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FINANCIAL HIGHLIGHTS

Millions Except Per Share Amounts

2005 2004 2003
t e
‘ j
Operating Revenue $737.4 $704.1 ; $659.6
Income (Loss) P
Continuing Operations $17.6 - $ 385 § 292
Discontinued Operations - @3 73.7 f 207.2
Change in Accounting LenlT . .
Principle S omnder |
Net Income CRGI33
Diluted Earnings (Loss) Per IR
Share of Common Stock
Continuing Operations ‘ $0.64 : ‘
Discontinued Operations (0.16) 2.59 7.47
Change in Accounting :
Principle - 0.27) -
.................... $0.48 e 3387 e 3852
Diluted Average Shares l 27.4 : 28.4 27.8
Dividends Per Share of
Common Stock $1.2450 $2.8425 $3.3900
Total Assets $1,398.8 $1,431.4 $3,101.3
Capital Expenditures $63.1 P $79.2 . $136.3
2005 Induded a $350.4 million, or 81.84 per shave, charge related to the assignment of the Kendall County
power purchase agreement in April 2005.
2004 Reflected the spin-off of ALLETE’ Automotive Services business in September 2004.
2003 Included a $71.6 million, or $2.59 per share, gain on the sale of substantially all of ALLETE’ Water Services businesses.
~15$2.50
~ B Reported
42 -
........................................................ 0 ... Non-GAAP**
l 1.50
Diluted Earnings Per Share : o oo *  Before change in accounting principle
from Continuing Operations b 1 ** See pages 39 and 40 of this Annual Report
‘ 1 o050 and Form 10-K for a reconciliation to
) GAAP (accounting principles generally
B B0 B accepted in the United States).
05 04 03
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our large industrial customers — compels us to plan for
additional supplies of electricity. We agreed to buy power

After a year in which earnings growth from continuing
operations exceeded our expectations and we delivered a
23 percent Total Shareholder Return, ALLETE begins
2006 confident in its future. We're glad our shareholders
are on board because we believe the company’s prospects
are bright. »

ALLETE has changed dramatically over the last
18 months. In September of 2004 we spun off our largest
business unit, ADESA, and distributed its shares to
ALLETE’s shareholders. Early in 2005, we exited our
merchant power plant in Kendall County, Il1.

On January 26, 2006, our board raised ALLETE'’s
quarterly dividend 15 percent, to 36.23 cents per share of
common stock — the equivalent of $1.45 on an annual basis.
We wouldn’t have done this without having confidence in
the company’s prospects. We believe in ALLETE’s ability
to provide consistent earnings in the future while funding
our strategy for growth.

That strategy is fundamentally simple: Grow our core
energy and real estate businesses to build shareholder value,
Diversify our holdings to increase earnings potential and
mitigate risk. Three words on the cover of this report represent
what we plan to build upon: power, property, potential.

Our employees have worked very hard, and ALLETE
has accomplished a lot. After spending years laying the
groundwork for major developments at our properties in
Florida, new commercial buildings will soon be rising in
and around Palm Coast. Other properties we own in Florida
have matured in value, resulting in very profitable sales.

Demand for the energy we provide — particularly from

from a new wind farm to be constructed this year in North
Dakota and we’re looking at a second wind generation
facility within our electric service territory. We’re| closely
examining other longer-term options for increasing our
energy supply.

ALLETE plans to invest $60 million this year in the
American Transmission Company, an investnent we
expect to contribute, significantly to future earnings. We
also announced plans to dramatically improve air emissions
at two of our fossil fuel generating stations.

We've reshaped ALLETE into a corporation with less
debt and moreﬂgmblhty to react to changing business
conditions. We are now in a good position to be |able to
expand our core operations of energy and real estate, and to
explore other potential areas of growth.

I want to thank you, our shareholders, for the condnued
support you've demonstrated to us during this satisfying
transition period.

On behalf of all of our employees, we pledge to/ do our
very best to reach our potental and to reward you for your
investment in ALLETE.

Sincerely,

\

e ¥

Donald Shippar
Chairman, President and Chief Executive Officer
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I\/IINNESOTA POWER HAS

POSIT

CENTURY OF SERVICE TO ITS UNIQUE
CUSTOMER BASE. i v v o

......y........‘...........u............u..u..u..‘.................<...........,...“..“.......4...................u..g line near Center, N'D' FPL Energy’ the largest Wind_

In 1906, the Electric Bond and Share Company
organized the Duluth Edison Electric Company, forming
a corporation that would electrify northern Minnesota and
evolve into ALLETE, Inc. A century later; the production
and distribution of energy through its Minnesota Power
utility is once again ALLETE’s largest generator of
earnings.

Innovation and adaptability drive Minnesota Power
as never before. In its 99th year the utility made plans to
add wind generation to its POWER
while  the
agreed to invest $60 million in the

portfolio, company

expanding American Transmission North Dakota.
Company and announced a major
Initiative to improve the quality of
air emissions' at two of its electric
facilities.  Minnesota
Power has positioned itself for a

generation

new century of service to its unique
customer base.

An integrated resource plan filed
in 2004 and updated with a 2005
forecast projected a load growth of
approximately 150 megawatts (MW)
by 2010 and another 200 MW by 2015
in Minnesota Power’s 26,000 square-
mile service territory. The udlity’s
peak load is now more than 1,500 MW.

To help meet growth in the near
term, Minnesota Power announced
an agreement with a subsidiary of
FPL Energy to purchase power from
a new wind farm to be constructed

Contract workers for FPL Energy install the
base for a wind turbine under construction in

power producer in the U.S., will sell 100 percent of the
generation from this new wind facility to Minnesota Power
under a 25-year contract.

Minnesota Power is also pursuing plans to buy wind
power from a second wind generadon facility that would be
constructed in northern Minnesota. Like the North Dakota
venture, this facility is expected to produce approximately
50 MW of electricity, and is tentatively scheduled for
completion in 2007.

It will take more than wind to
meet our future resource needs.
Another feature of our resource
plan involves the 10 MW expansion
of our hydroelectric capacity at
the Fond du Lac dam southwest
of Duluth. Minnesota Power, with
10 hydroelectric stations, already
produces more renewable power
from water than any udlity in the
region.

We have proposed to the Min-
nesota Public Utdlities Commission
a reclassification of our Taconite
Harbor electric generation facility
from nonregulated to regulated
generation. This will free up more
electricity for the retail customers
within our service territory. Our
proposal to reclassify Taconite
Harbor will be supplemented by
other power purchases.

ALLETE’s strategic commitment
to environmental stewardship was

by the fall of 2006 in Oliver County,
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We project an electric load growth
of 150 megawatts by 2010.

Wind rurbine bisdes sweie bolsting ot & ot
wind farm wader construetion by FPL Energy in
Descember 2005,

PERFORMANCE
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in October 2005 that we call AREA, or the Arrowhead
Regional Emission Abatement Plan. AREA represents a
$60 million investment in the air quality in our area. The
ARFEA plan outlines specific and innovative technologies
to limit emissions at two of our Minnesota electric
generating stations — Taconite Harbor in Schroeder and
Laskin in Hoyt Lakes. Though Minnesota Power’s fossil
fuel plants already operate at 70 percent below existing
air emission permit requirements, we chose to request
current cost recovery in taking early voluntary action to
reduce emissions in the 2006-2008 tmeframe. At Taconite
Harbor, the prescription involves installation of multi-
emission reduction technology developed in Sweden and
used successfully in Scandinavia since 1991. Laskin is
scheduled to undergo a major retrofit focused on lowering

nitrogen oxide emissions.

Upon completion of the retrofits, Minnesota Power
estimates an emission reduction of more than 60 percent for
nitrogen oxide at both facilities and a 65 percent reduction ’
in sulfur dioxide at Taconite Harbor. Laskin already has
relatively low emission levels of sulfur dioxide due to
existing emission reduction technology. With the emerging
technology being applied at Taconite Harbor, there is
the potential for a 90 percent reduction in mercyry air
emissions. Minnesota Power is also developing compliance
plans for its other generating facilides as needed to meet
expected future federal air standards.

Minnesota Power has been actively engaged since the
late 1990s in strengthening the electric transmission
network in the Upper Midwest through its involvement in
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ALLETE subsidiary is expected to invest $60 million

in the American Transmission Company in 2006,

the Arrowhead-Weston 340-kilovolt line linking Duluth
and Wausau, Wis. Minnesota Power and Wisconsin Public

Service Corporation were the co-
applicants when this major project
was announced in -1999. American
Company (ATC),

created as a transmission-owning

Transmission

entity by Wisconsin legislation, has
assumed financial leadership of the
project on Wisconsin soil. Minnesota
Power has completed the 12 miles of
transmission line in Minnesota.
Late in 2005, ALLETE signed an
agreement allowing its Wisconsin
subsidiary,
Corporation-Wisconsin, to invest
$60 million in ATC by the end
of 2006. This would represent an
estimated nine percent ownership
interest in ATC. With assets of
approximately $1.4 billion, ATC
builds, owns and maintains electric

Rainy River Energy

transmission assets in Wisconsin,
Michigan, Minnesota and llinois.

PERFORMANCE

PROPERTY POTENTIA

The investment agreement is pending review by the Public

Service Commission of Wisconsin.

Production levels remained high among key Minnesota

U.S. Steel’s Keewatin Taconite plant in 2005

undertook a major project to construct an
alternate-fuel system and a wet scrubber
designed to remove sulfur dioxide and dust
from air emissions. Massive collection ducts

constructed for the new scrubber frame Frank

Beloy, Keewatin Taconite’s project engineer,
in the photo.

Power industrial customers who produce and refine taconite
for the steel industry and manufacture paper and pulp

products. Northern Minnesota’s
mining industry produced 41 million
tons of pelletized taconite, a key
component of steelmaking. The
four paper companies with Large
electricity
contracts also enjoyed a year of

Power  industrial
strong production.

Minnesota Power has successfully
renegotiated  long-term  all-
requirements contract agreements
with five Large Power customers,
each of which require 10 MW
or more of generating capacity.
These customers include United
Steel
taconite plants representing about
11 percent of ALLETE’ annual
revenue, one other taconite facility
and two paper and pulp mills. The
contract extensions range from
2010 to 2013.

States Corporation’s  two

L
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POWER A. B.
412,000 41,60
49,000 41,20
A. Regulated B. Nonregulated L6000 1500
Kilowatthour Sales Kilowatthour Sales ’
Millions Millions
43,000 4400
05 04 03 ‘05 04 03
PROPERTY
RealEstateSales 2005 e 2008 2003
Town Center
Commercial Square Footage Sold 643,000 - -
Equivalent Acres Sold 70 - -
Other Land Sales
Acres Sold 1,102 1,479 1,394
Lots Sold 7 211 265

Development Projects Inventory

DT 3L 200 s Torl Acres. v Residential Unies ...Commercial 3q. B ..
Town Center at Palm Coast 1,480 2,833 2,927,700
Palm Coast Park 4,705 3,600 3,200,000
Ormond Crossings 5,960 * *

12,145 6,433 6,127,700

Other Land Inventory

..... AtDecember 31,2005 ool MixedUse  Residential =~ Commercial ~ Agricultural |
Acres
Palm Coast Holdings 2,566 1,692 346 281 247
Lehigh 613 390 140 74 9
Cape Coral 41 - 1 40 -
Other 944 - - - 944

4,164 2,082 487 395 1,200
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ALLETE PROPERTIES HAS
APPROXIMATELY $95 MILLION

IN PEN D V(= LAND SALES

UNDER CONTRACT.

Numbers alone tell a powerful story of ALLETE
Properties’ real estate presence in Florida. ALLETE owns
more than 15,000 acres in the rapidly growing Palm Coast-
Ormond Beach area in the northeast coastal region of the
state. ALLETE Properties has approximately $95 million
in pending land sales under contract, representing a steady
earnings stream for years to come.

No less a statistical authority than the U.S. Census
Bureau announced in April 2005 that the fastest-growing
county in the nation from mid-2003 to mid-2004 was
Flagler County, Florida, where nearly two-thirds of our
PROPERTY is located.

However, numbers don’t tell the whole story. The
entitlements that allow the land to be developed and sold
at profitable prices, though in some ways intangible, are
crucial to an appreciadon of ALLETE Properties’ value.

Our strategy is to acquire real estate in the coastal
southeast United States, add value through entitlements
and infrastructure improvements, and resell it over dme to
developers, end-users and investors. This process does not
take place overnight; ALLETE purchased much of the land
it owns in and around Palm Coast between 1996 and 2002.

Our people in Florida have worked closely with government
planners and regulators to make sure our major development
projects — Palm Coast Park, Ormond Crossings and Town
Center at Palm Coast — conform fully with community
needs.

Building infrastructure dominated 2005 at Town Center
at Palm Coast, a 1,550-acre development located between
Jacksonville and Daytona Beach near the Atantic Coast.
The largest community in Flagler County, Palm Coast
has enjoyed one of America’s highest rates of population
growth since 1990. Town Center is a carefully designed
mixed-use planned development, its centerpiece a neo-
traditional downtown sited six miles south of the existing
commercial corridor. When it’s completed, Town Center
is projected to include 2,800 housing units and 3.6 million
square feet of commercial space.

Contractors began clearing the property in the spring
of 2005, and work proceeded throughout the year laying
utilities, excavating drainage retention areas and shaping the
land for its ultdimate use. Road base work and construction
of the first buildings at Town Center got underway early in
2006. A Publix supermarket and a medical office building,
both on the project’s periphery, are expected to be the first
businesses to open in Palm Coast’s new downtown.

Several miles north of Town Center, the permitting

N

In 1999, ALLETE Propertes purchased an undeveloped 61-acre tract in Cape Coral as part of a $36 million bulk land purchase from Avatar Properties, Inc. The
tract was sold in three phases to North American Properties, Inc. for commercial development. North American has $500 million of retail and mixed-use projects
under development in 12 states. Shown are Dale Hafele and Jimmy Adkins, president and executive vice president, respectively, of North. American Properties
— Southeast, Tnc. in front of the newly-opened BJ’s Wholesale Club.
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The fastest-growing county in America
was Flagler County, Fla., where more than
two-thirds of our real estate inventory is located.

process is proceeding at Palm Coast Park, a 4,705-acre
ALLETE  Properties that
development order approval from the City of Palm Coast
in December 2005. Located along U.S. Highway [ a mile
south of its intersection with Interstate 95, it is also a mixed-

development received

use development that will feature commercial, office and
industrial space and 3,600 residential units.

Ormond Crossings, the largest of ALLETE Properties’
northeast Florida projects at nearly 6,000 acres, began
in 2005 its Development of Regional Impact permitting
process. Our Ormond Crossings land-use plan was
submitted in December 2005 for a second round of review.
Public hearings at the local and regional level will be
held, and a development order is expected to be received

PAGE 9 |
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sometime late in 2006.
Annexed into the City of Ormond Beach in
Ormond Crossings features three miles of frontage

2004,
along
Interstate 95, a major artery linking Jacksonville and large
employmentcenters along the East Coast. As with the Town
Center and Palm Coast Park projects, final development
details will depend upon future market conditions.
While the bulk of our real estate is located in the vicinity
of Palim Coast, ALLETE Properties sdll has a significant
presence in southwest Florida. Operations directed from
our headquarters office in Fort Myers include land sales
and third-party brokerage businesses, an inventory of
approximately 600 acres of land in Cape Coral and ILehigh
Fla.

Acres, and a retail shopping center in Winter Haven

PROPERTY BOTENT
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ALLETE ~ has

one of our

revenue - from - 2 re]atlve]y v etistomers and a major

_small group of large industiial® ntribtger to the Duluth, Minn.
compames specxalmng in taconite

NVhen we accumulated water

wastewater plants in Florida

1 the early 1990s, we also began
rural service area; ‘ . dgequiring  real  estate  there.

“The cyclical nature of these Eventually, we built the largest
' privately-owned water utility in

Florida. In 2003 and 2004, we
were able to package Florida

industries, - ‘relative .. to = their

“down

rating Water Services and sell it for a

considerable profit.
ALLETE Properties has thrived
anks in large measure to wise
tvestments in Florida in the 1990s
d early 2000s. We are evaluating

00000000

ther purchases of real estate in
Fooastal areas of the Southeast U.S.
n order to replenish our inventory
of land.
As we prepare to expand our
corporation beyond power and
property, we know from experience

[nta SRITEAL
t POTENTIAL

. is there.

sdairn
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United States
Securities and Exchange Commission
Washington, D.C. 20549
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] Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2005
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Yes (0 No M

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes ¥ No [l

Indicate by check mark if disclosure of delinquent filers pursuant to item 405 of Regulation S-K is not contained herein,
rporated

and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incg
by reference in Part Ill of this Form 10-K or any amendment to this Form 10-K. [0

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerate
defined in Rule 12b-2 of the Act).

Large Accelerated Filer Accelerated Filer [ Non-Accelerated Filer []

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes[1 NoM™

The aggregate market value of voting stock held by nonaffiliates on June 30, 2005, was $1,489,669,987.

As of February 1, 2006, there were 30,153,542 shares of ALLETE Common Stock, without par value, outstanding.

Documents Incorporated By Reference

Portions of the Proxy Statement for the 2006 Annual Meeting of Shareholders are incorporated by reference in Pa

Act.

Act.

d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

] filer (as

rt W




B T= 1T 1 o] 4 TSROSO RSP PR 2
Safe Harbor Statement Under the Private Securities Litigation Reform Actof 1995 ... 3
Part |
HBIM . BUSINESS . otiiiiitit ettt ettt et e et e ettt ettt e e e ta e e e eaeee e sCh s o1t E ke e e e neae e et e 48t e et st e e eabeae e et e e entbeaennreaes 4
Energy — Regulated UHItY ........ooiiii i ettt 5
EIECIIC SAIES ... tiiiiii ettt e s ettt e a b et ar e re e s 6
PUICRASEA POWET ..ottt et ettt s b et a et e e sa e ettt sa e be e b s 8
T = TS SO OSSP OP PRSP 8
REGUIBIOTY ISSUBS ... iiiiiii ittt e ettt e e et e e e st e e samee e s sabe e et st e easbae s e sabaans 9
1070] ] 011 (110 o SRRSO T OO ST PR UNSPURPPRRURROS 13
=g (ot g1 T P OO U UP USRI 13
Energy — Nonregulated Energy Operations .........ccocciviiiiee e e e see e e 13
Energy — INvestment in ATC o e e e sren s 14
REAIESIAtE ... e e e et e et a e e et a e e e e e e et E e e e s e ranaaee s 15
2= [0 £ 4o 1o S O PO SRR 18
L07¢ T 1[0 11 o] « IO PO R O P OO PO PP VP SRR 18
L0131 O U O OO P PUPRSRURUPRRRt 18
ENnvironmMeEntal Matlers ... ..o ettt e e et e e e e e e e aarae e nennes 19
EMPIOYEES ...ttt ettt e et sbe et e n e e e ee e e meearens 21
Executive Officers of the Registrant...........o i e 22
LT (B W T g - Vot Lo - S O OO USRS 23
Iltem 1B. Unresolved Staff COMMEBNTS ... ... e e ee ettt eetee e eaae e 27
LT 14 I o (o) o= =T T SO PP OO SU PPV O 27
[tem 3. Legal ProCeOAINGS ..o ettt b e e e ea e st e a ettt ee et saeanreannes 27
ltem 4. Submission of Matters to a Vote of Security HOIAErs ..o 27
Part il
ltem 5. Market for Registrant’s Common Equity, Related Stockholder Matters and
Issuer Purchases Of EQUItY SECUTMIES.........co it ettt e esra b 28
ltem 6. Selected FINanCial Data...........cociiiiiiiiiiie e e et eaaeaab e e et e e sbeeetbeanane et e e nbee s eaeaenaeenre s 29
Iltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations ..............cccccoccenee.. 31
EXECULIVE SUMIMBIY Lo e et et e e e e et e e e e e e ee ittt eeeees sbbeeee s nnnerneeee s sntnanraess 31
=) Lo Tere] o o1 T SO RSO P TR OO PTPN 34
2005 Compared 10 2004 ...t ettt et ee e et e e et e e et bt—eeeaee st eaaaasrnarbbaranaeasaatas 36
2004 Compared 10 2003 ... .. ittt ettt at e et e e et b e e e Rt be e et nraeannr e res 38
NON-GAAP FINANCIAl MBASUIES ... eieieieie ettt s et et e s ehr s et bt e e ssee e sabeee et e e e reee e st bt eeebsaesenens 39
Critical ACCOUNEING POICIES ... vi it ettt e e e e e b e e tb e e e ent e e e et e e e eaaeaeenae s 40
L0111 oo O OO U UOU P OO PR UPRUOURNt 42
Liquidity @nd Capital RESOUITES. ... ..icceietiiiiieniiee ittt cte et s rece et b e e bt s aaeaate st aesta e st bt e e e aeebe s eseerebeaanaasernees 46
Capital REQUITEIMENES .. ...ttt ettt st be st sttt et s e e st e e 5o taestaessaess e stebeataeranssenteesraesraesreannes 49
Environmental and Other Matters ... ....oooiiii ettt et e ettt e e e aeesaeeeeens 50
MAIKEE RISK ... eiee ettt et e et ettt e e et e e tb e e e e et e e e e e e e et etna e e eatta s e b bt g e et ae e eaaeaeas 50
New ACCOUNTING SEANTAITS ... vttt e sttt e e st teataa et e e e et ebs e e b e e st b e aaaennnneas 51
item 7A. Quantitative and Qualitative Disclosures about Market RiSK.......c...vviciivivieiii e 51
Item 8. Financial Statements and Supplementary Data ..o e 52
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure ..........ccccovvvvveenne, 52
Item 9A. CoNtrols N PrOCEAUIES ... ......coiiiieiieei ettt et er e e s e bt s aaeaabe et eesbee b e aabneeab e e et e e sebaaasaensneen 52
HEem OB. Other INfOMMAHION ....ooii ittt e e ekt e e ettt e e e e e e eae e etbeeestbe e e ense e e e e e e e eantes e e e saneaseraneeas 52
Part Il
Item 10. Directors and Executive Officers of the RegiStrant.............ccccviiii i 53
[tem 11, EXECULIVE COMPENSALION ...c.iiiiii ittt e e et e e e e et oaaesa e e te e e st be e bestneneb e s enbeesebsaansasnneees 53
item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters............ 53
Item 13. Certain Relationships and Related Transactions ... 53
Item 14. Principal Accountant FEES and SEIVICES ... ...ttt 53
Part iV
Item 15. Exhibits and Financial Statement SChedUles ... e 54
SIGNALUIES ... e ettt et RS ae e et e e beaeebaeeraeeRbeaeneeeehbe e h et e b besnsaeebrean 58
Consolidated Financial Statements. ... e e 59

Page 1

ALLETE 2005 Form 10-K




The following abbreviations or acronyms are used in the text. References in this report to “we,”

Definitions

ALLETE, Inc. and its subsidiaries, collectively.

“us” and “our” are to

Abbreviation or Acronym Term

ADESA ADESA, Inc.

AICPA American Institute of Certified Public Accountants
ALLETE ALLETE, Inc.

ALLETE Properties
APB

Aqua Utilities
AREA

ATC

BNI Coal

Boswell

Company

Constellation Energy Commodities

DOC
DRI
EITF
Enventis Telecom
EPA
ESOP
FASB
FERC
Florida Landmark
Florida Water
Form 8-K
Form 10-K
Form 10-Q
FPSC
FSP
GAAP
Hibbard
HickoryTech
Invest Direct
IPO
kv
Laskin
MAPP
MBtu
Minnesota Power
Minnkota Power
MISO
Moody’s
MPCA
MPUC
MW / MWh
NOx
Northwest Airlines
Note
NPDES
NYSE
PSCW
PUHCA 1935
PUHCA 2005
Rainy River Energy
SEC
SFAS
SOz '
Split Rock Energy
Square Butte
Standard & Poor's
SWL&P
Taconite Harbor
Town Center

" WDNR

ALLETE 2005 Form 10-K

ALLETE Properties, LLC

Accounting Principles Board

Agua Utilities Florida, Inc.

Arrowhead Regional Emission Abatement
American Transmission Company LLC

BNI Coal, Ltd.

Boswell Energy Center

ALLETE, Inc. and its subsidiaries

Constellation Energy Commodities Group, Inc.
Minnesota Department of Commerce
Development of Regional Impact

Emerging Issues Task Force

Enventis Telecom, Inc.

Environmental Protection Agency

Employee Stock Ownership Plan

Financial Accounting Standards Board

Federal Energy Regulatory Commission

Florida Landmark Communities, Inc.

Florida Water Services Corporation

ALLETE Current Report on Form 8-K

ALLETE Annual Report on Form 10-K

ALLETE Quarterly Report on Form 10-Q

Florida Public Service Commission

Financial Accounting Standards Board Staff Position
Accounting Principles Generally Accepted in the United States
Hibbard Energy Center

Hickory Tech Corporation

ALLETE’s Direct Stock Purchase and Dividend Reinvestment Plan
Initial Public Offering

Kilovolt(s)

Laskin Energy Center

Mid-Continent Area Power Pool

Million British thermat units

An operating division of ALLETE, Inc.

Minnkota Power Cooperative, Inc.

Midwest Independent Transmission System Operator, Inc.
Moody's Investors Service, Inc.

Minnesota Pollution Control Agency

Minnesota Public Utilities Commission
Megawatt(s) / Megawatthour(s)

Nitrogen Oxide

Northwest Airlines, Inc.

Note ___ to the consolidated financial statements in this Form 10-K
National Pollutant Discharge Elimination System
New York Stock Exchange

Public Service Commission of Wisconsin

Public Utility Holding Company Act of 1935
Public Utility Holding Company Act of 2005
Rainy River Energy Corporation

Securities and Exchange Commission

Statement of Financial Accounting Standards No.
Sulfur Dioxide

Split Rock Energy LLC

Square Butte Electric Cooperative

Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companjies, Inc.

Superior Water, Light and Power Company

Taconite Harbor Energy Center

Town Center at Palm Coast development project in Florida
Wisconsin Department of Natural Resources

Page 2




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 Securities 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,” “i plans,” “projects,” “will likely result,” “will continue,” * " "

” now " & Y ” LY

intends, could,” “may,” “potential,”
“target,” "outlook” or similar expressions) are not statements of historical facts and may be forward-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, in addition to any assumptions and other factors
referred to specifically in connection with such forward-looking statements, 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;
o our ability to manage expansion and integrate acquisitions;

» prevailing governmental policies and regulatory actions, including those of the United States Congress, state
legislatures, the FERC, the MPUC, the FPSC, the PSCW, and various local and county regulators, and city
administrators, about allowed rates of return, financings, industry and rate structure, acquisition and disposal of
assets and facilities, real estate development, operation and construction of plant facilities, recovery of
purchased power and capital investments, present or prospective wholesale and retail competition (including but
not limited to transmission costs), and zoning and permitting of land held for resale;

« effects of restructuring initiatives in the electric industry;

s economic and geographic factors, including political and economic risks;

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

o  weather conditions;

s natural disasters;

o war and acts of terrorism;

o wholesale power market conditions;

s our ability to obtain viable real estate for development purposes;

» population growth rates and demographic patterns;

« the effects of competition, including competition for retail and wholesale customers;
s 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;

« global and domestic economic conditions;

« our ability to access capital markets;

« changes in interest rates and the performance of the financial markets;

« competition for economic expansion or development opportunities;

« our ability to replace a mature workforce, and retain qualified, skilled and experienced personnel; 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 1A under the heading “Risk Factors” beginning on page 23 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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Iftem 1. Business

ALLETE has been incorporated under the laws of Minnesota since 1906. ALLETE's corporate headquarters are in Duluth,
Minnesota. As of December 31, 2005, we had approximately 1,500 employees, 100 of which were part-time. Statistical

information is presented as of December 31, 2005, unless otherwise indicated. All subsidiaries are wholly owne

d unless

otherwise specifically indicated. 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 inf
filed by ALLETE with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 205
can obtain additional information about the Public Reference Room by calling the SEC at 1-800-SEC-0330. In
the SEC maintains an Internet site (www.sec.gov) that contains reports, proxy and information statements, a
information regarding issuers that file electronically with the SEC, including ALLETE. ALLETE also maintains an
site (www.allete.com) that contains documents as soon as reasonably practicable after such material is electronic
with or furnished to the SEC free of charge.

ALLETE's operations focus on two core businesses—Energy and Real Estate. In addition, we have other operat
provide earnings to the Company.

Energy is comprised of Regulated Utility, Nonregulated Energy Operations and, beginning in 2006, inves
American Transmission Company LLC.

« Regulated Utility includes retail and wholesale rate regulated electric, water and gas services in nort
Minnesota and northwestern Wisconsin under the jurisdiction of state and federal regulatory authorities.

+« Nonregulated Energy Operations includes our coal mining activities in North Dakota and nonr

prmation
49, You
addition,
nd other
Internet
ally filed

ons that

ment in

heastern

egulated

generation (non-rate base generation sold at market-based rates to the wholesale market), which consisted
primarily of generation from Taconite Harbor in northern Minnesota. Pending MPUC approval, Taconite Harbor
will be integrated into our Regulated Utility business effective retroactive to January 1, 2006, to help meet

forecasted base load energy requirements. Nonregulated Energy Operations also included generation
through the Kendall County power purchase agreement, which was assigned to Constellation
Commodities in April 2005.

secured
Energy

» Investment in ATC will include our estimated 9% ownership interest in ATC. In December 2005, we entered into
an agreement that provides for us to invest $60 million in ATC by the end of 2006. The investment is subject to

review by the PSCW.
Real Estate includes our Florida real estate operations.

Other includes our investments in emerging technologies, and earnings on cash, cash equivalents and sk
investments. '

ort-term

Year Ended December 31 2005 2004 2003

Consolidated Operating Revenue — Millions $737.4 $704.1 $650.6

Percentage of Consolidated Operating Revenue
Regulated Utility

Industrial

Taconite Producers 23% 25% 23%

Paper and Wood Products 9 9 9

Pipelines and Other Industries 6 7 6

Total Industrial 38 41 38

Residential 10 11 11

Commercial 11 11 11

Other Power Suppliers 7 5 7

Other Revenue 12 11 10

Total Regulated Utility 78 79 77

Nonreguiated Energy Operations 16 15 16

Real Estate 6 6 7
100% 100% 100%

For a detailed discussion of results of operations and trends, see ltem 7 Management’s Discussion and Analysis of

Financial Condition and Resuits of Operations. For business segment information, see Notes 1 and 2.
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Discontinued Operations. We successfully completed the spin-off of our Automotive Services business, and the sales of
our Water Services and our telecommunications businesses.

Spin-Off of Automotive Services. Through a June 2004 IPO, our Automotive Services business, doing business as
ADESA, Inc. (NYSE: KAR), issued 6.3 million shares of common stock, representing 6.6% of ADESA’s common stock
outstanding. In September 2004, we spun off the business by distributing to ALLETE shareholders all of ALLETE’s
remaining 93.4% of ADESA common stock.

Sale of Water Services Businesses. In early 2005, we completed the exit from our Water Services businesses with the
sale of our wastewater assets in Georgia. In mid-2004, we sold our North Carolina water and wastewater assets, and our
remaining 72 water and wastewater systems in Florida. Substantially all of our water assets in Florida were sold in 2003,
under condemnation or imminent threat of condemnation. The net cash proceeds from the sale of all water and
wastewater assets in 2003 and 2004, after transaction costs, retirement of most Florida Water debt and payment of
income taxes, were approximately $300 million. In 2005, the FPSC ordered a $1.7 million reduction to plant investment,
which the Company reserved for in 2005, and approved the transfer of 63 water and wastewater systems from Florida
Water to Aqua Utilities. Aqua Utilities filed a protest and requested that the FPSC schedule evidentiary hearings. The
FPSC’s decision on these issues may change the reduction to plant investment ordered in 2005 and could result in an
adjustment to the final purchase price paid by Aqua Ultilities.

Sale of Enventis Telecom. On December 30, 2005, we sold all the stock of our telecommunications subsidiary, Enventis
Telecom, to HickoryTech of Mankato, Minnesota, for $35.5 million. The transaction resulted in an after-tax loss of
$3.6 million, which was included in our 2005 loss from discontinued operations. Net cash proceeds realized from the sale
were approximately $29 million after transaction costs, repayment of debt and payment of income taxes.

Energy — Regulated Utility

Minnesota Power, an operating division of ALLETE, provides regulated utility electric service in a 26,000 square-mile
service territory in northeastern Minnesota to 137,000 retail customers and wholesale electric service to 16 municipalities.
SWLA&P provides regulated utility electric, nat