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strategies continue to evolve with the Company’s growth and development and its changing business environment.
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CONSOLIDATED FINANCIAL REVIEW

SELECTED THREE-YEAR CONSOLIDATED FINANCIAL DATA
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Reconciliation of Non-GAAP Measures

Year ended December 31, 2011 Natural Gas Oil
(millions of dollars) Pipelines Pipelines Energy Corporate Total

Comparable EBITDA 2,967 587 1,338 (86) 4,806
Depreciation and amortization (986) (130) (398) (14) (1,528)

Comparable EBIT 1,981 457 940 (100) 3,278

Other Income Statement Items
Comparable interest expense (1,046)
Interest expense of joint ventures (55)
Comparable interest income and other 60
Comparable income taxes (566)
Net income attributable to non-controlling interests (107)
Preferred share dividends (22)

Comparable Earnings 1,542
Specific items (net of tax):

Risk management activities(1) (38)

Net Income Attributable to Common Shares 1,504

Year ended December 31, 2011
(millions of dollars) 2011

Comparable Interest Expense
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• regulatory decisions and outcomes;

• outcomes with respect to legal proceedings, including arbitration;

• counterparty performance;

• 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;

• weather;

• technological developments; and

• economic conditions in North America.

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 against placing undue reliance on forward-looking information, which is given as of the date it is
expressed in this MD&A or otherwiseies
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GAS PACIFICO/INNERGY Owned 30 per cent by TCPL, Gas Pacifico is a 540 km (336 miles) natural gas pipeline
extending from Loma de la Lata, Argentina to Concepción, Chile. TCPL also has a 30 per cent ownership interest in
INNERGY, an industrial natural gas marketing company based in Concepción that markets natural gas transported on
Gas Pacifico.

ALASKA PIPELINE PROJECT The Alaska Pipeline Project is a proposed natural gas pipeline and a proposed treatment
plant. The pipeline would extend 2,737 km (1,700 miles) from the treatment plant at Prudhoe Bay, Alaska to Alberta.
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TC PipeLines, LP’s results reflected TCPL’s effective ownership in TC PipeLines, LP of 38.2 per cent. From July 1, 2009 to November 17,
2009, TCPL’s ownership interest in TC PipeLines, LP was 42.6 per cent. From January 1, 2009 to June 30, 2009, TCPL’s ownership interest
in TC PipeLines, LP was 32.1 per cent.

(5) Results reflect TCPL’s direct ownership of 75 per cent of Bison effective May 2011 when 25 per cent was sold to TC PipeLines, LP and
100 per cent since January 2011 when Bison went into service.

(6) Portland’s results reflect TCPL’s 61.7 per cent ownership interest.
(7) Includes Guadalajara effective June 2011.
(8)
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Capital Expenditures for the Canadian Mainline were $65 million in 2011 compared with $50 million and $61 million in
2010 and 2009, respectively.

Canadian Mainline
Investment Base21





MANAGEMENT’S DISCUSSION AND ANALYSIS 23

Business Development Natural Gas Pipelines’ Business Development Comparable EBITDA loss from business
development expenses was $52 million in 2011 compared to $62 million in 2010. This improvement of $10 million was
primarily due to lower business development costs associated with the Alaska Pipeline Project as a result of increased
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In October 2011, TCPL filed supplementary information on cost of service and the proposed tolls for 2012 and 2013.
These applied-for tolls result in a 2012 toll of $1.29 per gigajoule for transportation from Nova Inventory Transfer to the
Dawn, Ontario delivery point, which is 38 per cent lower than the comparable toll charged in 2011.
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increase in supply choices for customers. This change has contributed to a trend of continued reduction in long-haul,
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Demand and supply in new locations often creates opportunities for new infrastructure, but it may also change flow
patterns and potentially impact utilization of existing assets. For example, the proposed LNG export facilities on the
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TCPL will continue to focus on operational excellence and collaboration with all stakeholders to achieve negotiated
settlements and provision of services that will increase the value of the Company’s business.

Earnings Canadian Natural Gas Pipelines’ earnings are affected by changes in investment base, ROE, capital structure
and terms of toll settlements or other toll proposals as approved by the NEB, with the most significant variables being
ROE, capital structure and investment base. Absent an NEB decision in 2012 with respect to Canadian Mainline 2012
tolls, earnings from the Canadian Mainline will be lower than in 2011 as results will reflect the last approved ROE of
8.08 per cent on deemed common equity of 40 per cent, and will exclude incentive earnings that have enhanced
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The Marketlink projects would transport crude oil sourced from U.S. basins to refining markets in the Cushing,
Oklahoma region and the U.S. Gulf Coast on facilities that form part of Keystone XL. The proposed Bakken Marketlink
project would transport U.S. crude oil from Baker, Montana to Cushing and the proposed Cushing Marketlink project
would transport crude oil from Cushing to Port Arthur and Houston, Texas.

Oil Pipelines Comparable EBIT for the year ended 2011 was $457 million. EBITDA from Keystone is primarily generated
from payments received under long-term commercial arrangements for committed capacity that are not dependent on
actual throughput. Uncontracted capacity is offered to the market on a spot basis and, when capacity is available,
provides opportunities to generate incremental EBITDA. In February 2011, the Company began recording EBITDA for the
Wood River/Patoka and Cushing Extension sections.

Although the Wood River/Patoka .
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Execution and Capital Cost Risk Capital costs related to the construction of Keystone are subject to a capital cost
risk- and reward-sharing mechanism with Keystone’s long-term committed shippers. This mechanism allows Keystone to
adjust its tolls by a factor based on the percentage change in the capital cost of the project. Tolls on Keystone XL
would be adjusted by a factor equal to 75 per cent of the percentage change in capital costs. Capital costs related to
the construction of the Bakken Marketlink and Cushing Marketlink projects would not be subject to a capital cost risk-
and reward-sharing mechanism with the shippers.
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ENERGY – HIGHLIGHTS

• Energy’s Comparable EBIT was $940 million in 2011, an increase of $192 million from $748 million in 2010.
• In 2011, the Company invested $1.1 billion in Energy capital projects which are all supported by long-term contracts,

including:
• the 575 MW Coolidge generating facility, which was placed in service in May 2011;
• construction of the two remaining wind farms at Cartier Wind, including completion of the 58 MW Montagne-

Sèche project and the 101 MW phase one of the Gros-Morne project; and
• the restart of Bruce Power Units 1 and 2.

• Refurbishment work on Bruce Power Units 1 and 2 reached significant , t,6p Ent iw Power501.[w,Pow1othwer Unitne-
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The following Bruce Power financial results reflect TCPL’s proportionate share of the eight Bruce Power units, six of
which were operating:
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TCPL’s proportionate share of Bruce A’s Comparable EBITDA increased $7 million to $98 million in 2011 compared to
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Natural Gas Storage TCPL owns or has rights to 129 Bcf of non-regulated natural gas storage capacity in Alberta,
including a 60 per cent ownership interest in CrossAlta. 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. 
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ENERGY – OPPORTUNITIES AND DEVELOPMENTS

Bruce Power In accordance with terms of the Bruce Power Refurbishment Implementation Agreement (BPRIA)
between Bruce Power and the OPA, Bruce A committed to refurbish and restart Units 1 and 2.

Refurbishment work on Units 1 and 2 reached significant milestones in 2011. Fuelling of both Unit 1 and Unit 2 has
now been completed and the final phases of commissioning for Unit 2 are underway. Subject to regulatory approval,
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panels. TCPL will purchase each project once construction and acceptance testing have been completed and operations
have begun under 20-year PPAs with the OPA under the Feed-In Tariff program in Ontario. TCPL anticipates the projects
will be placed in service between late 2012 and mid-2013, subject to regulatory approvals.

Bectanopur
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ENERGY – OUTLOOK

The power supply/demand dynamic in Alberta is rapidly tightening. The 2011 average pool price rose to $77/MWh
compared to $51/MWh in 2010, driven by unexpected plant outages and increased demand, especially in the peak
periods. Increases in Alberta’s power demand were a function of economic growth coming from the oil sands and
natural gas industries plus population increases in the province. Over the next decade, further oil sands projects and the
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Funds Generated from Operations

Funds Generated from Operations were $3.6 billion in 2011 compared to $3.3 billion and
$3.0 billion in 2010 and 2009, respectively. The increase in 2011 compared to 2010 was primarily
due to increased cash from earnings. This increase was net of lower current income tax benefits
from bonus depreciation for U.S. tax purposes recognized in 2011 compared to 2010. The increase
in 2010 compared to 2009 was primarily due to the current income tax benefit generated from
bonus depreciation for U.S. tax purposes on Keystone assets placed in service in June 2010.

As at December 31, 2011, TCPL’s current liabilities were $5.9 billion and current assets were
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• demand lines totalling $802 million, which support the issuance of letters of credit and provide additional
liquidity. At December 31, 2011, the Company had used approximately $468 million of these demand lines for
letters of credit.

In May 2011, TCPL sold a 25 per cent interest in each of GTN LLC and Bison LLC to TC PipeLines, LP for a total
transaction value of US$605 million, which included US$81 million of long-term debt, or 25 per cent of GTN LLC debt
outstanding. GTN LLC and Bison LLC own the GTN and Bison natural gas pipelines, respectively. Subsequent to the
transaction, TCPL’s ownership in TC PipeLines, LP decreased to 33.3 per cent due to TC PipeLines, LP’s public issuance
of common units as discussed under the heading 2011 Equity Financing Activities in this section.

The Company believes it has the capacity to fund its existing capital program through internally-generated cash flow,
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TCPL’s commitments under the Alberta PPAs are considered to be operating leases and a portion of these PPAs have
been subleased to third parties under similar terms and conditions. Future payments under these PPAs have been
excluded from operating leases in the above table, as these payments are dependent upon plant availability among
other factors. TCPL’s share of power purchased under the PPAs in 2011 was $394 million (2010 – $363 million; 2009 –
$384 million).

At December 31, 2011, scheduled principal repayments and interest payments related to long-term debt and the
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the anticipated 2012 level for the next several years to amortize solvency deficiencies in addition to normal costs. The
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December 31, 2011. The fair value of these Bruce Power guarantees at December 31, 2011 is estimated to be
$29 million. The Company’s exposure under certain of these guarantees is unlimited.
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Commodity Price Risk
The Company is exposed to commodity price movements as part of its normal business operations, particularly in
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Net Investment in Self-Sustaining Foreign Operations
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Non-Derivative Financial Instruments Summary
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Derivative Financial Instruments Summary
Information for the Company’s derivative financial instruments for 2010, excluding hedges of the Company’s net
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Balance Sheet Presentation of Derivative Financial Instruments
The fair value of the derivative financial instruments in the Company’s Balance Sheet was as follows:

December 31 (millions of dollars) 2011 2010

Current
Other current assets 404 273
Accounts payable (502) (337)
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Fair Value Hierarchy
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Environment
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To the extent legal obligations exist and can be reasonably estimated, the Company recognizes the fair value of a
liability for asset retirement obligations (ARO), which is accreted through changes to operating expenses. The Company
recorded ARO associated with the retirement of certain power generation facilities, natural gas pipelines and
transportation facilities, and natural gas storage systems. The estimates or assumptions required to calculate ARO
include scope of abandonment and reclamation activities, inflation rates, discount rates and timing of asset retirements.
By their nature, these assumptions are subject to measurement uncertainty. The Company has determined that the
scope and timing of asset retirements related to its U.S. regulated natural gas pipelines, oil pipelines and hydroelectric
power plants is indeterminable. As a result, the Company has not recorded amounts for ARO related to these assets,
with the exception of certain abandoned facilities.

The NEB’s LMCI deals with pipeline abandonment, including related financial issues. The goal of this initiative is for all
pipeline companies regulated under the National Energy Board Act (Canada) to begin collecting and setting aside funds
to cover future abandonment costs by mid-2014. In its May 2009 decision, the NEB established several filing deadlines
relating to the financial issues, including deadlines for preparing and filing an estimate of the abandonment costs to be
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Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

Based on this evaluation, management concluded that internal control over financial reporting was effective as at
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Intangibles – Goodwill and Other
In September 2011, the FASB issued new guidance on testing goodwill for impairment which simplifies an entity’s
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management activities. Comparable Earnings in fourth quarter 2010 also excluded the $127 million after tax
($146 million pre-tax) valuation provision on advances to the APG for the MGP.

Comparable Earnings decreased $24 million in fourth quarter 2011 compared to the same period in 2010 and included
the following:
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same period in 2010 primarily due to the Guadalajara and Bison pipelines being placed in service in 2011.6

modifications. The Cushing Extension was also placed in service at that time.6

in 2010.6



MANAGEMENT’S DISCUSSION AND ANALYSIS



88 MANAGEMENT’S DISCUSSION AND ANALYSIS

GLOSSARY OF TERMS

AFUDC Allowance for funds used during Cancarb A waste-heat fuelled power plant and
construction the Cancarb thermal carbon black

facility in Medicine Hat, Alberta
Alaska Pipeline A proposed natural gas pipeline

Project extending from Prudhoe Bay, Alaska to
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PJM A regional transmission organization TC Keystone TransCanada Keystone Pipeline, LP
Interconnection that coordinates the movement of Tcf Trillion cubic feet
(PJM) wholesale electricity in all or parts of

TCPL TransCanada PipeLines Limited or the13 states and the District of Columbia
Company

Portland A natural gas transmission system
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The consolidated financial statements and Management’s Discussion and Analysis (MD&A)
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To the Shareholders of TransCanada PipeLines Limited
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TRANSCANADA PIPELINES LIMITED
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Energy

i) Power
Revenues from the Company’s power business are primarily derived from the sale of electricity and from the sale of unutilized natural gas fuel,
which are recorded at the time of delivery. Revenues also include capacity payments and ancillary services, which are earned monthly, and
revenues earned through the use of energy derivative contracts. The accounting for energy derivative contracts is described in the Financial
Instruments section of this note.

ii) Natural Gas Storage
Revenues earned from providing natural gas storage services are recognized in accordance with the terms of the natural gas storage contracts,
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Corporate
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Held for trading derivative financial assets and liabilities consist of swaps, options, forwards and futures. A financial asset or liability may be
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Balance Sheet Offsetting/Netting
In December 2011, the FASB issued amended guidance to enhance disclosures that will enable users of the financial statements to evaluate
the effect, or potential effect, of netting arrangements on an entity’s financial position. The amendments result in enhanced disclosures by
requiring additional information regarding financial instru26 e0(derivforvecial instru26(es taion r6([(tiD
[rectl ef)19 Ofsultaccorl ef)1 guied d)]TJ2248549 0 Tethath currl ef)1trus by
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(4)
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Great Lakes
Great Lakes is regulated by the FERC and operates in accordance with a FERC-approved tariff that establishes maximum and minimum rates
for its various services and permits Great Lakes to discount or negotiate rates on a non-discriminatory basis. Great Lakes rates were established
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NOTE 8 JOINT VENTURE INVESTMENTS

TCPL’s Proportionate Share

Income before Income Taxes Net Assets
Year Ended December 31 December 31

Ownership Interest
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NOTE 12 INCOME TAXES

Provision for Income Taxes

Year ended December 31 (millions of dollars) 2011 2010 2009
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Future Income Tax Assets and Liabilities

December 31 (millions of dollars)
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NOTE 13 LONG-TERM DEBT

2011 2010

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 873 10.9% 872 10.9%
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(1)
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Included in the above benefit obligation and fair value of plan assets were the following amounts for plans that are not fully funded:

Pension Benefit Plans Other Benefit Plans

December 31 (millions of dollars) 2011 2010 2011 2010

Benefit obligation (1,836)
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Non-Derivative Financial Instruments Summary
The carrying and fair values of non-derivative financial instruments were as follows:

2011 2010

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

Financial Assets(1)

Cash and cash equivalents 740 740 752 752
Accounts receivable and other(2)(3) 1,595 1,639 1,564 1,604
Due from TransCanada Corporation 750 750 1,363 1,363
Available for sale assets(2) 23 23 20 20

3,108 3,152 3,699 3,739

Financial Liabilities(1)(3)

Notes payable 1,880 1,880 2,092 2,092
Accounts payable and deferred amounts(4) 1,536 1,536 1,444 1,444
Due to TransCanada Corporation – –
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The anticipated timing of settlement of the derivative contracts assumes constant commodity prices, interest rates and foreign exchange rates
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(3) Assets and liabilities measured at fair value can fluctuate between Level II and Level III depending on the proportion of the value of the
contract that extends beyond the time frame for which inputs are considered to be observable.

(4) As contracts near maturity, they are transferred out of Level III and into Level II.

A 10 per cent increase or decrease in commodity prices, with all other variables held constant, would result in a $10 million decrease or
increase, respectively, in the fair value of outstanding derivative financial instruments included in Level III as at December 31, 2011.
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NOTE 24 COMMITMENTS, CONTINGENCIES AND GUARANTEES

Commitments

Operating Leases
Future annual payments, net of sub-lease receipts, under the Company’s operating leases for various premises, services and equipment are
approximately as follows:

Amounts
Minimum Recoverable

Lease under Net
Year ended December 31 (millions of dollars) Payments Sub-leases Payments

2012 87 (8) 79
2013 85 (7) 78
2014 81 (7) 74
2015 76 (5) 71
2016 75 (3) 72
2017 and thereafter 363 (2) 361

767 (32) 735

The operating lease agreements for premises, services and equipment expire at various dates through 2052, with an option to renew certain
lease agreements for periods of one year to 10 years. Net rental expense on operating leases in 2011 was $79 million (2010 – $80 million;
2009 – $64 million).
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Contingencies
TCPL is subject to laws and regulations governing environmental quality and pollution control. At December 31, 2011, the Company had
accrued approximately $49 million (2010 – $59 million) related to operating facilities, which represents the estimated amount it expects to
expend to remediate the sites. However, additional liabilities may be incurred as assessments occur and remediation efforts continue.

TCPL and its subsidiaries are subject to various legal proceedings, arbitrations, and actions arising in the normal course of business. While the
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Condensed Consolidated Statement of Income – U.S. GAAP

Year ended December 31 (millions of dollars) 2011 2010 2009

Revenues(1) 7,694 6,634 6,778

Income from Equity Investments 415 453 478

Operating and Other Expenses
Plant operating costs and other(2) 2,768 2,434 2,621
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