CONSOLIDATED FINANCIAL REVIEW

The Management’s Discussion and Analysis dated March 1, 2005 should be read in conjunction with the audited consolidated
financial statements of TransCanada PipeLines Limited (TCPL or the company) and the notes thereto for the year ended
December 31, 2004. Amounts are stated in Canadian dollars unless otherwise indicated.




not owned by TCPL. TCPL was previously required to fund this redemption, therefore, the removal of Power LP’s
obligation eliminates this requirement.

Excluding the above-mentioned $187 million of combined gains included in net earnings related to Power LP and the






Over the past 50 years, TCPL has developed significant expertise in large-diameter, cold-weather natural gas pipeline
design, construction, operation and maintenance. It has also developed significant expertise in the design, optimization
and operation of large gas turbine compressor stations. Today, TCPL operates one of the largest, most sophisticated,
remote-controlled pipeline networks in the world with a solid reputation for safety and reliability. TCPL also has strong






TCPL will continue to meet with oil producers, refiners and industry groups, including the Canadian Association of
Petroleum Producers, to gauge additional interest and support for Keystone. Preliminary discussions have begun with
stakeholders, including communities, government representatives and landowners along the proposed route. TCPL will












In 2004, net earnings from the Gas Transmission business were $586 million compared to $622 million and $653 million
in 2003 and 2002, respectively. The decrease in 2004 compared to 2003 was mainly due to lower net earnings from
Wholly-Owned Pipelines, partially offset by higher net earnings from Other Gas Transmission. The 2004 decrease in
Wholly-Owned Pipelines’ net earnings was primarily due to a reduction in the Alberta System’s net earnings of



Other Gas Transmission TCPL’s direct and indirect investments in various natural gas pipelines and gas transmission
related businesses are included in Other Gas Transmission. It also includes project development activities related to
TCPL’s pursuit of new pipeline and natural gas transmission related opportunities throughout North America, including
northern gas and LNG.

TCPL’s net earnings from Other Gas Transmission in 2004 were $121 million compared to $116 million and $109 million
in 2003 and 2002, respectively. The increased net earnings of $5 million in 2004 compared to 2003 were due to higher
earnings from CrossAlta, reflecting favourable natural gas storage market conditions in Alberta, higher earnings from
Ventures LP as a result of an expansion that was completed in 2003 and higher earnings from Great Lakes as a result of
successful marketing of short-term services. In addition, a $7 million gain was recorded on the s(es10(d g)-10wuant Lak)y’slt of






TCPL will continue to support the project through its position established under the various project agreements and to
facilitate the interconnection of Mackenzie Delta natural gas into the Alberta System.



Alberta-based storage will continue to serve market needs and could play an even more important role when northern
gas is connected to North American markets.

Oil Pipeline



allowing TCPL to include all forecast long-term incentive compensation costs in its 2004 cost of service and allowing
TCPL to recover, through tolls, certain regulatory and legal costs relating to review and appeal proceedings.






Financial Risk Regulatory decisions continue to have a significant impact on the financial returns for existing and
future investments in TCPL’s Canadian wholly-owned pipelines. TCPL remains concerned the approved financial
returns discourage additional investment in existing Canadian natural gas transmission systems. TCPL had applied for a
return of 11 per cent on 40 per cent deemed common equity, both to the NEB in the Canadian Mainline’s 2004
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POWER — EARNINGS ANALYSIS
WESTERN OPERATIONS



customers while managing a portfolio of power supplies sourced from its own generation, wholes 48 69 pu9.7(c)ies shases



the management and staff of Bruce Power. Spent fuel and decommissioning liabilities remain the responsibility of OPG




Power LP Investment










owned assets. Bruce Power has a significant amount of its uncontracted volumes sold into the Ontario wholesale spot
market. The sale of this power in the open market is subject to market price volatility which directly impacts earnings.



Bruce Power In February 2003, TCPL acquired a 31.6 per cent equity interest in Bruce Power, which operates the Bruce
nuclear power facility located near Lake Huron, Ontario. This investment indirectly increased TCPL's nominal
generating capacity initially by approximately 1,000 MW, with an additional 474 MW added with the restart of two
laid-up units in late 2003 and early 2004.

OSP The OSP plant is a 560 MW natural gas-fired, combined-cycle facility in Rhode Island.

Bécancour



CORPORATE RESULTS-AT-A-GLANCE
Year ended December 31 (millions of dollars)

2004




During 2003, TCPL acquired a 31.6 per cent interest in Bruce Power for $409 million, the remaining interests in Foothills
previously not held by the company for $105 million, excluding assumed debt of $154 million, and increased its interest



December 31, 2003. The debt and notes payable of joint ventures are non-recourse to TCPL. The security provided by







Contingencies The Canadian Alliance of Pipeline Landowners’ Associations and two individual landowners



Foreign Investments




currency and interest rate derivatives. Certain of the realized gains and losses on these derivatives are shared with shippers










+ Accountability Business lines are accountable for all risks and the related returns for their particular businesses.

o Audit Review



Over the next year, TCPL will continue to participate in climate change policy discussions in the jurisdictions where the



CRITICAL ACCOUNTING ESTIMATE






SELECTED THREE YEAR CONSOLIDATED FINANCIAL DATA®

(millions of dollars except per share amounts) 2004 2003 2002

Income Statement
Revenues 5,107













GLOSSARY OF TERMS

2004 Application
APG

ATCO

B.C.

Bcf/d

Boston Edison
Bruce Power

2004 Canadian Mainline Tolls and Tariff Application
Aboriginal Pipeline Group

ATCO Pipelines

British Columbia

Billion cubic feet per day

Boston Edison Company

Bruce Power L.P.



ROE 48 699.06 of return on common equity
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AUDITORS’ REPORT

To the Shareholder of TransCanada PipeLines Limited

We have audited the consolidated balance sheets of TransCanada PipeLines Limited as at December 31, 2004 and 2003
and the statements of consolidated income, consolidated retained earnings and consolidated cash flows for each of the
years in the three-year period ended December 31, 2004. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED CASH FLOWS

Year ended December 31 (millions of dollars)

Cash Generated from Operations

Net income from continuing operations

Depreciation

Future income taxes

Gains related to Power LP

Equity income in excess of distributions received (Note 7)
Pension funding in excess of expense

2004 2003 2002
1,031 859 805
945 914 848
77 230 247
(197) — —
(123) (119) (6)
(29) (6516ity i31nTf2n60
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TRANSCANADA PIPELINES LIMITED
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NOTE 2 ACCOUNTING CHANGES (Continued)

The plant, property and equipment in the Power business consists primarily of power plants in Canada and the U.S. The
impact of this accounting change resulted in an increase of $6 million and $7 million in plant, property and equipment
and in the estimated fair value of the liability as at January 1, 2003 and December 31, 2003, respectively. The asset
retirement cost, net of accumulated depreciation that would have been recorded if the cost had been recorded in the
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NOTE 3 SEGMENTED INFORMATION (Continued)
PLANT, PROPERTY AND EQUIPMENT
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NOTE 8 ACQUISITIONS AND DISPOSITIONS (Continued)

in the western markets and access to an ample supply of relatively low-cost gas. The goodwill recognized on this
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NOTE 12 PREFERRED SECURITIES

may elect to defer interest pay
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NOTE 14 COMMON SHARES (Continued)






TransCanada
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NOTE 15 RISK MANAGEMENT AND FINANCIAL INSTRUMENTS (Continued)
Other Fair Values

2004 2003
Carrying Fair  Carrying Fair
December 31 (millions of dollars) Amount Value Amount Value
Long-Term Debt
Canadian Mainline 4,445 5,473 4,853 5,922
Alberta System 2,105 2,668 2,325 2,893
GTN®W 632 627

Foothills System 400 413 380 382
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NOTE 16 INCOME TAXES (Continued)

Reconciliation 0%5tnomeE T109.6(ax Expense)
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NOTE 20 CHANGES IN OPERATING WORKING CAPITAL

Year ended December 31 (millions of dollars) 2004 2003 2002
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NOTE 23 U.S. GAAP
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NOTE 23 U474 461.26 14861.26 14861.26 14861.26 14861.26 14861.26 14861.26 14861(9rAP (C)9.8(ont 141.2in)10(ued).0601/F!
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NOTE 23 U.S. GAAP (Continued)
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NOTE 23 U.S. GAAP (Continued)

®)

The accumulated benefit obligation for the Company’s DB Plans was $943 million at December 31, 2004 (2003 — $819 million).
Effective January 1, 2004, all foreign exchange and interest rate derivatives are recorded in the Company’s consolidated
financial statements at fair value under Canadian GAAP. Under the provisions of SFAS No. 133 “Accounting for Derivatives and
Hedging Activities”, all derivatives are recognized as assets and liabilities on the balance sheet and measured at fair value. For
derivatives designated as fair value hedges, changes in the fair value are recognized in earnings together with an equal or
lesser amount of changes in the fair value of the hedged item attributable to the hedged risk. For derivatives designated as
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