
CONSOLIDATED FINANCIAL REVIEW

The Management’s Discussion and Analysis dated March 1, 2005 should be read in conjunction with the audited consolidated







Over the past 50 years, TCPL has developed significant expertise in large-diameter, cold-weather natural gas pipeline
design, construction, operation and maintenance. It has also developed significant expertise in the design, optimization
and operation of large gas turbine compressor stations. Today, TCPL operates one of the largest, most sophisticated,





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









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



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

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









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





















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



























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









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















GLOSSARY OF TERMS

2004 Application 2004 Canadian Mainline Tolls and Tariff Application
APG Aboriginal Pipeline Group
ATCO ATCO Pipelines
B.C. British Columbia
Bcf/d Billion cubic feet per day
Boston Edison Boston Edison Company
Bruce Power Bruce Power L.P.
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AUDITORS’ REPORT

To the Shareholder of TransCanada PipeLines Limited

We have audited the consolidated balance sheets of TransCanada PipeLines Limited as at December 31, 2004 and 2003
and the statements of consolidated income, consolidated retained earnings and consolidated cash flows for each of the
years in the three-year period ended December 31, 2004. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.
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TRANSCANADA PIPELINES LIMITED
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NOTE 2 ACCOUNTING CHANGES (Continued)

The plant, property and equipment in the Power business consists primarily of power plants in Canada and the U.S. The
impact of this accounting change resulted in an increase of $6 million and $7 million in plant, property and equipment
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NOTE 12 PREFERRED SECURITIES

may elect to defer interest pay
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NOTE 15 RISK MANAGEMENT AND FINANCIAL INSTRUMENTS (Cont inued)Foreign Exchange and Interest Rate Management ActivityThe Company manages certain of the foreign exchange r isk of U.S. dollar debt, U.S. dollar expenses and the interest r ateexposures of the Canadian Mainline, the Alberta System, GTN and the Foothil ls System throug h the use of foreigncur rency and interest r ate der ivatives. Certain of the realized g ains and losses on these der ivatives are shared with shipperson predetermined terms. The details of the foreign exchange and interest r ate der ivatives are shown in the table below.Asset/(Liabilit y) ai(r)-7 331(Priancpiar)]TJ
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NOTE 23 U.S. GAAP
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NOTE 23 U.S. GAAP (Continued)

The accumulated benefit obligation for the Company’s DB Plans was $943 million at December 31, 2004 (2003 — $819 million).

(5) Effective January 1, 2004, all foreign exchange and interest rate derivatives are recorded in the Company’s consolidated
financial statements at fair value under Canadian GAAP. Under the provisions of SFAS No. 133 ‘‘Accounting for Derivatives and
Hedging Activities’’, all derivatives are recognized as assets and liabilities on the balance sheet and measured at fair value.
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