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MEETING OF THE IRON RANGE RESOURCES  

AND REHABILITATI ON BOARD 

IRRRB 

Eveleth, Minnesota 

Thursday, October 20, 2011 ï 10:00 a.m. 

 

Agenda 
 

1) Roll Call 

 

 

2) Approval of the August 18, 2011, Minutes 

 

 

3) Commissionerôs Comments 
 
 

4) Douglas J. Johnson Economic Protection Trust Fund  

Action required:  Project approval requires 8 votes 

a) Premier Plastics, Inc.  

 

 

5) Taconite Area Environmental Protection Fund 

Action required:  Project approval requires 7 votes 

a) Enterprise Minnesota 

b) City of Babbitt Public Works Grant  

c) Town of Fayal Public Works Grant Reallocation  

d) City of Orr Renewable Energy Grant Amendment 

 

 

6) Taconite Economic Development Fund (Production 2010, Pay 2011) 

Action required:  Project approval requires 7 votes 

a) TEDF Memo 

b) TEDF Chart 

c) TEDF Statutes  

d) Hibbing Taconite Company 

e) Northshore Mining Company 

f) United Taconite, LLC. 

g) United States Steel ï Keetac 

h) United States Steel ï Minntac 

 

 

7) Other 

 

 

8) Adjournment 
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Approval of the August 18, 2011, Minutes 
 

Thursday, August 18, 2011 

10:00 a.m. 

Iron Range Resources & Rehabilitation Board  

Eveleth, Minnesota 

 

I.  Roll Call  

 

Representative Tom Rukavina, Chair, called the meeting to order at approximately 10:00 

a.m.  Present: Representative Tom Anzelc, Representative Carolyn McElfatrick, 

Representative Carly Melin, Senator John Carlson, Senator Paul Gazelka, Senator Tom 

Saxhaug, Senator David Tomassoni, Mr. Joe Begich, Mr. David Chura and Mr. Jack 

Ryan.  Minute Taker: Laureen Hall, Executive Assistant.  Also present:  Tony Sertich, 

Commissioner; Doug Gregor, Assistant Attorney General; Matt Sjoberg, Development 

Strategies Director;  Dave Hart, Loan Officer Sr., Richard Walsh, Community 

Development Representative, Linda Johnson, Director, Giants Ridge®, Jean Dolensek, 

Chief Financial Officer; Brian Hiti, Community Development Director; Sheryl Kochevar, 

Communications and Marketing Coordinator; Janette Paul, Executive Assistant; Larry 

Lehtinen and Matt Lehtinen, Magnetation, Inc.; John Grahek, Plumbers & Pipefitters 

Local; Michelle Gunderson, Up North Stone; Mitch Robertson, Tritec. 

  

II.  Approval of the June 16, 2011, Minutes 

Action required:  Approval requires 7 votes 

 

Senator David Tomassoni moved approval of the June 16, 2011, minutes.  Motion 

carried. 

 

Voting in Favor of the Motion:  Representative Tom Anzelc, Representative Carolyn 

McElfatrick, Representative Carly Melin, Representative Tom Rukavina, Senator John 

Carlson, Senator Paul Gazelka, Senator Tom Saxhaug, Senator David Tomassoni, Mr. 

Joe Begich, Mr. David Chura, Mr. Jack Ryan  

 

Voting Against the Motion:  None 

 

Abstain:  None 

 

Excused:  Senator Tom Bakk, Representative David Dill 

 

IV.  Other 

a) Wage Subsidy Program 

Chairman Rukavina heard supportive testimony from Michelle Gunderson, Up North 

Stone, Inc. and Mitch Robertson, Tritec, businesses that participated in the Wage Subsidy 

Program. 
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V. Douglas J. Johnson Economic Protection Trust Fund 

Action required:  Approval requires 8 votes 

 

a. Magnetation, Inc. ï Resolution No. 12-001  

Motion by Representative Tom Anzelc to approve the Magnetation, Inc. request that the 

IRRRB remove the cap on the amount of senior debt allowed by the agency, as presented 

in Resolution No. 12-001.  Seconded by Senator Tom Saxhaug.  Motion carried. 

 

Voting in Favor of the Motion:  Representative Tom Anzelc, Representative Carolyn 

McElfatrick, Representative Carly Melin, Representative Tom Rukavina, Senator John 

Carlson, Senator Paul Gazelka, Senator Tom Saxhaug, Senator David Tomassoni, Mr. 

Joe Begich, Mr. David Chura, Mr. Jack Ryan  

 

Voting Against the Motion:  None 

 

Abstain:  None 

 

Excused:  Senator Tom Bakk, Representative David Dill 

 

Magnetation, Inc. 
 

 

IRRRB 
P.O. Box 441 

4261 Highway 53 South 
Eveleth, Minnesota 55734-0441 
(218) 735-3000 Å 800-765-5043 

Fax: (218)735-3047 

 
 
To: IRRRB Members 

 

From: Tony Sertich 

 Commissioner 

 

Date: August 18, 2011 
 

Re: MAGNETATION, INC. ï COLLATERAL SUBORDINATION  

 

 

Magnetation, Inc. has requested that the IRRRB remove the cap on the amount of senior 

debt allowed by the agency.  In June of 2010, the IRRR Board agreed to take a 

subordinate position to up to $5.6 million of senior debt, and in December 2010, the 

IRRRB agreed to increase this cap to $12.6 million.  JP Morgan Chase Bank (ñJP 

Morganò) currently has an outstanding line of credit with Magnetation in the amount of 

$12.6 million.  JP Morgan has indicated an interest in providing incremental increases in 

its line of credit to facilitate the continued growth of the company, which is anticipated to 

include additional plants, and corresponding capacity, within the TAA.  To consider any 
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additional increases in the availability of credit to Magnetation, the bank will require 

continued full subordination of collateral by the agency. 

 

An expansion of Plant 1 (Mesabi Chief site near Keewatin) of Magnetation, including the 

addition of a Rev3 separator and ball mill has recently been completed.  The expansion 

has more than doubled the capacity of that plant to approximately 400,000 tons of 

concentrate per year.  The expansion was funded with credit from JP Morgan, a 

subordinated loan from Cargill, as well as internally generated cash.  Plans are currently 

being developed for Plant 2 (Holman site near Bovey) with a capacity of approximately 

800,000 tons.  The capital investment required is estimated to be $50 million.  The 

sources of funding for this project have yet to be finalized.  Steel Dynamics, Inc. (SDI) 

has recently announced a joint venture with Magnetation for Plant 3 (Duncan Douglas 

site near Chisholm).  The plant is estimated to have a capacity of 1,000,000 tons with the 

majority of the off-take expected to be sold to Mesabi Nugget.  Magnetation will design 

and construct the proprietary portions of the plant with SDI providing the majority of the 

capital requirements. 

 

Any additional credit that may be advanced by JP Morgan would be subject to the credit 

policies of the bank; this subordination alone would simply satisfy one of their 

requirements.  There have been several positive developments in recent months at 

Magnetation, including: entering into a partnership with Cargill; the successful expansion 

of Plant 1, and; the joint venture with SDI.  In addition, iron ore markets continue to be 

strong with a positive outlook into the intermediate future.  Given our existing level of 

subordination, it is unlikely the agency would realize any recovery from the existing 

collateral in the case of a default.  However, agreeing to additional subordination may 

further dilute our collateral position. 

 

Magnetation currently has four loans outstanding with the IRRRB with a current 

principal balances in aggregate of $5,455,862.37 (including a loan with balance of 

$881,068.21 that has been participated to DEED).  To date, the company has made 

interest payments on its loans to the agency totaling over $450,000 and royalty payments 

totaling nearly $600,000, including about $360,000 to the IRRRB and $240,000 to DEED 

(half of which has gone to reduce the principal balance of the first loan ï this provision 

expires at the end of 2011).  All payments of interest and royalties have been made as 

agreed.  

 

I recommend removing the cap on subordination as requested by Magnetation.  However, 

the agency would reserve the right to reinstitute a cap should it be determined that: 1) 

Magnetation used loan proceeds for any purpose unrelated to the development and 

operation of Plant 2, or; 2) Magnetation defaults on the terms of any indebtedness to the 

State, including but not limited to, failure to pay any obligation when due or 

noncompliance with any state, local or federal law. 
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IRON RANGE RESOURCES AND REHABILITATION BOARD  

OF THE STATE OF MINNESOTA  

DOULGAS J. JOHNSONECONOMIC PROTECTION TRUST FUND  

MAGNETATION, INC. SUBORDINATION AGREEMENT  

 

Resolution No.: 12-001 

 

WHEREAS, Magnetation, Inc. (the ñBorrowerò) currently owes Iron Range Resources 

and Rehabilitation Board (IRRRB) as of July 1, 2011, a total of $5,455,862.37 (consisting 

of principal in the amount of $5,377,232.11 and uncapitalized accrued interest in the 

amount of $78,630.26) under the terms of four loans (designated Loans A, B, C, and D) 

that the agency has made in recent years to finance the construction, equipping and 

operations of certain of Borrowerôs facilities and operations (collectively the ñIRRRB 

Loansò), $881,068.21 of which principal balance is due to the State of Minnesotaôs 

Department of Employment and Economic Development (DEED) under the terms of a 

separate agreement by which DEED purchased a 50% participation interest (the ñDEED 

Loanò) in Loan A of the IRRRB Loans; 

 

WHEREAS, Borrowerôs obligations to repay the IRRRB Loans are secured by shared 

(shared with comparable security and interests and liens securing the repayment of the 

DEED Loan) security interests and liens in the Borrowerôs real estate, machinery and 

equipment, other personal property, a processing facility building, and intellectual 

property interests (collectively, the ñBorrowerôs Propertyò); 

 

WHEREAS, the agency on July 21, 2010, entered into an Intercreditor Agreement with 

another lender of Borrower, JP Morgan Chase Bank (ñJP Morganò), that subsequently 

on November 22, 2010, December 17, 2010, and June 30, 2011, was amended (such 

original Intercreditor Agreement and the amendments thereto being referenced 

collectively as the ñAmended Intercreditor Agreementò) under the terms of which the 

priority of the agencyôs security interests in portions of Borrowerôs Property as more 

fully described therein (the ñIntercreditor Property ò) was subordinated to JP Morganôs 

security interest in such Intercreditor Property to secure the repayment of $12,600,000 of 

Borrowerôs debt financing obligations to JP Morgan; 

 

WHEREAS, Borrower has now requested the agency to remove the $12,600,000 cap on 

such subordination and to agree to further subordinate the agencyôs security interests and 

liens in the Intercreditor Property to the security interests and liens of JP Morgan Chase 

Bank in such Intercreditor Property as an inducement to J.P. Morgan to lend additional, 

as yet undetermined amounts, of funds to Borrower (the ñAdditional Loansò) to enable it 

to develop its planned Plant 2 expansion project (the ñPlant 2 Projectò); 

 

WHEREAS, the Commissioner has requested the Board to approve the Borrowerôs 

request to further subordinate the agencyôs security interests and liens securing 

repayment of the IRRRB Loans to the proposed security interests and liens associated 

with the Additional Loans, on those terms proposed in the Board packet materials 
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presented at the Boardôs August 18, 2011, meeting (the ñModified Subordination 

Termsò). 

 

NOW, THEREFORE, IT IS HEREBY RESOLVED  that the Board hereby approves 

the Borrowerôs request, as more specifically set forth in the Modified Subordination 

Terms, to subordinate the priority of the agencyôs security interests and liens in the 

Intercreditor Property that secure repayment of the IRRRB Loans to the proposed 

additional and prior security interests and liens of Borrowerôs senior lender which secure 

the repayment of the Additional Loans.  This approval shall be subject to the further 

understanding the Commissioner shall have the right to reinstitute a cap on the extent of 

the subordination of the agencyôs security interests in the Intercreditor Property if the 

Commissioner determines that Borrower has used any of the proceeds from the 

Additional Loans for any purpose unrelated to the development and operation of Plant 2 

Project, or Borrower defaults on any obligations owed to the State under the terms of any 

loan documents, including, specifically, but without limitation, if Borrower fails to pay 

any obligation owed to the State when due or fails to comply with any state, local or 

federal law. 

 

PASSED AND ADOPTED BY VOTE OF THE IRON RANGE RESOURCES AND 

REHABILITATION BOARD THIS 18
TH

 DAY OF AUGUST 2011. 

 

Member Aye Nay Abstain Excused 

Senator Tom Bakk    X 

Senator John Carlson X    

Senator Paul Gazelka X    

Senator Tom Saxhaug X    

Senator Dave Tomassoni X    

Representative Tom Anzelc X    

Representative Dave Dill    X 

Representative Carolyn McElfatrick X    

Representative Carly Melin X    

Representative Tom Rukavina X    

Mr. Joe Begich X    

Mr. David Chura X    

Mr. Jack Ryan X    

TOTAL  11 0 0 2 

 

Signed:__________________________ 

Tom Rukavina, Chair 

 

b. Hibbing Public Utilities and Virginia Public Utilities ï Resolution No. 12-

002 

Motion by Representative Carly Melin to approve the Hibbing Public Utilities and 

Virginia Public Utilities request to reduce the interest rate on their biomass loans from the 
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current 3.5% rate to 0%, as presented in Resolution No. 12-002.  Seconded by Senator 

David Tomassoni.  Motion carried. 

 
Voting in Favor of the Motion:  Representative Tom Anzelc, Representative Carolyn 

McElfatrick, Representative Carly Melin, Representative Tom Rukavina, Senator John 

Carlson, Senator Paul Gazelka, Senator Tom Saxhaug, Senator David Tomassoni, Mr. 

Joe Begich, Mr. David Chura, Mr. Jack Ryan  

 

Voting Against the Motion:  None 

 

Abstain:  None 

 

Excused:  Senator Tom Bakk, Representative David Dill 

 

Hibbing Public Utilities and Virginia Public Utilities  
 
 
 

Iron Range Resources 
P.O. Box 441 

4261 Highway 53 South 
Eveleth, Minnesota 55734-0441 
(218) 735-3000 Å 800-765-5043 

Fax: (218)735-3047 

 
 
To: IRRRB Board 

  

 

From: Tony Sertich 

 Commissioner 

 

Date: August 15, 2011 

 

Re: HIBBING PUBLIC UTILITIES and VIRGINIA PUBLIC UTILITIES  

 

 

In September, 2004, IRRRB approved two $4,000,000 loans, one to the Hibbing Public Utilities 

and one to the Virginia Public Utilities.  The funds were part of an $87,000,000 project to provide 

the two entities with the ability to use biomass to produce electricity.  In addition to extending the 

life of the aging facilities and retaining over 70 jobs, the project provided a new market for the 

local logging industry. 

 

In addition to the retained jobs at the utilities, over the past five years, the project has injected 

approximately $25,000,000 into the economy through purchases of locally-produced biomass.  

These dollars were previously sent out-of-state to purchase coal.  Also, since this project came 

on-line, this region has received over $100,000,000 from sales of electricity to Excel Energy. 
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While the project has been successful, the utilities are experiencing economic challenges, 

primarily related to the cost and availability of biomass due to contraction of the logging industry, 

yielding less biomass, and competition from other biomass users.  With the increased power 

production, the two facilities continue to deal with high costs of maintaining old equipment.  

They also anticipate future Federal requirements for increased pollution controls. 

 

The two utilities have requested that the interest rate on their loans be reduced from the current 

3.5% rate to 0%.  This will provide each with additional cash flow to address the economic 

challenges they face. 

 

I recommend approval of this request. 

 

IRON RANGE RESOURCES AND REHABILITATION BOARD  

OF THE STATE OF MINNESOTA  

HIBBING AND VIRGINIA PUBLIC UTILITY BIOMASS PROJECT LOANS  

 

Resolution No.: 12-002 

 

WHEREAS, the Commissioner, pursuant to approval granted in the Boardôs 

Resolution 05-001, entered into loan agreements in 2005 with Hibbing Public Utilities 

and Virginia Public Utilities (the ñPUCsò), under the terms of which the agency loaned 

$4 million to each entity at an interest rate of 3.5% simple interest per annum to provide 

funds for their biomass energy generation facility projects (the ñBiomass Loansò); 

 

WHEREAS, for the reasons set forth in the materials presented to the Board at 

this meeting (the ñBoard Packet Materialsò), the PUCs have requested that the agency 

reduce the interest rate applicable to those Biomass Loans from 3.5% to 0% (the 

ñInterest Rate Reduction Requestò), effective as of the date of the most recent loan 

installment payment made to the agency by each entity (the ñReduction Dateò); and,  

 

WHEREAS, the Board met at the agencyôs Administration Building near Eveleth 

on Thursday, August 18, 2011, at 10:00 a.m. to consider, among other matters, the 

Interest Rate Reduction Request; and 

 

WHEREAS, the Board has determined that the reduction of the loan interest rates 

consistent with the Interest Rate Reduction Request in the manner set forth in the Board 

Packet Materials would be in the best interests of the agency and the Taconite Assistance 

Area defined in Minnesota Statutes Section 273.1341. 

 

NOW, THEREFORE, IT IS HEREBY RESOLVED  that the Board approves 

the Interest Rate Reduction Request, effective as to interest accruing on the Biomass 

Loans from and after the Reduction Date, reducing the interest rate that is applicable to 

the Biomass Loans from 3.5% to 0%.  
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PASSED AND ADOPTED BY VOTE OF THE IRON RANGE RESOURCES AND 

REHABILITATION BOARD THIS 18
th

 DAY OF AUGUST 2011. 

 

Member Aye Nay Abstain Excused 

Senator Tom Bakk    X 

Senator John Carlson X    

Senator Paul Gazelka X    

Senator Tom Saxhaug X    

Senator Dave Tomassoni X    

Representative Tom Anzelc X    

Representative Dave Dill    X 

Representative Carolyn McElfatrick X    

Representative Carly Melin X    

Representative Tom Rukavina X    

Mr. Joe Begich X    

Mr. David Chura X    

Mr. Jack Ryan X    

TOTAL  11 0 0 2 

 

Signed:__________________________ 

Tom Rukavina, Chair 

 

VI.  FY12 IRRRB Budget  

Action required:  Approval requires 8 votes 

 

a) FY12 Budget Request ï Resolution No. 12-003 

Motion by Representative Carolyn McElfatrick to approve the FY12 IRRRB Budget 

request, as presented in Resolution No. 12-003.  Seconded by Senator Paul Gazelka.  

Motion carried.   

 

Voting in Favor of the Motion:  Representative Tom Anzelc, Representative Carolyn 

McElfatrick, Representative Carly Melin, Representative Tom Rukavina, Senator John 

Carlson, Senator Paul Gazelka, Senator Tom Saxhaug, Senator David Tomassoni, Mr. 

Joe Begich, Mr. David Chura, Mr. Jack Ryan  

 

Voting Against the Motion:  None 

 

Abstain:  None 

 

Excused:  Senator Tom Bakk, Representative David Dill 
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IRRRB 

P.O. Box 441 

4261 Highway 53 South 

Eveleth, Minnesota 55734-0441 

(218) 735-3000 Å 800-765-5043 

Fax: (218)735-3047 

 

To: Iron Range Resources & Rehabilitation Board 

 

From:  Tony Sertich 

 Commissioner 

 

Date: August 18, 2011 

 

Re: Fiscal Year 2012 IRRRB Budget 

 

 

Enclosed is the IRRRB Fiscal Year 2012 budget for your review and approval. 

 

Shortly after my appointment as IRRRB Commissioner, I initiated an analysis of the agency 

resources (both human and financial) with the goals of: 

 

¶ Better streamlined processes 

¶ Better deployment of IRRRB workforce directed toward the mission 

¶ Better response to business and community needs 

With the agencyôs revenue primarily dependent on the production of taconite, the FY2012 budget 

is impacted due to the lack of 2009 taconite production, at which time taconite production 

dropped from 39 million to 17 million tons.  Taconite tax revenue for the agency has decreased 

by 35% from last year.  Based on the three-year averaging of taconite tax, agency revenues will 

be reduced impacting both the FY2012 and FY2013 budgets.   

 

To help account for this loss in revenue, some of the steps we are taking include: 

 

¶ cutting our operations budget by almost 9%  

¶ reducing costs at Giants Ridge® 

¶ using carryforward resources 

 

By implementing these measures, our key programs will be maintained at the previous yearôs 

level and the business development account is budgeted above the level invested last year. 

 

I am optimistic about the future of the Iron Range.  Taconite production has rebounded.  Exciting 

opportunities for large development of our natural resources are on the horizon.  Todayôs 

investment in our small businesses, communities, and workforce will prepare our region for jobs 

tomorrow. 
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