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Year ended December 31 (millions of dollars)

2004 2003

Gas Transmission Net Earnings

579 622

5 8 6 6 2 2

P o w e r  N e t  E a r n i n g s

2 0 9 2 2 0
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$57 million increase as a result of a full year of net earnings from the Gas Transmission Northwest System and the
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TCPL OVERVIEW
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• a revenue requirement settlement for 2005, 2006 and 2007 for the Alberta System;

• a hearing before the Alberta Energy and Utilities Board (EUB) on the rate design of the Alberta System, with potential
implications for the competitiveness of the Alberta System;

• an agreement with the Canadian Association of Petroleum Producers (CAPP) and other stakeholders to increase the
deemed common equity ratios on the Foothills System and the BC System to 36 per cent from 30 per cent, effective
January 1, 2006; and

• commencement of settlement negotiations with its Canadian Mainline shippers regarding 2006 tolls.

Power
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In addition, Gas Transmission will continue to grow its natural gas storage business in 2006 through completion of the
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its decision on Phase I of the 2004 General Rate Application (GRA) and in its decision in the generic cost of capital
(GCOC) proceeding to allow an ROE in 2004 lower than the return implicit in the 2003 revenue requirement settlement
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contract with the CFE to an electricity generation station near Tamazunchale, San Luis Potosi. TCPL expects to invest





MANAGEMENT’S DISCUSSION AND ANALYSIS 21

Desire for options in accessing natural gas supply is reflected in the continuing trend towards increased demand for
short haul contracts by customers in the eastern markets. TCPL continues to work with these customers to provide
service flexibility and optionality.

LNG
In September 2005, the village of Cacouna, Québec, voted 57.2 per cent in favour of an LNG terminal to be built in
the area. The Cacouna Energy joint venture between Petro-Canada and TCPL was originally announced in
September 2004 and proposes a $660 million project at Gros Cacouna harbour on the St. Lawrence River, capable of
receiving, storing and regasifying imported LNG with an average send-out capacity of approximately 500 mmcf/d of
natural gas. TCPL will operate the planned facility, while Petro-Canada will contract for all of the capacity and supply
the LNG. Québec’anada willnistrppro-Canadnm favcommen
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progress on the settlement discussions, TCPL intends to file an application for approval of the 2006 tolls and tariff with
the NEB in first quarter 2006.

The formula-based ROE for the Canadian Mainline for 2006 is 8.88 per cent.
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GAS TRANSMISSION – BUSINESS RISKS

Competition
TCPL faces competition at both the supply end and the market end of its systems. The competition is a result of other
pipelines accessing an increasingly mature WCSB and markets served by TCPL’s pipelines. In addition, the continued
expiration of long-term FT contracts has resulted in significant reductions in long-term firm contracted capacity on the
Canadian Mainline, the Alberta System, the BC System and the Gas Transmission Northwest System, and shifts to
short-term firm contracts.

As of December 2004, the WCSB had remaining discovered natural gas reserves of approximately 55 trillion cubic feet
and a reserves-to-production ratio of approximately nine years at current levels of production. Historically, additional
reserves have continually been discovered to maintain the reserves-to-production ratio at close to nine years. Natural gas
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Mainline compressor plants and two Alberta System compressor plants was carried out in 2005. TCPL will continue to
Mss, see the ‘‘Risk Manage19.8’’inue to210
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BRUCE POWER At December 31, 2005, TCPL owned 31.6 per cent of Bruce B, consisting of operating Units 5 to
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POWER RESULTS-AT-A-GLANCE
Year ended December 31 (millions of dollars)

2005 2004 2003

Bruce Power 195 130 99
Western operations 123 138
WEatere operations
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As at December 31, 2005, Western Operations directly controlled approximately 2,100 MW of power supply in Alberta



3 8 M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A L Y S I S

w i t h  t h e  s a l e  o f  P o w e r  L P  t o  E P C O R  i n  A u g u s t  2 0 0 5 .  I n  2 0 0 5 ,  a p p r o x i m a t e l y 6  l  p e r  c e n t  o f  p o w e r  s a l e s  v o l u m e s  w e r e

s o l d  i n t o  t h e  s p o t  m a r k e t  c o m p a r e d  t o  e i g h t  p e r  c e n t  i n  2 0 0 4 .  

O p e r a t i n g  a n d  o t h e r  i n c o m e  i n  2 0 0 4  o f  $ 1 3 8  m i l l i o n  w a s  $ 2 2  m i l l i o n  l o w e r  t h a n  t h e  $ 1 6 0  m i l l i o n  e a r n e d  i n  2 0 0 3 .  T h e

d e c r e a s e  w a s  m a i n l y 6 d u e  t o  a  p o s i t i v e  $ 3 1  m i l l i o n  p r e - t a x  s e t t l e m e n t  i n  J u n e  2 0 0 3  w i t h  a  f o r m e r  c o u n t e r p a r t y  t h a t

d e f a u l t e d  i n  2 0 0 1  u n d e r  p o w e r  f o r w a r d  c o n t r a c t s ,  a s  w e l l  a s  r e d u c e d  i n c o m e  f r o m  M a n C h i e f  f o l l o w i n g  t h e  s a l e  o f  t h e

p l a n t  t o  P o w e r  L P  i n  A p r i l  2 0 0 4 .  P a r t i a l l y 6 o f f s e t t i n g  t h e s e  d e c r e a s e s  w e r e  c o n t r i b u t i o n s  f r o m  t h e  M a c K a y  R i v e r  p l a n t

w h i c h  w a s  p l a c e d  i n  s e r v i c e  i n  2 0 0 4 ,  f e e s  e a r n e d  w i t h  r e s p e c t  t o  P o w e r  L P ’ s  a s s e t  a c q u i s i t i o n s  i n  2 0 0 4  a n d  t h e  i m p a c t

o f  h i g h e r  n e t  m a r g i n s  a c h i e v e d  i n  s e c o n d  a n d  t h i r d  q u a r t e r  2 0 0 4  o n  t h e  o v e r a l l  p o r t f o l i o .

E a s t e r n  O p e r a t i o n s

( 1 ) Y e a r  e n d e d  D e c e m b e r  3 1  ( m i l l i o n s  o f  d o l l a r s )

2 0 0 5

2 0 0 4 2 0 0 3

R e v e n u e s

P o w e r5 0 5

5 3 5 6 0 8

O t h e r

2 3 8 2 0 0

9 1 7

7 7 3 8 0 8

C o s t  o f  s a l e s

P o w e r ( 2 8 8 ) ( 2 8 1 )

O t h e r ( 2 1 1 ) ( 1 8 5 )

( 5 8 8 ) ( 4 9 9 ) ( 4 6 6 )

O t h e r  c o s t s  a n d  e x p e n s e s( 1 6 7 ) ( 1 4 6 ) ( 1 8 6 )

D e p r e c i a t i o n ( 2 0 ) ( 2 9 )

O p e r a t i n g  a n d  o t h e r  i n c o m e1 3 7

1 0 8 1 2 7 ( 1 )
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Eastern Operations conducts its business primarily in the Northeastern U.S. and Eastern Canada markets and excludes
Bruce Power. In the New England market, Eastern Operations has established a successful marketing operation and, in
2005, acquired a significant group of hydroelectric generation assets from USGen with generation capacity of 567 MW.
In Eastern Canada, construction continued on the 550 MW Bécancour natural gas-fired plant in Québec and the
90 MW Grandview cogeneration facility was placed into service on January 1, 2005. In late 2005, development plans
were finalized and construction is expected to commence early 2006 on the first two of six wind farm projects, with
generating capacity of 210 MW of the 739.5 MW Cartier Wind projects in Québec. Including facilities that are under
construction or in development, Eastern Operations owns more than 2,200 MW of power generation capacity.
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Weather
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CORPORATE

CORPORATE RESULTS-AT-A-GLANCE
Year ended Decembe67.7 (millions of dollars)

2005 2004 2003

Indirect financial charges and non-controlling interests
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LIQUIDITY AND CAPITAL RESOURCES

Funds Generated from Operations
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In 2003, TCPL repaid long-term deb7SIS
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PURCHASE OBLIGATIONS(1)

Year ended December 31 (millions of dollars)

2006 2007 2008 2009 2010 2011+

Gas Transmission
Transportation by

others(2)
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Bruce Power
Included in Power’s capital expenditures in the table above is TCPL’s share of Bruce A’s signed commitments to third
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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. The company has made no provision related to this guarantee.

In connection with the acquisition of GTN, US$241 million of the purchase price was deposited into an escrow account.
As at December 31, 2005, there was US$54 million remaining in the escrow account. The outstanding funds in the
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Under AcG-19, all rate regulated entities are required to disclose general information about the rate-setting process, its
accounting effects and the operations affected. The new disclosure requirements were effective for fiscal years ending
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Comprehensive Income
In January 2005, the AcSB issued the new Handbook Section 1530 ‘‘Comprehensive Income’’ which requires that an
enterprise present comprehensive income and its components, in a separate financial statement that is displayed with
the same prominence as other financial statements. This Section introduces a new requirement to present certain gains
and losses temporarily outside net income. This standard is effective for interim and annual financial statements for
fiscal years beginning on or after October 1, 2006. This standard is substantially similar to the corresponding
requirements under SFAS No. 130 ‘‘Reporting Comprehensive Income’’ and SFAS No. 133 ‘‘Accounting for Derivative
Instruments and Hedging Activities’’ which have already been adopted by the company for U.S. GAAP purposes. This
Handbook section will be adopted by the company as of January 1, 2007 on a prospective basis. TCPL does not expect
the new Canadian requirement to have a significant impact on the company’s consolidated financial statements. See the
company’s reconciliation to United States GAAP posted on www.sec.gov/edgar.shtml for the impact of SFAS No. 130
and SFAS No. 133 on the company’s consolidated financial statements.

DISCONTINUED OPERATIONS
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SUBSIDIARIES AND INVESTMENTS

TCPL and its subsidiaries and investments that hold significant operating assets are noted below.

Effective
Organized Percentage
Under the Ownership by

Subsidiary Investment Major Operating Assets Laws of TCPL(1)

TransCanada PipeLines Limited Canadian Mainline and
BC System Canada 100
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SELECTED THREE YEAR CONSOLIDATED FINANCIAL DATA(1)

(millions of dollars except per share amounts)

2005 2004 2003

Income Statement
Revenues 6,124 5,497 5,636
Net income applicable to common shares

Continuing operations 1,208 978 801
Discontinued operations – 52 50

Total 1,208 1,030 851

Balance Sheet
Total assets 24,113 22,421 20,884
Long-term debt 9,640 9,749 9,516
Non-recourse debt of join.9,749
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SELECTED QUARTERLY CONSOLIDATED FINANCIAL DATA1 ) 2 20052
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Factors Impacting Quarterly Financial Information
In the Gas Transmission business, which consists primarily of the company’s investments in regulated pipelines, annual
revenues and net earnings fluctuate over the long term based on regulators’ decisions and negotiated settlements with
shippers. Generally, quarter over quarter revenues and net earnings during any particular fiscal year remain relatively
stable with fluctuations arising as a result of adjustments being recorded due to regulatory decisions and negotiated
settlements with shippers and due to items outside of the normal course of operations.

In the Power business, which builds, owns and operates electrical power generation plants and sells electricity, quarter
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For fourth quarter 2005, Gas Transmission’s net income was $160 million compared to $157 million in fourth quarter
2004. The $3 million increase was due to a $6 million increase in net income from the Other Gas Transmission
businesses partially offset by a $3 million reduction in income from Wholly-Owned Pipelines. The reduction in income
from Wholly-Owned Pipelines was primarily due to a decline in the Canadian Mainline and the Alberta System net
income. These decreases were partially offset by higher net income during the quarter from TCPL’s investment in GTN
which was acquired on November 1, 2004. The increase in net income from Other Gas Transmission was primarily due
to lower project development costs expensed in fourth quarter 2005 resulting from capitalization of costs of the





TRANSCANADA PIPELINES LIMITED 67

The consolidated financial statements included in this report are the responsibility of
Management and have been approved by the Board of Directors of the Company. These
consolidated financial statements have been prepared by Management in accordance witAfment c9 1 Tf
20 0 0 2 851.1 644.661 Tm
0 0 001 k
.090 Tw
R(eport of)Tj
/F6 1 Tf
9.5 0 0 9.5 183 44.661 Tm
0 0 011 k
.0072 Tw
[generallyn acepated accuntingn p iniples (GAAP)t inCMandat and includ amcuntsf tart arse
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TRANSCANADA PIPELINES LIMITED

December 31
(millions of dollars) 2005 2004

ASSETS
Current Assets
Cash and short-term investments 212 190
Accounts receivable 796 616
Inventories 281 174
Other 277 120

1,566 1,100
Long-Term Investments (Note 7) 400 1,098
Plant, Property and Equipment (Notes 4, 9 and 10) 20,038 18,764
Other Assets (Note 5) 2,109 1,459

24,113 22,421 0 TD
(281)Tj
/F6 1 Tf
8.5(18,76 3j
/F632526ILITIELIAND SHAREHOLDERS’ EQUITYSETS)Tj
0 -3.1263 Tw
[(Curr)19.9(Liabilitntorets)]TJ
/F6 1 Tf
0 -1.1895 t (Nopayceivsets (N19lars)
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TRANSCANADA PIPELINES LIMITED

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

Balance at beginning of year 1,653 1,185 854
Net income 1,208 1,052 873
Preferred share dividends (22) (22) (22)
Common share dividends (572) (562) (520)

2,267 1,653 1,185

The accompanying notes to the consolidated financial statements are an integral part of these statements.

CONSOLIDATED RETAINED EARNINGS
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Since a determination of many assets, liabilities, revenues and expenses is dependent upon future events, the preparation of these
consolidated financial statements requires the use of estimates and assumptions which have been made using careful judgment. In the opinion
of Management, these consolidated financial statements have been properly prepared within reasonable limits of materiality and within the
framework of the significant accounting policies summarized below.
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Power
Major power generation plant, equipment and structures in the Power business are recorded at cost and depreciated on a straight-line basis
over estimated service lives at average annual rates ranging from two to ten per cent. Nuclear assets under capital lease are initially recorded
at the present value of minimum lease payments at the inception of the lease and amortized on a straight-line basis over the shorter of their
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The recognition of gains and losses on derivatives for Canadian Mainline, Alberta System, the BC System and the Foothills System exposures is
determined through the regulatory process.
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NOTE 4PLANT, PROPERTY AND EQUIPMENT

2005

2004

AccumulatedNet Book

AccumulatedNet Book

CostDepreciationValue

CostDepreciationValue

Gas Transmission

Canadian Mainline

Pipeline

8,7013,6655,036

8,6953,4215,274

Compression

3,3411,0662,275

3,3229472,375

Metering and other

359134225

366125241

12,4014,8657,536

12,3834,4937,890

Under construction

15–15

16–16

12,4164,8657,551

12,3994,4937,906

Alberta System

Pipeline

5,0202,2032,817

4,9782,0552,923

Compression

1,493676817

1,496599897

Metering and other

799247552

861262599

7,3123,1264,186

7,3352,9164,419

Under construction

25–25

20–20

7,3373,1264,211

7,3552,9164,439

GTN(1)Pipeline

1,381601,321

1,41781,409

Mete/F672004903(25)-8998(–)-6390(2)0(5)]TJ,04471Tf
165.33D
[(4,90326)-7830.5(599)-5832(897)]TJ
-40675 -1.2125 TD
0.072 Tw
(Under construction)Tj
/F10718/F671 Tf
2465 1 TD
881601,321

4,9042,916897Alberta System

1469-6998(2,9582-4999.5(2,37)]TJ
-40675 -1.2,375)]TJ
-40675 -1.225 TD
0.072373F671 Tf
2865 1 TD
[(359)-7832(134)-5832(225)]TJ73F671 Tf
1 TD
0 Tw
59-6998(2,9582-4999.832(897)]TJ
-40675 -1.2125 TD
0.072 Tw
(Metering anduction)Tj
/F107755 Tf
1631006et(7,4-6998(3,126)-4998(4,211)]TJ671Tf
16F671 et(7,3(20)-8998(–)-6390(2)0(0)]TJ
/F1071 1,2671 Tf
1662)-69D
0 Tw7293)-7830.5(676)-5832(817)]TJ
26671 Tf
24649465 1 TD771-6998(2,916)-4998(4,4371 Tf
-42.3Joint Depr)entu40675 -5 TD
0.072 69981675 -1.725 14D
(04 333.71))TSystem(22 75.18998(–)-631260706 198 330.91))T]TJ
4971 Tf
166212733D
[(4,9364-6998(3,126)-4998(4,211)]T3,2oTf37 TD
0 Tw43881)-8388(60)-4998(1,321)]T8720077
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NOTE 5 OTHER ASSETS

2005 2004

Derivative contracts 209 180
Hedging deferrals 118 50
PPAs – Canada
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(2)
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GTN
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NOTE 9 LONG-TERM DEBT

2005 2004

Weighted Weighted
Average Average
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NOTE 15 PREFERRED SHARES

Redemption
Number of Dividend Rate Price

Shares Per Share Per Share 2005 2004

(thousands) (millions of dollars) (millions of dollars)
Cumulative First Preferred

Shares
Series U 4,000 $2.80 $50.00 195 195
Series Y 4,000 $2.80 $50.00 194 194

389 389

The authorized number of preferred shares issuable i1MdF10 1 .3345(4,Nited. Allof pte acmulative Ffrst Pr)19.87eferred shares ires wit]TJ
/5.6(7 0 TD
0(ous Prar value(anO480n6N)[tor aftuthOctoauth15,00413, for ,NitTD
0.072.87efetive Fs, 2 T o[tor aftuthMalative ch 5,00414, for ,NitTD
0.07Y.87efetiv8 Fs, ,NitCompany may es ir)76.779 wit]T[(lative Fdeem ,Nies ir-)76.779 ice)]TJ
1.987eferret $2. puth87efetive F.-6315.5($50.00)089
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derivatives. Certain of the realized gains and losses on these derivatives are shared with shippers on predetermined terms. The details of the
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NOTE 19 NOTES PAYABLE

2005 2004

Weighted Weighted
Average Average

Interest Rate Interest Rate
Outstanding Per Annum at Outstanding Per Annum at

December 31(1) December 31 December 31(1) December 31

Canadian dollars 765 3.4% 546 2.6%
U.S. dollars (2005 – US$169) 197 4.5% – –

962 546
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The following are estimated future benefit payments, which reflect expected future service.

Pension
Benefits Other Benefits

2006 11 2
2007 13 2
2008 16 2
2009 20 3
2010 24 3
Years 2011 to 2015 172 21
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Guarantees
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SIX YEAR FINANCIAL HIGHLIGHTS20052004 2003 2002 2001 2000Income Statement
Revenues 6,124 5,497 5,636 5,225 5,285 4,384

Net income from continuing operations 1,230 1,000 823 769 708 663

Net income 1,230 1,052 873 769 641 724

Results by segmentGas Transmission 684 586 622 653 585 623Power 561 396 220 146 16885Corporate (37)
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