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1.0 INTRODUCTION

Excelsior Energy, Inc (Excelsior) is proposing to construct and operate a coal-feedstock Integrated
Gasification Combined Cycle (“IGCC”) power plant. The proposed power plant will be constructed in
two phases; each phase will be capable of producing approximately 600 MW (net) of baseload power.

The project is scheduled to begin construction in the second half of 2008 and to be in service in 2011.

In accordance with the Power Plant Siting Act a site permit and a route permit is required before a large
electric power generating plant (LEPGP) or high voltage transmission line (HVTL) can be constructed.
The power plant siting act requirement became law in 1973 in Minnesota Statutes, 116C.51 through
116C.69. The rules to implement the permitting requirement for LEPGP are in Minnesota Rules Chapter
4400.

A LEPGRP is defined as any electric power generating equipment and associated facilities designed for or
capable of operation at a capacity of 50,000 kilowatts or more. A HVTL is defined as a conductor of
electric energy and associated facilities designed for and capable of operating at a nominal voltage of 100
kilovolts or more either immediately or without significant modification.

A pipeline route permit from the Public Utilities Commission is required for the construction of certain
pipelines (Minnesota Statutes 1161.015). The PUC has jurisdiction over pipelines that are designed to
carry natural gas and be operated at a pressure of more than 275 pounds per square inch. However, the
PUC’s authority does not apply to interstate natural gas pipelines regulated under the federal Natural Gas
Act and to pipeline owners or operators who are defined as a natural gas public utility under Minn. Stat.
Sec. 216B.02.

Minnesota rule Chapter 4400.0675, Joint Processing, allows an applicant to combine applications for a
LEPGP site permit, a HVTL route permit and a pipeline route permit into a single, joint filing. Excelsior
Energy, filed a Joint Permit Application for a LEPGP site permit, a HVTL routing permit and a pipeline
routing permit on June 19, 2006.

The permit will be reviewed under the Full Review Process (Minn. Rule Chapter 4400) within the Power
Plant Siting Act. Under the full permitting process the applicant is required to submit two sites and/or
routes (i.e., a preferred and an alternate) for consideration. As part of the permitting process, the
Department of Commerce is responsible for certain procedural requirements (i.e., public notice and
meetings), issuing the EIS Scoping Decision and the preparation of an Environmental Impact Statement
(EIS). A contested case hearing will also be conducted following completion of the draft EIS. The PUC
has up to one year from the time the application is accepted to complete the process and make a final
decision; that decision includes a determination on the adequacy of the EIS and the determination whether
to grant the requested permits, as well as, site/route selection and permit conditions. A flow-chart
outlining the Full Permitting Process can be viewed at:

http://energyfacilities.puc.state.mn.us/documents/Fullpermitprocessfinal.pdf
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The official process begins with the determination by the PUC that the application is substantially
complete. On July 6, 2006, the PUC during a regularly scheduled meeting will determine whether the
Joint Permit Application is complete and issued an order to that effect on June xx, 2006.

The U.S. Department of Energy (DOE) selected the Mesaba Energy Project under the Clean Coal Power
Initiative Round 2 solicitation for negotiation of a Cooperative Agreement. Under the Cooperative
Agreement DOE would provide financial assistance for the proposed project. On October 5, 2005, DOE
published a Notice of Intent (NOI) to prepare an Environmental Impact Statement in the Federal Register
(70 FR 58207). It is DOE’s intent to prepare, in cooperation with the Minnesota Department of
Commerce and the Minnesota Public Utilities Commission, an EIS that will fulfill the requirements of
both the Federal and State environmental review processes.

2.0 PROJECT DESCRIPTION

In the E-Gas™ process, coal, petroleum coke, or blends of coal and petroleum coke are crushed, slurried
with water, and pumped into a pressurized vessel (the gasifer) along with purified amounts of oxygen. In
the gasifer, controlled reactions take place, thermally converting feedstock materials into a gaseous fuel
known as synthetic gas, or syngas. The syngas is cooled, cleaned of contaminants, and then combusted in
a combustion turbine (CT), which is directly connected to an electric generator. The assembly of the CT
and generator is known as a combustion turbine generator (CTG). The expansion of hot combustion
gases inside the CT converts thermal energy to rotational energy that spins the generator and produces
electricity. The hot exhaust gases exiting the CTG pass through a heat recovery steam generator (HRSG),
a type of boiler, where steam is produced. The resulting steam is piped to a steam turbine that is
connected to an electric generator. The expansion of steam inside the steam turbine spins the generator to
produce an additional amount of electricity. When a CTG and a steam turbine generator (STG) are
operated in tandem at one location to produce electricity, the combination of equipment is referred to as a
combined cycle electric power plant. Combining the gasification process with the combined cycle design
is known as integrated gasification combined cycle (IGCC).

Each phase consists of two CTG (approximately 220 MW each) and one STG (approximately 300 MW).
Three gasifers, two on-line and one off-line during operation, will supply the CTG with syngas. Power
generated from the project will be interconnected to the regional electrical grid via high voltage
transmission lines, either at the Blackberry or Forbes substations depending on which site (i.e., West
Range or East Range, respectively) is selected.

3.0 EIS SCOPING PROCESS

The purpose of the EIS scoping process is to reduce the scope and bulk of the EIS by identifying the
potentially significant issues and alternatives requiring analysis. In accordance with Minnesota Rules,
part 4400.1700, subpart 4, the scoping decision shall, at a minimum, address the following:

e The issues to be addressed in the EIS;
e The alternative sites to be addressed in the EIS; and
e The schedule for completion of the EIS.
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In determining the scope of the EIS the DOC solicits the input of the public on the appropriate issues and
alternatives to address.

DOC will conduct two public scoping meetings in which agencies, organizations, and the general public
is invited to present oral comments or suggestions with regard to the range of alternatives and
environmental issues to be considered in the EIS.

The scoping meetings are tentatively scheduled to be held at the Taconite Community Center, 26 Haynes
Street, Taconite, Minnesota and at the Hoyt Lakes Arena, 106 Kennedy Memorial Drive, Hoyt Lakes,
Minnesota during the week of August 21, 2006. The meetings will be scheduled for 7:00 in the evening,
with an informal “poster” session at each location beginning at 4 p.m. on the date of each meeting, during
which the applicant, DOC, PUC and DOE personnel will be present to discuss the proposed project and
the EIS process. Displays and other forms of information about the proposed project and the regulatory
review process will be made available to the public for examination.

The public will also have a 10 day public comment period following the meetings to submit written
comments to the DOC on the scope of the EIS. Written comments should be mailed to Bill Storm,
Minnesota Department of Commerce, 85 7" Place, Suite 500, St. Paul, Minnesota 55101-2198.

The final scoping decision will be made by the Commissioner of the DOC. That decision will be made
shortly after the close of the public comment period. Persons who want to be advised of the
Commissioner’s scoping decision can register their names with the PUC at the public meeting or contact
Bill Storm at (651) 296-9535. The final scoping decision will also be posted on the PUC webpage:

http://energyfacilities.puc.state.mn.us/Docket.html?1d=16573

This EIS scoping document is intended to advise the public of the scoping process and the process for the
preparation of an Environmental Impact Statement and to identify for the public the issues and
alternatives that the DOC staff has determined are appropriate for inclusion in the EIS. This document
also identifies certain issues that will not be included in the EIS.

DOE held two public scoping meetings during the Federal EIS scoping period: one on October 25, 2005
at the Taconite Community Center in Taconite, MN; and one on October 26, 2005 at the Hoyts Lake
Arena, Hoyts Lake, MN. Twenty-nine individuals presented oral comments and six comment sheets were
submitted at the meetings. In all, 18 comments were submitted via e-mail, 5 letters were received by
mail, 4 comments were received by fax, and 2 comments were received by telephone. Comments were
posted on the PUC website for the project (http://energyfacilities.puc.state.mn.us/Docket.htm1?1d=16573).
All these comments will be considered in preparation of the EIS.

4.0 DRAFT SCOPING OUTLINE

The Environmental Impact Statement on the Mesaba Energy project will address the following matters:
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5.0 ALTERNATIVES TO BE ADDRESSED IN THE EIS

The two sites under consideration are located on the Iron Range. The applicant’s preferred site, referred
to as the West Range site (approximately 1,260 acres) is located just north of the city of Taconite in Itasca
County, Minn. The alternative site, referred to as the East Range site (approximately 825 acres) is located
about one mile north of the city of Hoyt Lakes in St. Louis County, Minn.

In the case of the West Range site, the generating facilities would connect to the power grid via new and
existing high voltage transmission line (HVTL) corridors to a substation near the unincorporated
community of Blackberry. In the case of the East Range site, the generating facilities would connect to
the grid via existing HVTL corridors that lead to a substation near the unincorporated community of
Forbes. The project would require reconstruction and/or reinforcement of the HVTL infrastructure within
the final corridors selected. In conjunction with both phases, additional network reinforcements would be
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required within other existing HVTL corridors leading to load centers and/or at substations down-network
of the existing substations identified.

The DOC staff is not recommending that any additional sites be evaluated in the EIS.
6.0 ISSUES OUTSIDE THE SCOPE OF THE EIS

In 2003, the legislature passed Laws of Minnesota 2003, special session chapter 11, known to some as the
“Prairie Island 2” bill. The legislation consisted of four articles.

The fourth article provided for a number of regulatory incentives for an “innovative energy project” on
the Iron Range, which would generate electricity by using “coal as a primary fuel in a highly efficient
combined cycle configuration with significantly reduced sulfur dioxide, nitrogen oxide, particulate, and
mercury emissions” when compared with traditional technologies. The regulatory incentives include:

e an exemption from demonstrating need for the facility or associated transmission facilities;

e a grant of eminent domain authority for transmission routes approved by the Environmental
Quality Board; and

e the possibility of entering into a power purchase agreement with Xcel Energy to provide 450
megawatts of capacity and energy, subject to the approval of the PUC.

The Iron Range project at the heart of this issue is an IGCC generation facility known as the "Mesaba
Energy Project” that creates a synthetic gas from coal (coal gasification).

Because the legislature has exempted this facility from demonstrating need and that this facility qualifies
as an “innovative energy project” the DOC energy facility permitting staff is precluded from considering
issues related to the need, size or type of the facility. Such issues are not within the scope of the EIS. The
DOC will not, as part of this environmental review, consider whether a different size or different type
plant should be built instead. Nor will the DOC consider the no-build option.

7.0 SCHEDULE FOR COMPLETION OF EIS

The Draft Environmental Impact Statement is tentatively scheduled to be completed by December 6,
2006.

Upon completion of the Draft EIS, the DOC will notify those persons who have asked to be notified of
the completion. In addition, the DOC will publish notice of the availability of the Draft EIS in the EQB
Monitor (the bi-weekly newsletter of that agency). The Draft EIS will be made available for review and
will be posted on the PUC webpage.
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The DOC will schedule another public meeting in the Taconite and Hoyt Lakes areas to provide an
opportunity for the public to ask questions and to comment on the draft EIS. The public will also have a
period of time (at least 10 days) after the meeting to submit written comments.

The DOC will respond in writing to the substantive comments that are submitted. The Draft EIS, the
public comments, and the response to comments will constitute the Final Environmental Impact
Statement. The DOC will publish notice in the EQB Monitor of the completion of the Final EIS.

The PUC will schedule a hearing before an administrative law judge as the final EIS is being completed.
Once the Final EIS is finished and the hearing is over, the matter will come before the PUC for a final
decision on the Joint Permit Application. The PUC will also determine whether the Final EIS is adequate.
The PUC will make a final decision on a site permit application within 60 days after receipt of the report
of the administrative law judge’s report.

8.0 IDENTIFICATION OF PERMITS

The Environmental Impact Statement will include a list of permits that will be required for the project
proposers to construct this project. The following permits have been identified as potentially required:

Preliminary Permitting Requirements

Agency | Permit/Approval | Regulated Activity
FEDERAL
COE Section 10/ Construction activities in navigable water of the US.
Section 404 Permits
EPA Risk Management Plan Potential accidental releases of hazardous chemicals that
are used or stored onsite in greater than threshold
quantities (Title 111 of CAAA).
DOE Alternate Fuels Capability Baseload facility using natural gas.
Certification
FAA Notice of Proposed Construction or Construction of an object which has the potential to affect
Alteration navigable airspace (height in excess of 200" or within
20,000 of an airport).
FERC Exempt Wholesale Generator Status Selling electric energy at wholesale to a utility or other
generator.
STATE
MPCA Air Pollution Control Construction Construction, installation or alteration of an air
Permit contamination source.
MPCA Title IV Acid Rain Operating Permit | Title IV of CAAA, applicable to fossil fuel fired units >
25 MW.
MPCA Title V Operating Permit Title V of CAAA or Federally Enforceable State
Operating Permit for significant air emission sources.
MPCA Hazardous Waste SQG Registration Generation of small quantities of hazardous waste.
MPCA Section 401 Water Quality State approval for federal action impacting state waters.
Certification
MPCA NPDES Stormwater Construction Discharge of storm waters during construction of facility.
Permit
MPCA NPDES Stormwater Operation Discharge of storm waters during operation of facility.
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Permit
MPCA Archeological and Historical Review | Activities that could potentially affect archeological or
historical resources.
DNR Water Appropriation Permit Pump surface/groundwater to the plant
DNR Public Waters Permit Projects constructed below the ordinary high water
level (OHWL)
LOCAL
City/County/Tsp Site Plan Approval Establishment of power generation facilities as a permitted
use.
City/County/Twp Building Permit/Architectural Construction of facility.
Review/Fire Safety Approval
City/County/Tsp Soil and Sedimentation Control Control of soil erosion.
Permit
City/County/Tsp Individual Septic Treatment System Design, construction and discharge of sanitary wastewater.
City/County/Tsp Certificate of Occupancy License to operate facility
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