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The Management’s Discussion and Analysis (MD&A) dated February 22, 2007 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, 2006. This MD&A covers TCPL’s financial position and operations as at and for
the year ended December 31, 2006. TCPL’s February 22, 2007 acquisition of American Natural Resources Company, and
ANR Storage Company (collectively ANR), additional interests in Great Lakes Gas Transmission Partnership (Great Lakes)
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SUBSEQUENT EVENTS

ANR Acquisition
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FORWARD-LOOKING INFORMATION

Certain information in this MD&A includes forward-looking statements. All forward-looking statements are based on
TCPL’s beliefs and assumptions based on information available at the time such statements were made. Factors which
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grow to approximately 89 billion cubic feet per day (Bcf/d) by 2016, an increase of 14 Bcf/d when compared to 2006.
New natural gas-fired power generation is expected to account for approximately 9 Bcf/d of that growth.

While growing demand will provide a number of opportunities, the natural gas industry also faces a number of
challenges. North America has entered a period when it will no longer be able to rely solely on traditional sources of
natural gas supply to meet its growing needs. Natural gas supply is limited and this is likely to continue until major
investments are made in the infrastructure required to bring new supply to market. Looking forward, production from
North America’s traditional basins is expected to essentially remain flat over the next decade. An increase in production
in the U.S. Rockies is expected to offset declines in other basins, including the Gulf of Mexico. This outlook for
traditional basins means that northern gas and offshore LNG will be required to fill the shortfall between supply and
demand. TCPL is well positioned in North America to serve growing power generation demand in the near term and to
bring these new natural gas supplies to market in the medium to long term.
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Existing Pipelines
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Regulatory
In 2006, TCPL’s principal regulatory activities included a negotiated settlement with respect to 2006 Canadian Mainline
tolls; filing a rate case with the Federal Energy Regulatory Commission (FERC) for new Gas Transmission Northwest
System rates; filing an application with the NEB to integrate the BC System into the Foothills Zone 8 facilities and
(received NEB approval in February 2007); filing an application with the NEB seeking approval to transfer approximately
860 km of the Canadian Mainline’s existing natural gas pipeline to oil service; filing an application with the NEB to
construct and operate approximately 370 km of new oil pipeline, terminal facilities and pump stations; and filing
applications that sought approval to transfer a portion of the Canadian Mainline’s assets to Keystone and to reduce the
Canadian Mainline’s rate base by the net book value (NBV) of the transferred assets (received NEB approval in
February 2007).

Energy

Strategy
TCPL’s strategy for growth and value creation in the Energy business has five key elements:

• focusing on markets where TCPL has a competitive advantage;

• developing low-risk, greenfield generation projects, underpinned by long-term input and sales contracts with quality
counterparties;

• acquiring low-cost, base-load power generation. The Company believes that being a low-cost provider and/or having
long-term sales contracts is critical to being successful in volatile power markets;

• exploiting TCPL’s proven strong project management skills; and

• optimizing the profitability and reliability of the existing asset portfolio by operating the facilities as efficiently and
cost-effectively as possible.

TCPL’s ability to successfully execute its strategy is related to a broad understanding of North American energy markets
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process improvements, a Canadian Mainline tolls settlement and the proposed integration of the BC System into the
Foothills system, which was approved by the NEB in February 2007. Productive collaborative processes can result in
significant costs savings for both TCPL and the industry by avoiding costs associated with regulatory proceedings.

In Energy, TCPL continued its commitment in 2006 to provide safe, low-cost operations and maintenance of all assets to
ensure the highest possible reliability and availability. For power plants directly operated by TCPL, the weighted average
plant availability in 2006 was 93 per cent compared to 87 per cent in 2005.

In 2007, TCPL will continue to focus efforts on efficiencies, operational reliability, the environment and safety.
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OUTLOOK

Since 2000, TCPL has followed a long-term approach of growing its Pipelines and Energy businesses in a diligent and
disciplined manner. In 2007 and beyond, the Company’s net earnings and cash flow, combined with a strong balance
sheet, are expected to continue to provide the financial flexibility for TCPL to pursue opportunities and create additional
long-term value for its shareholders.

In 2007, the Company will continue to implement its Pipelines strategy, including:

• integrating ANR into TCPL’s existing Pipelines business;

• becoming the operator of Great Lakes in conjunction with the acquisition of an additional 3.55 per cent interest in
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BC SYSTEM TCPL’s 100 per cent owned natural gas transmission system extends 201 km from Alberta’s western border
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HIGHLIGHTS

Net Earnings
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2006
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by lower net earnings from Other Pipelines. Lower 2005 net earnings from Other Pipelines were primarily due to
decreased earnings from Great Lakes, PipeLines LP and Ventures LP.

PIPELINES – FINANCIAL ANALYSIS

Canadian Mainline
The Canadian Mainline is regulated by the NEB. The NEB sets tolls which provide TCPL with the opportunity to recover
its projected costs of transporting natural gas, including a return on the Canadian Mainline’s average investment base.
In addition, new facilities are approved by the NEB before construction begins. Net earnings of the Canadian Mainline
are affected by changes in the investment base, the ROE, the level of deemed common equity and potential incentive
earnings.

In April 2006, the NEB approved TCPL’s application for a negotiated settlement of the 2006 Canadian Mainline tolls as
filed. The settlement resulted in a revenue requirement of approximately $1.8 billion for 2006. The settlement also
established the Canadian Mainline’s fixed OM&A costs for 2006 at $174 million with variances between actual OM&A
costs in 2006 and those agreed to in the settlement accruing to TCPL. The majority of the other cost elements of the
2006 revenue requirement were to be treated on a flow-through basis. The settlement also provided TCPL with an
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Net earnings for the year ended December 31, 2006 were $64 million, a $7-million decrease from the same period in
OtighePipelines22
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system with a design capacity of 2.5 Bcf/d. TCPL is the general partner of and holds a 32.1 per cent interest in
PipeLines LP.

Canadian Mainline
In May 2006, TCPL filed for approval of two Canadian Mainline services designed to meet the growing needs of natural
gas-fired power generators in Ontario. These services are designed to ensure that shippers can access transportation on
as little as 15 minutes notice so they can better match the timing of their natural gas transportation needs with the
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In the second application, TCPL sought approval to construct and operate new facilities in Canada including
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levels. Looking forward, in the short to medium term, there is limited opportunity to further reduce per unit tolls by
increasing long-haul volumes on the Canadian Mainline.

The Gas Transmission Northwest System must compete with other pipelines to access natural gas supplies as well as to
access markets. Transportation service capacity on the Gas Transmission Northwest System provides customers with
access to supplies of natural gas primarily from the WCSB and serves markets in the Pacific Northwest, California and
Nevada. These three markets may also access supplies from other competing basins in addition to supplies from the
WCSB. Historically, natural gas supplies from the WCSB have been competitively priced in relation to natural gas
supplies from the other supply regions serving these markets. The Gas Transmission Northwest System experienced
significant contract non-renewals in 2005 and 2006 as natural gas transported from the WCSB on the Gas Transmission
Northwest System competes for the California and Nevada markets against supplies from the Rocky Mountain and
southwestern U.S. supply basins. In the Pacific Northwest market, natural gas transported on the Gas Transmission
Northwest System competes against the Rocky Mountain natural gas supply as well as additional western Canadian
supply transported by other pipelines.

In October 2006, the Gas Transmission Northwest System’s largest customer, Pacific Gas & Electric Company (PG&E),
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Throughput Risk
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TCPL will continue to focus on operational excellence and collaborative efforts with all stakeholders on negotiated
settlements and service options that will increase the value of TCPL’s business to customers and shareholders.

Earnings
With the closing of the acquisition of ANR and Great Lakes, and the Company’s increased ownership in PipeLines LP,
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2006 2005 2004

Canadian Mainline(1) 2,955 2,997 2,621

�)
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HIGHLIGHTS

Net Earnings
• Energy’s net earnings in 2006 were $452 million compared to $566 million in 2005.

• Excluding gains related to Power LP and Paiton Energy in 2005, Energy’s net earnings in 2006 increased $194 million
to $452 million compared to $258 million in 2005, primarily due to increased operating income from Western Power
Operations.

Expanding Asset Base
• At December 31, 2006, appro’1teril2,100 MW of(s w p Poweplants06 wer)19.1 undowectiotrucrati, withLP LP ticipelaton
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2006 2005 2004

Bruce Power 235 195 130
Western Power Operations 297 123 138
Eastern Power Operations 187 137 108
Natural Gas Storage 93 32 27
Power LP Investment – 29 29
General, administrative, support costs and other (144) (129) (127)

Operating income 668 387 305
Financial charges (23) (11) (13)
Interest income and other 5 5 14
Income taxes (198) (123) (95)

452 258 211
Gain on sale of Paiton Energy – 115 –
Gains related to Power LP – 187––
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(3) TCPL’s consolidated equity income in 2005 includes $168 million which represents TCPL’s 31.6 per cent share of Bruce Power earn

#)

+)

3)
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The Bruce partners have agreed that all excess cash from both Bruce A and Bruce B will be distributed on a monthly
basis and that separate cash calls will be made for major capital projects, including the Bruce A restart and
refurbishment project.
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prices. Plant operating costs and other, which include fuel gas consumed in generation, increased due to higher
operating and fuel usage costs at MacKay River resulting from a full year of operation and higher natural gas prices.
Generation volumes in 2005 increased compared to 2004 primarily due to a full year of operations at MacKay River,
partially offset by an unplanned outage at Bear Creek. TCPL ceased to earn fees to manage and operate Power LP’s
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TCPL believes the market fundamentals for natural gas storage are strong. The additional gas storage capacity will help
balance seasonal and short-term supply and demand, and provide flexibility to the supply of natural gas to Alberta and
North America. The increasing seasonal imbalance in North American natural gas supply and demand has increased gas
price volatility and the demand for storage service. Alberta-based storage will continue to serve market needs and could
play an important role should northern gas be connected to North American markets. Energy’s natural gas storage
business operates independently from TCPL’s regulated natural gas transmission business.

TCPL manages its exposure to seasonal gas price spreads by hedging storage capacity with a portfolio of third party
storage contracts and gas purchases and sales. TCPL offers a broad range of flexible injection and withdrawal storage
alternatives specific to customer needs in multi-year contract terms. In addition to term gas storage contracts, TCPL
actively manages its storage assets with a combination of gas hedging activities and short-term third party contracts to
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volatility which directly impacts earnings. Bruce B has a significant amount of uncontracted volumes sold into the
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income is expected to decline in 2007 compared to 2006, reflecting lower projected generation volumes and higher
operating costs resulting from an increase in planned outages in 2007. Western Power Operations’ operating income in
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established restructuring provisions. Income tax refunds and positive tax adjustments were comparable in 2004
and 2005.

In 2007, Corporate’s net expenses are expected to be higher in 2007 compared to 2006 primarily due to income tax
refunds and positive income tax adjustments realized in 2006 that are not expected to recur in 2007. Financing costs
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On February 15, 2007, TCPL retired $275 million of 6.05 per cent medium term notes. In 2006, TCPL retired long-term
debt of $729 million and reduced its notes payable by $495 million. In January 2006, the Company issued $300 million
of 4.3 per cent five-year medium-term notes due 2011. In March 2006, the Company issued US$500 million of
5.85 per cent 30-year senior unsecured notes due 2036. In October 2006, TCPL issued $400 million of 4.65 per cent
ten-year medium-term notes due 2016.

In April 2006, PipeLines LP borrowed US$307 million under its unsecured credit facility to finance the cash portion of
the purchase price of its acquisition of an additional 20 per cent interest in Northern Border. In December 2006, the
credit facility was repaid in full and replaced with a US$410 million syndicated revolving credit and term loan
agreement, of which US$397 million was drawn as at December 31, 2006. Borrowings under the credit and term loan
agreement will bear interest at the London interbank offered rate plus an applicable margin.

In 2005, TCPL retired long-term debt of $1,113 million and increased its notes payable by $416 million. In June 2005,
Gas Transmission Northwest Corporation (GTNC) redeemed all of its outstanding US$150 million 7.8 per cent Senior
Unsecured Debentures (Debentures) and US$250 million 7.1 per cent Senior Unsecured Notes. As a consequence, upon
application by GTNC, the Debentures were de-listed from the New York Stock Exchange and GTNC no longer has any
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TCPL has guaranteed the equity undertaking of a subsidiary which supports the payment, under certain conditions, of
principal and interest on US$105 million of public debt obligations of TransGas de Occidente S.A. (TransGas). The
Company has a 46.5 per cent interest in TransGas. Under the terms of the agreement, the Company, severally with
another major multinational company, may be required to fund more than their proportionate share of debt obligations
of TransGas in the event that the minority shareholders fail to contribute. Any payments made by TCPL under this
agreement convert into share capital of TransGas. The potential exposure is contingent on the impact of any change of
law on TransGas’ ability to service the debt. From the issuance of the debt in 1995 to date, there has been no change
in applicable law and thus no exposure to TCPL. The debt matures in 2010 and the Company has made no provision
related to this guarantee.

In connection with the acquisition of GTN in 2004, US$241 million of the purchase price was deposited into an escrow
account. As at December 31, 2006, there was US$24 million remaining in the escrow account, which represented the
full face amount of the potential liability under certain GTN guarantees. In February 2007, the funds were released and
a portion of the monies were used to satisfy the liability of GTN under these designated guarantees.

Contingencies
The Canadian Alliance of Pipeline Landowners’ Associations (CAPLA) and two individual landowners commenced an
action in 2003 under Ontario’s Class Proceedings Act, 1992, against TCPL and Enbridge Inc. for damages of
$500 million alleged to arise from the creation of a control zone within 30 metres of the pipeline pursuant to
Section 112 of the NEB Act. In November 2006, TCPL and Enbridge Inc. were granted a dismissal of the case but
CAPLA has appealed that decision. The Company continTD
 CamJ
TtAPLA hasmn9im is without merit and will vigorously
defend the action. The Company has made no provision for any potential liability. A liability, if any, would be dealt with
through the regulatory process.

The Company and its subsidiaries are subject Camvarious other legal proceedings and actions arising in the normal course
of business. WhilLA hasfinal outcome of such legal proceedings and actions cannot be predicted with certainty, it is the
opinion of Management that the resolution of such proceedings and actions will not haPLAa material impact on the
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The recognition of gains and losses on the derivatives for the Canadian Mainline, Alberta System, Foothills and the
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Energy Price Risk Management
The Company executes power, natural gas and heat rate derivatives for overall management of its asset portfolio. Heat
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Financial Risk Management
TCPL monitors the financial market risk exposures relating to the Company’s investments in foreign currency
denominated net assets, regulated and non-regulated long-term debt portfolios and foreign currency exposure on
transactions. The market risk exposures created by these business activities are managed by establishing offsetting
positions or through the use of derivative financial instruments.

Counterparty Risk Management
Counterparty risk is the financial loss that the Company would experience if the counterparty failed to meet its
obligations in accordance with the terms and conditions of its contracts with the Company. Counterparty risk is
mitigated by conducting financial and other assessments to establish a counterparty’s creditworthiness, setting exposure
limits and monitoring exposures against these limits, and, where warranted, obtaining financial assurances.

The Company’s counterparty risk management practices and positions are further described in Note 15 to the
consolidated financial statements.

Development Projects and Acquisitions
TCPL continues to focus on growing its Pipelines and Energy operations through greenfield projects and acquisitions.
TCPL defers costs incurred on certain of its development projects during the period prior to construction when the
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CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
Disclosure controls and procedures are designed to provide reasonable assurance that information required to be
disclosed in reports filed with, or submitted to, securities regulatory authorities is recorded, processed, summarized and
reported within the time periods specified under Canadian and U.S. securities laws. The information is accumulated and
communicated to management, including the President and Chief Executive Officer and the Chief Financial Officer, to
allow timely decisions regarding required disclosure.

As of December 31, 2006, an evaluation was carried out, under the supervision of and with the participation of
management, including the President and Chief Executive Officer and Chief Financial Officer, of the effectiveness of
TCPL’s disclosure controls and procedures as defined under the rules adopted by the Canadian securities regulatory
authorities and by the U.S. Sisclosuranxchanglosummispervi(SEC). Baisclonrance , an evalu,uding the Presidenatory
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Regulated Accounting
The Company accounts for the impacts of rate regulation in accordance with GAAP as outlined in Notes 1 and 11 to
the consolidated financial statements. Three criteria must be met to use these accounting principles: the rates for
regulated services or activities must be subject to approval by a regulator; the regulated rates must be designed to
recover the cost of providing the services or products; and it must be reasonable to assume that rates set at levels to
recover the cost can be charged to and will be collected from customers in view of the demand for services or products
and the level of direct and indirect competition. The Company’s management believes that all three of these criteria
have been met. The most significant impact from the use of these accounting principles is that, in order to
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Factors Impacting Quarterly Financial Information
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74 CONSOLIDATED FINANCIAL STATEMENTS

TRANSCANADA PIPELINES LIMITED
CONSOLIDATED BALANCE SHEET

December 31
(millions of dollars) 2006 2005

ASSETS
Current Assets
Cash and short-term investments 401 212
Accounts receivable 1,001 796
Inventories 392 281
Other 297 27707401 2005 297 2005

297 297 2005

392
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TRANSCANADA PIPELINES LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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• a waste-heat fuelled power plant at the Cancarb facility in Medicine Hat, Alberta (Cancarb);
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Energy

i) Power
The majority of revenues from the Power business are derived from the sale of electricity from energy marketing activities and are recorded in
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Income Taxes
As prescribed by the regulators, the taxes payable method of accounting for income taxes is used for tollmaking purposes for Canadian
natural gas transmission operations. Under the taxes payable method, it is not necessary to provide for future income taxes. As permitted by
Canadian GAAP, this method is also used for accounting purposes, since there is reasonable expectation that future taxes payabl nadian









NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 83

NOTE 3 PLANT, PROPERTY AND EQUIPMENT
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NOTE 4 OTHER ASSETS

December 31 (millions of dollars) 2006 2005

PPAs
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Summarized Financial Information of Joint Ventures

Year ended December 31 (millions of dollars) 2006
2006 2006
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NOTE 8 LONG-TERM DEBT

2006 2005

Weighted Weighted
Average Average

Outstanding Interest Outstanding Interest
Maturity Dates December 31(1) Rate(2) December 31(1) Rate(2)

TRANSCANADA PIPELINES LIMITED
First Mortgage Pipe Line Bonds
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Principal Repayments
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NOTE 9 LONG-TERM DEBT OF JOINT VENTURES WeightedTSWeightedTSAverageTSAverageTSOutstanding InterestTS

Maturity Dates91
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Notional Volumes
Power (GWh)(1) Gas (Bcf)(1)

Accounting
December 31, 2006 Treatment Purchases Sales Purchases Sales
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The Company’s net benefit cost is as follows.

Pension Benefit Plans Other Benefit Plans

Year ended December 31 (millions of dollars) 2006
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The Company’s proportionate share of net benefit cost of joint ventures is as follows.

Pension Benefit Plans Other Benefit Plans

Year ended December 31 (millions of dollars) 2006 2005 2004 2006 2005 2004

Current service cost 24 4 1 7 1 –
Interest cost 37 7 3 5 1 –
Actual return on plan assets (68) (18) (7) – – –
Actuarial loss 77 17 – 72 2 –
Plan amendment – – – 6 – –

Elements of net benefit cost prior to adjustments to
recognize the long-term nature of net
benefit cost 70 10 (3) 90 4 –

Difference between expected and actual return on
plan assets 26––
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NOTE 22 COMMITMENTS, CONTINGENCIES AND GUARANTEES

Commitments

Operating leases
Future annual payments, net of sub-lease receipts, under the Company’s operating leases for various premises, services, equipment and a
natural gas storage facility are approximately as follows.

Minimum Amounts Recoverable Net
Year ended December 31 (millions of dollars) Lease Payments under Sub-Leases Payments

2007 52 (13) 39
2008 54 (13) 41
2009 54 (12) 42
2010 53 (12) 41
2011 55 (12) 43
2012 and thereafter 731 (18) 713

Total 999 (80) 919
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Guarantees
The Company, together with Cameco Corporation and BPC Generation Infrastructure Trust (BPC), has severally guaranteed one-third of certain
contingent financial obligations of Bruce B related to power sales agreements, operator licenses, the lease agreement and contractor services.
The terms of the guarantees range from 2007 to 2018.

As part of the reorganization of Bruce Power in 2005, including the formation of Bruce A and the commitment to restart and refurbish the
Bruce A units, the Company, together with BPC, severally guaranteed one-half of certain contingent financial obligations of Bruce A related to
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