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ALLETE reports 2006 earnings increase of 23%; higher earnings projected in 2007

ALLETE, Inc. (NYSE: ALE) today reported 2006 earnings from continuing operations of $2.77 per diluted share, compared with
64 cents in 2005. Excluding transactions in 2005 not representative of ongoing operations (described below), 2006 earnings
from continuing operations increased 23 percent over the adjusted 2005 diluted earnings per share of $2.26.

ALLETE in 2006 recorded net income of $76.4 million on revenue of $767.1 million, compared to 2005 income of $13.3 million
and revenue of $737.4 million. Financial results in 2005 were impacted by three one-time transactions: a $50.4 million after-tax
charge for the assignment of the Kendall County power purchase agreement and two non-recurring tax benefits totaling $6.2
million.

Real estate income in 2006 increased 30 percent to $22.8 million, while ALLETE's energy businesses recorded $52.4 million
for the year, a 10 percent increase over 2005 excluding the Kendall County charge.

"Increased earnings contributions from both our core real estate and energy businesses resulted in another year of strong
earnings growth," said ALLETE Chairman, President and CEO Donald J. Shippar. "ALLETE Properties' performance was on
track, with sales contracts closing on schedule. Earnings from our American Transmission Company (ATC) investment began
ramping up and energy sales remain at high levels."

Initial returns from ALLETE's ATC investment, the absence of operating losses from Kendall County, and increased demand
from Minnesota Power's industrial customers contributed to an earnings increase at ALLETE's energy business in 2006. At the
end of 2006, ALLETE had an investment balance of $53.7 million in ATC, representing an ownership interest of approximately
seven percent.

ALLETE's higher real estate earnings included recognition of deferred profit from past years' sales at the Town Center at Palm
Coast development project, as well as 2006 sales at both the Town Center and Palm Coast Park projects. At the close of 2006,
ALLETE Properties had about $114 million in future land sales under contract. ALLETE Properties' third major real estate
development, Ormond Crossings, received development order approval late in 2006.

Income at ALLETE's "other" business segment rose by $5.4 million in 2006 compared to 2005 when excluding last year's tax
benefits. Higher earnings on cash and short-term investments in 2006 and the absence of impairments in the emerging
technology investment portfolio in 2006 versus 2005 contributed to the increase.

"Earnings growth is a priority for our corporation,” Shippar said. "We're proud of the key milestones ALLETE achieved during
the year that lay the groundwork for future success." These achievements include:

. Starting construction on an aggressive air emissions control plan with current cost recovery

. Purchasing electricity from a new 50-megawatt wind facility in North Dakota and signing an agreement to purchase power
from a second 48-megawatt wind facility

. Signing a long-term 70-megawatt contract with PolyMet Mining
. Receiving development order approval for ALLETE Properties' Ormond Crossings real estate project

. Closing the first sales contracts at ALLETE Properties' Palm Coast Park development.

Shippar noted that the 13 percent dividend increase on ALLETE common stock announced on January 26th reflects the
positive outlook for the company's future shared by the board of directors and management.

"We project that in 2007 ALLETE's earnings per share from continuing operations will be in the range of $2.95 to $3.05,"
Shippar said. "Our portfolio of valuable real estate and the growth prospects in our energy business give us great confidence
for 2007 and beyond."



ALLETE's corporate headquarters are located in Duluth, Minnesota. ALLETE provides energy services in the upper Midwest
and has significant real estate holdings in Florida. More information about the company is available on ALLETE's Web site at
www.allete.com. The statements contained in this release and statements that ALLETE may make orally in connection with this
release that are not historical facts, are forward-looking statements. Actual results may differ materially from those projected in
the forward-looking statements. These forward-looking statements involve risks and uncertainties and investors are directed to
the risks discussed in documents filed by ALLETE with the Securities and Exchange Commission.
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ALLETE, Inc.

Consolidated Statement of Income
For the Pericds Ended December 31, 2008 and 2005
Wons Excapt Per Share Amounts

Guarter Ended Year to Date
2006 2003 2008 2003
Operating Revenue 51872 F182.3 §767.1 5734
Operating Expenses
Fuel and Purchased Power a9.8 817 2731
Cperating and Mantenance 78.0 206.0 2035
Kendall County Change - - 778
Diepreciation 12.1 48.7 47.8
Total Operatng Expenses 1878 G26.4 fB2.3
Operating Income from Continuing Operations 383 140.7 451
Other Income [Expense)
Interzst Expense (733 {6.3) (27.4) [26.4)
Other 8.1 14 14.9 1.1
Tota Other Expense 1.2} 291 (12.5) (25.3]
Income from Continuing Operations
Before Minority Interest and Income Taxes 331 244 128.2 16.3
Minority Interest 1.4 0.3 4.6 2.7
Income from Continuing Operations
Before Income Taxes L 241 123.8 171
Income Tax Expense (Benefit) 13.7 {0.1) 2083 (0.5}
Income from Continuing Operations 230 242 773 17.8
Loss from Discontinued Operafions — Met of Tax (043 (3.2) (0.2 (4.3]
Net Income 5 2246 5 2.0 § T6.4 5 133
HAverage Shares of Common Stock
Basic 278 2758 273
Diiluted 23.0 278 274
Basic Earnings (Loss) Per Share of Commaon Stock
Contnuing Operatons 50.82 3088 50.85
Dizeontnusd Cperations (0013 {0.12 (D.18}
30.B1 F0.77 5048
Diluted Earnings [Loss) Per Share of Common Stock
Contnung Cperatons 5082 3088 s0.84
Dizeontnusd Operations (0013 {0.12) (D.18}
5081 F0.76 %043
Dividends Per Share of Common Stock 50.3625 503150 31.2450
Consolidated Balance Sheet
For the Pericds Ended December 31, 2006 and 2005
Milliens
2006 2003 2008 2003
Assels Liabilities and Shareholders’ Equity
Cash and Cash Equivalents 5 448 5 826 Cumentlizsbfties 5 1435 5 1067
Short-Term Inwestments 104.5 188  Long-Tesm Debt 3508 3|78
Tther Current Assets 1384 187.0  Other Liabilites 3642 2885
Progerly, Plant and Equipment 221.6 2204  Discontinued Operations - 13.0
Imeestments teEa 1177 Shareholders” Equity G65.8 6028
Dizzontnued Cperations - 26
Other 1350 446

Total Assets 51,5324 513288  Total Liabilities and Sharehclders’ Equity 51,5334 51,3088




Guarter Ended ‘Year to Date
December 31, December 31,
ALLETE, Inc. 2006 2003 2006 2005
Income [Loss)
Millions
Regulated Utility f2) 5133 5144 5468 5457
Monregulatzd Energy Operations (a, o) 0z (1.2} a7 (48.5)
ATC 13 - 1.9 -
Real Estaie 7.1 3.8 22.8 k]
Orher 0.5 7.2 2.1 2.9
Income from Centinuing Operations 23.0 242 773 17.8
Liess from Discontnued Operations (04 (3.2) (0.2 (4.3)
Net Income 5228 5210 576.4 5133
Diluted Earnings (Loss) Per Share
Contnuing Cperations b s0.32 s0.38 F2.97 0,64
Discontnusd Cperations (D.01} (0.12) {0.03) (0.16)
%0.81 ®0.78 §2.7 048

@l In 2004, financis reswts for ALLETE's Taconite Harbar Energy Cenfer are inclutied in the Repguistes Uiy sagment. in 20035, Taconie Harbor Is

Inciuged in the Nonreglisted Energy Cperations sepment.

{b}  In AR 2005, ALLETE reconoed 3 §50.4 Muon, or §7.64 per aiuted share, charge related 1o the SSSIGNMant of e Mendsl COuny power purchase

agresment.

Statistical Data

Corporate
Common Stock
High 4784 F47.36 F40.30 51T
Low $42.55 F41.28 F42.55 F25.65
Clos= §48.54 F44.00 J48.54 F44.00
Book Valus $21.90 320.03 321.90 $20.03
Kilowatthours Sold
Milligns
Regulated Unility
Retad and Municipa's
Residential 2p7.4 11004
Commerss 3309 13352
Indusirial E23.0 T,.205.6
Municipa's 220.0 2105
Cther 189 747
Tota! Retail and Municipals 27002 10,630 4
Cther Power Suppbers 276.7 21528
Tota! Reguiated Uity 20769 12,7833
Nonregulated Energy Operatons 361.7 2404
Tota! Kilowatthours Sold 33368 13,0237
Real Estate
Teown Canter Development Project
Commersa Square Footags Sold 0876 - 401,871 643,000
Residential Units 231 - 773 -
Pa'm Coast Park Develocpment Project
Residential Units - - 200 -
Cther Land
Acres Sold 24 44 732 1,102
Lotz Sold - - - 7

Non-GAAP Financial Measures

ALLETE prepares financial statements in accordance with accounting principles generally accepted in the United States
(GAAP). Along with this information, ALLETE discloses and discusses certain non-GAAP financial information in its quarterly
earnings releases, on investor conference calls, and during investor conferences and related events. Management believes
that non-GAAP financial data supplements ALLETE's GAAP financial statements by providing investors with additional
information which enhances the investors' overall understanding of ALLETE's financial performance and the comparability of its
operating results from period to period. The presentation of this additional information is not meant to be considered in
isolation or as a substitute for ALLETE's results of operations prepared and presented in accordance with GAAP.

Financial results for 2005 were significantly impacted by the following transactions:

. A $50.4 million after tax, or $1.84 per share, charge due to the assignment of the Kendall County power purchase
agreement to Constellation Energy Commodities;

. A $3.7 million, or $0.13 per share, current tax benefit due to a positive resolution of income tax audit issues; and

. A $2.5 million, or $0.09 per share, deferred tax benefit due to comprehensive tax planning initiatives.



Since these transactions significantly impacted the financial results from continuing operations in 2005, ALLETE believes that
for comparative purposes and a more accurate reflection of its ongoing operations, it is useful to present diluted earnings per
share from continuing operations for each applicable period excluding the impact of these items. The table below reconciles
actual reported diluted earnings per share from continuing operations to the adjusted results that exclude these transactions in
the respective periods.

Guarter Erded ear Ended
December 31, Decernber 31,
I 2005 2005 200
Dilsted Eamings Per Share of Cormron Stock

Continuing Opergtions F0.82 F0.58 B2 77 064
Add:  Kendall Courty Charge - - - 1.84
Less: Positive Resolution of Tax Audi lssues - 013 - 013
Tax Planning Intiatives - 0.0a - 0.09
F0.82 F0.66 F2 77 F2.26
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Tim Thorp
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