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TRANSCANADA PIPELINES LIMITED 1

Financial

Highlights

Year ended December 31
(millions of dollars) 2007 2006 2005 2004 2003

Income
Net income applicable to common shares

Continuing operations 1,210 1,049 1,208 978 801
Discontinued operations – 28 – 52 50

Net income applicable to common shares 1,210







4 MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis (MD&A) dated February 25, 2008 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, 2007. This MD&A covers TCPL’s financial position and operations as at and
for the year ended December 31, 2007. Amounts are stated in Canadian dollars unless otherwise indicated.
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TCPL’s Alberta System gathered 68 per cent of the natural gas produced in Western Canada or 16 per cent of total
North American production in 2007. TCPL exports natural gas from the Western Canada Sedimentary Basin (WCSB) to
Eastern Canada and the U.S. West, Midwest and Northeast through three wholly owned pipeline systems: the Canadian
xSpeli,s: thGTNta Systet anFoothills P pi Lelis Ltd.in Foothills).al
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Dividend

• On January 28, 2008, TCPL’s Board of Directors declared a quarterly dividend for the quarter ending March 31, 2008
in an aggregate amount equal to the quarterly dividend to be paid on TransCanada’s issued and outstanding
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the Company’s pipeline and energy assets, the availability and price of energy commodities, regulatory processes and
decisions, changes in environmental and other laws and regulations, competitive factors in the pipeline and energy
industry sectors, construction and completion of capital projects, labour, equipment and material costs, access to capital
markets, interest and currency exchange rates, technological developments and the current economic conditions in North
America. By its nature, forward-looking information is subject to various risks and uncertainties, which could cause
TCPL’s actual results and experience to differ materially from the anticipated results or expectations expressed. Additional
information on these and other factors is available in the reports filed by TCPL with Canadian securities regulators and
with the U.S. Securities and Exchange Commission (SEC). Readers are cautioned to not place undue reliance on this
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SEGMENT RESULTS-AT-A-GLANCE
Reconciliation of Comparable Earnings to Net Income
Applicable to ComSaeh Ea 214(esIS)]TJ
9F8 1 TJ
0 -178984 TD
Year ended December50 IS
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PIPELINES – HIGHLIGHTS

Net Earnings
• Net earnings from Pipelines were $686 million in 2007, an increase of $126 million from $560 million in 2006. The

growth was due primarily to the acquisitions of ANR and additional interest in Great Lakes, higher earnings as a
result of the Canadian Mainline and GTN System rate settlements, and an increased ownership interest in
PipeLines LP.

Expanding Asset Base
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non-discriminatory basis. ANR Pipeline’s rates were established pursuant to a settlement approved by a FERC order
issued in February 1998 and the settlement rates became effective November 1, 1997. ANR Storage Company’s rates
were established pursuant to a settlement approved by the FERC in April 1990 and these settlement rates became
effective June 1, 1990. None of ANR’s FERC-regulated operations are required to file for new rates at any time in the
future, nor are any of the operations prohibited from filing a rate case. ANR’s revenues are derived primarily from its
interstate natural gas transmission and storage, gathering and related services. Due to the seasonal nature of the
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Under the terms of certain MGP agreements, TCPL holds an option to acquire up to a five per cent equity ownership in
the natural gas pipeline at the time of the decision to construct. In addition, TCPL gains certain rights of first refusal to
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NATURAL GAS THROUGHPUT VOLUMES
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CARSELAND An 80-MW natural gas-fired cogeneration plant, Carseland is located near Carseland, Alberta.

CANCARB A 27-MW facility fuelled by waste heat from TCPL’s adjacent thermal carbon black facility, Cancarb is
located in Medicine Hat, Alberta.

BRUCE POWER Consisting of two generating stations, Bruce A with approximately 3,000 MW of generating capacity
and Bruce B with approximately 3,200 MW of generating capacity, Bruce Power is located in Ontario. TCPL owns
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Weighted Average Plant Availability(1)

Year ended December 31

2007 2006 2005

Western Power(2) 90% 88% 85%
Eastern Power(3) 96% 95% 83%
Bruce Power 86% 88% 80%
Power LP investment(4) – – 94%
All plants, excluding Bruce Power investment 93% 93% 87%
All plants 91% 91% 84%

(1) Plant availability represents the percentage of time in a year that the plant is available to generate power, whether actually running or
not, reduced by planned and unplanned outages.

(2) The Sheerness PPA is included in Western Power, effective December 31, 2005.

(3) TC Hydro, Bécancour, Baie-des-Sables and Anse-á-Valleau are included in Eastern Power effective April 1, 2005, September 17, 2006,
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In Alberta, TCPL offers a broad range of injection and withdrawal storage alternatives specific to customer needs in
multi-year contracts. Market volatility frequently creates arbitrage opportunities and TCPL’s storage operations offer
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Kibby Wind In January 2008, Maine’s Land Use Regulation Commission voted to recommend the approval of the
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in Corporate. These costs are influenced directly by the amount of debt that TCPL maintains and the degree to which
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CONTRACTUAL OBLIGATIONS

Obligations and Commitments
At December 31, 2007, the Company had total long-term debt of $12.9 billion and US$1.0 billion of Junior
Subordinated Notes, compared to long-term debt of $11.5 billion at December 31, 2006. TCPL’s share of the total debt
of joint ventures, including capital lease obligations, was $903 million at December 31, 2007, compared to $1.3 billion
at December 31, 2006. Total notes payable, including TCPL’s proportionate share of the notes payable of joint ventures,
were $55 million at December 31, 2007, compared to $467 million at December 31, 2006. The security provided by
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At December 31, 2007, the Company’s approximate future purchase obligations were as follow:

PURCHASE OBLIGATIONS(1)

Year ended December 31 (millions of dollars)

Payments Due by Period

Less than 1 - 3 3 - 5 More than
Total one year years years 5 years

Pipelines
Transportation by others(2) 719 197 283 133 106
Capital expenditures(3),(4) 1,677 1,107 567 3 –
Other 153 55 46 46 6

Energy
Commodity purchases(5) 7,381 1,134 1,278 1,225 3,744
Capital expenditures(3),(6)
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The Company and its partners in certain jointly owned entities have severally and joint and severally guaranteed the
performance of these entities related primarily to construction projects, redelivery of natural gas, PPA payments and the
payment of liabilities. TCPL’s share of the potential exposure under these guarantees was estimated at December 31,
2007 to range from $699 million to a maximum of $1,210 million. For certain of these entities, any payments made by
TCPL under these guarantees in excess of its ownership interest are to be reimbursed by its partners. Deferred Amounts
includes $7 million for the fair value of these joint and several guarantees.

TCPL has guaranteed a subsidiary’s equity undertaking that supports the payment, under certain conditions, of principal
and interest on US$75 million of the public debt obligations of TransGas. The Company has a 46.5 per cent interest in
TransGas. Under the terms of a shareholder agreement, TCPL and another major multinational company may be
required to severally 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 Company’s potential exposure is contingent on the impact any change of law would have on the ability
of TransGas to service the debt. There has been no change in applicable law since the issuance of debt in 1995 and,
thus, no exposure for TCPL. The debt matures in 2010. The Company has made no provision related to this guarantee.

RISK MANAGEMENT AND FINANCIAL INSTRUMENTS

FINANCIAL RISKS

Risk Management Overview
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TCPL’s estimation of VaR includes wholly owned subsidiaries, and incorporates relevant risks associated with each
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Balance Sheet Presentation of Derivative Financial Instruments
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CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
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and the total contract is not held for trading or accounted for at fair value. Changes in the fair value of embedded
derivates that are recorded separately are included in Revenues. The Company used January 1, 2003 as the transition
date for embedded derivatives.

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial
instrument. Effective January 1, 2007, the Company began offsetting long-term debt transaction costs against the
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Future Accounting Changes

Rate-Regulated Operations
Effective January 1, 2009, the temporary exemption from CICA Handbook Section 1100, ‘‘Generally Accepted
Accounting Principles’’, which permits the recognition and measurement of assets and liabilities arising from rate
regulation, will be withdrawn. In addition, Section 3465 ‘‘Income Taxes’’ was amended to require the recognition of
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Significant developments that affected quarterly net earnings in 2007 and 2006 were as follow:

• First-quarter 2006 net earnings included proceeds of $18-million after tax ($29-million pre-tax) from a bankruptcy
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Canadian Mainline’s net earnings in fourth-quarter 2007 were $72 million, an increase of $12 million from the
corresponding period in 2006. The increase reflected the impact of the five-year rate case settlement on the Canadian
Mainline, effective January 1, 2007 to December 31, 2011. Canadian Mainline’s net earnings increased due to certain
performance-based incentive arrangements and OM&A cost savings in addition to the positive impact of the increase in
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GLOSSARY OF TERMS

AGIA Alaska Gasline Inducement Act Keystone U.S. TransCanada Keystone Pipeline LP
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED COMPREHENSIVE INCOME

Year ended December 31
(millions of dollars) 2007 2006 2005

Net Income 1,232 1,099 1,230

Other Comprehensive Income/(Loss), net of
income taxes

Change in foreign currency translation gains and losses on
investments in foreign operations(1) (350) 6 (34)

Change in gains and losses on hedges of investments in
foreign operations(2) 79 (6) 15

Change in gains and losses on derivative instruments
designated as cash flow hedges(3) 42 – –

Reclassification to net income of gains and losses on
derivative instruments designated as cash flow hedges
pertaining to prior periods(4) 42 – –

Other comprehensive income/(loss) (187) – (19)

Comprehensive Income 1,045 1,099 1,211

(1) Net of income tax expense of $101 million in 2007 (2006 – $3-million expense; 2005 – $13-million expense).
(2) Net of income tax expense of $41 million in 2007 (2006 – $3-million recovery; 2005 – $8-million expense).
(3) Net of income tax expense of $27 million in 2007.
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED ACCUMULATED OTHER COMPREHENSIVE INCOME

Currency
Translation Cash Flow

(millions of dollars) Adjustment Hedges Total
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TRANSCANADA PIPELINES LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

TransCanada PipeLines Limited (the Company or TCPL) is a leading North American energy company. TCPL operates in two business segments,
Pipelines and Energy, each of which offers different products and services.

Pipelines
The Pipelines segment owns and operates the following:

• a natural gas transmission system extending from the Alberta border east into Québec (Canadian Mainline);

• a natural gas transmission system in Alberta (Alberta System);

• a natural gas transmission system extending from producing fields located primarily in Oklahoma, Texas, Louisiana and the Gulf of Mexico to
markets located primarily in Wisconsin, Michigan, Illinois, Ohio and Indiana, and regulated natural gas storage facilities in Michigan (ANR);

• a natural gas transmission system extending from the British Columbia/Idaho border to the Oregon/California border, traversing Idaho,
Washington and Oregon (GTN System);

• a natural gas transmission system extending from central Alberta to the British Columbia (B.C.)/United States border and to the
Saskatchewan/U.S. border, and from the Alberta border west into southeastern B.C. (Foothills);

• a natural gas transmission system extending from a point near Ehrenberg, Arizona to the Baja California, Mexico/California border
(North Baja);

• natural gas transmission systems in Alberta that supply natural gas to the oilsands region of northern Alberta and to a petrochemical
complex at Joffre, Alberta (Ventures LP);

• a natural gas transmission system in Mexico extending from Naranjos, Veracruz to Tamazunchale, San Luis Potosi (Tamazunchale);

• a 53.6 per cent interest in a natural gas transmission system that connects to the Canadian Mainline and serves markets in Eastern Canada
and northeastern and midwestern U.S. (Great Lakes);

• a 50 per cent interest in a natural gas transmission system that connects with the Canadian Mainline and transports natural gas in Québec,
from Montreal to the Portland system and to Québec City, (TQM); and

• a 61.7 per cent interest in a natural gas transmission system that extends from a point near East Hereford, Québec, to the northeastern
U.S. (Portland).

• a 32.1 per cent interest in TC PipeLines, LP (PipeLines LP), which owns the following:

• a 46.4 per cent interest in Great Lakes, in which TCPL has a 68.5 per cent effective ownership through PipeLines LP and direct interests;

• a 50 per cent interest in a natural gas transmission system extending from a point near Monchy, Saskatchewan, to the U.S. Midwest
(Northern Border), which TCPL began operating in April 2007 and in which it has a 16.1 per cent effective ownership interest through
PipeLines LP; and
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the Alberta Utilities Commission (AUC), a new regulatory body created as a result of the reorganization of the Alberta Energy and Utilities
Board (EUB). The Alberta System was regulated by the EUB prior to this date. The GTN System and North Baja (collectively, GTN), 
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Held-for-trading financial assets and liabilities consist of swaps, options, forwards and futures, and are entered into with the intention of
generating a profit. A financial asset or liability that does not meet this criterion may also be designated as held for trading. Power and
natural gas held-for-trading instruments are initially recorded at their fair value and changes to fair value are included in Revenues. Changes in
the fair value of interest rate and foreign exchange held-for-trading instruments are recorded in Financial Charges and in Interest Income and
Other, respectively. The Company had not designated any financial assets or liabilities as held for trading at December 31, 2007.



86 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

When hedge accounting is discontinued, the amounts recognized previously in Accumulated Other Comprehensive Income are reclassified to
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Future Accounting Changes

Rate-Regulated Operations
Effective January 1, 2009, the temporary exemption from CICA Handbook Section 1100, ‘‘Generally Accepted Accounting Principles’’, which
permits the recognition and measurement of assets and liabilities arising from rate regulation, will be withdrawn. In addition, Section 3465
‘‘Income Taxes’’ was amended to require the recognition of future income tax liabilities and assets. As a result of the changes, TCPL will be
required to recognize future income tax liabilities and assets instead of using the taxes payable method, and will record an offsetting
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TOTAL ASSETS
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NOTE 6 JOINT VENTURE INVESTMENTS

TCPL’s Proportionate Share

Income Before Income Taxes Net Assets
Year ended December 31 December 31Ownership

(millions of dollars) Interest(1) 2007 2006 2005 2007 2006

Pipelines
Northern Border (3) 63 47 – 542 634
Iroquois 44.5%(4) 25 25 29 163





94 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS





96 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Ontario Land Sale
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NOTE 9 LONG-TERM DEBT
2007 2006

Outstanding loan amounts (millions of Outstanding Interest Outstanding Interest
dollars unless otherwise indicated) Maturity Dates
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payment made in November 2007. A floating interest rate based on the three-month LIBOR plus 55 basis points is charged on the senior term
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and unpaid interest to the date of redemption and an amount determined by formula in accordance with the terms of the Junior
Subordinated Notes. The Junior Subordinated Notes were issued under the U.S. shelf prospectus filed in March 2007.

Sensitivity
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Canadian Mainline
In February 2007, TCPL reached a five-year tolls settlement with interested stakeholders for 2007 to 2011 on the Canadian Mainline. In
May 2007, the NEB approved the application as filed, including TCPL’s request that interim tolls for 2007 be made final. The terms of the
settlement are effective January 1, 2007, to December 31, 2011.

As part of the settlement, TCPL and its stakeholders agreed that the cost of capital will reflect a rate of return on common equity (ROE) as
determined by the NEB’s ROE formula, on a deemed common equity ratio of 40 per cent, an increase from 36 per cent. The allowed ROE in
2007 for Canadian Mainline was 8.46 per cent. The remaining capital structure consists of short- and long-term debt following the
agreed-upon redemption of the US$460-million Preferred Securities.

The settlement also established the Canadian Mainline’s fixed operating, maintenance and administration (OM&A) costs for each year of the
five years. Any variance between actual OM&A costs and those agreed to in the settlement will accrue to TCPL from 2007 to 2009. Variances
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GTN
GTN is regulated by the FERC. Both of GTN’s systems, the GTN System and North Baja, operate in accordance with FERC-approved tariffs that
establish maximum and minimum rates for various services. The pipelines are permitted to discount or negotiate these rates on a
non-discriminatory basis. The GTN System filed a general rate case in June 2006 under the Natural Gas Act of 1938. The GTN System filed a
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Regulatory Assets and Liabilities
Remaining
Recovery/

Settlement
Year ended December 31 (millions of dollars) 2007 2006 Period

(years)
Regulatory Assets
Operating and debt-service regulatory assets(1) 85 1
Unrealized losses on derivatives – Canadian Mainline(2) 63 44 1 - 3
Unrealized losses on derivatives – Foothills(2) 33 33 6
Unrealized losses on derivatives – Alberta System(2) 10 7 1 - 5
Foreign exchange on long-term debt principal –  Alberta System(3) 34 33 22
Deferred income tax on carrying costs capitalized during construction of

utility plant – ANR(4) 20 n/a
Unamortized issue costs on Preferred Securities –  Canadian Mainline(5) 19 1919 benefit obost6755550(ed ]TJ
7.6275 -1..515 -1.2572186.36063Tm
0 Tw
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• Options – contractual agreements to convey the right, but not the obligation, for the purchaser to buy or sell a specific amount of a
financial instrument or commodity at a fixed price, either at a fixed date or at any time within a specified period. The Company enters into
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The fair values and notional or principal amount for the derivatives designated as a net investment hedge were as follow:

2007 2006

Asset/(Liability) Notional or Notional or
Principal Principal

December 31 (millions of dollars) Fair Value Amount Fair Value Amount

U.S. dollar cross-currency swaps
(maturing 2009 to 2014) 77 U.S. 350 58 U.S. 400

U.S. dollar options
(maturing 2008) 3 U.S. 600 (6) U.S. 500
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Liquidity Risk
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Non-Derivative Financial Instruments Summary
The carrying and fair values of non-derivative financial instruments were as follow:

Carrying
December 31, 2007 (millions of dollars) Amount Fair Value

Financial Assets(1)

Cash and cash equivalents 504 504
Accounts receivable and other assets(2)(3) 1,231 1,231
Available-for-sale assets(2) 17 17

1,752 1,752

Financial Liabilities(1)(3)

Notes payable 55 55
Accounts payable and deferred amounts(4) 1,452 1,452
Long-term debt and junior subordinated notes 13,908 15,334
Long-term debt set7Cnt vlenurres
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considered in the determination of the overall expected rate of return. The discount rate is based on market interest rates of high quality
bonds that match the timing and benefits expected to be paid under each plan.

A nine per cent annual rate of increase in the per-capita cost of covered health care benefits was assumed for 2008 measurement purposes.
The rate was assumed to decrease gradually to five per cent in 2016 and remain at this level thereafter. A one percentage point change in
assumed health care cost trend rates would have the following effects:

(millions of dollars) Increase Decrease

Effect on total of service and interest cost components 1 (1)
Effect on post-employment benefit obligation 14 (12)

The Company’s net benefit cost is as follows.

Pension Benefit Plans

Year ended December 31 (millions of dollars) 2007 2006 2005 2007 2006 2005

Current service cost 45 39 32 2 3 3
Interest cost 73 65 63 7 8 7
Actual return on plan assets (33) (3i
0  at this l 2.((1219)
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Employee Future Benefits of Joint Ventures
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TCPL and the other co-venture companies involved in the MGP continue to pursue approval of the proposed project, focusing on the
regulatory process and discussions with the Canadian government on the fiscal framework. Project timing is uncertain and is conditional upon
resolution of regulatory and fiscal matters. TCPL’s ability to recover its investment depends on the successful outcome of the project.

Other Commitments
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2007 2006 2005 2004 2003 2002 2001 2000

Per Common Share Data (dollars)
Net income – Basic

Continuing operations $2.28 $2.17 $2.50 $2.03 $1.66 $1.56 $1.44 $1.32
Discontinued operations – 0.06 – 0.11 0.11 – (0.14) 0.13

$2.28 $2.23 $2.50 $2.14 $1.77 $1.56 $1.30 $1.45

Net income – Diluted
Continuing operations $2.28 $2.17 $2.50 $2.03 $1.66 $1.55 $1.44 $1.32
Discontinued operations – 0.06 – 0.11 0.11 – (0.14) 0.13

$2.28 $2.23 $2.50 $2.14 $1.77 $1.55 $1.30 $1.45

Per Preferred Share Data (dollars)
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