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PART |: INTRODUCTION

BACKGROUND

These investigations result from a petition filed with the U.S. Department of Commerce
(“Commerce”) and the U.S. International Trade Commission (*Commission” or “USITC”) on September
21, 2007, by Magnum Magnetics Corp. (“Magnum”), Marietta, OH, alleging that an industry in the
United States is materialy injured and threatened with further material injury by reason of less-than-fair-
value (“LTFV”) imports of raw flexible magnets' from China and Taiwan. The petition further alleged
that an industry in the United States is materially injured and threatened with further material injury by
reason of subsidized imports of raw flexible magnets from China. Information relating to the background

of these investigations is provided below.?

Effective date Action

Petition filed with Commerce and the Commission; institution of the

September 21, 2007 N o
Commission's investigations

October 18, 2007 Commerce’s notice of initiation

November 9, 2007 Commission’s preliminary determinations

February 25, 2008 Commerce’s preliminary determinations (73 FR 9998 (China CVD); 73 FR
(CVD) and April 25, 2008 [ 22327 (China AD); and 73 FR 22332 (Taiwan AD)); scheduling of final phase
(AD) of Commission investigations (73 FR 26145, May 8, 2008)

Commerce’s final determinations (73 FR 39667 (China CVD); 73 FR 39669

July 10, 2008 (China AD): and 73 FR 39673 (Taiwan AD))

July 10, 2008 Commission’s hearing*

August 12, 2008 Scheduled date for the Commission’s vote

August 25, 2008 Commission’s determinations scheduled to be transmitted to Commerce

! App. B contains a list of witnesses who appeared at the hearing.

L A complete description of the imported product subject to these investigations is presented in The Subject
Merchandise section located in Part | of thisreport. The merchandise subject to these investigationsis currently
classified in the Harmonized Tariff Schedule of the United States (“"HTS”) under subheadings 8505.19.10 and
8505.19.20. The normal trade relations tariff rate on raw flexible magnets, applicable to imports from Chinaand
Taiwan, is 4.9 percent ad valorem.

% Federal Register notices cited in the tabulation are presented in app. A.
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STATUTORY CRITERIA AND ORGANIZATION OF THE REPORT
Statutory Criteria
Section 771(7)(B) of the Tariff Act of 1930 (the “Act”) (19 U.S.C. 8 1677(7)(B)) providesthat in
making its determinations of injury to an industry in the United States, the Commission--

shall consider (1) the volume of imports of the subject merchandise, (1)
the effect of imports of that merchandise on pricesin the United States
for domestic like products, and (I11) the impact of imports of such

mer chandise on domestic producers of domestic like products, but only
in the context of production operations within the United States; and . . .
may consider such other economic factors as are relevant to the
determination regarding whether there is material injury by reason of
imports.

Section 771(7)(C) of the Act (19 U.S.C. § 1677(7)(C)) further provides that--

In evaluating the volume of imports of merchandise, the Commission
shall consider whether the volume of imports of the merchandise, or any
increase in that volume, either in absolute terms or relative to production
or consumption in the United Satesis significant.

In evaluating the effect of imports of such merchandise on prices, the
Commission shall consider whether . . . () there has been significant
price underselling by the imported merchandise as compared with the
price of domestic like products of the United States, and (1) the effect of
imports of such merchandise otherwise depresses prices to a significant
degree or prevents price increases, which otherwise would have
occurred, to a significant degree.

In examining the impact required to be considered under subparagraph
(B)(i)(111), the Commission shall evaluate (within the context of the
business cycle and conditions of competition that are distinctive to the
affected industry) all relevant economic factors which have a bearing on
the state of the industry in the United Sates, including, but not limited to

(I actual and potential declines in output, sales, market share, profits,
productivity, return on investments, and utilization of capacity, (I1)
factors affecting domestic prices, (111) actual and potential negative
effects on cash flow, inventories, employment, wages, growth, ability to
raise capital, and investment, (IV) actual and potential negative effects
on the existing devel opment and production efforts of the domestic
industry, including efforts to develop a derivative or more advanced
version of the domestic like product, and (V) in {an antidumping
investigation}, the magnitude of the margin of dumping.



Organization of the Report
Part | of thisreport presents information on the subject merchandise, subsidy and dumping
margins, and domestic like product. Part Il of this report presents information on conditions of
competition and other relevant economic factors. Part |11 presents information on the condition of the
U.S. industry, including data on capacity, production, shipments, inventories, and employment. Parts|V
and V present the volume and pricing of imports of the subject merchandise, respectively. Part VI
presents information on the financial experience of U.S. producers. Part VII presents the statutory
requirements and information obtained for use in the Commission’s consideration of the question of threat
of material injury.
U.S. MARKET SUMMARY
Raw flexible magnets are generally used as refrigerator magnets, magnets for promotional
applications, and as gaskets for refrigerator and shower doors. The leading U.S. producers of raw flexible
magnets are Flexmag Industries Inc. (“Flexmag™), Holm Industries, Inc. (“Holm™), and Magnum, while
leading producers of raw flexible magnets outside the United States include Cixi City Magnetic Materias
Co., Ltd. (“Cixi City"), Guangzhou Newlife Magnet Electricity Co., Ltd. (“Newlife”), and Polyflex
Magnets Ltd. (“Polyflex”) of Chinaand Jasdi Magnet Co., Ltd. (“Jasdi”), Magmate Taiwan Ltd.
(“Magmate”), and Magruba Flexible Magnets Co. Ltd. (“Magruba’) of Taiwan. The leading U.S.
importers of raw flexible magnets from China during 2007 are 10 firms. ***. Onefirm, Jasdi USA in
California, affiliated with Taiwan producer Jasdi, accounted for *** reported U.S. imports of raw flexible

magnets from Taiwan during the period for which data



were collected. The only importer of raw flexible magnets from nonsubject countries (specifically
Vietnam and Japan) was ***,

The magjority of the purchasers of raw flexible magnets (27 of 42 firms) are end users. About half
of these firms identify themselves as importers (18 of 42) and 11 of these firms submitted both importer
and purchaser questionnaires. Questionnaires were received from purchasers from 18 states, including
Illinois (6); California (5); Minnesota and Virginia (4); and Kansas, Florida, New Y ork, and Pennsylvania
(3).

Apparent U.S. consumption of raw flexible magnets totaled approximately 78.4 million pounds
($86.7 million) in 2007. Currently, seven firms are known to produce raw flexible magnets in the United
States, of which *** provided full or partial data. U.S. producers’ U.S. shipments of raw flexible magnets
totaled 70.4 million pounds ($79.2 million) in 2007, and accounted for 89.8 percent of apparent U.S.
consumption by quantity and 91.4 percent by value. U.S. shipments of imports from subject sources
totaled *** pounds ($***) in 2007 and accounted for *** percent of apparent U.S. consumption by
quantity and *** percent by value (*** percent by quantity in the merchant market and *** percent by
value). U.S. shipments of imports from nonsubject sources totaled *** pounds ($***) in 2007 and
accounted for *** percent of apparent U.S. consumption by quantity and value (*** percent by quantity
and value in the merchant market).

SUMMARY DATA AND DATA SOURCES

A summary of data collected in the investigations is presented in appendix C, tables C-1 (data
concerning raw flexible magnets), C-2 (data concerning the merchant market for raw flexible magnets),
and C-3 (data concerning the captive market for raw flexible magnets). Except as noted, U.S. industry
data are based on questionnaire responses of *** firms that accounted for 95 percent of U.S. production
of raw flexible magnets during 2007. U.S. imports are based on questionnaire responses of 42 importers

that provided usable data and are believed to account for more than 95 percent of U.S. imports of raw



flexible magnets during the period examined.> Data on apparent U.S. consumption of raw flexible
magnets were compiled using shipment data from questionnaire responses of the *** responding U.S.
producers and shipments of imports data reported in the usable questionnaire responses of the 42 firms
that imported the subject product during the period examined.
NATURE AND EXTENT OF SUBSIDIESAND SALESAT LTFV
Subsidies

On July 10, 2008, Commerce published a notice in the Federal Register of its final determination
of countervailable subsidies for producers and exporters of raw flexible magnets from China* Tablel-1
presents Commerce’ s findings of subsidization of raw flexible magnetsin China.

Table I-1
Raw flexible magnets: Commerce’s final subsidy determination with respect to imports from
China

Final countervailable subsidy
Entity margin (percent)
China Ningbo Cixi Import Export Corp. 109.95
Polyflex Magnets Ltd. 109.95
All others 109.95
Source: 73 FR 39667, July 10, 2008.

3 January-March 2008 imports from Taiwan are based on official Customs data for imports from ***, which did
not supply an importers' questionnaire response. In addition, imports attributable to *** during 2005-06 from
Taiwan were derived from official Customs data because the firm did not supply an importers questionnaire
response.

4 Raw Flexible Magnets From the People’s Republic of China: Final Affirmative Countervailing Duty
Determination, 73 FR 39667, July 10, 2008. Countervailable subsidies were based on adverse facts available for the
following programs: preferential tax policies for FIEs; preferential tax policies for export-oriented FIEs; tax
subsidies to FIEs based in specially designated areas; tax credits on domestic equipment purchases; reinvestment tax
benefits for FIEs; reduced income tax rate for new high-technology FIES; reduced income tax rate for technology
and knowledge intensive FIEs; VAT refunds on exports; VAT and tariff exemptions on imported equipment;
Chinese government payment of legal fees; local and provincial programsin the Anhui province, the Zhejiang
province, the Shanghai municipality, and the Beijing municipality; preferential loan programs and interest ratesin
the Guangdong province; provincial and local direct grants in the Guangdong and Zhejiang provinces; and provision
of goods for less than adequate remuneration in Zhejiang province. 1ssues and decision memorandum for final
determination in the countervailing duty investigation of raw flexible magnets from the People' s Republic of China,
July 2, 2008.
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Salesat LTFV
On July 10, 2008, Commerce published anotice in the Federal Register of itsfinal
determinations of sales at LTFV with respect to imports from China® and Taiwan.® Tables|-2 and I-3
present Commerce’' s dumping margins with respect to imports of raw flexible magnets from China and
Taiwan.

Table I-2
Raw flexible magnets: Commerce’s final weighted-average LTFV margins with respect to imports
from China

Final dumping
Exporter Producer margin (percent)
Guangzhou Newlife Magnet Co., Ltd. Guangzhou Newlife Magnet Co., Ltd. 105.00
PRC-wide entity (including Polyflex) 185.28

Source: 73 FR 39669, July 10, 2008.

Table I-3
Raw flexible magnets: Commerce’s final weighted-average LTFV margins with respect to imports
from Taiwan

Final dumping
Exporter Producer margin (percent)
Kin Fong Kin Fong 38.03
Magruba Magruba 38.03
JASDI JASDI 38.03
All others 31.20

Source: 73 FR 39673, July 10, 2008.

® Final Determination of Sales at Less Than Fair Value: Raw Flexible Magnets from the People’ s Republic of
China, 73 FR 39669, July 10, 2008.

® Final Determination of Sales at Less Than Fair Value: Raw Flexible Magnets from Taiwan, 73 FR 39673, July
10, 2008.
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THE SUBJECT MERCHANDISE
Commer ce's Scope
Commerce has defined the scope of these investigations as follows:

The products covered by this investigation are certain flexible magnets regardless
of shape,” color, or packaging.® Subject flexible magnets are bonded magnets composed
(not necessarily exclusively) of (i) any one or combination of various flexible binders
(such as polymers or co-polymers, or rubber) and (ii) a magnetic element, which may
consist of aferrite permanent magnet material (commonly, strontium or barium ferrite, or
a combination of the two), ametal alloy (such as NdFeB or Alnico), any combination of
the foregoing with each other or any other material, or any other material capable of
being permanently magnetized.

Subject flexible magnets may be in either magnetized or unmagnetized
(including demagnetized) condition, and may or may not be fully or partially laminated
or fully or partially bonded with paper, plastic, or other material, of any composition
and/or color. Subject flexible magnets may be uncoated or may be coated with an
adhesive or any other coating or combination of coatings.

Specifically excluded from the scope of thisinvestigation are printed flexible
magnets, defined as flexible magnets (including individual magnets) that are laminated or
bonded with paper, plastic, or other material if such paper, plastic, or other material bears
printed text and/or images, including but not limited to business cards, calendars, poetry,
sports event schedules, business promotions, decorative motifs, and the like. This
exclusion does not apply to such printed flexible magnets if the printing concerned
consists of only the following: atrade mark or trade name; country of origin; border,
stripes, or lines; any printing that is removed in the course of cutting and/or printing
magnets for retail sale or other disposition from the flexible magnet; manufacturing or
use instructions (e.g., “print thisside up,” “this side up,” “laminate here”); printing on
adhesive backing (that is, material to be removed in order to expose adhesive for use such
as application of laminate) or on any other covering that is removed from the flexible
magnet prior or subsequent to final printing and before use; non-permanent printing (that
is, printing in amedium that facilitates easy removal, permitting the flexible magnet to be
re-printed); printing on the back (magnetic) side; or any combination of the above. All
products meeting the physical description of the subject merchandise that are not
specifically excluded are within the scope of this investigation.®

Inits preliminary affirmative countervailing duty determination on February 25, 2008, Commerce
reported that it received scope comments from SH Industries, LLC on November 7, 2007, arguing that

magnetic photo pockets, which are flexible magnets with clear plastic laminations that form

" The term “shape” includes, but is not limited to profiles, which are flexible magnets with a non-rectangular
Cross-section.

8 Packaging includes retail or specialty packaging such as digital printer cartridges.

° Raw Flexible Magnets From the Peopl€e’ s Republic of China: Final Affirmative Countervailing Duty
Determination, 73 FR 39667, July 10, 2008.

-7



a pocket into which photographs and other items may be inserted for display, should be excluded from the
scope of the antidumping and countervailing duty investigations on raw flexible magnets from China and
Taiwan. On November 13, 2007, the petitioner filed a response arguing that magnetic photo pockets are
properly within the scope of the investigations.’> On April 11, 2008, the petitioner submitted additional
comments why photo pockets are properly within the scope of the investigations. Parties were invited to
submit further comments.** On May 2, 2008, All Magnetics submitted comments arguing that the scope
of the investigations should be limited to the products that the petitioner manufactures. The comments
did not address photo pockets. On May 9, 2008, the petitioner filed additional comments arguing that
photo pockets are properly included in the scope of the investigations. Finally, on May 9, 2008, Target
Corp. (“Target”) filed comments arguing that photo pockets should not be included in the scope of the
investigations.*?

Commerce did not exclude photo pockets from the scope of its final determinations because: (1)
it does not generally define subject merchandise by end-use application; (2) the original scope definition
stipulated that flexible magnets may be partially laminated or fully or partially bonded with paper, plastic
or other material, thus ensuring that the plastic laminate fusing the sides to the flexible magnet does not
remove the photo pockets from the scope of the investigations; and (3) the issue of whether theitem

appears on the petitioner’ s website is not relevant to Commerce’ s analysis.®

1 Raw Flexible Magnets From the People's Republic of China; Preliminary Affirmative Countervailing Duty
Determination and Alignment of Final Countervailing Duty Determination With Final Antidumping Duty
Determination, 73 FR 9998, February 25, 2008.

I Preliminary Determination of Sales at Less Than Fair Value. Raw Flexible Magnets from the People's
Republic of China, 73 FR 22327, April 25, 2008.

12 k%%

13 | ssues and decision memorandum for final determination in the countervailing duty investigation of raw
flexible magnets from the People's Republic of China, July 2, 2008.
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Tariff Treatment
The merchandise subject to these investigations is currently classified in subheadings 8505.19.10
(flexible magnets) and 8505.19.20 (composite goods containing flexible magnets) at a general rate of duty
of 4.9 percent ad valorem, as presented in table I1-4. These subheadings were created specifically for
flexible magnets at the request of the U.S. industry** and have been in place since December 18, 2004.

Previously, imports of raw flexible magnets were covered by statistical reporting number 8505.19.0040.

Table |-4
Raw flexible magnets: Tariff treatment, 2007
General* | Special® | Column 23
HTS provision Article description Rates (percent ad valorem)
8505.19 Permanent magnets and articles intended to
become permanent magnets after
magnetization (other than of metal):
8505.19.10 Flexible magnets . . ................. 4.9 Free (A, AU, 45.0
8505.19.20 Composite good containing flexible BH, CA, CL,
magnets ................. .. .. ... 4.9 E, IL, J, JO, 45.0
MA, MX, P,
SG)
! Normal trade relations, formerly known as the most-favored-nation duty rate.
2 See general note 3(c)(i) for list of symbols. China and Taiwan are not eligible for special tariff rates.
% Applies to imports from a small number of countries that do not enjoy normal trade relations duty status.
Note.—Prior to December 18, 2004, the relevant HTS statistical reporting number was 8505.19.0040.
Source: Harmonized Tariff Schedule of the United States (2008).

THE PRODUCT
Description and Applications
Flexible magnets are permanent magnets that can be twisted, bent, dlit, punched, coiled, and
otherwise molded into any shape without loss of magnetic properties. Raw flexible magnets™ consist of

sheet (or sheeting), strip, and thermoplastic profile shapes, typically of uniform thickness and surface

14 Staff field trip report, ***, October 2, 2007.

5 “Raw flexible magnets’ is aterm adopted for the purposes of these investigations to distinguish between the
unprinted products of raw magnet producers such as Magnum, Flexmag, and Holm, and the printed magnets and
other products of their non-distributor customers. Hearing transcript, p. 14 (A. Love).
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finish. Figurel-1 presents adepiction of various types of sheet, strip, and profile shape flexible magnets
produced by the petitioner Magnum.

Figure I-1
Raw flexible magnets: Product forms

Source: Magnum Magnetics’ website at http://www.magnummagnetics.com, retrieved October 1, 2007.

Magnetic sheet is characterized as “ (s)heets of material that are highly flexible and have

permanent magnetic properties.” '

Sheet, which is generally (but not exclusively) produced by the
calendering process described below, is the widest form of raw flexible magnet, typically available from
U.S. suppliersin widths up to approximately 24 inches.'” Sheetsin larger widths are available from

foreign suppliers.’® Raw flexible magnetic strips are dimensionally narrower than sheet. According to

testimony at the hearing, “ (S)trips can be produced by cutting sheeting into narrower products, or they

16 Hearing transcript, p. 15 (A. Love). Mr. Love defined “permanent magnetic properties’ as “capable of being
permanently magnetized by exposure to a strong magnetic field.” Ibid. Mr. Love had previously observed that
“...whenthefield is removed the material retains the magnetic force, enabling the material to hold itself to a
metallic surface.” Conference transcript, p. 25 (A. Love).

7 See, e.g., Master Magnetics, “Solutions,” found at www.magnetsource.com, retrieved on October 15, 2007.

18 Hearing Statement of Scott Lewis, p. 2. Mr. Lewis asserted in his statement that U.S. suppliers were not
capable of producing the wide format (meter-wide) flexible sheet that Adamsimported from Polyflex (China). Ibid.
Long-time Magnum customer Rochester Magnet Company reportedly had to import meter-wide rolls from Chinato
meet the special requirements of a customer. Hearing transcript, p. 51 (Dennis).
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can be extruded. Extrusion is usually used for thicker strips.”*® Finally, profile shapes are flexible
magnets that are not square or rectangular in cross section.”® Thermoplastic profile shapes are
manufactured exclusively by the extrusion method.?

In general, flexible magnets are used in arange of applications, including refrigerator door
gaskets; magnetic car and safety signs; direct mail promotional items; magnetic business cards;
advertising signs; calendars; namepl ates; medical applications;*” and toys and games. The key physical
characteristics and similarities among al flexible magnets include magnetism, thinness, flexibility,
lightness of weight, and ease of cutting. Raw flexible magnet profile shapes are used in the production of
commercial products such as refrigerator doors, shower doors, and merchandise exhibits. Raw flexible
magnetic sheet and strip typically are used to produce refrigerator magnets, magnetic photo pockets,
magnetic business cards (such as those used by real-estate agents in promotional applications), label
holders for metal shelving,?* and magnetic signage on the doors of cars or vans.®

M anufacturing Process
Raw flexible magnets are manufactured by consolidating a mixture (in either granular or slurry

form) of magnetic ferrite powders such as strontium or barium?® with aflexible resin binder (polymer),

% Hearing transcript, p. 15 (A. Love).

2 Hearing transcript, p. 15 (A. Love). Mr. Love described examples such as label holders on metal shelving or
magnetic pencil holders with adlot for the pencil. 1bid.

2L Conference transcript, p. 27 (A. Love).

22 B|Oflex Medical Magnets Inc. (BIOflex) designs and markets imported flexible magnets “that are intended to
alleviate pain through application of static magnetic fields.” BIOflex’s prehearing statement. According to Allen
Love, Magnum formerly produced flexible magnets for customers that further processed the magnets to make
articles used in pain-relief applications, but the entire market has been taken by foreign suppliers. Hearing
transcript, p. 94 (A. Love).

28 “Magnetic photo pockets are alaminated vinyl plastic pocket attached to a magnetic sheet, designed to protect
the photo from dust, dirt, and the harmful effects of UV light.” Letter from SH Industries to Commerce, November
6, 2007. According to Magnum, photo pockets also enable customers to attach other ‘loose’ materials to metal
surfaces, serving the same function as arefrigerator magnet. Petitioner’ s letter to Commerce, November 13, 2007.

2 Petition, Volume I, p. 13; petitioner’ s postconference brief, p. 11; Magnet Technology’ s postconference brief,
p. 2; and petitioner’ s letter to Commerce, dated November 13, 2007, pp. 1-2.

% Hearing transcript, p. 16 (A. Love).

% U.S. production of flexible magnets consists chiefly of strontium ferrites due to the low-cost and toxicity
associated with barium ferrites. Conference transcript, p. 26 (A. Love), and staff field trip report, ***, October 2,
2007. Other magnetic material can be substituted for the strontium or barium ferritesif significantly higher energy is

(continued...)
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then transferring the mixture to one of several varieties of forming processes (namely calendering,
coating, or extrusion). The product - in sheet form, narrower strip form, or as a profile shape - is finished
and prepared for shipment, typically in rolls or coils (figure I-2).%”

In the calendering process, the magnetic particul ate (a mixture of ferrite metals and resins) isfed
through a calender,”® where it is pressed between two large rotating steel rolls to create magnetic sheets or
strips of uniform thickness and surface finish. In the extrusion process, the magnetic particulate is forced
through a shaped die to create rectangular or square sheets, strips, or other profile shapes. In the coating
process, the magnetic material is coated onto a carrier material such as paper, using aslot die or similar
coating method. These materials are then cut,?® scored,® dlit,* or die-cut® into many different
sizes. Some types of flexible magnet sheeting are laminated® with paper or plastic (typically white, but
can be any color), or are coated with an adhesive (in most cases a pre-printed or decorated laminate) or

other material.* According to Magnum, a minority of flexible magnetsis shipped in rolls or coils, but

% (...continued)
required. Electrodyne, aU.S. producer, specializesin these products. Hearing transcript, p. 16 (A. Love).

' Petition, Volumel, pp. 5-6.

% A calender is amachine consisting of metal rollsin astack that are used for applying pressure to smooth paper
and other materials. Petition, Volume , pp. 5-6.

# Cutting typically involves large sheets or rolls and is customarily performed on a punch press. Petition,
Volumel, pp. 5-6.

% Scoring a magnet takes place when a cut is not made through the entire magnet, enabling it to remain in alarger
piece or roll for packaging and ease of process for the customer. This process typically takes place via a punch press
and is considered a value-added service. Petition, Volume |, pp. 5-6.

3 Slitting refersto slicing the magnet along the length of the roll. Slitting is not always considered a value added
service by the manufacturer. Petition, Volume, pp. 5-6.

% Die-cutting typically is performed on a punch press with astedl rule die. A die-cut is employed in individual
magnet pieces cut into precise dimensions. Die-cutting can also create “score” lines within the die cut piece to
permit easy removal of separate magnet pieces after further processing by the customer. The use of die-cutting isa
value added service employed by the producer. Petition, Volume I, pp. 5-6.

38 aminating typically is completed by the magnet producer or by a printer and refers to the process for adhering
any flat film, paper, or adhesive to the magnet. Petition, Volumel, pp. 5-6.

% Flexible magnets may be “back coated” with a smooth substance in order to cause sheets of the material to pass
more readily over each other when being fed into printing equipment and also to prevent blocking or “bricking” of
stacks of raw flexible magnetic sheets in the printing process. Petition, Volume, pp. 5-6. Blocking or bricking
occurs when “the magnet, or part of aroll or stack of raw flexible magnet sheets, does not feed smoothly into
printing, cutting, or feeding equipment, but, instead, the layers or sheets stick together, causing interruption of the
process.” Causes include storage in conditions of elevated heat or humidity, use of a binder polymer that may cause
some adherence of the sheets to each other, and the cumul ative weight of stacked magnets may press individual
sheets together. Hearing transcript, pp. 20-21 (A. Love). Although back coating is relatively inexpensive compared

(continued...)
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Figure I-2
Raw flexible magnets: Manufacturing process
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Source: AMF Magnetics at http://www.amfmagnetics.com, retrieved October 15, 2007.

the manufacturer cuts most magnetic sheeting into various sized (widths and lengths) sheets to be shipped
in stacks to the customer or distributor.®

According to Magnum, dlitting might add approximately *** percent value to the product by a
converter; however, Magnum typically charges customers *** for most of its ditting. Although Magnum
typically charges*** for cutting operations, converters might add *** percent of the value in their cutting
operations. For extrusions and small pieces of sheeting, cutting takes place on a punch press and can add
*** percent in value. Likewise, scoring can add *** percent of the value if the score is down the length

of the web, as with dlitting; or it can add *** percent of the value

3 (...continued)
with the cost of laminating or applying and adhesive (hearing transcript, p. 17 (A. Love)), some customers may
prefer delivery of the raw flexible magnets without a back coating because back coating may not be compatible with
the adhesive or laminate preferred by the customer. Hearing transcript, p. 215 (Lewis).

% Petition, Volumel, pp. 5-6.
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if done across the width of the magnet with a punch press (as with cutting), depending on the distance
between “scores.” Die-cutting may add *** percent in value, depending on the method used and the size
of the piece: apunch press with a steel-rule die or by creating “score’ lineswithin adie cut piece.
According to Magnum, in some cases, one or more of the steps can be combined for a single product,
resulting in cumulated added values from each step. Slitting, cutting, and scoring, for example, can be
combined, resulting in cumulated added values. Further value can be added by processing the raw
flexible magnets into photo pockets.®*® Die-cutting, meanwhile, typically is not combined with any other
type of converting.’

According to Magnum’ s description of its value-added operations, most laminating is done by the
flexible magnet manufacturer or printer, not by a converter. A converter’slaminating operations would
generaly be limited to 60-mil 3" wide extrusions, and most commonly would involve adding an adhesive
backing to the magnet, resulting in added value of approximately *** percent. Laminating isonly
performed on a small range of products by converters but is performed by Magnum on its products.®

Raw flexible magnets can be magnetized by the producer at various stages of the manufacturing
process or by the customer, depending on the particular customer’s material handling needs.* Flexible
magnets require no particular handling precautions because they are relatively weak magnetically, are not
brittle, and can be used in temperatures of *** degrees centigrade or more.*

DOMESTIC LIKE PRODUCT ISSUES
The Commission’s decision regarding the appropriate domestic product(s) that are “like” the

subject imported product is based on a number of factorsincluding: (1) physical characteristics and uses;

% Magnetic photo pockets are formed by “bonding two different pieces of plastic material to the flexible magnet
substrate to form a pocket into which a photograph may beinserted.” Petitioner’s letter to Commerce, November 13,
2007, pp. 1-2.

% Petitioner’ s postconference brief, exh. 1, pp. 4-5.
* |bid.

* petition, Volumel, pp. 5-6.

40 Staff field trip report, ***, October 2, 2007.
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(2) common manufacturing facilities and production employees; (3) interchangeability; (4) customer and
producer perceptions; (5) channels of distribution; and (6) price. Information regarding these factorsis
discussed below.

In the preliminary phase of these investigations, one responding party, Magnet Technology,
appeared to dispute the petitioner’s definition of the domestic like product, “all raw flexible magnets
produced in the United States.”* Magnet Technology testified that extruded magnets for usein
refrigerator gaskets and shower doors are a “different industry,” manufacturing raw flexible magnets
using different facilities, different employees, serving different customer bases, and producing a product
that is very distinct from the sheet and strip produced using the calender method. It asserted that extruded
strips are very narrow strips of material of an eighth to three-eighths of an inch in width, manufactured to
very tight tolerances of magnetic properties as an engineered product, which are very different from the
sheets and strips using the calender methods, which are not manufactured to any standard specifications.*
Counsel for petitioner and counsel for importers urged the Commission to adopt the petitioner’ s definition
of the domestic like product.*®

In the preliminary phase of the investigations, the Commission found the domestic like product to
be raw flexible magnets, co-extensive with the scope of the investigations.* Information concerning like
product issues collected during the preliminary phase of these investigations can be found in the staff

report from the preliminary phase investigations, Part |, Like Product Issues.” No party requested that

41 Conference transcript, pp. 168-170 (Mosteller and Donohue).
“2 | bid.
“1bid., p. 117 (Levinson); and petitioner’ s postconference brief, pp. 10-14.

“ Raw Flexible Magnets from China and Taiwan, Inv. No. 701-TA-452 and 731-TA-1129 and 1130
(Preliminary), USITC Publication 3961, November 2007, p. 9.

“> Raw Flexible Magnets from China and Taiwan, Inv. No. 701-TA-452 and 731-TA-1129 and 1130
(Preliminary), USITC Publication 3961, November 2007, pp. I-11-13.
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the Commission address domestic like product issues in their comments on draft questionnaires for the

final phase of these investigations, the petitioner’s prehearing or posthearing briefs, nor at the hearing.*

“6 Petitioners prehearing brief, p. 12 and hearing transcript, p. 53 (Thomas). Magnet Technology did not
participate in the final phase investigations. At the hearing, petitioner responded to a question asto why it believes
that extruded magnets for refrigerator gaskets and shower doors should be considered to be the same like product as
raw flexible magnets, by observing that “amagnet that is extruded, as compared with a magnet which is calendered,
can have some of the very same applications in kind of the middle of the product mix. For example, talking about
flexible magnet strips, aflexible magnet strip can be made either by dlitting magnet sheeting into thinner strips, or it
can be extruded using an extrusion process. So there isavery significant overlap between the products of the two
production methods. At the far end, where you have an extruded profile shape, certainly that is very different from a
magnetic sheet, but that's at the far end of a spectrum of products. So, in our view, there is avery substantial
overlap. Itisaproduct spectrum, and they are all essentially one product.” Hearing transcript, p. 107 (Thomas).
During these final phase investigations, foreign producer Newlife argued that the scope of the petition was too broad,
encompassing products that the petitioner did not produce. The products included super high energy magnetic
sheets, wide format flexible magnets (over 40 inches in width), flexible neo magnets, super high energy magnetic
strips, super low energy magnetic sheets, and foreign patented products. Newlife pleading, May 12, 2008. The
scope request was not submitted to Commerce. Moreover, the petitioner contends that the domestic industry
manufactures all products but the wide format raw flexible magnets in the United States. Petitioner’s prehearing
brief, p. 22, and hearing transcript, p. 53 (Thomas).
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PART Il: CONDITIONS OF COMPETITION IN THE U.S. MARKET

MARKET CHARACTERISTICS

Raw flexible magnets are used in a wide variety of applications. Uses cited by questionnaire
respondents included promotional business cards, car signs, craft magnets, original equipment
manufacturers (OEM) equipment,* advertising/holding applications, motors, sensors, calendars, business
cards, coupons, magnetic photo pockets, shower door enclosures, vehicle door signs, and pain relief
supports.

The majority of shipments by both U.S. producers and U.S. importers of raw flexible magnets
from China and Taiwan are to end users (i.e. printers and OEMs), rather than distributors or retailers
(table 11-1). Petitioner Magnum estimated that only *** percent of sales were to distributors and ***
percent were to retailers (craft and discount stores), while *** percent of sales were to printers
(companies that print content on the magnets) and *** percent of sales were to OEM (companies
incorporating the magnets into finished goods).>?

All five responding producers sell raw flexible magnets nationwide, while U.S. importers are

dispersed throughout the country, but with concentrations in California, Florida, and New Jersey/New

! “In the OEM channel, raw flexible magnets are sold to manufacturers of such items as shower-door gaskets or
*** QOther examples of products in this market include ***.” Petitioner’s posthearing brief, exhibit 6, p. 3, n. 5.

2 See “Raw Flexible Magnets: Market Distribution Chart” submitted by Magnum.

% The petitioner also noted that “printers are the largest segment of the market. Printers come in all sizes.
Magnum typically serves the large-lot customers. Flexible magnet distributors typically serve the small
ones...Distributors purchase for stock and resale, as well as for direct drop shipments for customers who typically
purchase in smaller lots. Some perform a conversion function, making smaller raw flexible magnets our of larger
sheets and rolls...Under pressure from low-priced imported raw flexible magnets from China and Taiwan, the hazy
line between higher volume users being served by raw flexible manufacturers, such as Magnum, and smaller users
being served by magnet distributors is becoming ever less distinct.” Hearing transcript, pp. 34-36 (T. Love).
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Table lI-1

Raw flexible magnets: U.S. producers’ and U.S. importers’ shares of reported U.S. shipments, by

sources and channels of distribution, 2005-07, January-March 2007, and January-March 2008

Item

January-March

2005

2006

2007 |

2008

Share of reported shipments (percent)

Domestic producers’ shipments:

To distributors

17.9

17.3

17.7

195

17.7

To printers

38.5

35.4

36.0

37.4

35.3

To retailers

2.2

2.0

3.3

3.1

2.9

To OEMs

41.4

45.3

42.8

40.0

44.1

To others

0.1

0.1

0.1

0.1

0.1

Shipments of imports from China:

To distributors

*kk

*kk

*kk

To printers

To retailers

To OEMs

To others

Shipments of imports from Taiwan:?

To distributors

To printers

To retailers

To OEMs

To others

Shipments of imports from subject s

ources:

To distributors

To printers

To retailers

To OEMs

To others

Shipments of imports from nonsubject sources:®

To distributors

To printers

To retailers

To OEMs

To others

Total imports:

To distributor

12.9

10.5

12.5

10.5

17.3

To printers

43.7

44.7

55.4

35.8

63.5

To retailers

4.8

5.4

3.0

3.7

4.8

To OEMs

22.5

25.3

15.9

12.0

9.3

To others

16.0

14.1

13.2

38.1

5.0

Source: Compiled from data submitted in response to Commission questionnaires.

! First quarter of 2007 shipments to “other” purchasers represent non-distributor sales by ***,
2+ and accordingly characterized these sales as shipments to ‘other’ customers.
3 Nonsubject sources represent a small share of the total imports.
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York/Pennsylvania. Seventeen of 30 responding U.S. importers reported selling nationwide, while an
additional four reporting importers sell raw flexible magnets to two different geographic areas.**

U.S. inland shipping distances for U.S.-produced raw flexible magnets and imports from China
and Taiwan were reported by U.S. producers and U.S. importers. All five responding producers reported
that the majority of their raw flexible magnets was sold within distances of 101 to 1,000 miles from their
facilities. Among the responding 24 importers, 5 firms reported that the majority of their sales of raw
flexible magnets was sold within 100 miles of their storage facilities (4 of these firms reported that 100
percent of their raw flexible magnets were sold within 100 miles of their storage facilities). Eleven firms
sold the majority of their raw flexible magnets within distances of 101 to 1,000 miles of their storage
facilities (2 of these firms reported that 100 percent of their raw flexible magnets were sold within
distances of 101 to 1,000 miles of their storage facilities). Seven importers sold the majority of their raw
flexible magnets to distances over 1,000 miles of their storage facility (1 of these firms reported that 100
percent of its raw flexible magnets were sold to distances over 1,000 miles of its storage facility). One
importer sold half of its raw flexible magnets within 100 miles of its storage facilities and half within
distances of 101 to 1,000 miles of its facilities.

Delivery lead times for product from inventory varied for both U.S.-produced and imported raw
flexible magnets. For U.S. producers, lead times ranged from 1 to 7 days. Importers generally reported
lead times ranging from 1 to 10 days. Delivery lead times for produced-to-order raw flexible magnets
ranged from 7 to 45 days for U.S. producers and from 3 days to 120 days for importers. The majority of

the U.S. producers’ products were produced to order. Approximately one-half of responding importers

* Some importers of raw flexible magnets import the product and resell it as a raw flexible magnet, while others
transform the product and then sell a finished (printed) item.

® The *** importer of raw flexible magnets from Taiwan during the period of investigation, Jasdi USA, was
located in California and reported selling to the *** and ***,
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reported that most or all of their products were produced to order while one-half reported that most or all
of their products were sold from inventory.°
SUPPLY AND DEMAND CONSIDERATIONS
U.S. Supply

Generally, factors such as relatively low levels of capacity utilization, relatively high inventory
levels, and the existence of alternate markets indicate a relatively strong supply responsiveness.
Alternate markets include export shipments, home market commercial sales, and internal consumption
(for the production of downstream products). Of these three factors, the existence of exports is generally
the most important contributing factor to supply responsiveness, as it indicates the subject country’s
degree of export orientation and experience in export marketing. The second most important contributing
factor is generally home market commercial sales, which could be diverted to export markets, especially
if the industry in the subject country is already experienced in exporting. Internal consumption is most
likely the least easily diverted of the three markets because such diversion could require scaling back or
idling of the production of downstream products. However, the ease of diverting internal consumption
may increase if the subject country has developed export markets and home market commercial sales.

Factors contributing to the supply responsiveness are discussed below.

Domestic Production

The responsiveness of the domestic supply of raw flexible magnets to changes in price depends
on several factors including the level of excess capacity, the availability of alternate markets for U.S.-
produced raw flexible magnets, inventory levels, and the ability to shift to the manufacture of other
products. Information obtained in the final phase of these investigations suggests that U.S. producers
have a high degree of flexibility in expanding output and U.S. shipments in response to an increase in

price, chiefly due to low industry capacity utilization rates. U.S. producers’ capacity utilization declined

® Importer Adams Magnetics testified that it keeps high inventory levels because, although it comes with a cost, it
has distributor mentality and became accustomed to high levels of inventory. Hearing transcript, p. 169 (Lewis).
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from 66.8 percent in 2005 to 48.5 percent in 2007, and was 43.0 percent during January-March 2008.
Exports, as a percentage of total shipments, ranged between *** percent and *** percent during 2005-07,
and were *** percent during January-March 2008. The ratio of U.S. producers’ end-of-period inventories
to their total shipments ranged from *** to *** percent during 2005-07, and was *** percent during
January-March 2008.
Supply of Subject Imports to the U.S. Market

The responsiveness of the supply of imports from subject countries to changes in prices in the
U.S. market is affected by such factors as capacity utilization rates, the availability of home markets and
other export markets, and inventories. Based on available information, suppliers of subject imports have
the ability to respond in changes in demand with moderate to high changes in the quantity of shipments of
raw flexible magnets to the U.S. market.
Subject Imports from China

During 2005-07, the capacity utilization rates for Chinese producers of raw flexible magnets were
between *** and *** percent; rates are estimated to be *** percent in 2008 and *** percent in 2009.
Chinese producers’ inventories, as a percentage of total shipments, ranged between *** and *** percent
during 2005-2007; they are estimated to be *** percent in 2008 and *** percent in 2009. Commercial
shipments of raw flexible magnets sold in the Chinese home market accounted for *** percent of Chinese
producers’ total shipments in 2005, *** percent in 2006, and *** percent in 2007. During 2005-07,
internal consumption ranged from *** percent to *** percent of total shipments. Chinese raw flexible
magnets producers’ exports to the United States, as a percentage of total shipments, ranged between ***
percent in 2006 and *** percent in 2007. Chinese raw flexible magnets producers’ exports to other
markets, as a percentage of total shipments, ranged between *** percent in 2006 and *** percent in 2007.
Therefore, suppliers of raw flexible magnets from China have the capability to respond to changes in

demand with large changes in the quantity shipped to the
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U.S. market. Supply responsiveness is increased by the existence of non-U.S. markets, existence of
excess capacity, and existence of a strong home market,.
Subject Imports from Taiwan

Capacity utilization rates for the responding producers of raw flexible magnets in Taiwan were
between *** and *** percent during 2005-07; rates are projected to *** percent in 2008 and *** percent
in 2009. Inventories, as a percentage of total shipments, ranged between *** percent and *** percent
during 2005-07. The percentage of total shipments sent to the Taiwan home market ranged from ***
percent to *** percent during 2005-07. Exports to the United States, as a percentage of total shipments,
declined from *** percent to *** percent during 2005-07. Exports to non-U.S. markets, as a percentage
of total shipments, increased from *** percent in 2005 to *** percent in 2007. Therefore, suppliers of
raw flexible magnets from Taiwan have the capability to respond to changes in demand with moderate
changes in the quantity shipped to the U.S. market. Supply responsiveness is enhanced by high levels of
exports to non-U.S. markets and the existence of home market sales; however, *** inventories and
relatively low levels of available extra capacity may constrain Taiwan’s ability to increase exports to the
U.S. market.

U.S. Demand

Demand Characteristics

Since raw flexible magnets are a raw material product with many end-use applications, including
promotional magnets, magnetic signs, trade show displays, custom parts, office supplies, refrigerator
gaskets, and schedules, the overall demand for raw flexible magnets is closely linked to the demand for
those end-use products. The price elasticity of demand for raw flexible magnets is likely to be moderate
since raw flexible magnet products have substitutes for some applications and they often account for a

substantial share of the final cost of products in which they are used as inputs.
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Demand Trends

Demand for raw flexible magnets tends to fluctuate from period to period. Magnum reported
there is seasonality in its sales of raw flexible magnets: 40 percent of its sales occur in the first six
months of the year (with a spike in March attributed to sales of baseball schedules) and 60 percent of their
sales occur in the last half of the year (attributed to advertisement budget cycles and the issuance of new
calendars).’

When asked how the U.S. demand for raw flexible magnets had changed since January 1, 2005,
responses from U.S. producers were mixed: two producers reported that demand had increased, two
reported that demand decreased, and one reported that demand did not change. ***, attributed the rise in
demand to “increased use on cars, in magazines, billboards, direct mail, and advertising specialities.” ***
attributed the increase in demand to the mass mailing inserts that started in 2005. *** attributed the
decrease in demand to a decline in U.S. manufacturing and an increase in imports. *** attributed the
decrease in demand to the slowdown in the housing market.

Magnum anticipated increasing demand at the time it acquired MSI. In response to a question
regarding recent demand trends, however witnesses attributed decreasing demand to the drop in real
estate sales activity: “competition between realtors was very strong, and realtors are one of the large
users of the printed magnets, printed calendars, and such products,”® but while real estate “accounted for
30 to 40 percent” of TradeNet’s business, “we’ve seen that drop to about 10 percent of our business.”

Eight importers reported that demand increased, three importers reported that demand decreased,
and 15 importers reported either no change or fluctuation in demand since January 1, 2005. The

importers reporting increased demand attributed the rise to the spike in demand in 2005 due to the

’ Conference transcript, p. 97 (T. Love).
8 Hearing transcript, p. 60 (A. Love).
® Hearing transcript, p. 61 (Fixsen). See also p. 71 (T. Love, Malashevich).
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Capital One project™® that lasted for about eighteen months,** increased demand for various general
magnets, increased demand for “support the troops” yellow ribbons, and increased use of vehicle
advertisements, as well as internet or home-based businesses. Similar to the producers’ responses, the
importers reported decreased demand due to U.S. companies moving and sourcing overseas and to costly
inland freight.

When parties were asked during the hearing to discuss any anticipated changes in future demand,
the petitioner reported that demand will follow the course of the economy in general.*> One importer
reported that the magnet industry is a maturing industry, but it has not yet matured, and demand will

continue to grow.*

19 In its questionnaire response from the preliminary phase of these investigations, *** reported that during the
Capital One national marketing campaign, both Magnum and Flexmag competed for this business “at the expense of
longer lead times for all of their regular and preferred customers and lower overall margins for themselves. Lead
times went out to 7 weeks from a normal lead time of 1 to 2 weeks or less. Many of their customers and ours
decided at that time to explore the only other option to purchase ‘Raw Flexible Magnets’ from offshore. Also, on
September 28, 2005, Magnum, Inc. had a huge price increase further reducing demand for their products.”

Magnum reported that it supplied materials to the Capital One campaign only for “a brief period of a few
months” and then stopped due to “other equipment issues” and lack of capacity. Conference transcript, pp. 91-92
(A. Love). *** Magnum reported that the purchase of MSI resulted in short-term production declines, a series of
challenges and external pressures, a complicated combined production facility, and the need to order and install new
equipment. All of these difficulties produced longer delivery dates, a poorer quality, and the need to put the
distributors on allocation. However, Magnum indicated that by November 2005, the lead times dropped and the
quality was again at the required levels. Conference transcript, pp. 38-39 (A. Love).

One U.S. purchaser of raw flexible magnets noted that “this spike had a dramatic impact on Magnum...they
sold so much material during 2005 that they felt the need to expand their production capacity and that when the
demand went back to previous levels, they found themselves in a position where there was huge amounts of excess
capacity...by purchasing MSI.” Correspondence from *** Qctober 15, 2007.

Importer Adams Magnetics noted that during the Capital One campaign, it experienced increases in lead
times from Magnum from 10 days to about 3-4 weeks. The company also reportedly experienced quality problems
such as blocking and bricking. Its customers complained about these problems and Adams Magnetic reported
incurring over $100,000 in customer credits as well as the potential loss of accounts. After it tried to remedy the
problems for two years, Adams Magnetic states that it decided to buy from Flexmag and import from China.
Conference transcript, pp. 130-131 (Lewis).

*k*

11 Conference transcript, pp. 91-92 (A. Love).
12 Hearing transcript, pp. 83-84 (T. Love).
1% Hearing transcript, p. 191 (Gorgonne).



Purchasers who are end users were asked if the demand for their firm’s final product
incorporating raw flexible magnets has changed since January 1, 2005. Six purchasers reported that
demand has increased, 11 reported that demand has decreased, and 9 reported that demand for their final
products either fluctuated or remained the same.

When asked how the demand for raw flexible magnets outside the United States had changed
since January 1, 2005, information from the responding U.S. producers was mixed: two producers
reported that demand had increased and one reported that demand did not change. Similarly, 7 importers
reported that demand outside the United States has increased, 1 reported that it decreased, and 12 reported
that demand has either fluctuated or remained the same.

Apparent U.S. consumption of raw flexible magnets increased from 85.6 million pounds in 2005
to 89.1 million pounds in 2006, but then decreased to 78.4 million pounds in 2007. During January-
March 2008, apparent U.S. consumption was 17.2 million pounds as compared to 19.2 million pounds
during January-March 2007.

Substitute Products

U.S. producers and importers were asked to list any products that may be substituted for raw
flexible magnets and the relevant applications and end uses; firms were also asked to indicate whether
changes in the prices of the substitutes affected the price for raw flexible magnets. Three producers
mentioned substitute products for different end uses: sintered ferrite, plain paper, premium coated paper,
injection molded ferrite, static cling labels, stickers (metallic and foil paper), and other print media. Only
one of these three producers reported that the price of sintered ferrite can affect the price of raw flexible
magnets, noting that the price of sintered ferrites can drive down the price of flexible magnets. Eight
importers reported substitutes including velcro, vinyl, printed magnets, static, adhesives, non-permanent
tape, pressure sensitive label, bag clips with magnets, letter openers, PVC with static cling, and removable

glue.
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Two purchasers reported that they are not aware of any substitutes, while seven purchasers
reported substitutes for raw flexible magnets: hard magnets, pressure sensitive products, plastic, paper,
vinyl sticker, plastisol, static cling vinyl, low tack adhesive vinyl and polypropylene, and adhesive backed
products.

Cost Share

Producers, importers, and purchasers were asked to estimate the cost of raw flexible magnets as a
share of the cost of the end-use products in which they are used as inputs. Three producers and 13
importers provided estimates for various products. These firms reported that raw flexible magnets often
account for a substantial share of the final product cost, although the cost share varies widely. A
summary of the share of total cost of the end-use products which is accounted for raw flexible magnets is

presented below in the following tabulation.

End use Share of total cost of end-use product
(in percent)
Advertisements for refrigerators ok
Appliance timer ok
Calendars/promotional business cards *rx
Counter toppers *rk
Craft magnets ok
Diecut promotional printed magnets ok
Magnetic holders and display *hk
Magnetic memo boards ok
Menu boards ok
Pain relief supports ok
Promotional decor ko
Refrigerator badge/acrylic magnets ok
Sensors rrx
Vehicle door signs rxk
Vent covers rx
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SUBSTITUTABILITY ISSUES

The degree of substitutability between domestic products and subject and nonsubject imports,
between subject imports from different sources, and between subject and nonsubject imports is examined
in this section. The discussion is based upon the results of questionnaire responses from producers,
importers, and purchasers.

Factors Affecting Purchasing Decisions

Table 11-2 summarizes the purchasers’ responses concerning the top three factors they reported
using in their purchasing decisions.** Quality was cited most frequently as the primary factor in buying
decisions and price was the most frequently cited second factor and third factor. Other factors frequently

reported among the top three include availability, traditional supplier/contract, and delivery.

Table 1I-2
Raw flexible magnets: Ranking factors used in purchasing decisions by U.S. purchasers

Number of firms reporting

Factor Number one factor | Number two factor | Number three factor
Quality 16 7 6
Price 10 12 10

Availability

Traditional supplier/contract

Product consistency

Reliability of supply/reliability

Production time

4
4
2
Delivery 1
1
0
0

O|O|FRr|O|O|O|0
NIN|[O|IN|O|IRLIDN

Service/technical service

Other! 2 2 7

! Other factors include product functionality and products not yet on the market for first factor, sign making grade
standards and range of product line for second factor; reputation in the industry, suppliers that support us not
compete with us, stable pricing structure, meets product safety standards, range of product line, terms, and ability to
produce prototypes quickly for third factor.

Source: Compiled from data submitted in response to Commission questionnaires.

4 Questionnaires were sent to 133 purchasers, of which 43 responded.
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Purchasers were asked to rate the importance of 15 factors in their purchasing decisions for raw
flexible magnets (table 11-3). Availability and reliability of supply were reported most frequently as “very
important” (38 firms). Other factors that were listed by a majority of purchasers as being “very
important” included delivery time (37 firms), product consistency (37 firms), price (33 firms), quality

meets industry standards (33 firms), delivery terms (27 firms), and U.S. transportation costs (22 firms).

-FI;ZSJefng:aible magnets: Importance of purchase factors, as reported by U.S. purchasers
Very important Somewhat Not important

Factor Number of firms responding
Availability 38 2 0
Delivery terms 27 13 0
Delivery time 37 3 0
Discounts offered 9 21 8
Extension of credit 20 10 9
Minimum quantity requirements 12 14 11
Packaging 16 17 5
Price 33 5 1
Product consistency 37 0 1
Product range 7 23 7
Quality exceeds industry
standards 15 17 4
Quality meets industry standards 33 4 1
Reliability of supply 38 1 0
Technical support/service 19 16 4
U.S. transportation costs 22 15 1
Note.--Not all purchasers responded for each factor.
Source: Compiled from data submitted in response to Commission questionnaires.

Purchasers were asked for a country-by-country comparison on the same 15 factors (table 11-4).
Most purchasers reported that U.S. product was superior in terms of availability and delivery time, and
that the Chinese product was superior to U.S. product in terms of price.

Most responding purchasers reported that the U.S. product was superior to product from Taiwan

for delivery time, product consistency, product range, quality exceeds industry standards, reliability of
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Table 1l-4
Raw flexible magnets: Comparisons of product by source country, as reported by
U.S. purchasers

U.S. vs China U.S. vs Taiwan China vs Taiwan
Factor s | ¢ | i s | ¢ | i s | ¢ | i
Number of firms responding

Availability 13 9 1 3 3 1 1 4 1
Delivery terms 11 9 3 3 2 2 0 5 1
Delivery time 18 4 1 4 2 1 0 4 2
Discounts offered 3 9 6 1 3 2 1 4 1
Extension of credit 8 12 2 2 3 1 0 5 1
Price’ 3 3 16 2 2 3 2 3 1
Minimum quantity
requirements 10 10 2 1 4 1 1 3 2
Packaging 7 14 1 3 4 0 2 3 1
Product consistency 11 9 3 5 2 0 2 3 1
Product range 3 16 2 4 2 0 2 3 1
Quality exceeds industry
standards 11 7 4 4 2 0 2 3 1
Quality meets industry
standards 5 16 0 3 3 0 2 3 1
Reliability of supply 8 13 1 4 2 0 2 3 1
Technical support/service 10 9 2 4 2 0 2 3 1
U.S. transportation costs® 6 10 3 1 3 2 0 5 1

! A rating of superior means that price/U.S. transportation cost is generally lower. For example, if a firm reported
“U.S. superior”, it meant that the price of U.S. product was generally lower than the price of the imported product.

Note.--S=first listed country’s product is superior; C=both countries’ products are comparable; I=first listed country’s
product is inferior. Data shown only for comparisons made by at least 3 purchasers.

Source: Compiled from data submitted in response to Commission questionnaires.

supply and technical support/service; while the majority response for minimum quantity requirements and
packaging was that product from the United States and from Taiwan was comparable. Three firms each
reported that U.S. product was superior to Taiwan and that they were comparable in availability and
quality meets industry standards. The most common response for price was that U.S. product was
inferior.

Six firms compared product from China and Taiwan on these factors, with most reporting that
they were comparable with regard to availability, delivery terms, delivery time, discounts offered,

extension of credit and U.S. transportation costs. For minimum quantity requirements, one firm reported
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that China was superior, three that China and Taiwan were comparable and two that China was inferior.
For all other factors, two purchasers reported that China was superior, three stated that China and Taiwan
were comparable, and one reported that China was inferior.

When asked if certain grades/types/sizes of raw flexible magnets were available from only a
single source, three purchasers reported that some types of magnets were only available from only one
source or not available from U.S. sources. One firm reported that raw flexible magnets over 40” wide,
high energy raw flexible magnets, and super thin flexible magnets are only available from NewL.ife.
Another purchaser reported that wide format (meter-wide) magnetic sheet is not available in the United
States, although Polyflex and NewL.ife can produce this product. One additional purchaser reported that
varying thickness, substrate applied, and magnet application forms were available from a single source
but it did not report the source.

Purchasers were also asked if they or their customers ever specifically requested product from
one country over other possible sources. Twenty of the 37 responding purchasers reported that they did
not purchase from only one source; 13 reported that they purchased product from the United States only;
3 purchasers reported that they order only from China; 1 reported ordering only from China and Taiwan;
and 1 did not report its source.

When asked how often their firm purchases raw flexible magnets that are offered at the lowest
price, 2 purchasers indicated “always,” 9 indicated “usually,” 9 indicated “sometimes,” and 20 purchasers
indicated “never.”

Purchasers were also asked if they are aware if the product that they purchase is U.S.-produced or
imported, if they know the manufacturer of their product, and if their buyers are aware or interested in the

country of origin of raw flexible magnets. Responses presented in the following tabulation.

Item Always | Usually | Sometimes | Never
Purchaser aware if product is U.S.-produced or imported 36 2 1 1
Purchaser knows manufacturer 37 2 1 1
Buyers aware or interested in country of origin of products
supplied by purchaser 10 7 18 5
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Most purchasers (21 of 40) reported that they required their suppliers to be certified or pre-
qualified with respect to the quality or other performance characteristics of the raw flexible magnets that
they purchase. Nineteen reported requiring certified or pre-qualified for all of the products that they
purchase. One purchaser reported that all new products are tested, another reported that samples are
assessed, and the remaining purchaser requires no certification.

When qualifying a new supplier, most purchasers take into consideration the quality of the
product, price, and reliability/delivery time. Other requirements were material printed or worked in
machines, consistency, service, safety, the producers capacity, willingness to stand behind the product,
audit of producer, supplier’s reputation, U.S. produced, and effectiveness in test sample. One purchaser
reported that it required reliability in the market (delivery and quality), good financial standing, structured
quality systems and process, business recovery program, recycling programs and initiatives, and pricing.
Another purchaser noted that it required product that increased its product line.

Six purchasers estimated the time that was required to qualify a supplier, which ranged from 20
hours to eight months. Three of these firms reported that qualification times vary but most noted times
less than 6 months. When asked if any new suppliers failed certification, 5 firms reported that they have
had suppliers that failed new certifications, and 33 reported no new failed certifications. Four of these
provided additional details: two reported that Chinese firms did not meet quality requirements and two
reported that the petitioner Magnum lost its certification ***,

Adams Magnetic (MAI) provided additional documentation concerning the quality problems it
experienced with Magnum/MSI post acquisition (Magnum acquired MSI in 2005). Adams Magnetic
reported providing various credits of over $140,000 to their customers and receiving credits of $159,000
from Magnum due to “blocking of material on rolls and bricking of product that has been die cut and

stacked,” product curling, assistance with an adhesive system, product internal mixing, and failing of
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longer roll testing. Unable to resolve these issues successfully between April 2005 and July 2007, Adams
Magnetic stopped purchasing from Magnum, opting instead to place its orders with Polyflex and
Flexmag.'>*

*** also provided additional comments concerning the issue of quality ***.!7

Purchasers reported numerous characteristics that they consider when determining the quality of
raw flexible magnets including: factors relating to its magnetic properties, adhesion to metal, lay flat,
consistency; factors relating to printing such as ink adherence, adhesive backing, surface tension, and
vinyl adhesion; size factors such as thickness, roll width compliance, and sheet size; other physical
properties such as cleanness, clean edges, no powder residual, flexibility, and finish; consistency of
product; safety including product liability and lack of heavy metals; working in production process;

durability; and cost.

5 Adams Magnetic’s posthearing submission, July 17, 2008.

16 Magnum reported that it does not dispute that “MAI had periodic issues with some Magnum material.
Occasional product issues are inherent in the use of flexible magnets and MAI experienced its share” and “Magnum
offered assistance with MAI’s perceived problems at every step of the relationship...by providing, free of charge,
equipment that would help the roll tearing reported by MAI” but “MAI declined the help.” Petitioners’ posthearing
brief, exhibit 6, pp. 15-20.

7 Correspondence from ***, June 27, 2008.
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Comparisons of Domestic Products, Subject Imports, and Nonsubject Imports
Producers, importers, and purchasers were asked whether the U.S., Chinese, and Taiwan raw

flexible magnets can “always,” “frequently,” “sometimes,” or “never” be used interchangeably and if
these were interchangeable with product from Japan, Vietnam, and other countries (table 11-5). Three of
the four responding U.S. producers, 16 of the 24 responding importers, and 20 of the 23 responding
purchasers reported that U.S. and Chinese product were either always or frequently interchangeable. Two
of three responding U.S. producers and four of seven responding purchasers reported that U.S. and
Taiwan products were always or frequently interchangeable; six of nine responding importers reported
that they were only sometimes interchangeable. All three responding U.S. producers, and six of the seven
responding purchasers reported that Chinese and Taiwan products were always or frequently
interchangeable; five of the six responding importers reported that products from China and from Taiwan
were only sometimes interchangeable. Differences reported included: material from Taiwan adversely
affects car paint so we do not use it for outdoor car magnets; Chinese product is more consistent than that
from Taiwan; the quality of Chinese products varies so greatly from manufacturer to manufacturer;
Taiwan material has lower price than that from United States and other countries; patented products were
available from Taiwan but not U.S. producers; wide material (40” or wider) is available from China but
not from the United States; some environmental materials are available from China but not the United
States, some proprietary coatings can not be produced either by U.S. or other Chinese producers; Chinese
magnets lack consistency in cutting and printing; differences in scope; Chinese product quality is not
reliable; U.S. producers compete directly for customer sales; and different characteristics and chemical

makeup.
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Table 1I-5
Raw flexible magnets: Interchangeability of product from different sources*

U.S. producers U.S. importers U.S. purchasers
Country comparison A F S N A F S N A F S N
U.S. vs. China 1 2 1 0 11 5 7 1 13 7 1 2
U.S. vs. Taiwan 1 1 1 0 1 6 0 1 0 3
U.S. vs. Japan 1 1 1 0 0 3 0 0 0 1
U.S. vs. Vietnam 0 1 0 0 0 2 0 2 1 0 1
U.S. vs. other nonsubject
countries 0 1 1 0 1 0 2 0 2 0 0 0
China vs. Taiwan 2 1 0 0 1 0 5 0 4 2 0 1
China vs. Japan 1 1 1 0 2 0 3 0 1 0 0 2
China vs. Vietnam 0 1 0 0 1 0 3 0 0 2 0 1
China vs. other
nonsubject countries 0 1 1 1 0 1
Taiwan vs. Japan 1 1 1 0 1 0 4 0 1 0 0 2
Taiwan vs. Vietnam 0 1 0 0 2 0 4 0 0 1 0
Taiwan vs. other
nonsubject countries 0 1 1 0 1 0 3 0 0 0 0 0

! Firms were asked if raw flexible magnets produced in the United States and in other countries are used
interchangeably.

Note.-- “A” = Always, “F” = Frequently, “S” = Sometimes, and “N” = Never.

Source: Compiled from data submitted in response to Commission questionnaires.

Producers, importers, and purchasers were also asked whether U.S.-produced products and
imports from the same countries had differences other than price which were always, frequently,
sometimes, or never significant (table 11-6). All responding U.S. producers reported that there were
sometimes differences in factors other than price for product from the United States and China and the
United States and Taiwan. Most responding importers reported that there were always or frequently
differences other than price for product from the United States and China and the United States and
Taiwan. While 12 of 22 responding purchasers reported that there were always or frequently non-price
differences between U.S. and Chinese product, four out of five responding purchasers reported that there
were sometimes or never such differences between the U.S. and the Taiwan products. Most responding
producers (2 out of 3) reported that Chinese and Taiwan products never had differences other than price,

while importers responding were evenly divided among always, frequently and sometimes.
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Table 11-6
Raw flexible magnets: Differences other than price between products from different sources®

U.S. producers U.S. importers U.S. purchasers

Country comparison A F S N A F S N A F S N
U.S. vs. China 0 0 4 0 10 2 8 3 7 5 6 4
U.S. vs. Taiwan 0 0 3 0 1 1 0 1 0 2 2
U.S. vs. Japan 0 0 3 0 1 1 1 1 0 1 0
U.S. vs. Vietnam 0 0 1 0 1 1 1 0 1 0 1 0
U.S. vs. other nonsubject
countries 0 0 2 0 1 1 1 1 1 0 0 0
China vs. Taiwan 0 0 1 2 1 1 1 0 1 0 2 2
China vs. Japan 0 0 1 1 0 1 1 1 0 0 1 0
China vs. Vietnam 0 0 1 0 0 1 1 0 0 0 1 0
China vs. other
nonsubject countries 1 1 1 1 0 0
Taiwan vs. Japan 0 0 1 1 0 1 1
Taiwan vs. Vietnam 0 0 1 0 0 1 1 0 0 0 1
Taiwan vs. other
nonsubject countries 0 0 1 1 0 1 1 0 0 0 0 0

! Firms were asked if differences other than prices between raw flexible magnets produced in the United States
and in other countries was a significant factor in their sales of the products.
Note.-- “A” = Always, “F” = Frequently, “S” = Sometimes, and “N” = Never.
Source: Compiled from data submitted in response to Commission questionnaires.

One of the five responding purchasers reported that there were always differences other than price, while
two each reported there were sometimes or never differences other than price.

Producers, importers and purchasers noted such factors such as: different lead times for non-
standard products; Chinese product lacks quality and is usable in only some applications; differences in
scope, size, and availability of environmentally friendly materials; differences in quality strength, product
range, technical support, and research and development; poor U.S. customer service; Chinese product
superior in quality, service, and price; U.S. has quick delivery, specialized products, and consistent
quality; want a product which has been FDA approved as non-toxic; better size roll; and long term,

dynamic business relationship with current U.S. supplier.
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ELASTICITY ESTIMATES
This section discusses elasticity estimates. Parties were requested to provide comments in their
prehearing briefs; no comments were received.
U.S. Supply Elasticity
The domestic supply elasticity for raw flexible magnets measures the sensitivity of the quantity
supplied by U.S. producers to changes in the U.S. market price for raw flexible magnets. The elasticity of
domestic supply depends on several factors, including the level of excess capacity, the existence of
inventories, and the availability of alternate markets for U.S.-produced raw flexible magnets. Available
information on these factors indicates that the U.S. industry has the ability to increase or decrease
shipments to the U.S. market; an estimate in the range of 5 to 10 is suggested.
U.S. Demand Elasticity
The U.S. demand elasticity for raw flexible magnets measures the sensitivity of the overall
guantity demanded to changes in the U.S. market price for raw flexible magnets. This estimate depends
on the factors discussed earlier, such as the existence, availability, and commercial viability of substitute
products and the relative cost share of raw flexible magnets. Based on available information, a demand
elasticity in the range of -0.75 to -1.25 is reasonable.
Substitution Elasticity
The elasticity of substitution depends upon the extent of product differentiation between the
domestic and imported products. Product differentiation, in turn, depends upon such factors as quality
and conditions of sale. Based on available information, the elasticity of substitution between U.S.-
produced raw flexible magnets and raw flexible magnets imported from China and Taiwan is estimated to

be in the range of 2 to 4.
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PART III: U.S. PRODUCERS PRODUCTION, SHIPMENTS, AND
EMPLOYMENT

Except where noted, information presented in this section of the report is based on the
guestionnaire responses of the *** responding firms (out of seven companies known to produce raw
flexible magnets on a non-toll basis). These firms are believed to account for 95 percent of the U.S.
production of raw flexible magnets during the period for which data were collected (January 2005-March
2008).

U.S. PRODUCERS

The Commission sent producers’ questionnairesto all six firms that participated in the
preliminary phase of these investigations and to two additional firms identified as producers of photo
pockets by other firmsin theindustry. *** of the six firms that participated in the preliminary phase of
these investigations provided questionnaire responses, in addition to *** producing *** .

The U.S. flexible magnet industry was developed in the 1950s by BF Goodrich at its facility in
Marietta, OH, in what appears to have been a response to demand for magnetic refrigerator gaskets, first
developed by General Electric as amethod of closure for refrigerator doors that would not trap children
playing inside abandoned refrigerators.? That facility eventually became the firm that would be known as

Magnetic Specialties, Inc. (“MSI”). Flexmag was founded as an offshoot of MSI, also in Marietta. In

Lxx* (which accounted for *** percent of production in 2006, responded in the preliminary phase of the
investigations but did not respond in the final phase of the investigations). The following firms did not respond in
the preliminary phase of these investigations and may be producers of raw flexible magnets. Eneflux Armtek, Inc.
(dba Magnet Kingdom), Newtown, PA; and Polymag, Inc., Belport, NY (***). These two latter non-responding
firms are estimated to produce raw flexible magnets accounting for less than *** percent of U.S. production in 2007.
*** originally believed to produce photo pockets, ***, responded that it did not produce raw flexible magnets.

2 Hearing transcript, p. 18 (A. Love).
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1991, Magnum was founded in Marietta by Allen Love, ***, and his brother, Tom Love, on land that had
been part of their family farm.?

In the spring of 2005, Magnum acquired the assets of MSI (which was the high-cost producer at
the time), reduced the workforce by *** employees, and moved some of the MSI equipment to its plant in
Ohio. Magnum made the purchase because MSI was “a good buy” and because M SI, unlike Magnum,
“was in the retail market” (described as a “higher-added-value market”). * Magnum also acquired ***.
Magnum receives *** > Magnum also produces photo pockets.

Magnum and Flexmag produce a range of sheets, strips, and to alesser degree, profile shapes,
using primarily the calender method, but also, to a lesser extent, the extrusion method. Holm produces

extruded strips primarily for internal consumption for its refrigerator gasket product line. ***

% Hearing transcript, p. 18 (A. Love) and staff field trip report, ***, October 2, 2007.

4 Hearing transcript, p. 38 (T. Love) and p. 60 (A. Love); and petitioner’ s posthearing brief, exh. 6, p. 3.
According to Magnet LLC, MSI was the only unionized producer and that “ caused Gary Murphy, the owner of MSI,
agreat deal of pain over theyears.” Hearing transcript, p. 237 (Gorgonne).

5 ***- correspondence from *** | October 16, 2007; Magnum’ s questionnaire response in these final -phase
investigations at 11-14; and petitioner’s posthearing brief, exh. 6, p. 46, and exh. 30.
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*** & Electrodyne produces sheets, strips, and mainly profile shapes using the calender process only, and
specializesin high energy magnets.” Magnet Technology uses only extrusions to produce its raw flexible
magnets for refrigerator gaskets and shower doors. Magnet Technology reportedly competes with Holm
from time to time.® Magtech produces only photo pockets, which are made from sheets of raw flexible
magnets using the calender process. Finally, P.H. Glatfelter sells magnetized paper produced by the
calendering process.’

A large purchaser and importer, Adams, testified at the staff conference that historically there
were three main suppliers of raw flexible magnets in the United States. According to Adams, MSI's
relative strength was its customer service, Magnum' s relative strength was as alow-cost producer, and
Flexmag' s was its product offerings. The witness for Adams identified Magnum’ s “business practices”
and Flexmag' s customer service as relative weaknesses for the respective companies.’® At the hearing, a
witness for converter and importer Master Marketing also indicated that M S|l was known for its service
and Magnum was initially known for being the low-cost producer.™

Tablel11-1 presentsthe list of U.S. producers with each company’ s production location, share of

reported U.S. production in 2007, and position on the petition.

® Staff telephone interview with ***  October 15, 2007.

" Hearing transcript, p. 16 (A. Love) and p. 96 (T. Love).
8 Conference transcript, p. 149 (Mosteller).

9 k%% .

10 Conference transcript, p. 137 (Lewis).

™ Hearing transcript, pp. 170-171 (Nellessen).
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Table 11I-1
Raw flexible magnets: U.S. producers, U.S. production locations, shares of reported U.S.

roduction in 2007, and positions on the petition
Share of reported Position on the
Firm Production location(s) | production (percent) petition
Electrodyne Co., Inc. Batavia, OH il il
Marietta, OH
Flexmag® Norfolk, NE il i
Holm, Inc.2 Scottsburg, IN ok | sk
Magnet Technology,
Inc.? Lebanon, OH ok | dekx
Caldwell, OH
Magnum Marietta, OH *** | Petitioner
Magtech Ltd.* Dallas, TX ok | dokx
Chillicothe, OH
P.H. Glatfelter Co.® West St. Paul, MN il R
! Owned by Arnold Magnetic Technologies Corp., Rochester, NY. Although ***,
2 Owned by ILPEA Parent, Inc., Scottsburg, IN. Related to Industrial ILPEA SpA, ltaly, a foreign producer of raw
flexible magnets. Production is *** captive, and is used in the production of its refrigerator gasket line of products.
3xxx - Imported raw flexible magnets from China. ***,
* Produces photo pockets only. ***,
5 wxx ek \ith respect to the petition.
Source: Compiled from data submitted in response to Commission questionnaires.

As discussed earlier in this section, petitioner Magnum engages in arange of finishing activities.
However, value-added operations such as dlitting, scoring, cutting, die-cutting, and laminating of raw
flexible magnets are performed by independent firms as well.*? In addition to questionnaires sent to

producers of raw flexible magnets, questionnaires were issued to seven firms believed to be small

2 The description of conversion activities in this section of the report relates to firms that provide val ue-added
services for raw flexible magnets; it does not relate to value-added activities in the production of downstream
products. See, e.g., hearing transcript, pp. 162 (Lewis), discussing the nature of Magnetic Attractions' downstream
operations.
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fabricators/converters of raw flexible magnets. Three small fabricator firms provided usable
questionnaire responses.”® Adams, a self-described distributor/fabricator, is also a*** importer and
purchaser. Adams provides value-added services for asmall amount of its raw flexible magnet business.*
At the hearing, awitness for Magnum testified that Adams was expanding its converting operationsin
March 2008 by opening a new production line in Sonoma, CA, “in order to offer West Coast customers
production and converting capabilities.”*> A second converter, Master Magnetics, which has beenin
business for 32 years, provides cutting and slitting operations for its customers.® A third converter is
Rochester Magnet Co., which is a converter of flexible magnet material and also distributes hard magnet
materials and magnetic assemblies.’” These three companies are believed to be the primary active non-
toll converters of raw flexible magnets in the United States,”® and collectively converted approximately
*** pounds of raw flexible magnets in 2007, equivalent to *** percent of U.S. production of raw flexible
magnetsin that year.’® Table I11-2 provides information regarding U.S. fabricators/converters® Inits

preliminary determinations, the Commission did not include convertersin

3 One*** firm, All Magnetics, Inc., ***. Two firms, ***, did not respond to the Commission’s questionnaire.
One firm, *** | responded that it did not fabricate raw flexible magnets.

4 Hearing transcript, p. 162 (Lewis).

5 Hearing transcript, p. 38 (T. Love). ***. Email from***, July 17, 2008.
%6 Hearing transcript, p. 160 (Nellesen).

7 Hearing transcript, p. 51 (Dennis).

18 All Magnetics ***.

1 More limited operations reportedly take place on atoll basis on behalf of ***. According to information
provided by *** it has tolling agreements with ***. Only *** provided a questionnaire response.

2 The Commission generally considers six factors in assessing the domestic production activity associated with a
particular operation and whether it constitutes sufficient activity to bring that operation within the meaning of
domestic industry for purposes of the Act: (1) source and extent of the firm'’s capital investment; (2) technical
expertise involved in U.S. production activities; (3) value added to the product in the United States; (4) employment
levels; (5) quantity and type of parts sourced in the United States; and (6) any other costs and activities in the United
States directly leading to production of the like product. No single factor is determinative, and the Commission may
consider any other factorsit deemsrelevant in light of the specific facts of any investigation. Information regarding
factors one, three, five, and six are presented in part V1 of thisreport. Information concerning factors two and four is
presented in the employment section of part I11.
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Table 1lI-2

Raw flexible magnets: U.S. fabricators/converters, U.S. fabrication locations, shares of U.S.
fabrication in 2007, and positions on the petition

Share of reported raw
flexible magnet

Position on the

Firm Fabrication location(s) | fabrication (percent)! petition
Elmhurst, IL
Adams? Sonoma, CA sk [ ek
All Magnetics® Anaheim, CA wo [ ok

Master Magnetics*

Castle Rock, CO
Marietta, OH

*k%

*k*k

Rochester Magnet®

East Rochester, NY

*k%

*k*k

pounds.

3 kkk

Source: Compiled from data submitted in response to Commission questionnaires.

! Collectively, the U.S. fabricators converted approximately *** pounds of raw flexible magnets in 2007,
equivalent to *** percent of U.S. production of raw flexible magnets in that year.

2 Owns Magnetic Attractions, Durham, NC, and Dowling Magnets, Sonoma, CA. Imports raw flexible magnets
from China. In 2007, its imports from China were *** pounds, and its fabrication/conversion quantity was ***

* Imports raw flexible magnets from China. In 2007, its imports from China were *** pounds, and its
fabrication/conversion quantity was *** pounds.
® Owned by the Denn Corp., dba Rochester Magnet. In 2007, its fabrication/conversion quantity was *** pounds.

the domestic industry, citing that the “available information on production-related activities of converters

appeared mixed, but that based on the limited record in the preliminary phase investigations, the

Commission found that the converters were not part of the domestic industry.”# In its prehearing brief,

petitioner argued to exclude converters from the domestic industry, based on “little capital investment,

little or no technical expertise, only moderate value added, very low employment levels, significant

import sourcing and no change from non-subject to subject merchandise; and no other significant costs or

2! Raw Flexible Magnets from China and Taiwan, Inv. No. 701-TA-452 and 731-TA-1129 and 1130
(Preliminary), USITC Publication 3961, November 2007, p. 11.
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activitiesin the United States leading to production of the like product.”? At the hearing, counse! for the
petitioner argued against including convertersin the domestic industry.?
U.S. CAPACITY, PRODUCTION, AND CAPACITY UTILIZATION

In response to a question about changes to plant operations since January 1, 2005, firms provided
the following information. Flexmag stated that it ***. *** 2* Flexmag noted ***.”

Holm reported ***. It reported constraints on its capacity to be “***.”

Magnum noted its acquisition and relocation of MSI in April 2005 in its questionnaire response.
It testified at the hearing that it embarked on alarge capacity expansion during 2005-06, which resulted in
some episodes of supply shortages, long lead times, and alocations (at 120 percent of the previous year’s
alotments) for its customers for a period during 2005. Magnum reported that ***. According to
Magnum, it only supplied the Capital One-related business for a short time and then opted out of the
project because it added to its lead times (at atime when it was struggling with adapting to the acquisition

of MSI) and because it was a non-repeating project with “low

2 petitioner’ s prehearing brief, pp. 13-17.
% Hearing transcript, p. 53 (Thomas).
24 Correspondence from ***  October 18, 2007.
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margins.”?® Magnum identified its capacity constraint as“***.” It explained the limitations of switching
production to rubber steel, which accounted for *** percent of its production in 2007.

Dataon U.S. producers capacity, production, and capacity utilization are presented in table I11-3.
Capacity in the United States increased noticeably between 2005 and 2006, and continued to grow at a
slower rate in 2007 and into 2008. Production increased slightly between 2005 and 2006, decreased
between 2006 and 2007, and was lower in January-March 2008 than in January-March 2007.
Accordingly, capacity utilization declined throughout the period for which data were collected.

When asked about the reasons for the loss of volume between 2006 and 2007, *** responded that

wexk 7 xxx responded that ***.” *** replied that *** "%

% petitioner’ s prehearing brief, p. 42, fn. 164, hearing transcript, p. 41 (T. Love), p. 82 (A. Love), p. 88 (T. Love),
and p. 93 (A. Love), and petitioner’s posthearing brief, exh. 6, p. 54.

% Email from***, June 25, 2008; email from ***, June 25, 2008; and staff interview with ***, June 25, 2008.
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Table 11I-3

Raw flexible magnets: U.S. producers’ capacity, production, and capacity utilization, 2005-07,
January-March 2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
Capacity (1,000 pounds):
Electrodyne - - - - -
Flexmag — - — — —
Holm Kok - - —_— —
Magnum - - - —_— —
Magtech - - - - -
P.H. Glatfelter — — — — —
Total 131,003 153,196 154,696 38,292 38,672
Production (1,000 pounds):
Electrodyne - —_— — — —
Flexmag — - —_— — —
Holm - ok - - —_—
Magnum —_— — — - -
Magtech —_— —_— — — —
P.H. Glatfelter — — —_— — —
Total 87,527 88,385 75,007 18,859 16,626
Capacity utilization (percent):
Electrodyne —_— - —_— —_— —
Flexmag - - - —_— ook
Holm —-— — — —_— -
Magnum —_— Kok — — —
Magtech — —_— — — —
P H. Glatfelter —_— - —_— ook —
Average 66.8 57.7 48.5 49.3 43.0

Source: Compiled from data submitted in response to Commission questionnaires.
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The trends experienced by the major firms during the period were not the same; ***,
Moreover, *** 2
U.S. PRODUCERS U.S. SHIPMENTSAND EXPORT SHIPMENTS
U.S. producers' total shipments are presented intable I11-4. The values of *** for January-March

2007 and January-March 2008 do not appear to be reliable because they are

2" According to Magnum, when looking at capacity utilization, “***.”  Email from ***, June 6, 2008.
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Table llI-4

Raw flexible magnets: U.S. producers’ shipments, by type, 2005-07, January-March 2007, and

January-March 2008

Item

Calendar year

January-March

2005

2006

2007

2007

2008

Quantity (1,000 pounds)

Commercial shipments

*kk

*k%

*%%

*%%

*kk|

Internal consumption

*k%

*k%

*k%

*%%

*kk|

Transfers to related firms

*kk

*kk

*kk

*kk

*kk

U.S. shipments

81,765

83,637

70,401

17,739

16,016

Export shipments

*kk

*kk

*k%

*k%

Kk

Total shipments

*kk

*kk

*kk

*k%

*%%

Value ($1,000)

Commercial shipments

*k%k

*k%

*%%

*%%

*kk|

Internal consumption

*k%

*k%

*k%

*%k%

*kk|

Transfers to related firms

*kk

*kk

*kk

*kk

*kk

U.S. shipments

87,351

89,235

79,216

18,405

17,132

Export shipments

*kk

*kk

*k%k

*k%

*kk|

Total shipments

*kk

*kk

*kk

*k%

*%%

Unit value (per po

und)

Commercial shipments

*kk

*k%

*%k%

*%%

*kk|

Internal consumption

*kk

*k%

*k%

*%k%

*kk|

Transfers to related firms

*kk

*kk

*kk

*kk

*kk

U.S. shipments

$1.07

$1.07

$1.13

$1.04

$1.07

Export shipments

*kk

*kk

*kk

*k%

*kk|

Average

*%%

*%%

*k*k

*kk

*k%

Share of shi

pment quanti

ty (percent)

Commercial shipments

*k%k

*k%

*%k%

*%%

*kk|

Internal consumption

*kk

*k%

*k%

*%k%

*kk|

Transfers to related firms

*kk

*kk

*kk

*kk

*kk

U.S. shipments

*kk

*kk

*kk

*kk

*k%k

Export shipments

*kk

*kk

*k%k

*k%

Kk

Total

100.0

100.0

100.0

100.0

100.0

Source: Compiled from data submitted in response to Commission questionnaires.
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dominated by ***, which submitted revised datain the final phase of these investigations that were not
reconcilable, as shown below:®

January-March data reported in--

2007 2008

Commercial shipment quantities (pounds) *xk *xk
Commercial shipment values (dollars) *ok K * ok
Commercia shipment average unit

values (dollars) *kx *kk
Internal consumption gquantities (pounds) *ok * ok
Internal consumption value (dollars) * ok * ok
Internal consumption shipment average unit

values (dollars) *kx *xx

While the quantities reported appear to reconcile, the reported values ***. The issue with the value of

*** dso affects the value of U.S. shipments for January-March 2007 and January-March 2008.

*** 29

28 k% *x

B*xx 7 Emailsfrom ***, June 3, 2008, and June 23, 2008. Commission staff did not estimate the value of ***.

-12



The average unit values of commercial shipments trended upward during the period. This
increase, especially toward the latter part of the period in 2007 and 2008, may be attributable in part to
efforts by the domestic industry to pass on an increase in raw materials and energy costs, according to the
petitioner.*

Export shipments were accounted for primarily by *** 3 Transfersto related firms were
accounted for by *** 2

CAPTIVE CONSUMPTION

Section 771(7)(C)(iv) of the Act states that—

If domestic producersinternally transfer significant production of the domestic like product for

the production of a downstream article and sell significant production of the domestic like

product in the merchant market, and the Commission finds that—
()] the domestic like product produced that isinternally transferred for
processing into that downstream article does not enter the merchant

market for the domestic like product,

(1)) the domestic like product is the predominant material input in the
production of that downstream article, and

(1) the production of the domestic like product sold in the merchant market
is not generally used in the production of that downstream article,

% Hearing transcript, p. 12 (Thomas) and pp. 42-43 (T. Love).
$Lx%x  Correspondence from ***, October 23, 2007; and ***.
% Correspondence from ***  October 11, 2007. ***,
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then the Commission, in determining market share and the factors affecting financial
performance. . ., shall focus primarily on the merchant market for the domestic like product.®

Inits preliminary determinations, the Commission concluded that all elements of the statutory
captive production provision were met and that the statute therefore directed the Commission to focus
primarily on the merchant market for the domestic like product in determining market share and factors
affecting financial performance, although the Commission also analyzed these factors with respect to the
total market as a condition of competition.* In its prehearing brief and at the hearing, petitioner argued
that the Commission should focus on the merchant market in these final phase investigations.®

Transfer and Sale of Significant Production of the Domestic Like Product

Between 2005 and 2006, internal consumption accounted for an increasing share of the reported
quantity of U.S. producers' total shipments of raw flexible magnets, rising from *** percent in 2005 to
*** percent in 2006 before decreasing to *** percent in 2007. Between January-March 2007 and
January-March 2008, internal consumption accounted for an increasing share of the reported quantity of
U.S. producers' total shipments (from *** percent to *** percent). Conversely, merchant shipments
accounted for *** percent of the reported quantity of U.S. producers’ total shipments of raw flexible
magnetsin 2005, *** percent in 2006, *** percent in 2007, and *** percent in January-March 2008. ***
of the*** reporting U.S. producers—*** and Holm — reported both internal consumption and merchant

shipments, while *** of the U.S. producers reported no internal consumption.®

%19 U.S.C. § 1677(7)(C)(iv).

¥ Raw Flexible Magnets from China and Taiwan, Inv. No. 701-TA-452 and 731-TA-1129 and 1130
(Preliminary), USITC Publication 3961, November 2007, p. 14.

% Petitioner’s prehearing brief, pp. 26-29 and hearing transcript, pp. 54-55 (Thomas).

% For purposes of the above calculation, transfers to arelated company by ***, which consistently accounted for
lessthan *** percent of the quantity of reported shipments, are treated as non-captively consumed. These transfer
shipments had ***. Correspondence with ***, October 11, 2007. ***,
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TheFirst Statutory Criterion

Thefirst requirement for application of the captive consumption provision is that the domestic
like product that isinternally transferred for processing into that downstream article not enter the
merchant market for the domestic like product. U.S. producers reported internal consumption of raw
flexible magnets for the production of vinyl magnetic seals for refrigeration (in the case of Holm) and for
*** in the case of ***.3 With respect to Holm and ***, the types of raw flexible magnets used in captive
production are *** that they sell on the merchant market.® No U.S. producer, however, reported
diverting raw flexible magnets intended for internal consumption to the merchant market.

The Second Statutory Criterion

The second criterion of the captive consumption provision concerns whether the domestic like
product is the predominant material input in the production of the downstream article that is captively
produced. With respect to the downstream articles resulting from captive production, raw flexible
magnets reportedly comprise *** percent of the finished cost of refrigerator/freezer gaskets® and an
estimated *** percent of ***’s costs for producing ***.*° According to adistributor of refrigerator

gaskets, the only other component of arefrigerator gasket is

37 Questionnaire responses of Holm and ***, 11-17 and 11-18.

% Correspondence from ***  October 17, 2007, and email from ***, June 3, 2008. Reportedly *** percent of the
raw flexible magnets sold by Holm on the open market are the same as those internally consumed.

* Holm’s producers  questionnaire, 11-16.
40*** producers questionnaire, 11-16.
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extruded flexible plastic, which accounts for *** percent of the cost of the gasket, depending on design.**
The Third Statutory Criterion

Thethird criterion of the captive consumption provision is that the production of the domestic
like product sold in the merchant market is not generally used in the production of the downstream article
produced from the domestic like product that is internally transferred for processing (captively produced),
that is, *** and interior refrigerator/freezer magnets. According to ***, direct salesto printers account
for *** percent of all sales (with up to an additional *** percent sold to printers via distributors).** Sales
of raw flexible magnets for use in refrigerators, however, are far more limited - only *** percent of
merchant sales were reportedly for use in refrigerator/freezer gaskets.*® In contrast to merchant market
sales, raw flexible magnets captively produced by Holm for use in the production of refrigerator/freezer
gaskets accounted for *** percent of internal consumption reported by U.S. producersin 2007, with the

remaining *** percent used by *** for the production of *** *

4 Staff telephone interview with ***, July 17, 2008.

42 See*** . Inits questionnaire response, it indicated that it sold approximately *** percent of its 2007 shipments
to printers and *** percent to distributors. *** producers questionnaire, 11-9.

4 xx*  Even when combined with the merchant shipments of ***, these sales of *** were equivalent to only ***
percent of non-internally consumed shipments by all U.S. producersin 2006. Correspondence from *** October
29, 2007, and correspondence from ***  October 29, 2007. Note that ***.

4 %% egtimates that *** percent of the volume of its merchant market sales of raw flexible magnets in 2007 was
used by its customers (the largest of which were ***) in the production of the same downstream products that it
produces from captively produced raw flexible magnets (***). ***,
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U.S. PRODUCERS IMPORTS
One of the U.S. producers, Magnet Technology, reported *** that it directly imported extruded
magnetic strips from China during the period for which data were collected; ***.** Reasons for importing
the subject product from Chinaincluded capacity considerations, mechanical characteristics of the
compound, magnetic characteristics of the ferrite, and price.® ***. *** was the only domestic producer
purchasing raw flexible magnets from another domestic producer.” Table I11-5 presents direct imports
from Magnet Technology’ s importer questionnaire during the final phase of these investigations along

with Magnet Technology’s U.S. production.

4 Conference transcript, p. 182 (Mosteller).
“ |bid., p. 192 (Mosteller).
A7x%% ]-11. Its purchases were ***
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Table 11I-5
Raw flexible magnets: Magnet Technology’s production and imports, 2005-07, January-March
2007, and January-March 2008

Calendar year January-March

Item 2005 2006 2007 2007 2008

Quantity (1,000 pounds)

*%k% *k% *kk *%k% *k%

Imports from China

U S prOdUCthﬂ *kk *%% *kk *k% *%%

Ratios to production (percent)

*%% *k% *k%

Imports from China ok *xk

Note.—***,

Source: Compiled from data submitted in response to Commission questionnaires.

U.S. PRODUCERS INVENTORIES
Data on end-of-period inventories of raw flexible magnets for the period for which data were
collected are presented in table [11-6. A substantial portion of the quantity of inventories held by U.S.
producers was accounted for by ***, equivalent to *** percent of its production in 2007. *** also held
high inventories relative to production (*** percent, *** percent, and *** percent respectively in 2007).
*** had low inventory holdings throughout the period.

Table I11-6
Raw flexible magnets: U.S. producers’ end-of-period inventories, 2005-07, January-March 2007, and

January-March 2008

Calendar year January-March
Item
2005 2006 2007 2007 2008

Inventories (1,000 pounds) rrk *xk *rk Fokk rrk
Ratio to production (percent) *xx *rx ok *xk *xx
Ratio to U.S. shipments (percent) *kk *kk ok *xk e
Ratio to total shipments (percent) i *hk *kk rrk *rk
Note.--January-March ratios are calculated using annualized production and shipment data.

Source: Compiled from data submitted in response to Commission questionnaires.
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U.S.EMPLOYMENT, WAGES, AND PRODUCTIVITY
Data provided by five U.S. producers on the number of production and related workers (“PRWS")
engaged in the production of raw flexible magnets, the total hours worked by such workers, and wages
paid to such workers during the period for which data were collected in these investigations are presented
intable111-7.%® Overall, theindustry experienced a dight increase in employment during 2005-06 and a

decrease from 2006 to 2007. Employment was lower in January-March 2008 than in January-March 2007.

48 % % %
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Table llI-7

Raw flexible magnets: Average number of production and related workers producing raw flexible
magnets, hours worked, wages paid to such employees, and hourly wages, productivity, and unit

labor costs, 2005-07, January-March 2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
PRWs (number) 386 388 328 326 289
Hours worked (1,000) 828 750 674 184 164
Wages paid ($1,000) 11,370 11,546 10,479 2,679 2,553
Hourly wages $13.73 $15.39 $15.54 $14.56 $15.52
Productivity (pounds per hour) 103.1 113.7 107.4 100.1 96.8
Unit labor costs (per pound) $0.13 $0.14 $0.14 $0.15 $0.16

employment and production data.

Source: Compiled from data submitted in response to Commission questionnaires.

Note.—Data do not include information from ***. Ratios are calculated using data from firms that provided both

The larger firms' experience differed during the period, as shown in the following tabulation of

2007 selected employment indicators.

Firm PRWSs
Flexmag i
Holm i
Magnum el

***

***

Productivity

Unit labor costs

(pounds/hour)  (dollars/pound)

* k%

* k%

* k%

$***
$***
$***

[11-20

Hours/PRW

* k%
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*%x%x 49 x*x% 50

9 Staff inquired about ***, July 15, 2008. ***.

% Combined, the three converters reported *** employeesin 2007. In terms of the technical expertise involved in
their conversion activities, Adams Magnetic characterized the operation of equipment as“***.” Master Magnetics
described the expertise needed as “***.” Rochester Magnetic reported expertise needed as “***.”
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PART IV: U.S.IMPORTS, APPARENT CONSUMPTION, AND
MARKET SHARES

U.S.IMPORTERS

The Commission sent importer questionnairesto 117 firms believed to be importers of raw
flexible magnets from all countries, as well asto 19 firms believed to be U.S. producers.® Questionnaire
responses were received from 43 firms (with usable data from 42 firms) that are believed to account for
over 95 percent of total U.S. imports of raw flexible magnets.? The coverage estimate is based on the
close relationship between the quantities of imports reported by U.S. importers of raw flexible magnets
from China and Taiwan and the quantities of exports to the United States reported by the foreign
exportersin Chinaand Taiwan. During the period for which data were collected (January 2005 through

March 2008), the quantity of imports from China reported by U.S. importers was *** percent of the

* The Commission sent questionnaires to those firms identified in the petition that had not supplied a negative
guestionnaire response in the preliminary phase of these investigations, and that had verified address information.
Questionnaires were al so sent to firms identified as importers in responses to foreign producers questionnaires.
Questionnaires were not sent to firms that simply imported products under HTS subheadings 8505.19.10 or
8505.19.20, as responses during the preliminary phase of these investigations supported the proposition that the vast
majority of the value of such imports comprised printed magnets, which are outside the scope of these investigations.

2 Negative guestionnaire responses were received from 13 firms that certified that they did not import raw flexible
magnets, nor did they import any products under the HTS numbers under consideration. Six importers
guestionnaires were returned or not deliverable due to firms moving with no forwarding addresses or the firms being
otherwise unreachable. No responses were received from 56 firms (or 47.9 percent of those issued). It isbelieved
that the vast majority of those firms did not import any products under the HTS subheadings in question or imported
nonsubject products under the HTS subheadings under consideration. One firm, *** submitted questionnaire data
but its imports were subsequently re-exported, most of which did not enter U.S. customsterritory. Accordingly, its
datawere not usable. It imported the following quantities from Taiwan: *** poundsin 2005, *** poundsin 2006,
and *** poundsin 2007. Onefirm, ***, did not respond to the Commission’s questionnaire but began importing
from *** in Taiwan with one shipment in February 2008 of *** pounds (calculated from the shipment weight in
kilograms from official Customs data), valued at $***. Its data are included in the data presented for imports and
shipments of importsin this report section. Another importer, *** also did not respond, and imported raw flexible
magnets from *** in Taiwan in 2005 (*** pounds (cal culated from the shipment weight in kilograms from official
Customs data) valued at $***) and in 2006 (*** pounds valued at $***). *** wasimporting ***.” Email from ***,
July 22, 2008 and ***. Its data are included in the data presented for imports and shipments of imports in this report
section.
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quantity of exports from China reported by foreign producers.® The quantity of imports from Taiwan
reported by U.S. importerswas *** percent of the quantity of exports reported by Jasdi and Magruba for
the period.* Questionnaire respondents are listed in table 1V-1, with their locations, origin of imports, and
shares of reported imports from China and Taiwan during 2007.

During 2007, U.S. imports of raw flexible magnets from China generally were distributed among
10 top importers—*** > Three firms, ***, accounted for *** percent of imports from Chinain 2007.
Three firms, ***, Master Magnetics,® and ***, imported from both Chinaand Taiwan. All other firms
imported from a single source, predominantly from China.

Onefirm, Jasdi USA, affiliated with Jasdi Magnet Co. Ltd. in Taiwan, accounted for *** reported
imports from Taiwan of raw flexible magnets during the period for which data were collected. Jasdi USA
*** in January 2008, dueto ***.” *** became the U.S. distributor of ***’sraw flexible magnetsin

2008.8

% In 2005 the reported quantity imported from Chinawas *** percent of the reported quantity exported; in 2006 it
was *** percent, and in 2007 it was *** percent. The differencesin coverage are attributed to the lag time between
exportation and importation.

4 Including imports from Taiwan in 2005, 2006, and in January-March 2008 from official Customs data.

® These firms accounted for approximately *** percent of the quantity of reported imports. Firmsthat were
prominent earlier in the period for which data were collected include ***.

® Hearing transcript, p. 176 (Nellessen). Master Magnetics “ only purchased one item from Taiwan and it' sa
patented magnetic product that’s not produced in the U.S. So other than that, all we have is quotations from them.
But, like they say, their prices were too high.”

" Emails from *** May 31, 2008 and June 15, 2008.
8 Email from *** July 2, 2008.
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Table IV-1

Raw flexible magnets: Reporting U.S. importers, parent companies, sources of imports, locations,
and shares of reported U.S. imports, 2007

Share of reported 2007 U.S. imports

from--
Subject
China Taiwan sources
Firm Parent Source(s) Location(s) (percent) (percent) (percent)
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
Durham, NC
Elmhurst, IL
Adams Magnetic* Fkk *kk Sonoma, CA rkk rkk rkk
*kx2 *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk
*kk
*kk *kk *kk *kk *kk *kk *kk
*xx3 *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *k*k *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
Graphic Business
Solutions rokk Fkk El Cajon, CA rkk rokk rkk
*kk *kk *kk *kk *kk *kk *%kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *%kk
*kk *kk *kk *kk *kk *kk *kk
Jasdi USA* ok ok Chino, CA ok ok ek
*kk *kk *kk *kk *kk *kk *kk

Table continued on next page.
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Table IV-1--Continued

Raw flexible magnets: Reporting U.S. importers, parent companies, sources of imports,

locations, and shares of reported U.S. imports, 2007

Share of reported 2007 U.S. imports

from--

Subject

China Taiwan sources

Firm Parent Source(s) Location(s) (percent) (percent) (percent)

Integrated
Magnet Sales Technologies Group [*** Culver City, CA rokk Fokk rokk
*%%5 *kk *kk *kk *kk *kk *%kk
Magnet

Technology® xkk whk Lebanon, OH xhk xkk whk
*kk T *kk Fkk Hkk *kk *kk dkk
*k%8 *kk *kk *kk *kk *kk *kk
*kk *k*k *kk *kk *kk *kk *kk
Master Magnetics | *** rkk Castle Rock, CO xkk xkk rhk
*k%9 *kk Fkk Fkk *kk Kkk dkk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*%xx10 *kk Fkk Fkk *kk Kkk dkk
*kk *kk *kk *kk *kk *kk *kk
*kk *k*k *kk *kk *kk *kk *kk
*kk *kk *kk *kk *kk *kk *kk
*kk *k*k *kk *kk *kk *kk *kk
Total 100.0 100.0 100.0

Table continued on next page.
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Table IV-1--Continued
Raw flexible magnets: Reporting U.S. importers, parent companies, sources of imports,
locations, and shares of reported U.S. imports, 2007

1 Owns Magnetic Attractions, Durham, NC, and Dowling Magnets, Sonoma, CA.

2 ***.
3 *hk
4 *hk
5 ***.
® Produces raw flexible magnets (extruded profile shapes for refrigerator gaskets) in the United States.
7 kxk
8 ***:
9 ***.

10 %x%

Source: Compiled from data submitted in response to Commission questionnaires.

U.S.IMPORTS?
The volume of imports as measured in these investigations is based on responses to importers
guestionnaires, which are believed to exceed 95 percent of the value of imports. The quantity and the

value of such imports are presented in table 1V-2.° The small quantity of imports from all other sources

® The statute provides for the termination of an investigation if imports of the subject product from a country are
less than 3 percent of total imports, or, if there is more than one such country, their combined share is less than or
equal to 7 percent of total imports, during the most recent 12 months for which data are available preceding the filing
of the petition—in this case July 2006 through June 2007. The shares of the total quantity of U.S. imports for each of
the subject countries for the period of July 2006 through June 2007 (6.6 million pounds) are the following: China,
*** percent (*** pounds); Taiwan, *** percent (*** pounds); all other sources, *** percent (*** pounds). These
data were collected during the preliminary phase of these investigations.

10 The petition alleged that imports of raw flexible magnets could be estimated using official Commerce statistics
under HT'S subheadings 8505.19.10 and 8505.19.20, the former covering flexible magnets, and the latter covering
composite products containing flexible magnets. Importers’ questionnaires were issued to the leading importers of
products in these categories, and responses were received from 20 leading importers of products not subject to these
investigations, which, when combined with importers of the subject raw flexible magnets, accounted for between
*** percent and *** percent of imported products in these HTS subheadings during the period for which data were
collected. The large mgjority of importsin the HTS subheadings under consideration were reported to be printed
flexible magnets, which are excluded from the scope of the investigations. Firms responding in the preliminary
phase of these investigations but not in the final phase with questionnaire data included nine firms: ***. In
aggregate, these firms accounted for approximately *** percent of reported imports from Chinain 2006, and ***
percent of reported imports from Taiwan in 2006. One non-responding firm from the preliminary- and final-phase
investigations was ***,
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Table V-2

Raw flexible magnets:

2008

U.S. imports, by source, 2005-07, January-March 2007, and January-March

Calendar year

January-March

Source

2005

2006

2007

2007

2008

Qua

ntity (1,000 pounds)

China

*%%

*%k%

*k%

*k%

*%%

Taiwan

*%k%

*k%

*%%

Subtotal

*kk

*kk

*kk

*kk

*kk

All others

*kk

*%k%

*kk

*k%k

*%k%

Total

3,863

5,757

8,536

1,385

778

Value ($1,000)"

China

*%k%

*k%k

*k%k

*k%

*%k%

Taiwan

*%%

*%%

*%%

*%k%

*%%

Subtotal

*%%

*k%

*k%

*k%

All others

*kk

*kk

*kk

*kk

*kk

Total

3,749

5,159

6,727

1,393

586

Uni

t value (per pound)

China

*kk

*kk

*kk

*kk

*kk

Taiwan

*%k%

*kk

*k%

*k%

*kk

Average

*%%

*%%

*k%

*kk

*k%k

All others

*%%

*k%

*%%

Average

$0.97

$0.90

$0.79

$1.01

$0.75

Table continued on next page.
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Table IV-2--Continued
Raw flexible magnets: U.S.imports, by source, 2005-07, January-March 2007, and January-
March 2008

Calendar year January-March

Source 2005 2006 2007 2007 2008

Share of quantity (percent)

China *xk *xk - — *xk
Taiwan *xk *xk *xk - *xk
Subtotal *xk *xk *xk o o
All others *xk *xk *xk *xk *xk
Total 100.0 100.0 100.0 100.0 100.0

Share of value (percent)

China *xk *xk *xk *xk *xk
Taiwan *xk *xk *xk — *xk
Subtotal *xk *xk - - -
All others *xk *xk *xk *xk *xk
Total 100.0 100.0 100.0 100.0 100.0

! Landed, duty-paid.

Source: Compiled from data submitted in response to Commission questionnaires and official Customs data for
small portions the import data from Taiwan for 2005-06 and all import data from Taiwan for January-March 2008.

ismainly from ***, According to a purchaser who testified at the hearing, MagX produces 500 foot rolls,
and Magnet LL C usually purchases 2,500 to 4,000 foot rolls, so in addition to the much higher pricing of
the Japanese material, the roll length was not comparable to Chinese imports.** Additional testimony
indicated potentia suppliersin Brazil and India, but also raised questions regarding the quality of product

available from these suppliers.’?

™ Hearing transcript, p. 220 (Gorgonne).
2 |bid., pp. 220 (Baird) and 221 (Gorgonne).
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CUMULATION CONSIDERATIONS

In ng whether imports compete with each other and with the domestic like product, the
Commission has generally considered four factors: (1) fungibility, (2) presence of sales or offersto sell
in the same geographica market, (3) common or similar channels of distribution, and (4) simultaneous
presence in the market.

Fungibility

Magnum contends that all raw flexible magnets from the two subject countries and domestically
produced raw flexible magnets are generally fungible or “broadly substitutable,” and that only the 40-inch
wide product is not made by the U.S. industry. All other product variations, such as very thin, ultrathin,
and high energy ferrite magnets, are manufactured by the U.S. industry in competition with subject
imports.®® At the hearing, awitness from TradNet Publishing, Inc. (“ TradeNet”), a purchaser of raw
flexible magnets and a printer, testified that the domestic and Chinese material was interchangeable, and
the difference was “just that the price of the Chinese product is quite a bit less.”** That same witness later
in the proceeding testified that the Chinese material had an “odor” that rendered it somewhat difficult to
market to its customers, possibly emanating from chlorine used to manufacture the product.”> A witness
from Adams stated that there had never been a problem with odor in the Chinese product.’®

At the hearing, awitness from Adams testified that the quality of imports from China surpasses
that of petitioner Magnum'’ s products, and that the domestic raw flexible magnets from Magnum had
problems with blocking (when sheets or rolls stick together), and that such blocking problems eventually

led to the issue of credits of $100,000-$150,000 to Adams from Magnum and to its customers from

13 Petitioner’ s prehearing brief, p. 21, hearing transcript, p. 16 (A. Love), and petitioner’ s posthearing brief, p. 8.
A witness from Adams argued that the U.S. industry does not produce certain products in addition to the wide format
rollsthat are being imported from the Chinese suppliers. Hearing transcript, p. 154 (Lewis).

4 Hearing transcript, p. 57 (Fixsen).
3 1bid., pp. 64 and 74 (Fixsen).

%8 bid., p. 233 (Lewis).
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Adams, as well as a switch from Magnum to “ splitting its business between Flexmag and Polyflex.”*" A
witness from Magnum testified that a“ short-term” problem with blocking experienced with Adams
subsidiary Magnetic Attractions, Inc. (MAI) could have been quickly fixed with back coating, but the
firm refused to accept that solution because the blocking complaint was “an excuse for breaking their
contract with Magnum in order to buy cheaper imports from China.” In addition, Magnum denied issuing
acredit for blocking problemsto Adams.®® A witness from Rochester testified that blocking problems
“have always been a part of the flexible magnet business, but, as heard earlier, that has been pretty much
resolved.” He further noted that the meter wide rolls from Chinathat he purchased a so had blocking
problems.*®

With respect to U.S. imports from Taiwan, awitness from purchaser and importer Magnet LLC
testified that imports from Taiwan producer Jasdi were concentrated in the sign-making business, and that
Jasdi concentrated in small orders of 100 foot rolls at higher margins and was not interested in high-

volume business that would result in orders from Magnet LLC.%

™ Hearing transcript, pp. 155-156 (Lewis) and posthearing statement of Adams, p. 1. According to Mr. Lewis,
the credit in question was partially satisfied by allowing Adams to keep inventory from Magnum. Hearing
transcript, p. 217 (Lewis). In its posthearing statement, Adams referred to the post-Magnum split as $396,700 in
orders placed with Polyflex and $1,714,610 in orders placed with Flexmag between June 18, 2007 and July 11, 2008.
In response to a request by Commission staff, Adams provided the following data concerning shipments received
(rather than orders placed) from the two suppliers during June-December 2007 and January-June 2008:

June-December 2007 January-June 2008
Firm: Quantity (pounds) Value (dollars) Quantity (pounds) Value (dollars)
Polyﬂex *k*k *k* *k* *k*k
Flexmag *k* *k* *k* *k*

Email from *** July 18, 2008.

8 Hearing transcript, p. 22 (A. Love) and p. 87 (A. Loveand T. Love) and petitioner’s posthearing brief, exh. 6,
pp. 15-16, and exh. 12. Although Magnum argues that ***. Petitioner’s posthearing brief, exh. 12.

% Hearing transcript, p. 51 (Dennis).

2 |bid., p. 177 (Gorgonne). In addition, Mr. Gorgonne testified that the prices from the Taiwan producer were
much higher than the Chinese prices. The witness from Master Marketing agreed. Hearing transcript, p. 176
(Nellessen).
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Further information concerning quality issues among the raw flexible magnets manufactured by
U.S. producers and imported from China and Taiwan by U.S. importersis presented in Part I of this
report.

The mgjority of U.S. producers’ shipments of raw flexible magnets were comprised of magnetic
sheeting, followed closely by strips (avery small amount were classified as profile shapes), as presented
in table IV-3. The distribution was more pronounced with regard to imports of raw flexible magnets from
China and Taiwan, with the vast majority of imports consisting of magnetic sheeting.*

The mgjority of U.S. producers shipments of raw flexible magnets were manufactured using the
calender method, which accounted for approximately *** percent of U.S. producers’ U.S. shipments
throughout the period for which data were collected (January 2005 through March 2008), as presented in
table IV-4. The distribution was more pronounced with regard to exports of raw flexible magnets from

Chinaand Taiwan, with generally over *** percent of exports manufactured using the calender method.

2Lxxx imports of raw flexible magnets from other sources were magnetic sheeting.
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Table IV-3

Raw flexible magnets: U.S. producers’ and U.S. importers’ U.S. shipments, by product form, 2005-07,

January-March 2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
Share of quantity (percent)
U.S. producers’ U.S. shipments:
Sheeting *kk *kk *kk ok *xk
Stl’ipS *kk Kk Kk *hk *kk
Profile shapes *kk *kk *ohk *ohk *okk
Total 100.0 100.0 100.0 100.0 100.0
U.S. shipments of imports from China:
Sheeting dekek ok ok ok —
Strips *kk *kk Kk Kk *kk
Profile shapes *kk *kk *kk *kk *okk
Total 100.0 100.0 100.0 100.0 100.0
U.S. shipments of imports from Taiwan:
Sheeting ok ok ok ok -
Strips *kk *kk *kk Fkk *kk
Profile shapes Xk Xk Xk Xk Xk
Total 100.0 100.0 100.0 100.0 100.0
U.S. shipments of imports from subject sources:
Sheeting *kk *kk *ohk *ohk *kk
Strips kk *kk kk okk *kk
Profile shapes ek ok ok ok ek
Total 100.0 100.0 100.0 100.0 100.0

Source: Compiled from data submitted in response to Commission questionnaires.
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Table IV-4

Raw flexible magnets: U.S. producers’ U.S. shipments and foreign producers’ exports to the United States,

by type of production, 2005-07, January-March 2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
Share of quantity (percent)
U.S. producers’ U.S. shipments:
Calendered ok ok —_—- —— ok
Extruded ok ok —— ok -
Total 100.0 100.0 100.0 100.0 100.0
Exports from China to the United States:
Calendered —_— —_— —_— —— ok
Extruded ok ok —_— ok ok
Total 100.0 100.0 100.0 100.0 100.0
Exports from Taiwan to the United States:
Calendered ok —_— —-— —— ok
Extruded ok ok - ok ok
Total 100.0 100.0 100.0 100.0 100.0
Exports from subject countries to the United States:
Calendered —_— —_—- —_— —_— ——-
Extruded ok ok —— ok ok
Total 100.0 100.0 100.0 100.0 100.0

Source: Compiled from data submitted in response to Commission questionnaires.

Additional information on interchangeability and fungibility may be found in Part 11 of this

report.
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Geographical Markets
Magnum has stated that it markets its products nationwide, and that imports are competing with it
on anationa basis, through warehouses established throughout the country by foreign suppliers.” In
addition, importers of raw flexible magnets from China are geographically distributed throughout the
country. The major importer of raw flexible magnets from Taiwan, ***, was located in *** and reported
that it marketed to the ***. Its mgjor customers listed in its questionnaire were ailmost al in these areas.
The new major importer of raw flexible magnets from Taiwan, ***, isalso located in ***, but did not
provide a questionnaire response and therefore marketing information is not available. Additiona
information on geographic markets may be found in Part I of this report.
Common or Similar Channels of Distribution
Imports from the subject countries and domestic production of raw flexible magnets are primarily
sold directly to end users, either printers, OEMSs, or other non-distributor customers. Further information
on channels of distribution may be found in Part Il of thisreport.
Simultaneous Presence in the M ar ket
Imports generally have been simultaneously present in the U.S. market throughout the period
examined. Imports of raw flexible magnets from China and Taiwan entered the United States in every
period examined.
APPARENT U.S. CONSUMPTION
Consistent with the increase in demand arising from the Capital One campaign in 2005, apparent

U.S. consumption increased between 2005 and 2006.2 Apparent U.S. consumption decreased in 2007, as

2 Conference transcript, p. 53 (Button); see also ibid., pp. 113-114 (T. Love and A. Love), noting that Magnum
maintains warehouses in Minneapolis and in Las Vegas, and has a full-time sales agent in California.

% According to a purchaser and importer who participated in the Capital One campaign, ***, the campaign
involved *** ***_  According to Magnet Street, the Capital One project was partially responsible for the growth in
apparent consumption during 2004 and 2005. For Magnet Street, approximately $1 million in business was
attributed to the Capital One project, and they were a“small player.” Hearing transcript, p. 161 and p. 194 (Baird).
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reflected in adecreasein U.S. producers’ shipments, and, to alesser extent, to a decrease in shipments of
imports from Taiwan. At the hearing, awitness for Magnum testified that he believed the recession in the
housing industry played arole in the decline in apparent consumption, in addition to the industry trend
toward thinner material. Counsel for Magnum noted that free advertising give-aways are the first to get
cut from corporate budgets during arecession. In addition, a purchaser testified that the declinein rea
estate hurt the printed magnet business because realtors accounted for about 30-40 percent of the printed
magnet portion of TradeNet’s business, and it is down to 10 percent currently.* Data on apparent U.S.
consumption of raw flexible magnets are presented in table 1V-5.

Data on apparent U.S. consumption of raw flexible magnets in the merchant market are presented
intable IV-6.* The quantity of apparent U.S. consumption declined steadily throughout the period for
which datawere collected, asreflected in adeclinein U.S. producers shipments, and, to a lesser extent, a

decline in the shipments of imports from Taiwan.

24 Hearing transcript, p. 61 (A. Love and Fixsen), pp. 79-81 (Malashevich and A. Love), and p. 97 (A. Love) and
petitioner’ s posthearing brief, exh. 6, p. 50.

% “Merchant market” shipmentsreflect U.S. producers U.S. commercial shipments plus transfers but include all
U.S. shipments by U.S. importers, many of which are printers or other end users that consume a substantial share of
their importsinternally.
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Table IV-5

Raw flexible magnets: U.S. shipments of domestic product, U.S. shipments of imports by source,

and apparent U.S. consumption, 2005-07, January-March 2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
Quantity (1,000 pounds)

U.S. producers’ U.S. shipments 81,765 83,637 70,401 17,739 16,016
U.S. shipments of imports from—

China Kkk *kk *kk *kk *kk

Taiwan ok —— - ok —-—

Subtotal, subject ok ok - ok ok

All other countries ik ok ok ok ok

Total 3,806 5,473 7,997 1,413 1,196

Apparent U.S. consumption 85,571 89,110 78,399 19,152 17,213

Value ($1,000)

U.S. producers’ U.S. shipments 87,351 89,235 79,216 18,405 17,132
U.S. shipments of imports from—

China ok - ok ok -

Taiwan ok Kok Kok ok ok

Subtotal, subject Kk ok Kok Hekke dokk

All other countries rrx ke ok Frx *kk

Total 4,518 6,230 7,482 1,751 1,165

Apparent U.S. consumption 91,869 95,465 86,699 20,156 18,298

Note.—***,

Source: Compiled from data submitted in response to Commission questionnaires and official Customs data for
small portions of the import data for Taiwan for 2005-06 and all import data for Taiwan for January-March 2008.
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Table V-6

Raw flexible magnets: U.S. merchant market shipments of domestic product, U.S. shipments of
imports by source, and apparent U.S. consumption in the merchant market, 2005-07, January-
March 2007, and January-March 2008

* * * * * * *
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U.S. MARKET SHARES
Data on market sharesin the U.S. market for raw flexible magnets are presented in table
IV-7. The market share for subject imports increased steadily during 2005-07, led by imports from
China. The share held by subject imports from Taiwan declined *** and *** during that period. Overall,
subject import penetration reached *** percent of the quantity of U.S. apparent consumption in 2007.
Between January-March 2007 and January-March 2008, the share of subject imports declined dueto a

decrease in U.S. shipments of imports from both China and Taiwan.
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Table V-7

Raw flexible magnets: Apparent U.S. consumption and market shares, 2005-07, January-March

2007, and January-March 2008

Calendar year

January-March

Item 2005 2006 2007 2007 2008
Quantity (1,000 pounds)
Apparent U.S. consumption 85,571 89,110 78,399 19,152 17,213
Value ($1,000)
Apparent U.S. consumption 91,869 95,465 86,699 20,156 18,298
Share of quantity (percent)

U.S. producers’ U.S. shipments 95.6 93.9 89.8 92.6 93.0
U.S. shipments of imports from—

China ok —_— — ok —

Taiwan - —_— — - —_—

Subtotal, subject - — ok - ook

All other countries b ok e bl Fkk

Total 4.4 6.1 10.2 7.4 7.0

Share of value (percent)

U.S. producers’ U.S. shipments 95.1 93.5 91.4 91.3 93.6
U.S. shipments of imports from—

China — —-— — ok —

Taiwan — - — - —_—

Subtotal, subject - - ok —-— -

All other countries ok ok ok ok ok

Total 4.9 6.5 8.6 8.7 6.4

Note.—***,

Source: Compiled from data submitted in response to Commission questionnaires and official Customs data for
small portions of the import data for Taiwan for 2005-06 and all import data for Taiwan for January-March 2008.
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Data on market shares in the U.S. merchant market for raw flexible magnets are presented in table
IV-8. Thelargest market share achieved by subject imports occurred in 2007 (*** percent of the quantity
of apparent U.S. consumption).

Table IV-8
Raw flexible magnets: Apparent U.S. consumption and market shares in the merchant market,

2005-07, January-March 2007, and January-March 2008

* * * * * * *
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RATIOSOF IMPORTSTO U.S. PRODUCTION
Data on the ratio of importsto U.S. production of raw flexible magnets are presented in table IV-
0.

Table IV-9
Raw flexible magnets: U.S. production, U.S. imports, and ratios of imports to production, 2005-07,
January-March 2007, and January-March 2008

Calendar year January-March

Item 2005 2006 2007 2007 2008

Quantity (1,000 pounds)

U.S. production 87,526 88,385 75,007 18,859 16,626

U.S. imports from—

China *okk — — — —
Taiwan Kk ek —_— —_— -
Subtotal, subject ok ok ok ok ok
All other countries *kk *oxk Hokk *kk ok
Total 3,863 5,757 8,536 1,385 778

Ratio of imports to U.S. production (percent)

U.S. imports from—

China *kk Kokk *hk ok ok
Taiwan Kokk Kokk *okk Hokk Fkk
Su btotaL Subject *hk *hk *kk *khk *kk
All other countries ok ek ok ok ok
Total 4.4 6.5 11.4 7.3 4.7

Source: Compiled from data submitted in response to Commission questionnaires and official Customs data for
small portions of the import data for Taiwan for 2005-06 and all import data for Taiwan for January-March 2008.
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PART V: PRICING AND RELATED INFORMATION
FACTORS AFFECTING PRICES
Raw Material Costs
The major costs in manufacturing raw flexible magnets are raw materials, energy, and labor.*
Raw materials (primarily manufactured ferrite powders combined with polymer binders) account for the
largest share of the cost of producing raw flexible magnets. Other raw materials include iron-chromium-
cobalt, alnico, chromium steel, cobalt steel, vicalloy, remalloy, and cunife. More costly magnetic
materials can be used to produce higher energy magnets.? As discussed in part VI of this report, during
January 2005-March 2008, raw materials costs accounted for slightly more than one-half of the cost of
goods sold and have decreased slightly over this period.?
Transportation Costs to the U.S. Market
Transportation costs, as a ratio to the customs value, from subject countries to the United States
(excluding U.S. inland costs) in 2007 were 7.4 percent for Chinese raw flexible magnets and 9.0 percent
for Taiwan raw flexible magnets. These estimates are derived from official import data and represent the
transportation and other charges on imports.*
U.S. Inland Transportation Costs
Transportation costs for U.S. inland shipments of raw flexible magnets generally vary for both
the producers and the importers as a share of the delivered price of these products. Two U.S. producers’

reported costs ranged from *** percent of the delivered price, and while a third estimated a cost share

! Petition, p. 41.
2 Petition, pp. 5-6.

% Petitioner provided information indicating an increase in raw materials costs in late 2007 and into 2008.
Petitioners’ posthearing Brief, exhibit 27. At least one other U.S. producer has made a similar observation regarding
raw material price increases in 2008. E-mail from ***, July 11, 2008.

* Transportation costs were obtained by subtracting the customs value from the c.i.f. value of the imports for 2007
and then dividing by the customs value (based on import entries under HTS subheadings 8505.19.10 and
8505.19.20). Since raw flexible magnets are in a broad HTS category, these transportation costs are estimates based
on the whole basket of goods. While over-inclusive, these data are believed to provide a reasonable basis for
estimating transportation costs.
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of *** percent of the delivered price. For importers that provided estimates, U.S. inland transportation
costs typically ranged between 8.0 and 20.0 percent, although one importer reported costs of up to 50
percent of the delivered price.
Exchange Rates
Nominal and real exchange rate data for China and Taiwan are presented in figure V-1.°
Figure V-1

Exchange rates: Indexes of nominal and real values of the currencies of China and Taiwan relative
to the U.S. dollar, by quarters, January 2005-March 2008
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Source: China: International Monetary Fund, International Financial Statistics. Taiwan: St. Louis Federal Reserve
and Taiwan National Statistics.

% Real exchange rates are calculated by adjusting the nominal rates for movements in producer prices in the
United States and each of the subject countries. The Chinese government effectively pegged the yuan to the U.S.
dollar at 8.28 yuan per dollar during the early part of this period. On July 21, 2005, the Chinese government
announced that it would no longer peg the yuan to the U.S. dollar but would tie the yuan to a basket of currencies.
Within this new basket, the yuan was revalued upward against the U.S. dollar by 2.1 percent, or from 8.28 yuan per
dollar under the old peg to 8.11 yuan per dollar under the new exchange rate policy. The Chinese government has
not disclosed which currencies are in the new basket, but indicated that the weight of the U.S. dollar represented less
than 50 percent of the new basket of currencies.
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PRICING PRACTICES

Pricing Methods

Firms reported that prices of raw flexible magnets are determined in a variety of ways. Three
U.S. producers cited transaction-by-transaction negotiations and another producer uses an internal price
book for standard items. The importers were also mixed in their answers: 12 firms cited transaction-by-
transaction negotiations, six firms cited price lists, one cited individual contracts, and two use a “cost
plus” method for arriving at prices.

Sales Terms and Discounts

Discount policies vary widely among U.S. producers and importers of raw flexible magnets. One
producer reported both quantity and annual volume discounts. Petitioner *** stated that prices are
negotiated with a beginning price that is determined by quantity or market conditions; some accounts
might have rebate programs or a special cash discount. One producer reported having no formal standard
discount policy. Nine importers reported quantity discounts, one importer reported annual volume
discounts, and two importers reported both quantity and total annual volume discounts. Sixteen other
importers reported no discounts. Importer Adams Magnetic noted that “selling practices” are volume
driven: if a customer represents a large share of sales volume it has a greater bargaining power.®

The majority of U.S. producers (3 of 5) and importers (15 of 27) quote prices on an f.0.b. basis.’
The other 2 U.S. producers and 12 importers reportedly quote prices on a delivered basis.

Raw flexible magnets are commonly sold on a spot basis. Three producers reported that they sell
all of their raw flexible magnets on a spot basis. One producer sells only on a short term basis. In
addition, one producer sells *** percent of its raw flexible magnets on a long-term basis, *** percent on a

short-term basis, and *** percent on a spot basis. Of the responding importers, 25 firms sell the majority

® Hearing transcript, p. 165 (Lewis).

" Producers making f.0.b. quotes reported, among others, f.0.b. warehouse, f.0.b. *** or f.0.b. ***. Importers
making f.o.b. quotes usually quote f.0.b. warehouse or their facility.
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of the subject product on a spot sale basis. Five firms reported selling on a short-term contract basis, and
one importer reported that it sells *** of its sales on a long-term contract basis.

Producers and importers reported similar short-term contract characteristics. The two producers
that reported using short-term contracts, ***. One of these two producers stated that the duration of its
short-term contracts is less than one year. Of the importers that reported using short-term contracts, four
firms reported that both price and quantity are fixed and one firm reported that only price is fixed. Four
importers reported that the duration of their short-term contracts are one year, and two importers noted
that contracts are 3 months in duration. Only one importer’s short-term contracts permit renegotiation.
Three out of six importers reported that contracts have meet-or-release provisions.

The petitioner Magnum testified at the hearing that exclusivity contracts “are not uncommon in
the industry” and asking for one is part of the standard negotiation: “you would ask for it in a sales
negotiation, if you could get it.” Magnum also testified that “we have exclusivity agreements and sales
agreements with most of our major supply lines, and it’s a really good idea to have that because if you’re
partnering with somebody, and you’re getting innovations, and you want to keep those innovations, you
work some sort of agreement like that.”®

One *** U.S. producer, ***, reported long-term contracts with durations of more than one year,
and it noted that renegotiation of contracts occurs on a case-by-case basis. Of the importers that reported
long-term contracts, one reported that both price and quantity are fixed and one reported that only price is
fixed. Two importers have long-term contracts of *** which cannot be renegotiated - one reported that

both price and quantity are fixed, and one reported that only price is fixed.

8 Hearing transcript, pp. 99-100 (T. Love, A. Love).
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PRICE DATA
The Commission requested price data from U.S. producers and U.S. importers.® U.S. producers
and importers of raw flexible magnets were asked to provide quarterly data for the total quantity and
f.0.b. (U.S. point of shipment) value of selected products that were shipped to unrelated customers in the

U.S. market during January 2005-March 2008. The products for which pricing data were requested were

as follows:°

Product 1. — Plain sheets in 12 mil thickness (tolerance on thickness measurements of +0.5
through -1 mil).

Product 2. — Plain sheets in 13 mil thickness (tolerance on thickness measurements of +0.5
through -0.5 mil).

Product 3. — Plain sheets in 15 mil thickness (tolerance on thickness measurements of +0.5
through -1 mil).

Product 4. — Plain sheets in 20 mil thickness (including cut sheets and rolls) (tolerance on
thickness measurements of +0.5 through -1 mil).

Product 5. — Plain sheets in 30 mil thickness (including cut sheets and rolls) (tolerance on
thickness measurements of +0.5 through -1 mil).

Product 6. — Sheets in 30 mils thickness, in rolls of 50’ x 2’ (nominal), with vinyl lamination

(tolerance on thickness measurements of +0.5 through -1 mil).

Two U.S. producers™ and seven importers' provided usable sales price data, and eight importers

provided usable Chinese purchase price data.**** Seven firms reported sales price data for imports from

° U.S. purchasers, however, were also requested to characterize prices from different sources of supply in the U.S.
market. As discussed in Part 11 of this report, the substantial majority of purchasers reported that the prices of raw
flexible magnets from China were lower than prices for comparable U.S. products. Responding purchasers were
more evenly divided regarding product from Taiwan.

10 The pricing items suggested in the petition included a mis-specified factor for conversion area to weight.
However, staff contacted the responding U.S. importers and producers and confirmed or corrected the data where
necessary.

11 %%k
12 %xx

13 %xk

4 Six importers *** reported both purchase and sales prices. Importers *** are distributors and their sales prices
are reported in this section. Importers *** are retailers and their purchase prices are included in the pricing data in
tables V-1 through V-6.
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China, and two firms reported sales price data for imports from Taiwan.® Substantial amounts of mis-
specified price data had to be excluded from analysis.'® Usable sales pricing data accounted for 13.3
percent of the quantity of U.S. producers’ commercial shipments during January 2005-March 2008, 9.4
percent of shipments of U.S. imports from China, and *** percent of shipments of U.S. imports from
Taiwan.

Purchase price data for China accounted for 10.1 percent of shipments of imports from China.*’
Quarterly weighted-average sales prices and purchase prices for the above products are shown in tables
V-1 through V-6 and figure V-2.® A summary of price trends is shown in table V-7 and a summary of

underselling/overselling is shown in table V-8.%°

% Two firms reported pricing data for sales of raw flexible magnets imported from Taiwan. One firm, ***,
accounted for the vast majority of the reported data during the period for which it reported data. *** accounted for
only *** quarters of data - ***,

18 Importer *** provided its top 6 selling products in the pricing section of the questionnaire. According to ***’s
products description, product 1 is actually product 6 and is included in the pricing data. ***’s products 2-6 were not
used as they do not meet the product definitions as used in the questionnaires. One U.S. producer *** and another
10 importers *** reported unusable pricing data for products other than the ones requested in section 11l and 1V,
respectively, of the producer and importer questionnaire.

7 The staff collected separate purchase price data to capture subject imports of raw flexible magnets that are not
sold as raw flexible magnets in the U.S. market, but as value added products (e.g., printed magnets). The responding
importers submitted purchase prices from China that are presented in tables V-1 through V-6.

18 As can be seen in tables V-1 through V-6, in several instances the volumes of domestic product and imported
product sold in a given quarter are substantially different. In these quarters, subject import prices frequently tend to
be higher than domestic prices. This appears to be consistent with the previously-noted questionnaire responses
regarding the use of quantity/volume discounts.

19 petitioner argued that ***, Petitioners’ posthearing brief, p. 31. However, staff notes that this is frequently
true for pricing products 2-5, but not for products 1 and 6. In the aggregate, the Chinese volume sold at the
“purchase price” (*** Ibs) is larger than the volume sold at the “sales price” (*** Ibs).
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Table V-1
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 1 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Table V-2
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 2 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Table V-3
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 3 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Table V-4
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 4 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Table V-5
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 5 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Table V-6
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) and quantities for
product 6 and margins of underselling/(overselling), January 2005-March 2008

* * * * * * *
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Figure V-2
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) for products 1-6,
January 2005-March 2008

* * * * * * *
* * * *
* * * * * *

Figure continued on next page.
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Figure V-2 - Continued
Raw flexible magnets: Weighted-average f.0.b. selling prices (except as noted) for products 1-6,
January 2005-March 2008

* * * * * * *
* * * *
* * * * * *

Source: Tables V-1 to V-6.
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Price Trends
Overall, prices for both U.S.-produced and imported raw flexible magnets fluctuated during the
period January 2005-March 2008. A summary of price trends is shown in table V-7.

Table V-7
Raw flexible magnets: Summary of weighted-average sales prices, by country and by product

* * * * * * *
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Purchasers were also asked if there has been a change in the price of raw flexible magnets since
2005. Fifteen of 38 responding purchasers reported that prices of raw flexible magnets increased, 4 firms
reported that prices decreased, and 19 firms reported that prices either fluctuated or stayed the same. Of
the purchasers that reported increases in prices, 12 attributed the rise to increase in raw material prices,
transportation, labor, and energy costs. One purchaser, ***, attributed the rise to the fact that there are
only two U.S. manufacturers of raw flexible magnets in the United States, and another purchaser, ***,
reported that ***,

When purchasers were asked if there was a price leader in the raw flexible magnets industry, 18
of the responding 28 purchasers reported “yes,” with the vast majority citing Magnum. Most purchasers
reported that these firms exhibited price leadership by being the first to announce changes in price.

Price Comparisons

Prices for imported raw flexible magnets from subject countries were lower than those for U.S.-

produced raw flexible magnets in the majority (72 percent) of instances where comparisons were

possible. A summary of margins of underselling and overselling are presented in table V-8.

Table V-8

Raw flexible magnets: Instances of underselling/overselling and the range and average of margins
for products 1-6, January 2005-March 2008

Underselling Overselling
Number Average | Number Average
of Quantity Range margin of Quantity Range margin
Source |instances (pounds) (percent) |(percent) |instances | (pounds) (percent) | (percent)
China® 24 *** [ 0.1t045.2 23.3 13 ik 4.21t088.1 31.0
Taiwan 48 **| 0.7 to 32.0 17.1 16 wkl 1.6t072.3 20.6
Total 72 2,740,236 | 0.1to 45.2 19.2 29 87,080 1.6t0 88.1 25.2

Note. -- “Quantity” is based on sales of imported product.

Source: Compiled from data submitted in response to Commission questionnaires.

*Purchase prices for direct imports from China reported by printers were lower than sales prices for comparable U.S. products
in 42 of 46 instances.
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LOST SALES AND LOST REVENUES

In the preliminary phases of these investigations, the Commission requested U.S. producers of
raw flexible magnets to report any instances of lost sales or revenues they experienced due to competition
from imports from China and Taiwan from January 2004 to June 2007. U.S. producers provided 36 lost
sales allegations and 19 lost revenue allegations. The 33 lost sales allegations regarding China totaled
$***; lost sale regarding Taiwan totaled $***; and 2 lost sales listed both China and Taiwan and totaled
$***. The 15 lost revenue allegations regarding China totaled $*** and the 4 regarding Taiwan totaled
$***_ Staff contacted the purchasers cited in the allegations, of which 22 responded and discussed lost
sales allegations totaling $*** and lost revenues totaling $***.%° Six agreed with the allegations, 11
disagreed with the allegations, and 6 neither agreed nor disagreed.? Tables V-9 and V-10 summarize the
results of purchasers that responded to staff requests for confirmation.

In the final phase of these investigations, the Commission requested U.S. producers of raw
flexible magnets to report any instances of lost sales or revenues they experienced due to competition
from imports from China and Taiwan from January 2005 to March 2008. U.S. producers provided lost
sales allegations involving 10 firms and lost revenue allegations involving 4 firms. The 11 lost sales
allegations regarding China totaled $***; the 1 lost sale regarding Taiwan totaled $***. The 5 lost
revenue allegations regarding China totaled $***; and there were no listed lost revenue allegations
regarding Taiwan.?® Staff contacted the purchasers cited in the allegations; 1 purchaser responded and

disagreed with the *** allegations totaling $*** 22

20 pyrchaser *** responded to one lost sale allegation and one lost revenue allegation.

2! Listed as “neither agreed nor disagreed” is one purchaser that agreed to a lost sales allegation but disagreed
with a lost revenue allegation, and another purchaser that agreed with respect to some products listed in the
allegation but did not know with respect to other products.

22 U.S. producer *** did not report complete lost revenue allegations, hence the staff was not able to calculate the
dollar value of the allegations.

2 The only responding purchaser is ***. In the final phase of these investigations, *** was quoted *** as it
purchased material from ***, unlike the preliminary phase of these investigations when it was quoted in *** from

*k*k

4 Two allegations *** were not contacted by the staff because of insufficient customer contact information.
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Table V-9
Raw flexible magnets: U.S. producers’ lost sales allegations

* * * * *
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Table V-10
Raw flexible magnets: U.S. producers’ lost revenue allegations

* * * * * * *

*** agreed with the *** allegations. It stated, “We did not order any magnets in ***, We placed
an order in *** for quantities written in above. To my knowledge, the pricing | have written in is the most
updated from ***.”

*** disagreed with the *** allegations. It stated, “Due to significant and ongoing quality issues,
our firm shifted business to new suppliers both domestic and foreign. The majority of our purchases remain
with a domestic supplier of raw magnetic materials. The quality of the material we are now receiving is
markedly improved from former supplier.”

*** disagreed with the *** allegation, stating “From *** our total purchases from *** were $***,”
and “from *** we had no purchases from ***.”

*** reported that the vendor matched the price of $*** each. It further stated, “Product purchased
is made of *** shipped from *** to *** and ***, made in ***, shipped to *** and later applied to the

flexible magnet. The
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product is converted and packaged in ***, shipped to ***. We feel that this complaint has no merit and
should be disallowed.”

*** could not fully verify the allegation. The company typically deals with ***, and only
purchased magnets on one occasion.

*** agreed with the *** allegations.

*** partly agreed with the *** allegations but was not sure of *** of the *** products referred to in
the allegations. It stated that the pricing provided in the allegations was incorrect. It also stated that
imported product included freight costs whereas U.S. product did not include freight.

*** disagreed with the *** allegation, stating “we purchase fewer *** because we manufacture
fewer ***.”

*** disagreed with the *** allegation, and stated that it has never been quoted nor purchased
imported magnets.

*** reported that it did have sufficient information to respond to the allegation, but that it had no
recollection of a quote involving magnets during or around ***,

*** stated that it purchased magnets from *** for many years at $*** per sheet. However, in ***,
*** tried to “price gouge,” *** its price to $*** per sheet. The purchaser searched for other sources and
found *** product priced at $*** per sheet. *** said it could reduce the price to $*** per sheet, and so ***
agreed to purchase from ***, However, *** was not able to deliver, so *** purchased the *** product.

*** agreed with the *** allegation. It stated, “l do agree that the material is less costly, though |
cannot say that the *** is selling it for less than ***. The reason | purchase the *** material is that it
usually stocked in *** and | can receive it in ***, If a U.S. manufacturer would stock it locally I would

consider using their material since the
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cost difference would not affect the cost of my product enough for *** to not make the sale. On time
delivery is the big factor in our sales.”

*** agreed with the *** allegation. It stated that while the lower price of the *** product was a
factor in its purchase decision, it also trusted the *** supplier more than ***, It added that “since that time,
we have found that for this particular product it works well to have a U.S. supplier. *** provided us with a
quote that allowed us to move the production of this product back to the U.S. *** has lost this business but
not to a *** supplier as they think, it has ***.” *** disagreed with the *** allegations, reporting that it did
not purchase from *** during 2004-07.

*** disagreed with the *** allegation. It stated, “To date, we have not purchased even *** of the
amount from *** that they are claiming was lost. We have not sold *** material to any of ***’s customers,
and as of now, hardly any customers of our own. We have imported new to the market products mostly,
and have tried to get sales on these items but it has not been easy. Therefore, *** did not have any lost
sales to *** from us for any part of 2004-2006 or in 2007, so far. The only lost sales that *** had from us
went to ***, Our total purchases of ‘Raw Flexible Magnets’ for 2006 were about $***. Our total
purchases for 2007 will be about $*** from U.S. producers and $*** from ***. We have lost one third of
our previous sales because of what we believe to be the arrogance and greed of ***. They did not lose any
of our business to *** or ***, Their business practices, poor quality, slow delivery and huge price
increases are responsible for the decline of their once well run company. Most of the product we are
importing is material that is not offered by U.S. producers.”

*** disagreed with the *** allegation stating, “U.S. material is not as compatible to our production

process as imported material.”
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*** agreed with *** allegations. It stated, “We feel that the manufacturer in question has a
monopoly on raw magnetic material produced in the United States. This allows them to control the pricing
structure of what they sell.”

*** stated, regarding the *** allegation, “We do not recall receiving a quote for domestic magnetic
material of $*** per roll. However, we do pay $*** per roll from ***. We also buy material from two
other sources in the United States that import their material for approximately $*** per roll. We are no
longer importing our own material since ***.”

*** disagreed with the *** allegations submitted in the preliminary phase of these investigations
from *** stating “we often get quotes that do not turn into orders. As you can see, they have indicated a
loss of over $*** in sales when our actual purchases of these *** producers were $*** total” and that “there
are only two raw material manufacturers in the U.S. and when Magnum ‘merged’ with MSI their prices
increased and service declined. To compete we had no other choice but to find alternate manufacturers.” It
further stated that it began importing from *** pecause it had issues getting product from U.S.
manufacturers as it was not perceived as a “big player.”

*** disagreed with the *** allegations submitted in the final phase of these investigations from
*** noting that it had asked *** for pricing on *** sheets of this material ***, but did not get the job.
Moreover, *** indicated that it purchased ***.

*** disagreed with the *** allegation, stating “according to ***’s representative, ***, the magnetic
sign material rolls that we purchase from *** is manufactured in ***. We started to carry the *** product
because of better product performance and cost. We were having 4-6 complaints per year of our ***
product. So far we have had only (1) minor complaint of *** product. The cost per *** roll of *** s $***

per roll less.”
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*** disagreed with *** allegations. It stated, “Early in 2007 *** requested quotes from ***
domestic U.S. suppliers of flexible magnets,” and that “the incumbent domestic supplier retained the
business based on price and service.” It stated, “*** continues to source all flexible magnet sheeting
referenced in your letter, from a single domestic U.S. manufacturer.” *** disagreed with the ***
allegation, saying it never solicited such a quote from ***, It stated that the price for the product listed is

$*** and that the “difference between imported material and domestic is approximately *** percent.”
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