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I'm pleased to say that it was a very good year for our company. ALLETE
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shareholders enjoyed total shareholder return of 41 percent and our financial

performance exceeded our original expectations. Earnings from continuing

operations increased 18 percent compared to 2002.

In October we announced our intention to separate
our Automotive Services business into a publicly
traded company. On March 11, we announced that our
board of directors approved a plan to complete the
separation of ADESA, Inc. from ALLETE through an
initial public offering IPO) of ADESA common stock,
followed by a tax-free spin-off in which ALLETE will
distribute its remaining equity interest in ADESA to
ALLETE shareholders.

A registration statement on Form S-1 has been filed
by ADESA with the Securities and Exchange
Commission, and the IPO is expected to be completed
in the second quarter of 2004. We expect the
subsequent spin-off will occur within four months of
the IPO. The board of directors decided to undertake
this separation with one objective in mind: to improve
the long-term value of your investment.

Over the past 18 months, ALLETE has prepared for
the separation by exiting non-essential businesses,
trimming costs wherever possible, selling our Water
Services businesses at a sizable profit and considerably
strengthening our balance sheet. We are doing the
painstaking work necessary to effect the separation of
our company into two fundamentally strong and
focused components. I believe that both ALLETE and
ADESA will emerge from this separation as healthy,
outstanding enterprises. Following the separation,
ADESA will be able to focus on the automotive
business to pursue strategic opportunities and growth.
I believe that you, our shareholders, will benefit from
the division.

Earnings from our Energy Services business

increased slightly compared to 2002. Although
wholesale energy prices improved during the year,
sluggish demand cut retail kilowatthour sales by about
four percent at Minnesota Power. One of our largest
power customers, Eveleth Mines LLC, a taconite pellet
facility in Eveleth, MN,
ownership and a new name, United Taconite LLC,

reopened under new

after bankruptcy and a six-month closure. The
involvement of co-owners Laiwu Steel Group of China
and Cleveland-Cliffs Inc. in this reopening indicates
that the market for this valuable natural resource will be
further sustained.

United Taconite’s start-up came two years after
Minnesota Power purchased the 200-megawatt
Taconite Harbor generating station and other assets
from the LTV Steel Mining Co., which had filed for
bankruptcy protection and closed. The Taconite
Harbor generating station, under our ownership for all
of 2003, far exceeded our expectations for reliability.

ALLETE Properties will remain a key component of
ALLETE after the separation, as will Enventis Telecom,
our telecommunicatdons subsidiary, and BNI Coal, our
coal mining subsidiary. All were profitable in 2003.

Automotive Services continued its success story in
2003 with a 22 percent net income increase. Our
customers sold 2,001,000 vehicles during the year
through our ADESA and ADESA Impact auction
networks, and we arranged a total of 950,000 loan
transactions at our Automotive Finance Corporation
offices across North America.

We constructed state-of-the-art auction facilides in
Adanta, Long Island, NY and Edmonton, Alberta. The
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Atlanta facility replaces a smaller, less-convenient
auction and will be the hub of redistribution activity for
DaimierChrysler Corp. in the southeast United States.
Our new New York auction positions ADESA as the
only wholesale vehicle auction on Long Island. Like
Atanta, Edmonton replaced a smaller, less efficient
facility.

During the year, ADESA also launched a new audio
and video Internet sales technology that allows remote
dealers to participate in a live physical auction.

The performance of our energy and automotive
businesses in 2003 confirms our belief that these two
enterprises will continue to prosper after the separaton.

We largely finalized the sale of ALLETE’ water and
wastewater utility, Florida Water. We expect to close
on the sale of our North Carolina water and
wastewater utility, Heater Utilities, in mid-2004. Net
cash proceeds from the sale of all our Water Services
businesses, after transaction costs, retirement of debt
and payment of income taxes, are expected to be
approximately $300 million. Decades worth of effort
by present and former ALLETE employees is
represented in these proceeds. The sale of these water
and wastewater assets gave us the wherewithal to

strengthen our balance sheet by redeeming debt.

Upon separation, I will serve as chairman and CEO
of the newly independent ADESA. The board of
directors has appointed Minnesota Power President
Don Shippar as president and CEO of ALLETE.
Bruce Stender, current chair of the audit committee,
will become ALLETE’ chairman of the board at the
time of ADESA’s separation.

I am excited by the challenges ahead of me, and
grateful for the opportunity to help shape a
corporation new to public ownership. At the same
time, it will be difficult to leave the company after
nearly 30 years of working with the diligent, warm and
resourceful people at ALLETE. In closing, I would
like to thank our customers, employees and you, our
valued shareholders, for your confidence and support.

Sincerely,

Gt P 2

David G. Gartzke

Chairman of the Board

Financial Highlights 2003 2002 2001
Millions Except Per Share Amounts

Operating Revenue $1,618.8 $1,494.3 $1,525.6
Net Income $236.4 $137.2 $138.7
Diluted Earnings Per Share of Common Stock $2.84 $1.68 $1.81
Diluted Average Shares Outstanding 83.3 81.7 76.5
Dividends Per Share of Common Stock $1.13 $1.10 $1.07
Total Assets $3,101.3 $3,147.2 $3,282.5
Capital Expenditures $136.3 $201.2 $149.2

2003 Included a $71.6 million, or $0.86 per share, gain on the sale of substantially all of ALLETE's Water Services businesses.

2002  Included $3.9 million, or $0.05 per share, in charges to complete the exit from the vehicle transport business and the
retail stores, and a $5.5 million, or $0.07 per share, charge related to the indefinite delay of a generation project in

Superior, Wisconsin,

2001 Included a $4.4 million, or $0.06 per share, estimated charge to exit the vehicle transport business.

PAGE 1
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cost, reliable power. Minnesota Power’s retail

rates are the lowest in the region and the
P 12th lowest of 167 U.S. utilities.*

/'*ACCORDING TO THE EDISON ELECTRIC INSTITUTE
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© The U.S. Environmental Protection
Agency and the Department of Energy
nareed Minnesota Power a leader in
enargy efficiency for promoting the use of
low-energy carbon fluorescent lamps.
Pictured are MP's Pat Mulien and Jil}
Abetson of the EPA.
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S Tain.cars.of pellets for

L . steelmaling began roliing out

of the United Taconite plant

- in-Eveleth, MN after purchase
of the formier EVTAC Mining

) - Company. Cleveland-Cliffs

- ‘ (- and Lawn Steet of China

- yeapened the plant, one of

- Minmesota Powee's fargest

cyustomners, it Decernber.

© Minnesota Power is installing an automatic meter reading system that will
make customer bills more accurate, improve service and promote efficiency.
When the project is completed in mid-2004, about 81,000 eleciric meters wili
no donger require a human to “read” them.

ALLETE Energy Services gemerates, transmies and
disiributes electrical power for rewi] customers in
: mm@::maﬂ Wisconsin and smarkets wholesale
emergy o customers in - che: Upper  Midwest.
- Minnesota Power supplies electric service o 135,000
- cwstomiers in 4 26,000 square mile’service territory in
“northegstern: Mifnesota, and - provides - wholesale
- posier t 16 municipalides and w other customers in
oureregion based on - supplies aawnﬂ@bﬁe from - our
- generating assets. Industrial customers, who buy more
- chan - half - the. electricity produced by Minnesot
Power, inclide tconite producers, paper and pulp

il nd g@ngmﬂm@ @@mmrmn@se &3@[@@@3@? K\T&m@@m Lighe

and Power serves 14000 electric customers,
natural @as customers and 10,000 water customers in
northwestern Wisconsin.

ALLETEYS BNI Conl, located in Norh D@kqm;'

mimes lignite coal thae supplies swo clectric generating

cooperatives, Minnkota Power and Square Butd
Subsidiary Enventls Telecom fs an integrated datw
services  provider offering fiber  optic-based
communication and advamced data services to
businesses and communites in Minnesotw, Wisconsin *
and Missourd. Enventds Telecom owns or has rdghts
approsimately 1.600 route miles of fber optic cable.

Average Electric Retail Rates

Source: Edison Electric institute
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Jimmy Jackson
solicits bids on

a used vehicle at
the new ADESA
Atlanta.

auctions to Salvage sales dealer ﬁnancm'o*'_w |
lnSpeCtlon serv1ces T
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THOUSANDS

AUTOMOTIVE SERVICES
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Diluted Earnings and

Dividends Per Share Operating Revenue Net Income
Millions of Dollars Millions of Dollars
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O Diluted Earnings
73 Dividends

2003 Included a $71.6 miltion, or $0.86 per share, gain on the sale of substantially all of ALLETE's Water Services businesses.

2002 Included $3.9 million, or $0.05 per share, in charges to complete the exit from the vehicle transport business and the retail stores,
and a $5.5 million, or $0.07 per share, charge related to the indefinite detay of a generation project in Superior, Wisconsin.

2001 Inciuded a $4.4 million, or $0.06 per share, charge to exit the vehicle transport business.
2000 Included $30.4 million, or $0.44 per share, gain on the sale of ALLETE's investment in ACE Limited common stock.

1999 Included an aggregate $36.2 million, or $0.52 per share, charge in connection with the valuation and exchange of ALLETE's investment in
Capital Re Corporation stock for ACE Limited common stock,

Total Shareholder Return
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FORM 10-K

United States

Securities and Exchange Commission
Washington, D.C. 20549

(Mark One)

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2003

0O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission File No. 1-3548

ALLETE, Inc.

(Exact name of registrant as specified in its charter)

Minnesota 41-0418150
(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)

30 West Superior Street, Duluth, Minnesota 55802-2093

(Address of principal executive offices including zip code)

(218) 279-5000

(Registrant’s telephone number, including area code)
SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE AcCT:

Name of Each Stock Exchange
Title of Each Class on Which Registered

Common Stock, without par value New York Stock Exchange
SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:
None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to
file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes No OJ

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part I1I of this Form 10-K or any amendment to this Form 10-K. [

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).

Yes No O

The aggregate market value of voting stock held by nonaffiliates on June 30, 2003 was $2,281,896,734.

As of March 8, 2004 there were 87,880,279 shares of ALLETE Common Stock, without par value, outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2004 Annual Meeting of Shareholders are incorporated by reference in Pare IIL
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DEFINITIONS

Abbreviation

or Acronym Term or Acronym Term
ACE ACE Limited Lehigh Lehigh Acquisition Corporation
ADESA Impact Automotive Recovery Services, Inc. LIBOR London Interbank Offer Rate
and Impact Auto, collectively LTV LTV Steel Mining Co.
AFC Automotive Finance Corporation MAPP Mid-Continent Area Power Pool
ALLETE ALLETE, Inc. and its subsidiaries MBtU Million British thermal units
APB Accounting Principles Board Minnesota Power  An operating division of ALLETE, Inc.
BNI Coal BNI Coal, Ltd. Minnkota Power Minnkota Power Cooperative, Inc.
Boswell Boswell Energy Center MISO Midwest Independent Transmission
Capital Re Capital Re Corporation System Operator, Inc.
CIP Conservation Improvement Program(s) MPCA Minnesota Polfution Control Agency
Company ALLETE, Inc. and its subsidiaries MPUC Minnesota Public Utilities Commission
EBITDA Earnings Before Interest, Taxes, MTBE Methyl Tertiary-Butyl Ether
Depreciation and Amortization MW Megawatt(s)
Expense
EITF Emerging Issues Task Force MWh Megawatthour(s)
. : NCUC North Carolina Utilities Commission
Enventis Telecom Enventis Telecom, Inc.
. . Note __ Note ___ to the consolidated financial
EPA Environmental Protection Agency statements indexed in Item 15(a) of
ESOP Employee Stock Ownership Plan this Form 10-K
FASB Financial Accounting Standards Board NPDES National Pollutant Discharge
FERC Federal Energy Regulatory Commission Elimination System
Florida Water Florida Water Services Corporation NRG Energy NRG Energy, Inc.
Form 8-K ALLETE Current Report on Form 8-K PSCW Public Service Commission of
Wisconsin
Form 10-K ALLETE Annual Report on Form 10-K QUIPS Quarterly Income Preferred Securities
- ALLETE I - ‘ . . .
Form 10-Q ETE Quarterly Report on Form 10-Q Rainy River Energy Rainy River Energy Corporation
FPSC Florida Public Service Commission SEC Securities and Exchange Commission
AAP My A ted A i . .
G Gen.era. y cFep e (_:countmg SFAS Statement of Financial Accounting
Principles in the United States
Standards No.
Geolnsight Geolnsight, Inc. Split Rock Energy  Split Rock Energy LLC
ibb M.L. Hibb i . ‘
Hibbard Ibbard Station Square Butte Square Butte Electric Cooperative
Impact Auto Impact Auto Auctions Ltd. and

Invest Direct

kWh
kV

Laskin

Suburban Auto Parts Inc., collectively

ALLETE’s Direct Stock Purchase and
Dividend Reinvestment Plan

Kilowatthour(s)
Kilovolt(s)
Laskin Energy Center

SWL&P

Taconite Harbor
WDNR

WPPI

Superior Water, Light and Power
Company

Taconite Harbor Energy Center

Wisconsin Department of Natural
Resources

Wisconsin Public Power, Inc.
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SAFE HARBOR STATEMENT UNDER THE
PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995

In connection with the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, we are hereby filing
cautionary statements identifying important factors that could cause our actual results to differ materially from those projected
in forward-looking statements (as such term is defined in the Private Securides Litigation Reform Act of 1995) made by or on
behalf of ALLETE in this Annual Report on Form 10-K, in presentations, in response to questions or otherwise. Any statements
that express, or involve discussions as to, expectations, beliefs, plans, objectives, assumptions or future events or performance
(often, but not always, through the use of words or phrases such as “anticipates,” “believes,” “estimates,” “expects,” “intends,”
» «

will continue” or similar expressions) are not statements of historical facts and may be

” &«

» & ” o«

“plans,” “projects,” “will likely result,

torward-looking.

Forward-looking statements involve estimates, assumptions, risks and uncertainties and are qualified in their entirety by
reference to, and are accompanied by, the following important factors, which are difficult to predict, contain uncertainties, are
beyond our control and may cause actual results or outcomes to differ materially from those contained in forward-looking
statements:

+ our ability to successfully implement our strategic objectives, including the completion and impact of the proposed spin-
off of our Automotive Services business and the sale of our Water Services businesses;

+ war and acts of terrorism;

« prevailing governmental policies and regulatory actions, including those of the United States Congress, Canadian federal
government, state and provincial legislatures, the FERC, the MPUC, the FPSC, the NCUC, the PSCW, and various
county regulators and city administrators, about allowed rates of return, financings, industry and rate structure, acquisition
and disposal of assets and facilities, operation and construction of plant facilities, recovery of purchased power and capital
investments, and present or prospective wholesale and retail competition (including but not limited to transmission costs)
as well as vehicle-related laws, including vehicle brokerage and auction laws;

« unanticipated effects of restructuring initiatives in the electric and automotive industries;
» economic and geographic factors, including political and economic risks;

« changes in and compliance with environmental and safety laws and policies;

« weather conditions;

 natural disasters;

+ market factors affecting supply and demand for used vehicles;

« wholesale power market conditions;

+ population growth rates and demographic patterns;

+ the effects of competition, including competition for retail and wholesale customers, as well as sellers and buyers of

vehicles;

» pricing and transportation of commodities;

» changes in tax rates or policies or in rates of inflation;

- unanticipated project delays or changes in project costs;

» unanticipated changes in operating expenses and capital expenditures;

+ capital market conditions;

« competition for economic expansion or development opportunities;

+ our ability to manage expansion and integrate acquisitions; and

+ the outcome of legal and administrative proceedings (whether civil or criminal) and settlements that affect the business and

profitability of ALLETE.

Additional disclosures regarding factors that could cause our results and performance to differ from results or performance
anticipated by this report are discussed in Item 7. under the heading “Factors that May Affect Future Results” located on page 46
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 it assess the impact of each of these factors on the businesses of ALLETE 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 advise interested parties of the factors that may affect
our business.
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Item 1. Business

ALLETE has been incorporated under the laws of
Minnesota since 1906. References in this report to “we,” “us”
and “our” are to ALLETE and its subsidiaries, collectively.

ALLETE files annual, quarterly and other reports and
information with the SEC. You can read and copy any
information filed by ALLETE with the SEC at the SEC’s
Public Reference Room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. You can obtain additional
information about the Public Reference Room by calling the
SEC at 1-800-SEC-0330. In addition, the SEC maintains an
Internet site (www.sec.gov) that contains reports, proxy and
information statements, and other information regarding
issuers that file electronically with the SEC, including
ALLETE. ALLETE also maintains an Internet site
(www.allete.com) that contains documents as soon as
reasonably practicable after such material is electronically
filed with or furnished to the SEC.

As of December 31, 2003 we had approximately 13,000
employees, 4,000 of which were part time. Our core operations
in 42 states, nine Canadian provinces and Mexico focus on two
segments: Energy Services which includes electric and gas
services, coal mining and telecommunications; and Automotive
Services which includes wholesale vehicle auctions and related
vehicle redistribution services and dealer financing.

Investments and Corporate Charges include our real estate
operations, investments in emerging technologies related to
the electric udility industry and corporate charges. Corporate
charges represent general corporate expenses, including
interest, not specifically related to any one business segment.

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 Notes 1 and 2.

Spin-Off of Automotive Services. After a lengthy review of our
strategic alternatives, in October 2003 we announced plans to
spin off to ALLETE shareholders our Automotive Services
business which would become a publicly traded company
doing business as ADESA. The decision reflects our intention
to maximize the long-term value of each business by creating
two separate, more focused companies, and create long-term
shareholder value. The spin-off is expected to take the form of
a tax-free stock dividend to ALLETE’ shareholders, who
would receive one ADESA share for each share of ALLETE
stock they own.

Our Energy Services and Automotive Services businesses are
two very distinct businesses and we believe that this spin-off
will better facilitate the strategic objectives of both businesses.
We believe that our Automotive Services business will be better
able to pursue a business growth strategy as an independent
company. For ALLETE, we believe the spin-off will create a
simplified regulatory and risk profile and a more stable credit
rating, which will enhance our ability to pursue strategic
growth initiatives.

Year Ended December 31 2003 2002 2001

Consolidated Operating

Revenue — Millions $1,619 $1,494 31,526

Percentage of Consolidated
Operating Revenue

Energy Services
Regulated Utility

Industrial
Taconite Producers 9% 10% 10%
Paper and Wood Products 4 4 4
Pipelines and Other Industries 2 3 3
Total Industrial 15 17 17
Residential 5 5 4
Commercial 5 5 5
Wholesale 5 5 6
Other Revenue 2 2 3
Total Regulated Utility 32 34 35
Nonregulated . g 8 5
Total Energy Services 41 42 40
Automotive Services 57 56 55
Investments 2 2 5
100% 100% 100%

Our Automotive Services business, which will do business
as ADESA after the spin-off, operates two main businesses
that are integral parts of the vehicle redistribution industry in
North America. Wholesale vehicle auctions include 53 used
vehicle auctions, 27 salvage vehicle auctions and related
services, while dealer financing consists of AFC’s 80 loan
production offices. Our Automotive Services business will
remain based in Indiana.

After the spin-off, ALLETE will be comprised of our
Energy Services business, which includes Minnesota Power,
SWL&P, BNI Coal, Enventis Telecom and Rainy River
Energy, ALLETE Properties, Inc., our real estate operations
in Florida, and our emerging technology investments.
ALLETE’ headquarters will remain in Duluth, Minnesota.

Our Board of Directors has retained financial and legal
advisors to work with management on the refinancing of
ALLETE’ and Automotive Services’ debt which will precede
the spin-off. The spin-off is subject to the approval of the final
plan by ALLETE’ Board of Directors, favorable market
conditions, receipt of tax opinions, satisfaction of SEC
requirements and other customary conditions, and is expected
to occur in the third quarter of 2004.

Sale of Water Plant Assets. During 2003 we substantially
completed the sale of our Water Services businesses.
Approximately 90% of our water assets in Florida were sold,
under condemnation or imminent threat of condemnation,
during 2003 for a total sales price of approximately
$4435 million. Proceeds were used to pay down debt which
strengthened our balance sheet. In addition, we reached an
agreement to sell our North Carolina water assets for
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$48 million and the assumption of approximately $28 million
in debt by the purchaser. The North Carolina sale is awaiting
approval of the NCUC and is expected to close in mid-2004.
We expect to enter into agreements to sell our remaining
water assets in Florida and Georgia in 2004.

In October 2003 the FPSC voted to initiate a proceeding to
examine whether the sale of Florida Water’s assets involves a
gain that should be shared with Florida Water’s customers.
The question raised is whether the entire gain from the asset
sales should go to Florida Water and its shareholders, or
should it be shared with customers. In November 2003 the
FPSC issued a final order regarding a similar gain on sale
issue for Ultilities, Inc. of Florida. In that order the FPSC
made several findings that could be helpful to Florida Water’s
case, namely that courts have found that rates paid by
customers do not vest ratepayers with ownership rights to the
property used to render service, and shareholders bear the risk
of gain or loss associated with investments made to provide
service. Florida Water intends to vigorously contest any
decision to seek sharing of the gain with customers. Florida
Water is unable to predict the outcome of this proceeding.

Energy Services

We categorize our Energy Services businesses as regulated
utility operations or nonregulated operations. Regulated
utility operations include rate regulated activities associated
with generation, transmission and distribution of electricity
under the jurisdiction of state and federal regulatory
authorities. Nonregulated operations consist of coal mining,
nonregulated generation (non-rate base generation sold at
market-based rates to the wholesale market) and
telecommunications. The discussion below summarizes the
major businesses we include in Energy Services. Statistical
information is presented as of December 31, 2003 unless
otherwise indicated. All subsidiaries are wholly owned unless
otherwise specifically indicated.

Minnesota Power, an operating division of ALLETE, Inc.,
provides regulated utility electric service in a 26,000 square
mile service territory in northeastern Minnesota. Minnesota
Power supplies regulated utility electric service to 135,000
retail customers and wholesale electric service to
16 municipalities. In addition, Minnesota Power has
nonregulated generation operations at the Taconite Harbor
facility in northern Minnesota. SWL&P provides regulated
utility electric, natural gas and water service in northwestern
Wisconsin. SWL&P has 14,000 electric customers, 12,000
natural gas customers and 10,000 water customers.

Minnesota Power had an annual net peak load of
1,463 MW on January 13, 2003. Our power supply sources
are listed on the following page.

We have electric transmission and distribution lines of

S00kV (8 miles), 230kV (606 miles), 161 kV (43 miles),
138 kV (66 miles), 115 kV (1,259 miles) and less than 115 kV

(6,935 miles). We own and operate 179 substations with a
total capacity of 8,562 megavoltamperes. Some of our
transmission and distribution lines interconnect with other
utilities.

We own offices and service buildings, an energy control
center and repair shops, and lease offices and storerooms in
various localities. Substantially all of our electric plant is
subject to mortgages which collateralize the outstanding first
mortgage bonds of Minnesota Power and of SWL&P.
Generally, we hold fee interest in our real properties subject
only to the lien of the mortgages. Most of our electric lines
are located on land not owned in fee, but are covered by
appropriate easement rights or by necessary permits from
governmental authorities. WPPI owns 20% of Boswell
Unit 4. WPPI has the right to use our transmission line
facilities to transport its share of Boswell generation. (See
Note 14.)

As of February 2004 Minnesota Power withdrew from
active participation in Split Rock Energy, a joint venture with
Great River Energy, and will terminate its ownership interest
upon receipt of FERC approval which is expected in the first
half of 2004. (See Nonregulated Generation and Power
Marketing.)

BNI Coal owns and operates a lignite mine in North Dakota.
BNI Coal is the lowest-cost supplier of lignite in North
Dakota producing about 4 million tons annually. Two electric
generating cooperatives, Minnkota Power and Square Butte,
presently consume virtually all of BNI Coal’s production of
lignite under cost-plus fixed fee coal supply agreements
expiring in 2027. (See Fuel and Note 15.)

Enventis Telecom is an integrated data services provider
offering fiber optic-based communication and advanced data
services to businesses and communities in the Upper
Midwest. Enventis Telecom provides converged IP (or
Internet protocol) services that allow all communications
(voice, video and data) to use the same optic-based delivery
technology. Enventis Telecom owns or has rights to
approximately 1,600 route miles of fiber optic cable. These
route miles contain multiple fibers that total approximately
47,000 fiber miles. Enventis Telecom also owns optronic and
data switching equipment that is used to “light up” the fiber
optic cable. Enventis Telecom services customers from
facilities that are primarily leased from third parties.

Rainy River Energy is engaged in the acquisition and
development of nonregulated generation and wholesale power
marketing. Rainy River Energy has entered into a 15-year
power purchase agreement with NRG Energy at a facility in
Kendall County, Illinois. (See Nonregulated Generation and
Power Marketing - Kendall County.)

Regulated Utility Electric Sales

Our regulated utility operations include retail and
wholesale activities under the jurisdiction of state and federal
regulatory authorities. (See Regulatory Issues.)
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Power Supply
For the Year Ended
Unit Year Net Winter December 31, 2003
Regulated Utility No. Installed Capability Electric Requirements
MW MWh %
Steam
Coal-Fired
Boswell Energy Center 1 1958 69
near Grand Rapids, MN 2 1960 69
3 1973 349
4 1980 427
914 6,445,652 55.0%
Laskin Energy Center 1 1953 55
in Hoyt Lakes, MN 2 1953 55
110 643,340 5.5
Purchased Steam
M.L. Hibbard Station in Duluth, MN 3&4 1849, 1951 48 - -
Tota! Steam 1,072 7,088,992 60.5
Hydro
Group consisting of ten stations in MN Various 115 409,521 3.5
Purchased Power
Square Butte burns lignite coal near Center, ND 322 2,288,921 19.5
Al Other — Net - 1,838,958 16.5
Total Purchased Power 322 4,227,879 36.0
Total 1,509 11,726,392 100.0%
Unit Year Year Net
Nonregulated No. Installed Acquired Capability
Mw
Steam
Coal-Fired
Taconite Harbor Energy Center 1,2&3 1957, 1957, 1967 2001 200
in Taconite Harbor, MN
Cloquet Energy Center 5 2001 2001 23
in Cloquet, MN
Rapids Energy Center (a) 6&7 1980 2000 29
in Grand Rapids, MN
Hydro
Conventional Run-of-River
Rapids Energy Center (a) 485 1917 2000 1
in Grand Rapids, MN
Power Purchase Agreement
Kendall County (Rainy River Energy) 3 2002 2002 275

located southwest of Chicago, IL

(a) The net generation is primarily dedicated to the needs of one customer.
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Regulated Utility Electric Sales

For the Year Ended December 31 2003 2002 2001
Millions of Kilowatthours
Retail
Residential 1,066 1,044 998
Commercial 1,286 1,257 1,234
Industrial 6,558 6,946 6,549
Other 79 78 75
Wholesale
Municipals and Others 2,155 1,807 2,086
11,144 11,132 10,942

Minnesota Power has wholesale contracts with 16
municipal customers. (See Regulatory Issues - Federal Energy
Regulatory Commission.)

Approximately 60% of the ore consumed by integrated
steel facilities in the United States originates from six taconite
customers of Minnesota Power. Taconite, an iron-bearing
rock of relatively low iron content that is abundantly available
in Minnesota, is an important domestic source of raw material
for the steel industry. Taconite processing plants use large
quantities of electric power to grind the ore-bearing rock, and
agglomerate and pelledze the iron particles into taconite
pellets. Annual taconite production in Minnesota was
34 million tons in 2003 (39 million tons in 2002; 33 million
tons in 2001). The decrease in 2003 taconite production was
due to the May 2003 shutdown of the Eveleth Mines LLC
operations that then reopened in December 2003 as United
Taconite LLC under new ownership that includes Cleveland-
Cliffs Inc. and Laiwu Steel Group, a Chinese-based steel
producer. A rise in Chinese steel demand and production has
created a new market for the producers of taconite in North
America. United Taconite has the ability to produce 5 million
to 6 million tons of taconite annually with a portion of that
production replacing taconite pellets that will be shipped to
China from other Cleveland-Cliffs Inc. owned taconite
operations. The decrease in 2001 taconite production was due
to the closing of LTV and the reduced demand for iron ore
from the operating mines as a result of high steel import levels
and a softer economy. LTV, which was not a Large Power
Customer (defined below), formerly produced 7 million to
8 million tons of taconite annually. Based on our research of
the taconite industry, Minnesota taconite production for 2004
is anticipated to be about 39 million tons. As a result of
continuing consolidation in the integrated steel business and
its resulting impact on taconite producers, Minnesota Power
is unable to predict taconite production levels for the next two
to five years. We expect any excess energy not used by our
retail customers will be marketed primarily to the regional
wholesale market.

Large Power Customer Contracts. Minnesota Power has large
power customer contracts with 12 customers (Large Power
Customers), each of which requires 10 MW or more of

generating capacity. Large Power Customer contracts require
Minnesota Power to have a certain amount of generating
capacity available. (See Minimum Revenue and Demand
Under Contract Table.) 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
biannual (power pool season) 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 agreement. In addition to the
demand charge, each Large Power Customer is billed an
energy charge for each kilowatthour used that recovers the
variable costs incurred in generating electricity. Six of the
Large Power Customers have interruptible service for a
portion of their needs which provides a discounted demand
rate and energy priced at Minnesota Power’ incremental cost
after serving all firm power obligations. Minnesota Power also
provides incremental production service for customer
demand levels above the contract 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. Contracts with 8 of the 12
Large Power Customers provide for deferral without interest
of one-half of demand charge obligations incurred during the
first three months of a strike or illegal walkout at a customer’s
facilities, with repayment required over the 12-month period
following resolution of the work stoppage.

All contracts continue past the contract termination date
unless the required advance notice of cancellation has been
given. The 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
kilowatthour sales to such customers. Large Power
Customers are required to purchase all 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 Regulatory Issues -
Electric Rates.)

Minimum Revenue and Demand Under Contract
as of March 1, 2004

Minimum Monthly

Annual Revenue (a) Megawatts
2004 $99.5 million 635
2005 $50.5 million 294
2006 $36.1 million 202
2007 $30.6 million 181
2008 $16.2 million 93

(a) Based on past experience, we believe revenue from Large Power
Customers will be substantially in excess of the minimum contract
amounts.
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Contract Status for Minnesota Power Large Power Customers

as of March 1, 2004

Ownership

Earliest
Termination Date

Customer Industry Location
Hibbing Taconite Co. Taconite Hibbing, MN
Ispat Inland Mining Company (a) Taconite Virginia, MN
U.S. Steel Corp. (USS) Minntac (a) Taconite Mt. Iron, MN
USS Keewatin Taconite (a,b) Taconite Keewatin, MN
United Taconite LLC (c) Taconite Eveleth, MN
Blandin Paper Company Paper Grand Rapids, MN
Boise Paper Solutions Paper International Falls, MN
Sappi Cloquet LLC Paper Cloquet, MN
Stora Enso North America, Paper and Pulp  Duluth, MN
Duluth Paper Mill and
Duluth Recycled Pulp Mill
USG Interiors, Inc. Manufacturer Cloquet, MN
Enbridge Energy Company, Pipeline Deer River, MN
Limited Partnership (d) Floodwood, MN
Minnesota Pipeline Company (d) Pipeline Staples, MN
Little Falls, MN

Park Rapids, MN

62.3% International Steel
Group, Inc.

23% Cleveland-Cliffs Inc.

14.7% Stelco Inc.

Ispat Inland Steel Company
U.S. Steel Corp.

U.S. Steel Corp.
70% Cleveland-Cliffs Inc.
30% Laiwu Steel Group

UPM-Kymmene Corporation
Boise Cascade Corporation
Sappi Limited

Stora Enso Oy

USG Corporation

Enbridge Energy Company,
Limited Partnership

60% Koch Pipeline Co. L.P.
40% Marathon Ashland
Petroleum LLC

December 31, 2008

March 31, 2008
March 31, 2008

March 31, 2008
October 31, 2008

April 30, 2007
December 31, 2008
December 31, 2008
April 30, 2009

December 31, 2005
March 31, 2005

March 31, 2005

(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 March 31, 2008.
(b) Formerly National Steel Pellet Co., now renamed USS Keewatin Taconite. USS assumed the National Steel Pellet Co. Large Power Customer

contract.

(¢) In late 2003 United Taconite LLC was the successful bidder in a bankruptcy auction sale of the assets of Eveleth Mines LLC, previously a Large
Power Customer of Minnesota Power. United Taconite assumed the Eveleth Mines Large Power Customer contract.

(d) The contract will terminate one year 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 March 31, 2005.

Regulated Utility Purchased Power

Minnesota Power has contracts to purchase capacity and
energy from various entities. The largest contract is with
Square Butte. Under an agreement with Square Butte expiring
at the end of 2026, Minnesota Power is currently entitled to
approximately 71% (66% beginning in 2006) of the output of
a 455-MW coal-fired generating unit located near Center,
North Dakota. (See Note 15.)

Fuel

Minnesota Power purchases low-sulfur, sub-bituminous coal
from the Powder River Basin coal field located in Montana.
Coal consumption in 2003 for electric generation at
Minnesota Power’s Minnesota coal-fired generating stations
was about 5.6 million tons. As of December 31, 2003
Minnesota Power had a coal inventory of about 632,000 tons.
Minnesota Power has three coal supply agreements with
various expiration dates extending through 2009. Under these
agreements Minnesota Power has the tonnage flexibility to

procure 70% to 100% of its total coal requirements. In 2004
Minnesota Power will obtain coal under these coal supply
agreements and in the spot market. This diversity in coal
supply options allows Minnesota Power to manage market
price and supply risk and to take advantage of favorable spot
market prices. Minnesota Power is exploring future coal
supply options. It believes that adequate supplies of low-sulfur,
sub-bituminous coal will continue to be available.

In 2001 Minnesota Power and Burlington Northern and
Santa Fe Railway Company (Burlington Northern) entered
into a long-term agreement under which Burlington Northern
transports all of Minnesota Power’s coal by unit train from the
Powder River Basin directly to Minnesota Power’s generating
facilities or to a designated interconnection point. Minnesota
Power also has agreements with Duluth Missabe and Iron
Range Railway and Midwest Energy Resources Company to
transport coal from the Burlington Northern interconnection
point to certain Minnesota Power facilities.
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Coal Delivered to Minnesota Power

Year Ended December 31 2003 2002 2001
Average Price Per Ton $20.02 $21.48 $20.52
Average Price Per MBtu $1.12 $1.19 $1.18

The Square Butte generating unit operated by Minnkota
Power burns North Dakota lignite coal supplied by BNI Coal,
in accordance with the terms of a contract expiring in 2027,
Square Butte’s cost of lignite burned in 2003 was approximately
66 cents per MBtu. The lignite acreage that has been dedicated
to Square Butte by BNI Coal is located on lands essentially all
of which are under private control and presently leased by BNI
Coal. This lignite supply is sufficient to provide the fuel for the
anticipated useful life of the generating unit.

Nonregulated Generation and Power Marketing

Nonregulated generation is non-rate base generation sold at
market-based rates to the wholesale market.

Taconite Harbor. In 2002 we started the Taconite Harbor
generating facilities which we purchased in 2001. The
generation output is primarily being sold in the wholesale
market and is allocated in limited circumstances to Minnesota
Power’s utility customers.

Kendall County. In September 1999 Rainy River Energy
entered into an amended 15-year power purchase agreement
{Kendall County) with a company that was subsequently
purchased by NRG Energy, an independent power producer.
The Kendall County agreement includes the purchase of the
output of one entire unit (approximately 275 MW) of a four
unit (approximately 1,100 MW) natural gas-fired combined
cycle generation . facility located near Chicago, Illinois.
Construction of the generation facility was completed in
2002. Rainy River Energy’s obligation to pay fixed capacity
related charges began May 1, 2002 and will end on
September 16, 2017. We currently have 130 MW (100 MW
in 2003) of long-term capacity sales contracts for the Kendall
County generation, with 50 MW expiring in April 2012 and
80 MW in September 2017.

Split Rock Energy is a joint venture of Minnesota Power and
Great River Energy from which Minnesota Power is
withdrawing. Great River Energy is a consumer-owned
generation and transmission cooperative and is Minnesota’s
second largest utility in terms of generating capacity. The joint
venture combined the two companies’ power supply
capabilities and customer loads for power pool operations and
generation outage protection. As of February 2004 in response
to the changing strategies of both parties, Minnesota Power
withdrew from active participation in Split Rock Energy, and
will terminate its ownership interest upon receipt of FERC
approval which is expected in the first half of 2004, Some of
the benefits of this partnership have been retained, such as
joint load and capability reporting with Great River Energy.
Minnesota Power has resumed functions that provide least
cost supply to our retail customers and marketing power in our
region based on supplies available from our generating assets.

Other. Rainy River Energy Corporation — Wisconsin
continues to study the feasibility of the construction of a natural
gas-fired electric generating facility in Superior, Wisconsin. In
accordance with the PSCW? final order approving the project,
Rainy River Energy undertook preliminary site preparation
work in November and December of 2003,

In 2003 we sold 1.5 million MWh of nonregulated
generation (1.2 million in 2002 and 0.2 million in 2001).

Regulatory Issues

We are exempt from regulation under the Public Udlity
Holding Company Act of 1935 (PUHCA), except as to
Section 9(2)(2) which relates to acquisition of securities of
public utility companies. If passed in its current form, the
pending federal energy bill will repeal PUHCA. However, we
cannot predict the future of this legislative effort.

We are subject to the jurisdicton of various regulatory
authorities. The MPUC has regulatory authority over
Minnesota Power’s service area in Minnesota, retail rates, retail
services, issuance of securities and other matters. The FERC
has jurisdiction over the licensing of hydroelectric projects, the
establishment of rates and charges for the sale of electricity for
resale and transmission of electricity in interstate commerce,
and certain accounting and record keeping practices. The
PSCW has regulatory authority over the retail sales of
electricity, water and gas by SWL&P. The MPUC, FERC and
PSCW had regulatory authority over 23%, 3% and 3%,
respectively, of our 2003 consolidated operating revenue.

Electric Rates. Minnesota Power has historically designed its
electric service rates based on cost of service studies under
which allocations are made to the various classes of customers.
Nearly all retail sales include billing adjustment clauses which
adjust electric service rates for changes in the cost of fuel and
purchased energy, and recovery of current and deferred CIP
expenditures.

In addition to Large Power Customer contracts, Minnesota
Power also has contracts with large industrial and commercial
customers with monthly demands of more than 2 MW but less
than 10 MW of capacity. The terms of these contracts vary
depending upon the customer’s demand for power and the cost of
extending Minnesota Power’ facilities to provide electric service.

Minnesota Power requires that all large industrial and
commercial customers under contract specify the date when
power is first required. Thereafter, the customer is generally
billed monthly for at least the minimum power for which they
contracted. These conditions are part of all contracts covering
power to be supplied to new large industrial and commercial
custonters and to current customers as their contracts expire
or are amended. All rates and other contract terms are subject
to approval by appropriate regulatory authorities.

Federal Energy Regulatory Commission. The FERC has
jurisdiction over our wholesale electric service and operations.
Minnesota Power’s hydroelectric facilities, which are located
in Minnesota, are licensed by the FERC. (See Environmental
Matters - Water.)
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Minnesota Power has contracts with 16 Minnesota
municipalities receiving wholesale electric service. Two
contracts are for service through 2005, while the other 14 are
for service through at least 2007, In 2003 municipal customers
purchased 735,000 MWh from Minnesota Power.

Minnesota Power and SWL&P are members of the MISO.
Minnesota Power and SWL&P retain ownership of their
respective transmission assets and control area functions, but
their transmission network is under the regional operational
control of the MISO. They take and provide transmission
service under the MISO open access transmission tariff. In
December 2001 FERC approved the MISO as the nation’s
first regional transmission organization (RT'O) under FERCY
Order No. 2000 criteria, noting that it believes the MISO will
benefit the public interest by enhancing the reliability of the
Midwest electric grid and facilitating and enhancing wholesale
competition. The MISO plans to accomplish this primarily
through standardization of rates, terms and conditions of
ransmission service over a broad region encompassing all or
parts of 20 states and one Canadian province, and over
120,000 MW of generating capacity. MISO operations were
phased in during the first half of 2002. In late 2003 the MISO
and the PJM Interconnection LLC, an RTO serving all or
parts of Pennsylvania, New Jersey, the District of Columbia,
Maryland, Ohio, Virginia, West Virginia and Delaware,
executed a joint operating agreement. The joint operating
agreement, filed with the FERC, will provide detailed
information about each others’ operations and establishes
procedures to strengthen and coordinate reliability.

The FERC is currently developing rules for a standard
market design intended to further define the functions and
wansmission tariff of the MISO and other regional
transmission providers. The MISO is focusing on reliability
procedures and on implementation of the FERC’s standard
market design elements by development of an energy market
tariff or tariffs if MISO membership determines to form
subregional markets within MISO. The MISO expects that an
energy market tariff will be filed with the FERC in the first
half of 2004. Minnesota Power will review the effects of the
proposed definitive energy tariff at that time.

Minnesota Power also participates in MAPP, a power pool
operating in parts of eight states in the Upper Midwest and in
three provinces in Canada. MAPP functions include a regional
reliability council that maintains generation reserve sharing
requirements. Minnesota Power is a member of the Mid-
Continent Area Energy Marketers Association (MEMA),
recently formed to provide a regional tariff for wholesale
power and energy marketing under which its members trade.
On December 2, 2003 MEMA’s wholesale capacity and energy
tariff was approved by the FERC and became effective.

Minnesota Public Utilities Commission. Minnesota Power’s
retail rates are based on a 1994 MPUC retail rate order that
allows for an 11.6% return on common equity dedicated to
utility plant and resulted in an average rate increase of
approximately 6%. Minnesota Power is in the early stages of

preparing a request to increase rates for its utility operations
sometime in the firse half of 2005. The request may be
necessary to cover changes in the increased cost of doing
business.

At the end of 2003 our equity ratio was 64.44%, which was
greater than the 55.03% plus or minus 15% (46.78% to
63.29%) approved by the MPUC in its 2003 order authorizing
our capital structure. Qur equity ratio was higher than the
approved MPUC ratio due to the recognition of gains from the
sale of our Water Services businesses and the redemption of
long-term debt. On January 23, 2004 we filed an amendment
with the MPUC requesting that effective no later than
March 1, 2004 a new equity ratio of 61.53% plus or minus
15% (52.30% to 70.76%) be established until such time as our
2004 capital structure is approved. On February 18, 2004 the
MPUC approved Minnesota Power’s request.

In June 2003 the MPUC initiated an investigation into the
continuing usefulness of the fuel clause as a regulatory tool for
electric utilities. Minnesota Power’s initial comments on the
proposed scope and procedure of the investigation were filed
in July 2003. In November 2003 the MPUC approved the
initial scope and procedure of the investigation. The
investigation will focus on whether the fuel clause continues
to be an appropriate regulatory tool. The initial steps will be
to review the clause’s original purpose, structure and rationale
of the fuel adjustment clause (including its current operation
and relevance in todav’s regulatory environment), and then
address its ongoing appropriateness and other issues if the
need for continued use of the fuel adjustment clause is shown.
Because this investigation is in its early stages, we are unable
to predict the outcome or impact, if any, at this time.

Minnesota requires investor owned electric udlides to
spend a minimum of 1.5% of gross annual retail electric
revenue on CIP each year. These investments are recovered
from retail customers through a billing adjustment and
amounts included in retail base rates. The MPUC allows
utilities to accumulate, in a deferred account for future
recovery, all CIP expenditures as well as a carrying charge on
the deferred account balance. Minnesota Power’s CIP
investment goal was $2.9 million for 2003 (82.9 million for
2002; $2.7 million for 2001) with actual spending of
$5.2 million in 2003 ($4.0 million in 2002; $2.6 million
in 2001). These amounts satisfied current spending
requirements and all prior years’ spending shortfalls.

Public Service Commission of Wisconsin, SWL&P’s current
electric retail rates are based on a September 2001 PSCW
retail rate order that allows for a 12.25% return on common
equity and resulted in an average rate decrease of 3.4%.
SWL&P is preparing to file with the PSCW in mid-2004 a
request to increase retail rates for its utility operations to be
effective sometime in early 2005. The request would cover
changes in the cost of doing business.

The ownership, control and operation of any affiliated
wholesale nonregulated generating plants in Wisconsin is
subject to PSCW approval.
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In December 2003 the PSCW unanimously approved the
revised $420 million cost estimate for the Wausau-to-Duluth
electric transmission line that Minnesota Power, the
American Transmission Company (ATC) and Wisconsin
Public Service Corporation have proposed. The line had been
projected to cost about $215 million. The increased costs for
the 220-mile, 345-kV line are attributable to higher prices for
construction materials, increased payments to landowners,
more aggressive environmental safeguards and a different
accounting calculation for interest on funds used during
construction for ATC. Despite the cost increase, Minnesota
Power and transmission planners throughout the region
believe the transmission line is necessary. Minnesota Power is
actively involved in the permitting and construction activities
which began at the end of January 2004; however, it does not
intend to finance or own the proposed line. An application to
cross the Namekagon River in Wisconsin was filed with the
National Park Service (NPS) in November 2001, and a draft
Environmental Impact Statement is expected to be issued by
the NPS in early 2004. Construction is currently anticipated
to be complete in 2008.

Competition

Industry Restructuring. State efforts across the country to
restructure the electric utility industry have slowed.
Legislation or regulation that would allow retail customer
choice of their electric service provider has not gained
momentum in either Minnesota or Wisconsin.

At the national level the FERC continues in its efforts to
have companies join RTOs. FERC’s sweeping Standard
Market Design rulemaking, renamed the Wholesale Market
Platform, appears to have stalled, although FERC remains
committed to implementing most of the rule in a more
piecemeal fashion. Minnesota Power supports the creation of
a robust wholesale electric marker.

The electricity title of the pending federal energy
legislation secks to maintain reliability, increase investments
in new transmission capacity and energy supply, and address
wholesale price volatility while encouraging wholesale
competition. This legislation remains the subject of
significant controversy. We cannot predict the timing or
substance of any future legislation or regulation.

Franchises

Minnesota Power holds franchises to construct and maintain
an electric distribution and transmission system in 90 cities and
towns located within its electric service territory. SWL&P
holds similar franchises for electric, natural gas and/or water
systems in 15 cities and towns within its service territory. The
remaining cities and towns served do not require a franchise to
operate within their boundaries. Our exclusive service
territories are established by state regulatory agencies.

Employees
At December 31, 2003 Energy Services had 1,400 full-time
employees.

Minnesota Power, SWL&P and Enventis Telecom have
596 employees who are members of the International
Brotherhood of Electrical Workers (IBEW), Local 31. A
labor agreement between Minnesota Power and Local 31,
which includes Enventis Telecom, was in effect through
January 31, 2004. On February 25, 2004 IBEW Local 31
approved a new two-year labor agreement with Minnesota
Power, SWL&P and Enventis Telecom that will be in effect
through January 31, 2006. The agreement provides wage
increases of 3.25% in each of the two contract years. The
union voted to discontinue their participation in the Results
Sharing program as of the end of 2003.

BNI Coal had 96 employees who were members of the
IBEW Local 1593. BNI Coal and Local 1593 have a labor
agreement which expires on March 31, 2004. In accordance
with terms of that agreement, a 3% increase took effect
July 1, 2003. Negotiations are underway for a new contract
that would begin after the March 31, 2004 expiration date.

Environmental Matters

Certain businesses included in our Energy Services segment
are subject to regulation by various federal, state and local
authorities of air quality, water quality, solid wastes and other
environmental matters. We consider these businesses to be in
substantial compliance with those environmental regulations
currently applicable to their operations and believe all
necessary permits to conduct such operatons have been
obtained. We review environmental matters on a quarterly
basis. Accruals for environmental matters are recorded when it
1s probable that a liability has been incurred and the amount of
the liability can be reasonably estimated, based on current Jaw
and existing technologies. These accruals are adjusted
periodically as assessment and remediation efforts progress, or
as additional technical or legal information become available.
Accruals for environmental liabilities are included in the
balance sheet at undiscounted amounts and exclude claims for
recoveries from insurance or other third pardes. Costs related
to environmental contamination treatment and cleanups are
charged to expense.

Air. Minnesota Powers regulated generating facilities in
Minnesota mainly burn low-sulfur western sub-bituminous
coal and Square Butte, located in North Dakota, burns lignite
coal. All of these facilities are equipped with pollution control
equipment such as scrubbers, baghouses or electrostatic
precipitators. The federal Clean Air Act Amendments of 1990
(Clean Air Act) created emission allowances for sulfur dioxide.
Each allowance is an authorization to emit one ton of sulfur
dioxide, and each utility must have sufficient allowances to
Sulfur dioxide
requirements are currently being met by all of Minnesota

cover its annual emissions. emission
Power’s generating facilities. Most Minnesota Power facilities
have surplus allowances. Taconite Harbor expects to meet its

sulfur dioxide

allowances, since it receives no allowance allocation. Square

requirements by annually purchasing

Butte anticipates meeting its sulfur dioxide requirements
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through increased use of existing scrubbers and by annually
purchasing additional allowances as necessary.

In accordance with the Clean Air Act, the EPA has established
nitrogen oxide limitations for electric generating units. To meet
nitrogen oxide limitations, Minnesota Power installed advanced
low-emission burner technology and associated control
equipment to operate the Boswell and Laskin facilites at or
below the compliance emission limits. Nitrogen oxide
Jimitations at Square Butte are being met by combustion tuning.

Minnesota Power has obtained all necessary Tite V air
operating permits from the MPCA for its applicable facilities
to conduct electric operations.

In December 2000 the EPA announced its decision to
regulate mercury emissions from coal and oil-fired power
plants under Section 112 of the Clean Air Act. Section 112
will require all such power plants in the United States to
adhere to the EPA maximum achievable control technology
(MACT) standards for mercury. The EPA issued a proposed
rule in December 2003. Final regulations defining control
requirements are planned for December 2004. The proposed
rule offers two different types of regulation: imposition of an
annual average mercury emission limitation applied at each
unit or facility average under Section 112 and imposition of a
cap and trade program under Section 111, where an allocation
of mercury credits would be assigned and utilities would need
to provide for a combination of emission reductions and
credit purchases to demonstrate compliance. The EPA is
soliciting comments about these approaches. In either
approach, continuous monitoring of mercury stack emissions
is required to be in service around 2008. Minnesota Power’s
preliminary estimates suggest that all of our affected facilities
can be outfitted with continuous mercury emission monitors
for under $2 million. Our unit mercury emissions tests
indicate all of our units should comply with the proposed unit
specific target emission rate without significant additional
cost. Cost estimates about mercury cap and trade program
impacts would be premature at this time. The EPA is sall
soliciting comments about this proposed alternative program
and associated final mercury credit allocations to units have
not yet been defined.

During 2002 Minnesota Power received and responded to
a third request from the EPA, under Section 114 of the Clean
Air Act, seeking additional information regarding capital
expenditures at all of its coal-fired generating stations. This
action is part of an industry-wide investigation assessing
compliance with the New Source Review and the New Source
Performance Standards (emissions standards that apply to
new and changed units) of the Clean Air Act at electric
generating stations. We have received no feedback from the
EPA based on the information we submitted. There is,
however, ongoing litigation involving the EPA and other
electric utilides for alleged violations of these rules. It is
expected that the outcome of some of the cases could provide
the utility industry direction on this topic. We are unable to

predict what actions, if any, may be required as a result of the
EPA’s request for information. As a result, we have not
accrued any liability for this environmental matter.

In December 2002 the EPA issued changes to the existing
New Source Review rules. These rules changed the
procedures for MPCA review of projects at our electric
generating facilities. In October 2003 the EPA announced
changes clarifying the application of certain sections of the
New Source Review rules. These changes are not expected
to have a material impact on Minnesota Power. On
December 24, 2003 the U.S. Court of Appeals for the
District of Columbia Circuit stayed the implementation of
the October 2003 rule pending their further review which is
expected sometime in 2004.

In June 2002 Minnkota Power, the operator of Square
Butte, received a Notice of Violation from the EPA regarding
alleged New Source Review violations at the M.R. Young
Station which includes the Square Butte generating unit. The
EPA claims certain capital projects completed by Minnkota
Power should have been reviewed pursuant to the New
Source Review regulations potentially resulting in new air
permit operating conditions. Minnkota Power has held
several meetings with the EPA to discuss the alleged
violations. Based on an EPA request, Minnkota Power
performed a study related to the technological feasibility of
installing various controls for the reduction of nitrogen oxides
and sulfur dioxide emissions. Discussions with the EPA are
ongoing and we are still unable to predict the outcome or cost
impacts. If Square Butte is required to make significant capital
expenditures to comply with EPA requirements, we expect
such capital expenditures to be debt financed. Our future cost
of purchased power would include our pro rata share of this
additional debt service. (See Note 15.)

Water. The Federal Water Pollution Control Act of 1972
(FWPCA), as amended by the Clean Water Act of 1977 and the
Water Quality Act of 1987, established the National Pollutant
Discharge Elimination System (NPDES) permit program. The
FWPCA requires NPDES permits to be obtained from the
EPA (or, when delegated, from individual state pollution
control agencies) for any wastewater discharged into navigable
waters. Minnesota Power has obtained all necessary NPDES
permits, including NPDES storm water permits for applicable
facilities, to conduct its electric operations.

Minnesota Power holds FERC licenses authorizing the
ownership and operation of seven hydroelectric generating
projects with a total generating capacity of about 115 MW, In
June 1996 Minnesota Power filed in the U.S. Court of
Appeals for the District of Columbia Circuit a petition for
review of the license as issued by the FERC for Minnesota
Power’s St. Louis River Hydro Project. Separate petitions for
review were also filed by the U.S. Department of the Interior
and the Fond du Lac Band of Lake Superior Chippewa
(Fond du Lac Band), two intervenors in the licensing
proceedings. The court consolidated the three petitions for
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review and suspended the briefing schedule while Minnesota
Power and the Fond du Lac Band negotiate a reasonable fee
for the use of tribal lands as mandated by the new license.
Both parties informed the court that these negotiations may
resolve other disputed issues, and they are obligated to report
periodically to the court the status of these discussions.
Beginning in 1996, and most recently in February 2004,
Minnesota Power filed requests with the FERC for extensions
of time to comply with certain plans and studies required by
the license that might conflict with the settlement discussions.
The Fond du Lac Band, the U.S. Department of the Interior
and Minnesota Power have reached a settlement agreement
for the St. Louis River Hydro Project. This settlement must
be approved by the FERC who would then amend the project
license to reflect the conditions of the settlement agreement.
Minnesota Power is in the process of preparing the filing for
submission to the FERC in mid 2004.

Solid and Hazardous Waste. The Resource Conservation and
Recovery Act of 1976 regulates the management and disposal
of solid wastes and hazardous wastes. As a result of this
legislation, the EPA has promulgated various hazardous waste
rules. Minnesota Power is required to notify the EPA of
hazardous waste activity and routinely submits the necessary
annual reports to the EPA. The MPCA and the Wisconsin
Department of Natural Resources (WDNR) are responsible
for administering solid and hazardous waste rules on the state
level with oversight by the EPA.

In response to EPA Region Vs request for utilities to
participate in the Great Lakes Initiative by voluntarily
removing remaining polychlorinated biphenyl (PCB)
inventories, Minnesota Power has scheduled replacement of
PCB capacitor banks and PCB-contaminated oil by the end of
2004. The total cost is expected to be about $2.0 million of
which $1.5 million was spent through December 31, 2003.

In May 2001 SWL&P received notice from the WDNR
that the City of Superior had found soil contamination on
property adjoining a former Manufactured Gas Plant (MGP)
site. owned and operated by SWL&P% predecessors from
1889 to 1904. The WDNR requested SWL&P to initiate an
environmental investigation. The WDNR also issued
SWL&P a Responsible Party letter in February 2002. The
environmental investigation is underway. In February 2003
SWL&P submitted a Phase II
investigation report to the WDNR. This report identified
some MGP-like chemicals that were found in the soil. During

environmental site

March and April 2003 sediment samples were taken from
nearby Superior Bay. The report on the results of this
sampling is expected to be completed and sent to the WDNR
during the first quarter of 2004. A work plan for additional
investigation by SWL&P was filed on December 17, 2003
with the WDNR. This part of the investigation will
determine any impact to soil or ground water between the
former MGP site and the Superior Bay. Although it is not
possible to quantify the potential clean-up cost until the
investigation is completed and a work plan is developed, a

$0.5 million liability was recorded as of December 31, 2003 to
address the known areas of contamination. We have recorded
a corresponding dollar amount as a regulatory asset to offset
this liability. The PSCW has approved SWL&P’s deferral of
these MGP environmental investigation and potential clean-
up costs for future recovery in rates, subject to regulatory
prudency review.

Automotive Services

Automotive Services, headquartered in Carmel, Indiana,
operates two main businesses that are integral parts of the
vehicle redistribution industry in the United States and
Canada: auctions and related services, and dealer financing.
Automotive Services includes several wholly owned
subsidiaries, including ADESA, ADESA Impact and AFC.
The proposed spin-off is expected to take the form of a tax-
free stock dividend to ALLETE’s shareholders, who would
receive one ADESA, Inc. share for each share of ALLETE
common stock. ADESA, Inc. will be the parent company of
the subsidiaries we include
Automotive Services plans to grow by growing auction sales

in Automotive Services.

volume, optimizing revenue per vehicle sold, continuing to
improve operating efficiency, expanding into new markets,
and growing on-line auctions and related services. The
discussion below summarizes the businesses we include in
Automotive Services. Statistical information is presented as of
December 31, 2003 unless otherwise indicated.

Wholesale Vehicle Auctions

We are the leading, national provider of wholesale vehicle
auctions and related vehicle redistribution services for the
automotive industry in North America. Most of our locations
are stand-alone facilities dedicated to either used vehicle
auctions or salvage auctions, but in several locations, we have
been able to capitalize on the synergies of utlizing our
facilities for both types of auctions. In addition to vehicle
auction services, we also provide auctions and related services
for specialty vehicles and equipment unique to the
recreational vehicle, commercial trucking, construction and
utility industries.

We provide Internet-based solutions to institutional sellers
who wish to redistribute their vehicles to either franchised
and/or independent dealers, including on-line and bulletin
board on-line live auctions running simultaneously with our
physical auctions. We feel that the physical auctions we
operate offer a superior method of vehicle redistributon
when compared to on-line auctions. As the use of on-line
auctions has become an accepted practice in the vehicle
redistribution industry, we have developed on-line auction
technologies to complement our physical auction business.
We believe we are well positioned to offer the appropriate mix
of physical and on-line auctions and services to our customers
to ensure the most effective and efficient redistribution of
their vehicles.
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Used Vehicle Auctions and Related Services. We are the
second largest wholesale used vehicle auction network in the
United States and the largest in Canada. We operate 53 used
vehicle auction facilities in close proximity to large
concentrations of used vehicle dealers throughout North
America, which we own or lease. Each auction is a multi-lane,
drive-through facility, and may have additional buildings for
reconditioning, registration, maintenance, bodywork, and
other ancillary and administrative services. Each auction also
has secure parking areas to store vehicles for auction. (See
Used Vehicle Auctions Table.) Our customers sold 1,810,000
used vehicles at our auctions in 2003 (1,741,000 in 2002;
1,761,000 in 2001).

Auctions are the hub of a massive redistribution system for
used vehicles. Our auctions enable institutional customers and
selling dealers to sell used vehicles to licensed franchised,
independent and wholesale used vehicle dealers. Our mission
is to maximize the auction sales price for the sellers of used
vehicles by effectively and efficiendy transferring the vehicles,
paperwork (including certificates of title and other evidence of
ownership), and funds as quickly as possible from the sellers to
a large population of dealers seeking to fill their inventory for
resale to retail consumers. Auctions are held at least weekly at
every location and provide real-time wholesale market prices
for the vehicle redistribution industry. During the sales
process, we do not generally take title to or ownership of the
vehicles consigned for auction but instead facilitate the
transfer of vehicle ownership directly from seller to buyer.

A central measure to the results of the used vehicle auction
process is the conversion percentage, which represents the
number of vehicles sold as a percent of the vehicles offered for
sale. The number of vehicles offered for sale is the key driver
of the costs incurred in, and the number of vehicles sold is the
key driver of the related fees generated by, the redistribution
process. Generally, as the conversion percentage increases, so
do the profitability and efficiency of our auctions.

We provide a full range of services to both buvers and
sellers, including:

+ Auction services, such as marketing and advertising the
vehicles to be auctioned, dealer registration, storage of
consigned and purchased inventory, clearing of funds,
arbitration of disputes, auction vehicle registration,
condition report processing, security for consigned
inventory, sales results reports, pre-sale lineups, and
actual auctioning of vehicles by licensed auctioneers.

Internet-based solutions, including on-line bulletin board
auctions and on-line live auctions running simultaneously
with our physical auctions.

Inbound and outbound logistics administration with
services provided by both third party carriers and our
auctions.

.

Reconditioning services, including detailing, washing,
body work, light mechanical work, glass repair, dent
repair, tire and key replacement, and upholstery repair.

» Inspection and certification services whereby the auction
performs a physical inspection and produces a condition
report, in addition to varying levels of diagnostic testing
for purposes of certification.

» Title processing and other paperwork administration.

¢ Outsourcing of remarketing functions and end of lease
term managerment.

Each of these services may also be purchased separately from
the auction process.

Salvage Auctions and Related Services. We are currently the
third largest salvage auction operator in North America, where
the top three operators constitute an estimated 72% of the
vehicles sold through auctions. We operate 27 salvage auction
facilities in the United States and Canada. Salvage auctions are
generally smaller than used vehicle auctions in terms of
acreage and building size and some locations share facilities
with our used vehicle auctions. Most salvage vehicles cannot
be driven through lanes, and salvage aucton facilities are
therefore less complex than wholesale used vehicle auction
facilities, consisting primarily of large lots for depositing
typically have a
small office building and a garage for truck and loader repairs.
(See Salvage Vehicle Auctions Table.)) Our customers,
primarily insurance companies, sold an estimated 191,000
salvage vehicles at our auctions in 2003 (175,000 in 2002;
148,000 in 2001).

Salvage vehicles are damaged vehicles that are branded as

salvage vehicles. Salvage auction facilities

total losses for insurance or business purposes as well as
recovered stolen vehicles for which an insurance settlement
with the vehicle owner has already been made. We offer a
comprehensive selection of salvage recovery services in
addition to the core auction process including inbound and
outbound logistics, remarketing vehicle claims services such as
vehicle inspection, evaluation, titling and settlement
administration, remarketing and theft-recovered vehicle
services. Used together or independently, these services
provide efficiency and speed of service to our customers,
helping them to mitigate their losses and manage the costs
related to processing the claims and related vehicles. We also
provide the insurance industry with professional claims
outsourcing and recycled parts locating services via an
extensive network of third party suppliers of used vehicle parts.

We provide solutions for all aspects of the salvage auction
process, including:

« Auction services, such as registering vehicles, clearing of
funds, reporting sales results and pre-sale lineups to
customers, paving third party storage centers for the release
of vehicles and the physical auctioning of the vehicles by
licensed auctioneers.

Inbound and outbound logistics administration with
actual services provided by both third party carriers and
our auctions.

Other services including vehicle inspections, evaluations,
titling, settlement administration, drive through damage
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Number of
State/ Auction
Used Vehicle Auctions City Province Lanes
United States
ADESA Birmingham Moody Alabama 10
ADESA Phoenix Chandler Arizona 12
ADESA Little Rock (a) North Little Rock Arkansas 10
ADESA Golden Gate Tracy California 12
ADESA Los Angeles (b) Mira Loma California [S)
ADESA Sacramento Sacramento California 5
ADESA San Diego (a) San Diego California 6
ADESA Colorado Springs Colorado Springs Colorado 5
ADESA Jacksonville (c) Jacksonville Flerida 6
ADESA Ocala Ocala Florida 5
ADESA Orlando-Sanford Sanford Florida 8
ADESA Tampa Tampa Florida 8
ADESA Atlanta (2) Fairburn Georgia 8
ADESA Indianapolis Plainfield Indiana 10
ADESA Southern Indiana Edinburgh Indiana 3
ADESA Des Moines Grimes lowa 5
ADESA Lexington Lexington Kentucky 6
ADESA Shreveport Shreveport Louisiana 5
ADESA Boston Framingham Massachusetts 11
ADES