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DANGEROUS AND 
HAZARDOUS MATERIALS

As construction gets under way on a major liquefied natural gas 
(LNG) receiving terminal and regasification facility at Port Freeport, 
efforts already are afoot to as much as double the size of the project.

Freeport LNG Development, L.P. (FLNG), is constructing and 
will own and operate one of the first LNG terminals in the US 
after more than a 20-year hiatus in LNG terminal development. 
The storage and regasification facility is located on Quintana 
Island, about 70 miles south of Houston, Texas. The site is located 
approximately six miles from open water off a ship channel that 
is maintained at a depth of 45 feet. This six-mile approach is 
one of the shortest LNG terminals currently operating or under 
construction in North America. The channel as well as the berth 
is sufficient to accommodate all existing LNG carriers, as well as 
the largest currently planned for construction.

Responding to growing US demand for natural gas, FLNG quickly 
followed the January 11 authorisation from the Federal Energy  
Regulatory Commission (FERC) for construction of a facility with 
a throughput of 1.5 b cubic feet per day (BCF) – all of which is 
already committed to ConocoPhillips and The Dow Chemical Co. 
– with the execution of a long-term agreement to sell additional 
volumes to a subsidiary of Mitsubishi Corp.

The FERC approval, coupled with permitting through the US 
Army Corps of Engineers, set in motion a three-year construction 
process for the first phase of the Freeport LNG project, which has 
exceeded US$500 m. Specific design and construction aspects will 
continue to come before the Brazos River Harbor Navigation 
District, while plans for the additional phase must gain approvals 
from the FERC and the Corps of Engineers.

Phase I
The first phase of this world-class regasification terminal will 
have a send-out capacity of 1.75 Bcf per day (including peaking) 
beginning in early 2008. Construction crews broke ground for the 
first phase of the project on January 17, 2005, which is scheduled 
to be completed within 37 months (February 2008). A consortium 
made up of Technip, Zachry and Saipem is providing for the 
construction services under a lump-sum turn-key engineering, 
procurement and construction (EPC) contract. 

After September 30, 2009, Phase I capacity is fully contracted 
under two separate long-term take-or-pay terminal use agreements 
(TUAs) with ConocoPhillips Company (1 Bcf per day) and The 
Dow Chemical Company (0.5 Bcf per day). However, as part of its 
arrangements with ConocoPhillips, Freeport has retained 0.5 Bcf/d 
of capacity from commercial start-up to September 30, 2009. This 
capacity is being marketed either as short-term capacity or as part 
of the planned expansion of the facility. 

The expansion phase (Phase II) is currently in the permitting 
process and will add another 1.15 Bcf per day of marketable capacity 
plus additional peaking capacity. FLNG held informal meetings 
with the FERC to begin the pre-NEPA process in January, 2005. 
After several rounds of interagency meetings with state and federal 
regulators, FLNG officially submitted its pre-NEPA notice to the 

FERC on April 8. However, in May, the FERC reversed its decision 
after determining that the pre-NEPA process was not necessary. 
FERC ordered a third-party Environmental Assessment (EA) and 
allowed FLNG to file its full application, which was submitted on 
May 26, 2005. The EA is expected to be completed in the third 
quarter of 2005, and full FERC approval is expected in late 2005 
or early 2006, as the expansion does not represent any substantial 
additional environmental impact.

Phase II
Phase II will incorporate a second marine berthing dock and 
associated unloading facilities, expanded vaporisation, 7.5 Bcf of 
underground storage and a third LNG storage tank. The current 
schedule envisages that the construction of Phase II will start in 
2006 and that the expansion will be on stream in 2008 with the 
exception of the third tank, which will be completed in 2009. 
Engineering and planning for the Phase II expansion are underway; 
including the construction of a 7.5 Bcf integrated underground salt 
cavern storage facility. 

Almost 50 percent of Phase II capacity is already sold (Mitsubishi 
and ConocoPhillips) or under option (Mitsubishi). FLNG is in the 
process of commercialising the remainder of Phase II (approximately 
0.7 Bcf per day) beginning in 2009. 

Because construction of the expansion is expected to begin in 
2006, FLNG is currently offering long-term capacity beginning 
in 2008, subject only to conditions precedent for the expansion, 
which include permitting and financing. Given that Phase II does 
not represent any incremental environmental impact, and the 
FERC has not previously rejected the expansion plans of other 
US LNG terminals, FLNG does not expect its FERC application 
to be rejected. In addition, indications from the capital markets are 
that long-term, investment-grade capacity contracts will provide 
excellent support for financing the expansion.

Capital expenditures associated with Phase I construction are 
covered, for the most part, from a loan from ConocoPhillips. To 
finance the balance of Phase I development, construction and 
financing costs, plus additions to the first phase, underground 
storage and certain other costs associated with Phase II expansion, 
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Figure 1. CGI of the Quintana Island LNG Import Terminal.
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FLNG is issuing private placement bonds rated investment grade 
(BBB-) by Fitch Ratings.

Fully built up and after adding underground storage as an 
integral part of the facility operation, the Freeport terminal will 
have the equivalent of over 17 Bcf of gas storage, which is more 
than any other existing US LNG terminal. FLNG is committed to 
maintaining a very favourable ratio between the storage capacity 
and the throughput capacity sold to customers. Further, terminal 
storage is complemented by the capability to achieve very high 
nominal and peaking send-out rates. With underground storage, 
FLNG will have over 700 MMcf per day of peaking capacity. 
FLNG translated these two competitive characteristics into unique 
terms offered to its customers in terminal use agreements, including 
a flexible range of daily and monthly redelivery rates and availability 
of peaking services in excess of maximum redelivery rates.

Benefits of location
The Freeport terminal location has favourable economic, 
geographic and infrastructure characteristics. Developers of 
regasification terminals are usually challenged to find an appropriate 
industrial site in a port with a sufficiently deep channel that is 
situated in close proximity to a pipeline system. Freeport provides 
all of these characteristics; it is located near two large natural gas 
trading hubs (Katy and the Houston Ship Channel) and is adjacent 
to large local industrial gas consumers. 

The state of Texas offers several important advantages for the 
development of an LNG terminal. Firstly, Texas is the largest natural 
gas consuming state in the US, and its gas consumption exceeds 
that of either the UK or Japan. Secondly, the citizens of Texas are 
comfortable with large-scale energy projects. In addition, there is 
a wealth of underutilised natural gas-related infrastructure in Texas, 
including significant intrastate and interstate pipelines with access to the 
Midwestern and Northeastern US markets. The large Texas demand is 
demonstrated by the fact that within just 70 miles of Freeport, there is 
over 6 Bcf per day of local demand and pipeline capacity (see Figure 2).

The future of LNG in North America
According to FERC, “there are about 40 LNG terminals that are 
either before FERC or being discussed by the LNG industry for 
North America. Six terminals are already operating on the East 
Coast, Puerto Rico and Alaska.

Currently, there are 16 facilities under FERC jurisdiction in the 
continental US. Twelve of the facilities are land-based, peak-shaving 
plants that liquefy and store LNG during the summer months for 
sendout during winter months. The remainder are baseload LNG 
import terminals.

Any LNG terminal project that is approved must also obtain 
Coastal Zone Management Act, Section 404 water quality certificate, 
and Section 404 dredging permits.

The market ultimately determines whether an approved LNG 
terminal is ever built. Even if an LNG terminal project receives all of 
the federal and state approvals, it still must meet complicated global 
issues surrounding financing, gas supply and market conditions. Many 
industry analysts predict that only 12 of the 40 LNG terminals being 
considered will ever be built.” It is suggested that this number will be 
sufficient to satisfy US market demands until 2010.

Freeport LNG Development, L.P. is structured as a limited partnership whose 

largest individual owner is Michael Smith with a 45 per cent interest. FLNG’s general 

partner is Freeport LNG-GP, Inc., which is owned on an equal basis by Mr. Smith 

and ConocoPhillips (COP). Management of the project is vested in the general 

partner and the limited partners have virtually no management rights. The general 

partnership is governed by a Stockholders Agreement between Mr. Smith and COP 

and includes provisions for a six-member Board of Directors (three of which are 

appointed by each of Michael Smith and COP) and the general governance of FLNG. 
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Figure 2. Within just 70 miles of Freeport, there is over 6 Bcf per day of local 
demand and pipeline capacity.

Figure 3. The fully built-up Phase I and Phase II facilities are shown on the following plot plan.


