Dakota, South Dakota and Wisconsin.

Minnesota Public Utilities Commission. The MPUC has regulatory authority over Minnesota Power’s retail service
area in Minnesota, retail rates, retail services, capital structure, issuance of securities and other matters.

2010 Rate Case. Minnesota Power’s current retail rates are based on a 2011 MPUC retail rate order, effective
June 1, 2011, that allowed for a 10.38 percent return on common equity and a 54.29 percent equity ratio.

ALLETE 2013 Form 10-K
15

Edgar Filing: ALLETE INC - Form 10-K

26



Regulated Operations (Continued)
Regulatory Matters (Continued)

Renewable Cost Recovery Rider. The Bison Wind Energy Center in North Dakota currently consists of 292 MW of
nameplate capacity and was completed in various phases through 2012. Customer billing rates for our Bison Wind
Energy Center were approved by the MPUC in an order dated December 3, 2013.

On September 25, 2013, the NDPSC approved the site permit for construction of Bison 4, a 205 MW wind project in
North Dakota, which is an addition to our Bison Wind Energy Center. As a result, construction has commenced and is
expected to be completed by the end of 2014. The total project investment for Bison 4 is estimated to be
approximately $345 million, of which $55.6 million was spent through December 31, 2013. On January 17, 2014, the
MPUC approved Minnesota Power’s petition seeking cost recovery for investments and expenditures related to
Bison 4. We anticipate including Bison 4 as part of our renewable resources rider factor filing along with the
Company’s other renewable projects in the first quarter of 2014, which upon approval, authorizes updated rates to be
included on customer bills.

Integrated Resource Plan. In an order dated November 12, 2013, the MPUC approved Minnesota Power’s 2013
Integrated Resource Plan which details our “EnergyForward” strategic plan (see Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations – Outlook – EnergyForward), and includes an analysis of a
variety of existing and future energy resource alternatives and a projection of customer cost impact by class.
Significant elements of the “EnergyForward” plan include major wind investments in North Dakota, installation of
emissions control technology at our Boswell Unit 4, planning for the proposed GNTL, conversion of Laskin from coal
to cleaner-burning natural gas in 2015 and retiring Taconite Harbor Unit 3 in 2015. (See Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations – Outlook – EnergyForward.)

Boswell Mercury Emissions Reduction Plan. Minnesota Power is implementing a mercury emissions reduction project
for Boswell Unit 4 in order to comply with the Minnesota Mercury Emissions Reduction Act and the Federal MATS
rule. In August 2012, Minnesota Power filed its mercury emissions reduction plan for Boswell Unit 4 with the MPUC
and the MPCA. The plan proposes that Minnesota Power install pollution controls by early 2016 to address both the
Minnesota mercury emissions reduction requirements and the Federal MATS rule. Costs to implement the Boswell
Unit 4 mercury emissions reduction plan are included in the estimated capital expenditures required for compliance
with the MATS rule and are estimated to be approximately $310 million. On November 5, 2013, the MPUC issued an
order approving the Boswell Unit 4 mercury emissions reduction plan and cost recovery, establishing an
environmental improvement rider. On November 25, 2013, environmental intervenors filed a petition for
reconsideration with the MPUC which was subsequently denied in an order dated January 17, 2014. On
December 20, 2013, Minnesota Power filed a petition with the MPUC to establish customer billing rates for the
approved environmental improvement rider based on actual and estimated investments and expenditures, which is
expected to be approved in the second quarter of 2014.

Transmission Cost Recovery Rider. Minnesota Power has an approved cost recovery rider in place for certain
transmission investments and expenditures. On November 12, 2013, the MPUC approved Minnesota Power’s updated
billing factor which allows Minnesota Power to charge retail customers on a current basis for the costs of constructing
certain transmission facilities plus a return on the capital invested. We anticipate filing a petition in the first quarter of
2014 to include additional transmission investments and expenditures in customer billing rates.

Great Northern Transmission Line (GNTL). Minnesota Power and Manitoba Hydro have proposed construction of the
GNTL, an approximately 240-mile 500 kV transmission line between Manitoba and Minnesota’s Iron Range. The
GNTL is subject to various federal and state regulatory approvals. On October 21, 2013, a Certificate of Need
application was filed with the MPUC with respect to the GNTL. In an order dated January 8, 2014, the MPUC
determined that the Certificate of Need application was complete and referred the docket to an administrative law
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judge for a contested case proceeding. Manitoba Hydro must also obtain regulatory and governmental approvals
related to new transmission lines and hydroelectric generation development in Canada. Upon receipt of all applicable
permits and approvals, construction is anticipated to begin in 2016, and to be completed in 2020. (See Item 1.
Business – Regulated Operations – Transmission and Distribution.)

ALLETE Clean Energy. In August 2011, the Company filed with the MPUC for approval of certain affiliated interest
agreements between ALLETE and ALLETE Clean Energy. These agreements relate to various relationships with
ALLETE, including the accounting for certain shared services, as well as the transfer of transmission and wind
development rights in North Dakota to ALLETE Clean Energy. These transmission and wind development rights are
separate and distinct from those needed by Minnesota Power to meet Minnesota’s renewable energy standard
requirements. In July 2012, the MPUC issued an order approving certain administrative items related to accounting
for shared services and the transfer of meteorological towers, while deferring decisions related to transmission and
wind development rights pending the MPUC’s further review of Minnesota Power’s future retail electric service needs.
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Regulated Operations (Continued)
Regulatory Matters (Continued)

Rapids Energy Center. In December 2012, Minnesota Power filed with the MPUC for approval to transfer the assets
of Rapids Energy Center from non-rate base generation to Minnesota Power’s Regulated Operations. Rapids Energy
Center is a generation facility that is located at the UPM, Blandin Paper Mill. On October 9, 2013, the MPUC issued
an order denying, without prejudice, the transfer of assets from non-rate base generation to Minnesota Power’s
Regulated Operations. This decision had no impact on the Company’s consolidated financial position, results of
operations, or cash flows.

The Patient Protection and Affordable Care Act of 2010 (PPACA). In March 2010, the PPACA was signed into law.
One of the provisions changed the tax treatment for retiree prescription drug expenses by eliminating the tax
deduction for expenses that are reimbursed under Medicare Part D, beginning January 1, 2013. Based on this
provision, we are subject to additional taxes in the future and were required to reverse previously recorded tax benefits
which resulted in a non-recurring charge to net income of $4.0 million in 2010. In October 2010, we submitted a filing
with the MPUC requesting deferral of the retail portion of the tax charge taken in 2010 resulting from the PPACA. In
May 2011, the MPUC approved our request for deferral until the next rate case and as a result we recorded an income
tax benefit of $2.9 million and a related regulatory asset of $5.0 million in the second quarter of 2011.

Conservation Improvement Program (CIP). Minnesota requires electric utilities to spend a minimum of 1.5 percent of
net gross operating revenues from service provided in the state on energy CIPs each year. These investments are
recovered from certain retail customers through a combination of the conservation cost recovery charge included in
retail base rates and a conservation program adjustment, which is adjusted annually through the CIP consolidated
filing. The MPUC allows utilities to accumulate, in a deferred account for future cost recovery, all CIP expenditures,
any financial incentive earned for cost-effective program achievements, and a carrying charge on the deferred account
balance. Minnesota’s Next Generation Energy Act of 2007 introduced, in addition to the minimum spending
requirements, an energy-saving goal of 1.5 percent of net gross annual retail electric energy sales beginning with
program year 2010. In June 2010, Minnesota Power submitted a triennial filing for 2011 through 2013, which was
subsequently approved by the Minnesota Department of Commerce. Minnesota Power’s CIP investment goal was $6.0
million for 2013 ($6.0 million for 2012; $5.9 million for 2011), with actual spending of $6.4 million in 2013 ($6.8
million in 2012; $6.3 million in 2011). On June 3, 2013, Minnesota Power submitted a triennial filing for 2014
through 2016, which was approved by the Minnesota Department of Commerce on October 10, 2013.

In light of the changes in the Next Generation Energy Act of 2007, the MPUC adjusted the utility performance
incentive to recognize utilities for making progress toward and meeting the energy-savings goals established. This
new incentive mechanism became effective beginning with the 2010 program year. On April 1, 2013, Minnesota
Power submitted its 2012 CIP consolidated filing that calculated CIP financial incentives based upon the MPUC’s new
mechanism. The total requested incentive was $7.1 million in 2013 ($7.8 million in 2012 related to the 2011 CIP
consolidated filing). The requested CIP financial incentive was approved by the MPUC in an order dated October 15,
2013, and was recorded as revenue and as a regulatory asset.

Federal Energy Regulatory Commission. The FERC has jurisdiction over the licensing of hydroelectric projects, the
establishment of rates and charges for transmission of electricity in interstate commerce and electricity sold at
wholesale (including the rates for our municipal customers), natural gas transportation, certain accounting and
record-keeping practices, certain activities of our regulated utilities, and the operations of ATC. FERC jurisdiction
also includes enforcement of NERC mandatory electric reliability standards. Violations of FERC rules are potentially
subject to enforcement action by the FERC including financial penalties up to $1 million per day per violation.

Minnesota Power’s non-affiliated municipal customers consist of 16 municipalities in Minnesota. SWL&P, a
wholly-owned subsidiary of ALLETE and a Wisconsin utility, is also a customer of Minnesota Power. Minnesota
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Power’s formula-based rate contract with the Nashwauk Public Utilities Commission is effective through
June 30, 2024, and the restated formula-based rate contracts with the remaining 15 Minnesota municipal customers
and SWL&P are effective through June 30, 2019. The rates included in these contracts are set each July 1 based on a
cost-based formula methodology, using estimated costs and a rate of return that is equal to our authorized rate of
return for Minnesota retail customers (currently 10.38 percent). The formula-based rate methodology also provides for
a yearly true-up calculation for actual costs incurred. The contract terms include a termination clause requiring a
three-year notice to terminate. Under the Nashwauk Public Utilities Commission contract, no termination notice may
be given prior to July 1, 2021. Under the restated contracts, no termination notices may be given prior to June 30,
2016. A previous municipal customer, which is a Wisconsin utility, terminated its contract effective
December 31, 2013. The 17 MW of average monthly demand provided to this wholesale customer is expected to be
used to supply power for prospective additional retail and municipal load.
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Regulated Operations (Continued)
Regulatory Matters (Continued)

Public Service Commission of Wisconsin. The PSCW has regulatory authority over SWL&P’s retail sales of
electricity, natural gas and water, issuances of securities and other matters.

SWL&P’s current retail rates are based on a 2012 PSCW retail rate order, effective January 1, 2013, that allowed for a
10.9 percent return on common equity.

North Dakota Public Service Commission. The NDPSC has jurisdiction over site and route permitting of generation
and transmission facilities in North Dakota.

On September 25, 2013, the NDPSC approved the site permit for construction of Bison 4, a 205 MW wind project in
North Dakota, which is an addition to our Bison Wind Energy Center. As a result, construction has commenced and is
expected to be completed by the end of 2014. The total project investment for Bison 4 is estimated to be
approximately $345 million, of which $55.6 million was spent through December 31, 2013.

Regional Organizations

Midcontinent Independent System Operator, Inc. (MISO). Minnesota Power and SWL&P are members of MISO, a
regional transmission organization. While Minnesota Power and SWL&P retain ownership of their respective
transmission assets, their transmission networks are under the regional operational control of MISO. Minnesota Power
and SWL&P take and provide transmission service under the MISO open access transmission tariff. MISO continues
its efforts to standardize rates, terms, and conditions of transmission service over its region, which encompasses all or
parts of 15 states and the Canadian province of Manitoba, and over 100,000 MW of generating capacity.

North American Electric Reliability Corporation (NERC). The NERC has been certified by the FERC as the national
electric reliability organization. The NERC ensures the reliability and security of the North American bulk power
system. The NERC oversees eight regional entities that establish requirements, approved by the FERC, for reliable
operation and maintenance of power generation facilities and transmission systems. Minnesota Power is subject to
these reliability requirements and can incur significant penalties for failing to comply with them.

Midwest Reliability Organization (MRO). Minnesota Power is a member of the MRO, one of the eight regional
entities overseen by the NERC that is responsible for: (1) developing and implementing electricity reliability
standards; (2) enforcing compliance with those standards; (3) providing seasonal and long-term assessments of the
bulk power system’s ability to meet demand for electricity; and (4) providing an appeals and dispute resolution
process.

The MRO region spans the Canadian provinces of Saskatchewan and Manitoba, all of North Dakota, Minnesota,
Nebraska and the majority of South Dakota, Iowa and Wisconsin. The region includes more than 100 organizations
that are involved in the production and delivery of power to more than 20 million people. These organizations include
municipal utilities, cooperatives, investor-owned utilities, a federal power marketing agency, Canadian Crown
corporations, independent power producers and others who have interests in the reliability of the bulk power system.

Minnesota Legislation

Renewable Energy. In February 2007, Minnesota enacted a law requiring 25 percent of Minnesota Power’s total retail
and municipal energy sales in Minnesota be from renewable energy sources by 2025. The law also requires Minnesota
Power to meet interim milestones of 12 percent by 2012, 17 percent by 2016 and 20 percent by 2020. The law allows
the MPUC to modify or delay meeting a milestone if implementation will cause significant ratepayer cost or technical
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reliability issues. If a utility is not in compliance with a milestone, the MPUC may order the utility to construct
facilities, purchase renewable energy or purchase renewable energy credits. Minnesota Power met the 2012 milestone
and has developed a plan to meet the future renewable milestones which is included in its 2013 Integrated Resource
Plan. Minnesota Power’s 2013 Integrated Resource Plan, which was approved by the MPUC in an order dated
November 12, 2013, included an update on its plans and progress in meeting the Minnesota renewable energy
milestones through 2025.
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Regulated Operations (Continued)
Minnesota Legislation (Continued)

Minnesota Power continues to execute its renewable energy strategy through key renewable projects that will ensure
we meet the identified state mandate at the lowest cost for customers. Our wind energy facilities consist of our 292
MW Bison Wind Energy Center located in North Dakota completed in various phases through 2012, and our 25 MW
Taconite Ridge Energy Center located in northeastern Minnesota completed in 2008. Construction is also in progress
for our 205 MW, Bison 4 Wind Project located in North Dakota, which is an addition to our Bison Wind Energy
Center. We also have two long-term wind PPAs with an affiliate of NextEra Energy, Inc. to purchase the output from
Oliver Wind I (50 MW) and Oliver Wind II (48 MW) located in North Dakota. We expect 19 percent of the
Company’s total retail and municipal energy sales will be supplied by renewable energy sources in 2014.

Minnesota Solar Mandate. In May 2013, legislation was enacted by the state of Minnesota requiring at least
1.5 percent of total retail electric sales, excluding sales to certain industrial customers, to be generated by solar energy
by the end of 2020. At least ten percent of the 1.5 percent mandate must be met by solar energy generated by or
procured from solar photovoltaic devices with a nameplate capacity of 20 kilowatts or less. Minnesota Power is in the
process of evaluating the potential impact of this legislation on our operations; however any investment is expected to
be recovered in customer rates.

Competition

Retail electric energy sales in Minnesota and Wisconsin are made to customers in assigned service territories. As a
result, most retail electric customers in Minnesota do not have the ability to choose their electric supplier. Large
energy users of 2 MW and above that are located outside of a municipality may be allowed to choose a supplier upon
MPUC approval. Minnesota Power serves 10 Large Power facilities over 10 MW, none of which have engaged in a
competitive rate process. No other large commercial or small industrial customers in Minnesota Power’s service
territory have attempted to seek a provider outside Minnesota Power’s service territory since 1994. Retail electric and
natural gas customers in Wisconsin do not have the ability to choose their energy supplier. In both states, however,
electricity may compete with other forms of energy. Customers may also choose to generate their own electricity, or
substitute other forms of energy for their manufacturing processes.

For the year ended December 31, 2013, 8 percent of the Company’s electric energy sales were to municipal customers
in Minnesota and a non-affiliated utility in Wisconsin by contract under a formula-based rate approved by FERC.
These customers have the right to seek an energy supply from any wholesale electric service provider upon contract
expiration. Effective December 31, 2013, the non-affiliated Wisconsin utility terminated its contract. The 17 MW of
average monthly demand provided to this wholesale customer is expected to be used to supply power for prospective
additional retail and municipal load. (See Item 1. Business – Regulated Operations – Regulatory Matters.)

The FERC has continued with its efforts to promote a more competitive wholesale market through open-access
electric transmission and other means. As a result, our electric sales to Other Power Suppliers and our purchases to
supply our retail and wholesale load are made in the competitive market.
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