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Environmental, Social, And Governance Evaluation 

Freeport LNG Development L.P. 
Summary 
Freeport LNG Development L.P. (Freeport LNG) develops and operates liquid natural 
gas (LNG) projects in Texas. The company engages in natural gas liquefaction and 
export. It has ownership interests in three liquefaction trains with a combined export 
capacity of about 15 metric tonnes per year (mtpa) that supplied approximately 17% of 
the world’s LNG exports during the first half of 2022. The parent company, Freeport 
LNG Investment LLP, was founded in 2002 and is privately owned by three main 
shareholders: Michael Smith, JERA Americas, and Osaka Gas Co.  

In June 2022, its LNG transfer line suffered a rupture, followed by an explosion, 
causing Freeport to cease all its operations; as of January 2023, its operations remain 
un-restored, but the company has received regulatory approval to begin taking steps to 
restart. Investigators attributed the incident to human error, highlighting what we view 
as a lack of active safety protocols. The incident's long-term effect on employee safety, 
communities, and customer engagement is still evolving. 

Our opinion of the company’s governance is supported by strong shareholder 
agreement among its owners, but it is constrained by the board’s lack of diversity, 
exposure to key-person risk, and concerns about board oversight over safety practices 
leading up to the explosion. That said, Freeport LNG’s environmental profile is 
supported by the company’s use of advanced technologies that enable lower 
greenhouse gas (GHG) and air emissions than most peers. However, the entity still 
lacks emissions targets, quantification of lifecycle emissions, or active carbon capture 
and storage (CCS) technology. 

The company’s business model is based on marketing relatively low-carbon LNG 
production through long-term contractual arrangements to European and Asian end-
markets. The adequate preparedness score is based on the entity’s good awareness of 
material strategic risks for the life of its projects but a limited ability to pivot given its 
assets’ fixed and specialized nature. 
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Component Scores 

Environmental Profile Social Profile Governance Profile 

Sector/Region Score 30/50 Sector/Region Score 27/50 Sector/Region Score 31/35 

Greenhouse 
gas emissions 

Good Workforce and 
diversity  

Good Structure and 
oversight  

Developing 

Waste and 
pollution 

Good ⚠
Safety 
management 

Lagging Code and values Good 

Water use Good 
Customer 
engagement  

Good 
Transparency 
and reporting 

Developing 

Land use and 
biodiversity 

Good Communities Good ⚠
Financial and 
operational risks 

-3 

General factors 
(optional) 

3 General factors 
(optional) 

-3 General factors 
(optional) 

3 

Entity-Specific Score 33/50 Entity-Specific Score 24/50 Entity-Specific Score 29/65 

E-Profile (30%) 63/100 S-Profile (30%) 51/100 G-Profile (40%) 60/100 

ESG Profile (including any adjustments) 58/100 

Preparedness Summary 

We view the oil and gas sector as one of the most inherently exposed to a broad 
spectrum of disruptive risks, including those posed by the energy transition. Our 
assessment of Freeport LNG’s adequate preparedness is based on its long-term 
strategy, which focuses on providing relatively low carbon LNG as a bridge fuel for 
decarbonization and energy security initiatives. We believe the company has good 
awareness of material strategic risks during the useful life of its assets. However, the 
fixed and specialized nature of the assets limits company flexibility to pivot in the 
medium- to long-term should the carbon transition accelerate. 

Capabilities 

Awareness Good 

Assessment Good 

Action plan Good 

Embeddedness 

Culture Developing 

Decision-making Good 

Preparedness Opinion (Scoring Impact) Adequate (No Impact) 

ESG Evaluation 58 
Note: Figures are subject to rounding. 
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Environmental Profile 63/100 
Sector/Region Score (30/50) 

The most material environmental risks facing the oil and gas infrastructure sector, where 
Freeport LNG generates 100% of its revenues, are GHG emissions--mostly methane and pollution 
from pipeline leaks, as well as its indirect exposure to end users of natural gas and oil. Freeport 
LNG’s assets on the Texas coast face increasing natural disaster and extreme weather risk. 

Entity-Specific Score (33/50) 
Note: Figures are subject to rounding. 

Greenhouse gas 
emissions 

Waste and 
pollution 

Water use 
Land use and 
biodiversity 

General factors 

Good Good Good Good 3 

Freeport LNG’s good GHG score is supported by its use of advanced technologies that enable 
lower GHG emissions, but it is constrained by the company’s lack of targets to improve 
emissions performance. The company’s favorable scope 1 and 2 GHG emissions performance is 
driven by its use of electric motors and technology that extracts heat from the air to liquefy LNG, 
reducing emissions relative to most peers. Freeport also uses a greater share of renewable energy 
in its operations than companies with projects located in areas where the electric grid has lower 
renewable penetration than in Texas. However, while the company tracks and reports direct GHG 
emissions in compliance with permitting mandates, it has not yet implemented several 
characteristics of stronger peers, such as emissions targets, quantifying scope 3 emissions, or 
active carbon capture and sequestration technology, which constrains the score. Freeport’s LNG 
was historically shipped to Asia, enabling the displacement of coal- and oil-fired generation in 
that highly carbon intensive region; however, much like global LNG peers, it increased exports to 
European markets in early 2022 due to the energy security crisis due to the conflict in Ukraine. 

The company’s direct waste emissions, including volatile organic compounds are often lower 
than many industry peers, a record offset by the company’s June 2022 site explosion’s 
significant release of air pollutants. The explosion--very rare for the LNG sector--emitted 
120,000 cubic feet of LNG and air pollutants, which is more than 45 times the average 
hydrocarbon intensity of peers, significantly high for the industry and has triggered concern from 
state and federal regulators and agencies such as the Federal Energy Regulatory Commission 
(FERC), Pipeline and Hazardous Materials Safety Administration (PHMSA), and U.S. Coast Guard. 
Given federal regulators’ recent approval of Freeport LNG’s facilities to begin taking steps to 
restart, we expect its onsite waste risks, including methane intensity from gas flares, to return to 
lower levels than the oil and gas (O&G) midstream industry average once the plant resumes 
normal operations. This is largely due to the company’s innovative technology and limited 
geographical scope. 

Freeport’s good water management and land use scores reflect its active water management 
strategy and relatively limited geographical footprint. The company has low water consumption 
compared to peers and a 100% water recycling rate in addition to water and effluent 
management, which we view favorably, balancing its moderate exposure to water scarcity risks in 
the region. The company has a relatively limited geographical footprint, but it has yet to develop a 
biodiversity management strategy, unlike more-advanced sector peers. The plant’s proximity to 
several nearby ecologically sensitive habitats in the Gulf and Brazoria County’s recreational 
coastline areas exposes it to greater biodiversity risk, but this exposure is not uncommon for the 
industry. We maintain a general positive adjustment to reflect Freeport LNG’s relatively small 
geographical footprint risks compared to most peers. The uplift also reflects the above-average 
direct GHG and air emissions performance from its use of advanced technologies.  
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Social Profile 51/100 
Sector/Region Score (27/50) 

Ensuring the safety of employees and the surrounding population from potential accidents drives 
the social profile of the oil and gas infrastructure sector. Community and customer engagement is 
also highly material given the importance of local acceptance of fixed assets and the financial 
impact of project delays and cancellations. We adjust the score to reflect U.S. social standards. 

Entity-Specific Score (24/50) 
Note: Figures are subject to rounding. 

Workforce and 
diversity 

Safety  
management 

Customer 
engagement 

Communities General factors 

Good Lagging Good Good -3 

The June 2022 explosion raises significant concerns about the company’s safety practices, 
which has an otherwise-strong record of zero fatalities in 13 years of operations. The explosion 
was the fifth and, by far, most significant incident at the plant reported to the Pipeline and 
Hazardous Materials Safety Administration (PHMSA) since mid-2019 when operations began. The 
root cause analysis conducted by PHMSA found that the explosion was caused by human error. 
This report highlighted gaps in the company’s safety management, including calling in operators 
on overtime to staff inspections, alarm fatigue in the control room, and issues with wiring and 
monitoring displays. According to management, Freeport LNG will implement more 
comprehensive safety leadership and risk management processes going forward.  

The negative general factors adjustment reflects that the explosion’s impacts on company 
relationships with customers, the workforce, and communities are still evolving. While these 
relationships have been strained in the short run, its efforts to address stakeholder concerns may 
be sufficient to maintain relationships in line with the midstream industry average. 

Freeport LNG’s workforce and diversity score reflects its ability to attract and retain talent, but 
the company lacks diversity targets and has experienced increased patterns of overworked 
staff. The company offers competitive compensation, and its turnover rates are largely in line with 
sector peers. Its training program includes an internal leadership academy, in which about a 
quarter of employees are enrolled, it focuses on culture-setting. Such programs support retention, 
in our view. The company’s gender diversity metrics are modestly above industry average overall, 
but there are no female executives. The company intends to increase the workforce in 2023 to 
meet the rising demand for LNG and alleviate overtime demands causing worker fatigue.  

The production shutdown following the explosion has strained relationships with Freeport's 
customers, though the long-term impacts of the disruption are yet to be seen. The entity has 
taken LNG production offline since the accident and the restart date has been pushed back 
multiple times, impeding customer planning and forcing them to continue purchasing LNG in the 
spot-market. The production stoppage has so far lasted less than half the time allowed under 
current contracts; we expect to see greater customer pressure if the restart date approaches the 
contractual limit. This appears unlikely, however, as Freeport has received approval from federal 
regulators to initiate steps to restart. Nevertheless, Freeport offers customers the ability to 
contract for relatively lower GHG intensity LNG and is developing carbon intensity certification at 
customers’ requests, which we view as supportive of end use customer sustainability goals.  

The company has experienced a rise in community complaints since its June 2022 facility 
explosion, despite the company’s community investments. Several local and national 
environmental and indigenous activist groups have expressed discontent with Freeport LNG since 
the explosion. The company is conducting standard community consultations required to secure 
regulatory permits. Public opposition has not yet disrupted operations or planned investments. 
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Governance Profile 60/100 
Sector/Region Score (31/35) 
Freeport LNG’s governance operates in the U.S., which in our view has high governance 
standards that are underscored by a relatively stable political system and strong rule of law. 

Entity-Specific Score (29/65) 
Note: Figures are subject to rounding. 

Structure and 
oversight 

Code and  
values 

Transparency 
and reporting 

Financial and 
operational 

risks 
General factors 

Developing Good Developing -3 3 

Freeport LNG’s board structure has several favorable characteristics compared to many 
privately held companies, but the board lacks diversity and exhibits key-person risk. A dual 
chairman/CEO owns almost two-thirds of the company, presenting key-person risk, which, while 
common in the U.S., is inconsistent with global best practice. This is partly mitigated by the 
company’s delegation of roles and responsibilities with key executives, suggesting operational 
continuity if the chairman/CEO leaves. The company’s all-male board composition also lacks any 
gender diversity. That said, the overall board size (11) and independence (36% independent 
members, with Audit and Construction committees chaired by independent members) is favorable 
compared to many privately held firms, but below the standard we would expect for publicly 
owned U.S. companies. The entity also reports 100% board attendance, suggesting high levels of 
engagement, but we have concerns regarding the efficacy of board oversight of safety practices as 
there were numerous reportable incidents in the two years leading up to the June 2022 explosion. 

Its good codes and values score reflects its adequate focus on ethical business practices and 
standard approach to vendor and customer qualification, onboarding, and management. Like 
most peers, it incorporates due diligence screening mechanisms to ensure compliance with 
applicable laws, including labor, health and safety, and environmental laws as well as anti-
corruption, anti-bribery, and economic sanctions laws. The company also provides an anonymous 
employee hotline to support confidential reporting of noncompliance, which we view as standard. 

Sustainability reporting has improved in recent years, but overall disclosures still lag U.S. 
market standards. In the last year, Freeport LNG began incorporating TCFD recommendations 
into its ESG analysis, which we believe marks improvement and puts its performance on par with 
most O&G midstream peers. That said, annual financial statements are limited to local and 
federal requirements and issued only to limited stakeholders, though this is standard for privately 
held companies. The positive general factors adjustment reflects the entity’s nonfinancial 
disclosure improvement, though it is yet to be fully aligned with U.S. market standards. 

The company’s financial and operational risks adjustment reflect our concern that 
sustainability integration may be delayed in the coming years. As the company is seeking to 
address concerns resulting from the explosion and any potential additional financial liabilities 
when the long-term environmental and health effects of the event are better known, it may have to 
postpone some sustainability initiatives. While current financial needs are met by insurance, any 
uninsured loss in revenue or increase in cost would further constrain Freeport LNG’s ability to 
improve ESG performance. 
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Preparedness Opinion Adequate 
(No Impact)

Preparedness Low Emerging Adequate Strong Best in class 

Freeport LNG’s long-term strategy revolves around its leadership’s belief that natural gas will 
be critical to decarbonization globally during the next two decades. The company seeks to build 
customer relationships and ultimately provide low-carbon-produced LNG to markets that require 
supplies of natural gas either because their energy transition plans rely on it or due to a need for 
energy diversification. Investments in natural gas liquefaction represent a substantial 
commitment of resources and often involve multi-decade contracts. The project structure and 
fixed and specialized nature of assets presents limited flexibility to pivot in the future. These 
investments may limit Freeport’s ability to quickly adapt its strategy, potentially exposing it should 
the energy transition accelerate unexpectedly.  

Freeport has demonstrated sufficient understanding of the most material and disruptive risks 
it faces during the life of its existing and planned projects. Management believes political risk, 
energy transition, and the physical impacts of climate change are among the key disruptive risks it 
faces. The project financing structure involves operational consultants, including independent 
engineers and market consultants, and enables a comprehensive risk identification process when 
developing a new project. For instance, as the facilities operate on the Gulf Coast, rising sea levels 
and extreme weather studies inform management’s understanding of salient risk from 
construction to operation. However, once contracts are established, the focus of due diligence 
shifts to market and operational risks. During the operational life of its facilities, risks are 
identified via quarterly risk updates, during which the management team sources thoughts on 
which risks may be growing and need to be monitored from employees and its owners. This 
includes an enterprise risk management process that enables personnel to escalate issues up the 
chain of command. The board also leverages its experiences operating in adjacent industries to 
discuss and identify additional risks. 

Freeport has a relatively successful history of executing its project initiatives but is 
constrained by the fixed nature of its infrastructure and limited ability to strategically pivot. 
Management demonstrated shrewd and agile market awareness when it successfully pivoted 
from a regasification facility at a time when it was commonly believed that the U.S. would need to 
import gas to an export facility when market fundamentals shifted. In this respect, the company 
was ahead of the curve and was able to contract successfully before market prices for LNG 
cargoes declined, thus de-risking the business financially for several decades to come. Further, 
we believe that Freeport LNG's relatively flat management structure ensures a high level of 
accountability with each of the material risks owned by either an individual or a small group that 
reports on progress toward mitigating those risks to the board. This has borne fruit, for instance, 
in the company’s contracting strategy, which relies on understanding how market exposure has 
grown in certain countries over time. However, looking forward the company has limited ability to 
pivot its strategy given the fixed nature of its assets, and it has not established any contingency 
plans for when contract periods expire in just under 20 years’ time. 
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Sector And Region Risk 
Primary sector(s) Oil & Gas Midstream 

Primary operating region(s) United States 

Sector Risk Summary 

Environmental exposure 

The primary environmental risks facing the midstream sector are greenhouse gas emissions and 
pipeline releases. Directly, midstream companies face exposure to methane emissions, though 
the sector generally has been effective in reducing these emissions in recent years. While not 
extensively regulated, these emissions are substantially more potent than carbon. However, 
longer term, the sector faces risk related to the energy transition and physical climate change, 
both chronic (mean temperatures reducing process efficiency, for example) and acute (storms and 
extreme heat/cold causing damage and operational disruption). Demand for oil is already facing 
headwinds and demand for natural gas could too, eventually, as renewable resources make 
inroads. This is likely to directly affect oil and gas exploration and production companies and 
power generators but could also have indirect, significant consequences for the midstream sector. 
The sector also remains exposed to pollution risk in the form of potential pipeline leaks. Water use 
is not currently a major risk, though the sector does face risk related to land use and biodiversity 
for new projects, with the latter potentially exacerbated in climate-sensitive regions. 

Social exposure 

The primary social risk for the midstream sector stems from maintaining safe operations. Safety 
metrics have largely improved, but both employees and communities remain exposed to potential 
accidents, whether they be leaks or explosions. This is partly why community engagement also 
represents a significant risk. Numerous pipelines in the U.S. and Canada have faced financial 
consequences from delays associated with protests and more stringent regulation related to the 
development of new assets. That said, given that much of the required infrastructure in North 
America is already built, this risk will likely diminish in the future. The sector has limited employee 
diversity and an aging workforce. At times the potential for labor supply shortages arises. 
Customer engagement risk is comparatively low given the business-to-business nature of the 
sector. 

Regional Risk Summary 

United States 

With robust institutions and rule-of-law standards, the U.S. demonstrates many strong 
characteristics but lags several other countries with respect to ESG regulations. Governance is 
characterized by a very stable political system, a strong rule of law, a powerful judiciary, and 
effective checks and balances. Conditions of doing business are generally very good. The U.S. 
follows a rules-based approach to corporate governance focused on mandatory compliance with 
requirements from the major exchanges (NYSE and NASDAQ) as well as legislation. State 
corporate law is also a key source of corporate governance, particularly Delaware's, where over 
half over all U.S. listed companies and close to 70% of Fortune 500 companies are incorporated. 
Exchanges mandate high standards of corporate governance. The NYSE requires companies 
listing on its exchange to have boards made up of a majority of independent directors, with 
separate remuneration and nomination committees. However, formal requirements on ESG 
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reporting are not as established as they are in European countries. While a growing number of 
companies have an independent chair, the combination of CEO and chair roles is still popular. 
Remuneration continues to be a contentious point because U.S. executive pay dwarves global pay 
levels. The U.S. ranks 27 of 180 on Transparency International's 2021 Corruption Perception Index. 
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Related Research 
− “Environmental, Social, And Governance Evaluation: Analytical Approach,” published Sept. 20, 2022 

− “The ESG Risk Atlas: Sector And Regional Rationales And Scores,” published July 22, 2020 

− “Our Updated ESG Risk Atlas And Key Sustainability Factors: A Companion Guide,” published July 22, 2020 

− “How We Apply Our ESG Evaluation Analytical Approach: Part 2,” published June 17, 2020 

This report does not constitute a rating action. 
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