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State of Minnesota
Office of the Legislative Auditor
Centennial Building, Room 140
658 Cedar Street
St. Paul MN 55155

FROM: Charlotte Neigh, Co-Chair, Citizens Against the Mesaba Project (CAMP)

25886 Spruce Drive Bovey MN 55709

(218) 245-1844

Not a public employee

1.

(O3]

What occurred:

Excelsior Energy has misused money provided by Iron Range Resources and Rehabilitation

(IRR) in two unsecured loans totalling $9.3 million by:

(A) Spending it on lobbying expenses;

(B) Having millions of dollars of the IRR reimbursed invoices also reimbursed 50% by federal
Department of Energy;

(C) Claiming reimbursement for inappropriate and undocumented expenses including travel,
meals and cell phones; and

(D)Misclassifying employees as independent contractors and consultants.

Who was involved:

Excelsior Energy”’s Co-Presidents and Co-CEOs, Thomas Micheletti and Julie Jorgensen, and
various Vice Presidents.

IRR Commissioner Sandy Layman, Energy Director Mike Larson, Loan Officer David Hart
and various staffers.

When occurred:

Approximately $6.7 million disbursed by IRR to Excelsior Energy between April 2002 and
June 2006. Excelsior reported lobbyist expenditures of $640,000 from 2003 - 2006. Specific
questionable invoices from a law/lobbying firm were paid in 2002 and 2004. Other (redacted)
invoices from 2002 to 2006 totalling more than $1 million paid to law firms in Minnesota and
Washington D.C. may be for governmental affairs work rather than legal services.

Approximately $6 million was disbursed by DOE in June 2006, reimbursing invoices
between Dec. 2004 and March 2006.
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Law, rule or standard violated:

L

II.

118

Iv.

Two loan agreements with IRR and one with DOE prohibit using funds for lobbying.

Grant money provided by the Renewable Development Fund administered by Xcel
Energy may not be used for lobbying, according to the Fund’s Administrator. {Attached:
p. 6 of $1.5 M agreement; p. § of $8 M agreement; Cover Sheet & p.8 of DOE agreement)

IRR loan agreements do not contemplate having same invoices reimbursed by DOE.

Excelsior Energy failed to make its first interest payment as scheduled in April 2007. The
IRR Board is considering officially extending this due date to December 2009, without
considering that some of the invoices reimbursed with IRR funds were also reimbursed by
DOE funds and IRR funds were otherwise misused. (Attached: 7/23/07 letter from
Commissioner to Excelsior)

IRR acknowledges responsibility to evaluate whether expenditures qualify for
reimbursement but did not do so until October 2007, after a lobbying violation was
publicly revealed in a letter to the editor. IRR allowed some remarkably questionable
items to pass unquestioned. CAMP requested but IRR did not provide: instructions given
to Excelsior, including format and content for invoices and backup documentation; and
guidelines for what sorts of expenditures are reimbursable.

Labor and employment laws relating to workers compensation, unemployment
compensation, payroll taxes, and withholding employee’s taxes.

Evidence to support allegations - Enclosed: Background & Chronology; Lobbying Summary
with 11 attachments; Duplicate Invoices Summary with 2 attachments; Questionable
Expenditure Summary with 8 attachments; Misclassifying Employees Summary with 3
attachments.

I have not reported this allegation to another government office.

I look forward to hearing from you within two weeks regarding what additional action the OLA
will take.

Thank you for your attention to this matter.

January 9, 2008 Charlotte Neigh, Co-Chair

CAMP




revised 5/2/08
BACKGROUND AND FINANCING
OF EXCELSIOR ENERGY’S MESABA ENERGY PROJECT

Citizens Against the Mesaba Project (CAMP) is a nonprofit, grassroots organization formed
after Excelsior Energy announced in 2005 that it was moving its preferred site for a coal-
gasification power plant, the Mesaba Energy Project, from a brownfield near Hoyt Lakes to a
forested area of recreational lakes near the Scenic Highway in Itasca County. One of CAMP’s
primary concerns has been the extent of public money and lack of private money funding the
Project. This concern was compounded by the discovery that eight of the nine top executive
positions at Excelsior were held by people who had previously held positions at NRG Energy,
Inc., the NSP subsidiary that went bankrupt and nearly took NSP with it.

Available information shows that Excelsior has been operating on publicly financed debt: $9.5
million in unsecured loans from the IRR; and about $22 million of an interest-free, unsecured loan
from the federal Department of Energy. It also has received three payments of a grant of $2
million/year from the state of Minnesota’s Renewable Development Fund. (Entitlement to the
RDF funds is contested by Minnesota Power and may be negated by the court of appeals). The
Principals have refused to say how much private equity has been invested but a review of the
financial statements obtained from the IRR suggests that the only equity is $60,000 paid for
stock by the two Principals, Tom Micheletti and Julie Jorgensen. It also appears that at times
they have loaned money to the company and then paid themselves back with interest.

On 11/29/07, pursuant to a Minnesota Government Data Practices Act request, CAMP
inspected and copied documents at the Iron Range Resources and Rehabilitation office. Analysis
of those documents revealed: Excelsior did not present audited financial statements prior to
8/31/04; IRR funds may have been used by Excelsior to pay for lobbying expenses, which is
expressly prohibited by the terms of the loan agreements; claims for reimbursement were made
by Excelsior and honored by the IRR even though some were questionable on their face and many
lacked documentation; and “consulting agreements” with several people who had been announced
as Vice Presidents and members of the leadership team, who appeared to be employees.

Comparing the IRR documents with invoices received from the DOE under a FOIA request
reveals that Excelsior submitted many of the same invoices to both agencies in support of its
reimbursement requests. For the time period of 12/1/04 to 3/31/06, Excelsior claimed more than
$5 million in reimbursements from the IRR and more than $6 million in reimbursements from the
DOE. Although the DOE invoices were disorganized and heavily redacted, a sampling of invoice
numbers and dates revealed that many of the same invoices for various vendors were submitted
to both agencies.

IRR files also reveal that Excelsior Energy failed to make its first interest payment on schedule in
April 2007. In June 2007, while this interest payment was overdue, Excelsior requested and
received a payout of the final $2.75 million remaining in the loan fund. In a 7/23/07 letter
Commissioner Layman unilaterally granted an extension until 12/31/07. On 12/31/07 the
Commissioner unilaterally granted an extension until 12/31/08.
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CHRONOLOGICAL SUMMARY

Excelsior Energy incorporated by Thomas Micheletti (100 shares); he and his wife,
Julie Jorgensen (200 shares) are the only shareholders and directors; only equity is
$60,000 for the stock.

IRR Board approves $1.5 million unsecured loan (convertible debenture); it required
$4.9 million matching funds, but was amended in 6/04 to require no matching cash.

$1.5 million loan agreement finalized and first $250,000 disbursed.

¥

Special Session of Legislature: Mesaba Energy Project declared eligible for $2
million/year for five years from Renewable Development Fund ($2 million has been
paid in 2005, 2006 and 2007).

Excelsior’s CPA issues a “compilation” of financial information in lieu of audited
financial statements because “management has elected to omit substantially all of the
disclosures . . . required by generally accepted accounting principles”.

Excelsior applies to DOE for $150 million.

IRR Board approves second unsecured loan for $8 million (convertible debenture) and
amends first loan agreement to eliminate matching cash requirement.

First audited financial statements are presented to IRR.

DOE announces award of $36 million ($22 million for development phase) in cost
sharing funds to EE; agreement is not finalized until May 2006.

$8 million IRR loan agreement finalized; last money drawn from first loan and first
money drawn from second loan.

15th draw by EE against $8 million (total drawn: $1.5 million on first loan plus
$5,250,975.04 on second loan);

First DOE funds received (86,071,729 requested)

Excelsior requests extension from 4/23/07 to 12/09 for first interest payment to IRR.
Excelsior requests and receives payment of last $2.75 million remaining in loan fund.
Commissioner unilaterally grants extension on interest payment to 12/31/07.

Commissioner unilaterally grants extension on interest payment to 12/31/08.
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BACKGROUND AND FINANCING
OF EXCELSIOR ENERGY’S MESABA ENERGY PROJECT

Citizens Against the Mesaba Project (CAMP) is a nonprofit, grassroots organization formed
after Excelsior Energy announced in 2005 that it was moving its preferred site for a coal-
gasification power plant, the Mesaba Energy Project, from a brownfield near Hoyt Lakes to a
forested area of recreational lakes near the Scenic Highway in Itasca County. One of CAMP’s
primary concems has been the extent of public money and lack of private money funding the
Project. This concem was compounded by the discovery that eight of the nine top executive
positions at Excelsior were held by people who had previously held positions at NRG Energy,
Inc., the NSP subsidiary that went bankrupt and nearly took NSP with it.

Available information shows that Excelsior has been operating on publicly financed debt: $9.5
million in unsecured loans from the IRR; and about $22 million of an interest-free, unsecured loan
from the federal Department of Energy. It also has received three payments of a grant of $2
million/year from the state of Minnesota’s Renewable Development Fund. (Entitlement to the
RDF funds is contested by Minnesota Power and may be negated by the court of appeals). The
Principals have refused to say how much private equity has been invested but a review of the
financial statements obtained from the IRR suggests that the only equity is $60,000 paid for
stock by the two Principals, Tom Micheletti and Julie Jorgensen. It also appears that at times
they have loaned money to the company and then paid themselves back with interest.

On 11/29/07, pursuant to a Minnesota Government Data Practices Act request, CAMP
inspected and copied documents at the Iron Range Resources and Rehabilitation office. Analysis
of those documents revealed: Excelsior did not present audited financial statements prior to
8/31/04; IRR funds may have been used by Excelsior to pay for lobbying expenses, which is
expressly prohibited by the terms of the loan agreements; claims for reimbursement were made
by Excelsior and honored by the IRR even though some were questionable on their face and many
lacked documentation; and “consulting agreements” with several people who had been announced
as Vice Presidents and members of the leadership team, who appeared to be employees.

Comparing the IRR documents with invoices received from the DOE under a FOIA request
reveals that Excelsior submitted many of the same invoices to both agencies in support of its
reimbursement requests. For the time period of 12/1/04 to 3/31/06, Excelsior claimed more than
$5 million in reimbursements from the IRR and more than $6 million in reimbursements from the
DOE. Although the DOE invoices were disorganized and heavily redacted, a sampling of invoice
numbers and dates revealed that many of the same invoices for various vendors were submitted
to both agencies.

IRR files also reveal that Excelsior Energy failed to make its first interest payment on schedule in
April 2007. In a 7/23/07 letter Commissioner Layman unilaterally granted an extension until
12/31/07. The documents also reveal that Excelsior is interested in obtaining more funding from
the DOE and the IRR. Excelsior should not be granted any further benefits at the expense of the
public before these issues are reviewed and resolved.
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CHRONOLOGICAL SUMMARY

Excelsior Energy incorporated by Thomas Micheletti (100 shares); he and his wife,
Julie Jorgensen (200 shares) are the only shareholders and directors; only equity is
$60,000 for the stock.

IRR Board approves $1.5 million unsecured loan (convertible debenture); it required
$4.9 million matching funds, but was amended in 6/04 to require no matching cash.

$1.5 million loan agreement finalized and first $250,000 disbursed.

Special Session of Legislature: Mesaba Energy Project declared eligible for $2
million/year for five years from Renewable Development Fund ($2 million has been
paid in 2005, 2006 and 2007).

Excelsior’s CPA issues a “compilation” of financial information in lieu of audited
financial statements because “management has elected to omit substantially all of the
disclosures . . . required by generally accepted accounting principles”.

Excelsior applies to DOE for $150 million.

IRR Board approves second unsecured loan for $8 million (convertible debenture) and
amends first loan agreement to eliminate matching cash requirement.

First audited financial statements are presented to IRR.

DOE announces award of $36 million ($22 million for development phase) in cost
sharing funds to EE; agreement is not finalized until May 2006.

$8 million IRR loan agreement finalized; last money drawn from first loan and first
money drawn from second loan.

15th and most recent draw by EE against $8 million (total drawn: $1.5 million on first
loan plus $5,250,975.04 on second loan);

First DOE funds received ($6,071,729 requested)

Excelsior requests extension from 4/23/07 to 12/09 for first interest payment to IRR.



STATE OF MINNESOTA
DEFICE OF THE COMMIBRIONER OF
JRON RANGE RESOURCES AND REHABILITATION

EXCELSIOR ENERGY, INC.
CONVERTIBLE DEBENTURE AGREEMENT

THIS AGREEMENT is made by and between the State of Minnesota acting by and through iis
Offlice of ihe Comuntssloner of ixon Keage Rescurces apd Rebabilitesion, with offices at 1006
Highway 53 South, P.0). Hox 441, Eveseth, Minnesota 55734-0441 (Telephone Number: (218) 744-
T400; FAX Numeher: (218) 744-7402) {"State") and Excelsier Energy, Ine., a Minnesota business
corporation ("Company"), with its principal offices at 519 Ferndale Road North, Wayzata, Minnesota
£5391, (Telephone Mumber: (952) 473-9506; FAX Number: (952) 473-2012); and shall become
effective upon the date on which this Agreement is executed by the last State vificial whose signaturz is

regaired beiow,
REC11ALS

WHEREAS. the State is empowered to use the monies appropriated to the Commiissioner of Tron
Range Resources and Rehabilitation of the State of Minnesota ("Commissioner”} under Minnesota
Statutes Section 298.12 to participate with private sources in providing financing for various projects
within or for the benefit of the Taconite Tax Relief Area (the “TTRA") defined in Minnesota Statutes
Section 273.134, and

WHEREAS, Company has made Application to the State for a Loan of $1.500.000 for the
purpose of providing a portion of the funds necessary to evaluate polential sites for an electrical power
generation plant in the TTRA and for envircnmental analysis, engineering, preliminary ransmission
feasibility analysis and certain legal, personnel and office expenses directly related 1o locating and
constructing the power plant in the TTRA (the Project); and

WHEREAS, the principal of the Loan is convertible by the State into shares of Common Stock of
Company at a conversion price equal to 80% of the Average Price paid for Common Stock from the
Closing Date through the Project Closing Date; and

WHEREAS, the use of the proceeds from the Loan will be as set forth in the Development
Budget and will not be used for lobbying expenses; and

WHEREAS, the Company has requested such debt funding to be in the form of a Convertible
Debenture, as hereinafier defined, and the Comanissioner has determined that & would be i the best
interests of the State to provide such funding; and

Exenivior Frergy. Inc. KaAGEVECODEV ExeelsiorEnergs SubConeDsbAgriNL doc
CONVERTIBLE DEBENTURE AGREEMENT 6 Exveution Copy ns Printed Mawh 17, 2602, 3 100t AM




. STATE OF MINNESOTA
OFFICE OF THE COMMISSIONER OF
IRON RANGE RESOURCES AND REHABILITATION

EXCELSIOR ENERGY INC,
$8,000,000 CONVERTIBLE DEBENTURE
AGREEMENT

THIS AGREEMENT is made by and between the State of Minnesota acting by and through its
Office of the Commissioner of Iron Range Resources and Rehabilitation, with offices at 4261
Highway 53 South, P.O. Box 441, Eveleth, Minnesota 55734-0441 (Telephone Number: (218) 744-
7400; FAX Number: (218) 744-7402) ("State™) and Excelsior Energy Inc., a Minnesota business
corporation ("Company"), with its principal offices at 11100 Wayzata Boulevard, Suite 303,
Minnetonka, Minnesota 55305 (Telephone Number: (952) 847-2360; FAX Number: (952) 847-2373;
and shall become effective upon the date on which this Agreement is executed by the last State official
whose signature is required below. ‘

RECITALS

WHEREAS, the State is empowered to use the monies appropriated to the Coromissioner of Tron
Range Resources and Rehabilitation of the State of Minnesota (“Commissioner”) under Minnesota
Statutes Section 298.22 to participate with private sources in providing financing for various projects
within or for the benefit of the Taconite Assistance Area (the “TAA”) defined in Minnesota Statutes

Section 273.1341, and : '

WHEREAS, Company has made Application to the State for a Loan of $8,000,000 for the
purpose of providing a portion of the funds necessary to develop and license an integrated gasification
combined cycle (“IGCC”) electrical power generation plant and transmission facilities in the TAA as

more fully described herein; and

WHEREAS, the principal of the Loan is convertible by the State into shares of Common Stock of
Company at a conversion price equal to 80% of the Average Price paid for Common Stock from the
Closing Date through the Project Closing Date; and

WHEREAS, the use of the proceeds from the Loan will be as set forth herein and will not be used
for lobbying expenses; and

Excclsior Energy, Inc. KAAGEW\EquityInvestments\Conv. Debentures\Exeelsior Energy\$8MConvDeb\BASEDebAgrdfnl-IRR.doc
$8M CONVERTIBLE DERENTURE AGREEMENT 6 Last Revised: 11/23/2004 8:07 AM
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1.5, OEPARTMENT OF ENERGY

sy NOT, :OF FINANCIAL ASSISTANCE Ai RD

Privileged or Confidential

Information Redacted

Under the authotity of PublicLaw  95-34 BOE Drganization Act . as amended by Pl 102486 Energy Policy Act e

1. PROJECTTITLE MESABA ENERGY PROJECT ~ UNIT ¢

2. INSTRUMENT TYPE

[ GRANT I®_COOPERATIVE AGREEMENT
3. RECIPIENT {Nama, address, 21p codp) 4. INSTRUMENT NO. 5. AMENOMENT HO.
DE-FC2E-06NT42385 ADOO

MEPJ LLC
11100 Yfayzata Boulevard, Suite 305
Minastonka, Minnosota 55308

8. BUDGET PERICD 7. PROJECT PERIOD

FROM: 6/1/86 THRL: 4]28/08 FROM: 811108 THRU: /28113

8. RECIPIENT PROJECT DIRECTOR {Mame, phone and E-maif)
Jim Mitkavich  fimmlikovich@excelsiorenargy.com
952/847-2371  FAX: 2373

9. RECIPMENT BUSINESS OFFICER. (Mame, phone and E-mall}
Ranee J, Sass  reneesass@excelsigranergy.com
45218472383 EAX: 2373

10. TYPE OF AWARD
5 wew ] CONTINUATION ] RENEWAL

1 REVISION 3 MNCREMENTAL PUNDING

11. DOE PROJECT DFFICER (Name, address, phone and E-maily
Natlonat Enerdy Technology Laboratary
ATTN: Jason T. Lewls  jasondewis@nell.doe.gov
3610 Colling Forry Road, P. Q. Box 484
fMorgantown, WV 26507-0880
3042854724 FAX: 4403 or 4489

12.AD MINISTERED FOR DOE BY (Mame, address, phone and E-mall}
National Energy Technology Laboratory
ATTHN: Willlam R. NMunderf  williammiundoeri@net.doe.gav
§28 Cochrans Mili Road, P, O, Bod 10940
Pittsburgh, PA 15236-B344)
41213854483  FAX: B137

13, RECIFIENT TYPE

[ STATEGOVT 1 INDIAN TRIBAL SOV'T

{1 HOSPITAL

B FOR PROFIT
CRBAMIZATION

O] iNmviDUAL

] LOCAL GOVT 2] INSTITUTION OF {J OTHER NONPROFFY me Or Ospe [} OTHER [Specily}
HIGHER EDUTATION ORGANIZATION
14, ACCOUNTING AND APPROPRIATIONS DATA: 16, EMPLOYER 1O, NUMBER
150 200531 220327 61000000 25500 1610353 b DoNs: 14:626.2818
18, BUDGET AMD FUNIHNG INFORMATION !

“2. CURRENT BUDGET PERIOD INFORMATION 1 b, CUMUARATIVE DOE OBLIGATIONS
1} DOE Funds Obtigalsd This Action 3, (11 This Budyet Period %
(2} DOE Funds Authorized jor Camy Over {Totat of ines a.(1) ard a.{3)]

{3} DOQE Funds Freviowsly Oblipaied in this Sudyet Perfods,

(41 DOR Share of Total Approved Budgey s, {2y Prdor Buddpet Periods $
{5) Recipleni Share of Tolal Approved Budget -

{6) Towl Approved Budpel £3) Project Perlod to Data 5.

} {Total of knes b.¥] and b.(2}}

17, TOTAL ESTIMATED COST OF PRUJECT, INCLUDMNG (I0E FUNDS TO FFROC: §_2,155,880,783
(This is the curreat estimaled cost of the pmjpct His nol a promisa ke award nor an aikhonzalion lo expend funds in dis amcimt }

18, AWARD AGREEMENT TERMS AND GONDITIONS
This awardfgreemant conslsts of this form plus Se foltovdng:
a. Spedial terms and candifions.
b. Appllcable program reguialions {specif)

{Dale)

©. DOE Assistance Regulations, 10 GFR Part §00at tlp;ffecir apoaceess oy or, If the award ig o grant o a Fedoral Domonstation Parineranip {FOF)
inghitution, the FOP Terms & Condilions and s DOE FOP Agency Spedific Requirernanis at hipiiwwer nsf aaviawardsimanacgingfed dem padisn.
d, Applicalion/proposal dated £/14/34 with changes ag agiced fo by DOE and the Recipient,

&, Nallona) Polley Assuronens 1o Be Incorporaled as Award Teems al plipd Hopnnts.nrdoe gov.

9. REMARKS ] _ )
This eooperative agreerment Is subiject to the general terms and conditions contalned hiareln,

AN R S

rgnniura)“ 1Dale)

20, BVIRENGE QF RECIPIEMT ACCEPTANCE 28 A ROED BY

; ;Datej
Raymond D, Johnson

nlnme} {Natna}

t./ 5 f;’ e ‘:/(ﬂjﬂr I;(,Mé{ 525/29 Contracting Offlcer

) i)

TR
c ALt r/W%




218  Paperwork Reduction ~ Cooperative Ayreements (SEPY 2002

The award s subject to the:requirements of the Paperwork Reduction Act of 1980 as implemented by the Office of
Management and Budget rules, "Controlling Paperwark Burdens on the Publics” published.at.5 CFR 1320.

The Recipient shall submit any proposed sponsored information cellection to the person identified on the DOE I
1600.1 (Award Face Page, Block 12), Thepr foposal shalt be submitted at Jeast 12[} days-prior fo the intepded date of
information coflection. DOE will 'seek the jequisite ;xpprov‘ll from the Office of Management and Budget (OMB})
andk will prompily notify thie Recipiént of the disposition of the request.

219 Public Access to Informstion (APR 2000}

The Freedom of Information Act,'as amended, and the DOE implementing regularions (10 CF ‘R 1004) require DOE
fo releasecertdin documents and rccords regardmg awards t any persen who provides 2 written request, The
interided nse ot the information will not be'a Sriterion for refease.

220  Compliages with Buy American Act (OCT 2004)

Int aicepting this award, the Recipient-agrees fo comply with scctions 2 through 4 of the Act of March 3, 1933 (41
U.S.C. 10a- lﬂc, pépularly: %knod as the “Buy American Act"). The Recipient should review the provisions of the
#ct to, ensuris that expenditures made under this award are in-accordance with it,

221 Noticc Regarding the Purehase of American-Made Eguipment and Products ~ Sense of Congress
{QCT 2004}

It is the sense-of the. Congress that, to the greatest extent practicable, all equipment and products purchesed with
funds made aiailable unter this awm‘d slioyld be Argrican-riade.

232 Lobbying Restrictions {OCT 2004}

By accepting funds under this award, Reéipient agrees thisd none of the funds obligated on the award shall be made
available for'dny activity or the publication or dispibution of literature that in any way. tends to promote public
support or opposition 10 any legisiative propnsa[ on which Congréssional action is nat complete.. This resfriction Is.
in addition to thosg giresenbodeliewherein stdnue-and reguldition.

g Activities (NOV 1998}

223 Notice Regarding Unaliowatsle Costs and Lobb

Recipients of fistancial aSsistance. are, camtioned to carefully feyiew the allowshle cost and other provisions
applicable to expenditutes under their patticular awdrd instraments.  J¥ financial assistance funds are spent for
Y PUrposes o in amounts inconsistént with the allowable tosy or.any other provisions governing expmdatures in an
“award instrument, the government miy pursue 4 number of remedics. agamst 1he Recipient, including in appropriate
circumstances, recovery of such funds, termination of the awdird, suspension or debarment of the Recipient from
future awards, and ¢riminal prosecution for false sfatements.

Tanticular eare shonld be iaken By the Regipientto mmpij, with the, provisions prohibiting the expenditure of funds
for lobbying and reldted activities. Financlal assistance awards may be used fo describe and promote the
understaudmg of scientific. and technical aspects of spccrﬁv.. energy technologies, but not to encourage oi support
pahtxcat aétivitics such as the collection and dissemination of information related to potemial, planned or pending
legislation.

2.24 Reporting (NOY 1“)98_}
Failure 10 comply with the reporting requirémignts contained in this award will be considered a marerial

noncomphanw with the. teims of the award. Noncomplignce. may resulf in o withholding of furure payments,
suspension or termingtion of the cirrent award, -and withholding of fotere awards, A willful failure o perform, a

8.
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212 Acknowledpment of Federal Funding (NOV 1998}

When issuing statements, press releases, requests for proposals, bid solicitations, and other documents describing
this project, the Recipient shall clearly state (1) the percentage of the total cost of the project which will be financed
with Federal money, and (2) the dollar amount of Federal funids for the project,

213 Propecty Management and Disposition (SEPT 2002)

Title o all real properly, equipment and supplics (excluding Govenunent-furnished property) écquired by or on.
behalf of the Recipient in connection with performunce of the Project shall vest upon acquisition in the Recipicnt,
The Recipient shall make such propeny available for use in the Project. During the period of the Cooperative
Agreeroent, the Recipient yay, with the DOE Contracting Offices’s prior approval, encumber its title ta or dispose of
such property. Should said property be sold or Recipient receive financial benefit from the property disposition, the
Recipient shall share the financial bepefit with the DOE in the same share rario ag the total project cost sharing.
After completion of the dernonstration period the Recipient retains unconditionat title and has no fusther eblipation
to DOE with respect fo the prapeny.

The cost of disposat of the Demoenstration Facility is an nllowable cost only if proposed and included in the cost
estmate for Demonstration’Qperations.

‘The use, nanagemend, and disposition ol all governmaent-furnished property shall be govemed by 10 CFR 600.320
thru 600.324,

214 Real Propeety - {(1AN 1999}

Real property is notauthorized for purchase during Budget Period 1,

2.8 Federally Owned Property (Government-Furnished) - None {JAN 1599)

Lot

it is not unlicipated that any Government-furnished property will be provided under this award,

216 Key Persennel (APH 2002)

Recipient personnel considered to be essentinl and key to the work being performed hercunder ars specificd below:

NAME TITLE TELEPHONE
Jim Milkovich VP, Techaical Services & Fuel 93248472371
Recipient
s Tom Lynch Chiet Engineer ~ Gasification §127535-6033
ConocoPhillips

The personnel specified in this clause sre considered to be essentinl w the project, Before rémoving or replacing
any key personnel, the Recipient shall notify the Conwmacring Officer reasomably in advance -tnd shatl submit
justification {including proposed substtations) v sufficient detail 1o permir ¢valuation of the impact on the projest,
No key personne] may be substituied swiibous the Contracting Ofticer’s approval. Such approval shall be obtained in
advance of the substitution, except that the Conwacting Officer niy ratify a substitution which, because of exigent
circumsiances, was made before the Recipient could request andior obtain the Contracting Qfficer's approval.

2.17 Projeet Site and Access (MAR 2002)

The project shall be performed principally at a site lecated on the Taconite Tax Relief Area a5 defined by Minnesota
Law. At the request of the DOE Contracting Officer or the COR, the Recipient shall provide Government officials
and jnterested atensbers of the public as determined by DOE with access to the project site(s) to observe project
operations af reasonable times and wih reasonable limitations on the nambers of people during each visir,

-~
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. IRO RANGE
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Mr. Tom Micheletti
: anc ona .
Excelsior Energy Inic. | Advancing regional ngth

Crescent Ridge Corporate Center
11100 Wayzata Boulevard, Suite 305
Minnetonka, MN 55305

Re: Your leiter of March §, 2007

Dear Mr. Micheletti:

In response to your request to amend the April 2002 Convertible Debenture Agreement between Excelsior
Energy Inc. and Iron Range Resources (the “April 2002 Agreement”) so that the repayment terms conform with
the repayment terms of the December 2004 Convertible Debenture Agreement between Excelsior and Tron
‘Range Resources (the “December 2004 Agreement®), and in response to our various subsequent discussions,
Iron Range Resources proposes the following disposition of your request:

1) IRR agrees to extend the initial date for payment of accrued interest under Section 3.3 of the April 2002
Agreement until December 31, 2007, and to enter into discussions with Excelsior prior to sending any notice
of an Event of Default following such date under the April 2002 Agreement.

2) If Excelsior (i) obtains agreement from a third-party to fund at least $100 million of the Praject’s required
equity pursuant to an equity subscription or similar agreement containing customary terms and conditions;
(ii) obtains the approval of the Minnesota Public Utilities Commission for at least 450 MW of its currently
pending power purchase agreement (PPA) request; or (iii) signs a PPA with a party or parties for at least 100
MW; then IRR hereby agrees that upon the occurrence of any such cases, Section 3.3 of each of the April
2002 Agreement and the December 2004 Agreement shall be amended to require that all accrued interest
and principal outstanding under the April 2002 Agreement and the December 2004 Agreement shall be
payable in ene lump sum on the earlier of, the date the Project achieves financial close or December 31,

2009.

If you are in agreement with the above, please sign two copies in the space provided below and return one copy
to us.

Sincerel

Sandy Layman
Commissioner

iron Range Resources
4241 Highway 53 South
P.0. Box 441

Eveleth, MN 55734-D441
1218] 744-7400

An Equatl Opportunity Emptoyer www.ironRangeReseources.org

i






CORRESPONDENCE BETWEEN CAMP & OFFICE OF LEGISLATIVE AUDITOR
(OLA)

1/9/08 MAILED ALLEGATION FORM & ATTACHMENTS:

p.6 from both IRR contracts re: lobbying; Cooperative Agreement with DOE & p.8 re: lobbying;
Background & Chronology; Lobbying Summary with 11 attachments; Duplicate Invoices
Summary with 2 attachments; Questionable Expenditure Summary with 8 attachments;
Misclassifying Employee Summary with 3 attachments; IRR 7/23/07 letter countersigned by
Tom Micheletti, extending first interest payment to 12/31/07.

2/12/08 e-mail from Brad White, Audit Manager:
Audit of IRR planned for spring; Encourage CAMP to discuss with IRR officials.

2/14/08 memo to Brad White:

Why it would be futile for CAMP to deal directly with IRR management.

3/14/08 e-mail from Brad White, Audit Manager: ‘

OLA plans to examine IRR’s actions and management of the Excelsior Energy loan. Audit to take
place this spring/summer with report probably in August. Requesting copies of DOE
reimbursement requests; Stating difficult to prove Lockridge performed lobbyist services;
Forwarding independent contractor concerns to DOR; DOLI; and DEED.

3/19/08 e-mail to Brad White, Audit Manager:

Advising 450 pages of DOE documents being mailed and pointing out some noted duplications
with IRR invoices; Suggesting how to conclude Lockridge payments for lobbying & not properly
funded; Clarifying misunderstandibng re: previous statement re: inappropriate lobbying
expenditure acted on by IRR.

3/24/08 e-mail from Brad White, Audit Manager:
Referrals to DOLI, DEED & DOR were to commissioners with request to inform OLA of
results; not public data.
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State of Minnesota
Office of the Legislative Auditor
Centennial Building, Room 140
658 Cedar Street
St. Paul MN 55155

FROM: Charlotte Neigh, Co-Chair, Citizens Against the Mesaba Project (CAMP)

25886 Spruce Drive Bovey MN 55709

(218) 245-1844

Not a public employee

LI

What occurred:

Excelsior Energy has misused money provided by Iron Range Resources and Rehabilitation

(IRR) in two unsecured loans totalling $9.5 million by:

(A) Spending it on lobbying expenses;

(B) Having millions of dollars of the IRR reimbursed invoices also reimbursed 50% by federal
Department of Energy;

(C) Claiming reimbursement for inappropriate and undocumented expenses including travel,
meals and cell phones; and

(D)Misclassifying employees as independent contractors and consultants.

. Who was involved:

Excelsior Energy”s Co-Presidents and Co-CEQs, Thomas Micheletti and Julie Jorgensen, and
various Vice Presidents.

IRR Commissioner Sandy Layman, Energy Director Mike Larson, Loan Officer David Hart
and various staffers.

. When occurred;

Approximately $6.7 million disbursed by IRR to Excelsior Energy between April 2002 and
June 2006. Excelsior reported lobbyist expenditures of $640,000 from 2003 - 2006. Specific
questionable invoices from a law/lobbying firm were paid in 2002 and 2004. Other (redacted)
invoices from 2002 to 2006 totalling more than $1 million paid to law firms in Minnesota and
Washington D.C. may be for govemmental affairs work rather than legal services.

Approximately $6 million was disbursed by DOE in June 2006, reimbursing invoices
between Dec. 2004 and March 2006.




4. Law, rule or standard violated:

I. Two loan agreements with IRR and one with DOE prohibit using funds for lobbying.
Grant money provided by the Renewable Development Fund administered by Xcel
Energy may not be used for lobbying, according to the Fund’s Administrator. (Attached:
p. 6 of $1.5 M agreement; p. 6 of $8 M agreement; Cover Sheet & p.8 of DOE agreement)

II. IRR loan agreements do not contemplate having same invoices reimbursed by DOE.

Excelsior Energy failed to make its first interest payment as scheduled in April 2007, The
IRR Board is considering officially extending this due date to December 2009, without
considering that some of the invoices reimbursed with IRR finds were also reimbursed by
DOE funds and IRR funds were otherwise misused. (Attached: 7/23/07 letter from
Commissioner to Excelsior)

III. IRR acknowledges responsibility to evaluate whether expenditures qualify for
reimbursement but did; not do so until October 2007, after a lobbying violation was
publicly revealed in a letter to the editor. IRR allowed some remarkably questionable
items to pass unquestioned. CAMP requested but IRR did not provide: instructions given
to Excelsior, including format and content for invoices and backup documentation; and
guidelines for what sorts of expenditures are reimbursable.

IV. Labor and employment laws relating to workers compensation, unemployment
compensation, payroll taxes, and withholding employee’s taxes.

5. Evidence to support allegations - Enclosed: Background & Chronology; Lobbying Summary
with 11 attachments; Duplicate Invoices Summary with 2 attachments; Questionable
Expenditure Summary with 8 attachments; Misclassifying Employees Summary with 3

attachments.

6. Ihave not reported this allegation to another government office.

I look forward to hearing from you within two weeks regarding what additional action the OLA
will take.

Thank vou for vour attention to this matter.

January 9, 2008 Charlotte Neigh, Co-Chair
CAMP



From: Charlotte Neigh <neighcan@northlc.com>
Subjeci: Re: (Fwd) IRR funding/Excelsior Energy
Date: February 13, 2008 8:40.22 AM CST
To: Brad.White@state.mn.us

o RO SRV p— - . D o s s s soniieise i ot e Ut

On Feb 12, 2008, at 4:38 PM, Brad White wrote:
Ms. Neigh

This message is in response to information you submitted concerning
Iron Range Resources loan funds paid the Excelsior Energy, Inc.
Specifically, you questioned Excelsior Energy’s use of public loan
funds for lobbying expenses, duplicate reimbursements filed with the
federal government, undocumented claims and reimbursements, and
misclassification of employees as independent contractors. We are
planning an audit of Iron Range Resources this spring and will
consider your concerns when we examine their oversight role over
economic development loans and grant projects.

In order to determine any misuse of public funds, the information you
provided needs to be brought to the attention and discussed with
management of Iron Range Resources. lt was unclear from the
documentation submitted whether you had discussed these matters with
officials of lron Range Resources. If not, we encourage that you do

this.

Thank you for bringing these matters to our attention. if you have
further questions or followup documentation, please contact me at
(651) 296-1444 or brad.white @state.mn.us .

Thank you, Brad
Brad White, CPA, CISA, CFE

Audit Manager
Office of the Legislative Auditor




CAMP c/o Charlotte Neigh .

25886 Spruce Drive « Bovey, Minnesota 55709 - Tel/Fax (218) 245-1844

TO: Brad White, Audit Manager February 14, 2008

Office of the Legislative Auditor By E-mail

RE: IRR Funding/Excelsior Energy

This is in response to your 2/12/08 e-mail. You suggested that CAMP should discuss the
| information that we provided to the OLA with management of Iron Range Resources. We have
| no reason to expect that IRR management would be interested in such a discussion, or in taking

meaningful action. Our experience with IRR has been:

» Inresponse to our request for documentation of IRR’s policy, procedures and standards for
screening and approving reimbursement requests, and what requests were denied, we received
an assertion that: “An agency loan officer first reviews and assesses the invoices submitted
for eligibility in accordance with the loan documents.” We responded to this by again
requesting to see “whatever instructions were given to Excelsior Energy, including: the
required format and content for invoices and backup documentation; and what sorts of
expenditures are reimbursable.” None of this was provided. As the information submitted to
the OLA shows, it appears that no requests were found ineligible prior to October 2007, after

questions were raised publicly.

» The data requested on 10/3/07 were not made available until 11/7/07; this delay was partly
attributable to discussions between IRR and Excelsior Energy regarding which documents
should be treated as public. IRR requested that Excelsor provide legal authority for the
information that it wanted IRR to withhold from CAMP. (These communications were not
made available until January ‘08.) IRR had consulted Excelsior a year earlier and redacted
documents provided to a Grand Rapids newspaper reporter. When he objected to the
redactions, IRR removed some of the redactions over the objection of Excelsior. Nevertheless,
similar redactions were made in documents provided to CAMP. Furthermore, after analyzing
the documents obtained on 11/29/07, we discovered that not all of the undisputedly public

documents had been made available.

e On 12/16/07 we challenged redactions in some of the documents, cited provisions of the
Minnesota Government Data Practices Act that suppport our position, and requested that
the IRR cite the statutory section on which denial of access was based, as required by the
MGDPA. IRR Deputy Commissioner Brian Hiti responded on 12/27/07, saying that IRR
“will seek an opinion from the Commissioner of . . . Administration regarding the public/non-
public status of the information you request. We will notify you as soon as we receive an
opinion . . . ”. On 1/1/08 we asked when this opinion could be expected but did not get an
answer. We later learned that the request to Administration was not sent until 1/8/08. To date

we have not had a response and the redactions remain.
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* On 12/28/07 we requested documents identified as missing from those provided for
inspection, and also requested any new data created or received after 11/29/07. Deputy
Commissioner Hiti’s response claimed that some of these documents did not exist and/or that
they were provided to us on 11/29/07. We then sent documentation of their existence and, on
1/9/08, IRR notified us that more than 500 pages of documents had been missed through an
oversight and would be sent to us. The information in these additional documents was not
included in our initial filing with the OLA. Significantly, it included the June ‘07 disbursement
of the final $2.75 million remaining in the loan fund, at a time when Excelsior was technically
in default for failing to make its first interest payment on 4/23/07, and no extension had been
granted.

» The additional information received from IRR in January included a 12/31/07 letter from
Commissioner Layman to Excelsior, granting a further extension of the deadline for its first
interest payment. This action was taken unilaterally by the Commissioner, despite a previous
assurance to Rep. Tom Anzelc that it would have to be approved by the IRR Board. Rep.
Anzelc’s district includes the proposed site for the Mesaba power plant. At a Board meeting
in December he inquired about the interest payment that was due on 4/23/07 under the terms
of the loan agreement and he was told that it needed to be addressed and would be voted on
by the Board. Rep. Anzelc indicated that he would oppose the extension when the vote came
up at a public Board meeting. Apparently in an effort to avoid this public discussion, the
extension was granted unilaterally by the Commisisoner without Board action.

Given CAMP’s experience with IRR, it should be clear that any attempt to deal directly with its
management would be futile. Furthermore, CAMP does not have the resources to pursue this
matter. It is a grassroots organization of volunteers without paid staff. It is supported by small
donations and cannot afford to hire attorneys and accountants. Bringing the investigation to this
point has required a considerable effort and we are relying on the OLA to carry it forward.

The OLA has the ability that CAMP does not have to pursue this matter. Its website shows that
is has jurisdiction to do investigations (“Special Reviews™) of alleged misuse of state money or
resources. The concerns raised about the misuse of $9.5 million of IRR funds fall within the
OLA’s purpose of strengthening accountability and promoting good management in government.
If, in order to determine any misuse of public funds, you need to share with IRR the information
that CAMP has provided, you have CAMP’s permission to do so. Please let us know what you
decide to do.

Thank you for your assistance. Additional documentation will be provided by fax upon request.

Charlotte Neigh, Co-Chair
Citizens Against the Mesaba Project




From: Charlotte Neigh <neighcan@northlc.com>
Subject: Re: IRR funding/Excelsior Energy
Date: March 19, 2008 11:42:52 AM CDT
To: Brad.White@state.mn.us
Cc: Cecile.Ferkul@state.mn.us, Sonya.Johnson@state.mn.us, James.Nobles@state.mn.us

Mr. White:
This is in response to your e-mail of March 14, 2008.

CAMP is gratified to know that your office will be looking into [RR's management of the Excelsior Energy loans and that you will
send us a copy of the audit report.

RE: DOE Reimbursement Request

I sorted through the documents received from the DOE in response to the FOIA request and had about 450 pages photocopied.
There were many more pages that were not copied. They included backup documentation for hours worked by vendors' employees,
backup documentation for vendors' expense reports, and numerous pages that originally showed details of work done by attorneys
but the pages were totally redacted.

It appears that Excelsior submitted nearly all of the invoices it received between 12/1/04 and 3/31/06. Excelsior was permitted to
reach that far back in its first reimbursement request in May 2006. The cursory survey that | did before | first wrote to you found
duplications of IRR reimbursement requests for: law firms Leonard, Street and Deinard, Faegre & Benson, and Latham & Watkins
(Wash D.C.); and consulting engineers Browers Consulting, and Sherner Power Consulting. | recognize most of the other vendors
from the IRR invoices.

I will mail these documents to you. In addition to the invoices, they include: DOE's 2-page letter dated 9/27/08 in response to the
FOIA request, stating why they would not release more information; Cooperative Agreement executed in May 2008, together with
the 62-page contract (page 43 is missing); and the May 2006 request for reimbursement in the amount of $6,071,729.

RE: Lockridge Services

The circumstancial evidence that | provided suggests that the payments to Lockridge were for lobbying services. If your office finds
that Excelsior's audited financial statements for 2006 (in IRR files) show that only $60,000 of private investment had been made up
to that time, the only source of money for payments to Lockridge would have been public funds that may not legally be spent for
lobbying. Even if Lockridge was paid with funds loaned to the Corporation by the Principals, if the loan was repaid using public
funds, the effect is the same.

The change in accounting for how the first $500,000 was spent is suspicious. We found no evidence in IRR files that this or any
other reimbursement request had been rejected (except maybe for Simon Delivers), or that IRR had requested that reimbursement
requests be revised.

You have misunderstood the statement that | made about IRR's awareness of lobbying expenditures. That did not relate to
Lockridge. CAMP has not raised the Lockridge issue with IRR or anyone else. The event that caused IRR to internally question
procedures and request some refunds from Excelsior was a letter to the editor published in the 8/23/07 Grand Rapids Herald
Review, stating:

"So here we have an unproven, for-profit company that has been promised or already given miilions of dollars from local, state and federal sources, our
tax dollars! How have they been spending our hard earned tax dollars? One example comes from Excelsior Energy’s Senior Vice President Tom Osteraas.
In his Sept. 2005 Disbursement Request Expense Report to the IRR he claimed $155.93 for 385 miles of travel to Tower for “Tom Bakk Event” on Aug.
3rd, 2005. Also claimed was $108.41 for “Hotel at Tom Bakk Event” at the lodge at Giants Ridge on Aug. 4, 2005. It's interesting that both of these
charges are designated as “NON DOE/Unallowable Costs” and classified as “Public Relations.” Both the IRR and DOE contracts prohibit using funds for
lobbying. Evidently Sandy Layman, the IRR Commissioner, is wiling to approve payment on these questionable claims anyway.”

RE: Department of Revenue, DOLI, and DEED

Please advise of how we can follow up with these agencies regarding their inquiries into the status of Excelsior's independent
contractors/employees. Are their findings made public? Will they notify me? Can you tell me who to contact there?




Thank you for your attention to this matter. Please let me know if | can be of further assistance.

Charlotte Neigh, Co-Chair

Citizens Against the Mesaba Project
25886 Spruce Drive

Bovey MN 55709

(218) 245-1844

On Mar 14, 2008, at 5:47 PM, Brad White wrote:
Ms. Neigh

We reviewed your concerns and plan to examine iron Range Resources
(IRR) actions and management of the Excelsior Energy loan. That

audit will take place this spring/summer and we will send you a copy

of the audit report when publically released (Lprobably in August).

Certain of your concerns require further evidence to substantiate non-
compliance or evidence of wrongdoing. Specifically: 1) it would be
helpful if you could send us a copy of the federal Dept of Energy
reimbursement requests you obtained that revealed duplication with
IRR reimbursements (even if heavily redacted). A request to the
federal government will take some time to obtain those records. 2)

it is hard to prove that Lockridge performed lobbyist services for
Exceilsior. (although the inclusion of those payments in IRR
reimbursement, and then removal in the final accounting is
suspicious) Possibly IRR informed Exclesiorthat these would not be
acceptable and had them removed in the final accounting; or, it is
possible that Excelsior used private resources to fund these costs
and not IRR funding. | would be helpful to pinpoint when IRR was
made aware of this (reference was made to a local media
article/letter).

We will forward your concerns regarding the Exclesior Energy

executives that appear to independent contractors to the Departments

of Revenue (income tax), Labor and Industry (workers' compensation),
and Employment and Economic Development (unemployment insurance).
Those departments have legal experts and the resources to investigate
these types of matters.

Thank your for alerting us to your concerns. We will contact you if
we need any follow-up documentation.

Brad White, CPA, CISA, GFE
Audit Manager (651) 296-1444
Office of the Legislative Auditor

Copiesto:  Cecile.Ferkul@state.mn.us,
Sonya.Johnson@state.mn.us,
James.Nobles@state.mn.us

From: Charlotte Neigh <neighcan@northlc.com>

Subject: Re: IRR funding/Excelsior Energy |

Date sent:  Fri, 14 Mar 2008 15:35:43 -0500

To:Brad.White@state.mn.us

| Mr white:




On 2/14/08 | responded to your e-mail of 2/12 and requested that you
let us know what you decided to do.

A month has gone by and I've heard nothing further from your office.

I'm attaching another copy of my 2/14/08 letter in the hope of getting
aresponse.

Charlotte Neigh, Co-Chair

Citizens Against the Mesaba Project
25886 Spruce Drive

Bovey MN 55709

(218) 245-1844




From: Charlotte Neigh <neighcan@northle.com>
Subject: Re: IRR funding/Excelsior Energy
Date: March 25, 2008 9:30:51 AM CDT
To: Brad.White@state.mn.us
Cc: Cecile.Ferkul@state.mn.us, Sonya.Johnson@state.mn.us

Do the other departments (DOR, DOLI, DEED) publish the results of their investigations or reports of charged violations? | can't find
any such things on their websites. If violations are found will they be included in your audit report? Is the situation such that the
public never knows about such violations unless criminal charges are filed?

Do the other departments know that CAMP and | raised these concerns? Will we be identified to Excelsior Energy if investigations
are conducted?

Charlotte Neigh, Co-Chair
Citizens Against the Mesaba Project

‘On Mar 24, 2008, at 12:52 PM, Brad White wrote:
Ms. Neigh
Thank you for the follow-up clarification and documentation you sent.

' Regarding the referral to the Department of Revenue, DOLI, and DEED,
we forwarded your concerns to each Commissioner and requested they
assess the need and extent to investigate this issue. We instructed
them to contact our office with their results; however, that work
will be considered 'not public’ data under the Government Data
Practices Act and may not be shared.

The OLA audit work of IRR is also considered 'not public' data but
only up to the point the audit is finalized and report is publically
released. Atthat point we can share the audit results with you.

Thanks, Brad

Brad White, CPA, CISA, CFE
Audit Manager (651) 296-1444
Office of the Legislative Auditor

Copiesto:  Cecile.Ferkul@state.mn.us,
Sonya.Johnson@state.mn.us,
James.Nobles@state.mn.us

From: Charlotte Neigh <neighcan@ northlc.com>

Subject: Re: [RR funding/Excelsior Energy

Date sent: Wed, 19 Mar 2008 11:49:20 -0500

To:Brad.White@state.mn.us

Mr. White:

This is in‘response to your e-mail of March 14, 2008.







{ UNDOCUMENTED AND QUESTIONABLE EXPENSES

It should be noted that the Principals were prohibited from paying themselves salaries under both IRR
loan agreements. The earliest detailed information available from the IRR files is Excelsior’s 7/1/04
Request for Disbursement in the amount of $384,791.33, which was paid in full, apparently with no
questions asked. The fransmittal letter and the summary are attached.

Redactions

One problem with all of the disbursement requests is that the invoices and summaries conceal as
“Privileged or Confidential Information Redacted” the services and the amounts for numerous
consultants and law firms. Excelsior claims a right to do this under its Confidentiality Agreement with
IRR but IRR conceded in December 2006, when these redactions were challenged by a newspaper
reporter, that the data should be treated as public. Nevertheless, the documents provided to CAMP in
November ‘07 were similarly redacted.

Claimed Expenses 7/1/04

It should be noted that the expense reports for Excelsior’s employees and consultants are detailed and
supported by documentation, in contrast to those submitted by the Principals. Attached is an Expense
Report for “Tom Micheletti/Julie Jorgensen™ totalling $56,946.36 (No dates are legible; the report is for
“2003 Expenses”, but it wasn’t presented until July 2004.) No supporting documentation was found.
Questionable items include:

» Claims for each of the Principals for 50 miles per week, $4 daily parking, and $10 daily lunch;
(apparently this is for commuting from their home to the office 7 days a week, although the numbers
don’t add up and they change from time to time).

» In addition to the daily lunches; claims are made for “business lunch” and “business dinner”.

+ Claims for “home business phones” and “business cell phones™” and “business email”.

* Claims for “lunch with lobbyists”. These were not questioned by the IRR until October 2007 when
another reimbursement related to lobbying was revealed in a letter to the editor; the IRR Loan Officer
subsequently reviewed some invoices and requested some repayment from Excelsior.

The 8/12/04 disbursement request: included a $31,648.96 expense report for Tom Micheletti and Julie
Jorgensen (attached). The letter requests $186,494.52; the summary totals $180,702.52 but cannot be
verified because of redactions; the amount paid appears to have been $180,652.52.

This expense report (attached) covers Jan-June ‘04 and Jun 26-Aug 2. It is not supported by any
documentation for: office supplies, business lunches, travel meals, hotels, air fares, and a $438.70 “Blue
Point - business dinner”. Other noteworthy claims: 12 trips to Iron Range, neatly rounded up to 600
miles totalling $2700; and $500 for AT&T Wireless.

Another questionable practice is the submission of Julie Jorgensen's American Express bills (1/17/05 and
2/16/05 attached), with code numbers added but without additional documentation. It should also be
noted that the 2/3/05 charge for Simon Delivers is marked “No IRR”, but charges for Simon Delivers can
be found in other disbursement requests.

Such undocumented and questionable expense claims occur throughout disbursement requests paid by
IRR.
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EXCELSIOR ENERGY INC.
224 GROVE LANE EAST
SUITE 260
WAYZATA, MN 55321
952.404.4103

Tuly 1, 2004

Mr, Dave Hart
Iron Range Resonrces
VIA FACSIMILE

Dear Dave,

Excelsior Bnergy hereby requesis a loan disburssment, framarihe $1 mittion of funds
remaining under the original Convertible Debenture Agreement, in the amount of
$384,791.33. Attached are invoices and other information required to support this
disbursement. As Co-President and CEO of the Company, I certify that these are
aligible for reimbursement under the Agreement.

As we discussed, the expenses submitted in this request are time criticel, We are in
the process of organizing the documentation to support an additional dishbursernent for
significant additional expenses incuzred to date (or to be incurred shortly) that are
eligible for reimbursement under the Agreement. We expect to forward those
extpenses shortly. ‘

»
Thank-you for your assistance with this request. We very much appreciate the role
that the teamn at fron Range Resourees has played in the project’s suceesses to date.

Zcerely, M .
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' EXCELSIOR ENERGY INC.

ToM MICHELETTI
COPRESIDENT AND CEO .
MomlLE: 9852.250.2252

tommicheletti@excelsiorenergy.com

Aungust 12, 2004

Mz, Dave Hart
Iron Range Resources
VIAFAX

Dear Dave,

Excelsior Energy hereby requests a loan disbursement, from the finds remaining
under the original Convertible Debenture Agreement, in the amount of $186,494.52.
Attached are invoices and other information required to support this disbursement.
As Co-President and CEQ of the Company, I certify that these are eligible for
reimbursement nnder the Agreement.

Thank—you for your assistance with this request, We appreciate the support of Tron
Range Resources.

Sincerely.

Tom Micheletti

294 GROVE LANE EAST *SUITE 260 +WAYZATA MN 55381 » 962.404.4103+ FAX PE2.404.4104
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