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oil sands project activity, developments in the medium to long term in Alberta will provide attractive opportunities for
further additions to crude oil transmission infrastructure.

Energy Assets
TCPL’s Energy business has grown from 754 megawatts (MW) in 1999 to more than 10,900 MW in 2008. The
Company’s diverse power generation portfolio of primarily low-cost, baseload or long-term contracted facilities
comprises a total of 19 plants in Alberta, Eastern Canada, New England, and New York City. The accompanying graph
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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, including those material risks
discussed in the ‘‘Pipelines’’, ‘‘Energy’’ and ‘‘Risk Management and Financial Instruments’’ sections in this MD&A, 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 Canadiae9uriaintca.
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Alberta System
Construction and operation of the Alberta System’s facilities and the terms and conditions of its services, including
rates, are regulated by the AUC, primarily under the provisions of the Gas Utilities Act (Alberta) and the Pipeline Act
(Alberta).

In December 2008, the AUC approved TCPL’s 2008 - 2009 Revenue Requirement Settlement Application, as discussed
further in the ‘‘Pipelines – Opportunities and Developments’’ section of this MD&A.

The Alberta System’s net earnings of $145 million in 2008 were $7 million higher than in 2007. The increase was due
to the recognition of earnings related to the revenue requirement settlement. Earnings in 2007 reflected an ROE of
8.51 per cent on deemed common equity of 35 per cent.

Net earnings of $138 million in 2007 were $2 million higher than in 2006. The increase was primarily due to OM&A
cost savings, partially offset by a lower allowed ROE and a lower investment base in 2007. The allowed ROE prescribed
by the Alberta Energy and Utilities Board, the AUC’s predecessor, was 8.51 per cent in 2007 compared with
8.93 per cent in 2006 on deemed common equity of 35 per cent. 

2008

145

308385Alberta System

Net Ea(ning5)Tj
/F14 1 Tf65 0 0 6 1368071 .006.5021 Tm
( milliogs ofdollarsa)

Alberta System
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volume levels, volumes delivered and prices charged under the various service types, as well as by variations in the costs
of providing services.

GTN’s comparable earnings were $65 million in 2008, an increase of $7 million compared to 2007 primarily due to
decreased OM&A expenses. An increase in revenues for North Baja was offset by a decrease in revenues for the
GTN System.

Comparable earnings were $58 million in 2007, a $12 million increase from 2006. The increase was primarily due to
the positive impact of the rate case settlement in 2007, partially offset by lower long-term firm contracted volumes, a
higher provision taken for non-payment of contract revenues from Calpine and a weaker U.S. dollar in 2007.

Other Pipelines
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remaining costs are primarily expected to be capital expenditures. Service on the majority of the offshore facilities has
been restored and related throughput volumes have returned to near pre-hurricane levels. The timing of the remaining
facilities’ return to service is primarily dependent upon decisions to be made by upstream producers regarding their
damaged facilities in the Gulf of Mexico.

Palomar
In December 2008, Palomar Gas Transmission LLC filed with the FERC for a certificate to build a pipeline extending
from the GTN System in central Oregon, to the Columbia River northwest of Portland. The proposed pipeline is
expected to be capable of transporting up to 1.3 Bcf/d of natural gas. The project is a 50/50 joint venture of GTN and
Northwest Natural Gas Co.

North Baja
In September 2008, the FERC approved North Baja’s application to build a natural gas pipeline to serve the Yucca Power
Plant owned by Arizona Public Service Company. Three miles of the proposed pipeline are expected to be in the U.S.
and owned by North Baja, and another three miles in Mexico are owned by Gasoducto Bajanorte. Pending final
approval by the U.S. Government, construction is expected to commence in first quarter 2009 with a projected
in-service date of May 2009.

Portland
On April 1, 2008, Portland filed a general rate case with the FERC proposing a rate increase of approximately six
per cent as well as other changes to its tariffs. In accordance with a FERC order dated May 1, 2008, the proposed
tariffs went into effect on September 1, 2008, subject to refund. The hearing is scheduled to begin on Jib13,ay 2009S
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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 it. In addition, TCPL gains certain rights of first refusal
to acquire 50 per cent of any divestitures by existing partners and an entitlement to obtain a one-third interest in all
expansion opportunities once the APG reaches a one-third ownership share, with the other natural gas pipeline owners
and the APG sharing the balance.

TCPL and the other co-venture companies involved in the MGP continue to pursue approval of the proposed project,
focusing on obtaining regulatory approval and the Canadian government’s support of an acceptable fiscal framework.
Project timing continues to be uncertain. Detailed discussions with the Canadian government have taken place and
have resulted in a proposal in January 2009 from the government to the MGP. The co-venture group is considering the
proposal and is expected to respond to the government in the near future. In the event the co-venture group is unable
to reach an agreement with the government on an acceptable fiscal framework, the parties will need to determine the
appropriate next steps for the project. For TCPL, this may result in a reassessment of the carrying amount of the
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The GTN System must compete with other pipelines to access natural gas supplies and markets. Transportation service
capacity on the GTN System provides customers in the U.S. Pacific Northwest, California and Nevada with access to
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CANCARB A 27 MW facility fuelled by waste heat from TCPL’s adjacent thermal carbon black (a natural gas by-
product) facility, Cancarb is located in Medicine Hat,adictrta.

BRUCE POWER Bruce Power is a nuclear generating facility located northwest of Toronto, Ontario. TCPL owns
48.9 per cent of Bruce A, which has four 750 MW reactors, two of which are currently being refurbished and are
expected to restart in 2010. TCPL owns 31.6 per cent of Bruce B, which has four operating reactors with a combined
capacity of approximately 3,200 MW.

HALTON HILLS A 683 MW natural gas-fired power plant,aHalton Hills is under construction near the town of Halton
Hills, Ontario, and is expected to be in service in third quarter 2010.

PORTLANDS ENERGY A 550 MW high-efficiency, combined-cycle natural gas generation power plant,aPortlands
Energy is under construction near the downtown area of Toronto, Ontario. The plant is 50 per cent owned by TCPL and
is expected to be commissioned in its combined-cycle mode in first quarter 2009.

BÉCANCOUR A 550 MW natural gas-fired cogeneration power plant,aBécancour is located near Trois-Rivières, Québec.
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to the expiry of certain retail contracts, partially offset by increased utilization from the Alberta PPAs. Approximately
27 per cent of power sales volumes were sold in the spot market in 2008 compared to 24 per cent in 2007.
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Bruce Power
As at December 31, 2008, TCPL and BPC Generation Infrastructure Trust (BPC), a trust established by the Ontario
Municipal Employees Retirement System, each owned a 48.9 per cent interest in Bruce A (2007 – 48.7 per cent). The
remaining 2.2 per cent interest in Bruce A is owned by the Power Workers’ Union Trust, the Society of Energy
Professionals Trust and Bruce Power Employee Investment Trust. The Bruce A partnership subleases Bruce A Units 1 to
4 from the Bruce B partnership. TCPL continues to own 31.6 per cent of Bruce B, which consists of Units 5 to 8 and
the supporting site infrastructure.
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The following Bruce Power financial results reflect the operations of six of the eight Bruce Power units:

Bruce Power Results
Year ended December 31 (millions of dollars)

2008 2007 2006
Bruce Power (100 per cent basis)

Revenues
Power 2,064 1,920 1,861
Other(1) 96 113 71

2,160 2,033 1,932

Operating expenses
Operations and maintenance(2) (1,066) (1,051) (912)
Fuel (139)
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As part of Bruce Power’s contract with the OPA, sales from the Bruce B Units 5 to 8 are subject to a floor price
adjusted annually for inflation on April 1.

Bruce B Floor Price

per MWh

April 1, 2008 – March 31, 2009 $47.66
April 1, 2007 – March 31, 2008 $46.82
April 1, 2006 – March 31, 2007 $45.99

Payments received pursuant to the Bruce B floor price mechanism may be subject to a recapture payment dependent on
annual spot prices over the term of the contract. Bruce B net earnings to date have not included any amounts received
pursuant to this floor mechanism. To further reduce its exposure to spot market prices, as at December 31, 2008,
Bruce B had entered into fixed price sales contracts to sell forward approximately 12,460 GWh for 2009 and
7,100 GWh for 2010.

Plant Availability

Weighted average power plant availability for all plants, excluding Bruce Power, was 79 per cent in
2008 compared to 93 per cent in 2007 and 2006. Plant availability represents the percentage of
time in a year that the plant is available to generate power whether actually running or not.
Western Power’s plant availability was auountfbje8(enegflavatelth ar)19.oughout1, 2007 ane ileratn 200banyn8,

, 200.79ce



MANAGEMENT’S DISCUSSION AND ANALYSIS 39

Natural Gas Storage
TCPL owns or has rights to 120 Bcf of natural gas storage capacity in Alberta, including a 60 per cent ownership
interest in CrossAlta, an independently operated storage facility. TCPL also has contracts for long-term, Alberta-based
storage capacity from a third party, which expire in 2030, subject to early termination rights in 2015.

Natural Gas Storage Capacity
Working Gas Maximum Injection/

Storage Capacity Withdrawal Capacity
(Bcf) (mmcf/d)

Edson 50 725
CrossAlta(1) 32 288
Third-party storage 38 630

120 1,643

(1) Represents TCPL’s 60 per cent ownership interest in CrossAlta, a 54 Bcf, 480 mmcf/d facility.

TCPL believes the market fundamentals for natural gas storage remain unchanged. The Company’s gas storage
capability helps balance seasonal and short-term supply and demand, and adds flexibility to the delivery of natural gas
to Alberta and the rest of North America. The increasing seasonal imbalance in North American natural gas supply and
demand has increased natural gas price volatility and the demand for storage services. Alberta-based storage will
continue to serve market needs and could play an important role should additional gas supplies be connected to North
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Halton Hills

project, located in the GaspS
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Uncontracted Volumes
Energy has uncontracted power sales volumes in Western Power and Eastern Power and through its investment in Bruce
Power. In addition, with the acquisition of Ravenswood, at December 31, 2008, Eastern Power significantly increased its
level of uncontracted sales volumes, which are subject to price volatility. Sale of uncontracted power volumes into the
spot market is subject to market price volatility, which directly impacts earnings. Bruce B has a significant amount of
uncontracted volumes subject to a floor price mechanism that are sold into the wholesale power spot market under
contract price terms with the OPA, while 100 per cent of the Bruce A output is sold into the Ontario wholesale power
spot market under fixed contract price terms with the OPA. The natural gas sto market under
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MANAGEMENT’S DISCUSSION AND ANALYSIS45Corporate’s results, although this impact is primarily mitigated by offsetting U.S.-dollar exposures in certain of TCPL’s

other businesses and by the Company’s hedging activities.
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• a US$300 million committed, syndicated revolving facility, maturing February 2013. This facility is part of the
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respectively. The proceeds are expected to be used to fund the Alberta System and Canadian Mainline rate bases. These
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dependent on various factors, including future investment returns achieved on plan assets, the level of interest rates,
changes to plan design and actuarial assumptions, actual plan experience versus projections and amendments to
pension plan regulations and legislation. Increases in the level of required plan funding are not expected to have a
material impact on the Company’s liquidity.

Bruce Power
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The Company and its partners in certain jointly owned entities have severally as well as jointly and severally guaranteed
the financial 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 eserfors1
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• Options – contractual agreements to convey the right, but not the obligation, of the purchaser to buy or sell a
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exposure to certain counterparties where it is deemed warranted and permitted under contractual terms. As part of its
ongoing operations, TCPL must balance its market risk and counterparty credit risk when making business decisions.

Certain subsidiaries of Calpine filed for bankruptcy protection in both Canada and the U.S. in 2005. Gas Transmission
Northwest Corporation (GTNC) and Portland Natural Gas Transmission System (PNGTS) reached agreements with
Calpine for allowed unsecured claims in the Calpine bankruptcy. In February 2008, GTNC and PNGTS received initial
distributions of 9.4 million common shares and 6.1 million common shares of Calpine, respectively, which represented
approximately 85 per cent of their agreed-upon claims. In 2008, these shares were subsequently sold into the open
market and resulted in total pre-tax gains of $279 million. Claims by NOVA Gas Transmission Limited and Foothills Pipe
Lines (South B.C.) Ltd. for $32 million and $44 million, respectively, were received in cash in January 2008 and will be
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Derivative Financial Instruments Summary
Information for the Company’s derivative financial instruments is as follows:

2008

December 31
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(5)
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environmental management systems, ISO 14001, and focuses resources on the areas of significant risk to the
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TCPL is not aware of any material outstanding orders, claims or lawsuits against the Company in relation to the release
or discharge of any material into the environment or in connection with environmental protection.
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Revenues. Changes in the fair value of interest rate and foreign exchange rate held-for-trading instruments are recorded
in Financial Charges and in Interest Income and Other, respectively.

The available-for-sale classification includes non-derivative financial assets that are designated as available for sale or are
not included in the other three classifications. These instruments are accounted for initially at their fair value and
changes to fair value are recorded through Other Comprehensive Income. Trade receivables, loans and other receivables
with fixed or determinable payments that are not quoted in an active market are classified as ‘‘loans and receivables’’
and are measured at amortized cost using the effective interest method, net of any impairment. Other financial liabilities
consist of liabilities not classified as held for trading. Items in this financial instrument category are recognized at
amortized cost using the effective interest method.

The recognition of gains and losses on the derivatives for the Canadian Mainline, Alberta System and Foothills
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Depreciation and Amortization Expense
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TCPL is currently considering the impact a conversion to IFRS or U.S. GAAP would have on its accounting systems and
financial statements. TCPL’s conversion project planning includes an analysis of project structure and governance,
resources and training, analysis of key GAAP differences and a phased approach to the assessment of current
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U.S. GAAP
As an SEC registrant, TCPL is currently required to prepare and file a reconciliation from Canadian GAAP to U.S. GAAP.
The differences that have the most significant impact on TCPL, as outlined in the reconciliation, include valuation of
proprietary natural gas inventory held in storage, measurement of the deficit or surplus of defined benefit pension plans
and recognition of deferred tax liabilities for TCPL’s rate-regulated business. As previously noted, effective January 1,
2009, the U.S. GAAP difference with respect to recognition of deferred tax liabilities for TCPL’s rate-regulated businesses
will be eliminated.

SELECTED QUARTERLY CONSOLIDATED FINANCIAL DATA(1)

(unaudited) 2008

(millions of dollars except per share amounts)
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FOURTH QUARTER 2008 HIGHLIGHTS

CONSOLIDATED RESULTS OF OPERATIONS
Reconciliation of Comparable Earnings to Net Income
Applicable to Common Shares

(unaudited)
(millions of dollars) 2008 2007
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Eastern Power’s operating income of $73 million in fourth quarter 2008 increased $7 million compared to $66 million in
fourth quarter 2007. The increase was due to higher realized prices on sales to commercial and industrial customers in
New England, the positive impact of the strono(U.S. dollaron in fourth quarter 200l and incr)11(ementriaeater)-.3(natis fncr)19.omof tin
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SEC U.S. Securities and Exchange Trans Qu ´
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To the Shareholders of TransCanada PipeLines Limited
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED COMPREHENSIVE INCOME

Year ended December 31
(millions of dollars) 2008 2007 2006
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Revenue Recognition

Pipelines
In the Pipelines segment, revenues from Canadian operations subject to rate regulation are recognized in accordance with decisions made by
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The CICA Handbook requires that all financial instruments initially be included on the balance sheet at their fair value. Subsequent
measurement of the financial instruments is based on their classification. Financial assets are classified into the following categories: held for
trading, available for sale, held-to-maturity investments and loans and receivables. Financial liabilities are classified as held for trading or other
financial liabilities.
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In a fair value hedging relationship, the carrying value of the hedged item is adjusted for changes in fair value attributable to the hedged risk.
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the active employees. When the restructuring of a benefit plan gives rise to both a curtailment and a settlement, the curtailment is accounted
for prior to the settlement.

The Company has medium-term incentive plans, which are payable in cash to eligible employees. The expense related to these incentive plans
is accounted for on an accrual basis. Under these plans, units vest when certain conditions are met, including the employees’ continued
employment during a specified period and achievement of specified corporate performance targets.

Certain of the Company’s joint ventures sponsor DB Plans. The Company records its proportionate share of expenses, funding contributions
and accrued benefit assets and liabilities related to these plans.

NOTE 3 ACCOUNTING CHANGES

Future Accounting Changes

RassmeguelatedO peautions
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ANR and Great Lakes
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US$2 million. Beginning December 2007, PipeLines LP owned 100 per cent of Tuscarora, resulting in TCPL’s effective ownership of
32.1 per cent, net of non-controlling interests.

In December 2006, PipeLines LP acquired an additional 49 per cent controlling general partner interest in Tuscarora for US$100 million in
addition to indirectly assuming US$37 million of debt. The purchase price was allocated US$79 million to Goodwill, US$37 million to
Long-Term Debt, and the balance primarily to Plant, Property and Equipment. Factors that contributed to goodwill included opportunities for
expansion and a stronger competitive position. The goodwill recognized on this transaction is amortizable for tax purposes. PipeLines LP began
consolidating its investment in Tuscarora in December 2006.

Northern Border
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NOTE 10 LONG-TERM DEBT
2008 2007

Outstanding loan amounts (millions of Outstanding Interest Outstanding Interest
dollars unless otherwise indicated) Maturity Dates December 31 Rate





NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 103 TC PipeLines, LP In February 2007, PipeLines LP increased its syndicated revolving credit and term loan facility in connection with its acquisition of a
460 Mper cent interest in Great Lakes. The amount available under the facility increased to US$950 million from US$410 million and consisted
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Canadian Mainline
The Canadian Mainline currently operates under a five-year tolls settlement, which is effective January 1, 2007, to December 31, 2011.
Canadian Mainline’s cost of capital for establishing tolls under the settlement reflects 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. The allowed ROE in 2008 for Canadian Mainline was
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certain actions under the Natural Gas Act of 1938, including any filings. The GTN System is also required to file a rate case within seven years.
Rates for capacity on North Baja were established in 2002 in the FERC’s initial order certifying construction and operations of North Baja.

Great Lakes
Great Lakes’ rates and tariffs are regulated by the FERC. In 2000, Great Lakes negotiated an overall rate settlement with its customers that
established the rates currently in effect. The settlement expired October 31, 2005, with no requirement to file for new rates at any time, nor is
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NOTE 17 COMMON SHARES

Number of Shares Amount

(thousands) (millions of dollars)
Outstanding at December 31, 2005 and 2006 483,344 4,712

Issued for cash or cash equivalent 48,205 1,842

Outstanding at December 31, 2007 531,549 6,554
Issued for cash or cash equivalent 66,341 2,419

Outstanding at December 31, 2008 597,890 8,973

Common Shares Issued and Outstanding
The Company is authorized to issue an unlimited number of common shares without par value.
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Commodity Price Risk
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TCPL manages its capital structure in a manner consistent with the risk characteristics of the underlying assets. The Company’s management
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Fair Value of Long-Term Debt and Other Long-Term Securities
The carrying and fair values of long-term debt and other long-term securities were as follows:

2008 2007

Carrying Carrying
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(1)
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Reconciliation of Asset Retirement Obligations(1)

(millions of dollars) Pipelines Energy Total

Balance at January 1, 2006 4 29 33
New obligations and revisions in estimated cash flows 4 6 10
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The following are estimated future benefit payments, which reflect expected future service:

Pension Other
(millions of dollars) Benefits Benefits

2009 77 8
2010 81 9
2011 84 9
2012 88 10
2013 91 10
2014 to 2018 510 59
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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) 2008 2007 2006 2008 2007 2006

Current service cost 52 45 39 2 2 3
Interest cost 80 73 65 8 7 8
Actual return on plan assets 222 (33) (134) 10 (2) (6)
Actuarial (gain)/loss (261) (22) 53 55

722)554)
t coseandea(Actuap planmr emr toss)Tj
/F10 1 Tf
22.69 1 TfD
0 Tw4(8)Tj
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TCPL’s commitments under the acquired Alberta PPAs are considered to be operating leases and a portion of these PPAs have been subleased to
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NINE-YEAR FINANCIAL HIGHLIGHTS
(millions of dollars except where indicated) 2008 2007 2006 2005 2004 2003 2002 2001 2000

Income Statement
Revenues 8,619 8,828 7,520 6,124 5,497 5,636 5,225 5,285 4,384
Net income from continuing operations 1,442 1,232 1,071 1,230 1,000 823 769 708 663
Net income/(loss) by segment

Pipelines 902 686 560 679 584 625 639 572 613
Energy 614
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2008 2007 2006 2005 2004 2003 2002 2001 2000

Per Common Share Data (dollars)
Net income – Basic

Continuing operations $2.59
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