PAST, PRESENT AND FUTURE OF
THE FEDERAL HELIUM PROGRAM;
& H.R. 527, RESPONSIBLE HELIUM
ADMINISTRATION AND STEWARD-
SHIP ACT

OVERSIGHT AND
LEGISLATIVE HEARING

BEFORE THE

COMMITTEE ON NATURAL RESOURCES
U.S. HOUSE OF REPRESENTATIVES

ONE HUNDRED THIRTEENTH CONGRESS
FIRST SESSION

Thursday, February 14, 2013

Serial No. 113-1

Printed for the use of the Committee on Natural Resources

&R

Available via the World Wide Web: http:/www.fdsys.gov
or
Committee address: http:/naturalresources.house.gov

U.S. GOVERNMENT PRINTING OFFICE
78-972 PDF WASHINGTON : 2013

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001



COMMITTEE ON NATURAL RESOURCES

DOC HASTINGS, WA, Chairman
EDWARD J. MARKEY, MA, Ranking Democratic Member

Don Young, AK Peter A. DeFazio, OR

Louie Gohmert, TX Eni F. H. Faleomavaega, AS
Rob Bishop, UT Frank Pallone, Jr., NJ
Doug Lamborn, CO Grace F. Napolitano, CA
Robert J. Wittman, VA Rush Holt, NJ

Paul C. Broun, GA Raul M. Grijalva, AZ

John Fleming, LA Madeleine Z. Bordallo, GU
Tom McClintock, CA Jim Costa, CA

Glenn Thompson, PA Gregorio Kilili Camacho Sablan, CNMI
Cynthia M. Lummis, WY Niki Tsongas, MA

Dan Benishek, MI Pedro R. Pierluisi, PR

Jeff Duncan, SC Colleen W. Hanabusa, HI
Scott R. Tipton, CO Tony Cardenas, CA

Paul A. Gosar, AZ Steven A. Horsford, NV
Raul R. Labrador, ID Jared Huffman, CA

Steve Southerland, II, FL Raul Ruiz, CA

Bill Flores, TX Carol Shea-Porter, NH

Jon Runyan, NJ Alan S. Lowenthal, CA
Mark E. Amodei, NV Joe Garcia, FL

Markwayne Mullin, OK Matt Cartwright, PA

Chris Stewart, UT
Steve Daines, MT
Kevin Cramer, ND
Doug LaMalfa, CA
Vacancy

Todd Young, Chief of Staff
Lisa Pittman, Chief Legislative Counsel
Jeffrey Duncan, Democratic Staff Director
David Watkins, Democratic Chief Counsel

1)



CONTENTS

Page
Hearing held on Thursday, February 14, 2013 ........ccccoiiieiiiieiieeeeee e 1
Statement of Members:
Hastings, Hon. Doc, a Representative in Congress from the State of
WaShINGEON .eiiiiiiiiiiieee ettt e e et e e ssaeeesseraeens 1
Prepared statement of 3
Markey, Hon. Edward J., a Representative in Congress from the
Commonwealth of Massachusetts ..........cccccoviiriiiiiiiniiiniiniiceciceeee 4
Prepared statement of ..........ccccoviieiiiiiieiiee e 5
Ruiz, Hon. Raul, a Representative in Congress from the State of
California, Prepared statement of ..........ccccceviiiiiiiiiiiiiiiieeeieeeeieeeieeee 129
Statement of Witnesses:
Aronson, Dr. Samuel, Vice President, APS Physics .....cccccccevvieeeiiieenciieennns 61
Prepared statement of .........cccoooiiiiiiiiiiiiiii e 63
Boersen, Brad, Director, Business Strategy, Optical Fiber and Cable,
Corning INcorporated .........cccceveeeeiiieeiiiieeeiee e et et e e e e ar e e 46
Prepared statement of ...........cccooeveeiiiiiiiiininnnn. 47
Response to questions submitted for the record 50
Elmore, Kimberly, Assistant Inspector General for Audits, Inspections,
and Evaluations, Office of Inspector General, U.S. Department of the
TNEETIOT ettt 25
Prepared statement of ..........ccccccoeveeiiiiecieennnnen. .27
Response to questions submitted for the record ...........cccccoeviviiiiennnnee. 28
Garcia-Diaz, Daniel, Director, National Resources and Environment, U.S.
Government Accountability Office .........cccccoiiveiiiiiriiieiiiie e 13
Prepared statement of ...........ccoocveeiiiiiiiiininnnnn. 15
Response to questions submitted for the record 24
Haines, Nicholas, Head of Helium Source Development, Linde Global
Helium .....cccoviiviienn. .. 103
Prepared statement of ..........ccceccvevviiiiiniiiiennnnn. 104
Response to questions submitted for the record ................ 106
Joyner, David, President, Air Liquide Helium America, Inc. . 74
Prepared statement of ..........ccccciieiiiiiiiiiiieeeeeeee e 76
Kaltrider, Scott, Vice President, Business Management and Helium,
Praxair, INC. ..o e e e aaaaeaa e s 108
Prepared statement of ..........ccccoviieiiiiiiiiiiiieieeeeee e 110
Response to questions submitted for the record ..........ccccceeveveeeniiennnnns 113
Lynch, Kevin, Senior Vice President, Specialty Gases & Helium,
Matheson Tri-Gas, INC. .....oeviiiieiiiiiiieee et evrar e 83
Prepared statement of ..........cccccoveeeeiiieecieennnnen. 85
Response to questions submitted for the record ...........c.cc....... 88
Morgan, Rodney, Vice President of Procurement, Micron Technology . 42
Prepared statement of ...........ccccccveeeiiiiieiiii i .. 43
Response to questions submitted for the record .... 45
Nelson, Walter L., Director, Sourcing & Supply Chain, Air Products and
Chemicals, Inc., Allentown, Pennsylvania ..........ccccccoeveiieeiviieencieeecieeeennns 90
Prepared statement of ...........ccccoeeeeiiiiiiiiiniennnn. 92
Response to questions submitted for the record ................... 100
Page, Gary W., President, Helium & Balloons Across America 51
Prepared statement of .........cccocovieiiiiiiiiiiiiii .. b3
Response to questions submitted for the record ..........cccccevvviviiinniiennnnes 59

(I1D)



Page
Statement of Witnesses—Continued
Spisak, Timothy R., Deputy Assistant Director, Minerals and Realty
Management, Bureau of Land Management, U.S. Department of the
TNEETIOT ittt 7

Prepared statement of .. . 8
Response to questions submitted for the record ...................... .11
Thoman, Tom, Division President, Gases Production, Airgas, Inc. 79
Prepared statement of ...........ccccooveieiiiiieiiiieee e .. 81
Response to questions submitted for the record ...........ccoccevviviiiiennennne. 82
Additional materials supplied:
Gases and Welding Distributors Association (“GAWDA”), Statement sub-
mitted for the record ........coociiiiiiiiiiii e 127
List of documents retained in the Committee’s official files ...........cccoecueenee 129

awv)



OVERSIGHT HEARING ON “THE PAST, PRESENT AND
FUTURE OF THE FEDERAL HELIUM PROGRAM”; AND
LEGISLATIVE HEARING ON H.R. 527, TO COMPLETE
THE PRIVATIZATION OF THE FEDERAL HELIUM
RESERVE IN A COMPETITIVE MARKET FASHION THAT
ENSURES STABILITY IN THE HELIUM MARKETS WHILE
PROTECTING THE INTERESTS OF THE AMERICAN TAX-
PAYER, AND FOR OTHER PURPOSES. “RESPONSIBLE
HELIUM ADMINISTRATION AND STEWARDSHIP ACT”

Thursday, February 14, 2013
U.S. House of Representatives
Committee on Natural Resources
Washington, D.C.

The Committee met, pursuant to notice, at 10:02 a.m., in Room
1324, Longworth House Office Building, Hon. Doc Hastings [Chair-
man of the Committee] presiding.

Present: Representatives Hastings, Lamborn, Wittman, Thomp-
son, Lummis, Tipton, Labrador, Amodei, Mullin, Daines, Cramer,
LaMalfa; Markey, DeFazio, Holt, Costa, Hanabusa, Cardenas,
Horsford, Huffman, Ruiz, Lowenthal, Garcia, and Cartwright.

THE CHAIRMAN. The Committee will come to order, and the Chair
notes the presence of a quorum, which, under Committee Rule 3(e),
is 2 Members.

The Natural Resources Committee is meeting today to hear testi-
mony on the past, present, and future of the Federal helium pro-
gram: H.R. 527, “The Responsible Helium Administration and
Stewardship Act”. That is what the topic of our hearing is today.

Under Committee Rule 4(f), opening statements are limited to
the Chairman and the Ranking Member. However, I ask unani-
mous consent that any Member that wishes to have a statement
in the record have it by the close of business today.

[No response.]

THE CHAIRMAN. And without objection, so ordered.

I now recognize myself for 5 minutes for an opening statement.

STATEMENT OF THE HON. DOC HASTINGS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WASHINGTON

THE CHAIRMAN. This Valentine’s Day, many homes, restaurants
and stores are decorated with pink and red heart-shaped balloons
filled with helium. Now, this may be one of the best-known uses
of this “higher-than-air” gas. The reality is that helium plays a
large role in our daily lives and in our 21st century economy. Life-
saving MRI machines, high-tech manufacturing, and national de-
fense operations are all dependent on helium.
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Unfortunately, unless Congress takes swift action, America will
float off the helium cliff—pun intended—which will adversely affect
American jobs and our economy. Stopping this disaster while si-
multaneously implementing reforms is the goal of today’s hearing.

Since 1996, when Congress passed legislation to privatize the
Federal helium program, we have been selling the helium in the
reserve. Unfortunately, over the past half-decade, we have been
doing so at severely less-than-market prices. This action hurts fu-
ture resource development, it hurts conservation, and it hurts in-
vestment in research in alternatives, because of the depressed
price.

Since the original decision to close the reserve, both the use and
demand for helium has changed. This has created a situation
where the reserve’s debt, which was a goal of the 1996 Act, will be
paid off sooner than expected, and that is expected to be in October
of this year, and that will happen without having sold off all the
helium in the reserve. By law, that 1996 law, the reserve will no
longer have the authority to sell off its remaining helium, which
will result in an immediate worldwide shortage because currently
that reserve supplies about 30 percent of the world’s helium sup-
ply.

So, I am pleased that, by bipartisan negotiation and a focus on
market principles, Ranking Member Markey and I have developed
a bipartisan plan, The Responsible Helium Administration and
Stewardship Act, which is H.R. 527, to address the issues causing
this helium crisis.

First, it recognizes the pivotal role that helium plays in our 21st
century high-tech economy, and will prevent a helium shortage by
keeping reserves open until nearly all of the helium supply is sold.

Second, and equally important, the bill will build upon reforms
made in 1996 and inject free-market principles to get a fair return
for the American taxpayers. Updates to the program must be made
to more accurately reflect today’s uses and demands for helium.
New demands for helium have caused the market price to rise
much higher than the Federal Government’s pricing formula, and
much faster than BLM’s ability to track market prices.

Today we will hear updates from the Department of the Interior
Inspector General and the Government Accounting Office, high-
lighting concerns that the low Federal price means that taxpayers
aren’t getting the best return for this resource.

In addition, current operations by BLM have restricted sales to
only a few companies through an allotment system that appears to
be an essential monopoly for Federal helium. The cheap price of
Federal helium creates disincentives for helium users to invest in
conservation and in recycling, and it gives unfair market advantage
to the handful of companies that are allowed to purchase the
helium. And it can depress exploration for new sources of helium.

So, H.R. 527 will implement a new operating system over the
next decade that includes semi-annual helium auctions. These auc-
tions will inject much-needed competition into the program and en-
sure that taxpayers are getting a fair return. The bill also includes
important reforms to increase transparency and to prevent supply
disruptions.
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There are many who believe that the Federal Government
shouldn’t be in the helium business, and I would agree. But we are,
and we have been since the mid-1920s. So, this bill is necessary to
protect our economy from severe disruptions because helium is so
essential to suddenly shut off the valve at the reserve. This bill rec-
ognizes that reality and builds into place critical reforms to sell off
the helium in a much more responsible manner. This will prevent
a potentially economically crippling shortage, and will ensure a bet-
ter deal for taxpayers, and it will provide additional time for new
development of alternative domestic helium resources so our coun-
try and our economy is prepared when the reserve does close.

So, I look forward to hearing from our three panels of witnesses
today. And, with that, I will recognize the distinguished Ranking
Member for his opening remarks.

[The prepared statement of Mr. Hastings follows:]

Statement of The Honorable Doc Hastings, Chairman,
Committee on Natural Resources

This Valentine’s Day, many homes, restaurants and stores are decorated with
pink and red heart-shaped balloons filled with helium. While this may be one of the
best-known uses of this lighter than air gas, the reality is that helium plays a large
role in our daily lives and 21st century economy. Life-saving MRI machines, high-
tech manufacturing and national defense operations are all dependent on helium.

Unfortunately, unless Congress takes swift action, America will float off a helium
cliff—which will adversely affect American jobs and our economy. Stopping this dis-
aster, while simultaneously implementing reforms, is the goal of today’s hearing.

Since 1996, when Congress passed legislation to privatize the Federal Helium
Program, we have been selling the helium in the Reserve. Unfortunately, over the
last half decade, we have been doing so at severely less than market prices. This
action hurts future resource development, conservation, and investment in research
for alternatives.

Since the original decision to close the Reserve, both the use and demand for
helium has changed. This has created a situation where the Reserve’s debt, which
was the goal of the 1996 Act, will be paid off sooner than expected (final payment
is predicted to be October of this year), without having sold off all the helium in
the Reserve. By law, the Reserve will no longer have the authority to sell off its
remaining helium, resulting in an immediate world-wide shortage. Currently, the
Reserve supplies 30 percent of the world’s helium supply.

I'm pleased that through bipartisan negotiation and a focus on market principles,
Ranking Member Markey and I have developed a bipartisan plan, the Responsible
Helium Administration and Stewardship Act (H.R. 527), to address the issues caus-
ing this helium crisis.

First, it recognizes the pivotal role that helium plays in our 21st century, high-
tech economy and will prevent a helium shortage by keeping the Reserve open until
nearly all the helium supply is sold.

Second, and equally as important, the bill will build upon the reforms made in
1996 and inject free-market principals to get a fairer return for American taxpayers.

Updates to the program must be made to more accurately reflect today’s uses and
demands for helium. New demands for helium have caused the market price to rise
much higher than the federal government’s pricing formula and much faster than
BLM'’s ability to track market prices. Today we will hear updates from the Depart-
ment of the Interior Inspector General and the Government Accountability Office
highlighting concerns that the low federal price means that taxpayers aren’t getting
the best return for this resource. In addition, current operations by BLM have re-
stricted sales to only a few companies through an allotment system that appears
to be an essential monopoly for federal helium.

The cheap price of federal helium creates disincentives for helium users to invest
in conservation and recycling, it gives unfair market advantage to the handful of
companies that are allowed to purchase helium, and it can depress exploration for
new sources of helium.

H.R. 527 will implement a new operating system over the next decade that in-
cludes semiannual helium auctions. These auctions will inject much needed competi-
tion into the program and ensure that taxpayers are getting a fairer return.
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The bill also includes important reforms to increase transparency and prevent
supply disruptions.

There are many who believe that the federal government shouldn’t be in the
helium business, and I would agree. But we are and have been since the mid-1990s.
So this bill is necessary to protect our economy from severe disruptions because
helium is too essential to suddenly shut off the valve at the Reserve. This bill recog-
nizes that reality and builds into place critical reforms to sell off the helium in a
more responsible manner. This will prevent a potentially economically crippling
shortage, it will ensure a better deal for taxpayers, and it will provide additional
time for new development of alternative domestic helium resources so our country
and economy is prepared when the Reserve does close.

I look forward to hearing from our witnesses about this legislation and the need
to update and reform the Federal Helium Program.

STATEMENT OF THE HON. EDWARD J. MARKEY, A REPRESENT-
ATIVE IN CONGRESS FROM THE COMMONWEALTH OF
MASSACHUSETTS

Mr. MARKEY. Thank you, Mr. Chairman. Helium is not just used
to fill balloons. It is critical in MRI machines, NASA rockets, high-
tech manufacturing, and various types of research. For many appli-
cations, there are simply no replacements for helium right now. So
the looming national crisis for this important gas must not be
taken lightly.

Our Nation’s Federal helium reserve supplies nearly half of the
helium used in the United States, and roughly a third of all the
helium used globally. And right now there is a growing supply
shortage. Some helium customers are already having their supply
contracts canceled or reduced.

We are now facing two deadlines that could lead to even more
severe helium supply shortages and price spikes. The first will
occur later this year, when the Bureau of Land Management,
which manages the reserve, will finish repaying the Treasury for
the debt accrued while purchasing this helium stockpile. At that
point, unless Congress acts, the BLM will no longer have the au-
thority to continue operating the reserve and supplying this critical
source of helium for the United States and for the world.

The second crisis is not as immediate, but potentially more se-
vere. At current withdrawal rates, we have only five to seven years
before the helium in the BLM reserve is largely gone. Reviews by
the National Academies of Science, the Government Accountability
Office, and the Interior Department Office of Inspector General
have all concluded that we are likely currently selling our Nation’s
helium below market price.

Because the BLM supply comprises such an enormous percentage
of the global supply, the price set by BLM controls the prices paid
for helium globally. Artificially low prices for BLM helium, there-
fore, mean less incentive for private markets to make investments
in new helium supplies, or to invest in conservation efficiency or
alternatives. And it means taxpayers are getting shortchanged.

We must establish a helium pricing mechanism that sends a
clear signal to private markets that alternative helium supplies are
needed before we exhaust the BLM reserves. If we continue to float
along under business as usual, we risk finding ourselves facing
even worse supply disruptions or price spikes in a few years, when
the BLM stockpile is depleted.



5

That is why I have partnered with Chairman Hastings and
Energy and Minerals Subcommittee Ranking Member Rush Holt
and Representative Bill Flores to introduce bipartisan legislation
that seeks to address these impending crises. That legislation,
H.R. 527, will extend the life of the reserve past the end of this
fiscal year, ensure a fair return to taxpayers on this Federally
owned helium resource, and widen participation and transparency
in the helium market.

These principles are consistent with the recommendations made
by the National Academies in 2010 to improve the program.
Whether it is spectrum auctions or helium auctions, open and com-
petitive markets are the best way to ensure stability and proper re-
turn for taxpayers. Helium comes from the Greek word “helios,”
which means sun. And it is time that we shine some sunlight on
the helium market by creating transparency and openness.

The stakes from this impending national helium crisis for Amer-
ica’s high-tech economy are very high. A competitive helium mar-
ket can be the stable bridge that shifts America’s helium reliance
from the BLM reserve to private sources. We need to create that
glide path. But if we fail to act, and float off this helium cliff, we
may be forced to rely on insecure and irregular helium supplies
from foreign countries, such as Russia, Algeria, or Qatar, and pay
dramatically higher prices to meet American scientific and indus-
trial needs. We should not let that happen.

This is an issue that should rise above partisanship. And, Mr.
Chairman, I want to praise you for your leadership on this issue.
This is something that really is central to our national security.
And I am looking forward, as all our members are, on working on
a bipartisan basis to find a solution.

[The prepared statement of Mr. Markey follows:]

Statement of The Honorable Edward J. Markey, Ranking Member,
Committee on Natural Resources

Thank you Mr. Chairman.

Helium is not just used to fill balloons. It is critical in MRI machines, NASA rock-
ets, high-tech manufacturing and various types of research. For many applications,
there are simply no replacements for helium right now.

So the looming national crisis for this important gas must not be taken lightly.

Our nation’s Federal Helium Reserve supplies nearly HALF of the helium used
in the United States and roughly a THIRD of all the helium used globally. And
right now, there is a growing supply shortage. Some helium customers are already
having their supply contracts canceled or reduced.

We are now facing two deadlines that could lead to even more severe helium sup-
ply shortages and price spikes. The first will occur later this year when the Bureau
of Land Management, which manages the Reserve, will finish repaying the Treasury
for the debt accrued while purchasing this helium stockpile. At that point, unless
Congress acts, the BLM will no longer have the authority to continue operating the
Resirl've and supplying this critical source of helium for the United States and the
world.

The second crisis is not as immediate but potentially more severe. At current
withdrawal rates, we have only five to seven years before the helium in the BLM
Reserve is largely gone. Reviews by the National Academies of Science, the Govern-
ment Accountability Office and the Interior Department Office of Inspector General
have all concluded that we are likely currently selling our nation’s helium below
market price.

Because the BLM supply comprises such an enormous percentage of the global
supply, the price set by BLM controls the prices paid for helium globally. Artificially
low prices for BLM helium therefore mean less incentive to private markets to make
investments in new helium supplies or to invest in conservation, efficiency or alter-
natives. And it means taxpayers are getting short changed.
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We must establish a helium pricing mechanism that sends a clear signal to pri-
vate markets that alternative helium supplies are needed before we exhaust the
BLM Reserve. If we continue to float along under business as usual, we risk finding
ourselves facing even worse supply disruptions or price spikes in a few years when
the BLM stockpile is depleted.

That is why I have partnered with Chairman Hastings, Energy and Minerals Sub-
committee Ranking Member Rush Holt and Rep. Bill Flores to introduce bipartisan
legislation that seeks to address these impending crises. That legislation, H.R. 527,
will extend the life of the reserve past the end of this fiscal year, ensure a fair re-
turn to taxpayers on this federally-owned helium resource, and widen participation
and transparency in the helium market.

These principles are consistent with the recommendations made by the National
Academies in 2010 to improve the program. Whether it is spectrum auctions or
helium auctions, open and competitive markets are the best way to ensure stability
and a proper return for taxpayers.

Helium, comes from the Greek word Helios, which means sun. And it is time that
we shine some sunlight on the helium market by creating transparency and open-
ness.

The stakes from this impending national helium crisis for America’s high-tech
economy are high. A competitive helium market can be the stable bridge that shifts
American helium reliance from the BLM Reserve to private sources. We need to cre-
ate that glide path.

But if we fail to act and float off this “helium cliff,” we may be forced to rely on
insecure and irregular helium supplies from foreign countries such as Russia, Alge-
ria, and Qatar and pay dramatically higher prices to meet American scientific and
industrial needs. We should not let that happen.

This is an issue that should rise above partisanship, and I look forward to con-
tinue to working with you, Mr. Chairman, and Members on both sides of the aisle
to move this legislation forward swiftly.

THE CHAIRMAN. I thank the gentleman for his statement, and I
thank the gentleman for the compliment. This is something that
was brought to our attention and I particularly want to thank the
staff as they work together to develop this legislation.

We have three panels today, and our first panel is seated. And
let me introduce them.

We have Mr. Tim Spisak, who is the Deputy Assistant Director
of Minerals and Realty Management of the Bureau of Land Man-
agement within the Department of the Interior. Welcome.

We have Daniel Garcia-Diaz, National Resources and Environ-
ment of the U.S. Government Accountability Office. Welcome.

And last, but not least, we have Kimberly Elmore, the Assistant
Inspector General for Audits, Inspections, and Evaluations, with
the U.S. Department of the Interior.

If you have not been a witness here before, let me explain the
timing lights here. You have 5 minutes. First of all, your full state-
ment will appear in the record. And we would ask you to summa-
rize and keep your remarks within 5 minutes.

The green light means that you are doing extremely well in your
remarks.

[Laughter.]

THE CHAIRMAN. And when the yellow light comes on it means
that you are down to one minute. And you don’t want the red light
to come on, it just simply means that your time is up. But if you
can keep your remarks within that 5 minutes, that would be very,
very helpful, because we do have a long day.

So, with that, Mr. Spisak, we will start with you. And you are
recognized for 5 minutes.
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STATEMENT OF TIMOTHY R. SPISAK, DEPUTY ASSISTANT
DIRECTOR, MINERALS AND REALTY MANAGEMENT, BUREAU
OF LAND MANAGEMENT, U.S. DEPARTMENT OF THE
INTERIOR

Mr. Spisak. Mr. Chairman, members of the Committee, thank
you for the opportunity to testify on a Federal helium program and
H.R. 527, “The Responsible Helium Administration and Steward-
ship Act”. The bill would make various changes to the Helium Pri-
vatization Act of 1996, including establishing a phased approach to
drawing down the Federal helium reserve.

As indicated by a National Academy of Sciences report published
in early 2010, the market for helium has proven more volatile than
expected over the last 15 years, and the requirement under the Pri-
vatization Act that the BLM offer to sell nearly all of the reserve
by 2015 could negatively impact the availability of this important
resource.

The Department of the Interior supports the goals of H.R. 527,
and welcomes the opportunity to improve the management of this
valuable resource.

Helium is a critical, non-renewable natural resource. The most
common and economical way of capturing helium is by recovering
it during natural gas processing. The BLM plays a key role in the
management and stewardship of the only significant long-term
storage facility for accrued helium in the world, known as the Fed-
eral Helium Reserve, which is located near Amarillo, Texas.

In 1929, the U.S. Bureau of Mines built the Amarillo helium
plant and Cliffside gas field facility to produce a helium-bearing
natural gas from a naturally occurred geologic field known as the
Bush Dome Reservoir.

In 1960, the Congress granted the Bureau of Mines the authority
to borrow funds from the U.S. Treasury to purchase and store
helium with the expectation that the proceeds from the future sales
of helium would allow the Bureau of Mines to repay the borrowing.
However, compound interest and the Federal demand rarely met
the expectations underlying the repayment terms of the Treasury’s
loan.

In 1996, the Congress passed the Helium Privatization Act,
which required the BLM to offer for sale the vast majority of the
stockpile of crude helium.

Today the BLM operates the Federal helium program with the
primary goals of paying off the helium debt, which the agency an-
ticipates doing at the beginning of Fiscal Year 2014, and providing
the resource to meet public and private needs. While sales of the
crude helium to private helium refineries make the most signifi-
cant contributions toward paying off the helium debt, the BLM also
manages the in-kind program, which supplies helium to Federal
agencies and grant holders for operations and research through
what are known as authorized Federal helium suppliers.

In 2000, the National Academy of Science published its first
analysis of the impacts of the 1996 Act. Its general finding was
that the Act would not have a material impact on helium users. In
early 2010 the NAS released a follow-up report on the BLM’s man-
agement of the helium reserve. The follow-up report concluded that
the mandated sell-off is negatively impacting the needs of both cur-



8

rent and future users of helium in the United States. This conclu-
sion is the driving force behind a series of recommendations in the
report directed at the BLM and Congress.

H.R. 527 addresses many of the concerns that the 2010 NAS re-
port identified regarding the Federal Government’s involvement in
the helium market. Most importantly, the bill would create a set
of phased authorities for the BLM’s management of the reserve, es-
tablishing a glide path from the sales mandated under the Privat-
ization Act. The Department generally supports this approach to
gradually scale back the Federal helium program.

More specifically, H.R. 527 stipulates 3 phases to the drawdown:
the finalizing debt payoff; maximizing total recovery of helium and
increasing returns to the American taxpayer; and, finally, the ac-
cess for Federal users. It also requires that the sales of crude
helium be conducted at auction and that the BLM disclose certain
information related to the helium market and supply chain.

The Department looks forward to discussing these issues further
with the sponsors and the Committee, and we would also like to
;’)V(l)lrk with the Committee on some technical modifications to the

ill.

H.R. 527 would require the Secretary of the Interior to complete
several reports and studies on helium, some in coordination with
the Secretary of the Interior.

Thank you for the opportunity to present testimony on the Fed-
eral helium program and H.R. 527. The BLM welcomes further
discussion about the Federal helium program and BLM’s role in
meeting future needs for the country. I would be happy to answer
any questions the Committee may have.

[The prepared statement of Mr. Spisak follows:]

Statement of Timothy R. Spisak, Deputy Assistant Director, Minerals and
Realty Management, Bureau of Land Management, U.S. Department of
the Interior

Mr. Chairman and members of the Committee, thank you for the opportunity to
testify on the Federal helium program and H.R. 527, the Responsible Helium Ad-
ministration and Stewardship Act, which would make various changes to the
Helium Privatization Act of 1996, including establishing a phased approach to draw-
ing down the Federal Helium Reserve. Because the bill was introduced just one
week ago, the Department of the Interior has not had time to conduct an in-depth
analysis, but we appreciate the opportunity to outline our general views at this
time. As indicated by a National Academy of Sciences (NAS) report published in
early 2010, the market for helium has proven more volatile than expected over the
last 15 years and the current law’s requirement that the Bureau of Land Manage-
ment (BLM) offer for sale nearly all of the Reserve by 2015 could pose a threat to
the availability of this resource for future U.S. scientific, technical, biomedical, and
national security users of helium. The Department supports the goals of H.R. 527
ancl.l welcomes the opportunity to improve the management of this valuable com-
modity.

Background

Helium is a critical, non-renewable natural resource that plays an important role
in medical imaging, space exploration, military reconnaissance, fiber optics manu-
facturing, welding and commercial diving. According to the NAS, helium’s best
known property, being lighter than air, means “that every unit of helium that is
produced and used today will eventually escape the Earth’s atmosphere and become
one less unit available for use tomorrow.”

The most common and economical way of capturing helium is by stripping it from
natural gas during gas production. Geologic conditions in Texas, Oklahoma, and
Kansas make the natural gas in these areas some of the most helium-rich in the
United States, ranging from 0.5 to 1.5 percent of the gas extracted during produc-
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tion. The BLM plays a key role in the careful management and stewardship of the
only significant long-term storage facility for crude helium in the world, known as
the Federal Helium Reserve (Reserve), which supplies approximately 42 percent of
domestic demand and approximately 35 percent of global demand for crude helium.

The Federal Helium Program

Because of helium’s potential to lift military reconnaissance devices high above
battlefields, the Federal government’s interest in the resource dates back to World
War 1. Recognizing this key military use for helium, the Mineral Leasing Act of
1920 reserved to the Federal government all helium produced on Federal lands—
a reservation that remains in effect today. After World War I, recognition of the po-
tential for helium recovery in the Texas Panhandle, Western Oklahoma, and Kansas
area (collectively, the “Hugoton” field) led to the development of the Federal helium
program focused in that area. In 1929, the Bureau of Mines built the Amarillo
Helium Plant and Cliffside Gasfield Facility near Amarillo, Texas, to produce
helium-bearing natural gas from a naturally occurring geologic field known as the
Bush Dome Reservoir.

After World War II, Federal use of helium shifted toward applications related to
space exploration, and in 1960 Congress passed the Helium Amendment Act. This
Act changed the program’s mandate from exclusive government production of
helium to conservation of the resource by executing contracts with private natural
gas producers to purchase extracted crude helium for the Federal government to
store in the Bush Dome Reservoir. The Act granted the Bureau of Mines the author-
ity to borrow funds from the U.S. Treasury to purchase the helium, with the expec-
tation that the proceeds from future sales of helium would allow the BLM’s prede-
cessor agency in this area, the Bureau of Mines, to repay the debt. This borrowing
authority, established by Congress in lieu of a direct appropriation, required the Bu-
reau of Mines to repay the loan by 1985. Subsequent legislation extended the dead-
line to 1995.

Federal demands for helium rarely, if ever, met the expectations underlying the
terms of the Treasury’s loan to the Bureau of Mines. When the 1995 deadline to
pay off the debt arrived, the $252 million the Bureau had spent on privately-pro-
duced helium had increased to $1.3 billion (principal and interest), and the Bureau
of Mines appeared to have little prospect of ever repaying the debt. In his 1995
State of the Union address, President Bill Clinton stated that it was his Administra-
tion’s goal to privatize the Federal helium program.

Congress subsequently passed the Helium Privatization Act of 1996 (HPA), which
required the BLM (which assumed jurisdiction over the program after the termi-
nation of the Bureau of Mines) to make available for sale the vast majority of the
stockpile of crude helium. The mandate directed the BLM to begin selling helium
no later than 2005, in order to avoid market disruption. The BLM was to make a
consistent amount of helium available every year at a price based on the amount
of remaining helium debt and the amount of helium in storage. When Congress
passed the HPA, there was approximately 30.5 billion standard cubic feet (scf) of
helium in storage in the Bush Dome Reservoir. The HPA mandated the BLM to
make available for sale all of the helium in excess of a 600 million scf permanent
reserve.

Additionally, the HPA required the BLM to cease all helium production, refining,
and marketing activities to effectively privatize the refined helium market in the
United States. Finally, the Act provided for the NAS to review the impacts of the
1996 Act. The NAS published its first study in 2000, and released a follow-up report
in 2010.

The BLM’s Helium Operations

The BLM currently operates the Federal helium program with a primary goal of
paying off the “helium debt.” To this end, the BLM has paid approximately $1.33
billion to the U.S. Treasury since 1995. This constitutes substantial progress toward
eliminating the helium debt, which the HPA froze at approximately $1.37 billion.
During FY 2012, $180 million was paid toward the helium debt from Reserve sales,
resulting in an outstanding balance of approximately $44 million at the end of the
fiscal year.

According to the HPA, once the helium debt is retired, the Helium Production
Fund (used to fund the BLM’s helium program operational expenses) would be dis-
solved and all future receipts would be deposited directly into the general fund of
the U.S. Treasury. The BLM expects to generate enough revenue during this fiscal
quarter through currently authorized helium sales to pay off the debt at the begin-
ning of FY 2014.
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The BLM’s current helium program, with a workforce of 51 full-time equivalents
(FTE), operates not only the original storage and pipeline system, but also a crude
helium enrichment unit, owned by private industry refiners, that facilitates trans-
mission of helium to private helium operations on the BLM’s helium pipeline. The
BLM is responsible for administering helium extracted from Federal resources, in-
cluding management of fees and royalty contracts. These operations are not limited
to the Hugoton gas field, but also occur in fields in Colorado, Wyoming, Utah, and
any other state where producers extract helium from the Federal mineral estate.
Additionally, the BLM is responsible for administering the sell-off of crude helium
to private refiners. These sales make the most significant contributions toward pay-
ing off the helium debt. The agency also conducts domestic and, to a lesser extent,
international helium resource evaluation and reserve tracking to determine the ex-
tent of available helium resources.

Another major part of the BLM’s helium program is the “In-Kind” program, which
supplies helium to Federal agencies (e.g., the Department of Energy and the Na-
tional Aeronautics and Space Administration) for operations and/or research. Before
the Helium Privatization Act, Congress required Federal agencies to purchase their
helium supplies from the Bureau of Mines. Under the current In-Kind program,
Federal agencies purchase all of their refined helium from private suppliers who,
in turn, are required to purchase an equivalent amount of crude helium from the
Reserve. In FY 2012, Federal agencies purchased $10.3 million of helium through
the In-Kind program.

The National Academy of Sciences Reports

In 2000, the NAS published its first analysis of the impacts of the HPA. Its gen-
eral finding was that the Act would not have an impact on helium users. Addition-
ally, the NAS report concluded that because the price-setting mechanism was based
on the amount of the helium debt, and not the market for helium, the government’s
significantly higher price would mean the helium refining industry would buy crude
helium from the BLM only as a last resort for fulfilling private contracts. However,
private helium refiners would still be required to purchase crude helium from the
BLM under the In-Kind program.

Over the course of the last decade, however, it has become apparent that assump-
tions underlying the 2000 NAS Report did not hold. First, the NAS’s assumption
that “[t]he price of helium [would] probably remain stable through at least 2010”
has proven faulty. The market for helium has seen significant fluctuations on both
the demand side—which dropped significantly in 2008 after peaking the prior
year—and on the supply side, which experienced a significant decline in private sup-
plies between 2006 and 2008. In the face of this volatility, prices for helium rose
steadily over the course of the decade. By 2008, the market price for helium began
to hover near the BLM’s price, leading to greater withdrawals from the Reserve
than the 2000 NAS Report anticipated.

Another market impact that the 2000 NAS Report did not address was inter-
national supply and demand for helium. According to the U.S. Department of Com-
merce, domestic consumption of helium decreased 2.7 percent per year from 2000—
2007, while exports to the Pacific Rim grew 6.8 percent annually, exceeding the 5.1
percent growth rate in Europe. The international market also experienced supply
issues because of refining capacity problems at plants in Qatar and Algeria, which
would normally help supply both Europe and Asia.

In early 2010, the NAS released a follow-up report on the BLM’s management of
the Reserve. The report, entitled “Selling the Nation’s Helium Reserve,” focused on
“whether the interests of the United States have been well served by the [HPA] and,
in particular, whether selling off the Reserve has had any adverse effect on U.S.
scientific, technical, biomedical, and national security users of helium.”

The 2010 NAS report, which identified some shortcomings of the 2000 report,
takes a markedly different tone than the 2000 report. This change in approach re-
flects the volatility of the helium market over the last decade. The NAS report ana-
lyzes the relationship between supply and demand for helium on a domestic and
international basis, as well as the BLM’s management of the Reserve under the
HPA. The report concludes that the HPA mandated sell-off is negatively impacting
the needs of both current and future users of helium in the United States. This con-
clusion is the driving force behind a series of recommendations in the report di-
rected at the BLM and the United States Congress.

H.R. 527, Responsible Helium Administration and Stewardship Act

H.R. 527 addresses many of the concerns that the 2010 NAS report identified re-
garding the Federal government’s involvement in the helium market. Most impor-
tantly, the bill would create a set of phased authorities for the BLM’s management
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of the Reserve, establishing a “glide path” from the sales mandated under the HPA
to a scenario where 3 billion scf of helium would be reserved solely for Federal
users. This would accomplish the original goals of the HPA—the exit of the Federal
government from the broader helium market and the paying off of the helium
debt—while protecting long-term supply interests for the Federal government. The
Department generally supports this approach to gradually scale back the Federal
helium program.

The bill stipulates three phases to the drawdown: “Phase A: Finalizing Debt Pay-
off;” “Phase B: Maximizing Total Recovery of Helium and Increasing Returns to the
American Taxpayer;” and “Phase C: Access for Federal Users.” Phase A would begin
on the bill’s date of enactment and end 1 year after the date of enactment. During
Phase A, the BLM would be required to offer for sale at least as much helium as
was offered for sale during FY 2012. Phase B would begin immediately after Phase
A and end when the volume of recoverable crude helium in the Reserve reaches 3
billion scf. During Phase B, the BLM would balance factors involving the amount
of production capable from the Reserve, program management, market supply and
demand, and demand of Federal users when determining the annual quantity of
crude helium to offer for sale. Phase C would begin when the volume of recoverable
crude helium in the Reserve reaches 3 billion scf and presumably last until all re-
coverable helium has been exhausted from the Reserve. During Phase C, the BLM
would be authorized to sell crude helium only for use by Federal agencies and Fed-
eral grant holders. The Department would also like to work with the committee on
technical modifications to this section of the bill.

Other significant aspects of H.R. 527 involve requirements that sales of crude
helium be conducted at auction and that the BLM disclose certain information re-
lated to the helium market and supply chain. The Department and the BLM are
committed to ensuring that the public receives a fair return on publicly owned en-
ergy and related resources. The Department and the BLM are also firmly committed
to making information about how government operates more accessible, and con-
sider transparency and open government a high priority. The Department looks for-
ward to discussing these issues further with the sponsors and the Committee, and
the Administration continues to evaluate any cost implications of this legislation.

Finally, the bill also would require the Secretary of the Interior to complete sev-
eral reports and studies on helium. These include global and national helium gas
resource assessments, and, in coordination with the Secretary of Energy, national
forecasts and global trends of helium demand and an inventory of helium uses in
the United States. In addition, the bill would direct the Secretary of the Interior
and the Secretary of Energy to cooperate on any assessments and research relating
to the extraction and refining of the isotope helium-3, and direct the Secretary of
iclhtle Interior to assess the feasibility of establishing a facility to separate the isotope

elium-3.

Conclusion

Thank you for the opportunity to present testimony on the Federal helium pro-
gram and H.R. 527. The BLM welcomes further discussion about the Federal
helium program and the BLM’s role in meeting future helium needs for the country,
especially for Federal agencies that depend on helium for scientific research, aero-
space projects, and defense purposes. Since its formal discovery almost 120 years
ago, helium has proven to be an increasingly important natural resource. The ex-
pansion of helium-related technology and declining domestic reserves means the im-
portance of helium as a strategic resource is likely to increase. The BLM continues
to serve the country by effectively managing the Reserve, and working with natural
gas producers to efficiently extract helium from natural gas. I would be happy to
answer any questions the Committee may have.

Response to questions submitted for the record by Timothy R. Spisak,
Deputy Assistant Director, Minerals and Realty Management, Bureau of
Land Management, U.S. Department of the Interior

Questions from Rep. Markey

When was the last time that the refining capacity of the refiners connected
to the BLM Federal Helium Reserve was collected? When was the last time
that information was made public?

The BLM last conducted a survey of the plant refining capacities of the companies
(i.e., the refiners) that are connected to the BLM Federal Helium Reserve in June
2008. The total refining capacity of all the refiners on the helium conservation pipe-
line was published at that time.
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Have there been significant changes in that refining capacity since that
time?
There have been no significant changes in plant capacities since the 2008 survey.

Is the BLM aware of all of the changes made to the refining capacity of re-
fineries connected to the BLM helium reserve? If so, please detail the cur-
rent refining capacity, by refinery, of each of the four refiners connected
to the pipeline. If not, please detail why not.

Yes, the BLM is aware of changes to the plant refining capacities of each refiner.
However, the refining capacities for individual plants are not made available to the
public because the information is proprietary. The total capacity for all the plants
owned by the four refiners along the helium conservation pipeline is approximately
4.05 bef. Although the refining capacities of individual plants are not available to
the public, the ratio of total capacity per company (some of whom own multiple
plants) is public knowledge because the BLM sells open market helium based on
those percentages. The percentages of total capacity per company are as follows: Air
Products, 36 percent; Praxair, 34 percent; Linde, 26 percent; and Keyes, 4 percent.

Some have argued that moving to a competitive auction system would cre-
ate supply uncertainty in helium markets. But as you note in your testi-
mony, haven’t helium supplies and markets been “uncertain” over the last
15 years?

In recent years, there has been some uncertainty in helium markets. This has
been caused primarily by increasing demand from international markets coupled
with a global helium supply shortage. For example, countries such as Qatar and Al-
geria, which normally meet the demand for Europe and Asia, are currently experi-
encing refining capacity problems.

Questions from Rep. Hanabusa

What is the cost of separating crude helium from natural gas deposits?

The BLM does not have cost information regarding the separation of crude helium
from natural gas. The cost of separating crude helium from natural gas varies de-
pending on the technology used to produce the gas, the concentration of the helium
contained within the natural gas, and the deposit size. In general, the cost increases
as (i) the concentration of the helium decreases, (ii) geologic conditions, such as ex-
tremely low or high gas-field pressure, present a challenge to ensuring the resource
is extracted in a diligent and prudent manner, and (iii) unwanted constituents, such
as H,S and CO,, are entrained within and must be removed from the gas before
it may be sold to market.

Have advances in the natural gas extraction process and/or the crude
helium separation process led to increased volumes of helium being col-
lected?

Advances in the natural gas extraction process, such as hydraulic fracturing, have
not led to increases in helium extraction because those deposits have extremely low
helium concentrations, generally 0.05 percent or less. However, if natural gas lig-
uids containing helium were to be produced from natural gas fields in large enough
quantities, it is possible that helium extraction plants might be constructed as part
of the natural gas extraction and refining process. This is the type of helium extrac-
tion currently used in Algeria and Qatar.

Advances in membrane technology, which is a technology that uses pressure to
separate helium from the mixture of gases originally produced from a natural gas
well, have yielded small increases in helium extraction.

In collecting natural gas through the fracking process, do the compounds
in the fracking fluid create any kind of chemical reaction that can alter the
helium deposits or affect the helium separation process?

Because helium is an inert gas, it does not react with any known chemical or com-
pound.

Questions from Rep. Lowenthal

Since passage of the 1996 Helium Privatization Act directed the Interior
Department to sell crude helium from the Federal Helium Reserve using a
statutory pricing scheme, what is your best estimate of the aggregate to-
date revenue lost due to sales of helium at prices below what a free market
sale would have commanded? For this estimate, please distinguish between
revenue lost based on sales to the private sector and sales to Federal Agen-
cies (thru in-kind sales).
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The unique characteristics of the helium market, including major fluctuations in
domestic and international demand and global supply shortages, make it very dif-
ficult to determine the true market price for crude helium in the years since 1996.
In addition, because the Federal Helium Reserve supplies approximately 42 percent
of domestic demand and approximately 35 percent of global demand for crude
helium, the price of Federal helium has effectively become the benchmark market
price.

From the time of the BLM’s first sale in 2003 until 2008, more crude helium was
offered for sale than was sold. This would indicate that in those years, the price to
purchase crude helium from the Federal Helium Reserve (then the statutory min-
imum) exceeded the price to purchase crude helium from private sources. In 2009
and 2010, the BLM sold all of the crude helium offered for sale, but there were no
indications of market shortages or scarcity. This would indicate that in those years,
the price to purchase crude helium from the Federal Helium Reserve (also the statu-
tory minimum) approximated the price to purchase crude helium from private
sources.

Since 2011, the BLM has continued to sell all of the crude helium offered for sale,
but has significantly increased the price it charges non-Federal purchasers. During
FY 2013, the open-market price is $84.00/mcf, up from $64.75/mcf in 2010. The
BLM is currently working with the Department’s Office of Mineral Evaluation, as
recommended by the Office of the Inspector General, to develop a new pricing for-
mula to ascertain the open market value of crude helium. The BLM expects to im-
plement the new formula in FY 2014.

What is your best estimate of the aggregate value of the remaining helium
in the Federal Helium Reserve? Please base your estimate on projected
market prices assuming sales from the Reserve are sold at auctions as envi-
sioned by H.R. 527 (until 3 billion cubic feet remain). Please also distin-
guish between the value of helium sold to the private sector and the value
of helium sold to Federal Agencies as projected based on a constant 161
million cubic feet annual Federal Agency consumption rate of reserve
helium at the prevailing auction price.

Between 2014 and 2019, after which no further open market sales are anticipated
under current draw-down projections, the BLM estimates total cumulative helium
sales would generate gross receipts of around $630 million. Of this amount, the
BLM estimates that Federal in-kind sales would generate gross receipts of around
$80 million at a sales rate of 200 million cubic feet. At a constant sales rate of 161
million cubic feet, Federal in-kind sales are estimated to generate around $65 mil-
lion between 2014 and 2019.

THE CHAIRMAN. Thank you very much, Mr. Spisak. And obvi-
ously, if there are technical changes, we look forward to that. This
is always the start of the process, so I appreciate your testimony.

Mr. SPIsAK. Absolutely.

THE CHAIRMAN. Next we will recognize Mr. Garcia-Diaz for 5
minutes. And, Mr. Garcia-Diaz, you are recognized.

STATEMENT OF DANIEL GARCIA-DIAZ, DIRECTOR, NATIONAL
RESOURCES AND ENVIRONMENT, U.S. GOVERNMENT
ACCOUNTABILITY OFFICE

Mr. GARCIA-DIAZ. Thank you. Chairman Hastings, Ranking
Member Markey, and members of the Committee, I am pleased to
be here today to discuss the Bureau of Land Management’s Federal
helium program.

As you know, the Federal Government has been extensively in-
volved in the production, storage, and use of helium since the early
part of the 20th century. With the Helium Privatization Act of
1996, the goals of the helium program were significantly changed,
including having the Federal Government reduce the size of the re-
serve, pay down the program’s debt, and exit the refined helium
production business. The current program managed by BLM fo-
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cuses on storing and selling helium to government agencies and
private entities.

My remarks today summarize and update information from our
May 2010 testimony. I will discuss how the 1996 Act addressed
issues we raised in the 1990s, and 3 urgent issues facing the
helium program in the near future.

The 1996 Act caused considerable changes to the helium program
and addressed or altered GAQO’s prior concerns in 3 specific areas:
the program’s debt; Federal pricing of helium; and alternatives to
meeting the Federal need for helium.

By the early 1990s, the program’s debt to the Treasury, which
paid for the purchase of helium for storage, reached about $1.3 bil-
lion, most of which was accrued interest. The 1996 Act froze the
debt at $1.4 billion with interest no longer accruing, and required
repayment of the debt. The 1996 Act also changed the method for
determining the minimum price of crude helium. The Secretary
was required to set sale prices to cover the reserves, operating
costs, and to produce an amount sufficient to pay back the debt,
plus an inflation factor.

Finally, the 1996 Act reset the program’s objective, directing In-
terior to stop refining helium and establish an in-kind sales pro-
gram for Federal agencies. Since 1998, Federal agencies can pur-
chase helium from authorized helium supply companies. And, in re-
turn, BLM sells an equivalent amount of crude helium to these
companies at the minimum price.

Since the 1996 Act, we have identified three urgent issues re-
garding the program’s direction. The first issue is how the helium
program will be funded after 2013, when the debt is paid off. The
Act requires that all program revenues be returned to the Treasury
upon repayment of the program’s debt. The program relies on reve-
nues generated by the helium sales to pay for its day-to-day oper-
ations. As a result, the program does not receive any new appro-
priated funds.

When the debt is paid off this year, as expected, it is not clear
how the operations of the helium program will be paid for. BLM
is still evaluating possible options, but it may have to undertake
an orderly shut-down of the reserves, unless the use of program
revenues is extended, or there is discretionary funding appro-
priated.

The second issue is at what price should BLM sell its crude
helium. When BLM first set its price after the 1996 Act, it was es-
timated to be significantly higher than market levels. But now the
reverse is true. BLM’s price for crude helium is estimated to be
below market levels. BLM implemented a new pricing system in
2011 in which sales to non-governmental entities are charged a
higher price, based on debt repayment and other factors. While the
new system results in higher prices, it is not a market-based sys-
tem. Given current market prices, the potential for higher returns
on Federal helium exist.

Finally, the third issue is: How should the helium remaining in
storage be used after 2015? The 1996 Act required BLM to offer for
sale substantially all the helium in storage by January 2015. While
the required amounts have been offered for sale, only 79 percent
has actually been sold in recent years. BLM will have significantly
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more helium in storage than the target established in the 1996 Act.
And it is uncertain at this point how the helium still remaining in
storage after 2015 will be used.

In conclusion, Mr. Chairman, there have been a number of
changes in the market for helium since the Congress passed the
Act. And now time is running out. Action will be needed to ensure
that funding authority for operating the reserve is available beyond
the current fiscal year. Otherwise, the risk of a major disruption
in the supply of helium looms in an already-stressed market.

Further, addressing the pricing of Federal helium will generate
a fair return on government assets. And clarifying the program’s
future objectives will provide direction to BLM as it continues to
serve the Nation’s helium need.

Mr. Chairman, this completes my prepared statement. I would be
happy to respond to any questions you may have at this time.

[The prepared statement of Mr. Garcia-Diaz follows:]

Statement of Daniel Garcia-Diaz, Director, National Resources and
Environment, U.S. Government Accountability Office

Chairman Hastings, Ranking Member Markey, and Members of the Committee:

I am pleased to be here today to discuss the federal helium program currently
managed by the Department of the Interior’s (Interior) Bureau of Land Management
(BLM). As you know, helium is an important nonrenewable natural resource that
has a variety of uses. The federal government uses helium for, among other things,
the space program, national security applications, and scientific research. For many
of its uses, helium has no substitute.

During the 1960s and early 1970s, to fulfill the conservation objective of the
Helium Act Amendments of 1960, Interior purchased about 34 billion cubic feet of
helium from private crude helium producers.2 In the 1990s, we reported to, and tes-
tified before the Subcommittee on Energy and Mineral Resources on Interior’s man-
agement of the federal helium program.3 In May 1993, we testified that Interior had
enough helium in storage to meet federal needs until at least 2070 and that a reas-
sessment of the objectives of the Helium Act was needed.

Since our reports in the early 1990s, key changes have affected the federal helium
program, and a 2010 report by the National Academies’ National Research Council
concluded that it is time once again to reassess the program.* We revisited our work
from the 1990s, and we raised some issues facing BLM’s helium program in our
May 13, 2010, testimony before this Committee’s Subcommittee on Energy and Min-
eral Resources.> My testimony today will describe (1) how the Helium Privatization
Act of 1996 addressed issues we raised in the 1990s and (2) three urgent issues fac-
ing the helium program in the near future. This testimony summarizes and updates
the information presented in our May 2010 testimony. Our May 2010 testimony was
a performance audit conducted in accordance with generally accepted government
auditing standards. A detailed description of our scope and methodology is pre-
sented in our May 2010 testimony.6

Background

Helium is an inert element that occurs naturally in gaseous form and has a vari-
ety of uses (see table 1).7 Helium’s many uses arise from its unique physical and
chemical characteristics. For example, helium has the lowest melting and boiling
point of any element and, as the second lightest element, gaseous helium is much
lighter than air.



16

Table 1: Estimated Helium Uses in the United States, 2010

Amount used
(million cubic

Category of use Examples of applications feet) Percentage
Cryogenics Magnetic resonance imagining (MRI) 480 26

Fundamental science

Industrial cryogenic processing
Controlled Optical fiber manufacturing 407 22

atmospheres Semiconductor manufacturing
Pressure/purge Space and defense rocket purging 314 17
and pressurizing ’

Welding Metal welding 314 17
Chromatography/ Chromatography 220 12
lifting gas/ Weather balloons
heat transfer Military reconnaissance

Heat transfer in next-generation

nuclear reactors

Party balloons
Leak detection Leak detection 76
Breathing Commercial diving 36 2

mixtures

Total 1,846 100

Sources: U.S. Geological Survey's 2010 Minerals Yearbook and the National Research Council.

Note: Totals may not add because of rounding.

Certain natural gas fields contain a relatively large amount of naturally occurring
helium, which can be recovered as a secondary product. The helium is separated
from the natural gas and stored in a concentrated form that is referred to as crude
helium because it has yet to go through the final refining process.® The federal gov-
ernment has a reserve of crude helium that is stored in the ground in an area of
a natural gas field that has a naturally occurring underground structural dome near
Amarillo, Texas. In addition to the federal government’s reserve of crude helium,
private companies that are connected to BLM’s pipeline and pay a storage fee, are
also able to store and retrieve their own private crude helium reserves from the
same storage area.

The federal government has been extensively involved in the production, storage,
and use of helium since the early part of the twentieth century. The federal govern-
ment and private sector cooperatively produced helium before 1925 specifically for
military uses. The Helium Act of 1925,9 as amended, assigned responsibility for pro-
ducing helium for federal users to Interior’s Bureau of Mines.19 From 1937 until
1960, the Bureau of Mines was the sole producer of helium. The act provided that
funds from helium sales be used to finance the program by establishing a revolving
fund known as the helium production fund. Such revolving funds are used to finance
a cycle of business-type operations by charging for the sale of products and then
using the proceeds to finance their spending. In the federal budget, this fund is re-
ferred to as the Helium Fund, and it is used to account for the program’s revenues
and expenses.

The Helium Act Amendments of 1960 stipulated that the price of federal helium
cover all of the helium program’s costs, including interest on the program’s debt.
The 1960 act required the Secretary of the Interior to determine a value for net cap-
ital and retained earnings, establish this value as debt in the Helium Fund, and
add subsequent program borrowings to that debt. The program’s borrowings were
authorized by subsequent appropriations acts and recorded as outlays in the federal
budget in the years in which they were expended. In addition, the interest was
added to the debt in the Helium Fund. However, this interest is simply a paper
transaction, not a government outlay. The Bureau of Mines determined that the
value of the program’s net capital and retained earnings was about $40 million in
1960. Subsequent borrowings from the U.S. Treasury totaling about $252 million
were used to purchase helium for storage. By September 30, 1991, the debt had
grown to about $1.3 billion, of which more than $1 billion consisted of interest be-
cause the interest accrued faster than the program could repay the debt.
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The Helium Privatization Act of 1996 significantly changed the objectives and
functions of Interior’s helium program.!! For example, the 1996 act made the fol-
lowing key changes:

e Interior was required to close all government-owned refined helium produc-
tion facilities and to terminate the marketing of refined helium within 18
months of enactment (50 U.S.C. § 167b(b),(c));

e the helium program’s debt was frozen as of October 1, 1995 (50 U.S.C.

§167d(c));

Interior was required to offer for sale all but 600 million cubic feet of the
crude helium in storage on a straight-line basis—a depreciation method that
spreads out the cost of an asset equally over its lifetime—by January 1, 2015
(50 U.S.C. §167f(a)(1));

Interior was required to set sale prices to cover the crude helium reserve’s
operating costs and to produce an amount sufficient to repay the program’s
debt. The price at which Interior sells crude helium was required to be equal
to or greater than a formula that incorporates the amount of debt to be repaid
divided by the volume of crude helium remaining in storage, with a consumer
price index adjustment (50 U.S.C. §§167d(c), 167f(a)(3)). Furthermore, when
the debt is fully paid off, the revolving Helium Fund shall be terminated (50
U.S.C. §167d(e)(2)(B));

Interior was allowed to maintain its role in the helium storage business (50
U.S.C. §167b(a)); and

established a modified “in-kind” program to meet federal needs for helium.
Rather than purchasing refined helium directly from Interior, federal agen-
cies were required to purchase their major helium requirements from persons
who have entered into enforceable contracts to purchase an equivalent
amount of crude helium from Interior (50 U.S.C. § 167d(a)).12

As directed by Congress, the National Academies’ National Research Council re-
viewed the helium program and released a report in 2000 that evaluated the
changes made in the program, the effects of these changes on the program, and sev-
eral scenarios for managing the federal government’s reserve of helium in the fu-
ture.13 Because of subsequent changes in price and availability of helium, in 2008,
the National Research Council convened a committee to determine if the current im-
plementation of the helium program was having an adverse effect on U.S. scientific,
technical, biomedical, and national security users of helium. The committee reported
on these effects in early 2010 and concluded that the current implementation of the
program has adversely affected critical users of helium and was not in the best in-
terest of the U.S. taxpayers or the country.

The Helium Privatization Act of 1996 Addressed or Altered Our Prior
Concerns

Since our reports in the early 1990s, the Helium Privatization Act of 1996 has
caused considerable changes to the helium program and addressed or altered our
prior concerns. In October 1992, we reported on various aspects of the federal
helium program including the helium debt, pricing, and alternatives for meeting
federal helium needs.14

Helium Debt

In October 1992, we recommended that Congress cancel the helium program’s
debt. As of September 1991, the debt had grown to about $1.3 billion, over $1 billion
of which was interest that had accrued on the original debt principal of about $290
million. At that time, the deadline for paying off the debt was 1995. We reported
that the only way to pay off the debt by that deadline would be to charge federal
agencies with major requirements for helium over $3,000 per thousand cubic feet
of helium, compared to the price at that time of $55. We recommended that Con-
gress cancel the debt in the Helium Fund because it was no longer realistic to ex-
pect the debt to be repaid by the statutory deadline of 1995, and because canceling
the debt would not adversely affect the federal budget as the debt consisted of out-
lays that had already been appropriated and interest that was a paper transaction.
The 1996 act did not cancel the debt, as we had recommended, but because the 1996
act effectively froze the debt at $1.37 billion, and interest no longer accrued, BLM
has been able to pay off a large portion of its debt. As of the end of fiscal year 2012,
BLM had $44 million in debt remaining, which according to BLM officials it expects
to pay off this year (see fig. 1).



Figure 1: Balance of the Helium Debt, Fiscal Years 2003 through 2012
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Helium Pricing

The helium debt was also a factor in setting the price of federal helium. In 1992,
GAO recognized that if the helium debt was cancelled, Congress may wish to pro-
pose a new pricing scheme. The 1996 act did not cancel the debt, as we had rec-
ommended, but it did require a specific method for pricing crude helium. The initial
minimum BLM selling price for crude helium after the act was passed was almost
double the price for private crude helium at that time. However, after BLM started
to sell its crude helium, according to the method specified in the act, the market
price for crude and refined helium began to change. According to the National Re-
search Council, the private sector began using the BLM crude price as a benchmark
for establishing its price and, as a result, privately sourced crude helium prices in-
creased and now they meet or exceed BLM’s price. Increases in the price of crude
helium have also led to increases in the price of refined helium (see fig. 2). Refined
helium prices have more than tripled from 2000 through 2012 pursuant to demand
trends.
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Figure 2: BLM Crude Helium Price and Refined (Grade A) Price Estimates, Fiscal
Years 2000 through 2012
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Note: For fiscal years 2000 through 2010, BLM had only one sale price for crude helium for both “in-
kind" and “open market” sales. Beginning in fiscal year 2011, BLM instituted a new two-tier pricing
system. The crude helium price used in the figure for fiscal years 2011 and 2012—$75.00 and
$75.75 per thousand cubic feet, respectively—is the higher price for “open market” sales. The lower
price for “in-kind” sales for fiscal years 2011 and 2012 was $64.75 and $65.50 per thousand cubic
feet, respectively.

Alternatives for Meeting Federal Helium Needs

In 1992, GAO recommended that Congress reassess the conservation objectives of
the helium program and consider other alternatives to meet federal helium needs.
As part of the resetting of the helium program’s objectives, the 1996 act established
a revised approach for meeting federal needs for helium. In 1998, BLM began using
in-kind sales to federal agencies. The in-kind regulations established procedures for
BLM to sell crude helium to authorized helium supply companies and required fed-
eral agency buyers to purchase helium from these approved suppliers.15> Since the
in-kind program started, the sales to federal agencies have fluctuated, primarily due
to the National Aeronautics and Space Administration’s unique requirement for
large volumes of helium on a sporadic basis. Total federal in-kind sales for fiscal
year 2012 were 160.67 million cubic feet (see fig. 3).
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Figure 3: In-Kind Helium Sales by Federal Agency, Fiscal Years 2003 through 2012
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Three Urgent Issues Facing the Helium Program

As we testified in 2010, changes in helium prices, production, and demand have
generated concerns about the future availability of helium for the federal govern-
ment and other critical purposes. The Helium Privatization Act of 1996 does not
provide a specific direction for the helium program past 2015. As a result of these
factors, in 2010, we identified three areas of uncertainty about the program’s direc-
tion after 2015. The same three areas are even more urgent today because 3 years
have passed since our 2010 testimony, and BLM’s schedule for paying off the pro-
gram’s debt has accelerated. Specifically, the three urgent issues are as follows:

e How will the helium program be funded after 2013? If the helium program’s
debt is paid off this year, as expected, and the revolving helium fund is termi-
nated, it is not clear how the operations of the helium program will be paid
for. Currently the helium program does not receive any appropriated funds
for its operations. The revenues generated by the program go into the Helium
Fund, and the program has access to those funds to pay for its day-to-day op-
erations. It is uncertain at this point how the helium program’s operations
will be funded after 2013. BLM is still evaluating possible options, but it may
have to undertake an orderly shutdown of the helium reserve unless the re-
volving fund is not terminated or appropriated funds are available for crude
helium sales and the operations of the reserve. When we last testified on this
issue, the estimated payoff date was 5 years away in 2015, and it was more
closely aligned with the 1996 act’s requirement to sell down the helium re-
serve by January 1, 2015. The debt payoff schedule has accelerated primarily
because of improved sales of the crude helium offered for sale. As a result,
BLM’s helium program will not have a funding mechanism for its continued
operation until 2015. Furthermore, because of some years of slow sales, BLM
estimates that it will need to continue helium sales from the reserve until
sometime between 2018 and 2020 to reach the 1996 act’s requirement to draw
down to 600 million cubic feet.

e At what price should BLM sell its crude helium? Since the Helium Privatiza-
tion Act of 1996 was passed, BLM has set the price for federal crude helium
at the minimum price required by the act. However, because federal crude
helium reserves provide a major supply of crude helium, we expect BLM’s
prices will continue to affect private industry market prices for crude and re-
fined helium. When BLM first set its price after the 1996 act, its price was
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estimated to be significantly higher than the market price, but now the re-
verse is true—BLM’s price for crude helium is estimated to be at or below
the market price for refined helium. The 1996 act, like the Helium Act
Amendments of 1960 before it, tied the price to the program’s operating ex-
penses and debt. If the debt is paid off in 2013, as projected, the debt will
no longer be a factor in setting helium prices. BLM officials told us that the
1996 act sets a minimum selling price and that the Secretary of the Interior
has the discretion to set a higher price. In response to a recommendation in
the National Research Council’s 2010 report, beginning in fiscal year 2011,
BLM implemented a new two-tiered pricing system. Under the new pricing
system, in-kind sales involving federal agencies continued to be based on the
minimum selling price set in the 1996 act, while other sales to nongovern-
mental entities are charged a higher price based on debt repayment and cost
recovery factors.1'® The new pricing system, however, is still not a market-
based pricing system. In November 2012, Interior’s Office of Inspector Gen-
eral recommended that BLM implement a new helium pricing process by the
end of 2013 to ensure a fair return on the sale of helium.1?

How should the helium remaining in storage after 2015 be used? The Helium
Privatization Act of 1996 required BLM to offer for sale substantially all of
the helium in storage by January 1, 2015. While the required amounts have
been offered for sale, only 79 percent of the amounts offered for sale have ac-
tually been sold (see table 2). BLM will likely still have significantly more
crude helium in storage than the 600 million cubic feet required by the 1996
act. As of September 30, 2012, there were 11.44 billion cubic feet of conserva-
tion helium in storage.18 According to the 2010 report by the National Acad-
emies’ National Research Council, the United States could become a net im-
porter of helium within the next 7 to 12 years, and the principal new sources
of helium will be in the Middle East and Russia. Given these circumstances,
the National Academies’ report recommended that Congress may want to re-
evaluate how the domestic crude helium reserve is used or conserved. It is
uncertain at this point how the helium still remaining in storage after Janu-
ary 1, 2015, will be used.
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Table 2: Actual and Projected Crude Helium Sales, Fiscal Years 2003 through 2013

Amounts in millions of cubic feet

Amount
) offered Amount Amount Percentage
Fiscal year for sale sold notsold sold
Actual sales through December 2012
2003 1,640 1,640 0 100
2004 2,100 675 425 32
2005 2,100 1,390 710 66
2006 2,100 1,565 535 75
2007 2,100 2,030 70 97
2008 2,100 1,638 462 78
2009 2,100 925 1,175 44
2010 2,100 2,100 0 100
2011 2,100 2,100 0 100
2012 2,100 2,100 0 100
2013 (1st quarter of fiscal year) 525 525 0 100
Subtotal 21,065 16,688 4,377 79
Projected sales
2013 (last three quarters of fiscal 1,675 1,575 0 100
year)
Total 22,640 18,263 4,377 81

Sourca: BLM.

Note: At the end of fiscal year 2012, there were 11.44 billion cubic feet of conservation helium in the
reserve. If BLM sells 2.1 billion cubic feet per year in fiscal years 2013 and 2014, and 0.525 billion
cubic feet in the first quarter of fiscal year 2015, the amount remaining in storage on January 1, 2015,
would be 6.72 billion cubic feet.

In conclusion, Mr. Chairman, there have been a number of changes in the market
for helium since Congress passed the Helium Privatization Act of 1996. As the dead-
line for the required actions to be taken under this act approaches, Congress may
need to address some unresolved issues such as how the helium program will oper-
ate once the Helium Fund expires at the end of this year, how to set the price for
the helium owned by the federal government, and how to use the remaining helium
in storage.

Chairman Hastings, Ranking Member Markey, and Members of the Committee,
this concludes my prepared statement. I would be pleased to answer any questions
that you may have at this time.
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Why GAO Did This Study

The federal government has been extensively involved in the production, storage,
and use of helium since the early part of the twentieth century. The federal helium
program is currently managed by the Department of the Interior’s BLM. During the
1960s and early 1970s, Interior purchased about 34 billion cubic feet of crude
helium for conservation purposes and to meet federal helium needs, such as for the
space program and scientific research. Crude helium is a gas of 50 to 85 percent
helium. While some of this helium was used to meet federal needs, most of it was
retained in storage. The funds used to purchase this helium became a debt owed
by the program. BLM now sells crude helium from the reserve, and the proceeds
go into the revolving Helium Fund, which is used to finance the program and payoff
the program’s debt.

GAO reported on the management of the helium program in the 1990s (GAO/
RCED-92-44 and GAO/RCED-93-1).

Since GAQO’s reviews of the program in the 1990s, key changes have affected the
program, and a 2010 report by the National Academies’ National Research Council



24

concluded that it is time to reassess the program. GAO testified on the helium pro-
gram in May 2010 (GAO-10-700T). This testimony is an update of GAO’s May 2010
testimony and discusses (1) how the Helium Privatization Act of 1996 addressed
issues raised by GAO in the 1990s and (2) three urgent issues facing the helium
program in the near future.

GAO is not making any recommendations in this testimony.

What GAO Found

Since GAO’s reports in the early 1990s, the Helium Privatization Act of 1996 has
caused considerable changes to the helium program and addressed or altered GAO’s
prior concerns. In 1992, GAO reported on various aspects of the federal helium pro-
grarél including the helium debt, pricing, and alternatives for meeting federal helium
needs.

e Helium debt. In 1992, GAO recommended that Congress cancel the helium
program’s debt since doing so would not adversely affect the federal budget,
as the debt consisted of outlays that had already been appropriated and inter-
est that was a paper transaction. As of September 1991, this debt had grown
to about $1.3 billion, over $1 billion of which was interest that had accrued
on the original debt principal of about $290 million. The 1996 act did not can-
cel the debt as GAO had recommended, but it did freeze the growth of the
program’s debt and, as a result, the debt should be paid off this year.

e Helium pricing. The helium debt was also a factor in setting the price of fed-
eral helium. In 1992, GAO recognized that, if the helium debt was cancelled,
Congress might need to propose a new pricing scheme. The 1996 act requires
a specific method for pricing helium. This, along with other changes in the
supply and demand for helium, has resulted in the Bureau of Land Manage-
ment’s (BLM) price to be at or below the market price.

o Alternatives for meeting federal helium needs. In 1992, GAO recommended
that Congress reassess the conservation objectives of the helium program and
consider other alternatives to meet federal helium needs. In resetting the pro-
gram’s objectives, the 1996 act directed Interior to stop refining helium and
established a modified in-kind approach for meeting federal helium needs.
Agencies must purchase helium from refiners that then purchase an equiva-
lent amount of crude helium from BLM.

Changes in the helium market have generated concerns about the future avail-
ability of helium for federal and other needs. The Helium Privatization Act of 1996
did not provide a specific direction for the federal helium program past 2015. Three
urgent issues facing the program are as follows:

o How will the helium program be funded after 2013? If the helium program’s
debt is paid off this year, as expected, the revolving Helium Fund will be ter-
minated as required by the 1996 act. When GAO last testified on this issue,
the estimated payoff date was 5 years away in 2015. The schedule has accel-
erated primarily because of improved crude helium sales.

o At what price should BLM sell its helium? In the past, the debt has been a
factor in the price, and the price has been above the market price. After 2013,
the debt will be paid off, and the current price is at or below market.

e How should the helium owned by the federal government be used? BLM’s ef-
fort to sell off the excess helium in storage will not be completed by January
1, 2015, as required by the 1996 act. As of September 30, 2012, there were
11.44 billion cubic feet of conservation helium in storage. After BLM is fin-
ished drawing down the reserve, some believe that the United States could
become a net importer of helium.

Response to questions submitted for the record by Daniel Garcia-Diaz, Di-
rector, Natural Resources and Environment, U.S. Government Account-
ability Office

Questions for the Record Submitted by Representative Hanabusa

1. What is the cost of separating crude helium from natural gas deposits?

2. Have advances in the natural gas extraction process and/or the crude
helium separation process led to increased volumes of helium being col-
lected?

3. In collecting natural gas through the fracking process, do the com-
pounds in the fracking fluid create any kind of chemical reaction that
can alter the helium deposits of affect the helium separation process?
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GAO Response:

Unfortunately, GAO has not conducted any prior work related to the three ques-
tions posed by Representative Hanabusa. As a result, we are not in a position to
provide responses to any of the questions above.

Questions for the Record Submitted by Representative Lowenthal

1. Since passage of the 1996 Helium Privatization Act directed the Interior
Department to sell crude helium from the Federal Helium Reserve using
a statutory pricing scheme, what is your best estimate of the aggregate
to-date revenue lost due to sales of helium at prices below what a free
market sale would have commanded? For this estimate, please distin-
guish between revenue lost based on sales to the private sector and sales
to Federal Agencies (thru in-kind sales).

2. What is your best estimate of the aggregate value of the remaining
helium in the Federal Helium Reserve? Please base your estimate on
projected market proves assuming sales from the Reserve are sold at
auctions as envisioned by H.R. 527 (until 3 billion cubic feet remain).
Please also distinguish between the value of helium sold to the private
sector and the value of helium sold to Federal Agencies as projected
based on a constant 161 million cubic feet annual Federal Agency con-
sumption rate of Reserve helium at the prevailing auction price.

GAO Response:

Unfortunately, GAO has not conducted any prior work related to the two ques-
tions posed by Representative Lowenthal. As a result, we are not in a position to
provide responses to any of the questions above.

THE CHAIRMAN. Thank you, Mr. Garcia-Diaz. I appreciate your
statement. And last, we will recognize Kimberly Elmore, Assistant
Inspector General of Audits, Inspections, and Evaluations, at the
U.S. Department of the Interior.

And you are recognized for 5 minutes.

STATEMENT OF KIMBERLY ELMORE, ASSISTANT INSPECTOR
GENERAL FOR AUDITS, INSPECTIONS, AND EVALUATIONS,
U.S. DEPARTMENT OF THE INTERIOR

Ms. ELMORE. Good morning, Mr. Chairman and members of the
Committee. I am pleased to be here today to participate in this
hearing to discuss our most recent audit report dealing with the
Bureau of Land Management’s helium program.

The Bureau of Land Management administers America’s Federal
helium program. It oversees the national helium reserve to ensure
that a sustained supply of helium is available for government and
private-sector needs.

We had two objectives when performing our audit: to determine
whether the BLM is charging its non-governmental customers mar-
ket value prices for helium sales; and to determine if BLM has the
appropriate policies and procedures in place to ensure sales to non-
governmental customers are free from potential fraud, waste, and
mismanagement. Our audit team concluded that BLM was not
charging market prices and there were no policies in place dealing
specifically with sales to non-governmental customers.

BLM has a current inventory of helium valued at approximately
$1 billion. The inventory is valued based on cost, rather than mar-
ket value. The Helium Privatization Act of 1996 required helium
sales to be priced at a minimum to cover operating costs and repay
the debt incurred by the government when it purchased a large in-
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ventory of helium in 1960. BLM estimates that this debt, which is
approximately $44 million, will be paid off later this year.

Upon repayment of the debt, the helium fund will terminate,
pursuant to the 1996 law. According to BLM, this will have the ef-
fect, absent reauthorization or other appropriation, of ending the
Department’s ability to pay for continuing program operations.

BLM officials informed us, and industry research and newspaper
articles confirm, that helium is in short supply. Industry pre-
dictions suggest that helium prices will increase when BLM exits
the market. Approximately 90 percent of BLM’s helium sales are
to non-governmental customers. These sales equate to about 40
percent of the Nation’s helium market. Because BLM is such a
large provider, they are essentially driving the market price, which
is based on cost, rather than market value of this resource.

We found that BLM does not have the expertise needed to iden-
tify the market value prices for its helium reserve because of its
long history selling primarily to Federal buyers, and because of the
limited number of private companies that currently have access to
the Federal Government’s supply. Without changes to the program,
there is no assurance that BLM’s non-governmental helium sales
will ever be made at market value.

High technology uses have led to a rapid rise in helium demand
in recent years, making the determination of market value for the
government supply even more critical. Our audit detailed that for
each percentage point increase in value to the helium supply, and
the current value is a billion, BLM would collect an estimated $10
million in additional helium revenues. If the value of helium inven-
tory were raised by 25 percent, BLM would collect an additional
$250 million.

To capitalize on this opportunity, BLM needs to identify and to
charge market value for helium sales to non-governmental pur-
chasers. We recommended in our report that BLM should work
with the Department of the Interior’s Office of Minerals Evaluation
to develop a process to identify fair market value for the price of
helium sold to non-governmental buyers.

During our audit we also found that BLM has been operating
without formal procedures for non-governmental helium sales since
it assumed responsibility for the helium program in 1996. Estab-
lishing formal procedures not only provides for the consistency of
program operations, but also minimizes the risk of fraud, waste,
and mismanagement. BLM continues to sell helium at prices set
during the 1990s, with adjustments for only inflation and changes
in the program’s operating costs.

There is no assurance that BLM’s process reflects the market
value of helium, which has increased dramatically in the private
sector, as changes in technology have led to new and increasing
uses for the resource. We strongly believe BLM should take this op-
portunity to determine and obtain fair-market value for its helium
inventory. In doing so, BLM would help to ensure that government
receives an appropriate return for the sale of this significant nat-
ural resource.

Mr. Chairman, thank you for the opportunity to testify today. I
am happy to answer any questions you or any members of the
Committee may have.
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[The prepared statement of Ms. Elmore follows:]

Statement of Kimberly Elmore, Assistant Inspector General for Audits,
Inspections, and Evaluations, Office of Inspector General, U.S.
Department of the Interior

Good Morning, Mr. Chairman, and members of the Committee. My name is Kim-
berly Elmore. I am the Assistant Inspector General for Audits, Inspections and
Evaluations at the Department of the Interior’s Office of Inspector General. I am
pleased to be here today to participate in this hearing to discuss our most recent
audit report dealing with the Bureau of Land Management’s Helium Program.

The Bureau of Land Management (BLM) administers America’s Federal Helium
Program. It oversees the National Helium Reserve to ensure that a sustained supply
of helium is available for Government and private sector needs. Helium is an odor-
less gas found with other gasses in pockets beneath the Earth’s surface. It is also
a nonrenewable natural resource that has a variety of uses. Helium is essential to
the high-tech manufacturing of fiber optic cables and the manufacturing of computer
chips. It is used in biological research, deep sea diving, high-speed welding, weapons
development, and plays a prominent role in medical imaging.

We had two objectives when performing our audit: to determine whether the BLM
is charging its non-governmental customers market value prices for its helium sales,
and to determine if BLM has the appropriate policies and procedures in place to en-
sure sales to non-governmental customers are free from potential fraud, waste and
mismanagement. Our audit team concluded that BLM was not charging market
value prices and that there were no policies in place dealing specifically with sales
to non-governmental customers.

BLM has a current inventory of helium valued at approximately $1 billion. The
inventory is valued based on costs rather than market value. The Helium Privatiza-
tion Act of 1996 required helium sales to be priced, at a minimum, to cover oper-
ating costs and repay the debt incurred by the Government when it purchased a
large inventory of helium in 1960. BLM estimates that this debt, which is approxi-
mately $44 million, will be paid off in 2013. Upon repayment of the debt, the helium
fund will terminate, pursuant to the 1996 law. According to BLM, this will have the
effect (absent reauthorization of the fund or other appropriations action) of ending
the Department’s ability to pay for continuing program operations. We believe,
under current market conditions, BLM’s remaining helium inventory is worth con-
siderably more than its current $1 billion valuation, and if the program continues,
sales to non-governmental purchasers will continue.

BLM officials informed us, and industry, research and newspaper articles confirm,
that helium is in short supply. Industry predictions suggest that helium prices will
increase when BLM exits the market. A 2011 international industry article (“Tight
Supply Reins In The Worldwide Helium Market,” CryoGas International, October
2011) reported that non-governmental helium producers have been increasing the
price of helium at rates nearly three times greater than BLM over the past decade,
and the article predicts prices will continue rising at double—digit annual rates over
the next several years.

Approximately 90 percent of BLM’s helium sales are to non-governmental cus-
tomers. These sales equate to about 40 percent of the Nation’s helium market. Be-
cause BLM is such a large provider, they are essentially driving the market price,
which is based on costs rather than market value of the resource. We found that
BLM does not have the expertise needed to identify market value prices for its
helium reserve because of its long history of selling helium primarily to Federal
buyers and because of the limited number of private companies that currently have
access to the Federal Government’s helium supply. Without changes to the program,
there is no assurance that BLM’s non-governmental helium sales will ever be made
at market value. High-technology uses have led to a rapid rise in helium demand
in recent years, making the determination of market value for the Government’s
supply more critical. In 2010, a National Academy of Sciences study concluded that
the enormous BLM sales volumes were controlling prices worldwide, giving no as-
surance that BML’s helium price had any relationship to market value. Our audit
found that for each percentage point increase in value to the helium supply, (the
current inventory is valued at $ 1 billion), BLM would collect an estimated $10 mil-
lion in additional helium revenues. If the value of the helium inventory were raised
by 25 percent, BLM would collect an additional $250 million. To capitalize on this
opportunity, BLM needs to identify and to charge market value for all helium sales
to non-governmental purchasers.

We recommended in our report that BLM should work with the Department of
the Interior’s Office of Minerals Evaluation (OME) to develop a process to identify
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the fair market value price of helium sold to non-governmental buyers. In their re-
sponse to our report, BLM officials concurred with the recommendation and stated
that they had begun to work with OME. The response detailed that they have devel-
oped several options for determining a new and fair pricing of sales to non-govern-
mental buyers.

During our audit we also found that BLM has been operating without formal pro-
cedures for non-governmental helium sales since it assumed responsibility for the
helium program in 1996. Establishing formal procedures not only provides for con-
sistency in program operations, but also creates a baseline for internal controls.
Without proper internal controls in place, the risk of fraud, waste and mismanage-
ment is increased.

The Department of the Interior has a long history of selling helium primarily to
Federal buyers; this is no longer the case, however. We recommended that BLM pre-
pare and implement comprehensive procedures for managing its helium sales to
non-governmental buyers. BLM officials agreed with our recommendation and have
reported they are in the process of developing a comprehensive manual.

Our report provides highlights of the history of Government helium sales and pro-
vides recommendations that, if implemented, will help obtain fair market value
from future sales. Legislation passed during the 1990’s authorized that the Govern-
ment’s sale of the helium inventory be concluded by 2015, with the exception of a
small reserve maintained for Federal purposes. Due to complications with deter-
mining fair market value for these reserves, BLM continues to sell its helium at
prices set during the 1990’s with adjustments only for inflation and changes in the
programs operating costs. There is no assurance that BLM’s process reflects the
market value of helium, which has increased dramatically in the private sector as
changes in technology have led to new and increasing uses for the resource. We
strongly believe BLM should take the opportunity to determine and obtain market
value for its helium inventory. In so doing, BLM would help to ensure that the Gov-
ernment receives an appropriate return for the sale of this significant natural re-
source.

Mr. Chairman, thank you for the opportunity to testify today. I am happy to an-
swer any questions you or members of the Committee may have.

Response to questions submitted for the record by Kimberly Elmore,
Assistant Inspector General for Audits, Inspections, and Evaluations,
Office of Inspector General, U.S. Department of the Interior

Questions from Congresswoman Hanabusa

1. What is the cost of separating crude helium from natural gas deposits?

Helium is a by-product of natural gas production. As described by the Bureau of
Land Management (BLM)—

“When natural gas is processed, various impurities such as water vapor,
carbon dioxide, and helium can be removed. This processing is required to
make the natural gas meet various pipeline standards for transport and
sale. If there is enough helium in the gas stream (usually about 0.3 percent
or greater), special processing can be added to further extract and con-
centrate the helium and make it ready for sale.”

This threshold of “0.3 percent” is a general guideline for the conditions under
which producing (rather than flaring or venting) helium from a natural gas field
might be considered economically viable. There are, however, many additional fac-
tors to be considered. Such factors include not only the geologic characteristics of
the gas field and engineering characteristics of the production operation, but also:
the cost and availability of transportation to refiners, distributors, and consumers;
the local or regional demand for the commodity; and considerations of the quality
(purity) of the helium. These factors are highly variable.

We did not gather specific data regarding the costs of separating crude helium
from natural gas deposits, but note generally that higher market prices (driven by
increasing demand) coupled with technological improvement should lead, over time,
to increased production from natural gas deposits—whether from public or private
lands. As stated by BLM—

“[With] advances in natural gas extraction and liquification [sic] technology,
helium extraction and processing is no longer a cost intensive process; in
other words, it is not necessary that helium occur in concentrations of 0.3%
or more to be economical for production. Helium could occur in very low
concentrations and still be processed as an economical product for mar-
keting and sales. Also, the high market price of natural gas and natural
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gas byproducts, such as nitrogen and helium, is a good incentive for explo-
ration of new gasfields [sic] and the production of helium among other
gases. The high market prices are a driving force for increased exploration
and re-evaluating reserve estimates.”

2. Have advances in the natural gas extraction process and/or the crude
helium separation process led to increased volumes of helium being col-
lected?

The latest data available from the U.S. Geological Survey (USGS) and BLM indi-
cate that overall helium production (including both “crude” and “pure” helium) has
held to a range between 12,000 and 13,500 metric tons per year, from 2005 to 2011.
As we indicated in our audit report, approximately 40% of U.S. supply comes from
the BLM Helium program. BLM staff have indicated that ExxonMobil provides ap-
proximately 20% of domestic supply (from federal lands in Wyoming).

We do expect that the combination of increasing demand, improved technology,
and market-based pricing will lead to increased production. We have not attempted
to forecast, however, the rate of such growth. USGS reports that a number of new
helium plants, in the U.S. and abroad, are planned through 2018. As one example
of interest in expanding production within the U.S., Denbury Resources recently ac-
quired the rights to produce federal helium from Riley Ridge, Wyoming, and esti-
mate proved reserves of between 8.9 Bef (federal) and 12.0 Bef (including sur-
rounding acreage) at a concentration of 0.6%. Helium producers operating on federal
lands generally pay a royalty of Vs (12.5 percent).

3. In collecting natural gas through the fracking process, do the com-
pounds in the fracking fluid create any kind of chemical reaction that
can alter the helium deposits or affect the helium separation process?

This particular question is beyond our scientific/technical expertise, and not a
question we have examined with BLM. We would expect BLM to consider imple-
menting safeguards in their environmental analysis, permitting, and monitoring and
enforcement processes if there is risk that industry practices such as hydraulic frac-
turing pose a conservation concern with respect to the quality of, or ability to
produce, helium resources.

Questions from Congressman Alan Lowenthal

1. In your prepared testimony, you state that “. .. BLM’s remaining
helium inventory is worth considerably more than its current $1 billion
dollar valuation . . .” What is your best estimate of the aggregate value
of the remaining helium in the Federal Helium Reserve? Please base
your estimate on projected market prices assuming sales from the Re-
serve are sold at auctions as envisioned by H.R. 527 (until 3 billion cubic
feet remain). Please also distinguish between the value of helium sold to
the private sector and the value of helium sold to Federal Agencies as
projected based on a constant 161 million cubic feet annual Federal
Agency consumption rate of Reserve helium at the prevailing auction
price.

Responsibly estimating the value of the Federal Helium Reserve would require ac-
cess to market data that neither we nor the Department have available. Further,
even informal valuation is complicated by BLM’s dominant market position. We are
pleased that, as we recommended in our audit report, BLM is cooperating with the
Department’s Office of Minerals Evaluation (OME). Procurement processes are un-
derway, we are told, for a “Crude Helium Pricing Methodology Project”. The results
of this effort are intended to inform the Department on approaches to valuing the
Helium Reserve and, in turn, BLM’s establishment of helium prices for 2014.

Given the limited access, in practical terms, to the Helium Reserve we are uncer-
tain that conventional “sealed-bid” auctions are necessarily the best means to
achieving market value. Four refiners on an existing pipeline network constitute, in
essence, a “closed market” with considerable cost implications for any prospective
new competitors. We suggest that some discretion be given for the Department to
consider alternative means, and to protect the Department’s ability to set appro-
priate minimum (“reserve”) prices should auctions be deemed the most appropriate
course.

2. Since passage of the 1996 Helium Privatization Act directed the Interior
Department to sell crude helium from the Federal Helium Reserve using
a statutory pricing scheme, what is your best estimate of the aggregate
to-date revenue lost due to sales of helium at prices below what a free
market sale would have commanded? For this estimate, please distin-
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guish between revenue lost based on sales to the private sector and sales
to Federal Agencies (thru in-kind sales).

As with the uncertainty of current market value referred to in the previous ques-
tion, we have no past market data upon which to base an estimate of foregone reve-
nues. In terms of distinguishing between conservation (nongovernmental) and in-
kind (governmental) sales, we note that there was no difference in pricing between
the two sales programs from October 1997 to September 2010. Only since October
2010 has BLM charged a higher price for its conservation crude program.

THE CHAIRMAN. Thank you very much, and I want to thank all
of you for your testimony. I will recognize myself for 5 minutes for
questioning. I just want to follow up on the pricing, because well,
all of you kind of alluded to it, but especially the last two.

Director Garcia-Diaz, in your testimony, written testimony, you
provided a chart that shows the estimated price of refined—I will
emphasize that—“refined” helium. And it is significantly higher
than what BLM sells crude. Now, I know there is a difference be-
tween crude and refined. There is obviously a processing cost. But
the difference of roughly $160 per 1,000 cubic feet on the refined
side and $85 that you are selling it is a huge difference, it seems
to me.

I just want to know, I guess, why BLM has not been able to
track the market prices. It’s a very simple question. Is there a rea-
son for that?

Mr. Garcia-DiAz. Yes, I am not sure why they haven’t. Obvi-
ously, the price is going to be based on some of the statutory re-
quirements of how they set the minimum price for sales to Federal
agencies. And recently they have introduced a new two-tier pricing
system for non-governmental entities, which is higher.

But at this point we haven’t looked specifically at their method-
ology. And so I can’t explain that difference, why their non-govern-
mental price has not caught up with that higher grade-A refined
helium price.

THE CHAIRMAN. You know, part of H.R. 527, obviously, is the
auctions, bringing in market forces. Do you see that as one way to
at least catch up to the pricing and be at market values, then?

Mr. GARCIA-DiAZ. Yes. Introducing more of a market-based ap-
proach for setting prices would make sense, and it would be a way
to get away from a formula-driven calculation of what the crude
price should be.

THE CHAIRMAN. OK. Director Spisak, any comments on the ques-
tion I just asked Director Garcia-Diaz?

Mr. SpisaAK. Sure. I appreciate the opportunity. I think when you
are comparing, and I know you recognize there is a difference be-
tween refined and crude, but there is a lot of difference between
refined and crude, and a lot of costs are associated with where it
is delivered, and the services that are bundled around that. And
generally, the costs associated with the refining part at a wholesale
level are much closer. And so this, I believe, is maybe showing it
in the worst light. But that is just my belief.

THE CHAIRMAN. Right. Well, there is no question about that, and
it depends how it is sold, from destination, there are a lot of fac-
tors. But that is a big, big difference on that chart, as you can see.
You can see roughly 10 years ago, the pricing was pretty much, you
know, the same.
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I just wanted to pursue that one part. That is the only questions
that I have. So I will recognize—who is next on your side? Mr.
Holt, you, as a sponsor—and thank you for cosponsoring this legis-
lation—you are recognized for 5 minutes.

Dr. HoLT. Thank you, Mr. Chairman, and thank you for sched-
uling the hearing and inviting bipartisan participation in the bill.

Mr. Spisak, let me start with you. Over there. We are getting
taller members of the Committee here, it seems.

[Laughter.]

Dr. HoLT. Apparently, a number of Federal helium users, na-
tional labs, Federally funded researchers, and so forth, are seeing
that their deliveries have been delayed and even reduced in
amount. In some cases they have been able to deal with this, I
think, by better recycling and reuse of it. But I am trying to under-
stand what is behind these smaller deliveries.

Do you think it makes sense to have a better carve-out for such
users to ensure that the helium from the Federal reserve goes first
to meet the needs of NASA and the Defense Department and the
national labs and so forth?

Mr. SPisAK. When the 1996 Act was passed, we developed regula-
tions that guided how agencies were to report their sales. And we
negotiated what are called our in-kind sales contracts with those
private companies that would supply refined helium to meet that
in-kind Federal demand. Part of those contracts was to provide a
priority to those Federal demands, and it doesn’t get much more
specific than that. A priority for the Federal uses was primarily
targeted to major users of helium, like NASA, DoD, or DOE.

And at the time, as was mentioned in previous testimony, there
was a higher price for crude helium, for a higher refined price, for
those uses. So we were cognizant to the impact on the smaller
users, by not requiring them to participate in the in-kind program.

Going forward, as time has gone on, they have picked up and
started participating in that program. But the companies still have
a means to adjust what they deliver, based on what helium they
can acquire and refine and sell. And they have put their customers
on allocations

Dr. HoLT. But let me ask you to answer more specifically. What
is the source of these smaller deliveries? Why is that happening
now?

Mr. Spisak. Well, their:

Dr. HoLT. You know, so——

Mr. SpisAk. Yes.

Dr. HoLT. Let’s see, Argonne Lab is currently receiving only 70
percent of its allocation; Oak Ridge only 60 percent of its allocation,
so forth.

Mr. Spisak. As the life of the field goes on, physics is asserting
itself, and the pressure in the field is going down, the field, with
the equipment installed, is not able to maintain the same flow
rates that it did earlier in its life. And we are starting to see that
now, where we are not able to keep up with all the demands out
there that may come into place.

You talked about going forward with this Act. I believe that we
can, with the Act or some reauthorization passed, provide a strong-
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er provision for Federal uses, given that this was developed for
Federal

Dr. HoLT. Didn’t I hear you say that there should be a stronger
provision for Federal uses?

Here is my question. We have a Federal resource here. This is
a resource owned by the taxpayer. If there is restricted flow for
reasons of physics or other reasons, should the Federal uses, Feder-
ally funded research, the national labs, NASA, Department of De-
fe{r?lse, have a better-protected priority for whatever that flow rate
is?

Mr. SpisAk. Well, clearly, the helium was purchased for Federal
uses, one of the tenants of it, and it would be certainly within
Congress’s purview to make that a clear priority, that that could
be what is guiding, overall.

Dr. HoLT. OK. Well, we have only a few seconds left. But, Ms.
Elmore, you say the BLM is not able to determine, doesn’t have the
ability to determine market price. Could they get that ability? I
mean is this something we just have to work around? Or, if we re-
quired it and they hired appropriate people, could that be done?

Ms. ELMORE. Yes, we believe that can be done. As part of the De-
partment of the Interior, there is an Office of Valuation Services.
And within that office there is Office of Minerals Evaluation. And
they have economists and geologists on staff that are there to help
develop market value. They were originally stood up to make sure
that when they were appraising land, that minerals were captured
and true appraisal was formulated. So we believe that they could
be that third independent party that you discuss in the legislation
to help come up with the market value.

Dr. HoLT. Thank you.

THE CHAIRMAN. The time of the gentleman has expired. The
Chair recognizes the gentleman from Colorado, Mr. Lamborn.

Mr. LAMBORN. Thank you, Mr. Chairman. And I am going to ask
this same question of the third panel. One question that has been
coming up recently in this debate is: Who actually owns the helium
in the reserve? There has been some question that the process of
granting allotments and specified shares has led to the belief that
people with allotments and specified shares have an ownership in-
terest in the helium in the reserve.

Can you pin down that legal ownership issue of the helium in the
reserve? That is important to know for our ongoing course of what
we do here. Any one of you. We will start with you, Mr. Spisak.

Mr. SPISAK. Sure. Basically, the helium starts as Federal helium
in place. As sales are made, we basically, on a piece of paper, a
bookkeeping transfer of helium from the Federal account to the pri-
vate account. And that happens each year with the sales. Over the
last several years there is roughly a little over $1 billion cubic feet
of private helium in the reserve. And that changes every day, as
helium is redelivered. But the majority of it is Federal helium. But
as it comes out of the ground it is redelivered as private helium.

Mr. LAMBORN. Do either of you two want to add to that?

hMr. GARCIA-DIAZ. No. My understanding would be similar to
that.

Mr. LAMBORN. OK.

Ms. ELMORE. I agree. I don’t have any comment to add.
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Mr. LAMBORN. OK. So at the time of sale, and after it leaves the
ground, is that what you are saying, Mr. Spisak? Then it becomes
the property of the buyer?

Mr. SpisaK. When the sale is made and the payment is com-
pleted, we will transfer it from the government account to the pri-
vate account. But as it is produced and goes up the pipeline, it is
being redelivered as privately owned helium.

Mr. LAMBORN. OK. All right, thank you. It is still a complicated
system.

Inspector General Elmore, your testimony states that the BLM
has been operating without formal procedures for non-govern-
mental helium sales, and that there are not the proper controls in
place to provide for operational consistency, and to reduce the risk
of fraud and waste. What can be done to ensure that does not con-
tinue? And does BLM have the tools needed to deal with the
helium companies, and in an impartial manner, so as to get the
best deal for the taxpayers?

Ms. ELMORE. I believe that good procedures are good business.
And in response to our report, BLM has responded that they have
already begun improving their procedures and documenting their
policies and their operating procedures.

What we pointed out to them is that if you don’t have good proce-
dures documented, you can’t do your risk assessment well. You
have got to make sure this money is tracked, and you want to
make sure that it is not misused. You want to know that it is ac-
counted for. And you want to make sure that you have good sepa-
ration of duties. So, by documenting all their procedures and, yes,
they can do that, I think it will really strengthen their program for
the sales of 90 percent of their helium.

Mr. LAMBORN. So you are recommending better documentation.

Ms. ELMORE. Yes.

Mr. LAMBORN. Complete, thorough, and accurate documentation.

Ms. ELMORE. Yes, I am.

Mr. LAMBORN. And will that get us to the point that we need to
under the current system, apart from legislation, but a current sys-
tem or in the future, as well, to be where we need to be for the
ultimate protection of the taxpayers?

Ms. ELMORE. Yes, I do. I think, under either system, their poli-
cies and procedures should be documented.

Mr. LAMBORN. OK. All right, thank you, Mr. Chairman. I yield
back.

THE CHAIRMAN. I thank the gentleman, and I recognize the dis-
tinguished Ranking Member, Mr. Markey.

Mr. MARKEY. Thank you, Mr. Chairman. Mr. Spisak, one of the
central recommendations from the National Academy of Sciences in
2010 was “the BLM should adopt policies that open its crude
helium sales to a broader array of buyers and make the process of
establishing the selling price of crude helium from the Federal
helium reserve more transparent.”

Do you think that the auction system created in the legislation
the Chairman and I are introducing is consistent with the goals
outlined by the National Academy of Sciences?
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Mr. Spisak. Thank you. The auction system, as outlined, cer-
tainly would be a way to make more transparent the sale of the
reserve going forward.

Mr. MARKEY. Ms. Elmore, do you agree?

Ms. ELMORE. Yes, I agree. I think the auction process will bring
a higher rate, and it will open up more bidders, and open up the
market to more people. So I think it is a great idea.

Mr. MARKEY. And Mr. Garcia-Diaz, would the legislation that we
have introduced address the three urgent issues identified by the
GAO: one, how the helium program will be funded after 2013; two,
the price at which BLM sells its helium; and three, how the helium
owned by the Federal Government should be used?

Mr. GARCIA-DIAZ. Yes, we feel that the legislation will address
those three urgent issues.

Mr. MARKEY. Mr. Spisak, some have argued that the bipartisan
legislation would not help bring any new helium to market. But the
National Academy of Sciences concluded in 2010 that BLM’s cur-
rent system for pricing crude helium may slow efforts to aggres-
sively pursue alternative crude helium sources, and negatively im-
pact the evolution of the helium market.

Do you agree with the NAS conclusion that if we create a more
transparent and open market for helium that better reflects a true
price, it would provide additional economic incentives for private
investment to bring new supplies of helium online, or to develop an
efficiency and conservation measures? Do you agree with that?

Mr. Spisak. Generally. The difficulty with the helium market is
that it is a fairly small number of players. And the pricing is gen-
erally fairly closed, and it is difficult to get some of that informa-
tion. The BLM’s price being the only published price on the market
has driven a lot of those price adjustments.

I think the objectives in the Act that you have would help open
that up, and allow more market-based pricing to come through.

Mr. MARKEY. Mr. Garcia-Diaz, do you agree with what Mr.
Spisak just said?

Mr. GARCIA-DIAZ. Yes, I do. To the extent that you have more
transparency about price, over the long run you will have some-
thing that is approaching more market than what we have now.

Mr. MARKEY. Are we venting or flaring helium anywhere in the
United States, or in the rest of the world? Mr. Spisak?

Mr. Spisak. I don’t have specifics, but I am certain that there are
projects out there where the economics are either marginal to
where helium is being lost with the natural gas, or that the various
processes haven’t been put in place yet to recover helium that is
more economic. So yes, that is happening.

Mr. MARKEY. So you are saying that if helium prices were high-
er, based upon a more open and transparent market, wouldn’t that
increase the economic incentive to potentially capture the helium
that is not being captured right now?

Mr. SpisAK. Raising the price of helium will make projects more
profitable, yes.

Mr. MARKEY. Do you agree with that?

Mr. SpisAk. Yes.

Mr. MARKEY. Do you agree with that, Ms. Elmore?

Ms. ELMORE. Yes, I do.
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Mr. MARKEY. There are some that argue that we should just
keep the current system in place until we exhaust the BLM supply.

Mr. Spisak, would you agree that if we don’t put reforms in place
now, we could easily have even more disruption in the helium sup-
plies, and potentially very severe price spikes and economic pain
for those industries and for consumers down the road?

Mr. Spisak. Well, from that question, the premise I am assuming
is that the funding issue would be fixed, but we would still be offer-
ing helium at the same levels that we are now. And that would set
up a situation where we are promising to deliver, through sales,
more than we would be able to produce. And that would cause sig-
nificant disruptions, yes.

Mr. MARKEY. So, in my opinion, Adam Smith would be spinning
in his grave if he could see the way in which we were allocating
this Federal resource to four companies at below market prices
without competition. If we are going to avoid an even larger crisis
and more severe price spikes in the future, we need to introduce
some ruthless Darwinian-style competition into the helium market
in order to incentivize private market investment.

And I thank you, Mr. Chairman and the witnesses, for this hear-
ing.

THE CHAIRMAN. And I thank you for those statements. I am
speechless, but I am so——

[Laughter.]

Mr. MARKEY. Can I say that Adam Smith’s most important chap-
ter is on monopolies.

THE CHAIRMAN. Yes.

Mr. MARKEY. And if you want to ever read something that will
just—

THE CHAIRMAN. Yes, I

Mr. MARKEY [continuing]. Make your heart start to beat faster.

THE CHAIRMAN. It has been a——

Mr. MARKEY. Monopolies

THE CHAIRMAN. It has been a while since I have read “The
Wealth of Nations,” but I know you are talking about that Adam
Smith, not my colleague from Washington, so——

[Laughter.]

THE CHAIRMAN. The Chair recognizes the gentleman from Vir-
ginia, Mr. Wittman.

Dr. WiTTmMAN. Thank you, Mr. Chairman. I would like to thank
our panel members for joining us today.

Mr. Spisak, I want to address a question to you. In your testi-
mony you pointed out that the legislation before us today would ac-
complish the original goals of the Helium Privatization Act by cre-
ating a glide path for the sale of helium.

And I want to ask you if you could explain to us what the reper-
cussions would be if the BLM were to do a sale where they would
do one mass sale, single sale, where all the helium would be sold
off at o