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The Company completed, placed in service and advanced the following power generation assets:

• completed the $700 million, 683 megawatt (MW) Halton Hills generating station, on time and on budget, in the fall
of 2010 when it began delivering low-emission, natural gas-sourced power to the Ontario market;

• completed the US$350 million Kibby Wind project, a 44 turbine, 132 MW wind farm in Maine ahead of schedule
and on budget; and

• advanced construction of the US$500 million Coolidge generation station, which is approximately 95 per cent
complete, with commissioning approximately 80 per cent finished. Coolidge is anticipated to be in service in second
quarter 2011.

TCPL’s Businesses Are Organized Into Three Segments – Natural Gas Pipelines, Oil Pipelines and Energy

The Natural Gas Pipelines and Oil Pipelines businesses consist of large-scale natural gas and crude oil pipelines,
respectively, primarily situated in Canada and the U.S. TCPL is also the general partner of TC PipeLines, LP
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5Combined with the regulated natural gas storage in Michigan included in Natural Gas Pipelines, TCPL provides natural
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HIGHLIGHTS

Earnings

• Net Income was $1,256 million and Net Income Applicable to Common Shares was $1,234 million in 2010 compared
to $1,379 million and $1,357 million, respectively, in 2009.

• TCPL’s Comparable Earnings of $1,368 million in 2010 excluded a $127 million after-tax valuation provision for the
Mackenzie Gas Project (MGP).

Cash Flow
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changes in environmental and other laws and regulations, competitive factors in the pipeline and energy sectors,
construction and completion of capital projects, labour, equipment and material costs, access to capital markets, interest
and currency exchange rates, technological developments, and 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
Natural Gas Pipelines, Oil 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 Canadian
securities regulators and with the U.S. Securities and Exchange Commission (SEC). Readers are cautioned not to place
undue reliance on this forward-looking information, which is given as of the date it is expressed in this MD&A or
otherwise, and not to use future-oriented information or financial outlooks for anything other than their intended
purpose. TCPL undertakes no obligation to update publicly or revise any forward-looking information, whether as a
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GAS PACIFICO/INNERGY Owned 30 per cent by TCPL, Gas Pacifico is a 540 km (336 miles) natural gas pipeline
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for capital from other North American gas production basins that have lower exploration costs. Drilling levels in the
WCSB are expected to recover in the future, assuming natural gas prices increase and finding and development costs
continue to improve. As part of the Alberta government’s competitiveness review, the existing oil and gas royalty
framework was substantially revamped. These changes are expected to increase investment in the WCSB, which should
also support increased activity levels. TCPL expects there will be excess natural gas pipeline capacity from the WCSB to
markets outside Alberta for the foreseeable future as a result of capacity expansions on natural gas pipelines over the
past decade, competition from other pipelines and supply basins, and significant growth in natural gas consumption
within Alberta driven primarily by oil sands and electricity generation requirements.

TCPL’s Alberta System is the major natural gas gathering and transportation system for the WCSB, connecting most of
the natural gas processing plants in Western Canada to domestic and export markets. Despite reduced overall drilling
levels, increased drilling rates in certain areas of the WCSB have resulted in the need for new natural gas transmission
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competing pipeline project out of the Rocky Mountain basin to the California border. The owner of this competing
pipeline has announced it is expected to be in service in 2011.

Regulatory Risk Regulatory decisions continue to have an impact on the financial returns from existing investments in
TCPL’s Canadian natural gas pipelines and are expected to have a similar impact on financial returns from future
investments. Through rate applications and negotiated settlements, TCPL has been able to improve the financial returns
of its Canadian natural gas pipeline and their capital structures.

Regulations and decisions issued by U.S. regulatory bodies, particularly the FERC, Environmental Protection Agency (EPA)
and Department of Transportation, may have an impact on the financial performance of TCPL’s U.S. pipelines. TCPL
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bases of these pipelines as annual depreciation outpaces capital investment. A net decline in the average investment
base would have the effect of reducing year-over-year earnings from these assets. Under the current regulatory model,
earnings from Canadian natural gas pipelines are not affected by short-term fluctuations in the commodity price of
natural gas, changes in throughput volumes or changes in contract levels.

The in service of Bison in January 2011 and the expected in service of Guadalajara in mid-2011 will positively impact
earnings of U.S. Natural Gas Pipelines. The ability to recontract available capacity at attractive rates is influenced by
prevailing market conditions and competitive factors, including competing natural gas pipelines and supply from other
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Three entities, each of which had entered into Transportation Service Agreements for the Cushing Extension, have filed
separate Statements of Claim against certain of TCPL’s Keystone subsidiaries in the Alberta Court of Queen’s Bench,
seeking declaratory relief, or alternatively, damages in varying amounts. One of the claims has been discontinued on a
without-cost and without-liability basis. The Company believes the remaining claims to be without merit and will
vigorously defend against them.

Marketlink Projects The Company is pursuing opportunities to transport growing Bakken shale crude oil production
from the Willistonudeously, merit and wilana
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CANCARB
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ENERGY – HIGHLIGHTS

• Energy’s comparable EBIT was $748 million in 2010, a decrease of $36 million from $784 million in 2009.

• In 2010, the Company invested $1.1 billion in Energy capital projects, including:
• the 683 MW Halton Hills generating facility, which was fully commissioned in September 2010, on time and

on budget;
• the second phase of the Kibby Wind farm, which was placed in service in October 2010 and included the

installation of an additional 22 turbines, ahead of schedule and on budget; and
• the restart of Bruce A Units 1 and 2 as well as construction of Coolidge and the two remaining wind farms at

Cartier Wind.
• Successful installation of the last of the fuel channel assemblies (FCA) and significant staff demobilization at Bruce A

Unit 2 was achieved.
• Approximately 1,500 MW of generation capacity was under construction and in development at December 31, 2010,

at an anticipated total capital cost of approximately $3.2 billion.

POWER PLANTS – NOMINAL GENERATING CAPACITY AND FUEL TYPE
MW Fuel Type
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Bruce Power Results(1)
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TCPL’s proportionate share of Bruce B’s Comparable EBITDA decreased $97 million to $207 million in 2010 compared to
2009. The decrease was primarily due to lower realized prices resulting from expiration of fixed-price contracts at higher
prices, the payment made to Bruce A and a higher annual lease expense in 2010, partially offset by higher volumes.
Provisions in the lease agreement with Ontario Power Generation allow for a reduction in the annual lease expense if
the annual average Ontario spot price for electricity is less than $30 per megawatt hour (MWh). No lease expense
reduction was available in 2010 while lease expense was reduced in 2009. The annual average Ontario spot price was
$36.25 per MWh in 2010 compared to $29.52 per MWh in 2009 and $48.83 per MWh in 2008.

Amounts received under the Bruce B floor price mechanism within a calendar year are subject to repayment if the
monthly average spot price exceeds the floor price. In both 2010 and 2009, no amounts recorded in revenue were
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Bruce B Floor Price

per MWh

April 1, 2010 – March 31, 2011 $48.96
April 1, 2009 – March 31, 2010 $48.76
April 1, 2008 – March 31, 2009 $47.66

Payments received pursuant to the Bruce B floor price mechanism were previously subject to a recapture payment
dependent on annual spot prices over the entire term of the contract. In July 2009, the contract with the OPA was
amended making payments received pursuant to the floor price mechanism subject to recapture payments dependent
on monthly average spot prices only within each calendar year.

Bruce B enters into fixed-price contracts under which it receives the difference between the contract price and spot
price. As a result, Bruce B’s 2010 realized price of $58 per MWh reflected revenues recognized from both the floor
price mechanism and contract sales. Realized prices were $64 per MWh and $57 per MWh in 2009 and 2008,
respectively. Most of the higher-priced contracts entered into in prior years expired at December 31, 2010, which is
expected to result in a further reduction in realized prices at Bruce B for future periods. As at December 31, 2010,
Bruce B had entered into fixed-price contracts to sell forward approximately 500 GWh for 2011 and 700 GWh for
2012, representing TCPL’s proportionate share.

U.S. Power U.S. Power owns approximately 3,800 MW of power generation capacity, consisting of Ravenswood,
TC Hydro, Ocean State Power (OSP), and Kibby Wind. Ravenswood, located in Queens, New York and acquired in
August 2008, is a 2,480 MW natural gas and oil-fired generating facility consisting of multiple units employing steam
turbine, combined-cycle and combustion turbine technology with the capacity to serve approximately 20 per cent of the
overall peak load in New York City. The TC Hydro assets include 13 hydroelectric stations housing a total of
39 hydroelectric generating units in New Hampshire, Vermont and Massachusetts with total generating capacity of
583 MW. OSP, a 560 MW natural gas-fired combined-cycle facility, is the largest power plant in Rhode Island and Kibby
Wind is a 132 MW wind farm located in Maine. The first 66 MW phase of Kibby Wind was placed in service in
October 2009 and the second 66 MW phase went into service in October 2010.

U.S. Power conducts its business primarily in the deregulated New Englandhare.2(ork anPJMt. 
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New England and New York markets, reduced lease costs, higher realized prices and incremental earnings from
Kibby Wind.

U.S. Power’s Power Revenues of US$1,090 million in 2010 increased US$348 million from US$742 million in 2009
primarily due to higher volumes of power sold, higher realized power prices, and incremental revenues from Kibby
Wind. Capacity Revenue of US$231 million in 2010 increased US$62 million from US$169 million in 2009 primarily due
to higher capacity prices as a result of the long-planned retirement of a power generating facility owned by the
New York Power Authority, which occurred at the end of January 2010. The increases in capacity prices were partially
offset by the impact of the Ravenswood Unit 30 outage, which occurred from September 2008 to May 2009.

Power Commodity Purchases Resold increased US$234 million in 2010 compared to 2009 primarily due to an increase
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The Company’s natural gas storage capability helps balance seasonal and short-term supply and demand, and adds
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proceed with the Oakville generating station. TCPL is negotiating a settlement with the OPA that would terminate the
Clean Energy Supply contract and compensate TCPL for the economic consequences associated with the contract’s
termination.

Kibby Wind The 66 MW second phase of the Kibby Wind power project went into service in October 2010 and
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including the payment of market-based penalties related to availability requirements and by certain sales contracts that
share operating risks with the purchaser. In the event a PPA power supplier experiences a verified force majeure event,
TCPL is not entitled to receive market-based penalties for the duration of the verified force majeure event and the
monthly capacity payments paid to the supplier are eliminated during the same period. Unexpected plant outages,
including unexpected delays in ending planned outages, could result in lower plant output and sales revenue, reduced
capacity payments and margins, and increased maintenance costs. At certain times, unplanned outages may require
power or natural gas purchases at market prices to ensure TCPL meets its contractual obligations.

Weather
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CASH FLOW AND CAPITAL RESOURCES

Cash Generated from Operations
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Dividends
Cash dividends on common and preferred shares amounting to $1.1 billion were paid in 2010 (2009 – $998 million;
2008 – $817 million). The increase in dividends paid in 2010 compared to 2009 was primarily due to a greater number
of common shares outstanding.
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the anticipated 2011 level for the next several years to amortize solvency deficiencies in addition to normal costs. The
Company’s 2011 net benefit cost is expected to increase from 2010 primarily due to a lower projected discount rate.
However, future net benefit costs and the amount of beevelO contributions will be dependent on various factors,
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Risk management strategies, policies and limits are designed to ensure TCPL’s risks and related exposures are in line
with the Company’s business objectives and risk tolerance. Risks are managed within limits ultimately established by the
Company’s Board of Directors, implemented by senior management and monitored by risk management and internal
audit personnel. The Board of Directors’ Audit Committee oversees how management monitors compliance with risk
management policies and procedures, and oversees management’eviewd of theadequacyd of thefinianialh risk
managementframework. Iinter na (audit personne assistf the Audit Committeehinmits overight or)188(told by peformingd r)19.7(guloar)]TJ
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The Company assesses its commodity contracts and derivative instruments used to manage commodity risk to determine
the appropriate accounting treatment. Contracts, with the exception of leases, have been assessed to determine
whether they or certain aspects of them meet the definition of a derivative. Certain commodity purchase and sale
contracts are derivatives but fair value accounting is not required, as they were entered into and continue to be held for
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The fair values and notional or principal amounts for the derivatives designated as a net investment hedge were
as follows:

Asset/(Liability)
2010
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TCPL’s maximum counterparty credit exposure with respect to financial instruments at the Balance Sheet date, without
taking into account security held, consisted of accounts receivable, the fair value of derivative assets and notes, loans
and advances receivable. The carrying amounts and fair values of these financial assets, except amounts for derivative
assets, are included in Accounts Receivable and Other in the Non-Derivative Financial Instruments Summary table
located in the Fair Values section below. Letters of credit and cash are the primary types of security provided to support
these amounts. The majority of counterparty credit exposure is with counterparties that are investment grade. At
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The total capital managed by the Company was as follows:

December 31 
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Non-Derivative Financial Instruments Summary
The carrying and fair values of non-derivative financial instruments were as follows:

2010 2009

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

Financial Assets
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The following table presents the net change in the Level III fair value category:

(millions of dollars, pre-tax) Derivatives
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are responsible for the Company’s HS&E performance. The Company is committed to being an industry leader in
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TCPL’s pipelines are designed, constructed and operated to the highest industry standards and meet or exceed all
regulatory requirements. Keystone is continuously monitored and is fully automated with remotely-started secure pumps
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CONTROLS AND PROCEDURES

Evaluation of [5losure Controls and ProceduresES
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Rate-Regulated Accounting
The Company accounts for the impacts of rate regulation in accordance with GAAP. The following three criteria must
be met to use these accounting principles:

• the rates for regulated services or activities must be established by or subject to approval by a regulator;

• the regulated rates must be designed to recover the cost of providing the services or products; and
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The Company also enters into cash flow hedges and fair value hedges for activities subject to rate regulation. Any gains
and losses arising from changes in the fair value of these hedges can be recovered through the tolls charged by the
Company. As a result, any gains and losses are deferred as Regulatory Assets or Regulatory Liabilities on behalf of the
ratepayers. When the hedges are settled, the realized gains and losses are refunded to or collected from the ratepayers
in subsequent years.

In hedging the foreign currency exposure of a net investment in a self-sustaining foreign operation, the effective portion
of foreign exchange gains and losses on the hedging instruments is recognized in Other Comprehensive (Loss)/Income
and the ineffective portion is recognized in Net Income. The amounts recognized previously in AOCI are reclassified to
Net Income in the event the Company reduces its investment in a foreign operation.

The fair value of financial instruments and hedges, where fair value does not approximate carrying value, is primarily
derived from market values adjusted for credit risk, which can fluctuate widely from period to period. Since the changes
in fair value are recorded through earnings, fluctuations can result in variability in Net Income.

Financial instruments and hedges, including risks associated with fluctuations to earnings and cash flows, are discussed
further in the Risk Management and Financial Instruments section in this MD&A.

Depreciation and Amortization Expense
TCPL’s Plant, Property and Equipment are depreciated on a straight-line basis over their estimated useful lives once they
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particular fiscal year remain relatively stable with fluctuations resulting from adjustments being recorded due to
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public offering of PipeLines LP common units in fourth quarter 2009. The $60 million increase in Comparable Earnings
reflected:
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GLOSSARY OF TERMS

AcSB Accounting Standards Board Cancarb A waste-heat fuelled power plant at
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Sundance A A coal-fired power generating facility Tuscarora A natural gas transmission system
near Wabamun, Alberta extending from Malin, Oregon to

Wadsworth, NevadaSundance B A coal-fired power generating facility
near Wabamun, Alberta U.S. United States

Tamazunchale A natural gas pipeline in Mexico U.S. GAAP U.S. generally accepted accounting
extending from Naranjos, Veracruz to principles



consistent with the consolidated financial statements. 

Management is responsible for establishing and maintaining adequate internal control over

financial reporting for the Company. Management has designed and maintains a system of

internal controls over financial reporting, including a program of internal audits to carry out

its responsibility. Management believes these controls provide reasonable assurance that

financial records are reliable and form a proper basis for the preparation of financial

statements. The internal controls over financial reporting include management’s

communication to employees of policies that govern ethical business conduct. 
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To the Shareholders of TransCanada PipeLines Limited
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED BALANCE SHEET

December 31
(millions of dollars) 2010 2009

ASSETS

Current Assets
Cash and cash equivalents 752 979
Accounts receivable 1,280 968
Due from TransCanada Corporation (Note 25) 1,363 845
Inventories 425 511
Other 777 701
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED COMPREHENSIVE INCOME

Year ended December 31
(millions of dollars) 2010 2009 2008

Net Income 1,256 1,379 1,442

Other Comprehensive (Loss)/Income, Net of Income
Taxes

Change in foreign currency translation gains and losses on
net investments in foreign operations(1) (180) (471) 571

Change in gains and losses on financial derivatives to
hedge the net investments in foreign operations(2) 89 258 (589)

Change in gains and losses on derivative instruments
designated as cash flow hedges(3) (137) 77 (60)

Reclassification to Net Income of gains and losses on
derivative instruments designated as cash flow hedges
pertaining to prior periods(4) (17) (24) (23)

Change in gains and losses on available-for-sale financial
instruments(5) – – 2

Other Comprehensive Loss (245) (160) (99)

Comprehensive Income 1,011 1,219 1,343

(1) Net of income tax expense of $65 million in 2010 (2009 – $92 million expense; 2008 – $104 million recovery).
(2) Net of income tax expense of $37 million in 2010 (2009 – $124 million expense; 2008 – $303 million recovery).
(3) Net of income tax recovery of $95 million in 2010 (2009 – $7 million expense; 2008 – $41 million recovery).
(4) Net of income tax expense of $21 million in 2010 (2009 – $9 million expense; 2008 – $19 million recovery).
(5) Net of income tax expense of nil in 2008.

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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TRANSCANADA PIPELINES LIMITED
CONSOLIDATED ACCUMULATED OTHER COMPREHENSIVE (LOSS)/INCOME

Currency Cash Flow
Translation Hedges and

(millions of dollars) Adjustments Other Total

Balance at January 1, 2008 (361) (12) (373)
Change in foreign currency translation gains and losses

on net investments in foreign operations(1) 571 – 571
Change in gains and losses on financial derivatives to

hedge the net investments in foreign operations
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TRANSCANADA PIPELINES LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 DESCRIPTION OF TRANSCANADA PIPELINES LIMITED’S BUSINESS

TransCanada Pipelines Limited (TCPL or the Company) is a wholly owned subsidiary of TransCanada Corporation (TransCanada) and is a
leading North American energy company. TCPL operates in three business segments, Natural Gas Pipelines, Oil Pipelines and Energy, each of
which offers different products and services.

Natural Gas Pipelines
The Natural Gas Pipelines segment consists of the Company’s investments in regulated natural gas pipelines and regulated natural gas storage
facilities. Through its Natural Gas Pipelines segment, TCPL owns and operates:
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Interests. TCPL proportionately consolidates its share of the accounts of joint ventures in which the Company is able to exercise joint control.
TCPL uses the equity method of accounting for investments over which the Company is able to exercise significant influence.

Regulation
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Power Purchase Arrangements
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GEOGRAPHIC INFORMATION

Year ended December 31 (millions of dollars) 2010 2009 2008

Revenues(1)

Canada – domestic 4,368 5,079 4,551
Canada – export 838 756 1,125
United States and other 2,858 2,346 2,871

8,064 8,181 8,547

(1) Revenues are attributed based on the country in which the product or service originated.

December 31 (millions of dollars) 2010 2009

Plant, Property and Equipment
Canada 21,561 20,266
United States and other 14,683 12,613

36,244 32,879

CAPITAL EXPENDITURES

Year ended December 31 (millions of dollars) 2010 2009 2008

Natural Gas Pipelines 1,196 965 916
Oil Pipelines 2,696 2,939 938
Energy 1,129 1,487 1,266
Corporate 15 26 14

5,036 5,417 3,134
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NOTE 5 PLANT, PROPERTY AND EQUIPMENT

2010 2009

Accumulated Net Accumulated Net
December 31 (millions of dollars) Cost Depreciation Book Value Cost Depreciation Book Value

Natural Gas Pipelines(1)

Canadian Mainline
Pipeline 8,768 4,730 4,038 8,752 4,501 4,251
Compression 3,385 1,651 1,734
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(3) Includes $1.4 billion at December 31, 2010 relating to the Keystone U.S. Gulf Coast Expansion. This phase of Keystone remains subject to
regulatory approvals.

(4) Includes assets under capital lease relating to Bruce Power.
(5) Includes facilities with long-term PPAs that are accounted for as operating leases. The cost and accumulated depreciation of these facilities

were $89 million and $19 million, respectively, at December 31, 2010 (2009 – $93 million and $17 million, respectively). Revenues of
$15 million were recognized in 2010 (2009 – $15 million; 2008 – $14 million) through the sale of electricity under the related PPAs.
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NOTE 10 LONG-TERM DEBT
2010 2009

Outstanding loan amounts Outstanding Interest Outstanding Interest
(millions of dollars) Maturity Dates December 31 Rate(1) December 31 Rate(1)

TRANSCANADA PIPELINES LIMITED
Debentures

Canadian dollars 2014 to 2020 872 10.9% 1,002 10.9%
U.S. dollars (2010 and 2009 – US$600) 2012 to 2021 595 9.5% 626 9.5%

Medium-Term Notes
Canadian dollars 2011 to 2039 4,150 6.2% 4,148 6.2%

Senior Unsecured Notes
U.S. dollars (2010 – US$8,626; 2009 –

US$6,496)(2) 2013 to 2040 8,490 5.7% 6,727 6.7%

14,107 12,503

NOVA GAS TRANSMISSION LTD.
Debentures and Notes

Canadian dollars 2014 to 2024 390 11.4% 430 11.5%
U.S. dollars (2010 and 2009 – US$375) 2012 to 2023 371 8.2%
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Interest Expense
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The Company uses derivatives as part of its overall risk management strategy to manage the exposure to market risk that results from these
activities. Derivative contracts used to manage market risk generally consist of the following:

• Forwards and futures contracts – contractual agreements to purchase or sell a specific financial instrument or commodity at a specified price
and date in the future. TCPL enters into foreign exchange and commodity forwards and futures to mitigate the impact of volatility in
foreign exchange rates and commodity prices.

• Swaps – contractual agreements between two parties to exchange streams of payments over time according to specified terms. The
Company enters into interest rate, cross-currency and commodity swaps to mitigate the impact of changes in interest rates, foreign
exchange rates and commodity prices.

• Options – contractual agreements to convey the right, but not the obligation, of the purchaser to buy or sell a specific amount of a financial
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U.S. dollar-denominated financing costs and by the Company’s hedging activities. TCPL has a greater exposure to U.S. currency fluctuations
than in prior years due to growth in its U.S. operations, partially offset by increased levels of U.S. dollar-denominated interest expense.

The Company uses foreign currency and interest rate derivatives to manage the foreign exchange and interest rate risks related to its debt and



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 123



124 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The total capital managed by  0company was as follows:24millions of dollars)24
Notes payable24
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(3) Recorded at amortized cost except for $250 million (2009 – $250 million) of Long-Term Debt, which is adjusted to fai48te,4.S

43)
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Derivative Financial Instruments Summary
Information for the Company’s derivative financial instruments for 2010 is as follows:
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Reconciliation of Asset Retirement Obligations(1)

Natural
Gas

(millions of dollars) Pipelines Energy Total

Balance at January 1, 2008 25 63 88
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The following are estimated future beneficg.0tents, which ureflect expectted futureservice:S
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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) 2010 2009 2008 2010 2009 2008

Current service cost 50 45 52 2 2 2
Interest cost 89 89 80 9 9 8
Actual return on plan assets (177) (206) 222 (3) (5) 10
Actuarial loss/(gain) 95 107 (261) 8 10 (21)
Plan amendment – – – – – (11)

Elements of net benefit cost prior to adjustments to
recognize the long-term nature of net benefit
cost 57 35 93 16 16 (12)
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NOTE 25 RELATED PARTY TRANSACTIONS

The following amounts are included in Due from TransCanada Corporation:

2010 2009


